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Senate

General Assembly File No. 549
Substitute Senate Bill No. 1074

January Session, 2007

Senate, April 23, 2007

The Committee on Finance, Revenue and Bonding reported
through SEN. DAILY of the 33rd Dist.,, Chairperson of the
Committee on the part of the Senate, that the substitute bill
ought to pass.

AN ACT CONCERNING THE CONNECTICUT HIGHER EDUCATION
SUPPLEMENTAL LOAN AUTHORITY.

Be it enacted by the Senate and House of Representatives in General
Assembly convened:

Section 1. Subsection (a) of section 10a-224 of the general statutes is
repealed and the following is substituted in lieu thereof (Effective July
1, 2007):

(a) There is created a body politic and corporate to be known as the
"Connecticut Higher Education Supplemental Loan Authority". The
authority is constituted a public instrumentality and political
subdivision of the state and the exercise by the authority of the powers
conferred by this chapter shall be deemed and held to be the
performance of an essential public and governmental function. The
powers of the authority shall be vested in and exercised by a board of
directors which shall consist of eight members, one of whom shall be
the State Treasurer, one of whom shall be the Secretary of the Office of

Policy and Management and one of whom shall be the Commissioner
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of Higher Education, each serving ex officio, and five of whom shall be
residents of the state appointed by the Governor, not more than three
of such appointed members to be members of the same political party.
Three of the appointed members shall be active or retired trustees,
directors, officers or employees of Connecticut institutions for higher
education. [, of whom not more than one shall be from a constituent
unit of the state system of higher education.] At least one of the
appointed members shall be a person having a favorable reputation for
skill, knowledge and experience in the higher education loan finance
field, and at least one of such appointed members shall be a person
having a favorable reputation for skill, knowledge and experience in
state and municipal finance, either as a partner, officer or employee of
an investment banking firm which originates and purchases state and
municipal securities, or as an officer or employee of an insurance
company or bank whose duties relate to the purchase of state and
municipal securities as an investment and to the management and
control of a state and municipal securities portfolio. Of the three
members first appointed who are trustees, directors, officers or
employees of Connecticut institutions for higher education, one shall
serve until July 1, 1986, one shall serve until July 1, 1987, and one shall
serve until July 1, 1988. Of the three remaining members first
appointed, one shall serve until July 1, 1983, one shall serve until July
1, 1984, and one shall serve until July 1, 1985. On or before the first day
of July, annually, the Governor shall appoint a member or members to
succeed those whose terms expire, each for a term of six years and
until his successor is appointed and has qualified. The Governor shall
fill any vacancy for the unexpired term. A member of the board shall
be eligible for reappointment. Any member of the board may be
removed by the Governor for misfeasance, malfeasance or wilful
neglect of duty. Each member of the board before entering upon his or
her duties shall take and subscribe the oath or affirmation required by
section 1 of article eleventh of the State Constitution. A record of each
such oath shall be filed in the office of the Secretary of the State. The
State Treasurer, the Secretary of the Office of Policy and Management

and the Commissioner of Higher Education may each designate a
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deputy or any staff member to represent him as a member at meetings

of the board with full power to act and vote on his behalf.

Sec. 2. Section 10a-225 of the general statutes is amended by adding
subsection (d) as follows (Effective July 1, 2007):

(NEW) (d) (1) The authority may develop and require the use of a
master promissory note for education loans. Each master promissory
note shall allow borrowers to receive, in addition to initial education
loans, additional education loans for the same or subsequent periods
of enrollment. Each master promissory note shall include a provision
stating that the note shall be governed by and construed pursuant to

the laws of the state of Connecticut.

(2) Notwithstanding any provision of the general statutes or any
regulation adopted pursuant to said statutes, each education loan
made under a master promissory note pursuant to this subsection may
be sold or assigned independently of any other education loan made
under the same master promissory note and each such loan shall be
separately enforceable on the basis of an original or copy of the master
promissory note in accordance with the terms of the master

promissory note.

(3) Notwithstanding any provision of the general statutes, each such
master promissory note shall be fully negotiable within the meaning
and for all purposes of title 42a, regardless of whether the form and
character of such master promissory note qualifies under the terms of

the provisions of title 42a.

(4) The authority may pledge all or any part of its interest in any
such master promissory note or the education loan evidenced by such
note as security for any issue of bonds or notes or any other
obligations. Such pledge shall be valid and binding from the time
when the pledge is made; the interest so pledged by the authority shall
immediately be subject to the lien of such pledge without any physical
delivery of the lien or further act, and the lien of any such pledge shall

be valid and binding against all parties having claims of any kind in
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tort, contract or otherwise against the authority or any participating
institution for higher education, irrespective of whether such parties
have notice of the lien. Such lien shall have priority over all other liens,
including, without limitation, the lien of any person who in the
ordinary course of business furnishes services or materials to the
authority. Notwithstanding the provisions of title 42a, neither the bond
resolution nor any financing statement, continuation statement or
other instrument by which a pledge or security interest is created or by
which the authority's interest in such master promissory notes is
assigned need be filed in any public records in order to perfect the
security interest or lien thereof as against third parties. Any outright
sale by the authority of any education loan evidenced by such a master
promissory note shall be effective and perfected automatically upon
attachment as defined in title 42a.

Sec. 3. Section 10a-230 of the general statutes is repealed and the
following is substituted in lieu thereof (Effective July 1, 2007):

(@) The authority may from time to time issue revenue bonds for
any corporate purpose and all such revenue bonds, notes, bond
anticipation notes or other obligations of the authority issued pursuant
to this chapter shall be and are hereby declared to be negotiable for all
purposes notwithstanding their payment from a limited source and
without regard to any other law or laws. In anticipation of the sale of
such revenue bonds, the authority may issue negotiable bond
anticipation notes and may renew the same from time to time, but the
maximum maturity of any such note, including renewals [thereof,] of
such notes shall not exceed five years from the date of issue of the
original note. Such notes shall be paid from any revenues of the
authority available therefor and not otherwise pledged, or from the
proceeds of sale of the revenue bonds of the authority in anticipation
of which they were issued. The notes shall be issued in the same
manner as the revenue bonds. Such notes and the resolution or
resolutions authorizing the same may contain any provisions,
conditions or limitations which a bond resolution of the authority may
contain.
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(b) The revenue bonds and notes of every issue shall be payable
solely out of the revenues of the authority pertaining to the program
relating to such bonds or notes including principal and interest on
authority loans and education loans, and any other revenues derived
from or in connection with any other authority loans and education
loans, payments by participating institutions for higher education,
banks, guarantors, insurance companies or others pursuant to letters of
credit or purchase agreements, investment earnings from funds or
accounts maintained pursuant to the bond resolution, insurance
proceeds, loan funding deposits, proceeds of sales of education loans,
proceeds of refunding bonds and fees, charges and other revenues,
funds and other assets of the authority but subject only to any
agreements with the holders of particular revenue bonds or notes
pledging any particular revenues and subject to any agreements with

any participating institution for higher education.

(c) The revenue bonds or notes may be issued as serial bonds or
notes or as term bonds or notes, or the authority, in its discretion, may
issue bonds or notes of both types. The revenue bonds or notes shall be
authorized by resolution of the members of the board of directors of
the authority and shall bear such date or dates, mature at such time or
times, not exceeding the year following the last year in which the final
payments in an education loan series portfolio are due, or thirty years
from the date of issuance, whichever is sooner, from their respective
dates, bear interest at such rate or rates, payable at such time or times,
be in such denominations, be in such form either coupon or registered,
carry such registration or conversion privileges, be executed with
manual or facsimile signatures in such manner, be payable in lawful
money of the United States at such place or places, and be subject to
such terms of redemption, as such resolution or resolutions may
provide. Such resolution or resolutions may delegate to the executive
director, assistant executive director or any member of the board of
directors of the authority, or any combination of them, the power to
determine any of the matters set forth in this section and the power to
award the bonds to a purchaser or purchasers at public sale or to

negotiate a sale to a purchaser or purchasers. The revenue bonds or
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notes may be sold for such price or prices as the authority shall
determine. Pending preparation of the definitive bonds, the authority
may issue interim receipts or certificates which shall be exchanged for

such definitive bonds.

(d) Any resolution or resolutions authorizing any revenue bonds or
any issue of revenue bonds may contain provisions, which shall be a
part of the contract with the holders of the revenue bonds to be
authorized, as to: (1) Pledging all or any part of the revenues, funds or
other assets of the authority, including, but not limited to, the
authority loans and education loans to secure such bonds or notes; (2)
pledging all or any part of the revenues paid to the authority by any
guarantor or insurance company; (3) pledging any revenue-producing
contract or contracts made by the authority with any individual,
partnership, corporation or association or other body, public or
private, or any federally guaranteed security and moneys received or
receivable therefrom whether such security is acquired by the
authority or a participating institution for higher education to secure
the payment of the revenue bonds or notes or of any particular issue of
revenue bonds or notes, subject to such agreements with bondholders
or noteholders as may then exist; (4) the fees and other amounts to be
charged, and the sums to be raised in each year thereby, and the use,
investment and disposition of such sums; (5) the establishment and
setting aside of reserves or sinking funds, the setting aside of loan
funding deposits, capitalized interest accounts, and cost of issuance
accounts, and the regulation and disposition thereof; (6) limitations on
the use of the education loans; (7) limitations on the purpose to which
the proceeds of the sale of any issue of revenue bonds or notes then or
thereafter to be issued may be applied, including as authorized
purposes, all costs and expenses necessary or incidental to the issuance
of bonds, to the acquisition of or commitment to acquire any federally
guaranteed security and pledging such proceeds to secure the
payment of the revenue bonds, notes or any issue of the revenue bonds
or notes; (8) limitations on the issuance of additional bonds or notes,
the terms upon which additional bonds or notes may be issued and

secured and the terms on which additional bonds or notes rank on a
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parity with, or be subordinate or superior to, other bonds or notes; (9)
the refunding of outstanding bonds or notes; (10) the procedure, if any,
by which the terms of any contract with bondholders or noteholders
may be amended or abrogated, the amount of bonds or notes the
holders of which must consent thereto, and the manner in which such
consent may be given; (11) limitations on the amount of moneys
derived from the educational program to be expended for operating,
administrative or other expenses of the authority; (12) defining the acts
or omissions to act which shall constitute a default in the duties of the
authority to holders of its obligations and providing the rights and
remedies of such holders in the event of default; (13) the duties,
obligations and liabilities of any trustee or paying agent; (14)
providing for guarantees, pledges of endowments, letters of credit,
property or other security for the benefit of the holders of such bonds
or notes; and (15) any other matters relating to the bonds or notes

which the authority deems desirable.

(e) Subiject to the approval of the State Treasurer or the Treasurer's

deputy appointed pursuant to section 3-12, required under subsection

(b) of section 1-124, in connection with, or incidental to:

(1) The issuance or carrying of bonds, notes or other obligations of

the authority, or the acquisition or carrying of any investment or

program of investment, the authority may enter into any contract

which the authority determines to be necessary or appropriate to place

the obligation or investment of the authority, as represented by the

bonds, notes or other obligations, investment or program of

investment and the contract or contracts, in whole or in part, on the

interest rate, cash flow or other basis desired by the authority,

including, without limitation, contracts commonly known as interest

rate swap agreements, forward payment conversion agreements,

futures or contracts providing for payments based on levels of, or

changes in, interest rates, stock or other indices, or contracts to

exchange cash flows or a series of payments, or contracts, including,

without limitation, interest rate floors or caps, options, puts or calls to

hedge payment, rate, spread or similar exposure or contracts for the
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purchase of option rights with respect to the mandatory tender for

purchase of bonds, notes or other obligations of the authority, which

are subject to mandatory tender or redemption, including the issuance

of certificates evidencing the right of the owner to exercise such option

rights. Such contracts or agreements may also be entered into by the

authority in connection with, or incidental to, entering into or

maintaining any agreement which secures its bonds, notes or other

obligations, subject to the terms and conditions of the agreement

respecting outstanding obligations. In entering into any such contract

or agreement, the authority shall give due consideration to the

creditworthiness of the counter party or counter parties, including any

rating by a nationally recognized rating agency, the impact on any

rating on outstanding bonds or notes of the authority or any other

criteria as the authority may deem appropriate, provided the

unsecured long-term obligations of the counter party are rated the

same or higher than the underlying rating of the authority on the

applicable bonds or notes by at least one nationally recognized rating

agency. For purposes of this subsection, counter party includes any

party providing an unconditional guaranty of the obligations of the

counter party under such contract or agreement; and

(2) The issuance or carrying of bonds, notes or other obligations or

entering into any of the contracts or agreements referred to in

subdivision (1) of this subsection, the authority may enter into credit

enhancement or liquidity agreements, with payment, interest rate,

security, default, remedy and other terms and conditions as the

authority determines, and the authority may pledge all of any part of

the collateral that secures the applicable bonds or notes, to the

authority's payment obligations under any contract or agreement

entered into pursuant to this subsection. The authority's obligations

under any contract or agreement entered into pursuant to this

subsection mav be enforced as provided in section 10a-235.

[(e)] (f) Neither the members of the board of directors of the
authority nor any person executing the revenue bonds or notes shall be

liable personally on the revenue bonds or notes or be subject to any
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personal liability or accountability by reason of the issuance thereof.

[(f)] (g) The authority shall have power out of any funds available
therefor to purchase its bonds or notes. The authority may hold,
pledge, cancel or resell such bonds or notes subject to and in

accordance with the agreements with bondholders.

Sec. 4. Subsection (b) of section 12-742 of the general statutes is
repealed and the following is substituted in lieu thereof (Effective July
1, 2007):

(b) (1) In cases where any person or entity is due a refund of state
income taxes, and that same person is in default of a student loan
made or guaranteed by the Connecticut Student Loan Foundation or
the Connecticut Higher Education Supplemental Loan Authority, the

Connecticut Student Loan Foundation or the Connecticut Higher

Education Supplemental Loan Authority, as appropriate, shall notify
the Commissioner of Administrative Services of such default. The
Commissioner of Revenue Services, upon notification by the
Commissioner of Administrative Services, shall withhold the payment
of said refund to such person to the extent of such default, provided
the Commissioner of Revenue Services shall notify such person in
default that he or she has the right to a hearing before an officer
designated by the Commissioner of Administrative Services if he or
she contests the wvalidity or amount of the Commissioner of
Administrative Services' claim. If the person in default fails to apply in
writing to the Commissioner of Administrative Services for a hearing
within sixty days of the issuance of notice of withholding, the
Commissioner of Revenue Services shall remit the amount of the
withheld refund to the Commissioner of Administrative Services, who
in turn shall remit the amount of such withheld refund to the

Connecticut Student Loan Foundation or the Connecticut Higher

Education Supplemental Loan Authority, as appropriate. If the person

in default elects an administrative hearing within this time, the
Commissioner of Revenue Services shall remit the amount of the

withheld refund in accordance with any decisions of the hearing

sSB1074 / File No. 549 9
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officer or the court upon an appeal of the hearing officer's decision. If a
person in default also owes a debt or obligation described in
subsection (a) of this section, the refund shall be applied against such
debt or obligation before being credited against the amount of the
default.

(2) The Commissioner of Revenue Services, the Commissioner of
Administrative Services, [and] the president of the Connecticut

Student Loan Foundation or the executive director of the Connecticut

Higher Education Supplemental Loan Authority, as appropriate, on

behalf of such corporation, shall enter into an agreement for the
crediting of income tax refunds against the amount a taxpayer is in
default of a loan pursuant to subdivision (1) of this subsection. The
agreement shall include procedures for the Connecticut Student Loan

Foundation or the Connecticut Higher Education Supplemental Loan

Authority, as appropriate, to (A) notify the Commissioner of

Administrative Services of a default, and the amount of the default,
and (B) reimburse the Department of Administrative Services and the
Department of Revenue Services for any costs incurred by the

departments in carrying out the provisions of this subsection.

This act shall take effect as follows and shall amend the following
sections:

Section 1 July 1, 2007 10a-224(a)

Sec. 2 July 1, 2007 10a-225

Sec. 3 July 1, 2007 10a-230

Sec. 4 July 1, 2007 12-742(b)

HED Joint Favorable Subst. C/R FIN
FIN Joint Favorable

sSB1074 / File No. 549 10
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The following fiscal impact statement and bill analysis are prepared for the benefit of members of the
General Assembly, solely for the purpose of information, summarization, and explanation, and do not

represent the intent of the General Assembly or either chamber thereof for any purpose:

—
OFA Fiscal Note

State Impact:

Agency Affected Fund-Effect FY 08 $ FY 09 $
Department of Administrative GF - Cost Less than Less than
Services $40,000 $40,000
Department of Revenue Services | GF - Cost Minimal None

Note: GF=General Fund
Municipal Impact: None

Explanation

This bill makes several changes to the Connecticut Higher
Education Supplemental Loan Authority’s (CHESLA) operations and
authority. The bill requires CHESLA to notify the Department of
Administrative Services (DAS) when a person or entity entitled to a
state income tax refund is in default of a CHESLA-made or -
guaranteed student loan. It requires the Department of Revenue
Services (DRS) to withhold the defaulter’s state income tax refund up
to the default amount when notified by DAS. DRS must notify the
taxpayer that he has a right to a hearing before an officer designated by
DAS if he contests the validity or amount of the DAS claim.

DAS will need a part-time position, with an estimated salary of less
than $40,000, to conduct defaulted student loan hearings.

The bill is expected to resultin a minimal one-time cost to DRS to
modify their Integrated Tax Administration System (ITAS) to
match individuals that have defaulted on a student loan made or
guaranteed by CHESLA and are due a tax refund.

The Out Years

sSB1074 / File No. 549 11
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The DRS cost is a one-time cost, the DAS cost would continue into

the future subject to inflation.
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OLR Bill Analysis
sSB 1074

AN ACT CONCERNING THE CONNECTICUT HIGHER EDUCATION
SUPPLEMENTAL LOAN AUTHORITY.

SUMMARY:

This bill makes several changes to the Connecticut Higher
Education Supplemental Loan Authority’s (CHESLA) operations and
authority. It requires the state to withhold the state income tax refund
of any taxpayer who has defaulted on a CHESLA-made or -guaranteed
student loan. The bill permits the authority, with approval of the state
treasurer, or the treasurer’s deputy, to enter into interest rate swap
agreements and credit enhancement or liquidity agreements in
connection with its debt obligations. It allows CHESLA to develop
and require the use of master promissory notes for education loans.
And it allows more than one of the three members of CHESLA’s board
of directors representing Connecticut higher education institutions to

be from a public higher education institution.
EFFECTIVE DATE: July 1, 2007

§ 4 — WITHHOLDING INCOME TAX REFUNDS
The bill requires CHESLA to notify the Department of

Administrative Services (DAS) commissioner when a person or entity
entitled to a state income tax refund is in default of a CHESLA-made
or -guaranteed student loan. It requires the Department of Revenue
Services (DRS) commissioner to withhold the defaulter’s state income
tax refund up to the default amount when notified by the DAS
commissioner. The DRS commissioner must notify the taxpayer that
he or she has a right to a hearing before an officer designated by the
DAS commissioner if he or she contests the validity or amount of the

DAS commissioner’s claim. Unless the person asks for a hearing

sSB1074 / File No. 549 13
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within 60 days after the DRS commissioner issues the withholding
notice, the commissioner must send the withheld money to the DAS
commissioner who must, in turn, send it to CHESLA. If the defaulter
requests a hearing, the DRS commissioner must remit the tax refund
according to the hearing officer’s decision or, if the decision is

appealed to court, according to the court decision.

Any debts the taxpayer owes to the state take priority over the
defaulted student loans, and tax refunds must be credited first against
such debts.

The bill requires the commissioners and CHESLA’s executive
director to make an agreement to credit income tax refunds against a
taxpayer’s defaulted student loans. The agreement must include
procedures for CHESLA to notify the DAS commissioner of defaults
and the default amounts and to reimburse DRS and DAS for their

administrative costs in carrying out the bill.

§ 3 — INTEREST RATE SWAP, CREDIT ENHANCEMENT, AND
LIQUIDITY AGREEMENTS

The bill allows CHESLA, with the approval of the state treasurer or
the treasurer’s deputy, to enter into arrangements to manage interest
rate and cash flow fluctuations in connection with issuing, carrying, or
securing its bonds or notes and allows CHESLA to enter into credit
enhancement or liquidity agreements in connection with those
arrangements. Under the bill, such arrangements can include interest
rate swap agreements, futures contracts, interest rate floors or caps,

options, puts, or calls.
The bill:

1. requires CHESLA, in selecting the other parties, to consider (a)
the party's ability to meet its obligations, including its ratings by
nationally recognized rating agencies, (b) the agreement’s impact
on the ratings of any of the authority’s outstanding bonds or

notes, and (c) any other criteria it considers appropriate;
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2. requires the other party's unsecured long-term debt to be rated
the same or higher than CHESLA’s by at least one nationally

recognized rating agency;

3. allows CHESLA to pledge all or any part of the collateral
securing its debt obligations to secure its payment obligations

under an interest rate swap agreement;

4. authorizes CHESLA to enter into credit enhancements or
liquidity agreements containing whatever payment, interest rate,
security, default, remedy or other terms and conditions CHESLA

thinks appropriate; and

5. allows those holding the agreements to bring suits, actions, or
other proceedings to enforce their rights under law and compel
CHESLA to perform its duties.

§ 2 — MASTER PROMISSORY NOTES

Currently, CHESLA issues a separate promissory note for each
education loan. The bill allows CHESLA to issue a master promissory
note to cover all of one borrower’s education loans for the same or
subsequent periods of enrollment. The note must include a provision
stating that it is governed by and construed pursuant to Connecticut

law.

Regardless of existing law or regulations, each loan made under a
master promissory note (1) may be sold or assigned independently of
any other loan made under the same note and (2) is separately
enforceable, according to the note’s terms, based on an original or copy
of the note. Each note is fully negotiable within the meaning and
purposes of the Uniform Commercial Code (UCC), regardless of the

code’s requirements.

The bill allows CHESLA to pledge all or any part of its interest in its
master promissory notes, or the loans covered by the notes, to secure
its debt obligations. Any pledge CHESLA makes concerning these
master promissory notes is binding from the time it is made and the
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interest received on the notes is immediately subject to the pledge’s
lien without physical delivery of the money. It is binding on all parties
with any claim against CHESLA or any participating higher education
institutions and has priority over all other liens, including those of
people who do business with CHESLA. Regardless of UCC
requirements, the lien need not be recorded or filed. CHESLA's sale of
any loan covered by a master promissory note is automatically
effective and perfected upon attachment.

COMMITTEE ACTION

Higher Education and Employment Advancement Committee

Joint Favorable Substitute Change of Reference
Yea 19 Nay 0 (02/22/2007)

Finance, Revenue and Bonding Committee

Joint Favorable
Yea 51 Nay 0 (04/10/2007)
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