Chapter 4

Audits, Standards, Limitations, & Cohort Default
Rates

This chapter discusses the requirement for annual compliance and financial statement audits. It also discusses the
financial standards and limitations that pertain to schools Title IV eligibility as well asthe annual calculation of
school cohort default rates.

Title IV Audit Requirements for Schools

A school that participatesin any Title IV program, including a participating foreign school, generally must have
an independent public accountant or a government auditor conduct an annual audit of its compliance with the
laws and regulations for Title IV programs that it participates in (a compliance audit) and an audit of its financial
statements. While a compliance audit covers the school’ s administration of Title IV programs, afinancial
statement audit provides the Department with information necessary to evaluate a school’ s status vis-a-vis the
financial standards that are discussed later in this chapter. For information about compliance and accounting
issues, a school can contact the Case Teams viaemail at CaseTeams@ed.gov.

Audit Requirements & Waiver

HEA Sec. 487(c)
20 USC 1094

34 CFR 668.23(8)(1) to (5)

Waiver

34 CFR 668.27

The audits must be conducted in accordance with the Generally Accepted Accounting Principles (GAAP) and
the Generally Accepted Government Auditing Standards (GAGAYS). They must be prepared by an independent
public accountant or a government auditor, except that a government auditor must meet the government auditing
standards qualification and independence standard, including standards related to organizational independence.
The compliance audit and financial statement audit may be performed by different auditors, but they must be
submitted as one package via the Department’s eZ-Audit website.

The source of guidance for the audits depends on the entity:
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Proprietary schools and third-party servicers must have their audits conducted under the Office of
Inspector General’s (OIG) Guide For Financial Satement Audits of Proprietary Schools and For
Compliance Attestation Examination Engagements of Proprietary Schools and Third-Party Servicers
Administering Title IV Programs (Audit Guide).

Foreign schools use the Guide for Financial Statement Audits and Compliance Attestation Engagements of
Foreign Schools (Foreign School Audit Guide).

Public and private nonprofit schools follow the regul ations that implement the Single Audit Act: 2 CFR
Part 200 Subpart F— Audit Requirements. These regulations require schools to have audits conducted in
accord with the 2025 Compliance Supplement, published annually by the Office of Management and
Budget (OMB). For many schools, thisis a combined audit of al the federa programs they participate in.
Note that 2 CFR Part 200 Subpart F does alow aTitle IV compliance audit under the criteria of the Audit
Guide in certain circumstances.

Audit Requirementsfor Federal Awards

2 CFR Part 200 Subpart F

Requirements

2 CFR 200.501

Relation to other audit requirements

2 CFR 200.503

The Audit Guide and Foreign School Audit Guide are available on the webpage for audits of proprietary and
foreign schools and third-party servicers. The Compliance Supplement is available at 2025 Compliance

Supplement.

The Office of Inspector General (OIG) also conducts audits of postsecondary ingtitutions. The OIG has the
authority to audit any program or entity that relates to the Department’ s programs and operations or that receives
funds from the Department, including colleges and universities that receive Title IV funds. An OIG or other
federal audit does not satisfy the requirement that a school have annual compliance and financial statement
audits performed by an independent public accountant.

As noted, audit requirements also apply to third-party servicers. However, a school may never use athird-party
servicer'saudit in place of its own required audit because the school is ultimately liable for its own violations as
well asthose incurred by its third-party servicers.
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Audit Guidelines and Waivers

Audited Financial Statements

A school’ sfinancial statement must cover its most recently completed fiscal year and be prepared on an accrual
basis according to GAAP. It must be audited by an independent public accountant according to GAGAS and the
instructions in the guide appropriate for the school, as noted.

The Department uses the information in a school’ s audited financia statement to evaluate the school’ s status vis-
a-visthe financial standards discussed in this chapter. In addition to a school’ s audited financial statement, the
Department may require that the school submit additional information. For example, the Department may require
aschool to submit or provide access to the auditor’ s work papers. Also, if the Department finds it necessary to
evaluate a particular school’s financial condition, the Department can require a school to submit audited

financial statements more frequently than once ayear.

Title IV Compliance Audits

Compliance audits must be done by an independent public accountant or a government auditor according to
GAGAS and the guidance contained in the Compliance Supplement or the appropriate audit guide. The auditor
may also find it useful to consult the accounting and record keeping guidance in the FSA Handbook and the G5
Users Guide, which is available on the G5 website.

A school (or third-party servicer) may use the same independent public accountant or a government auditor or
auditing firm for its required nonfederal audit as the one that usually auditsits fiscal transactions. To produce
unbiased conclusions, the auditor must be independent of those authorizing the expenditure of Title IV funds.

The Department may require a school to provide a copy of its compliance audit report to guaranty agencies,
lenders, state agencies, other federal agencies, or accrediting agencies.

Single Audit Act Guidelines

As mentioned earlier, public and private nonprofit schools are required to have audits performed under the
guidelines of the Single Audit Act and the Compliance Supplement for 2 CFR Part 200 Subpart F, which has
distinct auditing and submission requirements. Institutions under the Sngle Audit Act have an audit submission
deadline of the earlier of 30 calendar days after receipt of the audit report, or nine months after the end of the
audit period. In addition, a copy of the audit as well as Data Collection Form SF-SAC must be submitted online
to the Federal Audit Clearinghouse.

However, if the school’ s auditor identifies its student financial assistance cluster, which includes the Title IV
programs, as alow-risk major program (Type A) (as defined in 2 CFR 200.518) in a given year, that cluster does
not need to be included in the compliance audit, and the school is not required to notify its Case Team of the
low-risk assessment. See the announcement of November 5, 2019 for more information.
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Asexplained in 2 CFR 200.501(€e), apublic or private, nonprofit school that expends less than $1,000,000 in
federal funds during afiscal year is exempt from submitting an annual compliance audit. However, the
institution is still required to submit financial statements to the Department within nine months after the close of
itsfiscal year. The financial statement does not have to be audited by a CPA and may be created as compiled or
reviewed statements. If the school has prepared a set of audited financial statements for its own use or for
another entity, it must submit those statements to the Department.

The Compliance Supplement permits the submission of program specific audits if an entity expends fundsin
only one federal program and the program’s regulations do not require afinancial statement audit. But because
the Title IV program regulations require afinancia statement audit, a school may not submit a program-specific
audit to satisfy the Department’ s audit requirement.

Waivers and Exemptions of the Requirement for an Annual Title IV Audit

A proprietary school may request awaiver of the requirement for an annual audit for up to three years. A
proprietary school must have disbursed less than $200,000 in each of the two most recently completed award
years to be eligible for the waiver, and the school must also meet the other criteriain 34 CFR 668.27. This
waiver to the annual audit requirement is specific to proprietary schools and cannot be granted for the award year
preceding a school’ s required recertification.

If the Department grants the waiver, the school does not have to submit its compliance or financial statement
audit until six months after

the end of the third fiscal year after the one the school last submitted compliance and financial statement
auditsfor, or

the end of the second fiscal year after the one the school last submitted compliance and financial statement
auditsfor if the award year in which the school will apply for recertification is part of the third fiscal year.

A school’ s waiver request may include the fiscal year in which that request is made, plus the next two fiscal
years.

The regulations do not waive the requirement that a proprietary school audit its administration of Title IV
programs, they waive the requirement that these audits be submitted on an annual basis. Therefore, if aschool is
granted awaiver for three years, at the end of that time the school’ s next compliance audit must cover its
administration of Title IV programs for each fiscal year in the waiver period. The financial statement audit must
cover the last year of the waiver period. The auditor for a proprietary school must audit, and attest to, the
school’ s annual 90/10 determination for each year in the waiver period, in accord with 34 CFR 668.27(b)(3)(ii).

A school remains liable for repaying any Title 1V fundsit improperly expends during the waiver period. A
compliance audit, among other things, is avehicle for discovering improper expenditures. Therefore, a school
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will be required to pay any liabilities when the school eventually submits a compliance audit for the fiscal years
in which it made improper expenditures.

Public and private nonprofit institutions must comply with the audit submission requirements governed by the
Sngle Audit Act. If aninstitution that is subject to the single audit expends less than $1,000,000 in total federal
funds during afiscal year, it is exempt from compliance audit requirements for that year. However, as previously
stated, the institution is still required to submit financial statements to the Department within nine months from
the close of itsfiscal year.

Criteriafor Granting a Waiver

Criteriafor granting awaiver Data

Waiver of annual audit submission requirement

34 CFR 668.27(c)

Exemption from Federal audit requirement for a public or nonprofit institution

2 CFR 200.501(e)

Qualifying for and Effects of Waivers

Qualifying for aWaiver

To qualify for awaiver, a school must demonstrate that it

isnot aforeign school;

disbursed less than $200,000 in Title IV program funds during each of the two completed award years
prior to the waiver request;

agrees to keep records relating to each award year in the unaudited period for two years after the end of the
regular record retention period for the award year;
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has participated in the Title 1V programs under the same ownership for at least three award years preceding
the school’ s waiver request;

isfinancially responsible under the general requirements of financial responsibility and does not rely on
the alternative standards and requirements of exceptions to participate in the Title IV programs;

is not receiving funds under the reimbursement or heightened cash monitoring system of payment;

has not been the subject of alimitation, suspension, fine, or termination proceeding, or emergency action
initiated by the Department or a guaranty agency in the three years preceding the school’ s waiver request;

has submitted its compliance audits and audited financial statements for the previous two fiscal years, and
no individual audit disclosed liabilities in excess of $10,000; and

submits aletter of credit in the amount as determined below, which must remain in effect until the
Department has resolved the audit covering the award years subject to the waiver. For purposes of this
section, the letter of credit amount is 10% of the total Title 1V funds the school disbursed to or on behalf of
its students during the award year preceding the school’ s waiver request.

The Department rescinds a waiver if the school

disburses $200,000 or more of Title IV funds for an award year;

undergoes a change in ownership resulting in a change of control; or

becomes the subject of an emergency action or alimitation suspension, fine, or termination action initiated
by the Department or a guaranty agency.

Effects of Waivers—Examples



Example 1: The school is still required to have its administration of Title IV programs audited for the waiver
period. If aschool is granted awaiver for three years, when the waiver period expires, the next audit must cover
the school’ s administration of Title IV programs since the end of the period covered by its last submitted
compliance audit. For example, if aschool’sfiscal year coincides with an award year (July 1-June 30) and it
submits a compliance audit for itsfiscal year that ends on June 30, 2024, and then receives awaiver, its next
compliance audit is due six months after the end of its 2026-2027 fiscal year. When it submits that audit, it must
cover the 2024-2025, 2025-2026, and 2026-2027 fiscal years.

Example 2: If aschool’ sfiscal year ends June 30, 2024, and the school receives awaiver on May 1, 2024, that
includes the 2023-2024, 2025-2026, and 2026-2027 fiscal years, the next compliance audit is due six months
after the end of the school’ s 2026-2027 fiscal year.

Title IV Consolidated Statements

In some cases, a school’ s relationship with another entity may cause the Department to require a school to
submit additional financial statements for both the school and the entity, such as audited consolidated financial
statements; audited full consolidated financial statements; audited combined financial statements; or, under
certain circumstances, audited financial statements of one or more related parties. This occurs when the
Department determines that the activities or financial health of another entity may impact the school’ s total
financial health. In order for the Department to make this determination, a school must include in its audited
financial statements a detailed description of related entities based on the definition of arelated entity in the
Statement of Financial Accounting Standards No. 57. The description must include all related parties and alevel
of detail that would enable the Department to easily identify them. Thisinformation may include but is not
limited to the name, location, and description of the related entity, including the nature and amount of any
transaction between the entity and the school, financial or otherwise, regardless of when it occurred.

Timing of Audit Submissions

Simultaneous Title IV Audit Submissions

Both the compliance audit and the financial statements audit must be performed on afiscal-year basis and
submitted at the same time. In cases where the school’ s fiscal year does not coincide with an award year, the
school’ s compliance audit will cover parts of two award years.

In 2026—-2027 audits for schools using a calendar year as their fiscal year, the most recently completed one isthe
fiscal year that ends on December 31, 2026. For schools using the award year as their fiscal year, the most
recently completed one will be the fiscal year that ends on June 30, 2027.

Example: school’ sfiscal year ? Title IV award year

Submission Dates for Title IV Audits



A school’s or servicer’s compliance and financial statement audits performed under the OIG’s Audit Guide must
be submitted to the Department by the date that is the earlier of:

Thirty days after the later of the date of the auditor's report for the compliance audit and the date of the
auditor's report for the audited financial statements; or

Six months after the last day of the institution's fiscal year.

Audits performed under the Compliance Supplement must be submitted within the earlier of 30 calendar days
after receipt of the auditor’s report(s) or nine months after the end of the school’ s fiscal year. For more
information, please review Electronic Announcement GEN-24-57 which reminds institutions submitting audits
under the provisions of the Single Audit Act on when they must submit their Single Audit Reports to the
Department.

Generally, a school’sfirst audit performed under these requirements must cover the entire period of time
since the school began to participatein the Title IV programs. Each subsequent audit must cover the
period since the end of the period covered by the preceding audit that is accepted by the Department.

Section 668.23(d)(1) requires that, “For fiscal years beginning on or after July 1, 2024, financia statements
submitted to the Department must match the fiscal year end of the entity’ s annual return(s) filed with the IRS.” It
isimportant for schools to know they have a choice to either change their fiscal year to match its year used for
IRS tax returns or change its IRS tax year to match its Title IV fiscal year. Institutions seeking to change their
fiscal year end date must report the change to the Department via eZ-Audit at least 90 days prior to their current
fiscal year end date. There are many factors a school must take into account when considering changing
designation of their fiscal year, including budgeting and forecasting, contracts, and transition-year tax
procedures. The Department recommends institutions carefully consult with legal, tax, and financia expertsto
ensure that requirements of administrative capability would continue to be met during such atransition. For
additional information, please visit Financial Responsibility Regulations - Questions and Answers for additional
guidance.

On March 20, 2026, the Department issued Electronic Announcement GENERAL-26-18 informing the
community that, “Enforcing the requirement for financial statements submitted to ED for fiscal years
beginning on or after July 1, 2024, to match the fiscal year end of the entity’ s annual return(s) filed with
the Internal Revenue Service (IRS) will not be a priority until at least fiscal year s beginning on or after
July 1, 2027. Institutions may continue submitting audited financial statements that follow their existing
institutional fiscal year, even if that fiscal year does not match the reporting period of IRS annual returns.
ED expects that this delay will give institutions additional time to match their fiscal year end dates with
their IRS return(s). For institutions that have already aligned their financial statements fiscal years with
their IRS return(s), no additional action isrequired.”
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Small Business Administration National Ombudsman

The Small Business and Agriculture Regulatory Enforcement Ombudsman and regional fairness boards were
established to receive comments from small businesses about federal agency enforcement actions. The
ombudsman will evaluate annually the enforcement activities of each agency and rate its responsiveness to small
business. If you wish to comment on the enforcement actions of the Department of Education, call 1-888-REG-
FAIR (1-888-734-3247) or email ombudsman@sba.gov.

90/10 Revenue Test

To bedligiblefor Title IV participation, a proprietary school must derive at least 10% of its revenues for each
fiscal year from sources other than Federal funds, as provided in 34 CFR 668.28(a), or be subject to sanctions.
The calculation of this percentage and the funds included must be arrived at using the cash basis of accounting.
A school must determine its revenue percentages using the formula described on the following pages each fiscal
year. For fiscal years beginning on or after January 1, 2023, institutions must include federal education
assistance from all programs listed in the Federal Register Notice from December 21, 2022 as Federal revenuein
their 90/10 calculations. The Department will provide updates to the list in subsequent fiscal years on an as-
needed basis.

A proprietary school must report as afootnote to its audited financial statements the percentage of its revenues
derived from the Title IV programs for the fiscal year covered by the audit. The school must also report in the
footnote the dollar amount of the numerator and denominator of its 90/10 ratio as well as the individual revenue
amounts identified in Appendix C to subpart B of part 668 of the regulations.

If aschool failsto satisfy the 90/10 rule for any fiscal year, it becomes provisionaly certified for up to two
fiscal years after the fiscal year it failed to satisfy the revenue requirement. (Among other factors, the
provisional certification islimited by the expiration date of the school’s program participation agreement
or PPA))

If aschool failsto satisfy the 90/10 rule for two consecutive fiscal years, it losesits eligibility to
participate in the Title IV programs for at least two fiscal years.

90/10 Rule

90/10 Rule

HEA section 487
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34 CFR 668.14(b)(16)

34 CFR 668.28

Sanctions

34 CFR 668.28(c)

The regulations at 34 CFR 668.28 provide that a school is required to notify the Department when it fails to meet
the 90/10 rule no later than 45 days after the end of the fiscal year, or immediately thereafter if subsequent
information is obtained that shows an institution incorrectly determined that it passed the revenue requirement
for the prior fiscal year. Additionally, a school must notify its students of a possibility of the loss of Title IV
eligibility for any fiscal yearsthey fail to meet the 90/10 rule. Under 34 CFR 668.171(i), if a school failsto
provide timely notice of its failure to meet the 90/10 rule, the Department may initiate an action under subpart G
of Part 668 to fine the institution, or limit, suspend, or terminate the institution’s participation in Title IV
programs; or take an action to revoke the institution’s provisional certification.

Schools should provide notice to the Case Teams, viaemail at CaseTeams@ed.gov and via the Document
Management System found at the Common Origination and Disbursement website: cod.ed.gov. Upload a notice
to the COD Document Center under Case Type chose Financial Analysis, under Case Subtype chose
Correspondence, under Document type chose “ Other” and type in 90/10 as shown below:

Schools should refer to the Electronic Announcement issued August 14, 2020, New Document Center for
Program Compliance Documents, for Document Center training and additional resources.

90/10 Document Type Example

Schools can ask the Case Teams questions via CaseT eams@ed.gov.

If the school loses eligibility, it must immediately stop awarding Title 1V funds and follow the closeout
procedures described in Chapter 8. As areminder, schools are liable for any Title IV funds it disburses after the
last day of the fiscal year it becomesineligible to participate in the Title IV programs due to not deriving at least
10 percent of its revenue from sources other than Federal funds for two consecutive fiscal years, excluding any
funds the institution was entitled to disburse under 34 CFR 668.26.

A school that converts from a proprietary to a private nonprofit or public status for Title IV purposes must
continue to report its compliance with the 90/10 revenue test for at least one complete fiscal year after the
change in status has been approved by the Department. For example, a change in status is approved with an
effective date of 10/31/25 for a school whose fiscal year ends on December 31. The school would be required to
report the 90/10 revenue attestation for the complete 2025 fiscal year, and it would also be required to report its
90/10 compliance for its first complete fiscal year (2026) of participation as a nonprofit school. If the school
failed the test for that first year under the new status, it would need to report an additional year. If there were
other problems with the attestation, the school could also be required to report one more year.
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Guidance on footnote disclosures can be found in the Audit Guide, in 34 CFR 668.23(d)(3), and in appropriate
accounting references.

Counting Revenues for the 90/10 Rule

Section 668.28(a) of the Student Assistance General Provisions provides the explanation of how to count
revenue from Federal vs. non-Federal sources. See Appendix C of Subpart B of the Student Assistance Generd
Provisions for calculation procedures.

Other 90/10 Guidance

Cash Basis of Accounting

Except for institutional loans made to students under 34 CFR 668.28(a)(5)(i), a proprietary school must use the
cash basis of accounting in calculating its revenue percentage under the 90/10 Rule. Under the cash basis of
accounting, revenue is recognized when received rather than when it is earned. (see 90/10 Questions and
Answers for additional guidance)

Revenue

For the purpose of calculating the qualifying percentages under the 90/10 Rule, revenueis an inflow or other
enhancement of assets to an entity, or areduction of its liabilities resulting from the delivery or production of
goods or services. A school may recognize revenue only when the school receives cash, i.e., when thereis an
inflow of cash. Asaresult, in order for a school to recognize revenue under the cash basis of accounting, that
revenue must represent cash received from a source outside the institution.

Tuition Waivers

Institutional grantsin the form of tuition waivers do not count as revenue because no new revenue is generated.
Similarly, internal transfers of cash among accounts are not considered revenue because they are not an inflow of
cash to the school. Institutional scholarships are not revenues generated by the school unless they are donated by
an unrelated or outside party. An exception is permitted for schools to use donations from arelated party to
create restricted accounts for institutional scholarships, but only the amount earned on the restricted account and
used for scholarships would count as revenue in the denominator of the calculation.

Funds held as credit balances in institutional accounts cannot be counted in the 90/10 formula. However, once
funds held as credit balances are used to satisfy institutional charges, they would be counted in both the
numerator and the denominator of the formula

Revenues From Loans
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When a school makes aloan to a student, it does not receive cash from an outside source. Accordingly, cash
revenue from ingtitutional loans is recognized only when those loans are repaid, because that is when thereis an
inflow of cash from an outside source. Loan proceeds from institutional loans that were disbursed to students
may not be counted in the denominator of the fraction, because these proceeds neither generate nor represent
actual inflows of cash. The school may include only loan repayments it received during the appropriate fiscal
year for previously disbursed institutional loans.

Loans made by a private lender that are in any manner guaranteed by the school are known as recourse loans.
The proceeds from recourse loans may be included in the denominator of a school’s 90/10 calculation for the
fiscal year in which the revenues were received, provided that the school’ s reported revenues are also reduced by
the amount of recourse loan payments made to recourse loan holders during that fiscal year. Note that recourse
loan payments may be for recourse |oans that were made in a prior fiscal year. Under the cash basis of
accounting, the reductions to total revenues in the denominator of the 90/10 calculation are reported in the fiscal
year when the payments are made.

The nonrecourse portion of a partial recourse loan may be included in a 90/10 calculation. In order to include a
partial recourse loan in a90/10 calculation, the contract must identify the percentage of the sale that is
nonrecourse; only that percentage may be included. Furthermore, no after-the-fact adjustments may be provided
for. Revenue generated from the sale of nonrecourse institutional loans to an unrelated third party may be
counted as revenue in the denominator of the 90/10 calculation to the extent that the revenues represent actual
proceeds from the sale.

The sale of institutional 1oan receivables is distinguishable from the sale of a school’ s other assets because
receivables from institutional loans are produced by transactions that generate tuition revenue. Tuition revenue
represents income from the major service provided by a school. That would not be true in the case of the sale of
other school assets.

Audit and Audit Review Process

Having the Audit Performed

The school or servicer must make its program and fiscal records, as well asindividual student records, available
to the auditor. (Required recordkeeping is discussed in Chapter 7.) Both the financial aid and business offices
should be aware of the dates the auditors will be at the school and make sure that someone is on hand to provide
requested documents and answer questions during that period.

At the end of the on-site review, the auditor conducts an exit interview. At a school, this exit interview isusualy
conducted with the personnel from the school’ s financial aid and other relevant offices. The exit interview is not
only an opportunity for the auditor to suggest improvements in procedures, but it also gives the school or
servicer achance to discuss the draft report and review any discrepancies cited in the report. The exit interview
isagood time to resolve any disagreements before the final report is prepared.

Thefina report is prepared by the auditor and submitted to the school or servicer.

Review of Title 1V Audit Submissions



The Department reviews the audit report for format and completeness and to ensure that it complies with the
government’ s auditing standards.

The Department will use the general information to initially determine whether the audits are materially
complete and done according to applicable accounting standards. Based on the financial data, the Department
will also make a preliminary determination whether your school is financially responsible with respect to the
financial responsibility ratios, or in the case of a change in ownership resulting in a change in control, whether
your school satisfies the financial ratio requirements discussed later in this chapter. Later the Department will
review submissions to determine whether your school must provide additional information or if the Department
should take further action. It isimportant to remember that the Department must have the ability to make its own
determination regarding any issues that impact a school’ s diminished liquidity, ability to continue operations, or
ability to continue as a going concern. In these cases, the Department seeks financial statement disclosures
whereby auditors agree with the school’ s plan to address such issues or note that the school has successfully
addressed them. However, the Department determines if issues identified by the auditor have been alleviated by
the school even when the disclosure states that aleviation has been completed.

Based on the audit findings and the school’ s or servicer’ s written explanation, the Department will determine if
any funds were spent improperly. Unless the school or servicer has properly appealed the decision, it must repay
any improperly spent funds within 45 days.

Accessto Records

Throughout the audit process, and for other examinations such as program reviews and state reviews, the school
or servicer isrequired to cooperate fully with its independent public accountant or a government auditor, the
Department and its inspector general, the Comptroller General of the United States, its accrediting agency, and
the appropriate guaranty agency.

Once the audit is complete, the school or servicer must give the Department and the OIG access to all records
and documents needed to review the audit. A school that uses a third-party servicer must give the Department
and the OIG accessto all records and documents needed to review athird-party servicer’s compliance or
financial statement audit. In addition, the school’s or servicer’s contract with the auditor must specify that the
auditor will give the Department and the OI G access to the records and documents related to the audit, including
work papers. Cooperation includes providing timely and reasonabl e access to records (including computer
records) for examination and copying and to personnel for the purpose of obtaining relevant information.

Audits for Third-Party Servicers

Audit requirements also apply to third-party servicers. If aservicer contracts with several Title 1V schools, a
single compliance audit can be performed that coversits administrative services for all schools. If a servicer
contracts with only one Title IV school and that school’ s own audit sufficiently covers the functions performed
by the servicer, the servicer does not have to submit a compliance audit. A servicer must submit its compliance
audit within six months after the last day of the servicer’ sfiscal year. Third-party servicers are not subject to the
amended audit deadline in 668.23(a)(4). The Department may require a servicer to provide a copy of its
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compliance audit report to guaranty agencies, lenders, state agencies, the Department of Veterans Affairs, or
accrediting agencies.

In addition to submitting a compliance audit, a servicer that entersinto a contract with alender or guaranty
agency to administer any aspect of the lender’s or guaranty agency’s programs must submit annually audited
financial statements. The financia statements must be prepared on an accrual basis in accordance with Generally
Accepted Accounting Principles (GAAP) and audited by an independent public accountant or a government
auditor in accordance with Generally Accepted Government Auditing Standards (GAGAS) and any other
guidance contained in audit guides issued by the Department’ s Office of the Inspector General.

If the Department determines that, based on audit findings and responses, athird-party servicer owes aliability
for its administration of Title IV programs, the servicer must notify each school with which it has a contract of
the liability. Generally, unless they submit an appeal, schools and servicers owing liabilities must repay those
liabilities within 45 days of being notified by the Department.

The Department is aware that some third-party servicers have told schools not to report them as servicers,
creating confusion about who should be reported. Also, some servicers have not filed annual compliance audits
because they incorrectly determined that they do not meet the regulatory definition of athird-party servicer or
because of the omission of specific audit proceduresin the OIG Audit Guide for some services or functions
performed on behalf of colleges.

Third-Party Servicer Audits

34 CFR 668.23(a)(3), (<), and (d)(4)

DCL GEN-23-08, May 2023

Using eZ-Audit to Submit Financial Statements and Audits

Schools must submit their compliance audits, audited financial statements, and letters confirming their status as
public schools through eZ-Audit. This requirement applies to any compliance audits or financial statements
schools must submit to begin or continue participating in Title IV programs under 34 CFR 600.20(a) or (b), any
financial statements required due to a change in ownership resulting in a change of control as provided under 34
CFR 600.20(g), compliance audits and financial statements required annually under 34 CFR 668.23, and any
compliance audits and financial statements required when a school ceases to participate in Title IV programs as
provided under 34 CFR 668.26(b).

All entities that are required to submit compliance audits and financial statements to the Department are required
to use eZ-Audit’ s web-based system to submit those documents. Thisis arequirement for foreign schools, third-
party servicers, Federal Family Education Loan (FFEL) Program lenders, FFEL lender servicers, guaranty
agencies (GAs), and GA servicers.

To access the eZ-Audit website, one must be aregistered user and sign and retain the eZ-Audit rules of behavior.
Each entity must select an eZ-Audit institution administrator who will be responsible for managing its access to
the eZ-Audit website. This administrator will receive a username and password and will be responsible for
granting access to additional users. Registration instructions and the rules of behavior are available at
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https.//ezaudit.ed.gov.

Users go to the appropriate page on the audit website and

enter general information about the school’ s compliance audit and financial statement,

enter specific financial data directly from the audited financial statement, and

attach authentic electronic copies of the audit reports prepared and signed by the independent public
accountant or a government auditor.

Audit report copies must be in anon-editable, portable document format (PDF) created using Adobe Acrobat
version 5.0 or higher.

For help, users can email fsaezaudit@ed.gov or call the eZ-Audit help desk at 1-877-263-0780.

As noted earlier, a school may never use a third-party servicer’s audit in place of its own required audit because
the school is ultimately liable for its own violations as well as those incurred by its third-party servicers. (See
Chapter 3 for more information on third-party servicers.)

Financial Responsibility

To participate in the Title IV programs, schools must demonstrate they are financially responsible. They provide
the Department with the information necessary to evaluate their financial responsibility viathe audited financial
statements explained earlier.

What follows is an overview of the financial responsibility standards. Schools should refer to Subpart L of the
Student Assistance General Provisions for complete information. In addition, your school should review the
October 31, 2023, Federal Register notice [88 FR 74568] that amended the Title 1V regulations related to
financial responsibility, the DCL GEN-24-07 that provides a summary of these requirements, and the FAQs on
the OPE website.

The Department determines whether a school is financially responsible based on its ability to provide the
services described inits official publications and statements, to meet al of its financial obligations, and to
provide the administrative resources necessary to comply with Title IV program requirements.

The financia responsibility standards can be divided into two categories: (1) general standards, which are the
basic standards used to evaluate a school’ s financial health, and (2) performance and affiliation standards, which
are standards used to evaluate a school’ s past performance and to evaluate individuals affiliated with the school.
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Financial Responsibility

HEA Sec. 498(c)

34 CFR 668, Subpart L, Appendix A, and Appendix B

Financial Responsibility for Public Schools

Regarding public institutions and triggers, the Department will not seek financial protection from public
institutions on the grounds that full faith and credit backing ensures liabilities will be covered. The concept of a
school being backed by full faith and credit refersto a commitment by a state, local, or municipal government
entity; Tribal authority; or similar government entity - including aforeign government entity - to be responsible
for the ingtitution’ s financial obligations. These obligations include any debts, liabilities, obligations, or charges
associated with that institution’s participation in Title IV programs. This would include utilizing the government
entity’ s authority or revenue sources to satisfy the institution’s unpaid liabilities. The same would apply to the
financial protection requests associated with the triggers. However, a public institution that is subject to a
triggering condition could be subject to afinding of past performance, be placed on heightened cash monitoring,
or have other conditions besides financial protection placed on them, such as provisional certification or
additional reporting requirements.

The Department considers a domestic public institution to be financially responsibleif the institution provides
notification that it:

Is designated as a public institution by the appropriate government authority;

Provides aletter or other acceptable documentation signed by an official of that government authority that
confirmsits public status, and that the institution is backed by the full faith and credit by the appropriate
government authority;

Is not subject to a condition of past performance under 34 CFR 668.174; and

Is not subject to an automatic mandatory triggering event (34 CFR 668.171(c)) or discretionary triggering
event (34 CFR 668.171(d)) the Department determines to have a significant adverse effect on the
ingtitution’ s financial health.
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The Department will seek this documentation

Before the ingtitution’ sinitial certification as a public ingtitution;

Upon a change in ownership that includes arequest to be recognized as a public institution; or

Upon our request, which could include during the recertification process.

Public schools also must meet the past performance and affiliation standards discussed later and must submit
financial statements prepared in accordance with generally accepted accounting principles (GAAP) and prepared
on the accrual basis.

Financial Responsibility and Public Schools

34 CFR 668.171(g)

Financial Responsibility for Proprietary and Private Nonprofit Schools

Genera Standards of Financial Responsibility

A proprietary or private nonprofit school is considered financially responsible if the Department determines that

the school has a composite score of at least 1.5, as explained later in this chapter;

the school has sufficient cash reserves to make required returns of unearned Title IV funds, as provided
under the refund reserve standards explained later in this chapter;

the school or persons affiliated with it are not subject to a condition of past performance, as explained later
in this chapter;
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the school is able to meet all of itsfinancial obligations and provide the administrative resources necessary
to comply with Title IV program requirements. A school is not deemed able to meet its financial or
administrative obligations if it

(0]

failsto pay Title IV credit balances,

fails to satisfy payroll obligations in accordance with its published payroll schedule,

failsto make refunds under its refund policy or return Title IV fundsit is responsible for under the
R2T4 rules,

borrows funds from retirement plans or restricted funds without authorization, fails to make a
payment in accordance with an existing undisputed financial obligation for more than 90 days,

fails to make repayments to the Department for any debt or liability arising from its participation in
the Title IV programs, or

is subject to a mandatory triggering event or to a discretionary triggering event that the Department
determinesislikely to have a significant adverse effect on their financial condition. See “Mandatory
and discretionary triggers’ later in this chapter.

Even if aschool satisfies all of the general standards of financial responsibility under paragraph (b) of this
section, the Department does not consider the institution to be financially responsible if the institution's audited
financial statements:

Include an opinion expressed by the auditor that was an adverse, qualified, or disclaimed opinion, unless
the Department determines that the adverse, qualified, or disclaimed opinion does not have a significant
bearing on the institution's financial condition; or

Include a disclosure in the notes to the institution's or entity's audited financia statements about the
ingtitution's or entity's diminished liquidity, ability to continue operations, or ability to continue as a going
concern, unless the Department determines that the diminished liquidity, ability to continue operations, or



ability to continue as a going concern has been alleviated. The Department may conclude that diminished
liquidity, ability to continue operations, or ability to continue as a going concern has not been alleviated
even if the disclosure provides that those concerns have been alleviated.

It isimportant to remember that the Department must have the ability to make its own determination regarding
any issues that impact a school’ s diminished liquidity, ability to continue operations, or ability to continue as a
going concern. In these cases, the Department seeks financial statement disclosures whereby auditors agree with
the school’ s plan to address such issues or note that the school has successfully addressed them. However, the
Department determines if issuesidentified by the auditor have been alleviated by the school even when the
disclosure states that alleviation has been compl eted.

A school that fails to meet any of the above criteria can still qualify as afinancially responsible institution. It can
submit an irrevocable letter of credit that is acceptable and payable to the Department for an amount that is not
less than 50% of the Title IV funds the school received during its most recently completed fiscal year. A school
can also continue to participate if it submits a 10% letter of credit and agrees to be provisionaly certified. See,
respectively, “Financial Protection Alternative for Participating Schools’ and “Provisional Certification
Alternative’ later in the chapter for an explanation of these options.

When a change in ownership occurs, the Department applies the standards in 34 CFR 668.176.

Audit Opinions and Disclosures

34 CFR 668.171(h)

General Standards

34 CFR 668.171(b)

Mandatory and Discretionary Triggers

There are key differences between the two types of triggering events that are intended to capture circumstances
that may not be reflected in regular financial statements or in the school’ s composite score. The mandatory
triggers reflect actions or events that have a clear nexus to financial risk, indicate risk of loss of Title IV
eligibility, and indicate a school isfacing significant financial problems. Except for mandatory triggers that
constitute a recalculation of a school’s composite score (less than 1.0), the mandatory triggers constitute
automatic failures of financial responsibility. In these cases, the Department will require schools to provide
financial protection unless schools can demonstrate that the event is resolved or that insurance covers the |oss.
The discretionary triggers represent obvious and sensible indications that a school could be seeing negative
effects on its finances. Discretionary triggers may, at the discretion of the Department, require posting of
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financial protection if the Department determines that a discretionary triggering event islikely to have a
significant adverse effect of the school’ s financial condition. Schools will have the ability to make the case that
the condition will not have a significant adverse effect. The Department will take a case-by-case look at these
situations and determine whether they represent a significant negative financial risk.

In general schools must timely report any triggering event to the Department. Effective July 1, 2024, schools
must report any triggering event within 21 days after the event occurs[see 34 CFR 668.171(f) for details
about what and when to report]. In the case of the non-federal revenue provision that is part of the 90/10 trigger,
schools must report to the Department the failure no later than 45 days after the end of their fiscal year, or
immediately thereafter if subsequent information is obtained that shows an institution incorrectly determined that
it passed the revenue requirement for the prior fiscal year. The high cohort default rates and fluctuations in Title
IV volume triggering events do not have a reporting requirement due to the Department already being aware of
thisinformation.

The mandatory triggers are:

Legal and administrative actions

Withdrawal of owner’s equity

Gainful employment

Institutional teach-out plans or agreements

Publicly listed entities (SEC actions/reports, exchange actions, foreign exchanges or oversight authority)

Non-Federal educational assistance funds

Cohort default rates

Contributions and distributions

Creditor events


https://www.ecfr.gov/current/title-34/part-668/section-668.171#p-668.171(f)

Declaration of financial exigency

Receivership

For details on mandatory triggers, please see 34 CFR 668.171(c).

Thediscretionary triggers are:

Accrediting agency and government agency actions

Other defaults, delinquencies, creditor events, and judgements

Fluctuationsin Title IV volume

High annual dropout rates

Interim reporting

Pending borrower defense claims

Discontinuation of programs

Closure of locations

State actions and citations

Loss of institutional or program eligibility
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Exchange disclosures

Actions by another Federal agency

Other teach-out plans or agreements not included in mandatory trigger section

Other events or conditions

For details on discretionary triggers, please see 34 CFR 668.171(d).

The Department provides instructions for reporting mandatory and discretionary triggersin Electronic
Announcement GENERAL-24-80.

Triggering Events

34 CFR 668.171(c) and (d)

Recal culating the Composite Score

As explained above, certain mandatory triggers require a recalculation of a school’ s composite score. Those
mandatory triggers are legal and administrative actions, withdrawal of owner’s equity, and contributions and
distributions. For these mandatory triggers, the Department recal cul ates a school’ s most recent composite score
to determine if the triggering event resultsin a recalculated composite score of less than 1.0. For details on the
required adjustments in the recalculation, please see 34 CFR 668.171(e). For questions related to arecal culated
composite score required by one of the mandatory triggers, please reach out to the Case Teams via email at
CaseTeams@ed.gov.

Recalculating a Composite Score

34 CFR 668.171(e)

Alleviating a Triggering Event
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When a school first notifies the Department of atriggering event or when it responds to a preliminary
determination by the Department that it is not financially responsible because of atriggering event, the school
can try to relieve the effect of the event by, as appropriate,

Showing that the creditor waived aviolation of aloan agreement. However, if the creditor imposes
additional constraints or requirements as a condition of waiving the violation or imposes penalties or
requirements, the school must identify and describe those actions and demonstrate that complying with
them will not adversely affect the school’ s ability to meet its financial obligations;

Showing that the triggering event has been resolved or demonstrating that the school has insurance that
will cover all or part of aliability arising under the relevant mandatory trigger; or

Providing information about the circumstances that precipitated the trigger that demonstrates that the event
has not or will not have a significant adverse effect on the school.

The Department will consider the information the school provides when deciding whether to issue afinal
determination that the school is not financially responsible.

Relief for Triggering Events

34 CFR 668.171(f)(3)

Financial Ratios and Composite Scores

The composite score standard combines different measures of fundamental elements of financia health to yield a
single measure of a school’s overall financial health. This method allows financial strength in one areato make
up for financial weakness in another area and gives an equitable measure of the financial health of schools of
different sizes.

The composite score methodology considers proprietary schools (see Appendix A to Subpart L of Part 668) and
private nonprofit schools (see Appendix B to Subpart L of Part 668) separately because there are accounting and
operational differences between these sectors of postsecondary schools. However, the basic steps used to arrive
at the composite score are the same and are described later in this section. Appendices A and B have complete
information on the calculation of the composite score.
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Financial Ratios

34 CFR 668.172

Calculating a Composite Score

The first step in calculating a composite score is to determine the school’ s primary reserve, equity, and net
income ratios by using information from the school’ s audited financial statement. These ratios take into account
the total financial resources of the school. The primary reserve ratio represents a measure of a school’ s financial
viability and liquidity. The equity ratio represents a measure of its capital resources, ability to borrow, and
financial viability. The net income ratio represents a measure of its profitability or ability to operate within its
means.

Upon review, some items from a school’ s audited financia statement may be excluded from the cal culation of
the ratios. For example, the Department may exclude the effects of questionable accounting treatments, such as
excessive capitalization of marketing costs, from the ratio calculations. (See “ Excluded items” later.)

Asaresult of the 2019 final regulations, long-term debt may be included in the primary reserve ratio only if itis
associated with the school’ s property, plant, and equipment (PP&E) or construction in progress (CIP). The
school’ sfinancial statements must disclose that its long-term debt exceeds 12 months and is associated with
capitalized assets. However, to account for long-term debts that existed prior to the implementation of these
regulations, their treatment in the composite score calculation will be grandfathered under the old rules. Schools
should review the regulations and consult with their accountants when considering the treatment of long-term
debit.

A strength factor scoreis calculated for each ratio using equations established by the Department. A strength
factor score reflects a school’ s relative strength or weakness in afundamental element of financial health, as
measured by the ratios. Specifically, the strength factor scores reflect the extent to which a school has the
financial resourcesto: 1) replace existing technology with newer technology; 2) replace physical capital that
wears out over time; 3) recruit, retain, and retrain faculty and staff (human capital); and 4) develop new
programs.

A weighting percentage is applied to each strength factor score to obtain a weighted score for each ratio. The
weighting percentages reflect the relative importance that each fundamental element has for a school in a
particular sector (proprietary or private nonprofit).

The sum of the weighted scores equal s the school’ s composite score. Because the weighted scores reflect the
strengths and weaknesses represented by the ratios and take into account the importance of those strengths and
weaknesses, a strength in the weighted score of one ratio may compensate for a weakness in the weighted score
of another ratio.

Once acomposite scoreis calculated, it is measured on a scale from negative 1.0 to positive 3.0 as shown in the
following diagram. This scale reflects the probability a school will be able to continue operations and meet its
obligations to students and the Department.
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Accounting for Operating L eases

The Department accounts for operating leases by

Applying the Financial Accounting Standards Board’'s (FASB) Accounting Standards Update (A SU)
2016-02, Leases (Topic 842) to all leases the school has entered into on or after December 15, 2018 (post-
implementation operating/financing leases), as specified in the supplemental schedule (see Section 2 of
both Appendix A to Subpart L of Part 668 and Appendix B to Subpart L of Part 668;

Treating leases the school entered into prior to December 15, 2018 (pre-implementation
operating/financing leases), as they would have been treated prior to the requirements of ASU 2016-02, as
long as the school provides information about those leases on the supplemental schedule and anotein, or
on the face of, its audited financial statements; and

Accounting for any adjustments, such as options the school exercises to extend the life of a pre-
implementation operating/finance lease, as post-implementation operating/finance leases.

Accounting for Operating L eases

34 CFR 668.172(d)

Excluded Items

In calculating a school’ s ratios, the Department

Generally excludesincome or losses from discontinued operations, prior period adjustments, the
cumulative effect of changes in accounting principles, and the effect of changes in accounting estimates,

May include or exclude the effects of questionable accounting treatments, such as excessive capitalization
of marketing costs;
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Excludes all unsecured or uncollateralized related-party receivables;

Excludes al intangible assets defined as intangible in accordance with generally accepted accounting
principles; and

Excludes from the ratio calculations federal funds provided to a school by the Department under programs
authorized by the HEA only if

(0]

in the notes to the school’ s audited financial statement, or as a separate attestation, the auditor
discloses by name and Catalog of Federal Domestic Assistance (CFDA) number the amount of HEA
program funds reported as expenses in the statement of activities for the fiscal year covered by that
audit or attestation; and

the school’ s composite score, as determined by the Department, is less than 1.5 before the reported
expenses arising from those HEA funds are excluded from the ratio calculations.

Financial Ratio Excluded Items

34 CFR 668.172(c)

Composite Score Scale

1.5 to 3.0 Financially responsible without further oversight.
1.0to 1.4 Inthe“Zone.” The school is considered financially responsible, but additional oversight is required.

—1.0t0 0.9 Not financially responsible. In order to continue participation, the school must submit aletter of
credit of at least 50% of the Title IV funds received during its most recently completed fiscal year. The school
may be permitted to participate under provisional certification with asmaller letter of credit—with a minimum
of 10% of the Title IV funds received during its most recently completed fiscal year, and additional oversight.
Although the school has these options to continue participation, the Department does not consider the school to
be financially responsible under these additional/alternative methods.

Composite Score Scale

Example: Calculation Of A Composite Score For A Proprietary Institution*
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Calculation of Ratios

Primary Reserve Ratio = (Adjusted equity + Total expenses and losses) = ($760,000 =+ $9,500,000) = 0.0800
Equity Ratio = (Modified equity + Modified Assets) = ($810,00 + $2,440,00) = 0.3320

Net Income Ratio = (Income before taxes + Total revenue and gains) = ($510,000 + $10,010,000) = 0.0509

Calculation of Strength Factor Score

Primary Reserve Strength Factor Score Formula

Primary Reserve Strength Factor Score = 20 x Primary Reserve Ratio

20 x 0.0800 = 1.6000

Equity Strength Factor Score Formula

Equity Strength Factor Score = 6 x Equity Ratio

6 x 0.3320 = 1.9920

Net Income Strength Factor Score Formula

Net Income Strength Factor Score = 1 + (33.3 x Net Income Ratio)

1+ (33.3 x 0.0509) = 2.6950

Calculation of Weighted Score

Primary Reserve Weighted Score Formula

Primary Reserve Weighted Score = 30% x Primary Reserve Strength Factor Score

0.30 x 1.6000 = 0.4800

Equity Weighted Score Formula



Equity Weighted Score = 40% x Equity Strength Factor Score
0.40 x 1.9920 = 0.7968
Net Income Weighted Score Formula
Net Income Weighted Score = 30% x Net Income Strength Factor Score

0.30 x 2.698 = 0.8094

Composite Score

Sum of All Weighted Scores 0.4800 + 0.7968 + 0.8094 = 2.0862 rounded to 2.1

* The definition of terms used in the ratios and the applicable strength factor algorithms and weighting
percentages are found in the Student Assistance General Provisions (regulations) (34 CFR 668 Subpart L),
Appendix A for proprietary schools and Appendix B for private nonprofit schools.

Refund Reserve Standards

One of the standards that a school must satisfy to be considered financially responsible isthat it must have
sufficient cash reservesto return Title IV funds when a student withdraws. A school is considered to have
sufficient cash reservesif

it islocated in a state that has an ED-approved tuition recovery fund and the school contributes to that
fund, or

the school made all required returns, in atimely manner of unearned Title IV program funds that it is
responsible for returning under the provisions of 34 CFR 668.22 for a student that withdrew from the
school (see Volume 5, Chapter 2 for more information on returns, including timely payment).

When a state submits a tuition recovery fund for approval, the Department will consider the extent to which the
recovery fund provides returns to both in-state and out-of-state students, complies with Title IV requirements for
the order of return of funds to sources of assistance, and is replenished if any claims arise that deplete the fund.
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Refund Reserve Standards

34 CFR 668.173

Returning Fundsin a Timely Manner

Unearned funds must be returned no later than 45 days after the date of the school’ s determination that the
student withdrew. The regulations specify that a school has returned funds when it has

deposited or transferred the funds into the bank account it maintains for federal funds (see the section
below) no later than 45 days after the date it determines the student withdrew,

initiated an electronic funds transfer (EFT) no later than 45 days after the date it determines that the
student withdrew, or

issued a check no later than 45 days (as supported by the school’ s records) after the date it determines that
the student withdrew.

If acheck is used to return unearned funds, the Department requires that the check be endorsed by the
Department no later than 60 days after the school’ s determination that a student withdrew to be considered a

timely return.

After aschool has returned unearned funds to its federal account, provided those funds were originally received
from the Department under a process that allows the school to reuse the unearned funds, the school can use the
funds to make disbursements to other eligible students through the same program and in the same award year.

Timely Return of Funds

34 CFR 668.173(b)

Deposit to Operating or Separate Account
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Unless the Department requires a school to use a separate account, the school may use its operating account for
Title IV purposes. In this case the school must designate that account as its federal bank account and have an
auditable system of records showing that the funds have been allocated properly and returned in atimely
manner. If there is no clear audit trail, the Department can require the school to begin maintaining Title IV funds
in a separate bank account.

A school that maintains a separate federal bank account must deposit to that account, or transfer from its
operating account to its federal account, the amount of unearned program funds, as determined under the return
of Title IV funds regulations. The date the school makes that deposit or transfer is the date used to determine
whether the school returned the funds within the 45-day time frame permitted in the regulations.

See the sections on accounting for funds and depository accountsin Volume 4, Chapter 1.

Maintaining and Accounting for Funds

34 CFR 668.163

Compliance Thresholds

The Department provides a small margin of error in determining that a school has paid all required refunds and
returns on time. The Department considers a school to have paid returnsin atimely manner if

thereisless than a 5% error rate in a sample of returns (composed of students for whom the school was
required to return unearned funds) examined in a compliance audit, an audit conducted by the Office of the
Inspector General (OIG), or a program review conducted by the Department or guaranty agency, or

there are no more than two late returns in the sample (regardless of the number or percentage of late
returns in the sample).

In addition, if the reviewer or auditor finds a material weakness or reportable condition in the school’ s report on
internal controls relating to the return of unearned Title 1V aid, the Department considers the school to have not
paid returns in atimely manner.

Compliance Thresholds

34 CFR 668.173(c)
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Letter of Credit Required When Funds are not Returned in a Timely Manner

Public schools and schools covered by a state tuition recovery fund that has been approved by the Department
are not subject to the letter of credit (LOC) requirements. If any other school exceeds the compliance thresholds
in either of itstwo most recently completed fiscal years, the school must submit an irrevocable letter of credit
acceptable and payable to the Department. The letter of credit must be equal to 25% of the total amount of
unearned Title IV funds the school was required to return during its most recently completed fiscal year.

A school that is required to submit aletter of credit must do so no later than 30 days after the earlier of the date
that

the school is required to submit its compliance audit;

the OIG issues afina audit report;

the designated department official issues afina program review determination;

the Department issues a preliminary program review report or draft audit report, or a guaranty agency
issues a preliminary report showing that the school did not return unearned funds for more than 10% of the
sampled students; or

the Department sends a written notice to the school requesting the letter of credit that explains why the
school has failed to return unearned fundsin atimely manner.

If the preliminary report finds that the school did not return unearned funds in atimely manner for 10% or fewer
of the sampled students, it would generally be required to submit the letter of credit only if the final report shows
that the school did not return unearned fundsin atimely manner for 5% or more of all the students in the sample.
If the final report indicates that aletter of credit is required, the school would have to submit it no later than 30
days after the final report isissued.

If the Department determinesthat a LOC isrequired, it will send LOC submission instructionsto the
school under separate cover.

Exceptionsto the Letter of Credit Requirement



A school is not required to submit a letter of credit if, after calculating 25% of the total amount of unearned Title
IV funds that the school was required to return under 34 CFR 668.22 during the school’ s most recently
completed fiscal year, the amount calculated is less than $5,000. However, to meet the reserve requirement, such
a school would need to demonstrate that it has available at all times cash reserves of at least $5,000 to make
required returns.

In addition, a school may delay submitting aletter of credit while it asks for reconsideration of afinding that it
failed to return unearned Title IV funds in atimely manner. A school may request that the Department reconsider
itsfinding if the school submits documents showing that

the unearned Title 1V funds were not returned in atimely manner solely because of exceptional
circumstances beyond the school’ s control and that the school would not have exceeded the applicable
threshold had it not been for the exceptional circumstances; or

it did not fail to make timely returns.

A school’ s request, together with all required supporting documents, is submitted to the Department no later than
the date it would otherwise be required to submit the letter of credit. If the Department denies the request, the
Department notifies the school that its request has been denied and the date it must submit the letter of credit.

Alternatives to the Genera Financial Standards

If aschool does not meet the general standards for financial responsibility, the Department may still consider the
school to be financially responsible or may allow it to participate under provisional certification if the school
qualifies for an alternative standard. If the Department determines that a school that does not meet one or more
of the general standards does not qualify for an alternative, the Department may initiate alimitation, suspension,
or termination action against the school (see Chapter 8 for more on corrective actions and sanctions).

Alternative Standar ds and Requirements

34 CFR 668.175

Provisional Certification


https://www.ecfr.gov/current/title-34/section-668.22
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-L/section-668.175

34 CFR 668.13

Letter of Credit Alternative for New Schools

A new school (one seeking to participate in the Title IV programs for the first time) that is not financially
responsible solely because it has a composite score of less than 1.5 may still demonstrate financial responsibility.
It can do so by submitting an irrevocable letter of credit, acceptable and payable to the Department, or another
surety, which the Department specifiesin the Federal Register, equal to at least 50% of the Title 1V funds that the
Department determines the school will receive during itsinitial year of participation.

Letter of Credit for New Schools

34 CFR 668.175(b)

Financial Protection Alternative for Participating Schools

A participating proprietary or private nonprofit school that fails to meet one or more of the general standards or
has an adverse audit opinion may still demonstrate financial responsibility. It can do so by submitting an
irrevocable letter of credit, acceptable and payable to the Department (or providing other financial protection
described below), that the Department determinesis equal to at least 50% of the Title I'V funds the school
received during its most recently completed fiscal year. Note that this requirement does not apply to public
schools.

Financial Protection Alternative for Participating Schools

34 CFR 668.175(c)

Financial Protection

According to procedures established by the Department or as part of an agreement with a school, the Department
may use the funds from that financial protection to satisfy the debts, liabilities, or reimbursable costs, including
costs associated with allowed teach-outs, owed to the Department that are not otherwise paid directly by the
school.

In lieu of aschool submitting aletter of credit, the Department may permit the school to
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provide the amount required in the form of some other financial protection the Department specifies;

provide cash for the amount required; or

enter into an arrangement under which the Department offsets the amount of Title IV funds that a school
has earned in a manner that ensures that, no later than the end of a six- to twelve month period selected by
the Department, the amount offset equal s the amount of financial protection the school must provide. The
Department provides the school any funds not used for the purposes described in the first paragraph of this
section during the period covered by the agreement, or provides the school any remaining fundsif it
subsequently submits other financial protection for the amount originally required.

Financial Protection

34 CFR 668.175(h)

Zone Alternative

A participating school that has a composite score of less than 1.5 but meets all other standards may demonstrate
financial responsibility for up to three consecutive fiscal yearsif the Department determines that the school’s
composite score is equal to 1.0 to 1.4 for each of those years and the school meets specific monitoring
requirements.

This alternative gives a school the opportunity to improve its financial condition over time without requiring the
school to post aletter of credit or participate under provisional certification. Under the zone aternative, a
school’ s operations, including its administration of the Title IV programs, are monitored more closely. If a school
does not score at least 1.0 in one of the three subsequent fiscal years or does not improve its financial condition
to attain a composite score of at least 1.5 by the end of the three-year period, the school must satisfy another
alternative standard to continue participating. In addition, if a school fails to comply with the information
reporting or payment method requirements, the Department may determine that the school no longer qualifies
under this alternative.

Under the zone dternative, a school

must request and receive funds under the heightened cash monitoring or reimbursement payment methods,
as specified by the Department (see Volume 4, Chapter 2);


https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-L/section-668.175#p-668.175(h)

may be required to submit its financial statement and compliance audit earlier than normally required (see
the discussion of audit submission deadlines earlier in this chapter);

may be required to provide information about its current operations and future plans,

must require as part of its compliance audit that its auditor express an opinion on the school’ s compliance
with the requirements of the zone alternative, including the school’ s administration of the payment method
under which it received and disbursed Title IV funds; and

must provide timely information—within ten days of occurrence— on any of the following oversight and
financial events:

(0]

Any event that causes the school, or related entity as defined in Accounting Standards Codification
(ASC) 850, to redlize any liability that was noted as a contingent liability in the school’ s or related
entity’ s most recent audited financial statement; or

Any losses that are unusual in nature or infrequently occur, or both, as defined in accordance with
Accounting Standards Update (ASU) No. 2015-01 and ASC 225.

Zone Alternative

34 CFR 668.175(d)

Provisiona Certification Alternative

The Department may permit a participating proprietary or private nonprofit school to participate under
provisional certification for up to three consecutive yearsif the school is not financially responsible because it
does not satisfy one or more of the general standards, has an adverse audit opinion, is subject to a mandatory
trigger or to adiscretionary trigger that the Department determines will have an adverse material effect, has a
recal culated composite score of lessthan 1.0, or has a past performance problem that has been resolved. The
Department is not required to offer provisional certification to a school. It is an alternative that the Department
may choose to offer in exceptional circumstances.
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Provisional Certification Alternative

34 CFR 668.175(f)

If the Department permits a school to participate under provisiona certification, it will require the school to

submit an irrevocable letter of credit payable and acceptable to the Department (or provide other
protection described under “Financial protection” earlier) for not less than 10%, as determined by the
Department, of the Title 1V funds the school received during its most recent fiscal year; this requirement
does not apply to a public school backed by the full faith and credit of the state;

demonstrate that it has met all of its financial obligations and was current on debt payments for its two
most recent fiscal years; and

comply with provisions 1-5 that are listed under the zone alternative.

The Department maintains the full amount of financial protection from the school until it first determines that the
school has either: a composite score of 1.0 or greater based on areview of the audited financial statements for
the fiscal year in which all liabilities from any triggering event required the financial protection, or arecal culated
composite score of 1.0 or greater and any triggering event has ended.

If the school is still not financially responsible at the end of the provisionally certified period, the Department
may again permit it to participate under a provisional certification but may require

the school, or one or more persons or entities that exercise substantial control over it, to provide financia
guarantees for an amount the Department determines is enough to satisfy any potential liabilities that may
arise from the school’ s participation in the Title IV programs;

one or more of the persons or entities that exercise substantial control over the school to be jointly or

severaly liable for any liabilities that may arise from the school’ s participation in the Title IV programs;
and
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the school to provide, or continue to provide, the financial protection resulting from a mandatory or
discretionary trigger until the school meets the composite score requirement above.

Provisional Certification for Schools Where Persons or Entities Owe Liabilities

If asschool is not financially responsible because the persons or entities that exercise substantial control over the
school owe aTitle 1V liability, the Department may permit the school to participate under provisional
certification if

the persons or entities that owe the liability repay or enter into an agreement with the Department to repay
the liability (or the school assumes the liability and repays or enters into an agreement to repay the
liability);

the school meets all the general standards of financial responsibility and demonstrates that it has met al of
its financial obligations and was current on its debt payments for its two most recent fiscal years; and

the school submits to the Department an irrevocable letter of credit, payable and acceptable to the
Department, for an amount determined by the Department (at least 10% of the Title IV funds received by
the school during its most recent fiscal year).

The school also must comply with the requirements under the zone alternative.

In addition, the Department may require the school or persons or entities that exercise substantial control over
the school to submit financial guarantees to the Department to satisfy any potential liabilities arising from the
school’s Title 1V participation. The same persons may be required to agree to be jointly and severaly liable for
any Title 1V liabilities.

Provisional Certification Alternative for Personsor Entities Owing Liabilities

34 CFR 668.175(q)

Past Performance
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In addition to meeting the standards of financial responsibility and fulfilling all itsfinancial obligations, a school
must demonstrate that it properly administers the Title IV programs. Past actions of the school or individuals
affiliated with the school may reveal mismanagement of Title 1V funds, thereby demonstrating that a school is
not financially responsible. Therefore, in evaluating the way a school administers the Title IV programs, the
Department considers the past performance of both the school and individual s affiliated with the school.

Past Performance

34 CFR 668.174

Past Performance of a School

A school is not financially responsibleif it

in the last five years, has been subject to alimitation, suspension, or termination action or has entered into
an agreement to resolve alimitation, suspension, or termination action initiated by the Department or a
guaranty agency;

in either of itstwo most recent Title IV program reviews or audits, has had findings for the current fiscal
year or two preceding fiscal years that required repayment of more than 5% of the Title IV funds received
by the schooal;

has been cited during the last five years for failing to submit audits as required; or

has failed to satisfactorily resolve any compliance issues identified in program reviews or audit reports,
upheld in afinal decision of the Department.

Past Perfor mance of a School

34 CFR 668.174(a)

Past Performance of Persons Affiliated With a School
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A school is not deemed financially responsible if a person or entity who exercises substantial ownership or
control over the school—or if any member or members of that person’s family alone or together—either owes a
liability for aTitle 1V violation or exercises or has ever exercised substantial ownership or control over another
school or athird-party servicer that owes such aliability. Thisistrue unless that person or entity, family
member, school, or servicer demonstrates that the liability isbeing repaid in accordance with an agreement with
the Department.

The Department may consider a school that does not meet this requirement to be financially responsible if the
school notifies or demonstrates to the Department

that an acceptable portion of the liability was repaid according to the regulations;

that the liability is currently being repaid under a written agreement with the Department; or

(1) why the person or entity who exercises substantial ownership or control should nevertheless be
considered to lack that ownership or control, or (2) why the person or entity who exercises substantial
ownership or control and each member of that person’s family does not or did not exercise substantial
ownership or control over the school or servicer that owes the liability.

A school must report any changes of control in which a person acquires the ability to affect substantially the
school’ s actions. Such changesin control trigger areview to determine if the school is financialy responsible
(see Chapter 5).

Past Perfor mance of Persons

34 CFR 668.174(b)

Past Perfor mance and Exer cise of Substantial Control

34 CFR 668.174(b)(1) and ()

Student and Course Limitations
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An otherwise eligible school becomesineligibleif, for its latest complete award year, it exceeds

the 50% limit on students without a high school diploma or equivalent,

the incarcerated student limitation (25%), or

the correspondence course limitation (50%) or the correspondence student limitation (50%).

A school must calculate these percentages to demonstrate compliance with aregquirement or to demonstrate
eligibility for alimitation waiver. For each of the tests, the calculation performed by the school must be attested
to by the independent public accountant or a government auditor who audits the school’ s financial statement or
performsits Title IV compliance audit. If aschool’ sinitial or previous calculation wasin error, the auditor’s
report must be part of the audit workpapers and must include a recalculation. The auditor’ s attestation report
must indicate whether the school’ s determinations (including any relevant waiver or exception) are accurate.

For each of the limitation requirements, the school must notify the Department (via Section G of the E-App) of
the school’ s failure to meet a requirement, its falling within a prohibited limitation, or itsineligibility for a
continued waiver, as applicable. The notification must occur by July 31 after the end of an award year. The
Department will advise the school of its options, including whether it might be eligible for awaiver. (Waivers
are available for the limitations for correspondence students, incarcerated students, and students without a high
school diplomaor equivalent.) A school that fails to meet any of these requirements losesits eligibility to
participate in any Title IV program as of the last day of the most recent award year for which the school failed to
meet the requirement.

If aschool losesits eligibility because it failed to meet one or more of the limitation requirements, the school
cannot regain eigibility until it can demonstrate that it was in compliance with al of the limitation requirements
for the most recently completed award year. Once this has occurred, the school may apply to regain its
eligibility. In addition, it must also show how its administrative practices and policies have been changed to
ensure that it will not fall within prohibited limitsin the future.

In addition to the limitations explained in this chapter, a school is not eligibleif it or its owner files for
bankruptcy or has entered against it an order for relief in bankruptcy, or if the school, its owner, or its CEO is
responsible for acrimeinvolving Title 1V program funds. See Chapters 1 and 3. A school that becomes ineligible
because of one of these factors must immediately stop awarding Title 1V funds and follow the steps for a school
that haslost its Title IV participation. See Chapter 8 for more information.

Conditions of Institutional Ineligibility

34 CFR 600.7
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Limitation on Students Admitted Without a High School Diploma or Equivalent

A school that does not provide afour-year bachelor’ s degree program or a two-year associate degree program is
ineligibleif, for itslatest complete award year, more than 50% of its regular enrolled students had neither a high
school diploma nor its equivalent.

If apublic or private nonprofit institution exceeds the 50% limit because it serves significant numbers of these
students through contracts with federal, state, or local government agencies, the Department may waive the
limitation.

The waiver will only be granted if no more than 40% of the school’ s regular students (those students not
receiving job training through contracts with federal, state, or local government agencies) do not have a high
school diplomaor its equivalent. If granted, the waiver may be extended in each year the public or private
nonprofit school continues to meet the requirements. The public or private nonprofit school’ s cal culation must be
attested to by an independent public accountant or a government auditor each year an audit is conducted.

Incarcerated Student Limitation and Waiver

A school isineligibleif, inits latest complete award year, more than 25% of its regular students are incarcerated.
For information on the eligibility of incarcerated students for federal student aid, see Volume 1, Chapter 1.

A public or private nonprofit school can ask the Department to waive this limitation if it has continuously
provided an eligible prison education program approved by the Department for at least two years. If granted, the
waiver is effective as long as the school continues to meet the waiver requirements each award year. For a school
offering only two-year or four-year programs that |ead to associate or bachelor’ s degrees, the waiver appliesto
all programs at the school. But if the school offers other types of programs, the waiver would apply to any of the
school’ s two-year and four-year bachelor’ s degree, associate’ s degree, and postsecondary diploma programs and
also to any other programs in which the incarcerated regular students enrolled have a 50% or greater completion
rate. The calculation of this completion rate is specified in 34 CFR 600.7(e)(2) of the institutional eligibility
regulations and must be attested to by an independent public accountant or a government auditor.

A public or private nonprofit school may request the waiver using the E-App and answering the questionsin
Section G and explaining in question 69.

For thefirst five years after the waiver is granted, the 25% limitation on confined or incarcerated individualsis
raised to 50%. Following five continuous years of an institution operating with awaiver, the limit israised to
75%. If the Department determines that a public ingtitution is chartered for the explicit purpose of educating
confined or incarcerated individuals, these limits do not apply.

I ncar cerated Student Limitation

34 CFR 600.7(a)(1)(iii) and 600.7(c)
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Confined or Incarcerated Individual Definition

Anindividual who is serving a criminal sentence in a Federal, State, or local penitentiary, prison, jail,
reformatory, work farm, juvenile justice facility, or other similar correctional institution. An individual is not
considered incarcerated if that individual is subject to or serving an involuntary civil commitment, in a half-way
house or home detention, or is sentenced to serve only weekends.

Correspondence Course and Student Limitations

In general, aschool isineligibleif for the latest complete award year

more than 50% of the school’ s courses were correspondence courses (correspondence course limitation) or

50% or more of the school’ s regular students were enrolled in correspondence courses (correspondence
student limitation). This limitation may be waived for a school that offers a 2-year associate degree or 4-
year baccalaureate degree program if the school demonstrates to the Department that in that award year,
the students enrolled in its correspondence courses receive no more than 5% of the total Title IV program
funds received by al of the school’ s students.

Note that the correspondence course and student limitations do not apply to a school that exclusively or mainly
provides vocational adult education or job training as defined under Sec. 3(3)(C) of the Carl D. Perkins Career
and Technical Education Act of 2006.

Also note that the 50% limits apply to the school, not to itsindividual programs. An educational program
composed entirely of correspondence courses could still be an eligible program if no more than 50% of the
school’ s courses were offered through correspondence and the program met other eligibility requirements. For
more on correspondence study and program eligibility, student eligibility, and cost of attendance, see Chapter 2,
aswell as Volume 1, Chapter 1 and Volume 3, Chapter 2 respectively.

The school’ s correspondence course cal culation and correspondence student cal culation must be attested to by an
independent public accountant or a government auditor.

Calculating the Percentages

Calculating the Percentage of Correspondence Courses



If aschool offers a course both by correspondence and residential training, the course countstwice, asa
correspondence course and as aresidential course. Thus, it would count as one in the numerator and as two
in the denominator.

Regardless of how many sections of a course or program are offered during the award year (as a
residential or as a correspondence course), the course is counted only once under each type.

A program not offered in courses or modules counts as one correspondence course.

Using the latest complete award year, the formula for determining the percentage of correspondence coursesis
asfollows:

number of school’s correspondence courses + total number of school’s courses = % of correspondence courses
Calculating the Percentage of Correspondence Students
All regular students enrolled in an institution’ s Title I V-eligible programs must be counted. (A regular

student is“a person enrolled for the purpose of obtaining a degree, certificate, or other recognized
educational credential offered by the school.”)

A school must use a straight head count of enrolled students, including full-time and part-time students
and students who do not receive aid as well as Title IV recipients.

If astudent withdrew from the school and received afull refund, the student is not counted.

Using the latest complete award year, the formula for determining the percentage of enrolled studentsis as
follows:

number of regular students enrolled in the school’ s correspondence courses + number of regular students
enrolled in al of the school’ s courses = % of correspondence students

Correspondence Study Limitation



Sec. 102(a)(3)(A) and (B) of the HEA
34 CFR 600.7(a)(1)(i) and (ii) and

600.7(b)(3)(i) and (ii)

Carl D. Perkins Career and Technical Education Act of 2018 (V)

20U.S.C. 2301

Perkins V

Notifying ED When Limit is Exceeded

34 CFR 600.7(h)

A School Isthe Sum Only of Its Eligible Programs

Some schools offer programs that are eligible for Title 1V funds as well as those that are not. For Title IV
program purposes, the Department considers an eligible institution to be the sum of its eligible programs. To
minimize the effect on itsinstitutional eligibility of offering programs solely by correspondence that do not lead
to adegree, a school might choose to identify those programs as not part of its Title I\V-eligible programs. A
program (and students enrolled therein) that was so identified would not be considered part of the school in these
two formulas.

Cohort Default Rates

A school’ s digibility for Title 1V can be affected by a high cohort default rate (CDR). The Department cal cul ates
aschool’s CDR based on information from guaranty agencies and federal loan servicers.

The Department sends draft default rates to participating schools to allow each school an opportunity to review
and correct the data that will be used to calculate its official cohort default rates. In September of each year, the
Department issues the official cohort default rates. These rates are electronically delivered to schools and posted
on the NSLDS Professional Access website. Schools must be enrolled in the eCDR process for electronic
delivery of the rates. They can sign up for that process through FSA Partner Connect. For additional information,
please see the July 14, 2025 Electronic Announcement.

Default Rates


https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-600/subpart-A/section-600.7#p-600.7(a)(1)(i)
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https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-600/subpart-A/section-600.7#p-600.7(b)(3)(i)
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-600/subpart-A/section-600.7#p-600.7(b)(3)(ii)
https://www2.ed.gov/about/offices/list/ovae/pi/cte/vso.html
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-600/subpart-A/section-600.7#p-600.7(h)
https://fsapartners.ed.gov/knowledge-center/library/electronic-announcements/2026-03-25/distribution-fy-2023-draft-cohort-default-rates-and-appeal-timeline
https://fsapartners.ed.gov/home/
https://fsapartners.ed.gov/knowledge-center/library/electronic-announcements/2025-07-14/fsa-partner-connect-implementation-saig-enrollment-functionality

Default rates

HEA Sec. 435(m)

20 U.S.C. 1082, 1085, 1094, 1099c

34 CFR Part 668 Subpart N

Time Frames for Cohort Default Rates

A school’sannual CDR is based on a“cohort” of students who received FFEL or Direct Loans at the school and
entered repayment in asingle fiscal year—the federal fiscal year, October 1-September 30.

For instance, a school’s FY 2023 CDR is based on the cohort of students who received FFEL or Direct Loans at
the school and entered repayment on those loans between October 1, 2022, and September 30, 2023. This
number becomes the denominator (the lower part of the fraction) in the CDR calculation.

X + Total borrowers who entered repayment during FY 2023

The Department tracks this group of students during the fiscal year in which they enter repayment and through
the end of the second following fiscal year. The number of students who default on their loans (or meet other
related conditions) during those three fiscal years becomes the numerator (top part of the fraction) in the CDR
calculation.

Total borrowers who entered repayment in FY 2023 and defaulted in FY 2023, 2024, and 2025 + Total borrowers
who entered repayment during FY 2023

Because it takes three years to track the outcomes, the initial FY 2023 CDR for a school is not released until three
years later, at the beginning of 2026. Thisis one of the reasons that schools should closely monitor student
borrowing and implement effective default prevention procedures as soon as possible. The steps taken to help
students this year may reduce the number of defaultsin the CDR three years from now.

The terminology, criteria, calculations, and exceptions for the rates are described in more detail in the Cohort
Default Rate Guide.

Conseguences of High Cohort Default Rates

Schools face sanctions under the following conditions:


https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-N
https://fsapartners.ed.gov/knowledge-center/topics/default-management/cohort-default-rate-guide
https://fsapartners.ed.gov/knowledge-center/topics/default-management/cohort-default-rate-guide

For a cohort default rate of greater than 40 percent for any year, schools lose eligibility to participate in the
Direct Loan Program.

For adefault rate of 30 percent or more for any year, schools must create a default prevention taskforce
that will develop and implement a plan to address the high default rate. That plan must be submitted to the
Department for review.

For adefault rate of 30 percent or more for a second consecutive year, schools must submit to the
Department a revised default prevention plan and may be placed on provisional certification.

For a cohort default rate of 30 percent or more for three consecutive years, schools lose eligibility to
participate in both the Direct Loan Program and the Federal Pell Grant Program.

Moreover, a school is not considered to be administratively capable when

the CDR for Federal Stafford/SLS loans or Direct Subsidized/Unsubsidized L oans made to students for
attendance at the school equals or exceeds 30% for two of the three most recent fiscal years or

the CDR for Perkins loans made to students for attendance at the school exceeds 15%. See Volume 6 for
other rules and associated penalties related specifically to high Perkins default rates.

When a high default rate demonstrates alack of administrative capability, a school may become ineligible to
participate in the Direct Loan, Pell Grant, or Perkins programs, or the Department may choose to provisionally
certify such a school. For detailed information on default rates, including challenges and appeals, refer to the
Cohort Default Rate Guide in the Knowledge Center.

High Default Rates

34 CFR 668.206

Default Rates and Administrative Capability


https://fsapartners.ed.gov/knowledge-center/topics/default-management/cohort-default-rate-guide
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-N/section-668.206

34 CFR 668.16(m)

Default Prevention Plan

Asdescribed in 34 CFR 668.217, if aschool’ s cohort default rate is equal to or greater than 30%, it must
establish a default prevention task force that prepares a plan that

identifies the factors causing the default rate to exceed the threshold,

establishes measurable objectives and the steps the school will take to improve the default rate, and

specifies the actions the school will take to improve student loan repayment, including counseling students
on repayment options.

A school must submit its default prevention plan to its school participation division for review. If the cohort
default rate is equal to or greater than 30% for two consecutive fiscal years, the default prevention plan must be
revised and submitted again for review. Appendix A to Subpart N of Part 668 describes some measures you may
find helpful in reducing the number of students that default on Federally funded loans. In addition, DCL GEN-
05-14 includes helpful activities related to default prevention & management for schools with high default rates.

Default Management Plan for New Schools

New schools, and schools newly approved for Direct Loan participation, are required to implement a default
management plan prior to certification. In addition, a school that undergoes a change in ownership that resultsin
achange in control or a school that changes its status as a main campus, branch campus, or additional location
must implement a default management plan.

A school undergoing a change in ownership is exempt from submitting a default management plan if the school,
including its main campus and any branch campus, does not have a cohort default rate greater than 10% and the
new owner of the school does not own and has not owned any other school that had a cohort default rate greater
than 10% during the owner’ s tenure.

If aschool isrequired to use a default management plan under 34 CFR 668.14(b)(15) because it is participating
in the William D. Ford Federal Direct Loan (Direct Loan) Program for the first time or it has undergone a
change of ownership that resultsin a change in control, the school’ s implementation of the nine activities
outlined in the Sample Default Prevention and Management Plan provided in DCL GEN-05-14 will satisfy that



https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-B/section-668.16#p-668.16(m)
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-N/section-668.217
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668#Appendix-A-to-Subpart-N-of-Part-668
https://fsapartners.ed.gov/knowledge-center/library/dear-colleague-letters/2005-09-30/gen-05-14-sample-default-prevention-and-management-plan
https://fsapartners.ed.gov/knowledge-center/library/dear-colleague-letters/2005-09-30/gen-05-14-sample-default-prevention-and-management-plan
https://www.ecfr.gov/current/title-34/subtitle-B/chapter-VI/part-668/subpart-B/section-668.14#p-668.14(b)(15)
https://fsapartners.ed.gov/knowledge-center/library/dear-colleague-letters/2005-09-30/gen-05-14-sample-default-prevention-and-management-plan

requirement. In addition to implementing the regulatory requirement, al schools are encouraged to consider
adopting the measures described in this Default Prevention and Management Plan.

Default Rate and Contact I nformation on the Web

The Institution Oversight Division in Federal Student Aid responds to questions about cohort default rates and
reviews cohort default rate challenges, adjustments, and appeals. It aso provides technical assistance and
outreach to schools to assist them in lowering their default rates. More information, including searchable default
rates for all schools participating in the Title IV programs, is available on the default management website.
Schools can email fsa.schools.default.management@ed.gov.



https://fsapartners.ed.gov/default-prevention-resource-information
https://fsapartners.ed.gov/dm
mailto:fsa.schools.default.management@ed.gov

