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CHAI RMAN EVANS: | would like to reconvene
t he House Appropriations Comnm ttee nmeeting.

Today we have the organization of PHEAA
before us, and we have the Chairman of the Board as
wel |l as a House menmber, who is a very good friend,
and | thank him He is going to be on the panel,
along with the CEO, Mr. Preston. W have him also
here.

So what we are going to do is kind of change
the rules a little bit again. W're going to allow
t he Chairman and the CEO to have the opportunity to
present to us what exactly is taking place with the
organi zation and those kinds of concerns, because we
want ed, you know, to do this in a very open way in a
presentation for the public to know.

So, M. Chairman, I'mgoing to |let you start
of f. Represent ati ve Adol ph, the Chairman.

REPRESENTATI VE ADOLPH: Thank you

Good afternoon, everyone. Chai rman Evans,
Chairman Civera, nenbers of the House Appropriations
Commttee, | want to thank you for this opportunity
to be here today.

For about 12 years, | was on the other side
of this table. To be quite honest with you, it's a

| ot more confortable on that other side than it is
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on this side of the table.

PHEAA is an absolute great organization and
has done an awful | ot of good over the years. Li ke
many organi zations, okay, there have been m stakes
made, and | will be the first one to say that there
were m stakes made in this agency.

| became Chairman just about a year ago,
February of 2007, and the Board of PHEAA, | believe
there are |like 45 percent, yeah, 45 percent new
board members. The new board menbers have brought
an awful |lot to PHEAA, from the Governor's
appoi ntees to the legislative members that have been
appoi nted by the various caucus | eaders.

My Vi ce- Chairman, Senator Sean Logan, has
been a tremendous help to managenment as well as
myself over this last difficult year. | know | said
to Sean -- and | guess it was June of '07 -- | said,
| hope when we go in front of the Appropriations
Commttee in February of 2008, | can talk to them
about the Code of Ethics that we started in May of
07, and we challenged the other student | oan
agencies to do the same; the new Travel Policy that
we adopted at our very first board meeting, and show
themliterally the mlIlions of dollars that we have

saved through the agency.
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We al so tal ked about transparency, how board
menbers have gone to the legislative | eaders, have
gone to the caucuses, have gone to editorial boards,
and tal ked about how PHEAA, under new | eadership, is
changi ng.

Ladi es and gentlemen, that was all done, and
if we did not have the disruption in the capital
mar kets nationally, this agency probably would be in
t he best shape it has ever been in, because it is
focused on its mssion, and that m ssion is the
students that attend hi gher education institutions
here in Pennsylvania. That mssion is tal ked about
at every board meeting, and PHEAA's managenment and
their enpl oyees are focused on the m ssion right
now.

No one -- no one in Harrisburg, no one in
Washi ngton, no one in Wall Street -- could have
predicted the disruption in the capital markets.

The disruption in the capital markets has caused
PHEAA the |l oss of mllions of dollars. W have cut
out of our budget somewhere between $40 to $50
mllion.

Now, we thought that we were going to be
able to live with the Federal |aw which was passed

in September of '07, with these reductions in
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operating costs, and be able to bring this agency

back a | ot sooner. However, | want to enphasize to

you this disruption in national markets

caused student | oan agencies throughout

t hat has

America to

suspend |l ending, to lay off enployees, and get out

of the business altogether.

' m happy to say that this board realized

its problem okay, and |listened to PHEAA managenment,

brought in financial consultants, and | ast week,

just | ast week, had a student | oan summ

t.

We invited our Pennsylvania del egation from

Washi ngton, and we had a good show ng fr

del egation -- sonme present, some on the

om our

phone. Cur

| ending institutions came out in full force, and

most of all, representatives fromthe hi
education community came out, fromthe |
universities in our State to sonme of our

uni versities of our State.

gher
ar gest

smal | est

This ugly secret, which very rarely gets

written about in our daily newspapers, outside of

the Harrisburg area, this disruption of

the capita

mar kets which has its origin fromthe subprime

mort gages, is something that has scared
Board and its managenent to be the first

public and with a plan on how to fix it.

t he PHEAA

to bring it
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We can't fix it ourselves, |adies and
gentl emen. We cannot fix this problem ourselves.
This is a lot larger than PHEAA. This is a national
crisis, and when you're tal king about it, you're
tal king about 50 to 60 billion -- that is billion
with a "b" -- dollars in the student | oan business.
Washi ngton has to address this, and the confidence
| evel has to come back at Wall Street.

Now, | had written comments, okay, that were
prepared for me, but as you can tell, you know, | am
going to let the professionals regarding why this
capital market is in such bad shape.

It doesn't pay student | oan agencies anynore
to |l end out noney. PHEAA woul d earn noney by
| endi ng money out and then put back into our public
programs for our men and wonmen that come back from
Irag, to our nursing programs, |oan forgiveness
programs, and also, also contribute back into our
State Grant Program okay, to the tune of over $60
mllion a year, which hel ped increase our State
grants to an all-time high | ast year of $4,700 per
child, per student.

So we're here to tell you the story, to have
it explained to you. |'ve sat through two very

exhaustive work sessions, all right, as well as
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Representative Dally, Representative Frankel,
members of the PHEAA Board, okay, trying to
under st and what has caused this problem and it is
very conmpl ex.

We are very, very fortunate at PHEAA to have
an expert enployed since 2003 that knows the capital
mar kets better than anybody in this area, and that
is JimPreston, our Interim CEO So wi t hout further
ado, | would like to turn over the mke to Jim
Preston, and | want to thank you for giving me the
opportunity to give a layman's versi on of what PHEAA
has been like for the last year. Thank you.

MR. PRESTON: Thank you, M. Chairman.

CHAI RMAN EVANS: s your m ke on?

MR. PRESTON: Yes, it is. Thank you very
much.

CHAI RMAN EVANS: Pl ease state your name for
the record.

MR. PRESTON: Jim Preston. |"mthe Interim
CEO of PHEAA. |'ve been at PHEAA since April of '03
but in the role of Interim CEO from October 11 to
dat e.

We passed out to the members of the
comm ttee a quick handout that | wanted to just try

to go through and quantify some of the things that
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we are tal king about, both as it relates to national
issues as well as it relates to PHEAA itself. "]
try to run through here and then open it up to any
guesti ons.

On page 2, it basically just shows a
snapshot of U.S. financial aid and where it comes
from across the country. As you can see, the
student | oan business, which is the Federal student
| oans, PLUS, the government guaranteed student
| oans, that represents about 45 percent of all of
the financial aid fromall sources, other than
grants and others, work study and the |ike. Private
| oans make up about 11 percent.

On the next page, we show how it | ooks in
Pennsyl vani a. The issue that is happeni ng, of
course, is that the Federal student |oan programis
a 35-year private-public partnership that has worked
very well to provide seam ess, efficient, effective
funding for all of the colleges and universities in
the United States, including Pennsylvani a.

When you think about it, that is about $100
billion a year of funds that are distributed when
they need it, as they need it, through the FFELP
program It was supplenmented over the years --

CHAl RMAN EVANS: Did you say $100 billion?
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MR. PRESTON: Yes, $100 billion total when
you include all the Federal moneys. That is the
direct | ending program and the FFELP program

CHAI RMAN EVANS: Okay.

MR. PRESTON: The Federal Fam |y Education
Loan Programis the Federal guaranteed | oan program
It's the public-private partnership.

There is another program The other program
is direct lending. This is directly through the
Depart ment of Education and through the Treasury.
"Il show you in a m nute how nuch those make every
year. In total, those two progranms add up to about
$100 billion.

The issue is that basically the banks end up
originating and either holding or selling eventually
the |l oans to the schools under the Federal Famly
Educati on Loan Program  \When they want to sell,
they turn to entities |ike PHEAA and ot her secondary
markets in the United States, where they buy the
| oans fromthe banks and relieve the portfolio of
t hose | oans so they can make new | oans.

The problem with the financial markets now
is that the secondary markets cannot make any noney
and cannot finance the |oans. So as that business

stops, then eventually the banks are going to have a
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probl em It's just a question of when, not if.

Any bank, if you ask them they'l|l say,
yeah, 1'd like to make sonme nore | oans, but | can't
make all the | oans; at some point, | have to

al l ocate ny bal ance sheet to something else, and
that is exactly what the problemis.

So with the guidance of the board and our
Chai rman, they suggested we have a student | oan
summt so that we could bring the constituencies
t oget her, especially the del egation, fine-tune our
message to Congress, and make sure the discussion is
heard now, because if we don't do it now, FFELP may
not exist in another six nonths, three nonths, or a
year, and rather than just let stuff happen, we need
to go and ask Congress to talk about this, because
if they want FFELP, they have to help it now.

We believe that the piece in Pennsylvania --

that's the Federal guaranteed | oan program -- even
if the banks get filled up with | oans, we believe
that there's another source that will get us through

August of this year, this funding cycle, and that is
the | ender of | ast resort. It's an untried

provi sion, but basically if there's any access
problem there is legislation on the books to go to

the Secretary of Education in Washi ngton and say,
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there's an access problem and we want to make the
FFELP | oans through the | ender of |ast resort. So
it's aligned to the Treasury.

So one way or the other, we believe the
FFELP piece will be taken care of between the banks
and the | ender of |ast resort.

The alternative |loans is the piece that we
are concerned about, because there's no financing in
the United States now for alternative | oans. It's a
direct result of a subprime credit issue.

So we've already seen some of the
proprietary schools and the career schools having
some access problems because alternative | oans may
not be there for them and what we think is that we
have to watch this and monitor this carefully so
that there isn't an access problem and the school s
continue to have choice.

On page 4, there is just some historic trend
data that shows how the | oans as a percent of total
student aid have increased over the past 10 years.

On page 5, the private |oans are the fastest
growi ng segment.

On page 6, basically the blue lines are the
FFELP guar anteed student | oan program the

public-private partnership with the banks, and the
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yellow is the direct |lending. They are two
different programs. One is adm nistered conpletely
by the Federal governnment, the other is a
public-private partnership that has been effective
for 35 years.

What | think now that Congress has to do and
our nmessaging to Congress is, you have got to talk
about this. There's a crisis, and if you are going
to support FFELP, you are going to have to talk
about this as it relates to the overall need.

Page 7 shows an interesting statistic, that
basically how the defaults through the FFELP
community keep com ng down. That is because the
guar ant ee agencies, |i ke PHEAA, have a nunber of
tools for collecting |oans and hel pi ng students keep
t hese default rates down.

These are good | oans. They are being
affected by the crisis of confidence in the market.
This is not a bad asset. This is not a troubled
asset. This is a good asset, and we're being
affected by the market disruptions.

| was in New York in January to try to help
restructure some of our debt. The day | was there
was the day that the bond insurers also got either

put on credit watch or Ambac was downgraded. That
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t ook out a big piece of the nmunicipal market, not
only for student | oans but for all the other
entities out there. Cities and towns and vill ages

use i nsurance to |l ower their cost of debt, and

i nsurance is not functional right now. W can't get

as much bond insurance to do what we need to do in
the United States right now.

There are two things that really affected
us, and the Chairman tal ked about two of them  One
was the Coll ege Cost Reduction Act signed by the
President in September, and you can see a nunber of
things in terms of reducing the spread on the | oans
and the inpact.

We thought in and by itself we were able to
cover that. The effects in our '07-08 budget were
probably around $40 to $45 mllion, and we thought
we could cover that wi thout a problem It was the
one-two punch of these reductions plus the capital
mar kets that has caused us the problem

Page 9 basically shows the nunber of
secondary markets in the United States. PHEAA i s
a fortunate position that we have other revenues.
We have revenues comng in from guarantees; we have
revenues comng in fromthird-party servicing. | f

we just were a |lender |ike some of these secondary

n
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mar kets are in the yellow, they're in trouble.

Every day they're |l osing money. Their interest rate
is higher than their rate that they're getting off
their assets.

So each day they |ose money, they also
reduce the equity that they own, and that is the
only money they live on. At sonme point, and it
could be a month or it could be two nonths, three
mont hs, some of them may have to close their doors.
They've already started laying off and cutting back.

I|f the secondary markets aren't here to back
stop the FFELP business, the banks are going to fill
up and then they won't have anywhere to go, and that
IS what our concern is.

The | ast page basically just shows
historically, in the |ast couple of nonths, our
borrowi ng cost is higher than the basic return that
we get off our assets that pay off that 90-day CP,
commer ci al paper.

CHAlI RMAN EVANS: When you say the | ast page,
are you tal king about page 107

MR. PRESTON: Page 10. "' m sorry.

CHAI RMAN EVANS: Page 10, you mean.

MR. PRESTON: Page 10. "' m sorry.

As it relates to PHEAA, on page 11, over the
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| ast 10 years we've given away almost a billion
dollars, and this is the various things that we
contri buted or funded, and basically this is our

m ssion. This is what we were expected to do and we
did. We were hel ping kids.

Page 12 basically is our current debt
outstanding. The basic problemis the taxable
auction and the tax-exenmpt auction rate market is
non-functi onal now. It's a huge market in the
United States and it's not working correctly, which
means interest rates have gone dramatically up, and
there is no viable alternative to just flip it in a
month or two into another financing vehicle.
There's no bond insurance capacity left to handle
it, soit's a problemwi th this.

Today, in one of the industry newsletters or

i ndustry magazi nes called the "Bond Buyer," the
editor -- which is a nationally recogni zed
publication -- the editor called on the Treasury to

assist in this. This is far bigger than any one
sector of the nmunicipal market, and the requests to
t he government are com ng from vari ous sources now,
and this is what's inportant in this market.

On Page 13, it just basically shows that

over the years, the green, on top of the |ine,
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basically shows the net interest margin. That means
t he amount of money we make from the bond issues

t hat fund our public service. And as you can see,
the red lines are where the auctions and our debt
has spi ked up, just |ike everybody el se's has.

The technol ogy bubble collapse in 2001 was
very short termin duration, but this is seemngly
deeper and | onger.

Basically on page 14, we just show a
snapshot of our lines of business and the
profitability. As you can see, we were doing well
and as the Chairman said, this would have been one
of our best years if the legislation didn't change
and/or the market didn't fall apart.

But one point about this -- | want to make
sure -- our lending and secondary market is the part
that is giving us the problem Our full servicing
is still strong and growi ng; our remote servicing
where we | everage our | T services to others that use
it for servicing, that is still growi ng; and our
guar antee business is still strong and heal thy. | t
t he | ending and secondary mar ket business that is
the concern right now.

On page 15, we tried to item ze the cost

reductions to date. We could probably squeeze out a
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little nore for "07-08, but we have really tried to
| ook for everything, and everything is on the table.
We have to keep | ooking and maki ng sure we identify
all expenses we can and try to match revenues

agai nst our expenditures.

The | ast couple of slides basically refer to
the State Grant Program which is really where this
is all |eading. In '07-08, clearly we're funding
the rest of our commtment to the State Grant
Program for a total of about $447 mllion, in total.
That is our supplenment plus what the Legislature
appropri at ed.

In the budget transmttal, the board
approved $35 mllion for '08-09. Our problem now is
with the capital markets the way they are, we just
don't know what that means in '08-09. W just don't
know if we're going to have the noney there or not.
| f everything clears up and i mproves tomorrow, then,
you know, we'll probably have it.

And the | ast two pages, basically just a bar
graph that shows in '"07-08, 160,000 individuals
received the grant, and then on page 18, basically
some projections as to how many students, if we
awarded the maxi mum award, what Kkinds of

combi nati ons we woul d have basically if PHEAA put
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the funds in, if PHEAA didn't put the funds in, and
we had a 10-percent increase or a 3-percent
increase, which was in the budget of the Governor.

So I know I went very quickly, but I'd be
happy to answer any questi ons.

CHAI RMAN EVANS: | would like for you to
talk a little bit about what you hope that this
| etter that was signed by the congressional
del egati on woul d acconpli sh.

MR. PRESTON: Yes. It occurred to me two
weeks ago when our del egation, we asked themto help
us support the two amendnents that we wanted in the
Hi gher Educati on Act, which was on the floor of the
Congress, in the House.

One was the McKeon amendnent that would
basically recogni ze that there was a problem or
there could be a problem for funding, and the
Secretary would report back to Congress by July 1 as
to that particular problem That was not
entertained on the floor. It was not allowed as an
amendment .

The second one was the Shea amendment, which
basically would say to the Treasury, the Secretary
of the Treasury, and the Secretary of Educati on,

there is a problemin funding and that we want the
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Federal financing bank and the Treasury to provide
as much liquidity as possible to solve the i medi ate
problem for FFELP.

Both of those amendments didn't make it, and
then we kind of realized we've got to help our
congressional delegation to not only get the nmessage
and the facts but help themwi th their talKking
poi nts, because this is a conplicated issue, and we
needed to have a grassroots support fromthe
constituency, which is the schools and our other
constituencies in this, so that we could craft a
message and get the right message to Washi ngton and
hel p our delegation. And we are going to take this
ki nd of forum and use it as well for the other
nati onal groups so they can use it in their own
St ates and ot her congressi onal del egations.

CHAI RMAN EVANS: Under the current budget,

there is $35 mllion that was said to be a pil ot
grant. As a result of this particular situation,
what impact will it have on that $35 mllion? WII

that $35 mllion disappear?

MR. PRESTON: | guess it could, and that is
what we are worried about. We put it in---

CHAlI RMAN EVANS: When you say it could, at

what poi nt?
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MR. PRESTON:

At the point---

CHAI RMAN EVANS: At what point do you think

t hat deci sion would be made, if that $35 mllion

di sappears?
MR. PRESTON:

credit. VWhen that fil

We have an operating |line of

s up and we can't get any

more credit, then nmy guess is we're going to have to

just run a stream ined operation, and | won't have

excess funds for next

year.

CHAI RMAN EVANS: So that $35 mllion at this

point -- and | don't want to put words in your nmouth

-- but that could be elimnated at this point, would

you say?

MR. PRESTON:

Yes.

CHAI RMAN EVANS: So obviously on the grant

side of the program t

hat woul d mean a reduction in

the grant allotment that is given to the young

people, right?

MR. PRESTON:

Correct.

CHAI RMAN EVANS: So that $35 mllion, that

di sappears as a result
because you basically
i nterest earned?

MR. PRESTON:

of what is taking place here,

made that $35 mllion on

Correct.

CHAI RMAN EVANS: That's how you did that?
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MR. PRESTON: Correct.

CHAI RMAN EVANS: You did that $35 million on
i nterest earned, was how you were able to put that
t here.

MR. PRESTON: Ri ght.

CHAI RMAN EVANS: So as a result of what's
going on, if that disappeared, that in return
affects the contribution on the grant side of the
program

MR. PRESTON: Yes.

CHAI RMAN EVANS: As you think this through
-- and, you know, we are all in this together, so it
is not just you; it is us, too -- are there specific
t hings that you think froma State perspective that
we can do simlar to what you have menti oned here
with the congressional del egation? What specific
things do you think it is that we can do?

MR. PRESTON: | would ask all the members to
help us with this word. W can give you talking
points to the congressi onal delegation and hel p us
get this message out, because this is our
opportunity to do it and it's an inmportant nmessage,
and FFELP is inmportant to our schools.

To me, Washington has to tal k about this.

It can't be just, we're going to let everything
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default into another program We have to tal k about
the pluses and m nuses of what's good for higher
educati on. Hi gher education is very inportant in
Pennsyl vani a, very important nationally, and this is
too important just to have somet hing happen by

uni ntended consequences.

CHAI RMAN EVANS: \When you spoke to, and |
saw sone of the list to the people you had invited
to your student summt, what about the schools of
hi gher ed? What was their reaction to the summt?

MR. PRESTON: | think it ran the gamut of
shock, not knowi ng what to think, as well as, there
could be a problem but | don't see it yet.

CHAI RMAN EVANS: Okay.

MR. PRESTON: And what | know is the part of
the financing chain on the back end that supports
all the banks, and many of the schools probably
haven't seen it yet, but we felt we had to have a
di scussion with them so they understood what the
i mplications of this were and whether it would have
an i mmedi ate or an eventual impact to them

And we know that the alternative |oans wll
be a narrower commodity, |ess available this year.
So we felt at | east that we have to get that out and

say there has to be a discussion on the FFELP si de,
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because there are problems funding FFELP right now

that will get to the banks and to them eventually.

CHAI RMAN EVANS:

Since you have only been

around since 2003, has at any time this generally

occurred where we have been at this particul ar

position?

MR. PRESTON: No, M. Chair mn. | have been

in banking for 25 years

in New York, and |'ve never

seen this. | ' ve never seen this dislocation.

CHAI RMAN EVANS:

Okay.

MR. PRESTON: You know, in the bond worl d,

it is something that nost people don't read about

every day or hear about,

but it's just as dramatic

as the stock market going down, because the bond

mar ket buil ds Anmeri ca.

That's how we build Anmerica

-- roads, sewers, housing. It funds Anerica.

CHAI RMAN EVANS:

Okay.

MR. PRESTON: And that's the problem we are

havi ng now. And nmost of

us think it will come back

at some point in some way, but we're not sure the

auction rate market wil

come back. Those are

corporate buyers that have fled this market for

safety in a crisis of confidence.

CHAI RMAN EVANS:

My under st andi ng, at | east

with my staff, who has said to me, well, the aspect




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

25

26

t hat there was going to be potentially, and again,
don't want to put words in your nouth, a potential
suspensi on of the | oan program for out-of-State
students? |Is that decision being made?

MR. PRESTON: Yes. One of the things when
you're in this bond market and you're having this
type of dislocation, you have to preserve all cash
You have to preserve all cash and pay the
bondhol ders. You can't take action that would drain
the cash and not be able to pay interest. That is
just something you have to do with those types of
bonds.

So about two weeks ago, we stopped | ending
nationally. W weren't a big |ender, but we just
said, we're going to have to stop |lending. About a
week ago, we stopped maki ng consolidation | oans,
because each time | put a loan into a bond issue,
it's not only drawing cash out that | need to pay
the interest and expenses but it's also reducing the
equity in the bonds. | have to preserve the equity
for the bondhol ders.

CHAI RMAN EVANS: Do you know, | want to ask
you, how many people has that affected student-wi se
as a result of that?

MR. PRESTON: At this point, not a |ot.
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CHAI RMAN EVANS: Okay.

MR. PRESTON: \What we've done is started
calling our schools, and we've nmessaged to them that
we are going to suspend |ending, starting March 7
t hi nk, and we call ed our |argest schools and told
them so they were aware; they weren't blindsided by
it.

We then are sending a notice out, tomorrow,
and we are going to do a couple of things. | have
to assure you, one, we're going to work with our
banki ng partners so that it will be a seam ess
transition with the schools, so there shouldn't be a
m ssed beat at all here, because they still have
capacity and can |lend, and we're still going to be
an originator, servicer, guarantor, so we can neet
our m ssion. W don't have to be a lender if we
want to support FFELP and the banks and support them
in the business.

So we're going to try to make this as
seam ess as possible. W can come back in at a
|ater time if things cal mdown, but right nowit's
not profitable at all for us to finance | oans
taxably or tax exempt right now.

CHAI RMAN EVANS: In terms of, that is

somewhat the affect of the students outside of the
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State. \What is the potential affect of students

inside the State?

MR. PRESTON: | don't believe any student---
We made about $600 m lIlion of |oan origination |ast
year, sonmething |ike that. If we can allow the

banks to come in and pick that up, then it should be
very sean ess and not cause a problem for any of the
schools, and the banks will probably welcome it. So
in our particular situation, |I don't think that is
going to hurt any student or any school.

CHAI RMAN EVANS: Okay. Who is the major
student | oan provider?

MR. PRESTON: PNC.

CHAI RMAN EVANS: PNC is?

MR. PRESTON: Yeah.

CHAI RMAN EVANS: Okay.

MR. PRESTON: And, you know, our m ssion is
to support the banks. So in many ways, sonme of the
banks are probably going to welcome this, so, you
know, we are going to work with them and make sure
that it is a seam ess transition for them

CHAI RMAN EVANS: Okay. Thank you.

Chai rman Mario Civera.

CHAI RMAN CI VERA: Thank you, M. Chairman.

First of all, I'd just like to say this
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publicly, that, you know, perception, that people,
when they don't understand and the perception and
sonmetimes the way the press reports things on what
the activities are going -- |I'mnot here to attack
the press in any way -- but the perception and what
t he people think and what's happened in the past
with PHEAA is unfortunate.

MR. PRESTON: Yes.

CHAI RMAN CI VERA: But | can say here today
that the presentation that you have put before us in
a nost very sincere way | think has the comm ttee
li ke startled and, you know, what do we do, because
this is the real situation and this is what we are
faced with in Pennsylvani a. And just basically what
' m hearing here, and you and | had this
conversation in nmy office about a week ago, is that
this is a problemthroughout the United States---

MR. PRESTON: Ri ght.

CHAI RMAN CI VERA: ---and that the Federal
government at this point is going to have to, you
know, they are going to have to do something as far
as the way you explained it with the | ender of | ast
resort and the Secretary of Education. And |I'm sure
our congressional delegation is supportive of it,

because when you are talking $50 to $60 billion
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worth of money, that is a |ot of noney.

But let me just ask you this, and before |
go to the question, it was interesting this morning,
and |'m sorry now, because we had the State-rel ated
universities in and we had the State System in, that
| didn't be nore specific in the question. The
Uni versity of Penn came out with an idea, what they
have been doing for the |ast couple of years, that
if you are basically a m ddle-income or a |ow-inconme
fam |y and you make $100, 000 or |ess of total
househol d i ncome, that, you know, basically the
$35, 000 that they would charge for tuition at the
university is for nothing, a student goes there for
not hi ng.

Then | was teasing themin that | had said
to them ny God, the entire 203 nmembers of the
General Assenmbly now could go to the University of
Penn. But nmy point is this, okay? M point is
t his: Has there been any attraction or any talk to
the State-related schools of holding the line on
tuition, maybe reducing tuition? Was that brought
up when you met with the schools when they came in
to talk to you?

MR. PRESTON: Not hi ng was di scussed that |I'm

awar e of .
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CHAI RMAN CI VERA: Not hi ng was di scussed to
t hat .

The grant program okay, it was said that we
have like $35 million in the State Grant Program
The amount of grants that we have, what's the |ike
number of grants that go out? Could we reduce those
amount s?

MR. PRESTON: There are 160,000 expected in
'07-08, by the amount that we've contributed as well
as the Legislature.

CHAI RMAN CI VERA: Okay. But if we were to
reduce the amounts of it, would that be |ess
students getting them?

MR. PRESTON: Yeah. If you kept the maxi mum
award the same, then yes, you would have | ess
students getting them Or you could, you know, keep
it over the same amount, but you would have to
reduce the maxi mum awar d.

CHAI RMAN CI VERA: | think the real situation
comes in August if when we go back and see what, you
know, what Congress is going to do, as far as what
t he Federal governnment is going to do, to try and
help in this situation, because it is definitely
going to have sonme type of effect on higher

educati on.
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Thank you for all your information. You
were excellent. Thank you very much.

MR. PRESTON: You're wel cone.

CHAI RMAN EVANS: Representative John
Gal | oway.

REPRESENTATI VE GALLOWAY: Thank you, M.
Chai r man.

Represent ative Adol ph, | adies and gentl emen,
t hank you for being here today. It has indeed been
a rough year for PHEAA, and it |looks like it's going
to continue to be rough for quite some time.

| would like to follow up--- | have two
guesti ons. First is a quick followup to Chairman
Civera's remarks about a nationw de problem ls it
truly a nationwi de problem? |Is this crisis in
Pennsyl vania different from other States? Are other
States currently experiencing this same problen? |Is
it as serious? Do we see the same i nmedi acy and
urgency as we do here today?

MR. PRESTON: | guess the best way to try to
answer that is, | talked to a |lot of people in the
i ndustry, both in terms of being issuers and other
agenci es |i ke PHEAA. |*ve had comments told to me
from other issuers, other secondary markets, they

call me up in desperation and they say, the bankers
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just told me there's nothing they can do for ne.
So, you know, what that neans is, they don't have
any option to refinance, and their interest rates
are high and they're | osing noney every day, and
t hey don't know what to do, and that is a concern.
And some of these secondary markets who have no
ot her revenue flow, it's just a question of tinme.
How | ong can they do it before they have trouble
meeting their payroll?

Now, sonetines in the press you will hear
things. A Senator from Rhode I|Island just had a
press rel ease, and he has al ways been a strong
supporter of direct |lending. What you hear in the
press sometimes is part of the story but not the

whol e story. He had two comments in that press

rel ease. It was either yesterday or the day before.

One was, there's no problem because of two things:
one, direct | ending can handl e nore; and two,
because Chase announced that they will have a

di scounted | oan program for next year.

The question that wasn't asked is, how much
can direct | ending handle, and how much can Chase
handl e? Eighty billion, fifty billion dollars a
year i s an acquisition or two. It's a big nunmber,

and that's usually where the message gets | ost out
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t here.

REPRESENTATI VE GALLOWAY: A quick follow-up
if I may indulge the commttee, M. Chairnman.

As you know, the Auditor General, Auditor
General Wagner, and the Office of the Auditor
General is in the process of what they call a
performance audit of PHEAA. It's the first such
audit in the 40-some-year history of the agency.
That's correct, the first performance audit?

MR. PRESTON: | think it is, yes.

REPRESENTATI VE GALLOWAY: You al ways have
t hese fiscal audits, which is what comes in and what
comes out.

MR. PRESTON: Ri ght.

REPRESENTATI VE GALLOWAY: A performance
audit differs where it is more the intent of the
money and things |ike that.

MR. PRESTON: Correct.

REPRESENTATI VE GALLOWAY: Can you speak to
t he reasons why you think this step that has never
been taken before is being taken at this time, and
can you talk to the cooperation between the agency
and the Auditor General's Office? When you expect
t he conclusion and findings? And as Auditor General

Wagner stated, there will be recommendati ons at the
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end. Are you prepared to follow up on these
recommendati ons and things |ike that? Can you speak
to that, please.

MR. PRESTON: Sur e. | think the first
request for information was back in April of '07, or
| think the previous CEO was notified that a
performance audit was going to be established. I
t hink part of that was because there was, you know,
so much in the press that they thought they ought to
do that, which is fine.

We've had a number of requests over the | ast
year. | think the last item No. 11, was submtted
in detail to the Auditor General's staff. W have
had good working relations with them W' ve tried
to accommodate every request that they have, and |
t hi nk we have. We' ve provided everything, and there
are some m scell aneous, but at this point, | believe
the update is that everything they've asked us for
has been submtted.

| believe that whatever they come out with
will be right along with what the new | eadership on
t he board as well as our managenment teamis trying
to do, which is cut costs and send all the money to
the State Grant Program

So | welcome any coments that he has, and
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anything that will help us be nmore efficient, |I'd be
glad to follow up with him

REPRESENTATI VE GALLOWAY: Well, | mean, with
all due respect, there are going to be nore than
comment s. | mean, nmy question specifically is, and
we heard from the Auditor General as to why he
initiated the performance audit. MWhat | would |ike
to hear fromyou is, why do you think this step was
t aken?

MR. PRESTON: | think he wanted to see how

t he money was being spent and be able to report on

it. | think, you know, there have been a | ot of
changes at PHEAA. |'ve met with the Auditor Gener al
and | said, you know, we'll comply in any way to any

request you have.

You know, | have to just say that a | ot of
changes have been made and that many items that you
have asked for, we've already changed or we don't do
anymore, but let's go through the process and
identify all the areas of concern to you, and we'll
address them

REPRESENTATI VE ADOLPH: Representati ve,
know this is out of the ordinary, but if | may
address that.

The Auditor General's audit was for the
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fiscal years ending '04, '05, and '06. Many of

t hose expenditures were suspended, okay, and no

| onger allowed as a result of the Travel Policy that
this new board adopted in April of '07.

I n addition to having a performance audit
done by our Auditor General, the board also is
conducting our internal performance audit on a
sem annual basis, okay? So we are now, for the
first time in PHEAA' s history, receiving an internal
performance audit done and correcting our problems
internally, okay, as we go on, something that was
never done at that agency before.

So most of the expenses that the Auditor
General is reviewi ng and the explanation that was
given to himwere for years prior to the policy.

Now we are policing ourselves to make sure that that
policy that we adopted in April of "07 is being
carried forward and conducted properly by our

enpl oyees.

REPRESENTATI VE GALLOWAY: Thank you very
much.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representative Dally.

REPRESENTATI VE DALLY: Thank you, M.

Chai r man. Good afternoon.
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Jim you mentioned in your testinony about
t he upheaval in the capital markets, and there's a
rumor circulating in the Capitol that | had heard
t hat they said, oh, the reason PHEAA is having
problems in the capital markets is because of the
| ast 12 months of turnmoil with the agency. Can you
respond to that, please?

MR. PRESTON: Sur e.

PHEAA has a national reputation, a national
reputation with the bond market, a national
reputation with our rating agencies, and a gl obal
reputation as it relates to our ability to deliver
good servicing, and when | say that, | mean if there
was any problem with our reputation whatsoever.

We are one of the few servicers in the
United States that can do a securitization for any
client that comes to us. We are a major third-party
servicer in the United States. They come to us
because there are no questions asked in the gl obal
mar kets, none, none in Wall Street and none in the
rati ng agenci es, because they know us. | have never
had to do a road trip, and | said, you know, |'1l]I
meet with anybody in Harrisburg, but | haven't had
to go anywhere because our reputation is so good.

Thi s has not hurt us in any way.




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

25

39

They ask about, you know, are you cutting
costs and that kind of stuff, but | say, no nore
t han what we should be doing and allocating to
support our business and our clients.

REPRESENTATI VE DALLY: Thank you for that
response.

Yesterday the Treasury was before the
comm ttee, and | asked her about the $700 mllion
line of credit that PHEAA has with the Treasury, and
| guess there has been a position taken by Treasury
that they want to be repaid at | east $200 mllion,
and ultimately the entire line, and it appears to nme
that with this liquidity crisis that you are facing,
it just seems |like that just compounds the probl ens
if you now have to seek outside financing for that
line of credit.

MR. PRESTON: Clearly, there have been
active negotiations going back and forth. It came
to a point this week that we had to decide, and we
had enough liquidity in order to transfer the | oans
and pay down the line tomorrow, | think it is, or
Thur sday -- Thursday.

So we met, you know, their inmediate needs,
and we are trying to work with them too, to handle

a difficult situation that everybody is facing. But
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| would like to try to keep that $500 mllion, if |
could, and I will try to preserve that going
forward.

REPRESENTATI VE DALLY: And |' m not
guestioni ng, you know, the Treasurer's rationale for
doi ng so.

MR. PRESTON: No.

REPRESENTATI VE DALLY: | mean, from an
i nvest ment banking standpoint, | think she made her
case on that, in that respect.

MR. PRESTON: Ri ght.

REPRESENTATI VE DALLY: But | think that they
could I end a hel ping hand here to get us through
this crisis.

MR. PRESTON: Yeah, they coul d. Yes.

REPRESENTATI VE DALLY: Thank you.

CHAI RMAN EVANS: Representati ve Shapiro.

REPRESENTATI VE SHAPI RO: Thank you, M.
Chai r man.

Chai rman Adol ph, M. Preston, it is good to
see you.

| wanted to follow up just quickly on a
comment that | believe M. Preston made earlier.
When you tal ked about the "seam ess transfer" -- |

think those were your words -- in nmoving to private
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banks for |oans, you didn't touch on the rate that
students woul d be paying. Wuld you anticipate in
t hat seam ess transfer that rates would be

i ncreasing, or should |I assunme fromthe "seam ess
transfer” coment that the rates would be seanl ess,
t hey would stay the same as they are now?

MR. PRESTON: Yes. Two students, the FFELP
program offers the same | oan programto those
students. It may be a question of borrower benefits
t hat could be added, and in this year, just because
of our budget situation, we couldn't offer
necessarily the best loan in terns of a free loan to
everybody, so there are others out there offering
it. So in some ways, it makes sense for us to
support the FFELP comunity that can offer nore of
t he borrower benefits.

So we are still going to do origination
servicing and guarantee, but we're just going to try
to bring in our other partners, which are | enders,
to be able to handle the process, so it shouldn't
affect the school s.

REPRESENTATI VE SHAPI RO: Okay. And agai n,
so we shouldn't be experiencing a rate spike costing
Pennsyl vani a students nore money as a result?

MR. PRESTON: No, no, and in some cases it
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may actually be better, because Chase offers a free
| oan and we don't.

REPRESENTATI VE SHAPI RO: Okay. Gr eat .

And just a second question: As Chairnman
Adol ph certainly knows, and, M. Preston, you do as
wel |, Representative Smth and | had introduced,
along with many cosponsors, HB 1891, that anong
ot her things would ban or prohibit PHEAA from
spendi ng noney on bonuses, on getaways, on
pronotional items, things |ike that, and that bil
is pending in the House currently.

And | really want to applaud and publicly

appl aud Chai rman Adol ph and Vi ce- Chai rman Logan for

their, | believe there's an April 2007 board policy
to end this spending on what | have determ ned to be
wasteful items that | think have cost students
mllions of dollars in Pennsyl vani a.

| wanted to ask you, on slide 15 where you
tal k about cost reductions, | wanted to know if any
of those, again ny term "wasteful spending" appears
on that list of savings?

MR. PRESTON: You know, | would say sone of
our itenms that you are concerned about are probably
in here. We had to go through and cut out things

that we didn't need in this new environment, both




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

25

43

under the Code of Conduct and the new conpetitive
environment, and we cut out a |ot here, and my guess
is some of it you would go through and you would
probably say, yeah, | agree with that.

REPRESENTATI VE SHAPI RO: Okay. Sir, |
wasn't | ooking for a particular nunber, but some of
that is reflected in that?

MR. PRESTON: Yes.

REPRESENTATI VE SHAPI RO: Okay. One of the
ot her components of this |egislation would be to
return some of that money that | believe had been
wasted in the past to students in Pennsylvania in
the form of grants for school, and there had been
some di scussion, | know, back and forth in ternms of
what PHEAA m ght be prepared to reinvest in the
students of Pennsyl vani a. "' m just curious if PHEAA
is in any position.

| recognize, obviously, that the gl oba

environment has certainly changed, and | certainly

don't blame PHEAA for that -- | want to make it very
clear -- but | think it is clear that noney had been
wasted in the past. It is also clear that through

the Chairman's | eadership, it is not being wasted
now, and | would |ike to know what can be reinvested

in the students in the form of grants.
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MR. PRESTON: Again, '07-08, we are honoring
our comm tnment; '08-09, it is the issue that we
have.

| believe, to all the menmbers here, that
PHEAA' s basic business is a solid business, and it
will get re-established in a formthat we will
generate, pursuant to the Chairman and the
Vi ce- Chairman and the board's | eadership, we wll
send every dollar we can to the State Grant Program
over and above the ordinary and necessary expenses
to mai ntain and keep our business grow ng.

So going forward, this is the stuff we can

cut out very easily, but in '08-09, I'mjust
chal | enged now by how much revenues we will have to
even neet the $35 mllion, and that is the part that

| just don't have an answer for.

REPRESENTATI VE SHAPI RO: Okay. So we know
what the baseline nunmber is for the grants that, you
know, that students are counting on. The nmoney t hat
in the past had been wasted, whether it is, you
know, $2 1/2 million in bonuses from 2007 that is no
| onger being spent on bonuses as the result of your
good work there, there is no guarantee, as you sit
here now, that that money woul d be reinvested in the

students in the form of higher grants, or additional
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grants | should say.

MR. PRESTON: It now-- -

REPRESENTATI VE SHAPI RO: So that noney just
sort of goes back into a pot and it is not
reinvested in the students. s that---

MR. PRESTON: Yes; yes. Well---

REPRESENTATI VE ADOLPH: Al'l the money is
reinvested in the students.

MR. PRESTON: Yeah; all the money is
reinvested in our business that directs it to the
surplus that we can generate for the grant program
| mean, that is what we are trying to do, and we are
trying to also keep this inmportant asset of the
Commonweal th growi ng and being able to maintain its
busi ness going forward.

REPRESENTATI VE SHAPI RO: Under st ood.

And a final question, M. Chairman: Because
we are saying that there's a baseline |evel of grant
dollars that are going to be spent, and it is
uncl ear whether we are going to be able to achieve
that in the future -- | understand that; that is
part of the gl obal environment -- but we are al so
saying on slide 15 that there are savings that you
are attributing to the smart decisions the board has

made, and |'m just wondering how you square the two.
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| was hoping that that savings woul d- - -

MR. PRESTON: Yes, sir, | got it. Just a
coment .

This is budgetary; it is not necessarily
mat ched up with revenues that did or did not conme
in. This is reducing the allowable budget that was
aut hori zed at the beginning, and we are cutting into
it because we are just doing ordinary and necessary
expendi tures.

The revenue side is the piece that didn't
come in this year. It didn't come in fromthe bond
si de. | f we had half of what we expected, we would
have an easier story to tell, and that's the
probl em It's the revenue side we are going to try
to stabilize in this environment with the bond
mar ket and then get back on track so the expenses we
put in the budget every year are ordinary and
necessary for growi ng and preserving PHEAA' s asset
and then sending all the extra nmoney into the grant
program

REPRESENTATI VE SHAPI RO: So it would be a
safe assunmption then that if you are able to
stabilize, if the global environment were to
i mprove, that this savings could in fact be

reinvested into grants. Wuld that be something you
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woul d be confortable agreeing with?

MR. PRESTON: Oh, sure. Absolutely.

REPRESENTATI VE SHAPI RO: | see Chairman
Adol ph noddi ng, so.

MR. PRESTON: Oh, yeah, absolutely. That is
what we want to do.

REPRESENTATI VE SHAPI RO: Okay. Thank you
very much.

Thank you, Chairman Evans.

CHAI RMAN EVANS: Representative Petri.

REPRESENTATI VE PETRI : Thank you, M.
Chai r man.

Thank you, M. Preston and Representative

Adol ph. | think we have had a real eye-opener to
t hi ngs.

But | want to start high, at a high |evel,
and kind of drill down so that when my questi oning

ends, we are down at where | think my concern is or
where all of our concern is, and that is what the
i mpact is on our students and their famlies.

In December, | recall being at a
presentation by the Federal Reserve, and it was
quite lengthy, quite conplicated, and a | ot of
charts, graphs, and the |ike, but what | wal ked away

from-- and | want to see if this is your
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understanding -- is that basically what happened was
we had a | ot of pools of investment, some foreign

i nvestors and some corporate investors, and those
pool s have gone away. They are no | onger, and we
have known that at |east since somewhere around
Decenber, at least it started hitting them and that
that credit crunch is inpacting not just student

| oans but every form of |ending, potentially, that
there is, including the housing market.

MR. PRESTON: Absolutely. The unintended
consequences of this spiraling effect is just
astoundi ng, and that is what we have seen, investors
go away from these markets.

REPRESENTATI VE PETRI : And what | gathered
fromthat is, the market's taste for different types
of loans may vary, that first mortgages may be | ess
i mpacted than second nortgages, and it | ooks Ilike,
in the case of college or student |oans, there is
not much of an appetite to invest in pools where you
woul d have money avail able and liquidity to | end.

MR. PRESTON: Generally the right concept.

REPRESENTATI VE PETRI : General ly; okay.

| assumed, of course, when Congress started
wor ki ng on their tax proposal, that that was kind of

in the back of their m nds as well. How do we
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bridge this credit crunch, which at |east according
to the Federal Reserve presentation | heard would
hopefully somehow be over by August or Septenber.

It that roughly what you are hearing?

MR. PRESTON: Yes, but some of the veterans
in the business are very shocked by the extent of
this and the unintended consequences and how it has
gone into various asset cl asses.

| have actually had buyers in the globa
floating rate market -- they are overseas buyers --
basically say, oh, when this all comes back, FFELP
guar ant eed student | oans, which are 97 guaranteed by
t he government, they are better than Treasury's;

'l be right back in; those will be the first
classes that come back, but it hasn't happened yet.

REPRESENTATI VE PETRI : Okay. Now, | ooki ng
at PHEAA's circunstance, | represented over ny
previous |life as an attorney some banks, and one of
the things the regul ators were always interested in
when they reviewed the banks | represented were
basically three areas: assets, interest rate risk,
and liquidity. You have already testified that your
assets are very, very good, these are good | oans, so
there's no real problemthere.

I nterest rate risk, | kind of heard what you
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wer e sayi ng. That is nore on a revenue point of
view than a true spike.

But liquidity right now is your problem so
t he question that comes to mnd is, do you believe
t hat PHEAA currently has enough liquidity to neet
what woul d be more or | ess your ongoi ng obligations,
and your obligation, as you have clearly indicated,
is the mssion for our students.

MR. PRESTON: Yes.

REPRESENTATI VE PETRI : Okay.

MR. PRESTON: We can meet our m ssion, but
it may be for awhile that we are not | ending.

REPRESENTATI VE PETRI : Ri ght; | understand.

The last thing | want you to just talk to
the commttee about briefly is, if you have to make
a decision--- And perhaps this question is too
early. | know you are governed by a board, and you
may not have had this board-level discussion yet, so
if that is the case, just cut me off.

Do you have an expectation as to how, if you
have to turn down | oans, in what order or priority
you m ght do that? Wuld there be a way that you
woul d say, well, we can meet this number of | oans at
this volunme | evel, but the students are in-State,

out-of-State, you know, anything such as that?
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MR. PRESTON: One of the advantages of doing
it this time of year, it's a slowtinme, so basically
we can phase in the banks to help us out.

| will give you an exanple. On the
consolidation, when we suspended the consolidation,
what we basically did, we went to some of our
partners and said, we don't want to turn a client
down; we don't want to push somebody away; what we
want to do is solve their problem and so we just
got other |enders that were working with us to take
t hose | oans and make those | oans, because they still
wanted to do it.

REPRESENTATI VE PETRI: So they were happy to
jump into that, into your shoes?

MR. PRESTON: Correct. Ri ght .

REPRESENTATI VE PETRI : So, so far would it
be fair to say that through your contacts, you are
able to still fulfill the requests by making
of ferings to other institutions?

MR. PRESTON: Absol utely.

REPRESENTATI VE PETRI : Okay.

| thank you, and | thank you for alerting us
and comng in and talking to us about this very,
very important issue, and | will say I'mquite

i mpressed at the |l evel of know edge that the board
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has undertaken in understanding the realities of
where you are in a market that, | guess you have
al ready indicated as a banker for 25 years, you have
never seen before, so that makes it very difficult
to predict.

Thank you

MR. PRESTON: Thank you.

REPRESENTATI VE KELLER: Representati ve Jake
Wheat | ey.

REPRESENTATI VE WHEATLEY: Thank you, M.
Chai rman, and guests, thank you for being here.

| guess I'"'m going to be the one that, only
because this is really confusing to nme, on the one
hand you tell me that we really have a situation
t hat the Federal government should be alerted to and
t hat we need to put pressure on to respond to, and
that i s happening all across the nation, but then on
the other hand | get a sense that you are saying to
the famlies of Pennsylvanians that this transition
that is happening is really not something that they
should worry too much about.

And if you can just help me, because it's
ki nd of confusing to me, and |I have all this
information and all this staff to keep going over

this informati on over and over again and |I'm stil
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confused, | can inmgi ne what a parent and a child
who is in one of these institutions is fearing right
now. So help me wal k through this.

Next year, |I'm a new student trying to come
into one of the universities here. | apply for a
| oan, and what happens?

MR. PRESTON: It's an excell ent question,
because it's a matter of tim ng.

The particular timng of our situation is
t hat we aggravate a very big problem and make that
wor se by adding more | oans to our portfolio. What
we are doing is now, students won't see basically
what we are doing other than in terms of what the
| ender may be or what the school will deal with.
They will fill out the financial aid the same way,
you know, apply for the Pell grants and the State
aid; they will have a |l ender for the unmet need for
t he FFELP piece; and then if they need an
alternative loan, they will |l ook into those
alternative |l enders that are out there, and
hopefully there is no access problem for any student
in the Commonweal t h. The first part that | see
al ready developing is on the alternative |oan side.

REPRESENTATI VE WHEATLEY: So when you say

alternative | oans and access problem if I'm Jake
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Wheat | ey who was, 10 years ago, applying for school,
my credit history may not have been the best, and,
you know, | certainly didn't have famly wealth, so
under your | oan process, you would still give ne a
| oan regardl ess of whatever that was. You know, it
was based off my need, really. Under this other
process, will these banks and other | enders, wl
they | ook at all of that whole portfolio that wil
determne if | can receive a |oan?

MR. PRESTON: The FFELP programis basically

need based. You apply for it; you are eligible; you

will get it according to the maxi muns that you are
all owed. That will happen with any | ender, and |
t hink one way or the other, that will be covered by

ei ther the banks or a | ender of last resort in this
com ng year.

The next piece is a consumer-based
ability-to-pay type of | oan. A normal bank wi |
take a look at it and determ ne that they are an
acceptable risk, they meet the scoring that they
normal |y have to make the |oan, and they will make
the |l oan as a normal consumer | oan, and that is how
the alternative | oan business works.

What |I'm afraid is going to happen this year

is that the amount of students that have a choice of
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| ooki ng at those alternative | oans and applying for
those loans will be limted and/or they may have,
you know, if 50 percent of the eligible population
was willing to get it |ast year, maybe 25 will get
it this year, and that is what |I'm worried about,
because it's a credit-quality market now.

REPRESENTATI VE WHEATLEY: And so at that
point, there will be Pennsylvanians who will be
i mpacted by what is happening, and so that becomes a
critical situation for us as policymakers who
believe in open access and believe that people
should not be elimnated by their financial
resources fromcomng to our canpuses and
uni versities.

So at that point, | mean, then it brings me
to the next question: What can we do as
policymakers to offset that? |If we know that this
m ght be a problemthat will affect famlies and
students in Pennsylvania, what can we do, outside of
advocating at the Federal |evel, what can we do to

of fset that?

MR. PRESTON: In one of the charts | showed
here, there is about $4 billion of Federal | oans
made in the Commonweal th every year. There's

another, | think it is about a billion to $2 billion
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of alternative | oans made in Pennsyl vani a.

The advantage Pennsyl vania has, there are
two types of markets. They call it a direct to
consumer, where you may apply because you see a
television ad or you get something in the mail. The
other is through the financial aid office, and we
have built this year -- we haven't rolled it out
yet, but we realize that the alternative | oan
processing is very important for our |ender partners
and for our schools -- so we built an origination
platformto help that, and what that means is,
instead of direct to consumer and these applications
just come in to the financial aid fromall over and
t hey don't know who they are, we will work it
t hrough banks and they will actually be school
certified. That is an inportant part, because then
you take a big risk of the fraud on many of these
| oans away, and many of the lenders |ike that. So
| "' m guessing that this platformthat we built to
assist the schools is also going to be hel pful for
the banks if we roll it out this year, because they
are going to want school -certified alternative | oans
at Pennsyl vani a school s.

REPRESENTATI VE WHEATLEY: So just---

MR. PRESTON: It won't answer all the
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guestion and it won't solve all the problem but,
you know, alternative | oans are an expensive
proposition, and you have to have a certain amount
of expertise, and that is why the banks are really

the best ones to hold those | oans and manage t hat

risk.

REPRESENTATI VE WHEATLEY: Just so |I'm cl ear
-- and, M. Chairman, | apol ogize for going |onger
than | need to -- just so |I'mclear, you are saying

the fact that this apparatus that we have
established, this |oan originator process, would be
enough to maybe | everage banks in need of this
alternative market to make sure that all individuals
have access to a loan? |Is that what you are saying,

or are you saying---

MR. PRESTON: | msstated if that is the
i mpression that you are |left with. It won't solve
t he whole problem but | think it will help interest

ot her Il enders to go through this process and make
t hese | oans, so---

REPRESENTATI VE WHEATLEY: And | appreciate
t hat response. | guess where |I'mcomng is, are you
saying that there is nothing that we can do as a
body to help make sure that in the short term this

year com ng up that we see this problem happening,
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to try to make sure that every individual who used
to be able to conme to PHEAA and get a |oan to access
coll ege, that we can't do anything to make sure that
t hat happens again this year until we can figure out
what we can do nationally to try to rectify this
probl ent?

MR. PRESTON: It's a big problem nationally,
and |'m not sure what this commttee can do right
now. "' m going to have to think about that and try
to get back to you, because it's a conplicated
guesti on.

REPRESENTATI VE WHEATLEY: | woul d appreciate
t hat, because, you know, it is very conplicated in
districts that | represent---

MR. PRESTON: Yes; you are right.

REPRESENTATI VE WHEATLEY: ---that education
be accessi ble, and many of those individuals that |
represent will probably fit into that market that
will end up having to search for an alternative way
to get into colleges and get nmoney for coll eges, and
| cannot accept nor will | go back to them and say,
well, my hands are tied and this is just too
conplicated to handle, and you have to wait another
year to try to access these universities and

canpuses.
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So it's a very inportant issue for nme, and
it is acritical issue that | think we have to solve
i mmedi ately.

MR. PRESTON: Okay.

REPRESENTATI VE ADOLPH: Representative
Wheatl ey, | sat through the work session about two
weeks ago, as did Representative Frankel, and | felt
the say way as you feel right now when | went
t hrough that process, and | came to the concl usion
after that work session that there really was not
much that the General Assenbly could do, okay, and
t hat was the reason why we called the summt, to
bring in the banking institutions, to bring in the
| enders, to bring in the higher education folks,
bring in our congressional delegation from
Washi ngt on, D.C. Okay?

Two: First of all, bring the problemto the
table to explain to the folks out there that there
is a problem out there. Okay?

Short term we can get through this, but if
this disruption in the global markets continues, we
are not going to be able to handle the difference.
Al'l the public service programs that PHEAA has
contri buted to over the | ast decade will not be

there, which also saved our students a billion
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dol |l ars over the |ast decade.

So I"'mwith you in trying to address this
problem We are going to Washington, D.C. | think
Senat or Specter and Senator Casey are going to host
a meeting in the next couple weeks down there for
PHEAA and to bring other banking and student | enders
from across the nation there.

So we are trying everything we can do to
bring this to a head so this can be handled in a
very short period of time and so we can meet the
crunch in August and September.

REPRESENTATI VE WHEATLEY: Thank you.

Thank you, M. Chairman.

REPRESENTATI VE KELLER: Thank you.

Representative Mario Scavell o.

REPRESENTATI VE SCAVELLO: Thank you, M.
Chai rman, and good afternoon, gentl enmen.

First, | just want to follow up on
Representative Shapiro's line of questioning. The
| egi sl ation that he was di scussing, are you famli ar
with it, Bill?

REPRESENTATI VE ADOLPH: Yes, | am

REPRESENTATI VE SCAVELLO: Most of that in
that | egislation, outside of that |ast piece, the

pi ece about taking those reductions and handi ng out
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more grants, was that all addressed by the board?

REPRESENTATI VE ADOLPH: Yes.

REPRESENTATI VE SCAVELLO: It was addressed.
So there is really no reason for the |egislation.

REPRESENTATI VE ADOLPH: In my opinion, that
IS correct.

REPRESENTATI VE SCAVELLO: Okay.

REPRESENTATI VE ADOL PH: And we addressed,
not only did we make that policy, okay, we also
adopted a performance audit, an internal performance
audit, where Senator Vincent Hughes is the Chairnman
of the Audit Comm ttee and, on a quarterly basis, is
speaking to the board regarding their findings.

So we are addressing it. W are follow ng
in our policy. The enployees of PHEAA realize how
necessary they are. So the legislation, really, we
have already addressed. What Representative Shapiro
wanted to acconmplish, we are acconmplishing it
t hrough our inner policies.

REPRESENTATI VE SCAVELLO: And with the
reductions that you have made, you can't hand those
out because your revenue isn't in place. Am I
correct? Otherw se, that m ght have been one of
the--- Very good.

Can you explain the Nursing Loan -- | know
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with all these other problems -- the Nursing Loan
For gi veness Program and who decides on the specific
gualifications or the guidelines?

REPRESENTATI VE ADOLPH: Kelly, could you---

MS. LOGAN: Yes.

REPRESENTATI VE KELLER: Coul d you identify
yourself for the record, please?

MS. LOGAN: Hi . |'m Kelly Logan. ' m the
Executive Vice President for Public Service and
Mar ket i ng.

That program was one of the progranms that
t he PHEAA Board devel oped, and the PHEAA Board voted
on initiating that program and those requirenments
are a part of that program

REPRESENTATI VE SCAVELLO: Okay. What has
t he i mpact been on the nursing |oan forgiveness
initiative specifically?

MS. LOGAN: At this point, the board made a
decision in October that the Nursing Loan
For gi veness Program woul d continue to take
applications through June 30 of this year.

REPRESENTATI VE SCAVELLO: Okay.

MS. LOGAN: That is one of those prograns,
our PHEAA-funded programs, so the eval uations of

t hose programs conti nue.
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REPRESENTATI VE SCAVELLO: Okay. | just want
to make a general comment.

' mvery inmpressed with what you guys have
done here, and thank you for your presentation.

And how is the search going for a Chief
Executive? How is it progressing?

REPRESENTATI VE ADOLPH: The board, at its
March meeting, Representative, will receive a
recommendation fromthe Executive Comm ttee on who
will be the next CEO.

| was not a member of the search commttee.
Representative Jennifer Mann was the Chairman of the
search comm ttee. | sat in on all the interviews.

We retained the services of a consulting
firmon an Executive search, went through over, you
know, several hundred resunmes, went through about 12
interviews once, twice, three tinmes, and | think we
had a wealth of talent come to us, and I think it
was somet hing that was a real experience for nost of
t he board menbers.

However, | think PHEAA will be well served
with the recommendation that is going to be made to
the full board at its March neeti ng.

REPRESENTATI VE SCAVELLO: Just for nmy two

cents, is Jima candi date, because | have to tell
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you, | am very inmpressed with the comments and
everything that he has done here today. Jim are
you a candi date?

MR. PRESTON: Yes.

REPRESENTATI VE SCAVELLO: You are? Great.
You got my vote.

Thank you very nuch.

MR. PRESTON: Thank you.

REPRESENTATI VE KELLER: Thank you.

| think that Chairman Adol ph has done a
great job here in getting everyone's attention. You
sat through more Appropriations hearings than |
have, and |I think this is the most silence |I have
ever heard in the room So | think you brought it
to everybody's attention, and that's a good thing.

M. Preston, if you could just -- because
the expert has left; that's why I"'min this chair --
if you could just explain it to a |ayman.

In the short term you are going to try to
go to Washi ngton and make them understand that they
need help with the FFELP program and to shore that
up and to make sure that that is around. Then PHEAA
will do what they have al ways done, this servicing?
They will concentrate on servicing those |oans, and

that will generate the revenue streanf?
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MR. PRESTON: Correct; four basic |ines of
busi ness.

We have the servicing that we do for
ourselves, for the |oan portfolio we have, and al so
for third-party servicing. Si xty percent of our
revenues overall fromthe last fiscal year came from
out of State, because we basically service and
guar antee for customers across the country.

We also, a smaller piece of our business is
| everaging our |IT systems. We provide our IT
systems to other servicers in the United States, and
most people don't even know that we are behind them
but we generate a nmonthly revenue off that, so that
is still grow ng.

And t he guarantee business, although we took
a hit on the revenues for '07-08 with the new | aw,
it is still a big business that is going to generate
$70, $80 mllion a year for us.

REPRESENTATI VE KELLER: By suspendi ng the
student | oans, the out-of-State student | oans, does
that affect the revenue that will come in generated
fromthem?

MR. PRESTON: Not at this point, because
each | oan would be a loss for us, and I'"'mtrying to

mtigate and save cash and mtigate any | osses we
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are incurring.

REPRESENTATI VE KELLER: The | ast coupl e of
mont hs, or | guess it was for a year, there was a
big push in the Legislature to turn over what you
guys did to Sallie Me. Now, hindsight is 20/ 20.
Woul d the students in Pennsylvania be better off or
worse off if that had occurred?

MR. PRESTON: Again, | am biased. | think
t hat - - -

REPRESENTATI VE KELLER: Well, so am | ; that
is why | asked the question.

MR. PRESTON: Yeah. Students are better off
if we can continue to meet our m ssion and provide
access and choice for all students and parents in
Pennsyl vani a.

REPRESENTATI VE KELLER: Thank you very nuch.

Representati ve Gordon Denlinger

REPRESENTATI VE DENLI NGER: Thank you, M.
Chai r man.

My questions have been | argely answered, but
| do want to commend all of you for com ng before us
here and for highlighting a problem that is of
nati onal concern, and please keep us in the | oop as
t hi ngs nmove forward.

We are with you in the mssion to help our
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students out there, and |I want to applaud your
professionalismin comng before us. | appreciate

t hat you have addressed some of the serious concerns
t hat were raised over time, some by my constituents
and many by folks in this building. You hit that
hard and you did it well, and we appreciate your
forthright manner.

Though neither Representative Scavell o nor
have a vote in the ultimte outcome of your future
| eadership, | would second his nmotion there as well
in support of your efforts.

So thank you again. W appreciate it.

MR. PRESTON: Thank you very nuch.

REPRESENTATI VE KELLER: Representati ve Kathy
Manderi no.

REPRESENTATI VE MANDERI NO: | was going to
say nmy question has been answered, but really it
hasn't, because I'"'mstill struggling with this
notion about the affect on students of this
inability to sell on the bond market, et cetera, and
| was under the impression that wi th PHEAA not being
in the | oan business or, you know, if you have to
pull back from giving |oans and it has to be
obtai ned through the private market, that there was

a whole issue of what the interest rates would be,
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what the credit worthiness of the students would be,
what the credit worthiness of the student's famly
woul d be, and how that would affect the rate that

t hey woul d be able to get for their education. I

guess | heard you saying that that won't be an

i ssue, and that surprises me. So either | am
m sunder st andi ng your answer or |'m just not getting
it. Could you try one more time?

MR. PRESTON: Let nme try to break it down,
because there is a little nore specificity that is
required to answer that.

There are two conponents, that if a student
needs a FFELP | oan and maxes out the FFELP | oan and
needs nore noney, then the only thing left really is
trying to get an alternative | oan.

REPRESENTATI VE MANDERI NO: Okay; now stop
ri ght there.

MR. PRESTON: Okay.

REPRESENTATI VE MANDERI NO: Do we know what
percent age of students in our systemright now fal
into that category? Even a ball park.

MR. PRESTON: The best exanple | have is
about--- Oh, here it is. How nmuch is that?

REPRESENTATI VE ADOLPH: Page 3.

MR. PRESTON: Yeah. About 12 percent is the
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nunmber in terms of dollars, and what will happen---

REPRESENTATI VE MANDERI NO: Twel ve percent of
t he | oans?

MR. PRESTON: Correct.

REPRESENTATI VE MANDERI NO: Okay.

MR. PRESTON: Now, those are alternative
| oans that are not guaranteed by the Federal
gover nment .

REPRESENTATI VE MANDERI NO: And who usually
qualifies for that, the people who are in the nost
need, nmeani ng they have the fewest of their own
personal or famly resources to come to the table of
hi gher education?

MR. PRESTON: The way that the systemis set
up, it tries to take the real needy students, give
them the Pell grants and the other aid, the State
grant formula, for example, and then supplenment it
with a need-based FFELP program that does not have
any credit criteria.

So you go to a bank or you go to any bank,
and you are going to get the same terns and
conditions, unless they have sonme borrower benefits
that they attach to it. But it is not based on
whet her they can pay or not; it's need based. | f

they are eligible, they get it.
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It is really the mddle class that falls out
bet ween the Pell grant and the real need-based
schol arshi ps and have to borrow in the FFELP | oan
and then find their unmet need over and above the
FFELP is what they have to go into the regul ar
consumer market, and they have to show that they can
pay it back.

REPRESENTATI VE MANDERI NO: Okay. So if I am
that child of the m ddle-class famly who
overextended, intentionally, unintentionally,
unknowi ngly- - -

MR. PRESTON: Correct.

REPRESENTATI VE MANDERI NO: ---in my own
personal situations with the nortgage markets, with
the credit card markets, with the whatever markets,
so that as the coll ege-age student now trying to
finance my education and my famly situation being
taken into consideration, if I'mthat 12 percent,
not, | understand, of the market but 12 percent of
t he | oans, what happens to my cost of getting an
education?

MR. PRESTON: It can go up.

| have to tell you one nore thing. There is
what they call a PLUS Loan. It's a parent | oan

under the Higher Education Act. If you qualify, it




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

25

71

is signed by the parent, and it can take the place

of the alternative |loan, and it is nore

user-friendly, it is nore set interest rates, so

t herefore, you may not see the types of alternative

| oan pricing if you take the PLUS

Loan. So you can

get a PLUS Loan from the Federal government to take

care of the total cost of undergraduate costs at---

REPRESENTATI VE ADOLPH: Ei ght and a hal f

percent, | think it is.

MR. PRESTON: Ei ght and a half percent,

correct, and that is kind of a happy medi um between

t he need-based Stafford | oans and

| oans.

the alternative

So they do have a PLUS Loan, so any student

and parent that wants to fund it t
programs, their undergraduate cost
If you don't want to use the PLUS
go to an alternative | oan.
REPRESENTATI VE MANDERI NO:
to be ineligible for a PLUS Loan?

matter of educating famlies that

hr ough t he Feder al
of education can.

Loan, you have to

| s anyone goi ng
s it just a

t hese PLUS Loans

are avail able and they ought to be | ooking here

first---
MR. PRESTON: Yes.

REPRESENTATI VE MANDERI NOC:

---as conpared to
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the alternative |oans on the private market?

MR. PRESTON: Yes.

REPRESENTATI VE MANDERI NO: So it is a matter
of education and not a matter of famly financial
status or student financial status.

MR. PRESTON: Yes. There is a credit check
with the PLUS Loan, but it's very, very m nimal.
It's not a rigorous credit check Iike you would get
with alternative | oans. But what has happened over
the years is through direct-to-consumer mailings and
the |like, some fol ks would see the variable rate
nature of those | oans and apply for those not
knowi ng that the PLUS Loan was out there. You are
hitting on an exact point of what is going on.

REPRESENTATI VE MANDERI NO: So let's go to
Representative Wheatley's earlier question: What
can we do?

MR. PRESTON: Educat e.

REPRESENTATI VE MANDERI NO: One thing we can
do now is a better job of educating fol ks about the
availability of the PLUS Loan---

MR. PRESTON: Agreed.

REPRESENTATI VE MANDERI NO: ---as somet hi ng
t hat they ought to be | ooking at first, or at | east

knowi ng that it is out there, before they think that
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the alternative private market is their only other

option.
MR. PRESTON: Absol utely.
REPRESENTATI VE MANDERI NO: Okay.
MR. PRESTON: You are right on.
REPRESENTATI VE MANDERI NO: Thank you
REPRESENTATI VE KELLER: Representative Brian
Ellis.

REPRESENTATI VE ELLI S: Thank you very nuch,
M. Chairman.

And | would like to say that | agree with
your coment that everybody is a little bit biased,
and | believe | may be a little bit biased as well.
But what he brought up was the m ssion of PHEAA, and
| think sometimes when we get involved in this, and
M. Preston certainly over the |l ast few nonths, the
conversations we have had and the di al ogue has been
very good and moving forward in the right direction,
but I think what we | ose sight of sonmetimes is what
ki nd of product are we at PHEAA offering out to the
students of Pennsyl vani a.

Now, obviously we have had circunstances
t hat have changed the financial situation over
t here, and you have indicated we are going to get,

much |i ke | had suggested, maybe focused a little




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

25

74

bit more on originating and getting out of the
| endi ng busi ness.

That being said, we also have the concerns
of how we are going to let the |l enders conpete in
the market to ultimately bring down interest rates
and offer more products. Can you just give me an
idea? | mean, we said at the time in December, if
we had a crystal ball and we could | ook ahead si x
months -- well, now we are four nonths ahead, al nost
-- we mght have a clearer picture. Can you j ust
give me a quick update of what is happening with the
Keystone best-1lender situation and the operational
platforms as far as distributing the | oans
t hroughout the coll eges?

MR. PRESTON: You know, basically we realize
that we really had to in this difficult time for
FFELP, we had to support the FFELP | enders, so
everything that we have done for '08-09 is really
circling back around and trying to support them not
get in their way or compete with them for | ending
but try to offer things that support our m ssion,
support the schools and the students, but also offer
t he products that they want.

So on a very generic level, what we have

offered is a KeystoneBEST program where this year,




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

25

75

in '08-09, we are not saying that we need to buy the

| oans or own the | oans, so the | ender can own the

| oans; what we will do is originate service and
guar ant ee. If you are in the KeystoneBEST program
we will pay that default fee to encourage themto

stay with us and support the schools.

The second tier, if they don't want to
participate in that regard, then we said, we'll do
anot her thing; you can use any guarantor you want or
use us, but you are going to have to pay that
default fee, but we will give you our e-sign process
-- that's the old discussion about opening up the
system-- we will give you our e-sign process, but
we need to originate and service in order to support
you, and you can own the |oan and you can do it any
way you want. And then there is one | ast piece
after that. That is called our FTS process, which
is origination though our guarantee system which
many schools |ike, and we will charge a basic fee
for that. But again, all of it is based on requests
t hat some of the | enders have had to us to keep them
in the business and not chase them away.

REPRESENTATI VE ELLI S: Well, | really
appreciate the fact that, and if | understand it

correctly, there is no reason, that it doesn't




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

25

76

matter what |lending institution it is, they can
conpete in Pennsylvania, and ultimately the parents
are going to have nore choices, okay?

Now, nmy question is this: | hear you say it
and we have been discussing it for awhile, what was
the procedure to get to this point? Did it go
t hrough the Executive Board? Was it approved? 1Is
this now policy over there, or is it---

MR. PRESTON: No, it is not usually approved
by the board. MWhat it is is basically a noving
forward in a direction that supports FFELP and meets
our m ssion, and | think what we have really seen,
with all the input that we have had over the | ast
couple of years, this is really the choice that the
| enders want, and we are offering it to them so they
don't go anywhere else or try to do it alone or try
to do it around our schools that want to use us. W
are trying to offer all the products that will keep
themin the business and offer conpetitive loans to
t he students.

REPRESENTATI VE ELLI S: Okay.

Thank you very much, and if | could just ask
one nore little thought there.

PHEAA is going to allocate about $35 mllion

in grants next year. That's the nunmber, correct?
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MR. PRESTON: It was in the budget.

REPRESENTATI VE ELLI S: And, you know,
certainly in the conversations we have had, one of
my concerns is that whenever you get into increasing
t he amount of grants, you are actually putting the
| enders in a tough position where they are not going
to be able to lower interest rates to the parents.
So essentially you have parents that can afford
coll ege subsidizing the college for those who can't,
you know, a redistribution of wealth on some |evels.
Ils there any way that we can, in the future,
i ncrease grant nmoney and not affect the products
that the | enders are offering?

MR. PRESTON: | guess | am going to have to
t hi nk about that and try to get back to you. That
is a full question, and | have to think about all
t he parameters before | answer you.

REPRESENTATI VE ELLI S: Fair enough, and I
| ook forward to our continued di al ogue, and although
| also don't have a vote, M. Preston, | amvery
i mpressed with the way you have been running the
operation since you have taken over.

Thank you very much.

REPRESENTATI VE KELLER: Representative

Ellis, the way those guys handl ed the subprinme
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mar ket, maybe we should be for redistributing the
weal t h.

Representative Matt Smth, please.

REPRESENTATI VE SM TH: Thank you, M.
Chai r man.

And t hank you for the work you have done
wi t h PHEAA, and Representative Adol ph, for the work
you have done in changing a | ot of things at PHEAA,
but | want to just revisit something we touched on a
little bit earlier, Representative Shapiro's
| egi sl ati on, and Representative Scavell o touched on
it in the sense that, you know, asking whether that
| egi sl ati on was necessary at this point. And | just
want to go through a couple points that | don't
think right now, in my own mnd | want to clarify,
are a part of the existing |law, that are a part of
Representative Shapiro's legislation, and that is,
first of all, | think that |egislation would require
annual performance audits of the kind, which
Representative Gall oway mentioned, that the Auditor
General is undertaking right now. I s that your
under st andi ng of that |egislation, and if so, is
t hat somet hing that we should | ook into doing on an
annual basis, not just this year?

MR. PRESTON: As | remenber, there was in
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the legislation and nmy comment, | think, was, you
know, we are subject to the Right-to-Know, we are
subject to these audits every year. I f the Auditor
General wants to do that, that is up to him and we
will do it. So, you know, | guess it's a question
of how far you want to take it.

REPRESENTATI VE SM TH: Sure, but | think
Representative Shapiro's |egislation would actually
codify that requirement that the Auditor General
perform that performance, do that performance audit,
on an annual basis.

REPRESENTATI VE ADOLPH: Representative, an
area that has not been tal ked about with all these
audits that go on is the cost of the audit, okay?

| can tell you that the anount of time and
money t hat PHEAA auditors and managenment team have

put in as a result of the Auditor General's audit,

as well as our own internal audit, has a factor, and

obviously the performance audits are inportant,
especially when the revenue is not what it used to
be.

However, it does get to a point in
managenment that the cost of auditing does not
benefit our ultimate m ssion, and | think with the

board establishing a policy of internal performance
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audits itself, the board members are probably the
t oughest critics right now and have been on PHEAA
management over the last 12 nmont hs, okay, whether it
is at our monthly board nmeetings or our Executive
sessi ons.

| can assure you that the Governor's
representatives, along with the new board menbers,
are watching every dollar that is being spent over
there. And we serve on that board on a vol unteer
basis, and we are | ooking over these audits very,
very carefully.

So be careful with adding additional expense
at a time when we cannot afford additional expense.

REPRESENTATI VE SM TH: Sure, but when you
mention the cost of the audit, you are really
tal ki ng about sort of the intangible institutional
cost to PHEAA. PHEAA is not going to pay a fee for
t he Auditor General to conduct the audit. That's
correct, isn't it?

REPRESENTATI VE ADOLPH: There is no fee
i nvolved, but the time away from their other job
duties is a major cost factor.

REPRESENTATI VE SM TH: Sur e.

And you nentioned the new board menbers.

One other itemin Representative Shapiro's
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| egislation that | think is certainly worth
examning is the limtation on the number of terns

t hat board menmbers can serve with PHEAA, and | don't
think that that is something that is certainly
existing in current law. That |egislation, | think,
would Iimt it to two terms, and | think, you know,
Represent ati ve Adol ph, you hit on a key point that
by bringing in new board menbers, | think what we
have seen over the last year is really institutional
changes wi t hi n PHEAA. So | think that may go to the
poi nt of the necessity to bring in new blood, so to
speak.

REPRESENTATI VE ADOLPH: Yeah; | have tal ked
to Representative Shapiro for that, and I'"mall for
those termlimts. l"mall for those termlimts
over there. You won't have a problemwith me with
that, and that is something that we may address as
soon as we come out of this tailspin.

REPRESENTATI VE SM TH: Thank you.

REPRESENTATI VE ADOLPH: You're wel cone.

REPRESENTATI VE SM TH: And just one nore
gquestion, M. Chairman.

We had heard a little bit earlier about the
cost savings, | think on slide 15, $50.6 mllion in

cost savings -- unfilled personnel, cutback on
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prof essional services, et cetera -- and | understand
that that entire $50.6 mllion wasn't pushed back
into grants and/or | oans for students. There was a
portion of that that was used to offset declining
revenue. What are you able to tell us today, or
will you be able to tell us in the future what
portion of that $50.6 mllion was used to offset a
corresponding loss in revenue?

MR. PRESTON: Well, in this fiscal year, |

mean, we have a conbi ned bal ance sheet, so | have to

take a look at it in total. | f we contribute $75
mllion to the State Grant Program and we have cut
$50 mllion in this '07-08 budget, | think that, you

know, you could say that money goes to this, but
actually what happened is our revenues dropped
during the year, and we are going to have to borrow
fromour line of credit in order to meet that $75
mllion.

So | guess '07-08, we are really pushing to
make sure we meet our commtment, and we are using
all those expenses, not because of anything other
than, | really have to match revenues to
expendi tures.

REPRESENTATI VE SM TH: But at the end of the

day, are we able to say, okay, we cut costs by $50
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mllion; of that $50 mllion, we used $25, $30
mllion, whatever, on the revenue side to fill in
t he gap of |ost revenue?

MR. PRESTON: Ri ght . | mean, it's very hard
to do that. | believe we had one instance a year or
two ago when we ended up |iquidating some
derivatives, and rather than throw that back in the
general pot, we just said we will increase the State
Grant Program by that. But in general, it kind of
is a conmbined bal ance sheet, and we don't allocate
that in that way.

REPRESENTATI VE SM TH: Okay. And one final
guesti on.

On the out-of-State | oans, just to clarify
t hat issue, those are students from out of State who
are applying for loans to attend school within
Pennsyl vani a?

MR. PRESTON: No.

REPRESENTATI VE SM TH: Or is that any
out-of -State | oan?

MR. PRESTON: Out of State.

REPRESENTATI VE SM TH: Okay. Thank you, M.
Chai r man.

REPRESENTATI VE KELLER: Thank you.

Representative Fred Ml Il hattan.
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REPRESENTATI VE Mcl LHATTAN: M. Preston, |
noticed the science and technol ogy schol arship
program you have a backlog of a little over $11
mllion laying there. You didn't ask for any nore
money, but the Governor gave you a little over $4
mllion in his budget. What is going on in that
area? Why aren't we able to get schol arshi ps pushed
out there? Are the restrictions too strict, or can
you educate ne a little bit on that?

MR. PRESTON: Kelly, can you?

MS. LOGAN: Sur e.

The restrictions are quite strict with that
particul ar program Senat or Tom i nson has
introduced some | egislation to assist with some of
the challenges in that particular program Part of
the funding issue is going to be addressed, we
beli eve, because there has been an expansion of the
programs, the educational prograns, that students
can qualify for with that particular program

REPRESENTATI VE Mc| LHATTAN: So the main

reason was that the restrictions -- and those are
| egi sl ative restrictions -- have been too severe;

you haven't been able to really flex that |ike you
woul d |ike to. s that correct?

MS. L OGAN: That's correct.
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REPRESENTATI VE Mcl LHATTAN: Okay. | noticed
that in the nursing shortage initiative program
again, you didn't ask for anything and the Governor
put some nmoney in there. What is going on in that
area that we need to know about or what isn't quite
wor ki ng? What is going on there?

MS. LOGAN: That program we are working in
conjunction with Labor and I ndustry who had that
program had a sim|l|ar program | ast year, and we are
working with themto determ ne how best to allocate
that funding to the program that they need to
continue again this year.

REPRESENTATI VE Mcl LHATTAN: Well, | guess ny
guestion is, are they funded to do that, too, and
are you funded to do that, too, and there are two
different pots of money, or what is going on here?
" m sort of confused.

MS. LOGAN: ' m not aware whether they
received funding in their particular---

REPRESENTATI VE Mcl LHATTAN: You are just
driving your noney through thenf

MS. LOGAN: Ri ght; right.

REPRESENTATI VE Mcl LHATTAN: Okay. Al
right. Thank you.

REPRESENTATI VE KELLER: Thank you.
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Chai rman Adol ph, the commttee would like to
t hank you. You have done a great job here. Those
of us that serve with you in the House know t hat,
unfortunately, you are the right guy for this job at
this time, so termlimts will only come after this
is straightened out.

M. Preston, very inpressive. Everybody
agrees with you. We hope there is something we can
do to help, but | guess it all depends on the
mar kets. We appreciate you being here. Thank you
very much.

MR. PRESTON: Thank you very nuch.

REPRESENTATI VE KELLER: We will adjourn this
hearing. We will be back in session at 9 o'clock
t omorrow nor ni ng.

Thank you

(The hearing concluded at 5:15 p.m)
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