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MAINE EDUCATIONAL LOAN AUTHORITY 

Program Evaluation Report 

I. Executive Summary 

Pursuant to the Government Evaluation Act, Title 3 of the Maine Revised Statues, Chapter 
35, the Maine Educational Loan Authority (MELA) has prepared this Program Evaluation 
Report for the Joint Standing Committee on Education and Cultural Affairs. The report, a 
self-assessment by MELA, addresses the required content areas outlined in the Act. 

MELA is a quasi-governmental agency that was created and established by Maine 
legislation in 1988 to assist students and their families in achieving their higher education 
goals by providing a supplemental or alternative student loan program. The Maine Loan®, 
MELA' s primary student loan product, exists to bridge the gap between the full cost of 
undergraduate and graduate higher education and other traditional financial aid resources 
such as scholarships, grants and the Federal education loan programs. The other student 
loan product offered by MELA is The Maine Medical Loansm. This medical education 
loan is available to assist students in financing their education for a broad spectrum of 
medical degree programs. 

The Maine Loan and The Maine Medical Loan are available to students and their families 
based on the credit-worthiness of the applicant(s). Bonowers must be Maine residents 
attending eligible higher education institutions in the United States or Canada or out-of­
state residents attending eligible Maine colleges and universities. Key features of MELA 's 
loan program include: a fixed interest rate offered to all approved borrowers, regardless of 
credit history or if there are co-borrowers; no annual or aggregate borrowing limits; a range 
of repayment terms up to fifteen (15) years, depending on the amount borrowed; and high 
quality customer service located in Maine. 

Since 1988, MELA has disbursed student loans totaling over $272 million dollars. The 
trend over the years reveals that approximately 60% of MELA funds are disbursed to 
students attending Maine public and private colleges and universities. 

The State of Maine's public policy decision to provide MELA with an allocation of the 
state ceiling on private activity bonds enables MELA to perform an essential public 
function by and on behalf of the State by providing a supplemental or alternative student 
loan program. All MELA loans are funded with the proceeds from tax-exempt bonds or 
obligations, and no State monies are allocated to fund the program. 

Given the escalating costs of higher education coupled with the declining purchasing 
power of federal and state grants, Maine students continue to rely on supplemental or 
alternative loans to meet their educational funding gap. By providing an overall low cost 
alternative education loan program, MELA serves as a key partner with the State of Maine 
in making a college education more accessible and affordable for its residents. 
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II. Introduction and Background Information 

The Maine Educational Loan Authority (MELA) is a quasi-governmental agency that was 
created and established by Maine legislation in 1988 to assist students and their families in 
achieving their higher education goals by providing a supplemental or alternative student 
loan program. A supplemental or alternative student loan is designed primarily to help 
students and their families pay for educational expenses that exceed other available 
financial aid resources such as scholarships, grants, and the Federal education loan 
programs. 

MELA functions as an administratively independent authority within the cunent 
organizational structure of State government, and receives no appropriation from the 
Legislature for its operation. MELA is governed by a seven-member board appointed by 
the Governor and confirmed by the Legislature, except for the State Treasurer who serves 
as an ex-officio member. Under the broad guidance of the MELA Board, a full-time 
Executive Director organizes and coordinates the activities of the Authority. 

MELA's supplemental student loan program cunently consists of The Maine Loan® and 
The Maine Medical Loansm. The Maine Loan, MELA's primary student loan product, 
allows bonowers to bon·ow up to the full cost of an undergraduate or graduate education 
less other fmancial aid. This loan is available to eligible Maine residents attending 
approved schools in the United States and Canada, and out-of-state residents attending 
approved schools in Maine. In 1998, MELA introduced The Maine Medical Loan to assist 
Maine students pursuing a Doctor of Medicine (MD) or Doctor of Osteopathic Medicine 
(DO) degree. The scope of The Maine Medical Loan was expanded in 2002 to include 
other degrees in addition to the MD and DO such as dentistry, optometry, chiropractic, and 
veterinary medicine. The Maine Medical Loan allows bonowers to bonow up to the full 
cost of a medical degree less other fmancial aid. This loan is available to eligible Maine 
residents attending approved medical schools in the United States and Canada, and out-of­
state residents attending approved medical schools in Maine. MELA loans are approved 
based on the creditworthiness of the applicants consistent with MELA's program rules. 

The MELA Private Consolidation Loansm was offered from 2006 to 2008, allowing 
bonowers with qualifying alternative education loans to consolidate these loans. Due to 
the difficulties in the capital markets and challenges securing funding, MELA made the 
decision to suspend this loan program in 2008. MELA may decide to offer a consolidation 
loan product at some point in the future. 

All MELA loans are funded with the proceeds from tax-exempt bonds or obligations, and 
no State monies are allocated to fund the program. MELA secured its initial funds through 
a $35 million tax-exempt bond issue in July of 1988. In May of 1992, MELA refunded its 
initial offering and issued $60 million worth of tax-exempt bonds. An additional $12.5 
million, $10 million, $14 million, and $10 million of tax-exempt bonds were issued in June 
of 1996, July of 1997, January of 1999, and September of2000, respectively. In November 
of2002, MELA issued a $26,925,000 bond, which included $10 million ofnew money and 
$16,925,000 to refund the 1992 bond issue. An additional $30 million and $50 million of 
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tax-exempt bonds were issued in May of 2005 and February of 2007, respectively. In May 
of 2009, MELA issued a $210 million bond, which included $152,250,000 to refund prior 
tax-exempt obligations of the Authority. An additional $15,460,000 of tax-exempt bonds 
were issued in July of2010. 

MELA currently has $166,875,000 in student loan revenue and refunding bonds 
outstanding under a 2009 Indenture of Trust and a 2010 supplemental indenture. In lieu of 
a 2011 bond issue, recycling payments received on loans funded with the 2009 bond 
proceeds are being used to fund new loans for the 2011-2012 academic year. All of 
MELA's bond issues are insured by Assured Guaranty Corporation and carry the moral 
obligation backing ofthe State of Maine. 

There are two primary contractual relationships MELA has at the present time for the 
administration of its programs and services. MELA contracts with Maine Education 
Services (MES) for personnel, administrative, and marketing services. MES, an 
independent, private non-profit corporation located in Portland, Maine, provides 
opportunities and resources for people to achieve higher education. In addition, MELA 
contracts with Nelnet, Inc. (Nelnet) for the servicing of all MELA loans since 1996. 
Nelnet, a publicly traded corporation based in Lincoln, Nebraska, is an integrated 
educational finance organization offering services in student loan origination and 
servicing, secondary market services, and guarantor servicing support. Firstmark Services, 
LLC (Firstmark), assumed loan servicing responsibilities from Nelnet under a subcontract 
arrangement in 2005. Firstmark, a wholly-owned subsidiary ofNelnet, specializes in the 
servicing of altemative education loans with offices in Woodbury, Minnesota and Lincoln, 
Nebraska. Firstmark cmrently services MELA alternative student loans totaling 
approximately $143 million, representing the majority of MELA's outstanding loan 
portfolio. In addition, there is approximately $300,000 of MELA alternative student loans, 
originated prior to June 1996, being serviced by AES Services via a life of loan agreement. 

In summary, MELA's alternative student loan program has been an important safety net 
for many Maine students and their families in meeting the full cost of higher education. 
Since 1988, MELA has disbursed student loans totaling over $272 million dollars. 
MELA' s student loan program will remain an important financial aid resource for Maine 
students and families. 

III. Enabling or Authorizing Law, Including Any Federal Mandates 

The Maine Educational Loan Authority (MELA) is a quasi-governmental agency that was 
created and established by Maine legislation, "An Act to Create the Maine Educational 
Loan Authority," in April of 1988 (20-A M.R.S.A., Section 11414). MELA was created to 
provide a supplemental or alternative education loan program for students and their 
families to enable them to borrow beyond the loan limits established for the Federal 
education loan programs. Based on credit-worthiness versus financial need, MELA's loan 
program exists to bridge the gap between the full cost of a higher education and traditional 
financial aid resources. 

3 



IV. Comparison of Agency-Relevant Federal Laws/Rules and State Laws/ 
Agencv Rules 

The agency-relevant Federal and State laws for the Maine Educational Loan Authority 
(MELA), a provider of supplemental education loans, are primarily consumer protection 
related. The majority of the agency-relevant Federal laws can be found under the Federal 
Consumer Credit Protection Act (U.S.C. Title 15, Chapter 41), while the majority of the 
agency-relevant State laws can be found under the Maine Consumer Credit Code (Title 9-
A), Commerce and Trade (Title 1 0), and Professions and Occupations (Title 32). The 
consumer protected rights are similar at the Maine State and Federal levels, with the 
Federal laws typically being more stringent. In addition to the general consumer 
protection laws, Federal laws also include additional specific regulations in regard to non­
federal student loans. MELA ensures compliance with both Federal and State agency­
relevant laws. 

A comparison of agency-related Federal laws with comparable State laws follows. 

Federal Laws 

~ Federal Consumer Credit Protection Act (U.S.C. Title 15, Chapter 41): 
o Equal Credit Opportunity Act (Sec. 1691, commonly referred to as 

Regulation B) 
o Truth in Lending Act (Title I, commonly referred to as Regulation Z) 
o Fair Credit Reporting Act (FCRA), as amended by the Fair and Accurate 

Credit Transaction Act (FACTA) (Sec. 1681) 
o Fair Debt Collection Practices Act (Sec. 1692) 

~ Federal Electronic Signatures in Global and National Commerce Act (U.S.C. Title 
15, Chapter 96, commonly referred to as theE-Sign Act) 

State Laws 

~ Administrative Procedures and Services (M.R.S. Title 5) 
o A Fair Credit Extension, Human Rights Act (Chapter 337, Subchapter 5-A) 

~ Maine Consumer Credit Code (M.R.S. Title 9-A) 
o Truth In Lending (Article 8) 

~ Commerce and Trade (M.R.S. Title 10) 
o Fair Credit Repm1ing Act (Chapter 210) 
o Notice of Risk to Personal Data (Chapter 210-B) 
o Maine Digital Signature Act (Chapter 1053) 

~ Professions and Occupations (M.R.S. Title 32) 
o Maine Fair Debt Collection Practices Act (Chapter 1 09-A) 
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V. A Detailed Performance Assessment of Each Program Administered by 
the Agency 

The Maine Educational Loan Authority's (MELA) supplemental student loan program 
consists of The Maine Loan and The Maine Medical Loan. Following is a description of 
each of these loan programs. 

The Maine Loan, developed and implemented in 1988, is a supplemental or alternative 
education loan program that allows borrowers to bonow up to the full cost of an 
undergraduate or graduate education less other financial aid. Students and their families 
are eligible for The Maine Loan based on their credit-wmihiness. This loan is available to 
Maine residents, 18 years of age and older, attending approved schools in the United States 
and Canada, and to out-of-state students attending approved schools in Maine. Present key 
attributes of The Maine Loan program include: 

• A fixed interest rate of 7. 75%, providing consistent monthly payments for the life 
of the loan 

• The same interest rate is offered to all approved borrowers, regardless of credit 
history or if there are co-borrowers 

• The option to defer principal while in school and during the six ( 6) month grace 
period after the student leaves school (interest payments are required) 

• A minimum loan amount of$1,000 
• No annual or aggregate borrowing limits 
• Maximum loan amount is the cost of education minus other financial aid 
• Up to three (3) disbursements per academic year 
• A range of repayment terms up to fifteen (15) years, depending on the amount 

bono wed 
• A six ( 6) month grace period 
• A guarantee fee of four (4%) percent is added to the principal balance at the time of 

loan disbursement 
• On-line application process including E-signature capability 
• Automated credit decisions 
• No pre-payment penalty 

In 1998, MELA introduced The Maine Medical Loan, a supplemental or alternative 
medical education loan program to assist students pursuing a Doctor of Medicine (MD) or 
Doctor of Osteopathic Medicine (DO) degree. In 2002, MELA expanded the scope of its 
medical loan to include other degrees in addition to the MD and DO such as dentistry, 
optometry, chiropractic, and veterinary medicine. This loan is available to Maine residents 
attending approved medical schools in the United States and Canada, and to out-of-state 
students attending approved medical schools in Maine. Students and their families are 
eligible for The Maine Medical Loan based on their credit-worthiness. Present key 
attributes of The Maine Medical Loan program include: 
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• A fixed interest rate of 7.75%, providing consistent monthly payments for the life 
ofthe loan 

• The same interest rate is offered to all approved bonowers, regardless of credit 
history or ifthere are co-bonowers 

• The option to defer both principal and interest while in school and up to four (4) 
years while in residency or intemship 

• A minimum loan amount of$1,000 
• No annual or aggregate bon·owing limits 
• Maximum loan amount is the cost of education minus other financial aid 
• Up to three (3) disbursements per academic year 
• A range of repayment terms up to fifteen (15) years, depending on the amount 

bon-owed 
• A six ( 6) month grace period 
• A guarantee fee of four (4%) percent is added to the principal balance at the time of 

loan disbursement 
• On-line application process including E-signature capability 
• Automated credit decisions 
• No pre-payment penalty 
• Interest is capitalized once at repayment or at the end of any forbearance/defennent 

MELA' s overarching goal and primary mission is to provide a supplemental or altemative 
education loan program for Maine students and their families funded with the proceeds 
fi·om the issuance of tax-exempt bonds or obligations. MELA's major priorities and key 
goals for its supplemental education loan program are listed below. 

1. To provide a high-quality, low cost supplemental education loan program for 
Maine students and their families that offers good economic value. 

2. To secure the continuity of funding to ensure the availability of funds to assist 
Maine students and their families with their supplemental education financing 
needs. 

3. To deliver exceptional, Maine based customer service to students, families, 
financial aid administrators, and others in the higher education community. 

4. To maintain a low average annual default rate, by using sound credit underwriting 
criteria. 

5. To establish and maintain strong relationships with Maine's financial aid 
administrators, members of the higher education community, high school guidance 
counselors, legislators, and other public officials. 

MELA has achieved its goals while faced with numerous extemal challenges coupled with 
tremendous change in the student loan industry in recent years. The most significant of 
these challenges are listed below. 

• The unprecedented turbulence in the capital markets and on-going liquidity crisis 
since late 2007 has resulted in few financing options for MELA and other student 
loan issuers to provide for a stable and economical form of funding. As a result of 
the inability to access capital, many student loan issuers have discontinued their 
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alternative education loan programs. Of those student loan providers remaining in 
the marketplace, several have significantly tightened their credit underwriting 
criteria and increased their interest rates for bonowers without stellar credit. 

• The enactment of the Higher Education Opportunity Act (HEOA) in 2008 which 
reauthorized the Higher Education Act of 1965 (HEA), as amended, made several 
changes to existing programs under the HEA, authorized new programs, and made 
changes to other laws. The most significant change impacting MELA was the new 
requirements governing prefened or recommended lender lists provided by 
institutions of higher education. Historically, MELA had been on prefened lender 
lists at Maine colleges and universities which resulted in financial aid 
administrators directly refening students and families to the Authority. 

• The Federal Family Education Loan Program (FFELP) was eliminated in 2010 
following the passage of the Health Care and Education Reconciliation Act. The 
FFELP program was a public-private partnership of private, non-profit, and state­
related lenders making Federal education loans to students and parents. Since July 
1, 2010, all new Federal education loans are provided through the William D. Ford 
Federal Direct Loan (Direct Loan) program. The loans are made through college 
and university financial aid offices with funds provided by the U.S. Department of 
Education. This change has resulted in many students and families choosing to 
apply for both Federal Stafford and PLUS loans through the Direct Loan program 
to simplify the financial aid process. The PLUS loan is often utilized as a 
supplemental education financing option for parents versus the alternative 
education loan for the gap between the full cost of higher education and traditional 
financial aid resources. 

• There are some national lenders cunently offering alternative education loans with 
a wide-range of interest rates tied to Prime or LIBOR. While Prime and LIBOR 
rates have been historically low in recent years, these rates fluctuate with market 
conditions and some lenders adjust their interest rates monthly or quatierly. 
Although some of these national lenders offer low starting interest rates to the most 
credit-worthy bonowers, the range of variable interest rates cunently offered by 
other lenders is between 5.49% and 16.25%. 

• The prolonged economic conditions have resulted in fewer bonowers being eligible 
for alternative education loans due to their debit-to-income ratio and/or credit score. 

MELA has worked diligently for over two decades to offer the lowest interest rates 
possible to bonowers. Due to the issuance of tax-exempt bonds or obligations, MELA has 
historically been able to offer interest rates below the average in the marketplace. In 
response to requests from bonowers wanting more stability with respect to their 
supplemental education financing costs coupled with the lack of availability of tax-exempt 
variable rate financing, MELA began offering fixed rate loans at 7.75% in August of2010. 
This interest rate compares favorably with the Federal PLUS loan with a fixed rate of 
7.90%. For MELA loans disbursed prior to August of 2010, the interest rate was variable. 
The average variable interest rate for The Maine Loan from 2000 to 2010 was 6.40%, 
which was lower than the average interest rates on most other alternative education loans 
and Federal PLUS loans during this time petiod. 
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There will be times when the interest rates for MELA's loan program are not the lowest 
rates available due mainly to volatile interest rate markets or when variable rate loans tied 
to indices like Prime or LIBOR are low. These situations have historically been shmt-term 
and over the life of the loan, average interest rates on MELA loans will be some of the 
lowest rates available in the country. 

MELA and most student loan providers in the country have historically funded the 
origination of their student loans through debt issuances in the capital markets in the form 
of Asset Back Securities (ABS). The volatility in the capital markets and continuing credit 
crisis due in large pmt to the high rate of defaults from sub-prime mortgages closed down 
the ABS markets in late 2007. This disruption in the capital markets resulted in investors 
moving away fi:om ABS to safer investments such as treasuries or money markets. Like 
many student loan providers, the interest rates on MELA's ABS reset based on auction 
results where investors bid on the securities based on the interest rate they are willing to 
accept. These securities are commonly refen·ed to as Auction Rate Securities (ARS). 
Lack of investor interest in ARS, resulted in the need for MELA and other student loan 
issuers to refinance their ARS into a different structure and issue new bonds in an alternate 
fmm more attractive to investors. 

MELA had planned to do a bond issue in the Spring of 2008, but was unable to do so due 
to the turbulence in the capital markets. In order to fund 2008-2009 academic year student 
loan disbursements, MELA secured interim financing in the fmm of a $20,000,000 million 
tax-exempt line of credit through TD Bank, N.A. The line, with a Janumy 2010 maturity 
date, was intended to be a short-term bridge until MELA could access the capital markets. 
The transaction took approximately five (5) months to complete and was the first student 
loan financing transaction for TD Banlc 

In late 2008, MELA was faced with significant challenges including the need to stabilize 
its capital structure and to secure funds for new education loans for the 2009-2010 
academic year and beyond. It was imperative for MELA to refmance $136,500,000 in 
ARS debt into a new structure as a more favorable mode of debt to investors. Also, it was 
necessary to refmance $15,750,000 outstanding from the $20,000,000 million revenue note 
with TD Banl( prior to the due date in January 2010. Finally, MELA needed to issue new 
student loan revenue bonds to ensure the continuity of funding for new student loans. 

MELA recognized that in order to have a successful bond issue in the Spring of 2009, the 
Authority would need additional credit enhancement in view of the prolonged difficult 
economic environment and capital market conditions. With this mind, MELA pursued 
and secured an increase from $50 million to $300 million in the State of Maine's moral 
obligation backing of the Authority's debt through emergency legislation submitted during 
the 124th First Regular Session of the Maine Legislature, L.D. 856 "An Act to Ensure the 
Availability of Supplemental Educational Loans." The final legislation included a 
termination date of June 30, 2011 for the Authority to issue student loan revenue bonds 
secured by a capital reserve fund. 
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In May of 2009, MELA issued a $210 million bond, which included $152,250,000 to 
refund prior tax-exempt obligations of the Authority. This bond issue enabled MELA to 
refinance both its ARS debt and the outstanding balance from the revenue note with TD 
Bank. The remaining amount provided MELA with funds for new student loans. 

From the time of MELA's 2009 legislation into 2010, the municipal bond market 
conditions remained very challenging. MELA issued an additional $15,460,000 million of 
tax-exempt bonds in July of 2010, in a transaction that took over six (6) months to 
complete. The State of Maine's moral obligation pledge continued to be a critically 
important fonn of credit enhancement, which was absolutely essential in the rating process 
and marketing of the bonds to investors. A significant feature ofMELA's 2010 bond issue 
was the moral obligation backing of the State of Maine. Although MELA structured a 
fmancially sound transaction, achieving the required ratings would not have been possible 
without the moral obligation. This bond issue provided funding for MELA to begin 
offering fixed interest rate loans. 

As MELA prepared to issue new bonds in the Spring of 2011, the Authority found it 
necessary to submit legislation to remove the sunset provision in order to continue to issue 
student loan revenue bonds with the moral obligation backing of the State of Maine after 
June 30, 2011. MELA's legislation submitted during the 125th First Regular Session of the 
Maine Legislature, L.D. 66 "An Act to Amend the Laws Governing the Capital Reserve 
Funds of the Maine Educational Loan Authority," was passed as emergency legislation. 
The fmal legislation reduced the cap from $300 million to $225 million in the State of 
Maine's moral obligation backing of the Authority's debt and extended the sunset 
provision from June 30, 2011 to June 30, 2017 for the Authority to issue student loan 
revenue bonds secured by a capital reserve fund. 

While L.D. 66 was pending, Governor Paul LePage announced that he would not approve 
the issuance of any tax-exempt bonds with the moral obligation backing of the State of 
Maine unless there had been voter approval of these bonds. There is a requirement under 
the Internal Revenue Code that the issuance of tax-exempt private activity bonds must be 
approved by the highest elected official of the jurisdiction in which the proceeds of the 
bonds will be used. MELA worked with several Legislators to secure Governor LePage's 
approval on a one-time basis for the Authority to issue bonds in the Spring until his 
proposed voter approval process for all bonds was in place. Governor LePage granted his 
approval in recognition of the immediate impact that his position regarding agency debt 
would have on Maine students and families seeking supplemental education financing for 
the 2011-2012 academic year. 

In lieu of a 2011 bond issue, recycling payments received on loans funded with the 2009 
bond proceeds are being used to fund new loans for the 2011-2012 academic year. MELA 
found that the pricing for a new bond issue was significantly higher than in 2010 due 
primarily to weaker bond markets and the expiration of the Alternative Minimum Tax 
holiday. The increased financing costs would have translated into a higher interest rate on 
MELA' s loans for Maine students and families. 
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As an alternative, MELA worked with its bond insurer Assured Guaranty Corporation to 
amend the Authority's existing Indenture of Trust to allow the use of recycling payments 
received on loans funded with the 2009 bond proceeds to fund new loans for the 2011-
2012 academic year. The approval to allow the use of recycling payments enables MELA 
to recycle these bond proceeds through March 31, 2012 or until the date that an aggregate 
of $15 million in new loans is disbursed, if sooner. This recycling option allows MELA to 
continue to offer Maine students and families the same 7. 75% fixed interest rate that was 
available during the 2010-2011 academic year. 

A hallmark of MELA's loan program is providing Maine based exceptional, personalized 
customer service to all borrowers and campus partners. Customer service representatives 
are well-trained and have significant industry experience. They are highly responsive to 
the needs of borrowers plus have a great deal of familiarity with the financial aid staff and 
procedures at Maine colleges and universities. 

In addition to providing high-quality customer service to borrowers throughout the loan 
application process, customer service representatives work closely with borrowers in 
repayment. A fmancial literacy program was implemented in early 2010 to address the 
specific needs of MELA borrowers who needed additional resources while in repayment. 
Customized, borrower-specific education on budgeting, alternative payment options, and 
the costs associated with pursuing various loan repayment plans are just a few of the topics 
covered during a no cost session offered to borrowers experiencing financial hardship. 

MELA's outstanding loan portfolio as of September 30, 2011 was approximately $143 
million, which represents 7,344 borrowers. MELA is a self-guaranty agency. All MELA 
borrowers are cun·ently assessed a four (4%) percent guarantee fee (percentage of loan 
amount), which is added to the loan balance at the time of disbursement. MELA's 
guarantee fee fund balance as of September 30, 2011 was approximately $4.5 million. The 
primary purpose of this fund is to cover outstanding principal and interest when MELA 
borrowers default on their loans. MELA's total cumulative default rate of 2.38% is 
reflective of a well-managed program with sound credit underwriting and due diligence 
processes in place. MELA's current annual default rate is 0.98%, which is low when 
compared with the industry standard for alternative education loans of 5.40%. 

MELA has established and maintained positive and strong relationship with Maine's 
financial aid administrators, members of the higher education community, high school 
guidance counselors, legislators, and other public officials. These relationships have been 
cultivated over the years through on-going communication and involvement including 
campus visits and COITespondence, participation in conferences such as those sponsored by 
the Maine Association of Student Financial Aid Administrators and Maine Counseling 
Association, meetings with legislators, and reports to legislative committees and other 
public officials. 

In summary, MELA has persevered to ensure the continued fulfillment of its mission of 
providing a supplemental student loan program for Maine students and families. Dming 
these difficult times, MELA's 23 years of experience in administering an alternative 
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student loan program in a specialized area of higher education finance has proven to be 
helpful in sustaining the program while faced with unique challenges and unprecedented 
economic conditions. 

VI. Organizational Structure, Position Count, Job Classes, Organizational Flow 
Chart 

The Maine Educational Loan Authority (MELA) is a quasi-governmental agency that was 
created and established by Maine legislation in April of 1988. MELA functions as an 
administratively independent authority within the current organizational structure of state 
government, and receives no appropriation from the Legislature for its operation. MELA 
is govemed by a seven-member board appointed by the Govemor and confi1med by the 
Legislature, except for the State Treasurer who serves as an ex-officio member. 

In October of 2001, MELA hired its first full-time Executive Director. Under the broad 
guidance of the Authority, the Executive Director organizes and coordinates the activities 
ofMELA. The Executive Director is MELA's only employee. This position is not part of 
the State's job classification system. 

VII. Compliance with Federal and State Safety and Health Laws 

The Maine Educational Loan Authority (MELA) is in full compliance with Federal and 
State safety and health laws, including the Americans with Disabilities Act, the Federal 
Occupational Safety and Health Act, affirmative action requirements, and workers' 
compensation. 

VIII. 10-Year Financial Summary 

The Maine Educational Loan Authority's (MELA) basic financial statements are audited 
on an annual basis by an independent ce1iified public accounting firm. In reviewing the 
fmancial statements, it is clear that the funds MELA has acquired with the proceeds from 
tax-exempt bonds or obligations are being solely utilized for its supplemental student loan 
program. Attachment A provides a ten (10) year summary ofMELA's financial history. 

The 2010 financial loss included on the attached summary was attributable to the negative 
carry on the reinvestment of the 2009 bond proceeds. As indicated in Section V. above, in 
2009 MELA needed to issue new bonds in order to refmance its existing Auction Rate 
Securities and a short-term line of credit as well as to provide funding for new loans for the 
2009-2010 academic year. Although MELA was successful in meeting these goals with 
the 2009 bond issue, the difficult market conditions at the time resulted in a bond yield 
significantly higher than that of any authorized investment vehicle. The proceeds from the 
2009 bond issue intended to fund new loans plus the additional payments received from 
bonowers on existing loans being invested at historically low reinvestment rates, created 
the negative cany during 2010. MELA began redeeming bonds with any unspent proceeds 
and additional loan repayments at the earliest permissible time, beginning in October 2010. 
Since these redemptions have occUlTed, the negative carry has been significantly reduced 
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and the cun·ent financial results are positive. The 2010 financial loss did not cause cash 
flow issues or require any reserve funds to be drawn upon to meet debt service 
requirements. 

IX. Regulatory Agenda and Summary of Rules Adopted 

The Maine Educational Loan Authority (MELA) prepares an annual regulatory agenda. 
Attachment B is a copy ofMELA's 2011-2012 Regulatory Agenda. In 2011-2012, MELA 
may or may not pursue the rule-making activities listed. 

Since MELA's 2003 Program Evaluation Report, no new rules have been adopted. 
Following is a summary of amendments to MELA's existing rules. 

Chapter 1: Supplemental Education Loan Program Rule (Program Rules)-Adopted in 1988 

Amended on December 27, 2003 
Summary: Amended the existing Program Rules to make rev1s10ns to the credit 
underwriting and loan approval decision process, minimum loan amounts, finance charges, 
and repayment terms for the Authority's loan programs. 

Amended on December 27,2005 
Summary: Amended the existing Program Rules to make substantial revisions to the loan 
consolidation guidelines, and minor revisions to the sections involving eligible students 
and borrowers, credit underwriting, loan amounts, finance charges, repayment te1ms, 
forbearance, and the medical loan program. 

Amended on June 25, 2008 (Emergency) 
Summary: Amended the existing Program Rules to make revisions to the eligible students 
and borrowers, credit underwriting, finance charges, and repayment terms of the 
Authority's loan programs. In addition, a revision was made to the aggregate balance for 
non-MELA loans consolidated under the consolidation loan program. 

The amended Program Rules were necessary due to the difficulties student loan lenders 
were experiencing in accessing capital which required the need to modify the credit criteria 
for making supplemental education loans. In order to ensure the continuity of the 
Authority's loan programs, MELA needed to make immediate changes to the terms of its 
loan programs prior to the disbmsing of funds for the 2008-2009 academic year. 

Amended on August 24, 2008 
Summary: MELA amended its Program Rules on an emergency basis as described above. 
Then, MELA immediately engaged in the regular rule-making process for these same 
changes. 

Amended on August 3, 2009 
Summary: Amended the existing Program Rules to revise the sections involving eligible 
students and borrowers and credit underwriting to clarify the definition of a co-signor for 
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The Maine Loan program and to revise the finance charges to reflect the guarantee fee 
assessed to borrowers would be added to the principal balance of the loan at the time of 
disbursement for The Medical Loan program. 

Amended on July 11, 2010 
Summary: Amended the Program Rules to make revisions to the eligible schools, finance 
charges, repayment terms, and forbearance sections for the Authority's loan programs. 
The rule amendment clarified the definition of eligible schools, provided increased 
flexibility to allow for future fixed interest rate loan programs, removed the loan 
repayment term tables to enable the Authority to modify the repayment terms for loans 
funded from the proceeds of future bond issuances to match the repayment schedule for the 
bonds, and allowed for an extended period of forbearance in certain extenuating 
circumstances. 

Chapter 2: Bylaws Governing the Administration of the Maine Educational Loan 
Authority-Adopted in 2001 

Amended on December 27,2003 
Summary: Amended MELA's Bylaws to include rules governing ad hoc or standing 
committees established by the Authority. 

X. Efforts to Coordinate with Other State and Federal Agencies in Achieving 
Program Objectives 

The Maine Educational Loan Authority (MELA) is the only quasi-governmental or 
governmental agency in the State of Maine offering a supplemental or alternative 
education loan program. Over the years, MELA has worked cooperatively with the 
Finance Authority of Maine on their medical education and College Goal Maine programs. 

MELA looks forward to working closely with other agencies in the future on projects, 
initiatives, and strategies to make a college education more accessible and affordable for 
Maine residents. 

MELA regularly consults with its counterparts primarily in the New England states to 
ensure best practices. These agencies include the Connecticut Higher Education 
Supplemental Loan Authority, Massachusetts Educational Financing Authority, and Rhode 
Island Student Loan Authority. 

There are no Federal agencies cunently offering supplemental or alternative education loan 
programs. 

XI. Identification of Constituencies Served, Noting Any Changes or Projected 
Changes 

The Maine Educational Loan Authority serves three (3) primary constituencies: students 
and their families, institutions of higher education, and legislators and other public 

13 



officials. It is not anticipated that there will be any future changes m MELA's 
constituencies. 

XII. Use of Alternative Deliverv Svstems, Including Privatization, in Meeting Goals 
and Objectives 

The Maine Educational Loan Authority (MELA) has one (1) employee, a full-time 
Executive Director, and has contractual agreements for administrative services and loan 
serv1cmg. MELA has found its minimal administrative structure coupled with the 
outsourcing of certain functions t<;> organizations with the necessary expertise has proven to 
be cost effective and efficient. These contracts are the result of a competitive bidding 
process. 

There are two primary contractual relationships MELA has at the present time for the 
administration of its programs and services. MELA contracts with Maine Education 
Services (MES) for personnel, administrative, and marketing services. MES, an 
independent, private non-profit corporation located in Portland, Maine, provides 
opportunities and resources for people to achieve higher education. The current 
administrative services agreement is for the period of October 1, 2009 to September 30, 
2014. In addition, MELA contracts with Nelnet, Inc. (Nelnet) for the servicing of all 
MELA loans since 1996. Nelnet, a publicly traded corporation based in Lincoln, 
Nebraska, is an integrated educational finance organization offering services in student 
loan origination and servicing, secondary market services, and guarantor servicing support. 
Firstrnark Services, LLC (Firstrnark), assumed loan servicing responsibilities from Nelnet 
under a subcontract anangement in 2005. Firstmark, a wholly-owned subsidiary ofNelnet, 
specializes in the servicing of alternative education loans with offices in Woodbury, 
Minnesota and Lincoln, Nebraska. Firstrnark cunently services MELA alternative student 
loans totaling approximately $143 million, representing the majority of MELA's 
outstanding loan portfolio. The current loan servicing agreement expires on April 30, 2012 
and MELA is in the process of issuing a Request for Proposals for Alternative Student 
Loan Servicing. In addition, there is approximately $300,000 of MELA alternative student 
loans, originated prior to June 1996, being serviced by AES Services via a life of loan 
agreement. 

XIII. Identification of Emerging Issues 

The Maine Educational Loan Authority (MELA) has identified a key emerging issue to be 
Governor Paul LePage's position with respect to the issuance of agency debt. Governor 
LePage has stated that he does not plan to approve the issuance of tax-exempt bonds with 
the moral obligation backing of the State of Maine unless there has been voter approval of 
these bonds at a statewide election. There is a requirement under the Internal Revenue 
Code that the issuance of tax-exempt private activity bonds must be approved by the 
highest elected official of the jurisdiction in which the proceeds of the bonds will be used. 

MELA believes that it should be exempt from the voter approval process since the 
Authority's bonds are moral versus general obligation bonds and do not carry the full faith 
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and credit pledge of the State. MELA's bonds are repaid from the revenue streams from 
the student loans issued with the bond proceeds and not from tax revenues. In MELA' s 23 
years of existence there has never been a call on the moral obligation pledge and no State 
funds have been used to replenish any capital reserve funds in connection with the 
Authority's debt. 

XIV. Policies on Managing Personal Information, Implementation of Information 
Technology, and Adherence to the Fair Information Practice Principles 

The Maine Educational Loan Authority (MELA) is in full compliance with the Gramm­
Leach-Bliley Act, "Red Flags" Rule, Maine State Notice of Risk to Personal Data Act, 
Maine Freedom of Access Act, the Fair Credit Rep01ting Act, Regulation P: Privacy of 
Consumer Financial Infonnation, Disposal Rule under the Fair Credit Reporting Act, and 
Electronic Signatures in Global and National Commerce Act in order to manage and 
protect personal infonnation and adhere to the fair infonnation practice principles. 

XV. Detailed Information on Paperwork Required to be Filed with the Agency by the 
Public and Paperwork Reduction Efforts 

The Maine Educational Loan Authority (MELA) has the statutory authority under 20-A 
M.R.S .A. § 11417 to exercise all powers of a .lender or creditor. The paperwork required to 
be filed with MELA relates to the loan application process and primarily includes an 
annual Application and Promissory Note with required disclosures. In order to reduce 
paperwork, MELA has an online application process where E-correspondence (including 
E-signature) is accepted for applicants over the age of 18. MELA accepts and processes 
paper applications from borrowers who prefer this method of submission. 

In addition to retaining a paper copy of the Application and Promissory Note, MELA 
collects an inlc signature on the Application Disclosure for any borrower who opts out of 
the E-correspondence option online. If a borrower is flagged for income verification, the 
information may be submitted by the borrower(s) electronically, by facsimile or via regular 
mail. Electronic copies are maintained on a secure server and all original paper is shredded 
upon completion of the loan origination process. 

Bonowers requesting forbearance due to financial hardship or other extenuating 
circumstances are required to provide a written request and attach income verification 
documents for review. Upon completion of the review process, the documents are scanned 
and forwarded to MELA's loan servicer for the bonowers' files. 

For identity theft prevention and "Red Flags" Rule adherence, there are times when a copy 
of a driver's license, Social Security Card or other identifying documents may be requested 
via paper. 
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:A'VI. Summarv 

The Maine Educational Loan Authority (MELA) was created and established to assist 
students and their families to achieve their higher education goals by providing a 
supplemental student loan program. Over the past 23 years, MELA has provided over $272 
million in student loan disbursements. 

The State of Maine's public policy decision to provide MELA with an allocation of the 
state ceiling on private activity bonds enables the Authority to perform an essential public 
function by and on behalf of the State by providing a supplemental or alternative student 
loan program. All MELA loans are funded with the proceeds from tax-exempt bonds or 
obligations, and no State monies are allocated to fund the program. As the State of Maine 
continues to work to increase the percentage of its residents possessing college degrees, 
MELA's student loan program will remain an impmiant financial aid resource for Maine 
students and families. 

MELA looks forward to continuing to fulfill its rmsswn of providing affordable 
supplemental education financing to assist Maine students and families in achieving their 
higher education goals. The prolonged difficult economic conditions have resulted in 
declining state revenues, weaker endowments for colleges and universities, declining home 
values and home equity, and a reduction in wealth while at the same time the cost of 
college attendance has continued to increase, all contiibuting to the need for supplemental 
or gap higher education fmancing. MELA considers it to be a p1ivilege to continue to 
partller with the State of Maine in making a college education more accessible and 
affordable for its residents. 
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Attachment B 

2011-2012 REGULATORY AGENDA 

AGENCY UMBRELLA-UNIT NUMBER: 94-434 

AGENCY NAME: Maine Educational Loan Authority 

CONTACT PERSON: Shirley M. Erickson, Executive Director, Maine Educational 
Loan Authority, 131 Presumpscot Street, Portland, Maine 
04103 Telephone: (207) 400-3011 or (207) 255-4063 

E-mail: serickson@,mela.net 

EMERGENCY RULES ADOPTED SINCE LAST REGULATORY AGENDA: None 

EXPECTED 2011-2012 RULE-MAKING ACTIVITY: 

1. Chapter 1: Supplemental Education Loan Program Rules 

STATUTORY BASIS: 20-A M.R.S.A. § 11417(1)(N), 10 M.R.S.A. § 363. 

PURPOSE: To amend the credit underwriting, finance charges, and repayment te1ms of 
supplemental education loans to participants in The Maine Loan®, The 
Maine Medical Loansm, and MELA Private Consolidation Loansm programs. 

SCHEDULE FOR ADOPTION: Approval for rule-making by MELA Board: October 
2011; Public Participation: January 2012; Adoption Date: April 2012. This 
rule-making activity may or may not be pursued. 

AFFECTED PARTIES: Maine residents entering institutions of higher education or who 
are currently enrolled in an approved educational program, college or 
university and non-resident students who are entering or currently enrolled 
in an approved educational program, college or university in Maine. Maine 
residents entering medical school or who are currently enrolled in an 
approved medical school in the United States or Canada, and non-resident 
students who are entering or cun-ently enrolled in an approved medical 
school in Maine. Maine residents, existing Maine Educational Loan 
Authority bonowers, and students who attended an approved Maine higher 
educational institution with private or supplemental loans, which have been 
fully disbursed and are in repayment or grace status. 

CONSENSUS-BASED RULE DEVELOPMENT: The Authority does not intend to 
employ consensus-based rule development. 

2. Chapter 2: Bylaws Governing the Administration of the Maine Educational Loan 
Authority 



STATUTORY BASIS: 20-A M.R.S.A. § 11417(l)(N). 

PURPOSE: To amend and/or revise the bylaws that govern the administration of the 
Maine Educational Loan Authority. 

SCHEDULE FOR ADOPTION: Approval for rule-making by MELA Board: October 
2011; Public Participation: January 2012; Adoption Date: April2012. This 
rule-making activity may or may not be pursued. 

AFFECTED PAR TIES: Board Members and Executive Director of the Maine Educational 
Loan Authority, contractors, and other interested parties conducting 
business with the Authority. 

CONSENSUS-BASED RULE DEVELOPMENT: The Authority does not intend to 
employ consensus-based rule development. 




