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Summary: This letter restates the applicable requirements of the HEA and regulations

that control whether FFELP loans acquired with funds derived from tax-
exempt financing sources acquire eligibility for special allowance
payments at the 9.5 percent minimum return rate

Dear Colleague:

Recent examination of activities involving tax-exempt financing of Federal Family
Education Loan Program (FFELP) loans indicates that it is appropriate to restate the
requirements of the Higher Education Act of 1965, as amended (HEA) and the
Department’s regulations that control whether FFELP loans made or acquired with funds
derived from tax-exempt financing sources acquired eligibility for SAP at the 9.5 percent
minimum return rate.

The HEA identifies the specific sources of funds derived from a tax-exempt obligation
that can be used to acquire loans that qualify for SAP at the 9.5 percent minimum return
rate. 20 U.S.C. § 1087-1(b)(2)(B)(1)(2006). These sources are: (1) funds obtained from
the issuance of a tax-exempt obligation originally issued prior to October 1, 1993 or from
investment earnings on the proceeds of such an obligation; and (2) funds obtained as
collections on, interest benefits or special allowance payments on, or income on, loans
made or purchased from the proceeds of that tax-exempt obligation. /d. The regulations
describe these sources of funds in precise terms, as follows:

(c)(3)(1) ... the special allowance rate is one-half of the rate calculated
under paragraph (c)(1)(i11)(F) of this section for a loan made or guaranteed
on or after October 1, 1980 that was made or purchased with funds
obtained by the holder from--

(A) The proceeds of tax-exempt obligations originally issued prior to
October 1, 1993;

(B) Collections or payments by a guarantor on a loan . . . purchased
with funds obtained . . . from obligations described in paragraph
(c)(3)(1)(A) of this section;

(C) Interest benefits or special allowance payments on a loan . . .
purchased with funds obtained . . . from obligations described in paragraph
(c)(3)(1)(A) of this section;

(D) The sale of a loan . . . purchased with funds obtained . . . from
obligations described in paragraph (c)(3)(i)(A) of this section;' or

" The term “sale” as used in paragraph (c)(3)(i)(D) includes both a sale to a third party and an intra-
portfolio transfer of loans.
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