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February 19, 2015


Meeting of the Board of Directors
February 19, 2015 – 10:00 AM  

A meeting of the Board of Directors was held on February 19, 2015 at 10:00 a.m. in the Boardroom.

Those in attendance were: 

Representative William F. Adolph, Jr., Chairman 
Senator Wayne D. Fontana, Vice Chairman 
Representative Matthew D. Bradford
Representative Mike Carroll (via teleconference)
Representative Jaret Gibbons 
Representative Sandra J. Major 
Representative Michael Peifer (via teleconference)
Chancellor Timothy R. Thyreen (via teleconference)
Senator Robert M. Tomlinson (via teleconference)
Senator Sean Wiley (via teleconference)
Senator John N. Wozniak
Acting Secretary of Education, Pedro Rivera
James L. Preston, President and CEO
	Jim White, General Counsel 
			
Those absent were:

Senator Michael J. Folmer 
Senator Vincent J. Hughes
Mr. D. Raja 
Honorable Roy Reinard 
Representative James Roebuck, Jr. 
Senator Joseph Scarnati

Also in attendance:  
	
Kate Eckhart, Senator Scarnati’s Office; Neeka Jones, Senator Hughes’ Office (via teleconference); Mary Young. AICUP; Jen Smeltz, Senator Tomlinson’s Office; Jeannie Smyth, Chairman Adolph’s Office; Ann Aerts, PwC.  The following PHEAA staff:  Nathan Hench, Chris Zuzack, Bethany Bosha, Tim Guenther, Jason Swartley, Keith New, Stephanie Foltz, Mike Garman, Brian Lecher, Dawn Bard, Dan Weigle, Keith New, Lee Koller, Todd Mosko, Stephanie Suran, Joel Correll, Lisa Gipe and Karen Garbacik   

Upon establishing the presence of a quorum, Chairman Adolph called the meeting to order and called up Agenda Item #1. 

1. Minutes    
	On a motion by Representative Major, seconded by Senator Fontana, the minutes of the January 22, 2015 meeting were unanimously approved.

Chairman Adolph called up Agenda Item #2.

2.	Election of Board Officers

Chairman Adolph called on Representative Carroll, who thanked the Chairman and 
said that the Nominating Committee reported at the January Board Meeting that the Committee met on January 8, 2015.  The following candidates were nominated as Chair and Vice Chair of the Board and as members of the Executive Committee.

The nominees include:


	Chairman, Board of Directors			Representative William F. Adolph, Jr.
	Vice Chairman, Board of Directors		Senator Wayne D. Fontana

	Chairman, Executive Committee		Senator Robert M. Tomlinson
	Vice Chairman, Executive Committee		Representative James R. Roebuck, Jr.
         Committee Members:     			Senator Vincent J. Hughes
								Representative Sandra J. Major
								Mr. Roy Reinard
    								Chancellor Timothy Thyreen
								
The Board at the January 2015 meeting voted to close the nominations at that time.  The election of these individuals is now in order.  Representative Carroll said that he would be happy to answer any questions the Board may have.

		Hearing no questions, Representative Carroll made a motion, seconded by Senator Wozniak. 

		Chairman Adolph recognized Vice Chairman Fontana who thanked the Chairman and said that it is a pleasure to serve on the Board and be a part of the PHEAA team.  Vice Chairman Fontana noted that he looks forward to working with Chairman Adolph and his colleagues to address the many challenges facing today’s students and the higher education community.    Chairman Adolph congratulated all the elected members.  Chairman Adolph noted that the Board makes excellent decisions and commended Mr. James Preston for his leadership.  Chairman Adolph said that an affordable higher education is critically important to the strength of families and our Commonwealth.

Chairman Adolph welcomed Mr. Pedro Rivera, who was nominated by Governor Tom Wolf to serve as Secretary of Education.  Mr. Rivera recently served as Superintendent of The School District of Lancaster, a position he held from 2008-2015.  Prior to that, he served as a classroom teacher, staff member with the Philadelphia Federation of Teachers, assistant principal, principal, and executive director for the School District of Philadelphia.  Mr. Rivera is a first-generation college graduate and earned a Bachelor of Science degree from The Pennsylvania State University, a Master's degree in Education Administration from Cheyney University, and his Superintendent's Letter of Eligibility from Arcadia University.  

	Acting Secretary Rivera thanked the Chairman and said that it is a privilege to serve on the PHEAA Board.  Mr. Rivera noted that it is very important to utilize all resources as students make their pathway to college.  Mr. Rivera said that he looks forward to serving on the PHEAA Board.

		Chairman Adolph called up Agenda Item #3.

3.	Ready-to-Succeed Scholarship Update

Chairman Adolph called on Mr. Nathan Hench, who thanked the Chairman and reported 
that the Ready-to-Succeed Scholarship (RTSS) Program was created by Governor Corbett with legislation (HB 278) signed on July 10, 2014 providing $5 million for student awards during the 2014-15 award year.  The program is designed to address students not fully served by the State Grant Program and the mitigation of student loan indebtedness.  

 	Using the program goals established by the Governor, PHEAA, in collaboration with the Pennsylvania Department of Education (PDE), developed the following eligibility criteria for students:
· Annual family income not to exceed $110,000
· Meet all State Grant Program eligibility requirements with the exception of financial need
· Achievement of second year status
· A cumulative Grade Point Average (GPA) of at least 3.25

Initial information on the program, as of February 11, 2015, provides the following highlights:

· Number of participating institutions – 193
· Number of participating institutions with recipients – 143
· Students who met income guidelines – 63,921
· Students who met income guidelines, grade level and grade point average minimums – 12,649
· Students who received a RTSS award – 3,083 for $4,557,358
· Eligible students who did not receive an award – 8,270 with eligibility of $12,224,895
· Average income of RTSS recipients – $80,708

Mr. Hench noted that eligible students were ranked by application completion date and were awarded on a first-come, first-served basis since funding was insufficient to meet the needs of all eligible applicants.  Applications completed after early March of 2014 did not receive a RTSS award since all funding had been expended at that point.  Charts on the next two pages provide more detail on the distribution of the awards by institutional type.

Mr. Hench said that he will continue to keep the Board apprised of program developments as the award year progresses.  

Hearing no questions, Chairman Adolph called up Agenda Item #4.

4.	PHEAA’s Quarterly Financial Statements

	Chairman Adolph called on Mr. Tim Guenther who thanked the Chairman and said the draft Quarterly Financial Report is in the members’ materials under Agenda Item #4.  The financial results were reviewed in detail with the Audit Review Committee and Ernst & Young reported on the results of their quarterly review.

	On Page 3 of the report, we report public service benefits we fund, the largest of which is our supplement to the State Grant Program. In June 2014, the Board authorized a $75 million supplement to the State Grant Program, $10 million funding the Pennsylvania Distance Education Program, and $6 million funding for the Pennsylvania Targeted Industry Cluster Certificate Scholarship Program. As of December 31, 2014, we have fully segregated funding for these programs and for the 6 months ended December 31, 2014, we have transferred $20.0 million from the Pennsylvania State Grant Program Supplement Fund to the Pennsylvania State Grant Program.

	Page 5 reports the total assets managed. As of December 31, we managed $341.5 billion and the increase was caused by the volume of loans we are servicing for the federal government.

	On Page 10, we report that our operating income for the 6 months ended December 31, 2014, was $56.8 million, a decrease of $57.6 million from 2013. The decrease was largely due to a $49.9 million decrease in retention on collections of defaulted loans.  As we have discussed in the past, and as we disclose on Pages 8 and 29 this decrease is mostly due to the federal Bipartisan Budget Act of 2013 that reduced the retention rate.

	Mr. Guenther stated that Pages 60-62 discusses the change in pension accounting effective in 2014-15, which resulted in a $279.3 million liability being reflected on our balance sheet and a corresponding reduction in reported unrestricted net position. We also have discussed this change in accounting with the Board in the past. 

	So, while operating income is reduced from prior years, it is consistent with our expectations considering the change in federal law.

	Mr. Guenther said that concluded his planned remarks and offered to address any questions from the Board.

Hearing no question, Chairman Adolph called up Agenda Item #5.

5.  	Committee Reports

	Chairman Adolph called on Representative Peifer, who thanked the Chairman and reported that a Search Committee was formed to serve in finding a new Chief Financial Officer following Mr. Tim Guenther’s announcement that he plans to retire in the fall of 2015.

The Search Committee is comprised of Representative Peifer, as the Chairman, and Mr. Reinard and Senator Wiley.  Of course, Chairman Adolph and Vice Chairman Fontana serve as ex-officio members on all Board Committees.

Representative Peifer said that the Committee held its first meeting on February 3, 2015, primarily for organizational purposes and to hold an informational session with the search firm Heidrick and Struggles, who will be assisting the Committee in the selection process.   Representative Peifer said that he will continue to report to the Board on the progress of the search.  Representative said that concluded his report and prepared to answer any questions that the Board may have.

Hearing no questions, Chairman Adolph called on Representative Major who thanked the Chairman and reported that the Audit Review Committee met yesterday afternoon.  The first order of business was the adoption of minutes from the meeting held January 21, 2015.  After adopting the minutes, the Committee received the Quarterly Financial Statements for the period ending on December 31, 2014, with an overview provided by Mr. Tim Guenther, PHEAA’s Chief Financial Officer.  Following Mr. Guenther’s overview of the financial statements, Ernst & Young, PHEAA’s independent auditors, reported on the limited procedures performed during the quarter.  Ernst & Young also reported on the issuance of PHEAA’s single audit report, which is an audit of PHEAA’s handling of federal funds.  A clean opinion was issued. The Committee then went into Executive Session to discuss Internal Audit, External Audit and Personnel Matters. Upon returning from Executive Session, the Committee voted to approve the recommended changes to the 2014-15 Internal Audit plan. Hearing that there was no other business, the meeting was adjourned.  Representative Major said that concluded her report and would be glad to respond to any questions.

Hearing no questions, Chairman Adolph called on Senator Tomlinson who thanked the Chairman and reported that the Executive Committee met last evening but did not establish a quorum and, as a result, was unable to take any formal action. However, the Committee did hold an informational session to receive a Compliance update from Mr. Jason Swartley, PHEAA’s Chief Legal and Compliance Officer. Senator Tomlinson concluded his comments and offered to answer any questions from the members.

Hearing no questions, Chairman Adolph called up Agenda Item #6.

6.	President and Chief Executive Officer’s Report   

	Chairman Adolph called on Mr. Nathan Hench, who thanked the Chairman and said in the 50-year history of the Pennsylvania State Grant Program, this is the first time that PHEAA has reported on the program from an outcomes study. The report is included in the embers’ Board materials under Agenda #6. 

Mr. Hench noted that at the onset of this study, we asked four questions:

· How many State Grant recipients graduate?
· What is the time-to-degree completion for State Grant recipients?  
· What are the persistence rates among State Grant recipients?
· How much is awarded in State Grants per completion?  

Looking at such measures is important given the large-scale national trend toward performance accountability.  The federal government is moving toward more accountability of dollars that flow to higher education.  And the PA General Assembly, under the PA Targeted Industry Program (PA-TIP), also has PHEAA engaging Labor and Industry to see if recipients are being employed in the field in which they studied.

Mr. Hench said that for this study, PHEAA used State Grant Program records – along with data from the National Student Clearinghouse®, which was the source for graduation and persistence statistics. The analysis used a cohort of over 34,000 State Grant recipients who started in the 2007-08 academic year and were tracked for a 6-year period.  Throughout the study, this group is referred to as the “cohort.” The analysis shows that the cohort either outperformed or performed similarly to comparable Pennsylvania and U.S. undergraduate populations in terms of these measures.  

Graduation rates in the report were measured according to the federal reporting standards.  They were measured as the number of completers within “150 percent of normal time.”  In other words, 6-year graduation rates for students at 4-year institutions and 3-year graduation rates for students at 2-year institutions.  The report shows State Grant recipients had higher graduation rates than Pennsylvania and U.S. undergraduates. Among the cohort students that we tracked, who enrolled full-time as of initial enrollment, approximately 62 percent graduated within 6 years, compared to almost 58 percent for the comparable overall Pennsylvania cohort and 47 percent for the comparable U.S. cohort. 

Mr. Hench noted that, generally speaking, conventional thought gives reason that a full-time student is expected to complete an associate degree in 2 academic years and a bachelor’s degree in 4 academic years – even though graduation rates are measured in the more generous 150 percent of normal time. On average, it took cohort members 4.05 calendar years to complete a bachelor’s degree and 2.98 calendar years to complete an associate degree. In other words, Cohort students pursuing a bachelor’s degree tended to graduate well within 150 percent (or 6 years) of normal time – closer to the 4-year ideal – and cohort students pursuing an associate degree graduated within the 3-year 150 percent time standard.  
 
While time–to-associate degree completion is closer to 3 years than the 2-year ideal, it should be pointed out that, nationally, only about five percent of full-time students at community colleges complete a 2-year associate degree within 2 years.  

Mr. Hench said that there was more good news in terms of cohort persistence. Cohort students were 18 percent more likely to persist to their second year of higher education than the average U.S. undergraduate. The first-year persistence rate for all cohort members was about 91 percent, compared to 77 percent for the comparable U.S. cohort.  

In terms of the “return on investment,” the outcome was quite good.  Even though we all know that even some postsecondary education increases an individual’s earning power, we did look at how much money in award dollars went to students who graduated. Over the 6-year period of the study, 74 percent of all State Grant funding for the cohort went to students who received some type of credential. 

Mr. Hench stated that this report provides a baseline for future comparisons, and we intend to maintain and update the research for the next (2008-09) cohort.  We wanted to provide this report to the Board first; the report will also be shared with each member of the General Assembly and other stakeholders of the State Grant Program.  Mr. Preston will discuss this report at the House Appropriations hearing on March 12.

	Chairman Adolph noted that the report had a lot of good information and will be helpful to the Board Members.

	Senator Wozniak asked if other states have conducted similar research.  Mr. Hench said that PHEAA was looking at other state’s research.  	Mr. Hench noted that at the next report we will take at whether other states were conducting research, and will compare to any other studies.

	Senator Fontana noted that any education is good and starting is essential.  Mr. Preston said many kids have to borrow for their education and some get into trouble paying back their loans if they do not graduate. We will continue to gather information.  Chancellor Thyreen noted that this report is extremely positive.

	Hearing no other comments, Mr. Hench reported on the 2013-14 Act 101 Annual Report.

	Mr. Hench said that the 2013-14 Act 101 Annual Report, released this past fall, is PHEAA’s third annual report on the program since PHEAA took over the program administration from PDE.  The program provides money to participating institutions to provide support services to undergraduate students with economic and educational disadvantages.  The program was created by the General Assembly in 1971. 

  	PHEAA is required, by statute, to report each year on Act 101 to the State Board of 
Education, and Chris Zuzack, Vice President of PHEAA’s State Grant and Special Programs, shared results from this annual report with the State Board of Education at its November 2014 meeting.  The 2013-14 Program Overview is as follows:  Commonwealth Appropriation = $2,246,000, Number of Participating Programs = 35 at 33 Institutions, Number of Students Served = 4,187 (an increase from 4,092 students in 2012-13), and since 2007-08 annual funding for the program has decreased 76 percent from $9,320,000 to $2,246,000.	

Mr. Hench noted that roughly 74 percent attended 4-year schools and 26 percent attended 2-year schools. The median family income for Act 101 students was about $20,000 compared to $67,000 for Pennsylvania families and $64,000 for U.S. families. The nearly 71 percent first-year retention rate for Act 101 students exceeded the national average rate of approximately 66 percent. Act 101 students earned a higher cumulative GPA in remedial courses compared to the general undergraduate population. College-level course completion rates for Act 101 students and the general undergraduate population were comparable.  

Acting Secretary Rivera commented that there was a decline in 2011-2012 with regards to retention as compared to the Outcomes Study.  Mr. Hench said that its like comparing apples to oranges as Act 101 students are not necessarily a subset of the State Grant Program.

Chairman Adolph called up Agenda Item #7.
	
7.	Entry Orders of Default

Chairman Adolph called on Mr. Preston, who reported that there are several orders of default that require Board action. The borrowers outlined on the attached spreadsheet have been notified several times by PHEAA that they need to repay certain obligations to the Agency. In all of these cases, recipients received a grant for college but did not fulfill their obligations for receiving the grant. Board action is necessary in order for PHEAA staff to continue to attempt to collect on these grants - now converted to loans – as required by the program’s statutes.

Mr. Preston suggested to Chairman Adolph that the Board adopt the attached resolution in order to authorize PHEAA staff to continue to collect on the loans.

Hearing no questions, Chairman Adolph called for a motion to adopt the Order of Default Resolution, as presented. Senator Fontana made the motion, seconded by Representative Major, and the Resolution was unanimously adopted and is attached to these minutes.

Chairman Adolph called up Agenda Item #8.

8.	Other Business

Hearing no other business from the Board Members, Chairman Adolph adjourned the meeting. 
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Resolution of the Board of Directors 
Pennsylvania Higher Education Assistance Agency 
Order of Defaults
Adopted February 19, 2015
_______________________________________________________________________ 


WHEREAS, Act 102 of 1982 authorized an Administrative Loan Collection Process for the Pennsylvania Higher Education Assistance Agency, including use of a Statement of Claim; and

WHEREAS, this legislation provides that the Agency "may initiate action against borrowers whom it deems to be indebted to it by filing a statement of claim in the records maintained by the Agency"; and

WHEREAS, a Statement of Claim has been filed against each of the borrowers whose names appear on the List of Recommended Cases for Entry of an Order of Default dated February 19, 2015; and

WHEREAS, a summary of the Statement of Claim has been served on each such borrower by first-class mail in compliance with the requirements of Act 102; and

WHEREAS, 30 days from the date of service have elapsed and none of these borrowers has filed a response to the Statement of Claim as required by Act 102; and

	WHEREAS, the President and Chief Executive Officer has recommended to the Board 
of Directors of the Agency that an Order of Default against these borrowers be entered by the 
Board to be lodged in Agency records;

NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors of the Pennsylvania Higher Education Assistance Agency enters an Order of Default to be lodged in Agency records against each borrower whose name appears on the List of Recommended Cases for Entry of an Order of Default dated February 19, 2015.






[image: AES][image: FedLoan-Servicing]PHEAA conducts its student loan servicing operations commercially as American Education Services and for federally-owned loans as FedLoan Servicing.
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