§668.161

equivalent who enrolled
pating institutions.

(i) For purposes of paragraph (h) of
this section, the applicable award year
is the latest complete award year for
which information is available that im-
mediately precedes the date on which
the State requests the Secretary to ap-
prove its State process, except that the
award year selected must be one of the
latest two completed award years pre-
ceding that application date.

in partici-

(Approved by the Office of Management and
Budget under control number 1840-0627).

(Authority: 20 U.S.C. 1091(d))

[60 FR 61843, Dec. 1, 1995, as amended at 61
FR 31035, June 19, 1996]

Subpart K—Cash Management

SOURCE: 61 FR 60603, Nov. 29, 1996, unless
otherwise noted.

§668.161 Scope and purpose.

(a) General. (1) This subpart estab-
lishes the rules and procedures under
which a participating institution re-
quests, maintains, disburses, and oth-
erwise manages title IV, HEA program
funds. This subpart is intended to—

(i) Promote sound cash management
of title IV, HEA program funds by an
institution;

(ii) Minimize the financing costs to
the Federal Government of making
title IV, HEA program funds available
to a student or an institution; and

(iii) Minimize the costs that accrue
to a student under a title IV, HEA loan
program.

(2) The rules and procedures that
apply to an institution under this sub-
part also apply to a third-party
servicer.

(3) As used in this subpart—

(i) The title IV, HEA programs in-
clude only the Federal Pell Grant,
FSEOG, Federal Perkins Loan, FWS,
Direct Loan, and FFEL programs;

(ii) The term ‘‘parent’ means a par-
ent borrower under the PLUS pro-
grams;

(iii) With regard to the FFEL Pro-
grams, the term ‘‘disburse’” means the
same as deliver loan proceeds under 34
CFR part 682 of the FFEL Program reg-
ulations; and

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

(iv) A day is a calendar day unless
otherwise specified.

(4) FWS Program. An institution must
follow the disbursement procedures in
34 CFR 675.16 for paying a student his
or her wages under the FWS Program
instead of the disbursement procedures
in §§668.164(b) through (g) and 668.165.

(b) Federal interest in title IV, HEA
program funds. Except for funds re-
ceived by an institution for adminis-
trative expenses and for funds used for
the Job Location and Development
Program under the FWS Programs,
funds received by an institution under
the title IV, HEA programs are held in
trust for the intended student bene-
ficiaries and the Secretary. FFEL pro-
gram funds are also held in trust for
the lenders and guaranty agencies, in
addition to the student beneficiaries
and the Secretary, under 34 CFR
682.207. The institution, as a trustee of
Federal funds, may not use or hypoth-
ecate (i.e., use as collateral) title IV,
HEA program funds for any other pur-
pose.

(Authority: 20 U.S.C. 1094)

[61 FR 60603, Nov. 29, 1996, as amended at 64
FR 58291, Oct. 28, 1999]

§668.162

(a) General. (1) The Secretary has sole
discretion to determine the method
under which the Secretary provides
title IV, HEA program funds to an in-
stitution. In accordance with proce-
dures established by the Secretary, the
Secretary may provide funds to an in-
stitution under the advance, reim-
bursement, just-in-time, or cash moni-
toring payment methods.

(2) Each time an institution requests
funds from the Secretary, the institu-
tion must identify the amount of funds
requested by program and fiscal year
designation that the Secretary as-
signed to the authorization for those
funds.

(b) Advance payment method. Under
the advance payment method—

(1) An institution submits a request
for funds to the Secretary. The institu-
tion’s request for funds may not exceed
the amount of funds the institution
needs immediately for disbursements
the institution has made or will make
to eligible students and parents;

Requesting funds.

524



Off. of Postsecondary Educ., Education

(2) If the Secretary accepts that re-
quest, the Secretary initiates an elec-
tronic funds transfer (EFT) of that
amount to a bank account designated
by the institution; and

(8) The institution must disburse the
funds requested as soon as administra-
tively feasible but no later than three
business days following the date the in-
stitution received those funds.

(c) Just-in-time payment method. Under
the just-in-time payment method—

(1) For each student or parent that
an institution determines is eligible for
title IV, HEA program funds, the insti-
tution transmits electronically to the
Secretary, within a timeframe estab-
lished by the Secretary, records that
contain program award information for
that student or parent. As part of those
records, the institution reports the
date and amount of the disbursements
that it will make or has made to that
student or that student’s parent;

(2) For each record the Secretary ac-
cepts for a student or parent, the Sec-
retary provides by EFT the cor-
responding disbursement amount to
the institution on or before the date re-
ported by the institution for that dis-
bursement;

(3) When the institution receives the
funds for each record accepted by the
Secretary, the institution may dis-
burse those funds based on its deter-
mination at the time the institution
transmitted that record to the Sec-
retary that the student is eligible for
that disbursement; and

(4) The institution must report any
adjustment to a previously accepted
record within the time established by
the Secretary in a notice published in
the FEDERAL REGISTER.

(d) Reimbursement payment method.
Under the reimbursement payment
method—

(1) An institution must first make
disbursements to students and parents
for the amount of funds those students
and parents are eligible to receive
under the Federal Pell Grant, Direct
Loan, and campus-based programs be-
fore the institution may seek reim-
bursement from the Secretary for
those disbursements. The Secretary
considers an institution to have made a
disbursement if the institution has ei-
ther credited a student’s account or

§668.162

paid a student or parent directly with
its own funds;

(2) An institution seeks reimburse-
ment by submitting to the Secretary a
request for funds that does not exceed
the amount of the actual disburse-
ments the institution has made to stu-
dents and parents included in that re-
quest;

(3) As part of the institution’s reim-
bursement request, the Secretary re-
quires the institution to—

(i) Identify the students for whom re-
imbursement is sought; and

(ii) Submit to the Secretary or entity
approved by the Secretary documenta-
tion that shows that each student and
parent included in the request was eli-
gible to receive and has received the
title IV, HEA program funds for which
reimbursement is sought; and

(4) The Secretary approves the
amount of the institution’s reimburse-
ment request for a student or parent
and pays the institution that amount,
if the Secretary determines with re-
gard to that student or parent that the
institution—

(i) Accurately determined the stu-
dent’s eligibility for title IV, HEA pro-
gram funds;

(ii) Accurately determined the
amount of title IV, HEA program funds
paid to the student or parent; and

(iii) Submitted the documentation
required under paragraph (d)(3) of this
section.

(e) Cash monitoring payment method.
Under the cash monitoring payment
method, the Secretary provides title
IV, HEA program funds to an institu-
tion under the provisions described in
paragraph (e)(1) or (e)(2) of this section.
Under either paragraph (e)(1) or (e)(2)
of this section, an institution must
first make disbursements to students
and parents for the amount of title IV,
HEA program funds that those stu-
dents and parents are eligible to re-
ceive, before the institution—

(1) Submits a request for funds under
the provisions of the advance payment
ethod described in paragraph (b) of this
section, except that the institution’s
request may not exceed the amount of
the actual disbursements the institu-
tion made to the students and parents
included in that request; or
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§668.163

(2) Seeks reimbursement for those
disbursements under the provisions of
the reimbursement payment method
described in paragraph (d) of this sec-
tion, except that the Secretary may
modify the documentation require-
ments and review procedures used to
approve the reimbursement request.

(Authority: 20 U.S.C. 1094)

[61 FR 60603, Nov. 29, 1996, as amended at 62
FR 62876, Nov. 25, 1997]

§668.163 Maintaining and accounting
for funds.

(a)(1) Bank or investment account. An
institution must maintain title IV,
HEA program funds in a bank or in-
vestment account that is Federally in-
sured or secured by collateral of value
reasonably equivalent to the amount of
those funds.

(2) For each bank or investment ac-
count that includes title IV, HEA pro-
gram funds, an institution must clear-
ly identify that title IV, HEA program
funds are maintained in that account
by—

(i) Including in the name of each ac-
count the phrase ‘“Federal Funds’’; or

(ii)(A) Notifying the bank or invest-
ment company of the accounts that
contain title IV, HEA program funds
and retaining a record of that notice;
and

(B) Except for a public institution,
filing with the appropriate State or
municipal government entity a UCC-1
statement disclosing that the account
contains Federal funds and maintain-
ing a copy of that statement.

(b) Separate bank account. The Sec-
retary may require an institution to
maintain title IV, HEA program funds
in a separate bank or investment ac-
count that contains no other funds if
the Secretary determines that the in-
stitution failed to comply with—

(1) The requirements in this subpart;

(2) The recordkeeping and reporting
requirements in subpart B of this part;
or

(3) Applicable program regulations.

(c) Interest-bearing or investment ac-
count. (1) An institution must maintain
the Fund described in §674.8(a) of the
Federal Perkins Loan Program regula-
tions in an interest-bearing bank ac-
count or investment account con-
sisting predominately of low-risk, in-

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

come-producing securities, such as ob-
ligations issued or guaranteed by the
United States. Interest or income
earned on Fund proceeds are retained
by the institution as part of the Fund.

(2) Except as provided in paragraph
(c)(3) of this section, an institution
must maintain Direct Loan, Federal
Pell Grant, FSEOG, and FWS program
funds in an interest-bearing bank ac-
count or an investment account as de-
scribed in paragraph (c)(1) of this sec-
tion.

(3) An institution does not have to
maintain Direct Loan, Federal Pell
Grant, FSEOG, and FWS program
funds in an interest-bearing bank ac-
count or an investment account for an
award year if—

(i) The institution drew down less
than a total of $3 million of those funds
in the prior award year and anticipates
that it will not draw down more than
that amount in the current award year;

(ii) The institution demonstrates by
its cash management practices that it
will not earn over $250 on those funds
during the award year; or

(iii) The institution requests those
funds from the Secretary under the
just-in-time payment method.

(4) If an institution maintains Direct
Loan, Federal Pell Grant, FSEOG, and
FWS program funds in an interest-
bearing or investment account, the in-
stitution may keep the initial $250 it
earns on those funds during an award
year. By June 30 of that award year,
the institution must remit to the Sec-
retary any earnings over $250.

(d) Accounting and internal control sys-
tems and financial records. (1) An insti-
tution must maintain accounting and
internal control systems that—

(i) Identify the cash balance of the
funds of each title IV, HEA program
that are included in the institution’s
bank or investment account as readily
as if those program funds were main-
tained in a separate account; and

(ii) Identify the earnings on title IV,
HEA program funds maintained in the
institution’s bank or investment ac-
count.

(2) An institution must maintain its
financial records in accordance with
the provisions under §668.24.

(e) Standard of conduct. An institu-
tion must exercise the level of care and
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