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DEPARTMENT OF THE TREASURY'-	 .". 

WASHINGTON, D.C. 20220 

January 17, 1995 

MEMORANDUM POR 	 SECRETARY RUBIN 

TJ;lROUGU: 	 DEPUTY SECRETARY ~EWMAN wAf' 
I 

i 	
Darcy Bradbur~ . .PROM: 
Deputy ASsis~~~cretaryI 
(Federal Finance) 

SUBJECT: 	 Sallie Mae Privatization and the President's 
BudgetI 

I 

I 

i 


Treasury has been working with Education, OMB and NEC to 
analyze a possible privatization of Sallie Mae. Treasury is the 
s~fety and soundness oversight agency for Sallie Mae •. The 
upcoming budget and concerns about Congressional scrutiny of the 
direct lending program have precipitated some rapid movement in 
this matter. 

i 

(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. 

I 

(i~) Education 	has commenced an administrative proceeding to stop 
I 	 Sallie Mae from vigorously competing with direct lending. 


Education's threat is to declare Sallie Mae an ineligible 

lender and void the federal guarariteeon all outstanding 

loans held by Sallie Mae. This will intensify the 

hostility between Education and Sallie Mae. Education 

is also fighting with SLMA about whether Salli.e has to pay 

the "offset fee" on loans it securitizes. 


I 
(~) 	 We have convinced Education,OMB and NECto link the 


legislation to eliminate guaranteed loans with the 

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 

capi'tal to a new private company. 


Direct lending was not very popular with the Repub+icans 
when it was passed -- hence the 60% cap on direct lending's 
market share in the statute. The Administration is now 
taking a very aggressive approach with Sallie Mae which will 
make passage of privatization legislation even more 
complex. 

We expect to have draft legislation on the privatization 
ready in several weeks, and will brief you at that time to seek 
ybur approval. These other actions, however, will shape the 
Administration's position to a great degree. 
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THROUGH: 
I 

:FOR SECRETARY RUBIN ~ 

Under Secretary HaWke~qV(/~ 

FROM: Darcy Bradbu~ 
I Deputy Assistant Secretary (Federal Finance)
I 
I 

SUBJECT: Privatizing Sallie Mae 
I 

I 
ACTION FORC:ING EVENT: 

I 

, 


The! Administration has prepared a bill to implement the President's 
goal to move to 100% direct student loans and to privatize Sallie Mae. 
Treasury has led the Administration working group to develop this 
leg~slation together with OMB, NEC, Education and DPC. 

i 
I /"

RECPMMENDAT:ION: 
I 

Tha~ you s'gn, together with Secretary Riley, the transmittal letter 
to Congre 

,I 

I 

I Agree Disagree Let's Discuss 

i 
BACKGROUND/~WALYSIS : 

I ' 

As ~he safety and soundness regulator for Sallie MaeL__~~easur~.~ 

b~en developing pr1vatization legislation with this Admjnjatration 


·-··w~up-f.or-o..'LeL-g__y~ar. The President's FY 1996 budget includes' 
mbv~ng to 100% direct student loan and phasing out the bank-based, 
guaranteed student loan program. That pioposal creates $5.2 billion in 
budget savings in FY 1996-2000 and is consistent with the President's 
edu6ation priorities. The Adfuinistration has decided to submit one 
bil+ that includes both proposals. The concept of 100% direct lending' 
has[little support in Congress. The privatization piece will b~ . 

\, 

acc~ptable to the Administration even if the current .law on direct 
lending prevails, since 100% direct lending is permitted under current. 
law! at a later time. 

I 
ThelHouse is consideiing legislation to privatize Sallie Mae.. A bill 

waslreported out by the Education and Economic Opportunities committee 

on June 8th .. We testified in support of privatization in both the,


I 

I 

.~CUTJVE SECRETARIAT 
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i 
House and Senate, and have worked with House staff to improve their 
billl (which began with a Sallie Mae. draft) as much as possible. If we 
transmit a bill to the Senate now, it will be easier to get a better 
bilil. 

I 

I 
-I 

I 

! 
I 

ATTACHMENTS: , 

Tab A: LettE~rs to Congress 
Tab B: Outline of legislation 
Tab C: Proposed legislation 

I 

I 
I. 
I 
I 
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Department, 
:> of the Treasuryto:_....;...________ 

.::". :.;' 
. " , . i' . 

\ 
Executive Secretary , . 

, " room:___ date:_'___ 
'/;,', " 

7/19 

Bob: 

While Sallie Mae's stock is privately held, and is 
, not owned by Treasury, Sallie Mae has a 

, : •.,' "I' : ":number of links to Treasury and to the U.S. 
,. " 

goverIllll-ent. These links include authority to 
,, 'borrow from Treasury, exemption from certain " 

i' . 

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 ' 

,\ . 
I 

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 
" 1
""'i transmitting our proposal. 

, X Yes, send the letters. 

No, please provide additional 
' .. ';: '.: : ..... .information. 

,', ': 

I ~ .' 

, , 

J. Benjamin H. Nye I , , 
I

I' 
I 

Iroom 3408 , ' 

"phone 622-2735 f " 

I, , 

, i· 

, " I 

\ 
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Table I 
Government-sponsored Enterprise Links to the Federal Government 

~ __L_.___ _ 

Federal Federal Federal Federal Student Construction 
National Home Loan 1I0me Farm A,griculturat Lolln 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 

IOwnership Private Private Private Privale Private Private Federal & Private (a) 

President or presidenlial appointees Yes (5118) Yes (5118) Yes (6/14) (b) No Yes (5115) Yes (7120 Yes (4111) 
appoint some board members 

Treasury lendin~ authorized $2.25B $2.25B $4.0n No (c) $1.59 (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 nla (e) Yes No 

Use of F4?d as fisCRI agent Yes Yes Yes Yes Yes Yes No 

Eligihle 10 c'ollateralize public deposits Yes Yes Yes Yes Yes Yes No 
(all US Government; most SLale & local) 


Exempt from SEC registration (1933 Act) Yes Yes Yes Yes No Yes No

'- . 

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 Slate bank. FR members 


Eligible for unlimited investment by Yes Yes Y~ Y~ Y~ Yes No 

thrifts regulated by FDIC or OTS 


Exemption of corporate earnings from Nq, No Yes Yes (f) No No No 
Federal income tax 

Exemption ofcorporate earninFts from Yes Yes Yes Yes No Yes No 

State and local income lax 


E~emption of inlerest paid from Slate No No Yes Yes No Yes NoIncome lax 

Subject to GAO Audit 
I 

Yes (Ft) Yes (Ft) Yes No Yes No No 

Federal regulator HUD HUD FHFD FCA (h) FCA ~r,er;1tS None 
(It) FwerIUy-owne4 .Iock "'.Y be IIOld .ner live yea,. from chle of incorpofltiot'L (e) Entity newly crelled. 
(h) Eacb blnt. 

(f) Federal Lond !bnle. Finn Credit !bnh and Finandll Allirunce Corpooralioo,
(e) Tre.ttury it luthori.ZW 10 guonntee up 10 $-4 billioo or FilUnci.1 AuitUnee Corpoonti"" OOndt. (g) MOrlglge tnnuctiool m.y be lubjeel 10 OAO ludit under rule. !hit may be preocribed by the 
(d) Upon requi..w eer1iriellioo rrom FAMC. bonowirlll rrom Trellury .uthorized 10 m.ke plymenU Comptfoller Oenenl.

under guonntee. 
(hI llIe Firm C..wil Sy.tem A ..i.l.nce Boord. alllO hal eert.in powen with reopecl to the FilUnci.1 

Allilllnce Corpooutioo .nd Ihe Sy.tom in.tilution. nudirlll finand.1 ...ilunce.
Source: Starutel Ind re!(u!.ti~. _~rl~ini~ !Olhe OSF .... 
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UNITED STATES DEPARTMENT OF EDUCATION 

OFFICE OF THE SECRETARY 

July 18; 1995 

Honorable Albert Gore, Jr: 
p~esident of the senate 
Washington, DC 20510 

D~ar Mr. President: 

Enclosed :Eor the consideration of the Congress is a legislative 
p;roposal lantitIed "The Accelerated Direct Loan Implementation and 
S~udent Loan Marketing Association Transition Act of 1995."

I ' . 
I

Tpe propo!3ed bill would amend the Higher Education Act of 1965 
(20U.S.C. 1001 et seq.) to implement the William D. Ford Federal 
D:i..rect 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 
F~deral Government. (The appendix to this letter summarizes the 
major provisions of the proposed bill.)

I 
! 

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 
a9celerating the phase-in of direct lending, the proposed bill 
W9uld ensure that these benefits would be available more quickly 
t~ more st.udents, their parents, .and participating institutions 
of higher education•. In addition, .accelerated implementation of 
direct lending and.the phase-out of guaranteed lending would also 
provide budgetary savlngs in Fiscal Years 1996":'2000 beyond the 
savings. rE~sulting from the current implementation schedule. 

A! Government-sponsored Enterprise (GSE) is ,no longer needed to 
provide liquidity in the secondary market for guaranteed student 
loans. PE~rmitting privati'zation of Sallie Mae Is a logical 
extension ,of the transition to direct lending. Furthermore, even 
in the context of the current FFEL Program, Sallie Mae currently 
p*rchases only about one-third of FFEL Loans. .' 

ptivat1zat:ion would permit the company to enter into other 
e6onomic clctivities 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 
w6uld ensure that the financial safety and soundness of the GSE 
is protect:ed during the transition to private status in order to 
avoid any possibility that. legislation might be needed to prevent . i 

default on the GSE's obligations. Should Sallie Mae's 
shareholde!rs reject privatization, the bill provides for an 
orderly di.ssolution of the: GSE over an eight-year period.

I 
I 

600 INDEPENDiNCE AVE.. S.W. WASHINGTON. D.C. 20202 

Our mtsslon ts to 'ensure equal access to education and to promote educatIOnal exceUence throughout the Nation. 

I 



Pa,ge 2 - Honorable Albert Gore, Jr. 

F~nallY, the bill would require the secretary of Education to 
recall at least $1.1 billion in unneeded reserves held or 
c~ntrolled by guaranty agencies in fiscal years 1996 through 
2000. In addition to realizing savings, this'recovery of 

1 

re,serves is consistent with the systematic winding down of 
guaranty agency operations'during the transition to direct 
le~nding as well as the requisite protection of Federal resources. 

Pay-As-You-Go Requirement 

Th1e Omnibus Budget Reconciliation Act of 1990 requires that all 
re~enue and direct spendi~g legislation for ¥ears through fiscal 
year 1998 (when that Act ~~ scheduled to exp~re) meet a pay-as
y04-go requirement. That is, no such bill should result in an 
inbrease 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, 
Sailie Mae would be required to compensate the Government for 
10lss ofth;ese revenues, thus ensuring PAYGO neutrality with 
relspect to this revenue loss. The bill also requires the future 
iSlsuance 0,£ stock purchase warrants or other consideration to the 
Un:ited Sta-t:es for the considerable benefits provided to Sallie 
Ma~ and it:; shareholders for more than two decades. 

I 

wei estimatle that this legislative proposal would :teduce outlays 
by $2.9 billion over FY 1996-1998, as illustrated by the table 
below (estimate in millions), and by $5.2 billion over FY 1996
2000. (

i 
IAccelerated 

, I • 
Implementat~on 
of! Direct :Loans: 

BU~get Authority 
Outlays

! 

IRecall 
of1reserves: 

I •
Budget Author~ty 
Outlays 

I
Total 
savings: 

I
Budget Authority 
Outlays 

1995 
$0 

o 

/1996 
$700 

649 
! 

1997 
$1,317 

995 

1998 
$1,403 

1,256 

1996-1998 
$3,420 

2,900 
! 
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Page 3 - Honorable Albert Gore, Jr. 

wl are aw,are that the Congressional Budget Resolution directs the 
c~mgressi,onal Budget Office to deviate from current law in the 
s¢oring of Direct Loans, and that 'this direction would result in 
different estimates of the effect of this bill. Administration 
s~oring follows statutory requirements. 

I 

We urge the Congress to give prompt and favorable consideration 
to this llegislative proposal. If enacted, this proposal would 
continue the transition to an'efficient, less costly student loan 
p~ogram, ;:lnd eliminate Government ties to a m~jor financial GSE 
in an ordierly fashion that balances the interests of taxpayers, 
stockholders, and students. The Office of Management and Budget 
advises that there is no objection to the submission of this 
l~gislative 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. 

I 
Sincerely,

d)!'~ ~ ~... 
.,~\..j. ~.~.~ 

Richard W.. Riley Robert E. Rubin 
S~cretary of Education Secretary of the Treasury 

I 

Enclosure~; 

I 
I 
I 

I 
! 

) 

I ' 
I 
I 

• I 

I 

I , ' 
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APPENDIX 

The Accelerated Direct Loan Implementation 


and Student ,Loan Marketing Association Transition Act of 1995 

I 
I 
1 

Accelerating the' phase-in 'of Direct Loans 

TAe 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 
adademic year 1996-1997, and 100 percent of new volume for 
academic year 1997-1998 and succeeding academic years. Current 
l~w authorizes Direct Loans to account for 50 percent (plus 
d~mand) for academic years 1996-1997 and 1997-1998, and 60 
p~rcent (plus demand) for academic year 1998-1999. 

Dilrect lending is a prime example of the best kind of private 
se:ctor partnership.' The Direct Loan Program uses competitively 'I 

bi;d servicing contracts 'ina partnership with the private sector. 
IIn, this ,way the Government;gets the lowest price for the services I 

ne~ded and can oversee contractors to ensure quality. The ! 
Department of Education estimates that it will pay guaranty 

I 

ag~nciesnearly $174 million as an administrative expense 
allowance Eor the fiscal year 1995 cohort of FFEL loans, based 
solely on a uniform percentage'of the agencies' portfolios that 
islunrelated to any particular agency's performance or ' 
operational efficiency. Under the Direct Loan Program, payments, 
for administrative expenses' are directly related to service and 
qu~lity provided. 

In\additiOrl, FFEL lenders receive statutorily-mandated payments I 

toicarry 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 
will pay banks, more than '$600 million in special allowance 

I ' '.'pay;ments that ensure 'that banks rece~ve a guaranteed rate'of 
re~urn. These costs do not exist under the Direct Loan Program. 

APJrt from increasing efficiency through more effective use of 
the private sector, and the:cost savings, there are substantial 
prdgrammatic benefits that would be available to more stude~ts,' 
the~r parents, and participating institutions of higher 
edu~ation. These benefits include a simpler and speedier process 
for! obtaining loans, a single holder of the loan throughout its 
life, and flexible repayment options, including income contingent 
rep~yment. The structure of the Direct Loan Program does not, 
suf~er from the many delays, inefficiencies, and confusion 
inherent in the complicated ,interrelationships among the many
I. •lenders, guaranty agenc~es, secondary markets, and loan serv~cers 

in the FFEL Program. As a result, participating institutions can 
imp:tove their service to ~tudents. Students can enjoy the 
convenience of obtaining all the components of their aid package

I ' 

I 

I 

., 



I 

I ' 

Page 2 - Appendix 
;I '. 
(Pell Grants, Federal campus-based assistance, and any nonfederal 
aid awarded by the institution, Cas well as Direct Loans) from the 
participating institution, which. can serve as a one-stop student 
tinancial aid center--a service that lenders cannot perform. 
Furthermc)re, under the simpler Direct Loan Program, borrowers 
l:1ave a lc)wer risk for errprs and inadvertent defaults·, as well as 
increased debt management options, which encourage Americans to 
pursue postsecondary education and the career of their choice, 
includin9 lower-paying careers such as community service. 
I . • . . .. •. 
~ccelerat:1ng the phase-1n of d1rect lend1ng would also bU1ld upon 
the successes enjoyed by the Department of Education in managing 
this proc;rram, and allow ttle Department to shift its. . 
administrative resources from FFEL and focus them on direct 
.tending, thereby reducing,the need for costly duplicative systems 
tio OVerSE!e the two programs simultaneously. The Department of 
Education places a high priority on managing the Direct Loan 
~rogram E:ffi~ien~ly, and ~e are pleased t~ report that its 
performance 1S v1ewed very favorably by D1rect Loan borrowers and 
darticipating institutions alike. 

I 
I ' 

Privatizing Sallie Mae 

Qver 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 
(Sallie Mae) to have Government-sponsored Enterprise (GSE) 
sl'tatus. The successful launch and expansion, of direct lending 
has made it clear that it is time for Sallie Mae to cease to be a 

,dSE, iri acco,rdance with ail orderly transition plan. The proposed 
dill would authorize Sallie Mae, with stockholder approval, to 
cbange its status from a GSE to an ordinary business corporation 
pbrsuant to a reorganization plan that would be reviewed by the 
s~cretaries of the Treasury and Education. The reorganization, 
i:f approved, must occur within 18 months of the date of 

enactment. 


I 

Under this reorganization, Sallie Mae, ,eheGSE, would become a 
wholly-owned subsidiary of the ordinary business corporation (the 
"}Iolding Company") during ,a transition period, which would end 
with the dissolution of Sallie Mae no later than December 31, 
2b04. At the option of Sallie Mae's shareholders, the 
rborganiz.ation plan could ,include the opportunity for the Holding 
cbmpany, ·through other subsidiaries, to continue in Sallie Mae's 
current line of business, :but not as a GSE. 

I ' . 
Tpe choicl= whether to reorganize under the conditions stated in 
tpe bill belongs to sallie Mae's stockholders. However, the 
choice wht=ther Sallie Mae should continue to be a GSE is the 
Fi:deral Government's. Under the proposed bill, if the 
st.ockholders did not approve Sallie Mae's reorganization as an 
ordinary business corporation, ,a program of orderly liquidation 

I 
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olver an eight-year period leading to dissolution of the company 
~ould be triggered. Sallie Mae could request an acceleration or 
e,xtension of the date of dissolution, with the approval of 'the 
siecretaries of the Treasu:~:'Y and Education. 

Ilf no reorgan~zation occurs, then Sallie Mae must develop a 

t:ermination plan for the orderly winding down of its operations. 


,ThIs plan, which would be subject to approval by the Secretary of 
the Treasury, must ensure that Sallie Mae ,will maintain adequate 
c~pital during wind-down and have sufficient assets to transfer 
tb the trust at the date of dissolution. Sallie Mae would be 
p~ecluded from making distributions unless it was in compliance 
w!ith the termination plan.

I 

As
i 

of the dissolution 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 principal 
ahd interest on that debt.' If the reorganization has occurred, 
the Holding Company would be responsible for making up any 
shortfall of obligations transferred. ' 

I 

o4ring the transition period, Sallie Mae could issue new GSE debt 
opligations, provided that these obligations mature no later than 
the dissolution date, but its business activities would be 
restricted to existing contractual commitments and to certain 
ahthoritij:s designed to ensure continued student loan access. 

I 
The bill I1l0uld ensure that Sallie Mae 's separate corporate 
i~entity is preserved during the transition period, and' would 
insulate it from any financial risk that the Holding Company may 
e~perienc(: during that time. The GSE would be permitted to make 
distributions to the Holding Company, as long as it is in 
cbmplianc(: with its capital. ratio and any required payments to 
the United States have been made.I .. . 

I . .
Other measures in this proposal that are intended to ensure the 
financial safety and soundness of Sallie Mae during the 
t~ansition period include provisions that would strengthen the 
Secretary of the Treasury's oversight authority, add additional 
d~pqrting requirements, an'd increase the GSE t s minimum capital 
rAtfo (along with a requirement that the, Holding Company 
c6ntributE~ if Sallie Mae falls below that minimum) • 

T~O additional concerns addressed in the proposed legislation are 
e~suringthe budget neutrality of the change in Sallie Mae's, 
siatus and compensating the Federal Government in reCognition of 
trie signij:icant benefits the Federal Government has provided to 
'S~llie Ma,E~ and its stockholders through GSE status for more than 
t~o decades. To address the first concern, Sallie Mae would be

I . . I 

required t:o compensate the Federal Government for the loss of 
revenues t:hat 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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I 
, 

sepond poncern, the proposal would require the issuance of stock 
pu~chase warrants,or other con~ideration, to the United States. 

! 
Recall of advances 

Thls legislative proposal would require the Secretary to recover 
frpm the r,eserve funds held by guaranty agencies at least $1.1 
bi~lion in unneeded funds by fiscal year 2000. In addition to 
furthering 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 Program-- . 
because the Secretary of Education is the ultimate insurer of all 
FFEL guarantees, 'a guaranty agency functions more like a loan 
setvicer than a guarantor.' As a result, guaranty agencies' need 
for reserve funds to protect against losses is diminished. 

Th~ proposal would authorize the Secretary of Education to 
establish a required level of reserve funds for each guaranty 
agency. These reserve amounts would be set at levels designed to 
meet the nE:!eds 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 asa means of providing financial support 
toiguaranty agencies; one such alternative could be a system 
pr9viding working capital to guaranty agencies on a case-by-case , 
basis. This authority would give the Secretary of Education the 
flJxibility to address the changing needs of the guaranty 
ag~ncies and the FFEL and Direct Loan systems during the 
tr~nsition. consistent with the proposed recovery pf reserve 
I. ' • ' funds, the b~ll would 'also make a conform~ng amendment that would 

greatly reduce the amount of funds guaranty agencies need to, have 
on ihand to discharge their insurance obligations. 

otHer provisions to ensure access to loan capital before direct 
lending is available ' 

As iwe have noted previously~ a central consideration during the 
I ' cur-rent as well as the accelerated phase-in schedule for direct 

lertding is continued access to student loans. Under current law, 
until July 1, 1997, the Secretary is limited as to how much 
ditect lending can be done. Even under the accelerated phase-in, 
th~re may be instances in which direct lending is not immediately 
av~ilable to meet a temporary loan access problem. Therefore, 
the bill would provide several new authorities. The Secretary of 
EdJcation would be able to provide funds to Sallie Mae for new 
lender-o'f-last-resort (LLR) ,activities, under a proposed 
exp,ansion of its current LLR authority. I'n addition, eligible 
ent'ities functioning as secondary markets would be authorized to 

" .make LLR loans, as well as to purchase loans, us~ng funds 
prdvided by the Secretary of Education. These provisions are 
opt~ons designed to ensure continued student loan access; the 
Dep~rtment of Education does not anticipate having to use these 

I 

I 
, I 
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ati.thoritil~s'. Finally, this proposal would also authorize the ! . 

Secretary of Education 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. These provisions would ensure that the 
Secretary of Education has the flexibility to address loan access 
i~sues in an orderly manner and to assist in the transition from 
guaranteed to direct lending. ~r 

1 . 


I 


I 


I 

I 

I 

I \ 
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UNITED STATES DEPARTMENT OF EDUCATION 

OFFICE OF THE SECRETARY 

July 18; 1995 

Hclnorable Newt Gingrich 
Speaker of' the House of Representatives 
w~shingtor.l, DC 20515 

, 

DJar Mr. Speaker: 
1

Enclosed. for the consideration of the Congress is a legislative 
p:toposal E:ntitled "The Accelerated Direct Loan Implementation and 
s~udent Loan Marketing Association Transition Act of 1995." 

TJe proposed bill would amend the Higher Education Act of 1965 
(~IIO U.S.C. 1001 et seq.) to implement the William D.Ford Federal 
D~rect Loan Program on an accelerated schedule and to authorize 
th!e Student Loan Marketing Association (Sallie Mae) to reorganize 
as' a fully private business enterprise, without ties to the 
F~deral Government. (The appendix to this letter summarizes the 
major provisions of the proposed bill.) 

Di!rect lending offers the ~tudent borrower convenience, 
sibplicity, and flexibility that encourages the pursuit of 
poistsecondary education and the career of his or her choice. By 
ac:celerating 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 
ofi higher education. In addition, accelerated implementation of 
direct lending and the phase-out of guaranteed lending would also 
provide. budgetary savings ;n Fiscal Years 1996-2000 beyond the 
sayings resulting from the current implementation schedule. , .' 

I . t .) .A Governmen -sponsored Enterpr~se (GSE. ~s no longer needed to 
prbvide liquidity in the s~condary market for guaranteed student 
lo~ns.permitting privatization of S~llie Mae is a logical 
eXfension of the transitio~ to direct lending. Furthermore, even 
in l the context of the current FFEL Program, Sallie Mae currently 
purchases only about one-third of FFEL Loans. 

pr~vatization would permit;the company to enter into other 
ecbnomic activities as the 'guaranteed loan programs wind down and 

I • •the need for secondary markets ult~mately d~sappears. It would 
al~o be an example of a successful transition by an enterprise 
from government sponsorship to fully private status.' The bill 
would ensure that the finaricial safety and soundness of the GSE 
islprotected during the transition to private status .in order to 
avc:lid any possibili,ty that legislation might be needed to prevent 
default on the GSE's obligations. Should Sallie Mae's 
shareholders reject privatization, the bill. provides for an 
orderly ,dissolution of the :GSE over an eight-year period.

I 

I 
I 
I . 

I 
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Fihally, the bill would require the Secretary of Education to 

reball at least $1.1 billion in unneeded reserves held or 

coptrolled by guaranty agencies in fiscal years 1996 through 

2000. In .:tddition to realizing savings, this recovery of 

re~erves i::; consistent with the systematic winding down of 

guaranty a<;rency operations .during the transition to direct. 


. lehding.as well as the requisite protection of Federal resources. 
IPay-As-You'-GoReguirement ' 
I . 

Th~ Omnibus Budget Reconciliation Act of 1990 requires that all 
reyenue and direct spending legislation for years through fiscal 
year 1998 (when that Act is scheduled to expire) me·et a pay-as
yoh-go requirement. That is, no such bill should result in an 
inbrease 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 F~deral Government. ' Under this bill, 
Sallie Mae would be required to compensate the Government for 
lo~s of thlase revenues, thus ensuring PAYGO neutrality with 
respect to this revenue loss. The bill also requires the future 
is~uance o:E stock purchase warrants or other consideration to the 
Unlted States for the considerable benefits provided to Sallie 
Ma~ and i tIl> shareholders for more than two decades. 

We estimat.a that this legislative proposal would reduce outlays 

by $2.9 billion over FY 1996-1998, as illustrated by the table 

below (estimate in millions), and by $5.2 billion over FY 1996
2000. 


I 
IAccelerated
I .

Implementa1:ion 
ofi Direct Loans: 

Budget Authority 
Outlays

I 

I 

1995 
$0 

o 

·1996 
$350 

299 

1997 
$1,067 

745 

1998 
$1,153 

1,006 

1996-1998 
$2,570 

2,050 

iRecall 
of. reserve!;: 

Budget Authority 
Outlays 

1995 
$0 

0 

1996 
$350 

3S0 

1997 
$250 

250 

1998 
$250' 

250 

1996-1998 
$850 

850 

Total 
i •savl.ngs:
I 

Budget Authority,
Outlays 

1995 
$0 

0 

1996 
$700 

649 

1997 
$1,317 

995 

1998 
$1,403 
1,256 

1996-1998 
$3,420 
2,900 

I . 
.I 
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W~ are awaLre that the Congressional Budget Resolution directs the 
Congressional Budget Office to deviate from current law in the 
scoring of: Direct Loans, and that this direction would result in 
different estimates of the effect of this bill. Admfnistration 
sboring fClllows statutory requirements. . 

wl 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 
p~ogram, and eliminate ~overnment ties to a major financial GSE 
iry an orderly fashion that balances the interests of taxpayers, 
stockholders, and 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 
sending an identical letter to the President of the Senate. 

I · .. SinCerelY'~ ,-L.5[l ~ 
~~.~~. 

Richard W. Riley' -<1 ' ·Robert E. Rubin 
S~cretary of Education ' Secretary of the Treasury 

I . , , 

Enclosures ' 
I 
I 
I 

i 
I 



APPENDIX 

The Accelerated Direct Loan Implementation 


and Student Loan Marketing As~ociation Transition Act of 1995 


I 
Atcelerating the phase-in of Direct Loans 

T~e proposed bill would amend the Higher Education Act of 1965 
I 	 • •

(20 U.S.C., 1001 et seg.) to accelerate the transltl0n from the 
FFEL Program to the Direct Loan Program so that Direct Loans 
w~uld account for 80 percent of new student loan volume for 
a~ademic year' 1996-1997, and 100 percent of new volume for 
a~ademic year 1997-1998 an~ succeeding academic years. Current 
law authorizes Direct Loans to account for 50 percent (plus 
d~mand) for academic years 1996-1997 and 1997-1998, and 60 
p~rcent (rylus demand) for academic year 1998-1999. 

I l: 	 : 

D~rect lending isa prime example of the best kind of private 
s~ctor partnership. The Direct Loan Program uses competitively 
bid servicing contracts in' a partnership with the private sector. 
Irt this way the Goverrimemt, gets the lowest price for the services 
n~eded 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 f~scal y~ar 1995 cohort of FFEL loans, based 
s6lely on a uniform percentage of the agencies' portfolios that 
i~ unrelated to any particular agency's performance or 
operationall efficiency. Under the Direct Loan Program, payments 
f6r admini.strative expenses are directly related to service and 
qJality provided. 

i 

IJ addition, FFEL lenders receive statutorily-mandated payments 
toI carry out their program responsibilities and to ensure that 
t~ey recei.ve a guaranteed rate of ieturn. In· fiscal year 1995 
alone, for example, the De~artment of Education estimates that it 
w~ll pay banks more than $600 million in special allowance 

I 	 '.payments that ensure that banks recelve a guaranteed rate of 
return. 'I'hese cO'sts do. not exist under the Direct Loan Program. 

I . 	 ' 

\ 	 A~art from increasing efficiency through more effective use of 
the private sector, and the cost savings, there are SUbstantial 
piogrammat.ic benefits that would be available to more students, 
t~eir parents, and participating institutions of higher 
education. These benefits include a simpler and speedier process 
fdr obtaining loans, a single holder of the loan throughout its 
l~fe, and flexible repayment options, including income contingent 
r~payment. The structure of the Direct Loan Program does not 
sJffer from the many delays, inefficiencies, and confusion 
inherent in the complicated interrelationships among the many 
lenders, guaranty agencies, secondary markets, and loan servicers 
id the FFEL Program. As a result, participating in~titutions can 
i~prove their service to students. Students can enjoy the 
cdnvenience of obtaining all the components of their aid package 

I 	 ) 

I t.. 
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'(pell Grants ,Federal campus-based assistance, and any nonfederal 
aid award.ed by the institution, as well as Direct Loans) from the 
participating institution', which. can serve as a one-stop student 
tinancial aid center--a s,ervice that lenders cannot perform. 
Furthermc)re, under the simpler 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, 
tncludin~J lower-paying' careers such as community service. 

Accelerai:ing the phase-in' of direct lending w9uld also build upon 
the SUCCE~sses enjoyed QY the Department of Education in managing 
this pr09ram, and allow tpe Department to shift its 
~dministrative resources from FFEL and focus them on direct 
lending, thereby reducing the need for costly duplicative systems 
to oversE~ethe two programs simultaneously. The Department of 

I I .' It .. ' • ..Educatl.on places a hl.gh prl.orl.ty on managl.ng the DIrect Loan 
It.) .. ' Program E!ffl.cl.ently, and we are pleased to report that l.ts 
performance is viewed very favorably by Direct Loan borrowers and 
participating institution~ alike. 

' ':I
Privatizing Sallie 

. 

Mae' 
'i 

I 

Over the past five years,: a number of studies, including one by 
the Treas:ury Department issued in 1992, questioned whether there 
vias a continuing need fori the Student Loan Marketing Association 
(Sallietlf.ae) to have Government-sponsored Enterprise (GSE) 
status. The successful launch and expansion of 'direct lending 
tias made it clear that ,it:is time for Sallie Mae to cease to be a 
dSE, in accordance with an orderly transition plan. The proposed 
~ill would authorize Sallie Mae, with stockholder approval; to 
dhange its status from a 9SE to an ordinary business corporation 
~ursuant to a reorganization plan that would be revieweq by the 
~ecretaries of the Treasu:~:'Y and Education. The reorcganization, 
ff approved, must occur within 18 months of the date of

I . I
elnactment. • , I 

qnder this reorganization! Sallie Mae, the GSE, would become a 
wholly-owned subsidiary of the ordinary business corporation (the 

j - • .'.. I • .."Holdl.ng Company") durl.ng'a tranSl.tl.on perl.od"whl.ch would end 
I. . • '.' " wll.th the dl.ssolutl.on of Salll.e Mae no later than December 31, 

2004. At the option of Sailie Mae's shareholders, the
1 

r1eorganization plan cou:ld; include the opportunity for the Holding 
c1ompany, ~hrough otl;ersul::?sidiaries, to continue in Sallie Mae's 
c~rrent ll.ne of busl.ness,but not ,as a GSE. 

1 

Tpe 'choice whether toreo~ganize 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 
F~deral Government's. under the proposed bill, if the 
,sjt0ckholders qid not approve Sallie Mae's reorganization as an 
o~dinary business corporation, a program of orderly liquidation 

I . 

http:dl.ssolutl.on
http:perl.od"whl.ch
http:tranSl.tl.on
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over an eight-year period leading to dissolution of the company iWbuld be, t:riggered. Sallie Mae could request' an acceleration or 

extension of the date of dissolution, with the approval of the 

secretarie!s of the Treasury and Education. 
, , 

I . ,
If no reorganization occurs, then Sallie Mae must develop a 

t~rminaticm plan for the o~derly winding down of its operations. 

This plan, which would be subject to approval by the secretary of 


, ,the Treasury, must ensure that Sallie Mae will maintain adequate 
!

capital during wind-down and have sufficient assets to transfer 
td the trust at'the date of dissolution. Sallie Mae would be 
precluded from making distributions unless it was in compliance 
w~th the t.ermination plan.' ' , . 

I .' '. 

AJ of the dissolution date~ any outstanding Sallie Mae debt would 
I '.be transfe,rred to a trust, ,together w~th enough noncallable full 


faith and credit United St~tes 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. 


D~ring the transition period, Sallie Mae could issue new GSE debt 
o~ligations, provided that'these obligations mature no later than 
the dissolution data, but its business activities would be \ ' 
re1stricted to existing contractual commitments and to certain 
aulthorities designed to ensure continued student loan access. 

! 1 

THe bill would ensure that ,Sallie Mae's separate corporate 

identity is preserved during the transition period, and would 

in'sulate it from any financial risk that the Holding Company may 

ex'perience during that time. The GSE would be permitted to make 

di:stributions to the Holding Company, as long as it is in 

compliance 

' 

with its capital ratio and any required payments to 

th;e

, 
Unl.

.
ted States have been made. 


,other measures in this proposal that are intended to ensure the 
fibancial,safety arid ~dundness of Sallie Mae during th~ 
tr~nsition period include provisions that would strengthen the 
sebretary of the Treasury's oversight authority, add additional 
reporting requirements, and increase the GSE I,S minimum capital 
rajtio (along with a requirement that the Holding Company 
contribute if Sallie Mae falls below that minimum) . 

I . 
I 

Two additional concerns addressed in the proposed legislation are 

en~uring the budget neutrality of the change in Sallie Mae's 

st~tus and compensating the Federal Government in recognition of 

the significant benefits the Federal Government has provided to 

Sailie Mae and its stockholders throughGSE status for more than 

twb decades. To address the first concern, Sallie Mae would be 

required to compensate tpe Federal Government for the loss of 

reyenues that it 'would have paid to the Federal Government under 


, current law, if it had continued its GSE status. As to the 



I 
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second concern, the proposal would require the issuance of stock 
p~rchase,warrants, or other consideration, to the United States. 

I ,." 

R~call of advances 
1 
I 

T~is legislative proposal would require the Secretary to recover 
f:r:1om the reserve funds held by guaranty agencies at least $1.1 
b~llion in unneeded funds by fiscal year 2000. In addition to 
ftirthering the transition from the FFEL Program t.o the Direct 
Ldan Program, recovering reserve funds is "fully consistent with 
tb!e current role of the guaranty agency in the FFEL Program-
b~cause the Secretary of Education is the ultimate insurer'of a-II 

. I 	 • •

FFEL guarantees, a guaranty agency funct~ons more l~ke a loan 
s~rvicer than a'guarantor~· As a result, guaranty agencies' need 
fo.r reserve funds to protect against losses is diminished. 

I 	 . ~ 

THe proposal would authorize the Secretary of Education to 
esitablish a required level of reserve funds for each guaranty 
ag1ency. 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 
al~ernative to reserves asa means of providing financial support l 
to guaranty agencies; one .uch alternative could be a system 
prbvidingworking capital to guaranty agencies on a case-by-case 
ba~is. This authority would give the Secretary of Education the 
flexibility to address the ,changing needs of the guaranty 
,ag~ncies and the FFEL and Direct Loan systems during the 
transition. consistent with the proposed recovery of reserve 
furds, the bill would also ,make a conforming amendment that would 
greatly reduce the amount of funds guaranty agencies· need to have 
oni hand to discharge their insurance obligations. . 

I . • . 	 . 
other provls~ons to ensure access to loan capital before direct 
lending is available 

I 

As: we have noted previously;, 'a central consideration during the 
cu~rent as well as the accelerated phase-in schedule for direct 
lerding is continued access to student loans. Under current law, 
until July 1, 1997, the Secretary is limited as to how much 
di~ect lending can be done. Even under the accelerated phase-in, 

, 	 th~re may be instances in which direct lending is not immediately 
av~ilable to meet a temporary loan access problem. Therefore, 
the bill would provide several new authorities. The Secretary of 
Education lyould be able to ,provide funds to Sallie Mae for new 
lender-of-last-resort (LLR), activities, under a proposed 
expansion of its current LLR authority. In addition, eligible 
en~ities functioning as secondary markets would be authorized to 
make LLR loans, as well as to, purchase loans, using funds 
prbvided by the Sec~etary of Education. These provisions are 
op£ions designed to ensure continued student loan access; the 
De~artment o£ Education doe. not anticipate having to use these 

i 
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authoritil~s. Finally I this proposal would also authorize the 
Secretary of Education to ,resume providing Federal loan insurance, 
(instead I,f merely reinsuring loans that have been insured by

I '., • • 
~aranty agenc1es) as necessary to ensure students cont1nued 
a6cess to loan capital. Thes~ provisions would ensure that the 
S~cretary of Education has the flexibility to address loan access 
iksues in an orderly manner and to assist in the trans{tion from 
guaranteed to direct lending.

I ' 

I 
i 
I 

-I 

( , 

I 
- I 

I' 

I 

I 
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SUM}~RY'OF'PROPOSED LEGISLATION 

TO PROVIDE FOR TRANSITION OF 


THE STUDENT LOAN MARKETING ASSOCIATION 


El~mination of GSE Status 

• The legislation would provide two alternatives for 
terminating the status of the Student Loan Marketing 
Association ("Sallie Mae ll 

) as a government-sponsored 
enterprise. 	 ' 

o 	 The shareholders'of Sallie Mae would be given the I 
opiion to reorganize Sallie Mae as an ordinary state~ 
chartered businesscorporation~ 

o 	 If the shareholders do not choose to reorganize, then 
Sallie Mae would be required to wind down its business. 

• 	 Under either alternative, 

o 	 Sallie Mae would dissolve as of December 31,2004. 

o 	 Sallie Mae would be required to issue stock warrants or 
other consideration to the United States and to 
compensate the government for lost revenue from offset 
fees for a specified number of years. 

o 	 Sallie Mae would enter a transition period during which 
new business activities would be restricted and new 
debt issued would have to mature by December 31, 2004. 

o 	 Sallie Mae's minimum capital ratio would be increased 
fror:l, 2 to 3 percent beg inning in the year 2 000'. 

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. 

o 	 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,of the date of dissolution in accordance 
with their terms. 

I 

I 
I 
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A BILL1 

2 

I 
3 [0 amend the Higher Education Act of 1965 to provide for the full 

implementation of the Willia~ D.Ford Federal Direct Loan Program
I 

5. By Fiscal Year 1997, to provide for orderly termination of the 
. I 

I 

status of the Student Loan Marketing Association as a government-I . I 

7 sponsored enterprise, 
! ' 

to require the 
i 

return of certain Federal 

8 iunds held 
i 

in reserve by guaranty agencies under the Federal 

9 Family
I 

Education Loan prdgram, and for other purpC?ses. 

10 

11 Be it enacted by the Senate and House of 

12 Representatives of the united States of America in Congress 
I 

13 assembled,
I . 

14 I 
I . 

15 iBEC. 1. SHORT TITLE. 

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

17. Program Implementation and Student Loan Marketing Association 

18 ITransition Act of·1995." 

19 I,BEC. 2. FINDINGS AND PURPOSE. 

20 (a) Findings.--The, Congress hereby finds that-~ . 

21 (I) the Willi~m D. Ford Federal Direct Loan Program 

22 provides substantially greater benefits to borrowers, 

participating institutions of higher education, and 23 
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2 

taxpayers than the Federal Family Education Loan Program, 

including-

(A) a simpler and speedier process through which 

to obtain loans, which, by reducing processing t~me and 

using electronid data and funds transfers, improves the 

level of servic~ to students, and frees institutional 

administrative personnel for more important duties, 
I 

such as counseling students regarding financial aid; 

(B) flexible repayment options, including income 

contingent repa~ent, which, by varying loan repayments 

I 	 in relation to income, encourages Americans to pursue 

postsecondary education and,mitigates the impact of 
,, , 

student loan repayments on students' decisions about 

whether to purs~e lower-paying careers, such as public 

service; 

(C) a siri~le holder throughout the life of the 
, 

loan" which enables the borrower to send one payment, 

or a single req*est for deferment,or forbearance, for 

all Direct Loan~ to one place, regardless of the number 

of loans or whe~e they were originated; and 

(D) the elimination of the delays, 

inefficiencies, and confusion inherent in the 
, 

'complicated interrelationships of the many lenders, 

guaranty agenci~s, secondary markets, and loan 

servicers in the Federal Family Education Loan Program; 

, I 
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3 

I 

,( 2) the Department of Education I s performance in 

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

by borrowers and participating institutions alike, and the 

Department has demonstrated its commitment to the Direct ., 

Loan Program by devot;i.ng the necessary resources--through 
, 

hiring or reassigning'personnel, iricreased training and 
! 

technical assist~nce,: and upgraded technology--to ensure the 

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

full-scale student,loan program; 

(3) acceler~tiAg the phase-in of the Direct Loan 

Program would achieve significant additional savings 
, '. 

, 
compared to the phase-in schedul~ in current lawi would make 

the benefits of the qirect Loan Program available to large 

numbers of students, itheir parents, and' participating 
• I . 

institufions far morS quickl~ th~n under the current 

. I
.schedule; and would enable the Department to focus more 

I 

resources on the Direct Loan Program more quickly, rather 

than dividing those resources between the duplicative 
I 

systems needed to ov~rsee two large student ..loan programsI 
simultaneously, one ?uara.nteed and one direct; 

(4) full implementation of the Direct Loan Program 

creates an environme~t t~at does not require a government-

sponsored enterprise; to serve as a secondary market and 

warE~housing facility' for Federal Family Education Loans, 
I 

following a transiti6n period during which the student Loan 
I 

http:devot;i.ng
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I 
I 

I . 
I 

I 

Matketing Association will continue to carry out its 

statutory responsibilities; 

(5). when consiQ~red apart from the needs of the Direct 

Loan Program, the current Federal Family Education Loan 
i 

Program itself does nqt have a long-term need for the 
I 

services of a government-sponsored enterprise to perform 

secondary market and warehousing facility functions; 

(6) authorizing the Student Loan Marketing Association 

(hereinafter referred'to as the "Association") to reorganize 

as an ordinary business corporation, without ties to the 

Federal Government, will demonstrate the ~ffectiveness of a 

pUblic-private partnership to create a viable public-purpose 

secondary market enti~y, the Federal support for which can 

be discontinued once ~he sec6ndary market has been 

established: 

(7) authorizing reorganization of the Association will 

set a precedent for permitting other government-sponsored 

e~te:rprises to convert to completely private status: 

(8) over $1.5 billion in Federal funds are currently 

held or· controlled by guaranty agencies (or their 

transferees) as reserves under the Federal Family Education 
! 

Loan Program: 

(9) while reserves under that program were intended to 

a"ssist in the est~blishment of the guaranty agency. system, 

and to ensure that the guaranty agencies would be 

26 financially able to carry out their responsibilities in 
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5 

connection with the guarantees issued by such agencies, 

section 432(0) of the ~igher Education Act of 1965 clarifies 

I 
that the Secretary of ,Education is the ultimate insurer ofI 

all guarantees under that program, eliminating the, 


underlying need for mdst'reserve funds; and 


, (10) the orderly transition from th~ Federal Family 

Education Loan Program to the William D. Ford Federal Direct I 
Loan Program would be!benefitted by systematically 'phasing 

out many guaranty agency operations and recalling most 

reserve fun¢s in the manner that the Secretary of Education 

determines would best'meet the needs of the Fede~al Family 

Education Loan Program, assist in the transition to the 

William D. Ford Feder~l Direct Loan Program, and protect the 

Federal fiscal interest. 

(b) purposes.--It is the purpose of this Act-

(1) to accelerate the transition from the ,Federal 

Family Education Loan Program to the William D. Ford Federal 

Direct Loan Program, ~o that by academic year 1997-1998, 

Direct Loans will provide 100 percent of the.new student /. 

loan volume, and no new loan guarantees will be made by the 


Secretary under the federal Family Education Loan Program 


after June 30, 1997; 
i 

(2) to require~ as part of the systematic phase-out of 

guaranty agency operations during the transition from the 

Federal Family Education Loan Program to the William D. Ford 

Federal Direct Loan ~rogram, the Secretary of Education to 
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13 


14 


16 


17 


18 


19 


21 


.22 


23 


24 


26 


6 
, 

recall at least $1~1 billion in reserves held or controlled 
I 


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

fisCcll years 1996 thr,ough 2000; 

(3) to authorize the Association to reorganize as an 

ordinary business corporation, without Government 

. sponsorship, after a transition period, during which the 


Association's business, operations, and assets would be 


transferred to a .new 'state- or District of Columbia. . 1 


chartered corporation; and 

(4) to provide for orderly termination of the 
. ., 

Association as a Government-sponsored enterprise on or 


before'December 31, ~004. 


! 

TITLE I--DIRECT LOAN PROGRAM AMENDMENTS 

i 

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

I' section 453{a} bf ~he Higher Education Act of 1965 (20 
I . , 

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

I .

Act") IS amended-
I 


I
I 

,(a) in parag,raph (2) 
' 

by amending subparagraphs (e) and (D) 


to read i:lS follows: 
I 

i 


"(C) for acad~mic year 1996~1997, loans made under 

I 

t~is part shall represent 80 percent of the new student loan 

! . 

volume for such year; and 


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

academic years, loan~ made under this part shail represent 
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100 perc~nt of the new student loan volume for such years.";1 

and 

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

2 

I 
4 (0) " and inserting in lieu thereof "subparagraph (C)II.

I 
S,EC. 102. TAX TREATMENT OF INCOME CONTINGENT DIRECT LOANS. 

\I 

6 (a) section 455(e) (4) of the Act is amended-

7 (1) by inserting immediately, following the paragraph 

8 heading the subparagraph designation n(A)"; and 

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

subparagraph: 


11 


9 

"(B) If, ?fter 25 years of repayment, there is a 

balance (which ~ay consist of unpaid principal, accrued 

i3 interest, and any fees, late charges, ,and collection 

14 costs assessed pn such loan) remaining On a loan made 

under this part; that is being repaid pursuant to income 

·16 contingent repayment, such remaining balance shall be 
i 
I , I 

17 I cancelled, and such amount cancelled shall not be 
! 

18 ·considered inco'me for purposes of the Internal Revenue 

19 Code of 1986." 
I 

I (b) $ection 108(f) 
I
of the Internal Revenue Code of 1986 is 

21 amended-· 

22 (1) by inserting the subparagraph designation 
\ 

n(A)" 

23 immediately after "pursuant to"; 
I 

(2) by striking out the period at the end thereof and.24 ,. 

inserting in lieu thereof a semicolon and Ilor (B) sectiOn 
I 

455(e) (4) of the Higher Education Act, under which any26 
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I
/'1 balance remaining after 25 years of repayment on a loan made 

2 under part D of title:IV of such Act that is being repaid 

3 pursuant to income contingent repayment shall be 

I
4 cancelled.". 

I 
TITLE :11 -- TRANSITION OF6 

THE STUDENT LOAN MARKETING ASSOCIATION7 
8 


9 SEC. 201. TRANSITION OF THE STUDENT LOAN MARKETING 


ASSOCIATION.
I , 

11 Part B of Title IV o~!the Act is' amended by adding at the 

12 e;nd thereof the following; new section: 

13 

14 

16 

17 

18 

19 

21 

22 

23 

24 

26 

27 

I 

"SEC. 440. TRANSITION OF THE STUDENT LOAN MARKETING 

ASSOCIATION. 

"(a) Reorganization of the Association.-

" ( 1) Authority to Reorganize.--The Student Loan 
I 

Marketing Association (hereinafter in this section 

ieferred to "as ~he 'Association') is authorized to 

carry out a restructuring of the common stock ownership 

of the Assotiation, as set forth in a plan of 

reorganization adopted by the Board of Directors (the 

'Plan'), the terms of which shall be consistent with 
I 

this section, so that all of the outstanding common 

shares of the Association shall be directly owned by an 

ordinary business corporation chartered 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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occur as of the effective time set forth in the Plan 

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

the date that isi18 ,months after, the date of enactment 

of the Accelerated Direct Loan Program Implementation 

~nd Student Loan Marketing As~ociation Transition Act 

of 1995. The Plan may provide for a merger of a 

wholly~owned sub~idiary of the Holding Company with and 

into the Association,' which would have the effect 
! 

provid~d in the ~lan and the law of the jurisdiction i~ 
, 
I 

which such subsidiary is incorporated, and the 

conversion of the common shares of the Association, at 

the Effective Time, to common shares of the, Holding
I ' 

Company on a one~for-one basis, consistent with 

applicable State: or District of Columbia law. 

"(2) Plan;Review and Amendment.--Upon adoption of 

the Plan by the Board of Directors of the Association,
I ' 

the Plan shall be submitted to the Secretary of the 
: 
I 

Treasury and the secretary of Education. The Secretary 

o,f the Treasury ~nd the Secretary of Education, in 

their sole discr~tion, may requir~ the Board to adopt 
! ' 

such amendments pS are necessary or appropriate to 

ensure the continued safety and soundness of the 
, 

Association, consistency with the provisions of this 

section, and th~ ability of the Association to continue 

to fulfill the ~urposes for which it was formed until 

its dissolution. 
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10 	 I 

n(3) stockholder Approval.--After adoption of the 

Pla~ by the Board of Directors with any amendments 

required in accordance with paragraph (2), the Plan 

shall be submitte4 to the common stockholders of the 

j~ssociation for their approval. The reorganization 

Ishall occur at the Effective Time, provided that the ! 

Plan has been approved by the affirmative votes, cast i 
I. 

in person or by proxy, of the holders of a majority of 
! 

the shares of the 
. 	 , 

common stock of the Association. 
I 

11(4) Board: Authority~--The Board of Directors of 

the Association ~ay take or cause to be taken any 

action, consisteryt with this section, that it deems 
. I 

necessary or appropriate to effect the reorganization i 
in accordance with this section, applicable state law, 


and the Plan. 


II (b) Transition Provisions.-

11(1) The provisions in paragraph (2) shall apply

"{A) in the event the shareholders of 

the Associ~tion approve the reorganization 

pursuant td sUbsection (a) (3), beginning at the 

Effective Time; or 

"(B) in th. event no reorganization occurs, 
.1 

beginning 6n 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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I 

"(2) Consideration to the United states.-

"eA) Warrants or Other Consideration.-- The 

plan of reorganization or the termination plan, 

whichever is applicable, shall provide for the 

issuance of l stock purchase warrants or other 

consideratibn to the United states, in such amount 

and on such terms and conditions as are acceptable 

to the 'secretary of the Treasury. 

"(B) icompensation for Lost Federal 

Revenues. --;The Association shall pay to the 

Secretary (who may use such payment for'any 
II, 

purpose for which funds under section 458 of the 

Act are available)-

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

"(ii) $91,000,000 for fiscal year 1997; 
I 
n(iii) $102,000,000 for fiscal year 

1998 i : 

~(iv) $106,000,000 for fiscal year 
j 

1999; ;and 
, 

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

"minus any: amount paid by the Association pursuant 

to section 439(h) (7) for such fiscal year with , 

irespect to, loans held by the Association that were I 

made, irisuFed, or guaranteed on or after October 

1, 1995, except that in no case shall such 

subtraction result in a negative number. 
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"CC) Issuance of Obligations by the 

Association'During the Transition Period.--The 

Association shall not issue debt obligations which 

mature iat~r than December 31, 2004, nor issue 

debt obligations for any purpose other than to 
I 

finance activities permitted under subparagraphs 

(D) and, (E) . The Secretary of Education and the 

Secretary of the Treasury may extend this date if 

they have ~xtended the date of dissolution as 

provided in subsection (e). Nothing in this 
'. 1 

subsectiori shall modify the attributes accorded 

I 
I 

I 

i 

the debt dbligations of the As~ociation by
I 

I 

section 4j9, regardless of when such debt 
[. 

obligat~ons are incurred or whether such 

obligations are transferred to a trust in 

accordance wi~h sUbsection (e). 

"(D) :Restrictions on New Business Activity or 

Acquisiti~n of Assets by Association.--The 
. I 

Association shall not engage in any new business 

activities or acquire any new assets other than in 

connection with-

• Ii (i) contractual commitments for future 

student loan purchases or warehousing 

I
advances, or pursuant to letters of credit or I 

I 

standby bond purchas~ agreements in either 

1 : 
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case Jhich are outstanding as of the date 

this paragraph becomes effectivei 

ri(ii) serving as a lender of last 
i 

resort pursuant to sUbsection 439(q)i and 

, I n ( •.• ) 
I , 111 purchasing loans pursuant to 
I 
I 

I sectic;m 440A. 
1

I "CE) timitation on Liquidity Portfolio.~- The
I 

Association's portfolio of' liquid assets and cash 

equivalents may not exceed five percent of total 

assets, except with the prior written approval of 

the Secret~ry of the Trea~ury and the S~cretary of 
I 

Education. ! 

"(c) Additional, Transition Provisions in the Event of 

Reorganization.-~In ~he event the shareholders of the 

Association approve ;the reorganization pursuant to 

subsection (a) (3) above, the following provisions shall 
• j '. 

apply beginning at the Effective Time: 

II (1) continuation of Rights and Duties'. --Except 

as specificallYlprovided in this section, the 

Association shall continue to have the rights, 
I 

privileges, duties and obligations set forth in, and 
I 
I 

shall be subjec~ to the limitations and restrictions 
, 

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

carry out the p'urposes for which it was formed. 

"(2) Management,and Operational Support.--The 

Holding companY: (or its subsidiaries other than the 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

14 


.~ssociation) sha~l provide all necessary and 

appropriate manaQement and operational (including loan 

servicing) support to the Association, as requested by 

the Association. The Association may also obtain such 

management and operational support from other persons 

or entities. Loan servicing agreements between the I 
I 
I 

Association and the Holding Company or any of its 

subsidiaries shall be on terms no less favorable to the 

Association thanithe Association could obtain from an 
l 

unrelated third-party and shall be subject to the 

approval of the Secretary. of Education. 

"(3) Restrictions on Transactions with 

Affiliates.--The Association shall not extend credit to 
I , 

the Holding Comp~ny or ahy of it~ affiliates, nor i 
guarantee or provide any credit enhancement to any 

obligations of the Holding Company or any of its 

affiliates. 

"(4)Divi~ends.--
I 

"(A) ~fter the Effective Time, the 


Association may make cash or non-cash 


distributions provided that-

"(i) amounts required to be paid under 

sUbsection (b) (2) have been paid; I 

~, (ii) immediately after payment of such 

distributions, the Association's capital is 

in co~pliance with section 439(r) (4); and 

I 
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nl(iii} the Secretary of Education and 

the Secretary of the Treasury have approved 

'the As~sociation I s certification under 
I 

subparagraph (B). 


nCB) ~rior to any distribution, the 

, 

Associatiori shall certify to the Secretary of the 

Treasury that the payment of the distribution will 
, 

be in comp~iance with this paragraph and shall 

provide copies of all calculations needed ,to ma'ke 

such certification~ 
! 

"(5) H61ding Company Activities.--unti~ the 

'dissolution, date: under sUbsection (e), Holding Company 

activities shall' be limited to ownership of the 
I 

Association and, any other subsidiaries. All business , 
I 

activities shalli be conducted,throtigh such 

subsidiaries. . : 
I 

" (6) Use: of Sallie Mae Name.-
i 

"lA} The names'of the Holding Company and any 
, 

other director indirect subsidia,ry of the Holding
I· . . 

I 

<?ompany other than the Association may not contain 

the words rStudent Loan Marketing Association", or 
! 

"Sallie'Mae", or any variations thereof. 

1/ (B) ;Subject to subparagraph (A), the 

.« .! .' .
Assoclatlo,n may a,ss,lgn to the Holding Company, or 

any direct or indirect subsidiary of the Holding 

I " 

Company ot;her, than the Association, the "Sallie 

I 
" 
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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 any 
I 

direct or indirect sUbsidiary. 

If(C) Until three years after the dissolution 

date, the Holding company, .and any direct or 
: 

indirect subsidiary of the Holding Company other 

than the Association, shall prominently display in 

any document offering its securities, and in any 
I 

advertisement or promotional materials which use 
, 

the "Sallie Mae" name or mark" a statement that-

"(i) neither the Holding Company nor 
I 

I 
any such subsidiary is a Government-sponsored 

enterprise or instrumentality of the United 

State~; and 
, , ' 

"(ii) 'the obligations of the Holding 

company and any such subsidiary are not 

guararnteed by the full faith and credit of 
I 

the United States. 

U(7) Sep~rate operation of Corporations.-
I 

"(A) The fUf.lds and assets. of the Association 
i 

shall at ~ll times be maintained separa~ely from 

the'fundsiand assets of the Holding Company or any 
I , 
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of its other subsidiaries and shall 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 
i 

liabilitiei of the Association, separate from the 

assets and liabilities of the Holding Company or 

any of its iother subsidiaries. 

"(C) .The Association shall maintain a . 
corporate office that is physically separate from 

any office;of the Holding Company or any of its· 
I 

I 


subsidiaries. 

"(D) The Holding Company.may not transfer or 

pledge thelstock of the· Association without the 
I 

prior approval of the Secretary of the Treasury. 

"(E) The Holding Company and its subsidiaries 

may not.cause or agree to the liquidation of the 

Association nor cause the Association to file a 

petition for bankruptcy under Title 11 of the 

united states Code without the prior approval of 

the Secretary of Education and the Secretary of 

the Treasury. 

II(F) No director of the Association that is 

appointed by the P~esident pursuant to section 

439(c) (1) 0A) may serve as a director of the 
, 

Holding Company. 

I 

I 

; 

I 
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It(G) At least one executive officer of the 
, 

Associatio~ sh~ll ~emain an offic~r solely of the 
, , 

,Association. 

It (H) Any amounts collected on behalf of the 

Association by the Holding Company or any of its 

other subsidiaries with respect to the assets of 

the Associ.tion, pursuant to a servicing contract 
I 

or other a:~rangem'ent between the" Association and 

the Holding Company or any of its other direct or 
I ' 

indirect s~bsidiaries, shall be collected solely 


for the benefit of the Association and shall be 


immediately deposited by the Holding Company or 

-

such other; subsidiary to an account under the sole 

control of the Association. 

"(I) The Secretary of the Treasury may order 

the As!::,oci:ation or the Holding Company to take any 

action the Secretary determines to be necessary or 

appropria~e to preserve the separate corporate 

identity ~f the Association and to maintain arm's 

length relationships between the Association and 

I' 

the Holding Company, and between the Associati,on 
I, 

andother:subsidiaries of the Holding Company. 
, 

"(8) TaxrMatters.- 
I 

"(A) !Obli~ations purchase~ or acquired 


pursuant to sections 439(d) (1) (8) and (C) that 


are-
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~(i) purchased ,prior to the Effective 
!

'2 	 Time ~nd the income of which is exempt from 

taxation under the Internal Revenu~ Code of 

4 1986, or 

"(ii) acquired after the Effective Time 

6 in connection with contractual commitments 

7 
i 

for f~ture purchases that are outstanding as 

8 of the Effective Time, 

9 

11 

12 

I 
I 

shall not be considered tax exempt obligations for 
! 

purposes of section 265(a) (2) of the Internal 

Revenue C0ge of 1986 to the extent that the 
I . I . 

average .outstanding amount of such obligations is 

less than or equal to the 	average stockholders'13 

equity of the Association 	for the most recent14 
I 

taxable year ending on or 	before the day of the 

16 Effective Time. 

17 "(S) 
, 

, 
~he assets 
, 

and indebtedness of the 

18 Association shall not be considered in any 

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

whether' the Holding Company and its sUbsidiaries 

have incurred or continued indebtedness to 

22 purc,hase qr carry tax-exempt obligations. 

23 lI(d) Additional Transition Provisions in the Event of 

24 No Reorganization.-~In the event no reorganization occurs 
, , 

within 18 months after the date of enactment of the 

Accelerated Direct Loan Implementation and Student Loan 26 
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1 MarkE!ting Association Transition Act of 1995, the following 

2 provisions shall apply: 

3 "(1) Termination Plan.--No later than the date 

4 whiQh is 24 months after the date of enactment of the 

Accelerated Direct Loan Implementation, and Student Loan 

6 Marketing Association Transition Act of 1995, the 

7 Association shall submit for the approval of the 

8 Secretary of thelTreasury (hereinafter in this 

9 subsection the "secretary") a plan for the orderly 

winding up of its business which,shall ensure that the 

11 capital of the Association will be in compliance with 

12 section 439(r) (4) and that the Association have 

13 adequate assets to transfer to a trust, as provided in 
I 

14 subsection (e), to 
I 

ensure payment of debt obligations 

of the Associati~n that are outstanding as of December " 

16 31, 2004, ("Rema~ning Obligations") in accordance with 

17 their terms. 

18 " '( 2 ) PIan Review and 'Amendment. --The Secretary 
" 

19 ,may require any amendments to the plan as the Secretary 

deems necessary :or , appropriate to ensure full payment, 

of the Remaihing Obligations. Once the plan or amended 

22 plan has been approved by the Secretary, the Secretary 

23 shall continue to review the plan and the financial 

24 condition of the Association no less than annually. 

After each review, the Secretary may require any 

I 
I 

i ' 
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additional amendments to the plan as are necessary to 

ensure full payment of the Remaining Obligations. 

"(3) Implementation by the Association.--The 

Association shall promptly implement the plan or 
. I , 

amended plan approved by the Secretary and shall 

promptly implement any subsequent amendments required 

based on the annual.review. 

"(4) 

cash 

Assoc.lat.lqn shall. certify to the Secretary of the 

Payment of Distributions.--:
I . 

"(A) ~he Association may make cash or non~ 
i 

distr~butions provided that-
, 
,

'r (i) amounts required to be paid under 
i 

subse~tion (b) (2) have been paid; 

',' ( i i ) immediately after payment of such 
I • 

distr~butions, the Association's capital is 

in co~pliance with section 439(r) (4); 

~(~ii) the Secretary has approved the 

termination plan and the Association is in 

full compliance with the plan as approved, 
I 

inclu~ing any subsequent amendments required 

by the Secretary; and 
j 
!" (iv) the Secretary of Education and 
I . 

the Secretary of the Treasury have approved 
I 

1 
the ~ssociation's certification under 

I 

subp~ragraph (B). 
i 

II (B) iprior to any distribution, the 

• • I 

I. 
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Treasury that the payment of the dis:tribution will 

-be in compl~ance with this paragraph and shall 

provide copies of all calculations needed to make 

ofl. 0such cert1 ~cat1on. 

"(e) 'Termination: of Association.--The Association sha~l 

dissolve, and its separate existence shall terminate on 

December 31, 2004, after discharge of all outstanding debt 
I' 

obligatio~s and liquihation pursuant to this subsection. 

Upon the request of the Association, the Secretary of 
, ! 

Education and the Secretary of the Tr-easury may extend the 
I 

date of dissolution if they determine that the continued 

participation of the ~ssociation in the transition to direct 

lending is necessary :orappropriate. The Association may
I 

dissolve pursuant to ~his sUbsection prior to such date with 
.. I

the approval of the ~ecretary of Education and the Secretary 

of the Treasury. On the date of dissolution, the 

As~ociation shall take the following actions: 
, 

"(1) The ~ssociation shall, under the terms of an 

irrevocable trust agreement in form and substance 

'satisfactory to :the Secretary of the Treasury, the , 
I 

Association and the'appointed trustee, irrevocably 
I 

transfer all 0ut~tanding debt obligations of the 
.. ,, 

Association (th~ 'Transferred Obligations') to the 

'trust. Further, the Association shall, under the terms 

of an irrevocabre trust agreement in form and sUbstance 

satisfactory to rthe 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 funds solely for the benefit of holders 
1 
i 

;of the Transferred Obligations, money or" direct non

callable obligat~ons of the united states of America or 

any agency thereof if the united states has pledged its 

full faith and credit to payment of the non-callable 

obligations. Such obligations shall mature as to 
I 
i 

principal and. interest in such amounts and at such 

times-as are det~rmined by the Secretary of the
! • 

Treasury to be sufficient, without consideration of any 

significant reinvestment of such interest. The money 

or direct non~callable ,obligations deposited in the 

l . - .trust shall be used to pay the pr1nc1pal of, and 

interest on, the Transferred Obligations in accordance 

with their terms,. 

"(2) All ~oney, obligations or financial assets 

deposited into the trust pursuant to this subsection 

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

Transferred Obl~gations assumed by the trust. Upon the 

fulfillment of-~he trustee's duties under the trust, 

and with the ap~roval of the Secretary of Education and 

the Secretary of the Treasury, any remaining assets of 

the trust shall:be transferred to the shareholders of , 

the Association~ 
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"(~). Th~- 4ssociation shall make proper provision 

for all other obligations of the Association, including 

the repurchase or redemption, or the making of proper 

provision for the repurchase or redemption, of any 

preferred sto6k 6f the Association then outstanding. 

n(4) In the event that a reorganization has 

occurred as permitted 'in sUbsection Ca)-
I . 
, 

"eA) to the extent· that the Association . \ . 

, cannot provide money or qualifying obligations as 
I . '. . 

req~ired for the trust under paragraph (1), the . I 
! 

Holding ~ompany shall be required to transfer 

money or qualifying obligations to the trust in 

the amountinecessary to prevent any deficiency; 

and 

"(B) any obligations of the Association which 

cannot be fully satisfied as required under 
,; 

paragraph i(3) sh.all become liabi.1ities of the 

Holding:Co.pany as of the date of dissolution. 

"(5) After compliance with paragraphs (1) through 

(3), and paragr~ph (4) if applicable, and with approval 

,-. ! : of the Secretar~ of Educaiion and the Secretary of· the 
I 

Treasury, the As~ociation may distribute to its 

shareholders anr remaining assets of the Association. 

"(f) The secre~ary of Education or the Secretary of ~he 
I . 

Treasury, as approp~iate,may request the Attorney General 

of the united State~ to bring an action in the united 'States 

http:liabi.1i
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Di~trict Court for the District of Columbia for the 

, 

enforcement of any provision of this section. Such court 

shall have jurisdiction and power to order and require 

compliance herewith.~. 

SEC. 202. AMENDMENTS TO SECTION 439. 
f: I 

I (a) Sec. 439 of the Act is amended-

I (I) by amending the heading of sUbsection (r) to read 

I 

I as f()llows: 


"(r) SAFETY AND SOUNDNESS OF ASSOCIATION AND ORDERLY 


TRANSITION PURSl!ANT TO SECTION 440.-- 11 ; 


I 
(2) in sUbsection (r) I 

I 

(A) by ,am~nding paragraph (1) by adding the 

following new subparagraph: 
I 

"(C) ~ithin 45 days of the ~nd of each 

calendar q1;larter, the Association shall provide to 

the Sec~etary of the Treasury (i) financial 
, 

statementsiof the Association and (ii) a report ! 
I, 

showing the calculation of the capital ratio in a 

form and containing such information as is I 
I 
i 

approved by the Secretary." 

(8) in paragraph (2)-
I, 

"'( i) by amerding SUbsection (A) (i) to read as 

follows: 

"(i) :appoint auditors or examiners to conduct I 

audits of the Association from time to time to 
I 

determine the ~onditionof the Association for the 
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purpose of ~ssessing its financial safety and 
I 

soundness ahd to determine whether the 

requirement~ of section 440 are being met."i and 
.! . 

I 

(ii) by add:ing at the end thereof the following 
i 

new subparagraph;: 
I 

11(0) The Secretary of the Treasury may
i 

establish a~nd collect from the Associat'ion an 
i 

annual assessment in an amount sufficient to 
I 
I 

provide fo~ reasonable costs and expenses of the 
, 

Secretary toi carry out the duties of the Secretary
! , 

unde~ this isubsection and section 440. 11 ; 
I 

(e) in parfagraph' (3), in the second sentence, by 
I 

striking out"aJd identify" and al~ that follows 
1 . 

through the endlthereof and inserting in lieu thereof a 
1, 
I

period; I 
I 

(D) by am~ndi~g paragraph (7) to read as follows: 
I 

I
'I' (7 ) The Association shall maintain a 
1 . 

capit~l ratio of at least 2.0 percent t~rough 
I 

i 


the crlendar year 1999.Beginnin~ with the 
, 

calen~ar year 2000, the Association shall 
i 

maint~in a capital ratio of at least 3.0. 
i 
I

percent. If the capital ratio is less than 
I 

the r~quired percentage at the end of the 
i 


, I. • 

Assoc~at1on's most recent calendar qu~rter, 

, i 

Ithe S~cretaryof the Treasury may, until the 

capit;al ratio equals or exceeds the required 

! 
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percentage, take anyone or more of the1 

follo~ing actions:2 

3 ,"(A) Limit increase in 

4 liabilities.--Limit any increase in, or 

order the reduction of, any liabilities 

6 of the Association, except as necessary 
I 

7 'to fund student loan purchases and 

warehousing advances.8 

"(B} Restrict growth.--Restrict or9 
, 

eliminate growth of, the Association's 
, ! 

'~ssets, other than student loan11 

purchases and warehousing advances.12 
! 

13 n(c) Restrict distributions.'-
j 

14 Restrict'the Association from making any 

~apital distribution. 

"(D) Require issuance of new16 

capital.--Requ{re the Association to 

18 issue new capital in any form and in any 

19 amount sufficient to restore the capital 

tatio to the required percentage. 

17 

I 

"CE) Limit executive 

90mpensation.--Prohibit the A~sociation 

21 

23 from incr~asing for ~ny executive
.' 

24 officer any compensation including
! 

bonuses at a rate exceeding that 

26 officer's average rate of compensation 

,,, 
! 

'I 

I 
I'. ' 
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during the previous 12 calendar months 

and prohibiting the Board from adopting 

a,ny new employment severance contracts." 

(E) by str;iking out paragraphs (4) I (5) I and· (6) 

and (8) through (11) ; , 
I 

(F) by redesignating paragraphs (7) I (12) and 

(13) as paragraphs (4), (5) and (6) respectively. 

I

(G) in paragraph (6) as redesignated by 

subparagraph (F); -- i 
I. 

(i) ~y striking .out subparagraph (A)i and 
! . 

(ii) :by redesignating subparagraphs (B) and 

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

(H) by ad~ing at the end the following new 


paragraph-

"(7), The Secretary of the Treasury may , 

request the Attorney General of the United states 
• I 

to bring a~ action in the United states District 

Court for*he District of Columbia for the 

enforcement of any provision of this subsection. 

Such court'shall have jurisdiction and power to 

order and ~equire compliance herewith.". I 
(b) Section 439(q) of the Act is further amended-

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

SUbSE=ction" and "para'graph (2) (A) of this subsection" and 

inserting in lieu th~reof "to this paragraph" and. 

"subparagraph (B) (i) of this.paragraph", respectively; 
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(2) by redesigriating paragraph (1), and subparagraphs 

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

and (ii) thereof, respectively; 

(3) by redesig~ating paragraph (2), and subparagraphs 

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

and (ii) 

(4) 

thereof, respectively; 

by redesignating paragraph (3) as 
I

. ! . 

subpa.ragraph (C); 

(5) by inserting immediately after the subsection 

headi.ng the following: "(1) LENDER-OF-LAST-RESORT LOANS 

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

(6) 

paragraph: 

by adding" at the end thereof the following
i 

new 

I 

"(2) :LENDER-OF~LAST-RESORT LOANS MADE AND 
I 

SERVICED BY THE ASSOCIATION ON BEHALF OF· THE 

SECRETARY OF , EDUCATION.-

~(A) (i) In order to ensure the 

avail.bility of , 

transition from 

loan capital during the 

the Federal Family Education 

Loan frogram under this part to the William 

D. Ford Federal Direct Loan Program under 

part b of this title, the Secretary is 

authorized t6 provide the Association with 

funds·, with such restrictions· on their use 
, 

- ! 

and 

are 

such requirements for their repayment as 
i 

d~termined appropriate by the Secretary,, 
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I 

toen~ble the Associati?n,onbehalf of the 
I 

, 
Secretary, to make and service loaris as the, 

lender-of-last-resort whenever the Secretary 

determines thateljgible borrowers are 

seekihg and'are unable to obtain loans under 
I 	 . , 

this 	part. 

" . ( .. ) 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 

resort program of a guaranty agency.operating 

in a State. 
! 
r(~li) The Association shall make such 

loans, on behalf of the Secr~tary in 

accordance with this subsection and the 
, 

requi~rements of the Secretary. The Secretary 
; 

may r'equire that the Association make loans 

to' borrowers .~ithin a geographic area or for 

the benefit of students attending 

inst~tutions of higher education that 

cer~ffy, in accordance with standards 
I . 


I 


established.by.the Secretary, that their 

students are seeking and unable to obtain 

loans. 

!" (i\,) Notwithstanding any other 
. i 

provision in this part, the Association 'shall 
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be re~uired to pay over to the Secretary, at 

such ~ntervals as the Secretary may specify, 

the illterest paid by the borrowers of loans 

made pursuant to this paragraph. Any 

negative subsidy receipts, as defined by the 

Feder~l Credit Reform Act of 1990, shall be 
I 

available for the same purposes as funds 
" 

availabl~ under section 458. 

"(8) :Loans made pursuant to this paragraph 

shall be irtsurable by the Secretary under section 

429 with a certificate of comprehensive insurance 

coverage p~ovided for under section 429(b) (1).
I 

"(C) 'Notwithstanding any other provision in 

this part, the Secretary shall pay the Association 

a fee, in ~n amount established by the Secretary 

in consult~tion with the Association, for making 

and servicing such lender-of-last-resort loans on 

behalf of the Secretary in lieu of interest and 

special allowance subsidies, and the Association 

shall hold.such loans, and repayments of principal, 

thereon, on behalf of the Secretary until 

requested- to provide such loans or such repayments 

to the Secretary (which the Association shall do 
) 

. I 

promptly and without delay upon the Secretary's 

request) . 
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"(D) The Secreta~y m~y provide the funds and 
1 
I 

pay the fee's described in this paragraph from 

funds available under this part or under section 

458 of the Act.". 

SEC. 203. ADDITIONAL 	 AMENDMENTS TO SECTION 439. 
I. 

In the eVent that a r~organization occurs as provided in 
I 

section 440(a) (1)
I 

of the Act, as added by section 201 of this 
• I 

Apt, section 439 is further amended-
I 

(a) 	 by amending sub~ection (c) (1) (A) to read as follows: 
I 

"(c) Board of Directors.- 

"(1) Composition of Boardi Chairman.--(A) The 

Association shall have a Board of Directors which 

shall consist of 11 persons, three of whom shall 
i 

be appoint~d by the President and shall be 

representative of the general public. The 
I 
I 

. ! 
remaining 8 directors shall be elected by the 

I 

common stockholders of the Association entitled to 

vote pursuant to sUbsection (f) of this section. 
I . 
1 

Four of th~ elected directors shall be ~ffiliated 

with an ~l~gible institution; and four of the 

elected di~ectors shall be affiliated with an. 

eligible lJnder."; 

(b) by amending sub~ection (r) (4), as redesignated by 
II 

1 

section 202, by adding th~ following new subparagraph:
! 
I 

I 
1 
I 
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1 n(F) Require' cqntribution of new capital.--Require the 

2 Holding Company to contribute additional capital to the 

3 Association."; and 

4 
I 
I 

(c) by amending sub~ection 
, , i· 

(r) by inserting at the end the 

fbI lowing new paragraph: I 
I 

6 " (8·) ADDITIONAL REPORTING.-

7 "(A) The Holding Company, as defined in section 

8 440(a) (1), shall promptly furnish to the Secretary of 

9 Education and t~e Secretary of the Treasury copies of 

all periodic financial 
. I 

reports publicly distributed by 

11 the Holding Company. 

12 "(B) (i) ~h~ Association shall obtain such 
. I 

13 information a'nd imake and keep such records as the 

14 Secretary of th~ Treasurymayfro~ time to time 

16 

prescribe conce~~ing (I) the financial ~isk to the 
. . 

Association resulting f~om the activities of any of its 

.17· 

18 

associated pers?ns, to the extent such activities are 
, 

reasonably likely to have a material impact on the 

19 finaricial condition of the Association, including its 

capital ratio, 
, 

its liquidity,
! 

oi its ability to conduct 

2·1·· and finance its: operations, and (II) the Association's 

22 policies, procedures; or systems for monitoring and 
. I 

23 controlling such financial risk. Such records shall 

24 describe~ in the aggregate, the activities conducted 

by, and customary sources of capital and funding of, 

26 those of its.associated persons whose business 
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activities are reasonably likely to have a material I 

I

i . 
impcict on the financial or operational condition of the 

Association. Thel Secretary may require summary reports 
, 

of such informa~ion to be filed with the Secretary. 


"(ii) If, as a result of adverse market 


conditions or based on reports provided pursuant to 

I 

subparagraph (A): of this paragraph or other available 
I 
I 

information, th~ Secretary has concerns regarding the 
I 

financial or op~rational condition of the A~sociation, 

the Secretary may require the Association to make 

reports concern{ng the activities of any of the 

Association's a~sociated persons, other than a natural 

person, whose business activities are reasonably likely 

to have a material impact on the ,financial or 
I 
i • 

operational condition of the Association. 

"(iii) The term "associated person" shall mean 

any person other than a natural person, directly or 
i 

indirectly controlling, controlled by, or under common 

. i control with the Association.". I 
I IS'EC. 204. SECONDARY MARKEtS .. 
I 

Part Bof Title IV of; the Act is further amended by adding 

Iat the end thereof the following new section: 
I . ' 

"SEC. 440A. SECOND~Y MARKETS. 

"(a) 'FUNDS AUTHORIZED; PURPOSES.--Inorder to ensure 
i 

the availability of foan capital during the transition from 
, I 

the Federal Family E~ucation Loan Program under this part to 
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I 

Ford F~deral Direct Loan Program underpart D 

of this title, .and to ensure the succe~s of such transition, 

the Secretary is authorized to provide funds to one or more 

secondary markets des6ribed in subsection (b), from funds 

specified in subsecti~n(e), to enable such secondary market 
I 

to-

" ( 1) ma~eand service loans on behalf of the 

i secretary as the~lender-of-Iast-resort, on terms 
I 

described in sub~ection (c), whenever the Secretary 

determines that ~ligible borrowers are seeking and are 

unable to obtain loans under this part; or 

"(2) purchase loans on behalf of the Secretary 
i
I 

made under this part that are insured by a guaranty 

agency on, terms described in sUbsection (d). 

I

I 
I 

"(b) ELIGIBLE S~CONDARY MARKET.--In order to be 

eligible to receive funds under this section, an entity 

functioning as a sec~ndary market must meet the definition 

of an eligible lender in section 435(d) and such other 

eligibility criteria as the Secretary may specify. 

ON 

n(c) 

BEHALF 

REQUIREME~TS FOR LENDER-OF-LAST 
, 

OF THE SECRETARY. --' 

RESORT LOANS MADE 

I. ( 1) 

"(A) The Secretary may 

. • . ~ i
restrlctl0ns on the use of, 

place such 

and such requirements 

for the repayment of, funds provided by the 

Secretary ~nder 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 Secretary may provide such funds to a 

secondary market without regard to the 

availability of a lender-of-last-resort program of 
i 
I 

a guaranty agency operating in a State. 
! 

"(C) A secondary market shall make and 

service such loans on behalf of the Secretary in 
i 
I 

accordance:with this subsection and the 

I
requirements bf the Secretary. The .Secretary may 

require that the secondary market make loans to 

borrowers within a geographic area, or for the 

benefit of :students attending institutions of 

higher eduqation that certify, in accordance with 

standards ~stablished by the Secretary, that their 
I 

students are seeking and unable to obtain loans. 
i 

"(D) Notwithstanding any other provision in 

this par:t ,j the secondary market sha·ll be required 

to pay over to the Secretary, at such intervals as 

. the Secret~ry may sp~cify, the interest paid by 

i , 
,. 

the borrow~rs of loans made pursuant to this, 

paragraph. : Any negative subsidy receipts, as 
I ' . , 

defined by 'the Federal Credit Reform Act of 1990, 

shall b~ a~ailable for the same pu~poses as f~nds 

available tinder section 458. 

,. ' , 
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" (2) Loan!:?I made pursuant to this paragraph shall 
, 

be insurable by ~he Secretary under section 429 with a 
I ' 

certificate of comprehensive insurance coverage 
! 	 'j 

I,provided 	for under section 429(b) (1). 
/ 	

I, ,
"(3) Notwithstanding any other provision in this " I 

part, the secret~ry shall pay a secondary ,market a fee, 

in an amount est~blisned by the Secretary in 

consultation with the secondary market, for making and 
I 
",., servicing such lender-of-last, resort loans on behalf of 
I 

. ! 	 the Secretary in; lieu of interest and special allowance 

subsidies, and the secondary market shall hold such , 

loans, and repayinents of principal thereon, on behalf 

of the secretary: until requested to provide such loans 

or such repayments to the secretary (which the' 
I 

secondary market: 
1 

shall do promptly and without delay 

'upon t.he secretary's request). 

II (d) REQUIREMENTS'FOR FUNDS PROVIDED FOR LOAN 
i 

. PURCHASES.-
, I,"(1) The 	$ecretary may place such restrictions on 
I 

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

funds provided by the Secretary under this subsection 
I 

as are determined appropriate by the Secretary. 

"(2) Loans purchased pursuant to this section 
I 

shall be insurab:le by the Secretary under section 429, 

with a certificate of comprehensive insurance coverage 
i 

provided for und~r section 429(b) (1), in lieu of the, 
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1 insurance provided by a guaranty agency prior to 'such 

:2 

3 

purchase. 

U(3) 

i, 

Not'~dthstanding any other provision in this 
I 

4 part, thesecond~ry market shall be required to pay to 

5 

6 

7 

I 
I 
I 

the Secretary, at such intervals as the Secretary may 

specify, the int~rest paid by the borrowers of loans 
I 
I 
I 

made pursuant to this subSection. Any negative subsidy 

8 receipts, as 
. I 

d'efined by the Federal Credit Reform ~ct 

9 of 1990, shall br available for the same purposes as 

10 funds available under section 458. 

11 "(4) Notwithstanding any other provision in this 

12 part, the Secret~ry shall pay a secondary market a fee, 

13 

14 

in an amount est~blished by the Secretary in 
I 
I 

consultation with the secondary market, in lieu of 

15 interest and 
I

special allowance subsidies on the loans 

16 purchased on beh~lf of th~ Secretary under this 

17 subsection, and the secondary market shall hold such 

18 

19 

loans on behalf of the Secretary until requested tb 
! .' , 

provide them to the Secretary (which the secondary 

20 market shall do ~promptly and without delay upon the 

21 

22 

23 

Secretary IS requ:est). 
I 

U(e) SOURCES OF FUNDS.--The 
, 

funds and pay the fe~s described 

Secretary may provide the 

in this section from funds 

24 available under'this;part or under section 458 of the Act.u. 
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1 SBC. 205. REPEAL OF SECTION 439. 
I 
I 

2 
I 

section 439 of the Act shall be repealed as of the date the 
I 

3 A~sociation is dissolved pursuant to section 440(c) of the Act, 
I 


4 as 
I 

! 
added .by section 201 of this Act. 


" 

6 TITLE III--FEDERAL FAMILY EDUCATION LOAN 

7 PROGRAM AMENDMENTS 


I8 , 	 I 

I 

9 SEC. 301. RECOVERY OF RES~RVES. 
I 
! 

(a) Section 422 of the Act is amended-

11 (1) in subsect.:j..on (g) (1)-

12 (A) in the second sentence therein, by inserting 

13 "except as provided in sUbsection (h), II .:immediately
i 
i 

14 	 after IIHowever,lI; 

(B) in th¢ third sentence therein, by striking 
I 

16 out liThe reserv~sll and inserting in lieu ~hereof 

17 ~'Reserves not recovered pursuant to sUbsection (h)" i 

18 (C) by striking out subparagraph (A) i 
I 

, I 
19 	 , ,(D) in subparagraph (D), by striking out 

l 

"subparagraph (~) or'(B)1I and inserting in lieu thereof 

21 "subparagraph (IA)"; and 
I 

I 

(E) by redesignating su,bparagraphs (B), (C), and22 
I " 

(D) as subparagraphs (A), (8), and (C), respectively; 


24 and 


23 

I 
I 

I 
(2) by adding ;at the end thereof the following new 


26 
 sUbsection: 

"i 
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, 

n(h) RECOYERY 

THROUGH 2000.--,(1) 

40 

OF RESERVES IN FISCAL YEARS 1996 

Notwithstanding any other provision 

of law, the Secretary shall recover from the reserve 

funds held by guaranty agencies an aggregate amount 

that is not les~ 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'fo~ fiscal year 2000, except that such 

annual minimum ~ecovery amounts shall not apply once 

the Secretary has recovered $1.1 billion under this 

subsection. Th~ Secretary shall establish criteria foi 

selecting the g~aranty agencies that shall be required 

to return reser,ve funds, as well as criteria for 

determiningth~ amount of re~erve funds (which shall 

include the val~ue of any reserve fund assets, and may 

include reserve funds or assets held by, or under the 

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

selected by th~ Secretary.shall be required to return. 

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

the Secretary under this sUbsection shall be deposited 
i 

in the Treasury. 

"(2) Thelcriteria described in paragraph (1) 

shall be established by the Secretary after consulting
i 

with representatives of the higher education community, 

and shall be designed 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 
i 

William D. Ford: Federal Direct Loan Program under part 

h ' '1 I , 1D of t 1S t1t e, and protect the Federal f1sca 

. interest . 

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

aggregate are returned under this subsection, such 

excess funds shall be available to the Secretary for 

use in the orderly transition from the Federal Family 
i 
I Education Loan ~rogram under this part to the William 

, 
D. Ford Federal Direct Loan Program under part D of 

. I 

this title." .. 

(b) section 428 of the Act is amended-- . 

(1) in sUbsectlon (b) (1) (X), by striking out 
I 

"maintains reserve funds determined by the Secretary to be 
. I 

sufficient in relati6n to such agency's guarantee 
i 

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

level of financial strength that meets the requirements 
f 

established by the Secretary pursuant to 
, 

section 439 (c) (9) (A)~" i and 

(2) in subsec~ion (c) (9)-
I 

(A) by amending the paragraph heading to read as ,., 
follows: "FINANCIAL STRENGTH. OF GUARANTY AGENCIES; 

TERMINATION OF GUARANTY AGENCY AGREEMENTS.--";
I • 

(8)· by amending subparagraph (A) to read as 
I 

follows: 



42 , 
I 

" (A) (J) Notwithstanding any other provi*ion 

of law, ,the 
" 

Secretary is authorized to establish a 
I , 

required l~vei of reserve funds for each guaranty
" I, , 

agency that 'has entered into an agreemerit with the 
, , I ' 
,I •

Secretary pursuant to thl.s sUbsection. Such 

I .'reserverequl.rements shall be designed to meet the 

needs of t~eFederal Family Education Loan Program 
, '. 

under this: part, assist in the, orderly transition
i ' 

from such program tO,the William D. Ford Federal 
, I 

',Direct Loah Program under part D of this title, 

and protect the Federal fiscal interest. 

"(ii), If, in ci~rrying out section 422(h), 

the Secretary determines that the needs of the 

,Federal Fatnily Education Loan'Program under this 

part, theprderly transition from such program to 

the Willia~ D. ~ord ,Federal Direct'Lqan Program 
I 
I , 1· 

under patt D of, this title, and the Federal fiscal 

interest ~oula be better served by a method of 


, providing ~in~ncial support fbr guaranty agency 


operations other than the use of reserve' funds, 

i 
I 

then, notwithstanding any other provision of law, 

theserireiary is authorized, ~fter consulting with 
•. I • 

represent~tives of the higher education community 


and inforI~ing the Congress, "to establish such 

I 

alterna,te :method ,in lieu of reserves. Such) 
" 

alternate :method may include, but shall not be 

i 

I 
i 
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limited to" the provision of working capital to 
I 	

Iguaranty 	agencies on a case-by-casebasis;"i and /. 

(e) in subparagraph (e) (i), by striking out 

"fall:;; 	below 
, 
thEk

I 
required minimum reserve leveJII and 

,I 
inserting in lieu thereof '!fails to meet the financial 

strength requirements established by the Secretary
i 
1 

I pursuant to subparagraph (A)".
I 
i 

SEC. 302 .. FISL 	AMENDMENTS.
I 

(a) section 421(a) (1) nf the Act is amended-
I 
1 

I 
(1) in subparagraph (A), by striking out the comma at 

the end thereof and ~nserting in lieu thereof a semicoloni 
i 

,I(2) in subpara;graph (B), by adding at the end thereof 
I 
! 

the following: "or fo a loan made under part D of this 


titlei"i and 


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

inserting in lieu thereof a semicolon. 
I , 

(b) Section 423 of ithe Act is amended- ( 	 i 
I 

(1) in sUbsection (a), by striking out the period at 

the end thereof and inserting in lieu thereof a comma and 
I 
I 

"or to direct loans hnder ,part D of this title.lli and 

(2) in SUbsection (b)-
i 

(A) 	 in p<;lragraph (2), by str,iking out II or" at the 
I 

end thereof; 

(B) in paragraph (3), by striking out the period 
1

" 	 I 

I 


at the end thereof and inserting in lieu thereof a 
,! 
I 

semicolon and ~Ior"; and ' 



I 
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! ' 

, (C) by adding at the end thereof the following 
.1 

2 new paragraph: 

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

4 student borrowers (or to parents, on behalf of 

5 students) in a state where there is no state or 

6 private non-profit student loan insurance program 

7 for studen~ borrowers in that State with which the 

8 . Secretary has 'an agreement under section 428(b), 
I 

, '1 
9 without regard to whether there is another State 

or private; nonprofit student loan insurance 

11 program willing to operate in such state.". 
I 

(c) Section 424 of the Act is repealed ..12 
, 

13 (d) SectiQn 425(b) of the Act is amended-
I 

14 (1) by amending the sUbsection heading to read as 

15 follows: "DETERMINATION OF INSURANCE OBLIGATIONS OF THE . 
16 SECRETARY. __ II; and i 

I 

i 

17 (2) by amending paragraph (1) to read as follows: 

18 "(1) LEVEL OF INSURANCE COVERAGE . ..;..-The 
I 

19 insurance !liability on any loan insured by the 
I 

20 Secretary under this part shall be 98 percent of 
I 
I 

21 the unpai~ principal and accrued interest on such 

22 loan.". 
I 

I 
23 SEC. 303. CONFORMING AMEN'DMENTS. 


24 (a) Section 421(d) ~f ~he Act is amended by st~iking out 

I 

25 :'issued ;:tfter June 30, 19;94," and all that follows through the 

I
26 ~nd thereof and inserting in lieu thereof "issued after June 30, 

I 
, I 

I 
I 
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~997 on loans insured und~r a program of a State, or of a 
I . ! 

nonprofit, private institution or organization, that meets the 
I 

iequireme:nts of section 428 (a) (l)'(B) .". 

(b) Section 428(c) (1) (A) of the Act is amended-
. I 

i 

(1) in the fourth sentence therein, by inserting a 

COmIni:l and ."or that \Jill be expended by it,· as the case may, 

be," immediately fol10Wi~g "expended by it"; and 

(2) in thefif:th sentence therein, by striking qut 
I I . 

1145 days" and all that follows through the end thereof and 

inserting iri lieuth~reof "45 d~ys after the guaranty agency 

approves a claim tha_ would discharge its insurance 

obligation on the lo~n,and the guaranty agency shall not 
, 

discharge such oblig~tion until the guaranty agency has 

received from the ~e~retary reimbursemerit according to the 

provisions of this s~bsection.lI. 

TITLE IV--EFFECTIVE DATES 
, 

SEC. 401,. EFFECTIVE DATES. 
1 

The amendments made :by this Act shall be effective upon 
i 

~nactmen't, except that:-- I 
. ! 

! (1) the amendments 'made by section 102 shall be effective 
i . i .
for loans made under part 0 of the Act on or after July 1,1994;
I 

~nd 
I 

( 2 ) the amendments made by sections 202(a) shall be 
i 
~ffective as of the eariier of the Effective Time specified in 
I 
i 

i,, 

http:s~bsection.lI


1 

2 

3 

4 

5 

6 

7 

8 

46I 

I 
slection 440(a) (1) of the Act (as added by section 201 of this' 

A:ct) , or 18 mOnths after the date of enactment of this Acti and 
I . 

(3) the amendments made by section 203 shall be effective 
I 

~s of the Effective Time ~pecified in section 440(a) (1) of the 
I 

Act (as a.dded by section 201 of this Act). If no reorganization
I . 

qccurs pursuant to section 440(a) (I), then the amendments made by 
! , 

section.203 shall be of nb effect. 
I I 

I 

. I 
I 



SECTION-BY-SECTION ANALYSIS OF 

THE ACCELERATED DIRECT LOAN PROGRAM IMPLEMENTATION 


AND STUDENT:LOAN MARKETING ASSOCIATION 

TRANSITION ACT OF 1995 


: section 1. Section 1 provides that this Act may be cited as 
the "AccE~lerated Direct Lban Program Implementation and Stu~ent 
ioan Marketing Associatioh Transition Act of 1995".
i I 

~ I 

Sec1:ion 2. Section 2 sets forth the findings and purpose of 
this'Act. 

TITLE I--DIRECT LOAN PROGRAM AMENDMENTS 
I 

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 
~eq. i the "Act") to accel,erate the phase-in of the William D. 
Ford Fed1eral Direct Loan ;Program. Under this proposal, ,Direct 
Loans would account for 80 percent of new student loan volume for 
I ' academic year 1996-1997, land 100 percent of new volume for 
academic year 1997-1998 and succeeding academic years, rather 
than 50 percent for academic years 1996-1997 and 1997-1998 and 60 
percent for academic year 1998-1999. Current law,,' permits the 
Secretary to exceed the I>ercentages specified for academic year 
~996-1997 and beyond if warranted by institutional demand; the 
~ill would explicitly re~uire the faster phase-in of direct 
'loans. 
I ,, 

I Accelerating the ph~se-in of the Direct Loan Program, 
~ogether with the recall:of guaranty agency reserves as ,proposed 
in section 301 of the bill, would save an additional $5.2 billion 
I 

~hrough fiscal year 2000i compared to the phase-in schedule in 
!current law. In addition to these savings, under this proposal 
;many students, their parents, and participating institutions 
~ould be able to enjoy the benefits of the Direct Loan Program
I • •
Ifar more qUl.ckly than under the current schedule. These benefl.ts 
fare described in the findings in section 2 of th~ bill, above., 
I 

I section 102. Section 102 would amend section 455(e) (4) of 
:the Act to specify more clearly that remaining balances on income 
icontingent Direct Loans ~re cancelled after 25 years of 
;repayment, and that ther~ is no tax liability resulting from that 
icancellation. Currently', the statutory maximum repayment period 
lis 25 years, and there is an implicit forgiveness of amounts not 
'repaid within that time period. However, without a statutory
ichange, the borrower ¥fou:ld, 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 ~otentially large tax liability ori 
someone whose income has; been insufficient to repay his or her 
income contingent Direct Loan in full over a 25 year period, and 

t 

," 

,_ 

I 
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I 
c,ontrary to the intent' underlying income contingent repayment. A 

qorresponding amendment i~ made to section 108(f) of the Internal 

~evenue Code of 1986; 


I 

TITLE II--REORGANIZATION OF 

THE STUDENT ~OAN MARKETING ASSOCIATION 


, 

Sect:i'on 201. Section 201 wo~ld amend the Act to' add a new 

~ection 440 to provide the Student Loan Marketing Association 

with the authority to change its status, after a transition 

~eriod, to that of an ordinary business corporation without ties 

to the FE~deral Government~ If the'shareholders of Sallie Mae 

~hodse not to reorganize,: the Act would provide that Sallie Mae 

dissolve by a specified date. 


, : 

isection 4(0 (~) wo~ld permit~he Board of Directors of the 

~tudent Loan Marketing As~ociation (the "Association"} to 

recommend to the stockholders of, the Association the ' 

restructuring of its commpn stock ownership pursuant to a plan of 

reorganization (the "Plan~) so that the Association would become 

~ wholly-owned subsidiary! of an ordinary business corporation 

6hartered under the laws pf anyone of the 50 States or the 

/District of Columbia (the' "Holding Company"). The reorganization 

must be (~ffective no later than 18 months after the date of 

~nactment of the bill. The Plan m~y provide for a merger of the 

lrssociation into a' wholly;-owned subsidiary of the Holding Company 

and the conversion of the' common shares of the Association to 

i p' ~

shares of the Holdlng Company on a one-for-one basls. 
I " 

I ' 


, ; Sec·tion 440 (a) provi'des' for review of the Plan by the 
~ecretary of Education a~d the Secretary of the Treasury, who may 
require amendments to th~ Plan that are necessary or appropriate 
~o ensure the continued ~afety and soundness of the Association, , 
~onsistency with the pro~isions of section 440, and the ability 
of the Association to co~tinue to fulfill its purposes until its 
dissolution, which is provided for in section 440(e).
I ' " ,

I I' 

, After any required amendments to the Plan a:r:e adopted ,by the 
~oard of Directors of th~ Association (the "Board"), the Plan is ! 
t.o be submitted to the common stockholders of the Association for 

~heir approval.' The reo~ganization will occur at the time 

~pecified in the Plan (t~e "Effective Time'l) provided that the 

Plan is approved by the ~olders of a majority of the outstanding 

~ommon stock of the Association. Shares may be voted in person 

~r by proxy. . 


Section 440(b) contains transition provisions applicable to 

~he Association prior to its dissolution. If the stockholders 

~pprove the reorganizati6n, as deScribed above, the transition 

provisions will apply be~inning at the Effective Time. If no 

l " 

2 
. I 

I 

I 
',;I 



Jeorgani2:ation occurs, thEm the. transition prOV1Slons shall apply 
qeginninc;;r 18 months after; the date of enactment. 
! ' 

. . I 

. The transition provisions require that the,Association or 
the Holding Company, as appropriate, issue stock purchase 
Jarrants 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 required to 
pay to the Secretary of Education specified amounts for fiscal 
years 1996 through 2000 to compensate the government for lost 
~ederal revenues. 

In addition, the transition provisions include three 
limitatic)ns 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 them December 31, 2004. This date may be extended by the 
Secretary of ,Education ana the Secretary of the Treasury if they 
decide tC) extend the dateiof dissolution, as described below. 
This provision also clarifies that debt issued by the 
issociati6n, whether befo~e or after the Effective Time, shall 
tontinue to have the attributes accorded to debt obligations of 
tthe Association by sectioh 439. For example, such debt 
6bligations will continue l to be exempt from the securities laws 
and 'will continue to have: the same tax treatment as provided by

I ,

sectl0n 439. 
1 

, ,Section 440(b) also ~laces restrictions on new business 
activity of the Association. The Association is precluded from 
engaging in any new busin~ss activity or acquiring any new assets 
c6ther than in connection with (1) contractual commitments which 
~re outstanding as of the Effective Time; and '2) serving as 
iender of last resort pursuant to SUbsection 439(q); and 
I I ' 
(3) purchases of loans pursuant to section 440A as added by this 
1;>ill. I 

! Finally, section 440i(b) limits the Association's liquidity 
~ortfolio to five percen~ of total assets, except with the prior 
~ritten approval of the Secretary of the Treasury and the 
I , ,

Secretary of Educatlon. : . 

, () t I, dd . t .. 1 t . t . , ,II Sectl0n 440 c con ~lns a 1 10na rans110n provlslons 
which arl:l applicable only! if the stockholders approve the 
~eorganization. Generall~, the Association will continue to have 
the righ'ts , 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 
~pecifically required to ~ontinue to carry out the purposes for 
which it was formed. 

I Since personnel of t'he Association may be transferred ,to the 
kolding Company or other subsidiaries of the Holding Company as 
I 
I 3I 



· I 

, 
p:art of the reorganization, section 440 (c) requires the Holding 

Company to provide all necessary and appropriate management and 

operational support to the Association. Loan servicing 

a~reements between the As~ociation and the Holding Company or 

o:ther subsidiaries of the. Holding Company are required to be on 

a,n arm I s-length basis and: are subject to the approval. of the 

S~cretary of Education.. The Association is not precluded from 

obtaining management and 6perational support from other sburces. 

Ii· . 

i section 440(c) preclydes the Association from extending 

credit to, or providing credit' enhancement for, the Holding 

Company or any of its other affiliates. This prohibition, as 

W;ell as other provisions described below, is intended to insulate 

t;he Association from any financial distress or failure that the 

Holding Company may experience. . 

I I 
: section 440(c) (4) permits th~ Association to make 


distributions to the Hold~ng Company, subject to certain 

r:estr ictions. Distributions may be paid only after amounts 

required to be paid to the united States, as described above 

tinder section (b), have been paid. The Association also must be 

in compliance with its capital standard after payment of the 

d!istribution. 


i To ensure that these'restrictions are met, the Association 

i~s required to certify that .the payment of any distribution will 

~e in compliance with sec~ion 440(c) (4) and must provide copies 

~f all refevantcalculatibns.· The Secretary of Education and the 

~ecretary of the Treasury,must approve the certification ·before 

the distribution is paid.,


I . 
I .I To further insulate the .Association, section 440(c) (5) 


r:equires the Holding Company to conduct its new business only 

~hrough other subsidia~ie~. 

I 
i section 440(c) (6) provides that the names of the Holding 

Company a.nd its· subsidiaries may not contain the terms "Student 
Loan Mark:eting Associatiop", "Sallie Mae", or any variations 
~hereof.The Association: may assign the "Sallie Mae" name to the 
~olding Company as a trad~ mark or service mark. The Holding 
Company cmd its other subsidiaries are nevertheless expressly I . 

precluded from using the Sallie Mae name to identify the issuer 
df any security offered by the Holding Company or any subsi4iary. 
In addition, the Holding Company and its subsidiaries are 
~equired to clearly state~ in securities offerings or promotional 
n:taterials, that the entities are not gove:t=nment sponsored 
enterprises or instrumentalities of the United States. 

I ' . . 

I 
f sectiori 440(c) (7) cortains several requirements that are 

intended to insulate the Association from any financial distress 

tir failure of the Holding' Company or its new subsidiaries by 

~nsuring that the separat~ corpqrate identity of the Association 

I 

4 
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I 
~~ preserved during the Transition Period and that persons 
dealing \li'ith the Holding Company or its new subsidiaries are 
dealing with completely p~ivate entities and not with the 
A,ssociation. 

, 
I 

Section 440(c) (8) co~tains prov1s10ns which "grandfather" 
C:urrent t,ax treatment of the Association I s portfolio for purposes 
o,f calculating the Associ~tion I s interest expense deduction under 
~ection 265 of the Internal Revenue Code. 

section 440(d) proviaes for additional transition provision~ 
that will apply in the event no reorganization occurs. The 
~ssociation is required t9 develop a plan for the orderly winding 
lip of its, business. The termination plan must ensure that the 
~ssociation will have on hand at the dissolution date adequate 
a:ssets tel fulfill itsobliga'tion to establish a trust, as 
required under section 440(e), for the benefit of holders of debt 
df the Association which is still outstan~ing as of the date of 
dissolution.. The termination plan must be approved by the 
~ecretary of the Treasury; and reviewed by the Secretary annually. 
The secretary may requir~ such amendments to the plan as are . 
necessary to ensure fuil payment of any outstanding debt. The 
~ssociation must certify to the secretary of the Treasury that 'it· 
~s in compliance with the'plan and any required amendments, prior 
to payment of any distribution. The Association is precluded 
f'rom paying any cash or n?n-cash distributions unless the plan is 
~pproved, the Association: is in full compliance, and the 
S,ecretary has approved th~ certification of compliance. 

section 440(e) provi~es for dissolution of the Association 
no later than December 31~ 2004. The dissolution occurs on this 
d~te regardless of whether shareholders of the Association have 
~lected to reorganize as ~n ordinary private business . 
qorporation, as provided above ~ However,' upon request of the 
Association, the Secretary of Education and the Secretary of the 
~reasury may extend the date of dissolution if they determine 
~hat the continued patticipation of the Association in the 
~ransition to direct lendlng is necessary or appropriate. 

, 
I Unde~ section 440(e){1), any outstanding debt of the 

Association will be trans~erredto a trust along with full faith 
and credit obligations .of: the united states in an a'mount 
~ufficient to pay all principal and interest on the debt 
dbligations in accordance, with their tetms. The Association is 
~lso required to make proper provision for all other obligations 
qf the Association includ'ing the repurchase or redemption of any 
~utstanding preferred stobk of the Association. 

sect:ion 440 (e) also provides that if a reorganization 
ciccurs, to the extent that 'the Association does not have ' 
~ufficient· obligations ·,to; transfer to the trust, the Holding 
dompany shall be .required! to make up any shortfall. In addition, 
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ainy obligations not fully; satisfied by the Association shall 
b~come liabilities of the'Holding Company as of the date of 
d" I t' '.!~sso u 10n. 

section 440(f) prOyiges that the Secretary of Education or 

the Secretary of the Treasury, as appropriate, may request that 

the Attorney General brin~ an action in the united States 

District Court for the District of Columbia to enforce any 

p~ovision of section 440 •. 

I ! 
I· Section 202. Section 202(a) would amend certain provisions 

of secti6n 439 of the Act~ Under section 401 of the bill, these 
amendments would become effective as of the earlier of the 

.E1ffective Time of the reorganization or 18 months after 
enactment,. 

I Section 202(a) would I amend the oversight authority of. the 
Secretary of the Treasury; in several respects. In addition to 
the current requirement to provide the Secretary of the Treasury 
~ith copies of publicly distributed periodic financial reports, 
the Association would also be required to provide the Secretary 
olf the Treasury with quarterly financial statements and a 
q:uarterly report showing the calculation of the capital ratio set 
t;orth in section 439(r). ,This report must be in a form and must 
cbntain such information its is approved by the Secretary of the 
T:reasury. 

!, 

I Section 202(a) would: also amend section 439(r) (2) 0 
a~thorize the Secretary or the Treasury to appoint auditors or 
examiners to conduct audits of the Association to determine its 
~ondition, to assess its financial safety and soundness, and to 
d:etermine .whether the req\,lirements of section 4.40, as described 
above, are being 'met. sebtion 439(r) (2) is also amended to 
r1equire the Association to pay an assessment to Treasury to cover 
r;easonable costs and expenses to carry out sections 439. and 440. 

I section 202(a) wouldialso amend section 439(r) (7) and 

~edesignate it as section! 439(r) (4). The amendment would 

i!ncrease the minimum capital ratio requirement for the 

~ssociation to 3.0 percent beginning in the calendar year 2000.

. ! . ~ . 

, 
i Existing paragraphs (4), (5), and (6) and (8) through (11) 

~ould be deleted. Finally, section 202(a) would. add a new 

~ection 439 (r) (7) providing that the Secretary of the Treasury 

~ay requ€~st the Attorney General to bring an action to enforce 

~ny provision of subsectipn (r).


I , , . i 
Next, section 202(b)· of the bill would amend section 439(q) 

of the Act to add a new paragraph (2) that would authorize the 
~ecretary of Education to'provide the Association with funds to 
~nable the Association to, make loans on the Secretary's behalf as· 
,~he lender-of-Iast-resortiwhenever the Secretary determines that 

6 




.ligible borrowers are seeking and are unable to obtain loans 
under this part. These f~nds, as well as the prOV1S10ns in 
~ection 203 of the bill, ~s described below, are intended to. 
assist. in ensuring the av:ailability of loan capital during the 
transi tic:m from the Feder:al Family Education Loan Program (the 
~'FFEL Prc)gram") to direct: lending. The funds (as well as the 
~ees described below) wou~d be provided from funds available 
under thc3 FFEL Program, or: section 458 of the ~ct, and would be 
~ubject to such restrictfons on their use as the Secretary of 
Education determines are 'appropriate. The funds could be 
provided regardless of whether there is a lender-of-Iast-resort 
program c)f a guaranty agency operating in that State .. 
I 

Loans made by the Association on the Secretary's behalf 
using thfase funds would ~e subject to this proposed new 
~ubsectif)h and any additi;onal requirements imposed by the 
~ecretary of Educ~tion. The Association would be required to pay 
to the Stacretary of Educa~tion the interest paid by the borrowers 
6f the lender-of-Iast-re~ort loaris made from the funds provided. 
The Secn'!tary would be authorized to use that interest paid by 

I ., I • • ' 
the Assol:1at10n for any purpose for wh1ch funds under sect10n 458 
of the Act are available.: Rather than paying interest and 
special allowance subsidies on loans made by the Association on 
the Secrlatary I s behalf fr,om the funds provided, the Secretary of 
~ducation would pay the ~ssociation 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 
frovide them to the Secr.tary. 
i I 

section 203. Sectidn 203 would further amend section 4j9 in 
the event a reorganizatidn occurs. First, section 203(a) would 
:reduce the size of the Bdard of Directors of the Association, but 
~ould generally retain the proportion of elected directors to 
~residentially-elected directors and the representation of , 
~ligible institutions and eligible lenders. The size of the 
Board would be reduced from 21 to 11 directors. The number of 
Presidential appointees would be reduced from seven to three. 
! • • •

The rema1n1ng 8 d1rectors would be elected by the common 
~tockholders of the Association. Four of the elected directors 
~ould be affiliated with an eligible institution" and four would 
be affiliated with an ~lfgible lender. 
I 
: Se~tion 203(b) would add to the enforcement authorities of 
the Secretary of the Treasury the ability to require a 
contribution of additional capital by the Holding Company in the 
kvent the Association's capital falls below the minimum ratio. 
I 

I 
section 203(c) woulq. impose additional reporting

I .•
requ1rements. The Association would also be required to keep 
records concerning the financial risk to the Association 
resulting from the activities .of any associated persons.
I 

I 
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section 204. sectio~ 204 would add a new section 440A to 

PartB of Title IV of the: Act that, consistent with the' 

~uthorities described in section 202 ·of the bill in relation to 

the Association, wouldaujthorize the Secretary of Education to 

provide funds to eligible entities functioning as secondary 


I ' I
markets to enable them to make loans as the lender-of-la~t-resort 
on the S.~cretary I s behalf!. Additionally, eligible secondary 
.arkets would also be abl~ to purchase loans on.behalf of the 
Secretary of Education uS,ing funds. provided by the Secretary. In 
brder to be eligible to receive funds under this section, a 
,~econdary market must meet the definition of an eligible lender 
~n section 435(d) and such other eligibility criteria as the 
~ecretary'of Education may specify. 
ii,

Sec1:ion 205. Section 205 would repeal section 439 as of the 
date the Association is d~ssolved. 

I 

I 
I', 

TITLE III--FEDERAL FAM~LY EDUCATION LOAN PROGRAM AMENDMENTS 

I 

Section 301. Section 301 of the bill would *mend various, 
~rovisions of part Bof t~tle IV of the Act to require the 
Secretary to recover from; the reserve funds held by guaranty 
~gencies not less than, $1;.1 billion in the aggregate in the 
fiscal yE~ars 1996 through; 2000. This amount would be recalled 
~ver that five-year perioa as follows: not less than $350,000,000 
would be recalled in fiscal year 1996, $250,000,000 in each of 
iisc*l years 1997 and 1998, $150,000,000 in fiscal year 1999, and 
$100,000,000 in fiscal ye~r 2000.
i ' 

. I ' 

i The recall of· these reserve funds would be a component of 

the 'ongoing transition from .the FFEL Program to.the Direct Loan 

Program. Wh~le $1.1 billion in recalled reserves would be 

*eturned to the Treasury to reducie the deficit, the Secretary 

60uld use amounts recalled inexbess of that sum for transition 

~ctivities. ' 

I 
I 

i In addition to furth~ring the transition from guaranteed to 
<;lirect st.udent loans, the: proposed ,recall of reserves is 
consistent with the current role of the" guaranty agency in the 
FEELProqram. ,section 43f(o) of the Act, which was added by the 
Higher Education Amendments of 1992 (P.L. 102-325), clarifies 
~hat the Secretary is the! ultimate insurer of all FFEL 
guaranteE~s. Thus, guaranty agencies actually function more like 
+oan services than guarantors, and therefore have limited need 
for reserve funds to p~otect against losses. 

I The specific statutory changes'that .would be made by section 
301 of the bill are as foi16ws: 

8 
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I 
I section 301(a) (1) ot the bill would amend section 422(g) (1) 
of the Act to make confor:ming changes and to eliminate 
~ubparagraph (A), a provision that currently authorizes the 
pecretary 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 anew sUbsection (h), discussed below. This 
hew recall authority would be part of the broader plan to wind 
pown guaranty agency operations in the transition to the ,direct 
~oan program, instead of !authorizing the recall of reserves 
I • • 

~olely because they are ~unnecessary" 1n an ong01ng guaranty 
~gency system. 
I 

section 301(a) (2) of the bill would further amend section 
~22 to add a new subsection (h) that would require the Secretary 
~o recall at least $1.1 ~illion in reserve funds, as described 
~bove. The Secretary will establish criteria for selecting the 
pgencies required to ~eserve funds and ~ formula to calculate the 
?tmount to be returned. T:hese criteria and this.formula would be 
established by the Secretary after consulting with the higher 
I. .' teducat10:n commun1ty, .and ,would be des1gned to meet the needs of 
the FFEL Program, assist :in the transition to the Direct Loan 
Program, and protect the :Federal fiscal interest. 

Sections 301(b) (1) and (2) (A) of the bill would amend 
~ection 428(b) (1) (X) and the heading for section 428(c) E9) of the 
~ct, respectively, to con£orm with the changes made by section 
I •• •

301 (c) (2) (B) of the b111., Sect10n 301 (b) (2) (B) of the b111 would 
bompletely revise se~tiori 428(c) (9) (A) of the Act, which 
burrently describes the minimum reserve levels that guaranty 
~gencies are required to ~aintairi. Reserves at these levels are 
hot consistent with the c~rrent role of the guaranty agency in 
the FFEL Program, and its: potential for loss, as discussed above. 
~nstead, this provision w,ould be amended to authorize the 
Secretary, notwithstanding any other provision of law~ to 
~stablish a required leve~ of reserve funds for each guaranty 
agency. These reserve amounts would be set at levels designed to 
~eet the needs of the FFEL Program, assist in the transition to 
~irect loans, and protec~ the Federal fiscal interest. .' 
I 

, This amendment would' also authorize the Secretary, as part 
~f the proposed recall .of' reserves, to establish an alternate 
~ethod of providing finanbial support to guaranty agencies rather 
than through the use of reserve funds. Prior to establishing
I • • 

~uch an iilternat1ve (one ~xample of Wh1Ch would be a system of 
providinq working capital; to guaranty agencies on a case-by-case 
basis) the Secretary woul~ first be required to determine that·' 
the needs of the FFEL Program, the transition to direct lending, 
and the Federal fiscal in~erest would be better served by a 
.ethodother than reserv~~, to consult with the higher education 
eommunity and to inform ~he Congress. This provision would give 
the Secretary the flexibi~ity to address the changing needs of 
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I 
the guaranty agencies and ;the guaranteed and direct loan systems 
dUring the transition. . 

j Finally, "secti6n 301Gb)(2) (C) of the bill would amend 
section 428(C) (9) (C) (i) of the Act to conform with the changes

I • I •

made ln subparagraphs (A) :and (B) of sectlon 301(b) (2) of the 
blill. . 

i 
• I

section 302. Sectlon 302 of the bill would make several 
changes to Part B of Title IV of the Act that would enable the \ ! 
S~cretary·to resume providing Federal loan "insurance (instead of 
m~rely reinsuring loans that have been insured by guaranty 
a~encies) as riecessary ~o ensure student~ continued access to 
l~an capital and to assis~ in the transition from guaranteed to 
d~rect lending. . 

i 

, section 302(a) of th~ bill would amend section 421(a} (1) of 
tpe Act to expand the purposes of Part B of Title IV of the Act 
tp 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 teasonable access to direct loans, not 
j~~t acc~ss to a state or :private nonprofit program of student 
loan insurance. 

, I 

i section 302(b} would amend section 423 of the Act to permit 
the Secretary to issue ceitificates of insurance for the 
ihsurance of loans made to student borrowers (or their parents), 
ih a state in which there :is no State student loan insurance 
p~ogram for st~dent borro~ers in that State and with which the 
s~cretary has an agreement under section 428(b}, regardless of 
whether another state or private nonprofit student loan insurance 
p~ogram is willing to operate in the State. This amendment would 
provide the Secretary with the flexibility needed to address loan 
abcess issues in an order~y manner as part of the broader plan to 
w:ind down guaranty agency operations in the transition to direct 
l~nding. ! 

I section 302(c} of th~ bill would repeal section 424 of the 
A~t. section 424 current~y sets limits on the amounts of loans 
that may be covered by Federal loan insurance, and specifies 
d~tes ~fter which no further Federal loan insurance may be 
g~anted. These limits ar~ inconsistent with the amendments 
p~oposed in this section df the bill to reactivate the Federal 
l~an insurance program as ran additional means of ensuring loan 
access.· , 

! . 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 
b~ 98 percent of the unpaid principal and accrued interest on 
such loan. This amendment would make the level of insurance 
cbverage for loans insured through Federal loan insurance 

I I 
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chonsistent with the level: of coverage for loans that are insured 

by guaranty ·agencies.


I 

section 303. section 303(a) of the bill would make a 

qonforming change to section 421(d) of the Act that would 


.	terminatE~ the Secretary I· S : author i ty to make new FFEL guarantees ! . 

as of June· 30, 1997. This termination would not affect the 
~ecretaryis authority to insure loans directly under section 427 
of the Act. 
i 

sect~ion 303(b) of the bill would make a conforming change to 

section 428(c) (1) of the Act to require a guaranty agency to file 

tts claim for reimbursement with the Secretary of Education 

~ithin 4S, days after the g~aranty agency approves a claim that 

'~ould discharge its insurance obligation on the loan. In 
~ddition, the guaranty:agkncy would,be prohibited from 
discharging its obligation until the guaranty agency has received 
reimburse:ment from the secretary'. Under current law, a guaranty 
~gency is required to file its claim for reimbursement within 45 
~ays after the guaranty agency actu~lly pays a claim that 
~ischarges its insurance bbligation on the loan. This amendment 
qonforms to the change~ made concerning guaranty agency reserves 
i'n section 301, and would: greatly reduce the amount of funds 
g!uaranty agencies need to have on hand to discharge their 
~nsuianc~ obligations. ~ 
! 

TITLEIIV--EFFECTIVEDATES 

i section 401 provides: that the amendments made by the 

A~celerated Direct Loan P~ogram Implementation and Student Loan 

M~rketing Association Tra~sition Act of 1995 are effective on the 

date of enactment, with three exceptions. The amendments made by 

section 102, relating to cancellation of remaining balances on . 

c~rtain loans, would be effective. for loans made on or after July 

l~ 1994. The amendments ~ade by section 202(a), which amend 

ekisting provisions of se¢tion 439(r), would b~ effective on the' 

e~rlier of the Effective Time of the reorganization, as set fort~ 

in section 440 (as added by section 201 of this Act), or 18 

mbnths after t.he date of. Efnactment. Finally, the amendments made 

by section 203 would be effective as of the Effective Time of the 

r~organization~ If no reorganization occurs, then the amendments 

m~de by section 203 would1be of no effect. 
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THE DEPUTY: SECRETARY OF THE TREASURY 

WASHINGTON 
~ 

IJuly 11, 1996 

The Honorable James A. Leach 

Chainnan 

Committe~ on Banking and Financ~ Services 

U.S. House of RepreSentatives 

Washington, D. C. 20515-6050 


Dear Mr. Chainnan: 
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 Corporation 
(Freddie Mac) . 

. i As requirc~ by section 1355 of the; Federal Housing Enterprises Financial.Safety and 
I Soundness Act of 1992, this report examin~s the desirability and feasibility of ending the 

federal government's sponsorship <;>f Fannie Mae and Freddie Mac. Pursu.ant to this 
statutory mandate, we have condu~ted a broad review of the government's relationship with 
the two enterprises. We examinedithe benefits and constraints of government sponsorship, 
the enterprises' public purpose, and the effects of maintaining or amending the existing 
relationship between the enterprise~ and the federal government. The Department of 

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

I 

As a resul:t 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 raies in the U.S. are at their highest levels in sixteen years. 
Fannie Mae and Freddie Mac hav~ 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 opportuni~es for low- and moderate-income families. 

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 
uncertainly exists on an array of important issues. For example, it is still too early to assess 
the effical~y 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 and imprecise. Our report estimates that the two GSEs 

! . 

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

Sincerely. 

;L#~ 

Lawrence Summers 
Deputy Secretary 

Enclosure: 

I, 
I 
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THE DEPUTY SECRETARY OF THE TREASURY 


WASHINGTON 

July 11, 1996 

The Honorable Henry B. Gonzalez 
I Ranking :Member 
Committe~ on Banking and Fipancial Services 
U.S. House of Representatives .. 

I Washington, D.C. 20515-6050 

Dear Congressman Gonzalez: 

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·Corporation 
(Freddie Mac). 

As required by section 1355 o{the Federal Housing Enterprises Financial Safety'and 
Soundness Act of 1992, this report examines the desirability and feasibility of ending the 
federal go'vernment'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 enterpJises' public purpose, and the effects of maintaining or amending the existing 
relationship between the enterprises and the federal government. The Department of 

I Housing alild 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 
; world. T<Jday, homeownership rates in the U.S. are at their highest levels in sixteen years. 
i Fannie Ma.e 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 
I Americans. Through their affordable housing activities, they have also contributed to 
expanding homebuying opportunities for low- and moderate-income families. 

We believ~: that finn 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. Moreover, attempting to quantify the benefits and costs of government 
, sponsorship is inherently difficult and imprecise. Our report estimates that the two GSEs . 
I 
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I 
i 
r retain a substantial portion of the benefits of their government subsidy. These and other 

issues would benefit substantially from further study aimed at helping policy makers better 
understand the benefits and costs of continued federal government sponsorship both to the 

, public and to the enterprises. ' 

, Fannie Ma,e 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 
i discussion and a broad consensus. We hope this report is a helpful contribution to that 
: process. 
I 

Sincerely. 

Lawrence Summers 
Deputy Secr~tary 

! 
: Enclosure 

, 
i
I 

I 



THE DEPUTY SECRETARY OF THE TREASURY· 
WASHINGTON 

July 11, 1996 

I 
I 

. [ 
I 	The Honorable Alfonse M. D'Amato 


Chairman 

Conunittec, on Banking, Housing, 


and Urban Affairs 

! U.S. Senate 

! Washington. D.C. 20510-6075 


Dear Mr. Chainnan: 

I am pleaSf"...d to transmit the Department of the Treasury's report on the Federal National 

I Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation 


(Freddie Mac). . 


!
I 	

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 
i 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 en1l:erprises. We examined the benefits and constraints of government sponsorship, .. 
: the enterplises' public purpose, and the effects of mairitaining or amending the existing 
: relationshiu> 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. 
I 
t 	 • 

i As a result of over three generations of U.S. government policy supporting 
: homeownership, the United States now has the strongest housing fmance 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 
I Americans. Through their affordable housing activities, they have also contributed to 
I expanding homebuying opportunities for low- and moderate-income families. 
I 	 / 

I 
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 applil:able to the two enterprises~ and the new system of safety and soundness 
•regulation. Moreover, attempting to quantify the benefits and costs of government 



i 

I 
I 
: 
I 
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I 
i 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 
i public and to the enterprises. 

1 

I Fannie Male 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 
idiscussion and a broad consensus. We hope this report is a helpful contribution to that 
; process. 

Sincerely, 

. i 

Lawrence Summers I 

Deputy Secretary 

I 
Enclosure 



THE DEPUTY SECRETARY OF THE TREASURY 
WASHINGTON 

July 11, 1996 

The Honorable Paul S. Sarbanes 

Ranking :Member 

Committe(~ on Banking, Housing, 


and Urb;llll Affairs 
! U.S. Senate 
::Washington; D.C. 20510-6075 
I 

i 
, Dear Senator Sarbanes: 

:. I am pleaSl~ to transmit the Department of the Treasury's report on the Federal National 
I Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation 
! (Freddie ~(ac). . 

; 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 ., . 
i 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, 
i 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 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 
: homeownel~ship, the United States now has the strongest housing finance market in the 
iworld. Today, homeownership rates in the U.S. are at their highest levels in sixteen years. 
; Fannie Mac~ 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 

Iexpanding homebuying opportunities for low- and moderate-income families. 

I 

iwe believe that ~ conclusions regarding the desirability of ending or modifying the 
I 

,governmenll'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 
I . 

(eguiation. Moreover, attempting to quantify the benefits and costs of government 

I 

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

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

I Fannie Ma:e 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 
i discussion and a broad consensus. We hope this report is a helpful contribution to that " 
, process. 

Sincerely, 

I 

.~,~ 

Lawrence Summers 
Deputy Secretary 

Enclosure 
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.' " THE DEPUTY SECRETARY OF THE TREASURY 
WASHINGTON 

July 11, 1996 

The Hono,rable Paul E. Kanjorski. 

Ranking Member 

Subcommittee on Capital Markets, Securities, 


and Gov,ernment 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 Corporation 

(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 
i statutory mandate, we have conducted a broad review of the government's relationship with 
: the two en1terprises. We examined the benefits and constraints of government sponsorship, 
iI the enterprises' public purpose, and the effects of maintaining or amending'the existing 
! relationshijp between the enterprises and the federal government. The Department of 
i Housing and Urban Development, the Congressional Budget Office, and the General 

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

I 

I . 	 . 
I As a result of ~ver three generations of U.S. government policy supporting 
i 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 Ma.e 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 bomebuying opportunities for low- and moderate-income families. 

, 

We believe that ftrm 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 
igoals 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. 

Fannie Mae and Freddie Mac are important institutions participatirig 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, , 

/J~.~
~~n: ;ummers 

Deputy Secretary 

Enclosure 

I' 
I 
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THE DEPUTY SECRETARY OF THE TREASURY 
WASHINGTON 

July 11. 1996 

The Honorable Richard H. Baker 

Chainnan 

Subcommiittee on Capital Markets, Securities, 


and Govc~rnment Sponsored Enterprises 
U.S. Hou~;e of Representatives 

Washington, ,D.C. 20515 


Dear Mr. Chainnait: 

I am pleas-3d to transmit the Department of the Treasury's report on the Federal National 
i Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation 
, (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. 

i As a result of over three generations of U.S. government policy supporting 
1homeownejrship, the United States now has the strongest housing finance market in the 
!world. Today, homeownership rates in the U.S. are at their.highestlevels in sixteen years. 
; Fannie Mac~ 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 
I 

: 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 
!governmenlt's sponsorship ofFal1nie 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 
I 
I 
I 
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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 
understandl the benefits and cost,s of continued federal government sponsorship both to the 
public and to the enterprises. 

! Fannie Ma.e 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 
I discussion and a broad consensus. We hope this report is a helpful contribution to that 
I 
I process. 
! 

Sincerely, 

/~ I~ 
Lawrence Summers 
Deputy Secretary 

Enclosure 
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