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EXECUTIVE OFFICE OF THE PRESIDENT LRM NO: 1312 
OFFICE OF MANAGEMENT ANO BUDGET B wo .<<r 

Washington, D.C. 2 0 S 0 3 ^ ' ' • ^ 1̂ °= 
8/16/95 ^ 

LEGISLATIVE REFERRAL MEMORANDUM Tottl PageCs): 

TO: Legislative Liaison Officer - See OlstnbutioB below: J " T ^ ^ ^ 
FROM: Janet FORSGREN ( f o r ) ^ 4 > > ^ ^ "^^^W^niU^ 

Assistant Director for Legislative Reference 
OMB CONTACT: Connie BOWERS 395-3803 

Legislative Assistant's line (for simple responses): 395-7362 

SUBJECT- "REVISED- EDUCATION.TREASURY Proposed Draft Bill: Accelerated Direct Loan Program 
Implementation and Student Loan Martietlng Association (Sallie Mae) Reorganization Act of 
1995 

DEADLINE: 6:00 p.m.. today Monday, May 15.1995 
In accorrJance with OMB Circular A-19, OMB requests the views of your agency on the above subject before 
advising on Its relationship to the program ofthe President. 

Please advise us if this Kem will affect direct spending er receipts for purposes ofthe 
"Pay-As-You-Go- provisions of Title XIII ofthe Omnibus Budget Reconciliation Act of 1990. 

COMMENTS: Attached is the proposed Congressional transmittal letter to accompany the draft bill that you 
are reviewing. The letter was drafted by EO for Joint transmittal by EO and Treasury. 

AGENCIES: ggpi 
228.TREASURY - Richard S. Cam) - (202) 622-1146 Ellen Seidman 

Bill Galston 
Paul DImond 

' Ken Apfel 
- Bany White 

Lisa Falrtiall 
Pat Smith 
Doug Steiger 
Clarissa Cerda 
David Levlne 
Dan Chenok 
Alan Rhinesmlth 
Juiie Sonler 
Harry Meyere 
Marcia Occomy 
Bob Damus 
Alt Stiglle 
Lydia Muniz 
Chris Lewis 
Josle Dade 
Janet Porsgren 
Jim Murr 
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RESPONSE TO LRMNO:1312 
LEGISLATIVE REFERRAL MEMORANDUM FILE NO: 817 

If your response to this request for views is simple (e.g.. concur/no comment), we prefer that you respond by e-mail or 
by faxing us this response sheet. 

If the response is simple and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line) 
to leave a message with a legislative assistant. 

You may also respond by: 

(1) calling the analyst/attorney's direct line (you will be connected to voice mail if the analyst does not answer); or 
(2) sending us a memo or letter. 

Please include the LRM number shown above, and the subject shown below. 

TO: Connie BOWERS 395-3803 
Office of Management and Budget 
Fax Number: 395-6148 
Branch-Wide Line (to reach legislative assistant): 395-7362 

FROM: . — (Date) 

(Name) 

' (Agency) 

(Telephone) 

SUBJECT- -REVISED" EDUCATION.TREASURY Proposed Draft Bill: Accelerated Direct Loan ProflraiJ 
implementation and Student Loan Marl̂ etlng Association (Sallie Mae) Reorganization Act of 1995 

The following is the response of our agency to your request for views on the above-captloned subject: 

. Concur 

No Objection 

No Comment 

See proposed edits on pages . 

Other: 

FAX RETURN of pages, attached to this response sheet 
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HonorabI« Kevt Gin9rlah 
Speaker Of the House of Representatives 
Washington, DC aosiB 

Dear K r . SpeakAn 

SnclosMi for thm oon3ide1.-ati.on or zhe Con<Tr««« l« • imrri^t^*.-

voi i iM. Th«n, one. f u l l impl«»«ntatioi> of tha Direct Loan 

?^«r;Ho\^r^™^y ^^•"^ operations du?ing the 

lLnnfZt^i.,^^'^^t f^oP^^^i* would continue the much-needed 
transfonnatior of the way the Federal Governinant does biminess In 
tho area of student financial assistance, as begun bv th^ 
enactment of the student Loan Refona Act o? iSSn^.L^oa-os) 
which authoriie«d the current phase-in of the Direct i^an i-Ĵ la™ 

^^^^ Phase-m woSld enSle sS;«SJrn 
i ? ; f i ? ; i benefits of direct lending--5ith its 

oofflp«titiv«ly bid servicing contracts—acre guicklv The 

transition to flirsct lending, as are the provisions in 
proposal conceming the recall of PFEL ^ s l S I i fSSL iJa.ures 
t r a S S i S n f • availability of loan capital during that 

Additionally, the privatization of S a l l i . Mae io on important 
Btep for the Goveniittent—which would be, for the first t i a . 
removing its ties to a major financial css. Wc Qre"omSi??4d to 
•nburing that the privatization of Sallie Mae is achieved in an 
orderly fashion that protects acceft« to .tudont l o ^ i j^rin? S e 

20'd 200'ON ll-.Z S6.ST AbW 81719-562-203:01 
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eoSTnSi^^^rf™ to direct lending, and ensures the 
•"'•^y •oundness of th« GSE as i t wi'da 

down I t s opufotions. 
ftQgi?lerfltina the t?hase-ln of ptrect Loi^nt 

l ^ t V ^ J i " Pf?P®««i' Direct Loans would account for 80 percent, 
rather than 50 percent, of new student loan voluae for icodemic 
TSS? JnS'i^!!'' i?° P«^o«nt of new volume for academic year 
i?? : JiS.*2f Bucoeeding academic years, rather than so p«rJent 
d i ; i i J ^ ? T " * ^ ^S' f'^d*"^*^ 1997-1998 and 60 percent (plus 
demand) for academic year 1998-1999. Thi« acceleration, iS 
cumbj-narion with the recovery of Federal advance funds held by 
guaranty agencies, would save an additional ss.a billion in 
outlays tnrough fi s c a l year aooo, as compared to savings 
resulting from the current phase-in schedule. 

One of the reasons for these savings ia that the Direct Loan 
r^'SSL!;!!? competitively bid servicing contracts, which promote 
a partnership with the private sector that puts foreaost t L 

^«"fwers and schools rather than the financial 
tmJ!^ ; j fUbsidy-reoeivina lend«rs and guaranty agenci.s. 
under cne PPBL Program, lenders and guaranty agencies receive 
statutorily-mandated payments to perfor» (oi olntraot outrioan 
services. These payments are not related to their actual costs 
of performing these services. In fiscal year 1395 alone, for 
example, the Department of Education estimates that i t w i l l pay 
laanxs more than S600 million in «peolal allowance payments that 
ensure that bante receive a guaranteed rata of return. This 
subsidy i s not necessary under the Direct Loan Progr«nB. 

Apart from the cost savings, however, there are substantial 
S ^ f ^ T J i i ? benefits that would be available to more students, 
their parents, and partie<p«tlng institutions more quicxiy 
through accelerating the phase-in of direct lending. These 
benefits include a simpJftr and speedier preceee for obtaining 

single holder of the loan throughout i t s l i f e , and 
flexible repayment options, inoluding income contingent 
repayment. The structure of the Direct Loan Program does not 
suffer from the many delays, inofficiencies, and Contusion 
Inherent in the complicated interrelationships among the many 
lenders, guaranty agenciee, Dooendary marKots, and loan servicers 
J L ^ ^ ^ . ^ K J : .J'a* participating institutions can 
improve the level of their oorvice to utudenre, and borrowers 
have a lower risk for errors and inadvertent defaults, as well as 
increased debt management options, whiuh encourage Americans to 
pursue postsecondary education and the careers of their Choice, 
including lover-paying oaroora such as public service. 

Accelerating the phase-in of direct lending would also build upon 
the successes enjoyed by the Department of Education in managing 
this program, and allow the Department to Shift i t s 

t70'd £00"ON S\-Z S6.ST AbW 8t7T9-S6£-30S: QI 



05/15/95 12:49 0202 401 5391 DEPT. EO OGC gl004 006 

Page 3 

TS;i?ir''*J^''*w^"*'*''lf^''?" ^«««» on direct 
t ! fi2?:^*^!?*^3f reducing the need for costly duplicative systems 
51,! programs simultaneously. The Department of 
Education places a high priority on managing the Direct T^an 
Fregram efficiently, and we are pleased to report that i t s 
performance i s viewed very favorably by Direct Loan borrowers and 
participating institutions alike. 

£riYatizina Sallie y^^f^ 

The proposal would authorite Sallie Mae. with stockholder 
approval, to change i t s status from a GSE to an ordinary business 
corporation pursuant to a reorganisation plan that would be 
reviewed by the Secretaries of the Treasury and Education. Under 
this reorganization, which must occur within 18 Tnf»nth« of the 
date or enactment Of the b i l l , Sallie Kae, the GSE, would become 

î̂ r̂®̂ *̂'̂  subsidiary of the ordinary business corporation 
^5* "Holding company") during a transition period, which would 

5*** dissolution of s a l l i e Xae no later than December 3i, 
2004. Under this proposal, Sallie Mae would be dissolved as of 
that date even i f the stocJOiolders did not approve ite 
reorganization as an ordinary business corporation. As of the 
dissolution date, any outstanding Sallie Mae d«bt would bo 
*w??"^ff^*"* 5® * trust, together with enough United States-backed 
obligations held by Sallie Kae to pay a l l principal and interest 
on the debt, With the Holding Company responsible for making UD 
any shortfall of obligations transferred. ^ 

During the transition period, Sallie Ka« could issuo new debt 
obligations, provided that these obligations mature no later than 
the dissolution date, but i t s businesf! activities would be 
restricted to existing contractual commitments, to serving as a 
lender-of-last-resort (LIR) in the FFEL program, under a proposed 
expansion of i t s current LLR authority, and to purchasing FFEL 
loans under new authority proposed by thie b i l l . The b i l l would 
authorize the Secretary of Education to advance funds to Sallie 
Mae for these new LLR and loan purchaving activities. Other 
•iigible secondary markets would also be authoriied to make LLR 
loans and to purchase loans. These proviolens are designed to 
ensure continued student loan access during the privatization 
process. 

The b i l l would ensure that Saiiie Mao's separate corporate 
Identity i s preserved during the transition period, and would 
insulate i t from any financial risk that the Holding company may 
experience during that time. Sallie Mae would be permitted to 
transfer excess capital to the Holding Company, Hubject to 
certain restrictions. Those restrictions include limitations, 
that are tied to the phase-in of diroot lending, on the total 
amount of the excess capital that Sallie Mae has amassed before 
the reorganisation that i t may distribute. 

SO'd £00*ON 81:2 S6.ST AbN 8t7T9-S6£-202: QI 
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Other measures in this proposal that are intended to ensure the 
financial safety and soundness of Sallie Mae during the 
transition period include provisions tbat would amend the 
Secretary of the Treasury's oversight authority, add additional 
reporting reguiremento, and inorease the CrSE's minioUB capital 
ratio (along a requirement that the Holding company contribute 
capital i f Sallie Mao fells below that ainlnum). 

Additional conoemo addressed in the proposed privatization are 
the need to ensure its budget neutrality, as well as provide 
enmpensetien that reflects the significant benefits the Federal 
Government has provided to Sallie Mae and its stockholders 
through G8X otatus for more than two decades. Therefore, as a 
condition of being allowed to reorganise as a private business 
corporation, Sallie Mae wuuld be required to compensate the 
Federal Government for the loss of revenues that i t would have 
paid to tho Federal Govet'iuDent under current law, i f i t had 
continued its GSE status- Additionally, the proposal would 
authoriao the issuance of stock purchase warrants, or other 
instruments, to the United states, so that i t may participate in 
the gaino of the Holding Company. 

Recall of advancaa 

Ac port of the overall plan to wind down guaranty agency 
operations during tJie ongoing transition from the FFEL Program to 
tho Direct Loan Program, this legislative proposal would require 
the Secretary to recover from the reserve funds held by guaranty 
agonoies at least $1.1 billion by fiscal year 2000. In addition 
to furthering this transition, recovering reserve funds is fully 
consistent with the current role of the guaranty agency in the 
PPEL Program—because the Secretary of Education is the ultimate 
insurer or a l l FTZL guarantees, a guaranty agency functions more 
like a loan servicer than a guarantor. As a result, giiaranty 
agencies' need Cor reserve funds to protect against losses i s 
diminished. 

The proposal would authorize the Secretary cf Education to 
ostablleh a required level of reserve funds for each guaranty 
agency. These reserve amounts would be set at levels designed to 
meet the needs ot the FFEL Program, assist in the transition to 
Direct Loans, and protect the Federal fiscal interest. Zn 
addition, the secretary would be authorized to esteJblish an 
altemative to reserves as a means of providing finanolai support 
to guaranty agencies; one such altemative could be a system 
providing working capital to guaranty agAncias on a oaeo-by-case 
basis. This authority would give the Secretary of Education the 
flexibility to address the changing needs of the guaranty 
agencies and the FFEL and Direct Loan systems during the 
transition. 
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bill 

(S 
Slid 

itSiiJojy^^*^*^ the proposed recovery of reserve funds, this 
ioSS «if;î ''''PŜ *̂  contains a conforming amendmint that 
?! ^* «̂ <̂ «nt of funds guaranty agencies need " 
JSlS iSenLS*?** *° discharge their insurance obliga?iSSi! SnSSr 
i t - ? ?»*™ty agency would have the Sption of filing 

5°"̂  re^ursement with the Secretary of Sduoatlon ^ 
oiJ?«tt«n guaranty agency discharges its insurance 

S" "̂̂ t̂ * provided that tbe guaranty agency h a " 
« SiSi 2^^^r discharge such obligatloS, or within 
i ^ A i ^ guaranty agency approves a claim thit would 
oi;Sn^;>,i^* insurance obligation on the loan. Under the second 
?? ! J ^ ^ f -^*""Ty ^ ^ ^ l ' * »>• prohibited from discharging / U.Ô  
ito obllgatxon until the guaranty agency has received J J 
reimbursement from the Secretary. rmufJi^ 

S&n^H PrOYiflonS t o ensure aypa^... t o r - ' . ^ j^^- j ^ ^ ' V 

As we have noted previously, a central consideration for both the 
accelerated phase-xn schedule for direct lending and the 
privatization of Sallie Mae is contlnu«d accsBs to etudent loans 
during both Of these important transitions. In addition to ?S2 
other loan access safeguards, discussed above in the cotitaxt of 
tSe ISe«?a^%5''il^^^I?*'^°?' ^̂ "̂̂  P^PO"! would also authorize the Secretary of Education to resume providing Federal loan 

f^^^^**? «f "'eJf̂ ly reinsuring loans that have been 
insured by guaranty agencies) as neces.ary to ensure »budents 
continued access to loan capital. These provisions would ensure 
that the secretary of Education has the flexibility needed ?S 

the transition from guaranteed to direct lending. 

gaV-AS-YoU Go H^miiji^m^rM'^ 

The Omnibus Budget Reconciliation Act of 1990 reguires that a l l 
revenue and direct spending legislation meet a piy-as-you^go 

i S t ^ S l ? ; ;?Js4t! " "̂ ^̂ ''̂ ^ • sequester i f 

biiiilS}'^^ PAYSO aatBrlala to b» ^̂ "̂̂ ^ KB; e^vigg, gg gff,^ 
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URGENT 
EXECUTiVE OFFiCE OF THE PRESiDENT 
OFFICE OF MANAGEIVIENT AND BUDGET 

Washington. D.C. 20503-0001 

6/11/95 
LEGISLATIVE REFERRAL MEMORANDUM 

LRM NO: 1291 

FILE NO: 817 

Total Page(s):. 

TO: 
FROM: 

OMB CONTACT: 

SUBJECT: 

Legislative Uaison Officer - See Distribution l)eiow; 
Janet FORSGREN ' (for) 
Assistant Director for Legislative Reference 
Connie BOWERS 395-3803 
Legislative Assistant's line (for simple responses): 395-7362 

EDUCATION.TREASURY Proposed Draft Bill: Accelerated Direct Loan Program 
Implementation and Student Loan Martieting Association (Saiiie Mae) Reorganization Act of 
1995 

DEADLINE: ^ IjOO p.m. Monday, May 15,1995 
In accordance with OMB Circular A-19, OMB requests the views of your agency on the above subject before 
advising on its relationship to the program of the President. 

Please advise us If this Item will affect direct spending or receipts for purposes of the 
"Pay-As-You-Go" provisions of Title XIII ofthe Omnibus Budget Reconciliation Act of 1990. 

COMMENTS: The transmittal letter will be circulated separately. 

AGENCIES: 
-Executive Office of the President - EOP Review Only, See Distribution -

EOP: 
Ellen Seidman 
Biii Galston ~̂  
Paul Dimond 
Ken Apfel 
Barry White 
Lisa Fairhall 
Pat Smith 
Doug Steiger 
Clarissa Cerda 
David Levine 
Dan Chenok 
Alan Rhinesmith 
Harry Meyers 
Marcia Occomy 
Bob Damus 
Dick Emery 
Sue Und 
Art Stigile 
Chuck Konigsberg 
Lydia Muniz 
Chris Lewis 
Josle Dade 
Janet Forsgren 
Jim Murr 



RESPONSE TO LRM NO: 1291 
LEGISLATIVE REFERRAL MEMORANDUM FILE NO: 817 

If your response to this request for views is simple (e.g., concur/no comment), we prefer that you respond by e-mail or 
by faxing us this response sheet. 

if the response is simple and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line) 
to leave a message with a legislative assistant. 

You may also respond by: 

(1) calling the analyst/attomey's direct line (you will be connected to voice mail ifthe analyst does not answer); or 
(2) sending us a memo or letter. 

Please include the LRM number shown above, and the subject shown below. 

TO: Connie BOWERS 395-3803 
Office of Management and Budget 
Fax Number 395-6148 
Branch-Wide Line (to reach legislative assistant): 395-7362 

FROM: U^c^ ['h ^ (7f (Date) 

(Name) 

« ^ I (Agency) 

C - ^ f ^ (Telephone) 

SUBJECT: EDUCATION,TREASURY Proposed Draft Bill: Accelerated Direct Loan Program Implementation and 
Student Loan Mariceting Association (Sallie Mae) Reorganization Act of 1995 

The following is the response of our agency to your request for views on the above-captioned subject: 

y concur - ^f^U^ oUaJ^ \ 

No Objection 

No Comment 

See proposed edits on pages 

Other 

FAX RETURN of pages, attached to this response sheet 
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DISCUSSION DRAFT 

A BILL 

2 

3 TO amend the Higher Education Act of 1965 t o provide f o r the f u l l 

4 implementation of the Wi l l i a m D. Ford Federal D i r e c t Loan Program 

5 by F i s c a l Year 1997, t o provide f o r o r d e r l y t e r m i n a t i o n of the 

6 s t a t u s of the Student Loan Marketing Association as a government-

7 sponsored e n t e r p r i s e and i t s r e o r g a n i z a t i o n as a nonfe d e r a l l y -

8 chartered business c o r p o r a t i o n , t o re q u i r e the r e t u r n of c e r t a i n 

9 Federal funds held i n reserve by guaranty agencies under the 

10 Federal Family Education Loan Program, and f o r other purposes. 

11 
12 Re i t enacted bv the Senate and House of 

13 Representat.ives of the United States of America i n Congress 

14 assembled, 

15 

16 SEC. 1. SHORT TITLE. 

17 This Act may be c i t e d as "The Accelerated D i r e c t Loan 

18 Program Implementation and Student Loan Marketing Association 

19 Reorganization Act of 1995." 

2 0 SEC. 2. FINDINGS AND PURPOSE. 

21 (a) Findings.—The Congress hereby f i n d s t h a t — 

22 (1) the W i l l i a m D. Ford Federal D i r e c t Loan Program 

2 3 provides s u b s t a n t i a l l y greater b e n e f i t s t o borrowers, 

24 p a r t i c i p a t i n g i n s t i t u t i o n s of higher education, and 

DRAFT May 10, 1995, 4:28pm 



2 

1 t a x p a y e r s t h a n t h e Federal Family Education Loan Program, 

2 i n c l u d i n g — 

(A) a s i m p l e r and sp e e d i e r process t h r o u g h which 

t o o b t a i n l o a n s , which, by r e d u c i n g p r o c e s s i n g t i m e and 

u s i n g e l e c t r o n i c d ata and funds t r a n s f e r s , improves t h e 

l e v e l o f s e r v i c e t o s t u d e n t s , and f r e e s i n s t i t u t i o n a l 

a d m i n i s t r a t i v e p e r s o n n e l f o r more i m p o r t a n t d u t i e s , 

such as c o u n s e l i n g s t u d e n t s r e g a r d i n g f i n a n c i a l a i d ; 

(B) f l e x i b l e repayment o p t i o n s , i n c l u d i n g income 

c o n t i n g e n t repayment, which, by v a r y i n g loan repayments 

i n r e l a t i o n t o income encourages Americans t o pursue 

post-secondary e d u c a t i o n and m i t i g a t e s t h e impact of 

s t u d e n t l o a n repayments on s t u d e n t s ' d e c i s i o n s about 

whether t o pursue l o w e r - p a y i n g c a r e e r s , such as p u b l i c 

15 s e r v i c e ; 

(C) a s i n g l e h o l d e r t h r o u g h o u t t h e l i f e of t h e 

l o a n , which enables t h e borrower t o send one payment, 

or a s i n g l e r e q u e s t deferment or f o r b e a r a n c e , f o r a l l 

D i r e c t Loans t o one p l a c e , r e g a r d l e s s o f t h e number of 

loa n s o r where t h e y were o r i g i n a t e d ; and 

(D) t h e e l i m i n a t i o n of t h e d e l a y s , 

i n e f f i c i e n c i e s , and c o n f u s i o n i n h e r e n t i n t h e 

c o m p l i c a t e d i n t e r r e l a t i o n s h i p s o f t h e many l e n d e r s , 

g u a r a n t y agencies, secondary markets, and l o a n s e r v i c e s 

t h e F e d e r a l Family Education Loan Program; 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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3 

1 (2) the Department of Education's performance i n 

2 managing the D i r e c t Loan phase-in i s viewed very favorably 

3 by borrowers and p a r t i c i p a t i n g i n s t i t u t i o n s a l i k e , and the 

4 Department has demonstrated i t s commitment t o the Direct 

5 Loan program and devoted the necessary resources—through 

6 h i r i n g or reassigning personnel, increased t r a i n i n g and 

7 t e c h n i c a l assistance, and upgraded t e c h n o l o g y — t o ensure the 

8 program's success and the Department's capacity t o manage a 

9 f u l l - s c a l e student loan program; 

10 (3) a c c e l e r a t i n g the phase-in of the D i r e c t Loan 

11 Program would achieve s i g n i f i c a n t a d d i t i o n a l savings 

12 compared t o the phase-in schedule i n curr e n t law; would make 

13 the b e n e f i t s of the D i r e c t Loan Program a v a i l a b l e t o large 

14 numbers of students, t h e i r parents, and p a r t i c i p a t i n g 

15 i n s t i t u t i o n s f a r more q u i c k l y than under the current 

16 schedule; and would enable the Department t o focus more 

17 resources on the D i r e c t Loan Program more q u i c k l y , rather 

18 than d i v i d i n g those resources between the d u p l i c a t i v e 

19 systems needed t o oversee two large student loan programs 

20 simultaneously, one guaranteed and one d i r e c t . 

21 (4) f u l l implementation of the D i r e c t Loan Program 

22 creates an environment t h a t no longer w i l l r e q u i r e a 

23 government-sponsored e n t e r p r i s e t o serve as a secondary 

24 market and warehousing f a c i l i t y f o r Federal Family Education 

25 Loans, f o l l o w i n g a t r a n s i t i o n period during which the 
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1 Student Loan Marketing Association w i l l continue t o carry 

2 out i t s s t a t u t o r y r e s p o n s i b i l i t i e s . 

3 (5) a u t h o r i z i n g the Student Loan Marketing Association 

4 ( h e r e i n a f t e r r e f e r r e d t o as the "Association") t o reorganize 

5 as an ordinary business c o r p o r a t i o n , without t i e s t o the 

6 Federal Government, w i l l demonstrate the e f f e c t i v e n e s s of a 

7 p u b l i c - p r i v a t e partnership t o create a v i a b l e public-purpose 

8 secondary market e n t i t y , the Federal support f o r which can 

9 be discontinued, once the secondary market has been 

10 e s t a b l i s h e d ; 

11 (6) t e r m i n a t i o n of the Association as a Government-

12 sponsored e n t e r p r i s e w i l l set a precedent f o r converting 

13 other Government-sponsored en t e r p r i s e s t o completely p r i v a t e 

14 s t a t u s ; 

15 (7) over $1.5 b i l l i o n i n Federal funds are held or 

16 c o n t r o l l e d by guaranty agencies (or t h e i r transferees) as 

17 reserves under the Federal Family Education Loan Program; 

18 (8) reserves under t h a t program were intended t o 

19 a s s i s t i n the establishment of the guaranty agency system, 

20 and t o ensure t h a t the guaranty agencies would be 

21 f i n a n c i a l l y able t o carry out t h e i r r e s p o n s i b i l i t i e s i n 

22 connection w i t h the guarantees issued by such agencies; 

23 (9) s e c t i o n 432(o) of the Higher Education Act of 1965 

24 c l a r i f i e s t h a t the Secretary i s the u l t i m a t e insurer of a l l 

25 guarantees under t h a t program, e l i m i n a t i n g the underlying 
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5 

1 need f o r most reserve funds; and 

2 (10) the o r d e r l y t r a n s i t i o n from the Federal Family 

3 Education Loan Program t o the William D, Ford Federal Direct 

Loan Program would be b e n e f i t t e d by s y s t e m a t i c a l l y phasing 

5 out many guaranty agency operations and the r e c a l l by the 

6 Secretary of Education of most reserve funds i n the manner 

7 t h a t the Secretary determines would best meet the needs of 

8 the Federal Family Education Loan Program, a s s i s t i n the 

9 t r a n s i t i o n t o the William D. Ford Federal D i r e c t Loan 

10 Program, and p r o t e c t the Federal f i s c a l i n t e r e s t . 

11 (t») P u r p o s e s , — I t i s the purpose of t h i s A c t — 

12 (1) t o accelerate the t r a n s i t i o n from the Federal 

13 Family Education Loan Program t o the William D. Ford Federal 

14 D i r e c t Loan Program so t h a t by academic year 1997-1998, 

15 D i r e c t Loans w i l l provide 100 percent of the new student 

1^ loan volume under both programs, and no new loan guarantees 

17 w i l l be made by the Secretary under the Federal Family 

18 Education Loan Program a f t e r June 30, 1997; 

(2) t o r e q u i r e , as p a r t of the systematic phase-out of 

guaranty agency operations during the t r a n s i t i o n from the 

21 Federal Family Education Loan Program t o the Wil l i a m D. Ford 

22 Federal D i r e c t Loan Program, the Secretary of Education t o 

23 r e c a l l a t l e a s t $1.1 b i l l i o n i n reserves held or c o n t r o l l e d 

24 by guaranty agencies (or t h e i r transferees) over the period 

25 f i s c a l years 1996 through 2000; 
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1 (3) t o authorize the Association t o reorganize as an 

2 ordi n a r y business c o r p o r a t i o n , without Government . 

3 sponsorship, a f t e r a t r a n s i t i o n period, during which the 

4 Association's business, operations, and assets would be 

5 t r a n s f e r r e d t o a new State- or D i s t r i c t of Columbia-

6 chartered c o r p o r a t i o n ; and 

7 (4) t o provide f o r o r d e r l y t e r m i n a t i o n of the 

8 Association as a Government-sponsored e n t e r p r i s e on or 

9 before December 31, 2004. 

10 

11 TITLE I—DIRECT LOAN PROGRAM AMENDMENTS 

12 

13 SEC. 101. ACCELERATION OF DIRECT LOAN IMPLEMENTATION SCHEDULE. 

14 Section 453(a) of the Higher Education Act of 1965 (20 

15 U.S.C. 1001 et seg., h e r e i n a f t e r i n t h i s Act r e f e r r e d t o as "the 
16 Act") i s amended— 

17 (a) i n paragraph (2) by amending subparagraphs (C) and (D) 

18 t o read as f o l l o w s : 

19 11(C) f o r academic year 1996-1997, loans made under 

20 t h i s p a r t s h a l l represent 80 percent of the new student loan 

21 volume f o r such year; and 

22 "(D) f o r academic year 1997-1998 and succeeding 

23 academic years, loans made under t h i s p a r t s h a l l represent 

24 100 percent of the new student loan volume f o r such years."; 

2 5 and 
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1 (b) i n paragraph ( 3 ) , by s t r i k i n g out "subparagraphs (C) or 

2 (D)" and i n s e r t i n g i n l i e u thereof "subparagraph (C)". 

3 SEC. 102. TAX TREATMENT OF INCOME CONTINGENT DIRECT LOANS. 

4 (a) Section 455(e)(4) of the Act i s amended— 

5 (1) by i n s e r t i n g immediately f o l l o w i n g the paragraph 

6 heading the subparagraph designation " ( A ) " ; and 

7 (2) by adding at the end thereof the f o l l o w i n g new 

8 subparagraph: 

9 "(B) I f , a f t e r 25 years of repayment, there i s a 

10 balance (which may consist of unpaid p r i n c i p a l , accrued 

11 i n t e r e s t , and any fees, l a t e charges, and c o l l e c t i o n 

12 costs assessed on such loan) remaining on a loan made 

13 under t h i s p a r t t h a t i s being repaid pursuant t o income 

14 contingent repayment, such remaining balance s h a l l be 

15 canceled, and such amount canceled s h a l l not be 

16 considered income f o r purposes of the I n t e r n a l Revenue 

17 Code of 1986." 

18 (b) Section 108(f) of the I n t e r n a l Revenue Code of 1986 i s 

19 amended— 

20 (1) by i n s e r t i n g the subparagraph designation " ( A ) " 

21 immediately a f t e r "pursuant t o " ; 

22 (2) by s t r i k i n g out the period at the end thereof and 

23 i n s e r t i n g i n l i e u thereof a semicolon and "or (B) section 

24 455(e)(4) of the Higher Education Act, under which any 

25 balance remaining a f t e r 25 years of repayment on a loan made 
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1 under p a r t D of t i t l e IV of such Act t h a t i s being repiad 

2 pursuant t o income contingent repayment s h a l l be 

3 cancelled.". 

4 

5 TITLE I I — REORGANIZATION OF 
6 THE STUDENT LOAN MARKETING ASSOCIATION 
7 

8 SEC. 2 01. REORGANIZATION OF THE STUDENT LOAN MARKETING 

9 ASSOCIATION. 

10 Part B of T i t l e IV of the Act i s amended by adding at the 

11 end thereof the f o l l o w i n g new sec t i o n : 

12 "SEC. 440. REORGANIZATION OF THE STUDENT LOAN MARKETING 

13 ASSOCIATION THROUGH FORMATION OF HOLDING 

14 COMPANY. 

15 "(a) Reorganization o f ' t h e A s s o c i a t i o n . — 

16 "(1) A u t h o r i t y t o Reorganize.—The Student Loan 

17 Marketing Association ( h e r e i n a f t e r r e f e r r e d t o as the 

18 'Association') i s authorized t o carry out a 

1^ r e s t r u c t u r i n g of the common stock ownership of the 

20 Association, as set f o r t h i n a plan of reorganization 

21 adopted by the Board of Di r e c t o r s (the 'Plan') (the 

22 terms of which s h a l l be consistent w i t h t h i s section) * 

2 3 so t h a t a l l of the outstanding common shares of the 

24 Association s h a l l be d i r e c t l y owned by an ordinary 

25 business co r p o r a t i o n chartered under the law of any of 

26 the 50 States or the D i s t r i c t of Columbia (the "Holding 
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1 Company"). The re o r g a n i z a t i o n s h a l l occur as of the 

2 e f f e c t i v e time set f o r t h i n the Plan (the " E f f e c t i v e 

3 Time"), which s h a l l be no l a t e r than the date t h a t i s 

4 18 months a f t e r the date of enactment of the 

5 Accelerated D i r e c t Loan Program Implementation and 

6 Student Loan Marketing Association Reorganization Act 

7 of 1995. The Plan may provide f o r a merger of a 

8 wholly-owned subsidiary of the Holding Company w i t h and 

9 i n t o the Association, which would have the e f f e c t 

provided i n the Plan and the law of the j u r i s d i c t i o n i n 

11 which such subsidiary i s incorporated, and the 

12 conversion of the common shares of the Association, at 

13 the E f f e c t i v e Time, t o common shares of the Holding 

14 Company on a one-for-one basis, consistent w i t h 

15 a p p l i c a b l e State or D i s t r i c t of Columbia law. 

16 "(2) Issuance of Warrants t o the United S t a t e s . — 

17 The Association i s authorized t o issue t o the United 

18 States, and the Plan s h a l l provide f o r the issuance of, 

19 stock purchase warrants or other instruments, i n such 

20 amounts and on such terms and conditions as are 

21 acceptable t o the Secretary of the Treasury, under 

22 which the United States may p a r t i c i p a t e i n the gains of 

23 the Holding Company or i t s s e c u r i t y holders. 

24 "(3) Plan Review and Amendment.—Upon adoption of 

25 the Plan by the Board of D i r e c t o r s of the Association, 

DRAFT May 10, 1995, 4:28pm 



1 

2 

3 . 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

10 

"(4) the Plan s h a l l be submitted t o the Secretary 

of the Treasury and the Secretary of Education. The 

Secretary of the Treasury and the Secretary of 

Education, i n t h e i r sole d i s c r e t i o n , may re q u i r e the 

Board t o adopt such amendments as are necessary or 

appropriate t o ensure the continued safety and 

soundness of the Association, consistency w i t h the 

pro v i s i o n s of t h i s s e ction, and the a b i l i t y of the 

Association t o continue t o f u l f i l l the purposes f o r 

which i t was formed u n t i l i t s d i s s o l u t i o n . 

"(5) Stockholder A p p r o v a l , — 

"(A) A f t e r adoption of the Plan by the Board 

of D i r e c t o r s w i t h any amendments required i n 

accordance w i t h paragraph ( 3 ) , the Plan s h a l l be 

submitted t o the common stockholders of the 

Association f o r t h e i r approval. The 

Reorganization s h a l l occur a t the E f f e c t i v e Time, 

provided t h a t the Plan has been approved by the 

a f f i r m a t i v e votes, cast i n person or by proxy, of 

the holders of a m a j o r i t y of the shares of the 

common stock of the Association. 

"(B) Notwithstanding s e c t i o n 439(1), any 

proxy s o l i c i t a t i o n of common stockholders of the 

Association s h a l l be conducted i n accordance w i t h 

section 14 of the S e c u r i t i e s Exchange Act of 1934 
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1 

2 

3 

4 

5 

6 

7 

8 

11 

and r u l e s and r e g u l a t i o n s t h e r e u n d e r , 

" ( 6 ) Board Author i t y . — T h e Board of D i r e c t o r s of 

t h e A s s o c i a t i o n may t a k e or cause t o be t a k e n a l l such 

a c t i o n as i s c o n s i s t e n t w i t h t h i s s e c t i o n and as i t 

deems necessary or a p p r o p r i a t e t o e f f e c t t h e 

R e o r g a n i z a t i o n i n accordance w i t h t h i s s e c t i o n , 

a p p l i c a b l e S t a t e law, and t h e Plan. 

" ( b ) O p e r a t i o n o f A s s o c i a t i o n and H o l d i n g Company 

9 D u r i n g T r a n s i t i o n , — 

" ( 1 ) c o n t i n u a t i o n o f R i g h t s and D u t i e s , — E x c e p t 

as s p e c i f i c a l l y p r o v i d e d i n t h i s s e c t i o n , d u r i n g t h e 

p e r i o d from t h e E f f e c t i v e Time u n t i l t h e D i s s o l u t i o n 

Date ( t h e ' T r a n s i t i o n P e r i o d ' ) , t h e A s s o c i a t i o n s h a l l 

c o n t i n u e t o have t h e r i g h t s , p r i v i l e g e s , d u t i e s and 

o b l i g a t i o n s s e t f o r t h i n , and s h a l l be s u b j e c t t o t h e 

l i m i t a t i o n s and r e s t r i c t i o n s o f , s e c t i o n 439, and t h e 

A s s o c i a t i o n s h a l l c o n t i n u e t o c a r r y o u t t h e purposes 

f o r which i t was formed. 

" ( 2 ) Management and O p e r a t i o n a l S u p p o r t , — T h e 

H o l d i n g company (or i t s s u b s i d i a r i e s o t h e r t h a n t h e 

A s s o c i a t i o n ) s h a l l p r o v i d e a l l necessary and 

a p p r o p r i a t e management and o p e r a t i o n a l ( i n c l u d i n g loan 

s e r v i c i n g ) s u p p o r t t o t h e A s s o c i a t i o n , as request e d by 

t h e A s s o c i a t i o n . The A s s o c i a t i o n may a l s o o b t a i n such 

management and o p e r a t i o n a l s u p p o r t from o t h e r persons 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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1 or e n t i t i e s . Loan s e r v i c i n g agreements between the 

2 Association and the Holding Company or any of i t s 

3 Subsidiaries s h a l l be on terms no less favorable to the 

4 Association than the Association could obtain from an 

5 unrelated t h i r d - p a r t y and s h a l l be subject t o the 

6 approval of the Secretary of the Treasury and the 

7 Secretary of Education. 

8 "(3) Issuance of Obligations by the Association 

9 During the T r a n s i t i o n P e r i o d , — A f t e r the E f f e c t i v e 

10 Time, the Association s h a l l not issue debt o b l i g a t i o n s 

11 which mature l a t e r than December 31, 2004, Nothing i n 

12 t h i s subsection s h a l l modify the a t t r i b u t e s accorded 

13 the debt o b l i g a t i o n s of the Association by section 439, 

14 regardless of whether such debt o b l i g a t i o n s are 

15 i n c u r r e d p r i o r t o , or at any time f o l l o w i n g , the 

16 E f f e c t i v e Time, or are t r a n s f e r r e d t o a t r u s t i n 

17 accordance w i t h subsection ( c ) , 

18 "(4) R e s t r i c t i o n s on New Business A c t i v i t y or 

19 A c q u i s i t i o n of Assets by A s s o c i a t i o n , — A f t e r the 

20 E f f e c t i v e Time, the Association s h a l l not engage i n any 

21 new business a c t i v i t i e s or acquire any new assets other 

22 than i n connection w i t h — 

2 3 "(A) c o n t r a c t u a l commitments f o r f u t u r e 

24 student loan purchases or warehousing advances or 

25 pursuant t o l e t t e r s of c r e d i t or standby bond 
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purchase agreements i n e i t h e r case which are 

o u t s t a n d i n g as of t h e E f f e c t i v e Time; 

"(B) s e r v i n g as a le n d e r o f l a s t r e s o r t 

4 p u r s u a n t t o s u b s e c t i o n 4 3 9 ( q ) ; and 

5 "(C) purchases of loans pursuant t o s e c t i o n 

6 4 3 9 ( r ) . 

" ( 5 ) L i m i t a t i o n on L i q u i d i t y P o r t f o l i o . — T h e 

A s s o c i a t i o n ' s p o r t f o l i o o f l i q u i d a s s e t s and cash 

e q u i v a l e n t s may not exceed f i v e p e r c e n t o f t o t a l 

a s s e t s , except w i t h t h e p r i o r w r i t t e n a p p r o v a l o f t h e 

S e c r e t a r y o f t h e Treasury and t h e S e c r e t a r y o f 

12 E d u c a t i o n . 

^3 M(6) R e s t r i c t i o n s on T r a n s a c t i o n s w i t h 

A f f i l i a t e s , — T h e A s s o c i a t i o n s h a l l n o t extend c r e d i t t o 

t h e H o l d i n g Company or any of i t s a f f i l i a t e s , nor 

guarantee or p r o v i d e any c r e d i t enhancement t o any 

o b l i g a t i o n s o f t h e H o l d i n g Company o r any of i t s 

7 

8 

9 

10 

11 

14 

15 

16 

17 

18 a f f i l i a t e s 

19 

20 

21 

" ( 7 ) D i v i d e n d s , — 

"(A) A f t e r t h e E f f e c t i v e Time, t h e 

A s s o c i a t i o n make cash or non-cash d i s t r i b u t i o n s 

2 2 p r o v i d e d t h a t — 

" ( i ) amounts r e q u i r e d t o be p a i d under 

s u b s e c t i o n (d) have been p a i d ; 

" ( i i ) i m mediately a f t e r payment of such 

23 

24 

25 
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1 d i s t r i b u t i o n s , the Association's c a p i t a l i s 

2 i n compliance w i t h section 4 3 9 ( s ) ( 4 ) ; and 

3 " ( i i i ) the Secretary of Education and 

4 the Secretary of the Treasury have approved 

5 the Association's c e r t i f i c a t i o n under 

6 subparagraph (C) below. 

7 "(B) The aggregate amount of d i s t r i b u t i o n s 

8 from Excess C a p i t a l , as defined below i n 

9 subparagraph (D), may not exceed— 

10 " ( i ) through December 31, 1997, a 

11 percentage of Excess C a p i t a l equal t o the 

12 percentage provided under subsection 

13 453(a)(2)(B) of the Act; 

14 " ( i i ) through December 31, 1998, a 

15 percentage of Excess C a p i t a l equal t o the 

Ig percentage provided under subsection 

17 453(a)(2)(C) of the Act or, i f a p p l i c a b l e , 

18 such higher percentage determined by the 

19 Secretary under subsection 453(a)(3); 

20 " ( i i i ) through December 31, 1999, a 

21 percentage of Excess C a p i t a l equal t o the 

22 percentage provided under subsection 

23 453(a)(2)(D) of the Act or, i f a p p l i c a b l e , 

24 such higher percentage determined by the 

25 Secretary under subsection 453(a)(3); and 
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1 " ( i v ) f o r calendar years 2000 through 

2 2004, t o the extent t h a t any Excess Capital 

3 has not been paid out under the preceding 

4 subparagraphs, such higher percentages of 

5 Excess C a p i t a l as may be approved by the 

6 Secretary of Education and the Secretary of 

7 the Treasury, i n t h e i r d i s c r e t i o n , a f t e r 

8 t a k i n g i n t o account the volume of new student 

9 loans t h a t are being made pursuant t o Part C 

10 of t h i s t i t l e , the f i n a n c i a l c o n d i t i o n of the 

11 Association, and i t s a b i l i t y t o f u l f i l l i t s 

12 o b l i g a i t o n s under t h i s s e c i t o n , 

13 "(C) P r i o r t o any d i s t r i b u t i o n , the 

14 Association s h a l l c e r t i f y t o the Secretary of the 

15 Treasury t h a t the payment of the dividend w i l l be 

16 i n compliance w i t h t h i s paragraph and s h a l l 

17 provide copies of a l l c a l c u l a t i o n s needed t o make 

18 such c e r t i f i c a t i o n . The c a l c u l a t i o n of Excess 

19 C a p i t a l s h a l l be based upon audited f i n a n c i a l 

20 statements of the Association as of the most 

21 recent quarter ending p r i o r t o the E f f e c t i v e Time, 

22 "(D) For purposes of t h i s paragraph, 

23 "Excess C a p i t a l " means stockholders' e q u i t y as of 

24 the day before the E f f e c t i v e Time t h a t i s i n 

25 excess of the amount required t o comply w i t h the 
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1 c a p i t a l r a t i o as defined i n subsection 439(s). 

2 "(E) A f t e r the E f f e c t i v e Time, any 

3 d i s t r i b u t i o n of non-cash assets by the Association 

4 t o the Holding Company s h a l l be valued at book 

5 value on the date the Association's Board of 

6 D i r e c t o r s approved such d i s t r i b u t i o n f o r purposes 

7 of the d i s t r i b u t i o n and f o r c a l c u l a t i n g compliance 

8 w i t h section 4 3 9 ( s j ( 4 ) . 

9 "(8) Holding Company A c t i v i t i e s . — D u r i n g the 

10 T r a n s i t i o n Period, Holding Company a c t i v i t i e s s h a l l be 

11 l i m i t e d t o ownership of the Association and any other 

12 s u b s i d i a r i e s . A l l business a c t i v i t i e s s h a l l be 

13 conducted through such s u b s i d i a r i e s . 

14 "(9) Holding Company Name.—The names of the 

15 Holding Company and any other d i r e c t or i n d i r e c t 

16 subsidiary of the Holding Company other than the 

17 Association may not contain the words "Student Loan 

18 Marketing Association", or " S a l l i e Mae", or any 

19 v a r i a t i o n s thereof. 

20 "(10) R e g i s t r a t i o n Statement,—For the purposes 

21 of determining whether the Holding Company i s a 

22 r e g i s t r a n t e n t i t l e d under 17 C.F,R, § 239,13, or any 

23 successor r e g u l a t i o n , t o use SEC Form S-3, or any 

24 successor form, f o r r e g i s t r a t i o n of i t s s e c u r i t i e s 

25 under the S e c u r i t i e s Act of 1933, as amended, the 

DRAFT May 10, 1995, 4:28pm 



17 

1 H o l d i n g Company s h a l l be deemed t o have met t h e 

2 c o n d i t i o n s s e t f o r t h i n I n s t r u c t i o n 1 ( A ) ( 3 ) of 17 

3 C.F.R. §239,13, 

"(11) Separate O p e r a t i o n o f C o r p o r a t i o n s , 

"(A) The funds and assets o f t h e 

A s s o c i a t i o n s h a l l a t a l l t i m e s be m a i n t a i n e d 

s e p a r a t e l y from t h e funds and assets o f t h e 

H o l d i n g Company or'any o f i t s o t h e r s u b s i d i a r i e s 

and may be used s o l e l y by t h e A s s o c i a t i o n t o c a r r y 

o u t i t s purposes and t o f u l f i l l i t s o b l i g a t i o n s , 

"(B) The A s s o c i a t i o n s h a l l m a i n t a i n books and 

r e c o r d s t h a t c l e a r l y r e f l e c t t h e as s e t s and 

l i a b i l i t i e s o f t h e A s s o c i a t i o n , separate from t h e 

ass e t s and l i a b i l i t i e s o f t h e H o l d i n g Company or 

any o f i t s o t h e r s u b s i d i a r i e s , 

"(C) The A s s o c i a t i o n s h a l l m a i n t a i n a 

c o r p o r a t e o f f i c e t h a t i s p h y s i c a l l y s e p a r a t e from 

any o f f i c e of t h e H o l d i n g Company or any of i t s 

19 s u b s i d i a r i e s , 

2Q "(D) The H o l d i n g Company may n o t t r a n s f e r or 

pledge t h e s t o c k o f t h e A s s o c i a t i o n w i t h o u t t h e 

p r i o r a p p r o v a l o f t h e S e c r e t a r y o f t h e Treasury. 

"(E) The H o l d i n g Company may not cause or 

agree t o t h e l i q u i d a t i o n o f t h e A s s o c i a t i o n nor 

cause t h e A s s o c i a t i o n t o f i l e a p e t i t i o n f o r 
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1 bankruptcy under T i t l e 11 of the United States 

2 Code without the p r i o r approval of the Secretary 

3 of Education and the Secretary of the Treasury, 

4 "(F) No d i r e c t o r of the Association t h a t i s 

5 appointed by the President pursuant t o section 

6 439(c)(1)(A) may serve as a d i r e c t o r of the 

7 Holding Company. 

8 "(G) At l e a s t one executive o f f i c e r of the 

9 Association s h a l l remain an o f f i c e r s o l e l y of the 

10 Association, 

11 "(H) The Secretary of the Treasury may order 

12 the Association or the Holding Company t o take any 

13 a c t i o n the Secretary determines t o be necessary or 

14 appropriate t o preserve the separate corporate 

15 i d e n t i t y of the Association and t o maintain arms 

16 length r e l a t i o n s h i p s between the Association and 

17 the Holding Company, and between the Association 

18 and other s u b i s i d i a r i e s of the Holding Company. 

19 "(12) Tax M a t t e r s . — 

20 "(A) Obligations purchased or acquired 

21 pursuant t o sections 439 (d)(1)(B) and (C) t h a t 

22 a r e — 

23 " ( i ) purchased p r i o r t o the E f f e c t i v e 

24 Time and the income of which i s exempt from 

2 5 t a x a t i o n under the I n t e r n a l Revenue Code of 
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1 1986, or 

2 " ( i i ) acquired a f t e r the E f f e c t i v e Time 

3 i n connection w i t h c o n t r a c t u a l commitments 

4 f o r f u t u r e purchases t h a t are outstanding as 

5 of the E f f e c t i v e Time, 

6 s h a l l not be considered tax exempt o b l i g a t i o n s f o r 

7 purposes of section 265(a)(2) of the I n t e r n a l 

8 Revenue Code of 1986 t o the extent t h a t the 

9 average outstanding amount of such o b l i g a t i o n s i s 

less than or equal t o the average stockholders' 

11 equity of the Association at the E f f e c t i v e Time. 

12 "(B) The assets and indebtedness of the 

13 Association s h a l l not be considered i n any 

14 determination under section 265(a)(2) as t o 

15 whether the Holding Company and i t s s u b s i d i a r i e s 

16 have incurre; • or continued indebtedness t o 

17 purchase or carry tax-exempt o b l i g a t i o n s , 

18 "(c) Termination of Association,—The Association s h a l l 

19 d i s s o l v e , and i t s separate existence s h a l l terminate on 

20 December 31, 2004, a f t e r discharge of a l l outstanding debt 

21 o b l i g a t i o n s and l i q u i d a t i o n pursuant t o t h i s subsection. 

22 The Association may dissolve pursuant t o t h i s subsection 

23 p r i o r t o such date w i t h the approval of the Secretary of 

24 Education and the Secretary of the Treasury, On the 

25 d i s s o l u t i o n date, the Association s h a l l take the f o l l o w i n g 
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1 a c t i o n s : 

10 

2 "(1) The Association s h a l l , under the terms of an 

3 i r r e v o c a b l e t r u s t agreement i n form and substance 

4 s a t i s f a c t o r y t o the Secretary of the Treasury, the 

5 Association and the appointed t r u s t e e , i r r e v o c a b l y 

6 t r a n s f e r a l l outstanding debt o b l i g a t i o n s of the 

7 Association (the 'Transferred Obligations') t o the 

8 t r u s t and i r r e v o c a b l y deposit or cause t o be deposited 

9 i n t o such t r u s t , t o be held as t r u s t funds s o l e l y f o r 

the b e n e f i t of holders of the Transferred Obligations, 

11 money or d i r e c t non-callable o b l i g a t i o n s of the United 

12 States of America or any agency thereof f o r which 

13 payment the f u l l f a i t h and c r e d i t of the United States 

14 i s pledged, maturing as t o p r i n c i p a l and i n t e r e s t i n 

1^ such amounts and at such times as are determined by the 

16 Secretary of the Treasury t o be s u f f i c i e n t , without 

1"̂  c o n s i d e r a t i o n of any s i g n i f i c a n t reinvestment of such 

1^ i n t e r e s t , t o pay the p r i n c i p a l of, and i n t e r e s t on, the 

1^ Transferred Obligations i n accordance w i t h t h e i r terms. 

2 0 To the extent the Association cannot provide money or 

21 q u a l i f y i n g o b l i g a t i o n s i n the amount requi r e d , the 

22 Holding Company s h a l l be required t o t r a n s f e r money or 

23 q u a l i f y i n g o b l i g a t i o n s t o the t r u s t i n the amount 

24 necessary t o prevent any d e f i c i e n c y . 

2^ "(2) A l l money, o b l i g a t i o n s or f i n a n c i a l assets 
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d e p o s i t e d i n t o t h e t r u s t p u r s uant t o t h i s s u b s e c t i o n 

s h a l l be a p p l i e d by t h e t r u s t e e to. t h e payment of t h e 

T r a n s f e r r e d O b l i g a t i o n s assumed by t h e t r u s t . Upon t h e 

f u l f i l l m e n t o f t h e t r u s t e e ' s d u t i e s under t h e t r u s t , 

any r e m a i n i n g a s s e t s o f t h e t r u s t s h a l l be t r a n s f e r r e d 

t o t h e H o l d i n g Company or i t s s u b s i d i a r i e s , or bo t h , as 

7 d i r e c t e d by t h e H o l d i n g Company. 

8 " ( 3 ) The A s s o c i a t i o n s h a l l make pro p e r p r o v i s i o n 

f o r a l l o t h e r o b l i g a t i o n s o f t h e A s s o c i a t i o n , i n c l u d i n g 

t h e repurchase or redemption, or t h e making of proper 

p r o v i s i o n f o r t h e repurchase or redemption, of any 

p r e f e r r e d s t o c k o f t h e A s s o c i a t i o n t h e n o u t s t a n d i n g . 

Any o b l i g a t i o n s o f t h e A s s o c i a t i o n which cannot be 

f u l l y s a t i s f i e d s h a l l become l i a b i l i t i e s o f t h e H o l d i n g 

15 Company as of t h e date o f d i s s o l u t i o n , 

i g " ( 4 ) A f t e r compliance w i t h paragraphs ( 1 ) , (2) 

and ( 3 ) , and w i t h a p p r o v a l o f t h e S e c r e t a r y of 

Edu c a t i o n and t h e S e c r e t a r y o f t h e Treasury, t h e 

A s s o c i a t i o n s h a l l t r a n s f e r t o t h e H o l d i n g Company or 

i t s s u b s i d i a r i e s , or b o t h , as d i r e c t e d by t h e H o l d i n g 

Company, any r e m a i n i n g a s s e t s o f t h e A s s o c i a t i o n . 

" ( d ) Compensation f o r L o s t F e d e r a l Revenues.—To o f f s e t 

t h e l o s s o f revenues t h a t would have been p a i d t o t h e 

F e d e r a l Government i f t h e A s s o c i a t i o n r e t a i n e d i t s s t a t u s as 

a government-sponsored e n t e r p r i s e , t h e A s s o c i a t i o n s h a l l , as 
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22 

a c o n d i t i o n of i t s r e o r g a n i z a t i o n as a p r i v a t e business 

c o r p o r a t i o n w i t h o u t a f e d e r a l c h a r t e r , pay t p t h e S e c r e t a r y 

(Who may use such payment f o r any purpose f o r which funds 

under s e c t i o n 458 of t h e Act are a v a i l a b l e ) — 

"(1) $61,000,000 f o r f i s c a l year 1996; 

"(2) $53,000,000 f o r f i s c a l year 1997; 

"(3 ) $48,000,000 f o r f i s c a l year 1998; 

"(4 ) $43,000,000 f o r f i s c a l year 1999; and 

"(5) $46,000,000 f o r f i s c a l year 2000; 

i n u s any amount p a i d by t h e A s s o c i a t i o n p u r s u a n t t o s e c t i o n 

4 3 9 ( h ) ( 7 ) f o r such f i s c a l year, except t h a t i n no case s h a l l 

such s u b t r a c t i o n r e s u l t i n a n e g a t i v e number. 

"( e ) The S e c r e t a r y of Education or t h e S e c r e t a r y of t h e 

Tre a s u r y , as a p p r o p r i a t e , may r e q u e s t t h e A t t o r n e y General 

o f t h e u n i t e d S t a t e s t o b r i n g an a c t i o n i n t h e U n i t e d States 

D i s t r i c t c o u r t f o r t h e D i s t r i c t o f Columbia f o r t h e 

enforcement o f any p r o v i s i o n of t h i s s e c t i o n o r may, under 

t h e d i r e c t i o n and c o n t r o l of t h e A t t o r n e y General, b r i n g 

such an a c t i o n . Such c o u r t s h a l l have j u r i s d i c t i o n and 

power t o o r d e r and r e q u i r e compliance h e r e w i t h . " . 

SEC. 2 02. AMENDMENTS TO SECTION 4 39. 

(a) sec. 439 Of t h e Act of 1965 i s amended— 

(1) by amending s u b s e c t i o n ( c ) ( 1 ) ( A ) t o read as 

11 

12 

13 

14 

15 

16 

17 

18 

19 
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21 

22 

23 

24 f o l l o w s 

25 
" ( c ) Board of D i r e c t o r s . — 
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1 "(1) Composition of Board; Chairman,—(A) The 

2 Association s h a l l have a Board of Di r e c t o r s which 

3 s h a l l c o n s i s t of 11 persons, three of whom s h a l l 

4 be appointed by the President and s h a l l be 

5 rep r e s e n t a t i v e of the general p u b l i c . The 

6 remaining 8 d i r e c t o r s s h a l l be elected by the 

7 common stockholders of the Association e n t i t l e d t o 

8 vote pursuant t o subsection ( f ) of t h i s section. 

Five of the elected d i r e c t o r s s h a l l be a f f i l i a t e d 

w i t h an e l i g i b l e i n s t i t u t i o n ; and four of the 

elected d i r e c t o r s s h a l l be a f f i l i a t e d w i t h an 

12 e l i g i b l e lender,"; 

13 (2) by amending the heading of subsection ( r ) t o read 

14 as f o l l o w s : 

15 " ( r ) SAFETY AND. SOUNDNESS OF ASSOCIATION AND ORDERLY 

Ig TRANSITION PURSUANT TO SECTION 4 4 0.--"; 

17 (3) i n subsection ( r ) — 

18 (A) by amending paragraph (1) t o read as fol l o w s : 

19 "(1) FINANCIAL REPORTING,— 

20 "(A) The Holding Company s h a l l promptly 

21 f u r n i s h t o the Secretary of Education and the 

22 Secretary of the Treasury copies of a l l p e r i o d i c 

23 f i n a n c i a l r e p o r t s p u b l i c l y d i s t r i b u t e d by the 

24 Holding Company. 

25 "(B) Within 45 days of the end of each 
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1 calendar quarter, the Association s h a l l provide to 

2 the Secretary of the Treasury ( i ) f i n a n c i a l 

3 statements of the Association and ( i i ) a report 

4 showing the c a l c u l a t i o n of the c a p i t a l r a t i o i n a 

5 form and containing such infor m a t i o n as i s 

6 approved by the Secretary, 

7 "(C) The Association s h a l l o btain such 

8 in f o r m a t i o n and make and keep such records as the 

9 Secretary of the Treasury may from time t o time 

prescribe concerning the Association's p o l i c i e s , 

11 procedures, or systems f o r monitoring and 

12 c o n t r o l l i n g f i n a n c i a l r i s k t o i t r e s u l t i n g from 

13 the a c t i v i t i e s of any of i t s associated persons, 

14 t o the extent such a c t i v i t i e s are reasonably 

15 l i k e l y t o have a m a t e r i a l impact on the f i n a n c i a l 

16 c o n d i t i o n of the Association, i n c l u d i n g i t s 

17 c a p i t a l r a t i o , i t s l i q u i d i t y , or i t s a b i l i t y t o 

18 conduct and finance i t s operations. The term 

19 "associated person" s h a l l mean any person other 

20 than a n a t u r a l person, d i r e c t l y or i n d i r e c t l y 

21 c o n t r o l l i n g , c o n t r o l l e d by, or under common 

22 c o n t r o l w i t h the Association."; 

23 (B) i n paragraph ( 2 ) — 

24 ( i ) by amending subsection ( A ) ( i ) t o read as 

25 f o l l o w s : 
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" ( i ) appoint a u d i t o r s or examiners t o conduct 

2 audits of the Association from time t o time t o 

3 determine the c o n d i t i o n of the Association f o r the 

purpose of assessing i t s f i n a n c i a l s a fety and 

5 soundness and t o determine whether the 

6 requirements of section 440 are being met."; and 

7 ( i i ) by adding at the end thereof the f o l l o w i n g 

8 new subparagraph: 

"(D) The Secretary may e s t a b l i s h and c o l l e c t 

from the Association an annual assessment i n an 

11 amount s u f f i c i e n t t o provide f o r reasonable costs 

12 and expenses of the Secretary t o carry out the 

3̂ d u t i e s of the Secretary under t h i s subsection and 

14 section 440,"; 

(C) i n paragraph ( 3 ) , i n the second sentence, by 

16 s t r i k i n g out "and i d e n t i f y " and a l l t h a t f o l l o w s 

17 through the end thereof and i n s e r t i n g i n l i e u thereof a 

18 p e r i o d ; 

(D) by amending paragraph (4) t o read as f o l l o w s : 

20 "(4) I f the c a p i t a l r a t i o i s less than 

21 3.0 percent at the end of the Association's 

22 most recent calendar quarter, the Secretary 

of the Treasury may, u n t i l the c a p i t a l r a t i o 

equals or exceeds 3.0 percent, take any one 

25 or more of the f o l l o w i n g actions: 
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1 "(A) L i m i t i n c r e a s e i n 

l i a b i l i t i e s . — L i m i t any i n c r e a s e i n , or 

o r d e r t h e r e d u c t i o n o f , any l i a b i l i t i e s 

of t h e A s s o c i a t i o n , except as necessary 

5 t o fund s t u d e n t l o a n purchases and 

g warehousing advances. 

"(B) R e s t r i c t g r o w t h , — R e s t r i c t or 

e l i m i n a t e growth o f t h e A s s o c i a t i o n ' s 

7 

8 

10 

11 

12 

9 a s s e t s , o t h e r t h a n s t u d e n t loans 

purchases and warehousing advances, 

"(C) R e s t r i c t d i s t r i b u t i o n s , — 

R e s t r i c t t h e A s s o c i a t i o n from making any 

13 c a p i t a l d i s t r i b u t i o n . 

14 "(D) Required issuance of new 

c a p i t a l . — R e q u i r e t h e A s s o c i a t i o n t o 

i s s u e new c a p i t a l i n any form and i n any 

amount s u f f i c i e n t t o r e s t o r e a t l e a s t a 

1.75 p e r c e n t c a p i t a l r a t i o . 

"(E) L i m i t e x e c u t i v e 

c o m p e n s a t i o n . — P r o h i b i t t h e A s s o c i a t i o n 

21 from i n c r e a s i n g f o r any e x e c u t i v e 

22 o f f i c e r any compensation i n c l u d i n g 

2 3 bonuses a t a r a t e exceeding t h a t 

24 o f f i c e r ' s average r a t e of compensation 

d u r i n g t h e p r e v i o u s 12 c a l e n d a r months 

15 

16 

17 

18 

19 

20 

25 
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1 and p r o h i b i t i n g the Board from adopting 

2 any new employment severance contracts. 

3 "(F) Required c o n t r i b u t i o n of new 

4 c a p i t a l . — R e q u i r e the Holding Company t o 

5 c o n t r i b u t e a d d i t i o n a l c a p i t a l t o the 

6 Association."; 

7 (E) by s t r i k i n g out paragraphs (5) through (11); 

8 (F) by redesignating paragraphs (12) and (13) as 

9 paragraphs (5) and (6) r e s p e c t i v e l y . 

10 (G) i n paragraph (6) as redesignated by 

11 subparagraph (F) — 

12 ( i ) by s t r i k i n g out subparagraph (A); and 

13 ( i i ) by redesignating subparagraphs (B) and 

14 (C) as subparagraphs (A) and (B) r e s p e c t i v e l y ; and 

15 (H) by adding at the end the f o l l o w i n g new 

16 paragraph— 

17 "(7) The Secretary of the Treasury may 

18 request the Attorney General of the United States 

19 t o b r i n g an a c t i o n i n the United States D i s t r i c t 

20 Court f o r the D i s t r i c t of Columbia f o r the 

21 enforcement of any p r o v i s i o n of t h i s subsection or 

22 may, under the d i r e c t i o n and c o n t r o l of the 

23 Attorney General, b r i n g such an a c t i o n . Such 

24 court s h a l l have j u r i s d i c t i o n and power t o order 

25 and re q u i r e compliance herewith.". 
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1 (b) Section 439 of the Act i s f u r t h e r amended— 

2 (1) i n subsection (q) — 

3 (A) i n paragraph ( l ) ( B ) , by s t r i k i n g out "to t h i s 

4 subsection" and "paragraph (2)(A) of t h i s subsection" 

5 and i n s e r t i n g i n l i e u thereof "to t h i s paragraph" and 

6 "subparagraph ( B ) ( i ) of t h i s paragraph", r e s p e c t i v e l y ; 

7 (B) by redesignating paragraph ( 1 ) , and 

8 subparagraphs (A) and (B) thereof, as subparagraph (A), 

9 and clauses ( i ) and ( i i ) thereof, r e s p e c t i v e l y ; 

10 (C) by redesignating paragraph ( 2 ) , and 

11 subparagraphs (A) and (B) thereof, as subparagraph (B), 

12 and clauses ( i ) and ( i i ) thereof, r e s p e c t i v e l y ; 

13 (D) by redesignating paragraph (3) as 

14 subparagraph (C); 

15 (E) by i n s e r t i n g immediately a f t e r the subsection 

16 heading the f o l l o w i n g : "(1) LENDER-OF-LAST-RESORT 

17 LOANS MADE BY THE ASSOCIATION FROM ITS OWN FUNDS,--;" 

18 and 

19 (F) by adding at the end thereof the f o l l o w i n g 

20 new paragraph: 

21 "(2) ADVANCES TO THE ASSOCIATION FOR LENDER-

22 OF-LAST-RESORT SERVICES,— 

23 " ( A ) ( i ) I n order t o ensure the 

24 a v a i l a b i l i t y of loan c a p i t a l during the 

25 t r a n s i t i o n from the Federal Family Education 
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1 Loan Program under t h i s p a r t t o the William 

2 D, Ford Federal D i r e c t Loan Program under 

3 p a r t D of t h i s t i t l e , the Secretary i s 

4 authorized t o provide the Association w i t h 

5 advance funds, w i t h such r e s t r i c t i o n s on the 

6 use of such funds ( i n c l u d i n g c o nditions 

7 r e l a t i n g t o the time or times of repayment) 

8 as are determined appropriate by the 

^ Secretary, t o enable the Association t o make 

loans as the l e n d e r - o f - l a s t - r e s o r t whenever 

11 the Secretary determines t h a t e l i g i b l e 

12 borrowers are seeking and are unable t o 

13 obtain loans under t h i s p a r t . 

14 " ( i i ) Notwithstanding any other 

1^ p r o v i s i o n of law, the Secretary may provide 

16 such advances t o the Association without 

17 regard t o the a v a i l a b i l i t y of a lender-of-

1^ l a s t - r e s o r t program of a guaranty agency 

19 operating i n t h a t State. 

20 " ( i i i ) The Association s h a l l make such 

21 loans i n accordance w i t h t h i s subsection and 

22 the requirements of the Secretary. The 

23 Secretary may requ i r e t h a t the Association 

24 make loans t o borrowers w i t h i n a geographic 

2 5 area or f o r the b e n e f i t of students attending 
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1 i n s t i t u t i o n s of higher education t h a t 

2 c e r t i f y , i n accordance w i t h standards 

3 established by the Secretary, t h a t t h e i r 

4 students are seeking and unable t o obtain 

5 loans. 

6 " ( i v ) Notwithstanding any other 

7 p r o v i s i o n i n t h i s p a r t , the Association s h a l l 

8 be required t o pay t o the Secretary, at such 

9 i n t e r v a l s as the Secretary may sp e c i f y , 

10 i n t e r e s t on the funds advanced pursuant t o 

11 t h i s paragraph i n an amount equal t o the 

12 i n t e r e s t paid by the borrowers of loans made 

13 pursuant t o t h i s paragraph. The Secretary 

14 may use such i n t e r e s t paid by the Association 

15 f o r any purpose f o r which funds under section 

16 458 of the Act are a v a i l a b l e , 

17 "(B) Loans made pursuant t o t h i s paragraph 

18 s h a l l be insurable by the Secretary under section 

19 429 w i t h a c e r t i f i c a t e of comprehensive insurance 

20 coverage provided f o r under se c t i o n 429 (b) (1) . 

21 "(C) Notwithstanding any other p r o v i s i o n i n 

22 t h i s p a r t , the Secretary s h a l l pay the Association 

23 a fee, i n an amount established by the Secretary 

24 i n c o n s u l t a t i o n w i t h the Association, f o r making 

25 and s e r v i c i n g such l e n d e r - o f - l a s t - r e s o r t loans i n 
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l i e u o f i n t e r e s t and s p e c i a l allowance s u b s i d i e s , 

and t h e A s s o c i a t i o n s h a l l a s s i g n such loans t o the 

S e c r e t a r y on demand. Upon such assignment, t h e 

p o r t i o n o f t h e advance r e p r e s e n t e d by t h e loans 

assigned s h a l l be c o n s i d e r e d r e p a i d by t h e 

g A s s o c i a t i o n . 

7 "(D) The S e c r e t a r y may make t h e advances and 

8 pay t h e fees d e s c r i b e d i n t h i s paragraph from 

9 funds a v a i l a b l e under t h i s p a r t or under s e c t i o n 

10 4 58 o f t h e A c t . " ; 

11 (2) by r e d e s i g n a t i n g s u b s e c t i o n ( r ) as s u b s e c t i o n ( s ) ; 

12 and 

(3) by i n s e r t i n g i m mediately a f t e r s u b s e c t i o n (q) the 

14 f o l l o w i n g new s u b s e c t i o n : 

" ( r ) ADVANCES TO THE ASSOCIATION FOR LOAN 

PURCHASES. — ( 1 ) Whenever t h e S e c r e t a r y determines t h a t 

i t i s necessary t o t h e s u c c e s s f u l t r a n s i t i o n from t h e 

Fe d e r a l Family Education Loan Program under t h i s p a r t 

t o t h e W i l l i a m D. Ford F e d e r a l D i r e c t Loan Program 

under p a r t D of t h i s t i t l e , t h e S e c r e t a r y i s a u t h o r i z e d 

t o p r o v i d e t h e A s s o c i a t i o n w i t h advance f u n d s , which 

t h e A s s o c i a t i o n s h a l l use t o purchase loans made under 

t h i s p a r t t h a t are i n s u r e d by a gu a r a n t y agency. 

"( 2 ) Loans purchased p u r s u a n t t o t h i s s u b s e c t i o n 

s h a l l be i n s u r a b l e by t h e S e c r e t a r y under s e c t i o n 429, 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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1 w i t h a c e r t i f i c a t e of comprehensive insurance coverage 

2 provided f o r under section 429(b)(1), i n l i e u of the 

3 insurance provided by a guaranty agency p r i o r t o such 

4 purchase. 

5 "(3) Notwithstanding any other p r o v i s i o n i n t h i s 

6 p a r t , the Association s h a l l be required t o pay t o the 

7 Secretary, at such i n t e r v a l s as the Secretary may 

8 s p e c i f y , i n t e r e s t on the funds advanced pursuant t o 

9 t h i s subsection i n an amount equal t o the i n t e r e s t paid 

10 by the borrowers of loans made pursuant t o t h i s 

11 subsection. The Secretary may use such i n t e r e s t paid 

12 by the Association f o r any purpose f o r which funds 

13 under section 458 of the Act are a v a i l a b l e . 

14 "(4) Notwithstanding any other p r o v i s i o n i n t h i s 

15 p a r t , the Secretary s h a l l pay the Association a fee, i n 

16 an amount established by the Secretary, i n c o n s u l t a t i o n 

17 w i t h the Association, i n l i e u of i n t e r e s t and special 

18 allowance subsidies on the loans purchased under t h i s 

19 subsection, and the Association s h a l l assign such loans 

20 t o the Secretary on demand. Upon such assignment, the 

21 p o r t i o n of the advance represented by the loans 

22 assigned s h a l l be considered repaid by the Association. 

23 "(5) The Secretary may make the advances and pay 

24 the fees described i n t h i s subsection from funds 

25 a v a i l a b l e under t h i s p a r t or under section 458 of the 
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1 Act.". 

2 SEC. 2 03. .OTHER SECONDARY MARKETS, 

3 Part B of T i t l e IV of the Act i s f u r t h e r amended by adding 

4 at the end thereof the f o l l o w i n g new sec t i o n : 

5 "SEC . 440A, ADVANCES TO SECONDARY MARKETS. 

6 "(a) ADVANCES AUTHORIZED; PURPOSES,—In order t o 

7 ensure the a v a i l a b i l i t y of loan c a p i t a l during the 

8 t r a n s i t i o n from the Federal Family Education Loan Program 

9 under t h i s p a r t t o the William D. Ford Federal D i r e c t Loan 

10 Program under p a r t D of t h i s t i t l e , and t o ensure the 

11 success of such t r a n s i t i o n , the Secretary i s authorized t o 

12 make advances t o one or more secondary markets described i n 

13 subsection ( b ) , from funds s p e c i f i e d i n subsection ( e ) , t o 

14 enable such secondary market t o — 

15 "(1) make loans as the l e n d e r - o f - l a s t - r e s o r t , on 

16 terms described i n subsection ( c ) , whenever the 

17 Secretary determines t h a t e l i g i b l e borrowers are 

18 seeking and are unable t o obtain loans under t h i s p a r t ; 

19 or 

2 0 "(2) purchase loans made under t h i s p a r t t h a t are 

21 insured by a guaranty agency on terms described i n 

22 subsection ( d ) . 

2 3 "(b) ELIGIBLE SECONDARY MARKET.--In order t o be 

24 e l i g i b l e t o receive advances under t h i s s e c t i o n , a secondary 

25 market must meet the d e f i n i t i o n of an e l i g i b l e lender i n 
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1 s e c t i o n 435(d) and such o t h e r e l i g i b i l i t y c r i t e r i a as t h e 

2 S e c r e t a r y may s p e c i f y , 

" ( c ) REQUIREMENTS FOR LENDER-OF-LAST RESORT LOANS MADE 

4 FROM ADVANCES.— 

5 " ( 1 ) 

g "(A) The S e c r e t a r y may pl a c e such 

r e s t r i c t i o n s on t h e use of advance funds p r o v i d e d 

by t h e S e c r e t a r y under t h i s s e c t i o n t o a secondary 

market ( i n c l u d i n g c o n d i t i o n s r e l a t i n g t o t h e time 

10 or t i m e s o f repayment) as are determined 

11 a p p r o p r i a t e by t h e S e c r e t a r y . 

"(B) N o t w i t h s t a n d i n g any o t h e r p r o v i s i o n o f 

law, t h e S e c r e t a r y may p r o v i d e such advances t o a 

secondary market w i t h o u t r e g a r d t o t h e 

a v a i l a b i l i t y o f a l e n d e r - o f - l a s t - r e s o r t program of 

I g a g u a r a n t y agency o p e r a t i n g i n t h a t S t a t e . 

^7 "(C) A secondary market s h a l l make such loans 

i n accordance w i t h t h i s s u b s e c t i o n and t h e 

re q u i r e m e n t s of t h e S e c r e t a r y , The S e c r e t a r y may 

r e q u i r e t h a t t h e secondary market make loans t o 

borrowers w i t h i n a geographic area, o r f o r t h e 

b e n e f i t o f s t u d e n t s a t t e n d i n g i n s t i t u t i o n s o f 

h i g h e r e d u c a t i o n t h a t c e r t i f y , i n accordance w i t h 

s t a n d a r d s e s t a b l i s h e d by t h e S e c r e t a r y , t h a t t h e i r 

s t u d e n t s a re seeking and unable t o o b t a i n loans. 

12 

13 

14 

15 

18 

19 

20 

21 

22 

23 

24 

25 
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1 "(D) Notwithstanding any other p r o v i s i o n i n 

2 t h i s p a r t , the secondary market s h a l l be required 

3 t o pay t o the Secretary, a t such i n t e r v a l s as the 

4 Secretary may specify, i n t e r e s t on the funds 

5 advances pursuant t o t h i s paragraph i n an amount 

6 equal t o the i n t e r e s t paid by the borrowers of 

7 loans made pursuant t o t h i s paragraph. 

8 "(2) Loans made pursuant t o t h i s paragraph s h a l l 

9 be insurable by the Secretary under section 429 w i t h a 

10 c e r t i f i c a t e of comprehensive insurance coverage 

11 provided f o r under section 429(b)(1). 

12 "(3) Notwithstanding any other p r o v i s i o n i n 

13 t h i s p a r t , the Secretary s h a l l pay a secondary market a 

14 fee, i n an amount established by the Secretary i n 

15 c o n s u l t a t i o n w i t h the secondary market, f o r making and 

16 s e r v i c i n g such l e n d e r - o f - l a s t r e s o r t loans i n l i e u of 

17 i n t e r e s t and sp e c i a l allowance subsidies, and the 

18 secondary market s h a l l assign such loans t o the 

19 Secretary on demand. Upon such assignment, the p o r t i o n 

20 of the advance represented by the loans assigned s h a l l 

21 be considered repaid by the secondary market. 

22 "(d) REQUIREMENTS FOR ADVANCES FOR LOAN 

2 3 PURCHASES.— 

24 "(1) Loans purchased pursuant t o t h i s section 

25 s h a l l be insurable by the Secretary under section 429, 
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1 w i t h a c e r t i f i c a t e of comprehensive insurance coverage 

2 provided f o r under s e c t i o n 429(b)(1), i n l i e u of the 

3 insurance provided by a guaranty agency p r i o r t o such 

4 purchase. 

5 "(2) Notwithstanding any other p r o v i s i o n i n t h i s 

6 p a r t , the secondary market s h a l l be required t o pay t o 

7 the Secretary, at such i n t e r v a l s as the Secretary may 

8 s p e c i f y , i n t e r e s t on the funds advanced pursuant t o 

9 t h i s subsection i n an amount equal t o the i n t e r e s t paid 

10 by the borrowers of loans made pursuant t o t h i s 

11 subsection, 

12 "(3) Notwithstanding any other p r o v i s i o n i n t h i s 

13 p a r t , the Secretary s h a l l pay a secondary market a fee, 

14 i n an amount established by the Secretary i n 

15 c o n s u l t a t i o n w i t h the secondary market, i n l i e u of 

16 i n t e r e s t and s p e c i a l allowance subsidies on the loans 

17 purchased under t h i s subsection, and the secondary 

18 market s h a l l assign such loans t o the Secretary on 

19 demand. Upon such assignment, the p o r t i o n of the 

20 advance represented by the loans assigned s h a l l be 

21 considered repaid by the secondary market. 

22 "(e) SOURCES OF ADVANCE FUNDS.—The Secretary may make 

23 the advances and pay the fees described i n t h i s s e c t i o n from 

24 funds a v a i l a b l e under t h i s p a r t or under section 458 of the 

2 5 Act,". 
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1 

2 SEC. 204. REPEAL OF SECTION 439. 

3 Section 439 of the Act s h a l l be repealed as of the date the 

4 Association i s dissolved pursuant t o section 440(c) of the Act, 

5 as added by se c t i o n 201 of t h i s Act. 

6 

7 TITLE III--FEDERAL FAMILY EDUCATION LOAN 
8 PROGRAM AMENDMENTS 

9 

10 SEC. 301. RECOVERY OF RESERVES. 

11 (a) Section 422 of the Act i s amended— 

12 (1) i n subsection (g)(1) — 

13 (A) i n the second sentence t h e r e i n , by i n s e r t i n g 

14 "except as provided i n subsection ( h ) , " immediately 

15 a f t e r "However,"; 

16 (B) i n the t h i r d sentence t h e r e i n , by s t r i k i n g 

17 out "The reserves" and i n s e r t i n g i n l i e u thereof 

18 "Reserves not recovered pursuant t o subsection ( h ) " ; 

19 (C) by s t r i k i n g out subparagraph (A); 

20 (D) i n subparagraph (D), by s t r i k i n g out 

21 "subparagraph (A) or (B)" and i n s e r t i n g i n l i e u thereof 

22 "subparagraph (A)"; and 

23 (E) by redesignating subparagraphs (B), (C), and 

24 (D) as subparagraphs (A), (B), and (C), r e s p e c t i v e l y ; 

2 5 and 

26 (2) by adding at the end thereof the f o l l o w i n g new 
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1 subsection: 

2 "(h) RECOVERY OF RESERVES IN FISCAL YEARS 1996 

3 THROUGH 2000.—(1) Notwithstanding any other p r o v i s i o n 

4 of law, the Secretary s h a l l recover from the reserve 

5 funds held by guaranty agencies an aggregate amount 

6 t h a t i s not less than $350,000,000 f o r f i s c a l year 

7 1996, $250,000,000 f o r each of f i s c a l years 1997 and 

8 1998, $150,000,OOOfor f i s c a l year 1999, and 

9 $100,000,000 f o r f i s c a l year 2000, except t h a t such 

10 annual minimum recovery amounts s h a l l not apply once 

11 the Secretary has recovered $1.1 b i l l i o n under t h i s 

12 subsection. The Secretary s h a l l e s t a b l i s h c r i t e r i a f o r 

13 s e l e c t i n g the guaranty agencies t h a t s h a l l be required 

14 t o r e t u r n reserve funds, as w e l l as c r i t e r i a f o r 

15 determining the amount of reserve funds (which s h a l l 

16 include the value of any reserve fund assets, and may 

17 include reserve funds or assets held by, or under the 

18 c o n t r o l of, any other e n t i t y ) t h a t each guaranty agency 

19 selected by the Secretary s h a l l be required t o r e t u r n . 

20 Except as provided i n paragraph ( 3 ) , funds returned t o 

21 the Secretary under t h i s subsection s h a l l be deposited 

22 i n the Treasury, 

23 "(2) The c r i t e r i a described i n paragraph (1) 

24 s h a l l be established by the Secretary a f t e r c o n s u l t i n g 

25 w i t h representatives of the higher education community, 
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1 and s h a l l be designed t o meet the needs of the Federal 

2 Family Education Loan Program under t h i s p a r t , a s s i s t 

3 i n the o r d e r l y t r a n s i t i o n from such program t o the 

4 Wi l l i a m D, Ford Federal D i r e c t Loan Program under part 

5 D of t h i s t i t l e , and pr o t e c t the Federal f i s c a l 

6 i n t e r e s t , 

7 "(3) I f funds i n excess of $1,1 b i l l i o n i n the 

8 aggregate are returned under t h i s subsection, such 

9 excess funds s h a l l be a v a i l a b l e t o the Secretary f o r 

use i n the o r d e r l y t r a n s i t i o n from the Federal Family 

11 Education Loan Program under t h i s p art t o the William 

12 D, Ford Federal D i r e c t Loan Program under p a r t D of 

13 t h i s t i t l e . " . 

14 (b) Section 428 of the Act i s amended— 

15 (1) i n subsection ( b ) ( 1 ) ( X ) , by s t r i k i n g out 

16 "maintains reserve funds determined by the Secretary t o be 

17 s u f f i c i e n t i n r e l a t i o n t o such agency's guarantee 

18 o b l i g a t i o n s . " and i n s e r t i n g i n l i e u thereof "maintains a 

19 l e v e l of f i n a n c i a l s t r e n g t h t h a t meets the requirements 

20 established by the Secretary pursuant t o section 

21 4 2 8 ( c ) ( 9 ) ( A ) , " ; and 

22 (2) i n subsection (c)(9) — 

23 (A) by amending the paragraph heading t o read as 

24 f o l l o w s : "FINANCIAL STRENGTH OF GUARANTY AGENCIES; 

2 5 TERMINATION OF GUARANTY AGENCY AGREEMENTS,--"; 
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1 (B) by amending subparagraph (A) t o read as 

2 f o l l o w s : 

3 " ( A ) ( i ) Notwithstanding any other p r o v i s i o n 

4 of law, the Secretary i s authorized t o e s t a b l i s h a 

5 required l e v e l of reserve funds f o r each guaranty 

6 agency t h a t has entered i n t o an agreement w i t h the 

7 Secretary pursuant t o t h i s subsection. Such 

8 reserve requirements s h a l l be designed t o meet the 

9 needs of the Federal Family Education Loan Program 

10 under t h i s p a r t , a s s i s t i n the o r d e r l y t r a n s i t i o n 

11 from such program t o the William D. Ford Federal 

12 D i r e c t Loan Program under p a r t D of t h i s t i t l e , 

13 and p r o t e c t the Federal f i s c a l i n t e r e s t . 

14 " ( i i ) I f / i n c a r r y i n g out section 422(h), 

15 the Secretary determines t h a t the needs of the 

16 Federal Family Education Loan Program under t h i s 

17 p a r t , the o r d e r l y t r a n s i t i o n from such program t o 

18 the W i l l i a m D, Ford Federal D i r e c t Loan Program 

19 under p a r t D of t h i s t i t l e , and the Federal f i s c a l 

2 0 i n t e r e s t would be b e t t e r served by a method of 

21 p r o v i d i n g f i n a n c i a l support f o r guaranty agency 

22 operations other than the use of reserve funds, 

23 then, notwithstanding any other p r o v i s i o n of law, 

24 the Secretary i s authorized, a f t e r c o n s u l t i n g w i t h 

25 representatives of the higher education community 
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1 and informing the Congress, t o e s t a b l i s h such 

2 a l t e r n a t e method i n l i e u of reserves. Such 

3 a l t e r n a t e method may include, but s h a l l not be 

4 l i m i t e d t o , the p r o v i s i o n of working c a p i t a l t o 

5 guaranty agencies on a case-by-case basis,"; and 

6 (C) i n subparagraph ( C ) ( i ) , by s t r i k i n g out 

7 " f a l l s below the required minimum reserve l e v e l " and 

8 i n s e r t i n g i n l i e u thereof " f a i l s t o meet the f i n a n c i a l 

9 s t r e n g t h requirements established by the Secretary 

10 pursuant t o subparagraph (A)", 

11 SEC. 302. FISL AMENDMENTS, 

12 (a) sect i o n 421(a)(1) of the Act i s amended— 

13 (1) i n subparagraph ( a ) , by s t r i k i n g out the comma at 

14 the end thereof and i n s e r t i n g i n l i e u thereof a semicolon; 

15 (2) i n subparagraph ( b ) , by adding at the end thereof 

16 the f o l l o w i n g : "or t o a loan made under p a r t D of t h i s 

17 t i t l e ; " ; and 

18 (3) i n subparagraph (C), by s t r i k i n g out the comma and 

19 i n s e r t i n g i n l i e u thereof a semicolon, 

20 (b) Section 423 of the Act i s amended— 

21 (1) i n subsection ( a ) , by s t r i k i n g out the period at 

22 the end thereof and i n s e r t i n g i n l i e u thereof a comma and 

23 "or t o d i r e c t loans under p a r t D of t h i s t i t l e . " ; and 

24 (2) i n subsection ( b ) — 

25 (A) i n paragraph ( 2 ) , by s t r i k i n g out "or" at the 
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1 end th e r e o f ; 

2 (B) i n paragraph ( 3 ) , by s t r i k i n g out the period 

3 a t the end thereof and i n s e r t i n g i n l i e u thereof a 

4 semicolon and "or"; and 

5 (C) by adding at the end thereof the f o l l o w i n g 

6 new paragraph: 

7 "(4) f o r the insurance of loans made t o 

8 student borrowers (or t o parents, on behalf of 

9 students) i n a State where there i s no State or 

10 p r i v a t e n o n - p r o f i t student loan insurance program 

11 f o r student borrowers i n t h a t State w i t h which the 

12 Secretary has an agreement under section 428(b), 

13 without regard t o whether there i s another State 

14 or p r i v a t e n o n p r o f i t student loan insurance 

15 program w i l l i n g t o operate i n such State.". 

16 (c) Section 424 of the Act i s repealed. 

17 (d) Section 425(b) of the Act i s amended— 

18 (1) by amending the subsection heading t o read as 

19 follows: "DETERMINATION OF INSURANCE OBLIGATIONS OF THE 

2 0 SECRETARY.—"; and 

21 (2) by amending paragraph (1) t o read as f o l l o w s : 

2 2 "(1) LEVEL OF INSURANCE COVERAGE.—The 

23 insurance l i a b i l i t y on any loan insured by the 

24 Secretary under t h i s p a r t s h a l l be 98 percent of 

25 the unpaid p r i n c i p a l and accrued i n t e r e s t on such 
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1 loan," 

2 SEC. 3 03. CONFORMING AMENDMENTS. 

3 (a) Section 421(d) of the Act i s amended by s t r i k i n g out 

4 "issued a f t e r June 30, 1994," and a l l t h a t f o l l o w s through the 

5 end thereof and i n s e r t i n g i n l i e u thereof "issued a f t e r June 30, 

6 1997 on loans insured under a program of a State, or of a 

7 n o n p r o f i t p r i v a t e i n s t i t u t i o n or or g a n i z a t i o n , t h a t meets the 

8 requirements of section 4 2 8 ( a ) ( 1 ) ( B ) . " , 

9 (b) Section 428(c)(1) of the Act i s amended— 

10 (1) i n the f o u r t h sentence t h e r e i n , by i n s e r t i n g " t h a t 

11 w i l l be" immediately preceding "expended by i t " ; and 

12 (2) i n the f i f t h sentence t h e r e i n , by s t r i k i n g out "45 

13 days" and a l l t h a t f o l l o w s through the end thereof and 

14 i n s e r t i n g i n l i e u thereof "45 days a f t e r the guaranty agency 

15 approves a claim t h a t would discharge i t s insurance 

16 o b l i g a t i o n on the loan, and the guaranty agency s h a l l not 

17 discharge such o b l i g a t i o n u n t i l the guaranty agency has 

18 received from the Secretary reimbursement according t o the 

19 p r o v i s i o n s of t h i s subsection.", 

20 

21 TITLE IV—EFFECTIVE DATES 

22 SEC. 401. EFFECTIVE DATES. 

23 The amendments made by t h i s Act s h a l l be e f f e c t i v e upon 

24 enactment, except t h a t — 

25 (1) The amendments made by section 102 s h a l l be e f f e c t i v e 
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1 f o r loans made under p a r t D of the Act on or a f t e r J u l y 1, 1994; 

2 and 

3 (2) The amendments made by sections 202(a) s h a l l be 

e f f e c t i v e as of the E f f e c t i v e Time s p e c i f i e d i n se c t i o n 440(a)(1) 

5 of the Act (as added by section 201 of the Act.) 

6 

4 
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DRAFT OF May 10, 1995 

SECTION-BY-SECTION ANALYSIS 

Section 1, Section 1 provides t h a t t h i s Act may be c i t e d as 
the "Accelerated D i r e c t Loan Program Implementation and Student 
Loan Marketing Association Reorganization Act of 1995", 

Section 2. Section 2 sets f o r t h the f i n d i n g s and purpose of 
t h i s Act. 

TITLE I—DIRECT LOAN PROGRAM AMENDMENTS 

Section 101. Section 101 of the b i l l would amend section 
453(a) of the Higher Education Act of 1965 (20 U,S,C. 1001 et 
seq.; the "Act") t o accelerate the phase-in of the William D. 
Ford Federal D i r e c t Loan Program, Under t h i s proposal, D i r e c t 
Loans would account f o r 80 percent, rather than 50 percent, of 
new student loan volume f o r academic year 1996-1997, and 100 
percent of new volume f o r academic year 1997-1998 and succeeding 
academic years, r a t h e r than 50 percent f o r academic year 1997-
1998 and 60 percent f o r academic year 1998-1999 and succeeding 
academic years. Current law permits the Secretary t o exceed the 
percentages s p e c i f i e d f o r academic year 1996-1997 and beyond i f 
warranted by i n s t i t u t i o n a l demand; the b i l l would e x p l i c i t l y 
r e q u i r e the f a s t e r phase-in of d i r e c t loans. 

A c c e l e r a t i n g the phase-in of the D i r e c t Loan Program, 
together w i t h the r e c a l l of guaranty agency reserves as proposed 
i n s e c t i o n 301 of the b i l l , would save an a d d i t i o n a l $5.2 b i l l i o n 
through f i s c a l year 2000, compared t o the phase-in schedule i n 
cur r e n t law. I n a d d i t i o n t o these savings, under t h i s proposal 
many students, t h e i r parents, and p a r t i c i p a t i n g i n s t i t u t i o n s 
would be able t o enjoy the b e n e f i t s of the D i r e c t Loan Program 
f a r more q u i c k l y than under the current schedule. These be n e f i t s 
are described i n the f i n d i n g s i n section 2 of the b i l l , above. 

Section 102. Section 102 would amend section 455(e)(4) of 
the Act t o specify more c l e a r l y t h a t remaining balances on income 
contingent D i r e c t Loans are cancelled a f t e r 25 years of 
repayment, and t h a t there i s no tax l i a b i l i t y r e s u l t i n g from t h a t 
c a n c e l l a t i o n . C u r r e ntly, the s t a t u t o r y maximum repayment period 
i s 25 years, and there i s an i m p l i c i t forgiveness of amounts not 
repaid w i t h i n t h a t time period. However, without a s t a t u t o r y 
change, the borrower would then become l i a b l e f o r income taxes on 
the amount f o r g i v e n , because i t would be considered income t o the 
borrower a t the time of forgiveness. I t i s i l l o g i c a l and 
in e q u i t a b l e t o impose a p o t e n t i a l l y large tax l i a b i l i t y on 
someone whose income has been i n s u f f i c i e n t t o repay h i s or her 
income contingent D i r e c t Loan i n f u l l over a 25 year period, and 
contra r y t o the i n t e n t underlying income contingent repayment. A 
corresponding amendment i s made t o section 108(f) of the I n t e r n a l 



Revenue Code of 1986, 

TITLE II--REORGANIZATION OF 
THE STUDENT LOAN MARKETING ASSOCIATION 

Section 201. Section 201 would amend the Act t o add a new 
se c t i o n 440 t o provide the Student Loan Marketing Association 
w i t h the a u t h o r i t y t o change i t s s t a t u s , a f t e r a t r a n s i t i o n 
p e r i o d, t o t h a t of an ordinary business corporation without t i e s 
t o the Federal Government. 

Section 440 (a) would permit the r e s t r u c t u r i n g of the common 
stock ownership of the Student Loan Marketing Association (the 
"Association") pursuant t o a plan of r e o r g a n i z a t i o n (the "Plan") 
so t h a t the Association would become a wholly-owned subsidiary of 
an o r d i n a r y business corporation which i s chartered under the 
laws of any one of the 50 States or the D i s t r i c t of Columbia (the 
"Holding Company"). The reo r g a n i z a t i o n must be e f f e c t i v e no 
l a t e r than 18 months a f t e r the date of enactment of the b i l l . 

Section 440(a) provides f o r review of the Plan by the 
Secretary of Education and the Secretary of the Treasury, who may 
re q u i r e amendments t o the Plan t h a t are necessary or appropriate 
t o ensure the continued safety and soundness of the Association, 
consistency w i t h the p r o v i s i o n of section 440, and the a b i l i t y of 
the Association t o continue t o f u l f i l l i t s purposes u n t i l i t s 
d i s s o l u t i o n , which i s required t o occur, as described below, no 
l a t e r than December 31, 2004. 

A f t e r any required amendments t o the Plan are adopted by the 
Board of D i r e c t o r s of the Association (the "Board"), the Plan i s 
t o be submitted t o the common stockholders of the Association f o r 
t h e i r approval. The r e o r g a n i z a t i o n may occur at the time 
s p e c i f i e d i n the Plan (the " E f f e c t i v e Time") provided t h a t the 
Plan i s approved by the holders of a m a j o r i t y of the outstanding 
common stock of the Association. Shares may be voted i n person 
or by proxy. 

Section 440(b) contains the pr o v i s i o n s a p p l i c a b l e t o 
operation of the Holding Company and the Association during the 
period from the E f f e c t i v e Time of the r e o r g a n i z a t i o n u n t i l 
d i s s o l u t i o n of the Association (the " T r a n s i t i o n Period"). 
Generally, the Association w i l l continue t o have the r i g h t s , 
p r i v i l e g e s , d u t i e s and o b l i g a t i o n s set f o r t h i n section 439 of 
the Act and w i l l continue t o be subject t o the l i m i t a t i o n s and 
r e s t r i c t i o n s of se c t i o n 439. The Association i s s p e c i f i c a l l y 
r e q u i r e d t o continue t o carry out the purposes f o r which i t was 
formed. 

Since personnel of the Association may be t r a n s f e r r e d t o the 
Holding Company or other s u b s i d i a r i e s of the Holding Company as 



p a r t of the r e o r g a n i z a t i o n , section 440(b)(2) requires the 
Holding Company t o provide a l l necessary and appropriate 
management and op e r a t i o n a l support t o the Association. Loan 
s e r v i c i n g agreements between the Association and the Holding 
Company or other s u b s i d i a r i e s of the Holding Company are required 
t o be on an arms-length basis and are subject t o the approval of 
the Secretary of the Treasury and the Secretary of Education, 
The Association i s not precluded from o b t a i n i n g management and 
op e r a t i o n a l support from other sources. 

Section 440(b)(3) provides t h a t , a f t e r the E f f e c t i v e Time of 
the r e o r g a n i z a t i o n , although the Association may continue t o 
issue debt o b l i g a t i o n s under section 439, new debt must mature no 
l a t e r than December 31, 2004. Section 440(b)(3) also c l a r i f i e s 
t h a t debt issued by the Association, whether before or a f t e r the 
E f f e c t i v e Time, s h a l l continue t o have the a t t r i b u t e s accorded t o 
debt o b l i g a t i o n s of the Association by section 439. For example, 
such debt o b l i g a t i o n s w i l l continue t o be exempt from the 
s e c u r i t i e s laws and w i l l continue t o have the same tax treatment 
as provided by sec t i o n 439, 

Section 440(b)(4) places r e s t r i c t i o n s on new business 
a c t i v i t y of the Association a f t e r the E f f e c t i v e Time, The 
Association i s precluded from engaging i n any new business 
a c t i v i t y or a c q u i r i n g any new assets other than i n connection 
w i t h (1) c o n t r a c t u a l commitments which are outstanding as of the 
E f f e c t i v e Time; (2) serving as lender of l a s t r e s o r t pursuant t o 
subsection 439(q); and (3) purchases of loans pursuant t o section 
439(r) as added by t h i s b i l l . 

Section 440(b)(5) l i m i t s the Association's l i q u i d i t y 
p o r t f o l i o t o f i v e percent of t o t a l assets, except w i t h the p r i o r 
w r i t t e n approval of the Secretary of the Treasury and the 
Secretary of Education, 

Section 440(b)(6) precludes the Association from extending 
c r e d i t t o , or p r o v i d i n g c r e d i t enhancement f o r , the Holding 
Company or any of i t s other a f f i l i a t e s . This p r o h i b i t i o n , as 
w e l l as other p r o v i s i o n s described below, are intended t o 
i n s u l a t e the Association from any f i n a n c i a l d i s t r e s s or f a i l u r e 
t h a t the Holding Company may experience. 

Section 440(b)(7) permits the Association t o t r a n s f e r excess 
c a p i t a l t o the Holding Company i n the form of d i s t r i b u t i o n s , 
s ubject t o c e r t a i n r e s t r i c t i o n s . D i s t r i b u t i o n s may be paid only 
a f t e r amounts re q u i r e d t o be paid t o compensate the United States 
f o r l o s t revenues, as described below, have been paid. The 
Association must be i n compliance w i t h i t s c a p i t a l standard a f t e r 
payment of the d i s t r i b u t i o n . 

I n a d d i t i o n t o these r e s t r i c t i o n s , s e c t i o n 440(b)(7) 
provides c e r t a i n l i m i t a t i o n s on the aggregate amount of 



d i s t r i b u t i o n s that may be paid from the amount of excess capit a l 
which the Association has as of the day before the Effective Time 
("Excess Capital"). Through December 31, 1997, the aggregate 
amount of d i s t r i b u t i o n s paid from Excess Capital may not exceed a 
percentage of Excess Capital equal to the target for the Direct 
Student Loan Program provided i n section 453(a)(2)(B), 
Similarly, through December 31, 1998, the aggregate amount of 
d i s t r i b u t i o n s paid from Excess Capital is t i e d to the target for 
the Direct Student Loan Program provided i n section 453(a)(2)(C), 
Fi n a l l y , through December 31, 1999, the aggregate amount of 
d i s t r i b u t i o n s paid from Excess Capital is t i e d to the target for 
the Direct Student Loan Program provided i n section 453(a)(2)(D), 
or such higher percentage determined by the Secretary of 
Education under subsection 453(a)(3). To ensure that a l l of 
these r e s t r i c t i o n s are met, the Association i s required to 
c e r t i f y that the payment of any d i s t r i b u t i o n w i l l be i n 
compliance with section 440(b)(7)' and must provide copies of a l l 
relevant calculations. The Secretary of Education and the 
Secretary of the Treasury must approve the c e r t i f i c a t i o n before 
the d i s t r i b u t i o n i s paid. 

To further insulate the Association, section 440(b)(8) 
requires the Holding Company to conduct i t s new business through 
other subsidiaries. 

Section 440(b)(9) precludes the Holding Company and i t s 
subsidiaries from using the names "Student Loan Marketing 
Association", " S a l l i e Mae", or any variations thereof. This is 
necessary to help ensure that persons dealing with the new 
company understand that they are dealing with a completely 
private e n t i t y and not the Association. 

Section 440(b)(11) contains several requirements that are 
intended to insulate the Association from any f i n a n c i a l distress 
or f a i l u r e of the Holding Company or i t s new subsidiaries by 
ensuring that the separate corporate i d e n t i t y of the Association 
is preserved during the Transition Period and that persons 
dealing with the Holding Company or i t s new subsidiaries are 
dealing with completely private e n t i t i e s and not with the 
Association. 

Section 440(b)(12) contains provisions which "grandfather" 
current tax treatment of the Association's p o r t f o l i o for purposes 
of calculating the Association's interest expense deduction under 
section 265 of the Internal Revenue Code. 

Section 440(c) provides for dissolution of the Association 
no l a t e r than December 31, 2004. The dissolution occurs on t h i s 
date regardless of whether that shareholders of the Association 
have elected to reorganize as an ordinary private business 
corporation, as provided above. Any outstanding debt of the 
Association w i l l be transferred to a t r u s t along with f u l l f a i t h 



and c r e d i t o b l i g a t i o n s of the United States i n an amount 
s u f f i c i e n t t o pay a l l p r i n c i p a l and i n t e r e s t on the debt 
o b l i g a t i o n s i n accordance w i t h t h e i r terms. To the extent t h a t 
the Association does not have s u f f i c i e n t o b l i g a t i o n s t o t r a n s f e r 
t o the t r u s t , the Holding Company s h a l l be required t o make up 
any s h o r t f a l l . 

The Association i s also required t o make proper p r o v i s i o n 
f o r a l l other o b l i g a t i o n s of the Association i n c l u d i n g the 
repurchase or redemption of any outstanding p r e f e r r e d stock of 
the Association. Any o b l i g a t i o n s not f u l l y s a t i s f i e d by the 
Association s h a l l become l i a b i l i t i e s of the Holding Company as of 
the date of d i s s o l u t i o n . 

As a c o n d i t i o n of being given the a b i l i t y t o reorganize as a 
p r i v a t e business c o r p o r a t i o n , section 440(d) requires the 
Association t o o f f s e t the loss of revenues t h a t would have been 
paid t o the Federal Government i f the Association r e t a i n e d i t s 
status as a government-sponsored e n t e r p r i s e . The Association i s 
required t o pay s p e c i f i e d amounts f o r f i s c a l years 1996 through 
2000, minus any amount paid by the Association pursuant t o 
section 439(h)(7) f o r such f i s c a l year. The Secretary may use 
such payments f o r any purpose f o r which funds under se c t i o n 458 
of the Act are a v a i l a b l e . 

Section 440(e) provides t h a t the Secretary of Education or 
the Secretary of the Treasury, as appropriate, may seek an 
i n j u n c t i o n t o enforce any p r o v i s i o n of s e c t i o n 440, e i t h e r by 
requesting t h a t the Attorney General b r i n g an a c t i o n i n the 
United States D i s t r i c t Court f o r the D i s t r i c t of Columbia or by 
b r i n g i n g such an a c t i o n under the d i r e c t i o n and c o n t r o l of the 
Attorney General. 

Section 202. Section 202(a) would amend c e r t a i n provisions 
of s e c t i o n 4 39. Under section 401, these amendments would become 
e f f e c t i v e as of the E f f e c t i v e Time of the r e o r g a n i z a t i o n . I f the 
stockholders of the Association do not e l e c t t o reorganize, these 
amendments would have no e f f e c t . 

F i r s t , s e c t i o n 202(a) would reduce the size of the Board of 
D i r e c t o r s of the Association, but would ge n e r a l l y r e t a i n the 
p r o p o r t i o n of elected d i r e c t o r s t o P r e s i d e n t i a l l y - e l e c t e d 
d i r e c t o r s and the r e p r e s e n t a t i o n of e l i g i b l e i n s t i t u t i o n s and 
e l i g i b l e lenders. The size of the Board would be reduced from 21 
t o 11 d i r e c t o r s . The number of P r e s i d e n t i a l appointees would be 
reduced from seven t o three. The remaining 8 d i r e c t o r s would be 
elected by the common stockholders of the Association. Four of 
the elected d i r e c t o r s would be a f f i l i a t e d w i t h an e l i g i b l e 
i n s t i t u t i o n and four would be a f f i l i a t e d w i t h an e l i g i b l e lender. 

Section 202(a) would also amend the oversight a u t h o r i t y of 
the Secretary of the Treasury i n several respects. I n a d d i t i o n 



t o the cu r r e n t requirement t h a t the Association provide the 
Secretary of the Treasury w i t h copies of p u b l i c l y d i s t r i b u t e d 
p e r i o d i c f i n a n c i a l r e p o r t s , the Association would also be 
requ i r e d t o provide the Secretary of the Treasury w i t h q u a r t e r l y 
f i n a n c i a l statements and a q u a r t e r l y r e p o r t showing the 
c a l c u l a t i o n of the c a p i t a l r a t i o set f o r t h i n section 4 3 9 ( r ) . 
This r e p o r t must be i n a form and containing such infor m a t i o n as 
i s approved by the Secretary of the Treasury, The Association 
would also be required t o keep record concerning the 
Association's p o l i c i e s , procedures, or systems f o r monitoring and 
c o n t r o l l i n g f i n a n c i a l r i s k t o i t r e s u l t i n g from the a c t i v i t i e s 
of any associated persons. 

Section 202(a) would also amend section 439(r)(2) t o 
authorize the Secretary of the Treasury t o appoint a u d i t o r s or 
examiners t o conduct audits of the.Association t o determine i t s 
c o n d i t i o n , t o assess i t s f i n a n c i a l safety and soundness, and t o 
determine whether the requirements of section 440, as described 
above, are being met. Section 439(r)(2) i s also amended t o 
re q u i r e the Association t o pay an assessment t o Treasury t o cover 
reasonable costs and expenses t o carry section 439 and section 
440. 

Section 202(a) would also amend section 439(r)(4) t o 
increase the minimum c a p i t a l r a t i o of the Association t o 3,0 
percent and t o add t o the enforcement a u t h o r i t i e s of the 
Secretary of the Treasury the a b i l i t y t o req u i r e a c o n t r i b u t i o n 
of a d d i t i o n a l c a p i t a l by the Holding Company i n the event the 
Association's c a p i t a l f a l l s below the minimum r a t i o . 

F i n a l l y , section 202(a) would add a new section 439(r)(7) t o 
provide the Secretary of the Treasury the a b i l i t y t o seek an 
i n j u n c t i o n t o enforce any p r o v i s i o n of subsection ( r ) . 

Next, section 202(b)(1) of the b i l l would amend sec 
t i o n 439(q) of the Act t o add a new paragraph (2) t h a t would 
authorize the Secretary of Education t o provide the Association 
w i t h advance funds t o enable the Association t o make loans as the 
l e n d e r - o f - l a s t - r e s o r t whenever the Secretary determines t h a t 
e l i g i b l e borrowers are seeking and are unable t o obtain loans 
under t h i s p a r t . These advances, as w e l l as the pr o v i s i o n s i n 
sections 202(b)(3) and 203 of the b i l l , as described below, are 
intended t o a s s i s t i n ensuring the a v a i l a b i l i t y of loan c a p i t a l 
d uring the t r a n s i t i o n from the FFEL Program t o d i r e c t lending. 
The advances (as w e l l as the fees described below) would be made 
from funds a v a i l a b l e under the FFEL Program or section 458 of the 
Act, and would be subject t o such r e s t r i c t i o n s on t h e i r use as 
the'Secretary of Education determines are appropriate. The 
advances could be made regardless of whether there i s a lender-
o f - l a s t - r e s o r t program of a guaranty agency operating i n t h a t 
State. 



Loans made by the Association using these advances would be 
subject t o t h i s proposed new subsection and any a d d i t i o n a l 
requirements by the Secretary of Education. The Association 
would be required t o pay t o the Secretary of Education i n t e r e s t 
on the funds advanced i n an amount t h a t equals the i n t e r e s t paid 
by the borrowers of the l e n d e r - o f - l a s t - r e s o r t loans made from the 
advances. The Secretary would be authorized t o use t h a t i n t e r e s t 
paid by the Association f o r any purpose f o r which funds under 
se c t i o n 458 of the Act are a v a i l a b l e . Rather than i n t e r e s t and 
spe c i a l allowance subsidies f o r loans made by the Association 
from these advances, the Secretary of Education would pay the 
Association a fee f o r making the loans, and the Association would 
be r e q u i r e d t o assign the loans t o the Secretary of Education on 
demand. Upon such assignment, the p o r t i o n of the advance 
represented by the loans assigned would be considered repaid by 
the Association. 

Section 202(b)(2) of the b i l l would redesignate current 
s e c t i o n 439(r) of the Act as section 439(s). Section 202(b)(3) 
of the b i l l would add a new subsection ( r ) t o section 439 of the 
Act t h a t would authorize the Secretary t o provide advance funds 
to the Association f o r the purchase of FFEL Program loans t h a t 
are insured by a guaranty agency. The purchased loans would be 
insurable by the Secretary under section 429, w i t h a c e r t i f i c a t e 
of comprehensive insurance coverage provided f o r under section 
4 2 9 ( b ) ( 1 ) , i n l i e u of the insurance provided by a guaranty agency 
p r i o r t o the purchase. 

As i n sec t i o n 202(b)(1) of the b i l l above, the Association 
would be required t o pay the Secretary of Education i n t e r e s t on 
the funds advanced equal t o the i n t e r e s t paid by the borrowers of 
the purchased loans, the Secretary would pay the Association a 
fee i n l i e u of i n t e r e s t and special allowance subsidies, and the 
loans assignable on demand by the Secretary of Education. 

Section 203. Section 203 would add a new section 440A t o 
Part B of T i t l e IV of the Act t h a t , consistent w i t h the 
a u t h o r i t i e s described i n section 202 of the b i l l i n r e l a t i o n t o 
the Association, would authorize the Secretary of Education t o 
made advances t o e l i g i b l e secondary markets t o enable such 
secondary markets t o make loans as the l e n d e r - o f - l a s t - r e s o r t and 
to purchase loans. I n order t o be e l i g i b l e t o receive advances 
under t h i s s e c t i o n , a secondary market must meet the d e f i n i t i o n 
of an e l i g i b l e lender i n section 435(d) and such other 
e l i g i b i l i t y c r i t e r i a as the Secretary of Education may specify. 

Section 204. Section 204 would repeal section 439 as of the 
date the Association i s dissolved. 

TITLE III—FEDERAL FAMILY EDUCATION LOAN PROGRAM AMENDMENTS 



Section 301. Section 301 of the b i l l would amend various 
p r o v i s i o n s of p a r t B of t i t l e IV of the Act t o r e q u i r e the 
Secretary t o recover from the reserve funds held by guaranty 
agencies not less than $1.1 b i l l i o n i n the aggregate i n the 
f i s c a l years 1996 through 2000. This amount would be r e c a l l e d 
over t h a t f i v e - y e a r period as f o l l o w s : not less than $350,000,000 
would be r e c a l l e d i n f i s c a l year 1996, $250,000,000 i n each of 
f i s c a l years 1997 and 1998, $150,000,000 i n f i s c a l year 1999, and 
$100,000,000 i n f i s c a l year 2000. 

The r e c a l l of these reserve funds would be a component of 
the ongoing t r a n s i t i o n from the FFEL Program t o the D i r e c t Loan 
Program. While $1.1 b i l l i o n i n r e c a l l e d reserves would be 
returned t o the Treasury t o reduce the d e f i c i t , the Secretary 
could use amounts r e c a l l e d i n excess of t h a t sum f o r t r a n s i t i o n 
a c t i v i t i e s . 

I n a d d i t i o n t o f u r t h e r i n g the t r a n s i t i o n from guaranteed t o 
d i r e c t student loans, the proposed r e c a l l of reserves i s 
consi s t e n t w i t h the current r o l e of the guaranty agency i n the 
FFEL Program. Section 432(o) of the Act, which was added by the 
Higher Education Amendments of 1992 (P.L. 102-325), c l a r i f i e s 
t h a t the Secretary i s the u l t i m a t e insurer of a l l FFEL 
guarantees. Thus, guaranty agencies a c t u a l l y f u n c t i o n more l i k e 
loan s e r v i c e r s than guarantors, and t h e i r need f o r reserve funds 
t o p r o t e c t against losses i s subsequently diminished. 

The s p e c i f i c s t a t u t o r y changes t h a t would be made by section 
301 of the b i l l are as f o l l o w s : 

Section 301(a)(1) of the b i l l would amend section 422(g)(1) 
of the Act t o make conforming changes and t o e l i m i n a t e 
subparagraph (A), a p r o v i s i o n t h a t c u r r e n t l y authorizes the 
Secretary t o d i r e c t a guaranty agency t o r e t u r n reserves t h a t the 
Secretary determines are unnecessary t o pay program expenses and 
contingent l i a b i l i t i e s of the guaranty agency. This a u t h o r i t y 
would be replaced by a new subsection ( h ) , discussed below. This 
new r e c a l l a u t h o r i t y would be p a r t of the broader plan t o wind 
down guaranty agency operations i n the t r a n s i t i o n t o D i r e c t 
Loans, instead of a u t h o r i z i n g the r e c a l l of reserves merely 
because they are "unnecessary" i n an ongoing guaranty agency 
system. 

Section 301(a) (2) of the b i l l would f u r t h e r amend section 
422 t o add a new subsection (h) t h a t would req u i r e the Secretary 
t o r e c a l l a t l e a s t $1.1 b i l l i o n i n reserve funds, as described 
above. I n order t o s e l e c t the guaranty agency t h a t would be 
required t o r e t u r n reserve funds, and the amount t h a t the 
agencies would be required t o r e t u r n , the Secretary w i l l 
e s t a b l i s h s e l e c t i o n c r i t e r i a and a formula t o c a l c u l a t e the 
amount t o be returned. These c r i t e r i a and t h i s formula would be 
est a b l i s h e d by the Secretary a f t e r c o n s u l t i n g w i t h the higher 
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education community, and would be designed t o meet the needs of 
the FFEL Program, a s s i s t i n the t r a n s i t i o n t o the Di r e c t Loan 
Program, and p r o t e c t the Federal f i s c a l i n t e r e s t . 

Sections 301(b)(1) and (2)(A) of the b i l l would amend 
se c t i o n 428(b)(1)(X) and the heading f o r section 428(c)(9) of the 
Act, r e s p e c t i v e l y , t o conform w i t h the changes made by section 
301(c)(2)(B) of the b i l l . Section 301(b)(2)(B) of the b i l l would 
completely r e v i s e section 428(c)(9)(A) of the Act, which 
c u r r e n t l y describes the minimum reserve l e v e l s t h a t guaranty 
agencies are required t o maintain. Reserves at these l e v e l s are 
not c o n s i s t e n t w i t h the current r o l e of the guaranty agency i n 
the FFEL Program, and i t s p o t e n t i a l f o r loss, as discussed above. 
Instead, t h i s p r o v i s i o n would be amended t o authorize the 
Secretary, notwithstanding any other p r o v i s i o n of law, t o 
e s t a b l i s h a required l e v e l of reserve funds f o r each guaranty 
agency. These reserve amounts would be set at l e v e l s designed t o 
meet the needs of the FFEL Program, a s s i s t i n the t r a n s i t i o n t o 
D i r e c t Loans, and p r o t e c t the Federal f i s c a l i n t e r e s t . 

This amendment would also authorize the Secretary, as part 
of the proposed r e c a l l of reserves, t o e s t a b l i s h an a l t e r n a t e 
method of p r o v i d i n g f i n a n c i a l support t o guaranty agencies rather 
than through the use of reserve funds. P r i o r t o e s t a b l i s h i n g 
such an a l t e r n a t i v e (one example of which would be a system of 
p r o v i d i n g working c a p i t a l t o guaranty agencies on a case-by-case 
basis) the Secretary would f i r s t be required t o determine t h a t 
the needs of the FFEL Program, the t r a n s i t i o n t o D i r e c t Loans, 
and the Federal f i s c a l i n t e r e s t would be b e t t e r served by a 
method other than reserves, t o consult w i t h the higher education 
community and t o inform the Congress. This p r o v i s i o n would give 
the Secretary the f l e x i b i l i t y t o address the changing needs of 
the guaranty agencies and the guaranteed and D i r e c t Loan systems 
durin g the t r a n s i t i o n . 

F i n a l l y , s e c t i o n 301(b)(2)(C) of the b i l l would amend 
se c t i o n 4 2 8 ( c ) ( 9 ) ( C ) ( i ) of the Act t o conform w i t h the changes 
made i n subparagraphs (A) and (B) of section 301(b)(2) of the 
b i l l . 

Section 302. Section 302 of the b i l l would make several 
changes t o Part B of T i t l e IV of the Act t h a t would enable the 
Secretary t o resume p r o v i d i n g Federal loan insurance (instead of 
merely r e i n s u r i n g loans t h a t have been insured by guaranty 
agencies) as necessary t o ensure students continued access t o 
loan c a p i t a l and t o a s s i s t i n the t r a n s i t i o n from guaranteed t o 
d i r e c t lending. 

Section 302(a) of the b i l l would amend section 421(a)(1) of 
the Act t o expand the purposes of Part B of T i t l e IV of the Act 
to r e f l e c t t h a t the Federal loan insurance program i s intended t o 
enable the Secretary of Education t o provide loan insurance f o r 



students who do not have reasonable access t o d i r e c t loans, not 
j u s t access t o a State or p r i v a t e n o n p r o f i t program of student 
loan insurance. 

Section 302(b) would amend section 423 of the Act t o permit 
the Secretary t o issue c e r t i f i c a t e s of insurance f o r the 
insurance of loans made t o student borrowers (or t h e i r parents), 
i n a State where there i s no State student loan insurance program 
f o r student borrowers i n t h a t State w i t h which the Secretary has 
an agreement under section 428(b), regardless of whether another 
State or p r i v a t e n o n p r o f i t student loan insurance program i s 
w i l l i n g t o operate i n the State. This amendment would provide 
the Secretary w i t h the f l e x i b i l i t y needed t o address loan access 
issues i n an o r d e r l y manner as p a r t of the broader plan t o wind 
down guaranty agency operations i n the t r a n s i t i o n t o d i r e c t 
lending. 

Section 302(c) of the b i l l would repeal section 424 of the 
Act. Section 424 c u r r e n t l y sets out l i m i t s on the amounts of 
loans t h a t may be covered by Federal loan insurance, and 
s p e c i f i e s dates a f t e r which no f u r t h e r Federal loan insurance may 
be granted. These l i m i t s are i n c o n s i s t e n t w i t h the amendments 
proposed i n t h i s s e ction of the b i l l t o r e a c t i v a t e the Federal 
loan insurance program as an a d d i t i o n a l means of ensuring loan 
access. 

Section 302(d) of the b i l l would amend Section 425(b) of the 
Act t o sp e c i f y t h a t the l e v e l of insurance coverage provided by 
the Secretary on any loan covered by Federal loan insurance w i l l 
be 98 percent of the unpaid p r i n c i p a l and accrued i n t e r e s t on 
such loan. This amendment would make the l e v e l of insurance 
coverage f o r loans insured through Federal loan insurance 
c o n s i s t e n t w i t h the l e v e l of coverage f o r loans t h a t are insured 
by guaranty agencies. 

Section 303. Section 303(a) of the b i l l would make a 
conforming change t o sec t i o n 421(d) of the Act t h a t would 
terminate the Secretary's a u t h o r i t y t o make new FFEL guarantees 
as of June 30, 1997, This t e r m i n a t i o n would not a f f e c t the 
Secretary's a u t h o r i t y t o d i r e c t l y insure loans under section 427 
of the Act. 

Section 303(b) of the b i l l would make a conforming change t o 
sec t i o n 428(c)(1) of the Act t o change the deadline f o r a 
guaranty agency t o f i l e i t s claim f o r reimbursement w i t h the 
Secretary of Education t o focus on the p o i n t a t which the 
guaranty agency approves, r a t h e r than pays, a claim t h a t would 
discharge i t s insurance o b l i g a t i o n on a loan. Thus, under t h i s 
amendment, the guaranty agency would be required t o f i l e i t s 
claim f o r reimbursement w i t h i n 45 days a f t e r the guaranty agency 
approves a claim t h a t would discharge i t s insurance o b l i g a t i o n on 
the loan. I n a d d i t i o n the guaranty agency would be p r o h i b i t e d 
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from discharging i t s obligation u n t i l the guaranty agency has 
received reimbursement from the Secretary. This amendment 
conforms to the changes made concerning guaranty agency reserves 
i n section 301, and would greatly reduce the amounts needed by 
guaranty agencies to have on hand to discharge t h e i r insurance 
obligations. 
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APPENDIX A. Proposed l e g i s l a d o n t o implement the recommended 
approach, w i t h section-by-section a n a l y s i s , and cover l e t t e r 
t o the Chairs of the Education Committees and the House and 
Senate leadership t o exp l a i n and advocate the proposal. ^ 

[It ie envisioned that no formal study would be published. l/^'^'l^Pi,V\ 
The draft legislation, section-by-section analysis, and iC^.^'^C '< 
cover l e t t e r would explain the Ad m i n i s t r a t i o n proposal and »'*V*^ 
give some background. Congressional hearings w i l l i n v olve Jo(>^ 
r e l e a s i n g supporting i n f o r m a t i o n . Ke could also provide 
working papers t o the p i i b l i c on request, so long as release ; 
d i d not involve SLMA p r o p r i e t a r y i n f o r m a t i o n . ] 

i 

APPENDIX B. Legal analysis ^ 

A. Legal principles of holding companies ^ • 

1. Analysis of the r e l a t i o n s h i p between parent and ' 
su b s i d i a r i e s and a f f i l i a t e s 

2. F i r e w a l l s among s u b s i d i a r i e s and a f f i l i a t e s 

B. Could the Federal Govemment l i m i t i t s "moral 
o b l i g a t i o n " t o SLMA-GSE I n a holding company s t r u c t u r e ? 
Legal Balkanization of SLMA-GSE so t h a t the other companies 
i n the NEWCO s t r u c t u r e w i l l not be contaminated by the SLMA-
GSE, or v i c e versa. 

C. Exchange of stock of SLMA f o r stock of NEWCO: 
im p l i c a t i o n s f o r the r i g h t s of curre n t holders of SLMA 
stock? Federal income tax imp l i c a t i o n s ? 
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transition to ̂ t r i r t l y p r i v a t e ^ t ^ s ^ ^ r e S ^ r S I S S f s i L 
oversight responsibilities, sua. capitax req.̂ xjt ' 

logo by NEWClb and i t s non-SSE subsidiaries, sau. ŝ arin. z 
for Federal FSSS oversight. 

V. other options to phase out SIflA as a GSE. W^/^J^^*-^ 

VI. Sim support for FFELP needed during the transition to 100% 
FDSL 

<5TMA services required by the DED during the transition 
t ; I O O S ^ D I ^ C O I I S S S benefits to the Federal Govemment 
I t requiring the new, private SLHA to do anything 
B. What SL!ft services would be regui^ed^by DED i f 50% of 
7PEL? remained in the private maricet? 60%? 30%? 

c Are other lenders able to provide secondary market 
support for FFELP, if DED FDSL program ̂achieves less than 
full coverage of student/parent financing needs. ^ 

D. Analysis of possible exit fee 

1 What benefits and costs have SLHA shareholders - f ^ ^ 
experienced from Government sponsorship? 

2. Possihle nonmonetary exit fee in Uie form of TigP 
service commitments, etc.? <>«-t̂ ^ » 

3. IS monetary exit fee necessary to ̂ ^^ure that any . 
SLHA privatization legislation has a neutral mpact on 
the Federal budget? 

VII. conclusions and recommendations for legislative action ^^^fh*^ 

(̂ *̂'*f 
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î pproach, " J S 5dSL?TSrS"imit«es and the Bouse and 

APPENDIX B. Legal analysis 

A. Legal principles of holding companies 

1 Analysis of t^a relationship between parent and 
e ^ s i d i a r l e s and affiliatfis 

2. Firewalls 3»ong subsidiaries and a f f i l i a t e s 

B. could Uie ^ * J f ^ ^ i / ? J ^ " S S d i i ^ U S y " S S c t u r e ? 
obligation" to ̂ pi^-CSE a holding^cmp^^ companies 
Legal Balkanization ot SLHA-GSt so ̂ ^ ^ ^ ^ e d by the SUa-
in the NEWCO structure w i l l not be c o n w i ^ 
GSEr or vice versa. 



•SEP-:20-94 TUh Yd'di - f e S ™ . 121002/00̂  
„;,0/94 0.:57 FAIJ i : 700 75aB EOUIH RESEARCH 1^^=^^^^^!. 8002/00^ 

JiilifMai^s^Sl.'SSw Clinton Administration Initiattv. May Undarmina 

valuation cast For Thj Stock September 20. 1994 

?SS5sm?^l^.^^i^o?t^^^^^^ CoSpany Update 

RECOMMENDATIONi HOLD Ending: Decwtoer 
52-wk EPS EPS EPS WE P/B 2Q 

Price Rng 93A ^̂ 94B 95E 94fi _95E _93A ^̂ 94E 

Curr. "$36 $50-33 4.83 4.80 
Prior 5.20 

"7^5 "V.s $1.24 
r.mmmm 

$1.09 
5.75 

15.-Mo 
P/Bk 
2Q94 

2.10 

ROE 
94E 

— « «• w « 

29k 

P/CE 
94E 

NM 

P/CE 
95E 

m m m ^ 

NM 

Price 
Tgt 

N/A 

5-Yr 
Shs Proj Mkt 

Div Yld (MM) Gwth Val 

X.40 3.9 80.1 "10* $3.07 

KEY POINTS: 
- The Clinton Administration is contamplating 

would entail inducing ourrcnt borrowers who are 
Sff guaranteed itudent loan, to move their loans voluntarily into 
She Federel Government'e direct landing program. If auccwsful. 

IffSct woSSlS w melt away loma of the icudent loans already 
S sallie MM-i halaSce .hatt b y ^ f f ctively refinancing them into 
direct leans from the govemment. 

- A significant reason to buy Sallie Mae heretofore ̂ » Jj^f" ^̂ ^̂  
that the conpenya worat-ca.e aĉ uiArio -going out of business 
SSlS. was X dollars, with the amount usually varying between $40 
^ d Sso! Jhe ltSSk market impact of tha naw initiative may be co 
Sa t doubts as to tha exact worst-case scenario valua of the 
wnvany. and the reliability of any such astlnates. 

- B«s«d on this davelopment, and some concaruB about sallie M*a 
"Jrivatiiaclon*. wa are shifting our recomendation from a Buy to a 
Hold. 

OETAlIiS: 

SUMMARY AKD RECOHKSNSATION 

critics Of the Clinton Adniinistration's decisiveness can point to 
u«?^^ sofinia and welfare policy as examples of where the 
5 S i 5 i U ? « t i 5 i hSs often laSeddecisivenSse. And they can point to 
i , ^ i ; ^ * l J«d «Leal oollcy where the Administracion-even when it 
!S; i5^SS^lr5aSU-;L?!y 2^^^ » legHativ. solution. 

But there Is one area where ths Administration's ^ecisiveness^and 
S i l i t y ^ w acSIve its ends is beyond reproach-student landing. The 

H X t l U 111* IHM 

o,MMi\MSMouvixie\ y 
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jwtaini.tration toew. that It w.at, M jnd JS* «*«!""j„'?«SUSs a 
ftrudant loan program. And. thus far. the Administration la oettins 
l l r i ^ t l!o00 1n securing legislation to achieve that objective. 

Thus, we felt considerable alarm In recently IJi^^iJJ^jJSV^/Ju.. 
initiative under consideration by the Clinton ̂ dndnistration that 
would further iinpair the Interests of Cf̂ iar̂ mteed student lenders-
including Sail U Mae. specifically, the initiative vould entail 
iSduciSS current borrowers who are gradually pj^inj 
student loans-tha bricks and mortar of Sallie Mae s balance sneec co 
voluntarily refinance their loans into di'f«'='̂ Ĵ ?*"̂ .̂ !'=̂ /j!i- ̂ .-ve 
government Tha purported advantage to some borrowers J« 
would be a small reduction in intataat .b̂ "̂- i^Jf,*^*?! " 
iSSt bSmwars would be the option of «"«ching jut thejMturity 
rhe loans. thus reducino monthly paywAnta. We want 
th! iS™is of the initiative will depend entirely on the voluntary 
respon.. of borrowers, nobody would be mandated to switch hi./heir lean 
fJoS Sne program to the other. Nevertheless. "^^^^^ 
iStiative suecaads. tha effect would be to melt away 
SUident iSaS already on Sallie Mae;s balance sheet by effectively 
refinancing them into direct loans from the govenuftont. 

While the details of this new development oppcar somewhat J"^** 
its ulti!^atr5uccefis in the marketplace equally ^ J ^ i j . ̂ „ 
likelv Sat this initiative will receive increaaing public attention 
in thi SeSks ahUd! A source we have relied on in recent years 
reaardlng Sallie Mae x«tter. estimatee that the odd. .^J* 
fS2 IlmiSi.tration will launch the initiative between now and Election 
D S ^ ^ O S l u " e i a f u r i i . i S t L t l v ^ ^ launched-^ill ^^^^^^^^y/J^lt 
SSiuading borrowers to switch their guaranteed J ' ^ J I ' ^ J . 
SSect l o L . i . any body's guesa. To u.e a metaphor, while c'^o^ 
pridlct the weather well enough to predict how ^ ^ ^ ^ ^ / j i J ^ J ^ r r 
feel reasonably confideac chat wa are about to see some tairly darlc 
storm clouds. 
in light of this development, we are downgrading Sallie l<ae from a Buy 
" i Kold. Admittedly, thie change Is more of a trading call than a 
•Judgment about long-term fuadementalsj there is suddenly the 
DOS Sibil Ity a negative development on the horizon Which we doubt Is 
SSl'y capwrtd i£ the price ofthe stock. But we *re also painfully 
cSgnizS? that if the Administration launches this Initiative, and 
acMeves some attrition of the company's guaranteed if*;.,??̂ ^̂ ^̂ ®̂' 
JS2n the acrict valuation case for the stock would obviously be 
S S 2 l r 5 l ' " s i ^ i f i c S S t Season to buy Sallie K;^S;fetofore has been 

Si:̂ 'v:Lr:a5Tŝ ;Lr";̂ ^̂ ^̂ ^̂  vŜ '̂g between 
sSo^SSS ssS ?h: stScfiiSet impact of tbe new i^^tUtive may be to 
last doubts as to the exact worst-case scenario value of the company, 
and the reliability of any ouch estimates. 
A less immediate set of reasons for our downgrade stem ĵom the 
receS? rSelation that the l i ^ S i i ^''vjSSrSlUe 
of-vet unspecified scheme to -privatise' Sallie Mae. While saiiie 
Sae^s stock rallied on the announcement of this development, we are 

t / l i t U l>«t Ml. 



and any offers to 'help- the company should induce feelings Af 
apprehension rather than enthusiasm. 

-down and oSt". having missed some wonderful 
failina to do so in the past. Nevertheless, we cannot heartily 
JJcomSnd Sa?lie ove? the coming 't^^^Jf-J at yesterday's 
elosina price) with the significant possibility that the 
5^lS2t?Iri;n'« <niti«rWe will become increacingly vieible. 

WHAT THF AT»miTSTRATION I S ACTUAIXY CONTEMPLATINQ 

The vehicle chat the Administration intend, to ^^Jj^J^^ ^ " "J' ' 
ISJ^c^tive i . called a consolidation loan. Consolidation loans hay* 
*'*'3!JoS ?i!.i v a S . . they allow former students with loan, from multxple 

two spouses. 
The Clinton Administration's plan u?der consideration is to market a 
™.auet called a 'direct consolidation loon* which would 
£ ? ? S S e r r t o change the terms of their loans by consolidating their 

d i f f « e S t 1 ^ J r r i s that the new loan could have features more favorable 
w"h5 £ o r y ; i « Jhaa the original guaranteed student lo-ns. 

Why Borrowers Kigbt Make the Switch 

cSn.oli<l.t.d MCMd S j t i S " ; ; inwl«.a 
i r L S S ' ? - S : . ! S t r ^ ' ' % ? t S ^ ' ^ l f 5. .»;», ..v.r.X tor 
the borrower to make the switch. 

|ylf/*« 1:11 »Hi. 
e, M)UT\HSMew\0ueMua I» ' 
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The second and most compelling reason for awitohing co a direct 
consolidation loan is that most borrowers can stretch out their 
repayment period by doing so. A large percentage of guaranteed 
student leans have ten-year repayment periods. Under direct lending, 
borrowers can use much longer tine periods, in the extreme extending 
as long as thirty years. Thus, a large number of borrowers from the 
current guaranteed program can stretch out cheir payments, and reduce 
their monthly out-of-pocket expenses, by switching into a direct 
consolidation loan. 

The third reason to switch-«nd the one w« find most confuslng-is chat 
direct loaA borrowers can make use of an income contingent repayment 
prograa xmdar which monthly payment emountu vary with income. We do 
not understand hew this will work in practice, but i t is apparently a 
l ive option for direct borrowers, and might appeal to those whose 
incomes are low end monthly payment obligations burdensome. 

THE MAGNITUDE OF THE POTENTIAL RESPONSE 

Meaningful estimates of the impact of the initiative are virtually 
impossible because of two important hurdles between the launching of 
an initiative and actual borrower response. First, the Administration 
needs to market tha direct consulidation loan concept successfully-
which wi l l prove challenging, to say the least. Second, the 
government must be able to execute both the consolidation process 
in i t ia l ly , as well as the subsequent day-to-day servicing of what 
might amount to several odllioa loans. Each or these requirements 
warrants separate consideration. 

Marketing the New Program 

Apparently, there are currently approximately 25 million student leans 
outstanding. the Administration would need to dO a bang-Up jOb Of 
marketing-attracting at leait several million new rustomers—to achieve 
significant results from ICS contemplated initiative. 

While we are not ac a l l certain that the Administration wi l l succeed 
in this regard, i t is apparently intending to at least make 
signiCioant marketing efforts if i t goes ahead with the Initiative. 
Apparently, a major advertising/public relations firm has been 
retained by the Department of Education co launch a publicity blits 
for the new initiative. The White Rouse is considering making the 
initiative che subject of President Clinton's speeches-presuaably on 
collage and university campuses-ln the weeks between now and the 
November election. One public relations option under consideration-
which we doubt wil l ever be pursued-would be te write a l l 2S million 
current student loon borrowers to inform them of the new option 
available to them. 

I f the Administration can market the new program suceesafully-iniaic^i is 
a vary b i f i f - our best estimate that the ftaturts are sufficiently 
attractive to motivate ten te twenty percent of current guaranteed 
student loan borrowers to Shift into a direct consolidation loan. 

e>\niiviiwQw\»ie\Buape.Bac tnt/u t-.n mi 
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Thus, in theory, this initiative could result in attrition of ten to 
twenty percent of Sallie Kae's student loan portfolio if the marketing 
efforts prove maximally successful. 

Servicing the New Loans 

Skeptics about the practicality of govemment direct lending-includlng 
ours elves-have generally believed that the program was most likely to 
hit pacholes when the govemment-and its contractors-started to 
service the loans of borrowers who have completed their education's. 
A fxuBcracing aspect of the current direct lending program ie chat all 
loans are made to current students, and thus servicing the loans of 
giAduateS or drop-outs should not become highly burdensome until 1996 
or 1997. 

Oirect consolidation loans-per the Clinton Administration's 
iniciative-would, on the other hand, require immediate servicing. In 
thie context. Sallie Mae backars aaxi pin their hopes on the prospect 
that the new initiative might provide "the straw that breaks the 
camel's back* hy proving earlior, rather than later, that che 
government-even with third party contractors-is not capable of 
handling the numerous processing requirements of student lending. 

Clearly, watching for servicing breakdowns will become an immediate 
imperative for Sallie Mae analysts and investors if the new initiative 
generates significant loan volumes. Nevertheless, before concluding 
chat the Initiative is actually a positive for Sallie Mae's stock 
price, i t is necessary to consider a couple of points. 

First, the Clinton Administration is only likely to launch its 
initiative if has received soma assurances that the servicing 
infrastructure is ready to start humming. The designated servicer for 
direct loans is a Fleet National subsidiary which ha. considerable 
experience in servicing guaranteed loans. We are told that tha 
company has given the Administration assurances that it is ready to 
step up to the plate and begin to service large numbers of direct 
consolidation loans-starting now. This self-confidence may turn out 
to be misdirected. But this is not apparently a situation where the 
government is contemplating wild and crazy notions while private 
entities responsible for implementation are seeing chaos as the 
certain consequence. 

Second, consolidation loans are relatively cost-effaetive to eervice 
insofar as they are larger loans-representing all of an individual's 
(or couple's) accumulated borrowings. A major problem in the student 
loan business generally is chat loans-before consolidationhave average 
balances of only $3,000 or so, and the average borrower often has more 
than one loon. Thus, even minor servicing costs in absolute dollar 
terms can s t i l l amount to a significant percentage of average loan 
balances. Because consolidation loans are large-probably $10,000 or 
so on average-servioing can prove expensive in absolute dollax terns 
without 'breaking the back" of the servicer in terms of the ratio of 
servLCing costs to loan balances. In short, it im posoible that 
servicing direct eea.elidation loans will appear relatively cost 

eiveis->\niMM\fuc\uMm.gDe tnau i:u PMW 
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effective over the next year or so even though the direct lending 
program overall may appear cost-ineffective once smaller loans reculre 
extensive servicing several years from now. 

EARNINGS ESTIMATBS FQA SALLIE MAEiTHE VARIABLES PROLIFERATE 

Famings estimates for Sallie Mae have moved drainatically downward 
over the past six or so months, largo ly due to on increase in short-
term Treasuries. Sallie Mae's earnings over tbe last several years 
has become increasingly dependent on 'floor Income." 

For those unfamiliar with the issue of floor income, an anomaly in the 
•^-'^f?? program has resulted in an economic earnings 

windfall for Sallie Kae over the lost three years as short-tern 
interest races reached extremely low levels. Under che teras of 
student loans originated before 1993 (approximately two-thirds of 
Sallie Kae-8 portfolio), the rate Sallie Kae {and other lenders) 
receive on meet loans Is either 8%, Which most students and graduates 
pay out of their own pocket, or 3.25% over the 91-day Trsasurv-bill 
tate-vhichever is higher. 

Since late 1991, T-bill rates have been at levels where i t is the 8% 
figure, rather than the special allowance, that determines che rate, 
paid on Sall ie Mae's loaoi*. For exaaiple, in 1993. when T-bi l l rates 
averaged approximately 3%, Sallie Mae earned about 51 above T-hills 
rather than the originally assumed 3.25% , and the company earned an 
economic benefit of approximately $300 million annually, translating 
into approximately $2.50 per ahare after tax (of which only $0.52 made 
its way through the reported income statement). 

lhe last time we revised our 1995 estimate to $5.75. 91-day T-bills 
were 4.25%. With T-blll rates clo»e to 4.75% today, straight 
arithmetic would induce us to lower our next year's estimate by 
approximately $0.70 p«r share, down co $5.05 (fine-tuners of estimates 
Should bo avara that even with T-bills at 4.75%, Sallie Hae aams 
approximately SO.20 annually ixom floor income due to a small 
proportion of loans with caps of 9t and 10%). 

A second variable affecting earnings estimates is share repurchases. 
Sall ie Mae i s fturreatly in the midst of a major repurchase program; we 
have been very aggressive In our assumptions heretofore ia assuming 
that Sall ie Mae end. 1995 with approximately S6 million shares 
outstanding (down from 82 million last June 30). we are eonoemad 
that we might have moderately overestimated share repurchasing volumes 
due to 111 failing to factor in any relationship betw««a privatization 
and target capital levels and (2) the possibility that the company 
wil l reduce repurchases until the likelihood and effect of a Clinton 
Administration initlative-per the above-is better understood. Thus, 
wt are now assuming that the company has 69 million shares outstanding 
at year-end IftPSi the iiwpact o£ this change lowers our 199S estimate 
to $4«90« 

Finally, the Clinton initiative could lower &allii> Kse-e loans 
outstanding during the course of 1995. Without any precise knowledge 
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Eric I . Henel (212] 703-6235 
Morgan SciMiley 4 Co. 
September 20, 1994 

written Report: Sallie Mae (Stu), 0«/01/94 

Lo:S;"?eSr?5f;2SfSS^S"wJS''"''^ confirmed. But May Result in 

i : j S l ? i S s ' S f l l t l lSr i l l ' :^ "^'^"^ Aff i l iate , make a market 

tonlSS.f^*SiS^ ' Incorporated and/or its affi l iates or i t s 
employees have or may have a position or holding in the eecuritie. 

Morgan Stanley b Ca. incorporated and/or its affi l iate* nr«v4,**>i 

wxtn a cransactlon that was entered into or an of far l̂̂  a*M><i«. t-T" 
transaction that was made during the past Ii?^mo"hS. ' '̂̂ "̂  * 

To our readers in the United Kingdom: This publication has been 
i V ^ l t J ' l rV'^V' "*^^fy * incorporated Sid ap^ro^ed bJ MoSan 
t t ^ l t K J ?2' Ihcemational Ltd., a member of Th. Secu?Itiis x S 
I f f i u l t l ; *^fSf° ^ •̂" •̂y * C**- international Ltd and/or its 
InveitSiJ! J ; L ? L * ' ' * * T " } * ' 2 , * ' ^ "Ŝ y provided significant advfSe oJ g-tjreriS-sir:;pi??!̂ ^̂ ^̂  ŝ::s2L̂5Sis.̂ŝr"̂ êŜ^̂  m 
p̂ eSiffrSv::̂ ^̂ ^̂ ^̂ ^ - E 
^?2™fLS?"T^?„'^'*^" '̂ ^̂  • ^ • ^ ^ i " Of their Jtorli; s?;nla5 r c S 
intemational Ltd, repreeentatlve about the investment. eSnL^i^ 
The price or value of the investments to whiSlhU ?«or? « S J « 

indirectly, may fall or rSe agSiSir^Sa ii?S«it 
?hai BoJ^';te^?" an investment is denominated'inl^ c S J e J ^ HhSr 
than̂ pounds sterling, changes in rates of exchange may have an adveJie 
effect on the value, or price of, or income derived f«m the 
investment. Past performance is not nece.sorily a guidS to future 
performance. Income from investments may fluetuatJ ThiS nSblJLti^n 
Umiild'"^''"'** Singapore by Morgan Stanley ̂ Sil'(sSJJpS«}^IU 

0:\eM7\NSMOI«\IIUC\SUai70.Btt 
*nt/t* till 
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JS^Ss?''*^ in̂ ^ n̂n̂ ion on recommended securities is available 
on 

0: VM7\>UM3UM)UCVtUO17e.00C 
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August 25, 1994 • Education Daily 

ED, Treasury May findorse Sallie Mae's Privatization Wish 

The Clinton administration is inclined to rec­
ommend that the Student Loan Marketing As­
sociation (Sallie Mae) obtain its long-sought 
freedom, two Cabinet members say. 

"The most promising approach now under con­
sideration is to restructure Sallie Mae ... into a 
completely private enterprise," Education Sec­
retary Richard Riley and Treasury Secretary 
Lloyd Bentsen told congressional education 
leaders in a letter Tuesday. 

But administration officials still would want 
Sallie Mae "to fulfill any responsibilities we 
decide are essential" during what they see as 
the transition from Family Education Loans 
(FEL) to Direct Student Loans (DSL). 

ED is relying on Sallie Mae to ensure loans to 
students who can't find them elsewhere during 
the DSL phase-in, through a "lender-of-last-
resort" agreement. Sallie Mae would step in to 
provide a loan if other lenders wouldn't. 

Sallie Mae, a secondary market, is a govern­
ment-sponsored enterprise Congress chartered 
in 1972 to pump student loan funds into the 
market by buying them from other holders. 

Focus To Remain 
Providing a secondary market will remain the 
company's "principal business" for years, re­
gardless of any privatization efforts, Sallie 
Mae's President Lawrence Hough stressed in 
an interview yesterday. 

Nonetheless, he said, he has "lots of ideas" on 
directions the company could take if freed from 
its "very narrow " congressional charter. 

He declined to be specific, but said the com­
pany would try to enter markets where its 
marketing expertise, technological capability 
and fmancial processing strengths would make 
it competitive. The higher education arena 
would remain a focus, he said. 

Congressional Concems 
As Tuesday's letter indicates, privatization 
would need congressional approval. 

And one House aide said yesterday that any 
such proposal would be scrutinized carefully, 
especially to guarantee that Sallie Mae will be 
around to help in the DSL transition. 

Ensuring taxpayers get some return on their 
investment for creating a successful company 
also will be an issue, he said. 

Big Kid On The Block 
Since its creation, SalUe Mae has become a 
major player in the student loan industry, call­
ing itself the nation's largest source of funding 
and servicing support for student loans. 

Yet, Congress's 1993 decision to phase in DSL 
threatens to dry up Sallie Mae's business. 

Last year. Sen. Edward Kennedy, D-Mass., 
and Rep. William Ford, D-Mich., chairmen, 
respectively, of the Senate Labor and Human 
Resources and House Education and Labor 
committees, asked ED and Treasury to study 
privatization, which Hough has championed. 

Tuesday's letter to the committees was an ini­
tial response to that request. Riley and Bent-
sen said they expect to submit specific legisla­
tive proposals by early next year. 

Like Sallie Mae, other secondary markets 
around the country are searching to diversify 
in the new DSL age. But the head of a Wash­
ington, D.C, group representing 32 secondary 
markets said it's too early to tell if they would 
face competition from Sallie Mae. 

"A lot depends on what the legislation actually 
says," said Bill Hansen, executive director of 
the Education Finance Council. -Mike Sherry 
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DRAFT 

iTuae 1, 1994 

Mar CIiaLrman Fordi 

On UovMibar i£, lflO», you vroto MklJAff MB too ptudy th« 
future o£ tha Student l<oan Marknting Asaoolatlon (Sallie NSe) / la 
view oc congresi' decision t:o Bubituntlally reetrticture tM 
Dtudvat loan prograni from A guarantead to • dLxmet loan pre^raRt 

Aftsr extenitiva inter- and Intra-aTanoy QonsiderAtion and 
tha sxamination of • number of potcnciai counai ef Mtieni tfe 
believe ic ic in the public interest bo enact leglalatlan to 
reohartmr Sallie Mae ai a wholly private entity. 

The ntaturation oC tbe student loan induatry and tha 
reduction of the Padeval Pamily BduoaLtisa Lean PMaram (FFBLP) 
obvlBte the aoad for a gewmment-eponeored antexpriae (088) in 
the etudent lean marJcet. He faslleve that vhatevev futuzv 
liquidity and flnancalng rt»mAm Hhm nzUf program hae oaa eeatlniie 
to be aatiaflad by a private Sallie Hae and ether financing 
entltlea. " 

w 5̂ JJ*-'*®" • priv»ta aallle Kae would entail a «lem' 
behind oaa," n&naged by tha naw private oampaay, that would wind 

the OM by aontlnulng to aervioe cfte intere«te of the rPBLP 
program. The etudent loan OSB would exiet for ae long ae 
necBBsary to enaure che viability of tha FF&X.P. 

It ie our intention te aubmit a leglelaciva pvopoaal In 
January 199S whioh ipeeiflaa bhe defcalla of tha prDposed 
traneitlon to privatlaatlon for coneidaratlon by ths iQ4th 
congTBBB. Ita appreciate Che epportunity to comant on this 
imnortant matter and will look forward to working with you ba 
bring it bo reaolution In the naar futura. 

fiacretary off Bduoation SBoretary o£ Tr«BBury 



O S • O S . 9 4̂  1 2 : i O * T f P O l 

1ft rm 

0/^.' FHJu Lin id 

DEPARTMBNT OF THE T«BA8UR V 
MAiHlNOTON 

1100 PanntylveniB Avenue. N.W. 

D0MB8T1C FINANCE 

P A C 8 I M I L E C O V E R 8 H B B T 

DAT ,̂ 

NUMBER OF PAQEB TO FOLLOW:, 

TO: 

/ 

ADDRESBEE'S FAX NUMBER: 

PROM 

/7 /?}/^rr -r. R^^^ 

SENDER'S FAX NUMBERS: (202) $22-0286 

SENDER'S CONFIRMATION NUMBER: 

COMMENTSraPECIAU INSTRUCTIONS: 

U N O L A S S I P I E O 



LAW OFFICES 

VERNER. LI IPFERT, BERNHARD. McPHERSON AND HAND 
CHARTERED 

S U I T E 7 0 0 
9 0 I - I 5 T H S T R E E T , N.W. 

W A S H I N G T O N . D.C. 2 0 0 0 5 - 2 3 0 I 
( 2 0 2 ) 3 7 1 - 6 0 0 0 

(202) 371-6026 

May 23, 1994 

Mr. William Galston 
Deputy Assistant for 

Domestic Policy 
The White House 
1600 Pennsylvania Avenue 
Washington, D.C. 20500 

Dear B i l l : 

This i s a follow-up to the memo I faxed to you on Friday, 
which included the Kennedy-Ford l e t t e r to Sec. Riley about S a l l i e 
Mae. 

Two people in the Department of Education's Office of 
Postsecondary Education — Larry Oxendine and Don Feuerstein — 
are working on the Department's answer to Sen. Kennedy and 
Rep. Ford. I'm sure that they, and the Secretary and Assistant 
Secretary, w i l l go over the issues in d e t a i l with people at 
Treasury, p a r t i c u l a r l y in Frank Newman's o f f i c e . A l l well and 
good: yet I hope that policy with respect to S a l l i e Mae w i l l 
r e f l e c t White House-OMB views, as well as DOE's and Treasury. I t 
i s unlikely, but conceivable, that simultaneous with your 
e f f o r t s , and those of E l l e n Seidman and Barry White, to help 
bring about the f i r s t p r i v a t i z a t i o n of a GSE, DOE and Treasury 
might respond in a way that did not robustly take advantage of 
the opportunity. 

This concern i s probably unfounded. But I urge you to weigh 
in to the answering process, i f only to make sure that a good 
idea doesn't get l o s t in the d e t a i l s . 

A l l best. 

Sincerely, 

Harry McPherson 
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THE WHITE HOUSE 
W A S H I N G T O N 

July 13, 1994 

MEMORANDUM FOR DAVE LONGANECKER 
DARCY BRADBURY 

FROM: Ellen Seidman 

SUBJECT: Sallie Mae/Tralnlng/DOL 

Attached is a short options paper I received yesterday from Mary Eccles at the Labor 
Department outlining potential activities Sallie Mae could pursue in the training area. 
You will recall that at our June 13 meeting, we discussed the potential for an "in kind" 
exit fee relating to training, and asked Labor to consider possibilities. 

Mary's paper responds to that request. I have asked Mary to give some further 
thought to whether there are specific types of, e.g., demonstration projects, along the 
models suggested in the memo, that we might want Sallie Mae to pursue. These 
could be projects that we believe should have priority on a public policy basis even 
though they might not be the first ones Sallie Mae would choose to pursue because 
they might not be those with maximum likelihood of success or the largest potential 
market. Mary will work further on this. She can be reached at 219-8271. 

My understanding was that the Education Department was to use the Labor 
Department input to further fashion our potential exit strategy on a programmatic b^ls. 
while Treasury is working on the financial Issues. I hope the fact that we haven't 
heard anything recently means that everyone's busily at work on the project - even in 
the midst of launching direct lending and new $100 bills. I would be interested in a 
status report. Please give me a call on 456-5359. 

cc; Bill Galston : 
Barry White 
Paul Dimond 
Mary Ecdes 
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OPTIONS: NEW LINES OF BUSINESS FOR SALLIE MAE 

At a meeting on June 13, NEC staff asked Assistant 
Secretary of Education David Longanecker to coordinate the 
preparation of options papers on several topics related to S a l l i e 
Mae. Below we describe an approach to the issue of additional 
a c t i v i t i e s for S a l l i e Mae to pursue that might help to f a c i l i t a t e 
training for incumbent workers. 

S a l l i e Mae views i t s prospects as strongest in the 
areas of financing and providing an array of information and 
support services to employers. As i t did in the early days of 
the student loan program, Sallie Mae would like to be able to 
develop programs with banks that encourage lending for incumbent 
worker training. I t anticipates some growth in the numbers of 
employers that would attempt to borrow in order to offer 
workplace training and education programs. 

A Price Waterhouse survey of over 2,300 businesses 
corroborates this view: while only 5 percent of employers 
currently borrow to pay for workforce training programs, about 60 
percent doubted that they could obtain such loans i f they needed 
them. And large majorities of the employers surveyed expected to 
need to increase their spending on training over the next five 
years. Because employers are more likely to borrow for workplace 
training when they purchase new eguipment, companies engaged in 
upgrading their technology would be a potentially promising 
market for S a l l i e Mae to pursue. 

Demonstration projects would offer a reasonable way to 
proceed in this case. We suggest providing legislative authority 
for S a l l i e Mae to test several approaches to the provision of 
financial services, each of which should be evaluated at a number 
of different locations to determine the most effective means of 
reaching small and medium-sized firms—the ones least l i k e l y to 
offer incumbent worker training—as well as workers who now lack 
opportunities to upgrade their s k i l l s . 

Models might include: 

1) partnerships with, financial institutions in which S a l l i e Mae 
provides a secondary market and other services to encourage 
lending to employers for training. Sallie Mae would prepare the 
materials and guidelines, and recruit the banks which originate 
the loans. The banks would s e l l 40 to 60 percent of each loan to 
S a l l i e Mae, earning a fee for servicing the loan and possibly an 
origination fee. S a l l i e Mae's earnings would come from the 
spread between i t s cost of acquiring funds and the rate at which 
the proceeds could be lent. Sallie Mae would view these as 
short term assets to be held to term—probably less than two 
years. The possibility of bundling and securitizing some of 
these assets for resale does exist, but would not affect most of 
them. This approach would not rely on loan guarantees, interest 
subsidies, or other types of credit enhancement. 
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2) credit assurance provided by states, in the forrn of loan loss 
reserves or guarantees, to improve access to financing for 
companies which would otherwise hot be considered credit-worthy. 
Sallie Mae currently has a pilot with this structure that i s just 
getting underway in Connecticut. Several other states, including 
Massachusetts, Indiana, and Wisconsin, have expressed interest in 
a similar approach. 

3} programs to administer and facilitate loans to employed 
workers in need of upgrade training. Sallie Mae anticipates that 
these would require a form of subsidy or loan guarantee to 
encourage broad access for workers at a l l pay levels. I t also 
anticipates the need for an origination fee, to be split between 
Sallie Mae and the originating bank to provide a further 
incentive for incurring the additional risk. The administrative 
functions involved in this type of pilot would draw on Sallie 
Mae's capabilities in the area of servicing small loans. 

Apart from financing, a range of information and 
consulting services might be offered to help employers assess 
their needs for workplace education and training programs, select 
appropriate providers, and evaluate the results. Sallie Mae i s 
very interested in testing the market for such services, and we 
believe i t ought to have the authority to do so. We do not know 
where Sallie Mae's expertise lies nor whether i t will have the 
connections and credibility with employers to make a success of 
such endeavors. But we see no downsides to allowing Sallie Mae 
to test i t s entrepreneurial skills in this area--and believe the 
availability of higher quality information and support services 
could motivate many more employers to offer training to incumbent 
workers. 
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E X E C U T I V E O F F I C E OF T H E P R E S I D E N T 

20-JU1-1994 04:51pm 

TO: W i l l i a m A. Galston 

FROM: Barry White 
O f f i c e of Mgmt and Budget, LVE 

SUBJECT: S a l l i e Mae 

S a l l i e Mae i s peppering me w i t h bond market a r t i c l e s about t h e i r 
plan (leaked from somewhere) and j u s t r e c e n t l y about 
A d m i n i s t r a t i o n discussions about an e x i t fee. As t o the l a t t e r , I 
c e r t a i n l y haven't been i n any discussions, though I would be happy 
t o p a r t i c i p a t e . 

E l l e n Seidman c i r c u l a t e d Labor's proposal t o l e t S a l l i e Mae have 
a u t h o r i t y t o t r y some corporate f i n a n c i n g f a c i l i t a t i o n as p a r t of 
the p r i v a t i z a t i o n b i l l . I don't mind t h a t , but i t i s s u r e l y 
nothing we could t o u t as a s i g n i f i c a n t " i n - k i n d e x i t fee." 

I also know Longanecker met w i t h Hough t o discuss p r i v a t i z a t i o n 
r e c e n t l y . Hough said he would not openly oppose d i r e c t l e nding, 
and would cooperate w i t h whatever David wanted from S a l l i e Mae. 
Hough pressed David t o get the ED/Treasury l e t t e r out t o Kennedy 
and Ford. You w i l l r e c a l l t h a t we discussed t h i s l e t t e r a t the 
l a s t group meeting (a couple of months ago) and David promised t o 
supply the d r a f t . No d r a f t y e t . 

David also promised t o c l a r i f y , i n l e g i s l a t i v e langauge, h i s 
"needs" from S a l l i e Mae during the t r a n s i t i o n , and, perhaps, an 
a l t e r n a t i v e p r i v a t i z a t i o n scheme. I have not seen anything. 

I asked the Treasury d r a f t e r (Rutledge) i f she was working on 
con v e r t i n g S a l l i e Mae's proposal i n t o language/we would consider 
( i . e . , t h e i r s t u f f plus whatever Darcy wa n t s , / l i k e s a f e t y and 
soundness amendments, plus some of what we had i n l a s t year's 
b i l l , l i k e g e t t i n g them out of Connie Lee)y She said she hadn't 
been asked t o but would consult w i t h DarcyC I haven't heard 
anything back. 

So a l l i n a l l , what's up? Any way I can help, a t l e a s t t o get the 
l e t t e r out? Or are we d e l i b e r a t e l y not going t o push t h i s now? 

Yr Humble and Obdt Svt, 
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L«vel Plttying Field for Consolidation Loans 

frraendmentt 

Amend Section 423C{c)(1) of the Higher Education Act by ( i ) 
del e t i n g the words "(B) or (C)" at the end of the f i r s t sentence of 
subparagraph (A) and substituting the words "(B), (C) or (D)" in 
t h e i r place and ( i l ) adding, at the end of paragraph (1), a new 
subparagraph (D) as follows: 

"(D) A consolidation loan made on or after [September 30, 
1994] s h a l l bear interest at an annual rate on the unpaid principal 
balance of the 1-oan that i s equal to the lesser of ( i ) the weighted 
average of the interest rates on the loans consolidated, rounded 
upward to the nearest one-quarter of one percent, or ( i i ) 8.25 
percent*" 

pationale: 

Current law d i s t i n c t l y disadvantages student borrowers who 
e l e c t to consolidate t h e i r FFEL program loans under the FFEL 
program rather than seeking a Federal Direct Consolidation Loan. 
Under regulations issued by the Department of Education, the 
int e r e s t rate on Federal Direct Consolidation Loans i s a variable 
rate; not to exceed 8.25 percent. Section 428C of the Act sets the 
i n t e r e s t for FFEL consolidation loans at a fixed rate equal to the 
weighted average of the interest rates of the loans being 
consolidated, rounded up to the next whole percent. T^ey^ iff ng 
l i m i t a t i o n on the interest rate. The rate a»ay often be nine 
percent. As a result, student borrowers who choose to seek a 
consolidation loan from the private sector rather than froro the 
federal government, either because they have good relationships 
w i t h t h e i r lenders that they wish to continue or for other reasons, 
must pay for t h i s election by paying wore interest on t h e i r 
consolidation loan than those who maXe the opposite selection. 
Enactment of the proposed amendment would reduce some of the more 
egregious aspects of t h i s penalty. 

Passage would, i n addition, be a step toward placing FFEL 
program consolidation loans on the same level playing f i e l d with 
Federal Direct Consolidation Loans consistent with the clear 
i n t e n t i o n of the Congress that the same terms and conditions apply 
t o FFEL program loans and direct loans. 

09/07/91 
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January 17, 1995 

Mr. William Galston 
Deputy Assistant to the President 
1600 Pennsylvania Avenue, N.W. 
Washington, D.C 20500 

Dear Bill: 

As Members of Congress representing a large number of Sallie Mae employees, we feel 
that it would be a great opportunity for President Clinton to make the rechartering of 
Sallie Mae a highlight of his initiative to reduce government. We believe it is appropriate 
at this time to recognize Sallie Mae's success in fulfilling its Congressionally chartered 
mission and allow it to apply its skills to other enterprises. 

Thus, we believe it is time for Sallie Mae to relinquish its status as a Governmerit 
Sponsored Enterprise. Taking this initiative would fit well with the themes of reinventing 
and downsizing government that have become hallmarks of this Administration. We 
believe the public will respond favorably to this effort to make government 'smaller . 
While becoming the finest servicer of student loans, Sallie Mae has assembled an 
impressive organization rife with the technological sophistication necessary to 
successfully compete in today's business climate. We, therefore, believe it would be 
economically beneficial for it to be free to enter into other endeavors, particularly in 
support of higher education. 

We are, however, concerned that this issue has yet to be addressed by the ^ ; 
Administration. In an effort to obtain the Administration's position and plan subsequent / 
strategy, we would like to invite you to meet with us on Thurodoy, January 19-f>fr:4»'~ 
pm in room 340 Cannon House Office Building. We feel strongjy that this is a good 
policy issue for Democrats to embrace. \ ;^LdJ f^^^ i <Ww>^ ® 

Please contact Brady King with Congressman Chet Edwards at 225-6105 or Jason 
Altmire with Congressman Pete Peterson at 225-5235 for more information. 

Sincej 

• (^ i t^ JjUUc^ 
^̂ 3 



202-401-143G OLCfi 042 P01/03 JfiN 27 '95 13:02 

UNITED 
STATES DEPARTMENT OF EDUCATION 

OFFICE OF 
LEGISLATION AND CONGRESSIONAL 

AFFAIRS 

Date 

Sent to: 

Attention: 

From: 

Number of Pages (including cover sheet): 3 

K there are any prob.«^ this transmission, please 
contact me at: (202)401-1028 

Id 

COMMENTS: 

400 Maryland Avenuê SW, Room 3153 
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