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INDEPENDENT AUDITORS’ REPORT

To the Board Members of
New Jersey Higher Education Student Assistance Authority

Company

We have audited the accompanying financial statements of the business-type activities

of the New Jersey College Loans to Assist State Students ("NJCL.ASS"™ and Federal
Family Education Loan Programs ("FFELP") of the New fersey Higher Education
Student Assistance Authority (the “Authority”) as of and for the years ended June 30,
2007 and 2006. These financial statements are the responsibility of the Authority's
management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the NJCLASS/FFELP Loan Programs of
the New Jersey Higher Education Student Assistance Authority at June 30, 2007 and
2006, and the respective changes in financial position and cash flows for the years
then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report
dated October 10, 2007 on our consideration of the NJCLASS/FFELP Loan Programs’
intemal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, and contracts and other matters. The purpose of that
report is to describe the scope of our testing on internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an
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INDPENDENT AUBITORS’ REPORT (CONTINUED)

integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary schedules on pages 32-35 are presented for
purposes of additional analysis and are not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audits of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

‘The management’s discussion and analysis on pages 3-8 is not a required part of the basic
financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management, regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

October 10, 2007



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

MANAGEMENT’S DISCUSSION AND ANALYSIS

As financial management of the New Jersey Higher Education Student Assistance Authority’s
(the “Authority™) New Jersey College Loans to Assist State Students (“NJCLASS”) Loan
Program and the Federal Family Education Loan Program (“FFELP™) (collectively, the
“Programs”), we offer readers of these financial statements this narrative overview and analysis
of the financial activities of the Programs for the fiscal vear ended June 30, 2007. This
discussion and analysis is designed to assist the reader in focusing on the significant financial
issues and activities and to identify any significant changes in financial position. We encourage
readers to consider the information presented herein in conjunction with the financial statements
taken as a whole. A comparative analysis of key elements of financial statements is provided in
this overview.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Programs’ financial
statements, which are comprised of the basic financial statements and the notes to financial
statements. Since the Programs are comprised of a single enterprise fund, no fund-level financial
statements are shown. This report also contains other supplementary information concerning the
financial position and results of operations broken down by bond issues included in the
Programs. :

Basic financial statements. The basic financial statements are designed to provide readers with
a broad overview of the Programs” finances, in a manner similar to a private-sector business.

The statements of net assets present information on all of the Programs’ assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases in
net assets may serve as a useful indicator of whether the financial position of the Programs is
improving or deteriorating. Net assets increase when revenues exceed expenses. Increases to
assets without corresponding increases to Habilities result in increased net assets, which indicate
an improved financial position.

The statements of revenues, expenses, and changes in net assets present information showing
how net assets changed during the fiscal year. All changes in net assets are reported as soon as
the underlying event occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will not result in cash flows until
future fiscal periods.

Notes to the financial statements. The notes provide additional information that is essential to
a full understanding of the data provided in the basic financial statements.



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Other information. In addition to the basic financial statements and accompanying notes, this
report also presents certain supplementary information concerning the financial position and
results of operations of each bond issue included in the Programs, as well as the auditors’ report
on internal control over financial reporting and on compliance and other matters.

Financial Highlights and Analysis

The Programs’ net assets, referring to the difference between assets and liabilities, increased by
$18,425,678, or 67.4%, from the prior fiscal year. The term “Net Assets” is used in accordance
with rules promulgated under Governmental Accounting Standards Board (“GASB”) Statement
No. 34, as amended.

As of June 30, 2007, assets of the Programs exceeded liabilities by $45,757,123.

The largest portion of the Programs’ assets consisted of loans receivable from participating
borrowers. Total student loans receivable under both the NICLASS and FFELP loan programs
amounted to $899.912,194.

The second major asset component was cash and investments, which together totaled
$719,295,968. Of this amount, approximately $274,290,000 represented the cash balances
relating to the 2007 Bonds, which closed on May 17, 2007, At year end, a portion of the 2007
Bonds proceeds, approximately $535,000, had been used to originate NJCLASS Loans. The
remaining 2007 funds, along with cash and investment balances from earlier bond issues,
represent the amounts dedicated to student loan origination and acquisition, funding of reserves
required by bond covenants, payment of future Program expenses, and future retirements of
bonds. Replenishing the funds used for these purposes were cash received from principal
repayments and interest income from NICLASS and FFELP borrowers, amounting to
approximately $121,000,000 during the year. In addition, NJCLASS application/administrative
fee income was $4.849,436, and $28,924,312 in interest was earned on investments. The main
liability of the Programs is the related debt used to originate or acquire these loans. During fiscal
year 2007, interest expense on bonds payable was $54,871,394, and $27,756,503 funded bond
retirements. Of the amount retired, $21,101,503 was due to excess revenue calls, resulting from
better than forecasted cash flows on the related student loans. The remaining $6,655,000 in
retirements was due to scheduled bond maturities.



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

The following tables contain condensed comparative financial information derived from the June
30, 2007 and 2006 financial statements of the NJCLASS/FFELP Loan Programs:

Net Assets

Current Assets
Non-Current Assets
Total Assets

Current Liabilities
Revenue Bonds Outstanding - Net of Current Portion
Total Liabiiities

Net Assets, Restricted
Total Liabilities and Net Assets

Changes in Net Assets

Operating Revenues

Operating Expenses

Operating Loss

Non-Operating Revenues {Expenses)
Income on Investments
NJCLASS/FFELP Program Funding
Miscellaneous Income

Amortization of Financial Instrument Issuance Costs

Amortization of Bond Issuance Costs
Arbitrage Expense
Net Non-Operating Revenues
Change in Net Assets
Net Assets, beginning of year
Net Assets, end of vear

June 30,
2007 2006 Change

$ 819,625,054 § 745,597,972 $ 74,027,082
825,229,604 631,673,919 193,555,685
$ 1.644,854,658 $ 1,377,271,891 $ 267,582,767
$ 14,642,535  § 12,630,446  § 2,012,089
1,584,455,000 1,337,310,000 247,145,000
1,599,097,535 1,349,040,446 249,157,089
45,757,123 27,331,445 18,425,678
§ 1,644,854,658 % 1,377,271,801 § 267,582,767

Year Ended June 30,

2007 2006 Change

$ 59,882,493 % 50,245,794  § 9,636,699
70,542,021 59,160,352 11,381,669
(10,659,528) (8,914,558) (1,744,970)
28924312 21,160,672 7,763,640
625,000 850,000 (225,000)
256,086 - 256,086
(112,11 (114,277) 2,166
(443,903) (430,251) (13,652)
(164,178) {59,319) (104,859)
29,085,206 21,406,825 7,678,381
18,425,678 12,492.267 5,933,411
27,331,445 14,839,178 12,492,267
$ 45,757,123 % 27.331,445 § 18,425,678




NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Explanation of Changes in Financial Performance
Changes in the financial results of the Programs were due to the following major factors:

Operating Revenues

» Inferest income on NJCLASS student loans increased by approximately $9,372,000, or
26%, due to NJCLASS originations during the year. NJCLASS application/
administration fee income increased by $528,000, due to the increase in new loans, as
well as the 1% loan reserve fee charged on approximately $29,000,000 in NJCLASS
loans consolidated during the year. Interest income on FFELP loans decreased by
$262,682, due to the aging of the portfolio and resultant decrease in FFELP loan balances
from the previous fiscal vear,

Operating Expenses

« Bond interest expense increased by approximately $10,254,875, due to a full year of
interest expense on the $225,000,000 of bonds issued in April 2006 and the Programs’
newest bond issue, which added $275,000,000 to the bond portfolio on May 17, 2007. In
addition, interest rates on auction rate certificates, which comprise all HESAA bonds
issued since 2001, were generally higher during fiscal year 2007 than in the previous
fiscal year. This has caused increased interest expense on the portion of these bonds not
covered by interest rate swaps. As of June 30, 2007, the NJCLASS/FFELP program had
entered nto interest rate swap agreements that have current nominal amounts that fix the
interest rates on $841,760,000 of variable rate Authority bonds. These swaps are
designed to fix the cost of capital used to finance fixed-rate NJCLASS student loans.

¢ Bad debt expense is recorded when increases to the Allowance for Doubtful Accounts
recorded against amounts due from the loan reserve fund to pay default claims become
necessary. In fiscal year 2007, an additional $1,723,000 in bad debt expense was
recorded, due to an increase in defaults on NJCLASS loans. Bad debt expense of
$950,000 was recorded in fiscal year 2006, For a full description of the Allowance for
Doubtful Accounts, see NOTES TO FINANCIAL STATEMENTS - C. STUDENT
LOANS RECEIVABLE — Loan Defaults.

» Other program expenses increased by $896,789 over the prior year. This was mainly
caused by an increase of 59% in loan reserve fee expense, which is a 1% fee paid by the
NJCLASS Program to the separate Loan Reserve Fund at the time loans are disbursed.
This percentage increase mirrors the growth in NJCLASS loan volume for the year.



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Operating Expenses (Continued)

¢ Transaction fees decreased by $513,401, primarily due to the decrease in the broker
dealer fee rate charged by the investment firms that perform marketing services for the
auctions of the Authority’s 2001 through 2007 Bonds. Concurrent with the issuance of
the 2006 Bonds, the fee rate was reduced from 25 to 15 basis points for all of these bond
issues, which had a full year of impact beginning with fiscal year 2007. For a full
description of the characteristics of the 2001 through 2007 Bonds, see NOTES TO
FINANCIAL STATEMENTS - E. BONDS PAYABLE — Bonds Outstanding (2).

Non-Operating Revenues (Expenses)

e Investment interest income increased significantly, amounting to approximately
$28,924,000, compared to $21,161,000 in the prior year, due to a higher amount of bonds
outstanding and an increase in balances in cash and investments of $86,842,000. This
increase is primarily due to the issuance of the 2007 Bonds in May, 2007.

¢ During the 2007 fiscal year, NJCLASS/FFELP Program funding was received, consisting
of $625,000 provided by HESAA from sources outside the proceeds of its bond issues, to
support the future cash flows of the NJCLASS Fixed Rate Graduate/Professional Loan
Program. This amount was deposited to the 2007 Bond Issue. During fiscal year 2006,
$200,000 of HESAA funds was provided for this same purpose, along with $650,000 to
support the cash flows and provide enhanced borrower benefits for the NJLIFE Low Cost
FFELP Program for low-income students.

Significant Events. At fiscal year end, the Programs had $1,590,985,000 in bonds outstanding,
compared to $1,343,742,000 in the prior fiscal year - an increase of 18%. The new debt
consisted of $275,000,000 of Student Loan Revenue Bonds issued to originate NJCLASS student
loans. The NJCLASS/FFELP 2007 Bonds were issued as Auction Rate Certificates, known as
ARCs, which are floating rate securities, with rates set every 35 days at auction and a 35-year
maturity. The purpose of these bonds is exclusively to fund NJCLASS loans, including
$203,114,000 of fixed rate NJCLASS loans, $25,000,000 of NJCLASS graduate/professional
loans and $40,000,000 of NJCLASS consolidation loans, provide $5,500,000 to fund the
required debt service reserve, and pay bond and financial instrument issuance costs, which
totaled approximately $1,386,000.



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Concurrent with the issuance of the 2007 Bonds, the Authority entered into four separate interest
rate swap agreements with a combined initial nominal amount of $80,000,000 at the issue date.
This amount will increase to $350,000,000 in June 2008 and will amortize to a combined amount
of §1,000,000 before terminating in June 2035. The purpose of these swaps is to enable the
Authority to originate a total of $350,000,000 in NJCLASS loans, including $203,114,000 of
fixed rate NJCLASS loans and $25,000,000 of graduate/professional loans from the 2007 Bond
Issue, as well as a total of $121,886,000 of fixed rate NJCLASS loans with recycled proceeds
from the 2001, 2003, 2004 and 2005 Bond Issues, by converting the variable rate on these funds
to a fixed rate.

During fiscal year 2007, in order to improve the level of service to its borrowers and
participating educational institutions, HESAA initiated a procurement process for the purpose of
engaging the services of a new trustee for the NJCLASS/FFELP Program. This effort resulted in
the appointment of a new trustee, Wells Fargo Bank, NA. The starting date for this contract was
May 1, 2007.

Cash Flows:
Year Ended June 30,
2007 2006
Net cash used in operating activities $ (188,142,567) § (80,254,022)
Net cash flows provided by financing activities 246,776,847 188,521,501
Net cash flows used in investing activities (52,441,781) (93,140,765)
Net increase in cash $ 6,192,499 § 15,126,714




NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

STATEMENTS OF NET ASSETS

ASSETS

Current Assets

Cash
Investments
NICLLASS Student Loans Receivable
FFELP Student Loans Receivable
Interest Receivable
Investments
NICLASS Student Loans
FFELP Student Loans
Due from the Loan Reserve Fund, net of Allowance for Doubtful
Accounts of $§2,673,000 and $930,000 in 2007 and 2006,
respectively
Due from the General Fund
Due from Loan Servicing Agents
Total Current Assets

Non-Current Assets

NIJCLASS Student Loans Receivable
FFELP Student Loans Receivable
Bond [ssuance Costs - Unamortized
Financial Instrument Issuance Costs - Unamortized
Total Non-Current Assets :
Total Asseis

LIABILITIES AND NET ASSETS

Current Liabilities

Bonds Payable

Accrued Interest Payable - Bonds

Fees Payable

Arbitrage Pavable

Due to the Loan Reserve Fund
Total Current Liabilities

Non-Current Liabilities

Bonds Payable
Total Liabilities

Net Assets

Restricted
Total Liabilities and Net Assets

June 30,

2007 2006
$ 48499989 % 42,307,490
670,795,979 590,146,377
70,445,562 71,484,190
12,843,338 27,004,985
2,121,967 1,405,476
11,242,815 8,329,804
2,121,453 2,167,816
1,286,613 2,332,851
1,911 -
265,427 418,983
819,625,054 745,567,972
706,018,327 517,450,328
110,604,967 106,490,358
8,062,893 7,143,209
543,417 590,024
825,229,604 631,673,91%

$ 1,644,854,658

5 1,377,271,891

3 6,530,000 § 6,431,503
6,088,914 4,822,484
1,142,624 1,003,020

292,887 128,769
588,110 244,730
14,642,535 12,630,446
1,584.455,000 1,337.310,000

1,596,097,535

45,757,123

1,349,940,446

27,331,445

S 1,644,854,658

§ 1,377,271,891

See notes to financial statements.



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Operating Revenues
Application/Administrative Fee Income
Interest Income

NJCLASS Student Loans
FFELP Student Loans
Total Operating Revenues

Operating Expenses

Loan Servicing Fees
NJCLASS Student Loans
FFELP Student Loans

Program Expenses
Annual Insurance Expense
Transaction Fees
Bad Debt Expense
Other Program Expenses

Bond Interest Expense
Total Operating Expenses

Operating Loss

Non-Operating Revenues (Expenses)
Income on Investments
NJCLASS/FFELP Program Funding
Miscellaneous Income
Amortization of Bond Issuance Costs
Amortization of Financial Instrument Issuance Costs
Arbitrage Expense

Total Non-Operating Revenues

Change in Net Assets

Net Assets, beginning of year

Net Assets, end of year

Year Ended June 30,
2007 2006
$ 4,849,436 § 4,321,657
44,997,655 35,626,053
10,035,402 10,298,084
59,882,493 50,245,794
6,066,768 6,099,393
2,518,912 2,655,309
839,560 - 700,132
2,018,300 2,531,701
1,723,000 950,000
2,504,087 1,607,298
54,871,394 44 616,519
70,542,021 59,160,352
(10,659,528) (8,914,558)
28,924,312 21,160,672
625,000 850,000
256,086 -
(443,903) (430,251)
(112,111) (114,277
(164,178} (59,319)
29,085,206 21,406,825
18,425,678 12,492,267
27,331,445 14,839,178
$45,757,123 $27,331,445

See notes to financial statements.



NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities

Interest Receipts

NICLASS Student Loans

FFELP Student Loans
Principal Receipts

- NJCLASS Student Loans

FFELP Student Loans
Reimbursements from Loan Reserve Fund
NJCLASS Student Loan Disbursements
FFELP Student Loan Purchases
Annual Insurance Expense
Transaction Fees
Loan Servicing Fees
Program Expense Payments
Interest Paid on Bonds

Net Cash Used in Operating Activities

Cash Flows from Financing Activities
Principal Paid on Bonds
Bond Proceeds
NJCLASS Program Funding
Proceeds from Stop Payments on Outstanding Checks
Bond Issuance Costs
Financial Instrument Issuance Costs
Net Cash Flows Provided by Financing Activities

Cash Flows from Investing Activities

Investment Purchases, Sales Proceeds and Maturities,

Net
Interest on Investments
Net Cash Flows Used in Investing Activities

Net Increase in Cash
Cash at Beginning of Year
Cash at End of Year

Year Ended June 30,

2007 2006
$ 28418464 $§ 22,862,533
8,861,467 8,783,636
56,381,417 49,546,176
27,338,981 41,535,948
6,838,501 4,707.337
(232,576,743)  (136,717,134)
(16,094,494) (13,183,501)
(839,560) (700,132)
(1,910,051) (2,579,229)
(8,405,135) (8,425,044)
(2,550,446) (1,570,266)
(53,604,964) (44,514,346)

(188,142,567)

(80,254,022)

(27,756,503) (36,097,971)
274,307,177 224,429,000
625,000 850,000
256,086 .

(654,913) (590,395)

- (69,133)
246,776,847 188,521,501

(80,649,602)

(113,062,776)

28,207,821 19,922,011
(52,441,781)  (93,140,765)
6,192,499 15,126,714
42,307,490 27,180,776

$ 48,499,089 42,307,490
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

STATEMENTS OF CASH FLOWS (CONTINUED)

Year Ended June 30,

_ 2007 2006
Reconciliation of Operating Loss to Net Cash used in
Operating Activities
Operating loss $ (10,659,528) $ (8,914,558)
Adjustments to reconcile operating loss to net cash used by
operating activities

Bad Debt Expense ' 1,723,000 550,000
Net change in assets and liabilities:
NJCLASS Student Loans Receivable (187.529,371) {96,761,872)
FFELP Stadent Loans Receivable 10,047,038 27,012,532
Interest Recetvable

NJCLASS Student Loans (2,913,011 (1,502,727

FFELP Student Loans 46,363 (159,080}
Due from Loan Reserve Fund (676,762) (1,278,706)
Due from General Fund (1,911) -
Due from Loan Servicing Agents 153,556 314,514
Accrued Interest Payable - Bonds 1,266,430 102,173
Fees Payable 58,249 (47,528)
Due to Loan Reserve Fund 343,380 31,230
Net cash used in operating activities $ (188,142,567) $ (80,254,022)
Non-Cash Financing Activities
Amortization - Bond Issuance Costs $ 443,903 $ 430,251
Amortization - Financial Instrument Issuance Costs 112,111 114,277
Bond Interest Accretion - 63,685
Total Non-Cash Financing Activities $ 556,014  § 608,213

See notes to financial statements.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LLOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of the Authority _
The New Jersey Higher Education Student Assistance Authority (the “Authority or HESAA™)
is a public body corporate and politic that is in, but not of, the Department of State of the State
of New Jersey (the “State”) and is an instrumentality of the State.

The Authority was established by State legislation in 1999 to provide students and families
with the financial and informational resources for students to pursue their education beyond
high school. Prior fo the act, the New Jersey Higher Education Assistance Authority, created
by legislation in 1959, served as lender and guarantor of federally guaranteed student loans for
New Jersey students. References herein to the Authority include the predecessor Authority
where the context so requires.

Reporting Entity
The reporting entity is comprised of the New Jersey College Loans to Assist State Students
(“NJCLASS”) Loan Program and the Federal Family Education Loan Program (“FFELP™)
(collectively, the “Programs”™).

NJCLASS Program
The NJCLASS Loan Program is a supplemental loan program initiated by the Authority in
September 1991. The NJCLASS Loan Program offers an alternative source of financial
support to students and their parents, spouses, legal guardians, or other relatives in meeting the
costs of the student’s education at a degree-granting college or university. Since 1991, the
Authority has issued bonds to fund student loans through this program.

FFELP Loan Program

In 2001, the Authority expanded its use of debt financing by issuing bonds, with a portion of
the proceeds allocated to purchase a portfolio of existing loans with a New Jersey nexus issued
through the Federal Family Education Loan Program (“FFELP™). Each year since 2001, the
Authority has purchased such portfolios of New Jersey nexus FFELP loans or FFELP
Consolidation loans from other FFELP loan origination/servicing entities. The Authority is not
the servicer on any of the FFELP loans acquired with NJCLASS/FFELP Bond proceeds but is
the guarantor on a portion of its FFELP portfolio. In addition to loans purchased from outside
servicing organizations, the NJCLASS/FFELP Loan Program has also used bond proceeds to
purchase portfolios of rehabilitated FFELP student loans from the portfolio of previously
defaulted FFELP student loans held by the Authority as the New Jersey state guaranty agency.
The Authority plans to continue to acquire and act as a guarantor and/or holder of FFELP
loans.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) .

Basis of Accounting
The Programs prepare their financial statements using the accrual basis of accounting.
Revenues are recognized when earned, and expenses are recognized when incurred.
Governmental Accounting Standards Board ("GASB") Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities that Use
Proprietary Fund Accounting, provides proprietary activities with a choice of authoritative
guidance issued after November 30, 1989. The Programs have elected to follow GASB _
pronouncements exclustvely after that date.

Operating Revenues and Expenses
The Programs’ operating revenues consist of apphcatlon/admmlstratlve fees for student loan
originations as well as interest income earned on student loans, Operating expenses consist of
loan service and transaction fees, bond interest, and other expenses related to NJCLASS and
FFELP loans. All other revenues and expenses are reported as non-operating revenues and
expenses.

Cash
Cash includes time deposits, certificates of deposit, and highly liquid debt instruments with
original maturities of three months or less.

Basis of Investments
Investments are reflected at fair value. In accordance with the provisions of the bond
indentures, the Authority is generally required to invest available monies in qualified
investments. The bond indentures define qualified investments as:

(1) Government obligations and any obligations of any state or political subdivision of a state
{collectively, the “Municipal Bonds™);

(2) U.S. Government and certain other governmental agencies’ obligations;
(3) Insured certificates of deposit;

(4)  Other investments acceptable by the State of New Jersey and rated accordingly by either
Standard and Poor’s ("S&P"), Moody’s or A.M. Best, including annuity contracts and
repurchase agreements.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities, at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Federal Income Taxes
The Authority, which is a body corporate and politic, that is in, but not of, the Department of
State of the State of New Jersey and is an instrumentality of the State of New Jersey exercising
public and essential governmental functions of the State of New Jersey, is deemed to be an
essential governmental function of the State and, as such, is exempt from federal income taxes.
Accordingly, no provision for federal income taxes has been made in the accompanying
financial statements.

Bond Issuance Costs :
All costs associated with the issuance of bonds are amortized on a straight-line basis over the
life of the bonds, which approximates the effective interest method.

Financial Instrument Issuance Costs
All separately identifiable costs associated with the issuance of financial instruments are
amortized on a straight-line basis over the life of the financial instruments, which approximates
the effective interest method.

Restricted Net Assets
In accordance with the terms of the various bond resolutions, cash and equivalents of all funds
required under such bond resolutions are classified as restricted assets.

B. CASH AND INVESTMENTS

Cash
The NJCLASS/FFELP Loan Programs maintain their cash balances in trust accounts at one
financial institution. As trust account balances, these funds are not available to the institution
to meet its general financial obligations and are restricted under the terms of the Authority’s
bond resolutions for the payment of bond principal and interest expense, student loan
disbursements and Program expenses. These funds are invested in an AAA-rated money
market fund secured by U.S. government obligations.

Additionally, the Programs utilize lockbox accounts to clear cash receipts. Amounts on deposit
in the NJCLASS lockbox accounts at Wachovia National Bank and Bank of America are
collateralized by direct obligations of or obligations guaranteed by the United States or the
State of New Jersey in accordance with New Jersey Statute 52:18-16 and New Jersey
Department of Treasury policy. GASB Statement No. 40 excludes such cash balances from
custodial credit risk disclosure.
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NEW JERSEY HIGHER ERDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
B. CASH AND INVESTMENTS (CONTINUED)
Cash (Continued)

The amounts on deposit in these cash accounts were as follows:

June 30,
2007 2006
Lockbox Cash (Wachovia Bank) § 1,579,312 § 630,044
Trust Accounts invested in
Wells Fargo Advantage Government Money
Market Fund 46,920,677 -
First American Government Obligations Fund - 41,677,446

$ 48,499,989  § 42,307,490

Investments
The Programs’ investments consist of annuity contracts, money market funds and pooled cash
management funds.

Investment policies are defined in “Basis of Investments,” in Footnote A, SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES,

The debt service reserve accounts are restricted by the bond indentures for the payment of
principal and/or interest on the bonds, to the extent other available monies held under the
indentures are nsufficient to pay the interest on the bonds or to meet any sinking fund
requirements. The amounts in the debt service reserve accounts for the various bond issues,
which are included in investments at June 30, 2007 and 2006, were $48,175,238 and
$43,660,000, respectively.

The fair value of these investments approximates cost.

Investments - Custodial Credit Risk

The Authority invests a portion of its bond proceeds through guaranteed investment contracts
with investment providers having a rating of A-1 or A (or the equivalent or better). These
contracts have guaranteed rates of return; however, they are uninsured and uncollateralized.
All companies in which Authority funds are invested are required by their contracts to notify
the trustee in the event that their highest rating is withdrawn by a rating agency. The
investment contract provider has the option of posting collateral for the invested funds with a
third party until such time as its rating is restored or returning the investment with full accrual
of interest and without penalty to the trustee for rebidding.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LLOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
B. CASH AND INVESTMENTS (CONTINUED)

Investments — Custodial Credit Risk (Continued)

In addition to the fixed-rate contract agreements with investment providers, during part of fiscal
year 2006, a major portion of the Programs’ investment balance was in the UBS Select Money
Market Fund- Institutional Shares, which has an AAA rating from S&P and invests in high
quality, short-term US-Dollar-denominated money market instruments, commonly referred to
as “First-Tier Securities.” During fiscal year 2006, another investment vehicle utilized by the
Authority was the New Jersey Cash Management Fund (“NJCMF”). For both of these
categories, disclosure of custodial risk is not required, because GASB standards define
investments in external investment pools and open-ended mutual funds as not subject to
custodial credit risk. This is due to the fact that their existence is not evidenced by securities
that exist in physical or book entry form.

The amounts held in each of these investment categories at June 30, 2007 and 2006,
respectively, are summarized below:

June 30,
2007 2006
Guaranteed Investment Contracts $ 670,795,979  § 590,134,212
New Jersey Cash Management Fund - 12,165
$ 670,795,979 $ 590,146,377

Investments - Concentrations of Credit Risk
"Concentration of Credit Risk" is the risk that relates to the amount of investment at any one
entity. The disclosure requirement of this risk factor is limited to investments in excess of 5%
of the total. Guaranteed investment contracts are the only category held by NJCLASS/FFELP
subject to concentration of credit risk disclosure. Of all amounts invested in gnaranteed
nvestment contracts, the balances held by the following investment providers exceed this
threshold as follows:

Rabobank 51%
Bayern LB 24%
NATIXIS Funding Corp 18%

These risks are mitigated by the collateral provisions of the Guaranteed Investment Contracts
that govern these investments.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
B. CASH AND INVESTMENTS (CONTINUED)

Investments — Interest Rate Risk

NJCLASS/FFELP investment policies, as described in footnote A, SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES, Basis of Investments, require balances to be
maintained in high-quality, low-risk investment options. All investment vehicles used by the
Authority seek to maintain a stable price of $1.00 per share. In these types of investments, it is
highly unlikely that normal fluctuations in interest earnings on the underlying securities would
cause a loss of principal. Consequently, NJCLASS/FFELP investments are not subject to
interest rate risk.

C. STUDENT LOANS RECEIVABLE

The terms and conditions of the FFELP loans held by the Authority are governed by the federal
rules and regulations of FFELP and various benefit programs extended by the original lender of
these purchased loans.

NJCLASS loans originated by the Authority to eligible borrowers, as defined in the bond
indentures and NJCLASS Program regulations, have the following repayment options:

(1) To pay principal and interest monthly, beginning within sixty days of disbursement;

(2)  To pay only interest, quarterty, while the student is in school and thereafter to pay
principal and interest monthly; or

(3)  To defer principal and interest payments while the student is in school and thereafter to
pay principal and interest monthly.

Under options (1) and (2) as defined above, the NJCLASS loans originated from 1991 through
2007 generally bear interest at rates ranging from 5.25% to 8.95%.

Under option (3), deferred interest payments on loans funded from the 1991 through 1996 Bond
Issues are added to the original loan balance on a quarterly basis. Deferred interest on loans funded
from the 1997 through 2007 Issues is added to the original loan balance on an annual basis. Under
this option, rates range from 5.55% to 9.25%.

Loans originally funded from the 1997 Series B and 1999 Series B Bonds that have been refunded
by the 2003 Series E Bonds, as well as new loans funded from 2003 Series E Bonds, atlow for the
issuance of non-credit-based variable rate loans. Any loans funded from these issues that were
disbursed on June 1, 2001, or later are subject to an interest rate cap of 9.00%.

For NJCLASS fixed rate loans approved after June 1, 2001, borrowers who have entered full

repayment have the option to receive a .50% interest rate reduction in exchange for making
Automated Clearing House payments.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
C. STUDENT LOANS RECEIVABLE (CONTINUED)

Beginning in June 2005, HESAA initiated an NJCLASS Consolidation Loan Program that allows
existing NJCLASS borrowers who are out of school or withdrawn to consolidate their existing
NJCLASS loans. The NICLASS Consolidation Loan offers terms of either 25 or 30 years,
depending on the dollar amount. The interest rate is a blended rate derived from the rates on the
underlying loans being consolidated. As of June 30, 2007, the amount of NJCLASS Consolidation
Loans outstanding was $49,960,988.

In order to better meet the needs of student loan borrowers, effective June 1, 2006, HESAA made
several changes to the NJCLASS Loan program, beginning during the 2006-2007 academic year.
The repayment term for its Fixed Rate Standard NJCLASS Loans was increased from 15 years to
20 years, the application fee for Fixed Rate Standard NJCLASS Loans and Graduate/Professional
NJICLASS Loans was reduced from 3% to 2%, and new Graduate/Professional NJCLASS Loans
were originated at a fixed interest rate, as opposed to the variable rate subject to annual reset that
was applied to loans originated in previous years.

Loan Servicing

In conjunction with the Authority’s servicing of the student loans, the NJCLASS Loan Program
remits to the Authority certain fees for Program administration, which are paid from Program
revenues, For the years ended June 30, 2007 and 2006, $6,066,768 and $6,099,393 of servicing
fees, respectively, were included in loan servicing fees charged to the NJCLASS Loan
Program. In connection with the purchases of portfolios of existing loans, FFELP pays certain
fees for Program administration, which are payable from Program revenues. For the years
ended June 30, 2007 and 2006, the fees include administrative expenses of $646,753 and
$719,398, respectively, paid to the Authority and fees paid to servicing agents of $736.403 and
$839,265, respectively. In addition, for the years ended June 30, 2007 and 2006, loan
consolidation rebate fees of $942,646 and $1,006,927, respectively, were paid to the United
States Department of Education. Premium expense on purchases of FFELP loans for the years
ended June 30, 2007 and 2006 amounted to $174,581 and $89,722, respectively.

Loan Defaults/ Loan Reserve Fund
Under the NJCLASS Loan Program, when a student loan payable in monthly installments
reaches 180 days of delinquency or when a student loan payable in installments less frequent
than monthly reaches 240 days of delinquency, the Authority will declare the respective loan
"in default."

The Authority has established loan default reserve funds to stabilize the impact of loan defaults
in the NJCLASS Loan Program. These are funded from sources other than the proceeds of the
bonds in the dollar amounts or percentage of original loan principal specified by the appropriate
master indenture.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELY LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
C. STUDENT LOANS RECEIVABLE (CONTINUED)

Loan Defaults/Loan Reserve Fund (Continued)
The Loan Reserve Fund is a separate fund established by the Authority to protect the interests
of NJCLASS bondholders by reimbursing the various HESAA bond issues when loans default,
This fund is not part of the NJCLASS Loan Program, thus it is not included in the
accompanying financial statements. Amounts subsequently received relative to defaulted
student loans are used to replenish the Loan Reserve Fund to the extent of 70% of recoveries.
The Authority retains the remaining 30% as a collection fee.

During fiscal years ended 2007 and 2006, claims paid by the loan reserve funds totaled
$6,658,913 and $4,839,230, respectively. As of June 30, 2007 and 2006, the balances due from
the Loan Reserve Fund to cover defaulted loans totaled $3,959,613 and $3,282,851,
respectively.

The Authority considers most of the amount due from its NJCLASS Loan Reserve Fund to be
collectible. However, because the ability to pay claims from the Loan Reserve Fund is partially
dependent on collections on defaulted loans, management continually evaluates the cash flows
of this Fund to determine its ability to reimburse the bond issues on a timely basis. During the
fiscal years 2006 and 2007, based on past collections experience and an analysis of the current
receivable from the Loan Reserve Fund, management recorded allowances for doubtful
accounts in the amount of $2,673,000 and $950,000, respectively, against the June 30, 2007
and 2006 amounts due from the Loan Reserve Fund.

In addition, the Loan Reserve Fund receives 1% of the loans disbursed from the 2% application
fee paid by the borrower. During the years ended June 30, 2007 and 2006, amounts of
$2,550,446 and $1,570,266, respectively, were paid to the Loan Reserve Fund maintained by
the Authority from loan application fees. As of June 30, 2007 and 2006, the balances due to
the Loan Reserve Fund from loan application fees and default collections totaled $588,110 and
$244,730, respectively.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
D. USE OF FINANCIAL INSTRUMENTS

The Authority has entered into financial instrument contracts with various counterparties in
connection with its Tax Exempt Variable Rate Bonds, also known as Auction Rate Certificates
(“ARCs”), issued between 2001 and 2007 to support its NJCLASS loan program. These
include sixteen (16) floating to fixed interest rate swaps (“Swaps”) and two (2) interest rate
caps (“Caps™).

Under the terms of the Swap contracts, the Authority pays a fixed rate of interest on pre-
established notional amounts. In return, the Authority receives the USD-SIFMA Index rate as
calculated weekly, which historically has closely tracked the variable interest rates generated in
the ARC market. The purpose of the Swaps is to provide an asset/liability match for the
Authority’s fixed-rate NJCLASS loans being funded through the proceeds of the variable rate
ARC bonds.

The purpose of the interest rate Cap agreements is to allow the Authority to cap the variable
rate of interest on NJCLASS variable rate loans funded at 9%, a benefit comparable with
maximum rates of the federal PLUS program. The Cap agreement initiated on May 29, 2001,
provides for payment to the Authority if market interest rates, as determined by the floating
index, which is 65% of the 12-Month LIBOR, increase above 6.40%. The Cap agreement
nitiated on May 27, 2003, provides for payment to the Authority if market interest rates, as
determined by the floating index, which is 72% of USD LIBOR, increase above 6.15%,

As governed by the amortization schedules contained in each of these agreements, the notional
amount of each Swap or Cap increases to a maximum, then amortizes to a minimum value
before a fixed termination date, to match the anticipated changes in the outstanding balances of
the related student loans.

No amounts relating to these agreements are recorded in the financial statements other than the
net interest expense resulting from the agreemenis.

The interest rates, notional amounts, provider (or counterparty), fair values and termination
dates for each ARC bond issue and financial instrument agreement at June 30, 2007 and 2006
are detailed in the attached schedules.

The Swap agreements for certain bond years contain a feature that gives HESAA the option to
terminate either or both Swaps on or after a predetermined date. This financial instrument is
classified as a “Swaption.” The fair values of these Swaptions are separately listed on the
following schedules if separately reported by the swap provider, otherwise they are included in
the fair market value of the Swap.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NJCLASS/FFELP LOAN PROGRAMS

. USE OF FINANCIAL INSTRUMENTS (CONTINUED)

Values as of June 30, 2007

Transaction Bond Fixed Settiements  Termination
Type Issue Rate Notional Amount Fair Value (1) Provider Occur Date Amortize to
Swap 2001 4.6830% § 47,115,000 1,746,327.95 UBS AG semi-annuaily  06/01/16 3,593,000
Swap 4.0175% 42,140,000 354,428.62 UBS AG semi-annually  06/01/16 3,565,000
Cap 6.4000% 4,650,000 (5,013.57) UBS AG 5/19/2001 06/01/19 1,300,000
Total 93,905,000 2,095,743.00
Swap 2002 4.2005% 38,100,600 $356,878.00 Bear Stearns semi-annually  06/01/17 5,100,660
Swap 3.2970% 35,655,000 (921,081,00) Bear Stearns semi-annually  06/01/17 2,760,000
Tatal 03,755,000 35.797.00
Swap 2003 31710% 66,000,660 (2,291,016.91) UBS AG semi-ennually  12/01/18 3,000,000
Swap 3710% 66,000,000 (2,271,744.00) Citigroup semi-annually  12/01/18 3,006,600
Cap 0.3930% 14,850,000 289,060.08 UBS AG annually 06/01/28 -
Total 146,850,000 (4,273,700.83)
Swap 2004 4.1480% 72,625,000 965,929.82 UBS AG sepii-annually  12/01/19 3,250,600
Swap 4.1480% 72,625,060 986.645.00 Citigroup semi-annually  12/01/19 3,250,000
Swaption - (346,395.36) UBS AG
Swaption “ (340,353.00) Citigroup
Total 145,250,000 1,265,830.46
Swap 2005 4.0100% 68,500,000 29293591 UBS AG semi-anpuaily  06/01/21 3,000,000
Swap 4.0100% 68,500,600 306,749.00 Citigroup semi-annually  06/01/21 3,000,060
Swaption - (303,585.73) UBS AG
Swaption - {299,334.00) Citigroup
Total 137,000,600 (3,234.82)
Swap 2006 4.4750% 72,500,000 2,566,741.52 UBS AG semi-annially  06/01/31 1,800,000
Swap 4.4750% 72,500,000 2,570,382.00 Citigroup semi-annually  06/01/3] 1,000,000
Swaption - (767,980.97) UBS AG
Swaption - {767,792.00) Citigroup
Total 145,600,000 3,601,350.35
Swap 2007 4.0570% 10,665,000 {84,262.060) Citigroup semi-annually  06/01/36 135,000
Swap 4.0970% 16,665,000 {581,736.00) Goldman Sachs semi-annually  06/01/36 135,000
Swap 4.0970% 10,663,000 {570,638.00) MSCS semi-annually  06/01/36 135,000
Swap 4.0970% 48,003,000 {364,252.30) UBS AG semi-annually  06/01/36 595,000
Swaption - (520,575.00% Citigroup
Swaption - (2,379,901.66} UBS AG
Total 80,000,000 (4,501,364,96)
Grand Total § 841,760,000 § (1,779,580}

{1} All fair values that resuit in 2 positive value to the swap provider are shown as positive amounts. All fair values that result in a

positive value to HESAA are shown as negative amounts.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCTAL STATEMENTS

USE OF FINANCIAL INSTRUMENTS (CONTINUED)

Values as of June 30, 2006

Transaction Bond Fixed Settlements  Termination
Type Issue Rate Netional Amount  Fair Value (1) Provider QOceur Date Amortize to
Swap 2001 4.6830% § 51,505,000 1,636,397.00 UBS AG semi-annually  06/01/16 3,995,000
Swap 4.0175% 46,070,000 31,662.00 UBS AG semi-annnally  06/01/16 3,565,000
Cap 6.4000% 4,630,000 {10,132 00y UBS AG 5/19/2001 06/01/19 1,300,000
Total 102,225,000 1,657,927.00
Swap 2002 4.2005% 62,100,000 S2T8TT.00 Bear Stearns  semi-annually  06/01/17 5,100,000
Swap 3.2970% 38,145.000  (1,424766.00) Bear Stearns  semi-annually  06/01/17 2,760,000
Total 100,245,000 (897,189.00)
Swap 2003 3.1710% 66,500,000  (3.261,870.00) UBS AG semi-annuaily  12/01/18 3,000,000
Swap 3.1710% 66,500,000  (3,266,529.00) Citigroup semi-annually  12/01/18 3,000,000
Cap 0.3930% 16,350,000 287.700.00 UBS AG annuatly 06/31/28 -
Tota 149,350,000 (6,240,699 .00)
Swap 2004 4.1480% 72,625,000 258,060.00 UBS AG semi-annually — 12/01/19 3,250,000
Swap 4.1480% 72,625,000 250,746.00 Citigroup seti-annually  12/01/19 3,250,000
Swaption - (343,101.00) UBS AG
Swaption - (334,178.00)
Totat 145,250,000 (168.473.000
Swap 2005 4.0100% 51,000,000 {600,394.00) UBS AG semi-annually  06/01/21 3,000,060
Swap 4.0100% 51,000,000 (305,408.00) Citigroup semi-annually  06/01/21 3,000,000
Swaption - {306,907.00) URS AG
Swaption - (300,217.00)
Total 102,000,600 £1,512,926.00)
Swap 2006 4.4750% 500,000 1.036,205.00 UBS AG semisannuaily  06/01/31 1,000,000
Swap 4.4750% 500,000 1,028,230.00 Citigroup semi-annually  06/01/31 1,000,000
Swaption - (744,817.00) UBS AG
Swaption - (746,043.00) Citigroup
Total 1,000,060 563,595.00

Grand Total § 600,070,000 {6,567,765.00)

(1) All fair values that result in a positive value to the swap provider are shown as positive amounts. All fair values that result in a
positive value to HESAA are shown as negative amounts.

BONDS PAYABLE

The Authority has issued bonds to support its loan programs. All bonds described herein are
limited obligations of the Authority, payable solely from the assets of the NJCLASS/FFELP Trust
Estate, as described in the official statement of each issue. In addition to the assets or funds of the
Trust Estate, all bonds issued from 1997 through 2007 are covered by municipal bond insurance
policies guaranteeing payment of principal and interest in the event of default by the Authority.
None of the Authority’s assets or funds (other than the Trust Estate) is pledged as security for the
bonds.

Bonds Outstanding

The following schedules present summarized information relating to the interest rates and
future maturities of the bonds outstanding as of June 30, 2007 and 2006:
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
E. BONDS PAYABLE (CONTINUED)

Bonds Outstanding (Continued)

(1) The 1991 Series B Bonds were capital appreciation bonds. The bonds outstanding
amount included original principal plus accumulated accretion of the issue price. Interest
was not paid on the 1991 Series B Bonds; however, the implied interest rate was 8.14%.

(2) All 2001, 2002, 2003, 2004, 2005, 2006 and 2007 Series A through D Student Loan
Revenue Bonds are Auction Rate Certificates. These Bonds carry floating interest rates.
After a uniform initial rate and varying durations by series were set at the issue date, rates
are reset every 35 days at a separate auction for each series. The interest rate ranges
stated in the table are as of June 30, 2007.

(3) All 2003 Series E Student Loan Revenue Bonds are Auction Rate Certificates. After the
initial rate is set, rates are reset annually. The interest rate for Series E was 3.80% as of
June 30, 2007.

(4) Bond issue is fully retired.

Extraordinary Redemption Provisions
Provisions governing the extraordinary redemption of bonds prior to maturity are included in
the redemption provisions sections of the indentures for all bonds issued during the years 1991
through 2000.  Where applicable, these early redemptions are permitted under the
Extraordinary Redemption from Unexpended Proceeds, the Special Redemption, and the
Extraordinary Redemption from Excess Revenues sections of the indentures. All bonds retired
under the Extraordinary Redemption provisions are redeemable at par.

As of June 30, 2007 and 2006, the Authority had redeemed $202,708,935 and $181,607,432,
respectively, of bonds from the 1991, 1992, 1993, 1995, 1996, 1997, 1998, 1999 and 2000
Issues under the Extraordinary Redemption from Unexpended Proceeds and the Extraordinary
Redemption from Excess Revenues sections of the redemption provisions of each bond issue's
indenture.

Optional Redemption Provisions
Each indenture also contains provisions for the optional redemptions of NJCLASS fixed rate
bonds. For the 1991 through 2000 Bond Issues, the Authority is preciuded from doing optional
redemptions for the first 10 years of each issue. From the eleventh to thirteenth years, the
prices for optional redemptions by the Authority range from 102% to 100% (par) of the face
amount, with the premium amounts decreasing to par in annual decrements over this two-year
period.

All 2001, 2002, 2003, 2004, 2005, 2006 and 2007 Bonds are eligible for redemption prior to
maturity at any time upon 10 days notice at par plus accrued interest, as long as they remain
outstanding as ARCs or are converted to variable rate bonds. If they are converted to a fixed
rate, they can be redeemed at any time following the tenth anniversary date of conversion to a
fixed rate upon not less than 30 days notice. If redeemed in the eleventh and twelfth years at
the fixed rate, redemption prices include premium amounts of 102% and 101%, respectively,
decreasing to par after twelve years.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJICLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
E. BONDS PAYABLE (CONTINUED)

Optional Redemption Provisions (Continued)
No redemptions under the Optional Redemptions section of the indentures have been made by
the Authority to date.

Scheduled Maturities
Since inception of the NJCLASS/FFELP Programs in 1991, $40,865,000 of bonds have been
redeemed as scheduled maturities under the supplemental indentures applicable to the 1991
through 2000 Bond Issues.

Conversion of 2001, 2002, 2603, 2004, 2005 2006 and 2007 Bonds ~ Auction Rate Certificates

- to Fixed Interest Rate or Variable Interest Rate
As required by the Fourth (for 2001), Fifth (for 2002), Sixth (for 2003), Seventh (for 2004,
Eighth (for 2005), Ninth (for 2006) or Tenth (for 2007) Supplemental Indentures, the ARCs
may be converted to fixed rate or variable rate bonds prior to their final maturities. More than
one fixed rate may be established to apply to the 2001, 2002, 2003, 2004, 2005 2006 and/or
2007 Bonds, taking into account the scheduled maturity dates. The fixed rate selected must
cause the converted bonds to sell at par. For conversions to a variable rate, the interest rate
period must be one vear or less.

Any 2001, 2002, 2003, 2004, 2005 2006 and/or 2007 Bonds to be converted to fixed rate or
variable rate bonds shall be subject to mandatory tender for purchase on the fixed or variable
rate conversion date, at par plus accrued interest.

The Fourth, Fifth, Sixth, Seventh, Eighth, Ninth and/or Tenth Supplemental Indentures may be

amended by supplemental indentures to modify the provisions for optional redemption of the
2001, 2002, 2003, 2004, 2005, 2006 and/or 2007 Bonds.
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS

E. BONDS PAYABLE (CONTINUED)

Future Maturities and Sinking Fund Requirements

Future maturities of bonds payable, including interest, are as follows:

Year Ending June 30, Principal Interest Total

2008 $ 6,530,000 63,807,757 3§ 70,337,757
2009 7,705,000 63,461,128 71,166,128
2010 7,735,000 63,056,620 70,791,620
2011 9,710,000 62,547,655 72,257,655
2012 6,380,000 62,094,496 68,474,496
2013-2017 46,960,000 302,976,301 349,936,301
2018-2022 24,965,000 293,214,470 318,179,470
2023-20627 - 290,511,350 290,511,350
2028-2032 - 290,511,350 290,511,350
2033-2037 356,000,000 281,802,587 637,802,587
2038-2042 1,125,000.000 130,055,295 1,255,055,295

Total $ 1,590,985,000  § 1,904,039,008 3,495,024,008
Less amount representing interest 1,504,039,008
Net minimum principal payments $ 1,590,985,000

As governed by the indenture for each issue and series for the years 1993 through 2000 and for
the 2003 Series E Bonds, mandatory sinking fund redemptions prior to maturity, in part, by lot
are required. The amounts of sinking fund redemptions for the fiscal years 2008 through 2012
and thereafter are included in the maturity schedule shown above.

F. ARBITRAGE REBATES

Pursuant to current federal income tax law and in accordance with the bond indentures, certain
income earned on non-purpose investments (investments other than student loans) attributable to
the Authority's outstanding tax-exempt bonds is subject to payment to the U.S. Treasury as
arbitrage rebates.

The arbitrage rebates are determined and caiculated annually based upon the percentage of yield
realized on the non-purpose investments compared to the percentage of yield on the tax-exempt
bonds and is cumulative over the lives and terms of the applicable bond series. Accordingly, the
determined amount for any one-year could be reduced in subsequent years based on changes in
yield differentials. The following arbitrage profits were subject to rebate and were included in
arbitrage payable on the NJCLASS/FFELP program financial statements:
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS

F. ARBITRAGE REBATES (CONTINUED)

June 30,
2007 2006
Bond Issue
1995 $ 648 § 22,684
1997 29,940 45,326
1998 147,095 -
2000 115,204 60,699

$ 292,887  $ 128,709

G. CONCENTRATIONS OF CREDIT RISK

Financial Instruments
As disclosed in Note A, Summary of Significant Accounting Policies, the Authority’s loan
programs use financial instruments. These agreements are structured to enable variable rate
bond proceeds to meet specific needs of the student loan market by reducing the risk associated
with changes in interest rates.

As of June 30, 2007 and 2006, the liability associated with financial instruments specified in
Note A totalled $246,023 and $254,223, respectively. This amount is included in accrued
interest payable.

In order to enhance the security of these financial instruments, the Authority has included
provisions in the contracts that govern these agreements requiring the counterparty to post
collateral in the form of negotiable debt obligations of the U.S. Treasury if iis long-term senior
unsecured debt rating from S&P is withdrawn, suspended or falls to or below “A+7; if its rating
from Moody’s is withdrawn, suspended or falls to or below “A1”; or if its rating from Fitch is
withdrawn, suspended or falls to or below “A+.”

As an additional safeguard, the Authority has the option to terminate the agreements regarding
these financial instruments at any time, subject to the settlement of market value amounts due
to the issuer or HESAA at the time of termination.

Student Loans Receivable
The Authority provides student loans to New Jersey residents and out-of-state residents
attending college in New Jersey, who use the proceeds for the purpose of pursuing higher
education. The Authority assesses eligibility of loan applicants using criteria equal to the
established guidelines for comparable loans in the banking industry. Management performs
ongoing evaluations of its loan recipients and maintains an insurance fund, separate from the
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NEW JERSEY HIGHER EDUCATION STUDENT ASSISTANCE AUTHORITY
NJCLASS/FFELP LOAN PROGRAMS

NOTES TO FINANCIAL STATEMENTS
G. CONCENTRATIONS OF CREDIT RISK (CONTINUED)

Student Loans Receivable (Continued)

bond issues, which is capitalized by a fee charged at disbursement and partially replenished by
collections on defaulted loans, to reimburse the bond issues when defaults occur. This policy is
in conformity with the reserve amount requirements of the trust indentures between the
Authority and Wells Fargo Bank. As a means of ensuring that cash flows generated from
NICLASS Student Loans will be sufficient to cover and protect the interests of the
bondholders, management considers the insurance fund cash flows adequate in light of actual
Joan default experience.

H. ROUNDING

Some schedules in the financial statements may have dollar differences due to rounding.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS.
PERFORMED IN ACCORDANCE WITH GOVERNMENT A UDITING -
STANDARDS

To the Board Members of
New Jersey Higher Education Student Assistance Authority

We have audited the financial statements of the NJCLASS/FFELP Loan Programs of
the New Jersey Higher Education Student Assistance Authority as of and for the year
ended June 30, 2007, and have issued our report thereon dated October 10, 2007,
We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of
the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered NICLASS/FFELP Loan
Programs’ internal control over financial reporting as a basis for designing our
auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of
NICLASS/FFELP Loan Programs’ internal control over financial reporting,

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles
such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or
detected by the entity’s internal contro).

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelthood that a material
misstatement of the financial statements will not be prevented or detected by the
enfity’s internal control.

P.O. Box 7648 * Princeton. Nf 08543-7648 * 609.689.9700 » fax 609.689.9720
www.mercadien.com 30
OVER 40 YEARS OF SERVICE TO THE COMMUNITY
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Internal Control over Financial Reporting (Continued)

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether NJCLASS/FFELP Loan Programs’
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, and contracts, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances

of non-compliance or other matters that are required to be reported under Government Auditing
Standards.

This report is intended solely for the information and use of the audit committee, trustees, the
Authority’s board members, management, and the State of New Jersey and is not intended to be
and should not be used by anyone other than those specified parties.

“E.

Fobly (eenmtaslin

Céu%aw‘

October 10, 2007
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