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Board of Directors
Massachusetts Higher Education Assistance Cotporation
d/b/a American Student Assistance

We have audited the accompanying Consolidated Statements of Financial Position of the Agency Operating
Fund of Massachusetts Higher Education Assistance Corporation d/b/a American Student Assistance
(“ASA”) as of June 30, 2009 and 2008, and the related Consolidated Statements of Activities and cash flows
for the years then ended. These consolidated financial statements are the responsibility of ASA’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 as established by the American Institute of Cerdfied Public Accountants and the standards
applicable to financial audits contained in Government Auditing Standard, issued by the Comptroller General of
the United States. Those standards require that we plan and petform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purposes of expressing an opinion on the effectiveness of
ASA’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, 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 faitly, in all material respects, the financial
position of ASA as of June 30, 2009 and 2008, and the changes in its net assets and its 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 2, 2009 on
our consideration of ASA’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of 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 integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audits.

Grant Thornton LLP
U.S. member firm of Grant Thornton Internationat Ltd



Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic consolidated financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic consolidated financial statements and, in out
opinion, is fairly stated, in all material respects, in relation to basic consolidated financial statements taken as a whole.

C)W Thotpn, LLP

Boston, Massachusetts
October 2, 2009



AMERICAN STUDENT ASSISTANCE
Consolidated Statements of Financial Position
June 30, 2009 and 2008

(Dollars in Thousands)
2009 2008
ASSETS
Cash and cash equivalents $ 45,228 § 54,889
Restricted cash 2,885 3,777
Investments 72,539 70,715
Prepaid expenses and deposits 1,295 791
Receivables, net:
Due from U.S. Department of Education:
Loan processing and issuance fees 2,075 2,496
Portfolio wellness fees - 2,766
Account maintenance fees 0,811 6,738
Due from the Federal Fund:
Default aversion fees - 33,069
Other receivables:
FFELP related services 37 415
Other receivables 607 746
Total receivables, net 9,530 46,230
Other assets 500 528
Property and equipment, net 16,605 19,713
Total assets $ 148,582 § 196,643
LIABILITIES AND NET ASSETS
LIABILITIES:
Accounts payable and accrued expenses 9,279 13,368
Deferred rent and landlord allowances 8,756 9,191
Due to Federal Fund 25,510 29,124
Pension obligation 14,462 8,349
Other liabilities 4,728 6,349
Total liabilities 62,735 66,381
UNRESTRICTED NET ASSETS:
Board designated net assets 9,152 9,152
Undesignated net assets 76,695 121,110
Total unrestricted net assets 85,847 130,262
Total liabilities and net assets $ 148,582 § 196,643

The accompanying notes are an integral part of the consolidated financial statements.

5



AMERICAN STUDENT ASSISTANCE
Consolidated Statements of Activities
For the years ended June 30, 2009 and 2008

(Dollars in Thousands)
2009 2008
OPERATING REVENUES:
Loan processing and issuance fees $ 7,823 10,845
Portfolio wellness fees - 49,972
Default aversion fees - 33,069
Account maintenance fees 27,396 13,469
Defaulted loan recoveries - net of reimbursement to the
U.S. Department of Education:
Regular collections 10,844 8,116
Consolidation collections 5,334 4,053
Rehabilitation collections 39,991 48,230
Other FFELP related services 6,563 6,837
Interest income 3,360 5,385
Unrealized and realized losses on investments (315) (428)
Other income 5 -
Total operating revenues 101,001 179,548
OPERATING EXPENSES:
Employee compensation and fringe benefit costs 65,959 64,521
Defaulted loan recovery related services 19,726 21,442
Participating lender fee expense 5,430 6,348
Printing and postage expenses 2,193 2,685
Depreciation and amortization expenses 6,506 7,097
Occupancy and building costs 6,269 6,076
Office expenses 643 624
Professional fees and services 6,466 8,410
Contracted information systems services 1,128 7,239
Information systems equipment and maintenance 2,591 2,775
Travel and industry related activities 1,817 3,244
Other expenses 1,702 1,897
Total operating expenses 120,430 132,358
Increase (decrease) in net assets from operating activities (19,429) 47,190
Non-operating pension-related changes other than net periodic pension cost 7,218 1,991
Provision for transfer to Federal Fund for minimum reserve requirement 17,768 43,500
CHANGE IN NET ASSETS (44,415) 1,699
NET ASSETS AT BEGINNING OF YEAR 130,262 128,563
NET ASSETS AT END OF YEAR $ 85847 § 130,262

The accompanying notes are an integral part of the consolidated financial statements.
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AMERICAN STUDENT ASSISTANCE
Consolidated Statements of Cash Flows
For the years ended June 30, 2009 and 2008

(Dollars in Thousands)
2009 2008
OPERATING ACTIVITIES:
Change in net assets 3 (44415 % 1,699
Adjustments to reconcile change in net assets to cash
used in operating activities:
Depreciation and amortization expenses 6,506 7,097
Unrealized and realized losses on investments 315 428
Provision for transfer to Federal Fund 17,768 43,500
Changes in assets and liabilities:
Prepaid expenses and deposits (504) (645)
Other assets 28 (71)
Receivables:
IRS tax offset refunds - 205
Loan processing and issuance fees 421 (285)
Portfolio wellness fees 2,766 4,757
Account maintenance fees (73) (6,738)
Due to (from) the Federal Fund 11,687 (46,572)
Other receivables 517 (146)
Accounts payable and accrued expenses (4,089) (1,827)
Defaulted claim / loan recoveries due to Department of Education - (9,410)
Deferred rent and landlord allowances (435) {455)
Pension obligation 6,113 2,389
Other liabilities (729) 471
Cash used in operating activities (4,124) (5,603)
INVESTING ACTIVITIES:
Putchases of investments (65,667) (61,955)
Sales and maturities of investments 63,527 52,032
Additions to property and equipment (3,397) (5,176)
Cash used for investing activities (5,537) (15,099)
DECREASE IN CASH AND CASH EQUIVALENTS (9,661) (20,702)
Cash and cash equivalents at beginning of year 54,889 75,591
Cash and cash equivalents at end of year $ 45,228 § 54,889

The accompanying notes are an integtal part of the consolidated financial statements.
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AMERICAN STUDENT ASSISTANCE
Notes to Consolidated Financial Statements
June 30, 2009 and 2008

NOTE A - ORGANIZATION

Ametican Student Assistance (“ASA”) assists students in successfully completing a program of higher education
financing and repayment. In doing so, ASA provides various loan-related and other services in connection with the
financing of higher education and the Federal Higher Education Act of 1965, as amended (the “Act™).

The ASA organization consists of two related companies as described below:

American Student Assistance is the trade or “doing business” name of Massachusetts Higher Education Assistance
Corporation (“MHEAC”). A not-for-profit organization, ASA provides full-service life-of-the-loan services to
borrowers, schools, lenders, guaranty agencies and other participants within the Federal Family Education Loan
Program (“FFELP”). Under the Act, ASA, as a FFELP guaranty agency, is required to maintain and account for
activities within two separate funds; an Agency Operating Fund and a Federal Fund (the “Federal Fund”), which
is owned and regulated by the U.S. Department of Education (“ED”). The Agency Operating Fund (the

' “Operating Fund”) is used to record the financial activities incurred by ASA in fulfilling its corporate mission. On
behalf of ED, ASA operates the Federal Fund. The financial activities applicable to the Federal Fund are reported
in a separate set of financial statements.

American Stndent Assistance Services, Inc. (“ASA Services”), a wholly-owned for-profit subsidiary of ASA, was
established to provide financial and other support services beyond the scope of the Act. This corporation was
largely inactive during the reporting periods.

These consolidated financial statements represent the activities of the Operating Fund and ASA Services
(collectively referred to as “ASA”)

The most recent Congressional Reauthorization of the Act was enacted into legislation with an effective date of
October 1, 1998. As provided by the 1998 Reauthorization, ASA and the U.S. Secretary of Education, as of
January 1, 2001, entered into a Voluntary Flexible Agreement (“VFA”) whereby provisions of the VFA supersede
certain provisions of the Act. ASA’s VFA, known as FFELP Wellness, included a fundamental restructuring of
ASA’s federally funded revenue streams. Under this performance based fee-for-service revenue funding model,
ASA’s financial incentives were designed to be aligned with its public purpose mission of assisting students in
successfully completing a program of higher education financing and repayment.

Additionally, the VFA agreement provided for the return of all liquid assets, as of December 31, 2000, from the
Federal Fund to ED. This return was achieved through the establishment of an interest bearing escrow
arrangement jointly with ED.

On October 2, 2007, ED notified ASA that the VFA would be terminated effective January 1, 2008. Accordingly,
as of January 1, 2008, ASA reverted to the currently effective statutory funding model under the existing agreements
between ED and ASA to the extent those agreements are consistent with the Higher Education Act of 1965, as
amended (HEA), other applicable laws, and ED’s regulations. As a result of the termination of the VFA, the full
amount of the Federal Fund Escrowed funds has become the “Federal Fund”.



AMERICAN STUDENT ASSISTANCE
Notes to Consolidated Financial Statements - Continued
June 30, 2009 and 2008

NOTE A - ORGANIZATION- Continued
Effective January 1, 2008, other principal changes included:

®  On behalf of ED, the Federal Fund, rather than ASA, disbursed funds to lenders for defaulted loan and
other claims;

®  ASA no longer received portfolio wellness fees from ED;
e  ASA received account maintenance fees from ED and default aversion fees from the Federal Fund,;

e ASA’s retention rate on defaulted loan collections for which federal reinsurance or reimbursement had been
recetved was reduced from 18.5% to 16%.

. These changes are further described in Note B of the consolidated financial statements. ASA advances the Federal
Fund amounts to satisfy any temporary, short-term liquidity needs of the Federal Fund caused by the claims
disbursement/reimbursement process.

In March 2006, Congress passed The Deficit Reduction Act of 2005, which included provisions to change and in
some cases reauthorize parts of the HEA. Major modifications that apply to all guaranty agencies due to the Deficit
Reduction Act legislation are:

® ASA collects and deposits in the Federal Fund a 1% default fee for all Stafford and Plus loans originated
subsequent to July 1, 2006. ASA collects on behalf of the Federal Fund; accordingly the fees are not reflected

on ASA’s consolidated financial statements.

s Approximately 46% of the Ford consolidations revenue is retutned to ED.
Beginning in fiscal year 2007, ASA elected to share the expense of lowering borrowers’ costs by returning to
participating lenders, the 0.5% consolidation loan fees (paid by the lender to ED), up to an amount equal to the
default fees that the lender has subsidized on behalf of borrowers. This expense is included under participating
lender fees in the accompanying Statements of Activities for the years ended June 30, 2009 and 2008.

All significant intercompany transactions have been eliminated in consolidadon.

Financial Statement Presentation

ASA’s financial statements are prepared on the accrual basis of accounting and in accordance with accounting
principles generally accepted in the United States of America. ASA’s net assets are either board designated or
unrestricted. Prior to fiscal year 2008, the board of ASA had designated certain net assets in the event that ASA
became subject to the standard Federal Fund reserve requirement. The reserve requirement is defined as having a
net asset balance in the Federal Fund of at least 25 basis points of the total guaranteed principal balance
outstanding. Under the standard guarantor model, as of June 30, 2008, the board of ASA approved the release of
$43,500 of board-designated net assets to undesignated net assets and accrued for a transfer of $43,500 to
replenish a shortfall of the Federal Fund’s reserve requirement. In September 2009, the board of ASA approved
an additional cash transfer of $28,200 to the Federal Fund to satisfy the Federal Fund’s minimum reserve
requirement. The accrual of $28,200 and $43,500 at June 30, 2009 and 2008, respectively, is included in due to
Federal Fund on the Consolidated Statement of Financial Position. The cash transfer of $28,200 was paid on
September 29, 2009. Unrestricted net assets are available to accomplish any of ASA’s objectives without
restriction. There are no permanently restricted or temporarily restricted net assets.

All dollar amounts, unless otherwise noted, are expressed in thousands.
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AMERICAN STUDENT ASSISTANCE
Notes to Consolidated Financial Statements - Continued
June 30, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents

All highly liquid debt instruments, including repurchase agreements, with maturities of three months or less from
purchase are considered to be cash equivalents. Repurchase agreements are fully collateralized.

Restricted Cash

ASA acts as an escrow agent with respect to cash received from lending institutions for student loans. These
funds are genérally transferred to borrowers and schools on a daily basis and generally within five days of receipt.
The transfer of funds to schools under FASTFUNDs™ is determined by the school’s preference. This escrowed
cash is not available for general ASA purposes and the restricted funds and the liability are presented separately in
the Consolidated Statement of Financial Position. ASA recorded the esctow funds as restricted cash together
with a liability for the same amount in the Statements of Financial Position as of June 30, 2009 and 2008.

Restricted Cash/ Missouri Department of Higher Education

As a component of ASA’s full service agreement with the Missouri Department of Higher Education (“MDHE”),
ASA provides payment processing setvices on behalf of MDHE with respect to cash received for collections on
defaulted student loans. These funds are deposited directly in to MDHE accounts on a daily basis and therefore
are not reflected in ASA’s consolidated financial statements.

Investments

Investments, which consist of U.S. Government and Agency bonds, are stated at quoted fair value. Investments
also include bank certificates of deposit, the carrying value of which approximates fair value.

Due from the Federal Fund

Reflects monies due from the Federal Fund to the Operating Fund and includes collection transfer balances and a
provision for transfer of funds to meet the minimum reserve requirement and federal default fees pending
transfer. A daily transfer between funds is made based on an estimate of ED’s share of daily reconciliation of
collections. A final settlement for the actual amount of collections due is made as of month-end.

Property and Equipment

Property and equipment are recorded at cost. Depreciation and amortization are recorded using the straight-line
method over estimated useful lives of three to ten year periods. Leasehold improvements are amortized over the
shorter of useful life or life of the lease. Ordinary repairs and maintenance are charged to expense when incurred.

ASA develops its own proprietary software from time to time for FFELP management. ASA capitalizes the direct
costs incurred during the application development stage, which include costs to design the software configuration
and interfaces, coding, and testing. Costs incurred during the preliminary project along with post-implementation
stages of internal use computer software development are expensed as incurred. Capitalized development costs
are generally amortized over three years. Costs incurred to maintain existing software are expensed as incurred.

10



AMERICAN STUDENT ASSISTANCE
Notes to Consolidated Financial Statements - Continued
June 30, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The capitalization and ongoing assessment of recoverability of development costs requires considerable judgment
by management with respect to certain external factors, including, but not limited to, technological and economic
feasibility, and estimated economic life. For the years ended June 30, 2009 and 2008, ASA capitalized software
development costs of $320 and $2,001, respectively. As of June 30, 2009 and 2008, net capitalized software costs

totaled $2,244 and $3,729, respectively.

Advances from U.S. Department of Education for Default and Other Claims

Under the VFA ASA provided disbursement services to lenders on behalf of ED. In performing these services,
ASA received funds from ED and subsequently disbursed the funds to lenders for defaulted loan and other
claims. These amounts were reflected as liabilities on ASA’s Statement of Financial Position as of June 30, 2007.
Effective January 1, 2008, upon termination of the VFA, lender default claims are paid by the Federal Fund on

behalf of ED. The liability for the funds is recognized within the Federal Fund.

Claim activities consisted of the following for the six months ended December 31, 2007 (in millions):

6 Months
Ended

12/31/07

Defaulted loan claim payments $ 437.4
Rehabilitated loans, repurchased loans, and refunds (52.3)
Net defaulted loan claim payments 385.1

Death or disability claim payments 25.2
Bankruptcy claim payments 44.4
Closed school or false certificate claim payments 0.1
Discharges and other claim payments 3.1
Total net claim payments $ 457.9

Revenue Recognition

Loan Processing and Issuance Fee

ASA is entitled to receive a loan processing and issuance fee (LPIF) from ED in an amount equal to forty one-
hundredths of one percent (0.40%) of the amount of disbursed loans guaranteed. This fee is recognized as
revenue upon guarantee of the loan. The status of VFA termination does not impact LPIF rates, or revenue

recognition.
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