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M n v T, Max. HUMI 
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KB. Daroy s radbury 
Deputy AflBi itant Scarfttary of tha 
Treasury 7er Federal Finance 

us Departaa it of the Treasury 
1500 Pannay .vanla Avenue, NV 
Washington, DC 20220 

Dear Ka. Br dburyi 

I grea 
sobooaaitte 
very valiuib 
revlev the < 
with reepeo' 
this area ai 

ly enjoyed your testimony today before ay 
. I thinJc those Meabers in attandanoe received soae 
e inforaation. I also appreciate your villingnoss to 
raft proposal we have been working on with Bailie Xae 
to privatization. I recognise your expertise in 
d your tifflely assistance is greatly appreciatied. 

^cloBi d is a copy of tte proposal we have had under ravlaw. 
_y-^*"^^' " i»qi»lfttion is on a fast track due to the extfinaive 

lagiaAaLiva »chedule we have planned for the next throg^^g^, 
If^yott opulc provlda any suggestions or changes to tha eneioaod 
^ ^ ^ f 5 ^ in~the nexOM-^tLJtTOZJ^WQuld-^ vftry gratofuT;—OuS— 
Coaaittec si iff is available to aaet with you to review the draft 
at your coni anienoe. 

Please let no know if you nave any problea with this 
request. W > coaaittee staff working on this proposal are_fieorae 
Conant and S illy stroup. They can be reached at 225-6558.^^^ 

Again, -.hank you for your testiaony this aoming and your 
assistance 1 \ reviewing tha enclosed proposal. 

Sincerely, 

Howard P. "Buck" McXeen, Chairaan 
Subeoaaittee on Postsecondary 
Education, Training and 
Life-Long Learning 
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DETERMINED TO BE AN 
ADMINISTRATIVE MARKING 
INITIALS: DATE: iiz:£i^I2_. 

PRZVZLSGfSD AND COHZZOBIEXAl^ 

104 th e( ffORSSS 
1st SY fs ioa S.S. . 

TO afflsat Part B o£ T i t l e 17 cf tha Higher Education Act of 
1965 to provide for the reorganisetloa of the Student Loan 
Xarketi i g Asaooiatioa. 

XM TBS B0t7SI 07 UFXS8SKTATZVIS 
[ 3, l « 5 

ICr{s} introduced the following b i l l ; which was 
ref' rred to the CoBaittee ea 

A BILL 

To amen Part B of Title IV of the Higher Education Act of 
19S5 to provide for the reorganization of the Student Loan 
Market! g Association. 

SBCTZOM 1. 8S0RT TZTLS. 

This Act may be cited as "The Student Loan Market­
ing Ase iciation Transition Act of 1995". 

SBC. a. 7ZHSZKQ8 AMS PUBPOSBSt 

(a FINDINGS The Congresa hereby finds that: 
(1) The Student Loan Marketing Association, since 

i t s ere »tlon by Congress in 1972, has successfully developed 
a natic lal secondary market in guaranteed student loans, 
providi ig stability and liquidity to the market for student 

DRAFT 
April 2 i, 1995 
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i facil itating access to loans for a l l el igible 
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(2) There is not a continuing need to maintain 
-iation as a federally chartered govemment-»pon-
torprise on s long term basis because the student 
Mdary market ^ g = J » f i a o « c o m p e t i t i v e environment, 
arly in ligh^^Pt^e~fide^^jOovemment • s program of 
ending to Students which was^nacted in 1993 and is 
d to enconfesB up to 60% ofiggregate student loan 
by 1998. ^ 

(3) It is in the interest of taxpayers to limit 
any itnp i c i t government guarantee that govemment-sponsored 
enterpr se l iab i l i t i e s may carry. 

(4) I t is desirable <A) to maintain the Aseo-
as a government-sponsored enterprise on a short-term 
onal basis and (B) to ensure an orderly wind down of 
<jlation'8 charter that preserves the reasonable 
ions of the AsBociation's investors, creditors, cus-
ind other business relations. 

PURPOSES -- The purposes of this Act are to parmit 
lual transfer of the Association's businees, opera-
id assets to a new state orDl^txiC-t_fit_C^ 
jd parent holding cpmpasy=^~thetermi^£]^OT of the 
tion'e federal chStrter on or before December^li 
id to preserve ^v^ederal agency ataitusjo^^ 
• .Ion's debt nhl f>T^^i^^^^a~--fT-rr--ito-34iiag^ 

ling. 

elation 
transit 
the AS8 
expecta 
tomers 

the gra 
tions s 
chartez 
Assooia 
2004, s 
Associa 
out star. 

at: . 3. TBE 8T0D8KT LOAN MAKUTZN9 A880CXATZ0N 
TRANSITION, DISSOLUTION AND CHAKTBB TBRKXHATION. 

(a) Part B of Title IV of the Higher Education Act 
of 196' [20 U.S.C. S1071 fit sfifl. (1988) 3 i s amended by 
insertl .ig after section 439 [20 U.S.C, 8 1087-2] the fol­
lowing aew section: 

"• - REOROANIZATION OF THE STUDENT 
LOAN MARMTING ASSOCIATION THROUOH 

THE F0M5ATI0N OF A HOLDING COMPANY. 

"Sec. 40 (a) Actions by ths Assooiatioa's Board of Direc­
tors - The Board of Directors of the Association shall take 
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to be taken a l l such action as i t deems necessary 
prlate to effect, upon the shareholder approval 
d below, a restructuring of the coBsnon stock owaer-
the Association, as set forth in a plan of reorgani-
dopted by the Board of Directors (tha terms Of whieh 
consistent with this Act) so that a l l of the out-
common shares shall be directly owned by sn ordi-
inesB corporation chartered undar Stata or District 
bia law (the "Holding Company"), as the Board of 
s may determine. Such actions may include, in the 
discretion, a merger of a wholly-owned subsidiary of 
ling Company with and into the Association, which 
.ve the effect provided in ths plan of reorganitation 
law of the jurisdiction in which such subsidiary i s 
•ated. As part of the restructuring, the Board of 
'8 may cause (1) the common shares of the Association 
inverted, at tbe Effective Time, to common shares of 
ling Company on a one for one basis, consistent with 
)le State or District of Columbia law, and (2) Kold-
)any common shares to be registered with the Securi-
l Exchange Commission. 

tareholder Approval - The plan of reorganisation 
by the Board of Directors pursuant to sxibsection (a) 
i submitted to common stockholders of the Association 
Lr approval. The Reorganisation shall occur at the 
's Time, provided that the plan of reorganization has 
sroved by the affirmative votes, cast in person or by 
>f the holders of a majority of the issued and out-
j shares of the Association common stock. 

raasltlon - Except as specifically provided In this 
440, uintil the Dissolution Date the Association 
jntlnue to have a l l of the rights, privileges and 
Ions set forth In, and shall be subject to a l l of the 
Lons and restrictions of. section 439 of the Higher 
sn Act [20 U.S.C. S 1087-2] as in effect on the — 
/e date of this Act. The Holding Company and i t s 
:ee other than the Association shall not be entitled 
3f the rights, privileges and obligations, and shall 
subject to the limitations and restrictions, appllea-
che Association under section 439 of the Higher 
n̂ Act [20 U.S.C. § 1087-2] ae in effect on the 
«re date of this Act, except as specifically provided 
Section 440. 
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"(1) Transfer of Certain Property - Except as 
specific illy provided herein, at the Effective Time or as 
soon ae jracticable thereafter, the Association shall use 
i t s best efforts to transfer to the Holding Company and/or 
ite Subs Ldiarles, In each case, as directed by the Holding 
Company, a l l real and personal property of tha Assoclatloa 
(both tt iglble and Intangible) other than the Remaining 
Propert). Without limiting the foregoing, such transferred 
propertj shall Include a l l right, t i t l e and Interest xn Ix) 
direct t f indirect subsidiaries of the Association (exclud­
ing any Interest in any govemment sponsored enterprise), 
(i l ) eoi tracts, leases, and other agreements, (II I ) licenses 
and othi r Intellectual property, and (Iv) any other property 
of che i ssoclatlon. Notwithstanding the foregoing, nothing 
contain* d herein shall be construed to prohibit the Associa­
tion fr^ m transferring Remaining Property from time to time 
to the 3 oldlng Company or its Subsldiarioa, subject to tbe 
provlsl- ns of subsection (3) below. 

"(2) Transfer o£ Persoaael • At the Effective 
Time, e ployees of the Association shall become employees of 
the Hoi Ing Coitqpany (or of the Subsidiaries), and the Hold­
ing Com any (and/or the Subsidiaries) shall provide a l l 
necessa y and appropriate management and operational (In­
cluding loan servicing) support to the Association, aa 
request d by the Association. The Association may, however, 
obtain uch management and operational support from other 
persons or entitles. 

" (3) slvldeads - The Association may pay 
dividen is in the form of cash or noncash diatributions so 
long as at the time of tha declaration of such dividends, 
after g vlng effect to the payment of such dividends as of 
the dat i of such declaration by the Board of Directors of 
the Ass iclatlon, the Aeeoclatlon's capital would be in com­
pliance with the capital standards set forth In section 
439(r) ;20 U.S.C. S 1087-2]. 

• (4) Valuatloa of Noa*Casb Distributions -
After t le Effective Time, any distribution of non-cash 
assets >y the Association to the Holding Company shall bs 
valued it book value on the date the Association's Board of 
Directc rs approved such distribution for purposes of calcu­
lating :ompliance with section 439(r) [20 U.S.C. § 1087-
2(r)] . 

UH.̂ t7:(?T S6, tP0 AbU 
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«(6} Bestrlotloas en New Business Activity 
sition ef Asssts by AesoeiatleB - After the Effeo-
e, the Association shall not engage In any new busl-
ivltles or acquire any additional assets other than 
r to the last day of the thirty-sixth f u l l calendar 
mediately following the Effective Time in connection 
tractual commitments for future student loan pur-
r warehousing advances or pursuant to letters of 
r standby bond purchase agreements. In either case 
e outstanding as of the Effective Time and. (II) In 
on with i t s serving as a lender-of-last-resort 
to eeotlon 439 of Part B of Title IV of the Higher 

•n Act [20 U.S.C. S 1071 SL flAS-l • 

•(6} Restriocieas oa Additional Indebtedness 
.esoelatioa; Attributes of Debt ObllgattBn*-—^^After 
ictlve Time, the Assoc iat iojv^faailr-no^J^;inc^-lndebt -
rhich at any given time w6uldexgaBdrXhe aggregate 
ue of i t s assets, to the~extent such assets are 
id to be held under thie subsection. The Association 
)t Issue new_jdeht_^llgatlon8 after tbe last day of 

tions I 
poses ( 
the avi 
is lesi 
atlOT"T 
(i) Ob; 
ant CO 
(c) of 

•tY-Bixth -full calendar mnntfi-lBmedlately following 
Vctlve Time, except in connection with its serving as 
"v^of-last-resort pursuant to section 439 of Part B of 
r of the Higher Education Act [20 U.S.C. B 1071 
Jotwithstanding the foregoing, nothing in this sub-
440(c) shall In any way whatsoever modify the at-
1 accorded the debt obligations of the Association by 
439 of Part B of Title IV of the Higher Education 
tJ.S.C. S 1067-2], regardless of whether euch debt 
lons are incurred (I) prior to the Effective Time, 
;er the Effective Time and prior to the last day of 
rty-sixth month period described above, or ( I I I ) 
ly such obligations are transferred to a trust in 
ice with subsection 440(d). 

•(7} Tax Matters -

(1) Interest deduetlea - The following obliga-
Aall not constitute tax-exempt obligations for pur-
fi section 265(a)(2) of tha Code to the extent that 
rage outstanding amount of such obligax^ions equaty o: 
"than the average stoc)tfaoldeTS^ equity of the ASBQCI 
g>r the taxable yea3r~readlng up to the'~Sf^Bctive-yime: 
tgatibns purchase^^ to the Effective Time pursu 
che authority contained in subsection (d)(1)(B) and 
section 439 of the Higher Education Act and as to 

UH/'t':(̂ T CP,, t-R AHU 



MflY-a3-1995 18:14 TfOn OPPORTUNITIES MflJORIITY TO 96220255 P. 08 

which t l 
Revenue 
gationa 
tion (d) 
mltmenti 
Effeoti^ 
tion ehi 
section 
subsidli 
ohass o] 

adjustei 
the Bffi 
asset ai 
after tl 
wealth < 
trlct o 
taxing • 

State, 
the unl 
county, 
fer of 
end/or 
resul t l 
the Ass 
purpose 
commonw 
Dlstrlo 
authorI 
occurre 
ewnersh 

) Income Is exetnpt from taxation under the Intemal 
:ode of 1986, as amended, and (II) tax exempt obli-
jcquired after the Effective Time pursuant to Bee-
ID (B) aad (C) in connection with contractual com-
for future purchases that ars outstanding as of the 

i Time. The assets and Indebtedness of the Assocla-
Ll not be considered In any determination under 
265 (a) (2) as to whether the Holding Con^any and I t s 
rles have Incurred or continued Indebtedness to pur-
carry tax-exempt obligations. 

(2) Basis la assets tor tax purposes • The 
basis of any asset held by the Holding^Company at 

ctive Time shall be the-f air market va^e^ of that 
of the Effective Timevfbr a l l purposes of taxation 

at date by any State, territory, poflsesBlon, Common-
r dependency of the United States/ or by the Die-
Columbia, or by any county, municipality or loca^ 
uthority. u^j^ \P<x^(U^ 

(3) SxBDption fraa certain State taxes - No 
errltory, possession, Commonweslth or dependency of 
ed States, or the District of Columbia, or any 
municipality or local authority may treat any trans- , 
ropsrty from the Association to the Holding Compan^l 
ts SubBldlarles under section 440(c) hereof ae 
ig in a change of ownership of any property owned by 
•elation. Holding Company and/or Subsidiaries for 
; of any law of such State, territory, poeeesslon, 
lalth or dependency of the United States, or tha 
of Columbia, or any county, municipality or local 
y providing for reassessment of property on the 
ice of a change of ownership or Imposing a tax on the 
p or transfer of property. 

1-

(4) RBoegaltloa of gain with respect to mLP 
loasB - The Association shall Include In Its taxable income 
for tbe year that includes the last day of the thirty-sixth 
calenda : month Immediately following the Effective Time 
amount >{ gain equal to the excess of the present value ef_ 
atl FPg iP J,oane_he,ld_byL:the Associatipn on th>t_day_oyer_the 
ad juste rbasigTof^ those loans on that day. Tbe present 
value-e * each^FELpno^^ 
shall k -toome' the ad justed basis of "thax-l-oan-f or-Feder^l— 
Income :ax_purpoees. 
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" (8) Monitoring ef Safety and Soundness -

(1) Obllgatiea to obtain, aaiataln, and report 
Infoxaa .ion - The Association shall obtain such information 
and mak I and keep such records as tha Secretary of the 
Traasur ' may from time to time prescribe concerning the 
ABSOCla .Ion's policies, procedures, or systems for monitor­
ing and controlling financial risk to i t resulting from the 
aecivlt .es of any of Its associated persons, to tha extant 
auch ac :lvltleB are reasonably likely to have a material 
Impact m the financial condition of the Association, la-
cludins its capital ratio, its liquidity, or Its ability to 
conduct and finance Its operations; provided, however, that 
the ASG )clatlon's obligations under this subsection with re­
spect t ) any associated person which is a third party 
service: (as defined in 34 C.F.R. S683.200(b)) shall be 
limite(i to providing to the Secretary of tlie Treasury copies 
of any .-«ports or other Information provided to the Sec­
retary if Bducation pursuant to 24 C.F.R. {£82.200 fit—SfiQ* 
The Sec retary of the Treasury may require summary reports of 
euch ir formation to be filed no more frequently than quar­
terly. 

(2) Definition - For purposes of the aubsactlon, 
the tei a "associated person" shall mean any person, other 
than a lacural person, directly or Indirectly controlling, 
oontro] Led Isy, or under common control with the Associa­
tion. " 
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• (9) Assosiatloa Beard of Directors - Notwlth-
j any other provision of Part B of Title IV of tho 
education Act [20 U.S.C. S 1071 a^ aaq.], after the 
tre Tifne, the 14 directors of the Association elected 
flssoolation*s stockholders (which Immediately after 
ectlve Time shall be the Holding Cotî any) shall no 
be required to meet the eligibility requirements set 
tl section 439(c). ^ 

" {10> Issuanse of Stock Warrants - At the Bf fec-
ne, the Holding Cotî any shall issue to the Secretary 
asury/EducationI the following stock warrants, each 
ng the holder of the stock warrant to purchase from 
ding Company one share of the common stock of the 
Company at th^ Exercise Price on or before the 
e Date. The stock warrants shall be transferable to 

PIT 'r^ UHgt'rST 56 , t70 AHU 
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party by ths Secretary in minimum multiples Of [X] 
ice to the conpan^^^^ ^^-^^ 

f warrants Exerclss Date 

December 31, 1997 

December 31, 1998 

December 31, 1999 

Oecsmber 31, 2000 

December 31, 2001 

December 31, 2002 

December 31, 2003 

December 31, 2004 

rclse Price of the stock warrants shall IM amount 
) (1) the average closing price of the common stoek 
loldlng Company for the 20 business days,̂ .;jxAgjL-to. and 
ig the effeetive d^te^of-thls-Act-^on-^he exchknge or 
#hlch is'^thW^hVprlmary^aaSchange market for the 
itock of the Holding Com^y pl\i9^^J^yzon percent of 
rage price described in the^jjgci^^ati^clause. In the 
iat the effective date ia a ̂ t e on which the primary 
I or market for the common stock of the Holding 
is closed, the market price for that date shall be 
;o be the market price on the next succeeding \date on 
ich exchange or market is open. 

iBCharge of Reaainlng Obligations# Liquidation and' 
elon of the AssoQlatiea - The Association shall 
9 and i t s separate existence shall terminate on 
r 31, 2004, after discharge of i t s Remaining Obliga-
id liquidation pursuant to this subsection. The 
sion may dissolve pursuant to this subsection prior 
nber 31, 2004 by notifying the Secretary of Bducation 
intention to dissolve, unless within 60 days of 
of such notice the Secretary notifies the Associa-
9it i t continues to be needed to serve aa a lender of 
sort pursuant to section 439 (q) of the Higher Sduca-
c [20 U.S.C. S 1087-2 (q)]. On the Dissolution Date, 
selatlon shall take the following actions: 

UH6t7:0I C6. 170 AHU 
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(1} aetablisbasBt of a Trust - The Association ahall, 
under t i s terms of an Irrevocable trust agreement in form 
and aubc ;ance eatlBfactory to the Association and the ap* 
pointed :niBtee, Irrevocably transfer the Remaining Obliga­
tions tc the trust and Irrevocably deposit or cause to be 
depositc i into euch trust the following assets, as trust 
funds se lely for che benefit of holders of the Remaining 
Obligati snsi 

(A money or non-callable obligations of or guar­
anteed by the united states of America or any 
agency thereof for which payment the f u l l 
faith and credit of the United States I s 
pledged, maturing as to principal and Inter­
est In such amounts and ac euch times as are 
sufficient without consideration of any sig­
nificant reinvestment of euch interest to pay 
the principal of and Interest on such Remain­
ing Obligations to stated maturity, 

(B sseurltlee or financial asBets (whitah maŷ -inr-
elude student loans) In such amounts and of 
such kind as to eneure the highest credit 
rating from a nationally recognised bond 
rating agency for such trust, and as to which 
the Holding Company shall agree to take a l l 
actions necessary to maintain such rating, or 

(C a combination of (A) and (B). 

All mon iy, obligations or financial assets deposited into 
the tru It pursuant to this subsection shall be applied by 
the tru "tee to the payment of the obligations assumed by the 
trust, ipon the fulflllmenc of the trustee's obligations 
under t te crust, any remaining assets of the trust sliall be 
transfa rred to the Holding Con^wiy and/or Ita Subsidiaries, 
as dire ited by the Holding Company. 

(3 Obligations Net Transferred to ths Trust - The 
Aesoela ilon shall make proper provision under applicable 
state 1 iw (which, In tha abssnce of any other applicable law 
shall k I deemed the District of Columbia law) for a l l other 
obllgat .one of the Association (including the reptirchase or 
redenpt Ion or che making of proper provision for the repur­
chase c - redemption on or prior to December 31, 2004 of any 
preferi »d stock of the Association then outstanding). 

?T-r^ Ub6f :0T 170 AbU 
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(8) Traaefer of Reirtining Assets aad Liabilities - The 
Assoeiat lOn shall transfer to the Holding Company and/or Its 
SubBldlB rles, as directed by the Holding Company, a l l re­
maining iflaets and liabilities of the Association not depos­
ited in -.he trust. 

- (•) op* cation of the Bolding Ccopany. 

"(1) Registration Statement - For the pur­
poses OJ determining whether the Holding Coinpany is a regis­
trant e> titled under 17 C.F.R. S239.13, or any successor 
regulat; on, to use SEC Form fi-3, or any successor form, for 
reolBtri tion of Its securities under the Securities Act of 
1933, a: amended [15 U.S.C. I 77a-77aa (1988)1 , the Holding 
Company shall be deemed to have met the conditions set forth 
In Inst; uctlon 1(A)(3) of 17 C.F.R. § 239.13. 

• (2) Soldiag Ceopaay Board of DlrectorB • 
The num er and cojuposltlon of tho Board of Directors of the 
Molding Company shall be determined as set forth in the 
Holding Company's charter or like Instrument (as amended 
from t i >e to time) or by-laws (as amended from time to time) 
and as lermlsslble under tbe laws of the jurisdiction of its 
Incorpo -atIon. 

jy^S^ goldlag--~Ĉ apaay Naae - The names of the 
Holding Comp̂ ^̂ and any d i r e c t ^ indirect subsidiary of the 
Holding Coroany may contaln..jWjt*w=«xt:ant̂ ermltted by the 
applies )le^5ck£l.-eLl!lai^^!^Columbial^), -Student Loan 
Market! ig A^^tatioiFr^rT"Sallie y^A^l^^variations 
thereof or such other naroe-̂ s the BeS^ of Directors of tbe 
Associa :ion or the Holding Con̂ pany shall deem appropriate. 

• (£) fl eaB̂ y.̂ ateioH - Except as specifically set forth 
In thli Act, nothing contained herein shall be conatrued to / 
limit t ie authority of the Association as a federally char­
tered c >rporatlon, or of tbe Holding Company as a State or . 
Distric : of Columbia chartered corporation. 

.(g, mnillnfi fnr KfferriYft Tiaa - section 440 [20 u.s.c. 
S 1087- J] Shall be of no further force and effect in the 
event t .net the Effective Time does not occur on or before 18 
months after the effective date of this Act. 

10 
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" (1) Aaeadaeats to ths Higher Bducation Act - Aa 
of the B feetlve Time, the Higher Bducation Act [20 U.S.C. 
S 1071 a: AfiQ.] shall be amended by Inserting after 'Student 
Loan Mar etlng Aeeoelatlon" In subsections 435 (d) (1) (F) and 
(G) [20 .8.C. SS 10B5(d) (I) (F) and (G)} and subsection 
428C(a)( ) (A) [ao U.S.C. 8 1078-3(a) (1) (A) 1 the followlngi 
"or the oldlng aompany of the Student Loan Marketing Aeeo-
clation. Including a l l subsidlariss of such holding company/ 
created ursuant to the Student Loan Marketing Association 
Transltl n̂ Act of 1995." 

"(3) Repeal of the Asseciaciea's Charter - upon 
the DlBB 'lutlon Date, section 439 of Part B ef Title IV of 
the High ir Education Act (20 U.S.C. g 1087-2] shall Ise 
deemed t i be repealed. 

"(Z) BfliiiBiliAaa-

For pxirp }Be8 of this Act -

(1) The term "Association" means the Student Loan 
Marketin j Association. 

(2) The tern "Dissolution Date" shall mean De­
cember 3 2004 or such earlier date as the Secretary of 
Educatic 1 permits the transfer of Remaining Obligacions In 
aeeerdar ;e with section 440(d) [20 U.S.C. S 1087-3(d). 

(3) The tenn "Effective Time" means che effective 
clme of :he Reorganisation as dscermined by the Board of 
Dlrecto} > of the Association, which shall not be earlier 
than th< date that stockholder approval Is obtained pursuant 
to seoti 3n 440(b) [20 U.S.C. 9 1087-3 (b)] hereof and shall 
not be Iter Chan the date that is 18 months after the 
effectl"! 3 dace of this AcC. 

(4) The term "Holding Company* means the new 
businest corporation formed by the Association under the 
laws of any State of the united States or the Dletrlct of 
Colximbli . 

(5) The term "Remaining Obligations" shall mean 
the debi obligations of the Association outstanding as of 
the Dis> olution Date. 

11 
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(6) The term "Remaining Property" shall mean the 
followin' asBets and liabilities of the Association which 
are outs- ending as of the Effective Time: li) debt obliga­
tions Is. ued by the Association, (11) contracts relating to 
Interest rate, currency or commodity positions or 
protect! xxB, (ill) Investment securities owned by the Asso­
ciation, (iv) any instruments, assets or agreements da-
8crll>ed n section 439(d) of the Higher Education Act (in­
cluding dthout limitation all student loans, forward pur­
chase an I lending commitments, warehousing advances, academ­
ic faeil .ties obligations, letters of credit, standby bond 
purchase agreemente, liquidity agreements, and atudent loan 
revenue xjnde or other loans), and (v) except as specifical­
ly prohi >ited by this Act, any other nonmaterial aseets or 
liab l l l t Les of the Association which tha Association's Board 
of Dlrec ;ors determines to ba necessary or appropriate to 
its opex ttione. 

(7) The term "Reorganisation" means the restruc­
turing • ̂ ent or events (including any merger event) giving 
effect t 3 the holding company structure described In Section 
440(a) . 

(8) The term "SubBldiariea" shall mean one or 
more dli act or indirect subsidiaries of the Holding Company. 

SBC. 4. SFFECTITB DATI. 

Except J s otherwise explicitly provided in any provision of 
this Ac' , this Act and the amendments made by this AeC Bball 
take ef; ect on the date of enactment of thie Act. 

12 
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May 9( 1995 

from the 
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t| b i l l under 
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draf 

tr« t 
tp take this 
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STUDCNT LOAN MARKETlNS ASSOCIATION 
1050 T)wnu JeNerion Straol. N.W. 
Watttinoton. D.C. 20007.3071 
202.3U.aOCQ 

TIMOTHY 0. GREENE 
Execullv* Vice Protld«nl 
GM^tt) Counsel 

The Honorable Howard P. McKeon 
Chairman , „̂  .̂ 
Subcommittee on Postsecondary Education, 

Training and Life-Long Learning 
United States House of Representatives 
•WaBhington, D. C. 2051 B-< 100 

Dear Chairman McKeon: 

We have reviewed a copy of the letter to you 
Department of the Treasury and the Department o£ 
concerning the Administration's comments on the 
consideration for privatizing sallie Mae. We want 
opportunity to respond to the issues the Adminia 
raised. 

AB an i n i t i a l matter, we disagree with the vi4w|that the 
privatization of Sallie Mae ia linked to the futurt of direct 
lending. As we have noted bftfore, the time has conelto privatize 
Sallie Mae because our underlying mission of creating a strong 
secondary mar)cet in the student loan induatry has lieen 
accomplished. Today, there is ample liquidity in t.ĥ  market­
place. A government-sponsored national secondary riarket for 
student loans is no longer needed. This is true r<!gi^rdless of 
whether current law provisions on implementation o:; ijiirect 
lending remains in effect, or are changed to limit or accelerate 
such implementation. The private capital markets can fully and 
adequately provide heeded liquidity. 

The Administration offers several suggestions relating to 
the financial soundness of the wind-down GSE subsilikry that 
would result from the proposed legislation. The f Lrj9t i s a 
euggeecion chat i t may be appropriate to raise the statutory 
capital requirements now applicable to the GSE to i higher level 
during the wind-down period. We do not believe an,f jincrelaae is 
warranted since the capital requirements which presently apply to 
Sallie Mae should be more than adequate for a busi:ie|s8 with 
mature assets that is being wound down in an orderly manner. 
This conclusion is reinforced by the fact that the durrent 
requirement is already significantly in excess of the economic 
capital requirements that would apply to tha business in which we 
are engaged under accepted financial principles. To Inĉ j'eaee the 
statutory capital requirement when new risks and obligations are 
not being added to the GSE subsidiary would be troublesome and 
unnecessarily hamper the privatization initiative 

11003/009 
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The Honorable Howard P. McKeon 
May 9, 1995 
Page 2 

P . 03 

<it 

Likewise, we have difficulty with the suggestion 
safety and soundness provisions of current law be &> 
favor of a full and immediate obligation of the new 
company to make up any capital requirement deficit 
subsidiary level. The Congress has determined the 8 
soundness provisions which currently apply to Sallit: 
adequate for a company that is growing and incurring 
obligations. The same provisions should be more f 
for an entity that is winding down. Moreover, the 
holding company would have a full obligation to covi 
deficit is inconsistent with stated concerns about 
separate corporate identities. At the most, i t may 
appropriate to consider requiring the holding comparjy 
an amount not to exceed any dividends that the GSE ' 
in the last S months in the event of a capital sho 
subsidiary level. While we do not believe this prov 
needed, or that a shortfall will result, i f the C 
to accommodate this concern, suitable language is 
attachment to this letter, which contains amendments 
8, 199S draft of the b i l l . 

4dea that the 
jany such 

ajssuring 

'to return 
paid to i t 

shordfaill at the 
i^ion is 

Comnjictee wishes 
ided in the 

t!o the May 

Y. as 

provjl 

We are prepared to accept the Administration's 
that restrictions on any pledge or transfer of the 
subsidiary's shares could only be made with agency 
long as that approval cannot be withheld if the sa 
soundness of the GSE is not compromised. We also 
prior agency approval would be appropriate before 
bankruptcy proceeding for the GSB is begun. Languag 
effect has also been included in the attachment 

suggestion 

pproval so 
and 
- that 
voluntary 

1 to this 

fety 
agree 
an/ 

we believe that many of the Administration's 
regarding the maintenance of tha firewall between 
company and the GSE are adequately addressed by 
principles of corporate law. These principles 
that the parent treat the subsidiary fairly and that 
between the two be on an arm's-length basis. They atl 
that the separate corporate identities of the two be 
the keeping of separate books and records and the ma 
a clear separation on the funda and other assets of 
entities. Nonetheless, the attachment contains lang 
addressing these issues. We believe that the Admini 
concern about overlap of tha Boards of Directors of 
corporations is adequately addressed by the provisi 
retain seven of the twenty-one positions on the GSE 
presidential appointees. Wa are willing to accept t. 
Administration's suggestion that at least one officet 
not be an officer or employee of the holding company 
subsidiaries and have included language to that effe 
attachment, 

iioi 

_ that the 
scrapped in 
holding 
the GSE 
ty and 

I<Iae are 
new 
iadequate 

su^gjestions 
the new holding 

existing 
alreajyj I require 

transactions 
ao require 
p|rotected by 

Intenance of 
:he two 
jajge 
3tration'8 
th|e two, 

that would 
ioard for 
le 
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or its other 
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jower to prevent 
<;SE and the 
tiiat Ion. This 

of the obligations of thr^lV-t^^ "^7^* 0311 in fulfiilmen 
agencv a o i i l J l i ' ^ ^ ^ w f ^ ^ ^^her . f f i l i a t e without agency approval, 
mechanism. We have provided language to imjliment 

neutral aJS "r^'^fK?-*^?''^^'^^'^'^^*'" "^^^ ̂ eed to neutral and, to this effect, we have been workino Iw 
or?hrciSS?L?^'^^^°«i=^^'^^ ^he'jSin? JoSufe^ 
K^IT!? P^oposale w« have made to address budget ne 
itH^^'t proposals address the budget scor 

offset fees by the new holding compSJ^ 
lS™?«f f̂̂  federal connection, as suggested by 
at?iSiSlJ?*ti''?;.̂ °;'̂ ? acceptable^tfcharehU^rs attachment to this letter does contain chanqea ref 
results Of our most recent discussions aSoSt fhesi 

neutrality. 

AdministrlM^n S^^^ ̂ ° discuss any concerns that t 
war«i?B ""̂ y a^^^t the term,; 

^^"^l^ ̂ ® ̂ '̂'̂ ^ to the qovernment as i» 
privatization. These discussions will have to tak! 
i ^ w S S ^ t h f / " " " ' f ' Shareholder dilSjIon'co^"'^ 
in which the Congressional Budget Office scores 
?i;?tim?^?^f'f • those p^ramelers the timing of exercise, the amounts the government 
?er?2L?C^ ^̂ ""t f̂ ^ *^«" exercise prSrJSSJS 
^ ^ ^ i ? , ̂ ' y * / " l l y expected to provide SEC regist 
stock underlying the warrants. regist 

the ob!iga??onf ir?he^hold?n/^'"^"^''^ regarding 
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2̂ !rfi'„ S^*.?*^ ^K"?):' entity of the "Sallie Mae" nalm̂  should ba 
easily distinguishable in the marketplace. We are open to 
discussion of additional provisions to avoid poscibld eonfualon. 

09 

We understand and agree with the concern on the 
phrases like "implicit government guarantee" and "Fk 
status" in the b i l l . The May 8 draft of tha b i l l 
these references. 

I |use of 
:deral agency 

alrleady deleted 

Finally, at the May 3 hearing, some concern wa j 
?vf'̂ r.SSfĤ ®̂ ," privatized Sallia Mae would continue 
the PPELP. Larry Hough made i t clear that we would 
do eo. This is what we are set up to do. Konethel 
address any lingering concern, we have added a prov+ 
authorizes the Secretary to request that the GSE con 
purchase loans i f inadequate liquidity exists for 

jexpressed 
tp support 
continue to 
S/ to 

9ion which 
tinue to 

F^EtP loans. 

i;s 

" ^^^^^ the opportunity to 
Administration's concerns. We are, of course, pre 
discuss these and any other questions^you may have prepj.rj 

r«:spond to the 
jr^dT^o 
«rC any time. 

'Timothy G 
Executivi^Vi 
and Gen;^al Count 
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May 9, 199̂  

PROPOSED AMENDMENTS TO 

SALLIE KAE PRIVATIZATION LEGISLATIOK 

(1) The following sentence ia added to the end of 
440(c) (4) : 

121007/009 

iffeit 

tran jfer 

" I f , at any time after the reorganization e 
the Asaociation faila to comply with such cap! 
the Holding Company shall be obligated to 
Association additional capital in such amounts 
ensure that the Association again complies wit 
standards, but not to exceed that amount recei 
Holding Company as dividends during the eix-mo^it 
immediately preceding auch failure." 

;ioh 

ive date, 
:a}L standards, 

to the 

ived 

jectioh 

necessary to 
1 the capi ta l 

' by the 
period 

(2) The word "and" ie deleted at the end of sectii 
440 (c) {6} (A) . The following words are added t4> tha end of 
section 440(c)(6): 

and (C) in connection with i t s purchase of .ô ns Insured 
under this part, if the Secretary, with the apjrpval of the 
Secretary of the Treasury, rejquests the Associ ition to 
continue or resume its secondary market purchase program 
because the Secretary determines there is inadisquate 
liquidity for loans made under this part, the JJepretary is 
authorized to enter into agreements with the Aaspciation 
covering these additional secondary market act ivjLties. Any 
such agreement shall cover a period of twelve months, but 
may be renewed i f the Secretary determines tha: liquidity 
remains inadequate. The fee provided under ae rtjion 
439(h)(7) shall not apply to loans acquired unier any such 
agreement with the Secretary." ' 

(3) The following words are added to the end of th^ isecond 
eentcnce of section 440(c)(7) j 

"or with purchasing loans under an agreement wf.th Secretary 
described in section 440(c)(6)." 

(4) In section 440(c) (8) (A) (i) , the words "as to whi'ph 
income is exempt from taxation under the Interlal 
Code of 1986, as amended, and" are deleted. In 
440(c)(8)(A)(ii), the words "tax exempt" are d 

(5) Section 440(c)(8)(D) is renumbered to become 
440(c)(8)(B) and the body of such section is d 
replaced with the following: 

the 
Revenue 

section 
jleted. 

ejacjtion 
ileted and 
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"The Association shall include in ite taxable inccrae for the 
year that Includes the last day of the thirty-sixth calendar 
month immediately following the reorganization effective 
date an amount of income equal to the present va 
expected future net income on a l l FFELP loans he 
Association on that day (the "Accelerated Income 
increase in tax attributable to the Accelerated 

i|008/009 
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llie of the 
id by the 
")j. The 
Income shall 

be creditable against any future Federal tax l i a b i l i t y of 
the Association other than an employment tax l i a b i l i t y . " 

Section 440(c)(8) (B) i s renumbered to become section 
440 (c) (8) (C) and section 440 (c) (8) (C) is renumbered t|o become 
section 440(c) (3) (D). 

(6) Section 440(c)(9)(B) is moved to become the last 
section 440(c)(9)(A) and the following new sectipr 
440(c) (9) (B) i s added: 

the 
Company 

the 
the 

"(B) Maintenance of separate entitles • After 
reorganization effective date, the Holding 
corporate affiliates of the Association shall t 
reasonable actions to: (1) preserve the separate 
identities of each company within the holding co 
structure for purposes of any legal or equitable 
that could Involve the Association, including "'̂  
maintenance of separate booJcs and records and 
of the funds and assets of the separate entities 
maintain arms length relationships between the A 
and i t s corporate affiliates, and ( i i i ) maintain 
management between the Association and Holding 
i t s other subsidiaries, including the disqualif 
least one officer of the Association from serv' 
officer or employee of the Holding Company or 
subsidiaries. Notwithstanding any otherwise 
Federal or state law, rule or regulation or 
equitable principle, doctrine or theory to the 
under no circumstances shall the assets of (i) 
Association be available or used to pay claims 
or incurred by the Holding Company or (i i ) the 
Company be available or used to pay claims or 
incurred by the Aissociacion; provided that nothi 
herein shall limit the right of the Association 
dividends not otherwise prohibited hereunder or 
l i a b i l i t y of the Holding Company explicitly 
this part," 

ake 

company 
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appl 
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(7) A new section 44 0(c)(12) is added to read as follows 
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"(12) Restrictions on Transfer of 
and Bankruptcy of Association." - After the re 
effective date, the Holding Company shall not 
or otherwise transfer the outstanding shares o 
tion, or agree to or cause the Association to 
cy, without prior approval of the Secretary of 
provided, however, that euch approval shall 
I f , after giving effect to such event, the s 
soundness provislona of Section 439(r) are ma 

(8) The words "or may be needed to purchase loans 
agreement with the Secretary described in-sect 
are added to the end of the second sentence of 
440 (d). 

(9) The following sentence i s added after the fir s 
the last paragraph of section 440(d)(1): 

"To the extent that such money, obligations and financial 
assets are insufficient to pay the obligations assumed by 
the trust at the time such obligations become due, the Hold­
ing Company shall agree to fully and unconditi(j3n^lly 
guarantee the payment of such obligations." 

(21009/009 
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D t P A R T M E N T t>F YL-L T R E A S U R Y 
W A S M I N Q T O N , U.-J. 2 0 2 2 0 

May 5, isglp 

Th* Honorabl* Howard P. MoKeon I 
Ghairman i . 
Subcomml't'tee on PostKacondary Bducation, i 

Training, and Life-Long Learning 
U.S. House Of Representatives ! 
Washington, DC 20515-6100 j 

Dear Chairman McKeon: 

Thank you for giving the Departments of Education and Treasury 
Che. opportunity to t e s t i f y at your hearing on May i3 on the 
privatization of S a l l i e Mae and Connie Lee. We pledged to work 
with you and your erarr to iielp develop tn*t best passible 
legislation to implement tnese proposals, • 

I 

In raviewing the draft legialatlon pertaining to S a l l i e Mae that 
you sent to us on the evening of the hearing, we hhve tr i e d trj 
Itaep thr«* guiding prinoiplea in mind: 

i 
— accass to student loanB .nust bo protected durijig the 

tx-smsition from tho wtiQlly bsnJc-baaad F«d«r.all Famtly 
Education Loan Progirani (FFELP) to ona in which tha diraot 
loan program established under tha Student, L o ^ Refoi-m a.c!t 
of 1993 w i l l grow, under current law, to reach at least 60% 
of the new loan aarJ^et by 1998 ; these technipal comiaents are 
without regard to pending proposals either to cap or to 
accelerate that pace); ! 

— the financial safety and sotmoness of the GSElniust also be 
protected during the traneitlon ae i t wines down i t s 
operations in order to protect the bondholders aiid student 
borrowers ajid to avoid any pc s s l b i l l t y that legislation 
mighi: be needed to prevent a default on the G^E's 
obligations; and | 

— any privatizatinpn must be budgat-nautral and, !moreover, »ue-t 
provide soae compensatian, which m»y bo in the form cf an 
interest in the new ijioicpany for tiie fact that .Sallie Mac's 
relationship to the Government has provided aignifieant 
benefits to S a l l i e Mae stoc3cholders for more than two 
decades. > 

• I 

privatization of s a l l i e Mae should proceed only if!these 
principles are adJierea to. 1 
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W« hav» epeoifio odina>enta on certain provisions oic the Oraft b i l l 
ae woll ae aone thoughts on certain items, wnieii hkvB tiOZ been 
xnoludod in the draft, that would address our tOTekosX Concerns, 

•' 1 
Pgotec t incf ai^^^^nt. fror^owpyg 

i : ' • 
Students must be assured of the availability of credit. In this 
coimection, I t i s imperative that a viable secondary market for 
ypEij* loans continue during the transition period.^ We are 
coKcerned that other secondary markets may not be able tc 
accojBinodate the demand for secondary market services i f 
guaranteed lending remains a significant portion of the total 
annual loan volume. Therefore, we believe there should be: a 
linkage between the ramp-up of the direct loan prograni and 
privatization. The b i l l should recognize that we ^re dealing 
with two interconnected orderly transitions — to direct lending 
and to privatization. 

Sallie Kae has a legal obligation to aet a landar of last 
resort (LLR) under the PFELP. The proposed b i l l wbuld requiro 
the GSE to continue to act as an LLR, but i t would ipermit GCE 
capital above the statutory minimum to be transferred to a new 
private corapany. Suoh transfers oould affect the GSE's capacity 
to act as an LLR. Alao, the current statutory provision would 
r«main in place under which the Secretary of Education can 
inoreaee the offset fee on the GSE i f i t does not lieet an LLR 
request. However, the runoff in the GS2 portfoliojdurlng the 
troiisition period would diminish the potential impact: Of the 
penalty offset fee. Thus, we believe that additional protection 
must be included in the legislation to enable the liepeurtment of 
Education to provide eligible students with access Ito student 
loans by advancing funds to private lenders for the purpose of 
making ITELP loans. 

financial safety and soundness 

I The basic proposal in the draft b i l l is to permit Sallie Mae to 
create a new private company (the Holding company) .• Sallie Mae, 
the OSE, would become a wholly owned subsidiary Of the Holding 
Company, Excess capital and other assets of the GSjE would be 
transferred to the Holding Company to enable i t to redeploy them 
for i t s private business purposes, including participation in the 
student loan business. The Holding Company and any of i t s othor 
subsidiaries would be completely private firms without any tlee 
to the Federal Government. Because of the coaxifitar^ett of th« GSS 
and the Holding Company during tha transition period, i t i s v i t a l 
that the GSE's financial safety and fioundnacc be protected. The; 
draft legislation doas not accomplich this result, i 

Transfer of capital from the GSE,* We are concerned that the 
dividend provision of tho proposed b i l l (new aubsea!tion 
440(c)(3)) would permit capital to be transferred too rapidly 
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from the <9dB to the Holding coiqiany at the beginning of tha 
^anaitlon period. The only constrsiint proposed fjor payment of 
divlddndsj would appear to bft compliance with the GSE capital 
ra-bio in <wrr«nt lav (subsection 439 (tr)). W« ar» jconcafned that, 
i f capital i c withdrawn too rapidly in tha aarly yjeare, the 
Holdjjlg Company would need to r«turn capital to tha GSE in ths 
latter part of the transition periad to meet the sltatutory 
capital ratio, ! 

i 
Requiring the Holdinq Company to recapitalize! the GSE is a 

risk to both the GSE and the taxpayers. The Holding cdapany 
would need to either shrink ita buainesa operationis or raise new 
outside capital to be able to recapitaiije the GSE and maintain 
Its own capital at levels needed to obtain an invefitnent grade 
credit rating, we prefer » less risky approach. We would relfvte 
withdrawals of capital from the GSB to the rajap-up- of the direct 
loan progxajB and thu6 provide more adequately lor the financial 
integrity of the 33E aa well as adequate capital for purchases of 
FFBLP loans during the transition pariod, 

1. 
Firewalls to protect aSE: We boliev© that i t ie c r v c i a l for the 
b i l l to contain flrei/alls to insulato tho CSS from! tho poeciblo 
financial failure of the Holding coapany during the transition 
period. The financial failure of the Holding Company couid 
affect the GSE in two different ways: ; 

a) I t could have a direct effect on the GSEj's ability to 
meet its obligations. For example, i f the Holding Company 
is servicing loans for the GSE, the financial; failure of the 
Holding company could caiise disruption in thei flow of funds 
to the GSE; and 

b) Even i t the GSB continued to be solvent,] a Holding 
Company bnxJcruptcy could lead creditor* of th^ Holding 
Company to attejnpt to reach assets cf the GSB' through 
"substantivo oanBolidatlon", a legal theory under which tha 
as:s«tB of ralatAd «ntiti«c bay be oonBolidatod in 
bankruptcy, aven whar* Snly ono of tho entitiios I B 
insolvent. j 

i 
There are numerous ways to dinlnleh or eliminate these risks. 
These would include imposing restrictions or prohibitions on 
transactions between the GSE and the Holding Company or any of 
its affiliates. Another solution would be to require Federal 
agency approval of a l l such transactions, or of a ispecific 
category of tra:nsactions auch as loan servicing agreements. The 
possibility o£ substantive consolidation would alsb be reduced i f 
rne b i n linposes an affirmative obllgatlcn ror the' separate 
identity qf the OSE to be preserved. This should bover a variety 
of matters, including reqTiirsiaants to maintain sepjarata books and. 
reoords and to maintain funds and a^aets of the GSE separate from 
fundt and aaeatfi of tha Holding Coinpany er any of i t s othoz-
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a f f i l i a t e s , as well ag providing that the asaeta J# thi. r«w T.»» 

^ L ' ^ f •^"f^.^*^' f u l f i l l o b l i g a t L i T c f ^ e SS!' pSvlSiSna 
Should include precluding a compiot* overlap of t S r S a S s o? 

at least one executive officer of the eSE is not ab.«o an offioL 
or employee of the Holding Company. J 

limit sale Of oflE Stock: In addition to these resti-lctlons wc 
believe the b i l l should ensure that during the transition n.̂ ?T«,i 
^ ^ L r i S e 2 i ' ^ L ^ ' = "̂ ^̂  puS|eS%?'?rS?IJ?id''w?gou?' 
fthl i ^""^^ approval. The b i l l also should ensure that 
the Holding Company could not agree to or cause thfe GSE to f S e 

without prior agency approval. Although S e i e L y 
ovSJS?? n/?h:'?«t^^r: «̂ important to retain ̂  oversight of the CSE'c future for ao long as i t exists. 

Bnhaaced oversight of asE t>upiag Traaaitioa: The dtaft b i n 
would leave the capital restoration plan provisiono in current 
statute ISUbsectlOn 439(r)) unchanged. Howover, tha ourrint 
f«̂ i provlsj-ons are designed for an on-going ssE and thoir 
J;^Sf^?rJ>*i^^2r*'2''^'? "̂ '̂̂^̂  to be prlctical to • 
protect the GSE during the transition. Therefore,Twe prefer an 
approach that would require the Holding CompaSy to J J s t o ? r ? h r 
capital or the GSE litmediately any tine the capital ratio dropped 
below the statutory threshold. We would also raise the statutory 
threshold, modestly as the GsE'8 Ciuslhess Winds down to achieve a 
5reat*sr ffiargi.n of financial soundness for the GSE i t a time when 
itB baeineso operations would be changing sharply. This would 
ttav« minimal financial impact on the Holding compaAy, since the 

*5ainct which the capital ia m«:asured would be reduced 
significantly. 

i 
Budget neutrality and P(>rtprnT n?irfi>ip>ttion .^.n tha 'guoooec n-F f.h^ 
Holding Crnnp^ny ^ 

The tax-related subsection of the draft b i l l regarding 
recognition of gain with respect to FFELP loans (proposed 
subsection 440(c)(7)(4)) appears to be intended toiprovide for 
the budget neutrality of privatization. We are not certain that 
this le the intent of this provision or that the proposed 
acceleration of the recognition of income for tax purposes would 
oompenaate: the eoverrment for the potential loss of offset fee 
rovonuea aa a result of privatization, in this connection, we 
wculd want ta dieous* tliis provision fully wltn cojimlttee staff, 
CBO, and OMB and to tovievf the aaauunptions that undierlie anv 
present value caleulationa. i t nay he simpler to agree on the 
amount of offset fees that w i n b« lost and to require the 
Holding Company to pay them to the Padoral Govornia«nt oach year 
over a 5-year budget period. 

The stock warrants subsection of the draft b i l l is lincomplete 
overly restrictive, and an inadequate exit fea to compensate ' 
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— ia confined to the ti-sircn-t^fff • I whose number ie unstated 
expected to have tSe l e J S ^^ '̂̂  theyl^ould be 
and the apparcn? rSgui?eSnriSf; i - ^ ^ e^fce^^ive e^oraise price 
qu^ntitierover a l ^ n r i S o d 5 o u l ? v i ? ? S ? v ' ' - a l l 
to the taxpayer. MoreoSlr ?h« u i^Y «neure low returns 
obligation tS reqister Company would have no 
the sale. ^^^^^ter the warrants or otherwise t6 facilitate 

gthgr gigriificant provi^-inn^ I ; 

fiiil'̂ etSŜ î uJtJ'Ŝ eS:̂ ^̂  S i "̂ '̂̂  -̂̂ -̂  
GEE are satisfied. s p I c 4 i L T w i ? ' obligations of the 
the Holding CompaAy S o ^ I d i ^ i ^ i : , T.''̂ ^̂  ^iequire that 
which w i l l ^ u l t i L t e l S «niure^aJ^;V /̂ ''̂ ''̂ ''''y' ̂ ° trust 
GSE that are s t l l i oStJ^Indinri^ ^ ̂ 5 obligations of the 
The b i l l should also pJoCJde Iha? a L oJhff dissolution. 
GSE tliat cannot ba f«Uv aa?is?TL Zl t l *^51igations of the 
become liabiLitiee g e ^ H o l l S f compa'nyf'' °f dissolution 

''^^^<^'^ii:'lZ:A^^^^^ between 
especially d S i ^ ? L tran^L?Sn Holding Company, 
Company or auy ̂ f Its non-§SE IubS?5t°'̂ * Permitting the Holding 
name, logo, o? facsSi?e\hereS -^af^?! S?.??" ^^H^^ 
-- could cause investors to con̂ ,,*̂  ?v draft apparently would 
and facilitate fraSSlent^^radinS activit^? " 1 " - r i t i e s 

The use Of these t J ™ obligations should be deleted, 

increasing c S ^ S n ^ S ^ ^ ^ i ^ ^ ^ S S i i ^ ^ ^ r l ^ f ' S L ? ^ ^ ̂ ^̂ '̂̂ ^ 

?;û ?irŝ r̂Ŝ s™it's °? ^ - i " ^^i^- AS 
adequacy of Protection SS^S^d ^hcTs^'coSeJnS^n?^'"^^ ̂ ^̂ ^̂ ^ 
Sallie Hae bondholders, and the I I L T A ? ; , , 5?"^^^'' current 
market in the draft a! iinow read?^ T H L f student loan 
complex and «5ignific.a!t unS!̂ *. extremely 
group on this l u b j i ^ r LrbeJ^^iS;inr?/?^t"i?^^^^^°" 
of lawyers and experts K legislation with a team 
for thJ p a s r L J S J f m o i J h s ^vpn"^.i°^'' business and financ^ 
matter, L have accelerated our wo^).«n^^^^^,P5^°^ °" ^ ^ i ^ 
share with you i n t^^Z J ^ ! ^ -̂'̂ ^̂ ^ ̂ v e a d r a f t t c 

th.. p r o v i ^ i C S yc;-:r"lrafJ"bS!' b S t ' l M f ^^S^^^^^^^y o? ' 
Additional protectLn i n ' t S areas noted\bo%?"^'^^^^"^' 
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DEPARTMENT OF '. K*". TREASURY { 
WASHINGTON. O.J. 20220 

1 

May 5, I99j5 

Tha Honorable Howard F. NcKeon | 
Chairman 
subconiiiittee on Postsecondary Education, 

Training, and Life-Long Learning 
U.S. House of Representatives . 
Washington, DC 20515-6100 ; 

Dear chairman McKeon: j 

Thank you Tor giving the oepartwenta of Eduoation «»d Treasury 
the opportunity to testify at your h««ring Jfay 3 on the 
privatization of Sallie Maa and Connie Lee. Pledged to work 
with you and your staff to help develop the best possible 
legislation to implemant these proposals. 

m reviewing tho draft legislation pertaining to Sallie Mae that 
you Bent to u9 on the evening of the hearing, we have tried to 
keep threo guiding principles in mind; 

- access to student loans must be protected during the 
transition from the wholly bank-baaed ^e<i^ai| raitiiy _ 
Education Loan Program (FFELP to one in which 
iSJS p S S r ^ estahUshed under the student ^'^i'^^^^f^^^'^^S. 
fl? 1993 will qrow, under current law, to reach at laaat 60* 
t f ihe nei loIS »4rket hy i39a Cth.ae tachni.iljomments are 
without regard to pending proposals •ithwr to cap or to 
accelerate that pace); ! 

- the financial aafety and ^oundn^^s of ti?^/SEjmust also be 
nrotected during tha transition as I t winds down it s _ 
5pSa?!S3\n cidar to protect th^.^J"^?!?^!^2?,?^^^^^ 
borrovers and to avoid any possibility that legislation 
might be needod te prevent a default on the GSE s 
obligatione; and 

- any privatization must be budget-neutral and,|moreover, «.uat 
provide some compensation, which may be ^^^^HJ'°^J*tJt'^^ 
interest in the new company for the ^ a c t ^ ^ - ^ i ^ J J i ^ J ^ J ' 
relationship to the Government has provided aignificant 
benefits to sallie Mae stocjcholders for mor. th»« two 
decades. i 

Privatization ot sallie Mae should proceed only if,these 
principles are adiierftd to- | 



,05/08/95 
05/' os/as 13:17 

u u ; If ,1 

©202 456 7132 H'HITE HOUSE/NEC 121003/007 

We have specific coBments on certain provisions of tb« draft b i l l 
as well as some thoughts on certain items, which have not been 
included in the draft, that would address our foreijaost concerns. 

Protaeting gtudnnt parTav&TS 

Students nufit be aseurod of the availability of credit. Tn this 
connection, i t i s imperative that a viable secondary market for 
yFELP loans continue during the transition period. | W« arc 
concerned that other secondary markets may not be able to 
accommodate the demand for secondary market services i f 
guaranteed lending remains a significant portion of the total 
annual loan volume. Therefore, we believe there should be a 
linkage between the ramp-up of the direct loan program and 
privatization. Tne b i l l should recognize that we are dceliiig_ 
with two interconnected orderly transitions — to direct lending 
and to privatization. ! 

Sallie Mae has a legal obligation to act as a lender of last 
resort (LLR) under the FFELP. The proposed b i l l would require 
the GSE to continue to act as an LtR, but i t would!permit GSE 
capital above ths statutory minimum to be transferred to a new 
private company. Such transfers could affect the GSE's capacity 
to act as an LLR. Also, the Current statutory provision would 
remain in place under which the Secretary of Education can 
increaca tho offset fee on the GSE i f i t does not meet an LLII 
requeet. Howevar, the runoff in the GSE portfolio |during the 
transition period would diminish the potential impact of the 
penalty offset fee. Thus, we believe that additior»al protection 
must be included in the legislation to enable the I^epartment of 
Education to provide eligible students with access ito student 
loans by advancing funds to private lenders for the purpose of 
maXing FPELP loans. ] 

financial safetv and soundness i 

The basic proposal in the draft b i l l i s to permit fialli© Kao to 
create a new private company (the Holding company). Salli« Maa, 
the GSE, would become a wholly owned subsidiary of ;the Holding 
Company. Excess capital and other assets of the GSE would be 
transferred to the Holding company to enable i t to iredeploy them 
for i t s private business purposes. Including participation in- the 
student loan business. The Holding company and any of i t s other 
subsidiaries would be completely private firms with^out any t i c s 
to the Federal Government. Because of the coeKlstence of the GSE 
and the Holding Company during the transition period, i t i s v i t a l 
that the GSE's financial safety and soundness be protected. The 
draft legislation does not accomplish this result, i 

Transfer of Capital from the OSE: We are concerned! tbat the 
dividend provision of the proposed b i l l (new subsectxon 
440(c)(3)) would permit capital to be transferred too rapidly 



,05/08/95 13:17 0202 456 7132 WHITE HOUSE/NEC 121004/007 
Oa/08/B3 u»:Jt - • : j •: 

from th« fiSE to the Holding Company at the beginning « the 
Sansition period. The only constraint Proposed for piyment of 
dividends would appear to be cowpliance with the GBE capxtal 
r i t i o in current law (subsection 439 (r) ) . we are 
i f capital i s withdrawn too rapidly in the faxly yp«3, the 
Holding company would need to return capital to the GSE in tne 
latter part of the transition period to n««t th« statutory 
capital ratio. j 

Requiring the Holding Company to >^«»«*Pi^iJ^i^^r«SSni'' ̂  
risX to both the CSSE and the taxpayers The Holding comgny _ 
would need to either shrink ite buexnean operation? or raise new 
outside capital to be able to recapitalise the,GSE and maintain 
it s own capital at lev^ic naoded to obtain an investment grade 
i r e d i T r a S i ? S« praf-r a less risky approach. • ^ I J i ' l . ^ ^ i g ^ 
vlthSawaS of capital from the GSE to the ramp-up. of the direct 
loan proqran and thus provide more adequately for the financial 
i n t a g ? i ? r ^ Jhe GSE as well as adegaate capital fpr purchase, of 
FPELP loans during the transition period, 

Pirewalla to protect OSB: We believe that i t i s crucial «or th« 
S i l l to contain firewalls to insulate the CSfi froW tha po«xbl« 
financial failure of the Holding company during th^ transition 
pSiSd. The financial failure of the Holding Company eould 
affect the GSE in two dirrerent ways: 

al I t could have a dircot effect on the GSEI'S ability tp 
Slet I t s obligation,. For *xa«pl*, i f the HO^inf "^TlTiy. . 
53 servicing Lane for tha GSE, the financial; failure of the 
Holding Company could cause disruption i n the: flOW of fundS 
to the GSE; and , 

b) Evan i€ the GSE continued tc be solvent,! a Holding 
Company bankruptcy could lead creditors ot the Holding 
coS^S? to attempt to reach assets of the GSB| through 
"substantive consolidation", a legal theory under whxch the 
assets Of related entities »ay be consolidated in 
bankruptcy, even where only one ot the entiti^e lo 
insolvent. 

There are numerous ways to diminish or 
These would include imposing restrictions or prohibitions on 
? J S a c ? i i n s Setween t L csE and the ^-?/°-PJg/;^|Sa! 
it s affiliates. Another solution would b« to ̂ ^«W^^^^JfJ^*^ 
aaencv annroval of a l l auch transactions, or of a ppecific 
cSegorJ Sf Sansactipna such a«. loan servicing f^f^^S^^^Hx^.pf^ 
SoBfilSulty S aubatantive consolidation would alsp be reduced i f 
S e b i l l imposaa an affirr.*tive obligation for the! s ^ P ^ f ^ 
S L t i t Y o£ tho OSE to be preserved. This should cover ^^^arlety 
i f S a t S r : , including requirements to f ^ ^ ^ ^ ^ i " ?:??f?Sm 
reoords and to maintain funds and assets of ^neGbfc separate trom 
funds and assets of the Holding Company or any of xts other 
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affiliates, as well as providing that the assets ot the GSE may 
be used only to f u l f i l l obligations of tne GSE. 0|ther provisions 
should include precluding a complete overlap or the Boards of 
Directors of the GSE and the Holding company and irfcguiting that 
at least one executive officer of the GSE is not alao an officer 
or employee of the Holding Company. I 

Limit sale of OSE fltooki In addition to thes« restrictionB, we 
faaliwe th« b i l l should ar.sure that during the transition period, 
tho stock of the GSE eoald not be pledged or tranBjferred without 
prior Federal agency approval. The b i l l also should ensure that 
the Holding Company could not agree to or cause the G5G to f i l e 
for bankruptcy without prior agency approval. Although these may 
seem remote possibilities, we believe i t is important to retain 
oversight of the Gsi's future for so long as i t exists. 

Enhaaced oversight ot GSE fiurln? Transition: The draft b i l l 
would leave the capital restoration plan provisions In current 
statute (subsection 439(r)) unchanged. However, the current 
statutory provisions are designed for an on-going SSE and their 
implementation would take too much tine to be praotidal to 
protect the GSS during the transition, Theraforo, we prefer an 
approach that would require tha Holding Company to|restore the 
capital of the GSE isuaodiataly any tim* the capital ratio dropped 
below tho statutory throshold. We would also rai&O the statutory 
thrachoia modostly aa the GSE'H business winds down to achieve a 
greater margin of financial soundness for the GSE at a time when 
its business operations would be changing sharply. This would 
have minimal financial impact on the Holding corapaĵ y, since the 
assets against which the capital is measured would;be reduced 
siqnificsmtly. | 

Budget neutrality and ?^(a?ral participation in the succesa of the 
Wnldlna Ce^pany | 

The tax*-relatea subsection of the draft bill regarding 
recognition of gain with respect to PPELP loans (proposed 
subsection 440(c)(7)(4)) appears to be intanded to provide for 
the budget neutrality of privatissation. Wo are not certain that 
thia ia the intent of thie provieion or that the proposed 
acceleration of th» recognition of Income for tax purposes would 
aonpensate tho Govemment for the potential loss of offset tee 
rovonues ae a result Of privatization. In this connection, we 
would want to discuss this provision fully with Committee staff, 
CBO, and OHB and to review the assimptions that undierlie any 
present value calculations. It may be simpler to agree on the 
amount of offset fees that will he lost and to require the 
Holding Company to pay them to the Federal Government each year 
over a 5-year budget period. \ 

The stock warrants sutsection of the draft b i l l i s iinoomplota, 
overly restrictive, and an inadequate exit feo to epmpensate 
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taxpayers for the benefit tc stockholders of the G^E's 
relationship with the Federal Covarnmant over the, ye v s . The 
time period to exercise the warrants whose numbor i s unstated 

is confined to the transition period, whon thoyi oould be 
axpocted to have the least value. The axoeesive exercise price 
and the apparent requirement that the warrants be sold in small 
(juantitiee over a long period would virtually enaure low returns 
to the taxpayer. Horeover, the Holding Compamy would have no 
obligation to register the w&rrants or otherwise to facilitate 
the sale. I 

Other significant provisljaqs ' 

The b i l l does not effectively provide that the Holding Company 
has final responsibility for ensuring that a l l obligations of the 
GSE are satisfied. Specifically, the b i l l should r'equire that 
the Holding Company provide assets, i f necessary, to the trust 
which w i l l ultimately ensure payment of debt obXiga^tions of the 
GSE that are s t i l l outstanding as of the date of dissolution. 
The b i l l should also provide that any other obligations of the 
GSE that cannot be fully satisfied as of the date ot dissolution 
become l i a b i l i t i e s of the Holding Cotipany. : 

We also believe i t i s important to differentiate between 
securities issued by the GSE and those of the Holding Company, 
especially during the transition period. Permitting the Holding 
Company or any of i t s non-GSE subsidiaries to us© the Sallie Mae 
name, logo, or faacijnile thereof — as tho draft apparently would 

could cause investors to confaee the two types of securities 
and facilitate fraudulent trading activity. \ 

i 

Any reference to an "implicit Govemment guarantee" ;and the 
"Federal agency status" of GSE obligations should be deleted. 
The use of these terms in statute is misleading and frisks 
increasing Govenunent responsibility for the GSE. 

We appreciate the opportunity to comment on your drajft b i l l . As 
you can see from our comments, we have serious conce-rns about the 
adequacy of protection afforded the U.S. Government,; current 
Sallie Mae bondholders, and the liquidity of the student loan 
market in the draft as i t now reads. This is an extremely 
complex and significant undertaking. The Administration working 
group on this subject has been drafting legislation with a team 
of lawyers and experts in the student loan business and finance 
for the past several months. Given Congress'' priority on this 
matter, we have accelerated our work and would have a draft to 
share wtth you in the near future. Qur draft includes many of 
the. provisions in your draft bi l l , , but i t has substantial 
a d d i t i o n a l protection i n the areas noted above. 

\ 
I • 
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D C f A R T M C N T C F \ T R E A S U R Y 
yVASnlNSTON, C0220 

Hay 9, 199^ 
i 

The HonPsaJble Howard P. McKeon i 
Chalman I 
sahcomnlttee on Pocteaoondary Education, 

Training, and tlfe-tong Learning 
U.S. House of Representatives ; 
Washington, DC 20515-6100 \ 

Dear Chairman WcKeon: 

Thank you for giving the Oepartments of Education and Treasury 
the opportunity to test i f y at your hearing on Kay 3 on the 
privatization of S a l l i e Mae and Connie tee. we pleoged to work 
with you and your start to help develop the best possible 
legislation to implement these proposals. 

In reviewing the draft legialation pertaining to S a l l i e Mae that 
you sent to ua on the evening of the hearing, wo have tried to 
)teep three g^uiding prinoipleo in mindi 

— ftooeaa to studant loans muct bo protected during the 
transition fron the vholly hank-based FederaliFamily_ 
Education Xoan Pragran (FPELP) to one in which the direct 
loan program established under the Student Lo4n Reform Act 
of 1993 w i l l g.row, under current law, to reach *^ Isaat 60% 
of the new loan marJ^et by 1998 (these technical comments are 
without regard to pending proposals either to:cap or to 
accelerate that pace); [ 

— the financial safety and soundness or the ssElmust also be 
protected during the tranaltlon as I t winds d6wn i t s 
operationa in order to protect the bondholders and istudent 
borrovers and to avoid any possibility thet legislation 
might be needed to prevent a default on the GEE'S 
ohllgatlona; and ; 

— any privatiaation must be budget-neutral and,'moreover, must 
provide soce oompenaation, which may be in th^ form of an 
interefii:: in the new company for the fact that; S a l l i e Mae's 
ralationahip to the Government has provided significant 
benefits to S a l l i e Mae stoOcholders for more than two 
decades. i 

Privatization of S a l l i e Kae should proceed only ifjthese 
principles are adhered to. j . 
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Wa havs epaoific conxaants on certain provisions of: the draft b i l l 
as wall as sona thoughts on certain itave, which have hot baen 
inoludod in tho draft, that would addrass our foraraost concerns. 

Protecting at"^^^^^ borrowere | 

Students must be assured of the availability of credit. In this 
connection, i t is imperative that a viable secondary market for 
FFEiirP loans continue during the transition period.' We are 
concerned that other secondary markets may not be kbXe to 
accommodate the demand for st^condary maricet services i f 
guaaranteed lending remains a significant portion of the total 
annual loan volune. Therefore, we believe there should be a 
linJcage between the ramp-up of the direct loan program and 
privatization. The b i l l should r-'̂ cognize that we are dealing 
with two interconnected orderly tr^nsitions — to direct lending 
and to privatization. 1 

Sallie Mae has a legal obligation to act as a lender of last 
resort (LLR) under the FFELP. The proposed b i l l would require 
the GSE to continue to act as an LLR, but i t would jpermjit GSE 
capital above the statutory minimum to be transferi^ed to a new 
private company- Such transfers could affect the GSE^s capacity 
to act as an LLR. Also, tho currant statutory provision would 
remain in place under whioh tha socrotary of Education can 
increase the offset fee on the GSE i f i t doas not meet an LLR 
request. However, the runoff in tha GSE portfolio jduring the. 
transition period would diainiah tho potential impact of the 
penalty offset fee. Thus, we believe that additional protoction 
must be included in the legislation to enable the Department of 
Education to provide eligible students with access to student 
loans by advancing funds to private lenders for the purpose of 
maKing FFELP loans. I 

financial safetv and soundness 
i . • 

Th© basic proposal in the draft b i l l i s to permit sjallie Mae to 
create a new private company (the Holding Company).; s a l l i e Mae, 
the GSE, would become a wholly owned subsidiary of the Holding 
Company. Excess capital and other assets of the GSE would be 
transferred to the Holding Company to enable i t to redeploy them 
for i t s private business purposes, including participation in the 
student loan business. The Holding Company and any of i t s other 
subsidiaries would be completely private firms without any ties 
to the Federal Government. Because of the coexistenice of the GSE 
and tha Holding Company during the transition period, i t i s v i t a l 
that the GSE's financial safety and soundness be pr^otected. The. 
draft lagiolatioA doas not accomplish this result. , 

Tranafar ef Capital from the GSE: We are concemedj that the 
dividend provision of tho proposed b i l l (new stibsection 
440(c)(3)) would parmit capital to be transferred too rapidly 
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rrom the GSB to the Holding CoBpany at the beginnihg of the _ 
transition period. The only Gonstraint proposed fpr payment of 
dividends would appear to be compliance with the 6̂ K capital 
ratio current law (subsection 439 (r) ) . Wa are ponoemad that, 
i f capital ic withdrawn too rapidly in the early y^ars, the 
Holding Company would need to return capital to the GSE m the 
latter part of the transition period to meet the statutory 
capital ratio. | 

Requiring the Holding Company to recapitaliae'. the oSE is a 
risk to both the GSE and the taxpayers. The Hoidlhg cojupany 
would need to either shrink i t s buainesa operations or raise new 
outside capital to be able to recapitalize the OSE; and maintain 
its own capital at levels neeied to obtain an investment grade 
credit rating, we prerer a less risky «pproaoh. w© would relate 
withdrawals of capital from the 56E to the ramp-upi of the direct 
loan program and thus provide more adequately for ,the financial 
Integrity of tbe GSE os well as adequate capital fpr purchases Of 
rrBLP loons during the transition period. ; 

Pirewall* to protect dS^s we believe that i t i s crucial for the 
bi"'! to contain firewalls to insulate the GSE fromj the possible 
financial failure of the Holding Company during the transition 
period. The financial failure of the Holding company could 
affect the GSE in two different ways: 

a) I t could have a direct effect on tne GSE>S ability to 
meet i t s obligations. For example, If the Hoiding Company 
is servicing loans for the GSE, the financial; failure of the 
Holding Company could cause disruption in the, flow of funds 
to the GSE; and 

b) Even if the aSE continued to ba solvent, a Holding 
Company bankruptcy could lead creditors of tha Holding 
company to attempt to reach assets of the GSE through 
"substantive oonaolidation", a legal theory under which the 
assets oiP related entities may be consolidated in 
fea,'ikruptcy, even where einly on© of the entities le 
inesQlvont. 

There are numerous ways to diminish or eliminate these rlei^B, 
These would include imposing restrictions or prohibitions on • 
transactions between the GSE and the Holding company or any of 
its affiliates. Another solution would be to require federal 
aoency approval of a l l such transactions, or of a fepecifie 
category of transactions such as loan servicing agreementa. The 
Dossibilitv of substantive consolidation would also be reduced i f 
the b i l l imposes an affirmative obligation for the separate 
identity of the GSE to be preserved. Thie should cover a. variety 
of matters, including recjuirements to maintain '*̂ P̂ '̂ »̂ » 
records and to maintain funds and assets of the GSB separate from 
funds and as»*ta of the Holding Company or any of i t s Other 
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affiliates, as vai l as providing that the assets of tha OSE may 
ba used only to f u l f i l l ohligatione of the GSE. olther provisions 
Should include precluding a complete overlap of the Boards of 
Directors of the GSE and the Holding company and reguifing that 
at least one executive officer of the GSE i s not also an officer 
or employee of the Holding Company. I 

Limit sale of GSfi Stock: tn addition to these restrictions, we 
believe the b i l l should ensure that during the transition period, 
the stocx of the GSE could not be piedg9d or transj^erred without 
prior Federal agency approval. The b i l l also should ensure that 
the Holding Company could not agree to or caus« the GSE to f i l e 
for bankruptcy without prior agency approval• Altiiough these may 
seem remote possibilities, we believe i t is important to retain 
oversight of the Qst'o future for se long as i t exists. 

Enhanced bvarslght of CSZ Cuxiag Tfanaitioa: The draft b i l l 
would leave the capital restoration plan provisions in current 
statute (subsection 439(r)) unchanged. However, t^e current 
Statutory provisions are designed for an on-going GSE and their 
in^lementation would take too much time to be practical to 
protect the GSB during the transition. Therefore,iwe prefer an 
approach that would require the Holding Company to'restore the 
capital of the GSS immediately any time the capital ratio dropped 
below the statutory threshold- We would also raise the statutory 
threshold modestly as the GSE'S business winds aowh to achieve a 
greater margin of financial soundness for the GSE i t a time when 
its business operations would be changing sharply.| This would 
have slniinal financial impact on the Holding Company, sinoe the 
assets against which the capital is maaatLred would :be raduoed 
significantly. 

I 
Budget nautipalltY and Federal participation in the •success of the 
Holding Coffiparvv j 

The tax-related subsection of the draft b i l l regarding 
recognition of gain with respect to FFELP loans (pijopoaed 
subsection 440 (c) (7) (4)) apjsears to be intended to provide for 
the budget neutrality of privatization. We ate not certain that 
this Is the intent of this provision or that the prjopoaed 
acceleration of the recognition of income for tax purposes wouia 
compensate the Government ror the potential loss of offset tee 
revenues ae a result or privatization, in this connection, we 
would want to discuss this provision fully with Conmittee staff, 
CBO, and CKS iuid to review the aosueptiens that undierlie any 
present value calculations, i t may be einplar to a;graa on the 
amount of offset fees that will be lost and to reqmire the 
Holding Company to pay them to the Feaeral Gcvernment each year 
over a S-ya^ budget period. ' 

[ 
The stock warrants subsection of the draft b i l l is Incomplete, 
overly restrictive, and an inadequate exit fee to cpmpensate 
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taicpaycro for the benefit to stockholder a of the cke^s 
relationship with the Federal Government over the Vears, The 
tame period to exercise the warrants — whose numt^r i s unstated 
— is confined to the transition period, when they 1 could be 
expected to have the least value. The excessive exercise price 
and the apparent requirement that the warrants be sold in small 
quantities over a long period would virtually ensure low returns 
to the taxpayer. Moreover, the Holding Company would have no 
obligation to register the warrants or otherwise to facilitate 
the sale. ; 

• I 
Other sign i f leant Tiravisions i 

'. . ' . 
The b i l l does not effectively provide that the Holding Company 
has final responsibility for ensuring that a l l obligationa of the 
GSB are satisfied- specifically, the b i l l should rieguire that 
the Holding Company prcvida aseets, i f necessary, tlo the trust 
which w i l l ultimately onsura payment of debt obligajtions of the 
GSE that are s t i l l outstanding as of the date of dissolution. 
The b i l l should also provide that any other obligatlions of the 
GSE that aannot be fully satisfied as of the date of dissolution 
baoome l i a b i l i t i e s of the Holding Company. 

We also believe i t i s important to differentiate between 
securities issued by the GSE and those of the Holding Company, 
especially during the transition period. Permitting the Holding 
Company or any of i t s non-GSE subsidiaries to use the Sallie Mae 
name, logo, or facsimile thereof — as the draft apparently would 
— could cause investors to confuse the two types of securities 
and facilitate fraudulent trading activity. 

i 

Any reference to an "implicit Government guarantee" [and the 
"Federal agency status" of GSE obligations should be deleted. 
The use of these terms in statute i s misleading and |risks 
increasing Government responsibility for the GSE. 

We appreciate the opportunity to comment on your dra'ft b i l l . As 
you can see from our coimcnts, we have serious concerns about th^ 
adequacy of protection afforded the U.S. Oovernnent,i current 
Sallie Maa bondholdore, and the liquidity of the etudent loan 
markat ih tha draft as i t now reads. This ia an extremely 
complex and significant undertaking. The Administration working 
group on this subject has been drafting legislation if ith a tea© 
of lawyers and experts in the student loan business and finance 
for the past several months. Given Congress'' prlori-^y on this 
matter, we have accelerated our vork and would have a drart to 
share with you in the near future. oiir draft includes many of 
the provisions in your draft b i l l , but i t has substantial 
additional protection In tne areas noted above. 
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^ A B I L L 

2 

3 To amend the Higher Education Act of 1965 to provide for the 

4 implementation of the William D. Ford Federal Direct Loan Program 

5 by Fiscal Year 1997, to provide for orderly termination of the 

6 status of the Student Loan Marketing Association as a government-

7 sponsored enterprise and i t s reorganization as a nonfederally-

8 chartered business corporation, to require the return of certain 

9 Federal Funds held in reserve by guaranty agencies under the 

10 Federal Family Education Loan Program, and for other purposes. 

11 

12 Be i t enacted by the Senate and House of 

13 Representatives of the United States of America in Conqresfl 

14 assembled. 

15 

16 SEC. 1, SHORT TITLE. 

17 

18 This Act may be cited as "The Accelerated Direct Loan 

19 Program Implementation and Student Loan Marketing Association 

20 Reorganization Act of 1993." 

21 

22 

23 SEC. 2. FINDINGS AND PURPOSE. 

24 (a) Findings. "The Congress hereby finds t h a t — 

DRAFT March 10, 1995, 4:07pm 
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10 

11 

2 

(1) the William D. Ford Federal Direct Loan Program 

2 provides substantially greater benefits to borrowers, 

3 participating institutions of higher education, and 

4 taxpayers than the Federal Family Education Loan Program, 

5 including— 

6 (A) a simpler and speedier process through which 

7 to obtain loans, which, by reducing processing time and 

8 using electronic data and funds transfers, improves the 

9 level of service to students, and frees up 

institutional administrative personnel for more 

important duties, such as counseling students regarding 

12 financial aid; 

13 (B) a single servicer throughout the life of the 

1̂  loan, which (enables the borrower to send one payment, 

1̂  or a single request deferment or forbearance, for a l l 

1̂  Direct Loans to one place, regardless of the number of 

1*7 loans or where they were originated; 

(C) flexible repayment options, including income 

19 contingent repayment, which, by varying loan repayments 

20 in relation to income encourages Americans to pursue 

21 post-secondary education and mitigates the impact of 

22 student loan repayments on students' decisions about 

23 whether to pursue lower-paying careers, such as public 

24 service; and 

25 (D) the elimination of the delays, 

DRAFT March 10, 1995, 4:07pm 
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1 inefficiencies, and confusion inherent in the 

2 complicated interrelationships of the many lenders, 

3 guaranty agencies, secondary markets, and loan 

4 servicers the Federal Family Education Loan Program; 

5 (2) the Department of Education's performance in 

6 managing the Direct Loan phase-in is viewed very favorably 

7 by borrowers and participating institutions alike, and the 

8 Department has demonstrated its commitment to the Direct 

9 Loan program and devoted the necessary resources—through 

10 hiring or reassigning personnel, increased training and 

11 technical assistance, and upgraded technology—to ensure the 

12 program's success and the Department's capacity to manage a 

13 full-scale student loan program; 

14 (3) accelerating the phase-in of the Direct Loan 

15 Program would achieve significant additional savings 

16 compared to the phase-in schedule in current law, would 

17 enable large numbers of students, their parents, and 

18 participating institutions to enjoy the benefits of the 

19 Direct Loan Program far more quickly than under the current 

2 0 schedule, and would enable the Department to focus more 

21 resources on the Direct Loan Program more quickly, rather 

22 than dividing those resources between the duplicative 

2 3 systems needed to oversee two large student loan programs 

24 simultaneously, one guaranteed and one direct. 

2 5 (4) full implementation of the Direct Loan Program 

DRAFT March 10, 1995, 4:07pm 
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1 creates an environment that no longer w i l l require a 

2 government-sponsored enterprise to serve as a secondary 

3 market and warehousing f a c i l i t y for Federal Family Education 

4 Loans, following a t r a n s i t i o n period during which the 

5 Student Loan Marketing Association w i l l continue to provide 

6 c r e d i t for students. 

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

8 cont r o l l e d by guaranty agencies ror t h e i r transferees?! as 

9 reserves under the Federal Family Education Loan Program; 

10 (6) reserves under that program were intended to 

11 assist i n the establishment of the guaranty agency system, 

12 and to ensure that the guaranty agencies would be 

13 f i n a n c i a l l y able to 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 

14 connection with the guarantees issued by such agencies; 

15 (7) section 432(o) of the Higher Education Act of 1965 

16 c l a r i f i e s that the Secretary is the ultimate insurer of a l l 

17 guarantees under that program, eliminating the underlying 

18 need f o r most reserve funds; and 

19 (8) the orderly t r a n s i t i o n from the Federal Family 

20 Education Loan Program to the William D. Ford Federal Direct 

21 Loan Program would be benefitted by systematically phasing 

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

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

24 that the Secretary determines would best meet the needs of 

25 the Federal Family Education Loan Program, assist i n the 

DRAFT March 10, 1995, 4:07pm 
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1 transition to the William D. Ford Federal Direct Loan 

2 Program, and protect the Federal f i s c a l interest. 

3 (b) Purposes.—It is the purpose of this Act--

4 (1) to accelerate the transition from the Federal 

5 Family Education Loan Program to the William D. Ford Federal 

6 Direct Loan Program so that by academic year 1997-1998, 

7 Direct Loans represent 100 percent of the new student loan 

8 volume under both programs, and no new loan guarantees w i l l 

9 be made by the Secretary under the Federal Family Education 

10 Loan Program after June 30, 1997; 

11 (2) to provide for the orderly termination of the 

12 existence of the Association as a government-sponsored 

13 enterprise on or before December 31, 2000, and to authorize 

14 i t s reorganization as a nonfederally-chartered business 

15 corporation; and 

16 (3) to require, as part of the systen.-itic phase-out of 

17 guaranty agency operations during the transition from the 

18 Federal Family Education Loan Program to the William D. Ford 

19 Federal Direct Loan Program, the Secretary of Education to 

20 re c a l l at least $1.1 billion in reserves held or controlled 

21 by guaranty agencies (or their transferees) over the period 

22 f i s c a l years 1996 through 2000. 

23 

24 TITLE I—DIRECT LOAN PROGRAM AMENDMENTS 

25 

DRAFT March 10, 1995, 4:07pm 
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1 SBC. 101. ACCELERATION OF DIRECT LOAN IMPLEMENTATION SCHEDULE. 

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

3 U.S.C. 1001 et seg., hereinafter i n t h i s Act referred to as "the 

4 Act") i s amended— 

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

6 to read as follows: 

7 "(C) for academic year 1996-1997, loans made under 

8 t h i s part s h a l l represent 80 percent of the new student loan 

9 volume for such year; and 

"(D) for academic year 1997-1998 and succeeding 

11 academic years, loans made under t h i s part s h a l l represent 

12 100 percent of the new student loan volume for such years."; 

13 and 

14 (b) i n paragraph (3), by s t r i k i n g out "subparagraphs (C) or 

15 (D)" and insertin g i n l i e u thereof "subparagraph (C)". 

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

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

18 (1) by inserting immediately following the paragraph 

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

20 (2) by adding at the end thereof the following new 

21 subparagraph: 

"(B) I f , after 25 years of repayment [NOTE: there i s 

a t i l l an unresolved issue as to whether the 25 year period 

24 w i l l ba s p e c i f i c a l l y nentloned.], there i s a balance (which 

25 may consist of unpaid p r i n c i p a l , accrued i n t e r e s t , and any 

DRAFT March 10, 1995, 4:07pm 
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1 fees, l a t e charges, and collection costs assessed on such 

2 loan) remaining on a loan made under t h i s part that ie being 

3 repaid pursuant to income contingent repayment, such 

4 remaining balance sh a l l be canceled, and such amount 

5 canceled s h a l l not be considered income for purposes of the 

.6 I n t e r n a l Revenue Code of 1986." 

7 

8 TITLE I I — REORGANIZATION OF 
9 THE STUDENT LOAN MARKETING ASSOCIATION 

10 

11 BBC. 201. REORGANIZATION OF THE STUDENT LOAN MARKETING 

12 ASSOCIATION. 

13 Part B of T i t l e i v of the Act i s amended by adding at the 

14 end thereof the following new section: 

15 

1^ SEC. 440. REORGANIZATION OF THE STUDENT LOAN MARKETING 

17 ASSOCIATION THROUGH FORMATION OF .HOLDING 

18 COMPANY 

19 (a) Reorganization of the Association.— 

20 (1) Authority to Reorganize.—The Student Loan 

21 Marketing Association (hereinafter referred t o as the 

22 "Association") i s authorized to carry out a 

2 3 restructuring of the common stock ownership of the 

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

25 adopted by the Board of Directors (the "Plan") (the 

26 terms of which shall be consistent with t h i s Act) eo 

DRAFT March 10, 1995, 4:07pm 
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1 that a l l of the outstanding common shares shall be 

2 directly owned by an ordinary business corporation 

3 chartered under State or District of Columbia law (the 

4 "Holding Company"), as the Board of Directors may 

5 determine. The reorganization shall occur as of the 

6 effective time set forth in the Plan (the "Effective 

7 Time"), which shall be no later than [the date that i s 

8 18 months after the effective date of this Act]. 

9 (2) Issuance of Warrants to the United States.— 

10 The Plan shall provide for the issuance of stock 

11 purchase warrants or other instruments in such amounts 

12 and on such terms and conditions as are acceptable to 

13 the Secretary of the Treasury under which the United 

14 States may participate in the gains of the Holding 

15 Company or i t s security holders. 

16 (3) Plan Approval.—Upon adoption of the Plan by 

17 the Board of Directors of the Association, the Plan 

18 shall be submitted to the Secretary of the Treasury and 

19 the Secretary of Education. The Secretary of the 

20 Treasury and the Secretary of Education, in their sole 

21 discretion, may require the Board to adopt such 

22 amendments as are necessary or appropriate to ensure 

2 3 the continued safety and soundness of the Association, 

24 consistency with the provisions of this section, and 

25 the ability of the Association to continue to f u l f i l l 

DRAFT March 10, 1995, 4:07pm 
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1 the purposes for which i t was formed until i t s 

2 dissolution. 

3 (4) Stockholder Approval.— 

4 (A) After adoption of the Plan by the Board 

5 of Directors with any amendments required in 

6 accordance with paragraph (3), the Plan shall be 

7 submitted to the common stockholders of the 

8 Association for their approval. The 

9 Reorganization shall occur at the Effective Time, 

10 provided that the Plan has been approved by the 

11 affirmative votes, cast in person or by proxy, of 

12 the holders of a majority of the shares of the 

13 common stock of the Association. 

14 (B) Notwithstanding section 439(1), any 

15 proxy solicitation of common stockholders of the 

16 Association shall be conducted in accordance with 

17 section 14 of the Securities Exchange Act of 1934 

18 and rules and regulations thereunder. 

19 (5) Board Authority.—The Board of Directors of 

20 the Association may take or cause to be taken a l l such 

21 action as i s consistent with this section and as i t 

22 deems necessary or appropriate to effect the 

23 Reorganization in accordance with this section, 

24 applicable State law, and the Plan. Such actions may 

25 include, in the Board's discretion, a merger of a 

DRAFT March 10, 1995, 4:07pm 
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1 wholly-owned subsidiary of the Holding company with and 

2 into the Association, which would have the effect 

3 provided in the Plan and the law of the jurisdiction in 

4 which such subsidiary i s incorporated. As part of the 

5 restructuring, the Board of Directors may cause the 

6 common shares of the Association to be converted, at 

7 the Effective Time, to common shares of the Holding 

8 Company on a one for one basis, consistent with 

9 applicable State or District of Columbia law. 

10 (b) Operation of Association and Holding Company 

11 During Transition.— 

12 (1) Continuation of Rights and Duties.—Except as 

13 specifically provided herein [need more sp e c i f i c i t y ] , 

14 during the period from the Effective Time until the 

15 Dissolution Date (the "Transition Period"), the 

16 Association shall continue to have the rights, 

17 privileges, duties and obligations set forth in, and 

18 shall be subject to the limitations and restrictions 

19 of, section 439, and the Association shall continue to 

20 carry out the purposes for which i t was formed. 

21 (2) Management and Operational Support.—The 

22 Holding Company (or i t s subsidiaries other than the 

23 Association) shall provide a l l necessary and 

24 appropriate management and operational (including loan 

25 servicing) support to the Association, as requested by 
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1 the Association. The Association may also obtain such 

2 management and operational support from other persons 

3 or entities. Servicing agreements between the 

4 Association and the Holding Company or any of its 

5 Subsidiaries shall be on terms no less favorable to the 

6 Association than the Association could obtain from an 

7 unrelated third-party and shall be subject to the 

8 approval of the Secretary of the Treasury and the 

9 Secretary of Education. 

10 (3) Issuance of Obligations by the Association 

11 During the Transition Period.— 

12 (A) As of the Effective Time, the 

13 Association shall not issue new debt obligations 

14 which mature later than December 31, 2 004. 

15 Notwithstanding the foregoing, nothing in this 

16 subsection shall modify the attributes accorded 

17 the debt obligations of the Association by section 

18 439, regardless of whether such debt obligations 

19 are incurred prior to or at any time following the 

20 Effective Time or are transferred to a trust in 

21 accordance with subsection 440(c). 

22 (B) Limitation on Obligations Outstanding.— 

23 After the Effective Time, the Association shall 

24 not incur indebtedness which at any given time 

25 would exceed the aggregate book value of its 
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1 assets, to the extent such assets are permitted to 

2 be held under this subsection. 

3 (4) Restrictions on New Business Activity or 

4 Acquisition of Assets by Association.—After the 

5 Effective Time, the Association shall not engage in any 

, 6 new business activities or acquire any new assets other 

7 than in connection with— 

8 (A) contractual commitments for future 

9 student loan purchases or warehousing advances or 

10 pursuant to letters of credit or standby bond 

11 purchase agreements in either case which are 

12 outstanding as of the Effective Time; and 

13 (B) its serving as a lender of last resort 

14 pursuant to section 4 39. 

15 (5) Limitation on Liquidity Portfolio.—The 

16 Association's portfolio of liquid assets and cash 

17 equivalents may not exceed five percent of total 

18 assets. 

19 (6) Restrictions on Transactions with 

20 Affiliates.—The Association shall not extend credit to 

21 the Holding Company or any of its affiliates nor 

22 guarantee or provide any credit enhancement to any 

23 obligations of the Holding Company or any of its 

24 affiliates. 

25 (7) Dividends.— 
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3 t h a t — 

10 

13 

(A) The Association may pay dividends in the 

form of cash or non-cash distributions provided 

4 (i) immediately after payment of such 

^ dividends, the Association's capital i s in 

6 compliance with section 439(t)(4) [Subsection 

7 (r) i s redesignated as (t) in section 202(b) 

8 below.]; and 

9 ( i i ) the Secretary of Education and the 

Secretary of the Treasury have approved the 

11 Association's certification under 

12 subparagraph (C) below. 

13 (B) The aggregate amount of dividends paid 

14 from Excess Capital, as defined below in 

15 subparagraph (D), may not exceed— 

1̂  (i) through December i l , 1997, a 

I'' percentage of Excess Capital equal to the 

18 percentage provided under subsection 

19 453(a)(2)(B) of the Act; 

20 ( i i ) through December 31, 1998, a 

21 percentage of Excess Capital equal to the 

22 percentage provided under subsection 

23 453(a)(2)(C) of the Act; and 

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

percentage of Excess Capital equal to the 
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1 percentage provided under subsection 

2 453(a)(2)(D) of the Act. 

3 (C) Prior to any payment of a dividend, the 

4 Association shall certify to the Secretary of the 

5 Treasury that the payment of the dividend w i l l be 

6 in compliance with this paragraph and shall 

7 provide copies of a l l calculations needed to make 

8 such certification. The calculation of Excess 

9 Capital shall be based upon audited financial 

10 statements of the Association as of the most 

11 recent quarter ending prior to the Effective Time. 

12 (D) For purposes of this paragraph, 

13 "Excess Capital" means stockholders' equity as of 

14 the day before the Effective Time that i s in 

15 excess of the amount required to comply with the 

16 capital ratio as defined in subsection 439(t). 

17 (E) After the effective date of this Act, 

18 any distribution of non-cash assets by the 

19 Association to the Holding Company shall be valued 

20 at book value on the date the Association's Board 

21 of Directors approved such distribution for 

2 2 purposes of the distribution and calculating 

23 compliance with section 439(t)(4). 

24 (8) Holding Company Activities.—During the 

25 Transition Period, Holding Company activi t i e s shall be 
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1 limited to ownership of the Association and any other 

2 subsidiaries or other business entities that the 

3 Holding Company may form or acquire. All business 

4 activities shall be conducted through such subsidiaries 

5 or other business entities. 

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

7 Holding Company and any other direct or indirect 
"1 

8 subsidiary of the Holding Company other than the 

9 Association may not contain the words "Student Loan 

10 Marketing Association", or "Sallie Mae", or any 

11 variations thereof. 

12 (10) Registration Statement.--For the purposes of 

13 determining whether the Holding Company is a registrant 

14 entitled under 17 C.F.R. § 239.13, or any successor 

15 regulation, to use SEC Form S-3, or any successor form, 

16 for registration of its securities under the Securities 

17 Act of 1933, as amended, the Holding Company shall be 

18 deemed to have met the conditions set forth in 

19 Instruction 1(A)(3) of 17 C.F.R. §239.13. 

20 (11) Separate Operation of Corporations.— 

21 (A) The funds and assets of the 

22 Association shall at a l l times be maintained 

23 separately from the funds and assets of the 

24 Holding Company or any of its other subsidiaries 

25 and may be used solely by the Association to carry 
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1 out i t s purposes and to f u l f i l l i t s obligations. 

2 (B) The Association shall maintain books and 

3 records that clearly reflect the assets and 

4 l i a b i l i t i e s of the Association, separate from the 

5 assets and l i a b i l i t i e s of the Holding Company or 

6 any of i t s other subsidiaries. 

7 (C) The Association shall maintain a 

8 corporate office that is physically separate from 

9 any office of the Holding Company or any of i t s 

10 subsidiaries. 

11 (D) The Holding Company may not transfer or 

12 pledge the stock of the Association without the 

13 prior approval of the Secretary of the Treasury. 

14 (E) The Holding Company may not cause or 

15 agree to the liquidation of the Association nor 

16 cause the Association to f i l e a petition for 

17 bankruptcy under Title 11 of the United States 

18 Code without the prior approval of the Secretary 

19 of Education and the Secretary of the Treasury. 

20 (F) No director of the Association that i s 

21 appointed by the President pursuant to section 

22 439(c)(1)(A) may serve as a director of the 

23 Holding Company. 

24 (G) At least one executive officer of the 

Association shall remain an officer solely of the 
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1 Association. 

2 (H) The Secretary of the Treasury may order 

3 the Association or the Holding Company to take any 

4 action the Secretary determines to be necessary or 

5 appropriate to ensure that the corporate 

6 separateness of the Association i s maintained. 

7 (12) [Tax Matters.— 

8 (A) The following obligations shall not 

9 constitute tax-exempt obligations for purposes of 

10 section 265(a)(2) of the Code to the extent that 

11 the average outstanding amount of such obligations 

12 equals or i s less that the average stockholders' 

13 equity of the Association at the Effective Time— 

14 (i) obligations purchased prior to the 

15 Effective Time pursuant to the authority 

16 contained in subsection (d)(a)(B) and (C) of 

17 section 439 and as to which the income i s 

18 exempt from taxation under the Internal 

19 Revenue Code of 1986, as amended (the 

20 "Code"), and 

21 ( i i ) tax exempt obligations acquired 

22 after the Effective Time pursuant to section 

23 (d)(1)(B) and (C) in connection with 

24 contractual commitments for future purchases 

25 that are outstanding as of the Effective 
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1 Time.] 

2 (B) [The assets and indebtedness of the 

3 Association shall not be considered in any 

4 determination under section 265(a)(2) as to 

5 whether the Holding Company and i t s subsidiaries 

6 have incurred or continued indebtedness to 

7 purchase or carry tax-exempt obligations.] [To be 

8 checked with Tax Policy.] 

9 (c) Termination of Association,—The Association shall 

10 dissolve and i t s separate existence shall terminate on the 

11 December 31, 2004, after discharge of a l l outstanding debt 

12 obligations and liquidation pursuant to this subsection. 

13 The Association may dissolve pursuant to this subsection 

14 prior to such date with the approval of the Secretary of 

15 Education and the Secretary of the Treasury. On the 

16 dissolution date, the Association shall takf* the following 

17 actions: 

18 (I) The Association shall, under the terms of an 

19 irrevocable trust agreement in form and substance 

20 satisfactory to the Secretary of the Treasury, the 

21 Association and the appointed trustee, irrevocably 

22 transfer a l l outstanding debt obligations of the 

23 Association to the trust and irrevocably deposit or 

24 cause to be deposited into such trust, to be held as 

25 trust funds solely for the benefit of holders of the 
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1 Remaining Obligations, money or direct non-callable 

2 obligations of the United States of America or any 

3 agency thereof for which payment the f u l l faith and 

4 credit of the United States i s pledged, maturing as to 

5 principal and interest in such amounts and at such 

6 times as are determined by the Secretary of the 

7 Treasury to be sufficient without consideration of any 

8 significant reinvestment of such interest to pay the 

9 principal of, and interest on, such obligations in 

10 accordance with their terms. To the extent the 

11 Association cannot provide obligations in the amount 

12 required, the Holding Company shall be required to 

13 transfer obligations to the trust in the amount 

14 necessary to prevent any deficiency. 

15 (2) All money, obligations or financial assets 

16 deposited into the trust pursuant to this subsection 

17 shall be applied by the trustee to the payment of the 

18 obligations assumed by the trust. Upon the fulfillment 

19 of the trustee's obligations under the trust, any 

20 remaining assets of the trust shall be transferred to 

21 the Holding Company and/or i t s Subsidiaries, as 

22 directed by the Holding Company. 

23 (3) The Association shall make proper provision 

24 [under applicable State law (which, in the absence of 

25 any other applicable law shall be deemed New York [or 
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1 Delaware law])] for a l l other obligations of the 

2 Association (including the repurchase or redemption, or 

3 the making of proper provision for the repurchase or 

4 redemption, of any preferred stock of the Association 

5 then outstanding). Any obligations of the Association 

6 which cannot be fully satisfied shall become 

7 obligations of the Holding Company as of the 

8 Dissolution Date. 

9 (4) After compliance with paragraph (1), (2) and 

10 (3) and with approval of the Secretaries of Education 

11 and Treasury, the Association shall transfer to the 

12 Holding Company and/or i t s Subsidiaries, as directed by 

13 the Holding Company, any remaining assets of the 

14 Association. 

15 (d) [OPTION 1: Reorganization Fee.—In partial 

16 recognition of the substantial benefits that accrued to the 

17 Association as a result of i t s status as a government-

18 sponsored enterprise, the Association [correct entity?] 

19 shall, as a condition of i t s reorganization as a private 

20 business corporation without a federal charter, pay to the 

21 general fund of the Treasury] OR OPTION 2: Compensation for 

22 Lost Federal Revenues.—To offset the loss of revenues that 

2 3 would have been paid to the Federal Government i f the 

24 Association retained i t s status as a government-sponsored 

25 enterprise, the Association [correct entity?] shall, as a 
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1 condition of i t s reorganization as a private business 

2 corporation without a federal charter, pay to the general 

3 fund of the Treasury— 

4 (1) $X for f i s c a l year 1996; 

5 (2) $X for f i s c a l year 1997; 

6 (3) $X for f i s c a l year 1998; 

7 (4) $X for f i s c a l year 1999; and 

8 (5) $X for f i s c a l year 2000; 

9 minus any amount paid by the Association pursuant to section 

10 439(h)(7) for such f i s c a l year, except that i n no case sh a l l 

11 such subtraction result i n a negative number.". 

12 SEC. 202. AMENDMENTS TO SECTION 4 39 

13 (a) Sec. 439 of the Higher Education Act of 1965 i s 

14 amended--

15 ( I ) by amending subsection ( c ) ( I ) to read as follows: 

16 "(c)(1) Composition of Board; Chairman.— 

17 The Association shall have a Board of Directors which sh a l l 

18 consist of 12 persons, three of whom sha l l be appointed by 

19 the President and shall be representative of the general 

20 public. The remaining 9 directors shall be elected by the 

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

22 pursuant t o subsection ( f ) of t h i s section. Four of the 

23 elected directors shall be a f f i l i a t e d with an e l i g i b l e 

24 i n s t i t u t i o n ; and f i v e of the elected directors s h a l l be 

25 a f f i l i a t e d with an e l i g i b l e lender, 
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1 (2) by amending the heading of subsection (r) as 

2 follows: 

3 "(r) SAFETY AND SOUNDNESS OF ASSOCIATION AND ORDERLY 

4 TRANSITION PURSUANT TO SECTION 440.—"; 

5 (3) by amending subsection (r)(1) to read as follows: 

6 " ( I ) FINANCIAL REPORTING.— 

7 "(A) The Holding Company shall promptly 

8 furnish to the Secretary of Education and the 

9 Secretary of the Treasury copies of a l l public 

10 financial reports publicly distributed by the 

11 Holding Company. 

12 "(B) Within 45 days of the end of each 

13 calendar quarter, the Association shall provide to 

14 the Secretary of the Treasury [and the Secretary 

15 of Education] (1) financial statements of the 

16 Association and (2) a report showing the 

17 calculation of the capital ratio in a form and 

18 containing such information as i s approved by the 

19 Secretary. 

20 "(C) The Association shall obtain such 

21 information and make and keep such records as the 

22 Secretary of the Treasury may from time to time 

23 prescribe concerning the Association's policies, 

24 procedures, or systems for monitoring and 

25 controlling financial risk to i t resulting from 
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1 the activities of any of i t s associated persons, 

2 to the extent such activities are reasonably 

3 likely to have a material impact on the financial 

4 condition of the Association, including i t s 

5 capital ratio, i t s liquidity, or i t s ability to 

6 conduct and finance i t s operations. The term 

7 "associated person" shall mean any person other 

8 than a natural person, directly or indirectly 

^ controlling, controlled by, or under common 

10 control with the Association." 

11 (4) in subsection (r)(2) by adding at the end thereof 

12 the following new subparagraph: 

13 "(D) The Secretary may establish and collect 

14 from the Association an annual assessment in an 

15 amount sufficient to provide for reasonable costs 

16 and expenses of the Secretary to carry out the 

17 duties of the Secretary under this subsection and 

18 section 440."; 

19 [Purpose of audits may need to be expanded to cover more 

20 than financial safety and soundness.] 

21 (5) by amending subsection (r)(3) in the second 

22 sentence by inserting "." after "of such determination" and 

23 deleting the remainder of the sentence. 

24 (6) by amending subsection (r)(4) to read as follows: 

"(4) I f the capital ratio i s less than 3.0 
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1 percent at the end of the Association's most recent calendar 

2 quarter, the Secretary of the Treasury may, until the 

3 capital ratio equals or exceeds 3.0 percent, take any one or 

4 more of the following actions: 

5 (A) LIMIT INCREASE IN LIABILITIES.— [no change 

6 from language in current law, subsection (7) (A)] 

7 (B) RESTRICT GROWTH. —[no change] 

8 (C) RESTRICT DISTRIBUTIONS. —[no change] 

9 (D) REQUIRED ISSUANCE OF NEW CAPITAL. —[no 

10 change] 

11 (E) LIMIT EXECUTIVE COMPENSATION. —[no change] 

12 (F) REQUIRED INJECTION OF NEW CAPITAL.—Require 

13 the Holding Company to inject additional capital into 

14 the Association'.'; 

15 (7) by deleting paragraphs (5) through ( I I ) ; 

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

17 paragraphs (5) and (6) respectively. 

18 (9) by amending paragraph (6) as redesignated by— 

19 (A) deleting subparagraph (A) and renumbering 

20 subparagraphs (B) and (C) as subparagraphs (A) and (B), 

21 and 

22 (B) [by adding at the end the following new 

23 definition: Add definition dealing with treatment of 

24 securitized assets for purposes of capital r a t i o . ] . 

25 (b) Section 439 of the Act is further amended--
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1 (1) in subsection (q) --

2 (A) in paragraph (1) (B), by striking out "to 

3 this subsection" and "paragraph (2) (A) of this 

4 subsection" and inserting in lieu thereof "to this 

5 paragraph" and "subparagraph (B) (i) of this 

6 paragraph," respectively; 

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

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

9 and clauses (i) and (ii) thereof, respectively; 

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

1̂ subparagraphs (A) and (B) thereof, as subparagraph (B), 

12 and clauses (i) and (ii) thereof, respectively; 

13 (D) by redesignating paragraph (3) as 

14 subparagraph (C); 

15 (E) by inserting immediately after the subsection 

1̂  heading the following: "(i) LENDER-OF-IAST-RESORT 

17 LOANS MADE BY THE ASSOCIATION FROM ITS OWN FUNDS. — ;" 

18 and 

1̂  (f) by adding at the and thereof the following 

20 new paragraph: 

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

22 OF-LAST-RESORT SERVICES. — ( A ) ( i ) In order to 

2̂  ensure the availability of loan capital during the 

24 transition from the Federal Family Education Loan 

25 Program under this part to the William D. Ford 
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Federal Direct Loan Program under part D of this 

2 t i t l e , the Secretary is authorized to provide the 

3 Association with advance funds, with such 

4 restrictions on the use of such funds (including 

5 conditions relating to the time or times of 

6 repayment) as are determined appropriate by the 

7 Secretary, to enable the Association to make loans 

8 as the lender-of-last-resort whenever the 

9 Secretary determines that eligible borrowers are 

10 seeking and are unable to obtain loans under this 

11 part. 

12 ( i i ) Notwithstanding any other provision of 

13 law, the Secretary may provide such advances to 

14 the Association without regard to the availability 

15 of a lender-of-last-resort program of a guaranty 

1̂  agency operating in that State. 

I"' ( i i i ) The Association shall make such loans 

18 in accordance with this subsection and the 

requirements of the Secretary. The Secretary may 

require that the Association make loans to 

21 borrowers within a geographic area or for the 

22 benefit of students attending institutions of 

23 higher education that certify, in accordance with 

24 standards established by the Secretary, that their 

2 5 students are seeking and unable to obtain loans. 
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1 (iv) Notwithstanding any other provision in 

2 this part, the Association shall be required to 

3 pay to the Secretary, at such intervals as the 

4 Secretary may specify, interest on the funds 

5 advanced pursuant to this paragraph in an amount 

6 equal to the interest paid by the borrowers of 

7 loans made pursuant to this paragraph. 

8 "(B) Loans made pursuant to this paragraph 

9 shall be insurable by the Secretary under section 

10 429 with a certificate of comprehensive insurance 

11 coverage provided for under section 429 (b) ( i ) . 

12 "(C) Notwithstanding any other provision in 

13 this part, the Secretary shall pay the Association 

14 a fee, in an amount established by the Secretary 

15 is consultation with the Association, in 

16 conjunction with the Association, for making such 

17 lender-of-last-resort loans in lieu of interest 

18 and special allowance subsidies, and the 

19 Association shall assign such loans to the 

20 Secretary on demand. Upon such assignment, the 

21 portion of the advance represented by the loans 

22 assigned shall be considered repaid by the 

23 Association. 

24 "(D) The Secretary may make the advances and 

25 pay the fees described in this paragraph from 
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1 funds available under this part or under section 

2 458 of the Act." 

3 (2) by redesignating subsections (r) [and (s)] as 

4 subsections (t) [and (u)], respectively; and 

5 (3) by inserting immediately after subsection (q) the 

6 following new subsections: 

7 "(r) ADVANCES TO THE ASSOCIATION FOR LOAN PURCHASES.— 

8 (1) Whenever the Secretary determines that i t is necessary 

9 to the successful transition from the Federal Family 

Education Loan Program under this part to the William D. 

11 Ford Federal Direct Loan Program under part D of this t i t l e , 

12 the Secretary is authorized to provide the Association with 

13 advance funds, which the Association shall use to purchase 

14 loans made under this part that are insured by a guaranty 

15 agency. 

16 "(2) Loans purchased pursuant to this subsection shall 

17 be insurable by the Secretary under section 4 29, with a 

18 certificate of comprehensive insurance coverage provided for 

19 under section 429 (b) (1), in lieu of the insurance provided 

20 by a guaranty agency prior to such purchase. 

21 "(3) Notwithstanding any other provision in this part, 

22 the Association shall be required to pay to the Secretary, 

2 3 at such intervals as the Secretary may specify, interest on 

24 the funds advanced pursuant to this subsection in an amount 

25 equal to the interest paid by the borrowers of loans made 
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1 pursuant to t h i s subsection. 

2 "(4) Notwithstanding any other provision i n t h i s part, 

3 the Secretary s h a l l pay the Association a fee, i n an amount 

4 established by the Secretary i n consultation with the 

5 Association, i n l i e u of interest and special allowance 

6 subsidies on the loans purchased under t h i s subsection, and 

7 the Association shall assign such loans to the Secretary on 

8 demand. Upon such assignment, the portion of the advance 

9 represented by the loans assigned shall be considered repaid 

10 by the Association. 

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

12 fees described i n t h i s subsection from funds available under 

13 t h i a part or under section 458 of the Act." 

14 SEC. 203. OTHER SECONDARY MARKETS.— 

15 Part B Of T i t l e IV of the Act i s further amended by adding 

16 at the end thereof the following new section: 

17 "SEC. 441. ADVANCES AUTHORIZED.— 

18 (a) PURPOSES,--The Secretary i s authorized t o make 

19 advances to one or more secondary markets described i n 

20 subsection (b) from funds specified i n subsection (c) to 

21 enable such secondary market t o — 

22 (1) make loans as the lender-of-last-resort on 

23 terms consistent with the provisions i n section 439 (q) 

24 (2) (including fees i n l i e u of interest and special 

25 allowances subsidies, and assignment on demand) 
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1 regarding lender-of-last-resort loans by the Student 

2 Loan Marketing Association; or 

(2) purchase loans made under t h i s part that are 

insured by a guaranty agency on terms consistent with 

the provisions i n section 439(r) (including fees i n 

6 l i e u of interest and special allowance subsidies, and 

7 assignment on demand) regarding such purchases by the 

8 Student Loan Marketing Association. 

9 (b) ELIGIBLE SECONDARY MARKET.—In order t o be 

e l i g i b l e t o receive advances under t h i s section, 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 

2̂ 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 

13 Secretary may specify. 

(c) SOURCES OF ADVANCE FUNDS.—The Secretary may make 

the advances and pay the fees described i n t h i s section from 

16 funds available under t h i s part or under section 458 of the 

17 Act." 

18 SEC. 204. REPEAL OF SECTION 439 

Section 439 of the Act shall be repealed as of the date 

the Association i s dissolved pursuant to section 440(c) of 

21 the Act, as added by section 2 01 of t h i s Act. 

22 

23 

24 TITLE III—FEDERAL FAMILY EDUCATION LOAN 
25 RESERVE RECOVERY AMENDMENTS 

14 

15 

19 

20 

26 
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1 SEC. 301. RECOVERY OF RESERVES.— 

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

3 (1) i n subsection (g)(1) — 

* (A) i n the second sentence therein, by 

5 insertin g "except as provided i n subsection ( h ) , " 

^ immediately after "However,"; 

(B) i n the t h i r d sentence therein, by 

s t r i k i n g out "The reserves" and insertin g i n l i e u 

9 thereof "Reserves not recovered pursuant t o 

10 subsection (h)"; 

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

(D) in subparagraph (D), by s t r i k i n g out 

"subparagraph (A) or (B)" and insertin g i n l i e u 

14 thereof "subparagraph (A)"; and 

(E) by redesignating subparagraphs (B), (C), 

(D) as subparagraphs (A), (B), ard (C), 

17 respectively; and 

(2) by adding at the end thereof the following 

19 new subsection: 

20 "(h) RECOVERY OF RESERVES IN FISCAL YEARS 1996 

THROUGH 2000. — ( 1 ) Notwithstanding any other provision 

of law, the Secretary shall recover from the reserve 

2 3 funds held by guaranty agencies an aggregate amount 

24 tha t i s not less than $350,000,000 for f i s c a l year 

25 1996, $250,000,000 for each of f i s c a l years 1997 and 
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1 1998, $150,000,000 for f i s c a l year 1999, and 

2 $100,000,000 for f i s c a l year 2000, except that such 

3 annual minimum recovery amounts shall not apply once 

4 the Secretary has recovered $1.1 billion under this 

5 subsection. The Secretary shall establish c r i t e r i a for 

6 selecting the guaranty agencies that shall be required 

7 to return reserve funds, as well as c r i t e r i a for 

8 determining the amount of reserve funds (which shall 

9 include the value of any reserve fund assets, and may 

10 include reserve funds or assets held by, or under the 

11 control of, any other entity) that each guaranty agency 

12 selected by the Secretary shall be required to return. 

13 Except as provided in paragraph (3), funds returned to 

14 the Secretary under this subsection shall be deposited 

15 in the Treasury. 

16 "(2) The c r i t e r i a described in paragraph (1) 

17 shall be established by the Secretary after consulting with 

18 representatives of the higher education community, and shall 

19 be designed to meet the needs of the Federal Family 

20 Education Loan Program under this part, assist in the 

21 orderly transition from such program to the William D. Ford 

22 Federal Direct Loan Program under part D of this t i t l e , and 

23 protect the Federal f i s c a l interest. 

24 "(3) I f funds in excess of $1.1 b i l l i o n in the 

2 5 aggregate are returned under this subsection, such excess 
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1 funds shall be available to the Secretary for use in the 

2 orderly transition from the Federal Family Education Loan 

3 Program under this part to the William D. Ford Federal 

4 Direct Loan Program under part D of this t i t l e . " . 

5 (b) Section 428 of the Act i s amended— 

^ (1) in subsection (b)(1)(X), by striking out 

7 "maintains reserve funds determined by the Secretary to be 

8 sufficient in relation to such agency's guarantee 

9 obligations." and inserting in lieu thereof "maintains a 

level of financial strength that meets the requirements 

11 established by the Secretary pursuant to section 

12 428(c)(9)(A)."; and 

13 (2) in subsection (c)(9) — 

14 (A) by amending the paragraph heading to 

15 read as follows: "FINANCIAL STRENGTH OF GUARANTY AGENCIES; 

16 TERMINATION OF GUARANTY AGENCY AGREEMENTS.--"; 

17 (B) by amending subparagraph (A) to read as 

18 follows: 

1® "(A)(i) Notwithstanding any other provision 

20 of law, the Secretary is authorized to establish a required 

21 level of reserve funds for each guaranty agency that has 

22 entered into an agreement with the Secretary pursuant to 

23 this subsection. Such reserve requirements shall be 

24 designed to meet the needs of the Federal Family Education 

2 5 Loan Program under this part, assist in the orderly 
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1 t r a n s i t i o n from such program to the William D. Ford Federal 

2 Direct Loan Program under part D of t h i s t i t l e , and protect 

3 the Federal f i s c a l interest. 

4 " ( i i ) I f , i n carrying out section 

5 422(h), the Secretary determines that the needs of the 

6 Federal Family Education Loan Program under t h i s part, the 

7 orderly t r a n s i t i o n from such program to the William D. Ford 

8 Federal Direct Loan Program under part D of t h i s t i t l e , and 

9 the Federal f i s c a l interest would be better served by a 

10 method of providing f i n a n c i a l support for guaranty agency 

11 operations other than the use of reserve funds, then, 

12 notwithstanding any other provision of law, the Secretary i s 

13 authorized, after consulting with representatives of the 

14 higher education community and informing the Congress, to 

15 establish such alternate method i n l i e u of reserves. Such 

16 alternate method may include, but shall not be l i m i t e d t o , 

17 the provision of working capital to guaranty agencies on a 

18 case-by-case basis."; and 

19 (C) in subparagraph ( C ) ( i ) , by s t r i k i n g out 

20 " f a l l s below the required minimum reserve l e v e l " and 

21 i n s e r t i n g i n l i e u thereof " f a i l s to meet the f i n a n c i a l 

22 strength requirements established by the Secretary pursuant 

23 to subparagraph (A)". 

24 SBC. 302. FISL AMENDMENTS. 

25 (a) Section 421(a)(1) of the Act i s amended— 

DRAFT March 10, 1995, 4:07pm 



MfiR 10 '95 06:11PM P.37/36 

35 

1 (I) in subparagraph (a), by striking out the 

2 comma at the end thereof and inserting in lieu thereof 

3 a semicolon; 

4 (2) in subparagraph (b), by adding at the end 

5 thereof the following: "or to a loan made under part D 

6 of this t i t l e ; " ; and 

7 (3) in subparagraph (C), by striking out the 

8 comma and inserting in lieu thereof a semicolon. 

9 (b) Section 3423 of the Act is amended— 

10 (I) in subsection (a), by striking out the period 

11 at the end thereof and inserting in lieu thereof a 

12 comma and "or to direct loans under part D of this 

13 t i t l e . " ; and 

14 (2) in subsection ( b ) — 

15 (A) in paragraph (2), by striking out "or" 

16 at the end thereof; 

17 (B) in paragraph (3), by striking out the 

18 period at the end thereof and inserting in lieu 

19 thereof a semicolon and "or"; and 

20 (C) by adding at the end thereof the 

21 following new paragraph: 

22 "(4) for the insurance of loans made to 

23 student borrowers (or to parents, on behalf of 

24 students) in a State where there i s not States 

25 student loan insurance program for student 
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