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Subject: 
Retention of Records Needed to Establish Eligibility of Loans Pledged to the Conduit Lender 

All Funding Note issuers are required, by the terms of the Funding Note Purchase Agreement (FNPA) between the issuer and the conduit lender, to provide to the Conduit Administrator, the Conduit Manager, and the Department, an Agreed Upon Procedures Letter (AUP) regarding whether loans pledged to the Conduit Lender are Eligible Loans (FNPA, Article V, Appendix D, Section 12(b)).  The AUP must be conducted in accordance with guidelines published periodically by the Department and must be submitted following any calendar quarter in which the issuer pledges loans to the conduit lender.  Those guidelines have not yet been published.  Because the AUP will examine whether loans pledged to the conduit are Eligible Loans under the FNPA, issuers must ensure that the records needed to establish that the loans that were pledged qualify as Eligible Loans.  
The FNPA defines the term “Eligible Loan” as a loan that meets some 16 criteria, including the requirement that the loan was selected for sale and/or pledge in accordance with the Loan Sale Allocation Criteria or Loan Pledge Allocation Criteria, as applicable.  FNPA, Appendix A.  The Criteria require that the loans sold or pledged be selected from all or part of the Relevant Loan Portfolio of the seller or issuer in a manner designed to ensure that the pool of loans sold or pledged (the Pool) is representative of the Relevant Loan Portfolio of the seller or issuer.  To demonstrate that the loans were selected as required by the FNPA, the Pool of loans selected must be compared with the Relevant Loan Portfolio from which it was selected.  That comparison requires the seller or issuer to retain an accurate and complete record of the specific loans that comprised that particular Relevant Loan Portfolio.  If the Pool is one that must be tested for compliance with the four Threshold Tests, the seller or issuer must include in the records sufficient details to show the average principal balance, school type, payment status, and type of each loan comprising both the Pool and the Relevant Loan Portfolio.  In addition, the records must contain sufficient details to show that the Pool has met each Threshold Test.
