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8:04: 31 AM

VICE CHAIR BETTYE DAVIS called the Senate Education Standing
Commttee neeting to order at 8:04 a.m Present at the call to
order were Senators Huggi ns and Davi s.

HB 109- EDUC. LOANS: SUPPLEMENTAL & FAM LY

8:04: 44 AM
CHAI R DAVI S announced consi derati on of HB 109.

8:04:57 AM

KATI E KCESTER, Staff to Representative Seaton, presented the
sponsor statement. HB 109 addresses the problem of the Al aska
Comm ssi on on Postsecondary Education’s (ACPE) inability to sell
bonds to generate noney for student loans. It was brought to
Representati ve Seaton and the House Education Conmittee by D ane
Barrans, Director of ACPE

HB 109 requires that borrowers have good credit or a co-signer
with good credit to get an Al aska Student Loan, and it 1is
inmportant to note that this only applies to Al aska Student Loans
called Alternative Education Loans; it does not apply to
federally guaranteed | oans such as the Stafford Loan.
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Currently, a borrower can get an Al aska Student Loan just as
long as he or she does not have bad credit. This neans that a
borrower with no credit can still get a | oan.

8:05:49 AM
SENATOR OLSON j oi ned the neeti ng.

M5. KCESTER continued; if a borrower has no credit, investors in
the current fiscal climate are not willing to back the |oan.
Consequently, ACPE cannot use the loans as they are currently
structure as collateral to fund the program Wthout this
change, ACPE will either be forced to stop lending to Al aska
students or the state will have to directly fund the programto
the tune of $40 or $50 million in general fund dollars.

M5. KCESTER said HB 109 also changes the Fam |y Education Loan
(FEL), which allows a famly nenber to borrow on behalf of
another famly nenber. The rate is currently set in statute at 5
percent; this would give the Al aska Student Loan Conm ssion
(ASCL) the flexibility to set that rate according to the current
fiscal environment, not to exceed 8.25 percent.

She advised that the commttee nenbers’ packets should contain a
sponsor statenent, fiscal note, sone bullet points that go into

nore detail, sone articles about how this problem is affecting
student | oan corporations across the state and expl anations of
the various loans that this bill will affect.

8:07: 30 AM

SENATOR HUGA NS said he was | ooking through the ACPE Quick Loan
Comparison charts included with her handouts and had a question
about the one showing the 2008-2009 interest rates wth
benefits. He pointed to footnote 3 on the annual percentage rate
for the Famly Education Loan, which shows a higher rate and
asked if she can explain the differences between the two rates.

M5. KOESTER said that the best person to describe the details of
this chart would be the executive director.

SENATOR HUGA NS t hanked her
8:.08:21 AM
SENATOR OLSON asked what pronpted Representative Seaton to bring

this legislation forward and if a |large nunber of students who
cannot finance their educations have been contacting his office.
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M5. KCESTER answered that M. Barrans contacted Representative
Seaton’s office to discuss her concern about keeping the
conmi ssi on runni ng.

SENATOR OLSON opined that this is nore of a preenptive strike
than a response to an i nmmedi ate situation.

M5. KOESTER said yes, but just barely; M. Barrans has been told
by a nunber of investors and potential investors that there is
no way they can back the comm ssion’s bonds. Students wll be
applying for loans soon, and the comm ssion can't accept new
appl i cations because of the current problem

8:09: 30 AM

CHAIR DAVIS recalled the recent |legislation passed by her
conm ttee which provided for the Departnent of Revenue to back
ACPE bonds; she asked Ms. Barrans exactly what this piece of
legislation will do for themfor the next school term

8:09: 55 AM

DI ANE  BARRANS, Executive Director, Al aska Commi ssion on
Post secondary Education, responded that student |oans have been
subject to the same kind of skepticism and concern that is
related to subprime nortgages, a residual effect on any asset
t hat doesn't have a particular credit standard applied to it. In
the past, the comm ssion has been able to use its |loans to back
bonds with the nodest credit criteria that have been in place
since 1998, but ACPE has been advised by potential bank partners
as well as rating agencies and insurers that the current | oans
will not be considered adequate collateral. One bank that they
had hoped to partner with indicated that, at best, they would
val ue these | oans at 50 percent of their face val ue.

Wth respect to Senator Davis’s question regarding the other
bill that was before the commttee, the comm ssion needs to do a
variety of things this year in order to finance |loans for the
2009/ 10 school vyear. There currently is not a market in which
they can issue bonds, regardless of the quality of their
collateral; the price of issuing bonds at this tinme would not
allow them to nake |lowcost loans. So the bill the conmittee
heard earlier is to allow interim financial support from the
State of Alaska working in partnership wth the Student Loan
Corporation. Even with that support, when they issue bonds in
the future, while the federally guaranteed student |oans can be
used as collateral because of the federal guaranty, these
alternative state loans could not be effectively used because of
the lack of credit quality.
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8:12: 37 AM
CHAIR DAVIS asked if the rate on the Famly Education Loans
woul d go up to 8.25 percent imedi ately.

M5. BARRANS answered no; they would expect it to be set at the
sanme rate they charge on the state alternative |oans, which is
7.3 percent. Wth that rate they offer sonme credit and benefits
that can drive the rate down |ower, depending on borrower
choi ces. For exanple, if students attend school in Al aska they
get a discount; if they are in repaynent and use an autonated
paynent method they can al so get a rate reduction.

8:13:39 AM

SENATOR HUGGE NS said, while the comrmittee is supportive of the
educational |oan program there is sonme risk to the state in the
present environnment. He asked if that is an accurate statenent.

MS. BARRANS asked if he neans there is sone risk based on the
changes represented by this bill.

SENATOR HUGA NS clarified that he is referring to the fact that
the state has agreed to back the | oans.

M5. BARRANS agreed that wunder the legislation the conmttee
heard previously, the state will bear sone ri sk.

SENATOR HUGGE NS observed that the state is providing financial
backing for a nunber of things, and that could present a
frightening scenario at sonme point in time if things don't turn
around.

8:14: 36 AM

VS. KCESTER thanked the conmmttee for taking up this
| egislation. She said that Representative Seaton is concerned
about the state placing any limtations on borrowers, but that
this is a needed change to Il ending for students in Al aska.

8:15: 08 AM
CHAI R DAVI S cl osed public testinony on HB 109.

SENATOR COLSON noved to report HB 109 from commttee wth
i ndi vidual recomrendations and attached fiscal note(s). There
bei ng no objection, the notion carri ed.

8:16:10 AM
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There being no further business to cone before the commttee,
Vice Chair Davis adjourned the neeting at 8:16 AM
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