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(b) An employee occupying a position 
that is excepted from the competitive 
service because of its confidential, pol-
icy-determining, policy-making, or pol-
icy-advocating character is ineligible 
for student loan repayment benefits. 

(c) An employee becomes ineligible 
for student loan repayment benefits 
under the conditions described in 
§ 537.108. 

§ 537.105 Criteria for payment. 

(a) General criteria. Before author-
izing student loan repayment benefits 
for an employee (or job candidate), an 
agency must make a written deter-
mination that— 

(1) The employee (or job candidate) is 
highly qualified and otherwise eligible 
(as described in § 537.104); and 

(2)(i) In a case where the authoriza-
tion is granted to recruit a job can-
didate to fill an agency position, the 
agency otherwise would encounter dif-
ficulty in filling a position with a high-
ly qualified individual; or 

(ii) In a case where the authorization 
is granted to retain a current employee 
of the agency, the employee otherwise 
is likely to leave the agency for em-
ployment outside the Federal service 
and it is essential to retain the em-
ployee based on the employee’s high or 
unique qualifications or a special need 
of the agency. 

(b) Retention considerations. In mak-
ing a determination under paragraph 
(a)(2)(ii) of this section, an agency 
must consider the extent to which the 
employee’s departure would affect the 
agency’s ability to carry out an activ-
ity or perform a function that is 
deemed essential to its mission. 

(c) Current Federal employees. An 
agency may not authorize student loan 
repayment benefits to recruit an indi-
vidual from outside the agency who is 
currently employed in the Federal 
service. 

(d) Selecting employees. When select-
ing employees (or job candidates) to re-
ceive student loan repayment benefits, 
agencies must ensure that benefits are 
awarded without regard to political af-
filiation, race, color, religion, national 
origin, sex, marital status, age, or 
handicapping condition. 

§ 537.106 Conditions and procedures 
for providing student loan repay-
ment benefits. 

(a) General conditions. (1) Student 
loan repayment benefits may be pro-
vided at the discretion of the agency 
and are subject to such terms, limita-
tions, or conditions as may be mutu-
ally agreed to in writing by the agency 
and the employee (or job candidate) as 
part of a service agreement under 
§ 537.107. 

(2) The student loan to be repaid 
must be a qualifying student loan as 
set forth in paragraph (b) of this sec-
tion. 

(3) The agency must document in 
writing each approval of student loan 
repayment benefits. An authorized 
agency official must review and ap-
prove each written determination. The 
written determination must show the 
employee (or job candidate) meets the 
criteria specified in § 537.105. 

(4) An authorized agency official 
must approve student loan repayment 
benefits in connection with a recruit-
ment action before the job candidate 
actually enters on duty in the position 
for which he or she was recruited. The 
agency and the job candidate may sign 
the service agreement consistent with 
§ 537.107 before the job candidate begins 
serving in the position, but the agency 
may not begin making loan payments 
until the job candidate begins serving 
in the position. 

(5) Student loan repayment benefits 
are in addition to basic pay and any 
other form of compensation otherwise 
payable to the employee involved. 

(6) Appropriate tax withholdings 
must be deducted or applied at the 
time any payment is made. Since these 
tax implications could create a finan-
cial hardship for the recipient of the 
student loan repayment benefit, agen-
cies may lessen the impact of tax 
withholdings on an employee’s pay-
check in one of the following ways: 

(i) Make smaller payments at peri-
odic intervals throughout the year, 
rather than issue payments under this 
part in one lump sum; 

(ii) Allow the employee to write a 
check to the agency to cover his or her 
tax liability, rather than have the tax 
liability withheld from the employee’s 
paycheck; 
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(iii) Deduct the amount of taxes to be 
withheld from the student loan repay-
ment benefit before the balance is 
issued as a loan payment to the holder 
of the loan. 

NOTE TO § 537.106(a)(6): Contact the Internal 
Revenue Service for further details con-
cerning these options, as well as the tax 
withholding implications of payments under 
this part. 

(b) Qualifying student loans. (1) The 
agency may make loan payments only 
for student loan debts that are out-
standing at the time the agency and 
the employee (or job candidate) enter 
into a service agreement. Before au-
thorizing loan payments, an agency 
must verify with the holder of the loan 
that the employee (or job candidate) 
has an outstanding student loan that 
qualifies for repayment under this 
part. The agency must verify remain-
ing balances to ensure that loans are 
not overpaid. 

(2) The agency may repay more than 
one loan if the employee’s student loan 
repayment benefit does not exceed the 
limits set forth in paragraph (c) of this 
section. 

(3) These regulations do not impose a 
limit on the age of a student loan for 
qualification purposes. The agency 
may, however, specify in its agency 
plan that only student loans made 
within a certain timeframe are eligible 
for repayment. 

(c) Benefit amount. (1) In determining 
the amount of student loan repayment 
benefits to approve, an agency must 
consider the employee’s (or job can-
didate’s) value to the agency and how 
far in advance the agency is permitted 
to commit funds. If an agency decides 
to make additional student loan repay-
ment benefits contingent on budget 
levels or other factors, it must address 
these contingent benefits in the writ-
ten service agreement as described in 
§ 537.107(a). 

(2) The amount of student loan re-
payment benefits provided by an agen-
cy is subject to both of the following 
limits: 

(i) $10,000 per employee per calendar 
year; and 

(ii) A total of $60,000 per employee. 
(3) In applying the limits in para-

graph (c)(2) of this section, the agency 
must count the full student loan repay-

ment benefit (i.e., before deducting any 
tax withholdings as described in para-
graph (a)(6)(iii) of this section). 

(d) Employee responsibility. Loan pay-
ments made by an agency under this 
part do not exempt an employee from 
his or her responsibility and/or liabil-
ity for any loan(s) the individual has 
taken out. The employee also is re-
sponsible for any income tax obliga-
tions resulting from the student loan 
repayment benefit. 

§ 537.107 Service agreements. 
(a) Before an employing agency 

makes any loan payments for an em-
ployee, the employee (or job candidate) 
must sign a written service agreement 
to complete a specified period of serv-
ice with the agency and to reimburse 
the agency for the student loan repay-
ment benefit when required by § 537.109. 
The service agreement also may speci-
fy any other employment conditions 
the agency considers to be appropriate, 
including the employee’s (or job can-
didate’s) position and the duties he or 
she is expected to perform, his or her 
work schedule, his or her level of per-
formance, and the geographic location 
of his or her position. (See §§ 537.108 and 
537.109.) The service agreement may ad-
dress the possibility that, during the 
period the agreement is in effect, the 
agency may modify the agreement to 
provide student loan repayment bene-
fits in addition to those fixed in the 
agreement based on contingencies or 
conditions specified in the agreement. 

(b) The minimum period of service to 
be established under a service agree-
ment is 3 years, regardless of the 
amount of student loan repayment ben-
efits authorized. The agency and the 
employee may mutually agree to mod-
ify an existing service agreement, sub-
ject to the limitations at § 537.106(c)(2), 
to provide additional student loan re-
payment benefits for additional service 
without the need for an entirely new 
service agreement (which would re-
quire a new 3-year minimum service 
period). Periods of leave without pay, 
or other periods during which the em-
ployee is not in a pay status, do not 
count toward completion of the re-
quired service period. Thus, the service 
completion date must be extended by 
the total amount of time spent in non- 
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