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Oklahoma Student Loan Authority

We have audited the accompanying balance sheets of the Oklahoma Student Loan Authority (the Authority),
a component unit of the State of Oklahoma, as of June 30, 2007 and 2006, and the related statements of
revenues, expenses and changes in fund equity and cash flows for the years then ended, which collectively
comprise the Authority’s basic financial statements. 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 as established by the American Institute of Certified Public Accountants and the standards
applicable to financial audits contained in Government Anditing 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 consideration of
internal control over financial reporting as a basis for designing audit procedutes that are approptiate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Authority’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 the Oklahoma Student Loan Authority as of June 30, 2007 and 2006, and changes in its financial
position and its cash flows for the years then ended in conformity with accounting ptinciples generally
accepted in the United States of America. '

In accordance with Government Auditing Standards, we have also issued our repott dated September 27, 2007 on
our consideration of the Authority’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 putpose 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 integtal part of an audit performed in accordance with
Government Aunditing Standards and should be considered in assessing the results of our audit.

Management’s Discussion and Analysis on pages two through eight 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 ptincipally of
inquities of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and exptess no opinion on it.

Opamit— 7 Aswnton. LLP

Oklahoma City, Oklahoma
September 27, 2007

One Leadership Square

211 N. Robinson, Suite 1200
Oklahoma City, OK 73102-7148
T 405.218.2800

F 405.218.2801

W www.grantthornton.com

Grant Thornton LLP
US member of Grant Thornton International



Oklahoma Student Loan Authority
Management’s Discussion and Analysis

The Oklahoma Student Loan Authority (Authority) functions as a secondary market for the purchase of
student loans from other lendets, as an otiginating lender for Federal Consolidation loans and as a servicet of
student loans. As a servicer of student loans, the Authority setvices its own student loans and provides
otigination and pre-acquisition interim servicing for 41 other eligible lenders, which ate membets of the
OSLA Student Lending Network. In addition, the Authority provides and supports its in-house loan
setvicing system for remote use by other eligible lenders. As members of the OSLA Student Lending
Network, the temote setvicing lenders are responsible for their own origination and interim servicing of their
student loans.

The loan servicing work performed by the Authority is done under the registered tradename “OSLA Student
Loan Setvicing™”. Each member of the OSLA Student Lending Netwotk is required to sell its student loans
to the Authority before repayment of the loans begins.

The Authority was designated as an Exceptional Performer effective January 1, 2006 by the U.S. Department
of Education in recognition of its exceptional level of petformance in setvicing student loans. As a result of
this designation, the Authotity received 100% reimbursement on all eligible default claims submitted since the
effective date of the Exceptional Performer designation. The reimbursement rate on default claims for non-
Exceptional Petformers was 98%. Federal legislation changed these teimbursement rates effective July 1,
2006 to 99% for Exceptional Performers and 97% for non-Exceptional Performers.

This section of the Authority’s annual financial report presents a discussion and analysis of the Authority’s
financial performance for the fiscal year ended June 30, 2007. Please read it in conjunction with the
Authority’s financial statements and the notes to the financial statements, which follow this section.

FINANCIAL HIGHLIGHTS:

® The Authority’s total assets at June 30, 2007 were approximately, $1,130,714,000, which is an
increase of approximately $114,549,000 ot 11% over June 30, 2006.

® The Authority’s net student loans at June 30, 2007 were approximately $1,065,678,000, which is an
increase of approximately $127,247,000 ot 14% over June 30, 2006.

® The Authority’s total operating revenue was approximately $65,329,000 and interest expense was
approximately $45,990,000 for the fiscal year ended June 30, 2007, tesulting in a net interest margin
of approximately $19,339,000. This is an increase of approximately $3,768,000 or 24% from the
fiscal year ended June 30, 2006.

® The Authotity’s total other operating expenses (see page 6) for the fiscal year ended June 30, 2007
were approximately $8,153,000, which is an increase of $537,000 or 7% over the fiscal yeat ended
June 30, 2006.

* The Authority’s change in fund equity for the fiscal year ended June 30, 2007 was approximately
$11,186,000, which is an increase of approximately $3,231,000 or 41% from the change in fund
equity for the fiscal year ended June 30, 2006.



OVERVIEW OF THE FINANCIAL STATEMENTS:

In accordance with accounting principles generally accepted in the United States of America (US GAAP) and
the provisions of the Governmental Accounting Standards Board (GASB) Statement No. 20, the Authority’s
applies all relevant GASB pronouncements as well as Financial Accounting Standards Board (FASB)
ptonouncement and Accounting Principles Board (APB) opinions, unless those pronouncements conflict
with or contradict GASB pronouncements, in which case, GASB prevails. Under the accrual basis of
accounting, revenues ate recognized in the period in which they are earned and expenses are recognized in
the period in which they are incurred. The format of the Authority’s financial statements is presented in
conformity with GASB Statement No. 34, “Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments”.

CRITICAL ACCOUNTING POLICIES:

US GAAP requires Authotity management to make estimates and assumptions and use judgments that affect
reported income, expenses, assets and liabilities and disclosure of contingent assets and liabilities duting
reporting periods; accordingly, actual results could differ from these estimates.

The Authority generates most of its Operating Revenues from borrower intetest, and subsidized interest and
special allowance from the U.S. Department of Education, on its student loan portfolio. Certain Authority
policies affect the generation of Opetating Revenues.

The Authority offers the following incentive programs to our borrowers:
TOP Interest Rate Reduction — Most of the Authority’s Stafford Loan and PLUS borrowers,
including bottowets of loans that the Authority setvices for the OSLA Student Lending Network
and will purchase in the future, can earn a 1.5% interest rate reduction by making their first twelve
payments on time. The reduced interest rate will apply for the life of the loan after it has been
earned.

EZ PAY Interest Rate Reduction — Borrowers can eatn a 1.0% interest rate reduction by using the
Authority’s electronic debit for making theitr monthly payments. The reduced interest rate will apply
as long as the borrower uses OSLA’s electronic debit, EZ PAY, for making monthly payments. The
Authority increased the interest rate reduction for using EZ PAY from 0.33% to 1.0% effective June
20, 2007.

TOP Principal Reduction — Most of the Authotity’s Stafford Loan and PLUS botrowers can eatn a
1% reduction in the principal amount of their loans by making their first three payments on time.

Consolidation Loan Principal Reduction — Consolidation loan botrrowers can earn a 1% reduction in
the principal amount of their loan by making their first six payments on time.

Lender Paid Origination Fees — The Authority and most members of our Lending Network began
paying the origination fees for Stafford Loans on March 1, 2006 or later that are normally withheld
from the loan disbursements. Participation in this incentive program is at the discretion of the
member of OSLA Lending Network. The Authority will reimburse participating members of OSLA
Lending Netwotk 50% of the lender paid origination fees. The Authority has committed to this
incentive program at least through June 30, 2008.

Default Fee Payment Program — The Authotity began paying the 1% Federal Default fee when the
loans’ guarantors are charging this fee for Stafford and PLUS loans guaranteed on ot after July 1,
2006. The Authortity has committed to this incentive program through June 30, 2008.



The achievement of the TOP and EZ PAY Interest Rate Reduction programs and participation in the
Authority’s Lender Paid Origination Fee and Default Fee Payment programs results in a reduction, and will
result in a future reduction, in Operating Revenues received and in the average yield for the total student loan
portfolio.

The Authority expenses the cost associated with the TOP and Consolidation Loan Principal Reduction
programs in the period the incentive was earned as a reduction to loan interest income from borrowers.

The Authority capitalizes various out-of-pocket costs and amortizes these costs over an estimated life. These
capitalized costs include:

Premiums on Loan Acquisitions — Premiums are amortized as a reduction to loan interest from
borrowets over the estitnated life of the loans, not to exceed 72 months.

Capitalized TLoan Origination Costs — The direct costs associated with originating the loans are
amortized as a reduction to loan interest from borrowers over the estimated life of the loans based
on loan types.

Deferred Loan Fees — Federal Default and Guarantee Fees paid to guarantors and the cost related to
the Authority’s Lender Paid Origination Fee incentive program ate amortized as a reduction to loan
interest from botrrowers over the estimated life of the loans, not to exceed 72 months.

Deferred Financing Costs — The cost associated with the issuance of the Authority’s bonds and notes
payable are amortized over the estimated life of the debt issue, not to exceed 72 months.

The Authotity maintains an Allowance for Loan Losses to provide for estimated future losses in the loan
portfolio. The Authotity will wtite off loans as uncollectible when that determination is made and has written .
off or will write off 1% of the principal balance upon payment of default claims filed with guarantors after
June 30, 2006. The balance of the Allowance for Loan Losses is an estimate of future losses in the
Authority’s cutrent portfolio of student loans. The Authority updates the balance of the Allowance for Loan
Losses by periodic expenses through the Provision for Loan Losses.



FINANCIAL ANALYSIS OF THE AUTHORITY:

The Authority’s total fund equity at June 30, 2007 was approximately $92,311,000, which is an increase of
approximately $11,186,000 or 14% over June 30, 2006. Components of the Authority’s balance sheet ate as

follows as of June 30:

2007 2006
Current assets $ 6,122,435 $ 19,363,602
Capital assets 677,919 935,907
Other noncurrent assets 46,520,876 25,647,166
Restricted assets 1.077,392.869 970,218,793
Total Assets $1,130,714,099 $1,016,165,468
Cutrent liabilities $ 463,197 $ 259,099
Current Habilities payable from restricted assets 28,822,422 6,560,019
Noncutrent labilities payable from restricted assets 1,009.117.729 928,221,182
Total Liabilities 1,038.403,348 935,040,300
Fund equity: .
Invested in capital assets 677,919 935,907
Restricted . 39,452,718 35,437,592
Unrestricted 52,180.114 44.751,669
Total Fund Equity 92,310,751 81,125168
Total Liabilities and Fund Equity $1.1 14.09 $1,016,165,468

The growth in the Authority’s total assets is the continuation of a trend of significant growth in prior years.
Net student loans grew from approximately $938,431,000 at June 30, 2006 to approximately $1,065,678,000 at
June 30, 2007. The growth in liabilities over the past year relates to the issuance of the Series 2007A-1 bonds
in March, 2007 totaling $109,725,000 net of the eatly retirement of the Series 1995A-2 notes in the amount of
$7,000,000. The growth noted in the Authotity’s Fund Equity is the continuation of a trend of significant
loan growth and positive operating results of the Authority.

For the fiscal year ended June 30, 2007, the Authotity acquired or originated student loans with a principal
balance of approximately $395,463,000. This was a 5% increase compared to the §378,022,000 acquited ot
originated in the fiscal year ended June 30, 2006. This increase was due ptimatily to increased otigination of
Consolidation Loans, mostly consolidating loans cutrently in our own pottfolio. At June 30, 2007,
consolidation loans represented approximately 48% of our total portfolio of student loans compared to 41%
at June 30, 2006.



The Authority’s change in fund equity for the fiscal year ended June 30, 2007 was approximately $11,186,000,
which is an inctease of approximately $3,231,000 or 41% from the change in fund equity for the fiscal year
ended June 30, 2006. Components of the statement of revenues, expenses and changes in fund equity for the
fiscal years ending are as follows at June 30:

2007 2006

Loan interest income, net of consolidation rebate fees $61,645,648 $47,725,285
Investment intetest income 3,683,235 2,121,310
Operating revenue 65,328,883 50,446,595
Less: Interest expense 45,990,112 34,875,528
Net Intetest Margin 19,338,771 15,571,067
Less: Other operating expenses:

General administration 5,895,572 5,667,212
External loan setvicing 409,342 283,543
Professional fees 572,074 462,309
Provision for loan losses 1,276,200 1,203,000
Total other operating expenses 8.153,188 7,616,064
Change in fund equity $11,185,583 $.7.955,003

The Change in Fund Equity of approximately $11,186,000 for the year ended June 30, 2007 relates to both
the Authority’s debt service funds (which setve as collateral on outstanding bonds and notes) and to the -
Authority’s general funds.

The increase in loan iﬁterest income for the fiscal year ended June 30, 2007 is related to increased variable .
interest rates, overall growth in loan portfolio and increased Special Allowance from the Department of
Education due to increasing interest rates after the variable interest rates on the student loans were reset. The
vatiable interest tates on student loans are reset annually on July 1st. The variable rates for the fiscal year
ended June 30, 2007 ranged from 6.54% to 7.94% and the vatiable rates for the fiscal year ended June 30,
2006 ranged from 4.70% to 6.10%. The Special Allowance payments from the Department of Education are
intended to give the holders of student loans a current market yield during period of increasing interest rates.

The Authotity funds the otigination or acquisition of student loans by petiodically issuing bonds and notes
and by reinvesting principal payments received on existing loans. The increase in interest expense for the
fiscal year ended June 30, 2007 is related to increasing interest rates for the fiscal year ended June 30, 2007
and the increase of approximately $102,747,000 principal amount in bonds and notes outstanding during the
fiscal year ended June 30, 2007.

Net Interest Margin for the fiscal year ended June 30, 2007 was approximately $19,339,000 which is an
increase of approximately $3,768,000 or 24% from the fiscal year ended June 30, 2006. The factors that
conttibuted to this growth in Net Interest Margin include increase in investment income due to higher yields,
the increasing lender yield on and overall growth in the portfolio of student loans and improved financing
factors such as increased reinvestment of principal payments received on existing loans into new loans and
increased percentage of tax-exempt debt in the Authority’s debt mix.



The increase in provision for loan losses is related to the growth in the Authority’s student loan notes
receivable and the projected loan losses based on historical trends over the life of the related student loans.

The Authority’s other operating expenses for the fiscal year ended June 30, 2007 grew by only 7% over the
previous fiscal year. The increase in other operating expenses was related to increased expenses related to the
growth in our loan setvicing activities such as postage, telecommunications, professional fees and personnel
costs. The Authority prepates an annual operating budget that is used as a management tool for tracking the
various operating expenses. There were no significant variances between the budget and actual operating
expenses for the fiscal year ended June 30, 2007. ‘

DEBT ADMINISTRATION:

The Authority funds student loan notes receivable by issuing tax-exempt and taxable bonds and notes. The
bonds and notes must be approved by the State of Oklahoma bond oversight process prior to being issued.
Tax-exempt bonds or notes also must receive an allocation of the State of Oklahoma private activity volume
ceiling or “cap”. In addition, the issues must comply with federal statutes and with the rules and regulations
of the United States Treasury Department and the United States Securities and Exchange Commission.

At June 30, 2007, the Authority had $1,030,896,850 principal amount of bonds and notes payable
outstanding, an increase of 11% from the $928,150,000 principal amount outstanding at June 30, 2006.
Detailed information on the Authority’s debt is presented in note E to the financial statements.

$1,008,875,000 of the Authority’s debt was publicly held and had long term credit ratings assigned by
Moody’s Investots Setvice (Moody’s) and Standard and Poor’s (S&P) based on the type of security which is
reflected in the table below. The credit tatings have been maintained and periodically the ratings have been
confirmed in connection with new patity debt issues or extensions of recycling periods.

Credit Rating(s) Principal Amount  Type of Security
AAA Moody’s/AAA S&P $971,665,000 Senior Lien ot Insured
A2 Moody’s/A S&P $ 37,210,000 Subordinate Bonds

$408,795,000 of the Authority debt listed above bears a Weekly Rate and, in addition to the long-term ratings,
also has short-term ratings by Moody’s (VMIG-1) and S&P (A-1+ or A-1).

The Authority meets its temporary requirements for funding student loan notes receivable through a taxable,
tevolving watrehouse line of credit and a tax-exempt line of credit commitment provided by commercial
banks. The taxable, revolving line of credit has a commitment amount of $150,000,000, of which
$22,000,000 principal amount was outstanding at June 30, 2007. The tax-exempt line of credit has a
remaining commitment amount of approximately $12,314,000 at June 30, 2007 and of which $21,850
ptincipal amount was outstanding at June 30, 2007. On August 21, 2007, the commitment was increased to
approximately $112,314,000. These lines of credit are not rated by a credit rating agency.



CONDITIONS AFFECTING FINAN CIAL POSITION:

At June 30, 2007, the Authority was servicing student loans from members of the OSLA Student Lending Network
with a principal balance of approximately $149,728,000. The total portfolio of gross student loans that the
Authority owns or setvices for members of the OSLA Student Lending Network was approximately §1,202,000,000
at June 30, 2007. This is an increase of approximately $140,000,000 or 13% from June 30, 2006.

The Authority has experienced significant growth in all aspects of its operations. With the growth in the volume of
student loan applications being processed and the growth in the total loan portfolio serviced by the Authority,
particularly the growth in repayment status loans; the Authority’s fiscal year 2008 budget reflects continued growth.
The Authority’s budgeted administrative expenses for fiscal year 2008 reflect the additional costs to be incutred as a
result of the Authority’s growth.

Higher market interest rates at June 30, 2007 means that student loans with variable interest rates on outstanding
loans will increase during the fiscal year ending June 30, 2008. The variable student loan rates on Stafford and PLUS
loans for the fiscal year ending June 30, 2008 range from 6.62% to 8.02% compared to 6.54% to 7.94% for the fiscal
year ended June 30, 2007. Additionally, legislation changed the interest rate on student loans with first
disbursements on or after July 1, 2006 from variable interest rates to fixed interest rates. The fixed interest rates in
effect July 1, 2006 range from 6.80% to 8.5%.

The Federal Consolidation Loan portfolio continues to grow and become a larger percentage of the Authority’s total
pottfolio. At June 30, 2007, the Federal Consolidation Loans were 48% of the Authority’s gross student loans, an
increase from 41% at June 30, 2006. This growth results in a proportionate growth in the volume of Consolidation
Rebate Fees that the Authority pays to the US Department of Education on our outstanding portfolio of Federal
Consolidation Loans.

"The Authority’s budgets for funding the growth of student loans are based on a significant proportion of taxable
* debt, with correspondingly higher interest rates than tax-exempt debt, in the Authority’s outstanding bonds and
_notes. This increased cost of tazable debt compared to tax-exempt debt will cause an increase to the overall average

rate paid for interest expense. '



Oklahoma Student Loan Authority

BALANCE SHEETS

June 30,

ASSETS

-.Cutrent assets
Cash
Investments
Interest receivable

Total current assets

Noncurrent assets
Loans, net of allowance for loan losses
Capital assets, net of accumulated depreciation
Otfxer noncurrent assets

Total noncurrent assets

Restticted assets
Cash
Investments
Interest receivable
Loans, net of allowance for loan losses
Other restricted assets

Total restricted assets
TOTAL ASSETS
‘LIABILITIES AND FUND EQUITY

Current liabilities
Accounts payable and other accrued expenses

Cuzrent liabilities }l))ayable from restricted assets
Accounts payable and other accrued expenses
Accrued interest payable
Notes payable

Total current liabilities payable from restricted assets
Noncurrent liabilities payable from restricted assets
Atbitrage rebate payable
Notes payable
Bonds payable
Total noncurrent liabilities payable from restricted assets
Total liabilities
Commitments and contingencies (note G)
Fund equity
Invested in capital assets
Restricted
Unrestricted
Total fund equity

TOTAL LIABILITIES AND FUND EQUITY

2007 2006
$ 67,207 % 21,425
5,270,238 19,126,135
784,990 216,042
6,122,435 19,363,602
46,113,609 25,328,373
677,919 935,907
407,267 318,793
47,198,795 26,583 073
2,981,368 4,952,000
26,788,286 29,160,981
26,641,652 21,523,103
1,019,564,080 913,102,197
1,417,483 1,480,512
1,077,392,869 970,218.793
$1,130,714,099  $1.016,165,468
$ 463197 $ 259,099
1,103,241 2,020,066
5,719,181 4,539,953
22,000,000 -
28,822,422 6,560,019
220,879 71,182
71,621,850 100,600,000
937,275.000 827.550.000
1,009,117,729 928,221,182
1,038,403,348 935,040,300
677,919 935,907
39,452,718 35437592
52,180,114 44.751.669
- 92,310,751 81,125,168
$1,130,714,009  $1,016.165.468

‘The accompanying notes ate an integral part of these statements.
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Oklahoma Student Loan Authority

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN FUND EQUITY

Year ended June 30,

Operating revenues
Loan interest income
From borrowers
From U.S. Department of Education (USDE)

Investment interest income
Total operating revenues
Operating expenses
Interest
General administration
External loan servicing fees
Professional fees
Provision for loan losses
Total operating expenses
CHANGE IN FUND EQUITY
Fund equity at beginning of year

Fund equity at end of year

2007 2006
$35,674,118  $25,269,316
25,971,530 22,455 969

3,683,235 2721310
65,328,883 50,446.595
45,990,112 34 875,528
5,895,572 5,667,212
409,342 283,543
572,074 462,309
1,276,200 1,203,000
54,143,300 42,491,592
11,185,583 7,955,003
81,125.168 73,170,165
2310751  $81,125.168

The accompanying notes are an integral part of these statements.
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Oklahoma Student Loan Authority

STATEMENTS OF CASH FLOWS

Year ended June 30,

Cash flows from operating activities

Receipts of interest income from borrowers

Receipts of interest income from USDE

Receipts of interest on investments

Payments for interest on notes and bonds payable
Payments to Internal Revenue Service for arbitrage rebate
Payments to employees and suppliers

Net cash provided by operating activities

Cash flows from noncapital financing activities
Advances on notes payable

Proceeds from issuance of bonds

Payments of debt financing costs

Payments on notes payable

Payments on bonds payable

Net cash provided by non-capital financing activities

Cash flows from investing activities

Proceeds from matutity of investments

Receipts of loan principal payments

Increase in student loans receivable and related costs
Purchases of investments

Net cash used in investing activities

Cash flows from capital activities
Purchases of capital assets

NET (DECREASE) INCREASE IN CASH

Cash at beginning of year (including $4,952,000 and $453,549 for

2007 and 2006, respectively, repotted in restricted assets)

Cash at end of year (including $2,981,368 and $4,952,000 for

2007 and 2006, respectively, reported in restricted assets)

11

2007

2006

$ 36,358,968

$ 27,036,264

25,936,888 19,713,100
3,879,281 2,671,460
(44,310,243) (32,172,363)
- (99,439)
(1,297,181) (6.012.239)
14,567.713 11,136,783
43,993,762 90,892,057
109,725,000 152,545,000
(437,384) (623,634)
(50,971,912) (96,667,057)
- (25.200,000)
102,309,466 120,946,366
433,863,979 456,155,917
289,285,559 265,902,148
(424,192,932)  (392,784,850)
(417,635,387)  (456,435219)
(118,678,781)  (127,162,004)
(123,248) (401,269)
(1,924,850) 4,519,876
4,973,425 453,549
$__3.048,575 §_4,973425



Oklahoma Student Loan Authority

STATEMENTS OF CASH FLOWS - CONTINUED

Year ended June 30,

Reconciliation of change in fund equity to net cash provided
by operating activities
Change in fund equity
Adjustments to reconcile change in fund equity to net
cash provided by operating activities
Depreciation on capital assets
Amortization of loan orgination costs, guarantee
fees and premiums on loan acquisition
Amottization of deferred financing costs
Provision for loan losses
(Increase) decrease in assets
Interest receivable
Other assets
Increase (decrease) in liabilities
Accounts payable and other accrued expenses
Accrued interest payable
Arbitrage rebate payable

Net cash provided by operating éctiviﬁes

2007

2006

$ 11,185,583

381,236

6,384,054
500,642
1,276,200

(5,687,497)
(88,703)

(712,727)
1,179,228
149,697

| $_14,567.713

The accompanying notes are an integral patt of these statements.
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$ 7,955,003

448,492

5,152,336
584,205
1,203,000

(6,203,896)
52,320

(99,988)
2,118,960
(73.649)

$11.136,783



Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS

June 30, 2007 and 2006

NOTE A - REPORTING ENTITY AND NATURE OF PROGRAM

The Oklahoma Student Loan Authority (the Authority) was created as an express trust under applicable
Oklahoma Statutes and a Trust Indenture dated August 2, 1972, with the State of Oklahoma (the State)
accepting the beneficial interest therein. The Authority 1s a component unit of the State and is included
m the financial statements of the State as a part of the Enterprise Fund. Enterprise funds are used to
account for the operations and financial position of governmental entities that ate financed and
operated in a manner similar to private enterprise.

The purpose of the Authority is to provide student loan funds to qualified petsons at participating post-
secondary educational institutions. The Authority also performs origination and intetim status setvicing
for other Federal Family Education Loan (FFEL) Program lenders in addition to providing a secondaty
market for FFEL Program loans for participating financial institutions. The student loans held by the
Authority under the Federal Higher Education Act of 1965 (Higher Education Act), as amended,
mclude Federal Stafford Loans (Stafford), Unsubsidized Stafford Loans for Middle Income Botrowers
(Unsubsidized Stafford), Federal Supplemental Loans for Students (SLS), Federal Parent Loans for
Undergraduate Students (PLUS) and Federal Consolidation Loans (Consolidation).

The FFEL Program loans are guaranteed by the Oklahoma State Regents for Higher Education
Guaranteed Student Loan Program (State Guarantee Agency), which is reinsured by the United States:
Department of Education (the USDE), or guaranteed by other guarantors approved by the USDE
(Guarantee Agencies). The Authority was designated as an Exceptional Petformer effective January 1,
2006 by the USDE in recognition of its exceptional level of performance in setvicing FFEL Program
loans. As a result of this designation, the Authority teceived 100% teimbursement (99%
reimbursement effective July 1, 2006) on all eligible FFEL Program default claims submitted since the
effective date of the Exceptional Performer designation. The Authority is required to achieve cettain
teporting and compliance levels to maintain the Exceptional Performer designation. Management
believes, as of June 30, 2007, no conditions ot events have occurred which would revoke this
designation.

As of June 30, 2007 and 2006, the Authority setviced approximately $149,728,000 and $131,462,000,
respectively, in FFEL Program loans for other financial institutions. As a setvicet of FFEL Program
loans, the Authority collects student loan remittances and subsequently disburses these tremittances to
the appropriate lending entities.

The Authority also originates and holds private loans through our Supplemental Higher Education

Loan Financing (SHELF™) Program. These loans are not guaranteed under the Higher Education
Act. The Authority retains a percentage of SHELF™ loan proceeds as a tesetve against loan losses.
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE B - SUMMARY OF ACCOUNTING POLICIES

The financial statements of the Authotity included herein reflect the combined assets, liabilities, fund
equity and changes therein for the Authority.

1. Basis of Accounting

The Authority accounts for its operation as an enterprise fund. Enterprise funds are accounted for on
the flow of economic resources measurement focus and use the accrual basis of accounting, similat to
private business enterprises. Under the accrual basis of accounting, revenues are recognized when
eatned and expenses are recorded when incutred. In accordance with the provisions of the Govern-
mental Accounting Standards Board (GASB) Statement No. 20, the Authority applies all relevant
GASB pronouncements as well as Financial Accounting Standard Board (FASB) pronouncements and
Accounting Principles Board (APB) opinions, unless those pronouncements conflict with ot contradict
GASB pronouncements, in which case, GASB prevails.

The preparation of financial statements in conformity with accounting principles generally accepted in

the United States of America requites management to make estimates and assumptions that affect the

reported amounts of assets and liabilities .at the date of the financial statements and the reported

amounts of revenues and expenses duting the reported period. Actual results could differ from those -
- estimates. o -

2. Accounts of the Authority

The accounts of the Authority ate organized on the basis of individual funds as prescribed by the
Oklahoma Student Loan Act (the Act) and terms of various debt obligations. The vatious accounts
assigned to each fund could include any of the following, depending upon the terms of the related debt
obligation: Principal Account, Interest Account, Student Loan Account, Repayment Account, Debt
Service Reserve Account, Rebate Account and General Investment Account.

3. Cash

The Authority considers cash in demand deposit accounts and money matket funds to be cash
equivalents. The Authority utilizes bank deposit accounts which periodically sweep cash into uninsured
shott-tettm investment securities. The Authotity has not expetienced any losses in such accounts and
believes it is not exposed to any significant credit risk on such accounts.

4, Investments
Investments consist of repurchase agreements and U.S. Government Securities based mutual funds.

Applicable Oklahoma Statutes authorize certain types of investments the Authotity can utilize. As of
June 30, 2007 and 2006, the Authority is in compliance with these investment requirements.

14



Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE B - SUMMARY OF ACCOUNTING POLICIES - CONTINUED

4, Investments - continued

Investments are stated at fair value, based on quoted prices for mutual funds and at cost for repurchase
agteements, with changes in fair value included in the statements of revenues, expenses and changes in
fund equity.

5. Loans and Allowance for Loan I.osses

Loans are stated at cost, net of an allowance for loan losses. The Authority includes as the cost of a
loan any premium paid on student loans purchased. Premiums are amottized over the estimated life of
the loan as an adjustment to interest income. Loan otigination costs ate capitalized when the loan is
made and are amortized, using the interest method, over the estimated life of the loan.

All of the FFEL Progtam loans made or acquired by the Authotity are guaranteed as described in Note
A. There is still risk to the Authority if the loans should lose theit guarantee. The Authority has
established cure and recovery procedures to be applied to loans that have lost their guarantee. If the
cure and recovery procedures are not successful within a maximum' of ‘thtee yeats, the loan will be
written off as uncollectible.

The allowance for loan losses was established by the Authotity’s management to provide for this type
of loss, as well as losses on non-guaranteed SHELF™ Joans. Student loans are written off when they
are deemed uncollectible and charged against the allowance upon such determination. Any subsequent
collection or recovery on an account wiitten off as uncollectible is credited to the allowance.

6. Capital Assets

The Authority capitalizes expenditures for equipment, system development and leasehold
improvements. Depreciation and amortization ate calculated primarily on a straight-line basis of three
to ten years. Accumulated depreciation and amortization on capital assets at June 30, 2007 and 2006
were approximately $2,421,000, and $2,040,000, tespectively. Maintenance of equipment and other
assets is expensed as incurted.

7. Restricted Fund Equity

Certain assets of the Authority are restricted by the applicable bond and note covenants for the purpose
of providing collateral for the outstanding debt obligations and paying debt interest and principal
payments that are due (see Note E).
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE B - SUMMARY OF ACCOUNTING POLICIES - CONTINUED

8. Operating Revenues and Expenses

Balances classified as operating revenues and expenses are those which comprise the Authority’s
ptincipal ongoing operations. Since the Authority’s operations are similar to those of any other finance
company, all revenues and expenses are considered operating.

9. Interest Income

Interest is eatned from the borrowers on the vatious types of student loans, from the USDE and from
investments. The USDE makes two types of interest payments to the Authority. One is for the
interest on Subsidized Stafford and Consolidation loans when the borrower is not currently required to
make ptincipal and intetest payments under the terms of the loan. Such interest income from the
USDE for the years ended June 30, 2007 and 2006 was approximately $12,252,000 and $8,627,000,
respectively. 'The other type of interest payment from the USDE is “Special Allowance Payments.”
The rates for Special Allowance Payments are based on quarterly formulas that differ according to the
type of loan, the date the loan was first disbursed, the interest rate and the type of funds used to finance
such loans (tax-exempt ot taxable). These rates are based upon the average rate established in the
auctions of 91-day U.S. Treasury bills during such quatter or the quotes of three-month commercial
paper (financial) in effect for each of the days in such quarter. Special Allowance Payments from the -
USDE for the yeats ended June 30, 2007 and 2006 were approximately $18,732,000 and $17,474,000,
respectively.

Additionally, the Authority pays a consolidation rebate fee to the USDE on a monthly basis. The
consolidation rebate fee is based on the outstanding principal and unpaid accrued interest on
consolidation loans at month end. Consolidation rebate fees paid to the USDE for the years ended
June 30, 2007 and 2006 were approximately $5,012,000 and $3,645,000, respectively. Such fees are
reported as a reduction to loan interest income from USDE.

10.  Arbitrage Rebate

The proceeds from the Authority’s tax-exempt debt issuances are subject to arbitrage rebate laws under
the Internal Revenue Code. This atbitrage rebate limits the earnings on investment of tax-exempt
proceeds in non-purpose investments. The Authority has calculated and made provisions for the
estimated cumulative rebatable arbitrage that must be remitted to the Internal Revenue Service for the
eXCcess earnings on non-purpose investments.

11. Income Taxes

As a State beneficiary trust, the income of the Authority earned in the exercise of its essential function
is exempt from state and federal income taxes.
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE B - SUMMARY OF ACCOUNTING POLICIES - CONTINUED

12. Reclassifications

Certain reclassifications have been made in the 2006 financial statements to conform to the 2007
presentation.

NOTE C - INVESTMENTS

The Authority invests its idle cash in collateralized reputchase agreements and U.S. Government
securities-based money market mutual funds in accordance with the Authotity’s investment policy.

- Generally, the policy requires investments in U.S. Government Obligations or obligations explicitly
guaranteed by the U. S. Government to reduce the Authority’s related credit risk, custodial credit risk
and interest rate risk.

The U.S. Government securities-based money market mutual funds, at June 30, 2007 and 2006, were
rated AAA by the Standards & Poor’s Corporation, AAA by Moody’s Investor Services, AAA by Duff
& Phelps and AAA/V1+ by Fitch IBCA. The Authotity’s restricted investment in U.S. Government
securities-based mutual funds totalled approximately $26,149,000 and $28,469,000 at June 30, 2007 and
2006, respectively. The Authority’s untestticted investment in U.S. Government securities-based
mutual funds totalled approximately $5,270,000 and $19,126,000 at June 30, 2007 and. 2006,
respectively. - ' : '

Investments at fair value consist of the following at June 30:

2007 2006
Restricted
U.S. Government secutities-based mutual funds $26,149,186 $28,469,381
Repurchase agreements 639,100 691,600
Total restricted investments 26,788,286 29,160,981
Unrestricted
U.S. Government securities-based mutual funds 5,270,238 19,126,135
Total investments $32,058,524 $48,287 11
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE D - LOANS AND ALLOWANCE FOR LOAN LOSSES

The Authority otiginates, purchases and holds various types of student loans as described in Note A.
The terms of these loans, which vary on an individual basis, depending upon loan type and the date the
loan was originated, generally provide for repayment in monthly installments of principal and interest
over a petiod of up to 30 years for Consolidation loans and generally up to ten years for other loans.
The tepayment petiod begins after a grace period of six months following graduation or loss of
qualified student status for the Stafford and Unsubsidized Stafford loans. The repayment petiod for
Consolidation, SLS and PLUS loans begins within 60 days from the date the loan is fully disbursed.
Interest rates on student loans ranged from 2.0% to 11.0% for the fiscal year ended June 30, 2007,
depending upon the type and date of origination of the individual loan. Loans consist of the following

as of June 30:

Stafford
Unsubsidized Stafford
PLUS/SLS

- Consolidation
SHELF™

Total gross loans
Unamottized loan default and guarantee fees
Unamortized loan premiums and loan origination costs
Unprocessed loan payments

Allowance for loan losses

Net loans

An analysis of the change in the allowance for loan losses 1s as follows as of June

Balances at beginning of year
Loans charged off, net of recoveries of $21,395 and $66,694
for 2007 and 2006, respectively

Provision for loan losses

Balance at end of year
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2007 2006
$ 294271577  $295,262,597
218,634,974 213,895,827
35,630,532 34,394 883
500,968,132 384,197,538
3,025.760 3,009,153
1,052,530,975 930,759,998
3,865,222 163,309
17,581,700 15,136,694
(638,253) (1,010,112)
(7.661.955) (6.619.319)
$1,065.677.689  $938.430,570
2007 2006
$6,619,319 $5,758,509
(233,564) (342,190)
1,276,200 1,203,000
$7.661,955 $6,619,319



Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE D - LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED

All FFEL Program student loans are guaranteed as to principal and accrued interest. Federal Default
and Guarantee fees paid by the Authority are capitalized when the loan is made and are amortized,
using the interest method, over the estimated life of the loan. In otrder for the loans to be or remain
guaranteed, certain due-diligence requirements in loan servicing must be met. As of June 30, 2007 and
2006, approximately $244,000 and $355,000, respectively, of loans wete no longer considered to be
guaranteed.

The Authority also withholds certain origination fees from the loan disbutsements on FFEL Program
loans to the borrowers and remits these fees to the USDE. The amount of the origination fees is a
certain percentage of the gross loan amount. The Authority and most members of our lending network
implemented a new borrower incentive program effective March 1, 2006 or later to pay these
origination fees on Stafford loans. Participation in this incentive program is at the discretion of the
members of OSLA Lending Network. The Authority will reimburse participating members of OSLA
Lending Network 50% of the lender paid origination fees. The Authority has committed to this
incentive program at least through June 30, 2008. '

The Authority is also required to pay to the USDE certain lender origination and consolidation loan
rebate fees. The amount of the lender fees includes a certain percentage of the gross loan amount on
all FFEL Program loans originated after October 1, 1993 and a certain percentage of the carrying value
of the Consolidation loans. '

The capitalized loan origination costs, net of accumulated amottization, at June 30, 2007 and 2006 were
approximately $1,817,000 and $1,684,000, respectively.

Premiums paid on student loans purchased, net of accumulated amottization, at June 30, 2007 and 2006
wete approximately $15,765,000 and $13,453,000, respectively.

The deferred cost for Federal Default and Guarantee fees paid by the Authority and the Authority’s
Lender Paid Origination Fees, net of accumulated amortization, at June 30, 2007 and 2006 were
approximately $3,865,000 and $163,000, respectively.

As discussed in Note A, the Authotity was designated as an Exceptional Performer during 2007 and
2006. As a result, the Authority received 100% reimbursement on all eligible FFEL Program default
claims through June 30, 2006. Effective July 1, 2006, the reimbursement rate on all eligible FFEL
Progtam default claims for Exceptional Performers was reduced to 99% as the tesult of legislative
changes. Effective October 1, 2007, the exceptional performer designation was eliminated (see Note

Generally, student loans of the Authority are pledged as collateral for the various obligations of the
Authority.
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE E - NOTES AND BONDS PAYABLE

The Authority petiodically issues notes and bonds for the putpose of funding student loans. All notes
and bonds payable ate primatily secured by the student loans, related accrued interest and by the
amounts on deposit in the accounts established under the respective bond resolution or financing
agreement as maintained by the corporate trustees. The Authority is in compliance with all significant
financing agtreement requirements and bond covenants.

Notes payable at June 30, 2007 and 2006 consist of the following:

$150,000,000 Taxable Vatiable Rate Revenue Note (line of credit), Seties 1993L (1993L), dated
January 26, 2006, payable at the offices of JP Morgan Chase Bank , N.A., as administrative agent.
The interest rate is adjusted petiodically based on a LIBOR index plus 0.5% and is payable on a
quartetly basis. The interest rates were 5.82% and 5.85% as of June 30, 2007 and 2006,
respectively. The ptincipal is due at maturity on April 29, 2008. Advances and payments can be
made under the provisions of the note, provided that the amount outstanding does not exceed
the note amount.

$21,600,000 Senior Notes, Series 1995A-1 (1995A-1) dated November 9, 1995. The interest rate
is based on a 35-day auction period with rates of 3.745% and 3.80% as of June 30, 2007 and 2006,
respectively. The principal is due at maturity on September 1, 2025.

$50,000,000 Senior Notes, Seties 2001A-4 (2001A-4) dated December 20, 2001. The interest rate
is adjusted quartetly to the three-month financial Commercial Paper Rate with rates of 5.38% and
5.22% as of June 30, 2007 and 2006 respectively. Intetest is payable on a quarterly basis. The
ptincipal is due at maturity on December 1, 2011.

$100,000,000 Line of Credit Commitment for Variable Rate Revenue Notes, Series 2005B
(2005B), issued under a financing agreement dated August 1, 2005, payable to Bank of America,
N.A. The intetest rate is adjusted petriodically based on 61.5% of LIBOR plus 1.41%. The
principal is due no later than March 1, 2038, subject to Put Options beginning September 1, 2010.
Advances and payments can be made under the provisions of the financing agreement, providing
that the cumulative total of the advances does not exceed the commitment amount. At June 30,
2007, the remaining commitment was approximately $12,314,000.
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE E - NOTES AND BONDS PAYABLE - CONTINUED

The following schedules summarize the notes payable outstanding as of June 30:

1993L
1995A-1
1995A-2
2001A-4
2005B

1993L
1995A-1
1995A-2
2001A-4
2005B

2007
Beginning Ending
- balance Additions Retirements balance
$ 22,000,000 $ - $ - $22,000,000
21,600,000 - - 21,600,000
7,000,000 - 7,000,000 -
50,000,000 - - 50,000,000
- 43.993.762 43,971,912 21,850
$100,600,000 $43,993,762 $50,971,912 $93,621,850
2006
Beginning Ending
balance Additions Retirements balance
$ 27,775,000 $47,200,000 $52,975,000 $ 22,000,000
21,600,000 - ' - 21,600,000
7,000,000 - - 7,000,000
50,000,000 - - 50,000,000
- 43,692,057 43,692,057 -
$106,375.000 $90,892,057 $96,667,057 $100,600,000

21



Oklahoma Student Loan Authority
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE E - NOTES AND BONDS PAYABLE - CONTINUED

The following schedules summarize the bonds payable outstanding as of June 30:

2007
Beginning Ending
balance Additions Retirements balance

5.80% Seties 1995B-1 Subotrdinate,

due 9-1-08 $ 2,000,000 $ - $ - $ 2,000,000
6.35% Seties 1995B-2 Subotdinate,

due 9-1-25 3,980,000 - - 3,980,000
Variable rate demand obligations

Series 1996A, due 6-1-26 32,580,000 - - 32,580,000
5.10% Seties 1996B-2 Subotdinate,

due 8-1-08 6,230,000 - - 6,230,000
Variable rate demand obligations

Series 1997A, due 12-1-26 33,000,000 - - 33,000,000
Variable rate demand obligations

Series 1998A, due 6-1-28 33,100,000 - - 33,100,000
Variable rate Seties 2000A-1,

2000A-2 and 2000A-3, due

6-1-30; 2000A-4 (demand obli- i

gation) due 6-1-29 120,945,000 - - 120,945,000 |
5.625% Senior Series 2001A-1, due -

6-1-31 _ 15,625,000 - - 15,625,000 -
Variable rate Series 2001B-1, Sub-

otdinate, due 6-1-31 25,000,000 - - 25,000,000
Vatiable rate Series 2001A-2 and

2001A-3, due 12-1-31 75,000,000 - - 75,000,000
Variable rate demand obligations

Seties 2002A-1, due 12-1-31 40,625,000 - - 40,625,000
5.30% Series, 2003A-1, due 12-1-32 9,670,000 - - 9,670,000
Vatiable rate demand obligations

Series 2003A-2, due 12-1-32 30,955,000 - - 30,955,000
Variable rate Seties 2004A-1,

due 12-1-33 40,625,000 - - 40,625,000
Vatiable rate Seties 2004A-2,

due 6-1-34 40,625,000 - - 40,625,000
Senior floating rate Series 2004A-3,

due 9-1-34 100,000,000 - - 100,000,000
Vatriable rate demand obligations

Seties 2005A, due 12-1-34 65,045,000 - - 65,045,000
Variable rate demand obligations

Seties 2006A-1, due 3-1-36 152,545,000 - - 152,545,000
Vatiable rate Series 2007A-1,

due 3-1-37 - 109,725,000 - 109,725,000

$827,550,000 $109,725,000 $ - $937,275,000
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

Variable rate Series 1994A-1, due
9-1-20
5.80% Series 1995B-1 Subordinate,
due 9-1-08
6.35% Seties 1995B-2 Subotdinate,
due 9-1-25
Variable rate demand obligations
Series 1996A, due 6-1-26
5.10% Series 1996B-2 Subotdinate,
due 8-1-08
Variable rate demand obligations
Series 1997A, due 12-1-26
Variable rate demand obligations
Series 1998A, due 6-1-28
Variable rate Series 2000A-1,
2000A-2 and 2000A-3, due
6-1-30; 2000A-4 (demand obli-
gation) due 6-1-29
5.625% Senior Series 2001A-1, due
6-1-31
Variable rate Series 2001B-1, Sub-
otdinate, due 6-1-31
Variable rate Seties 2001A-2 and
' 2001A-3, due 12-1-31
Variable rate demand obligations
Series 2002A-1, due 12-1-31
5.30% Series, 2003A-1, due 12-1-32
Variable rate demand obligations
Sertes 2003A-2, due 12-1-32
Variable rate Series 2004A-1,
due 12-1-33
Vatiable rate Series 2004A-2,
due 6-1-34
Sentor floating rate Series 2004A-3,
due 9-1-34
Variable rate demand obligations
Series 2005A, due 12-1-34
Vartable rate demand obligations
Series 2006A-1, due 3-1-36

June 30, 2007 and 2006

NOTE E - NOTES AND BONDS PAYABLE - CONTINUED
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2006
Beginning Ending
balance Additions Retitements balance
$ 25,200,000 $ - $ 25,200,000 $ -
2,000,000 - - 2,000,000
3,980,000 - - 3,980,000
32,580,000 - - 32,580,000
6,230,000 - - 6,230,000
33,000,000 - - 33,000,000
33,100,000 - - 33,100,000
120,945,000 - - 120,945,000
15,625,000 - - 15,625,000
25,000,000 - - 25,000,000
75,000,000 - - 75,000,000
40,625,000 - - 40,625,000
9,670,000 - - 9,670,000
30,955,000 - - 30,955,000 ‘-

40,625,000 - - 40,625,000
40,625,000 - - 40,625,000
100,000,000 - - 100,000,000
65,045,000 - - 65,045,000
- 152,545.000 - 152,545,000
$700,205,000  $152 0 $.25,200,000 $827,550,000



Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE E - NOTES AND BONDS PAYABLE - CONTINUED

The variable rates on the Variable Rate Demand Obligations, Series 1996A are set on a weekly basis by
the Remarketing Agent, with a rate of 3.8% and 3.95% as of June 30, 2007 and 2006, respectively.

The variable rates of the Variable Rate Demand Obligations, Series 1997A are set on a weekly basis by
the Remarketing Agent, with a tate of 3.78% and 4.01% as of June 30, 2007 and 2006, respectively.

The variable rates on the Variable Rate Demand Obligations, Seties 1998A are set on a weekly basis by
the Remarketing Agent, with a rate of 3.78% and 4.01% as of June 30, 2007 and 2006, respectively.

The variable interest rates on the Senior Taxable Auction Rate Bonds, Series 2000A-1,2,3 and Variable
Rate Demand Obligations, Series 2000A-4 are based on petiodic resets of these bonds. The Series
2000A-1, 2000A-2 and 2000A-3 Bonds are based on a 28-day auction period with rates of 5.25%,
5.28% and 5.27% as of June 30, 2007 and 5.30%, 5.03% and 5.05% as of June 30, 2006, respectively.
Interest on these auction tate bonds is payable at each auction. The Series 2000A-4 Bonds are set on a
weekly basis by the Remarketing Agent, with a rate of 3.78% and 4.01% as of June 30, 2007 and 2006,
respectively.

The variable rates of the Subordinate Auction Rate Obligations, Series 2001B-1 ate based on a 35- day
auction period with a rate of 3.90% and 3.93% as of June 30, 2007 and 2006, respectively. :

The variable rates of the Senior Taxable Auction Rate Bonds, Series 2001A-2 and Series 2001A-3 are
based on a 28-day auction rate with rates of 5.25% and 5.249% as of June 30, 2007 and 5.22% and
5.21% as of June 30, 2006, respectively. Interest is payable at each auction.

The rates of the Variable Rate Demand Obligations, Series 2002A-1 are set on a weekly basis by the
Remarketing Agent, with a rate of 3.78% and 4.01% as of June 30, 2007 and 2006, respectively.

The rates of the Variable Rate Demand Obligations, Seties 2003A-2 are set on a weekly basis by the
Remarketing Agent, with a rate of 3.78% and 4.01% as of June 30, 2007 and 2006, respectively.

The vatiable rates of the Senior Auction Rate Bonds, Series 2004A-1 are based on a 35-day auction
petiod with a rate of 3.87% and 3.88% as of June 30, 2007 and 2006, respectively.

The variable rates of the Senior Auction Rate Bonds, Series 2004A-2 are based on a 35-day auction
petiod with a rate of 3.82% and 3.62% as of June 30, 2007 and 2006, respectively.
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Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE E - NOTES AND BONDS PAYABLE - CONTINUED
The floating rates of the Senior Taxable Bonds, Seties 2004A-3 are based on the three-month LIBOR
rate plus a spread factor of 0.18% with a rate of 5.54% and 5.41% as of June 30, 2007 and 2006,

respectively. Interest is payable on a quarterly basis.

The rates of the Variable Rate Demand Obligations, Series 2005A are set on a weekly basis by the
Remarketing Agent, with a rate of 3.78% and 4.01% as of June 30, 2007 and 2006, respectively.

The rates of the Variable Rate Demand Obligations, Series 2006A-1 are set on a weekly basis by the
Remarketing Agent, with a rate of 3.80% and 4.04% as of June 30, 2007 and 2006, respectively.

The rates of the Senior Auction Rate Bonds, Series 2007A-1 are based on a 35-day auction petiod, with
a rate of 3.82% as of June 30, 2007.

Interest on the Authority’s bonds payable is payable on a semi-annual basis unless noted otherwise.

Fiscal year debt setvice requirements to maturity or redemption date, assuming intetest rates on variable |
rate debt remains at June 30, 2007 levels, ate as follows:
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' Principal Interest -_Total
Year ending June 30 ' '

2008 $ 22,000,000 $ 45,145,716 $ 67,145,716
2009 8,230,000 43,694,145 51,924,145
2010 - 43,646,300 43,646,300
2011 - 43,646,300 43,646,300
2012 50,000,000 42,090,482 92,090,482
2013 - 2017 - 204,776,851 204,776,851
2018 - 2022 - 204,776,851 204,776,851
2023 — 2027 91,160,000 200,779,599 291,939,599
2028 - 2032 310,295,000 163,339,265 473,634,265
2033 - 2037 549,190,000 64,682,278 613,872,278
2038 — 2042 21,850 767 22617

$1,030,896,850  $1 55 $2,087,475,404



Oklahoma Student Loan Authority

NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2007 and 2006

NOTE F - RETIREMENT PLAN

The Authority contributes to the Teachers Retitement System of Oklahoma (the TRS), a cost-sharing
multiple-employer public employee tetirement system which is self-administered. The TRS provides
tetitement, disability and death benefits to plan members and beneficiaries. The benefit provisions are
established and may be amended by the legislature of the State. Title 70 of the Oklahoma Statutes,
Sections 17-101 through 116.9, as amended, assigns the authority for management and operation of the
plan to the Board of Trustees of the TRS. The TRS issues a publicly available annual financial report
that includes financial statements and tequired supplementary information for the TRS. That annual
teport may be obtained by wiiting to the TRS, P. O. Box 53524, Oklahoma City, OK 73152 or by
calling 1-405-521-2387.

Employees of the Authority, as TRS members, ate required to contribute to the plan at a rate set by
State Statute (employees’ contributions). The contribution rate for TRS members is based on 7% of

'~ their covered salary. The Authority made the system members’ required contribution on behalf of its
employees in 2007 and 2006.

The Authority itself is required to contribute a statutory percentage of patticipating employees’ regular

annual compensation for administration of the plan (employer’s contributions). The contribution rate

for the Authority was 7.05% in 2005 and thtough December 31, 2006 and increased to 7.6% at January
‘1, 2007. The Authority’s total payments to the TRS for the employees’ and employer’s contributions
were approximately $430,000, $386,000 and $383,000 for the years ended June 30, 2007, 2006 and 2005,
“respectively.

NOTE G - COMMITMENTS AND CONTINGENCIES

The Authority conducts certain progtams subject to audit by vatious federal and state agencies.
Amounts questioned as a result of audits, if any, may result in refunds to these governmental agencies.

As part of its lender netwotk activities for FFEL Program loans, the Authority has entered into vatious
loan purchase commitments with cettain financial institutions for which it performs interim status loan
servicing. Under such loan purchase commitments, the seller is required to offer these FFEL Program
loans to the Authority and the Authotity is requited to purchase the loans under certain terms and
conditions. As of June 30, 2007 and 2006, the Authotity was committed to purchase such loans
totaling approximately $214,256,000 and $182,792,000, respectively.

Proceeds from the Authotity’s tax-exempt debt that are invested in student loans are subject to the
federal government yield adjustment payment tebate law which limits the earnings rate on funds
received by an organization which issues tax-exempt debt. Any excess student loan interest over the
allowable debt yield and spread would be trebated to the student loan borrowers as interest rate
reductions or loan principal forgiveness, ot rebated to the Internal Revenue Setvice at the maturity of
the related debt. The Authority’s management is actively monitoting and managing this spread and will
take necessary action to maintain student loan yields within the allowable spread over the life of the
respective debt issuances. In previous years, the excess interest estimate had shown an increasing trend,
but in recent years the trend has reversed. -
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NOTE G - COMMITMENTS AND CONTINGENCIES - CONTINUED

The Authority leases certain facilities and equipment under noncancelable operating leases that expire at
various dates through February 2011. Related rent expense for the years ended June 30, 2007 and 2006
was approximately $309,000 and $289,000, respectively. The following is a schedule of future minimum
rental payments under operating leases as of June 30, 2007:

Year ending June 30
2008 $144,000
2009 6,000
2010 6,000
2011 4,000

$160,000

NOTE H - STUDENT LOAN LEGISLATION

The Higher Education Act is the subject of frequent amendments, including amendments from the federal
government’s budget process. Legislation passed in 2006 and 2007 implemented, or will implement,

various changes to the FFELEProgram.

The College Cost Reduction and Access Act that was signed into law on September 27, 2007, will
implement the following changes with a general effective date of October 1, 2007 ot other effective dates
to be set by regulations to be issued by the Department:

Reduce Special Allowance Payments to not-for-profit lendets by 40 basis points on Stafford,
Stafford Unsubsidized and Consolidation loans and by 70 basis points on PLUS loans.

Increase the lender origination fee from 0.5% to 1.0% for all loans.

Eliminate the Exceptional Performer designation.

Decrease the guarantor’s reimbursement tate on default claims from 99% for Exceptional
Petformers to 97% for all lenders. The guarantot’s reimbursement rate on default claims is also
scheduled to be reduced to 95% for all lenders in 2012.

Decrease the borrowers’ fixed interest rate on Stafford loans from 6.8% to 3.4% over the next four
yeats.

Create new borrower payment plans that guarantees borrowers will not have to pay mote than
15% of their discretionaty income in loan repayments.

Allow borrowers in economic hardship to have theit loans forgiven after 25 yeats.
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NOTE H - STUDENT LOAN LEGISLATION - CONTINUED

The Higher Education Reconciliation Act of 2005 (Title VIII of the Deficit Reduction Act of 2005) that
was signed into law on February 28, 2006 implemented the following changes:
¢ Reauthorized the Title IV provision of FFEL Program through September 30, 2012
e Created a new PLUS loan program for graduate and professional students
e Changed the interest rates on loans with first disbursement on or after July 1, 2006 to the following
fixed rates: Stafford — 6.8% and PLUS — 8.5%.
e Created a phased reduction in the origination fees on loans from 3% on enactment of the law to
0% by July 1, 2010.
¢ Created a new 1% Federal Default Fee to be paid by deduction from loan proceeds or by payment
from non-federal sources.
¢ Reduced lender insurance from 98% to 97% for non Exceptional Performer lenders and setvicets.
Reduced lender insurance from 100% to 99% for Exceptional Petformer lenders and setvicers.
e Created a requirement for repayment to the USDE of interest on student loans in excess of the
SAP rate for loans with first disbursement on or after Apxil 1, 2006.
¢ Eliminated consolidation of loans that ate in-school status.

NOTE I - RELATED PARTIES

Certain members of the Authority’s Board of Trustees are officers or ditectors of lenders in the
Authority’s student lending netwotk. The following relates to these lenders:

Tune 30,
2007 2006
Loans purchased by the Authority
for the year $18,398,000  $39,762,000
Loans being serviced at year end 269,000 23,303,000

These related party lenders participate in the Authority’s student lending netwotk on terms and
conditions available to other network lendets similatly situated.
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NOTE J - FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value estimates, methods and assumptions are set forth below for the Authority’s financial
mstruments. Carrying amounts and estimated fair values of financial instruments at June 30 ate
summarized as follows:

2007 2006
Catrying Estimated Carrying Estimated
amount fait value amount fair value
Financial assets
Cash $ 3,0485575 § 3,048,575 $ 4,973,425 $ 4,973,425
Investments 32,058,524 32,058,524 48,287,116 48,287,116
Interest recetvable 27,426,642 27,426,642 21,739,145 21,739,145
Loans, net 1,065,677,689 1,065,677,689 938,430,570 938,430,570
Financial liabilities
Accrued interest payable 5,719,181 5,719,181 4,539,953 4,539,953
Notes payable 93,621,850 93,621,850 100,600,000 100,600,000
Bonds payable 937,275,000 938,004,000 827,550,000 828,070,000

~ The cartrying amount for cash, interest receivable and accrued interest payable approximates fair value
because of the short maturity of these financial instruments. The fair value of investments is based
upon quoted prices.

The carrying value of loans approximates fair value because of the variable rate nature of the majority
of loans and the Special Allowance Payments by the USDE.

The carrying value of notes payable approximates fair value for 2007 and 2006 because all notes wete
variable rate and approximated rates currently available for notes with similar terms and remaining
maturities. The fair value of bonds payable has been determined based on a fair value appraisal
performed by a third-party broker.

NOTE K - SUBSEQUENT EVENTS

On August 21, 2007, the commitment amount of the 2005B line of ctedit financing was increased by
$100,000,000 to an available commitment amount of approximately $112,314,000.

On September 4, 2007, the Authority received a Private Activity State Ceiling Allocation of $47,156,118

for tax-exempt debt issuance. The Authority issued a new promissoty note on September 25, 2007 in
the amount of the allocation pursuant to the 2005B line of credit financing.
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Reportt of Independent Certified Public Accountants on Internal Control Over Financial
Reporting and on Compliance and Othet Matters Based on an Audit of Financial Statements

Performed in Accordance with Government Auditing Standards

Boatd of Trustees
Oklahoma Student Loan Authority

We have audited the financial statements of the Oklahoma Student Loan Authority (the Authority) as of and for the year ended
June 30, 2007, and have issued our teport theteon dated September 27, 2007. We conducted our audit in accotdance with
auditing standards generally accepted in the United States of Ametica as established by the American Institute of Certified
Public Accountants and the standards applicable to financial audits contained in Government Anditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the Authority’s 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 the Authority’s internal conttol over financial reporting. Accordingly,
we do not express an opinion on the effectiveness of the Authority’s internal control over financial reporting.

A control deficiency exists when the design ot 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, authotize, record,
process, or report financial data teliably 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
ptevented or detected by the entity’s internal control.

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

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

Compliance and Other Matters
As patt of obtaining reasonable assurance about whether the Authority’s financial statements are free of matertal misstatement,

we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial statement amounts.
Howevet, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do
not exptess such an opinion. The results of out tests disclosed no instances of noncompliance that are required to be reported
under Government Anditing Standards.

This report is intended solely for the information and use of management, the Board of Trustees and federal awarding agencies
and is not intended to be and should not be used by anyone other than these specified parties.

Orraml ™ M LLP
Oklahoma City, Oklahoma

One Leadershi§ EEES%‘ ber 27, 2007

211 N. Robinson, Suite 1200
Oklahoma City, OK 73102-7148
T 405.218.2800

“F 405.218.2801
W www.grantthornton.com

Grant Thornton LLP
US member of Grant Thornton International
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