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CLOSED SESSION 
 
Item 9. Executive Session 
 
 Mr. Davis introduced Mr. Stratford Shields with Morgan Stanley and Mr. David Narefsky a 
partner at Mayer Brown. Mr. Davis then briefed the Commission on the history between ISAC/IDAPP 
and the firm National Education stating that in 2002 IDAPP signed a combination of new and 
amendments of old loan servicing contracts extending for 10 years and were written to require very large 
early termination penalties to be paid by IDAPP. Mr. Davis indicated that soon after this was done the 
IDAPP employees who signed the contracts left the agency within weeks thereafter. Mr. Davis stated that 
the impact of these expensive long-term contracts have created a situation which is impossible for the 
agency to operate as a self-sustaining loan market participant and, over the last several years, IDAPP 
operations have been subsidized by relying on unreported portfolio equity. 
 
 In consultation with financial advisors, legal counsel and the Chairman, Mr. Davis stated that he 
has reached the conclusion that it is essential to end the burdensome relationship with National Education. 
Mr. Davis stated that the reason for closed session today was to discuss highly confidential sensitive 
pricing issues as well as legal issues with the Commissioners. 
 



 Mr. Davis indicated that there are three items to be brought to the Commission which are all 
intertwined, those being:  1) the agreement negotiated with National Education, 2) a proposed loan sale, 
and 3) a new financing facility. Mr. Davis expressed his gratitude for the performance of his senior staff 
Mr. John Sinsheimer, Ms. Kim Lee and Mr. Steve Dorfman in particular. He also commended the 
assistance received by outside financial advisor Morgan Stanley and Gardner Underwood Bacon, the legal 
counsel at Kutak Rock and the extraordinary job of negotiating and the advisement of David Narefsky at 
Mayer Brown. 
 
 Mr. Sinsheimer clarified that there are four reasons to restructure the capital side of ISAC: 1) 
profitability in the student loan industry has declined in the last five years and will continue to decline as 
Congress is proposing to reduce the support they provide to the student loan industry which will impact 
IDAPP’s profitability; 2) ISAC’s mission has changed to no longer lend money to students out of state 
and to focus on Illinois nexus in support of its mission to make college affordable to Illinois students; 3)  
to reduce the three bond indentures and five series of variable rate demand notes that have multiple issues 
all of which have created an accounting and system problem, and 4) to meet ISAC’s requirement to make 
payments for MAP and MAP+ for 2007 as directed by the State of Illinois legislature and that the only 
source of funds for this payment given the current financial structure is from the sale of assets. 
 
 Mr. Sinsheimer then outlined for the Commission that proposed National Education settlement 
agreement and the portfolio restructure.  He discussed that the goal of the restructure is to ultimately get 
down to one indenture and one outside credit facility. To get down to one indenture, ISAC will need to 
repay $2.1 billions of outstanding notes.  Of the $2.1 billion, approximately $1.3 billion will come from 
the sale of loans that will close later this month; approximately $300 million from the warehouse line with 
Bank of America and JPMorgan Chase, approximately $330 million from the CitiBank Alternative loan 
facility (currently before the Commission), and the balance from cash sitting in each of the indentures. 
 
 Mr. Sinsheimer then discussed the sale of loans currently being serviced by National Education 
which will leave approximately $300 - $400 million which will finance the commission for 
approximately 18 months. 
 
 Dr. Louderback expressed her concern that the members of the Commission are being asked to 
make decisions on information that is not being sent to them in a timely manner. Chairman McNeil 
indicated that the agreement with National Education was only reached the week prior to the meeting and 
felt it important to bring the agreement to the Commission for approval as soon as possible. He reminded 
the Commission that lengthy discussion and approval to proceed with the loan sale was done at a 
Commission meeting over a year earlier. 
 
 Mr. Shields then connected his associates, Barbara Thomas and Chris Simmons via phone from 
the Morgan Stanley Student Loan Group in New York. He then provided the Commissioners with a 
packet of background information. He indicated that Morgan Stanley has been compiling this information 
in conjunction with Gardner Underwood and Kutak Rock. He reviewed the 36 firms which have received 
portfolio sale bid packages, which ultimately was reduced down to two respondents to the sale. He also 
reviewed the make up of the schools which are represented in the loan portfolio and that a large 
percentage of them are for-profit schools in Florida.  
 
 Ms. Thomas then briefed the Commission on the bidding process for the sale of the loan portfolio 
currently being serviced by National Education and the background of the bidders. 
 
 Mr. Davis indicated that the portfolio sale is scheduled to close on July 30 and that there is 
indication that the Governor’s Office of Management and Budget will then sweep the funds from this 
sale, however, it is his focus to retain money to ensure MAP payment. Mr. Davis discussed the strategy 



behind the sales indicating that $48 million of loans in the portfolio do not have a federal guarantee. He 
stated that ISAC will retain approximately $330 million of the portfolio, which are all Illinois nexus loans 
and are a higher quality. 
 
 Mr. Sinsheimer then discussed with the Commission the bid process for the new $500 million, 
three year alternative loan financing facility. He explained that this new facility will be used to house the 
$330 million in alternative loans that are being retained by ISAC and the growth anticipated in the 
alternative loan program. 
 
 Continuing, Mr. Sinsheimer then referred to the National Education contract with IDAPP. He 
explained that the marketing relationship with National Education and IDAPP began in 1996 and 
expanded to a servicing relationship in 2002. 

 
 Mr. Dorfman explained to the Commission the details leading up to the decision to terminate the 
contract with National Education and introduced Mr. David Narefsky with Mayer Brown who has served 
as outside counsel. 
 
 Mr. Narefsky then briefed the Commission on the contracts that are the subject of the termination 
settlement with National Education. After discussion regarding the terms of the settlement agreement, Mr. 
Narefsky confirmed that his firm recommends acceptance of the agreement. 
 
 Mr. Davis informed the Commission that the IDAPP staff responsible for signing the National 
Education contract without the Executive Director’s signature in 2002 is no longer with the agency and he 
assured the Commission that under his administration all divisions of the agency are subject to the full 
range of procurement regulations. 
 
 Dr. Louderback MOVED THAT the Commission return to open session. Mr. Vaught seconded 
the motion, which was approved unanimously. The Commission returned to open session at 1:00 p.m. 
 
Respectfully submitted, 

 
Debora A. Calcara 
Secretary to the Commission 
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