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Compliance Spotlight:
Addressing Students that Never
Enrolled or Failed to Begin Attendance

2 Program Integrity- The 2010-2011 Federal Student Aid (FSA) Handbook (Volume 5, Chapter 1) provides
Satisfactory Academic guidance on the treatment of Title IV funds disbursed for a student who does not
Progress begin attendance. A student is considered to have not attended if the school cannot

. document the student’s attendance in any class.
5 Program Integrity-

Repeated Coursework In addition, the FSA Handbook provides guidance on when it is appropriate for a
school to request that the U.S. Department of Education (ED) send a 30-day demand
Program Integrity- letter to a student in an effort to recover any outstanding Direct Loan funds disbursed
[Abi“ty ;10 Benefit directly to a student who did not begin attendance.
Part 1

NOTE: The information provided below addresses only one aspect of what may
7 2010-2011 Application constitute an ineligible borrower and is specific to Direct Loan funds.

and Verification Guide
Available

SCHOOL REQUIREMENTS

Direct Loan Program Funds

Spotlight Coming

If a school disburses Direct Loan funds and the student subsequently does not
Next Month begin attendance, the school must return all of the Direct Loan funds that
were credited to the student’s account for the payment period or period
of enrollment in which the student did not attend classes. When resolving
a never enrolled situation, the school must first refund the entire amount
of the Title IV funds to ED prior to refunding any amount to the student (i.e.
the amount of payments made directly by or on behalf of the student to the

- institution for that payment period or period of enrollment).

In addition, a school is required to return any Direct Loan funds it disbursed
directly to a student if the school knew prior to disbursing the funds that the
student would not begin attendance.

NSLDS

g Schools should report to NSLDS when a student does not attend for a
payment period or period of enrollment. Schools should also report to
NSLDS a student’s withdrawal or changes in a student’s enrollment status.
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-continued-

Addressing Students that Never Enrolled or Failed to Begin Attendance

Timeline for Returning Funds

A school must return to ED funds disbursed to a
student who did not begin attendance as soon as
possible, but no later than 30 days after the date the
school becomes aware that the student will not or
did not begin attendance. For a school that does not
take attendance, but reports enrollment statuses
on a census date to an outside agency, state, or
local jurisdiction, ED expects the school to return
the funds for a student who will not or did not begin
attendance within 30 days of the census date.

30-Day Demand Letter

The school is required to notify ED of any remaining
Direct Loan funds that were disbursed directly to
the student which are still outstanding. ED will
issue a 30-day demand letter to students who never
began attendance in any class for the period of
enrollment for which Title IV funds were issued. A
school should not request that ED send this letter
when a student changes enrollment status from
at least half time to less than half time or if they
withdraw after attending at least one day of class.

Program Integrity- Satisfactory Academic Progress

Return of Title IV Funds

If the student withdraws after attending class for any length of
time, the Return of Title IV Funds calculation must be used
to determine the amount of unearned funds the school
must return to ED. The school must return all unearned
funds to the Department, including any amount the school
disbursed to the student. It will be the school's responsibility
to recover any funds that were previously disbursed to the
student, but not earned due to his or her withdrawal. In
this situation, ED will not send a 30-day demand letter
to the student to recover any outstanding funds.

The following regulatory cites may be referenced
in addition to the FSA Handbook for additional
guidance on these topics:

* 34CFR §668.21 & §668.22
* 34CFR §668.167

34 CFR §690.78 (b)(1)&(2)
* 34CFR §674.16 (f)(1)&(2)
* 34CFR §676.16 (d)(1)&(2)
* 34CFR §682.412

* 34CFR §685.211 (e)

In the Federal Register, dated October 29, 2010, the U.S. Department
of Education (ED) published Program Integrity Issues; Final Rule (34
CRF Parts 600, 602, 603, 668, 682, 685, 686, 690, and 691). As part of the
final rules, ED published satisfactory academic progress (SAP) rules and

REQUIREMENTS

regulations, effective July 1, 2011. Evaluation of Progress

A school must develop a SAP policy for determining whether an The policy must provide that a student’s
progress is evaluated at the end of each
payment period if the educational program is

one academic year or shorter in length. For all

otherwise eligible student is making satisfactory academic progress
in his educational program and may receive financial assistance under
Title IV, HEA programs. The Secretary considers a school’s policy to be
reasonable if it meets all of the standards discussed within this article. other educational programs, evaluation of the
student’s progress will take place at the end

The policy must be at least as strict as the policy the school applies to

students not receiving Title IV aid. Schools are required to establish, publish, of each payment period or at least annually to

and provide a consistent application of their SAP standards to all students correspond with the end of the payment period.
within categories of students, such as: full-time, part-time, undergraduate,
and graduate students and educational programs established by the school.

BACK TO MAIN MENU LoanNotes MARCH n



-continued-

Program Integrity- Satisfactory Academic Progress

Grade Point Average (GPA) and Pace

The policy must specify the grade point average (GPA) that a
student must achieve at each evaluation to meet SAP. If GPA
is not an appropriate qualitative measure, then the policy must
provide a comparable assessment to measure against the
norm. If a student is enrolled in an academic program that is
more than two years in length, the policy must specify that at the
end of the second academic term, the student must have a GPA
of at least a “C” or its equivalent, or have academic standing
that is consistent with the school's graduation requirements.

In addition, the policy must state the pace at which the student
must progress through his or her program of study to ensure
completion within the maximum timeframe, and provides for
the measurement of the student’s progress at the end of each
evaluation. The final rules define maximum timeframe as follows:

e For an undergraduate program measured in credit hours,
the maximum timeframe is a period of no longer than
150 percent of the published length of the educational
program, as measured in credit hours.

* For an undergraduate program measured in clock hours,
the maximum timeframe is a period of no longer than
150 percent of the published length of the educational
program, as measured by the cumulative number of clock
hours the student is required to complete and expressed
in calendar time.

* For a graduate program, the maximum timeframe is
a period defined by the institution that is based on the
length of the educational program.

Schools that Evaluate SAP Annually
or Less Frequently Than at the End of Each
Payment Period

A school that evaluates SAP annually or less frequently than
at the end of each payment period does not have the option
to place a student on a financial aid warning for one payment
period. However, a school that evaluates SAP in this fashion may
place a student on financial aid probation, as described later in
this article, and disburse Title IV funds to the student after the
student successfully appeals the school's determination that
the student is not meeting SAP requirements.

BACK TO MAIN MENU

Calculating Pace

A school calculates the pace by which the student is
progressing by determining the cumulative number of
hours the student has successfully completed divided by the
number of cumulative hours the student has attempted. The
school is not required to include remedial courses in this
calculation. However, credits accepted from other schools
must be counted in the calculation of pace as both attempted
and completed hours. The policy must describe how
incompletes, withdrawals, repetition of courses, or transfers
of credit from other institutions affect the student’'s GPA and
pace of completion.

Except in situations when a student is placed on financial aid
warning or financial aid probation as explained later in this
article, a student who has not achieved the required GPA, or is
not completing the program at the required pace, is no longer
eligible to receive Title IV funds.

Schools That Evaluate SAP
at the End of Each Payment Period

A school that evaluates SAP at the end of each payment
period and determines that a student has not met the SAP
standards under their policy may still disburse Title IV funds
to the student under the following provisions.

For the payment period following the period in which the
student did not meet the institution’s SAP standards, the
institution may-

* place the student on financial aid warning, as described
later in this article, and disburse Title IV funds; or

* place the student directly on financial aid probation, as
described later in this article, and disburse Title IV funds
to the student after the student successfully appeals the
school's determination that the student is not meeting
SAP requirements.

For one payment period following a payment period in which a
student was on financial aid warning, a school may place the
student on financial aid probation and may still disburse Title
IV funds to the student.

LoanNotes MARCH n



-continued-

Program Integrity- Satisfactory Academic Progress

Financial Aid Warning
and Financial Aid Probation

Final rules define these terms as follows. If a school places a
student on financial aid warning or on financial aid probation,
the policy must include a description of these statuses:

v/ Financial aid warning - a status assigned to a student
who fails to make satisfactory academic progress at an
institution that evaluates academic progress at the end
of each payment period. A student may be placed on
financial aid warning and may continue to receive Title
IV funds for one subsequent payment period. Financial
aid warning may be assigned without appeal or any other
action by the student. However, the student must be
notified of the school's action.

v/ Financial Aid Probation - a status assigned by an
institution to a student who fails to make satisfactory
academic progress and who has successfully appealed
and has had eligibility for aid reinstated. A student who
submits a successful appeal, as described to the right,
and is placed on financial aid probation may receive
Title IV funds for one subsequent payment period. The
school may require the student to meet certain terms and
conditions while on financial aid probation, such as taking
a reduced course load or enrolling in specific courses.
The student must meet the school's SAP standards at
the end of this payment period or meet the requirements
of an academic plan developed by the school that, if
followed, will ensure that the student is able to meet the
school's SAP standards by a specific point in time.

A student on financial aid probation for one payment period
may not receive Title IV funds for a subsequent payment period
unless the student is complying with SAP
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requirements at the end of that payment period or the school
determines that the student is meeting the requirements of
the academic plan.

Appeals

If the school allows a student to appeal a determination that
the student is not making satisfactory academic progress,
the policy must include each of the following components:

* What the student must do to reestablish eligibility for
Title IV aid.

* The basis on which a student may file an appeal (e.g.,
death of a relative, injury or illness of the student, or
other special circumstances).

* Information the student must submit to explain why he
or she failed to make satisfactory academic progress and
what has changed in the student’s situation that will allow
the student to comply with SAP requirements at the next
evaluation.

If a school does not permit students to appeal a determination
by the institution that the student is not achieving satisfactory
academic progress, the policy must state how the student
may reestablish his or her eligibility to receive Title IV funds.

Notification Requirement

The policy must provide for the notification to students of
the results of a SAP evaluation that impacts the student’s
eligibility to receive Title IV funds.
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Program Integrity- Repeated Coursework

In the Federal Register, dated October 29, 2010, the U.S. Department of Education (ED) published Program Integrity Issues; Final Rule
(34 CRF Parts 600, 602, 603, 668, 682, 685, 686, 690, and 691). Included in the final rules is guidance on repeated coursework as it
directly relates to the definition of full-time student status. This guidance is effective July 1, 2011.

Definition of Full-time Student

ED amended the definition of “full-time student” in
§668.2 to further clarify the criteria that must be met to
classify a student as full time. A full-time student is one
enrolled and carrying a full-time academic workload, as
determined by the school, under a standard applicable to
all students enrolled in a particular educational program.
The student’s workload can include a combination of
courses, work, research, or special studies that the school
considers sufficient for classifying the student as full time
including for a term-based program.

Repeated Coursework

A school may include any repeated coursework previously
passed by the student in his or her enrollment status one
time. However, a school may not include in the student’s
enrollment status any coursework the student previously
passed, but is required to retake due to failing other
coursework.

Payment of Repeated Coursework

A school may allow a student to receive Title IV funds to
retake previously passed coursework one time and count the
coursework in the student’s enrollment status (e.g., the student
is retaking the coursework in an attempt to meet an academic
standard, such as a better grade] .

NOTE: The student can only receive Title IV funds for this
course if he or she has an enrollment status of at least
half time.

However, a student may not receive Title IV funds to retake
previously passed coursework if the student is required to retake
the course due to the student failing other coursework. Simply
put, if the student is enrolled in four classes in the fall semester
and fails one of those courses, the school may require the student
to repeat the previously passed three courses along with the
course the student failed. If the student retakes the four courses
in the spring, only the course the student failed may be counted
toward the student’s enrollment status.

Program Integrity- Ability to Benefit (Part 1)

The following article is Part 1 of a series of three articles discussing the regulations governing ability to benefit (ATB). The goal of
this series is to review ATB regulations as a whole, including the amendments made as a result of the Program Integrity Issues;
Final Rules (34 CRF Parts 600, 602, 603, 668, 682, 685, 686, 690, and 691) published in the Federal Register dated October 29,2010,
and effective July 1, 2011.

Definition of Ability to Benefit

ED established ATB criteria to determine Title IV program eligibility for students who are not high school graduates or its
equivalent. Students can demonstrate that they have the “ability to benefit” from the education or training being offered by doing
one of the following:

®  Successfully complete six credit hours (or its equivalent] to count toward a degree or certificate offered by a school, or
* Pass an ATB test administered at either (a) an assessment center by a certified test administrator; or (b) at a secure location

by an independent test administrator.

This article discusses both options in detail, including the amendments made to the ATB regulations in accordance with the Final
Rules.

BACK TO MAIN MENU LoanNotes MARCH B
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Completion of Six
Credit Hours or its Equivalent

The Final Rule expands the ATB regulations by providing
that a student is eligible to receive Title IV funds after the
successful completion of six credits of college work, or an
equivalent amount of work, toward an applicable degree or
certificate program offered by the school. (While the statute
does not require that the coursework be applicable to an
eligible program offered by the school, ED reminds schools
that the intent of this option is to allow an otherwise ineligible
borrower to earn Title IV funds while working to earn a
certificate or degree.) ED considers the equivalent amount of
coursework to be one of the following:

e 6 semester hours
e 6 quarter hours
e 6 trimester hours

e 225 clock hours

A student who receives a failing grade or a clock-hour student
who does not successfully complete the required 225 clock
hours has not successfully completed the required six credit
hours (orits equivalent). Astudentwho successfully completes
the six credits (or its equivalent] is eligible to receive Title IV
funds after the end of the payment period during which the
student completed the coursework.

BACK TO MAIN MENU

Ability to Benefit Test

If your school does not have an ATB test in place and you wish
to utilize this option, contact ED for information regarding
tests that are already approved. ED maintains record of all
approved ATB tests.

ED has defined the term “test” in §668.142 of the regulations
as, “a standardized test, assessment or instrument that has
formal protocols on how it is to be administered in order to be
valid. Protocols include, for example:

* The use of parallel, equated forms
¢ Testing conditions
* Time allowed for the test

¢ Standardized scoring

Tests are not limited to traditional paper and pencil (or
computer-administered] instruments for which forms are
constructed prior to administration to examinees. Tests may
also include adaptive instruments that use computerized
algorithms for selecting and administering items in real time;
however, for such instruments, the size of the item pool and
the method of item selection must ensure negligible overlap
in items across retests.” The ATB test may be administered by
either a certified test administrator at an assessment center
or by an independent test administrator at a secure location.

Look for Part 2 of our discussion on Ability to Benefit in the
April edition of Loan Notes.
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2010-2011 Application and Verification Guide Available

Over the past
date of th'?s issseve;at months, the U.S. Department of Education (ED) has published and posted on IFAP - as of the publicati
ue of Loan Notes - the following volumes of the 2010-2011 Federal Student Aid Handbook " pubtcation

e Application and Verification Guide (AVG)

Volume 1 - Student Eligibility

v _ . .
olume 3 - Calculating Awards & Packaging [2010-2011 Federal Student Aid Handbook]

Volume 4 - Processing Aid and Managing Federal Student Aid Funds

Volume 5 - Overawards, Overpayments, and Withdrawal Calculations

) [ START HERE
88 (O FURTH ER .
FEDERAL STUDENT AID IFAP

alendar iLibrary Training Help Feedback

Home Getting Started What's New Cc
Archives

Search:
iLibrary - Federal Student Aid Handbook
Advanced Search
2010-2011 Federal Student Aid Handbook
My IFAP The Federal Student Aid Handbook consists of the Application and
System & Processing Verification Guide and six numbered Volumes. Each Volume is posted on
Links - Application the Web after being reviewed and approved by the appropriate offices in
Federal Student Aid and the Office of Postsecondary Education.
System & Processing
Links - Programs AL STUD You may pre-order print copies of the 201 0-2011 FSA Handbook from the
FEDERAL STUDENT AlD
System & Processing HANDB O0K FSAPubs Web site (go to |IFAP>Resource Links>FSAPubs.gov). Volumes
Links - Transmission are bundled for mailing purposes, print copies will be mailed after the last
e " 2010-2011 Volume of the Handbook has been approved and posted to the
Participation Links - information for Financial Aid Professionals (IFAP) Web site.
Application
Participation Links - Questions and suggestions concerning the Handbook can be sent to the
Audits Publications Team in the Program Communications Division.
Participation Links - s o | 2009-2010 Federal Student Aid Handbook
Programs i e | 5008-2009 Federal Student Aid Handbook
Funding Links Archived
Resource Links
Handbook Search
Financial Partners
Links To search within the Federal Student Aid Handbook, please enter your desired search words, select
Student & Parent " atest Version® or "All", and click the "Submit" button.
Links - Application -] -
Search: @ Latest Version U Al [cLeaR JJ[ suBmIT |
Student & Parent = [acan]
Links - Programs
ED Links
2010-2011 Federal Stu id Handbook
Other Links
Indjysdfhal Volumes:

« Application and Verification Guide
« Volume 1 - Student Eligibility

« Volume 3 — Calculating Awards & Packaging
« Volume 4 — Processing Aid and Managing Federal Student Aid Funds

Plugins & Viewers
me 5 - Overawards, Overpayments and Withdrawal Calculations

» Vol pay!

e Questions/Comments

BACK TO MAIN MENU
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2010-2011 Application and Verification Guide Available

-continued-

Beginning with the AVG, we will review the policy changes and clarifications identified in the 2010-2011 edition of the Handbook.
The following chart details the changes within the AVG:

PAGE CHANGES MADE

PERMANENT MAILING ADDRESS
AVG-11 Effective for 2010-2011, ED clarified that, in addition to an incarcerated student, a homeless youth may also list the
school's address as their own.

COMBAT PAY
AVG-14 ED clarified that since combat pay is not counted as untaxed income and is removed from the AGl when it is
taxable, it should not be included in the income earned from work.

WHOLE LIFE INSURANCE

AVG-17 to | ED clarified that the cash value or equity of a whole-life insurance policy, though not reported as an asset, would
AVG-20 count as income. The full amount of the distribution would be reported, whether it is a lump-sum or an annual

distribution, and such a distribution will count as taxable or untaxed income, as appropriate.

AMERICAN OPPORTUNITY CREDIT

Beginning with 2009 tax returns, the American Opportunity Credit will replace the Hope credit for most students.
Part of this tax credit can be refundable -- payable to tax filers even if they do not owe any federal income tax.
The nonrefundable portion appears on the same lines of the tax return and the FAFSA as the Hope and Lifetime
Learning credits. The refundable portion appears on line 66 of the 1040 form and line 43 of the 1040A. It does not
AVG-20 appear on the lines of the FAFSA for the education tax credits, nor does it count as untaxed income.

EMPLOYER PROVIDED REIMBURSEMENTS AND STIPENDS

Employer provided benefits that assist with education costs by the paying of a stipend or by reimbursing employees
for classes taken, will count as estimated financial assistance (or reduce the cost of attendance) even if they are
not received until the end of the class and are contingent on earning a minimum grade. Any taxable portion
received in the prior year and appearing in the AGl is entered in question 44 or 92.

FIRST-TIME HOMEBUYER TAX CREDIT
ED clarified that, unlike other credits, the first-time homebuyer tax credit was not explicitly excluded by law from
the need analysis; therefore, it counts as untaxed income.

AVG-21 | COOPERATIVE EDUCATION PROGRAM EARNINGS.

The adoption of the Higher Education Opportunity Act (HEOA) excluded as income earnings from a college co-
op education program. Students should use his or her W-2s or other records received for these earnings. This
change was effective July 1, 2010.

UNEMPLOYMENT BENEFITS

While ED states in its 2010-2011 AVG Guide (issued June 2010) that the first $2,400 of unemployment benefits are
tax-free and may be reported in the “other untaxed income” line of questions 45 and 93 of the FAFSA, Congress
failed to extend this benefit at the end of 2010. Therefore, no amount of unemployment benefits may be considered
tax-free or included under “other untaxable income” when completing the FAFSA.

TIPS ON REPORTING BENEFITS
The benefits an individual who is included in the household size receives in his or her own name do not count as
income unless that person is an adult.

AVG-22
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2010-2011 Application and Verification Guide Available

-continued-

PAGE CHANGES MADE

VETERANS’ EDUCATION BENEFITS
These benefits are no longer counted as estimated financial assistance by the HEOA.

AVG-23 ON-BASE HOUSING/BASIC HOUSING ALLOWANCE

The value of on-base housing or the basic allowance for housing (BAH) for students or parents of dependent
students who are in the military has been excluded from untaxed income by the HEOA; however, the basic
allowance for subsistence, or BAS, remains untaxed income.

LEGAL GUARDIANSHIP
AVG-28 For 2010-2011, ED clarified that students in legal guardianship to their parents are not considered independent
and would be expected to answer “No” to FAFSA question 55.

DEPARTMENT OF DEFENSE MATCH AND IRAQ AND AFGHANISTAN SERVICE GRANT

AVG-42 to | ED added a section clarifying that schools must reduce the EFC to zero for those students with a parent or
AVG-43 guardian who was a member of the U.S. Armed Forces and who died as a result of service in Iraq or Afghanistan

after September 11, 2001.

TAX FILING REQUIREMENTS FOR IMMIGRANTS
AVG-88 Under the section on “Non-filers,” ED added guidance stipulating that immigrants must meet normal tax-filing
obligations.

CONTACT

BUSINESS DEVELOPMENT
& OPERATION/LOAN GUARANTY
Mon - Fri, 7:30 am to 9:00 pm ET

American Education Services (AES) was created to
guarantee and service a variety of Federal Family Education
Loan Program (FFELP) and private student loan products
for lending partners throughout the nation. AES is a national
leader in providing quality customer service to millions

of student loan borrowers through its highly-trained and STUDENT/PARENT

GRANT & LOAN INQUIRIES
800.692.7392
granthelp@aesSuccess.org
studentloans@aesSuccess.org

experienced customer service representatives. For more
information, visit aesSuccess.org.

Pennsylvania Higher Education Assistance Agency conducts
its student loan servicing activities nationally as American
Education Services (AES) and FedLoan Servicing.

American Education Services SCHOOL/LENDER INQUIRIES

800.443.0646
loanhelp@aesSuccess.org

These materials have been developed and paid for by the Pennsylvania Higher Education Assistance Agency (PHEAA] for informational purposes. Although the information contained in this document is
believed to be accurate at the time of printing, PHEAA does not guarantee its accuracy. You should independently verify that this information is correct.
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