
 

4 
 

Action/Information Item 
 

California Student Aid Commission 
 

September 5, 2008 Letter from the Director of Finance  
Purporting to Overturn Certain Actions Taken By the Commission  

At its September 2008 Regular Meeting  
 
 
 
The United States Department of Education has designated the Commission as the 
state student loan guarantee agency for California under the Federal Family Education 
Loan Program (FFEL Program).  The Commission administers the FFEL Program 
through a nonprofit public benefit corporation, EdFund, which the Commission 
established in 1997.  Federal law explicitly requires the Commission to have and to 
exercise full authority over, and have accountability for, its nonprofit organization, 
including the setting of policies for the FFEL Program administration.  (See (34 CFR 
§682.401(b)(16).) 
 
At its September 4-5, 2008 meeting, the Commission acted to strengthen its oversight of 
its auxiliary organization, EdFund.  Recent activity by EdFund had demonstrated that 
long-standing issues in the Commission’s ability to effectively oversee EdFund had not 
been resolved.  Among the issues raised at the September meeting were the following:  
 

• Execution by the EdFund President of a $5 million contract without the 
knowledge of the EdFund Board or Commission (September 2008 Tab 3)  

• Issuance of a Request for Proposal for a Multimedia Public Awareness 
Campaign espousing policies that the Commission had not adopted or 
authorized contrary to the terms of the Governance & Monitoring Policy 
(September 2008 Tab 4) 

• Execution by the EdFund President of other questionable contracts that 
encumbered State funds (September 2008 Tab 5) 

• Pursuit of a Federal Default Fee Strategy that was inconsistent with federal law 
(September 2008 Tabs 1 and 6) 

• The EdFund Board’s insistence on pursuing, to the point of violating the Open 
Meeting Act and ignoring conflict-of-interest issues, severance agreements, or 
change-in-control agreements, drafted by EdFund executives for themselves in 
anticipation of the sale of state student loan guarantee program assets.  
(September 2008 Tab 8) 

 
These actions, taken in most instances without the knowledge of the EdFund Board of 
Directors or the Commission, or against the express direction of the Commission, 
established that a two-tiered governance structure left insufficient accountability and 
direction between the Commission and the EdFund Executive management team.  As a 
result the Commission acted to strengthen its supervision and oversight of its auxiliary 
organization through the removal of the EdFund Board and the replacement of those 
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Directors with the individuals that are ultimately responsible and liable for the actions of 
EdFund and the Commission. (See Tabs 9 and 10 of the September 2008 Commission 
Agenda). 
 
On September 5, 2008, during a public comment period, staff from the Department of 
Finance read a letter from Director of Finance Michael Genest in which he issued a 
“statement of disapproval” on agenda item 8 (executive compensation) and items 9 and 
10 (removal of the EdFund Board of Directors and replacement of those individuals with 
the Commissioners) pursuant to his understanding of his authority under Senate Bill 89. 
 
Because Mr. Genest’s letter was read during the public comment period of the 
September Meeting, and was not a noticed agenda item, this item is being brought 
forward for the Commission’s discussion. 
 
Responsible Persons: Keri Tippins 
    General Counsel 
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