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ADMINISTRATIVE: MARKING
INITIALS: ReeR  DATE: 03709412
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ATTORNEY WORK PRODUCT
PRIVILEGED AND CONPIDENTIAL—

104th C¢ SGRESS
ist Session X.R.

To amem¢ Part B of Title IV of the Eigher Education Act of
1965 to providas for the reorganization of the Student Loan
Narketii g Associatien.

IN TER ROUSE OF REPRESENTATIVES
Mux(s) introduced the following bill; which was
ref. rzed to the Committse on

A BILL

" wo amen Part B of Title IV of the Higher Education Act of
1965 to provide for the reorganization of the Student Loan
Markati g Association.

SRCTION 1., B8HORT TITLE.

This Act may be cited as "The Student loan Market-
ing Ase ciation Transition Act of 1988".

8EC. 2. FPINDINGS AND PURPOSES:

(a FINDINGS -- The Congress hereby finds that:

(1) The 8tudent Loan Marketing Association,. since
its cre tion by Congress in 1972, has successfully developead
a natic al secondary market in guaranteed student loans,
providi ig stability and liquidity to the market for student

DRAFT
April 2, 1995
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loans ar i facilitating access to locans for all eligible
borrowe: 3.

(2) There is not a continuing need to maintain
the Assc iation as a federally chartered government-spon-
gored e: terprise on a long term basis because the student
loan se: sndary markeg/);;_n‘"hm- a competitive environment,
particu’ arly in light"of s & Q\’*\{overnment's program of
direct . snding to gtudents which was jpnacted in 1993 and is
project: d to encomy ggregate student loan
volumes by 1998.

(3) It ia in the interest of taxpayers to limit
any imp icit government guarantes that government - spongored
enterpr se liabilities may carzy.

(¢) It is desirable (A) to maintain the Asso-
ciation as & government-sponsored enterpriss on a short-term
trangit onal basis and (B) to ensure an orderly wind down of
the Ass clatien's charter that preserves the reascnable
expecta ions of the Association's investors, creditors, cus-

tomers =nd other business relations.

14~ PURPOSES -- The purposes of this Act are to parmit
the gra lual transfer of the Association's buginess, opera-
tions 514 assets to 8 new State or District of Columbia-
chartez id parent holding company and the terminatton cf the
Associa :ion's federal charter on or bafore Decemdber—31,
2004, ¢ 14 to presezrve the federal agency status of =
Agsoci2 :ion's debt obligat g oS ong--as CHE
cutstar ling.

gf 3. 3. THE ETUDENT LOAN MARKETING ASSOCIATION
' TRANSITION, DISSOLUTION AND CHARTER TERMINATION.

ramain

p— =

(a) Part B of Title IV of the Higher Education Act

of 196! [20 U.S.C. 51071 gf seqg. (1988)) is amended by
insert! ag after section 439 (30 U.S.C. § 1087-2] the fol-

lowing new section:
». - REORGANIZATION OF THE STUDENT

LOAN MARRETING ASSOCIATION THROUGH
THE FORMATION OF A HOLDING COMPANY.

ngec. 40 (a) Actions by the Asgociation's Board of Direc-
tors - The Board of Directors of the Aasociation shall take

ca
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or caus: to be taken all such action as it deems neces&sary
or appr: priate to effact, upon the sharsholder approval
describ d below, a restructuring of the common stock owner-
ship of the Association, as set forth in a plan of recrgani-
gation  dopted by the Board of Directors (the terma Of which
shall b conaistent with this Act) so that all of the out-
standin common shares shall be directly owned by en ordi-
nary bu inesa corporation chartered undar Btate or District
of Colu bia law. (the "Holding Company"), as the Board of
Directo s may determine. Such actions may imclude, in the
Boaxrd's discretion, a merger of a wholly-owned subsidiary of
the Hol !ling Company with and into the Associatioa, which
would h ve the effect provided in the plan of reorganization
and the law of the jurisdiction in which such subsidiary is
incorpo 'ated. As part of the restructuring, the Board of
Directo 's may cause (1) the common shares of the Association
to be c mverted, at the Effective Time, to common shares of
the Hol ling Company on a one for one basis, consiatent with
applicale State or District of Columbia law, and (2) Hold-
ing Cor rany common shares to be registered with the Sacuri-
tiss an | Exchange Commission. .

% (b) & .areholdar Appreval - The plan of reorganization
adopte¢ by the Board of Directors pursuant to subsection (a)
shall }: submitted to common stockholders of the Association
for the .r approval. The Reorganigation shall occur at the
Effect! re Time, provided that the plan of reorganization has
been ap sroved by the affirmative votes, cast in peraon or by
proxy, >f the holders of a majority of the issued and out-
standir ; shares of the Association common stock.

r(c) 1cansiticn - Except as specifically provided in this
sectior 440, until the Dissolution Date the Association
shall ¢ )ntinue to have all of the rights, privileges and
obligat iona set forth in, and shall be subject to all of the
limicat lons and restrictions of, asction 439 of the Higher
gducati d»n Act [20 U.S.C. § 1087-2] as in effect on the
effecti ve date of this Act. The Holding Company and its
affili: :ee other than the Association shall not be entitled
to any >f the rights, privileges and obligations, and shall
not be subjact to the limitaticne and restrictions, applica-
ble to the Association under section 439 of the Higher
Educat: >n Act [20 U.8.C, § 1087-2) ae in effect on the
affect: ve date of this Act, axcept as specifically provided
in thii Section 440. —_—

= WHAL :AT CAR. A ABUW
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* (1) Transfer of Certain Property - Except asg
specific 11ly provided harein, at the Effective Time or as
soon a6 ) racticable thereaftear, the Association shall use
its best efforts to transfer to the Holding Company and/or
ite Sub: ldiaries, in each case, as directed by the Holding
Company, all real and personal property of tha Aasociatien
(both te igible and intangible) other than the Remaining
Property . Without limiting the foregoing, such transferred
propert; shall include all right, title and interest in (i)
direct ¢ r indirect subsidiaries of the Association (exclud-
ing any intereat in any government sponscred enterprise),
(11) co! tracts, leases, and other agreements, (iii) licenses
and oth: r intellectual property, and (iv) any other property
of the . gsociation. 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 ;) olding Company or its Subsidiaries, subject to the
provisi ns of subsection (3} below.

®(2) Transfezr of Perscmael - At the Effective
Time, e ployees of the Association shall become employees of
the Hol ing Company (or of the Subsidiaries), and the Hold-
ing Com any (and/or the Subsidiaries) shall provide all
necessa y and appropriate management and operational (in-
cluding loan servicing) support to the Association, as
regquest 4 by the Association. The Amssociation may, however,
obtain uch management and operational support from other
perscns or entitles.

n(3) pividends - The Association may pay
dividen ¢ in the form of cash or noncash distributions so
long as at the time of tha declaration of such dividends,
after g ving effeot to the payment of such dividends as of
the dat : of such declaration by the Beard of Dirxectoxrs of
the Asg ciation, the Association's capital would be in com-
pliance with the capital standards set forth in section

439(r) ,20 U.8.C. § 1087-2].

s(4) vValuation of Nou-Cash Distridbuticas -
After ¢t je Effective Time, any distribution of non-cash
assets y the Association to the Holding Company shall be
valued 1t boek value on thae date the Association's Board of
Directc ;@ approved such distribution for purposas of calcu-
lating ompliance with section 438(r) (20 U.s.C. § 1087~

2(x)]).

)t WH2P AT S6. bE@ ABW
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' ®(5) Restrictions on Nev Business Activity -
or Aoqu siticn of Asgets by Associatiocn - After the Effeoc-
tive Ti1 e, the Association shall not engage in any new busi-
ness ac ivities or acquire any additicnal assete othexr than
(1) pri  r to the last day of the thirty-sixth full calendar
month i mediately following the Effective Time in connaction|
with eo tractual commitments for future student loan pur-
chases r warehousing advances or pursuant to letters of
craedit r standby bond purchaee agreemants, in either case
which 8 e outstanding as of the Effective Time and {ii) in
connect on with its serving as a lender-of-last-resort
pursuan to section 439 of Part B of Title IV of the Higher
Educati na Act (20 U.S.C. § 1071 er geq.].

5(6) Restricticns on Additional Indebtsdness

of the .gsociatien; Attributes of Debt Cbliga )Attar
the Eff ctive Time, the Asscciation shall-—n indebt- /.. Loc’
edness 'hich at any given time cndiﬁﬁg

book va ue of its assetg, to the ent such assets are
pearmitt |d to be held under this subsection. The Association
shall pt issue new d cbligations after the last day of
the thi :ty-sixth ful €ly following
the Effiétive Time, except in connection with its serving as
a lende =of-last-resort pursuant toc eection 433 of Part B of
Title 17 of the Higher Education Aot [20 U.§.C. § 1071 gL
aeg.]. Jotwithstanding the foregoing, nothing in this sub-
gectior 440(c) shall in any way whatsoever modify the at-
tribute 1 accorded the debt obligations of the Association by
gectior 439 of Part B of Title IV of the Higher Education
Act (2¢ U.S.C. § 1087-2]1, regardless of whether such debt
obligat ions are incurred (i) prior to the Effective Time,
(i1) af ;er the Effective Time and prior to the last day of
the thi sty-sixth month period described above, or (iii)
after & 1y such obligations are traneferred to a truet in
accord: i1ce with gubsection €40(d).

=(7) Tax Kaéters -

(1) ZInterest deductien - The following obliga-
tions : 2all not constitute tax-exempt obligations for pur-
poses ¢ £ section 265(a)(2) of the Code to the extent that
the av: rage outgtanding amount of such obligaticns ejudlw ©
ig-lesr—thun the average stockholders' squity of the Assocl
ation T5¥ the taxable year leading up to the Bffective—Time:
(1) ob igations purchased prior to the Effective Time pursu-
ant to the authority contained in subsection (4) (1) (B) and
(C) of Bection 439 of the Higher Education Act and as to

(=3 WH b :AT CR. A AHLW
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which t! 3 income is exempt from taxation under the Internal
Revenue lode of 1986, as amended, and (ii) tax exempt obli-
gations icquired after the Bffective Time pursuant to sec-
tion {(d) (1) {B) and (C) in connection with coatractual com-
mitment: for future purchases that are outstanding as of the
Effectii s Time. The assets and indebtedness of the Associa-
tion ehi L1 not be considered in any determination under
section 165(a) (2) as to whether the Holding Company and its
subgidi: ries have incurred or ocontinued indebtedness to pur-
chase o) carry tax-exampt cbligations. ]
\

(2) Basis in essats for tax purposes - The \
adjuste: basis of any asset held by the-Holding Company at \
the Bffi ctive Time shall be th{;fair market value’ of that \
asset a: of the Effective Timelfor all purposes of taxation
after t! at date by any 8tate, territory, possession, Common-
wealth « r depeandency of the United Btates,/ or by the Dis-

cipality or local i

(3) Exemption frcm ceztain State taxes - Ne

- axritory, possession, Commonwealth or dependency of
ed States, or the District of Columbia, or any
municipality or loaal authority may treat aay trans-
roperty from the Association to the Holding Company,
ts Subsidiaries under section 440(c) hereof as = °
g in a change of ownership of any property owned by
the Ass «ciation, Helding Company and/or Subsidiaries for
purpose : of any law of such State, territory, possesaion,
Commonw ‘alth or depandency of the United States, or the
Distric . of Columbia, or any county, muniecipality or local
authori y providing for reassessment of property on the
occurre ce of a change of ownarship or imposing a tax on the
ownersh p or transfer of proparty.

(4) Recognition of gain with respect to FFELP?
The Asgociation shall include in its taxable income
for the year that includes the last day of the thirty-sixth
calanda : menth immediately following the Effactive Time an
amount f gain equal to the excess of the present value of
all FPY D loans held by the Ammociation on that day over the
adjuste agig of those loans on that day. The present
value ¢ ‘-each FFELP loan held by the Asscciation-on-that
_shall-kqcome thié adjustad basls of that loan £ or-Federal—
income :ax purpoees.

trict o Columbia, or by any county, m
- taxing : uthority.

state,
the Uni
county,
fer of
and/er
reagultd

loans -
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«(2) la#&tortag of Safety and Soundness -

(1) Obligatien to obtain, maiatain, and report
informa .ion - The Aseociation shall cobtain such information
and mak: and keep such records as tha Secretary of the
Treasur ‘' may from time to time prescribe concerning the
Associa :ion's policies, procedures, or systems for monitor-
ing and controlling financial risk to it resulting from the
activit es of any of its assoviated persons, to the axtent
such ac :ivities are reasonably likely to have a material
impact m the financial condition of the Asscciation, in-
cluding its capital ratio, ite liquidity, or its ability to
conduct and finance its operations; provided, however, that
the Ass )ciation's obligations under this subgection with re-
spect t > any associated person which is a third pazrty
service : (as defined in 34 C.F.R. §683.200(b)) shall be
limited to providing to the S8ecretary of the Treasury copies
of any reports or other information provided to the Sec-
retary >f Bducation pursuant to 24 C.F.R. §682.200 gt _gag.
The Sec cetary ¢of the Treasury may require aummary reports of
guch ir formation to be filed no more frequently than quar-
tarly.

(2) Defiaition - For purpcses of the subsection,
the tez u "asgociated person" shall mean any person, other’
than a iatural person, diractly or indirectly contzrolling,
control led by, or under common control with the Associa-
tion."

=(9) Aassosistion Board of Directors - Notwith-
standi: ; any other provision of Part B of Title IV of the
Higher 2ducation Act {20 U.8.C. § 1071 et gag.], after the
Effect: ve Time, the 14 directors of the Associaticn elected
by the aAssociation's stockholders (which immediately after
the Eff ective Time shall be the Holding Company) shall no
longer be required to meet the aligibility requirements set
forth :n section 439(c).

*(10) Issuance of Stock Warrants - At the Effec-
tive T. me, the Holding Company shall issue to the Secretary
of [Tz aeury/Education] the following stock warrants, each
entitl: ng the holder of the stock warrant to purchase from
the Ho. 4ing Company one share of the common stock of the
Heldin: Company at the Exercise Price onh or before the
Exercii e Date. The stock warrants shall be transferable to

AT A WH3L:AT Sk, bR AW
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another party by the Secretary in minimum multiples of [x}/)y)

upon no ice to the compan(i\N o
Number f Warrants gExercise Date
(X] Daecember 31, 1997
(X3 Dacember 31, 1998
[X] Dacember 31, 1999
(X] December 31, 2000
(X} December 31, 2001
[x] December 31, 3002
(x] December 31, 2003
X Decembaer 31, 2004 v :
/ A bL/U :
The Exe 'cise Price of the stock warrants shall be afn amoun -
equsl t (1) the average closing price of the common stock
_ of the {olding Company for the 20 budiness dayg pxi to and
ey inclgdj;g_thg“ef£eq;ixg;4559;9;~:hig;ggsjgnf;he‘Exc%%ﬁiizor
k&// mazrket vhich is then the primary exchange pz-market for the
common stock of the Helding Co y plus-12) ‘ten percent of
the ave -age price described in ¢t Pt g clauge. In the
event t iat the effective date ia a date on which the primary

exchang 1 or market for the common stock of the Holding .
Company is closed, the market price for that date shall be

which ¢ ich exchange or market is opea.

deamed .0 be the market price on the next cucceeding\dacsdji\\_dj

*(d) I lscharge of Remaining Cbligatioms, Liquidatiocn and
Disseol: tion of the Associstiom - The Association shall
dissoly 2 and its separate existence shall terminate on

Decembe - 31, 2004, after discharge of its Remaining Obliga-

tions : 1@ liquidation pursuant to this subsection. The
Asmocit sion may dissolve pursuant to this gsubsection prior

to Dec¢
of its
receipt
tion tl
last It
tion A«

rber 31, 2004 by notifying the Secretary of Education
intention to digsolve, unless within 60 days of

of such notice the Secretary notifies the Associa-
at it continues to be needed to serve as a lender of
sort pursuant to section 439(q) of the Higher Educa-
t {20 U.8.C. § 1087-2 (qQ)]. On the Dissolution Date,

the As: sciation shall take the following actions:

uHer (AT  S6. PP ABW
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(1) Sstablistment of a Trust - The Association shall,
under t!: terms of an irrevocable trust agreement in form
and sub¢ :ance gatisfactory to the Agsociation and the ap-
pointed :.rustee, irrevocably transfer the Remaining Obliga-
tions t¢ the trust and irrevocably deposit or cause to be
deposite 1 into such trust the following assets, ae trust
funds ec lely for the benefit of holders of the Renaining

Obligat: >na:

(A money or non-callable obligations of or guar-
anteed by the United States of America oz any
agency thereof for wbich payment the full

- faith and credit of the United States is
pledged, maturing a&s to principal and inter-
ast in such amounts and at such times as are
sufficient without consideration of any eig-
nificant reinvestment of such interest to pay
the principal of and interest on such Remain-
ing Obligations to stated maturity,

(B securities or financial assets (which
clude student loans) in such amounts and of
such kind as to ensure the highest credit
rating from a nationally recegnized bond
rating agency for such trust, and as to which
the Holding Company shall agree to take all
actions necessary to maintain such rating, or

(¢ 2 combination of (A) and (B).

All mon 'y, 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 asaumed by tha
trust. /pon the fulfillment of the trustee's obligatians
under ¢t i@ trust, any remaining assets of the trust gshall be
transfe ‘red to the Holding Company and/or ite Subsidiaries,
as dire ited by the Holding Company.’

(3 obligations Net Transferred to ths Trust - The
Associs :ion shall make proper provision under applicable
gtate 1w (which, in tha absence of any other applicable law
shall @) deemed the District of Columbia law) for all other
obligat ons of the Association (including the repurchase or
redempt ion oxr the making of proper provision for the repur-
chase ¢ : redemption on or prior to Decembar 31, 2004 of any
prefer: 1d stock of the Asscciation then outstanding) .

274 ' WHEP:BT  S6. P8 AbW
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(3) Transfer of Ramaining Assets and Liabilities - The
Agsociat ion shall transfer to the Holding Company and/or its
Subgidies rieg, as directed by the Holding Company, all ze-
maining 1ssets and ligbilities of the Association not depos-
ited in :he truet.

='(e) Opecation of the Eolding Coumpany.

"(1) Registration Statement - For the pur-
poses ¢! determining whether the Holding Company is a regis-
trant e titled under 17 C.F.R. §235.13, or any successor
regulat: on, to use SEC Form -3, or &ny successor form, for
registy: tion of its gecurities under the Securities Act of
1933, a: amended [15 U.5.C. § 77a-77aa (1988)) . the Holding
Company shall be deemed to have met the conditions set forth
{n Inst uction I(A) (3) of 17 C.F.R. § 235.13.

7 (2) Holding Cempany Bcard of Directors -
The num er and composition of the Board of Directors of the
Holding Company shall be determined as set forth in the
Holding Company's charter or like ingtrument (ag amanded
from ti @ to time) or by-laws (as amended from time to tims)
and as rermissible under the laws of the jurisdiction of its
incorpo ation.

v

8 Holdiag any Name - The names of the
and any direct o¥ indirect subsidiary of the

pexrmitted by the

Holding Co P
Holding Comb

applica le 8 aw) , *Student loan
Marketi ig Assotiz ' variations
thereof or guch other namea & ard of Directozs of the

Asgocis :ton or the Holding Company shall deem appropriate.

w(g) § et Construation - Except as specifically set forth
in this Act, nothing contained herein shall be construed to ./
1imit t1e authority of the Association as a federally char-
tered ¢ )rporation, or of the Holding Company as a State or .
Distric : of Columbia chartered corporation.

*(g) I eadlina for Kffective Tima - Section 440 {20 U.S.C.
§ 1087-3) shall be of no further force and effect in the

event t 1at the Bffective Ti{me does not occur on or before 18
months after the effective date of this Act.

10
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*(h) <ZTIachnical Amendaents.

" (1) Amendments to the Higher Bducatien Act - As
of the B fective Time, the Higher Bducation Act (20 U.8.C.
§ 1071 & gaq.) shall be amended by inserting after "Student
Loan Mar-eting Association® in subsections 435(d) (1) (F) and
(G) [20 ° .8.C. BE 1085(d) (1) (F) and (G)] and subsection
428C(a) ( ) (A) [20 U.8.C. 8 1078-3(a) (1) (A)] the following:
*or the o0lding company of the Student loan Marketing Asso-
ciation, including all subsidiaries of such holding company,
created ursuant to the Student Loan Marketing Association
Transiti n Act of 1995."

*(3) Repeal of the Association's Charter - Upon
the Diss /lution Date, saction 439 of Part B of Title IV of
the Highr Education Act [20 U.S.C. B 1087-2) shall be
deemed t; be repealed.

*(X) Reidinisicaa.
For pury ses of this Act -

(1) The term “"Association" means the Student Loan '
Marketin ; Association.

(2) The term "Dissolution Date" shall mean De-
cember 2., 2004 or guch earlier date as the Secretary of
Educatic 1 permits the transfer of Remaining Obligations in
accordar ‘e with section 440(d) (20 U.S.C. § 1087-3(4).

(3) The term "Effective Time" meana the effactive
time of :he Reorganization as datexrmined by the Board of
Directo: s of the Association, which shall not be earlier
than the date that stockholder approval is obtained purguant
to secti on 440(b) (20 U.5.C. § 1087-3(b)] hereof and shall
not be - aiter than the date that is 18 months after the
effectiy 2 date of this Act.

(4) The term *Holding Company® means the naw
busines: corporation formed by the Association under the
laws of any State of the United States or the District of
Columbi: .

(s5) The term "Remaining Obligations" shall mean
the deb' obligationa of the Association outstanding ae of
the Dis: olution Date.

b9
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(6) The term "Remaining Property" shall mean the
followin assets and liabilities of the Association which
are outs anding as of the Effective Time: (i) debt obliga-
tions is ued by the Association, (iil) contracts relating to
interest rate, currency or commodity positions or
protecti ns, (iii) iavestment securities owned by the Asso-
ciation, (iv) any instruments, assets or agreements de-
scribad n section 439(d) of the Higher Education Act (in-

cluding rithout limitation all student loans, forward pur-
chase an ! lending commitments, warehousing advances, academ-
jc facil ties cbligations, letters of oredit, standby bond
purchase agreements, liquidity agreements, and student loan
revenue onds or other loans), and (v) except as spacifical-
ly prohi >ited by this Act, any other nonmaterial assets or
liabilit @8 of the Association which the Association's Board

of Direc .ors determines to be necessary or appropriate to
its opex (tions.

(7) The term "Reoxrganization" means the restruc-
turing ¢« rent or events (including any merger event) giving
effect t > the holding company structure described in Section

440 (a).

{8) The term "Subsidiaries" shall mean ocne or
more dii aet or indirect subsidiaries of the Holding Company.

88C. ¢. 3FPFECTIVE DATE.

Except : 8 otherwise explicitly ptovided in any proéiaion of
this Ac', this Act and the amendments made by this Act shall
take eof act on the date of enactment of this Act.

12
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STUDENT LOAN MARKETING ASSOCIATION
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Washinpton, D.C. 20007-3871

202-333.8000

TIMOTHY O, GREENE
Execulive Vice Prasident
Genaral Counsel

May 9, 1995

The Honorable Howard: P. McKeon

Chairman

Subcommittee on Postsecondary Education,
Training and Life-long Learning

United Statas House of Representataves

Washington, D. C. 20515-6100

Dear Chairman McKeon:

We have reviewed a copy of the letter to you firom the
Department of the Treasury and the Department of Education
concerning the Administration’s comments on the drzft bill under
consideration for privatizing Sallie Mae. We wantjtq take this
opportunity to respond to the issues the Administrdtion has
raised. . }

?I .
withat the

of direct
e|to privatize
ng a strong.
een
hé market-

A an initial matter, we disagree with the vi
privatization of Sallie Mae is linked to the futur
lending. As we have noted before, the time has co
Sallie Mae because our underlying mission of creat
secondary market in the student lean industry has
accomplished. Today, there 1s ample liquidity in

place. A government-sponsored national secondary arket for
student loans is no longer needed. This is true r g:rdless of
whether current law provisions on implementation of direct

lending remains in effect, or are changed to limit
such implementation. The private capital markets
adequately provide needed liquidity.

or accelerate
a? fully and

The Administration offers several suggestions
the financial soundness of the wind-down GSE subsidia
would result from the proposed legislation. The £
suggestion that it may be appropriate to raise the
capltal requirements now applicable to the GSE to
during the wind-down period. We d& not believe an
warranted since the capital reguirements which pre
Sallie Mae should be more than adeguate for a busi
mature assets that is being wound down in an order
‘This conclusion is reinforced by the fact that the
requirement is already significantly in excess of
capital requirements that would apply to the buei ds in 'which we
are engaged under accepted financial principles. [Td increase the
statutory capital requirement when new rigks and obligations are
not being added to the GSE subsidiary would be trgublesome and
unnecessarily hamper the privatization initiative. | f

statutory
higher level
!incréase is
ently apply to.
ess with

y wmanner.
current

e economic
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TheZHonorable HowardiP. McKeon
‘May 9, 1995 '
Page 2

Likewige, we have difficulty with the suggestion|that the
gafety and soundness provisions of current law be s¢rapped in
favor of a full and immediate obligation of the new holding
company to make up any capital requirement deficit 3t|the GSE

subsidiary level. The Congress has determined the s3fety and
soundness provisions which currently apply to sSalli Mae are
ew

ade?uate for a company that is growing and incurrin _
ocbligations. The same provisions should be more th n adequate
for an entity that is winding down. Moreover, the fdea that the
holding company would bave a full obligation to cover lany such
deficit is inconsistent with stated concerns about ssuring
separate corporate identities, At the most, it may b :

" appropriate to consider requiring the holding comparnly to return
e

an amount not to exceed any dividends that the GSE has paid to it
in the lagt 6 months in the event of a capital shortfall ag the
subsidiary level. While we do not believe this pro idion is .
needed, or that a shortfall will result, if the Committee wishes
to accommodate this concern, suitable language is p vided iin the
attachment to this letter, which contains amendment to the May
8, 1985 draft of the bill. . \
. We are prepared to accept the Administration’s puggestion
that restrictions on any pledge or transfer of the GSF
subsidiary’s shares could only be made with agency a
long as that approval cannot be withheld if the safet
soundness of the GSE 'is not compromised. We also ag
prior agency approval would be appropriate before an
bankruptcy proceeding for the GSE is begun. Languag

roludtary
effect has also been included in the attachment.

to this .

! :
gestions
new holding
ipg

i reqﬁire
:

We believe that many of the Administration’s su
regarding the maintenance of the firewall between th
company and the GSE are adequately addressed by exis
principles of corporate law. These principles alrea
that the garent treat the subsidiary fairly and that
between the two be on an arm’s-length basis. They a
that the separate corporate identities of the two be
the keeping of separate books and records and the ma
a clear separation on the funds and other assets of
entities. Nonetheless, the attachment contains lan
addressing these igsues, We believe that the Adminib _
concern about overlap of the Boards of Dir¢ctors of Ehe two
corporations is adequately addressed by the provisioh that would
retain seven of the twenty-one positions on the GSE board for
presidential appointees. Wa are willing to accept thel
Administration’s suggestion that at least one officef of the GSE
not be an officer or employee of the holding company| or its other ,
subsidiaries and have included language to that effept| in the .
attachment, -

transactions
8o require
protected by

¥
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We would alse suggest that Congress has the power to prevent
any so-called "substantive consolidation”" of tha G,E and the
‘holding company in a holding company insolvenc¥ slthation.: This
goal could be accomplished by a statutory provisi¢n|that denies
any party in a proceeding undar the bankruptey provisions of the.
U.S. Code the right to reach the agsets of the GSE in fulfillment
of the obligations of the parent or its other affil%ates_without.
agency approval. We have provided language to implement: thia
mechanism. ! ;

_ We are aware that privatization will need to b% budget
neutral and, to this effect, we have been working ith the
Congressional Budget Office and the Joint Committee |on Taxation
on the proposale we have made to address budget ne rality. We -
believe that our pxoposals address the budget scor ng issues.
Payment of ocffset fees by the new holding company, | which no
longer has any federal connection, as suggested by the .
Admininstration, would not be acceptable to shareh lders, The

" attachment to this letter does contain changes reflecting the
results of our most recent discussions about these proposals,

We are prepared to discuss any concerns that he :
Administration oy Congress may have about the term -of the stock
warrants that would be given to the overnment as part of
privatization. These discussions wi?l have to takq into account
the number of warrants, shareholder dilutien conce:n# and the way .
in which the Congressional Budget Office scores wayrants for
budget purposes. However, within thaese parameters, jissues like
the timing of exercise, the amounts the overnment |can exercise
at any one time and even the exercise price could He discusaed.
Certainly, we fUIli expected to provide SEC registration of the
stock underlying the warrants. :

: We also believe that the Administration’s conderng regarding .
‘the obligations of .the holding company with respect| to the
‘liabilicies of the GSE after the GSE 1s dissolved can be allayed.
The current draft of the bill already provides for olding
company assumption of any liabilities of the GSE th t are not
transferred to the Trust in Section 440(d) (3). wWe halve provided
language in the attachment that addresses tha other| concern
ralsed by the Administration by providing a guarantee| by the
holding company of the obligations of the Trust, :

We disagree with the Suggestion regarding the tse of the
"Sallie Mae" name and logo by the holding company and| its other
affiliates, we believe that the concern about conf silon in the
marketplace about securities issued by the two entities is
¢xaggerated. The securitiea of the existing GSE ar -all issued
in that entity’s legal name, the "Student Loan Markgting
Association®,” The new holding company will agree ngt

to use that

i
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name. Use By the new entity of the "Sallie Mae" n
easily distinguisghable in the marketplace. We are
discu99109 of additional provisions to aveid possi

We understand and agree with the concern on ¢t
phrases like "implicit government guarantee® and ¥
status" in the bill. The May 8 draft of the bill
these references. : : _ ,

Finally, at the May 3 hearing, some concern w
over whether a privatized sallia Mae would econtinu
the FFELP. Llarry Hough made it clear that we woul
do 80, This is what we are set up to do. Nonethe

address any lingering concern, we have added a prov

authorizes the Secretary to request that the GSE c
purchase loans if inadequate liquidity existe for

Once again, thank you for the opportunity to

Administration’s concerns. We are, of course, pre
discuss these and any other questions you may have

Attachment
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PROPOSED AMENDMENTS TO
SALLIE MAE PRIVATIZATION LEGISLATION

440(c) (4}

*If, at any time after the reorganization effe
the Association fails to comply with such capi
the Holding Company shall be obligated to tran
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 six-mo
immediately preceding such fallure.®

The word "and" ig deleted at the end of section

440{c) (6} (A). The following words are added t
section 440{c) (6):

v, and (C) in connection with its purchase of -
under this part, if the Secretary, with the ap
Secretary of the Treasury, requests the Associ
continue or resume its secondary market purcha
because the Secretary determines there is inad
liguidity for loans made under this part, the

authorized to enter inteo agreements with the A
covering these additional secondary market act
such agreement shall cover a period of twelve

may be remewed if the Secretary determines tha
remaing inadeguate. The fee provided under se
439(h) (7) shall not apply to loans acquired un
agreement with .the Secretary."

The following words are added to the end of th
sentence of section 440(c) (7): _
*or with purchasing loans under an agreement w
described in section 440(c) {6)."

In section 440(c) (8) (A) (1), the words "as to w
income is exempt from taxation under the Inter
Code of 1986, as amended, and" are deleted. I
440 (c) (8) (A) (ii); the words "tax exempt" are d

Section 440 (c) (8) (D) is renumbered to beccme s
440(c) (8) (B} and the body of guch section is &
replaced with the following:

The following sentence is added to the end of Eeccioﬁ

~tive date,
;aﬁ standards,
fpr to the
necesgary to
the capital
ed by the

th period

the end of
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»The Association Sshall include in its taxable in
year that includes the last day of the thirty-si
month immediately following the reorganization e
date an amount of income equal to the present v
expected future net income on all FFELP loans hq
Association on that day (the "Accelerated Income
increase in tax attributable to the Accelerated
be creditable against any future Federal tax 1li
the Association other than an employment tax li

u)i

3

Section 440(c) (8) (B) is renumbered to become secti
440 (c) (8) (€) and section 440(c) (8) (C) is renumbered to
section 440 (c) (8) (D).
(6) Section 440(c) (3) (B) is moved to become the last
gection 440(c) (9) () and the following new secti
440(c) (9) (B) is added:

g
On

v (B) Maintenance of separate entitles - Aftexr t
reorganization effective date, the Holding Company
corporate affiliates of the Association ghall take
reasonable actions to: (i) preserve the separate ¢
identities of each company within the holding co
structure for purposes of any legal or equitable
that could involve the Assoclation, including t
maintenance of separate bocoks and records and t
. of the funds and asseta of the separate entities,
maintain arms length relationships between the Agss
and its corporate affiliates, and (iii) maintain i
management between the Association and Holding
its other subsidiaries, including the disqualifijc

P

:
least one officer of the Assoclation from servi
officer or employee of the Holding Company or such
subsidiaries. Notwithstanding any otherwlse appli
Federal or state law, rule or regulation or legal
equitable principle, doctrine or theory to the g
under no circumstances shall the assets of (i) Y
Association be available or used to pay claims d
or incurred by the Holding Company or (ii) the H
Company be available or used to pay claims or de
incurred by the Association; provided that nothi
herein shall limit the right of the Association
dividends not otherwise prohibited hereunder or
liability of the Holding Company explicitly proV
this part."

he
X
©

{(?7) A new gection 440(c)(12) ig added to read as foilc
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"(12) Restrictions on Transfer of Associa
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
¢y, without prior approval of the Secretary of
provided, however, that such approval shall ne
if, after giving effect to such event, the saf
soundness provisions of Section 43%(r) are mal

The words "or may be needed to purchase loans
agreement with the Secretary described in- sect
are(a?ded to the end of the second sentence of
440(4d).

The following sentence is added after the firsg

the last paragraph of section 440(4) (1):

tion Shares
oannizacion.
pell, pledge

f the Associa-
file bankrupt-
the Treasury;
} be withheld
ety and
htained."

dnger an
fon 440(c) (6)*

section

entence of

-y

*To the extent that such money, obligations an
assets are insufficient to pay the obligations
the trust at the time such obligations become .
ing Company shall agree to fully and unconditi
guarantee the payment of such obligations."

assumed by
ve, the Hold-
onally
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May 5, 199%

The Honorable Howard D. MoKeon !
Chairman . o |
Subcommittes on Postsecondary Educatien, |
- Training, and Life-Long Learnirg i
U.8. House of Representatives §
Washington, DC 20515=6100 i

Dear Chairman McKeon:

Thank you for giving the Departments of Education énd Treasury
the cppcortunity to testify at your hearing on May 3 on the '
privatization of Sallie Mae and Connie lLee. We pledged to work
with you and your =tvarf to help develop the best possible
legislation to implement these proposals. ;
In raviewing the dratt legislation pertaining to 3allie Mae that
you sent to us on the avening of the hearing, we h@v= tried tn:
kaep three guiding principles in mind: S
|
-— accaess to student loans must ba protected during the
transition from tha whelly bank-based Fadaral| Family
Education Loan Program (FFELP) to one in whieh tha diraect
loan program established under tha Student Loin Reform Act
of 1993 will grow, under curvent law, o reach at :least 6€Q0%
of the new loan darket by 1998 [these technical comments are
without regard to pending propousals either to}cap;or to.
accelerate that pace); g : '

j
=- the rinancial safety and soundness of the GSE|/must also be
protected quring the transition as it winds down its
operations in order to protect the bondhulders and student
borrowers and to avoid any possibllity tnat legislation
might be needed to prevent a default on the GSE’s’
obligations; and . | '

== any privatization must be budget-neutral and, morecver, must

provide some compensation, which may be in the form ¢f an
intergst in the rew coxpany For the fact that;Sallie Maers
relationship to the Governwent has provided significant
benefits te Sallie Mae stockholders for more than two
decades. |

Privatlization of Sallie Mae should proczed only if!these'

principles are -adherea to.

|
}
E
!
|
|
'
|
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We hava specific comments on certain provisions oi;théédraft bill
@& wall as geome thoughts on certain items, which have net been
inoluded in the draft, that would address our foremost concerns.,

. = _ _

Protecting student borrowers ‘
; - |

Students must be assured of the availability of credit. In this
connection, it is imperative that a viable secondary market for
¥YFELP loans continue during the transition period.  We are
corcerned that other secondary markets may not be able tc
accommodate the demand for secondary market services if
guaranteed lending remains a significant portion of the tatal
annual loan volume, Therefore, we believe there should be a
linkage between the ramp-up of the direet loan program and
privatization. The bill should recognize that we are dealing
with two interconnected orderly transitions -~ to direct lending
and to privatization. i :

Sallie Mae has a legal obligation to aect ag a lendar of last
resort (LLR) under the FFELP. The proposad bill would require .
the GSE to continue to act as an LLR, but it would ipermit GEE
capital above the statutory minimum to be transferred to a new
privata company. Such transfers could affect the. G3E‘s capacity
to act as an LIR. Also, the current statutory provision would
vaemain in place under which the Secretary of Education can
increase the offset fee on the GSE if it does not meet an LLR
request. However, the runcff in the GSE portfolio during the
transition period would diminish the potential impact of the
penalty offset fee. Thus, we believe that adaitional protection
must be included in the legislation to enable tne'ﬂepartment of
Education to praovide eligible students with access to student
loans by advancing funds to private lenders for the purpese of
making FFELP loans. i A

Finapcial safety and soundness

3 . : _ .
The basic propesal in the draft bill is to permit Sallie Mae to
create a new private company (the Holding Company). Sallie 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 it to redeploy them
for its private business purposes, including participation in the
student loan business. The Holding Company and any of its othar
subsidiaries would be completely private firms without any ties
te the Federal Government. Because of the coaxistd@ga of the GSE
and the Holding Company during the transition periqd, it is vital
that the GSE’s financial safety and soundnees be protected. The:
draft legislation does not accomplish this rasult., |

Transfar of Capital from the GSE: We are concerned that the

dividend provision of the proposed bill (new subsection
440(c) (3)) would permit capital to be tranaferred too rapidly

|
o
]
\
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from the G3E to the Nolding cCoppany at the beginning of tha
transition period. The only constraint proposed £or payment of
dividends would appear to be compliance with the G3E capital
ratio in current lav (subsection 439(r)). We are concerned that,
if capital is withdrawn tos rapldly in the sarly years, the
Holding Company would need te return capital to the GSE in the
latter part of the transition periad to meet the statutory
capital ratio. ! :

[

Requiring the Holding Company to recapitalize the GSE is a
risk to both the GSE and the taxpayers. The Holding Ccompany
would need to either shrink its business coperations or raise new
outside capital to be able to recapitalize the GSE and maintain
its own capital at levels needed to obtain an investment grade
creait rating. We prefer 2 less risky approach. We would relate
withdrawals of capital from the GSE to the ramp=up of the direct
loan program and thus provide more adegquately for kne financial
integrity of the GSE as well as adequate capital for purchases of
FFELP loans during the transition paried. i '
Firewalls te pratact GSP: We bolieve that it is crucial for the’
bill to contain fireualls to insulate tha GSE from tho poesible
financial failure of the Holding Cenmpany Aduring thb transition
period. The financial failure of the Holding Company could

affect the GSE in two different ways:

a) It could have a direct effect on the GSE’s ability te
meet its obligations. For example, if the Holding Cowpany
is servicing loans for the GSE, the financiali failure of the
Holding Company could czuse disruption in the flow of funds
to the GSE; and : '

. o
- !

b} Even if the ¢3% continued to be solvent,!a Héldinq
Company bankruptcy could lead creditors of the Holding
Company to attempt €5 reach assets of the GBE!threugh
"gubstantive oconsolidation”, a legal theery under which the
assete of ralated entities may be consolidataed in
bankruprcy, aven vhars enly ene of tho ontities is
inselvent. [

. |

, : .

- There are numerous ways to diminieh or eliminate these risks.
These wauld include imposing restrictions or prohibitions on -
transactions between the GSE and the Holding Compahy or any of
its affiliates. Another solution would ke to reguire Federal
agency approval of all such transactions, or of a specific
category of transactions such as lean serviecing agreeménts. The
possibility of substantive conselidation would alse be reduced if
the hill imposez an afrirmative obligaticn for the: separate
identity of the 63% to be preserved. This snould'bover a variety
of matters, includirg requirements to maintain separste bocks and
ragords and %“o maintain funds and ageets of the GSE separate from
funde and asesats of tha Holding Conpany er any of its othar

!
1
|
|
i
I
i
|
1
i
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affiliates, ag well asg providing that the assets Jr the GSE may
ba usea only te fulfill obligations ¢f the GSE. Other provisions
should include precluding a completa overlap of the Boards of
Directors of the GSE and the Holding company and requiring that
at least one executive officer of the GSE ie not algo an officer
or empioyee of the Holding Company . f :

‘ . : _
Limit Sale.of GHE Btock: In addition te these restrictions, we
believe the bill should ensure that during the trapsition period,
the atock of the GSE could not be pledged or transferred without
prior Federal agency approval. The bill also should ensure that
the Helding Company could not agree to or cause the GSE to file
for bankruptoy witheut prior sgency approval, Although these may
seer remote poseibilities, we believe it is important to retain
oversight of the GSE/c future for se long as it ex}sts;

Enbanced Gversight of GsE buring Tranasitien: The araft bill
would leave the capital restoration plan provisiens in current
statute (subsection 433(r)) unchanged. Howaver, the current
statutory provisions are dagigned for an on-gaing GSE.and thair
implementation would take too much time to be practical te
protect the GSE during the transition. Therefore, We prefer an
approach that would require the Holding Company to;restore the
capital of the GSE immediately any time the capital ratic dropped
below the statutcry threshold., We would also raise the statutory
threshold modestly as the GSE'S business winds down to achieve a
greater margin of financial soundness for the GSE at a time when
its business operations would be changing shaxply.. This would
have minimal financial impact on the Holding company, since the
assets againet which the capital is measured would :be reduced
significantly. ;
Budget neutrality apd Ped: : icipatjon in thae sgucoess of
Holding Companv { '.

! |
The tax-ralated subsection of the draft bill regarding
recognition of gain with respect to FFELP loans (proposed _
subsection 440(c) (7) (4}) appears to be intended to iprovide for
the budget nectrality of privatization. We are not certain that
this ig the intent of this provision or that the proposed
acceleration of the recognition of income for tax purposes would
pompensate the Govermment ror the potential loss of offset fae
ravanues as a result of privatization. In this connectien, we
weuld want to discuss this pravision fully with committee staff,
CBO, and OMB and te ravisw the 6asumptions that underlie any
rresent value caleulatieons. It B3y ke simpler to agree on the
amount of offset fees that will be last and te regquizre the
Holding Company to pay them to the Faderal Government each year
over a 3-yzar budget period. g :

: . } .
The stock warrants subsection of the draft bill is incomplete,
overly restrictive, end an inadequate exit fes to compensate

I
|
|
|
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taxpayere for the benerit to stockholders of the GSE’s .
ralationship with the Federal Government over the years. The
time peried to exercise the warrants -- whose humber is unstated
~- 18 confined to the transition period, when they| could be
expected to have the least value. The evcessive exerdise 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 otherwige to facilitate
the sale, B S

gther significant provisigns |

The bill does not effectively provide that the Holdinq Company
has final responsibility for ensuring that al1 obligations of the
GEE are satisfied. Spacifically, the bill should rpqui:e that
the Holding Company provide assets, if necessary, to the trust
which will ultimately énsure payment cf debt obligations of the
GSE that are still cutstanding as of the date of disselution,

The bill shoula also provide that any other obligations'ofjthe
GSE that cannot ba fully satisfied as of the date of dissolution
become iiabilities of the Holding Company, | '
We alec believe it is important te differentiate between
sacurities jasuedg by the GSE and those of the Holding Company,
espacially during the transition Period. Permitting the Holding
Company or any of {ts nen~GSE subsidiaries to use the Sallie Mae
nane, logo, or facsimile thereof == as the draft apparently would
== eould cause lnvesters to confuse the two types of seourities
and facilitate fraudulent trading activity, ‘ o

Any reference to an "inplicit Government Juarantee® and the
"Pederal agency status" of GSE obligations should be deleted,
The use of these terms in statute isg misleading and risks
increasing Government.responsibility for the GSE.
_ | :

We appreciate the Opportunity to comment on Your draft bill. As’
You can see from sur comments, we have serious concerns akbout the
adequacy of protection afforded the v,s. Govermment,. current
Sallie Mae sondholdere, and the liquidity or the student loan
market in the draft as it now reads. This is ap extremely

- complex and significant undertaking. The Administration working
group on this subject has been drafting legislation with a teap
af lawyers and experts in the student iocan business and finance
for the past sevaral menths. Given Congress’ priority on this
matter, we have accelerated our WOrk and would have a draft to
Share with you in the near future, Our draft includes many of
the provisions in your drart bill, but it has substantial
zdditional protection in the areas noted above. j ;

}
i
i
|
|



05/08,¢5 12:22 202 458 2223 WRITE HOUSE/NEC @Qoo7/007
105/081‘95 : : ) ] L 007/007




) 05/08/935 13:186 B202 456 7132 WHITE HOUSE/NEC @oo1/007

FAX Transmission
Thé National Economic Council
The White House
To:é'// (= /st
Phone: ~_FAX: G- b8

From: ELLEN SEIDMAN

Phone: 202-456-2802 FAX: 202-456-2223

Date: Time:

Pages to follow:__ &

Comments: ~ <& 7~




.05/08/95  13:
osloslssljkhﬁza T202 456 7132 WHITE HOUSE/NEC

Gooz/007

-— — - .

P . .
' \ \

DEPARTMENT OF * #:S TREASURY
: WASHINGTON, U... 20220

:
!
|

1

, May 5, 199%
The Honorable Howard F. HcKéon i
chairman . o I
Subcommittee on Postsecondary Educatien, L
~ rraining, and Life-Long Learning ;
U.S. House of Representatives !
Washington, DC 20515=-6100 g
o Co
Dear Chairman McKeon: i
Thank yoeu for qiilng the Departments of Education Lnd Treasury
the opportunity to testify at your hoaring on May 3 on the
privatization wf Sallie Mae ind Connie Lee. We plgdqed to work
with you and your staff to help develop the best pgssible
legislation to implemant these proposals. .
. i . i .
In reviewing the draft legislation pertaining to Sallie Mae that

you sent to us on the evening of the hearing, we have tried ton.
keep threa guiding principles in mind: ‘ :

b

—— sccese to student leoans must be protected during the
transition from the wholly bank-based Federal Family.
Education Loan Program (FFELP) to one in which the direat
loan progran established under the Student Loan Reform Act
of 1993 will grow, under current law, to reach at leaat GO%
of the new loan market by 1998 (theae tachnical comments are
without regard to pending propesals either to'cap or to.
accelerate that pace); : '

-- the rinancial safety and soundness of the GSE must also be
protected during the transition as it winds down its :
operations in ordar to protect the bondholders and student
borrowers and to avoid any possibility that legislation
might be needed to prevent a default on the GSE’S
obligatione; and . E

~= any privatization must be budget-neutral ang, | moreover, must

provide some compensation, which may ke in the form of an
interest in the new company for the fact that Sallie Mas’s
relatienship to the Government Nas provided aignificant
penefits to Sallie Mae stockholders for mora than two
decades. : ! :

. ' | .
Privatization or sallie Mae sheuld procead only if these
principles are adhered to. | .

|
|
|
:
l
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We have spacific comments on certain provisions of| the ‘draft bill
as well as some thoughts on certain items, which have not been
included in the draft, that would address our fo;g?ost:concsrns.

Protect stude arrowe ;
students pust be assured of the availability of crLdit. In this
connection, it is imperative that a viable secondary market for
FFELP loans continue during the transition period. We are
concerned that other secondary markets may not be able to
accommodate the demand for secondary market services if
quaranteed 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. The bill should recognize that we are dealing
with two interconnected orderly transitions —- to direct lending
and to privatization. a S
Sallie Mae has a legal obligation te act as a lender of last
resort (ILLR) under the FFELP. The proposed bill would require .
the GSE to continue to act as an LLR, but it would 'permit GSE
capital above the statutory minimum to be transferred to a new
private company. Such transfers cculd affect the. GSE's capaclty
to act as an ILR. Also, the current statutory provision would
remain in place under which the Secretary of Education can
increace the offset fee on the GSE if it does not meet an LIR
requeet. Howevar, the runoff in the GSE portfolic during the
transition period would diminish the potential impact of the .
penalty offeet fee. Thus, we balieve that additional protection
must be included in the legislation to enable the erartmgnt-of
Education to provide eligible students with access :to student
loans by advancing funds to privata lenders for the purpose cof
making FFELP loans. | -

Einandia; gsafety and soundness C

The basic proposal in the draft bill is to permit Eallie Mae to
create a new private company (the Holding Company) . Sallie Maa,
the GSE, would become a wholly owned subsidiary of the Holding
Company. Excess capital and other assets of the QsSE would ke
transferred to the Helding Conpany to enable it to redeploy them
for its private business purposes, including participatien in the
‘student loan business. The Holding Company and any of its other
subsidiaries would be completely private rirms without any ties
to the Federal Government. Because of the coexistence of the GSE
and the Holding Company during the transition period, it is vital
that the GSR’s financial safety and soundness be protected. The:
draft legislation does not accomplish this result. '

Pransfar of Capital from the GSE: We are concerned that the

dividend prevision of the proposed bill (new subsection
440(c) (2)) would permit capital to be transferred too raplaly

|
o
S
'
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from tha GSE ta the Holding Company at the beqinning of the
transition period. The only constraint proposed £pr payment of
dividends would appear to be compliance with the GSE capital
ratio in current law (subsection 439(y)). We are concerned that,
if capitai is withdrawn too rapidly ln the early years, the
Holding Company would need to return capital to the CBE in the:
latter part of the transition period ta meet the statutory
capital ratie. [ P

| .

Requiring the Holding Company to racapitalize the GSE is a
risk to both the GSE and the taxpayere. The Holdipg Company .
would need to either shrink ite business operations or rajse new
cutside capital to be mble to recapitalize the GSE and maintain
its own capitel at levels naoded to cbtain an investment grade
credit rating. We prefer a less risky approach. We would relate
withdrawale of capital from the GSE to the ranp-up: of the direct
lean program and thus provide more adequately for the financial
integrity of the GSE as well as adequate capital for purchases of
FFELP loans during the transition peried. - C
Pirevallas to protect GSE: We believe that 1t 1s crucial for the
Bill to contain firewalls to insulats tha GSE frnnkth.:pogniblb
financial fallure of the Holadlrg company during the transition
period. The financial failure of the Holding Company could
affect the GSE in two different ways: o

a) It could have o dircot effect on the GSELS ability to
meet its obligations. TFox exampla, if the Ho ding Company °
is servicing loans fer the GSE, the financial failure of the
Holding Cempany could cause disruption in the flow of funds
to the GBEj and L . o -
b} Even if the GSE continued te be solvent,la Holding
Conpany bankruptcy could lead creditors of tha Holding
company to attempt to reach assets of the GSE, through _
weubstantive consolidation”, a lega2l theory under vhich the
assets of related entities may be consolidated in
bankruptcy, even where Only one of the entities im
insolvent. - !

l :
Phere are numercus ways to diminish or sliminate these risks.
These would include imposing restrictions or prohihitions on -
transactions between the GSE and the Holding Company ©r any of
{ts affiliates. Another solutien would be to reguire Federal
agency approval of all such transactions, or of a gpecific

category of transactions such as loan servicing agFeeménts, The
peossibility of aubstantive consolidation would alsg be reduced  if
the bill imposea an affirmative obligation for the separate
jdentity of the G3E to be preserved. This should cover a: varlety
of mattere, ineluding requirements to maintain separate books and
records and to maintain funds and assets of the GSE separate from
funds and assets of the Holding Company or any of its other

|
|

'
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affiliates, as well as providing that the assets of the GSE may
bs used only to fulfill okligations of the GSE. Other provisions
should include pracluding a complete overlap or poards of
Directors of the GSE and the Holding Company and requiring that
at least one executive officer of the GSE is not allso an officer
or employee of the Holding Company. |

Limit 8ale of GUE Stoock: In addition to these restrictions, we
balieve the bill should arsure that during the transition period,
the stock of the GSE could not be pledged or transferred without
priar Federal agency approval. The hill also should ensure that
the Holding Company could not agree to or causa the GSE to file
for bankruptcy without prior agency approval., Although these may
seenm remote possibilities, we belleve it is important to retain
aversight of the GSE’s future for so long as it exésts{ '

. . : I

Enhanced Oversight of GSE During Tramsitien: The draft bill
would leave the capital restoration plan provisions in current
statute (subsection 433(r)) unchanged. However, the current
statutory provisions are designed for an on-going GEE and thaeir
implementation would take too much time to be practical to
protect the GSE during the transition. Tharefora, |we prefar an
approach that would reguire the Helding Company te restore the
capital of the GSE immediately any time the capital ratio dropped
below the gtatutory thraeshold. We would also raise the statutory
thracheld modestly as the GSE’s 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
nave minimal financial impact on the Holding company, since the
assets against which the capital is measured would be reduced
significantly. {
et neutrality an _participation the success of

Holding Conpany i

The tax-related subsection of the draft hill regar#ing f
recognition of gain with respect to FPELF loans (proposad
supsection 440(c)(7)(4)) appears to be intanded to provide for
the budget neutrality of privatization. We are not cartain that
thia ia the intent of this provision or that the proposed
acceleration of the recognition of income for tax purposes would
sompensate tho Govermment for the potential loss of offset fee
revenues as a result of privatization. In this connection, we
wenld want to discuss this provision fully with Committee staff,
CBO, and OMB and to review the assumptiens that underlie any
present value calculations. It may be simpler to agree on the
amount of offset fees that will bBe lost and to require the
Holding Company to pay them to the Federal Government each year
over a S-year budget period. ? .

: : |
The stock warrants subsection of the draft bill is incompletae,
overly restrictive, and an inadequate exit feeo *o zompensate

N
:
I
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taxpayers for the benafit tn stockholders of the GﬁE's
relationship with the Federal Governmant over the, years. The
tlme period to exercise the warrants -- whose numbpr is unstated
~- iz confinad to the transition peried, when thny‘could ba
axpacted to have tha leacet valuae. The axcessive axercisa price
and the apparant rnquirement that the warrants be sold in emall
quantities over a long period would virtually ensure low returns
to the taxpayer. Moreover, the Holding Company would have no
obligation te register the werrants or otherwise ta fac;lltnte
the =ale. . \ : :

ignificar visd !

The bill does rot effectively provide that the Holding Compahy
has final responsibility for ensuring that all obligations of the
.GSE are satisfied. Specifically, the bill should fequlre that
the Holding Company provide assets, if necessary, to the trust .
which will ultimately ensure payment of debt obligations of the
GSE that are still outstanding as of the date of dissolutiomn.

The bill should also provide that any other oblxgat:ons of the .
GSE that cannot be fully satisfied as of the date of dlSSOlutlon
become liabllxties of the Holding Conmpany. l

We also helleve it i=z important to differentiate between _
securities issued by the GSE and those of the Holdlng Cempany,
aespecially during the transition period. Parmlttlng the Holding
Company or any of its non-G8E subsidiaries to use the fallie Maa
nana, logo, or faceimile thareef =-- ag thae draft apparantly would
== gould causae invastors to confusa the two htypas of sacurltlas
and facilitata fraudulent trading activity. :

Any reference to an "implicit Government guarantee® iand the
“Federal agency status" of GSE cbligations should be deleted.

The use of these terms in statute is misleading and ;1sks
increasing Government responsibility for the GSE.

We appreciate the opportunity to comment on your dr t bill As’
you can see from our comments, we have serious concerns about the
adequacy of protection afforded the U.S. Government,. current
Sallie Mae bondholders, and the 11qu1d1ty of the student loan
market in the draft as it now reads. Thls ies an extremely

~ complex and significant undertaking. The Admlnlstratlon working
group on this subject has been drafting legislatlon Wlth 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 cur work and would have a draft to
share with yon in the near futiire. Our draft includes many of
the provisions in your draft bill,. but it has suhstantlal

additional protnctlon in tha araas ‘noted abave. |

|
|
|
r
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The Honsrable Howvard P. McKeon
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Dear Chairman McReon:

Thank you for giving the Departments of Education Lnd Treasury
the oppcrtunity to testify at your bhearing on Nay 3 on the
privatization of Sallie Mae and Connie Lee. Wwe plgdqed to wark
with you and your &Tarf to help develop the best possibie
legislation to implement these proposals. ?

tn reviewing the draft legialation pertaining to Sallie Mae that

you sent to us on the evening of the hearing, we have tried to.

keep three guiding principles in mind: s

) |

-— mccess to studant loans nuct ba protected during the
transition from the wholly bank-based Federal) Family ,
Educaticn Lean Pregran (FFELP) to one in which the direct
loan program established under the Student Loan Reform Act
of 1993 will grow, under current law, to reach at least €0%
of the new loan market by 1998 (these technical comments are
without regard to pending proposals either to cap or to.
accelerate that pace); : : :

—— the financial safety and soundness of the GSE|must also be
protected during the transition as it winds down its
cperations in order to protect the bondholders and student
borrowers and to avoid any possibility that legislation
might be needed to prevent a default on the GSE’s
obligations; and _ ! :

-— any privatigation must be budget-nautral and,!moreQVer, must
provide some compenaation, which may be in the form of an
interest in the new company for the fact that.Sallie Mae’s
ralationship to the Gevernment has provided significant
benefits to Sallie Mae stockholders for more than two
decades. : : :

Privatization of 3allie ¥ze should proceed only it these
principles are achered to. :

t
A
{
i
|
|
’.
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We have spacific comments on certain provisions of}fhé%draft bill

as wall ag some thoughts on certain iteme, which have rnot been
inoludaed in the draft, that would address our fo:pyost'cOncerns.

2

FProtecting stude orroverg -E
_ N
students must be assured of the availability of credit. In this
connectlon, it is imperative that a viable secondary market for
FFELP loans continue during the transition period. We are
concerned that other secondary markets may not be able to
accommodate the demand for secondary market services 1if
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. The bill should racognize that we are dealing
with two interconnected orderly tremsitions -- to direct lending
and to privatization. | - '
Sallie Mae has a legal obligation to act as a lender of last
resort (ILIR) under the FFELP. The proposed bill would require
the GSE to continue to act as &n LLR, but it would permit GSE
capital above the 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 Secratary of Education can .
increase the offset fee on tha GSE if it doas not meet an 1IR
requeat, However, the runoff in the GSE portfolie during the
transition period would diminieh the petential impact of the
penalty offset fee. Thus, we believe that additioral protaction
must be included in the l=gislation to enable the Department of
Education to praovide eligible students with access to student
loans by aavancing funds to private lenders for the purpose of
making FFELP loans. 1 o

Financial safety and scundness i
. . [ ) .
The basic proposal. in the draft bill is to permit Sallie Mae to
create a new private company (the Holding Company) . Sallie Mae,
the GSE, would become a wholly owned subsidiary of the Helding
Company. Excess capital and other assets of the GSE would be
transferred to the Helding Company to enable it to redeploy then
for its private business purposes, including participation in the
student loan business. The Holding Company and any of its other
subsidiaries weuld be completely private firms without any ties
to the Federal Covernment. Because of the coexistence of the GSE
and the Holding Cempany during the transition period, it is vital
that the GSE’es financial safety and soundness be protected. The!
draft legiglaticon doas not accomplish this result. | '

Transfer of Capital from the GSE: We are concernei that the
dividend provision of the proposed hill (new subsection
440(c) (3)) would permit capital to ha transferred too rapidly
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from the GSE to the Holding Couwpany at the beginning of the ,
transition period. The only constraint propased fb: payment of
dividends weuld appear to be compliance with the GSE capital
retic in current law (subsection 439(r)). We are concerned that,
if capital is withdrawn too rapidly in the early years, the
Holding Company would need to return capital to the GSE in the
latesr part of the transition peried to meet the statutory
capital ratio. i :

Requiring the Holding Company to recapitalize?tne GSE is a
risk to both the GSE and the taxpayers. The Helding company .
would need to either shrink its business operations or raise new
outside capital to be able to recapitalize the G3SE and maintain
its own capital at levels heeded to obtain an investment grade
credit rating. We prefer a less risky approach. We would relate
vithdrawals of capital from the S6E to the ramp-up of tha direct
loan program and thus provide more adequataly for~¥he financial
integrity of the G8E ns well as adaquate capital fbr_purchases of
FFELP loans during the transition period. % ,

|

Pirewalls to protact GSE: We believe that it is c%ucial for the
pill to contain firewalls to insulate the GSE from the possible
financial failure of the Holding Company during the transition
period. The financial failure of the Holding Company could
affact the GSE in two different ways: o
a) It could have a direct effect on the GSE's ability to
meet its obligations. For example, if the Huhding Company -
is servicing loans for the GSE, the financial' failura of tha
Holding Company could cause disruption in the flow of funds
to the GSE; and : ' o

- -

b; Fven if the GSE continued to ba ¢olvant,|a Holding
Company bankruptcy could lead crediters of th Holding
Company to attempt to reach aseats of the GSE through .
wsubstaptive congelidation®, a legal theory under which the
assets of related entities may be consolidated in
batkruptoy, even where enly one of the entities is
insolvent. :

There ara nuzerous ways to diminish or eliminate these ricks.
Thease would include imposing restrictions or prehinitions om-
transactions betwaen the GSE and the Holding Compahy or any of
its affiliates. Another solution would be to require Federal
agency approval of all such transactions, or of a-‘pecifi¢
category of transactions such as l1loan servicing agreemeénts. The
possibility of substantive consolidation would alsc be raduced if
the bill imposes an affirmative cbligation for the! saparate
identity of the GSE to be preserved. Thie should gover a: variety
of matters, including requirementes to maintain separate books and
records and to maintain funds and assets of the GSE separate f(rom
funds and asssts of tha Holding Company or any of its other

i
l
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affiliates, as well.as pravidin that the aesots'Jf the GSE may
ba used only ta fulfill sbligatlone of the ESE. ther provisions
should include praecluding a complete overlap of tq Boarda of
Directors af the GSE and the Holding Company and requlrlnq that
at least one execative officer of the GSE is not also an officer
or smployea of the Holding Company. ‘}

Limit 8ale of GBE 8tock: In addition to these restrzctlons, we
believe the bill shotld ensure that during the tran51tlon period,
the s£tock of the GSE could not be pledged or trans:erred without
prior Federal agency approval. The bill also should ensure that
the Holding Company could not agree to or cause tha GSE to file
for bankruptcy without prior agency apprcvul. Althaugh these may
seem remcte possibilities, we believe it is important to retain
oversight of the GSE’s future for se long as it exleta.

Znhanead Ovargight of csz Duxing Trapsition: The araft bill
would leave the capital reagtoration plan provisiens in current
statute (subzection 43%{r)) unchanged. However. the current
statutory provisions are designed for an on-going GSE and thair
implempentavion would take too much time to be practical to :
protect the GSE during the transition. Therefcre,‘we prefer an
approach that would require the Holding Company to .restore the
chpital of the GST immediately any time the capital ratioc dropped
below the statutory threshold. We would also ralse the statutery
threshold modestly as the GSE's 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 Company, since the
assets against which the capital is measured would  ba rnduood
-anificnntly. '

Budget nautrality and Federal part Lainau,gn__\.n_thg_snnsass_ni_thﬁ
Holdina Coxpany

]
i

The tax~rslated subsectxon of the draft bill regard1ng
recognition of gain with respect to FFELP lcans (p:oposed
subsection 440(<) (7] (4)) appears to be intended to provide for
the budget neutrality of privatization. We are not certain that
this is the intent of this provisien or that the prioposed
acceleraticn of the recognition of income for tax purposes would
conpensate the Government Ior the potential loss of offset fee
revenues as a result orf privatization. In this co nect;on, we
Would want to discuss this provision fully with Comnittee staff,
CBO, and OMB and tc review the assumptiena that underlie any
prasent value calculationa. It may ke simpler to agtaa on the
amount of offset fees that will be lost and to raeuire the
Holding Cempany to pay them %o the Fedaral charnment each year
ovar a E—yaar budget peried. .

‘ } _
The stock warrants subsection of the draft bill is dncomplete,
averly restrictive, and an inadequate exit fee to compensate

[
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taxpayexrs for the benefit to stockholders of the GSE'S
relationship with the Federal Government over the years. The
time period to exercise the warrants -- whose number is unstated
~— is cunfined to the transition period, when they | could be
expected to have the least vaiue., The excessive exercise price
and the apparent reguirement 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
obligaiion to register the warrants or otherwise to facilitate .
the sale. A o

§
other significant provisions %

The bill does not effectively provide that the Holéinq Company
has final responsibility for ensuring that all eblilgations of the-
‘GSE are satisfled. Specifically, the bill should require that
the Holding Company previde assets, if necessary, to the trust |
which will ultimately ensure payment of debt obligations of the.
GSE that are still outgtanding as of the date of dissolution.

The bill should also provide that any other obligations of the
GSE that cannot be fully satisfied as of the date of dissolution
bacoune liabilities of the Holding Cowpany. | '

We also believe it is important to differentiate between
securities issued by the GSE and those of the Holding Company,
especially during the transition period. Permitting the Holding
Company o¥ any of 1ts 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. L D

. . f

Any reference to an "implicit Government guarantee™ and the

"Federal agency status" of GSE obligaticns should be deleted.

The use of these terms in statute is misleading and 'risks

increasing Government responsibility for the GSE.

’ | :
We appreciate the opportunity te comment on your draft bill. As
yon can see from our comments, we have serious concerns about the
adequacy of protaction afforded the U.S. Government,, current
Sallie Maa bendholdere, and the liquidity of the student loan
markaet in the draft as it now reads. This is an extremely _

- complex and significant underteking. 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 cCongress-’ priority on this
matter, we have accelerated our work and would have a drart to
share with you in the near future. our drart includes many of
the provisions in your drart bill, but it has substantial :
additlional protection in the areas noted above. ‘ -

i

I
1
t
1
b



A%+ MALLL AU ILINE =

0508795 10:41 D202 456 7132 WHITE HOUSE/NEC
05/08/93  09:2T p— TR BT




o ———— ' (12 Recelived INCONPLETE call (302) 622-3322)

(CLASSIFICATION) PLity I

| DATE: 3-/0-7S5

TO: (Name) (0fe Phone #)
B // G""/‘Sﬁ"') - FAX Nr.
BT o878
FROM: ]/Jrg e j/?y //edlqe GB_ 203 622-0Y50
(Name) (0ffice Symbol) (Phone #)
HANDLE AS:
ROOUTINE PRIORITY [@anb

PAGE ! OrF ‘22 _ PACE(8)

NOTE: - Single Pages ONLY - DO NOT Staple - Provide Clear Copy
- Number ALL Pages (Original Not Returned):

REMARKS/SUBJECT

COMCEN USE ONLY - DO NOT WRITE BELOW

Sender’s FAX Number: (202) 622-2599

R&D - TOR

g e Y f-. '- ---}
50 l"‘.) Jt

SSN NUMBER: <7H3

s s Tt

[ LTt e
AR . L "
3 “.)..'.n.u.—




e

(If Received INCOMPLETE call ‘202! §24-3222)

- )veyg A
<D

(CLASSIFICATION)

| DATE: 3-/6- 95

TO:

(Name)

(ofe Phone ¢
2 Y

M\A«k

¢%‘z1£§9Mf iikd

FROM:

GB | 203-¢aa-0490

Viraonie (R g_ll_[‘d?.g_
(Name)’

(Office Symbol) (Phone #)

HANDLE AS:

ROUTING PRIORITY

( ORGENT.

pacs 1 or 3% - sacersy

NOTE: - Single Pages ONLY -

Number ALL Pages

DO NOT Staple - Provid’e.ClearCopy |

(Original Not Returned)

REMARKS/SUBJECT

COMCEN USE ONLY -

DO NOT WRITE BELOW

Sender’s FAX Number: (202) 622-2599

R&D - TOR

Lj} ::l i'rj [ "..I .':‘—6

| 2791
SSN NUMBER:




10

11

12
13
14
15
16
17
18
19
20
el
22
23

24

MAR 1@ ’9S B@5:568PM P.373B

DISCUS N_D T
A BILL

To amend the Higher Education Act of 1965 to provide for the
implementation of the William D. Ford Federal Direct Loan Program
by Fiscal Year 1997, to provide for orderly termination of the
status of the Student Loan Marketing Association as a government-
sponsored enterprise and its reorganization as a nonfederally-'
chartered business corporation, to require the return of certain
Federal Funds held in reserve by guaranty agencies under the

Federal Family Education Loan Program, and for other purposes.

Be it enacted by the Senate and House of

Representatives of the United States of America in Congaress
assembled,

S8EC. 1. SHORT TITLE.

This Act may be cited as "The Accelerated Direct Loan

Program Implementation and Student Loan Marketing Association

Reorganization Act of 1993."

SEC. 2. FINDINGS AND PURPOSE.

(a) Findings.--The Congress hereby finds thate--

DRAFT March 10, 1995, 4:07pm
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(1) the William D. Ford Federal Direct Loan Program
provides substantially greater benefits to borrowers,
participating institutions of higher education, and
taxpayers than the Federal Family Education Loan Program,
including--

(A) a simpler and speedier process through which
to obtain loans, which, by reducing processing time and
using electronic data and funds transfers, improves the
level of service to students, ahd frees up
institutional administrative personnel for more
important duties, such as counseling studénts regarding
financial aid;

(B) a single servicer throughout the life of the
lecan, which enables the borrower to send one payment,

" or a single request deferment or forbearance, for all
Direct Loans to one place, regardless of the number of
loans or where they were originated;

(C) flexible repayment options, including income
contingent repayment, which, by varying loan repayments
in relation to income encourages Americans to pursue
post-secondary education and mitigates the impact of
student loah repayments on students' decisions about
whethér to pursue 1owe:-paying careers, such as public
service; and

(D) the elimination of the delays,

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

complicated interrelationships of the many lenders,

guaranty agencies, secondary markets, and loan
servicers the Federal Family Education Loan Program;

(2) the Department of Education's performance in
managing the Direct Loan phase-in is viewed very favorably
by borrowers and participating institutions alike, and the
Department has demonstrated its commitment to the Direct
Loan program and devoted the necessary resources--through
hiring or reassigning personnel, increased training and
technical assistance, and upgraded technology--to ensure the
program's success and the Department's capacity to manage a
full-scale student loan program;

(3) accelerating the phase-in of the Direct Loan
Program would achieve significant additional savings
compared to the phase-in schedule in current law, would
enable large numbers of students, their parents, and
participating institutions to enjoy the benefits of the
Direct Loan Prbgram far more quickly than under the current
schedule, and would enable the Department t6 focus more
resources on the Direct loan Program more quickly, rather
than dividing those resources between the duplicative
systems needed to oversee two large student loan programs
simultaneously; one guaranteed and one direct.

(4) full implementation of the Direct Loan Program

DRAFT March 10, 1995, 4:07pm
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creates an environment that no longer will require a
government-sponsored enterprise to serve as a secondary
market and warehousing facility for Federal Family Education
Loans, following a transition period during which the
Student Loan Marketing Association will continue to provide
credit for students. |

(5) . over $1.5 billion in Federal funds are held or
controlled by guaranty agencies [or their transtereég?] as
reserves under the Federal Family Education Loan Program;

(6) reserves under that program were intended to
assist in the establishment of the guaranty agency systen,
and to ensure that the guaranty agencies would be
financially able to carry out their responsibilities in
connection with the guarantees issued by such agencies;

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

clarifies that the Secretary is the ultimate insurer of all
guarantees under that program, eliminating the underlying
need for most reserve funds; and

(8) the orderly transition from the Federal Family
Education Loan Pro§ram to the William D. Ford Federal Direct
Loan Program would be benefitted by systematically phasing
out many guaranty agency operatiocns and the recall by the
Secretary of Education of most reserve funds in the manner
that the Secretary determines would best meet the needs of

the Federal Family Education Loan Program, assist in the

DRAFT March 10, 1995, 4:07pm
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transition to the William D. Ford Federal Direct Loan
Program, and protect the Federal fiscal interest.
(b) Purposes.=-It is the purpose of this Act--

(1) to accelerate the transition from the Federal
Family Education Loan Program to the William D. Ford Federal
Direct Loan Program so that by academic year 1997-1998,
Direct Loans represent 100 percent of the new student loan
volume under both programs, and no new loan guarantees will
be made by the Secretary under the Federal Family Education
Loan Program after June 30, 1997;

(2) to provide for the orderly termination of the
existence of the Association as a government-sponsored
enterprise on or.before December 31, 2000, and to authorize
its reorganization as a nonfederally-chartered business
corporation; and

(3) ¢to require, as part §f the systenitic phase-cut of
guaranty agency operations during the transition from the
Federal Family Education Loan Program to the William D. Ford
Federal Direct Loan Program, the Secretary of Education to
recall at least $1.1 billion in reserves held or controlled
by guaranty agencies (or their transferees) over the period

fiscal years 1996 through 2000.

TITLE I--DIRECT LOAN PROGRAM AMENDMENTS

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

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

U.S5.C. 1001 et seq., hereinafter in this Act referred to as "the

Act") is amended--

(a) 1in paragraph (2) by amending subparagraphs (C) and (D)

to read as follows:

(D) 1

8EC.

"(C) for academic year 1996-1997,'loans made under
this part shall represent 80 percent of the new student loan
volume for such year; and

"(D) for academic year 1997-1998 and succeeding
academic years, loans made under this part shall represent
100 percent of the new student loan volume for such years.";
and
(b) 1in paragraph (3), by striking out "subparagraphs (C) of
and inserting'in lieu thereof 'subparagraph (C)".

102. TAX TREATMENT OF INCOME CONTINGENT DIRECT LOANS.
(a) Section 455(e)(4) of the Act is amended--

'(1) by inserting immediately following the paragraph
heading the subparagraph designation "(A)"; and

(2) by adding at the end thereof the following new
subparagraph:

"(B) If, after 25 years of repayment [NOTE: there is
still an unresolved issue as to whether the 25 year peariod
will be specifically mentioned.], there is a balance (which

may consist of unpaid principal, accrued interest, and any

DRAFT March 10, 1995, 4:07pm
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fees, late charges, and collection costs assessed on such
leoan) remaining on a loan made under this part that is being
repaid pursuant to income contingent repayment, such
remaining balance shall be canceled, and such amount
canceled shall not be considered income for purposes of the

Internal Revenue Code of 1986."

TITLE II -- REORGANIZATION OF
THE STUDENT LOAN MARKETING ASSOCIATION
BEC. 201. REORGANIZATION OF THE STUDENT LOAN MARKETING
ASSOCIATION.
Part B of Title IV of the Act is amended by adding at the

end thereof the following new section:

SEC. 440. REORGANIZATION OF THE STUDENT LOAN MARKETING
ASSOCIATION THROUGH FORMATION OF HOIDING
COMPANY
(a) Reorganization of the Association.--
(1) Authority to Reorgaﬁize.--The Student Loan
Marketing Association (hereinafter referred to as the
"Association") is authorized to carry out a
restructuring of the common stock ownership of the
Association, as set forth in a Plan of reorganization
adopted by the Board of Directors (the "Plan") (the

terms of which shall be consistent with this Act) so

DRAFT March 10, 1995, 4:07pm
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that all of the outstanding common shares shall be
directly owned by an ordinary business corporation
chartered under State or District of Columbia law (the
"Holding Company"), as the Board of Directors may
determine. The reofganization shall occur as of the
effective time set forth in the Plan (the "Effective
Time"), which shall be no later than [the date that is
18 months after the effective date of this Act].

(2) .Issuance of Warrants to the United States.--
The Plan shall provide for the issuance of stock
purchase warrants or other instruments in such amounts
and on such terms and conditions as are acceptable to
the Secretary of the Treasury under which the United
States may participate in the gains of the Holding
Company or its security holders.

(3) Plan Approval.--Upon adoption of the Plan by
the Board of Directors of the Association, the Plan
shall be submitted to the Secretary of the Treasury and
the Secretéry of Education. The Secretary of the
Treasury and the Secretary of Education, in their sole
discretion, may require the Board to adopt such
amendments as are necessary or appropriate to ensure
the continued safety and soundness of the Association,
consistency with the provisions of this section, and

the ability of the Association to continue to fulfill

DRAFT March 10, 1995, 4:07pm
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the purposes for which it was formed until its

dissolution.

(4) Stockholder Approval.--

(A) After adoption of the Plan by the Board
of Directors with any amendments required in
accordance with paragraph (3), the Plan shall be
submitted to the common stockholders of the
Association for their approval. The
Reorganization shall occur at the Effective Time,
provided that the Plan has been approved by the
affirmative votes, cast in person or by proxy, of
the holders of a majority of the shares of the
common stock of the Association.

(B) Notwithstanding section 439(1), any
proxy solicitation of common stockholders of the
Association shall be conducted ir accordance with
gection 14 of the Securities Exchange Act of 1934
and rules and regulations thereunder.

(5) Board Authority.--The Board of Directors of

the Association may take or cause to be taken all such

action as is consistent with this section and as it

deems necessary or appropriate to effect the

Reorganization in accordance with this section,

applicable state law, and the Plan. Such actions may

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

DRAFT March 10,

1995, 4:07pm
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wholly-owned subsidiary of the Holding Company with and
into the Association, which would have the effect
provided in the Plan and the law of the jurisdiction in
which such subsidiary is incorporated. As part of the
restructuring, the Board of Directors may cause the
common shares of the Association to be converted, at
the Effective Time, to common shares of the Holding
Company on a one for one basis, consistent with
applicable State or District of Columbia law.

(b) Operation of Association and Holding Coﬁpany

During Transition.--

(1) Continuation of Rights and Duties.--Except as
specifically provided herein [need more specificity],
during the period from the Effective Time until the
Dissolution Date (the "Transition Period"), the
Association shall continue to have the rights,
privileges, duties and obligations set forth in, and
shall be subject to the iimitations and restrictions
of, section 439, and the Association shall continue to
carry out the purposes for which it was formed.

(2) Management and Operational Support.~--The
Holding Company (or its subsidiaries other than the
Association) shall provide all necessary and
appropriate management and operational (including loan

servicing) support to the Association, as requested by

DRAFT March 10, 1995, 4:07pm
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the Association. The Association may also obtain such
management and operational support from other persons
or entities. Servicing agreements between the
Association and the Holding Company or any of its
Subsidiaries shall be on terms no less favorable to the
Association than the Association could obtain from an
unrelated third-party and shall be subject to the
approval of the Secretary of the Treasury and the
Secretary of Education.

(3) Issuance of Obligations by the Association
During the Transition Period.--

(A) As of the Effective Time, the
Assoclation shall not issue new debt obligations
which mature later than December 31, 2004.
Notwithstanding the foregoing, nothing in this
subsection shall modify the attributes accorded
the debt obligations of the Association by section

- 439, regardless of whether such debt obligations
are incurred prior to or at any time following the
Effective Time or are transferred to a trust in
accordance with subsection 440(c).

(B) Limitation on Obligations Outstanding.--
After the Effective Time, the Association shall
not incur indebtedness which at any given time

would exceed the aggregate book value of its

DRAFT March 10, 1995, 4:07pm
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assets, to the extent such assets are permitted to

be held under this subsection.

(4) Restrictions on New Business Activity or
Acquisition of Assets by Association.--After the
Effective Time, the Association shall not engage in any
new business activities or acquire any new assets other
than in connection with--

- (A) contractual commitments for future
student loan purchases or warehousing advances or
pursuant to letters of credit or standby bond
purchase agreements in either case which are
outstanding as of the Effective Time; and

(B) 1its serving as a lender of last resort

pursuant to section 439.

(5) Limitation on Liguidity Portfolio.--The
Association's portfolio of liquid assets and cash
equivalents may not exceed five percent of total
assets,

(6) Restrictions on Transactions with
Affiliates.--The Association shall not extend credit to
the Holding Company or any of its affiliates nor
guarantee or provide any credit enhancement to any
obligations of the Holding Company or any of its
affiliates.

(7) Dividends.--

DRAFT March 10, 1995, 4:07pm



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

MAR 1B 'S5 ©6:Q@3PM

DRAFT March 10,

P.15/38

13

(A) The Association may pay dividends in the
form of cash or non-cash distributions provided
that--

(i) immediately after payment of such
dividends, the Association's capital is in
compliance with section 439(t) (4) {Subsection
(r) is redesignated as (t) in section 202 (b)
below.]; and

(11) the Secretary of Education and the
Secretary of the Treasury have approved the
Association's certification under
subparagraph (C) below.

(B) The aggregate amount of dividends paid
from Excess Capital, as defined below in
subparagraph (D), may not exceed--

(1) through December 31, 1997, a
percentage of Excess Capital equal to the
percentage provided under subsection
453(a) (2) (B) of the Act;

(ii) through December 31, 1998, a
percentage of Excess Capital equal to the
percentage provided under subsection
453(a) (2) (C) of the Act; and

- (iil) through December 31, 1999, a

percentage of Excess Capital equal to the

1995, 4:07pm
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percentage provided under subsection

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

(C) Prior to any payment of a dividend, the
Association shall certify to the Secretary of the
Treasury that the éayment of the dividend will be
in compliance with this paragraph and shall
provide copies of all calculations needed to make

such certification. The calculation of Excess

Capital shall be based upon audited financial

statements of the Association as of the most
recent quarter ending prior to the Effective Time.
(D) For purposes of this paragraph,

"Excess Capital" means stockholders' equity as of

~the day before the Effective Time that is in

excess of the amount required to comply with the
capital ratio as defined in subsection 439(t).

(E) After theleffective date of this Act,
any distributioh of non-cash assets by the
Association to the Holding Company shall be valued
at book value on the date the Association's Board
of Directors approved such .distribution for
purposes of the distribution and calculating
compliance with section 439(t) (4).

(8) Holding Company Activities.--During the

Transition Periocd, Holding Company activities shall be

1995, 4:07pm
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limited to ownership of the Association and any other
subsidiaries or other business entities that the
Holding Company may form or acquire. All business
activities shall be conducted through such subsidiaries
or other business entities.

(9) Holding Company Name.--The names of the
Holding Company and any pther direct or indirect
subsidiary of ;he Holding Company other than the
Association may not contain the words "Student Loan
Marketing Association", or "Sallie Mae", or any
variations thereof.

(10) Registration Statement.--For the purposes of
determining whether the Holding Company is a registrant
entitled under 17 C.F.R. § 239.13, or any successor
regulation, to use SEC Form S-3, or any successor form,

for registration of its securities under the Securities

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

deemed to have met the conditions set forth in
Instruction I(A)(3) of 17 C.F.R. §239.13.
(11) Separate Operation of Corporations.--

(a) The funds and assets of the
Association shall at all times be maintained
separately from the funds and assets of the
Holding Company or any of its other subsidiaries

and may be used solely by the Association to carry

DRAFT March 10, 1995, 4:07pm



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

MAR 18 ’95 B6:8B4PM

P.18/3E

16

out its purposes and to fulfill its obligations.

DRAFT March 10,

(B) The Association shall maintain books and
records that clearly reflect the assets and
liabilities of the Association, separate from the
assets and liabilities of the Holding Company or
any of its other subsidiaries.

(C) The Association shall maintain a
corporate office that is physically separate from
any office of the Holding Company or any of its
subsidiaries.

(D) The Holding Company may not transfer or
pledge the stock of the Association without the
prior approval of the Secretary of the Treasury.

(E) The Holding Company may not cause or
agree to the liquidation of the Association nor
cause the Association to file a petition for
bankruptcy under Title 11 of the ﬁnited States
Code without the prior approval of the Secretary
of Education and the Secretary of the Treasury.

(F) No director of the Association that is
appointed by the President pursuant to section
439(c) (1) (A) may serve as a director of the
Holding Company.

(G) At least one executive officer of the

Association shall remain an officer solely of the

1995, 4:07pm
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Association.

(H) The Secretary of the Treasury may order
the Association or the Holding Company to take any
action the Secretary determines to be necessary or
appropriate to ensure that the corporate
separateness of the Association is maintained.
(12) [Tax Matters.--

(A) The following obiigations shall not
constitute tax-exempt obligations for purposes of
section 265(a) (2) of the Code to the extent that
the average outstanding amount of such obligations
equals or is less that the average stockholders'
equity of the Association at the Efféctive Time--

(i) obligations purchased prior to the

Effective Time pursuant to the authority

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

section 439 and as to which the income is
exempt from taxation under ﬁhe Internal

Revenue Code of 1986, as amended (the

"Code"), and

(1i) tax exempt obligations acquired
after the Effective Time pursuant to section

(d) (1) (B) and (C$ in conngction with

contractual commitments for future purchases

that are outstanding as of the Effective

1985, 4:07pm
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Time.)
(B) [The assets and indebtedness of the

Association shall not be considered in any

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

whether the Holding Company and its subsidiaries
have incurred or continued indebtedness to
purchase or carry tax-exempt obligations.] [To be
checked with Tax Policy.)

(c) Termination of Association.--The Association shall
dissolve and its separate exiQtence shall terminate on the
December 31, 2004, after discharge of all outstanding debt
obligations and liquidation pursuant to this subsection.
'The Association may dissolve pursuant to this subsection
prior to such date with the approval of the Secretary of

- Education and the Secretary of the Treasury. On the
dissolution date, the Association shall take the following
actions:

(1) The Association shall, under the terms of an
irrevocable trust agreement in form and substance
satisfactory to the Secretary of the Treasury, the
Association and the ap#ointed trustee, irrevocably
transfer all outstanding debt obligations of the
Association to the trust and irrevocably deposit or
cause to be deposited into such trust, to be held as

trust funds solely for the benefit of holders of the

DRAFT March 10, 1995, 4:07pm
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Remaining Obligations, money or direct non-callable
obligations of the_United Staﬁes of America or any
agency thereof for which payment the full faith and
credit of the United States is pledged, maturing as to
principal and interest in such amounts and at such
times as are determined by the Secretary of the
Treasury to be sufficient without consideration of any
significant reinvestment of such interest to pay the
principal of, and interest on, such obligations in
accordance with their terms. To the extent the
Association cannot provide obligations in the amount
required, the Holding Company shall be required to
transfer obligations to the trust in the amount
necessary to prevent any deficiency.

{(2) All money, obligations or financial assets
deposited into the trust pursuant to thiis subsection
shall be applied by the trustee to the payment of the
obligations assumed by the trust. Upon the fulfillment
of the trustee's obligations under the trust, any
remaining assets of the trust shall be transferred to
the Holding Company and/or its Subsidiaries, as
directed by the Holding Company.

(3) The Association shall make proper provision
(under applicable State law (which, in the absence of

any other applicable law shall be deemed New York [or
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Delaware law))] for all other obligations of the

Association (including the repurchase or redemption, or

the making of proper provision for the repurchase or

redemption, of any preferred stock of the_Association
then outstanding). Any obligations of the Association
which cannot be fully satisfied shall become
obligations of the Holding Company as of the

Dissolution Date.

(4) After compiiance with paragraph (1), (2) and

(3) And with approval of the Secretaries of Education

and Treasury, the Association shall transfer to the

Holding Company and/or its Subsidiaries, as directed by’

the Holding Company, any remaining assets of the

Association.

(d) [(OPTION 1: Reorganization Fee.--In partial
recognition of the substantial benefits that accrued to the
Association as a result of its status as a government-
sponsored enterprise, the Association [correct entity?)
shall, as a condition of its reorganization as a private
business corporation without a federal charter, pay to the
general fund of the Treasury) OR OPTION 2: Compensation for
Lost Federal Revenues.--To offset the loss of revenues that
would have been paid to the Federal Government if the
Association retained its status as a government-sponsored

enterprise, the Association [correct entity?) shall, as a
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condition of its reorganizaﬁion as a private business
corporation without a federal charter, pay to the general
fund of the Treasury--

(1) SX for fiscal year 1996;

(2) $X for fiscal year 1997;

(3) $S$X for fiscal year 1998;

(4) $X for fiscal year 1999; and

(5) $X for fiscal year 2000;
minus any amount paid by the Association pursuant to section
439(h) (7) for such fiscal year, except that in no case shall
such subtraction result in a negative number.".
202. AMENDMENTS TO SECTION 439

(a) Sec. 439 of the Higher Education Act of 1965 is

amended--

(1) by amending subse;tién (¢) (1) to read as follows:

"(c) (1) Composition of Board; Chairman.--
The Association shall have a Board of Directors which shall
consist of 12 persons, three of whom shall be appcinted by
the President and shall_be representative of the general
public. The remaining 9 directors shall be elected by the
common stockholders of the Association entitled to vote
pursuant to subsection (f) of this section. Four of the
elected directors shall be affiliated with an eligible
institution; and five of the elected directors shall be

affiliated with an eligible lender.
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by amending the heading of subsection (r) as

SAFETY AND SOUNDNESS OF ASSOCIATION AND ORDERLY

TRANSITION PURSUANT TO SECTION 440.-=";

(3)

by amending subsection (r) (1) to read as follows:
(1) FINANCIAL REPORTING. ==

"(A) The Holding Cbmpany shall promptly
furnish to the Secretary of Education and the
Secretary of the'Treasury copies of all public
financial reports publicly distributed by the
Holding Company.

"(B) Within 45 days of the end of each
calendar quarter, the Association shall provide to
the Secretary of the Treasury [and the Secretary
of Education] (1) financial statements of the
Association and (2) a report showing the
calculation of the capital ratio in a form and
containing such information as is approved by the
Secretary.

"(C) The Asséciation shall obtain such

information and make and keep such records as the

Secretary of the Treasury may from time to time
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the activities of any of its associated persons,
to the extent such activities are reasonably
likely to have a material impact on the financial
condition of the Association, including its
capital ratio, its liquidity, or its ability to
conduct and finance its operations. The term
"associated person" shall mean any person other
than a natural person, directly or indirectly
controlling, controlled by, or under common
con;rol with the Association."

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

the following new subparagraph:

"(D) The Secretary may establish and collect
from the Association an annual assessment in an
amount sufficient to provide for reasonable costs
and expenses of the Secretary to zarry out the
duties of the Secretary under this subsection and

section 440.";

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

than financial safety and soundness.)

(5)

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

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

deleting the remainder of the sentence.

- (6)

DRAFT March 10,
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percent at the end of the Association's most recent calendar
quarter, the Secretary of the Treasury may, until the

capital ratio equals or exceeds 3.0 percent, take any one or
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more of the following actions:

(A) LIMIT INCREASE IN LIABILITIES.~-(no change
from language in current law, subsection (7) (A) )

(B) RESTRICT GROWTH.--(no change]

(C) RESTRICT DISTRIBUTIONS.--[no change)

(D) REQUIRED ISSUANCE OF NEW CAPITAL.--{no
change)

(E) LIMIT EXECUTIVE éOMPENSATION.--[no change)

(F) REQUIRED INJECTION OF NEW CAPITAL.~-Require
the Holding Company to inject additional capiﬁal into
the Association’;
(7) by deleting paragraphs (5) through (11);

(8) Dby redesignating paragraphs (12) and (13) as

paragraphs (5) and (6) respectivaly.

(b)

(9) by amending paragraph (6) as redesignated by--
(A) deleting subparagraph (A) and renumbering
subparagraphs (B) and (C) as subparagraphs (A) and (B),
and
(B) [(by adding at the end the following new
definition: Add definifion dealing with treatment of
securitized assets for purposes of capital ratio.].

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

(A) in paragraph (1) (B), by striking out "to
this subsection" and "“paragraph (2) (A) of this
subsection" and inserting in lieu thereof "to this
paragraph" and “subparagraph (B) (i) of this
paragraph," respectively;

| (B) Dby redesignating paragraph (1), and
subparagraphs (A) and (B) thereof, as subparagraph (A),
and clauses (i) and (ii) thereof, respectively;

(C) by redesignating paragraph (2), and
subparagraphs (A) and (B) thereof, as subparagraph (B),
and clauses (i) and (ii) thereof, respectively;

(D). by redesignating paragraph (3) as
subparagraph (C);

(E) by inserting immediately after the subsection
heading the following: " (1) LENDER-OF-IAST-RESORT
LOANS MADE BY THE ASSOCIATIONlFROM ITS OWN FUNDS.--;"
and

(F) by adding at the end thereof the following
new paragraph:

"(2) ADVANCES TO THE ASSOCIATION FOR LENDER-
OS-LAST-RESORT SERVICES.~=(A) (1) In order to
ensure the availability of loan capital during the
transition from the Federal Family'Education Loan

Program under this part to the William D. Ford
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Federal Direct Loan Program under part D of this
title, the Secretary is authorized to provide the
Assoclation with advance funds, with such
restrictions on the use of such funds (including
conditions relating to the time or times of
repayment) as are determined appropriate by the
Secretary, to enable the Association to make loans
as the lender-of-last-resort whenever the
Secretary determines that eligible borrowers are
seeking and are unable to obtain loans under this
part.

(il) Notwithstanding any other provision of
law, the Secretary may provide such advances to
the Association without regard to the availability
of a lehder-of-last-resort program of a guaranty
agency operating in that State.

(iii) The Association shall make such loans
in accordance with this subsection and the
requirements of the Secretary. The Secretary may
require that the Association make loans to
borrowers within a geographic area or for the
benefit of students attending institutions of
higher education that certify, in accordance with
standards established by the Secretary, that their

students are seeking and unable to obtain loans.
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(iv) Notwithstanding any other provision in
this part, the Association shall be required to
pay to the Secretary, at such intervals as the
Secretary may specify, interest on the funds
advanced pursuant to this paragraph in an amount
equal to the interest paid by the borrowers of
loans made pursuant to this paragraph.

"(B) Loans made pursuant to this paragraph
shall be insurable by the Secretary under section
429 with a certificate of comprehensive insurance
coverage provided for under section 429 (b) (1).

"(C) Notwithstanding any other provision in
this part, the Secretary shall pay the Assoclation
a fee, in an amount established by the Secretary
is consultation with the Association, in
conjunction with the Association, for making such
lender-of-last-resort loans in lieu of interest
and special allowance subsidies, and the
Association shall assign such loans to the
Secretary on demand. Upon such assignment, the
portion of the advance represented by the loans
assigned shall be considered repaid by the
Association.

"(D) The Secretary may make the advances and

pay the fees described in this paragraph from
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funds available under this part or under section
458 of the Act."

(2) by redesignating subsections (r) (and (s)] as
subsections (t) [and (u)), respectively; and

(3) by inserting immediately after subsection (g) the
following new subsections:

"(r) ADVANCES TO THE ASSOCIATION FOR LOAN PURCHASES.--
(1) Whenever the Secretary determines that it is necessary
to the successful transition from the Federal Family
Education Loan Program under this part to the William D.
Ford Federal Direct Loan Program under part D of this title,
the Secretary is authorized to provide the Association with
advance funds, which the Association shall use to purchase
loans made under this part that are insured by a guaranty
agency.

"(2) Loans purchased pursuant to this subsection shall
be insurable by the Secretary under section 429, with a
certificate of comprehensive insurance coverage provided for
under section 429 (b) (1), in lieu of the insurance provided
by a guaranty agency prior té'such purchase.

"(3) Notwithstanding any other provision in this part,
the Association shall be required to pay to the Secretary,
at such intervals as the Secretary may specify, interest on
the funds advanced pursuant to this subsection in an amount

equal to the interest paid by the borrowers of loans made
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pursuant to this subsection.

"(4) Notwithstanding any other provision in this part,
the Secretary shall pay the Association a fee, in an amount
established by the Secretary in consultation with the
Assoclation, in lieu of interest and special allewance
subsidies on the loans purchased under this subsection, and
the Association shall assign such loans to the Secretary on
demand. Upon such assignment, the portion of the advance
represented by the loans assigned shall be considered repaid
by the Association.

"(5) The Secretary may make the advances and pay the
fees described in this subsection from funds available under
this part 6r under section 458 of the Act."

8EC. 203. OTHER SECONDARY MARKETS, --
Part B of Title IV of the Act is further amended by adding
at the end thereof the following new section:

"SEC. 441. ADVANCES AUTHORIZED.--

(a) PURPOSES.--The Secretary is authorized to make
advances to one or more secondary markets described in
subsection (b) from funds specified in subsection (¢) to
enable_such secondary market to--~

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

terms consistent with the provisions in section 439 (q)

(2) (including fees in lieu of interest and special

allowances subsidies, and assignment on demand)
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regarding lender-of-last-resort loans by the Student
Loan Marketing Association; or |

(2) purchase loans made under this part that are
insured by a guaranty agency on terms consistent with
the provisions in section 439(r) (including fees in
lieu of interest and special allowance subsidies, and
assignment on demand) regarding such purchases by the

Student Loan Marketing Association.

(b) ELIGIBLE SECONDARY MARKET.--In order to be
eligible to receive advances under this section, a secondary
market must meet the definition of an eligible lender in
Section 435 (d) and such other eligibility criteria as the
Secretary may specify.

(¢) SOURCES OF ADVANCE FUNDS.=-The Secretary may makg
the advances and pay the fees described in this section from
funds available under this part or under.section-458 of the
Act." |
S8EC. 204. REPEAL OF SECTiON 439

Section 439 of the Act shall be repealed as of the date
the Association is dissolved pursuant to section 440(c) of

the Act, as added by section 201 of this Act.

TITLE III--FEDERAL FAMILY EDUCATION LOAN
RESERVE RECOVERY AMENDMENTS
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BEC. 301,

(a)

1
RECOVERY OF RESERVES. =~
Section 422 of the Act is amended--
(1) 1in subsection (g)(1)=--

(A) in the second sentence therein, by
inserting "except as provided in subsection (h),"
immediately after "However,";

(B) 1in the third sentence therein, by
striking out "The reserves" and inserting in lieu
thereof "Reserves not recovered pursuant to
subsection (h)";

(€) by striking out subparagraph (A);

(D) in subparagraph (D), by striking out
"subparagraph (A) or (B)" and inserting in lieu
thereof "subparagraph (A)"; and

(E) by redesignating subparagraphs (B), (C),
and (D) as subparagraphs.(A), (B), ard (C),
respectively; and

(2) by adding at the end thereof the following

new subsection:

"(h) RECOVERY OF RESERVES IN FISCAL YEARS 1996

THROUGH 2000.~=-(1) Notwithstanding any other provisicn

of law, the Secretary shall recover from the reserve

funds held by guaranty agencies an aggregate amoﬁnt

that

1996,
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1998, $150,000,000 for fiscal year 1999, and
$100,000,000 for fiscal year 2000, except that such
.annual minimum recovery amounts shall not apply once
the Secretary has recovered $1.1 billion under this
subsection. The Secretary shall establish criteria for
selecting the guaranty agencies that shall be required
to return reserve funds, as well as criteria for
détermining the amount of reserve funds (which shall
include the value of any reserve fund assets, and may
include reserve funds or assets held by, or under the
control of, any other entity) that each guaranty agency
selected by the Secretary shall be required to return.
Except as provided in paragraph (3), funds returned to
the Secretary under this subsection shall be deposited
in the Treasury.

"(2) The criteria described in paragraph (1)
shall be established by the Secretary after consulting with
representatives of the higher education community, and shall
be designed to meet the needs of the Federal Family
Educatioﬁ Loan Program under this part, assist in the
orderly transition from such program to the William D. Ford
Federal Direct Loan Program under part D of this title, and
protect the Federal fiscal interest.

"(3) If funds in excess of $1.1 billion in the

aggregate are returned under this subsection, such excess
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funds shall be available to the Secretary for use in the
orderly transition from the Federal Family Education Loan
Program under this part to the William D. Ford Federal
Direct Loan Program under part D of this title.".
(b) Section 428 of the Act is amended--

(1) in subsection (b)(1)(X), by striking out
"maintains reserve funds determined by the Secretary to be
sufficient in relation to such agency's guarantee
obligations." and inserting in lieu thereof "maintains a
level of financial strength that meets the requirements
established by the Secretary pursuant to section
428(c) (9) (A)."; and

(2) 1in subsection (c)(9)--

(A) by amending the paragraph headin§ to
read as follows: "FINANCIAL STRENGTH OF GUARANTY AGENCIES;
TERMINATION OF GUARANTY AGENCY AGREEMENTS.--";

(B) by amending subparagraph (A) to read as
follows:

"(Ai(i) Notwithstanding any other provision
of law, the Secretary is authorized to establish a required
level of reserve funds for each guaranty agency that has
entered into an agreement with the Secretary pursuant to
this subsection. Such reserve requirements shall be
designed to meet the needs of the Federal Family Education

Loan Program under this part, assist in the orderly
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transition from such program to the William D. Ford Federal
Direct Loan Program under part D of this title, and protect
the Federal fiscal interest.
"(ii) If, in carrying out section

422(h), the Secretary determines that the needs of the
Federal Family Education loan Program under this part, the
orderly transition from such program to the William D. Ford
Federal Direct Loan Program under partlD of this title, and
the Federal fiscal interest would be better served by a
method of providing financial support for guaranty agency
operations other than the use of reserve funds, then,
notwithstanding any other provision of law, the Secretary is
authorized, after consulting with representatives of the
higher education community and informing thé Congress, to
establish such alternate method in lieu of reserves. Such
alternate method may include, but shall not be limited to,
the provision of working capital to guaranty agencies on a
case-by-case basis."; and

(€) in subparagraph (C) (i), by striking out
"falls below the required minimum reserve level” and
inserting in lieu thereof "fails to meet the financial
strength requirements established by the Secretary pursuant
to subparagraph (A)".
SEC. 302. FISL AMENDMENTS.

(a) Section 421(a) (1) of the Act is amended--
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(1) in subparagraph (a), by striking out the
comma at the end thereof and inserting in lieu thereof
a semicolon;

(2) in subparagraph (b), by adding at the end
thereof the following: "or to a loan made under part D
of this title;"; and

(3) in subparagraph (C), by striking out the
comma and inserting in lieu thereof a semicolon.

(b) Section 3423 of the Act is amended--

(1) in subsection (a), by striking out the period
at the end thereof and inserting in lieu thereof a
comma and "or to direct loans under part D of this
title."; and

(2) 1in subsection (b)--

. (A) in paragraph (2), by striking out "or"
at the end thereof;

(B) in paragraph (3), by striking out the
period at the end thereof and insertihg in lieu
thereof a semic§lon'and vor"; and

(C) by adding at the end thereof the
following new paragraph:

"(4) for the insurance of loans made to
student borrowers (or to parents, on behalf of
students) in a State where there is not States

student loan insurance program for student
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