95-141530

DEPARATME'NT OF THE TREASURY
WASHINGTON, D.C. 20220
January 17, 1995

SECRETARY RUBIN u/
DEPUTY SECRETARY NEWMAN M

Darcy Bradbufggiééa n - ATy f
Deputy Assistant Secretary & OQM Y ‘

(Federal Finance)

Sallie Mae Privatization and the President's .
Budget ‘ » |

! Treasury has been working with Education, OMB and NEC to
analyze a possible privatization of Sallie Mae. Treasury is the
safety and soundness oversight agency for Sallie Mae. The
upcoming budget and concerns about Congressional scrutlny of the
direct lending program have precipitated some rapid movement in
thls mattpr.

(1) OMB plans to include in the Budget a ramp up of direct

|- student loans to 100% of the student loan market and a’

i complete phase out of guaranteed student loans. This is !
; expected to score at $5 billion over 5 years, and Treasury !
| was not consulted in this decision.

|
;

{ . . .

(?) Education has commenced an administrative proceeding to stop
| Sallie Mae from vigorously competing with direct lending.
Education's threat is to declare Sallie Mae an ineligible
lender and void the federal guarantee on all outstanding
loans held by Sallie Mae. This will intensify the
hostility between Education and Sallie Mae. Education

is also fighting with SIMA about whether Sallie has to pay
the "offset fee" on loans it securitizes.

(3) We have convinced Education, 'OMB and NEC to link the

; legislation to eliminate guaranteed loans with the

i legislation for a complete privatization of Sallie Mae.

‘ Prior to this linkage, Education and OMB were not willing to

[ agree to a certain transfer of Sallie Mae's assets and

i capital to a new private company. : 0
I

(4) Direct'lending was not very popular with the Republicans
o when it was passed -- hence the 60% cap on direct lending's

. market share in the statute. The Administration is now

f taking a very aggressive approach with Sallie Mae which w111

{ make passage of privatization legislation even more

| complex. :

i We expect to have draft legislation on the privatization
ready in several weeks, and will brief you at that time to seek
your approval. These other actions, however, will shape the
Admlnlstratlon s position to a great degree.
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MEMORANDUM FOR SECRETARY RUBIN - p Dﬂ\i‘ ACTION |
o . y ‘
THRpUGH: Under Secretary Hawke
FROM: . Darcy Bradbur ' : |

| Deputy Assistant Secretary (Federal Finance)
SUB?ECT: Privatizing Sallie Mae
ACTION FORCING EVENT: ' ‘ '

The‘Admlnlstratlon has prepared a blll to implement the Pre51dent’
goal to move to 100% direct student loans and to privatize Sallie Mae.
Treasury has led the Administration working group to develop this
legislation together with OMB, NEC, Education and DPC.

| .

RECOMMENDATION:

| \V Agree Disagree Let’s Discuss
1 A -
BACKGROUND/ANALYSIS:

As the safety and soundness regulator for Sallie Mae, Treasury has
béen developing privatization legislation with this Administration
”*wqrging—greup_for_ouer_a_year. The President’s FY 1996 budget includes
méving to 100% direct student loan and phasing out the bank-based, ?
guaranteed student loan program. That proposal creates $5.2 bllllon in .
budget savings in FY 1996-2000 and is consistent with the President’s
educatlon priorities. The Administration has decided to submit one
bill that includes both proposals. The concept of 100% direct lending -
has| little support in Congress. The privatization piece will be i
acceptable to the Administration even if the current law on direct
lendlng prevails, since 100% direct lending is permltted under current
law;at a later time.
| i -
The ! House is considering legislation to privatize Sallie Mae. A bill
was | reported out by the Education and Economic Opportunities Committee
on June 8th. We testified in support of privatization in both the '

' EXECUTIVE SECRETARIAT
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House and Senate, and have worked with House staff to improve their
bill (which began with a Sallie Mae draft) as much as possible. If we

trqnsmit a bill to the Senate now, it will be easier to get a better
" bill. ‘
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Tab%A: Letters to Congress
Tab;B: Outline of legislation
Tab |C: Proposed legislation
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Department
of the Treasury

Execdtive Secretary

date:.
7/19
Bob:

While Sallie Mae’s stock is privately held and is
“not owned by Treasury, Sallie Mae has a
number of links to Treasury and to the U.S.
government. These links include authority to
borrow from Treasury, exemption from certain
taxes, and Treasury regulation of its "safety and -
soundness.” Sallie Mae bondholders and
shareholders generally interpret the sum of -
these links to amount to a kind of implicit
government guarantee on their investments.

"Privatization" of Sallie Mae amounts to a
severing of these links. The attached table sets
out additional links between Sallie Mae and
other Government Sponsored Enterprises
(GSEs) and the U.S. government.

With your approval I will send out the letters
transmitting our proposal.

, QS Yes, send the letters.

No, please provide additional
information. ‘

J. Benjamin H. Nye

room 3408
phone 622-2735




Government-sponsored Enterprise Links to the Federal Government

Table |

e e e T T e e T T e e T T T T T I N —— e - - - —College
Federal Federal . Federal Federal Student Construction
- National Home Loan  Home Farm Agricultural  Loan Loan
Mortgage - Mortgage Loan Credit Mortgage Marketing Insurance
Feature Association  Corporation  Banks System  Corporation  Association  Association
Chartered by Act of Congress Yes " Yes Yes - Yes Yes Yes No .
Ownership Private Private Private - Private Private Private Federal & Private (a)
President or presidential appointees Yes (5/18) Yes (5/18) Yes (6/14) (b) No Yes (5/15) Yes (7/21) Yes (4/11) .
appoint some board members ‘ o
Treasury lending authorized $2.25B $2.25B $4.0B No(c)  $1.5B (d) $1.0B No
Treasury approval of debt issuance Yes Yes Yes. No No Yes No
Eligible for Fed open market purchases Yes Yes Yes Yes n/a (e) Yes No
Use of Fed as fiscal agent ‘ Yes ~ Yes ~ Yes - Yes Yes Yes No
Eligible to Collateralize public deposits Yes Yes Yes Yes Yes Yes No -~
" (all US Government; most State & local) ‘
Exempt from SEC registration (1933 Act) Yes Yes Yes Yes No Yes No
Y ' :
Government securities for purposes Yes Yes Yes Yes No Yes No
of the Securities Exchange Act of 1934 :
Eligible for unlimited investment by . Yes . Yes Yes Yes Yes Yes No
national banks and State bank FR members :
Eligible for unlimited investment by Yes Yes Yes Yes Yes . Yes No
thrifts regulated by FDIC or OTS
Exemption of corporate earnings from No, No . Yes Yes(f) No No No
Federal income tax '
Exemption of corporate eamings from Yes Yes Yes - Yes No Yes No
State and local income tax '
Exemption of interest paid from State No No Yes Yes No Yes Nb
Income tax -
~ Subject to GAO audi't Yes (g} Yes (g) Yes No Yes No No
Federal regulator HUD HUD FHFB . FCA (h) FCA

(4} Federally-owned ntﬁck osy be sold afler five years from date of in:(;morﬂion,

{b) Each bank,

(¢} Treasury is suthorized lo guarantee up to $4 billion of Financist Assistance Corporation bonds,
(4) Upon required certification from FAMC, borrowing from Tressury suthorized 16 make payments

under gusrantee.

Sourte: Statutcs snd ieguhliops penaining to the GSEs.

(¢} Entity ncwly created,

(0 Federal Land Banks, Farm Credit Banks and Financis] Assistance Corporation,

{g) Morigage transactions may be subject to GAO audit under rules that may be prescribed by the
Comptroller General,

(h) The Farm Credit System Assistance Board also has certain powers with respect 10 the Financisl
Asvistance Corporation and the Sysiem institutions needing financial sssistance.

MT}@F#S .None
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF THE SECRETARY

July 18; 1995

Honorable Albert Gore, Jr.
PreSLdent of the Senate
Washlngton, DC 20510

Dear Mr. President:

Enclosed for the consideration of the Congress is a legislative
proposal entitled "The Accelerated Direct Loan Implementation and
SFudent Loan Marketing Association Transition Act of 1995 "

The proposed bill would amend the Higher Education Act of 1965
(QO,U.S.C. 1001 et seq.) to implement the William D. Ford Federal
Direct Loan Program on an accelerated schedule and to authorize

- the Student Loan Marketing Association (Sallie Mae) to reorganize
as a fully private business enterprise, without ties to the
Federal Government. (The‘appendlx,to this letter summarizes the
m?jor provisions of the proposed bill.)

Direct lending offers the student borrower convenience,
simplicity, and flexibility that encourages the pursuit of
postsecondary education and the career of his or her choice. By
acceleratlng the phase-in of direct lending, the proposed bill
would ensure that these benefits would be available more quickly
to more students, thelr parents, and participating institutions
of higher education. In addition, accelerated implementation of
direct lending and the phase—out of guaranteed lending would also
prov1de budgetary savings in Fiscal Years 1996-2000 beyond the
savings resulting from the current implementation schedule.

A Government-sponsored Enterprise (GSE) is no longer needed to
prov1de liquidity in the secondary market for guaranteed student
loans. Permitting privatization of Sallie Mae is a logical
extension of the transition to direct lending. Furthermore, even
: 1n the context of the current FFEL Program, Sallie Mae currently
purchases only about one-third of FFEL Loans.

P%lvatlzatlon would permit the company to enter into other
economlc activities as the guaranteed loan programs wind down and
the need for secondary markets ultimately disappears. It would
also be an example of a successful transition by an enterprise
from government sponsorship to fully private status. The bill
would ensure that the financial safety and soundness of the GSE
1s protected during the transition to private status in order to
avoid any possibility that legislation might be needed to prevent
default on the GSE's obligations. Should Sallie Mae's

' shareholders reject prlvatlzatlon, the bill provides for an
orderly dissolution of the GSE over an eight-year period.

800 lNDEPENDéNCE AVE., S.W. WASHINGTON. D.C. 20202

Our migsion is to ensure equal access to education and to promote educational excellence throughout the Nation.
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Page 2 - Honorable Albert Gore, Jr. .

Fﬂnally, the bill would require the Secretary of Education to
recall at least $1.1 billion in unneeded reserves held or
controlled by guaranty agencies in fiscal years 1996 through
2000. In addition to realizing savings, this recovery of
reserves is consistent with the systematic w1nd1ng down of
guaranty agency operations during the transition to direct
lendlng as well as the requisite protection of Federal resources.

Pay-As—~You-Go Requlrement

Thg omnibus Budget Reconciliation Act of 1990 requires that all
revenue and direct spending legislation for years through fiscal
year 1998 (when that Act is scheduled to expire) meet a pay-as-
you-go requlrement That is, no such bill should result in an
1ncrease in the deficit, and if it does, it will trigger a
sequester if not fully offSet. Under current law, Sallie. Mae
pays certain fees to the Federal Government. Under this bill,
Sallle Mae would be required to compensate the Government for
loss of these revenues, thus ensuring PAYGO neutrallty with
respect to this revenue loss. The bill also requires the future
issuance of stock purchase warrants or other consideration to the
Unlted States for the considerable benefits provided to Sallie
Mae and its shareholders for more than two decades.

We! estimate that this legislative proposaliwould reduce outlays
by $2.9 billion over FY 1996-1998, as illustrated by the table
below (estimate 1n millions), and by $5 2 billion over FY 1996-
2000

Acgelerated
Implementation
of| Direct Loans: : ‘

| 1995 1996 1997 1998 1996~1998 -
Budget Authority $0 $350- $1,067 $1,153 $2,570
OuFlays 0 299 745 . 1,006 2,050
Recall
of ' reserves: o

i 1995 1996 1997 1998 1996-1998
Budget Authority $0  $350 $250 $250 $850
QOutlays 0 350 250 250 850
Total
savings:

1995 19396 1997 1998 1996-1998

‘Budget Authority $O0 $700 $1,317 $1,403 $3,420
Outlays 0 649 995 1,256 2,900
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' - Page 3 - Honorable Aibert'Gore, Jr.

We are aware that the Congressional Budget Resolution directs the
Cbngre551onal Budget Office to deviate from current law in the
scoring of Direct Loans, and that 'this direction would result in
dlfferent estimates of the effect of this bill. Administration
sgorlng follows statutory requirements.

Wé urge the Congress to give prompt and favorable consideration
to this legislative proposal. If enacted, this proposal would
continue the transition to an'efficient, less costly student loan
program, and eliminate Government ties to a major financial GSE
in an orderly fashion that balances the interests of taxpayers,
stockholders, and students. The Office of Management and Budget
adv1ses that there is no objection to the submission of this
1eglslat1ve proposal to the Congress, and that its enactment
would be in accord with the program of the President. We are
sending an identical letter to the Speaker of the House of
Representatives. :

Sincerely,

Rlchard W. RlleYQ’gJZ " Robert E. Rubin
Secretary of Education . - .Secretary of the Treasury

\
Enclosures




APPENDIX ‘
‘The Accelerated Direct Loan Implementatlon

|
%and Student Loan Marketlng Assoc1atlon Transition Act of 1995
; ,

Accelerating the phase-in of Direct loans

The proposed bill would amend the Higher Education Act of 1965
(20 U.S.C. 1001 et seg.) to accelerate the transition from the
FFEL Program to the Direct Loan Program so that Direct Loans
would account for 80 percent of new student loan volume for
academlc year 1996-1997, and 100 percent of new volume for
academic year 1997-1998 and succeeding academic years. Current
law authorizes Direct Loans to account for 50 percent (plus
demand) for academic years 1996-1997 and 1997-1998, and 60
percent (plus demand) for academic year 1998-1999.

Dﬂrect lending is a prime example of the best kind of private
.sector partnership. The Direct Loan Program uses competitively
bid servicing contracts in . a partnership with the private sector.
In this way the Government .gets the lowest price for the services
needed and can oversee contractors to ensure quality. The
Department of Education estimates that it will pay guaranty
‘agencies nearly $174 million as an administrative expense
allowance for the fiscal year 1995 cohort of FFEL loans, based
solely on a uniform percentage of the agencies' portfolios that
1s;unrelated to any particular agency's performance or
operational efficiency. Under the Direct Loan Program, payments

for administrative expenses are directly related to service and
quality provided.

In|addition, FFEL lenders receive statutorily-mandated payments
tolcarry out their program responsibilities and to ensure that
they receive a guaranteed rate of return. In fiscal year 1995
alone, for example, the Department of Education estimates that it
w1ll pay banks more than $600 million in special allowance
payments that ensure that banks receive a guaranteed rate of
return. These costs do not ‘exist under the Direct Loan Program.

Apart from increasing efficiency through more effective use of
‘the private sector, and theicost savings, there are substantial
programmatic benefits that would be available to more students,
theﬁr parents, and participating institutions of higher
: educatlon. These benefits include a simpler and speedier process
for obtaining loans, a single holder of the loan throughout its
llfe, and flexible repayment options, including income contingent
repayment The structure of the Direct Loan Program dces not.
suffer from the many delays, inefficiencies, and confusion
1nherent in the compllcated interrelationships among the many
lenders, guaranty agencies, secondary markets, and loan servicers
in the FFEL Program. As a result, part1c1pat1ng institutions can
1mprove their service to students. ' Students can enjoy the

convenlence of obtaining all the components of their aid package
\
‘

!
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kPell Grants, Federal campus-~-based assistance, and any nonfederal
aid awarded by the institution, "as well as Dlrect Loans) fronm the
part1c1pet1ng institution, which.can serve as a one-stop student
financial aid center--a service that lenders cannot perform.
Furthermore under the 31mpler Direct Loan Program, borrowers
have a lower risk for errors and inadvertent defaults, as well as
lncreased debt management options, which encourage Amerlcans to
pursue postsecondary education and the career of their choice,
including lower-paying careers such as community service.

Accelerating the phase-in of direct lending would also build upohf

the successes enjoyed by the Department of Education in managlng
this program, and allow the Department to shift its
administrative resources from FFEL and focus them on direct
lendlng, thereby reducing the need for costly duplicative systems
to oversee the two programs 81multaneously The Department of
Educatlon places a high priority on managing the Direct Loan
Program eff1c1ently, and we are pleased to report that its
performance is viewed very favorably by Direct Loan borrowers and
part1c1pat1ng institutions alike.
érlvatlzlng Sallie Mae
Over the past five years, 'a number of studies, includihg one by
the Treasury Department issued in 1992, questioned whether there
was a continuing need for:the Student Loan Marketing Association
(Sallie Mae) to have Government-sponsored Enterprise (GSE)
status. The successful launch and expansion of direct lending
Has made it clear that it. is time for Sallie Mae to cease to be a
-GSE in accordance with an orderly transition plan. The proposed
ball would authorize Sallie Mae, with stockholder approval, to
hange its status from a GSE to an ordinary business corporation
pprsuant to a reorganization plan that would be reviewed by the
Secretarles of the Treasury and Education. The reorganlzatlon,

if approved, must occur w1th1n 18 months of the date of
enactment.

Upder thls reorganization, Sallie Mae, the GSE, would become a
wholly-owned subsidiary of the ordinary business corporation (the
"Holdlng Company") during a transition period, which would end
w1th the dissolution of Sallie Mae no later than December 31,
2004 At the option of Sallie Mae's shareholders, the
reorganlzatlon plan could include the opportunity for the Holdlng
Company, through other sub51d1ar1es, to continue in Sallie Mae's
current line of business, but not as a GSE.

The choice whether to reorganize under the conditions stated in
the bill belongs to Sallie Mae's stockholders. However, the
choice whether Sallie Mae should continue to be a GSE is the
Federal Government's. Under the proposed bill, if the
stockholders did not approve Sallie Mae's reorganlzatlon as an
ordlnary business corporatlon, .a program of orderly liquidation




Page 3 - Appendix

over an eight-year period leading to dissolution of the company
would be triggered. Sallie Mae could request an acceleration or
extension of the date of dissolution, with the approval of the
SFcretaries of the Treasury and Education.

4
IE no reorganlzatlon occurs, then Sallie Mae must develop a
termlnatlon plan for the orderly winding down of its operations.

Thls plan, which would be subject to approval by the Secretary of

the Treasury, must ensure that Sallie Mae will maintain adequate
capltal during wind-down and have sufficient assets to transfer
to the trust at the date of dissolution. Sallie Mae would be
precluded from making distributions unless it was in compllance
w%th the termination plan.

As of the dissolution date,kany outstanding sallie Mae debt would

be transferred to a trust, together with enough noncallable full
falth and credit United states obligations to pay all principal
and interest on that debt. If the reorganization has occurred,
the Holding Company would be responsible for making up any
shortfall of obligations transferred.

DLrlng the transition period, Sallie Mae could issue new GSE debt
obllgatlons, provided that these obligations mature no later than
the dissolution date, but its business activities would be
restr;cted to existing contractual commitments and to certain
authorities de51gned to ensure continued student loan access.

The bill would ensure that Sallie Mae's separate corporate

dentlty is preserved during the transition period, and would
1nsulate it from any financial risk that the Holding Company may
experience during that time. The GSE would be perm;tted to make
dlstrlbutlons to the Holding Company, as long as it is in
compllance with its capital ratio and any required payments to
the United States have been- made.

Other measures in thls proposal that are intended to ensure the
flnanCLal safety and soundness of Sallie Mae during the
tran51t10n period include provisions that would strengthen the
Secretary of the Treasury's over51ght authority, add additional
'reportlng requirements, and increase the GSE's minimum capital
ratlo (along with a requirement that the Holding Company
contrlbute 1f Sallie Mae falls below that mlnlmum)

1
Two additional concerns addressed in the proposed legislatien are
ensurlng the budget neutrality of the change in Sallie Mae's
status and compensating the Federal Government in recognition of
the significant benefits the Federal Government has provided to
Sallle Mae and its stockholders through GSE status for more than
two decades. To address the first concern,  Sallie Mae would be
requlred to compensate the Federal Government for the loss of
revenues that it would have paid to the Federal Government under
current law, if it had continued its GSE status. As to the
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se%ond concern, the proposal would require the issuance of stock
purchase warrants, or other consideration, to the United States.
| . R ‘
Recall of advances
Thls legislative proposal would requ1re the Secretary to recover
from the reserve funds held by guaranty agencies at least $1.1
bllllon in unneeded funds by fiscal year 2000. 1In addition to
furtherlng the transition from the FFEL Program to the Direct
Loan Program, recovering reserve funds is fully consistent with
the current role of the guaranty agency in the FFEL Proqram—-
because the Secretary of Education is the ultimate insurer of all
FFEL guarantees, a guaranty agency functions more like a loan
serv1cer than a guarantor.' As a result, guaranty agencies' need
for reserve funds to protect against losses-is diminished.

The proposal would authorize the Secretary of Education to
establlsh a required level of reserve funds for each guaranty
agency. These reserve amounts would be set at levels designed to
meet the needs of the FFEL Program, assist in the transition to
Dlrect Loans, and protect the Federal fiscal interest. 1In
‘addition, the Secretary would be authorized to establish an
alternatlve to reServes as a means of providing financial support
to§guaranty agencies; one such alternative could be a system
providing working capital to guaranty agencies on a case-by-case
ba51s This authority would give the Secretary of Education the
flex1b111ty to address the changing needs of the guaranty
agencmes and the FFEL and Direct Loan systems during the
tran51t10n Consistent with the proposed recovery of reserve
funds, the bill would ‘also make a conformlng amendment that would
greatly reduce the amount of funds guaranty agencies need to have
on hand to dlscharge their 1nsurance obllgatlons

O

ther grov151ons to _ensure access to loan capltal before direct
ending is avallable

[d

l

As'we have noted previously, a central consideration during the
current as well as the accelerated phase-in schedule for direct
lendlng is continued access to student loans. Under current law,
untll July 1, 1997, the Secretary is limited as to how much
dlrect lending can be done. Even under the accelerated phase-in,
there may be instances in which direct lending is not immediately
available to meet a temporary loan access problem. Therefore,
the bill would provide several new authorities. The Secretary of
Educatlon would be able to provide funds to Sallie Mae for new
lender-of last-resort (LLR). activities, under a proposed
expan81on of its current LLR authority. In addition, eligible
enqltles functioning as secondary markets would be authorized to
make LLR loans, as well as to purchase loans, using funds
provxded by the Secretary of Education. These provisions are
optlens designed to ensure continued student locan access; the )
Depertment of Education does not anticipate having to use these
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authorltles. Finally, thls proposal would also authorize- the
Secretary of Education to resume providing Federal loan insurance
(lnstead of merely reinsuring loans that have been insured by .
quaranty agencies) as necessary to ensure students continued
access to loan capital. These provisions would ensure that the
Secretary of Education has the flexibility to address loan access
1ssues in an orderly manner and to assist in the transition from

guaranteed to direct lending. %

|
| ’
|
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UNITED STATES DEPARTMENT OF EDUCATION
' OFFICE OF THE SECRETARY '

July 18, 1995

Honorable Newt Glngrlch
Speaker of the House of Representatives
Washlngton DC 20515

Dear Mr. Speaker:

Enciosed‘for the consideration of the Congress is a legislative

proposal entitled "The Accelerated Direct Loan Implementation and

Student Lcan Marketing Association Transition Act of 1995."

The proposed bill would amend the Higher Educatlon Act of 1965
(ﬂo U.S.C. 1001 et seq.) to implement the William D. Ford Federal
Dlrect Loan Program on an accelerated schedule and to authorize
the Student Loan Marketing Association (Sallie Mae) to reorganize
as a fully private business enterprise, without ties to the
Féderal Government. (The appendix to this letter summarizes the

major provisions of the proposed bill.)

Dlrect lending offers the student borrower convenience,
51mp11c1ty, and flexibility that encourages the pursuit of
Apostsecondary education and the career of his or her choice. By
accelerating the phase-in of direct lending, the proposed bill
would ensure that these benefits would be available more quickly
to more students, their parents, and participating institutions
ofjhigher education. In addition, accelerated implementation of
direct lending and the phase-out of guaranteed lending would also
prov1de budgetary savings in Fiscal Years 1996-2000 beyond the
sav1nqs resulting from the current implementation schedule.

A Government- sponsored Enterprise (GSE) is no longer needed to
'prov1de liquidity in the secondary market for guaranteed student
1oans. Permitting prlvatlzatlon of Sallie Mae is a logical
extension of the transition to direct lending. Furthermore, even
1n%the context of the current FFEL Program, Sallie Mae currently
purchases only about one-third of FFEL Loans.
Prgvatlzatlon would permlt ithe company to enter into other
economlc activities as the guaranteed loan programs wind down and
the need for secondary markets ultimately disappears. It would
also be an example of a successful transition by an enterprise
from government sponsorship to fully private status.  The bill
would ensure that the financial safety and soundness of the GSE
ls]protected during the transition to private status in order to
avoid any possibility that legislation might be needed to prevent
- default on the GSE's obligations. Should Sallie Mae's
shareholders reject prlvatxzatlon, the bill provides. for an
orderly dissolution of the ‘GSE over an elght—year period.

i
600 INDEPENDENCE AVE., S.W, WASHINGTON. D.C. 20202

‘ Our mission is to ensuré equal access to education and to promote educattonal excellence throughout the Natfon.
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Flkally, the bill would requlre the Secretary of Education to
recall at least $1.1 billion in unneeded reserves held or
controlled by guaranty agencies in fiscal years 1996 through
2000. In addition to realizing savings, this recovery of
reserves is consistent with the systematic winding down of
gueranty agency operations during the transition to direct

' lending as well as the requisite protection of Federal resources.

Pa%-As-YoumGo Requirement

The Omnibus Budget Reconciliation Act of 1990 requires that all
revenue and direct spending legislation for years through fiscal
year 1998 (when that Act is scheduled to expire) meet a pay-as-
you-go requlrement. That is, no such bill should result in an
lncrease in the deficit, and if it does, it will trigger a
sequester if not fully offset Under current law, Sallie Mae
pays certain fees to the Federal Government. Under this bill,
Sallie Mae would be requlred to compensate the Government for
loss of these revenues, thus ensuring PAYGO neutrallty with
respect to this revenue loss. The bill also requires the future
lssuance of stock purchase warrants or other consideration to the
Unlted States for the considerable benefits provided to Sallie
Mae and its shareholders for more than two decades.

We| estimate that this leglslatlve proposal would reduce outlays
by| $2.9 billion over FY 1996-1998, as illustrated by the table
below (estlmate in mllllons), and by $5.2 bllllOn over FY 1996~
20?0.

Accelerated ,
Inplementation
of Direct Loans:

! 1995 1996 1997 1998 1996-1998
Budget Authority $0 $350 $1,067 $1,153 $2,570
OuFlays 0 299 745 1,006 2,050

|
Recall
of reserves: »

§ 1895 1996 1897 1998 1996~-1998
Budget Authority $0 $350 $250 - $250 $850
outlays 0 350 250 250 850
Total
savings:

: 1995 1996 1997 1998 1996-1998
Budget Authority $0 $700  $1,317 $1,403 $3,420
Outlays . 0 649 995 1,256 2,900
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Page 3 - Honorable Newt Gingrich

Wé are aware that the Congressional Budget Resolution directs the
Congre551onal Budget Office to deviate from current law in the
scoring of Direct Loans, and that this direction would result in
d%fferent estimates of the effect of this bill. Admlnlstratlon
scoring follows statutory requirements..

We urge the Congress to give prompt and favorable con51deratlon
to this legislative proposal. If enacted, this proposal would
cqntlnue the transition to an efficient, less costly student loan
program, and eliminate Government ties to a major financial GSE
1n an orderly fashion that balances the interests of taxpayers,
stockholders,Aand students. The Office of Management and Budget
‘advises that there is no objection to the submission of this
legislative proposal to the Congress, and that its enactment
would be in accord with the program of the President. We are
sendlng an identical letter to the President of the Senate.

- Slncerely

Rlchard W. Rlley : : 'Robert E. Rubin .
Secretary of Education : Secretary of the Treasury

chlosures
|

|
|
|
i
|
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+ APPENDIX
‘ The Accelerated Direct Loan Implementatlon
and Student Loan Marketing Association Transition Act of 1995

Accelerating the phase-in bf Direct loans

The proposed blll would ‘amend the Higher Education Act of 1965
(20 U.S.C. 1001 et seqg.) to accelerate the transition from the
FFEL Program to the Direct Loan Program so that Direct Loans
would account for 80 percent of new student loan volume for .
academlc year 1996-1997, and 100 percent of new volume for
academlc year 1997-1998 and succeeding academic years. Current
law authorizes Direct ‘Loans to account for 50 percent (plus
demand) for academic years 1996-1997 and 1997-1998, and 60
pTrcent (plus demand) for academic year 1998-1999.

Direct lending is ‘a prime example of the best kind of private
sector paztnership " The Direct Loan Program uses competitively
bld servicing contracts in a partnership with the private sector.
In this way the Government. gets the lowest price for the services
needed and can oversee contractors to ensure quality. The
Department of Education estimates that it will pay guaranty
agencies nearly $174 million as an administrative expense
allowance for the fiscal year 1995 cohort of FFEL loans, based
solely on a uniform percentage of the agencies' portfolios that
1s unrelated to any particular agency's performance or
operatlonal efficiency. Under the Direct Loan Program, payments
for administrative expenses are directly related to service and
'quallty provided.

In addition, FFEL lenders receive statutorily-mandated payments
to carry out their program responsibilities and to ensure that
they receive a guaranteed rate of return. 1In. fiscal year 1995 .

alone, for example, the Department of Education estimates that it

wﬂll pay banks more than $600 million in special allowance
payments ‘that ensure that banks receive a guaranteed rate of
return. These costs do not exist under the Direct Loan Program

\ Apart from increasing eff1c1ency through more effective use of

the private sector, and the cost savings, there are substantial
programmatlc benefits that would be available to more students,
their parents, and participating institutions of higher '
educatlon These benefits include a simpler and speedier process
for obtaining loans, a single holder of the lcan throughout its
llfe, and flexible repayment options, including income contingent
repayment The structure of the Direct Loan Program does not
suffer from the many delays, inefficiencies, and confusion
1nherent in the compllcated interrelationships among the many
lenders, guaranty agencies, secondary markets, and loan servicers
1n the FFEL Program. As a result, part1c1pat1ng institutions can
1mprove their service to students. Students can enjoy the
convenience of obtalnlng all the components of their aid package
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(Pell Grants, Federal campuSmbased a551stance, and any nonfederal

ald awarded by the institution, as well as Direct Loans) from the

part1c1pat1ng institution, which. can serve as a one~stop student
financial aid center--a service that lenders cannot perform.
Furthermore, under the srmpler Direct Loan Program, borrowers

have a lower risk for errors and inadvertent defaults, as well as

increased debt management' options, which encourage Americans to
pursue postsecondary education and the career of their choice,
1nclud1nq lower-paying careers such as community service.

Acceleratlng the phase-in' of direct lending would alsco build upon’

the successes enjoyed by the Department of Education in managing
thls program, and allow the Department to shift its
admlnlstratlve resources from FFEL and focus them ‘on direct
lendlng, thereby reduc1ng the need for costly duplicative systems
to oversee the two programs 51multaneously The Department of

‘ Educatlon places a high prlorlty on managing the Direct Loan

Program eff1c1ently, and we are pleased to report that its
performance is viewed very favorably by Direct Loan borrowers and
participating 1nst1tutlons allke

)
i

rPrlvatlzlng Sallle Mae~

Over the past five years,’'a number of studies, including one by
the Treasury Department issued in 1992, questioned whether there
was a continuing need for;the Student Loan Marketing Association
(Sallle ‘Mae) to have Governmentesponsored Enterprlse (GSE)

‘'status. The successful launch and expansion of direct lending

has made it clear that it:;is time for Sallie Mae to cease to be a
GSE in accordance with an orderly transition plan. The proposed
blll would authorize Sallie Mae, with stockholder approval, to
change its status from a GSE to an ordinary business corporation
pursuant to a reorganization plan that would be reviewed by the
Secretarles of the Treasury and Education. The reorganization,
rf approved, must occur W}thln 18 months of the date of
enactment. :

P

Under this reorganlzatlon, sallie Mae, the GSE, would become a

wholly~owned subsidiary of the ordinary busmness corporation (the

"Holdlng Company") during a transition period,:which would end
1th the dissolution of Sallie Mae no later than December 31,
2004 At the option of Sallle Mae's shareholders, the
reorganlzatlon plan could'include the opportunity for the Holding
Company, through other subsidiaries, to continue in Sallie Mae's

current line of business, but not as a GSE.

The ch01ce whether to reorganlze under the conditions stated in
the bill belongs to Sallle Mae's stockholders. However, the
ch01ce whether Sallie Mae ishould continue to be a GSE is the
Federal Government's. Under the proposed bill, if the

_stockholders did not approve Sallie Mae's reorganlzatlon as an

ordlnary business corporatlon, a program of orderly liquidation

i
i
!
i
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Pége 3 - Appendix
o&er an ezght-year period leading to dissolution of the company
would be. triggered. Sallie Mae could request an acceleration or
extens1on of the date of dissclution, with the approval of the
Secretarles of the Treasury and Education.

1 :
If no reorganization occurs, then Sallie Mae must develop a
termination plan for the orderly winding down of its operations.
Thls plan, which would be subject to approval by the Secretary of
the Treasury, must ensure that Sallie Mae will maintain adequate
capltal during wind-down and have sufficient assets to transfer
to the trust at the date of dissolution. Sallie Mae would be
precluded from making distributions unless it was in compliance
with the termination plan.
AQ of the dlssolutlon date, any outstanding Sallie Mae debt would
be transferred to a trust, together with enough noncallable full
faith and credit United States obligations to pay all pr1nc1pal
and interest on that debt. If the reorganization has occurred,
the Holding Company would be responsible for making up any
shortfall of obllgatlons transferred.
Durlng the transition period, Sallie Mae could issue new GSE debt
obligations, provided that these obligations mature no later than
the dissolution date, but its business activities would be
restrlcted to existing contractual commitments and to certain
authorltles designed to ensure continued student loan access.

Twe bill would ensure that Sallie Mae's separate corporate
1dent1ty is preserved during the transition period, and would
1nsulate it from any financial risk that the Holding Company may
experience during that time. The GSE would be permltted to make
" distributions to the Holding Company, as long as it is in
compllance with its capital ratio and any required payments to
the United States have been made.

‘Other measures in this proposal that are intended to ensure the
fznanczal safety and soundness of Sallie Mae during the
transition period include provisions that would strengthen the
Secretary of the Treasury's eversxght authority, add additional
reporting requirements, and increase the GSE's minimum capital
ratio (along with a requlrement that the Holding Company
contrxbute if Sallie Mae falls below that minimum).

Two additional concerns addressed in the proposed legislation are .

ensuring the budget neutrality of the change in Sallie Mae's
status and compensating the Federal Government in recognition of
the significant benefits the Federal Government has provided to
Sallle Mae and its stockholders through GSE status for more than
twe decades. To address the first concern, Sallie Mae would be
requlred to compensate the Federal Government for the loss of
revenues that it ‘would have paid to the Federal Government under
»current law, if it had contlnued lts GSE status. As to the

|
|
|
|
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second concern, the proposal would require the issuance of stock
purchase warrants, or other consideration, to the United States.

A Recall of advances

Thls legislative proposal would require the Secretary to recover
from the reserve funds held by guaranty agencies at least $1.1
bﬂlllcn 1n unneeded funds by fiscal year 2000. In addition to
furtherlng the transition from the FFEL Program to the Direct
Loan Program, recovering reserve funds is fully consxstent with
tﬂe current role of the guaranty agency in the FFEL Program--
because the Secretary of Education is the ultimate insurer of all
FFEL guarantees, a guaranty agency functions more like a loan
servicer than a guarantor. As a result, guaranty agencies' need
fﬂr reserve funds to protect against losses is dlmlnlshed.

THe proposal would authorlze the Secretary of Education to
esFabllsh a required level of reserve funds for each guaranty
agency. These reserve amounts would be set at levels designed to
meet the needs of the FFEL Program, assist in the transition to
Direct Loans, and protect the Federal fiscal interest. In
addition, the Secretary would be authorized to establish an
alternative to reserves as a means of providing financial support
to guaranty agencies; one such alternative could be a system
prov1d1ng working capital to guaranty agencies on a case-by-case
basxs. This authority would give the Secretary of Education the
flexlblllty to address the changing needs of the guaranty
~agencies and the FFEL and Direct Loan systems during the
tran31tion Consistent with the proposed recovery of reserve .
funds, the bill would also make a conforming amendment that would
greatly reduce the amount of funds guaranty agencies need to have
on, hand to discharge thelr lnsurance obligations.

Other Qrov sions to ensure access to loan cagltal before direct
1e nding is available

As we have noted previously, a central con51derat10n during the
current as well as the accelerated phase~in schedule for direct
lendlng is continued access to student loans. Under current law,
untll July 1, 1997, the Secretary is limited as to how much
dlrect lending can be done. Even under the accelerated phase-in,
there may be instances in which direct lending is not immediately
avallable to meet a temporary loan access problem. Therefore,
the bill would provide several new authorities. The Secretary of
Educatlon would be able to provide funds to Sallie Mae for new
lender-of last-resort (LLR) activities, under a proposed
expansmon of its current LLR authority. 1In addition, ellglble
entltles functioning as secondary markets would be authorized to
make LLR loans, as well as to. purchase loans, using funds
provxded by the Secretary of Education. These provisions are
options de*lgned +to ensure continued student loan access; the
Department. of Education does not anticipate having to use these

i
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authorities. Finally, this proposal would also authorize the

Secretary of Education to resume providing Federal loan insurance .

(1nstead of merely reinsuring loans that have been insured by
guaranty agencies) as necessary to ensure students continued
access to loan capital. These provisions would ensure that the
Secretary of Education has the flexibility to address loan access
1ssues in an orderly manner and to assist in the trans1tlon from
guaranteed to dlrect 1end1ng
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5 SUMMARY 'OF PROPOSED LEGISLATION
TO PROVIDE FOR TRANSITION OF
THE STUDENT LOAN MARKETING ASSOCIATION
| s o y

~Eli]mination of GSE Status
| . .

The legislation would provide two alternatives for
terminating the status of the Student Loan Marketing :
Association ("sallie Mae") as a government-sponsored

[ enterprise.

The shareholders of Sallie Mae would be given the |

o]
| option to reorganize Sallie Mae as an ordinary state-=
| chartered business corporation.
f & If the shareholders do not choose to reorganize, then

Sallie Mae would be required to wind down its business.

Under either alternative,

I'
! o) Sallie Mae would dissolve as of December 31, 2004.
f ke, Sallie Mae would be required to issue stock warrants or
| other consideration to the United States and to
f compensate the government for lost revenue from offset
i fees for a specified number of vyears.
|
| o Sallie Mae would enter a transition period during which
j new business activities would be restricted and new
| debt Lssued wou;d have to mature by December 21, 2004.
|
| o Sallie Mae's minimum capital ratio would be increased
| - from 2 to 3 percent beginning in the year 2000
|
c Treasury's safety and soundness oversight authority

would be enhanced, and Treasury would be authorized to
assess Sallie Mae for reasonable costs of such

oversight.

Sallie Mae would be required to establish a trust which
would hold Treasury securities or other full faith and
credit obligations of the United States sufficient to

pay any debt obligations of Sallie Mae that are
outstanding as,6 of the date of dissolution in accordance

with their terms
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A BILL

To amend the Higher Education Ac¢t of 1965 to provide for the full

| {

implementation of the William D. Ford Federal Direct Loan Program

éy Fiscal Year 1997, to provide for orderly termination of the

status of the Student Loah Marketing Association as a government-

i

%ponsored enterprise, to ;eqdire the return of certain Federal
ﬁunds held in reserve by guaranty agencies under the Federal

| : 1

%amily Education Loan Probram, and for other purposes.

i

| |
5' Be it enacted by the Senate and House of
|

Representatives of the United States of America in Congress

i
assembled,
|

SEC.>1, SHORT TITLE.

This Act may be cited as "The Accelerated Direct Loan
Program Implementafionvaﬁd Student Loan‘Marketing Association -
Transition Act of 1995."
8BEC. 2. FINDINGS AND PbRPOSE.

(a) Findings.——The;Congress hereby finds that-- -

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

| - provides substanﬁiaily greater benefits to borrowers,

! .
participating institutions of higher education, and

| o
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ﬁaxpayers than the Federal Family Education Loan Program,
including-- C
(A) a simpier ahd speedier process through‘which
to obtain lcans,?which, by reducing‘pfocessing t;me and
~using electronic data and funds transfers, improves the
level of service to students, and frees institutional
- administrative gersonnel for more important duties,
such as counsel{ng students regarding financial aid;
k(B) flexi@le repayment options, including income
contingent repagment, which, by varying loan repayments
in relation to income, enéourages Americans to pursue
postSecondary eéucaticn and.mitigaﬁes the impact of
student loan regayments on students' deéisions ;bout
whether to pursée lower-paying careers, such as public
service; l
(C) a sihéle holder throughout the life of the
loan, which enaﬁles the borrower to send one payment,
or a single request for deferment .or forbearance, for
all Direct Loané to one place, fegardless of'the nunmber
of loans or where they were originated; and
(D) the elimination of the delays,
inefficiencies,rand dcnfusion inherent in the
'complicated intérrélationships of the many lenders,

guaranty agencies, secondary markets, and loan

servicers in th? Federal Family Education Loan Program;
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(2) the Department of EdgCation‘s performance in
managing the Direct Léan phase-in is viewed very favorably
by borrowers and participating institutions alike, and the
Department has demonstrated its commitment to the Direct
Loan Proé:am by deyoting the necessary resources--through
hiring or reassigningzpérsonnel, increased training and
teéhnical aSsistance,;and upgraded technology-~-to eﬁsure the
program's success and;the Department's capacity to manage a
full-scale stuﬁenflloaﬁ progfam;

(3) accelerati%g thelphase-in of the Direct Loan
Program would.échieve;Significant additional sévings
compared to the phagé-in schedulg in current law; would make
the benefits of thé ﬁirect Loén Program availéble to large
numﬁers of sfudenté,gthéir éarents, aﬁd‘participating
institutions far morg quickly than under the current
schedule; and would énable the Department to focus more

resources on the Direct Loan Program more guickly, rather

 than dividing those fesdgrces between. the duplicative

f

systems needed to ovérsee twe large student"loan prograns
simultaneously, one guaranteed‘and one direct;

(4) full implémentatiﬁn of the Direct Loan Program
creates an environment that does not require a government-

sponsored enterprise: to serve as a secondary market and

- warehousing facilityffor Federal Family Education Loans,

1

following a transitiéﬁ period during which the Student Loan
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Marketing Association will continue to carry out its
statgtory’responsibilities; '
(5) when considered apart from the needs of the Direct
Loan Program, the cuf%ent Federal Fémily Educétion Loan

' I
Program itself does not have a long-term need for the

serviées of a governmént-sponsored enterprise to perform
secondary market and warehousing facility functions;

(6) authoriziné the Student Loan Marketing Association
(hereinafter referred: to as the "Association") to reorganize
as an ordinary busineés corporation, withoutnties to the
Federal Government,,will demonstrate the effectiveness of a
public-private partnership to create a viable public-purpose
secondary market enti#y, the Federal support'for which can
be discontinued once Ehe'secdndary market has been .
established;

(7) ,authorizinq reorganizationvof the Association will
set a precedent for permitting other government-sponsored
enterprises to conveft to completely private status;

(8) over 51.5 billion in Fedéral funds are currently
held or controlled by guaranty agenciés‘(or their
transfereeé) as reSefves under the Federal Family Education
Loan Pfogram; :

(9) while resérves undér that program were intended to
aSsiét in the establishment of the guaranty agency system,
and to ensure that thé guaranty agencies would be

financially able to carry out their responsibilities in

!
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connection with the guarantees issued by such agencies,
section 432(o) of the Higher Education Act of 1965 clarifies

that the Secretary of;Education is the ultimate insurer of

all guarantees under that program, eliminating the.

underlying need for mést'reserve funds; and

" (10) the orderlygtransitioﬁ from the Federal Family -
Education Loan Program to the William D. Ford Federal Direct
Loan Program would be 'benefitted by systematically phasing
out manyrguaranty agenéy operations and recalling most
reserve funds in the ﬁanner that the Secretary of Education
determines would best meet the needs of the Fedéral Family‘
Education Loan Proéréﬁ, assist in thé transition to the
William D. Ford Federal Direct Loan Program, énd protect the
Federal.fiscal interest. |
(b) Purposes.--It is the purpose of this Act--

(1) to acceleréte 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 will pro#ide 100 percent of the;ﬁew student
loan volume, and nb new>loan guarantees will be made by the
Secretary under the federal Family Education Loan Program
after June 30, 1997; '

{(2) to require% as part of the systematic phase-out of
guaranty agency operétions dufing the transition from the
Federal Family Education Loan ProgramAto the William D. Ford

Federal Direct Loan Program, the Secretary of Education to

1
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Uu.s.cC.

i
Act") is amended-~
{ .

to read as follows:

6
recall at‘least‘$1;1 billioﬁ in reserves held or‘coﬁtrolled
by guéranty agenéiés kor<their ﬁransfereesy over the period
fiscal years 1996 £hr§ugh 2005;
(3) to authorize the Association to reorganiée as an

ordinary business corporation, without Government

i

" sponsorship, after“aftransitionwperiod, during which the -

Association's business, operations, and assets would be
transferred to a new State~ or District of Columbia-
chartered corporation; and

(4) to proviéé for ofderly termination of the

- Association as a Government-sponsored enterprise on or

before' December 31, 2004.

TITLE I--DIRECT LOAN PROGRAM AMENDMENTS

8EC. 101. ACCELERATION OF‘DIRECT LOAN IMPLEMENTATION SCHEDULE.

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

i

‘fa) in paragraph (i) by émending subparagraphs (C) and (D)

[

i

"(c) for acédémic year 1996-1997, loahs made under

this part shall represent 80 percent of the new student loan

volume for such year; and
"(Dj for academic yeaf 1997-1998 and succeeding

academic years, loans made under this part shall represent

1001 et seq., hereinafter in this Act referred to as "the
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100 percent of the new student loan volume for such years.";
and

(b) in paragraph (3), by striking out "subparagraphs (C) or

QD)“ and inserting inAlieu thereocf "subparagraph (C)“.
%BC. 102. TAX TREATMENT OF INCéME CQNTINGENT DIRECT LOANS.
- (a) section 455(e) (21;)‘ of the Act is amended-- |
(1) by'insertiﬁg‘immediately‘following the paragraph
| heading fhe éubparagfaph designatioh "(A)"; and
(2) by adding ét the end thereof the followihg new
subparagraph: j |
| "(B) If, after 25 years of repayment,‘there is a
balance {(which @ay consist of unpaid princiﬁal, accrued
interest, and'a;y fees, late éharges;_ahd collection
costs assessed ?n such lqan) remaining on a }oan made
under this partﬁthat is being repaid pursuant to incéme
contingent repa&ment, such remaining balance shall be
cancelled, ahd ‘such amount can;elled shall not be
‘considered incdme for purposes of the Internal Revenue
Ceode of 1986."?
(b) Secﬁion 108(f);of the Internal Revenue Code of 1986 is
amended~-~- '
(1) by inserting the subparagraph desigﬁétio% (A"

]

immediately after "pursuant to";
i

(2) by strikiﬁg out the period at the end thereof and
inserting in lieu thereof a semicolon and "or (B) section
i ,

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

[
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B
balance remaining aftér 25 years of_repayment on a loan made
ﬁnder part D of title?IV of such Act that is beiﬁg repaid
pursuant to incomejcoﬁtingent repaymeht shall be

cancelled.”.

TITLE .II -- TRANSITION OF
THE STUDENT LOAN MARKETING ASSOCIATION

!

8%0. 201. TRANSITION OF THE STUDENT LOAN MARKETING

ASSOCTATION.

Part B of Title IV of the Act is amended by adding at the

i

end thereof the following new section:

|
.

"SEC. 440. TRANéITIQN OF THE STUDENT LOAN MARKETiNG
| | ASéOCIATiON. T
"(a) Reorganizaﬁion of the Association.--

"(1) Auth?rity to Reorganize.~--The Student Loan
Marketing Association (hereinafter in this section
referred to ‘as ﬁhe 'Association') is authorized to
carry out a reséructuring 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 te%ms of which shall be consistent wiﬁh
this section, sé that all of the outstanding common
shares of thé Association shall be'directly owneahby an
ordinary busineés cerporaﬁion chartefed under the law
-of any of the 50 States or the District of Columbia

(the "Holding Company"). The reorganization shall

i
'
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i

occur as of the effective time set forth in the Plan

(the "Effective Timé“),'which shall be no later than

the date that isgls.months after the date of enactment |
of the Accelerated Direct Loan Prbgfam Implementation |
and Stuaent Loan;Marketing‘AéSociation Trahsition‘Act
of 1995; TheAPlan-may provide for a mérger_of a |
wholly4owned subéidiary.of the Holding Company with and

into the Associaﬁion; which would have the effect
I

provided in the Plan and the law of the jurisdiction in

- which such subsidiary is incorporated, and the

conversion of the common shares of the Association, at
B H

the Effective;Ti?e, to common shares of the Holding

‘ - ! X " ’ - . ’ s
" Company on a one-for-one basis, consistent with

applicable State or District of Columbia law.

"(2) Plan Review and‘Amendment.--Upop'adoption of
the Plan by the ?oard of Directors of the Association,
the Plan shall b?Asubmitted‘to the Secretary of the
Treasury and theiSecretéry of Education. The Seéretary
of the Treasury éhd:the Secretary of Education, in .
their sole di8cr§tipn, may réquirg the Board to adopt
such amendﬁents §$ are'neceésary or appropriate to
ensure the contihued safety and soundness of the
Association, consistency with the provisions of this
section, and thefabili£y of the Association to coentinue
to fulfill thé‘gurpééés for which it was formed until

its dissolution.
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"(3) Stockholder Approval.--After adoption of the

~Plan by the Board of Directors with any amendments

required in accordance with paragraph (2), 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 groxy, of the holders of a majdrity of
the shares‘of thé chmon stock of the Association. |
- "(4) BoardgAuthority;--The Board of Directors of
the Association %ay‘take or cause to be taken any
action, consisteqt with this section, that it deems
necessary or'appfopriate‘to effect the réorganization
in accordance with this section, applicable State law,
and the Plan.
"(b) 'Transition;Provisions.—-
"(1) The ﬁrovisions in paragraph (2) shall apply-
"(A) in‘the'event the shareholders of
the Aséociﬁtion approve the reorganization
pursuant‘té subsection (a)fB); beginning at the
Effectiye fime: or
"(B) %n the event no reorganization occurs,
beginning én the date which is 18 months after the
date of enactment of the Accelerated Direct Loan

Program Implementation and Student Loan Marketing

Association Transition Act of 1995.
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"(2) Consideration to the United States.--.
"{(Rn) Wgrrants or Other Consideration.-- The
plan of reorganization or the termination plan,

whichever is applicable, shall provide for the

issuance of! stock purchase warrants or other

consideratibn to the United States, in such amount

and on such terms and conditions as are acceptable
to the'sécrétary of the Treasury.

" (B) hompensatidn for Lost Federal
Revenues.—-ﬁhe;Association shall péy to the
Secretary (&ho may use such payment for any

P
purpose for which funds under section 458 of the

Act are évdilable)--

"(i) $98,000,000 for fiscal year 1996;

"(ii) $91,000,000 for fiscal year 1997;

| : .
®(iii) $102,000,000 for fiscal year
1998 .
" (iv) $106,000,000 for fiscal year

1999; ;and

"(v) $99,000,000 for fiscal year 2000;

l

"minus aﬁy;amount paid by the Association pursuant
to section;é39(h)(?)’for such fiscal year with
,respect.toiloans held by the Association that were
nmade, iﬁsu?ed, or guaranteed on or after October
1, 1995, é%cept that in no casé shall such

subtraction result in a negative number.
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"(C) Issuance of’bbligations by the

Association During the Transition Period.--The

Association. shall not issue debt obligations which

i .

mature_iat?r ﬁhan December 31, 2004, nor issue
debt obligétions for any purpose other than to
finance'aciivities permitted under'éubparagraphs
(D) and.(E). The Secretary of Education and the
Secretary of the Treasury méy extend this date if
they have éxtended the date of dissolution as
provided in subsection’(e). Nothing in this
subsection shall modify the attributes accorded

the debt obligations of the Association by

section 439, regardless of when suéh debt

obligations are incurred or whether such

obliéatioﬁs are transferred to a trust in
accordance with subsection (e).
"(D) Restrictions on New Business Activity or

Acquisitiqn of Assets by Association.--The

" Association shall not engage in any new business

activities or acquire any new assets other than in

| N
connection with-~

‘"(i) contractual commitments for future
student loan purchases or warehousing

! ' .
advances, or pursuant to letters of credit or

stan&by bond purchase agreements ‘in either
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case &hich are outstanding as of the date
this paragraph becomes effective;
_f(ii) sérving as a lender of last
resoré pursuant. to subsection‘439(q); and
f(iii) purchasing loans pursuant to

section 440A.

|

" (E) Limitation on Liquidity Portfolio.-- The.

Association's portfolio of liquid assets and cash
equivalents may not exceed five percent of total~

assets, except with the prior written approval of

i

‘the Secret?ry of the Treasury and the Secretary of
Education@
"(cj Additional Transition Provisions iﬁ the Event of
Reorganization.f41n the event the shareholders of the

Association approve ithe reorganization pursuant to

subsection (a)(3) abcvé, the following provisions shall
apply beginning at the Effective Time:

"(1) Continuation of Rights and Duties.--Except

as specifically|provided in this section, the

~Association shall continue to have the rights,
privileges, duties and obligatidns set forth in, and
|

shall be subject to the limitations and restrictions

of, section 439; and the Association shall continue to

carry out the ﬁurposés for which it was formed.
"(2) Manégement,and Operational Support.--The
Holding Company (or its subsidiaries other than the
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Association) shall provide all necessary and

appropriate ﬁanagement énd operational (including loan
servicing) support to the Association, as requested by
the Association. The Association may also obtain such
management and oéerational support from other persons

or entities. Loan servicing agreements between the

‘Association and Ehe'Holding Company or any of its

subsidiaries shall be on terms no less favorable té the
Assoclation thangthe Association could obtain from an
unrelated third-party and shall be subject to the
approval of tne $ecretary.of Education.

f

"(3) Restrictions on Transactions with

Affiliates.—-The%Association shall not extend credit to
the Holdin§ Compény or any of its affiliates, nor
‘guarantee or pfovide any credit enhancement to any
obligations of the Holding Company or any of its
affiliates. '
"(4) ‘DiviQends.—~

"(A) After the Effective Time, the
Association may make gash or.non-cash'
distributiéns provided that--

" (1) amounts required to be paid under

subsection (b) (2) have been paid;

F(ii) immediately after payment of such

~distributions, the Association's capital is

in compliance with section 439(r) (4); and
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“kiii)A the Secretary of Educatihn and
‘the Sehretary‘of the Treasury have approved
‘the'Aséociation's certification under
subﬁa;agraph (B).
"(B) érior to’any'distribution; the

Association shall certify to the Secretary of the

Treasury that the payment of the distribution will.

3

' . be in compliance with this paragraph and shall
provide coﬁies of all calculations needed to make
such certlflcatlon.

"(5) Holdlng Company Act1v1t1es.—-Unt11 the

dissolution datekunder subsection (e), Holding Company

activities shall:be limited to ownershipwof the
A55001at10n and. any other subsidiaries. All business
act1v1t1es shall'be conducted through such
subsidiaries. -

"(6) 'Usefof Sallie Mae Name.--

"(A) The names of the Holding Company and any
other dlrect or 1nd1rect sub31d1ary of the Holdlng
?ompany other than'the Association may not contain
the words Fstudént Loan Marketing'Association", or
"SalliefMaé", or any variations thereof.

"(B) Subject to subparagraph (A), the

Assodiatidﬁ may assign to the Holding Company, or

any direct or indirect subsidiary of the Holdingv

Company other than the Association, the "sallie
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Mae™ name as a trademark and service mark, except

' that neither the Holding Company nor any direct or

indirect subsidiary of the Holding Company may use

the "Sallie:Mae" name on, or to identify the

“issuer of, any debt obligation or other security

offered or:sold by the Holding Company or ahy
l . A
direct or indirect subsidiary.

" (C) ﬁntil three years after the dissolution
date, the ﬁolding Company, .and any direct or
indireét subsidiary of the Holding Company other
than the Aésociatidn, shall prominently display in
any docuheqt‘offering its secﬁrities, and in any
advertisem%nt or promotional materials whiéh:use
the "Sallié Mae" name or mark, a statemenf that-~

?(i) neither the Holding Coﬁpany nor
any shch subsidiary is a Government-sponéored
enterﬁrise or instrumentality of the United

State?; éhd |

| ;(ii) ‘the obligations of the Holding

Compaﬁy and any such subsidiary are not

guaraﬁteed by the full faith and credit of

the ﬁnited States. |
"(7)V Sep§rate Operation of Corporations.~~

"(A)?The funds and assets of the Association

shall at %ll times be ﬁaintained separately from

the funds ;and assets of the Holding Company or any
| : ‘

i
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of its other subsidiaries and shail be used by the
Association?solely to carry out its purposes and
to fulfill its‘obligations.

"(B) The Association shall maintain books and
records that clearly reflect the assets and

| A
liabilities of the Association, separate from the
asééts and liabilities of the Holding Company or
any of itsgother subsidiaries.

"(C)‘fhe Association shall maintain a
corporate éffice that is physically separate from
any officegof the Holding Company or any of its‘r
subsidiariés.

" (D) The Holding Company may ﬁot transfer or
pledge thegstock of the Association without the
prior appréval of the Secretary of the Treasury.

"(E) The Holding Company and its subsidiaries
may not‘caﬁse or agree to the liquidation of the
Associatioﬁ nor cause the Association to file a
petition fér bankruptcy under Title 11 of thé
United States Code without the prior approval of
the Secretary of Education and the Secretary of
the Treasufy. ‘

"(F)‘%o director of the Association that is
appointed by the President pursuant to séction
439(c)(1)QA) may serve as a directér of the

i

Holding Company.
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"(G) At least one executive officer of the

Assoc1atlon shall remaln an offlcer solely of the

,Assoc1at10n.

"(H) Any amounts collected on behalf of the
Association by the ﬁolding Company or any of its

other subsidiaries with respect’to the assets of

the Association, pursuant to a servicing contract

. ; . § . + '
or other arrangement between the Association and

‘the Holding Company or any of its other direct or

vinéirect s@bsidiaries,,shall be collected solely

for the behefit’cf the Association and shall be
‘immediately depesited by the Holding Company or

such other;sutsidiary'to aniaccount under the sole

‘control of the Association.

"(I) The Secretary of the Treasury may order

‘the A55001at10n or the Holdlng Company to take any
action the Secretary determlnes to be necessary or
approprlate to preserve the separate corporate
1dent1ty of the A55001at10n and to malntaln arm's
length relationships between the Association and
the Holdié@ Company, and between the AsSoéiation

and other . sub51d1ar1es of the Holding Company

i

"(8) Tax: Matters.---

"(A) Obllgatlons purchased or acqulred

pursuant to sectlcns 439(d) (1) (B) and (C) that

are--
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/ .
: "(1) purchased prior to the Effective
Tlme and the income of which is exempt from

taxation under the Internal Revenue Code of

1986, or

"(ii) acquired after the Effective Time .

in connection with contractual commitments
-
for future purchases that are outstanding as

of thé Effective Time,

shall not pe considered tax exempt obligations for

purposes of section 265(&)(2) of the Internal
Revenue Code of 1986 to the extent that the
average ou;standlng amount of such obllgatlons is
less than or equal to the average stockholders'
equity of the Association for the most recent
taxable year ending on or before the day of the
Effectlve Tlme. | |

"(B) The assets and 1ndebtedness of the
A55001at10n shall not be considered in any
determinaﬁion under section 265(a)(2) as to
whethét'tﬁe Holding Company and its subsidiaries

have incurred or continued indebtedness to

purchasé 6r carry tax-exempt obligations.

Additional Transition Provisions in the Event of
No Reorganlzatlon *wIn the event no reorganlzatlon occurs
within 18 months after the date of enactment of the

Accelerated Direct Loan Implementation and Student Loan

|

!




10
11

12

13

14
15
16
17
18
19
20
21
22
23
24

25

5 20
Marketing AssociationiTransition Act of 1995, the following
provisions shall appl?:

(1) Termi%ation Plan.--No iater than the date
which is 24 months aftef the date of enactment of the
Accelerated Direét Loan Implementation and Student Lean
Marketing Associ%tion Tranéition Act of 1995, the
Association shall submit for the approval of the
Secretary of the;Treésu:y (héreinafter in this
subsection the “éecretary“) a plan. for the orderly

" winding up of its business which shall ensure that the
‘capital of the Association will be in compliance with
section 439(r)(45 and that the Association have |
adegquate assets to trénsfer to a trust,'és provided in

‘subsection (e), %0 ensure payment of debt obligations

of the Association that are outstanding as of December -

31, 2004, ("Remaining Obligations") in accordance with

their terms.
i

"(2) Plan Review and Amendment.--The Secretary
‘may require any amendments to the plan as thé‘Secretary
deems necessary ﬁr appropriaté to ensure full payment 
of the Remaining Obligations. Once the plah or amended
plan has been approved by the Secretary, the Secretary
shall continue ﬁo review the plan and the financial
condition of thé Association no less than annuélly.

~ After each review, the Secretary may reguire any
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additional‘amehdments td the plan as are necessary to
ensure full payment of the Remaining Obligations.

"(3)A Implementation by the Association.--The
Associétion shal% promptly~implement the plan or
amended plan appfoved by the Secretary and shall
prbmptly impl§ment any subseguent amendments required
based on the édn@al.review.

f(4)‘ Paymént of Distributions.--

"(Aj fhé Association ﬁay make cash or non-
cash distr{bﬁtions\provided that--

%(i) amounts required to be paid under

subseétion (b) (2) have been paid;

ﬁ(ii) immediately afterapaymenf of such
distributions, the Association's capital is |
in coﬁplianCe Qith section 439(x) (4);

%(;ii) the Secretary has appréved the
termiﬁation plah and the Association is in
full éompliance with the plan as approved,
inéluﬁipgAany subsequent aﬁendments,required
by,th% Secretary; and

&(iv) the Secretary of Education and
the gecfetaronf the Treasury have approved

v thé éssociatibn's éértification under

sﬁbpgfagraph (B) .

"(B)gPrior to,any'distribution, the
' Asséciaﬁi%n Shall\certify to the Secretary of the

{
i
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Treasury thét the payment of the distribution will
"be in compliance~with this paragraph and shall
provide copies of all calculations needed tp make
such certifgcation. | |
n(e) "Termination;of Association.--The Association shall
dissolve, and its separate existence shail terminate on
Deceﬁber 31, 2004, af?er discharge of all outstanding debt
obligations and liquibation pursuant to this subsection.
Upon the request of tbe Association,Athe Secretary of
Education and the Sec?etary of the Treasury may extend the
date of diséolution ff,they determine that the coﬁtinued
participation of thegAssociation in the transition to direct
lending is'neceésaryEor’appropriate. The Aésociation may
dissolve pursuant to -this subsection‘priof to such date with
the apbroval of the Secretary of Education and the Secretary
Qf.the Treasury. On:the date of dissolution, the |
Association shall'take the following actions:
"(1) The Associatiqn shall, under the terms of an
‘irrevocable'trus% agreement in form and substance .
satisfactory to the Secretary of the Treasury, the
Association andk£he'appéinted trustee, irrevocably
transfer allVout%tanding débt obligations of the
Association (the 'Transferred Obligations') to the
“trust. Further,:the Association shall, under the térmé
of an irrevocable trust agreement in form and substance

satisfactofy to;the Secretary of the Treasury, the
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Association and the appointed trustee, irrevocably

deposit or cause to be deposited into such trust, to be

held as trust fuqu solely for the benefit of holders

of the Transferred Obligations, money or direct non-

callable obligations of the United States of America or.

any agency thereof if the United States has pledged its

full faith and éfedit to péyment of the non—callabie
obligations. Su?h obligations shall mature as to
prinéipal'andfinéerest in such amounts and at such
times-as are detérmined‘byvthe Secretary of the
Treasury to be sﬁfficient,~without consideration of any
significant reinﬁestment of such interest. The money
or direct non~ca11ab1e.obiigations depoéited in the
trust shall be‘uged ﬁo pay the prihéipal of,.and
interest on, the’Transferred Obligations in accordance
with their terms;‘

"(2) All @oney, obligations or financial assets
deposited inFo the trust pursuant to this subseétion-
shall be applieé by the trustee to the payment of the
'Transferred leigatiohs assumed by the trust. Upon the
fulfillment of“éhe trustee's duties under the trust,
and with the approval of the Secretary of.Education and
the Secretary of the Treasury, any remaining assets of
the trust shallébe transferred to the sharéholders of

the Association.
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"f3)‘ Thé"éssbciation shall make proper proviSion
for all other pbligatidns of the Aséociation, including
the repurchase or redemption, or the making of proper
.prov1510n for the repurchase or redemptlon, of any
preferred stock pf the Assoc1atlon then outstanding;

"(4) In tﬂe event that a reorganization has
occurred as permﬁtted'in subséction'(a)-~’

S ; A
" (A) ro the extent that the Association
’cannot pro;ide money or gualifying obligations as
required for the trust under paragraph (1), the

Holding Company shall be required to transfer |

money or qpallfylng obligations to the trust in

the‘amountipecessary ro preveﬁt an? deficiency;

‘and

"(B)‘any obligatiena of the Association which
cannot be fuliy satiSfied as required under
'paragraph»ka) éhall become liabilities of the
HoldiquCoﬁpany as of the date of dissolutiop.
"(5) After cpmpliance with paragraphs (1) through

(3), and paragraph (4) if applicable{ and with»approval
of the‘sécrétar§ of Educatiop and thevSecretary of . the
Treasury, the A%sociation‘may distribute to its
shareholders an? remaining assets of the Association.

“(f) The Secreﬁary of Education or the Secretary of the

- Treasury, as appropﬁiate,fmay request the Attorney General

of the United States to bring an action in the United States
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District Court for the ﬁistrict of Columbia for the
enforcement of any pfovision 6f this section. Such court
shall have‘jurisdiction and'powér to order aﬁd require
compliance herewith.é.
EC. 202. AMENDMENTS TO SECTION 439.
(a) Sec. 439 of the Act is amended--
(1) by amendiné the heading of subsection (r) to read
as follows: | |
"(r)‘SAFETY éNDlsOUNDNESS OP‘ASSOCIATION AND ORDERLY
TRAﬁSITION PURSQANT TO SECTION 440.--";
(2) 1in subséétion (r) =--
(A) by;aménding paraéraph (1) by adding the
following new subparagraph: | r
"(C)~§ithin 45 days of the end of each
calendaf qyarter, ﬁhe Association shall provide to
thé Secretary of the Treasury (i) financial
statements;of the Association and (ii) a report
showing tﬁé calculation of tﬁe capital ratio in a
form and cgntaining sgch information as is
approved by the Secretafy.“ |
(B) inrpa;agraph (2)--
(i) by ame%ding subsection (A) (i) to read as
follows: |
"(1) Eppoint auditors or examiners to conduct

audits of the Association from time to time to

determine the condition of the Association for the
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purpose of assessing its financial safety and
!

soundness and to determine whether the

requirementé of section 440 are being met."; and

I . .
(ii) by adding at the end thereof the following

; <
new subparagraphF

o - » ‘
" (D) Tpe Secretary of the Treasury may

establish and collect from the Association an
o , - ‘
annual assﬁssment in an amount sufficient to
. !' k
provide for reasonable costs and expenses of the

Secretary‘éo carry dut the duties of the Secretary

undefrﬁhisfsubsectién and section 440.";

(C}‘vin paéagraph‘(3), in the second sentence, by
strikiﬁg out-ﬁa%d identify" and all thaé follows

through the end|thereof and inserting in lieu thereof a

) |
_ period; o
‘ oo

(D) by‘améndihg paragraph (7) to read as follows:
- ?(?) The Association shall maintain a
éépit%l ratio of at least 2.0 percent through
" the célendar year 1999."Beginning.with the
caiénéar year 2000, the Association shall
maint%in a capital ratio of at least 3.0.
percebt.ylf fhe capital ratio is less than

|
‘the required percentage at the end of the

R .
Assoclation's most recent calendar quarter, -

the Sgcretary~of the Treasury may,‘until the

capiﬁal ratio equals or exceéds the required

i
l
.
i
i
i
!
|
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!

perceﬂtage, take any one or more of the
foliéwing actions:

_"(A)H Limit increase in
iiabilitiéé.--Limit any increase in, or
érder the reduction of, any liabilities

- of the Association, except as necessary
‘%d~fuhd stﬁdent loan purchases and
warehousing advances.

"(B) Restrict growth.--Restrict or
,éliminateAgrowth of(ﬁhé Association's
-éésets,.other than student loan |
gurchases and warehousing advances.

: " "(C) Restrict dist;ibutions.h—
%estric§ the Association from making any
éapitalkdistribution.
| "(D) Require issuance of new
?abital.-—Require the‘Assqciation to

issue new capital in any form and in any

amount sufficient to restore the capital

+

%atio to the required percentage.
.ﬁ(E) Limit executive
‘vgompensation.——Prqhibit the Association
V%:Qﬁ increasing for any executive
éfficér'any compehsation including

bonuses at a rate exceeding that

officer's average rate of compensation

]
1
H
i
!
K
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dhring the previous 12 calendar months
a%d prohibiting the Board from adopting
a;y new employmant severance contracts."
" (E) by striking out paragraphs (4), (5), and -(6)
and (8) through 311); o
(F) by re&esignating paragraphs (7), (12) and
(13) as paragraphs (4), (5) and (6) respectively.
»(G) “in paragraph (6) as rede51gnated by
subparagraph (F) -
(i) qY'strikinngut aubparagraph (A); and
(ii) iby redesignating subparagraphs (B) and
(C) as subparagraphs (A) and (B) respectlvely, and
(H) by addlng at the end the followlng new
paragraph~-

"(7) The Secretary of the Treasury may

to bring an action in the United States District
Court for the District of Columbia for the
enforéameng of any provision of this subsection;
Such court shall have jurisdiction and power to
order and require compliance,herewith,"‘
(b) Section 439(qg) of the Act is furtherlamendedw-
(1) in paragraph (1)(B), by striking out "to this
subsection" and "paragraph (2) (A) of this subsection" and
inserting in lieu thereof "to‘thls paragraph" and

{
i

"subparagraph (B) (i) of thié.paragraph", respectively;

request the Attorney General of the United States
- .



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

29

(2) by redesigﬁating paragraph (1), and subparagraphs

(A) and (B) thereof, as subparagraph (A), and clauses (i)

and (ii) thereof, respectively;

(3) by redesignating paragfaph (2), and subparagraphs

(A) and (B) thereof, as subparagraph (B), and clauses (i)

and (ii) thereof, respectively;

(4)

by redesigﬁating paragraph (3) as

subparagraph (C);

(3)

by inserting immediately after the subsection

heading the following: " (1) LENDER-~-OF-~-LAST-RESORT LOANS

(6)

paragraph:

MADE BY THE ASSOCIATION FROM ITS OWN FUNDS.--;" and

by addinQ‘ét the end thereof the fgllowing new

"(2) ;LENDER;OF“LAST—RESORT LOANS MADE AND
SERVICED Bf THE ASSOCIATION ON BEHALF OF THE
SECRETARY QF EDUCATION.—;

%(A)(i) In order to ensure the
availébility of loan capital during the
trans%tion from the Federal Family Education
Loan ?rogram under this part to the William
D. Ford Federal Direct Loan Program under
part b of this title, the Secretary is
autho%izgd to provide the Association with
fuﬁdsi'with such réstrictions'on their use
and such requirements for their repayment as

1

are détermined appropriate by the Secretary,

i
|
i
!
|

i
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1

. b , .
to'enéb1e~the Association, on behalf of the
&he >0 ! ,

30

Secretary, to make and service loans as the
lehder-offlast-resort whenever the Secretary

determines that eligible borrowers are

- seeking and are unable to obtain loans under

this part.
ﬁ(ii) Notwithstanding any other

provision of law, the Secretary may provide

'such funds to the Association without regard
| :

to'th§ availability of a lender-of-last-

resor? program of a guaranty agency -operating

in a State.
o i : . ‘ -
M"(iii) The Association shall make such
loans, on behalf of the Secretary in

accordance with this subsection and the

H

requiiements of the Secretary. The Secretary

4

. may rbquire that the Association make loans

to-bdrrqwers,Within a geographic area or for
the benefit of students attending
institutions of higher edhcation that
certﬁfy, in accordance with standards
estaﬁlisﬁedvby,the Secretary, ﬁhat their
studénts afe seekiné and unabie to obtain

loans.

m(iv) Notwithstanding anj other

prbvision in this part, the Association ‘shall
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be re&uired to pay over to the Secretary, at

such intervals as the Secretarf may specify,

the iﬁterest ﬁaid by the borrowers of loans
made éursuant to this paragraph. Any
negative subsidy receipts, as defined by the
Federal Credit Reform Act of 1990, shall be
avail%ble for the same purposes as funds

availéblé under sectioﬁ 458,

" (B) fLoans made pursuant to this paragraph
shall be iﬁsurable by the Secretary under section
429 with afcerﬁificate of comprehensive insurance
coverage provided for under section 429(b) (1).

"(C) iNotwithstanding any othér provision in
this part;!the Secretary shall pay the Association
a fee, in an amount established by the Secretary
in consultétion with the Association, for making
and servicing such lender-of-last-resort loans on
behalf of ﬁhe Secretary in lieu of interest and 
special aliowance subsidies, and the Aésociation
shall holdQSUCh loans, and repayments of principal

thereon, on behalf of the Secretary until

requested to provide such loans or such repayments

to theASectetary (which the Association shall do :

promptly and without delay upon the Secretary's

[l

. |
request).
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i

; " (D) ?he Secretary may provide the funds and
| | pay the fegs described in this'paragraph from
funds avaiiable under this part or under section
458 of the Act.", |

BFC. 203, ADDITIONAL AMENSMENTS TO SECTION 439.

In the eVvent that a reorganization occurs as provided in

’sgction 440(a)(1)'of the Act, as added by section 201 of this

AFt, section 439'is furthér amended-
| (a) by amending subéection (c) (1) (A) to read as follows:
.. “(c) Board of Directors.--
"(1) éomposition of Board; Chairman.--(A) The
AsSociatioﬁ shall have a Board of Directors which

1

|
|
1
; shall consist of 11 persons, three of whom shall
be appointéd»by the President and shall be
representaﬁive of the general public. The
1 . .

. [ ‘ :
! ‘ remaining 8 directors shall be elected by the

[ common stoékholders of the Association entitled to
i vote pursu%nt to sqbsection (£) éf this section.
Four of the elected directors shall be affiliated
with aniel%gible institution; and f&ur of the
eleéted difectcrs shall be affiliated with an .
eligible lénder."; |

(b) fby amendingksubéection (r)(4), as redesignated by

ection 202, by adding the following new subparagraph:

[N /) JO

i
i
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"(F) Require contribution of new capital.--Require the
Holding Company to contribute additional capital to the
z

Asscciation."; and

by amending subsectlon (r) by 1nsert1ng at the end the

' i
llowing new paragraph. !

,"(3) ADDITIONAL REPORTING. -~

l

"(A) The Hclding Company, as defined in section
440(a) (1), shall promptly furnish to the Secretary of
ﬁducation and the Secretary of the Treasury copieé of
all pericdic fi@anciai reports publicly distributed by
the Holding Ccméany.

"(B)(l) The Association shall obtaln such
1nformatlon and make and keep such records as the
Secretary of the Treasury ‘may from time to time .

prescribe concernlng (I) the financial risk to the

~Assoc1atlon resultlng from the activities orf any of its

associlated persens, to the extent such activities are
reasonably likeiy to have a material impact on the
financial condirionAof thevAseociation, including its
capital ratio, its liquidity, or its ability to conduct
and finance itsioperations' and (II) the Association's
policies, proceéures; or systems for monltorlng and
controilihq sucﬁ financial risk. Such records shall
describe, in the aggregate, the activities condﬁcted

by, and customary sources of capital and funding of,

those of 1ts.assoc1ated persons whose business
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activities are réasonably likely to have a material
impact on the financial or operational cdndition of the
Association. Th% Secrétary may require summary reports
of such infcrmafion to be filed with the Secretary. |
"(ii) 1If, as a result of adverée market
conditions or b%sed on reports provided pursuant to

subparagraphk(Aﬂ of this paragraph or other avalilable

»information,'thg Secretary has concernSvregarding,the

| .

financial or opérational condition of the Association,

the Secretary méy requiré the Association to make
reports éoncerning the activities of any of the
Association's agsoéiated persons, othéf‘than a natural
person, whose bﬁsiness activities are réasbnably likely
to have a material impact on the\finéncial or p
operational”conéiiion of the Association.

"(iii) Thé term "associated person" shall mean
any person other than a natural person, directly or

indirectly'contﬁolling, controlled by, or under common

 control with the Association.".

i

SEC. 204. SECONDARY MARKETS.

i
a

|
i
|
!

Part B of Title IV of the Act is further amended by adding

t

t the end thereof the following new section:

"SEC. 440A. SECONDARY MARKETS.

"(a) FUNDS AUTHORIZED; PURPOSES.--In order to ensure

the availability of ;oan capital during the transition from

1

. the Federal Family Eéucation Loan Program under this part to

-
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. ' | \
the William D. Ford Federal Direct Loan Program under part D

of this title, and to ensure the success of such transition,
the Secretary is authorized to provide funds to one or more

secondary markets desbribéd in subsection (b), from funds

i

specified in'subseéti@n (e), to enable such secondary market

to--
"(1) make and service loans on behalf of the

Secretary aé thé;lenderwofwlast-resort, on terms

described in sub%ection (c)., whenever the Secretary

détermines that eligible borréwers are seeking ana are
unablevto obtain:loans under this part; or -
"(2) purcﬁase loans on behalf of the Secretary
J S :

made under this éart that aﬁe insured by a guaranty

agency on terms aescribed in subseétion (a).

"(b) ELIGIBLE SECONDARY MARKET.--In order to be
eliéiblé to receive funds under this section, an entity
funétiqniné as a~sec§ndary market must meet the definition
of an eligible lendeé in section 435(d) and such other
eligibilityecriteriafas the Secretary may specify.

"(e) REQUIREME&TS FOR LENDER-OF-LAST RESORT LOANS MADE

'ON BEHALF OF THE SECRETARY.--

|
"(1) A :

"(A) The Secretary may place such
restricfioﬁs on the use of, and such requirements
for the repayment of, funds provided by the

Secretary under this subsection to a secondary
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‘market -as are determined appropriate by the

Secretary.
" (B) Notwithstanding any other provision of
law; the Secretafy mayuprovide such funds to a

secondary market without regard to the

availability of a 1ender-df-1ast-resort program of

i A

a guarantyéagency operatiné in a State.

e é secondary market shall make and
service‘su?h loans on behalf of the Secretary in
aécardance%with this subsection and the
requiremenés'bf the Secretary.  The .Secretary may
reduire thét the secéndary market make loans to
borrowefs';ithin a geographic afea: or fér the
bénefi@ offstudents aétendiné institutions of .
higher eduéation that certify, in acéordance with
standards %;tablished by the Sécretary, that their
students a#e sééking and'unéblelto obtain loans.

| " (D) ﬁotwithétanding anonther proviéion in
ﬁhis pari,}the secondary market shall be reguired
to pay oveé‘tovthé Secrétafy, at such intervals as
the Sécretgry may specify, the interest paid by
the borrowérs of loaﬁs made pursuant to this.
paragfapb.;_Any negative sgbsidy_receipts, as
défined Syithe Federal Credit Reform Act of 1990,
shall bé aQailable'for the same purposes as funds

available under section 458,

'
‘
t
i
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n2) Loané made pursuant to this para§raph shall
be insurable by %he Secretary under section 429 with a
certificate of cbmprehensive insurance céverage
provided for und;r éect%?h 429(b) (1) .

"(3) Notwithstanding any other provision'in this
part, the Sectet?ry shall pay a secondary<markét a fee,
in an amount est%blished by the Secretary in
consultation with the secondary market, for making and
servicing such l%nder—of-last.resort loans on behalf of
the Secretary inélieu of interest and special allowance
subsidies, and the secondary market shall hold such

loans, and repayhents of principal thereon, on behalf

of the Secretary until requested to provide such loans
’ H !

or such repayments to the Secretary (which the-

|
secondary market%shall do promptly and without delay

'upbn theVSecretaky's reguest).

"(d) REQUIREMENTS FOR FUNDS PROVIDED FOR LOAN
" PURCHASES . --

"(1) The éecretary may place such restrictions on

i

the use of, and such requirements for the repayment of,

funds provided by the Secretary under this subsection
’ . I

as are determined appropriate by the Secretéry.

"(2) Loans purchased pursuant to this section
shall be insurabﬁe by the Secretary undef section 429,
Qith a certificate of comprehensive insurance coverage

provided for under section 429(b) (1), in lieu of the .

H
i
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insurance providéd by'a guaranty agenéy prior to such
purchase. -

"(3) thwithstandinq any other provision in this
part, the‘secondéry market shall be required to pay to
the Secretary, at such intervals as the Sec:etary may
specify, the intérest paid by the borrowers of loans
» , S
made pursuant.tosthis subsection. Any negative subsidy
recelipts, as.défined Sy the Federal Credit Reform Act
of 1990, shall bé available for the same purposes as
funds available #nder section 458.

"(4) - Notwithstanding any other pfovision in this
part, the Secretary shall pay a secondary market a fee,
in an amount est?blished by the Secretaf} in

i

consultation with the secondary market, in lieu of
interest and special allowance subsidies on the loans
purchased on behalf of the Secretary under this

.subsection, and the secondary market shall hold such

léans on behalf éf the Secretary until reguested to

[

provide them to ﬁhe Secretary (which the secéhdary’
market shall do promptly and without delay upon the

Secretary's request).
' ‘ I
"(e) SOURCES OF FUNDS.--The Secretary may provide the

i

funds and pay the fees described in this section from funds

available under this! part or under section 458 of the Act.".

[
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REPEAL OF SECT;ON 439.

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

Association is dissolved ﬁursuant to éection 440(c) of the Act,
i .

as added by section 201 of this Act.

-
i

TITLE III--FEDERAL FAMILY EDUCATION LOAN
PROGRAM AMENDMENTS
| ,

L

oo
)
'

301. RECOVERY OF RESERVES.

(a)

subsection:

Section 422 of ﬁhé Act is amended--
: 1 .
(1) in subsection (g) (1)--

(A) in thé second>sentence therein, by inserting
"except as prov}ded in subsection (h),":immediétely
éfﬁer "However,?; |

(B) in th% third,sgntence therein, by étriking
out "The feserv%s" and insefting in lieu thereof |
"Reserves nét récovered'pursﬁant to.subsection (h}%;

(C) Dby stfiking out'subparagraph (a);

j
’A(D) in‘suﬁparagraph (D), by striking out
"subparagraph (%) or (B)" and inserting in lieu thereof
"subparagraph (?)"? and

(E) by'r%designatihg subparagraphs (B}, (C),'and

(D) as subparagraphs (A), (B), and (C), respectively;

and

(2) by addingjat the end thereof ihe_following new
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" (h) - RECOVERY OF RESERVES IN FISCAL YEARS 1996

THROUGH 2000.--(1) Notwithstanding any other provision

of law, the Secretary shall recover from the reserve

funds held by gﬁaranty agenciesvan aggregate amount
that is not less than $350,000,000 for fiscal year
1996, $250,000,000 for each of fiscal years 1997 and

1998, $150,000,000 for fiscal year 1999, and

$100,000,000‘foi 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 Secretéry shall establish criteria for
selecting the guaranty agencies that shall be required

to return reserve funds, as well as criteria for
| : .
determining the amount of reserve funds (which shall

i

include the value of any reserve fund assets} and may
include reser?e funds or assets held by, or under the
4

control of, anf other entity) that each guaranty agency

selected by the Secretary.shallrbe required to return.

"Exceptras provided in paragraph (3), funds returned to

the Secretary under this subsection shall be deposited
in the Treaspr;.

"(2) Theicriteria described in §aragraph (1)
shall be estab%ished by the Secretary after consultiﬁg
with representétives of the higher education community,

and shall be désigned to meet the needs of the Federal

Family Education Loan Program under this part, assist
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in the orderly transition from such program to the

41

‘William D. Ford' Federal Direct Loan Program under part

D of this titlet and protect the Federal fiscal
interest. '

"(3) If funds in excess of $1.1 billion in the
aggregate are réturhed under this-sﬁbsection; such
excess funds shall be available to the Secretary for
ﬁse in the ofderly transition from the Federal Family
Education Loan }rogram under this part to the William
D. Ford FederaljDirecﬁ Loan Program under part D of

i

this title."..

!

“(b) ‘Section 428 of @hé Act is amended-- -

(1) in subsection (b) (1) (X), by striking out
| :
"maintains reserve funds determined by the Secretary to be

Lo
sufficient in relation to such agency's guarantee
. o C . . .
obligations." and inserting in lieu thereof "maintains a

. ]
level of financial s@rength that meets the requirements

1

established by the Sécretary pursuant to

section 439(c)(9) (A):"; and

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

(A) by aﬁendinq the parégraph heading to feaé as
follows: "FINANCIAL STRENGTH OF GUARANTY AGENCIES;
TERMINATION OFjGUARANTY AGENCY AGREEMENTS.--";

(B) " by aﬁending subparagraph (A) to read as

fellows: )
; |
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"(A) (i) Notwithstanding any other provision
of 1aw,\the Secretary is authorized to establish a

required 1eve1 of reserve funds for each guaranty

agency that has entered into an agreement with the
|

Secretary ﬁursuant to this subsection. Such

reserve requ1rements shall be designed to meet the
needs of the Federal Famlly Educatlon Loan Program
under thls;part, a551st in the.orderly tran81t10n

A | :
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 sectlon 422(h),

the Secretary determlnes that the needs of the

. Federal Famlly Education Loan Program under this

part the orderly tran51tlon from such program to

the Wllllam D. Ford Federal Dlrect Loan Program
|

‘under part D of this tltle, and the Federal fiscal

interest would be better served by a method of

i

Aprov1d1nggf1nanc1al support for guaranty agency

operations other than the use of reserve funds,
! .
then, notﬁithstanding any other provision of law,

the‘Secreﬁary';s authorized, after consulting with
representétives of the‘higher education community
and inforqing the Cengress,;to establish sueh:
valternategmethed,in lieu of reserves. Suéh :

alternate method may include, but shall not be
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liﬁitéd to; the provision'of working capital to
guaranty agenc1es on a case- by-case basis:"; and
(C) in subparagraph (C) (1), by striking out
“"falls below thé required minimum,reserve level" and
inserting in 1i;u thereof "fails to meet the financial
strength requiréments established by the Secrefary
pursuant to subparagraph (A} ™.
302. FISL AMENDMENTS.
(a) section 421(a)(1) of the Act is amended~-
(1) in subparagraph (A), by striking out the comma at
the end thereof and‘inserting in lieu thereof a semicolon;
(2) in subpara%raph (B), by adding at the end thereof
the following: *or to a loan made under partJD of this
title;¥; and | |

(3 1in subparagraph (C), by striking out the comma and

inserting in lieu thereof a semicolon.

(b) Section 423 of {the Act is amended-- .

t

(1) in subsection (a), by striking out the period at
ﬁhe end thereof and énserting in'kieu thereof a comma and
"or to direct ioans Lnder.part D of this title."; and

(2) in subsecﬁion (b)y~-

(A)v iﬁ p%ragraph (2), by striking ouﬁ Yor" at the
end thereof; | |
| (B) 1in paraqraph (3), by strlklng out the period

at the end thereof and inserting in lieu thereof a

semicolon and Por“; and -

|

i
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‘(C) by adéing at the end thereof the following
new paragraph: j
| "(4;'£or the insurénce of loans made to
student boérowers (or to parents, on behalf of
students) %n a State where there is nb‘State or
private no%-profit sﬁudent loan insurance program
for stnden# borrowers in that State with which the
. Secretary ﬁas'an agreement under section 428(b),
wfthout‘reéard to whether there is another State
or privqte;nonprofit student loan insurance
pfogram wiiling to operate in éuch State.".
(c) Section 424 of &he Act is repealed..
(d) Section 425(b) %f the Act is amended--
(1) by amendiné the subsection heading to read as
follows: "DETERMINAiION OF INSURANCE OBLIGATIONS OF THE

'

SECRETARY.--": and j
(2) Dby amendin;lparagraph (1) to read as follows:
| (1) tEVEL OF INSURANCE COVERAGE.*-Thé
insurance ?iability on any loan insured”by the
Sécretary Pnder this part shall be 98 percent of
the uﬁpaidgprinéipal and accrued interest on such
loan.". | i
EC. 303.‘CONFORMING AME@DMENTS.
(a) Section.421(d)fof the Act is amended by striking out
issued after.ﬁune'So, 1§94," and all that follows through the

nd thereof and insertiné in lieu thereof "issued after June 30,
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‘ﬁ997 on loans insured undér a program of a State; or of a
%onprbfit private institu%ion'or’brganization, that meets the
ﬁequirements of section 428(a)(1f(B);".
: (b) Section 428(c)(?)(A) of the Act is amended--

(1) in the fou%th sentence therein, by inserting a
comma and Mor that ﬁill be expended by it, as the case may
| be," iﬁmediately f@l%owipg "expended by it"; and

(2) in the fifth sentence therein, by striking out

) .
"45 days" and all that follows through the end thereof and

inserting in lieu‘théféof "45 days after the guarantyfaéencyA
! approves a claim thaé would discharge its insurance
~obligation on the‘loén,'and the guaranty aéency shéll not
discharge subh oblig;tion until the guaranty ;gency has
received fromvtheyéeéretary reimbursement acéording‘to the

provisions of this subsection.".

+

!

i
|
1
1
|
i
|
{ | TITLE IV--EFFECTIVE DATES
BEC. 401. EFFECTIVE DATES.

The amendments made &y this Act shall be effective upon

H
t

|

%nactment, except thatf-;
§~. (1) the amendments'ﬁade by section 102 shall be effective
%or loané made under'péré D of the Act on or after July 1, 1994;

nd

ey

; (2) the amendments made by sections 202 (a) shall be
| . 0 '
%ffective as of the earlier of the Effective Time specified in
| ‘ ’ ! ’

i |

| !

? i

!

i
.
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| | »
Qection~440(a)(1) of the Act (as added by section 201 of this

&ct), or 18 months after ;he date of enactment of this Act; and

% (3)A the amendments made by section 203 shall be effective
és of the Effective Time épecified in section 440(a) (1) of the
Act (as added by section ?01 of this Act). If nokreofganization
ccurs pursuant to sectiqﬁ 440(a)(1§, then the amendments made by

i
e
section. 203 shall be of no effect.
§ :
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SECTION-BY-SECTION ANALYSIS OF ‘
THE ACCELERATED DIRECT LOAN PROGRAM TMPLEMENTATION
'AND STUDENT .LOAN MARKETING ASSOCIATION
TRANSITION ACT OF 1995

i
i
l
{
|
! j
i Section 1. Section 1 provides that this Act may be cited as
the "Accelerated Direct Loan Program Implementation and Student
,oan Marketing Assoc1atlop Transition Act of 1995".

Section 2. Section 2 sets forth the findings and purpose of
his Act. : : : ‘

TITLE I—-DIKECT LOAN PROGRAM AMENDMENTS

! : B ,
! Section 101. Section 101 of the bill would amend section
453(a) of the Higher Education Act of 1965 (20 U.S.C. 1001 et
ggg ; the "Act") to accelerate the phase-in of the William D.

Ford Federal Direct Loan ;Program. Under this proposal, Direct
Loans would account for 80 percent of new student loan volume for
academlc year 1996-1997, :and 100 percent of new volume for

academlc year 1997-1998 and succeeding academic years, rather

than 50 percent for academlc years 1996-1997 and 1997-1998 and 60

percent for academic year 1998-1999. Current law-permits the
Secretary to exceed the percentages specified for academic year
1996~1997 and beyond if warranted by institutional demand; the
bill would exp11c1tly requlre the faster phase-in of dlrect

loans

i
[

Accelerating the phase in of the Direct Loan Program,
mogether with the recall of guaranty agency reserves as proposed
in section 301 of the bill, would save an additional $5.2 billion
through fiscal year 2000, compared to the phase-in schedule in
fcurrent law. In addltlon to these savings, under this proposal
many students, their parents, and participating institutions
would be able to enjoy the benefits of the Direct Loan Program
far more qulckly than under the current schedule. These benefits
are’ descrlbed in the findings in section 2 of the bill, above.,

|
!
§ Section 102. Section 102 would amend: sectlon 455(e)(4) of
~ the Act to specify more clearly that remaining balances on income
lcontlngent Direct Loans are cancelled after 25 years of
repayment ~and that there is no tax llablllty resulting from that
?cancellatlon Currently, the statutory maximum repayment period
'is 25 years, and there lS an implicit forgiveness of amounts not
‘repald within that time period. However, without a statutory
jchange, the borrower would then become liable for income taxes on
ithe amount forgiven, because it would be considered income to the
|borrower at the time of forgiveness. It is illogical and
'inequitable to impose a potentially large tax liability on
someone whose income has, been insufficient to repay his or her
'lncome contingent Direct Loan in full over a 25 year period, and

: i .
| . i
H
!
¥
i
|

i
|
!
i
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contrary to the intent'underlYing income contingent repayment. A

corresponding amendment 1s made to section 108(f) of the Internal

Revenue Code of 1986

; ;

. TITLE II-~REORGANIZATION OF

* THE STUDENT LOAN MARKETING ASSOCIATION

{ Section 201. Sectlon 201 would amend the Act to add a new
section 440 to provide the Student Loan Marketing Association
w1th the authority to change its status, after a transition
perlod to that of an ordinary’ bus;ness corporation without ties
to the Federal Government. If the shareholders of Sallie Mae
'choose not to reorganize,'the Act would provide that Sallie Mae
dlssolve by a specified date :

i' ‘Section 440 (a) would permit the Board of Directors of the
‘Student Loan Marketing Assoc1at10n (the "Association") to
~recommend to the stockholders of the Association the '
gestructurlng of its common stock ownership pursuant to a plan of
reorgani: ration (the "Plan") so that the Association would become
a wholly-—-owned subsidiary of an ordinary business corporation
chartered under the laws of any one of the 50 States or the
District of Columbia (the "Holding Company"). The reorganlzatlon
must be effective no later than 18 months after the date of
enactmen* of the bill. The Plan may provide for a merger of the
%ssocxatxon into a“wholly-owned subsidiary of the Holding Company
and the conversion of the common shares of the Association to
shares of the Holding Company on a one-for-one basis.

. Section 440 (a) provfdes for review of the Plan by the

Secretary of Education . and the Secretary of the Treasury, who may
requlre amendments to the Plan that are necessary or approprlate
to ensure the continued safety and soundness of the Association, .
con51stency with the provisions of section 440, and the ability
of the Association to continue to fulfill its purposes until its
dlssolutlon, whlch is prov1ded for 1n ‘section 440(8)

| After any required amendments to the Plan are adopted by the
Board of Directors of the Association (the "Board"), the Plan is
to be submitted to the common stockheolders of the Association for
thelr approval The reorganization will occur at the time
spe01f1ed in the Plan (the "Effective Time") provided that the
Plan is approved by the holders of a majority of the outstandlng
%ommon stock of the Assoqlatlon Shares may be voted in person
br by proxy. ' '

E Section 440(b) contalns transition prov151ons applicable to
the Assoclation prior to its dissolution. If the stockholders
approve the reorganlzatlon, as described above, the transition
provisions Wlll apply beglnnlng at the Effective Time. If no
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heglnnlnq 18 months afterthe date of enactment.
L

The transition prov131ons requlre that the Association or
the Holding Company, as appropriate, issue stock purchase
warrants or other consideration to the United States in such
amount and on such terms and conditions as are acceptable to the
»Secretary of the Treasury. The Association is also regquired to
pay to the Secretary of Education specified amounts for fiscal
years 1996 through 2000 to compensate the government for lost
Federal revenues. |
5 In addition, the transition provisions include three
llmltathHS on the Association's operations. First, although the
Association may continue to issue debt obligations under section
439 to finance permitted activities, new debt must mature no
later than December 31, 2004. This date may be extended by the
Secretary of Education and the Secretary of the Treasury if they
dec1de to extend the date] of dissolution, as described below.
Thls provision also clarifies that debt issued by the
A55001at30n, whether before or after the Effective Time, shall
contlnue to have the attributes accorded to debt obligations of
the Association by section 439. For example, such debt
obllgatlons will continuel to be exempt from the securities laws
and will ‘continue to have the same tax treatment as provided by
sectlon 439,
1 |
i " Section 440(b) also places restrictions on new business
actlvzty of the Association. The Association is precluded from
engaglng in any new business activity or acquiring any new assets
‘ether than in connection with (1) contractual commitments which
are outstanding as of the Effective Time; and (2) serving as
lender of last resort pursuant to subsection 439(q); and
(3) purchases of loans pursuant to section 440A as added by this
blll ‘ :
§ Finally, section 440(b) llmlts the Association's llquldlty
portfollw to five percent of total assets, except with the prior
wrltten approval of the Secretary of the Treasury and the
Secretary of Education. |

!
i Section 440(c) contains additional transition provisions
which are applicable only' if the stockholders approve the
reorganization. Generally, the Association will continue to have
the rights, privileges, duties and obligations set forth in
section 439 of the Act and will continue to be subject to the
limitations and restrictions of section 439. The Association is
spe01flcally requlred to ‘continue to carry out the purposes for
whlch it was formed. i

i Since personnel of the Association may be transferred ‘to the
Holding Company or other sub51diaries of the Holdlng Company as

] 3
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reorganlzatlon occurs, then the transition provisions shall apply-
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pbrt of the reorgan1zatlon, section 449(c) requlres the Holdlng
Company to provide all necessary and appropriate. management and
operational support to the Association. Loan servicing
agreements between the Association and the Holding Company or
other subsidiaries of the Holding Company are required to be on
an arm's-length basis and.are subject to the approval of the
Secretary of Education. ' The Association is not precluded from
obtaining-management and éperational support from other scurces.
i

} Section 440(c) precludes the Association from extending
credit to, or providing credit enhancement for, the Holding
Company or any of its other affiliates. This prohibition, as

~well as other provisions described below, is intended to insulate

the Association from any financial distress or failure that the
Holdlng Company may experlence '

; Section 440(c) (4) permits the Association to make
distributions to the Holding Company, subject to certain
ﬁestrlctlons. Distributions may be paid only after amounts
required to be paid to the United States, as described above
under section (b), have been paid. The Association also must be
in compliance with its capltal standard after payment of the
distribution.

!

i To ensure that these restrictions are met, the Association
is requ1red to certify that the payment of any distribution will
be in compliance with section 440(c) (4) and must provide copies
of all relevant calculations. The Secretary of Education and the
Secretary of the Treasury must approve the certification before
the distribution is pald

;_

To further insulate the,Association, section 440(c) (5)
requires the Holding Compeny to conduct its new business only
through cother subsidiaries.

] l

i Section 440(c) (6) prov1des that the names of the Holding
Company and its subsidiaries may not contain the terms "Student
Loan Marketlng Assoc1atlon" "Sallie Mae", or any variations
thereef "The Association! may assign the "Sallie Mae" name to the
Holdlng Company as a trade mark or service mark. The Holding
Company and its other subsidiaries are nevertheless expressly
precluded from using the Sallie Mae name to identify the issuer
of any security offered by the Holding Company or any subsidiary.
In addition, the Holding Company and its subsidiaries are
required to clearly state, in securities offerings or promotional
materials, that the entities are not government sponsored
enterprlses or lnstrumentalltles of the Unlted States.

Section 440(c) (7) contalns several requlrements that are
intended to insulate the Association from any financial distress
or failure of the Holding' Company or its new subsidiaries by
ensurlng that the separate corporate identity of the Association

| 4
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is preserved during the Tran51tlon Period and.that persons
deallng with the Holding cOmpany or its new subsidiaries are
deallng with completely prlvate entities and not with the
Assoc1at10n

i ' i

! Section 440(0)(8) contalns provisions which "grandfather"
current tax treatment of the Association's portfolio for.purposes
of calculating the Association's interest expense deduction under
section 265 of the Internal Revenue Code. :

, ,

! Section 440(d) provides for additional transition provisions
that will apply in the event no reorganization occurs. The
Assoc1at10n is required to develop a plan for the orderly winding
up of its business. The termination plan must ensure that the
'Association will have on hand at the dissolution date adequate
assets to fulfill its obllgatlon to establish a trust, as
required under section 440(e), for the benefit of holders of debt
of the Association which is still outstanding as of the date of
dissolution. The termination plan must be approved by the
Secretary of the Treasury, and reviewed by the Secretary annually.
the Secretary may require such amendments to the plan as are
necessary to ensure full payment of any outstanding debt. The

Association must certify to the Secretary of the Treasury that ‘it

1s in compliance with the! plan and any required amendments, prior
to payment of any dlstrlbutlon. The Association is precluded
from paying any cash or non-cash distributions unless the plan is
approved, the Association is in full compliance, and the :
Secretary has approved the certification of compliance.

3 Section 440(e) prov1des for dlssolutlon of the Association
no later than December 31, 2004. The dissolution occurs on this
date regardless of whether shareholders of the Association have
elected to reorganize as an ordinary private business
corporatlon, as provided above. However, upon request of the

A55001at10n, the Secretary of Education and the Secretary of the

Treasury may extend the date of dissolution if they determine
that the continued part1c1pat10n of the Association in the
tran51tlon to dlrect lendlng is necessary or appropriate.

ﬁ Under section 440(e)(1), any outstanding debt of the
Assoc1at10n will be transferred to a trust along with full faith
and credit obllgatlons of the United States in an amount
suff1c1ent to pay all principal and interest on the debt
obllgatlons in acecordance with their terms. The Association is
also required to make proper provision for all other obligations
of the Association including the repurchase or redemption of any
outstand;ng preferred stock of the A55001at10n.
|
i Section 440(e) also prov1des that if a reorganization
occurs, to the extent that the Association does not have
suff1c1ent obligations .to. transfer to the trust, the Holding
Company shall be requlred‘to make up any shortfall. 1In addition,
{ . .
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any obligations not fully satisfied by the Association shall
become liabilities of the’ Holdlng Company as of the date of
dlssolutlon.

]

' Section 440(f) prov1dee that the Secretary of Education or
the Secretary of the Treasury, as approprlate may request that
the Attorney General bring an action in the United States
District Court for the District of Columbia to enforce any

i ) N .
-provision of section 440.

i Section 202. Section 202(a) would amend certain provisions
of section 439 of the Act: Under section 401 of the bill, these
amendments would become effective as of the earlier of the
_Effectlve Time of the reorganlzatlon or 18 months after
enactment.

i Section 202 (a) would amend the oversight authorlty of. the
Secretary of the Treasury in several respects. In addition to
the current reguirement to provide the Secretary of the Treasury
wath copies of publicly distributed periodic financial reports,
the Association would also be required to provide the Secretary
of the Treasury with quarterly financial statements and a .
quarterly report showing the calculation of the capital ratio set
forth in section 439(r). lThls report must be in a form and must
contaln such information as is approved by the Secretary of the
Treasury ;

! !

l Section 202(a) would also amend section 439(r)(2) o
authorize the Secretary of the Treasury to appoint auditors or
examiners to conduct audits of the Association to determine its
condltlon, to assess its flnanc1al safety and soundness, and to
determlne whether the requlrements of section 440, as described
above, are being met. Section 439(r)(2) is also amended to
require the Association to pay an assessment to Treasury to cover

1easonable costs and expenses to carry out sections 439 and 440.
|
|

Section 202 (a) would also amend section 439(r)(7) and
ede51gnate it ‘as sectioni439(r)(4). The amendment would
‘increase the minimum capltal ratio requlrement for the
ﬁssoclatlon to 3.0 percent beglnnlng in the calendar year 2000.

E Existing paragraphs (4),(5), and (6) and (8) through (11)
would be deleted. Finally, section 202(a) would. add a new

sectlon 439(r) (7) providing that the Secretary of the Treasury
may request the Attorney General to brlng an action to enforce

any provision of subsectlon (r).
| Next, section 202(b) of the bill would amend section 439 (q)
4 of the Act to add a new paragraph {2) that would authorize the

Secretary of Education to! provide the Association with funds to
enable the Association to make loans on the Secretary's behalf as -
,ﬁhe lender-offlast—resortiwhenever the Secretary determines that

L . ~
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ellglble borrovers are seeklng and are unable to obtain loans
under this part. These funds, as well as the provisions in
section 203 of the bill, as descrlbed below, are intended to.
a551st in ensuring the avallablllty of loan capital during the
transmtlon from the Federal Family Education Loan Program (the
"FFEL Program") to direct lending. The funds (as well as the
fees described below) would be provided from funds available
under the FFEL Program, or section 458 of the Act, and would be
subject to such restrictions on their use as the Secretary of
Educatlon determines are appropriate. The funds could be
prov1ded regardless of whether there is a lender-of-last-resort
program of a guaranty agency operating in that State,

? Loans made by the Assoc1at10n on the Secretary's behalf
u51ng these funds would be subject to this proposed new
subsectlon and any addltlonal requirements imposed by the
Secretary of Education. The Association would be required to pay
to the Secretary of Education the interest paid by the borrowers
of the lender-of-last-resort loans made from the funds provided.
The Secretary would be authorlzed to use that interest paid by
the Association for any purpose for which funds under section 458
of the Act are available. Rather than paying interest and
special allowance subsidies on loans made by the Association on
the Secretary's behalf from the funds provided, the Secretary of
Education would pay the Association a fee for making the loans on
the Secretary's behalf, and the Association would.hold the loans
on behalf of the Secretary of Education until requested to
provide them to the Secretary. '

E Section 203. Section 203 would further amend section 439 in
the event a reorganizatidn occurs. First, section 203(a) would
reduce the size of the Board of Directors of the Association, but
’would generally retain the proportion of elected directors to
Pres1dent1ally ~elected directors and the representatlon of '
ellglble institutions and eligible lenders. The size of the
Board would be reduced from 21 to 11 directors. The number of
Pre51dent1al appointees would be reduced from seven to three.

The remaining 8 directors would be elected by the common :
stockholders of the Association. Four of the elected directors
would be affiliated with an eligible institution and four would
be affiliated with an eligible lender.

[ i :

' Section 203 (b) would add to the enforcement authorities of
the Secretary of the Treasury the ability to require a
contrlbutlon of additional capital by the Holding Company in the
event the Association's capital falls below the minimum ratio.

i Section 203(c) would impose additional reportlng

requlrements The Association would also be required to keep

records concerning the financial risk to the Association
resultlng from the activities of any assec1ated persons

!
|
|
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| Section 204. Section 204 would add a new section 440A to
Part B of Title IV of the Act that, consistent with the
authorltxes described in section 202 of the bill in relation to
the Association, would -authorize the Secretary of Education to
prov1de funds to ellglble entities functioning as secondary
markets. to enable them to make loans as the lender-of- last-resort
on the Secretary's behalf. Additionally, eligible secondary.
markets would also be able to purchase loans on .behalf of the
Secretary of Education using funds provided by the Secretary. 1In
crder to be eligible to receive funds under this section, a
,secondarv market must meet the definition of an eligible lender
in section 435(d) and such other eligibility criteria as the
$ecretary‘of Education may specify.

| Sec#lon 205. Sectlon 205 would repeal section 439 as of the
date the Assoc1at10n is dlssolved

t

. TITLE III--FEDERAL FAMILY EDUCATION LOAN PROGRAM AMENDMENTS

| |

| {

: Section 301. Section 301 of the bill would amend various .
prov151ons of part B of title IV of the Act to require the
Secretarv to recover from the reserve funds held by guaranty
agencies not less than. $1 1 billion in the aggregate in the
flscal years 1996 through: 2000. This amount would be recalled
over that five- year perlod as follows: not less than $350,000,000
would be recalled in fiscal year 1996, $250,000,000 in each of
fiscal years 1997 and 1998, $150,000, 000 in flscal year 1999, and

$100,000,000 in fiscal year 2000.
|

§ The recall of these reserve funds would be a component of
the "ongoing tran51tlon from the FFEL Program to the Direct Loan
Program. While $1.1 billion in recalled reserves would be
returned to the Treasury to reduce the deficit, the Secretary
could use amounts recalled in excess of that sum for transition
act1v1tles

l : . . .

| In addition to furthering the transition from guaranteed to
‘direct student loans, the: proposed recall of reserves is
‘con51stent with the current role of the guaranty agency in the
FEEL Program. . Section 432 (o) of the Act, which was added by the
Higher Educatlon Amendments of 1992 (P.L. 102- 325), clarifies
that the Secretary is the'ultimate insurer of all FFEL
guarantebs Thus, guaranty agencies actually function more like
loan services than guarantors, and therefore have limited need
?or reserve funds to protect agalnst losses.

The specific statutory changes that would be made by section
301 of the bill are as follows* -

| : |
| A
. | 8



H
l
l
i
!
|
f

Section 301(a) (1) of the bill would amend section 422 (qg) (1)
of the Act to make conformlng changes and to eliminate
subparagraph (), a provision that currently authorizes the
Secretary to direct a guaranty agency to return reserves that the
Secretary determines are unnecessary to pay program expenses and
contingent liabilities of the guaranty agency. This authority
would be replaced by a new subsection (h), discussed below. This
new recall authority would be part of the broader plan to wind
down guaranty agency operations in the transition to the direct
loan program, instead of :authorizing the recall of reserves
solely because they are “unnecessary" in an ongoing guaranty
agency system.

! Section 301(a)(2) of the blll would further amend section
422 to add a new subsection (h) that would require the Secretary
to recall at least $1.1 billion in reserve funds, as described
above The Secretary will establish criteria for selecting the
agencies required to reserve funds and a formula to calculate the
amount to be returned. These criteria and this . formula would be
establlshed by the Secretary after consulting with the higher
educatlon community, and would be designed to meet the needs of
the FFEL Program, assist 'in the transition to the Direct Loan

~vProgram and protect the Federal fiscal interest.

; Sections 301 (b) (1) and (2) (A) of the bill would amend
section 428(b) (1) (X) and the heading for section 428(c) (9) of the
‘ Act respectively, to conform with the changes made by section

?01(c)(2)(B) of the bill., Section 301(b) (2)(B) of the bill wouldA

completely revise sectlon 428(c)(9)(A) of the Act, which
currently describes the minimum reserve levels that guaranty
agencies are required to maintain. Reserves at these levels are
not consistent with the current role of the guaranty agency in
the FFEL Program, and its potential for loss, as discussed above.
Instead this provision would be amended to authorize the
Secretary, notw1thstand1ng any other provision of law, to
establlsh a required level of reserve funds for each guaranty
agency These reserve amounts would be set at levels designed to
meet the needs of the FFEL Program, assist in the transition to
dlrect leans, and protect‘the Federal fiscal interest.

This amendment would also authorize the Secretary, as part
of the proposed recall of reserves, to establish an alternate
method of providing flnanc1al support to guaranty agencies rather
than through the use of reserve funds. Prior to establishing
such an alternative (one example of which would be a system of
providing working capital to guaranty agencies on a case-by- case
basis) the Secretary would first be required to determine that -
the needs of the FFEL Program, the transition to direct lending,
and the Federal fiscal 1nterest would be better served by a
method other than reserves, to consult with the hlgher education
communltv and to inform the Congress. This provision would give
the Secretary the flex1b111ty to address the changlng needs of
|
9
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the guaranty agencies and the guaranteed and direct loan systems
durlng the tran51t10n '1 : :

-i Finally, section 301(b)(2)(C) of the bill would amend
sectlon 428(cy) (9) (C) (1) of the Act to conform with the changes
made in subparagraphs (A) '‘and (B) of section 301(b)(2) of the
bill. i

l Section 302. Sectlon 302 of the bill would make several
changes to Part B of Title IV of the Act that would enable the
Secretary to resume providing Federal loan insurance (instead of
merely reinsuring loans that have been insured by guaranty
- agencies) as necessary to ensure students continued access to
loan capital and to assist in the transition from guaranteed to
dlrect lendlng i

Section 302(a) of the bill would amend section 421(a) (1) of
the Act to expand the purposes of Part B of Title IV of the Act
to reflect that the Federal loan insurance program is intended to
enable the Secretary of Education to provide loan insurance for
students who do not have reasonable access to direct loans, not
just access to a State or ‘private nonprofit program of student
lean insurance. .
o : !

| Section 302(b) would amend section 423 of the Act to permit
the Secretary to issue certificates of insurance for the
1nsurance of loans made to student borrowers (or their parents),
1n a State in which there 'is no State student loan insurance
program for student borrowers in that State and with which the
Secretary has an agreement under section 428(b), regardless of
whether another State or prlvate nonprofit student loan insurance
program is willing to operate in the State. This amendment would
provide the Secretary with the flexibility needed to address loan
access issues 1in an orderly manner as part of the broader plan to
: and down guaranty ‘agency operatlons in the transition to direct
1end1ng : ﬁ

_! Section 302(c) of the bill would repeal section 424 of the
Act. Section 424 currently sets limits on the amounts of loans
that may be covered by Federal loan insurance, and specifies
dates after which no further Federal loan insurance may be
granted These limits are inconsistent with the amendments
proposed in this section of the bill to reactivate the Federal
,loan insurance program as,an additional means of ensuring loan
access. . ’

|

5 Section 302(d) of the bill would amend Section 425(b) of the
Act to specify that the level of insurance. coverage provided by
the Secretary on any loan covered by Federal loan insurance will
be 98 percent of the unpaid principal and accrued interest on
such loan. This amendment would make the level of insurance
coverage for loans 1nsured through Federal loan insurance

i : 10
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con31stent with the level of coverage for loans that are 1nsured
by guaranty agencies.

| Section 303. Section 303(a) of the bill would’ make a
conformlng change to sectlon 421(d) of the Act that would
termlnate the Secretary's authority to make new FFEL guarantees
~as of June- 30, 1997. This termination would not affect the

Secretary‘s authorlty to 1nsure loans dlrectly under section 427
of the Act.
i .
! Section 303(b) of the bill" would make a conforming change to
sectlon 428(c) (1) of the Act to require a guaranty agency to file
1ts claim for reimbursement with the Secretary of Education
wlthln 4% days after the guaranty agency approves a claim that
“would discharge its 1nsurance obligation on the loan. 1In
addition, the guaranty. agency would -be prohibited from
dlscharglng its obligation until the guaranty agency has received
relmbursement from the Secretary. Under current law, a guaranty
gency is required to file its claim for relmbursement within 45
days after the guaranty agency actually pays a claim that
dlscharges its insurance obligation on the loan. This amendment
conforms to the changes made concerning guaranty agency reserves
in section 301, and would greatly reduce the amount of funds

guaranty agencies need to have on hand to discharge their
1nsurance obllgatlons ’

i

| : ’
: _ : TITLE! IV--EFFECTIVE. DATES
I ' ’

Sectlen 401 prov1des that the amendments made by the
Accelerated Direct Loan Program Implementation and Student Loan
Marketing Association Transition Act of 1995 are effective on the
date of enactment, with three exceptions. The amendments made by
sectlon 102, relatlng to cancellatlon of remaining balances on
certain loans, would be effectlve for loans made on or after July
1, 1994. The amendments made by section 202(a), which amend
existing provisions of section 439(r), would be effective on the’
earlier of the Effective Time of the reorganization, as set forth
1p section 440 (as added by section 201 of this Act), or 18
months after the date of enactment. Finally, the amendments made
by section 203 would be effectlve as of the Effective Time of the

reorganlzatlon If no reorganlzatlon occurs, then the amendments

made by section 203 would' be of no effect.

i
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THE DEPUTY: SECRETARY OF THE TREASURY

WASHINGTON
1 ’ ’

{July 11, 1996

\

. The Honorable James A. Leach

- Chairman .

Committeec on Banking and Fmancxal Services
U.S. House of Representatives

Washington, D.C. 20515-6050

[

. Dear Mr. Chairman: ‘
! |
1 I am pleased to transmit the Department of the Treasury’s report on the Federal National

; Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporauon

' (Freddie Mac). ‘ |

\ I

. As required by section 1355 of the Federal Housing Enterprises Financial Safety and . .

| Soundness Act of 1992, this report examines the desirability and feasibility of ending the

' federal government’s sponsorship of Fannie Mae and Freddie Mac. Pursuant to this

; statutory mandate, we have conducted a broad review of the government's relationship with
© the two enterprises. We examined! the benefits and constraints of government sponsorship,
: the enterprises’ public purpose, and the effects of maintaining or amending the existing

. relationship between the enterprises and the federal government. The Department of

' Housing and Urban Development, the Congressional Budget Office, and the General

i Accounting Office have also conducted studies pursuant to the Act.

| I .

As a result of over three generations of U.S. government policy supporting
homeownership, the United States now has the strongest housing finance market in the

. world. Today, homeownership rates in the U.S. are at their highest levels in sixteen years.
| Fannie Mae and Freddie Mac have played critical roles in building a liquid secondary

. market for home mortgages, thereby helping make homeownership possible for millions of
Americans. Through their affordable housing activities, they have also contributed to
expanding homebuying opportunities for low- and moderate-income families.

i We believe that firm conclusions regarding the desirability of ending or modifying the

| government's sponsorship of Fannie Mae and Freddie Mac are premature. Considerable

' uncertainty exists on an array of important issues. For example, it is still too early to assess
| the efficacy of various provisions of the 1992 Act, notably including the affordable housing
i goals applicable to the two enterprises, and the new system of safety and soundness
regulation. Moreover, attempting to quantify the benefits and costs of government
sponsorship is inherently difficult a|md imprecise. Our report estimates that the two GSEs



2

retain a substantial portion of the benefits of their government subsidy. These and other
issues would benefit substantially from further study aimed at helping policymakers better
understand the benefits and costs of continued federal government sponsorship both to the

. public and to the enterprises.

Fannie Mae and Freddie Mac are important institutions participating in markets that affect
millions of Americans. Ultimately, any change in their status will require a rigorous public
discussiori and a broad consensus. We hope this report is a helpful contribution to that
process.

Sincerely,

C2gd

Lawrence Summers
Deputy Secretary

Enclosure



THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

; _ ' July 11, 1996

! The Honorable Henry B. Gonzalez

' Ranking Member

Committes on Banking and Financial Services
U.S. House of Representatives
Washington, D.C. 20515-6050

" Dear Congressman Gonzalez:

Iam pleaséd to transmit the Department of the Treasury’ s report on the Federal National
Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporatlon
(Freddie Mac).

As required by section 1355 of the Federal Housing Enterprises Financial Safety and
Soundness Act of 1992, this report examines the desirability and feasibility of ending the
federal government’s sponsorship of Fannie Mae and Freddie Mac. Pursuant to this
statutory mandate, we have conducted a broad review of the government's relationship' with
the two enterprises. We examined the benefits and constraints of government sponsorship,
the enterprises' public purpose, and the effects of maintaining or amending the existing
relationship between the enterprises and the federal government. The Department of
Housing and Urban Development, the Congressional Budget Office, and the General
Accounting Office have also conducted studies pursuant to the Act.

As a result of over three generations of U.S. government policy supporting

. homeownership, the United States now has the strongest housing finance market in the -
world. Today, homeownership rates in the U.S. are at their highest levels in sixteen years.
Fannie Mae and Freddie Mac have played critical roles in building a liquid secondary
market for home mortgages, thereby helping make homeownership possible for millions of
Americans. Through their affordable housing activities, they have also contributed to
expanding homebuying opportunities for low- and moderate-income families.

| We believe that firm conclusions regarding the desirability of ending or modifying the

. governmerit's sponsorship of Fannie Mae and Freddie Mac are premature. Considerable
' L uncertainty exists on an array of important issues. For example, it is still too early to assess
. the efficacy of various provisions of the 1992 Act, notably including the affordable housing
» goals applicable to the two enterprises, and the new system of safety and soundness
{ regulation. Moreover, attempting to quantify the benefits and costs of government

sponsorshqp 1S mherently dlfﬁcult and imprecise. Our report estimates that the two GSEs
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retain a substantial portion of the benefits of their government subsidy. These and other
issues would benefit substantially from further study aimed at helping policymakers better -

understand the benefits and costs of continued federal government sponsorship both to the
. pubhc and to the enterprises. '

: Famuc Mae and Freddie Mac are important institutions participating in markets that affect

millions of Americans. Ultimately, any change in their status will require a rigorous public

. discussion and a broad consensus. We hope this report is a helpful contribution to that

process.

Sincerely,

A

Lawrence Summers
Deputy Secretary

Enclosure



THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

July 11, 1996

The Honorable Alfonse M. D' Amato

Chairman v

. Committe: on Banking, Housing, _ '
' and Urban Affairs

. U.S. Senate

| Washington, D.C. 20510-6075

Dear Mr. Chairman:

I am pleaszd to transmit the Departmerit of the Treasury’s report on the Federal National
Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporanon
- (Freddie Mac).

| As required by section 1355 of the Federal Housing Enterprises Financial Safety and
i Soundness Act of 1992, this report examines the desirability and feasibility of ending the -
- federal government’s sponsorship of Fannie Mae and Freddie Mac. Pursuant to this

the two enterprises. We examined the benefits and constraints of government sponsorship,

| the enterprises’ public purpose, and the effects of maintaining or amending the existing

? relationship between the enterprises and the federal government. The Department of
Housmg and Urban Development, the Congressional Budget Office, and the General

. Accountmp Office have also conducted studies pursuant to the Act.

i As a result of over three gencrations of U.S. government policy supporting

. homeownership, the United States now has the strongest housing finance market in the

' world. Today, homeownership rates in the U.S. are at their highest levels in sixteen years.

% Fannie Mae and Freddie Mac have played critical roles in building a liquid secondary

i market for home mortgages, thereby helping make homeownership possible for millions of

g Americans. Through their affordable housing activities, they have also contributed to
| expanding homebuying opportunities for low- and moderate-income families.

: ;

i We believe that firm conclusions regarding the desirability of ending or modifying the

| government's sponsorship of Fannie Mae and Freddie Mac are premature. Considerable
uncertainty exists on an array of important issues. For example, it is still too early to assess

| the efficacy of various provisions of the 1992 Act, notably including the affordable housing

| goals applicable to the two enterprises, and the new system of safety and soundness

; regulation, Morcover attempting to quanufy the benefits and costs of government

|
l

 statutory mandate, we have conducted a broad review of the government's relationship with - -



retain a substantial pdrtion of the benefits of their government subsidy. These and other
issues would benefit substantially from further study aimed at helping policymakers better
understand the benefits and costs of continued federal government sponsorshlp both to the
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} public and to the enterprises.

] Fannie Mae and Freddie Mac are important institutions participating in markets that affect

i millions of Americans. Ultimately, any change in their status will require a rigorous public
f discussion and a broad consensus. We hope this report is a helpful contribution to that

| process.

Sincerely,

/N A

Lawrence Summers
Deputy Secretary

Enclosure
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THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

July 11, 1996

| The Honorable Paul S. Sarbanes
' Ranking Member

, Committee on Banking, Housing,
' and Urban Affairs

| U.S. Senate

Z'Washington; D.C. 20510-6075

' Dear Senator Sarbanes:
] am pleasud‘t(.) transmit the Department of the Treasury’s report on the Federal National

Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporatxon
(Freddle Mac).

‘ As required by section 1355 of the Federal Housing Enterprises Financial Safety and

[ Soundness Act of 1992, this report examines the desirability and feasibility of ending the
| . federal government’s sponsorship of Fannie Mae and Freddie Mac. Pursuant to this

| statutory mandate, we have conducted a broad review of the government's relationship with
' the two enterprises. We examined the benefits and constraints of government sponsorship,
 the enterprises’ public purpose, and the effects of maintaining or amending the existing
 relationship between the enterprises and the federal government. The Department of
 Housing and Urban Development, the Congressional Budget Office, and the General

| Accounting Office have also conducted studies pursuant to the Act.

% As a result of over three generations of U.S. government policy supporting
. homeownership, the United States now has the strongest housing finance market in the
world Today, homeownership rates in the U.S. are at their highest levels in sixteen years.
Fanme Mae and Freddie Mac have played critical roles in building a liquid secondary
' market for home mortgages, thereby helping make homeownership possible for millions of
lAmerlcans Through their affordable housing activities, they have also contributed to
lexpanding homebuying opportunities for low- and moderate-income families.
i

i

'We believe that firm conclusions regarding the desirability of ending or modifying the
govemmemt s sponsorship of Fannie Mae and Freddie Mac are premature. Considerable
uncertamty exists on an array of important issues. For example, it is still too early to assess
the efficacy of various provisions of the 1992 Act, notably including the affordable housing
lgoals applicable to the two enterprises, and the new system of safety and soundness
regulation. Moreover, attemptmg to quantify the benefits and costs of government

|
i
|
|




z N :

- retain a substantial portion of the benefits of their government subsidy. These and other
' issues would benefit substantially from further study aimed at helping policymakers better

understand the benefits and costs of continued federal government sponsorship both to the
' public and to the enterprises.

| Fannie Mae and Freddie Mac are important institutions participating in markets that affect

‘1 millions of Americans. Ultimately, any change in their status will require a rigorous public
‘ discussion and a broad consensus. We hope this report is a helpful contribution to that

. process. ‘ A ‘

i

Sincerely,

A

Lawrence Summers
Deputy Secretary
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v THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

July 11, 1996

The Hongrable Paul E. Kanjorski

Ranking Member

| Subcommittee on Capital Markets, Securities,
* and Government Sponsored Enterprises

| U.S. House of Representatives

-{ Washington, D.C. 20515

Dear Congressman Kanjorski:

I am pleased to transmit the Department of the Treasury’s report on the Federal National

; Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporatlon
| (Freddle Mac)

As required by section 1355 of the Federal Housing Enterprises Financial Safety and

. Soundness Act of 1992, this report examines the desirability and feasibility of ending the
federal government’s sponsorship of Fannie Mae and Freddie Mac. Pursuant to this

| statutory mandate, we have conducted a broad review of the govermment's relationship with
§ the two enterprises. We examined the benefits and constraints of government sponsorship,
| the énterprises” public purpose, and the effects of maintaining or amending’the existing

| relationship between the enterprises and the federal government. The Department of

| Housing and Urban Development, the Congressional Budget Office, and the General
Accounting Office have also conducted studies pursuant to the Act.

1
: ‘ : _
‘ As a result of over three generations of U.S. government policy supporting
‘ homeownership, the United States now has the strongest housing finance market in the
i world. Today, homeownership rates in the U.S. are at their highest levels in sixteen years.
. Fannie Mae and Freddie Mac have played critical roles in building a liquid secondary
. market for home mortgages, thereby helping make homeownership possible for millions of
' Americans. Through their affordable housing activities, they have also contributed to
! cxpanding homebuying opportunities for low- and moderate-income families.

E We belxeve that firm conclusions regarding the desirability of ending or modnfymg the

; government's sponsorship of Fannie Mae and Freddie Mac are premature. Considerable
|uncertainty exists on an array of important issues. For example, it is still too early to assess
the efficacy of various provisions of the 1992 Act, notably including the affordable housing
igoals applicable to the two enterprises, and the new system of safety and soundness
ﬂregulation. Moreover, attempting to quantify the benefits and costs of government

; ;
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retain a substantial portion of the benefits of their government subsidy. These and other
issues would benefit substantially from further study aimed at helping policymakers better
understand the benefits and costs of continued federal government sponsorship both to the
public and to the enterprises.

Fannie Mae and Freddie Mac are important institutions participating in markets that affect
millions of Americans. Ultimately, any change in their status will require a rigorous public
discussion and a broad consensus. We hope this report is a helpful contribution to that
process. : - : : o

Sincerely,

Qrence Summers
Deputy Secretary

. Enclosure



THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

July 11, 1996

. The Honorable Richard H. Baker

| Chairman |
| Subcommittee on Capital Markets, Securities,
| and Government Sponsored Enterprises

‘ U.S. House of Representatives

. Washington, D.C. 20515

Dear Mr. Chairman:

i I am pleased to transmit the Department of the Treasury s report on the Federal National

Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporauon
(Freddxe Mac).

‘ As required by section 1355 of the Federal Housing Enterprises Financial Safety and .

| Soundness Act of 1992, this report examines the desirability and feasibility of ending the -

| federal government’s sponsorship of Fannie Mae and Freddie Mac. Pursuant to this

f statutory mandate, we have conducted a broad review of the government's relationship with

' | the two enterprises. We examined the benefits and constraints of government sponsorship,
the enterprises’ public purpose, and the effects of maintaining or amending the existing

| relationship between the enterprises and the federal government. The Department of

i Housing arid Urban Development, the Congressional Budget Office, and the General

| Accounting Office have also conducted studies pursuant to the Act.

i As a result of over three generations of U.S. government policy supporting

. homeownership, the United States now has the strongest housing finance market in the

i world. Today, homeownership rates in the U.S. are at their highest levels in sixteen years.
: Fannie Mae and Freddie Mac have played critical roles in building a liquid secondary

‘ market for home mortgages, thereby helping make homeownership possible for millions of
! | Americans. Through their affordable housing activities, they have also contributed to
expandmg homebuying opportunities for low- and moderate-income families.

We believe that firm conclusions regarding the desirability of endmg or modifying the
‘government's sponsorship of Fannie Mae and Freddie Mac are premature. Considerable
uncertainty exists on an array of important issues. For example, it is still too early to assess
'the efficacy of various provisions of the 1992 Act, notably including the affordable housing
'goals applicable to the two enterprises, and the new system of safety and soundness
‘regulation. Moreover, attempting to quantify the benefits and costs of government
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. retain a substantial portion of the benefits of their government subsidy. These and other
~ issues would benefit substantially from further study aimed at helping policymakers better

' understand the benefits and costs of continued federal government sponsorship both to the
| public and to the enterprises.

?Fann’ie Mae and Freddie Mac are important institutions participating in markets that affect
' millions. of Americans. Ultimately, any change in their status will require a rigorous public

| discussion and a broad consensus. We hope this report is a helpful contribution to that
| process. '
!

Sincerely,

Lawrence Summers
Deputy Secretary

Enclosure



GOVERNMENT SPONSORSHIP OF THE
'FEDERAL NATIONAL MORTGAGE ASSOCIATION AND THE
FEDERAL HOME LOAN MORTGAGE CORPORATION

THE UNITED STATES DEPARTMENT OF THE TREASURY

JULY 11, 1996



