
Questions we will answer during this session:

What are the similarities between Direct Loans and
Federal Family Education Loans (FFELs)?

How much can the student borrow?

What are the differences between the two programs?

What is the role of the school in processing Direct Loans
and FFELs?

Session 12
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What are the similarities between Direct Loans and FFELs ?

  Direct  Federal Family
  Loans      Education Loans

Loan Types

Loan Amounts

Loan Fees and Interest

Counseling Requirements

Some Repayment Provisions
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How much can the student borrow?

LOAN LIMITS:
DIRECT AND FFEL

STUDENT YEAR ANNUAL CUMULATIVE

1st-year undergrad. $2,625

2nd-year undergrad. $3,500

3rd, 4th, 5th-year $5,500 $23,000
undergrad.

graduate student $8,500 $65,500
(includes undergrad.

       & graduate total)

STUDENT YEAR ANNUAL CUMULATIVE

1st-year undergrad. $4,000

2nd-year undergrad. $4,000

3rd, 4th, 5th-year $5,000 $23,000 - dep.
undergrad. (sub. + unsub.)

$46,000 - ind.
(sub. + unsub.)

graduate student $10,000 $138,500
    (includes undergrad.

     & graduate sub. and
              unsub. total)

BASE - SUBSIDIZED & UNSUBSIDIZED

ADDITIONAL  - UNSUBSIDIZED ONL Y
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Practice – Base Amounts

Base Amounts

Subsidized Base Amount:

COA – EFC – EFA = Loan Amount

Unsubsidized Base Amount:

COA – EFA (include base amount) = Unsub. Base Amount

Tonya is a dependent, second-year student.  She has a COA of $5,530.  Her
EFC is 1,750.  The only financial aid she is scheduled to receive so far is a
$1,250 Pell Grant.  Calculate Tonya’s subsidized and unsubsidized base loan
amounts.

Subsidized

__________  -  __________  -  __________  =  __________
(COA)      (EFC)               (EFA)                (Base)

Unsubsidized

__________  -  __________  =  ______________
(COA)              (EFA)               (Initial amount)

Because of loan limits, though, Tonya is actually eligible for $________
in unsubsidized loans.

Remember,
consider loan
limits here!



      Session 12 – Loans, Loans, Loans 5

Practice – Additional Amount

Additional Amounts

COA – EFA (including base amount) = Additional Amount

Tonya’s parents try to borrow a PLUS loan, but are denied because of
adverse credit.  Now Tonya is eligible for additional unsubsidized funds.

Remember, Tonya’s COA is $5,530.  She is already slated to receive a loan
of $3,500, along with her Pell Grant of $1,250.

__________  -  __________  =  ___________________
(COA)      (EFA) (Additional Amount)

This amount is
unsubsidized!

Remember, this can’t
exceed the additional loan
limit of $4,000.
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What is loan proration?

• reduction of a student’s loan maximum

When must you prorate?

• student’s entire program is less than one academic year
- example:  600 clock-hour program

• student’s program is greater than 1 academic year, but
final period of study is less than 1 academic year
- example:

1350 clock-hour, 45-week program
900 clock-hour, 30-week academic year
Year 1:  900 clock hours; no proration
Year 2:  450 clock hours; PRORATION REQUIRED

- example:
3.5 year program, 2 terms per year
Years 1-3: no proration
Year 4: 1 term remaining, PRORATION REQUIRED

• final period of study is measured in terms for term-based
schools, and hours or weeks for nonterm schools
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 Checkpoint #1 – When to Prorate

Michael is enrolled in a computer training program that is 600 clock hours
and 15 weeks long.  The academic year at his school is 900 clock hours and
30 weeks.

Is proration required for Michael?

Why or why not?

Charlene is beginning her second year of a two-year program.  Her school
measures progress in 15-week terms, with an academic year of 30 weeks.
Because Charlene took classes in the summer at the end of her first year, she
only has 18 credits remaining for her program.  She decides to take all 18
credits the first semester of the second year, completing the program in
December.

Is proration required for Charlene?

Why or why not?

Charlene changes her mind, and decides to take 6 credits in the fall semester
of her second year, and 12 credits in the spring semester.

Is proration required in this case?

Why or why not?
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Practice – Proration

How do you prorate?

# of credit/clock hours in remainder of program

# of credit/clock hours in academic year*

*minimum 900 clock hours, 24 or 36 credit hours

Michael’s program: 600 clock hours
Michael’s loan limit: $2,625

What is his prorated loan limit?

Charlene’s program: 18 credit hours remaining
Charlene’s loan limit: $3,500

What is her prorated loan limit?

Annual Loan Limit  X



Subsidized and Unsubsidized Loans

For loans first disbursed on or after
07/01/94 through 06/30/95:

•91-day Treasury bills plus 3.1%

For loans first disbursed on or after                 07/
01/95 through 06/30/98:

•In-school, grace, or deferment:
91-day Treasury bills plus 2.5%

•In repayment:
91-day Treasury plus 3.1%

For loans first disbursed on or after
10/01/98 through 06/30/2003:

•In-school, grace, or deferment:
91-day Treasury bills plus 1.7%

•In repayment:
91-day Treasury plus 2.3%

For loans first disbursed on or
after 07/01/94 through             06/30/98:

•52-week Treasury bills plus 3.1%

For loans first disbursed on or
after 10/01/98 through

06/30/2003:

•91-day Treasury bills plus 3.1%

 PLUS Loans

Direct Loan Program and FFEL Program
Interest-Rate Provisions as of 1998

Interest
Rate

Variable rate; maximum annual rate 8.25% Variable rate; max. annual rate 9%

Interest
Rate

Formula
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Federal Unsubsidized
Loan2 and

Direct Unsubsidized Loan

Federal (Subsidized)
Stafford Loan1 and

Direct Subsidized Loan1

6 months for all loans for
periods of enrollment 01/01/81
and after.5

9-12 months for all loans for
periods of enrollment before
01/01/81.

6 months on repaying principal.
Interest may be paid or accrued
and capitalized during in-school and
grace periods.4

None. The repayment period
begins on the date the loan is fully
disbursed.  Interest begins to
accrue on the date of the loan’s
first disbursement.

For Federal PLUS Loans on or
after 07/01/93, repayment may be
deferred while the students for
whom the funds are borrowed are
enrolled at least half time.  Interest
may be capitalized.

Federal PLUS Loan and
SLS2,3 and

Direct PLUS Loan

    1If the grace period has not already been used, the loan’s grace period begins on the date the student ceases to be
enrolled at least half time.

    2Also applied to Federal SLS loans, which were discontinued 07/01/94.
    3Combined Federal SLS/federal sub/unsub borrowers have the option to defer Federal SLS repayment for up to 6

months after at least half-time enrollment ceases.  This provision applies only when the borrower’s loans have not
entered repayment.

    4Paying accrued interest is postponed by adding it to the loan principal as the interest comes due.  (This is called
 “capitalization.”)

     5Not all loans made after 1/1/81 have 6 months grace period.  If a student received a 7% loan prior to 1/1/81 with a 9-12
month grace period, the student continued to receive the 7% interest rate and the 9-12 month grace period on subse-
quent loans up until 7/1/94.  Beginning 7/1/94 all loans had variable interest rates and 6 months grace period.

Grace Periods for Direct Loan Program
and FFEL Program
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Loan
Cancellation

Loan
Forgiveness

•death of borrower

•death of student on whose behalf a parent
borrowed a PLUS Loan

•permanent and total disability of borrower

•discharge of loan in bankruptcy

•some teaching and childcare provider provisions1

•students unable to complete their programs
of study because their schools closed2

•students whose schools falsely certified
their loans

1For loans made on or after October 1, 1998.
For more information, see www.ed.gov/OPE/students/repayment/teachers

1These students are only eligible for forgiveness if their schools do not provide them with
an alternate way to complete their program.  This may include attendance at another
nearby school that has an agreement in place with the closing school.

Cancellation and Loan Forgiveness

Borrower Direct and FFEL Loans
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ENTRANCE COUNSELING
³ In-person presentation or by videotape or by

computer-assisted technology.  Individual with Title IV
expertise must be available to answer borrower
questions

³ Written counseling materials permissible for students
enrolled in correspondence study or study-abroad
programs

OR
³ “Alternative Entrance Counseling Approach” for Direct

Loan borrowers only:
 •Written counseling material provided to first-time

Direct Loan borrowers
 • Counseling efforts targeted to certain groups of
    borrowers
 •Entrance-counseling plan must be part of school's

quality assurance plan

EXIT COUNSELING
³ In-person presentation
³ Written counseling materials:

• Mandatory for students who have withdrawn
without notifying the school or have failed to
attend scheduled exit counseling

•  Permissible for students enrolled in correspon-
dence study or study-abroad program

HOW to cover:

WHEN to cover:

Entrance/Exit Loan Counseling For Direct Loans and
 FFEL Programs Loans

ENTRANCE COUNSELING
³ Prior to delivery of the first disbursement of the first

Stafford Loan a borrower will receive at your school.

EXIT COUNSELING
³ Shortly before any borrower ceases at least

       half-time enrollment or (by mail) within 30 days:
•  After learning that the student has withdrawn

without the notifying school
•  After the student has failed to attend scheduled

exit counseling
    •  After student completed correspondence

           program or study-abroad program

 EXIT COUNSELING
³ Provide name and address of the borrower’s

lender(s)
³  Inform student of average monthly repayment

amount based on student’s indebtedness
³  Review available repayment options & obligations
³  Provide borrower with debt-management strategies

that would facilitate repayment
³  Explain how to contact the party servicing the

student’s loan
³ Emphasize seriousness and importance of repay-

ment
³ Emphasize consequences of default, including

adverse credit reports, garnishment of wages, and
litigation

³  Review deferment, forbearance, and cancellation
conditions

³  Require borrower to provide corrections to school’s
records concerning name, address, Social Security
number, references, driver’s license number with
state where it was issued, and name and address of
expected employer

ENTRANCE COUNSELING
 ³ Emphasize seriousness and importance of

repayment
 ³ Emphasize consequences of default, including

adverse credit reports, garnishment of wages, and
litigation

 ³ Emphasize obligation to repay full amount of loan,
regardless of borrower’s ability to gain employment
after leaving school or dissatisfaction with the
program

³ For Direct Loans, provide data on average indebted-
ness and average monthly repayment of students
who obtained loans at that school or in borrower’s
program of study

WHAT to cover:

REQUIRED CORE ITEMS
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What are the differences between the programs

Direct  Federal Family
Loans Education Loans

U.S. Department of Private lenders
Education

FAFSA alone FAFSA and FFEL
application (through
1999-2000 only)

Schools receive funds Lenders disburse
from ED, and disburse to to schools, and
students schools deliver

to students

Standard Standard
Extended Extended
Graduated Graduated
Income-contingent Income-sensitive

Source of funds

Application Process

Disbursement Process

Repayment Process
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Final Exam - True or False?

1) Interest is covered during periods of deferment or forbearance
for a subsidized loan. _____

2) The base amount can be either subsidized or unsubsidized, but
the additional amount will only involve unsubsidized funds.
_____

3) For term-based schools, proration is required if the remainder
of a program is less than 30 weeks.  _____

4) For nonterm schools, proration is required if the remainder of
a program is less than an academic year in weeks or hours.
_____

5) Interest does not accrue during the grace period of either an
unsubsidized or a subsidized loan.  _____

6) Any changes to student data a school discovers upon exit
counseling should be reported to ED within 30 days.  _____

7) Students wanting a Direct Loan or a FFEL must complete an
application besides the FAFSA.  _____

8) A school may choose to certify a student’s application for less
than the amount for which the student is eligible.  _____

9) PLUS borrowers must always complete a FAFSA.  _____

10) Once the loan is fully disbursed, PLUS repayments begin after
a 6-month grace period.  _____



      Session 12 – Loans, Loans, Loans 20

Federal Student Financial Aid Handbook:
Direct Loan and FFEL Programs Reference

34 CFR 682 (FFEL) and 685 (Direct Loan)

1999-00 Direct Loan School Guide

Dear Colleague Letter GEN-98-25
(FFEL Master Promissory Note)



      Session 12 – Loans, Loans, Loans 21

     Answer

Key

Practice – Base Amount

Subsidized

$5,530  -  1,750  -  $1,250  =  $2,350  (sub. amount)

Unsubsidized

$5,530  -  $3,780  =  $1,750  (initial unsub. amount)

Because of loan limits, Tonya is actually eligible for $970.

Practice – Additional Amount

$5,530  -  $4,750  =  $780

Checkpoint #1

Michael:  Yes.  His program is less than one academic year.
Charlene:  Yes.  She is attending less than one academic year.
Charlene (alternate):  No.  She is attending both terms in the year.

Proration

Michael:  $2,625 x 600/900 = $1,750
Charlene:  $3,500 x 18/24 = $2,625
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Answer Key (cont’d)

Final Exam

1) F
2) T
3) F
4) T
5) F
6) F
7) F
8) T
9) F
10) F


