§685.400

(g) Limit on use of funds. Except for
funds paid to a school under section
452(b)(1) of the Act, funds received by a
school under this part may be used
only to make Direct Loans to eligible
borrowers and may not be used or hy-
pothecated for any other purpose.

(Approved by the Office of Management and
Budget under control number 1840-0672)

(Authority: 20 U.S.C. 1087a et seq.)

[69 FR 61690, Dec. 1, 1994, as amended at 60
FR 33345, June 28, 1995; 61 FR 60493, Nov. 27,
1996; 61 FR 60610, Nov. 29, 1996]

Subpart D—School Participation
and Loan Origination in the
Direct Loan Program

§685.400 School participation require-
ments.

(a)(1) In order to qualify for initial
participation in the Direct Loan Pro-
gram, a school must meet the eligi-
bility requirements in section 435(a) of
the Act, including the requirement
that it have a cohort default rate of
less than 25 percent for at least one of
the three most recent fiscal years for
which data are available unless the
school is exempt from this requirement
under section 435(a)(2)(C) of the Act.

(2) In order to continue to participate
in the Direct Loan Program, a school
must continue to meet the require-
ments of paragraph (a)(1) of this sec-
tion for years for which cohort default
rate data represent the years prior to
the school’s participation in the Direct
Loan Program.

(b) In order to qualify for initial par-
ticipation, the school must not be sub-
ject to an emergency action or a pro-
posed or final limitation, suspension,
or termination action under sections
428(b)(1)(T), 432(h), or 487(c) of the Act.

(c) If schools apply as a consortium,
each school in the consortium must
meet the requirements in paragraphs
(a) and (b) of this section.

(d) The Secretary selects schools to
participate in the Direct Loan Program
from among those that apply to par-
ticipate and meet the requirements in

34 CFR Ch. VI (7-1-02 Edition)

paragraphs (a)(1), (b), and (c) of this
section.

(Authority: 20 U.S.C. 1087a et seq.)

[69 FR 61690, Dec. 1, 1994, as amended at 64
FR 46255, Aug. 24, 1999]

§685.401 [Reserved]

§685.402 Criteria for schools to origi-
nate loans.

(a) Initial determination of origination
status. (1) Standard origination. Any
school eligible to participate in the Di-
rect Loan Program under §685.400 is el-
igible to participate under standard
origination.

(2) School Origination. To be eligible
to originate loans, a school must meet
the following criteria:

(i) Have participated in the Federal
Perkins Loan Program, the Federal
Pell Grant Program, or, for a graduate
and professional school, a similar pro-
gram for the three most recent years
preceding the date of application to
participate in the Direct Loan Pro-
gram.

(ii) If participating in the Federal
Pell Grant Program, not be on the re-
imbursement system of payment.

(iii) In the opinion of the Secretary,
have had no severe performance defi-
ciencies for any of the programs under
title IV of the Act, including defi-
ciencies demonstrated by the most re-
cent audit or program review.

(iv) Be financially responsible in ac-
cordance with the standards of 34 CFR
668.15.

(v) Be current on program and finan-
cial reports and audits required under
title IV of the Act for the 12-month pe-
riod immediately preceding the date of
application to participate in the Direct
Loan Program.

(vi) Be current on Federal cash trans-
action reports required under title IV
of the Act for the 12-month period im-
mediately preceding the date of appli-
cation to participate in the Direct
Loan Program and have no final deter-
mination of cash on hand that exceeds
immediate title IV program needs.

(vii) Have no material findings in any
of the annual financial audits sub-
mitted for the three most recent years
preceding the date of application to
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participate in the Direct Loan Pro-
gram.

(viii) Provide an assurance that the
school has no delinquent outstanding
debts to the Federal Government, un-
less—

(A) Those debts are being repaid
under or in accordance with a repay-
ment arrangement satisfactory to the
Federal Government; or

(B) The Secretary determines that
the existence or amount of the debts
has not been finally determined by the
cognizant Federal agency.

(3) A school that meets the criteria
to originate loans may participate
under school origination option 1 or 2
or under standard origination.

(b) Change in origination status. (1)
After the initial determination of a
school’s origination status, the Sec-
retary may allow a school that does
not qualify to originate loans under ei-
ther origination option 1 or origination
option 2 to do so if the Secretary deter-
mines that the school is fully capable
of originating loans under one of those
options.

(2)(i1) At any time after the initial de-
termination of a school’s origination
status, a school participating under
origination option 2 may request to
change to origination option 1 or
standard origination, and a school par-
ticipating under origination option 1
may request to change to standard
origination.

(ii) The change in origination status
becomes effective when the school re-
ceives notice of the Secretary’s ap-
proval, unless the Secretary specifies a
later date.

(3)(i) A school participating under
origination option 1 may apply to par-
ticipate under option 2, and a school
participating in standard origination
may apply to participate under either
origination option 1 or 2 after one full
year of participation in its initial
origination status.

(ii) Applications to participate under
another origination option are consid-
ered on an annual basis.

(iii) An application to participate
under another origination option is
evaluated on the basis of criteria and
performance standards established by
the Secretary, including but not lim-
ited to—

§685.402

(A) Eligibility under paragraph (a)(2)
of this section;

(B) Timely submission of accurate
origination and disbursement records;

(C) Successful completion of rec-
onciliation on a monthly basis; and

(D) Timely submission of completed
and signed promissory notes, if applica-
ble.

(iv) The change in origination status
becomes effective when the school re-
ceives notice of the Secretary’s ap-
proval, unless the Secretary specifies a
later date.

(c) Secretarial determination of change
in origination status. (1) At any time
after a school has been approved to
originate loans, the Secretary may re-
quire a school participating under
origination option 2 to convert to op-
tion 1 or to standard origination and
may require a school participating
under origination option 1 to convert
to standard origination.

(2) The Secretary may require a
school to change origination status if
the Secretary determines that such a
change is necessary to ensure program
integrity or if the school fails to meet
the criteria and performance standards
established by the Secretary, including
but not limited to—

(i) For an origination option 1 school,
eligibility under paragraph (a)(2) of
this section, the timely submission of
completed and signed promissory notes
and accurate origination and disburse-
ment records, and the successful com-
pletion of reconciliation on a monthly
basis; and

(ii) For an origination option 2
school, the criteria and performance
standards required of origination op-
tion 1 schools and accurate and timely
drawdown requests.

(3) The change in origination status
becomes effective when the school re-
ceives notice of the Secretary’s ap-
proval, unless the Secretary specifies a
later date.

(d) Origination by consortia. A consor-
tium of schools may participate under
origination options 1 or 2 only if all
members of the consortium are eligible
to participate under paragraph (a)(2) of
this section. All provisions of this sec-
tion that apply to an individual school
apply to a consortium.
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(e) School determination of change of
Servicer. (1) The Secretary assigns one
or more Servicers to work with a
school to perform certain functions re-
lating to the origination and servicing
of Direct Loans.

(2) A school may request the Sec-
retary to designate a different
Servicer. Documentation of the unsat-
isfactory performance of the school’s
current Servicer must accompany the
request. The Servicer requested must
be one of those approved by the Sec-
retary for participation in the Direct
Loan Program.

(3) The Secretary grants the request
if the Secretary determines that—

(i) The claim of unsatisfactory per-
formance is accurate and substantial;
and

(ii) The Servicer requested by the

school can accommodate such a
change.
(4) If the Secretary denies the

school’s request based on a determina-
tion under paragraph (e)(3)(ii) of this
section, the school may request an-
other Servicer.

(5) The change in Servicer is effective
when the school receives notice of the
Secretary’s approval, unless the Sec-
retary specifies a later date.

(f) Determination of eligibility for multi-
year use of the Master Promissory Note.
(1) A school must be authorized by the
Secretary to use a single Master Prom-
issory Note (MPN) as the basis for all
loans borrowed by a student or parent
borrower for attendance at that school.
A school that is not authorized by the
Secretary for multi-year use of the
MPN must obtain a new MPN from a
student or parent borrower for each
academic year.

(2) To be authorized for multi-year
use of the MPN, a school must—

(i) Be a four-year or graduate/profes-
sional school, or other institution
meeting criteria or otherwise des-
ignated at the sole discretion of the
Secretary; and

(ii)(A) Not be subject to an emer-
gency action or a proposed or final lim-
itation, suspension, or termination ac-
tion under sections 428(b)(1)(T), 432(h),
or 487(c) of the Act; and

(B) Meet other performance criteria
determined by the Secretary.

34 CFR Ch. VI (7-1-02 Edition)

(3) A school that is authorized by the
Secretary for multi-year use of the
MPN must develop and document a
confirmation process in accordance
with guidelines established by the Sec-
retary for loans made under the multi-
year feature of the MPN.

(Authority: 20 U.S.C. 1087a et seq.)

[62 FR 35602, July 1, 1997, as amended at 64
FR 58972, Nov. 1, 1999]

PART 690—FEDERAL PELL GRANT
PROGRAM

Subpart A—Scope, Purpose and General
Definitions

Sec.

690.1 Scope and purpose.

690.2 Definitions.

690.3-690.5 [Reserved]

690.6 Duration of student eligibility—under-
graduate course of study and eligible
postbaccalaureate program.

690.7 Institutional participation.

690.8 Enrollment status for students taking
regular and correspondence courses.

690.10 Administrative cost allowance to par-
ticipating schools.

690.11 Federal Pell Grant payments from
more than one institution.

Subpart B—Application Procedures for
Determining Expected Family Contribution

690.12 Application.

690.13 Notification of expected family con-
tribution.

690.14 Applicant’s request to recalculate ex-
pected family contribution because of a
clerical or arithmetic error or the sub-
mission of inaccurate information.

Subparts C-E [Reserved]

Subpart F—Determination of Federal Pell
Grant Awards

690.61 Submission process and deadline for a
Student Aid Report or Institutional Stu-
dent Information Record.

690.62 Calculation of a Federal Pell Grant.

690.63 Calculation of a Federal Pell Grant
for a payment period.

690.64 Calculation of a Federal Pell Grant
for a payment period which occurs in two
award years.

690.65 Transfer student: attendance at more
than one institution during an award
year.

690.66 Correspondence study.

690.67 Receiving up to two Scheduled Fed-
eral Pell Grant awards during a single
award year.

876



