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Meeting of the Board of Directors
September 22, 2016 – 10:00 AM  

A meeting of the Board of Directors was held on September 22, 2016 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
Representative Sheryl Delozier
Representative Sandra J. Major (via teleconference)
Representative Michael Peifer (via teleconference)
Mr. D. Raja 
Honorable Roy Reinard 
Representative James Roebuck, Jr. (via teleconference)
Chancellor Timothy R. Thyreen 
Senator Robert M. Tomlinson (via teleconference)
Senator Sean Wiley (via teleconference)
Senator John N. Wozniak
Deputy Secretary Dr. Wil Del Pilar 
James L. Preston, President and CEO
	Jim White, General Counsel 
			
Those absent were:
Senator Ryan Aument
Representative Jaret Gibbons 
Senator Vincent J. Hughes
Senator Mario Scavello 
Senator Lloyd Smucker
Secretary of Education Pedro Rivera

Also in attendance: 
	
Liz Craig, Senator Hughes’ Office; Kelly Phenicie, Senator Smucker’s Office;  Ann Aerts, PwC; Doug King, PwC; Christine Zubeck, Senator Scavello’s Office; Jen Smeltz, Senator Tomlinson’s Office; April McClenton, Representative Roebuck’s Office; and the following PHEAA staff:  Nathan Hench, Stephanie Martella, Jason Swartley, Keith New, James Steeley, Bethany Bosha, Todd Mosko, Mike Garman, Christine Zuzack, Elizabeth McCloud, Judith Bines, Murshid Khan, Mark Eppley, Isaac Greene, Dana Hepner, 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 Carroll, seconded by Representative Delozier, the minutes of the June 16, 2016 meeting were unanimously approved.

Chairman Adolph called up Agenda Item #2.


2.	Financial Statements for the Year Ended June 30, 2016 and 2015 	

Chairman Adolph called on Mr. James Steeley who thanked the Chairman and asked the Members toturn their attention to Agenda Item #2 in their binder, which contains the final draft of the audited financial statements for the year ended June 30, 2016.  With respect to the audited financial statements, we reviewed these with the Audit review Committee yesterday.  Management’s review with the Audit Review Committee focused on key accounting judgements changes to the financial statements due to recently adopted accounting principles.  Accordingly, the focus of Mr. Steeley’s comments will be the presentation that is immediately prior to the financial statements, which provides a summary of our results of operations for the year ended June 30th 2016.  Page 3 of the presentation provides a condensed version of our income statement and Page 4 provides a waterfall chart comparing the 2014-15 fiscal year to the 2015-16 fiscal year.  On this chart, blue represents items that have a positive impact on operating income and green represents items that decrease operating income.  Starting on the left side of this chart, the Members will note the prior year income of $110.9 million and moving to the right the changes between years that led to the current year income of $96.9 million.  Key changes to note include: Non-Interest revenue which increased $57.6 million and 12.6 percent and $16.7 million increase in servicing revenue was due to a $20.9 million increase in FedLoan Servicing offset by a $4.4 million decline in Commercial Servicing Revenue.  Decline in commercial is due to continued run-off of our legacy FFELP program partial, offset by growth in servicing alternative loans. The growth in the FedLoan Servicing portfolio was driven by a combination of growth of serviced assets, as well as efforts to move the portfolio into current repayment.   Our FLS portfolio moved from 35 percent in current repayment to over 40 percent.   This was primarily achieved by efforts to move non-performing borrowers into income based repayment plans.  This has a duel benefit as the fees we receive are significantly higher for current repayment status and it helps the borrower manage their finances.  The remaining increase in non-interest revenue of almost $40 million comes from our guarantee line of business/retention of collection on defaulted loans.  Again – we successfully used the income-based repayment rules that the department came out with over the last several years to get defaulted borrowers on repayment plans. This enables PHEAA to rehabilitate the loans and sell the loans in the secondary market where we receive a portion of the proceeds. 

Mr. Steeley said that PHEAA’s personnel expenses increased $48 million and 18.6 percent to a total expense of just over $305 million that included $14.8 million in pension expense, bringing our total expense for the year to $68 million, growth in FTEs, including overtime, and growth in healthcare costs.   Mr. Raja asked about the number of new FTE’s.  Mr. Steeley said it grew by about 100 employees.  Mr. Raja asked if it is a requirement that new employees must be part of a SERS-defined benefit plan.  Chairman Adolph indicated that it is a requirement for a state agency.

Mr. Steeley continued and noted that other expenses increased $22.3 million, primarily around IT consulting to support our efforts to modernize our core processing system.  While these are expenses, he characterized them as a long-term investment in PHEAA’s future.

Mr. Steeley asked the Board to turn to Page 5 and 6 which shows our unrestricted operating income.  Basically, this excludes our securitized trusts and about $105 million of net interest income, but includes the servicing and administrative fees paid from the trusts to PHEAA.   Page 6 shows our unrestricted income decreased from $55 million to $31.4 million for the year ended 6/30/16.  The significant drivers were the same as reviewed for the consolidated results.

The Members can see our public service benefits on Slide 8.  During the year ended June 30, 2016, PHEAA’s earnings and reserves supplemented the State Grant Program, Distance Education and the Targeted Industry Program in the amount of $140.2 million.  Additionally, we spent $15.3 million administering the Grant Program and another $2.8 million in public outreach, through activities such as conducting financial aid nights across the Commonwealth.  This brings our total public service benefit to $158.3 million  Mr. Steeley highlighted the 10-year total on the right side where PHEAA has contributed over half of a  billion dollars out of its earnings and reserves to the State Grant Program.  When layering in the other grant programs, cost of grant administration and public service and outreach, our 10-year total goes up to over $750 million – three-quarters  of a billion dollars. 
Mr. Steeley concluded his remarks and offered to answer any questions.

Chairman Adolph called up Agenda Item #3.

 3.	2016-2017 Re-budget of Commonwealth Appropriated Programs

	Chairman Adolph called on Mr. Nathan Hench who thanked the Chairman and reported that under Tab 3 of the Board materials is a memo from Mr. Preston entitled “2016-2017 Re-Budget of State Appropriated Programs.”

This past July, the General Assembly and the Governor signed into law the 2016-2017 Commonwealth Budget.   The chart on the first page of the memo is an outline comparing the 2015-2016 Appropriations to the final 2016-2017 final budgeted amount by program with the change in difference in the far right column.

Mr. Hench said that, as the Board Members will note on the programs outlined on the chart, four had an increase.  Mr. Hench noted that the PA State Grant Program received a 2.5 percent increase.  Page 2 of the memo shows a second chart that outlines the allocation of the PHEAA public service dividend to the State Grant Program, Distance Education Pilot Program, and the PA-TIP program.

The motion included on Page 4 of the memorandum is for the Board’s consideration and effectively recognizes these appropriated amounts and authorizes the President and Chief Executive Officer to administer the programs within the resources allocated.

Mr. Hench concluded his remarks and offered to answer any questions that the Board may have.  Hearing no questions, Senator Fontana made a motion, seconded by Mr. Raja, and the motion was passed unanimously and attached to these minutes.

Chairman Adolph called up Agenda Item #4.

4.	Committee Reports

Chairman Adolph called on Mr. Reinard to give the Audit Review Committee Report.  Mr. Reinard thanked the Chairman and reported that the Audit Review Committee met yesterday afternoon and the first order of business was to adopt the minutes from the meetings held June 15, 2016, and July 12, 2016.  Mr. James Steeley, Chief Financial Officer, presented an overview of the year-end financial results.  Following Mr. Steeley’s presentation, representatives from Ernst & Young presented their formal report on the audit of PHEAA’s financial statements for the year ended June 30, 2016.  Ernst & Young will be issuing an unqualified audit opinion, which is a clean audit opinion.  Following our discussion regarding financial matters, the Committee entered Executive Session to discuss internal and external audit matters.  Upon return to Regular Session, the Committee passed a motion to add 1,200 hours to the 2016-2017 Internal Audit Plan.  The 2016-2017 Internal Audit Plan had been approved by the Audit Review Committee during our meeting on July 12, 2016.  Following the Committee’s vote and hearing no other business, the meeting was adjourned.  Mr. Reinard said he would be glad to respond to any questions.

Hearing none, Chairman Adolph called on Representative Roebuck to provide the Executive Committee Report.  Representative Roebuck thanked the Chairman and reported that the Executive Committee met last evening and the first order of business was to accept the minutes of the June 15, 2016 meeting.  Following the adoption of the minutes, the Committee moved into Executive Session to receive updates on legal and compliance matters.  Following the Executive Session, the Committee moved back into Regular Session.  Representative Roebuck concluded his comments and offered to answer any questions that the Board Members may have.

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

5.	   2017-2018 Commonwealth Appropriation Requests

	Chairman Adolph called on Representative Major who thanked the Chairman and reported that the Committee met on Wednesday, September 21, 2016, and the first order of business was the acceptance of the meeting minutes from the April 2016 meeting.  Representative Major noted that the Board Members will find several memos that were provided to the Committee in their Board materials.  In addition, there were two memos distributed by Mr. Preston following the actions and dialogue of the Committee on Need Analysis yesterday.   

Representative Major said that, before reporting on the Committee’s recommendations that are for consideration at the Board Meeting, she wanted to point out the two other topics that were discussed as an informational item.  The first issue was regarding the State Grant Distance Education Pilot Program.  As the members might recall, the General Assembly authorized a 5-year pilot program for PHEAA to study the impact of distance education and provide a mechanism to fund students who exceed the current 50 percent rule.  To update the Board Members, the previous day the House Education Committee passed out of Committee, without amendment, HB 2337 which authorizes PHEAA to fully integrate distance education into the PA State Grant Program.  This legislation is consistent with the motion that the PHEAA Board unanimously adopted in April 2016.  PHEAA Management will keep the Board updated as the legislative process moves forward.

The second issue was an update on the Accrediting Council for Independent Colleges and Schools (ACICS). The media has been reporting that an advisory board has recommended to the U.S. Secretary of Education that ACICS should no longer be recognized as an accrediting authority.  This recommendation, which the Secretary is expected to rule on any day now, will drive future discussion.  However, in expectation that ACICS will no longer be recognized, the House Education Committee passed HB 2338 out of Committee, providing direction to PHEAA and other state agencies that rely on accreditation as a stipulation for providing financial aid or the ability for students to sit for a licensing exam.  With regards to HB 2337 and HB 2338, PHEAA Management will continue to monitor and brief the Board.  

Representative Major directed the Members’ attention to the memo that Mr. Preston distributed the previous day entitled, “2017-2018 Commonwealth Special Programs Appropriation Requests.”  For 2017-2018, the Committee reviewed appropriation requests for the Special Programs administered by PHEAA.  Four different scenarios were presented; they included level funding, 2.5 percent, 5.0 percent, and 10.0 percent increases. The Committee recommended a 5.0 percent increase for 2017-2018 for the Institutional Assistance Grants Program, Matching Funds, Higher Education for the Disadvantaged, and the Higher Education of Blind or Deaf Programs.  The Committee then reviewed requests by the Pennsylvania Department of Education (PDE) for the Bond-Hill Scholarship and by the Pennsylvania State System of Higher Education (PASSHE) for the Cheyney University Keystone Academy.  PHEAA acts as the disbursing agent for these programs and typically forwards the budget request to the Governor’s Office, as requested by PDE and PASSHE. 

Representative Major said that, if the Board was agreeable, the bottom of Page 2 and Page 3 contained eight motions that the Committee on Need Analysis recommends for the Board’s consideration.  The resolutions could be taken one at a time or all at once.  Representative Major read all eight motions.   A motion was made by Senator Fontana, seconded by Representative Major, and the Resolutions passed unanimously and are attached to these minutes.

Representative Major noted that the Committee spent the bulk of its time discussing the current funding level and requested funding level for the 2017-2018 PA State Grant Program.  For this discussion, the Members’ attention was called to the memo entitled, “2017-2018 Pennsylvania State Grant Program Budget Request” which Mr. Preston distributed the previous day.  

Representative Major encouraged the Members to turn to Page 2 of the memo to a chart of options for the 2017-2018 program.  The chart includes a column entitled, “2016-2017 Current Year,” showing that PHEAA provided an $87 million supplement on top of the $272.8 million state appropriation to fund approximately 133,551 awards with a maximum award of $4,378 for 2016-2017.

Representative Major shared with the Board that the Committee was clear that, regardless of which option would be explored, we should ensure preservation of the maximum award of $4,378 for 2017-2018.  The options for 2017-2018 reflect what Mr. Preston had reported to the Committee that currently, based on what he knows about the financial condition of the Agency, PHEAA can afford a $50 million supplement for the PA State Grant Program.  Three scenarios were outlined showing an increase of 5.0 percent, 10.0 percent, and 29.0 percent in columns A, B, and C respectively, which additionally provide for the inclusion of distance education.  These columns provide various projected award values based on different funding levels from appropriated funds from the general fund as outlined in the green highlight.  The resulting change to the maximum award amounts 3are indicated in the yellow highlighted row.  

The Committee held a healthy discussion over the various proposals and asked staff to present the funding needs from the General Fund, if the approximate 9,000 students in the distance education population were excluded while maintaining the $4,378 maximum award. 
This was represented to the Board in Column D.

Representative Major said that the Committee supports giving serious consideration to whichever funding request maintains the maximum award of $4,378. Therefore, she respectfully directed the Boards’ conversation to Columns C and D, which maintain this maximum award amount.  The major difference is whether 100 percent Distance Education is incorporated into the 2017-2018 population – representing an additional 9,000 students.  Representative Major said that she and Ms. Christine Zuzack were ready to respond to any questions that the Board Members may have.

	Chairman Adolph said that he would like to maintain the $4,378 maximum award.  Mr. Raja said that to choose Option C the maximum award would be maintained.  Representative Adolph noted that during the Committee on Need Analysis meeting, additional information on the students served was requested.   Senator Fontana said that distance education students are increasing.   Representative Carroll asked if there are approximately 9,000-10,000 online students.  Ms. Zuzack confirmed and said that the Distance Education legislation is only for schools headquartered and physically located in Pennsylvania.  Representative Carroll said this would help protect Pennsylvania students, however, he indicated concerns of distance education growing.  Chancellor Thyreen said that if HB2337 passes, we should adopt Option C and if it does not pass, we can make the appropriate adjustments.  Senator Wozniak said that something to consider in the future is that institutions that have students taking online courses will see a cost savings since they have reduced expenses.  Representative Peifer had concerns about the financial strain that expanding the State Grant Program to distance education will place on the program and noted that right now might not be the right time.  A motion was made by Mr. Raja for Option C, seconded by Chancellor Thyreen.

	Chairman Adolph called up Agenda Item #6.


6.	President and Chief Executive Officer’s Report   

Chairman Adolph called on Mr. Jim Preston.    Mr. Preston thanked the Chairman and said that he would like to introduce PHEAA’s new CIO, Mr. Murshid Khan.  Mr. Khan brings more than 20 years of diversified experience in assessing organizational needs and directing the development of advance IT solutions.    Mr. Khan thanked Mr. Preston and said that he is looking forward to working with PHEAA.   At this time, Mr. Preston requested an Executive Session.

Mr. Preston also noted that for the October 2016 Meeting we will be rolling out Board Effect.   Our volume of materials has increased and this electronic version of receiving materials will be more effective and a cost savings.  We will all be seeing the credentials rolling out this month.

Upon returning to Regular Session, 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. Representative Bradford made the motion, seconded by Representative Carroll, and the Resolution was unanimously adopted and attached to these minutes.

            Chairman Adolph called up Agenda Item #8.

8.	Other Business

Mr. Preston asked Chairman Adolph to pause so that he could introduce Ms. Judith Bines, PHEAA’s Senior Vice President of Internal Audit.  Ms. Bines was selected by the Audit Review Committee and she has been with PHEAA for a few months and we look forward to working with her.  Chairman Adolph welcomed Ms. Bines.

Hearing no other business from the Board Members, Chairman Adolph adjourned the meeting. 






















Resolution of the Board of Directors 
Pennsylvania Higher Education Assistance Agency 
September 22, 2016


That the Agency’s 2016-2017 program year re-budget allocating appropriated funds and augmentations as set forth above and the administration of the programs as set forth in this memorandum be approved and that the President and Chief Executive Officer be given the authority to adjust these augmentations within each program from time to time. 




Resolution of the Board of Directors 
Pennsylvania Higher Education Assistance Agency 
2017-2018 Commonwealth Special Programs Appropriation Requests
September 22, 2016
___________________________________________________________________________


(1) That based upon the recommendation of the Board’s Committee on Need Analysis and Aid Coordination, the President and Chief Executive Officer be directed to request for the 2017-2018 Institutional Assistance Grant Program an appropriation of $27,036,000.  

(2) That based upon the recommendation of the Board’s Committee on Need Analysis and Aid Coordination, the President and Chief Executive Officer be directed to request for the 2017-2018 Matching Funds Program an appropriation of $13,121,000.  

(3) That based upon the recommendation of the Board’s Committee on Need Analysis and Aid Coordination, the President and Chief Executive Officer be directed to request a 2017-2018 appropriation of $2,358,000 for the Higher Education for the Disadvantaged (Act 101).  

(4) That based upon the recommendation of the Board’s Committee on Need Analysis and Aid Coordination, the President and Chief Executive Officer be directed to request a 2017-2018 appropriation of $49,000 for the Higher Education for Blind or Deaf Students.

(5) That the President and Chief Executive Officer be directed to request an appropriation of $3,500,000 for the Cheyney University Keystone Academy for 2017-2018 consistent with the recommendation by the Pennsylvania State System of Higher Education.

(6) That the President and Chief Executive Office be directed to request an appropriation of $697,000 for the Horace Mann Bond-Leslie Pinckney Hill Scholarship for 2017-2018 consistent with the recommendation by the Pennsylvania Department of Education. 

(7) That based upon the recommendation of the Board’s Committee on Need Analysis and Aid Coordination, the President and Chief Executive Officer be directed to request a 2017-2018 appropriation of $350,000 for the Pennsylvania Internship Program Grants.

(8) That based upon the recommendation of the Board’s Committee on Need Analysis and Aid Coordination, the President and Chief Executive Officer be directed to request a 2017-2018 appropriation of $5,000,000 for the Ready to Succeed Scholarships.  




Resolution of the Board of Directors 
Pennsylvania Higher Education Assistance Agency 
Order of Defaults
Adopted September 22, 2016
_______________________________________________________________________ 


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 September 22, 2016; 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 September 22, 2016.


[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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