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	Do the schools Perkins borrowers have the proper grace periods?  Does the school know what conditions are acceptable for loan discharge?  What happens when a Perkins borrower files for bankruptcy? This module is designed to help a school self-assess its procedures related to Federal Perkins Loan Repayment.

Variables to be considered for Federal Perkins Loan Repayment include grace periods, establishing a repayment plan, discharge due to death, total and permanent disability, closed school, and bankruptcy

Hyperlinks to all applicable regulations are provided throughout this module.  Most of these hyperlinks are taken from 34 CFR Part 674.  It is also recommended that a school review the 2003-04 FSA Handbook, Federal Perkins Loan, Chapter 4, 2003-04 FSA Handbook, Federal Perkins Loan, Chapter 7, 2002-03 FSA Handbook, Federal Perkins Loan, Chapter 4, 2002-03 FSA Handbook, Federal Perkins Loan, Chapter 7 for more detailed information regarding due diligence repayment requirements.

In this Assessment a school will evaluate its procedures regarding repayment. Schools are instructed to pull a sample of students in repayment in order to evaluate their procedures.  Some of the questions pertain to students in the sample while others pertain to an institution's specific policies and procedures related to Federal Perkins Loan Repayment requirements.  Specific instructions will be included in each section. For each student in the sample, review the following areas (print a copy of each of the pages for each student in the sample to use as a worksheet)

The continuous improvement symbol [image: image1.wmf] signifies a continuous improvement cycle and will prompt you to complete a checklist to review your policies and procedures. The Test your Knowledge symbol [image: image2.wmf] provides you with several exercises to test your knowledge and policies and procedures. [image: image3.wmf] Provides Community Questions & Answers received by schools and answered by the Department of Education (included only if questions are available related to the topic addressed).



Name of Institution: ________________________________________________________________________________________________________________________

	Requirements
	Results of Assessment

	· Grace Periods 674.2, 674.31, Federal Register 5/9/2001, 674.32, 668.22
A "grace period" is the period of time before a borrower must begin or resume repaying a loan.  An "initial grace period" is one that immediately follows a period of enrollment and immediately precedes the date repayment is required to begin for the first time.

A borrower who has been attending at least half time is entitled to an initial grace period of nine consecutive months after dropping below half-time enrollment.  A "post-deferment grace period" is the period of six consecutive months that immediately follows the end of a period of deferment and precedes the date on which the borrower must resume repayment on the loan.

If a borrower who is a member of the Armed Forces reserve is ordered to active duty for 30 days or more, the borrower's grace period does not begin until the borrower is released from active duty.  There are special provisions for borrowers who are attending less than half time.

A grace period is always day-specific - an initial grace period begins the day after the day a borrower drops below half time enrollment.  Likewise, a post-deferment grace period begins on the day immediately following the day on which an authorized period of deferment ends.  Students who do not return from an approved leave of absence must begin their grace period on the date the student began the leave of absence.

Please complete Activity #1.    If the requirements are not met or further action is needed, please complete the Management Enhancement Worksheet. 


	[image: image4.wmf]Activity #1   Grace Periods
Complete this activity to review the school’s policy and procedures and to test applicable student files.

	Questions/Comments Concerning Grace Periods:

Were the requirements for the determination of each student's grace period correct ? (     ) Yes     (     ) No

Were the school's procedures concerning Grace Periods correct and updated?  (     ) Yes     (     ) No

If your school found deficiencies in any areas above, please complete the Management Enhancement Worksheet to explain the school's plan to correct the problem(s).


	Requirements
	Results of Assessment

	· Establishing a Repayment Plan 674.31, 674.33 (a through f)  

A borrower must repay his or her loan, plus interest, in 10 years.  This repayment period never includes authorized periods of deferment, forbearance, or cancellation. 674.33 (a)
The repayment plan must be established and disclosed to the student before the student ceases to be enrolled at least half time.

If the borrower repays more than the amount due for any repayment period after the initial grace period has ended, the school must use the excess to prepay principal, unless the borrower designates the excess as an advance payment on the next regular installment. The borrower may prepay all of part of the loan at any time without penalty. 674.31(b)(4)
Interest on a Perkins Loan must be computed at the rate of 5 percent per annum simple interest on the unpaid principal balance.  Interest accrues on a Perkins Loan; it is not capitalized.

Schools may require the borrower to make payments on a monthly, bimonthly, or quarterly basis.  Schools may choose to include a minimum monthly repayment requirement in the Perkins Loan promissory note.  The minimum monthly repayment amount is $40, unless the borrower on the date the new loan is made has an outstanding balance on a Perkins Loan, NDSL, or Defense Loan made before October 1, 1992 that included a $30 minimum monthly repayment provision. 674.33 (a), 674.33 (b)
Any payment a school receives must be applied in the following order: collection costs, late charges (or penalty charges), accrued interest, and principal. 674.33(a)
With the Department's approval, a school may participate in the Incentive Repayment Program which allows the school to reduce the interest rate by up to 1 percent if the borrower makes 48 consecutive monthly payments 674.33 (f)
Multiple Loans at the Same School/Loans From Multiple Schools

If a borrower has multiple Perkins Loans from the same school and any of the promissory notes includes the minimum monthly repayment provision, the school must consider the amount of the total monthly repayment.  The school must remember that a student's monthly payment amount may need to be higher than $40 (or $30) so that his or her debt is repaid by the end of 10 years. If a borrower received Perkins Loans from more than one school and the borrower wants the schools to coordinate minimum monthly payment amounts, the borrower must request such coordination so that the effected schools can coordinate the amount each should receive from the borrower (not to exceed the minimum monthly repayment of more than $40 (or $30) as applicable.

Hardship Payment Reduction

A school may reduce a borrower's scheduled payments for up to one year at a time if the borrower is scheduled to pay the $40 minimum monthly payment and the school determines that the borrower is unable to make the scheduled payments due to hardship, such as prolonged illness or unemployment

A school may extend a repayment period if the borrower is experiencing a period of prolonged illness or unemployment or it the borrower is a low-income individual whose total income for the preceding calendar year does not exceed the maximum income level for his/her family size (see chart in 2003-04 FSA Handbook, Federal Perkins Loan, page 5-31 or 2002-03 FSA Handbook, Federal Perkins Loan, page 5-29)

Please ensure that the school and /or student in the schools sample met each of the requirements outlined in the activities in the right column.  If the requirements are not met or further action is needed, please complete the Management Enhancement Worksheet.


	[image: image5.wmf]Activity #2: Establishing a Repayment Plan
Complete this activity to review your policies and procedures and to test applicable student files.

[image: image6.wmf]Activity #3: Multiple Loans at the Same School/Loans From Multiple Schools
Complete this activity to review the school’s policies and procedures and to test applicable student files.

[image: image7.wmf]Activity #4: Hardship Payment Reduction
Complete this activity to review the school’s policies and procedures and to test applicable student files.



	Questions/Comments Concerning The Establishment of a Repayment Plan:

Were the requirements for the establishment of each student's repayment period correct? (     ) Yes     (     ) No

Were the school's procedures concerning the establishment of a student's payment period correct and updated?  (     ) Yes     (     ) No

If your school found deficiencies in any areas above, please complete the Management Enhancement Worksheet to explain the school's plan to correct the problem(s).


	Requirements
	Results of Assessment

	· Perkins Loan Discharges

A school must discharge the remaining balance of any Perkins Loan, NDSL, or Defense Loan if the borrower dies or becomes totally and permanently disabled. 674.61, Federal Register November 1, 2000; DCL CB-02-08; DCL-CB-02-18
Total and permanent disability is the inability to work and earn money because of an injury or illness that is expected to continue indefinitely or to result in death.  Effective July 1, 2001, the definition of total and permanent disability no longer requires that the borrower be unable to attend school.

There are different requirements for total and permanent disability discharges.  The requirements change dramatically effective July 1, 2002.  At this time,  schools must assign loans for borrowers that have been certified by a physician that the borrower is totally and permanently disabled to the Department.  The Department will then determine if the loan is dischargeable.  If so, the loan will be placed in conditional discharge status for up to three years after the borrower became totally and permanently disabled, as certified by the physician.  If the student still meets this requirement after three years, the Department may officially discharge the loan.

Death Discharge 674.61
An institution must discharge the unpaid balance of a 

borrower's Defense, NDSL, or Perkins loan, including interest, if the 

borrower dies. The institution must discharge the loan on the basis of 

an original or certified copy of the death certificate. Under 

exceptional circumstances and on a case-by-case basis, the chief 

financial officer of the institution may approve a discharge based upon 

other reliable documentation supporting the discharge request.

Discharges due to school closure:

A school that closes must assign to FSA Collections all its Perkins and NDSL loans.  FSA Collections may discharge a Perkins Loan or NDSL made on or after January 1, 1986 if the borrower is unable to complete his or her program of study due to the closure of the school. 674.33(g).  Please refer to the following link for a searchable database of closed schools: Closed School Link 

	[image: image8.wmf]Activity # 5: Total & Permanent Disability Discharges
Complete this activity to review the school’s policies and procedures and to test applicable student files.
[image: image9.wmf]  Continuous Improvement:

Check your procedures for granting Discharges due to death.  Ensure that they meet the following requirements 674.61:

· If the school discharges a loan based on the death of the borrower, the school bases the determination of death on an original or certified copy of the death certificate (effective July 1, 2001). Yes___  No___

· Prior to July 1, 2001, if the school discharged the loan based on the death of the borrower, the school based the determination of death on the basis of a death certificate or other certification recognized by State Law. Yes___ No___
· Only under exceptional circumstances, and on a case-by-case basis, the chief financial officer of the school approves a discharge with other reliable documentation supporting the discharge request.  Yes___ No___

If problems noted above, Complete the Management Enhancement Worksheet
[image: image10.wmf]  Continuous Improvement:

Closed School Discharge 674.33(g)

· The school is familiar with the closed school discharge requirements outlined in 674.33(g).

	Questions/Comments Concerning Perkins Loan Discharges:

Were the requirements for discharging each student's loan correct as a result of Activity #5 (     ) Yes     (     ) No

Were the school's procedures concerning Perkins Loan Discharges correct and updated?  (     ) Yes     (     ) No

If your school found deficiencies in any areas above, please complete the Management Enhancement Worksheet to explain the school's plan to correct the problem(s).


	Requirements
	Results of Assessment

	· Bankruptcy Discharges

The basic actions a school must take when a borrower files for bankruptcy protection are covered in DCL GEN-95-40, and 674.49.  It is also a good idea for a school to consult its attorney for advice on how to proceed with a borrower who files for bankruptcy.

If a school receives notice that a borrower has filed for bankruptcy protection, it must immediately stop collection efforts (outside the bankruptcy proceeding itself).  If the borrower has filed under Chapter 12 or 13 on the Bankruptcy code, the school must also suspend collection efforts against any endorser.

The school must file a proof of claim in the bankruptcy proceeding unless, in the case of proceeding under Chapter 7 of the Bankruptcy Code, the notice of meeting of creditors states the borrower has no assets.

Effective for bankruptcies filed on or after October 8, 1998, a borrower who receives a general discharge in bankruptcy does not by that order obtain a discharge of a loan that has been in repayment for seven years or more at the time of the bankruptcy filing.  For these bankruptcies, a student loan is discharged by a general discharge order only if the borrower also obtains a court ruling that repayment of the loan would impose an undue hardship on the borrower and his or her dependents.

Under certain circumstances, schools should oppose the discharge.  Please see 2003-04 FSA Handbook, Federal Perkins Loan, pages 5-34 through 5-37 or 2002-03 FSA Handbook, page 5-31 through 5-36 for more information.

As with any other action in defending student loans in bankruptcy, the school should consult with counsel, and should ensure that counsel is fully informed about recent changes in Department regulations to support the schools position.

Chapter 13 Bankruptcies

Under Chapter 13, the borrower may generally obtain an adjustment in repayment terms of all of his/her debts.  The borrower proposes a repayment plan that addresses whether and how each debt or class of debts will be paid.   If the court approves the plan, creditors are bound to the terms of that plan for duration of the plan, typically three to five years.  If the borrower's repayment plan proposes full repayment of the Perkins Loan, including all principal, interest, late charges and collection costs on the loan, no response from the school is required.  

Special Considerations:

If the borrower proposes to repay less than the total amount owed and that the remainder be discharged, the school must determine, from its own records and court documents, the amount of the loan dischargeable under the plan.  The school does this by subtracting the total proposed payments from the total amount owed.  The school must also determine from its own records and court documents whether the borrower's proposed repayment plan meets the requirements of 11 U.S.C. 1325
If the borrower's proposed repayment plan does not meet the requirements of 11 U.S.C. 1325, the school must object to the confirmation by the court of the proposed plan, unless the cost of this action will exceed one-third of the dischargeable loan debt.  If the cost will exceed one-third of the dischargeable debt, the school is not required to take this action.

Also, when a borrower proposes to repay less than the total amount owed, the school must determine whether grounds exist under 11 U.S.C. 1307 for the school to move to have the Chapter 13 case either dismissed or converted to a Chapter 7 proceeding.

After the borrower's proposed repayment plan is confirmed by the court, the school must monitor the borrower's compliance with the repayment plan.

Resuming/Terminating Billing and Collection

A school must resume billing and collection procedures after the borrower has received a discharge under 11 U.S.C. 727, 11 U.S.C. 1141, 11 U.S.C. 1228, 11 U.S.C. 1328(a), or 11 U.S.C. 1328(b) unless the court has found that repayment would impose an undue hardship.

If the court has found that repayment would impose an undue hardship, the school must terminate all collection and write off the loan.  If the school subsequently receives a repayment from the borrower after a loan has been discharged, it must deposit that payment in its Fund.

Bankruptcies filed before October 8, 1998

For bankruptcies filed before October 8, 1998, loans in repayment more than seven years by the date of the bankruptcy filing may be discharged by a general discharge order.  The school may not resume collection after the borrower has received a discharge if the loan entered repayment more than seven years before the filing of the petition and either of the following conditions apply:  (1) the discharge was obtained in a chapter 13 proceeding in which the plan provided for the debts specifically or for unsecured debts in general; or (2) the discharge was obtained in any other bankruptcy proceeding, and the debts was not excepted from discharge by a provision of the Code other the 11 U.S.C. 523 (a) (8).

If these conditions are met, the school must terminate all collection action and write off the loan.

If the conditions above are met and the borrower additionally files an adversary proceeding for discharge of a loan on the ground of undue hardship under 11 U.S.C. 523 (a) (8), the school still may not oppose a determination of dischargeability.

Bankruptcy and Student Eligibility

A borrower is no longer required to establish eligibility for a new student loan by agreeing to repay a loan discharged in bankruptcy.  Section 525(c) of the Bankruptcy Code provides that a student may not be denied student financial assistance solely on the basis of a bankruptcy filing or failure to pay a debt dischargeable in bankruptcy.  However, if the student has filed for or received a discharge in bankruptcy, or has not paid a student loan discharged in bankruptcy, has had a student loan discharged in bankruptcy, or has not paid a student loan that has been determined by a court of law to be dischargeable in bankruptcy, the bankruptcy may be considered as evidence of an adverse credit history but cannot be the basis for denial of a future loan from the Federal Perkins Loan Program or other student loan programs.  Schools may also continue to consider the student's post-bankruptcy credit history in determining willingness to repay the loan. 


	[image: image11.wmf]Activity #6: Bankruptcy Discharges
Complete this activity to review the school’s policies and procedures and to test applicable student files.
[image: image12.wmf]Activity #7: Bankruptcies filed Before October 8, 1998
Complete this activity to review the school’s policies and procedures and to test applicable student files.

[image: image13.wmf]Activity #8: Bankruptcy and Student Eligibility
Complete this activity to review the schools policies and procedures.



	Questions/Comments Concerning Bankruptcy Discharges:

Were the requirements for bankruptcy followed for each student? (     ) Yes     (     ) No

Were the school's procedures concerning students who file for bankruptcy correct and updated?  (     ) Yes     (     ) No

If your school found deficiencies in any areas above, please complete the Management Enhancement Worksheet to explain the school's plan to correct the problem(s).


	Now that the school has completed the Federal Perkins Repayment Assessment and have noted the results of each area in the Question/Comment Section, answer the last question in the Federal Perkins Repayment Assessment:

· Does the school have a system to verify that it meets ALL Federal Perkins Repayment requirements?

· Yes.   Has the school noted any good practices to identify as Effective Practices?  If so, complete an Effective Practice Form for each effective practice noted.

· No.  For each Federal Perkins Repayment Criterion the school has noted as a need for improvement in the schools policies and procedures, please complete a Management Enhancement Worksheet for each improvement noted.

· Need for Technical Assistance:  Contact the FSA Customer Service Call Center (at 1-800-433-7327) or by email at fsa.customer.support@ed.gov or contact your regional Training Officer or Institutional Improvement Specialist by using the Technical Assistance Resources. 
[image: image14.png]


  Related Modules: You may also find it helpful to complete the Perkins Cancellation Module, Perkins Forbearance & Deferment Module, and Perkins Due Diligence Module.
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