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EXECUTTIVE OFFICE OF T HE PRESIDENT

02-Mar-1995 02:35pm

TO: William A. Galston
TO: Ellen S. Seidman
TO: Kenneth S. Apfel
FROM: Patricia A. Smith
Office of Mgmt and Budget, LVE
cC: Barry White
CC: Douglas L. Steiger
SUBJECT: SLMA

In the March 3 issue of the Chronicle of Higher Education, Larry

Hough supported the Goodling bill because he believes that a cap

on direct lending is necessary to insure fair competition between
the two loan systems.

Barry believes even more strongly now that Administration support
of SLMA privatization should be tied to full implementation of
direct lending, and that if Congress were to separate SLMA
privatization from the Administration proposal for accelerating
implementation of direct lending, he will consider recommending
that the Administration withdraw its support for privatization.



SB8ALLIE MAE LEGISLATION
INSERT A IN SUBSECTION 2 (a) "FINDINGS8'", page 4

(5) authorizing the Student Loan Marketing Association
(hereinafter termed the Association) to reorganize as an ordinary
business corporation, without ties to the Federal Government,
will demonstrate the effectiveness of a public-private
partnership to create a viable public-purpose secondary market
entity, the Federal support for which can be discontinued, once

the secondary market has been established;

(6) termination of the Association as a Government-

sponsored enterprise will set a precedent for converting other

ecormomicatty—viaeble Government-sponsored enterprises to

completely private status;

(Renumber remaining subsections)



INSERT B, PURPOSES SUBSECTION 2(b), "PURPOBES", page 5

(4) to authorize the Association to reorganize as an
ordinary business corporation, without Government sponsorship,
after a transition period, during which the Association’s
business, operations, and assets would be transferred to a new

State- or District of Columbia-chartered corporation; and

(5) to terminate the Association as a Government-sponsored

enterprise on or before December 31, 2004.
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FAXES TO: Bill Galston 456-2878 39/
Ellen Seidman 456-2223 /2 (
Barry White 395-4875 _
Leo Kornfeld 708-7157
Don Feuerstein 708-8404
Tom Wolanin 401-1438

FROM: Jill OuseleyZ}iI
SUBJECT: SLMA Board Draft Letter

At Darcy’s request, I have redrafted this proposed letter
for signature of SLMA Board Chairman Arceneaux, supporting the
privatization of SLMA and the continuing expansion of Federal
direct student lending. I have tried to blend the suggestions of
Working Group members in this draft. Please give me a call (622-
2630) or fax (622-0244) with any changes.

We are assuming that SLMA will want to see the
Administration’s bill, before they would be willing to sign a
letter. '

I am also faxing a copy of Chairman Arceneaux’ letter to
Frank Newman, following their telephone conversation.
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DRAFT 3/21/95

Letters to Chairs and ﬁankings, House and Senate Education Full
Committees and Subcommittees, cc: Secretary Riley, Secretary
Rubin. S8ignature of the Chairman.

I am writing on behalf of the Board of Directors of the
Student Loan Marketing Association to express the Board’s support
for legislation to permit Sallie Mae to restructure itself into a
completely private business entity. The Board also actively
supports the phase-in of the Federal direct student loan progranm,
which would occur over the next several years under current law
to accommodate a growing proportion of federally assisted student
credit. I am particularly anxious to clarify Sallie Mae’s
position, since incorrect assumptions about our views may affect
Congressional deliberations on these important issues.

As you know, the Sallie Mae was created in 1972 as
Government-sponsored enterprise (GSE) to serve as an efficient
secondary market for federally guaranteed student loans. We
believe Sallie Mae has more than fulfilled its statutory purpose
of making student credit broadly available. I note also that
Sallie Mae’s success in the guaranteed student loan business has
facilitated the development of competition for market share in
the guaranteed student loan financing industry -- most recently
in the form of privately issued asset-backed securities.

Government higher education policy has changed greatly in
recent years, however, as the Government has sought ways to trim
spending and reduce the Federal deficit. In this connection, the
Federal direct student loan program was begun as a pilot program
in 1992 and was expanded in the Omnibus Budget Reconciliation Act
of 1993 to reduce the cost of student credit subsidies.

Under current law, direct loans would replace the loan
guarantee program gradually over time. The Board believes that
the transition to direct lending is an opportunity for Sallie Mae
to make a transition from GSE status to completely private
status. Legislation that would permit Sallie Mae to restructure
as a private entity, without links to the Federal Government, and
to expand and diversify Sallie Mae’s business operations -- in a
financially safe and sound manner -- would be in the best
interests of the Sallie Mae shareholders, students, and the
general taxpayer.

The Board of Directors therefore wishes to prov1de assurance
that Sallie Mae will actively support 1mp1ementat10n of the
direct student loan program and expansion of that program within
the limits of the law. In particular, the corporation does not
support rigid legal limits on the growth of the program. At the
same time, the corporation will continue to market as effectively
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as possible all its services relating to the guaranteed student
loan program and to continue to serve all our customers,
especially schools, students and primary lenders, with the high
quality service for which the company is known. In this
connection, active participation in the direct student loan
program would be a natural area for Sallie Mae to pursue as a
private entity to take advantage of Sallie Mae’s extensive
experience and competitive advantage in marketing and servicing
student loans.

It is essential that Sallie Mae continue to respond -- as it
always has -- to changes in the external environment. The direct
student loan program has proven to be an effective way for the
government to make funds available to students and a formidable
competitor to the guaranteed student loan program. The time is
right for Congrees to enact legislation that phases out Sallie
Mae’s status as a GSE and permits the shareholders and the Board
to take the successor corporation into new businesses as an
entirely private entity. Therefore, we strongly support the
legislative approach to privatization that the Administration is
transmitting to Congress.

Sincerely,

William Arceneaux
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WULLIAM ARCENEALX
Chalirman of the Boars

March 17, 1995

The Honarable Frank Newman
Under Secretary of the Treasury
U.S. Department of Treasury
1500 Pennsylvania, N.W.

Room 3325

Washington, D.C., 20220

Dear Frank:

Please know that | want to be as helpful as possible in the matter we
discussed yesterday. Should you reach a point in this process where you
believe that Board-Level involvement might assist in overcoming a hurdle or
inpasse, don't liesitate 1o call on me. Cal) anytime you think I can be helpful.
I can be reached at (504)380.9885 (office), [ " peifb)6). -] (home), or
(504)389-0149 (fax). o

Lo0)]

Sincerely,

=y

et

William Arceneayx

@004/004

@002/002

ND.S%5 G2
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€7 rensan 10 suppon Salhe Mae's
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Student L¥au Marketing Associstion

, under aw enaceed by Congress.

stuzdent loans from banks and manages them duciag
the pericd. 1t is the nation’s largest owner and maneger
iuanatend|student laans,

6 per

from 1993,

DEPART OF EDUCAT

S’élli Mae Eyes Expansion Beyond Its Charter

wlitical cbneerns over student loans may frustrate the corporation’s plans

Wt wuiad fol i Cocovmia
Lawrence A. Nough: *“There ase fow nolional componies ik the

rescarees we have (o sddvess issurs in hiphtr cdwewtion.”

Like that af a private corpoery.
ton. Sallie Maz's stock is publicly
taded. Sallie Mac also relzes cach
trough the findncial markets.
Through Most af 15 23 yars, Sallic
Mae was § very slonctive iaverl-
ment bocsose of the [mplicit back-
ing of the foders! government for
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ceeding slowly come from (or-prof-
it and not-lTor-profit finunciul inter-
ests. John E. Dean. speciul esunsel
0 the C Bankart Assacia-
fion, $aid that that organization
suppors privalization. with !
provisct.

**There ure 2 number of pcople in
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4 NEW, PRIVATE BNTITY
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urrected f \he privatization effort
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Mr. Hough's model for trans-
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clght years. From the outsel. \he
parcht corporatioh would be free to

* How Sallle Mac's Stock Prico Has Changed

* ‘Since President Clinton"s Election

4 B & 8 8 3

L
v&pwn.ﬁ#&awnmmwauw@

Vglue

w4 ahgre price g1 close of v

¥

Bie




03/21/85

> esmsen —=EA W 4 = W=

>

]

entere fnto any businexs that It

Mr. Hough sald be envisioned
Sallle Mac using its vost capital re-
1o expand he (ange af
sepvices that i offiers to colleges.
‘Makiog use of he corporation’s
sats-cl-he-arnt 1eahnologicel ahd
compuier-processing prowess we
likely places 10 Starn- He
sed such campus funcdons
a3 management of student records.
digance learning, nod fuancing
high-tech capensions as pastidle
Pew VEHUITS.
A centrnl picee of M. Hough™
1 | for privatization ls that
Sallie Mac bas served it purpase.
Congress craated Sallic Mae 10 buy
Trox banks 3o that the banks

16:26
(2]

Wt ™

8202 708 7137

2We—adl=140m

DEPART OF

Backers Offer New Financing ldeas
for Threatened Cultural Agencies
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the Humanities last week proposed
aew WAYS 10 finance the 1wo agen:
cies. The ideas came 3t & Sanate
hearing Lo start the reauthocization
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federal subsidina.

Sen. Christopher J, Dodd. 3
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other suggertion. He proposed an
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new way to help bridge

ol f ed and
Simetni | the gap between what you ve savec an
as R walanin, Depbty Assistatit ¢ - ]
FREREE) - what you'll need dunng retirement
“Congress may nat want Teachers Personal Anmuity® now offers more

o move along with flexibility with the new Stork Index Aczount..,
—————m—— e a variable account specifically developed for
_anything that books ko B the long-tefm investor who is Jooking for

s related to the wind- more growth opportunities and i willing o

down of Bhe guarantoed- accept more risk.

oan p When you're planning for the future, every
loanprogam. | Y e ::llhr cot::: Nol: you I’;ve more choices t0 -

, p you ¢ the most of your afrer-tax setire-
tw 26T o T i snent dollars. With Teachers Personal Annuity.
paty bodget wtimates placed the you can select either our Fixed Account or our

im the hundreds of millieas of ms:«kuam.onyaumychodse
dollars. toallomcyourmmqhbothmuns.m:
EIGH-PATD LOBSYESTS way you can take advantage of the highly-

Toc wid @nd in the procers 25- mydiﬂneﬂecuveamwimmmedm
pears to e the connectian batueen Fixed Account and the growth potantial offered
privecie asd the nascens di- by the Stock Index Accourt. With both sccounts,

w"""-' issue ant e taxes on any esrrings will be deferred until
1 svantage by cither side in ywﬂilhdnwm—wmchgivuywubig
the dirccidanding dcbate. While edge over taxable accounts. However, if you
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF LEGISLATION AND CONOGRESSIONAL AFFAIRS

MEMORANDUM 3/21/95

To: Bill Galston, Gene Sperling, Ken Apfel
From: Tom Wolanin W

Re: In-school interest subsidy estimate

We have been working closely with Congressman Petri (R, WI)
and his staff on direct loans. Petri is the most (and thus far the
only) articulate and effective defender of direct loans among
Republicans in the House. In the course of working together Petri
asked us to give him some technical assistance by scoring his
comprehensive student loan bill. This is a bill that Petri has
been introducing for 15 years in various forms. Its salient
features are: 100% direct lending, encouragement of collections
through IRS, mandatory participation in income contingent repayment
for all borrowers, elimination of the in-school interest subsidy
and replacement of the in-school interest subsidy with 1lower
interest rates during repayment for low-income borrowers.

Budget Service here at the Dept. has prepared the estimate
reqguested by Congressman Petri. One of the most salient features
of the estimate is a new projection for the savings resulting from
the elimination of the in-school interest subsidy - $17 billion.
The increase in this estimate from the $12 billion we have all been
using is accounted for by updated projections of interest rates and
loan volume.

We assume that CBO will update their estimates along the same
line, and I wanted you to have a heads up about this substantial
new number that is likely to be in circulation socon with respect to
the in-school interest subsidy.

I also wanted you to be aware that we are planning to share
this estimate with Congressman Petri in the next few days as
informal technical assistance from the Department. Please let me
know if you have any concerns about our sharing this number with

Congressman Petri as part of our unofficial cost estimate of his
bill.

cc: Barry White
Frank Holleman

400 MARYIAND AVE.. SW. WASHINGTON, D.C. 30202-3100

18:89
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DATE: March 20, 1995

TO: Bill Galston
Ellen S. Seidman

Darcy Bradbury
Barry White

FROM: Leo Kornfeld i@@

Senior Advisor to the Secretary

I like Barry White's letter. [ think Ellen’s concerns regarding Barry’s paragraph
are appropriate however, the thoughts in Barry’s letter should remain, in my
opinion, after some editing.

Ellen’s second paragraph is excellent and should be included. Furthermore, I
suggest we emphasize that, if the President’s proposal for 100% is not legislated,
SLMA endorses the concept that institutions should have the opportunity to select
the loan program suited to their institution and not based on an arbitrary cap on
the program. '



EXECUTIVE OFFICE OF THE PRESIDENT
22-Mar-1995 08:39am

TO: (See Below)

FROM: Barry White

Office of Mgmt and Budget, LVE

SUBJECT: Proposed changes to 3/21 SLMA Bd ltr draft

In general, this is a nice blend of my brute force approach and
more gentlemanly (gentlepersonly?) language befitting a board
chairman. We need to push this effort fast, so I'm particularly
glad Treasury took the initiative to meld the myriad communiques
of the last few days. A short meeting might be the best next
step. I'm free after 4:30 today and about any time' Thursday
morning; I'd be happy to host a meeting here if that suits, or go
to anybody else's place. Others' schedules?

FIRST PARAGRAPH. End the SEDOND SENTENCE after "direct student
loan program." This deletes the remaining words that sound like
support of current law and opposition to the President's proposal
for a faster ramp up. Perhaps we can't ask for an endorsement of
the fast ramp up, but neither do I want implied criticism.

SECOND PARAGRAPH. I don't see the need or the point for the LAST
SENTENCE, Sallie Mae patting itself on the back for "privately
issued asset-backed securities." This is not germane and suggests
that we attach some virtue to this event that I am not aware
supports our policy goals. Delete it and move directly to the
next paragraph.

THIRD PARAGRAPH. The LAST SENTENCE ("reduce the cost of credit
subsidies”) is not a sufficient statement of the purpose of
creating direct lending. Saving money is always good, but that
was not the primary purpose of the Clinton initiative, nor is it
appropriate in this context to refer to the macro-legislative
vehicle as if budget had been the main focus. End the sentence
after "... as a piolot program in 1992" and replace the rest with:

"The Student Loan Reform Act of 1993 replaced the pilot
with a phase-in of direct lending in order to expand student
repayment options, simplify and improve program administration at
the Federal and school level, and lower costs."

FOURTH PARAGRAPH, SECOND SENTENCE. The phrase "is an opportunity"”
suggests that there are other opportunities, a view we do not want



to encourage. Replace with: "... represents the right time."

"FIFTH PARAGRAPH. At the end of the FIRST SENTENCE, strike "within
the limits of the law." We only operate within such limits at all
times; the phrase could be read as opposition to the President's
proposed law change.

The point of the SECOND SENTENCE is to oppose the
Goodling/Kassebaum bills, but current law also has "rigid legal
limits," and so does the Administration's proposal. A small
modification would have it read:

"In particular, the corporation does not support
legislative proposals to restrict the growth of direct lending in
any way."

The THIRD SENTENCE is way too broad. We know on the record
that Sallie Mae interprets its authority to "market as effectively
as possible" as a license to subborn school decisions to joint
direct lending, and to offer improper inducements. Sallie Mae's
consent decree-like withdrawal of certain practices ("we say we
didn't do it but we agree we won't do it again") is the reality
here. This sentence replaces my earlier more aggressive, perhaps
infelicitously phrased, shot at their behavior. A compromise
might read:

"At the same time, the corporation will continue to carry
out its responsibilities as the leading student loan secondary
market to support efficient provision of new student loans as long
as the law provides for such loans, and to maintain a market for
and to service previously issued guaranteed loans."

The LAST SENTENCE, asserting a role for Sallie Mae in the
direct student loan program, is particularly inappropriate.
Sallie Mae can now and would in the future have the same
opportunity to bid for direct loan servicing contracts as any
other financial services company. We do not envision or support
any preferential role and should not, by virtue of offering this
draft, signal to Sallie Mae any such desire on the part of the
Administration. This sentence should be deleted. '

LAST PARAGRAPH. The SECOND SENTENCE should end after "...to make
funds available to students." Strike the "formidable competitor"
language. We are not in a competition here, we are supporting the
President's goal of replacing guaranteed with direct lending. We
do not want to fall prey to Sallie Mae's political goal of a
casting the issue as the need for a "level playing field." No
Marquess of Queensbury rules. '

Distribution:
TO: William A. Galston

TO: Ellen S. Seidman
TO: FAX (9-401-1438,Tom Wolanin)
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Letters to Chairs ang Rankings, House ang 8¢nato_ﬁducation Full
Committees and S8ubcommittees, cc: 8ecretary Riley, 8ecretary
Rubin. signature of the Chairman. .

i

I am writing on behalf of the Board of Directors of the
Student Loan Marketing Association to express the Board’s support
for legislation to permit Sallie Mae to restructure itself into a
completely private business entity. The Board also actively

supports the phase-in of the Federal Direct Student Loan program.
I am particularly anxious to clarify Sallie Mae’s position,

As you know, the sallije Mae was created in 1972 as
government-sponsored enterprise (GSE) to serve as:an efficient

believe Sallie Mae has more than fulfilled its statutory purpose
of making student credit broadly available. Government higher
education policy has changed greatly in recent Years, however, as
the government has sought ways to trim spending and reduce the

Under current law, direct loans would replace khe loan
gquarantee program gradually over time. The Board believes that-

to expand and diversify Sallie Mae’s business operations would be
in the best interests of the Sallie Mae shareholders; students,
and the general taxpayer. - o

i

to restrict the growth of direct lending. At the same time, the
corporation will continue to carry out its responsibilities as a
leading student loan Secondary market to support efficient

It is essential that sallie Mae continue to respond -- as it
always has -- to changes in the external environment. The Direct
Student Loan program has proven to be an effective way for the
government to make funds available to students. The! time is
right for Congress to enact legislation that phases out sallie
Mae’s status as a GSE angd permits the shareholders and the Board -
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poration into ney businesses as an
entirely private entity.

Therefore
he Direct Student Loan
upport legislation to P
nto a completely privat
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quickly and s

Sincerel},

William Arceneaux

we strongly believe that the
Program should proceed
ermit Sallie Mae to
e business corporation.

[
t
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STUDENT LOAN MARKETING ASSOCIATION
1050 Thomas Jeffarson Streat, NW.
Waghington, D.C. 20007-3871

202-333-8000

TIMOTHY G. GREENE
Exacutve Vics Pragidant
Ganeral Gourme!

March 23, 1995

ACS

Ms. Darcy Bradbury

Deputy Assistant Secretary
Federal Finance

Department of Treasury
Room 2234

1500 Pennsylvania Ave., NW i
Washington, DC 20220 B

Dear Darcy: :

Per your request, I am transmitting herewith a copy of the resolution in support of Sallie
Mae's rechartering efforts, unanimously adopted by Sallie Mae's Board of Directors at last week’s
meeting. Let me know if you or Mr. Newman have any further questions on this matter.

" Enclosure
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w.

gallie Mae Board of Directors' Meeting

March 18, 1995 No.i3/95-_/_-018

S
|
|
|
1
Draft g
' RESOLUTION ;
(Resolution Diracting Sallie Mae to seek Pully Private Status)

WHEREAS, This Board of Directors has from time to time
considered the rechartering of the corporation, and

WHEREAS, The corporation has peld discussions with the
United States' Departments of Education and Treagury, as well as
the Office of Management and Budget, and the Natiqnél Economic
Council relative to the feasibility of rechartering, and

: ) ,

WHEREAS, The corporation has conducted extensive studies

relative to the feasibility of such rechartering, and

WHEREAS, There appears to be an opportunity to! advance
rechartering with the support of the U.5. Congress and the
Administration. 'g
. NOW, THEREFORE, BE IT RESOLVED, That this Board of Directors
does hereby, unanimously affirm its prior-gtated views that it is
in the best interest of the sharesholders and the corporation to
pursue rechartering and doeg direct the management of this
corporation to pursue 8 strategic course which will result in the
establishment of the corporation -as a gtate chartered entity and.
ag no longer subject to the provisions of Section 1087-2 of tha

. Higher BEducation Rct of 1965, a® amended, and :

FURTHER RESOLVED, That this Board instructs management to
aggressively puraue opportunities within ita preeert statutory
configuration, and ; -

FINALLY RESOLVED, That the President and chief Exacutive
Officer, the Executive Vice President and General Counsel, or
their designees be, and hereby are, authorized to take all guch -
actions as are consistent herewith. :
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STUDENT LOAN MAAKETING ASSOCIATION
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202296-2500

WILLIAM ARCENEALX
Chaimten of the Baara

March 17, 1995

The Honorable Frank Newman
Under Secretary of the Treasury
U.S. Department of Treasury
1500 Pennsylvania, N.W.

Room 3326

Washington, D.C. 20220

Dear Frank: i
Please know that I want to be as helpful as possible in the marter we
discussed yesterday. Should you reach a paint in this process wliere you
believe that Board-Level involvement might assist in overcoming a hurdle or
inpasse, don't hesitate 1o call on me. Cal] anytinie you think I can be helpful;

I can be reached at (504)389.9385 (office), (home), or
(504)389-0149 (tax). : -;

. PBIB)(E) .

Sincerely,

| Tl ]

——— ;

William Arceneaux

@oo7/007

@_0_02/002

NO. 555
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Letters to Chgirs and Rin'kl.ngl, House and Senate Education Full Committees Elid |
Subcommittees, cc: Secretary Riley, Secretary Rubia. Signature of the Cillﬂ:nlll'l

I am writing on behalf of the Board of Directors of the Student Loan Marketing Agsociation to
express the Board's support for restructuring Sallic Mse into a completely private bysioess entity. Tam
particularly anxious to clarify Sallic Mas's poaitlon, since incorrect assumprions nho{ut our views may
affect Congreasional doliberations on this mporant {ssue, _ i :

. . { .

As you know, Sallis Mas was created in 1972 as a government -sponsored 'ft,mrprﬁe (GSE) to
serve a3 an officiont secondary market for federally guarantesd student loans. We believe Sallie Mae
has mare then fulfilled its stanxory purpose of making student credit broadly avatlable. However,
Fedoral higher education policy hes changed greatly In recent years. . | . :

Under aurrent law, direct loans would gradually replace much of the loan gharantes program
over time. The Board believes that this transition o direct lending underscores the ficed for Sallie Mas
to make the traasition from GSB status to complstely private status. Restructuring Saille Mpe as 2
private entity, without links to the Federal Government, and diversifying its business operations, would
be in the best interest of colleges and students, Salllc Mae sharcholders, and the 3::[:1 taxpayer.

] There are two federal student foan programs in law, the Federal Direct Stu . Losa program
and Federal Family Education Loan prograrn. The larter represents Sallie Mac's cory business and the
carporation will continue to carry out its responsibilities 28 # leading student loan secondary market to
support efficient provision of new student loans as Iong as the law provides for such: loans aad to
maintein a market for and scrvice outstanding student loans, Sallie Mae can parfumi these .
pesponaibilities without govemment sponsership. i :

It is emsential that Sallie Mse continue to respond -- as it always has — to ctianges in the
exiernal environment. The time is right for Congrass to phasc out Sallie Mae’s atatys as a GSE and .
permit the sharcholders and the Board to recharter the successor corporation as an éntirely private entity, |
Please find antached u resolution supporting privatization which was unsnimously adapted by the Sallie
Mae Board of Directors on March 18, 1995. i ' Lo

Sincerely,

|
William Arceneaux i
g

dPnpoud legislation to be reviewed before letter s fioalized, Livkage to direct le ding aeeds to be
iscussed. : { o
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