
Minutes of State Education Assistance Authority Meeting


August 5, 2003 --  Page 7
ADVANCE \d1


MINUTES OF EDUCATION ASSISTANCE AUTHORITY MEETING

August 5, 2003             10:00 A.M.
The Education Assistance Authority met at 10:00 a.m. on Tuesday, August 5, 2003, in the Governor's conference room in the Wade Hampton Building, with the following members in attendance:

Governor Mark Sanford, Chairman;

Mr. Grady L. Patterson, Jr., State Treasurer and Vice-Chairman;

Mr. Richard Eckstrom, Comptroller General; 

Senator Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee; and

Representative Robert W. Harrell, Jr., Chairman, Ways and Means Committee.

Also attending were Budget and Control Board Executive Director Frank Fusco, Chief of Staff Stephen C. Osborne, and Division Directors Joseph Rogers and Peggy G. Boykin; General Counsel Edwin E. Evans; Governor’s Chief of Staff Luther F. Carter; Governor’s Deputy Chief of Staff for Administration William E. Gunn; Deputy State Treasurer Sandy Agee; Comptroller General’s Chief of Staff Nathan Kaminski, Jr.; Senate Finance Committee Chief of Staff Robby Dawkins; Ways and Means Committee Chief of Staff Don Hottel; Authority Secretary Delbert H. Singleton, Jr., and other Budget and Control Board staff. 

Adoption of Agenda

Upon a motion by Mr. Patterson, seconded by Senator Leatherman, the Authority adopted the agenda as proposed.

Education Assistance Authority:  Petition for Ceiling Allocation Request (Regular Session Item #1)

In 1971, the General Assembly of South Carolina established the State Education Assistance Authority (Authority) as a public instrumentality of the State and empowered it to provide financial assistance to residents of South Carolina through the making or guaranteeing of student loans.  The Authority is governed by its members, who are by statute the members of the State Budget and Control Board.  The Authority acts through its contractual agent, the South Carolina Student Loan Corporation (Corporation), a private non-profit corporation.  The Authority has designated the Corporation to serve as a central statewide lender and to date, over 1,027,000 loans totaling more than $3.6 billion have been made to more than 299,000 students and parents.

Student loans made by the Corporation are guaranteed by the Authority against the death, disability or default of the borrower.  It should be emphasized that this guarantee does not in any way represent a pledge of the State’s full faith and credit.  The guarantee is backed by a Reserve Fund maintained by the Authority.  The State’s guarantee is further backed by a federal program of reinsurance.  The amount of this reinsurance is related to the State’s annual default rate and could range from 95% to 75%. Until the State’s default rate exceed 5% in any given year, all loans are reinsured at 95%.  The Authority has always received full reinsurance.

Currently, there are 70,000 borrowers in repayment from whom the Corporation will collect in excess of $205 million during 2003.  The Corporation takes great pride that its default rate for non-payment, 1.5%, is perhaps the lowest in the nation.

The Authority has outstanding $506 million of Student Loan Revenue Bonds.  Proceeds derived from the sale of its bonds have been used to permanently finance student and parent loans made by the Corporation from interim financings arranged with commercial banks.  The Corporation has also issued Student Loan Bonds to permanently finance its loans and, currently, has approximately $1.5 billion outstanding.  Totally, the Corporation has over $1.7 billion student and parent loans outstanding financed through all sources.

The Authority was asked to adopt a petition to the Budget and Control Board requesting allocation to the Authority of $100,000,000 of the state ceiling for 2003 to assist in the issuance of tax-exempt student loan revenue bonds during the calendar year 2003.  Appearing before the Authority was Bill Youngblood bond counsel for the Authority.
In discussions concerning this item, Mr. Eckstrom asked whether all of the request should be allocated at once.  He questioned whether allocating all of the $100,000,000 would adversely impact the amount of allocation available for economic development for the remainder of the year.  He indicated that he was not opposed to the request but wanted to have some discussion on the matter.

Mr. Youngblood advised the Authority that the request represents roughly one-third of this year’s allocation for private activity bond authorization.  He commented that as a policy position the Authority should urge that there be some rough equivalent for allocation among industrial development, higher education opportunities, and housing for purposes of allocating the state ceiling.  He said that is where the number $100,000,000 came from.  He said that there will be many years when the State is blessed with great economic development, but that was not likely this calendar year.  He therefore said that this year the $100,000,000 request would seem to be an appropriate rough equivalent to put before the Budget and Control Board.
Governor Sanford asked from where did the equivalent numbers come.  Mr. Youngblood explained that there are three main interests that seek volume cap allocation and that the allocation could roughly be divided among moderate and low income housing, industrial development, and the student loan program.  Governor Sanford commented that that does not set the precedence for equivalence.  Mr. Youngblood responded that he did not know that there was precedent for equivalence, but that he was attempting to urge one upon the Authority.  
Mr. Youngblood pointed out that in the agenda materials contained information concerning the return on investment that comes back to the taxpayers of South Carolina.  He indicated that if the Authority got all of the allocation it would not be enough to fund the student loan program.  He stated that is the reason a lot of sizeable taxable borrowings are done through the South Carolina Student Loan Corporation every year.  He said to the extent the Authority can issue tax-exempt bonds the interest cost savings can be passed directly back to the taxpayers.  He said that for every dollar of allocation there is twenty-six cents of savings that goes back to the taxpayers.
Governor Sanford asked why not make the request a trillion dollars.  Mr. Youngblood explained that there is a dollar limit that Congress has imposed on the amount of private activity bonds that can be issued in each state in each calendar year per capita.  

Mr. Eckstrom asked whether there was current tax-exempt funding that the Student Loan Corporation has that it can lend to students on a reduced basis.  Mr. Youngblood stated that the Authority has carry forward allocation from last year of $42 million that will be part of the pending bond issue.  He said that the Authority tries to come to the bond market once a year.  He noted that part of this year’s bond issue will be a refunding that needed to be accomplished by September 1.
Governor Sanford commented that he has not had a chance to talk to Bob Faith about the request and his questions of a lower starting amount or waiting until the August 20 meeting to consider the request depends on his ability to have a conversation with Mr. Faith about the request.  Governor Sanford asked Mr. Youngblood whether waiting until the August 20 meeting would work for the Authority.  Mr. Youngblood responded that at that point the Authority would be down to a matter of hours to try and put the bond issue together.  Mr. Youngblood stated that it would be better to allocate a portion of the amount requested and defer the remainder until later in the calendar year for perhaps a carry forward at the end of the year.  He noted that in recent years there has been a lot of the volume cap allocation left over at the end of the year and it has been divided equally between State Housing and the Authority’s student loan program because of the ability for carry forward.
Mr. Eckstrom asked what was the size of the anticipated refunding.  Mr. Youngblood responded that the refunding piece is $10 million and that it needed to be done by September 1 or the ability to do so would be lost.  Mr. Eckstrom asked would the Authority do a refunding issue only.  Mr. Youngblood responded that the Authority has never been put in that position before and that the Student Loan Corporation has planned for one issue a year to keep the costs down.  He said that approving a portion of the allocation and postponing the rest for carry forward would be better for the Authority because it could do one bond issue for the calendar year and keep the costs down.
Mr. Eckstrom stated that approving the $100 million allocation request would leave the state pool with a little more than $20 million for the remainder of the year.  He said that points to the need to coordinate the request with the Department of Commerce.  Mr. Harrell asked if the Budget and Control Board approved the $100 million request would that only leave $20 million. Mr. Youngblood explained that the Board has the authority to allocate between the pools and that it does so routinely.  He noted that there is roughly $300 million of the private activity volume cap allocation left.  

Mr. Harrell further asked how much carry forward was anticipated by the end of the year. Mr. Youngblood commented that last year there was about $84 million left because the Student Loan Program and the State Housing Authority received $42 million each.  Mr. Singleton, the Authority’s Secretary, commented that last year’s carry forward was about $84 million and that there was presently about $276 million of volume cap allocation left.

Governor Sanford noted that last year was an abysmal year in terms of economic development.  He said that he knows that Secretary Faith is working with a couple of different prospects and in the event that something materializes he does not want to tie Mr. Faith’s hands.  He said he wanted to do this but he has not talked to Mr. Faith about it.
Senator Leatherman asked Mr. Youngblood how much of the $100 million was needed to meet the needs of the program.  Mr. Youngblood responded that to the extent the bonds can be issued as tax-exempt, the interest cost savings are being pushed back to the borrowers and their families.  He said that if the Authority had $50 million now and $50 million for carry forward the Authority could act today and leave the flexibility needed for industrial development.

Mr. Eckstrom asked whether the Student Loan Corporation operates at breakeven.  Mr. Youngblood stated that it essentially operates at breakeven although it has a fund balance.  He said that under the federal tax law the Corporation can have a 2% spread between the cost of their funds (the bond interest cost) and the return it can get on the student loans.  He said that to the extent the Corporation can borrow tax-exempt the interest rates are lower and those savings are passed back directly to the student borrowers.  Mr. Eckstrom further asked that of the 2% would the Corporation be willing to make the taxpayers of the State beneficiaries of half of the amount in the form of a transfer to the General Fund.  Mr. Youngblood said that was a subject for another day and that he is not authorized to respond to that question.  He reminded the Authority members that they have two roles, one to issue the tax-exempt bonds and the other as guarantor.  He said that to the extent the defaults are kept below 5% percent each calendar year there is a program of federal reinsurance.  Mr. Youngblood said that the 5% is met every year and that the fund has never been tapped.  Mr. Eckstrom noted that the bonds are essentially risk free to the Authority.  Mr. Youngblood commented that the bonds are truly risk free and are AAA rated without any credit enhancement.
Upon a motion by Senator Leatherman, seconded by Mr. Patterson, the Authority adopted a petition to the Budget and Control Board to allocate to the Authority $50,000,000 of the state ceiling for calendar year 2003. 

Information relating to this matter has been retained in these files and is identified as Exhibit 1.

Education Assistance Authority:  Resolution Authorizing the State Treasurer to Make Arrangements for the Offering and Sale of State Education Assistance Authority Education Loan Revenue Bonds (Regular Session Item #2)

The Authority was asked to adopt a resolution authorizing the State Treasurer to make arrangements necessary for the offering and sale of South Carolina State Education Assistance Authority Education Loan Revenue Bonds, 2003 Series, and other matters incident thereto.  

Upon a motion by Mr. Patterson, seconded by Senator Leatherman, the Authority adopted, a resolution authorizing the State Treasurer to make arrangements necessary for the offering and sale of South Carolina State Education Assistance Authority Education Loan Revenue Bonds, 2003 Series, and other matters incident thereto.
Adjournment 
The meeting was adjourned at 10:20 a.m.

[Secretary's Note:  In compliance with Code §30-4-80, public notice of and the agenda for this meeting were posted on bulletin boards in the office of the Governor's Press Secretary and in the Press Room, near the Authority Secretary's office in the Wade Hampton Building, and in the lobby of the Wade Hampton Office Building at 9:52 a.m. on Monday, August 4, 2003.] 

