
OB3 Update 
Loan Proration & Earnings Accountability

NYSFAAA | March 12, 2026



Presenter Profile
• Practice and Experience

• Approaching five decades of experience 
as a senior college executive and 
financial aid professional, managing 
every facet of the Title IV federal 
financial aid programs.

• Previously served as the President of the 
New York State Financial Aid 
Administration Association (NYSFAAA).

• Contact Information
• Howard.leslie@rocketmail.com
• 917-674-5115

TIV Consultant

Howard Leslie



Presenter Profile
• Practice and Experience

• Co-Chair of Higher Education Practice 
at Thompson Coburn LLC.

• Assists institutions of higher education 
to navigate a wide range of challenging 
legal and regulatory matters.

• Advises regarding strategic planning, 
governance, and complex substantive 
changes, including mergers, 
partnerships, and affiliations.

• Contact Information
• alacey@thompsoncoburn.com
• 314.552.6405

Partner & Co-Chair
Higher Education Practice

Aaron Lacey



Presentation Preamble
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Loan Schedule of Reduction 
(Schedule of Reduction) and 

More

NOT PRORATION



Starting with Other Major Changes to the 
Loan Programs

• We know that we said the focus for today will be Loan 
Schedule of Reduction – and it is.

• First, some important and impactful changes that you 
should be aware of and prepare for NOW.



Elimination of Grad PLUS
• Effective July 1, 2026, Grad PLUS is eliminated from the 

law.
• Students who meet the interim exception may continue to 

borrow Grad PLUS (more on the exception later).
• What you should be doing now:

• Perform a data analysis on how much this impacts your student 
body.

• Determine/prepare for alternate means of financing (to be 
discussed later).



Maximum Parent PLUS
• Effective July 1, 2026, Parent  PLUS has an award year and aggregate 

limit. 
• Annual Limit is $20,000 per year for a student (either or both parents).
• Aggregate Limit is $65,000 per year for a student (either or both 

parents).
• Students/Parents who meet the interim exception may continue to 

borrow the current PLUS (more on the exception later).
• What you should be doing now:

• Perform a data analysis on how much this impacts your student body.
• Determine/prepare for alternate means of financing (to be discussed later).



Institutional Authority to Limit Loans
• Beginning on July 1, 2026, institutions may limit the total 

amount of Direct Loans made for a program of study for an 
academic year that a student may borrow, or that a parent 
may borrow on behalf of the student, provided the limit is 
applied consistently to all students enrolled in the program.



The Interim Exception
• The new loan terminations and limitations will not apply 

during the “expected time to credential” for any student who, 
as of June 30, 2026, is enrolled in and has already received 
a Direct Loan for a program (including a Parent PLUS loan).

• The “expected time to credential” is the lesser of:
• three academic years; or 
• the amount of time still required for the student to complete the 

program at the time the determination is made.



The Interim Exception
• WE DO NOT KNOW YET:

• How is three years measured?
• Is it 100% or 150%.

• How to measure years for less than full time students.

• HEADLINE: At SFA the department stated that they 
originally misinterpreted the intention of the law regarding 
the Interim Exception – SO HOLD ON TO YOUR HATS.



How do you track students who meet the 
exception?

• As of now, you should be discussing that on your campus, and 
with your software provider, HOWEVER;

• We have heard that there may be modifications to NSLDS that 
will track it for us – and deliver a flag on the ISIR.

• At the FSA Conference it was announced that COD will 
automatically identify students with a Direct Loan for 2025-26 
with an award end date on or after April 4, 2026, as eligible for 
the limited exception using a new “grandfathering flag” in COD. 

• COD staff acknowledged that this does not capture every student who 
may qualify for the limited exception and stated that they have a plan 
for a manual process for schools to update the flag by calling COD.



Alternate Funding
• Proration (as you will soon see) as well as both changes to 

PLUS (Grad and Parent) can have a major impact on 
affordability.

• Schools should be looking at alternative funding, one of 
which is private/alternative loans.

• Schools may not recommend or steer a student toward a 
lender. The only option is to create a Preferred Lender List, 
which is a very regulated process.



Preferred Lender List Process
• Briefly:

• You can publish the lenders your students have used, by percentage, 
over the last several years, OR

• You can go through the PLL Selection Process, which requires, among 
other things:

• Creating a PLL Committee that must meet and make decisions at least once a year.
• Sending out Requests for Information to Lenders.
• Evaluating and discussing the responses.
• Requesting references and evaluating responses.
• Every member of the committee must sign a certification that they have not and will 

not receive any benefits from the lenders selected.
• Documenting all committee activities with minutes and decisions made.



Finally, the Loan Schedule of Reduction

• We are going to start simple and then get more complicated, giving detailed 
examples along the way

• Why Schedule of Reduction vs. Loan Proration?: Simply, Loan Proration 
already existed for students are completing in less than an award year. The 
original loan proration has not changed

• IMPORTANT – Loan Schedule of Reduction is pending the Interim Final 
Regulations (expected in early Spring)

• That means everything in this presentation is subject to change based on the 
regulations and guidance to follow

• Everything in today’s presentation is well researched and is expected to be in the 
final guidance; however:

• We will point out where questions remain, and we do not know what the guidance will be, 
and there are unfortunately a lot of unanswered questions and questions answered that can 
change



Before we dig into Loan Schedule of 
Reduction

• Schools should be analyzing:
• The percentage of your loan-dependent part-time students and 

how losing those students may impact the student 
body/institutional revenue.

• Changes in institutional policy that may mitigate the loss of 
students

• Such as creating the Preferred Lender List
• Creating/enhancing Payment Plans or Institutional Loans

• Being aware of the Truth In Lending Act and Title X Implications
• Other Institutional Programs, already in existence, that may be able to 

mitigate the impact.



Loan Schedule of Reduction Starting 
Simple

• We have seen where this can be presented in great complexity. We 
intend to keep it simple, even when it gets complicated.

• First, determine the student’s BBAY/SAY Loan Eligibility, assuming 
100%

• Keep in mind that the department has already said that the equal 
disbursement requirement does not apply when Loan Schedule of 
Reduction is involved 

• Also keep in mind that the department has made it clear that a student 
may not receive greater than 50% of their eligibility on the front end of 
a BBAY/SAY

• We are being required to look at the full SAY/BBAY, not just one term



Loan Schedule of Reduction Starting 
Simple

• It depends on how you do the awarding. If you use year one 
(25-26) for your crossover, there is no proration impact until you 
start using year 2 (26-27). If you are a crossover-term school 
using year 2 ISIR, the Schedule of Reduction begins. So simply 
put, any loan made with the 26-27 ISIR and forward is subject to 
the new rule.

• It is our understanding the proration is rounded up .5 or higher 
and rounded down .4 or lower. 

• The law states that the secretary will publish a “schedule of reduction”.
• Dropped courses in the second term, after disbursement, do not 

require reduction. Each BBAY/SAY has its own counter



Loan Schedule of Reduction Starting 
Simple

• We must look at the entire BBAY/SAY, and how they impact each other 
due to credits registered and dropped – details to come.

• In the interest of time, we are not providing examples of dropped 
courses when a student started part-time, but the logic of dropped 
courses applies as per the full-time examples

• The department has not yet guided us on one-semester registration
• PLUS LOANS are not subject to proration; however, Grad PLUS (for 

those that remain eligible due to the Interim Exception) will be subject 
to reduction.

• This adds an extra layer because Cost of Attendance (COA) and Other 
Financial Aid(OFA) must be taken into consideration.



Loan Schedule of Reduction Starting 
Simple

• Reduction does not apply to clock hour or to non-standard 
terms

• If an institution chooses to limit loan maximums by program, 
the reduction is based on that limitation, not normal eligibility

• A student loan whose lifetime aggregate is less than an 
otherwise full amount; reduction would take place on the 
remaining eligibility.



Loan Schedule of Reduction Starting 
Simple

• Institutional policy on charges has no bearing on reduction. 
Just because a student earned full liability on the tuition 
loan, a reduction must still take place:

• To make sure we are all on the same page, there is a difference 
between a withdrawn class and a dropped class. Your institutional 
policy will determine how you handle the loans: Examples

• Withdrawn in general after drop add and the student attended at least 
one time

• Dropped in general is a course never attended, and if the loan has not 
been disbursed yet, you need to reduce the loan. If it is disbursed, you 
should correct and reduce it.



Loan Schedule of Reduction Starting 
Simple

• An institution can choose to adjust the loan in term one 
when a student withdraws rather than in term two.

• There is still a little uncertainty regarding the term after 
R2T4 as it pertains to the schedule of reduction. My 
example will be based on the knowledge we currently have.



Loan Schedule of Reduction Starting 
Simple

EXAMPLE 1
• Student is full-time in terms 1 and 2 (we will cover some quarter 

examples later)
• Student is a first-term dependent student
• Student is registered FT (for this presentation, we are assuming 

Undergraduate FT to be 12 or more credits) for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• NO REDUCTION



EXAMPLE 1



Loan Schedule of Reduction Starting 
Simple

EXAMPLE 2
• Student is full-time in terms 1 and 2
• Student is a first-term dependent student
• Student is registered FT for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• Student withdraws from a 3-credit course before disbursement 

in term 1
• School must prorate the term 1 loan



Example 2



Loan Schedule of Reduction Getting 
Complicated

EXAMPLE 3
• Student is full-time in terms 1 and 2
• Student is a first-term dependent student
• Student is registered FT for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• Student withdraws from a 3-credit course after disbursement in 

term 1
• School must prorate the term 2 loan



EXAMPLE 3



Loan Schedule of Reduction Getting 
Complicated

EXAMPLE 3A
• Student is full-time in terms 1 and 2
• Student is a first-term dependent student
• Student is registered FT for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• SCHOOLS’ POLICY IS TO ADJUST TERM 1, NOT TERM 2
• Student withdraws from a 3-credit course after disbursement in term 

1
• School will then return the adjusted portion in term 1 (which can leave 

the student with a large balance) rather than reduce term 2



EXAMPLE 3A



Loan Schedule of Reduction Getting 
Complicated

EXAMPLE 4
• Student is full-time in terms 1 and 2
• Student is a first-term dependent student
• Student is registered FT for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• Student withdraws from a 3-credit course after disbursement 

in term 1; however, the student adds a 3-credit course in 
Module B OF TERM 1 OR IN TERM 2 (term 2 example follows)

• School does not need to prorate the term 2 loan



EXAMPLE 4



Loan Schedule of Reduction Getting Even 
More Complicated

EXAMPLE 5
• Student is full-time in term 1 and part-time in term 2
• Student is a first-term independent student
• Student is registered
• Term 1 = 15 credits (62.5%) of the BBAY/SAY eligibility 
• Term 2 = 9 credits (38.5%)
• School cannot provide more than 50% of the loan eligibility in 

term 1, the school can apply the extra 12.5% to term 2.
• School does not need to prorate the term 2 loan



EXAMPLE 5



Loan Schedule of Reduction Getting Even 
More Complicated

EXAMPLE 6
• Student is part-time in term 1 and full-time in term 2
• Student is a first-term independent student
• Student is registered
• Term 1 = 9 credits (38%) of the BBAY/SAY eligibility 
• Term 2 =15 credits (62%)
• School cannot use extra credits from term 2 in order to make the split 

50/50
• School can award greater than 50% of the annual loan limit in term 2
• School must prorate the term 1 loan and can award 62% in the second 

term



EXAMPLE 6



Loan Schedule of Reduction Getting Even 
More Complicated

EXAMPLE 7
• Student is part-time in term 1 and full-time in term 2
• Student is a first-term independent student
• Student is registered
• Term 1 = 3 credits (NE) (12.5%) of the BBAY/SAY eligibility 
• Term 2 =15 credits (62.5%)
• School can use extra credits from term 1 towards term 2. 

School can award greater than 50% of the annual loan limit in 
term 2



EXAMPLE 7



Loan Schedule of Reduction Getting Even 
More Complicated (Graduate Students)

EXAMPLE 8
• Student is part-time in term 1 and term 2
• Student is a graduate student (9=FT, 6=HT, 3 = LTHT and 

NE)
• Student is registered:
• Term 1 = 6 credits (NE) (33%) of the BBAY/SAY eligibility 
• Term 2 =6 credits (33%)



Example 8



Loan Schedule of Reduction Getting Even 
More Complicated Graduate Students)

EXAMPLE 9
• Student is part-time in term 1 and full-time in term 2
• Student is a graduate student (9=FT, 6=HT, 3 = LTHT and 

NE)
• Student is registered
• Term 1 = 3 credits (NE) (16%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (66.7%)



EXAMPLE 9



Loan Schedule of Reduction Getting Even More 
Complicated Graduate Students with Grad PLUS)

EXAMPLE 10
In order to make sense out of this slide we treated each term separately
• Student is part-time in term 1 and full-time in term 2
• Student is a graduate student (9=FT, 6=HT, 3 = LTHT and NE)
• Student is registered
• Term 1 = 6 credits (NE) (6/9) =(66 %) of the term eligibility at half time
• Term 2 = 9 credits (9/9) =(100%) of the term eligibility at full-time
• COA = $50,000
• OFA = Only the Unsub loan
• For this example, assuming COA is prorated by the number of credits because many 

schools charge Grad Students strictly by $s per each credit
• First step to determine full GRAD PLUS ELIGIBILITY – then step two is Loan reduction



EXAMPLE 10



Loan Schedule of Reduction Getting Very 
Complicated | Quarters

EXAMPLE 11
• Student is full-time in term 1, 2, 3  at a quarter term school
• FT = 12 thus 36 for the BBAY/SAY
• Student is a dependent senior who needs all 3 terms to 

graduate
• Student is registered
• Term 1 = 12 credits (33%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (33%)
• Term 3 = 12 credits (34%)



Loan Schedule of Reduction Getting Very 
Complicated | Quarters

EXAMPLE 11 Continued
• Student withdraws from a 3-credit course after 

disbursement in term 1
• Student adds a 3-credit course in term 2 but then drops a 3-

credit course after disbursement
• Student then drops a 3-credit course in term 3 before 

disbursement



Loan Schedule of Reduction Getting Very 
Complicated | Quarters

EXAMPLE 11 Continued
• Because the student added 3 credits in the second term that 

disbursement does not need to be prorated
• Because the student dropped 3 credits in term 2, after 

disbursement, term 3 has to be prorated.
• Because the student dropped a 3-credit course in term 3, 

before disbursement, the loan has to be prorated again
• Result:

• (12-3) + (12+3-3) + (12 -3) = 30



EXAMPLE 11



Loan Schedule of Reduction Getting Very 
Complicated | Quarters

EXAMPLE 12
• Student is full-time in term 1, 2, 3  at a quarter term school
• FT = 12 thus 36 for the BBAY/SAY
• Student is a dependent senior who needs all 3 terms to 

graduate
• Student is registered
• Term 1 = 12 credits (33%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (33%)
• Term 3 = 12 credits (34%)



Loan Schedule of Reduction Getting Very 
Complicated | Quarters

EXAMPLE 12 Continued
• Student withdraws from a 3-credit course before 

disbursement in term 1
• Student drops a 3-credit course in term 2 before 

disbursement
• The student added 6 credits in term 3 but then dropped 9 

credits after disbursement.



Loan Schedule of Reduction Getting Very 
Complicated | Quarters

EXAMPLE 11 Continued
• Because the student dropped 3 credits in the first term before 

disbursement, the first term loan needs to be prorated
• The student dropping 3 credits, before disbursement, the second term 

loan needs to be prorated
• Because the student added 6-credits in 3 term disbursement can be 

increased to make the student whole for the entire BBAY/SAY
• Result: (12- 3) + (12-3) + (12+6) (-9 has no impact after disbursement) 

= 36
• Final point – the 9 credit drop in term 3 does not impact the term 3 

disbursement nor does it impact the next BBAY/SAY



EXAMPLE 12



Loan Schedule of Reduction | Modules
EXAMPLE 13

• Student is attending a semester  institution that also offers three 5-
week modules (A, B, and C) (not going to use dollars in this example, 
we think you got that)

• Student is registered:
• 15 week Term 1 = 3 credits
• Mod A Term 1 = 3 credits
• Mod B Term 1 = 3 credits
• Mod C Term 1 = 3 credits

• TOTAL TERM 1 = 12 credits
• 15-week Term 2 = 12 credits

• 12 + 12 = 24 = 100% eligibility



Loan Schedule of Reduction | Modules
EXAMPLE 13 Continued

• The student proceeds to drop the 15-week term 1 class before 
disbursement.

• Prorated disbursement takes place for term 1 (9/24 = 37.5%)
• Student then drops Term 1 Mod C 3 credits

• At this point, the Term 2 loan needs to be prorated
• Student adds 6 credits in Term 1 Mod C

• At this point (12 – 3 – 3 + 6) = 12
• Term 1 loan can be increased back to full 50% term eligibility
• Term 2 loan does not need to be prorated

• IMPORTANT NOTE: We will not discuss Pell Freeze dates today nor 
get into your institution’s drop/add policies. However, keep in mind that 
your policies and systems must be prepared for all the above



EXAMPLE 13



Loan Schedule of Reduction | R2T4 (more 
details are still needed but…)

EXAMPLE 14
• Student is full-time in terms 1 and 2. Student is a first-term dependent 

student
• Student is registered FT for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• Student withdraws from a 3-credit class after disbursement

• Student does not need a reduction in term 1 but will in term 2
• Student fully withdraws from term 1, and R2T4 is completed.
• Student returns in Term 2 (this term now stands alone and reduction is 

not needed



EXAMPLE 14



Loan Schedule of Reduction | R2T4 (more 
details are still needed but…)

EXAMPLE 15
• Student is full-time in terms 1 and 2. Student is a first-term dependent student
• Student is registered FT for both terms
• Term 1 = 12 credits (50%) of the BBAY/SAY eligibility 
• Term 2 = 12 credits (50%)
• School adopted the impact of the current term policy
• Student withdraws from a 3-credit class after disbursement

• Student reduction takes place in term 1 and term 2 is fine
• Student fully withdraws from term 1, and R2T4 is completed.
• R2T4 is based on the reduced loan in term 1
• Student returns in Term 2 (this term now stands alone)





Loan Schedule of Reduction | Aggregate 
Loan Limit

EXAMPLE 16
• Student is dependent part-time ( 6 credits) in terms of 1 and 

2. 
• The student needs 2 terms to graduate (because of 2 terms, 

no proration is required, but the schedule loan reduction 
applies).

• Student is $2,000 away from the lifetime aggregate limit 
(and/or) the school adopted the policy to limit loans for the 
program to just $2,000 per BBAY/SAY



Loan Schedule of Reduction | Aggregate 
Loan Limit

EXAMPLE 16 Continued
• The student’s loan reduction is (6+ 6)/24 = 50% (25% per 

term)
• Student’s max is $2,000 (again due to aggregate and/or 

institutional limitation
• Student’s loan = $2,000 * 50% ($1,000 per each term)



EXAMPLE 16



Loan Schedule of Reduction | Aggregate 
Loan Limit

EXAMPLE 16a (more details)
• Student is dependent part-time ( 6 credits) in terms of 1 and 

2. 
• The student needs 2 terms to graduate (because of 2 terms, 

no proration is required, but the schedule loan reduction 
applies).

• Student is $2,000 away from the sub lifetime aggregate limit 
but still has unsub loans available



EXAMPLE 16A



NO MORE EXAMPLES – BUT WHAT 
CAN SCHOOLS DO TO PREPARE?

• As mentioned earlier, creating a Preferred Lender List is 
highly recommended

• For those that don’t know, the Private Loan Industry changed 
dramatically as a result of the Affordable Care Act of 2010, which 
eliminated the FFELP.

• The federal government is projected to lose approximately $197 
billion to over $200 billion on student direct loans made over the 
last 25 years.

• This administration would like to see a reversal of private to 
public back to private



NO MORE EXAMPLES – BUT WHAT 
CAN SCHOOLS DO TO PREPARE?

• Discuss all the proration issues with:
• Admissions
• Academic Advisement
• Bursar/Student Accounts
• Your Financial Aid Staff
• Communicate with your students ASAP

• Admission often discuss affordability so the conversation with potential 
part-time students needs to change

• Academic Advisement – needs to know because:
• Maybe they an advise students to add a class to avoid proration due to a 

dropped class
• If students can handle greater than 12 credits, maybe they should register 

for 15 or 18 credits to act as buffers



NO MORE EXAMPLES – BUT WHAT 
CAN SCHOOLS DO TO PREPARE?

• Bursar may have or can look into payment plans or other 
options such as BNPL.

• Your Financial Aid Staff needs to be thoroughly retrained 
• We recommend communicating with your students ASAP

• Maybe starting with your part-time students, then educating all 
students on the impact of dropping a class.

• FINALLY – Update your catalog, website, and any other written 
materials.

• Maybe add a student-friendly calculator to your website (see HTML 
handout)



Earnings Accountability



Negotiated Rulemaking 2025-2026
• On July 25, 2025, ED announced

the RISE and AHEAD negotiated 
rulemaking committees to 
implement changes made by OB3
and “other Administration 
priorities.”

• For more information and to follow 
the negotiations as they progress, 
check out ED’s “Negotiated 
Rulemaking for Higher Education 
2025” website. 



AHEAD Outcome
• The AHEAD Committee 

reached consensus on issues 
relating to both Pell grants and 
accountability. 

• The draft language that was the 
basis for the consensus vote, 
and that will serve as the basis 
for the proposed rule, is 
available on ED’s negotiated 
rulemaking website.



Next Steps in the Rulemaking Process

• We speculate that ED will choose to release two separate 
rule packages in the Federal Register, one covering Pell 
topics and one covering accountability.  

• There is nothing that requires the agency to cover all topics 
discussed during a rulemaking in a single package.

• We think ED will look to get these out in early spring, with 
Pell coming first. Institutions should expect between 30 and 
60 days to comment, and we encourage them to do so.



Integrating Accountability



GE Program vs. Non-GE Program
• Since 1965, the Higher Education Act has required all non-

degree programs offered by private non-profit institutions to 
“prepare students for gainful employment in a recognized 
occupation...”

Pub. L. No. 89-329 (Nov. 8, 1965); 20 U.S.C §§ 1001 and 1002.

Non-GE ProgramsGE ProgramsType of Institution

Degree ProgramsNon-Degree ProgramsPrivate Non-Profit & Public

N/AAll ProgramsProprietary



GE Program vs. Non-GE Program

• Undergraduate certificate or diploma
• Associate degree
• Bachelor’s degree
• Post-baccalaureate certificate
• Master’s degree
• Doctoral degree
• First professional degree (e.g., MD, DDS, JD) 
• Graduate certificate (including a postgraduate 

certificate)

For PNP & Public 
Institutions, the 

programs in orange 
are GE programs.  
The programs in 
black are non-GE 

programs.  

34 C.F.R. § 668.2 (July 1, 2024).



The FVT/GE Rule
• Includes significant reporting and disclosure requirements 

for all institutions. 
Disclosure and Reporting 

Requirements

• The metrics, along with other data, would be made available 
to prospective and current students through a new program 
information website.

Program Information 
Website

• Requires ED to subject every Title IV program at every Title 
IV institution to a D/E Rates test and an Earnings Premium 
test.

Two Accountability Tests 
for All Title IV Programs

• Only GE programs can lose Title IV eligibility. Sanctions for GE 
Programs



The DNH Statutory Framework

• Requires ED to subject every undergraduate 
degree, graduate or professional degree, and 
graduate certificate to an Earnings Premium 
test.

One Accountability 
Test for Degree 
Programs and 

Graduate Certs

• Failing programs must make warnings after 
one failing year and lose Direct Loan eligibility 
after two.

Loss of Direct Loans 
for Failing Degree 

Programs and 
Graduate Certs



Negotiables and Non-Negotiables

Negotiables (FVT/GE)

• Disclosure and Reporting 
Requirements

• Two Accountability Tests for 
Title IV Programs

• Sanctions for GE Programs
• Program Information 

Website

Non-Negotiables (DNH)

• One Accountability Test for 
Degree Programs and 
Graduate Certs

• Loss of Direct Loans for 
Failing Degree Programs 
and Graduate Certs



A Range of Options
• ED is bound to implement the DNH statutory framework.
• But ED has considerable latitude in determining how to 

approach reporting and disclosure requirements, its program 
information website and, importantly, the evaluation of GE 
programs.

• ED could have argued to keep the existing FVT/GE rule in 
place, or it could have argued to strip it off the books entirely.

• ED opted for a middle of the road proposal but did not hesitate 
to remind negotiators that all options were on the table.



The Draft Proposal



The Draft Policy Framework
• Largely maintains the significant reporting and disclosure 

requirements for all institutions included in the current FVT/GE 
regulation.  Also, would require all institutions to report all new 
Title IV programs on their ECAR.

Disclosure and Reporting 
Requirements

• Maintains the publishing of the metrics and other data on ED’s 
program information website, as required under the current 
FVT/GE rule.

Program Information 
Website

• Requires ED to subject every Title IV program to an Earnings 
Premium test.  The D/E test is eliminated.

One Earnings Premium Test 
for All Title IV Programs

• All failing programs must make warnings after one failing year 
and all failing programs lose Direct Loan eligibility after two.  
Pell eligibility can also be lost by all failing programs if the 
number of failing programs exceeds certain thresholds.

Sanctions for All Title IV 
Programs



Projected Impact



















Where to find the PPD:26 Data Set
• Institutions can find the PPD: 26 

data files on ED’s “Negotiated 
Rulemaking for Higher Education 
2025” website under the AHEAD 
section.

• Look under “Materials distributed 
by the Department Presession.” 

• The specific spreadsheet with 
the outcomes for programs can 
be downloaded by clicking this 
link. 



The Earnings Premium



Annual Process: Overview

ED would compile for each program a list 
of all students who completed during the 
applicable cohort period (Completer List), 
removing any student satisfying certain 

exclusion criteria (e.g., total and permanent 
disability, deceased). 

ED would provide the draft Completer 
List to the institution and affords it 60 

days to “correct the information reported 
by the institution on which the list was 

based.” 

The final Completer List is sent 
to a yet-to-be-named federal 
agency (Earnings Agency) to 

obtain the median annual 
earnings of the students on the 

list. 

Once the earnings information is 
received, ED makes any needed 

adjustments calculates the Earnings 
Premium for the program and issues a 
Notice of Determination to the school.  

The institution can 
accept the 

determination, appeal, or 
in some cases, initiate a 

voluntary teach out.

Draft 34 C.F.R. §§ 668.404.



Earnings Premium Test: Overview
• ED would calculate an Earnings Premium for each Title IV program 

using the following formula: 

• A program passes the Earnings Premium test if its Median Annual 
Earnings equal or exceed the Earnings Threshold.

Draft 34 C.F.R. §§ 668.402 and 403.

Earnings Premium = Median Annual Earnings – Earnings Threshold



Earnings Premium: Undergrad & Non-Degree

• For Title IV Programs granting a baccalaureate or lesser 
credential.

Draft 34 C.F.R. § 668.2 (definition of “Earnings Threshold”).

Median Annual Earnings

Median annual earnings of 
working completers who 

graduated about 3-4 years 
before the determination year

Earnings Threshold

Median annual earnings of 
working adults aged 25-34 

who only have a HS diploma 
or its recognized equivalent

vs.



Earnings Premium: Graduate Degree
• For Title IV Programs granting a graduate or professional 

degree.

Draft 34 C.F.R. § 668.2 (definition of “Earnings Threshold”).

Median Annual Earnings

Median annual earnings of 
working completers who 

graduated about 3-4 years 
before the determination year

Earnings Threshold

Median annual earnings of 
working adults aged 25-34 

who have only a 
baccalaureate degree

vs.
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Earnings Premium Test: Overview
• If a program fails once in 3 years, the institution would be 

required to issue a warning to students in the program.
• If a program fails twice in 3 years, it would be a “low-earning 

outcome program” and students in the program would lose 
access to Direct Loans.



Earnings Premium Test: Overview
• If 50% or more of an institution’s Title IV recipients are in, or 

50% or more of an institution’s Title IV funds are from, low-
earning outcome programs, the institution would fail a new 
administrative capability standard.

• If an institution were to fail this new standard in 2 out of any 
3 consecutive award years, the institution would be placed 
on provisional status and the institution’s low-earning 
outcome programs would lose access to all Title IV funds 
(including Pell grants).



The Consequences of 
Failure



Student Warnings
• An institution would be required to provide a warning to 

current and prospective students if its program could 
become ineligible in the next award year for which the 
Earnings Premium is calculated.  

• As a practical matter, this means institutions would be 
required to provide the required warnings if a program fails 
a single year, because under the rule, after a single failure a 
program would be one year from potentially losing eligibility. 

• ED would streamline the content of the student warnings 
and remove the alternate language requirement.

Draft 34 C.F.R. § 668.605. 



Student Warnings
• ED would preserve the requirement that an institution may not 

sign an enrollment agreement, complete registration, enter a 
financial commitment with, or disburse Title IV funds to a 
prospective student earlier than three business days after the 
institution delivers the warning and until the prospective student 
completes an acknowledgment.

• An institution would not be permitted to disburse Title IV funds 
to a current student until the student completes an 
acknowledgment.

• Specific content and direct distribution requirements for student 
warnings are located at 34 C.F.R. § 668.605. 

Draft 34 C.F.R. § 668.605. 



Loss of Direct Loan Eligibility
• A Title IV program would become ineligible for Direct Loans 

of the program failed the Earnings Premium test in two out 
of any three consecutive award years for which the 
program’s Earnings Premium is calculated.

• If ED did not calculate or issue an Earnings Premium for a 
program for an award year, the program would receive a “no 
result” for that award year and remain in the same status as the 
previous award year.

• A program’s participation in the Direct Loan program would 
end upon the completion of a termination action under 
subpart G.

Draft 34 C.F.R. § 668.603.



Voluntary Program Closure
• Following its first failure, and provided ED agrees, an institution 

would have 120 days to sign a PPA amendment permitting it to 
voluntarily teach out the program.

• Among other requirements, the institution would have to 
immediately cease new enrollments.  And the decision is not 
reversable.

• However, it would permit continued access to Direct Loans for 
the lesser of 3 years or the full-time normal duration of the 
program.

• Following the end of the teach out, the program would be 
subject to the period of ineligibility requirements.

Draft 34 C.F.R. § 668.603.



Period of Ineligibility
• An institution may not seek to reestablish Direct Loan 

eligibility of a failing program that it discontinued voluntarily 
either before or after the earnings premium measure 
becomes effective for that program, or reestablish the Direct 
Loan eligibility of a program that is ineligible under the 
earnings premium measure, until two years following the 
earlier of the date the program loses eligibility or the date 
the institution voluntarily discontinued the failing program.

Draft 34 C.F.R. § 668.603.



Scope of Ineligibility
• During the two-year period of ineligibility, an institution also 

may not seek to establish Direct Loan eligibility for a 
program sharing the same 4-digit CIP code and any 
overlapping SOC codes as the program that is ineligible. 

• However, the institution may seek to establish eligibility for a 
program with the same CIP code if it is at a different 
credential level.

Draft 34 C.F.R. § 668.604.



A Very Limited Appeal
• Institutions would be permitted to initiate an appeal under 

subpart G if they believe ED erred in the “calculation of the 
program’s earnings premium.”

• Institutions would not be permitted to dispute a program’s 
Direct Loan Program ineligibility based upon its earnings 
premium measure except as described in this paragraph.

• ED would not offer any form of alternate earnings appeal.

Draft 34 C.F.R. § 668.603.



Institutional Action Plans



Institutional Action Plans
• Initiate conversations among institutional leadership, legal 

counsel, academics and others to begin developing a 
compliance plan for this rule.

• Determine which programs, if any, may fail the new earning 
premium test, and develop a plan for managing failing 
programs (replacement programs, institutional or private 
funding).

• Integrate earnings analysis into program development 
process.

• Comment on the proposed rule.



Crafting Comments
• It is important to raise concerns and to express support 

where appropriate.
• Be aware of the elements of the regulation that simply 

restate statute, as ED will have little ability to alter such 
language.  ED will have more flexibility to revise elements of 
the proposed rule that are interpretive. 

• When drafting the final rule, ED may deviate from the draft 
consensus language based on the comments received 
during the public comment period. 



REGucation
(TC’s Free Resources Platform)



REGucation | Free Resources Platform



AHEAD: Debrief Webinar Series
• If you want to know more 

about the outcome of the 
Pell grant negotiations, 
check out our week one 
debrief.

• For a detailed discussion of 
the accountability 
negotiations, tune in to our 
week two debrief.

• Both are available free on 
our YouTube channel.



Appendix A: Median Annual 
Earnings



Working Completers
• For all Title IV programs, the median annual earnings would 

be based on the median earnings for working completers, 
which are students who:

• completed the program during the applicable cohort period;
• received some form of Title IV aid;
• are working; and 
• do not otherwise fall into an excluded category.

• These are the students who would appear on a program’s 
completer list.

Draft 34 C.F.R. § 668.403. 



Initial Cohort Period
• ED proposes to begin by only looking at the earnings of 

students who competed during a single award year.  The 
initial, single-year cohort would be the fourth award year 
prior to the calendar year for which the most recent earnings 
data is available.  

• This would mean that if the most recent year for which 
earnings data is available were CY 2025, the initial, single-
year cohort would be made up of students who completed 
during the 2020-21 award year.   

Draft 34 C.F.R. § 668.2 (definition of “Cohort Period”). 



Initial Cohort Period



Expanded /Aggregated Cohort
• ED proposes to expand the cohort, as required, in accordance with the 

following schedule:
• If the initial, single-year cohort (2020-21) has fewer than 30 completers, ED 

would expand the cohort for the program, one year at a time, until it reaches 
the 30 completer threshold.  The agency would include up to four additional 
award years in this expansion. 

• If the cohort still includes fewer than 30 students, the ED would expand the 
cohort to include all programs within the same 4-digit CIP code and 
credential level, beginning with the initial, single-year cohort (2020-21) and 
expanding one year at a time through the eighth prior award year (2016-17).

• If the cohort still includes fewer than 30 students, the ED would expand the 
cohort to include all programs at the same 2-digit CIP code and credential 
level, beginning once again with the initial, single-year cohort (2020-21) and 
expanding one year at a time through the eighth prior award year (2016-17).

Draft 34 C.F.R. § 668.2 (definition of “Cohort Period”). 



Expanded /Aggregated Cohort

Draft 34 C.F.R. § 668.2 (definition of “Cohort Period”). 



Expanded /Aggregated Cohort

Sequentially Expanded / Aggregated Cohort

AY 2027-28CY 2025AY 2023-24AY 2022-23AY 2021-22AY 2020-21AY 2019-20AY 2018-19AY 2017-18AY 2016-17

AY for which 
Determinatio
n is Effective

Most 
recent CY 
for which 
earnings 

are 
available

1st Prior AY2nd Prior AY3rd Prior AY4th Prior AY5th Prior AY6th Prior AY7th Prior AY8th Prior AY



Earnings Year and Data
• For the students who completed the program during the 

cohort period, ED would always use the earnings for the 
fourth tax year following when they completed the program.  
This ensures a consistent interval between program 
completion and earnings measurement.

• ED does not specify the federal agency from which it would 
obtain earnings data for working completers, but indicates in 
its commentary that “the IRS is the agency most likely to 
serve as the Federal agency with earnings data...”

Draft 34 C.F.R. § 668.403(b)(1). 
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ED’s Proposed Implementation Timeline



“Earnings” and “Working”
• The draft text defines “earnings” as “wages, income as 

reported to the Internal Revenue Service, and other earned 
income, including from self-employment.”

• ED does not define “working” in the draft regulation but will 
look to align its treatment of “working” with the treatment of 
“working” in the Census Bureau’s data. 

Draft 34 C.F.R. § 668.2 (definition of “Earnings”).



Excluded Completers

• Students with loans discharged (or being considered for discharge) 
due to total and permanent disability.

• Students enrolled in another educational program at a Title IV 
institution during the earnings year.

• For undergraduate programs, students who completed a higher 
credentialed undergraduate program at the institution after completing 
the program as of the end of the most recently completed AY prior to 
the calculation of the earnings premium.

• For graduate programs, students who completed a higher credentialed 
graduate program at the institution after completing the program as of 
the end of the most recently completed AY prior to the calculation of 
the earnings premium.

• Students enrolled in an approved prison education program.
• Student is enrolled in a comprehensive transition and postsecondary 

program.
• Students who died.

Students 
excluded from 
the completers 

list

Draft 34 C.F.R. § 668.403. 



When Earnings Premiums are not Issued

ED will not calculate an earnings premium in two 
instances.
• If after expanding the cohort fully and applying all exclusions, the fully 

expanded completer cohort has fewer than 30 students.
• If the Federal agency with earnings data does not provide the median 

earnings for the program or reports from records of earnings on 15 or fewer 
students.

Draft 34 C.F.R. §§ 668.403 and 404.



Appendix B: Earnings 
Threshold



Working Adults: Undergrad and Non-
Degree

• The earnings threshold for undergraduate and non-degree 
programs offered by a Title IV institution located in a State 
would be based on the median earnings for adults:

• aged 25-34;
• with only a high school diploma (or recognized equivalent); 
• who worked; and 
• who were not enrolled in a Title IV eligible institution during the 

earnings year.

Draft 34 C.F.R. § 668.2 (definition of “Earnings Threshold”). 



Working Adults: Undergrad and Non-
Degree

• For undergraduate and non-degree programs, ED would 
use the median earnings of working adults:

• In the state in which the institution is located, or 
• Nationally, if fewer than 50% of the students enrolled in the 

institution during the award year for which calculations are made 
are from the state where the institution is located.

Draft 34 C.F.R. § 668.2 (definition of “Earnings Threshold”). 



Working Adults: Graduate Degree
• The earnings threshold for graduate degree programs

offered by a Title IV institution located in a State would be 
based on the median earnings for adults:

• aged 25-34;
• with only a baccalaureate degree; 
• who worked; and 
• who were not enrolled in a Title IV institution during the earnings 

year.

Draft 34 C.F.R. § 668.2 (definition of “Earnings Threshold”). 



Working Adults: Graduate Degree
• For graduate degree programs, if 50% or more of the students enrolled in the institution 

during the award year for which calculations are made are from the state where the 
institution is located, ED would use the lowest of the median earnings of working 
adults:

• Located in the state in which the institution is located;
• Located in the state in which the institution is located and in the same field of study under the 

two-digit CIP or four-digit CIP code, as such data is available and statistically reliable; or
• Nationally and in the same field of study under the two-digit CIP code or four-digit CIP code, as 

such data is available and statistically reliable.
• For graduate degree programs, if fewer than 50% of the students enrolled in the 

institution during the award year for which calculations are made are from the state 
where the institution is located, ED would use the lowest of the median earnings of 
working adults:

• Nationally; or 
• Nationally in the same field of study under the two-digit CIP or four-digit CIP code, as such data 

is available and statistically reliable.

Draft 34 C.F.R. § 668.2 (definition of “Earnings Threshold”). 



Earnings Data for Working Adults
• For working adults, ED indicates that it would use “data from 

the Census Bureau.”
• Specifically, ED will draw its data for working adults from the 

Census Bureau’s American Community Survey (ACS).
• The ACS is updated annually, and “collects detailed social, 

economic, housing, and demographic information from a 
sample of households across the 50 states, the District of 
Columbia, and Puerto Rico.”

Draft 34 C.F.R. § 668.403.



The Definition of “Earnings” in PPD:26



The Definition of “Working” in PPD:26



Impact of “Earnings” and “Working” 
Definitions



Appendix C: GE Program 
Certifications



Program Certifications
• As a condition of continued participation in the Title IV 

programs, an institution would be required to certify in its PPA 
that:

• It agrees to comply with the requirements of subparts Q and S; and
• Each Title IV program it offers is “approved by a recognized 

accrediting agency or is otherwise included in the institution’s 
accreditation by its recognized accrediting agency, or, if the institution 
is a public postsecondary vocational institution, the program is 
approved by a recognized State agency for the approval of public 
postsecondary vocational education in lieu of accreditation.”  

Draft 34 C.F.R. § 668.604.



Program Certifications
• To establish the eligibility of a program for Direct Loans, an 

institution would be required to update “the list of the 
institution's Direct Loan-eligible programs maintained by the 
Department to include that program...”

• On a go-forward basis, institutions would be required to 
update the certification within 10 days “if there are any 
changes in the approvals for a program, or other changes 
for a program that render an existing certification no longer 
accurate.” 

Draft 34 C.F.R. § 668.604.



Conditions of Use and 
Disclaimer



Conditions of Use and Disclaimer
• Please note that the purpose of this presentation is to provide 

news and information on legal issues and all content provided is 
for informational purposes only and should not be considered 
legal advice.

• The transmission of information from this presentation does not 
establish an attorney-client relationship with the participant. The 
participant should not act on the information contained in this 
presentation or any accompanying materials without first 
consulting retained legal counsel.

• If you desire legal advice for a particular situation, you should 
consult an attorney.


