
 

 

 

Guaranteed Loan Reserve Fund 

ISSUE 

The amount and use of the reserve for the Guaranteed Loan Reserve Fund. 

AFFECTED AGENCY 

The College Student Aid Commission (CSAC) 

CODE AUTHORITY 

Sections 261.38-261.43, Code of Iowa 

Federal Register Section 682.410 

BACKGROUND 

In 1988, the U.S. Department of Education ruled that states operating a guaranteed loan 
reserve fund on behalf of the federal government could not have a reserve in excess of 2.0% 
of the guaranteed loans outstanding.  The Iowa Guaranteed Loan Reserve Fund operated by 
the Iowa CSAC exceeded the permitted amount at that time.  As a result, the Iowa Reserve 
Fund forfeited approximately $10.0 million in payments (revenue) from the federal 
government for business conducted by the CSAC on behalf of the federal government.  The 
CSAC appealed the decision and lost the appeal. 

There are several sources of income for the Reserve Fund, including the Federal 
Administrative Cost Allowance, federal payments on defaulted loans, Guaranteed Loan fees, 
interest income, and default collections.   

CURRENT SITUATION 

For FY 1993, the estimated balance of the Loan Reserve Fund is 2.24%, Iowa's balance is 
again in excess of the 2.0% rule established by the U.S. Department of Education. 

In 1991, the CSAC received a Peat Marwick consultant report indicating the need to reduce 
the amount of reserve.  Two alternatives suggested were: 

1. To reduce the insurance premium charged to students for a loan. 

2. To develop an alternative loan program. 
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Although both of those recommendations have been implemented, the reserve remains above the 
recommended amount.  Therefore, the federal government may again reduce payments to the 
State of Iowa to reduce the reserve level. 

The FY 1992 balance of the Reserve Fund was $29.6 million and on December 31, 1992 the 
balance had increased to $32.1 million.  Section 261.38(5) of the Code of Iowa specifies that the 
State Treasurer invest the moneys from the Reserve Fund.  During FY 1992, $2.4 million was 
earned in interest.  House File 430 (Administration Appropriations) amended Section 261.38(5) to 
allow the Treasurer of State to invest up to 40.0% of the funds in the Reserve Fund in tax-exempt 
investments.  The Governor item-vetoed this language, indicating the Treasurer already had full 
authority to make prudent investments of the Reserve Fund. 

The purpose of the amendment in HF 430 was to decrease the amount of the Reserve Fund while 
permitting investment in a capital project for the State.  Federal rules permit investment of the 
Reserve Fund in types of investments other than those related to the Federal Family Education 
Loan (FFEL) Programs, until the "agency subsequently sells or otherwise derives revenue from 
uses  

of the asset that are unrelated to the FFEL Program guarantee activities, the agency deposits into 
the Reserve Fund a percentage of the sale proceeds or revenue equal to the percentage of the 
original development cost or purchase price of the asset paid with the Reserve Fund moneys."  
(See Attachment A)     

ALTERNATIVES 

The CSAC may consider the following alternatives to avoid the loss of federal funds in the future.  
These include recommendations from the 1991 Peat Marwick report not yet acted upon: 

• Establishing collection and cure services. 

• Developing a private loan guaranty program. 

• Developing a private loan consolidation program. 

• Developing a foundation for private industry partnerships. 

• Developing a student financial assistance information center. 

The consultant recommended in a letter to the director of the CSAC in February 1993, that "in light 
of the reauthorization of the Higher Education Act and the continued threat of Reserve Fund spend-
down, it is prudent and appropriate that the Commission (CSAC) further evaluate the potential 
opportunity to provide additional services to Iowa citizens by exploring new affiliate organizations or 
increasing its participation in the alternative loan program (program developed as a result of the 
1991 recommendations)."     

The 1993 Peat Marwick consultant report (Attachment B) recommended the CSAC consider the 
following: 

• Privatization of the loan guarantor operation portion of the CSAC. 

• Cooperative venture and possible merger with the Iowa Student Loan Liquidity Corporation 
(the secondary market operation). 

• Establishment of auxiliary enterprises, such as loan collection functions or a loan 
rehabilitation program. 
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• Evaluation of alliances and partnership agreements, such as with another state guarantor. 

In addition, the CSAC may: 

1. Further reduce the insurance premium amount charged to students receiving loans from the 
Program.  (This was done previously in response to the 1991 Peat Marwick report.) 

2. Increase the number of loans to students by expanding the newly-created alternative loan 
program. 

BUDGET IMPACT 

There is no direct impact to the General Fund. 

However, loss of the federal funds eliminates the potential for investment in capital projects or other 
items as suggested in the study.  Using reserve funds for these items could help eliminate a portion 
of the State's infrastructure needs and ultimately result in savings to the General Fund. 
 
STAFF CONTACT:  Sue Lerdal  (Ext. 17794) 
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