The California State University

Office of the Chancellor
400 Golden Shore
Long Beach, CA 908024275
(562) 985-2678
Date: January 23, 1998 Code: TECHNICAL LETTER
HR/Benefits 6600
To: Vice Presidents, Administration 98-05
Human Resources ]Z"féctors /)
i’ 3
From: Cathy Robinson, Senior Dir o@ {N
Human Resources Administggtion
Subject: STUDENT ASSISTANTS AND SOCIAL SECURITY EXEMPTION
Internal Revenue Service (IRS) Code Section 3121(b)(10) excludes services performed by
students employed by a school, college or university from Social Security and Medicare
coverage. This exclusion is referred to as the Student FICA exemption. Last week, IRS
released Revenue Procedure 98-16 which sets general standards for determining
whether services performed by a student qualify for the Student FICA
exemption. These standards eliminate the need for universities to look to the
IRS Technical Service Memorandum “safe harbor’” guidelines referenced in
coded memorandum HR 96-08. The following information is attached for your immediate
reference and guidance:
Attachment A: CSU Summarized Highlights of Revenue Procedure 98-16.
Provided as a brief overview only.
Attachment B: IRS Revenue Procedure 98-16.
Final procedure issued January 16, 1998.
Attachment C: Department of Education Code 674.2(b)(3) Definitions of half time graduate
and undergraduate student. Referenced in 98-16.
Each campus needs to undertake its own independent assessment to develop appropriate campus
student employment policies and procedures in light of Revenue Procedure 98-16. The
following two student assistant classifications continue to be available for use as determined
appropriate: Student Assistant Code 1870 (FICA excluded) and Bridge Student Assistant Code
1874 (covered by the DPA PST Retirement Plan) as noted in coded memorandums HR 96-08
and HR/Benefits 6600 96-07.
Please be advised that CSU’s policy regarding Student Assistant employment practices is not
affected by IRS Revenue Procedure 98-16.
If you have any questions, please contact Theresa Hines at 562-985-2674 or Pam Chapin at 562-
985-2652. Thank you.
CR/b
Attachments
Distribution: (All with Attachments)
Presidents Associate Vice Presidents/Deans, Faculty Affairs
SeniorVice Chancellor, Business and Finance =~ Budget Managers
Interim Senior Director, Human Resources Benefits Officers
Vice Presidents, Academic Affairs Payroll Supervisors

Vice Presidents/Deans of Students Library Directors
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REVENUE PROCEDURE 98-16
CSU SUMMARIZED HIGHLIGHTS BY SECTION

SECTION 1. PURPOSE

Revenue procedure 98-16 sets general standards for determining whether services in the employ
of certain public or nonprofit schools, colleges, universities, or affiliated organizations described
in section 509 (a) (3) of the Internal Revenue Code (Code) performed by a student qualifies for
exemption from the Federal Insurance Contributions Act (FICA) under 3121(b)(10) of the Code.

SECTION 2. SCOPE

.01  Institutions of higher education distinguish between career employees and student
employees. Sections 5 and 6 of 98-16 present standards for determining whether or not services
performed by career and student employees are eligible for the student FICA exemption.

.02 Standards in 98-16 do not apply to employees who are postdoctoral students, postdoctoral
fellows, medical residents, or medical interns.

.03 Standards in 98-16 do not constitute the exclusive method for determining whether the
FICA exemption applies. The standards for qualifying for the exemption depend on
consideration of all facts and circumstances.

SECTION 3, BACKGROUND
.01 Code Sections 3101 and 3111 impose FICA taxes on employees and employers .

.02  Code Section 3121(a) defines “wages” for FICA tax purposes as all employment
remuneration, with certain exceptions. Section 3121(b) defines “employment” as services
performed by an employee for an employer, with certain exceptions.

.03 Code Section 3121(b)(10) exempts services performed in the employ of a university
from the employment definition, if the service is performed by a student who is enrolled
and regularly attending class. Remuneration for services excluded from the definition of
employment under Section 3121(b)(10) is not subject to FICA taxes.

.04  Code Section 31.3121(b)(10)-2 of the Employment Tax Regulations provides that an
employee’s status as student is determined on the basis of the employee’s relationship with the
university for which the services are being performed. An employee who performs services in
the employ of a university as incident to and for the purpose of pursuing a course of study
at the university has the status of student in the performance of those services. Employment
that is not incident to and for the purpose of pursuing a course of study does not qualify for the
exception.

.05  Refers to Section 218 of the Social Security Act which allow states to provide FICA
coverage for services of students in a public school. Not applicable to the CSU.
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SECTION 4, INSTITUTIONS OF HIGHER EDUCATION

.01  Standards in 98-16 apply to institutions of higher education which include public or
private nonprofit schools, colleges, universities or affiliated organizations.

.02 Services for other institutions may also be eligible for the Student FICA exemption and
the exemption is determined based on the facts and circumstances of each case.

SECTION 5. STANDARDS APPLICABLE TO CAREER EMPLOYEES

.01  Services performed by career employees are not eligible for the student FICA exemption
because their employment cannot generally be considered to be incident to and for the purpose of
pursuing a course of study. However, a career employee may be eligible for the Student FICA
exemption, based on consideration of all the facts and circumstances.

.02 “Career employee” is defined as any individual performing services for an institution of
higher education who is:
(1) eligible to participate in a retirement plan or would be eligible to participate if service
requirements were met;
(2) eligible to participate in a 403(b) tax sheltered annuity program;
(3) eligible for reduced tuition because of the individual’s employment relationship with the
institution; or
(4) classified as a career employee.

03 If the individual performs services in multiple job positions and is a career employee in
any one of the positions, the individual is a career employee with respect to all positions.

E N N P ER AN
STUDENTS

.01  An individual who is a half-time undergraduate, graduate or professional student
and is not a career employee will qualify under the FICA exemption.

02  Anindividual is considered a half-time undergraduate, graduate or professional student if
he/she is not a career employee and is in the last semester, trimester, or quarter of a course of
study requiring at least two semesters, trimesters, or quarters to complete and is enrolled in the
number of credit or unit hours needed to complete the requirements for obtaining a degree,
certificate, or other recognized educational credential even if enrolled in less than half the
number required of full-time students.

03  Determination of student status should be made at the end of the drop-add period and
may be adjusted thereafter at the university’s option. Determination of student status for payroll
periods ending before the end of the drop-add period may be based on the number of semester,
trimester, or quarter hours being taken at the end of the registration period.

04  If an individual is described in sections 6.01 or 6.02 above, services performed are
eligible for the Student FICA exemption with respect to all services performed during all payroll
periods of a month or less that fall wholly or partially within the academic term.
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.05  The Student FICA exemption DOES NOT apply to services performed by an
individual who is not enrolled in classes during school breaks of more than five (5) weeks
(including summer breaks of more than 5 weeks, other than services described in section
6.04). However, the Student FICA exemption applies to employment which continues during
normal school breaks of 5 weeks or less provided that the individual qualifies for the Student
FICA exemption on the last days of classes or exams preceding the break and is eligible to enroll
in classes for the first academic period following the break.

.06  If the standards are met, the amount of remuneration for services performed by the
employee, the type of service performed by the employee, the place where the services are
performed, and the number of hours worked by the employee are immaterial.

SECTION 7, DEFINITIONS

Definitions for undergraduate student, half-time undergraduate student, graduate or professional
student and half-time graduate or professional student are provided. (These definitions reference
Department of Education regulations provided in Attachment C.)

SECTION 8, ANTT-ABUSE RULE
The standards in 98-16 must be applied in a reasonable manner, consistent with the purpose of

excluding from employment only those services performed as incident to and for the purpose of
pursuing a course of study at the university.
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The full text of the Internal Revenue Service ruling on the liability of half-time students to pay Social Security
taxes. (Posted January 19, 1998)

Part ITI

Administrative, Procedural, and Miscellaneous

26 CFR 401: Employment taxes.

(Also Part I, Sections 3121; 31.3121(b)(10)-2.) Rev. Proc. 98-16
SECTION 1. PURPOSE

This revenue procedure sets forth generally applicable standards for determining whether service in the employ of
certain public or private nonprofit schools, colleges, universities, or affiliated organizations described in Section
509(a)(3) of the Internal Revenue Code (the Code) performed by a student qualifies for the exception from Federal
Insurance Contributions Act (FICA) tax provided under Section 3121(b)(10) of the Code (Student FICA
exception). These standards are intended to provide objective and administrable guidelines for determining
employment tax liability. The Student FICA exception standards were developed in response to requests for
guidance by many public and private nonprofit institutions of higher education.

SECTION 2, SCOPE

.01 Institutions of higher education typically distinguish between career employees and student employees.
Sections 5 and 6 of this revenue procedure contain generally applicable standards for determining whether or not
services performed by career employees and student employees are eligible for the Student FICA exception.

.02 The standards contained in this revenue procedure do not apply to employees who are postdoctoral students,
postdoctoral fellows, medical residents, or medical interns because the services performed by these employees
cannot be assumed to be incidental to and for the purpose of pursuing a course of study. .03 The standards
contained in this revenue procedure do not constitute the exclusive method for determining whether the Student
FICA exception applies. Thus, for example, if the standard for qualifying for the exclusion described in section 6
of this revenue procedure is not met, whether or not service in the employ of a school, college, university, or
affiliated organization described in Section 509(a)(3) of the Code will qualify for the Student FICA exception will
depend on consideration of all the facts and circumstances.

SECTION 3. BACKGROUND

.01 Sections 3101 and 3111 of the Code impose social security and Medicare taxes (FICA taxes) on employees and
employers, respectively, equal to a percentage of the wages received by an individual with respect to employment.

.02 Section 3121(a)-of the Code defines "wages" for purposes of FICA taxes as all remuneration for employment,
with certain exceptions. Section 3121(b) of the Code defines "employment” as services performed by an employee
for an employer, with certain exceptions.

.03 Section 3121(b)(10) of the Code excepts from the definition of employment services performed in the employ
of a school, college, or university (whether or not that organization is exempt from income tax), or an affiliated
organization described in Section 509(a)(3) of the Code, if the service is performed by a student who is enrolled
and regularly attending classes at that school, college or university. Remuneration for services excluded from the
definition of employment under Section 3121(b)(10) of the Code is not subject to FICA taxes.

.04 Section 31.3121(b)(10)-2 of the Employment Tax Regulations provides that whether an employee has the
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status of a student is determined on the basis of the employee’s relationship with the school, college, or university
for which the services are being performed. An employee who performs services in the employ of a school,
college, or university as an incident to and for the purpose of pursuing a course of study at the school, college, or
university has the status of a student in the performance of those services. Employment that is not incident to and
for the purpose of pursuing a course of study does not qualify for the exception. If the employee does perform
services as an incident to and for the purpose of pursuing a course of study and, therefore, has the status of a
student, the amount of remuneration for services performed by the employee, the type of services performed by the
employee, and the place where the services are performed are immaterial for purposes of the Student FICA
exception.

.05 Section 218 of the Social Security Act (the Act), 42 U.S.C. section 418, allows states to provide Social
Security coverage for services performed by students for the public school the student is attending under
agreements established with the Social Security Administration. If a state has exercised its option under Section
218 of the Act to provide for coverage of student services, Section 3121(b)(10) of the Code provides that those
services will not qualify for the Student FICA exception.

SECTION 4. INSTITUTIONS OF HIGHER EDUCATION

.01 The standards contained in this revenue procedure apply to institutions of higher education. For purposes of
this revenue procedure, the term "institution of higher education” includes any public or private nonprofit school,
college, university, or affiliated organization described in Section 509(a)(3) of the Code that meets the requirements
set forth in Department of Education regulations at 34 C.F.R. Section 600.4 (1997), as amended from time to time,
and that is accredited or preaccredited by a nationally recognized accrediting agency as defined in the Department of
Education regulations at 34 C.F.R. Section 600.2 (1997).

.02 Services for other institutions may also be eligible for the Student FICA exception. Thus, for example, services
performed by a student for a secondary school may be eligible for the Student FICA exception. Whether or not
services for other institutions, such as secondary schools, qualify for the Student FICA exception is determined
based on the facts and circumstances of each case.

SECTION 5. STANDARDS APPLICABLE TO CAREER EMPLOYEES

.01 Services performed by career employees are not eligible for the Student FICA exception under the standard in
section 6 of this revenue procedure because their employment cannot generally be considered to be incident to and
for the purpose of pursuing a course of study. However, a career employee may be eligible for the Student FICA
exception, based on consideration of all the facts and circumstances.

.02 For purposes of this revenue procedure, the term "career employee" is defined as any individual performing
services for an institution of higher education who--

(1) is eligible to participate in any retirement plan described in Section 401(a) of the Code that is
established or maintained by the institution, or would be eligible to participate if age and service
requirements were met;

(2) is eligible to receive an allocation of employer contributions other than contributions described
in Section 402(g) of the Code under an arrangement described in Section 403(b) of the Code, or
would be cligible to receive such allocations if age and service requirements were met, or if
contributions described in Section 402(g) of the Code were made by the employee;

(3) is eligible for reduced tuition (other than qualified tuition reduction under Section 117(d)(5) of
the Code provided to a teaching or research assistant who is a graduate student as described in

section 7.03 of this revenue procedure) because of the individual’s employment relationship with
the institution; or )

(4) is classified by the institution of higher education as a career employee.

.03 If an individual performs services in multiple job positions, the individual will be deemed a career employee
with respect to all of the positions if the individual is a career employee in any one or more of the job positions.

SECTION 6. STANDARDS APPLICABLE TO UNDERGRADUATE AND GRADUATE STUDENTS

.01 An individual who is a half-time undergraduate student or a half-time graduate or professional student and who
is not a career employee will qualify for the Student FICA exception under this revenue procedure with respect to
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services performed at or for institutions of higher education in which they are enrolled or at affiliated organizations
described in Section 509(a)(3) of the Code. Services performed by a student for any other employer do not qualify
for this exception.

.02 An individual is deemed to be a half-time undergraduate or half-time graduate or professional student if the
individual is not a career employee and is an undergraduate or graduate student who is in the last semester,
trimester, or quarter of a course of study requiring at least two semesters, trimesters, or quarters to complete and is
enrolled in the number of credit or unit hours needed to complete the requ1rements for obtaining a degree,
certificate, or other recognized educational credential offered by that msmuuon of higher education even if enrolled
in less than half the number required of full-time students.

.03 The determination of student status should be made at the end of the drop-add period and may be adjusted
thereafter at the institution of higher education’s option. The determination of student status for payroll periods
ending before the end of the drop-add period may be based on the number of semester, trimester, or quarter hours
being taken at the end of the registration period for that semester, trimester, or quarter.

.04 If an individual is described in section 6.01 or 6.02 of this revenue procedure, services performed by the
individual are eligible for the Student FICA exception with respect to all services performed during all payroll
periods of a month or Iess that fall wholly or partially within the academic term.

.05 The Student FICA exception does not apply to services performed by an individual who is not enrolled in
classes during school breaks of more than five weeks (including summer breaks of more than five weeks), other
than services described in section 6.04. See Rev. Rul. 72-142, 1972-1 C.B. 317, and Rev. Rul. 74-109, 1974-1
C.B. 288. However, the Student FICA exception applies to employment which continues during normal school
breaks of 5 weeks or less during which the individual is not eligible for the Student FICA exception pursuant to
section 6.01 of this revenue procedure provided that the individual qualifies for the Student FICA exception
pursuant to section 6.01 of this revenue procedure on the last day of classes or examinations preceding the break
and is eligible to enroll in classes for the first academic period following the break.

.06 If the standards of this revenue procedure are met (and section 8 does not apply), the amount of remuneration
for services performed by the employee, the type of services performed by the employee, the place where the
services are performed, and the number of hours worked by the employee are immaterial. If the services performed
by a student otherwise described in section 6.01 or 6.02 are covered under an agrccmem pursuant to Section 218
of the Act, the Student FICA exception does not apply.

.07 For provisions relating to domestic service performed by a student in a local college club, or local chapter of a
college fraternity or sorority, see Section 31.3121(b)2-1.

SECTION 7. DEFINITIONS

For purposes of the standard contained in section 6 of this revenue procedure, the following definitions must be
used.

.01 Undergraduate student. The term "undergraduate student” has the meaning attnbuted to that term in the
Department of Education regulations at 34 C.F.R. Section 674.2 (1997).

.02 Half-time undergraduate student. The term "half-time undergraduate student” has the meaning attributed to that
term in the Department of Education regulations at 34 C.F.R. Section 674.2 (1997).

.03 Graduate or professional student. The term "graduate or professional student” means a student who--
(1) is enrolled at an institution of higher education for the purpose of obtaining a degree,
certificate, or other recognized educational credential above the baccalaureate level or is enrolled in
a program leading to a professional degree;

(2) has completed the equivalent of at least three years of full-time study at an institution of higher
education, either prior to entrance into the program or as part of the program itself; and

(3) is not a postdoctoral student, postdoctoral fellow, medical resident, or medical intern.
.04 Half-time graduate or professional student. The term "half-time graduate or professional student” means an

enrolled graduate or professional student, as defined in section 7.03 of this revenue procedure, who is carrying at
least a half-time academic workload at an institution of higher education as determined by that institution according
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to its own standards and practices.
SECTION 8. ANTI-ABUSE RULE

The standards in this revenue procedure must be applied in a reasonable manner, consistent with the purpose of
excluding from employment only services that are performed as an incident to and for the purpose of pursuing a
course of study at a school, college or university. See Section 31.3121(b)(10)-2(c). If the standards are
inappropriately applied in a manner that conflicts with this underlying purpose so as to manipulate or
mischaracterize the nature of the relationship between an employee and an institution of higher education, resulting
in the improper avoidance of payment of FICA taxes, then whether the Student FICA exception applies will be
determined on the basis of all the facts and circumstances, rather than on the basis of the specific standards set forth
in sections 5 and 6 of this revenue procedure. For example, the standards would be inappropriately applied through
the manipulation of the relationship between employees and the institution of higher education if a university
claimed that the Student FICA exception applied to research laboratory workers, who had been career employees,
but were converted to non-career status and required to enroll in a certificate program granting six credit hours per
semester for work experience in the laboratory. As another example, if an individual who was not a student
worked for a university on a full-time basis for many years, in a job generally performed by non-students (but
nonetheless failed to meet the literal definition of career employee), and then enrolled at the university for six credit
hours of course work per semester while continuing the full-time work in the same job, it may not be appropriate to
apply the standards of this revenue procedure to conclude that the individual’s work has become incident to and for
the purpose of pursuing a course of study solely because the individual enrolled for this course work. In both of
these examples, whether the work is performed incident to and for the purpose of pursuing a course of study must
be determined on the basis of all the relevant facts and circumstances.

DRAFTING INFORMATION
The principal author of this revenue procedure is Neil D. Shepherd of the Office of Assistant Chief Counsel

(Employee Benefits & Exempt Organizations). For further information regarding this revenue procedure, please
contact Mr. Shepherd at (202) 622-4606 (not a toll-free number).
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67452 Cancellation procedures.

674.50 Teacher canecilntion—Foderal Per-
kins loans and Direct loans made on or
afeer July 23, 1992,

§7454 ' Teacher cancallation—Feaderal Par.
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§14.5 Caneallation for military service.

M| C 1L {ar ervicoe—
Perkina loatrs.
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ENROLIMENT BEFORR January 1, 1956
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subpart A—General Provisions

SOURCE: 52 FR 457147, Dexc. 1. 1387, unless
atherwisc noted.
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56741 Pupose and jdemtificadon of
cOMMON arovisions.

(@) The I'sderal Perkins Loan Pro-
gram provides low-interest Jpans to fi-
nanclally needy students attending in-
stitudons of higher ed.zation tnﬁ.
them pay their educational costs.

®)(1) The Federal Perkins Loan Pro-

am. authorized by title IV-E of the

her Education Act of 195, as
amended, and previously named the
National Direct Student loan Pro-
gram, is a gontinuation of the National
Defense Loan Program authorized by
title II of the Natonal Defense Edu-
cation Act of 1958. Al righte, privi-
leges. duties. functicas, and obligadons
existing under title 1T before the enact-
mant of titla TV-E continue to exist.

2) The Secretary considers any stu-
dant loan fund established under title
IV-E 10 include the assets of an insti-
tution's student loan fund established
undar title I].

*(c] Provisions in these regulations
that are commea to a]l campus-based
pragrams are identified with an aster-

(d) Provisions in these regulations
that refer o “loans” or ‘“student

98-05
Page 1

Joans” apply ta all loans made under -

title IV-E of the HEA or dtlc II of the
Narional Defense Education Act.

(Authority: 20 U.5,C, 1087as-1087hh; Pub. L.
52318, sec. VITIAI(L)

[52 FR 45747, Dec, L 1997, as amended ar 57
FR 3234, July 21, 1992 59 £R 61415, Now. 29,
1934)

§6742 Definitions.

(a) The deflnitlons of the following
terms used In this part are set forth in
subpart A of the Student Assistance
General Provisions. 34 CFR part 668:

Academic year

Awnard yur

Defense loan

Direct loan

Enrollcd

Federal Family Education Loan (FFEL) pro-

Brums
Federal Peall Crant
Federal Perkins lcan
Foderal Ferkins Loan Pragram
Foderal PLUS Program
Federal SLS Prograrmn
Federal Supplementd Bducational Oppars
wunley Grane (FSEOG) Program
Fedeval Work-Study FWS) Frogram
Full-time student.

518
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HEA
Nurienal Delensa Studant Lomn Pragram
National Direct Student Loan (NDSL) Pre.

gam
Payment period
Sacrotary
(b) The Secretary defines other terms
used In this as follows:

Defaulr: The fallure of a borTower to
make an installment paymant when
due or o comply with other terms aof
the promissory note or written repay-
ment agreemant.

Enter repayment: The day following
the expiration of the initial grace pe-
riod or the day the borrower waives the
initial grace period. This date does not

if a forbearance, deferment, ot
cancellation is granted after the ber-
rower cnters rep SNt

=Expected family contribution (EFC):
The amount a swdent and his or ker
spouse and family are expected o pay
voward the srudent's cost of attend-

ance. .

Federal eapital eontribution  (FCC):
Federa] funds allocated or reallocated
to an iastitution for deposit into the

institution’s Fund under section 462 of

the HEA.

*Financlal need: The difference be-
tweenn a svudent’s cost of attendauce
and his or her EFC. .

Fund (Federal Perkins Loan Fund): A
fund established and maintained ac-
cording to §674.8.

Craduate or professional student: A
student who—

(1) Ts enrolled in a program or cAUrse
above the beccalaureate leve] at an in-
stiturion of highar aducation oc is en-
rolled in a program leading Lo a (Arst
protessional d :

O Tias completed the cquivalent of

at lanst three years of full-time study
at an institution of higher education.
either prior to entrance into the pro-
gram or as part of the program itsclf;

and

(3) Is not receiving title IV ald as an
undergraduate student for the same pe-
riod of enrollment.

Half-time graduate of professional seu-
denr: An earclled graduate or profes-
sional studeat who s carrying a half-
time acadenmic workload as detarmined
by the institutlen according to its own
standards and practices.

Half-time undergredusce student; An
enrolled undergraduate student who is
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carTying a half-time academic work-
load, as deternuned by the institution,
which amounts tTo at lesst half the
workload of a full-time student. How.
ever, the Institution’s half-time stand-

ards must e@a_.l} or exceed the equiva~
lent of one of more of the ﬁlcl.%wmg

manimum requirements:

(1) & semester howrs or §
hours per academic term for an institu-
tion using a standard semester, Lri-
master, Or quarter system.

(2) 12 semester hours or 1& quarter
hours per academic year for an institu-
tlon using crediL hours to measure
progress, but not using a standard se-
mester, trimester, or quarter systam:
¢r the prorated equivalent for a pro-

of less than one vear.

(3) 12 clock hours per week for an iIn-
stitution using clock hours.

(4) 12 houry of preparation per wesk
for a student enrolled ia a program of
study by correspondence. Regardless of
the w oad. no student enrolled sole-
ly in correspondence study is consid-
ered more than half-time.

Initial grace period: That period which
irnmediately followg a pariod of enroll-
ment and immedlately precedes the
dare of the first required repayment on
a loan. This period is generally. nine
months for Federal Perkins loans, Da-
fonse loans, and Direct Joans made be-
fore October 1, 1980. and six months for
other Direcr loans.

=Insoitution of higher cducation (insti-
tution): A public or private. nonprofit
jnstitution of higher education, a pro-
pretary institution of higher odu-
cation, or a pestsecondary vocational
institucion.

Instituonal capital contribution CC):

"Institutional funds contributed to es-

tablish or meiptaio a Fund.

Making of & loan: When the borrewer
slgns the promissory note for the
award year and the institution makes
the fArst disbursement of loan funds
under that promissory aeteé for that
award year.

National cred/t bupeau: Any one of the
national credit bureaus with which the
Secretary has an agreemient.

*Need-based employment: Employment
provided by an insticution itself or by
another cntity te a student who has
demonsirated Lo the inyttution or the
efiiey (through standards or methods

5139

Page 2
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§67a5

It «stablishes) a financial need for the
saradngs from that employment for the
purpose of defraying educational costs
of attendance for the award vear for
which the employment is provided.

Past-defermentt grace period: That pe-
rod of six consecutive months which
immediately follows the end of ¢ortain
periods of defermant and precodes the
date on which the borrower is required
IO scSUme repayroent on a lean.

Student Joan: For this part means a
Direct Loan. Defense Loan, or a Fed-
eral Perkins Loarn.

Towal monithly gross income: The gross
amount of income reczived by the bor-
rower from employment (efther full-
time or part-Ume) and from other
SAUTrCces.

Undergraduare student: A student en-
rolled at an institution of higher edu-
cadon whoe is in an undergraduate
course of study which usually does not
ayeeoed four academic years, or is en-
rollad in a four Co five academic year
program designed to lead to a frst de-
gree. A student enrolled in a progrum
of any other length is considered an
undergraduate student for only the
first four academic years of that pro-
grawm.

{Autharicy: 20 U.S.C. 1087aa-1087hh)

152 FR 45747, Dec. 1, 1937, as amended at 53
FR 52580, Dec. 25, 1388; 57 FR 3234, July 21.
1952; 59 FR 01404, 141551416, Now. 30, 1004; 60
FR 61814, Due. 1. 2495; 61 FR 60608, Nov. 28.
1896]

§§6742-674-4 [Reserved]

6745 Federsl Perkins Loan
S T e e

(a) Default penalty. If an inscitudon’s
cohort default rate meets the following
levals, a default ponalty is imgosed on
the Institution a3 follows:

(1) If the insurturion’s cohorT default

rate equals or exceeds 15 parcent, the

jnstitution must establish 3 default re-
duction plan in accordance with §674.6.

(2) If the institution’s cohort default
rate equals or exceeds 20 percent, but is
less than 25 percent, the institution’s
FCC 1s reduced by 10 parcent.

@) If the institution's cohort defawlt
rate equals or excseds 25 percent. buc is
less than 30 percent, the insttution’s
FCC is reducad by 30 percent.

34 CFR Ch. VI (7-1=-97 Edtion)

(€) IF tha institulion's cohort default
rate eguals or exceeds 30 percsnt., the
institution’s FCC is reduced to z2ro.

() Cohart defawt rats. (1) The terrn
"cohort defaujt rate” means, for any
award year in which 30 or more current
and former students at the lnstitution
enter repayment on a loan received for
attendance ar the institution, the per-
centage of those current and forraer
studants who enter rapayment in that
award year on the loans received for
attendance at that institution who de-
fault before the end of the following
award year.

(2) 1n derermining the number of stu-
dents who default before the end of tha
Iollowing award year, the Secretary ¢X-
cludes any loans that, due to improger
servicing or collection, would result in
an inaccurate or incomplets calcula-
ton of the cohort default rate.

(3) For any award year in which less
than 3D current and former students at
the institublon enter repayment oa a
loan received for attendance ax the in-
stitution. the “ecohort defawlt rate”
means tha percentage of those current
and former students who entered re-
payment on loans recelved for attend.
ance 8t that institution ln any of the
three most recent award years and who
defaultad on thase loans bafore the end
of the award year immadiately follow-
ing the year in which they entered re-
payment.

(c) Defaulted loans to be included in the
cohort default rave. For purposes of cal-
culating the cohort default rate under
paragraph (b) of this section—

(1) A borrower must be included only
if the borrower's default has persisced
for at least—

(§) 240 consecutive days for loans ce-
payabla in menthly installments: or

(#) 270 conseculive days [or Ioans re-
payable in quartetly instaliments;

() A loan is considered to be in de-
fault If a payment {5 made by the instu-
tution of higher education, its ownar,
agency, contractor, employee. or any
other entity or individual affiliated
with the institution, In order vo aveid
default by the barrower;

(3}Q)) Ay loan that Is In default, but
on which the borrewar has made satis-
factory arrangements to repay the
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