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Meeting of the Board of Directors
November 21, 2019 — 9:00 AM

A meeting of the Board of Directors was held on November 21, 2019, at 9:00 a.m. in the
Boardroom.

Those in attendance were:
Representative Michael Peifer, Chairman
Senator Wayne D. Fontana, Vice Chairman
Senator Ryan Aument (via teleconference)
Senator John P. Blake
Representative Mike Carroll
Representative Steven Mentzer
Senator Kristin Phillips-Hill
Honorable Roy Reinard
Senator Mario Scavello (via teleconference)
Representative Curtis Sonney
Chancellor Timothy R. Thyreen (via teleconference)
Secretary Robin Wiessmann (via teleconference)
James H. Steeley, President and CEO
Jim White, General Counsel

Those absent were:
Representative Angel Cruz
Representative Sheryl Delozier
Senator Arthur Haywood
Senator Vincent Hughes
Representative Anita Kulik
Representative James Roebuck, Jr.
Secretary of Education Pedro Rivera
Noe Ortega, Dep. Sec. for Postsecondary and Higher Ed.

Also in attendance:

Liz Craig, Senator Hughes’ office (via teleconference); Alycia Lauretti, Representative
Roebuck’s Office (via teleconference); Michael Dotts, office of the Deputy Secretary for
Postsecondary & Higher Education (via teleconference); and the following PHEAA
staff: Bethany Coleman, Mike Garman, Isaac Greene, William Fisher, Amanda Foster,
Nathan Hench, Kyle Lefever, William Lindsey, Elizabeth McCloud, Andy Mehalko, Todd
Mosko, Keith New, Tara Patterson, Jodi Shomper, Kathleen Smith (via teleconference),
Jean Svoboda, Doug King, Angela Thompson, Elias Bethany, and Bill Dunagan.

After establishing the presence of a quorum, Chairman Peifer called up Agenda Item #1.
Secretary Wiessmann inquired about the members making up the quorum. Ms. Jean Svoboda,
Board Secretary read the name of each board member in attendance as recorded.

1. Minutes

PHEAA conducts its student loan servicing operations commercially i o
as American Education Services and for federally-owned loans as FedLoan A oan

Servicing. * SERVICING
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On a motion made by Mr. Roy Reinard and seconded by Vice Chairman Fontana, the
minutes of the October 9, 2019 Special Informational meeting and the minutes of the October
17, 2019 meeting were unanimously approved.

Chairman Peifer called on Mr. Andy Mehalko, Chief Financial Officer for Agenda Item
#2.

2. Quarterly Financial Report — September 30, 2019

Mr. Mehalko thanked Chairman Peifer and asked the Members to turn their attention to
the PowerPoint presentation under Agenda Item #2 in BoardEffect. The presentation
summarized PHEAA'’s Sept 30, 2019 quarterly results along with a draft of the Sept. 30, 2019/
2018 Quarterly Financial Report.

He began his report with Slide 4 which compared PHEAA'’s financial results for the first
guarters of 2019 and 2018. PHEAA's revenue had increased nearly 4% for the quarter
compared to the prior year along with continued reduction in operating expenses of over 5%.
PHEAA'’s consolidated operating income for the quarter was $11.3 million compared to $3.5
million for the prior year.

Mr. Mehalko turned to Slide 7 which was the waterfall that shows PHEAA’s budgeted to
actual results for the quarter. He noted that unrestricted revenue came in above the budgeted
amount and expenses, mostly due to legal fees and professional services for IT projects coming
in lower than budgeted.

Mr. Mehalko reviewed PHEAA'’s balance sheet on Slide 8. The continued runoff of
PHEAA's student loan portfolio along with the associated debt paying down can be seen. Under
net position at the bottom of the page an increase in total net position was shown, but the
unrestricted net position decreased by $3.1 million.

Mr. Mehalko concluded is financial report by say that PHEAA'’s financial statements were
reviewed by Ernst & Young with no significant comments and they will be posted to PHEAA’s
website.

Hearing no questions for Mr. Mehalko, Chairman Peifer called up Agenda Item #3.

3. Resolutions Pertaining to the PA Forward Student Loan Program

Chairman Peifer called on Mr. Mehalko. Mr. Mehalko said that there were two items
pertaining to the PA Forward Student Loan Program that required Board action. The first was a
resolution related to an administrative matter required by IRS regulations. The regulations
applicable to tax exempt bonds generally limit a borrower’s ability to reimburse itself for
payments made more than 60 days before the date that the bonds are issued. The resolution
authorizes PHEAA'’s President and Chief Executive Officer, and PHEAA’s Chief Financial Officer
to express PHEAA'’s official intent to reimburse itself from a future tax exempt borrowing.

Senator Fontana inquired if the Resolution would be forwarded to Treasury. Mr. Mehalko
replied that it will not be sent to Treasury; it becomes a record of the bond issuance and is
administrative in nature. Hearing no other questions, Chairman Peifer called for a motion to
adopt the Resolution as presented. Senator Blake made the motion, seconded by Senator
Fontana, and the Resolution was unanimously adopted and is attached to these minutes.
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Mr. Mehalko said the second item related to the PA Forward Student Loan Program
which required Board action was a policy change. He reminded the Members that on August 27,
2018 the Executive Committee reviewed and approved several policies that were necessary in
order to authorize PHEAA to lend. As program management has developed, adjustments to
policy are necessary. As PHEAA prepares to launch the refinance product, for which higher total
credit exposure limits are appropriate, PHEAA must update the policy for lending levels and
limits. Additionally, in order to become competitive in the graduate degree program, PHEAA is
increasing the total credit exposure from $150,000 to $300,000. Total credit exposure program
limits for Undergraduate and Parent loans will remain unchanged at $150,000.

Hearing no questions or comments regarding the changes, Representative Carroll made
the motion, seconded by Senator Phillips-Hill, and the motion to accept the changes to the
Lending Authority Policy as presented was unanimously approved as shown below.

Current Proposed
Lending Level Lending Authority Lending Authority
(Total Credit Exposure) (Total Credit Exposure)
Lending Level 1 Up to $25,000 Up to $37,500
Lending Level 2 Up to $50,000 Up to $75,000

Lending Level 3

Up to $125,000

Up to $200,000

Lending Level 4

Up to $150,000

Up to $300,000

Lending Level 5

Up to $175,000

Up to $325,000

Chairman Peifer called up Agenda ltem #4.

4. Committee Reports

Chairman Peifer reported that Committees were unable to meet this month since both
Chambers were in session; therefore there are no committee reports. He noted that the
December schedule will be adjusted accordingly.

Chairman Peifer called up Agenda ltem #5.

5. President and Chief Executive Officer’s Report

Chairman Peifer called on Mr. Steeley, who thanked the Chairman and said that out of
respect for the Members, recognizing that session for the House and Senate would commence
in a short time, he updated the Board on the most pressing item before PHEAA. He reminded
the Members that the federal contract, which represents just over one-third of PHEAA’s revenue
from servicing and other non-grant activities PHEAA performs, is set to expire on December 15,
2019. PHEAA has been reaching out to FSA'’s contract office as well as the Department of
Education (DOE) on next steps.

Mr. Steeley reported that it is very likely that the DOE is going to issue a task order that
will extend PHEAA's servicing contract beyond December 15, 2019. He said there is no
reasonable approach to moving approximately eight million borrowers that PHEAA services
under the direct loan contract plus the additional two million borrowers serviced by other state
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agencies using our system can be moved by the contract’s expiration date. PHEAA has
repeatedly requested a meeting with relevant staff at FSA to discuss the contract extension to
ensure any work completed by PHEAA after December 15 is aligned with the best interests of
PHEAA, the Commonwealth, and the borrowers serviced.

PHEAA is seeking economic adjustments and for the DOE to adopt customer friendly
programmatic reforms, most notably to PSLF, where PHEAA bears the reputation risk for
policies set by DOE and laws enacted by Congress. Mr. Steeley said he believes that PHEAA is
approaching any negotiations from a position of strength. PHEAA has improved public
performance metrics since beginning the transformation program eighteen months ago. PHEAA
has moved from 9th to 5th place in the ratings. He noted PHEAA is now ahead of both of the
other large independent servicers with systems, Navient and Nelnet. PHEAA improved
customer and operational performance, as well as realized an improvement in PHEAA’s
financial performance in this line of business. While Mr. Mehalko reported that PHEAA is doing
well overall, PHEAA continues to operate the federal servicing line of business at a loss, largely
due to only getting paid 6.5 basis points for servicing federal assets compared to industry norms
of 25 basis points. This line of business continues to operate at a loss. Realistically, without a
price adjustment, this portfolio will never return a gain.

Mr. Steeley stated that Ms. Kathleen Smith has been actively updating the PA
Congressional Delegation on the status of the federal contract so that once an extension is
exercised by the Department. PHEAA can inform them of any matters requiring their attention.
Because the Board is not scheduled to meet in December, Mr. Steeley said that he would keep
the Members updated on the status of the federal contract, at minimum via email. He assured
Members that PHEAA is exercising every avenue to communicate with the DOE on next steps
as well as keeping PHEAA’s Congressional Delegation informed. PHEAA developed a high
level time line of the history of the procurement process since 2016 and uploaded it to
BoardEffect. In the interest of time, Mr. Steeley asked the Members to review the document at
their convenience. He also offered to meet individually with any Board Member or their staff to
discuss the contract issue as well as next steps.

Senator Blake asked a question about price negotiation and Congressional
appropriations. Mr. Steeley responded that any appropriation would be applicable to all
servicers and must be increased to make adjustments to the pricing. Further, the PSLF
servicing would require a special appropriation.

Senator Fontana asked if PHEAA is obligated to abide by the task order. Mr. Steeley
responded that generally the DOE views the task order as an obligation by the servicers.
PHEAA does not agree, but believes it is not in the best interest of the borrowers to turn off the
system on December 15. PHEAA will continue to provide services under a task order but will
continue to preserve PHEAA'’s legal rights.

Hearing no other questions or further discussion, Mr. Steeley concluded his report and
said there was nothing time sensitive requiring an Executive Session that could not wait until the
January meeting.

Chairman Peifer called up Agenda ltem #6.

6. Entry of Additional Orders of Default
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Chairman Peifer called on Mr. Steeley, 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 statute.

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

Hearing no questions, Chairman Peifer called for a motion to adopt the Order of Default

Resolution, as presented. Senator Fontana made the motion, seconded by Mr. Roy Reinard,
and the Resolution was unanimously adopted and is attached to these minutes.

7. Other Business

Hearing no other business, Senator Fontana made a motion to adjourn, seconded by Mr.
Reinard, and Chairman Peifer thanked the Members and adjourned the meeting.



Board of Directors Meeting Page 6
November 21, 2019

RESOLUTION OF THE BOARD OF DIRECTORS
OF THE
PENNSYLVANIA HIGHER EDUCATION ASSISTANCE AGENCY
Adopted November 21, 2019

WHEREAS, the Pennsylvania Higher Education Assistance Agency (the “Agency”)
expect to issue its bonds, notes, or other obligations (“Tax-exempt Bonds™) from time to time the
interest on which will be excluded for Federal income tax purposes pursuant to Section 103 of
the Internal Revenue Code of 1986, as amended (the “Code”); and

WHEREAS, it will be desirable, from time to time, for the Agency to use its funds to
undertake one or more projects temporarily and for the Agency to reimburse itself from the
proceeds of Tax-exempt Bonds in compliance with Treasury Regulations Section 1.150-2, or
successor thereof; and

WHEREAS, each of the Agency’s President and Chief Executive Officer, and the
Agency’s Chief Financial Officer, is knowledgeable of the Agency’s funds on a day to day basis
and can determine whether it is advisable for the Agency to use its funds on a temporary basis to
be reimbursed thereafter from the proceeds of Tax-exempt Bonds.

NOW, THEREFORE, IT IS RESOLVED, that each of the Agency’s President and
Chief Executive Officer, and the Agency’s Chief Financial Officer, is hereby authorized to
express the official intent of the Agency for purposes of, and within the meaning of, Treasury
Regulations Section 1.150-2, or successor thereof.

FURTHER RESOLVED, that the Board of Directors reserves the ability to express the
Agency’s official intent and to authorize other officers and employees of the Agency to express
such official intent.

FURTHER RESOLVED, this resolution shall become effective immediately.

FURTHER RESOLVED, in the event any provision, section, sentence, clause or part of
these resolutions shall be held to be invalid, such invalidity shall not affect or impair any
remaining provision, section, sentence, clause or part of these resolutions, it being the intent of
the Agency that such remainder shall be and shall remain in full force and effect.
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Resolution of the Board of Directors
Pennsylvania Higher Education Assistance Agency
Order of Defaults
Adopted November 21, 2019

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 November 21, 2019; 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 November 21, 2019.



