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STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY

State Capitol
Nashville, Tennessee 37243-0260
(615) 741-2501
John G. Morgan
Comptroller

May 30, 2006

The Honorable Phil Bredesen, Governor
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
Dr. Robert Ruble, Executive Director
Tennessee Student Assistance Corporation
1950 Parkway Towers
Nashville, Tennessee 37243

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the Tennessee Student
Assistance Corporation for the year ended June 30, 2005. You will note from the independent
auditor’s report that unqualified opinions were given on the fairness of the presentation of the
financial statements.

Consideration of internal control over financial reporting and tests of compliance resulted
in no audit findings.
Sincerely,

John G. Morgan
Comptroller of the Treasury

JGM/cj
06/020



State of Tennessee

Audit Highlights

Comptroller of the Treasury Division of State Audit

Financial and Compliance Audit
Tennessee Student Assistance Corporation
For the Year Ended June 30, 2005

AUDIT OBJECTIVES
The objectives of the audit were to consider the corporation’s internal control over financial
reporting; to determine compliance with certain provisions of laws, regulations, contracts, and
grant agreements; to determine the fairness of the presentation of the financial statements; and to
recommend appropriate actions to correct any deficiencies.

AUDIT FINDINGS

The audit report contains no findings.

OPINIONS ON THE FINANCIAL STATEMENTS

The opinions on the financial statements are unqualified.
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Tennessee Student Assistance Corporation
For the Year Ended June 30, 2005

INTRODUCTION

POST-AUDIT AUTHORITY

This is a report on the financial and compliance audit of the Tennessee Student
Assistance Corporation. The audit was conducted pursuant to Section 4-3-304, Tennessee Code
Annotated, which authorizes the Department of Audit to “perform currently a post-audit of all
accounts and other financial records of the state government, and of any department, institution,
office, or agency thereof in accordance with generally accepted auditing standards and in
accordance with such procedures as may be established by the comptroller.”

Section 8-4-109, Tennessee Code Annotated, authorizes the Comptroller of the Treasury
to audit any books and records of any governmental entity that handles public funds when the
Comptroller considers an audit to be necessary or appropriate.

BACKGROUND

The Tennessee Student Assistance Corporation was chartered by the General Assembly
in 1947 to aid residents of the state who desire to further their education beyond high school.
The corporation is responsible for administering several student financial assistance programs
supported by federal and state funds. These programs include the Federal Stafford Loan
Program, Federal Parents Loans for Undergraduate Students (FPLUS) Program, Robert C. Byrd
Honors Scholarship Program, Tennessee Student Assistance Award Program, Christa McAuliffe
Scholarship Program, Ned McWherter Scholars Program, Minority Teaching Fellows Program,
Tennessee Teaching Scholars Program, and Dependent Children’s Scholarship Program.

ORGANIZATION

The corporation is governed by a board of directors, and the executive director is
responsible for implementing the board’s policy. The board includes the Governor, the State
Treasurer, the Comptroller of the Treasury, the Commissioner of Finance and Administration,
the Commissioner of Education, the Executive Director of the Tennessee Higher Education
Commission, the Chancellor of the Tennessee Board of Regents, and the President of the
University of Tennessee.

The corporation contracted with GuaranTec, LLP of Jacksonville, Florida, to service its
Federal Stafford Loan, FPLUS, and Consolidated Loan programs. The loan servicer is



responsible for processing and approving new loans and default claims from lenders. The loan
servicer also collects payments on defaulted loans from borrowers and is responsible for
processing and collecting bankruptcy claims from borrowers.

An organization chart for the corporation is on the following page.

AUDIT SCOPE

The audit was limited to the period July 1, 2004, through June 30, 2005, and was
conducted 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.

Financial statements are presented for the year ended June 30, 2005, and for comparative
purposes, the year ended June 30, 2004. The corporation has been included as a component unit
in the Tennessee Comprehensive Annual Financial Report.

The audit covered fund 60 of the State of Tennessee Accounting and Reporting System
(allotment code 332.04) and a portion of fund 25 (allotment codes 332.03, 332.05, 332.07).

OBJECTIVES OF THE AUDIT

The objectives of the audit were

1. to consider the corporation’s internal control over financial reporting to determine
auditing procedures for the purpose of expressing opinions on the financial
statements;

2. to determine compliance with certain provisions of laws, regulations, contracts, and
grant agreements;

3. to determine the fairness of the presentation of the financial statements; and
4. to recommend appropriate actions to correct any deficiencies.

Although this audit was not intended to serve as an organization-wide audit as
described in the Single Audit Act, as amended by the Single Audit Act Amendments of
1996, and Office of Management and Budget (OMB) Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, it included tests of compliance with applicable
federal laws and regulations and consideration of internal control used in administering
federal financial assistance programs. This audit is a segment of the organization-wide






audit of the State of Tennessee, which is conducted in accordance with the Single Audit
Act.

PRIOR AUDIT FINDING

Section 8-4-109, Tennessee Code Annotated, requires that each state department, agency,
or institution report to the Comptroller of the Treasury the action taken to implement the
recommendations in the prior audit report. A follow-up of all prior audit findings was conducted
as part of the current audit.

RESOLVED AUDIT FINDING

The prior audit report contained a finding concerning student loan information reflected
in the corporation’s system. The current audit disclosed that the Tennessee Student Assistance
Corporation has corrected the previous audit finding concerning student loan information as
reflected in the corporation’s system.

OBSERVATIONS AND COMMENTS

MANAGEMENT’S RESPONSIBILITY FOR RISK ASSESSMENT

Auditors and management are required to assess the risk of fraud in the operations of the
entity. The risk assessment is based on a critical review of operations considering what frauds
could be perpetrated in the absence of adequate controls. The auditors’ risk assessment is
limited to the period during which the audit is conducted and is limited to the transactions that
the auditors are able to test during that period. The risk assessment by management is the
primary method by which the entity is protected from fraud, waste, and abuse. Since new
programs may be established at any time by management or older programs may be
discontinued, that assessment is ongoing as part of the daily operations of the entity.

Risks of fraud, waste, and abuse are mitigated by effective internal controls. It is
management’s responsibility to design, implement, and monitor effective controls in the entity.
Although internal and external auditors may include testing of controls as part of their audit
procedures, these procedures are not a substitute for the ongoing monitoring required of
management. After all, the auditor testing is limited and is usually targeted to test the
effectiveness of particular controls. Even if controls appear to be operating effectively during
the time of the auditor testing, they may be rendered ineffective the next day by management
override or by other circumventions that, if left up to the auditor to detect, will not be noted until



the next audit engagement and then only if the auditor tests the same transactions and controls.
Furthermore, since staff may be seeking to avoid auditor criticisms, they may comply with the
controls during the period that the auditors are on site and revert to ignoring or disregarding the
control after the auditors have left the field.

The risk assessments and the actions of management in designing, implementing, and
monitoring the controls should be adequately documented to provide an audit trail both for
auditors and for management, in the event that there is a change in management or staff, and to
maintain a record of areas that are particularly problematic.

FRAUD CONSIDERATIONS

Statement on Auditing Standards No. 99, Consideration of Fraud in a Financial
Statement Audit, promulgated by the American Institute of Certified Public Accountants requires
auditors to specifically assess the risk of material misstatement of an audited entity’s financial
statements due to fraud. The standard also restates the obvious premise that management, not
the auditors, is primarily responsible for preventing and detecting fraud in its own entity.
Management’s responsibility is fulfilled in part when it takes appropriate steps to assess the risk
of fraud within the entity and to implement adequate internal controls to address the results of
those risk assessments.

During our audit, we discussed these responsibilities with management and how
management might approach meeting them. We also increased the breadth and depth of our
inquiries of management and others in the entity as we deemed appropriate. We obtained formal
assurances from top management that management had reviewed the entity’s policies and
procedures to ensure that they are properly designed to prevent and detect fraud and that
management had made changes to the policies and procedures where appropriate. Top
management further assured us that all staff had been advised to promptly alert management of
all allegations of fraud, suspected fraud, or detected fraud and to be totally candid in all
communications with the auditors. All levels of management assured us there were no known
instances or allegations of fraud that were not disclosed to us.

AUDIT COMMITTEE

As a result of the fraud-related business failures of companies such as Enron and
WorldCom in recent years, Congress and the accounting profession have taken aggressive
measures to try to detect and prevent future failures related to fraud. These measures have
included the signing of the Sarbanes-Oxley Act of 2002 by the President of the United States and
the issuance of Statement on Auditing Standards No. 99 by the American Institute of Certified
Public Accountants. This fraud auditing standard has not only changed the way auditors perform
audits but has also provided guidance to management and boards of directors on creating
antifraud programs and controls. This guidance has included the need for an independent audit
committee.



In recognition of the benefits of audit committees for government, the Tennessee General
Assembly has enacted legislation known as the “State of Tennessee Audit Committee Act of
2005.” This legislation requires the creation of audit committees for those entities that have
governing boards, councils, commissions, or equivalent bodies that can hire and terminate
employees and/or are responsible for the preparation of financial statements. Applicable entities
are required to develop an audit committee charter and appoint the audit committee in
accordance with the legislation.

Where entities, such as the Tennessee Student Assistance Corporation, already have
established an audit committee, those entities should reexamine the existing audit committee.
The specific activities of any audit committee will depend on, among other things, the mission,
nature, structure, and size of each agency. In establishing or revising its charter, each board
should examine its agency’s particular circumstances. Anti-fraud literature notes that there are
two categories of fraud: fraudulent financial reporting and misappropriation of assets. The audit
committee should consider the risks of fraud in its agency in general as well as the history of its
particular agency with regard to prior audit findings, previously disclosed weaknesses in internal
control, and compliance issues. The audit committee should consider both the risk of fraudulent
financial reporting and the risk of fraud due to misappropriation or abuse of agency assets. Also,
the board and the audit committee should keep in mind that agencies responsible for public funds
should have a lower threshold of materiality than private-sector entities with regard to fraud
risks.

Boards should exercise professional judgment in establishing the duties, responsibilities,
and authority of their audit committee. The factors noted below are not intended to be an
exhaustive listing of those matters to be considered. The committee should not limit its scope to
reacting to a preconceived set of issues and actions but rather should be proactive in its oversight
of the agency as it concentrates on the internal control and audit-related activities of the entity.
In fact, this individualized approach is one of the main benefits derived from an audit committee.

At a minimum, audit committees should:

1. Develop a written charter that addresses the audit committee’s purpose and mission,
which should be, at a minimum, to assist the board in its oversight of the agency.

2. Formally reiterate, on a regular basis, to the board, agency management, and staff
their responsibilities for preventing, detecting, and reporting fraud, waste, and abuse.

3. Serve as a facilitator of any audits or investigations of the agency, including advising
auditors and investigators of any information they may receive or otherwise note
regarding risks of fraud or weaknesses in the agency’s internal controls; reviewing
with the auditors any findings or other matters noted by the auditors during audit
engagements; working with the agency management and staff to ensure
implementation of audit recommendations; and assisting in the resolution of any
problems the auditors may have with cooperation from agency management or staff.

4. Develop a formal process for assessing the risk of fraud at the agency, including
documentation of the results of the assessments and assuring that internal controls are
in place to adequately mitigate those risks.



5.

Develop and communicate to staff of the agency their responsibilities to report
allegations of fraud, waste, or abuse at the agency to the committee and the
Comptroller of the Treasury’s Office as well as a process for immediately reporting
such information.

Immediately inform the Comptroller’s Office when fraud is detected.

Develop and communicate to the board, agency management, and staff a written code
of conduct reminding those individuals of the public nature of the agency and the
need for all to maintain the highest level of integrity with regard to the financial
operations and any related financial reporting responsibilities of the agency; to avoid
preparing or issuing fraudulent or misleading financial reports or other information;
to protect agency assets from fraud, waste, and abuse; to comply with all relevant
laws, rules, policies, and procedures; and to avoid engaging in activities which would
otherwise bring dishonor to the agency.

The charter of the audit committee should include, at a minimum, the following

provisions:

1.
2.

The audit committee should be a standing committee of the board.

The audit committee should be composed of at least three members. The chair of the
audit committee should preferably have some accounting or financial management
background. Each member of the audit committee should have an adequate
background and education to allow a reasonable understanding of the information
presented in the financial reports of the agency and the comments of auditors with
regard to internal control and compliance findings and other issues.

The members of the audit committee must be independent from any appearances of
other interests that are in conflict with their duties as members of the audit
committee.

An express recognition that the board, the audit committee, and the management and
staff of the agency are responsible for taking all reasonable steps to prevent, detect,
and report fraud, waste, and abuse.

The audit committee should meet regularly throughout the year. The audit committee
can meet by telephone, if that is permissible for other committees. However, the
audit committee is strongly urged to meet at least once a year in person. Members of
the audit committee may be members of other standing committees of the board, but
the audit committee meetings should be separate from the meetings of other
committees of the board.

The audit committee should record minutes of its meetings.

TITLE VI OF THE CIVIL RIGHTS ACT OF 1964

Section 4-21-901, Tennessee Code Annotated, requires each state governmental entity
subject to the requirements of Title VI of the Civil Rights Act of 1964 to submit an annual Title



VI compliance report and implementation plan to the Department of Audit by June 30 each year.
The Tennessee Student Assistance Corporation filed its compliance report and implementation
plan on June 30, 2005.

Title VI of the Civil Rights Act of 1964 is a federal law. The act requires all state
agencies receiving federal money to develop and implement plans to ensure that no person shall,
on the grounds of race, color, or origin, be excluded from participation in, be denied the benefits
of, or be subjected to discrimination under any program or activity receiving federal funds. The
Tennessee Title VI Compliance Commission is responsible for monitoring and enforcement of
Title VI.

RESULTS OF THE AUDIT

AUDIT CONCLUSIONS

Internal Control

As part of the audit of the corporation’s financial statements for the year ended June 30,
2005, we considered internal control over financial reporting to determine auditing procedures
for the purpose of expressing opinions on the financial statements, as required by 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. Consideration of internal control over financial reporting disclosed no
material weaknesses.

Compliance and Other Matters

The results of our audit tests disclosed no instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards. An immaterial instance
of noncompliance, along with recommendations and management’s responses, are included in
the Finding and Recommendation section.

Fairness of Financial Statement Presentation

The Division of State Audit has rendered unqualified opinions on the corporation’s
financial statements.



STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT

SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-0264
PHONE (615) 401-7897
FAX (615) 532-2765

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

December 20, 2005

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Morgan:

We have audited the financial statements of the Tennessee Student Assistance
Corporation, a component unit of the State of Tennessee, as of and for the year ended June 30,
2005, and have issued our report thereon dated December 20, 2005. 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 the corporation’s internal control
over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinions on the financial statements and not to provide an opinion on the internal
control over financial reporting. Our consideration of the internal control over financial
reporting would not necessarily disclose all matters in the internal control that might be material
weaknesses. A material weakness is a reportable condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively low level the risk
that misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters



The Honorable John G. Morgan
December 20, 2005
Page Two

involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

However, we noted certain matters involving the internal control over financial reporting,
which we have reported to the corporation’s management in a separate letter.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the corporation’s financial
statements are free of material misstatement, we performed tests of the corporation’s 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. 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 noncompliance or other matters that are required to be reported
under Government Auditing Standards.

We did, however, note a less significant instance of noncompliance that we have reported
to the agency’s management in a separate letter.

This report is intended solely for the information and use of the General Assembly of the
State of Tennessee and management and is not intended to be and should not be used by anyone
other than these specified parties. However, this report is a matter of public record.
Sincerely,

Arthur A. Hayes, Jr., CPA
Director

AAH/C]
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STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT

SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-0264
PHONE (615) 401-7897
FAX (615) 532-2765

Independent Auditor’s Report

December 20, 2005

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol

Nashville, Tennessee 37243

Dear Mr. Morgan:

We have audited the accompanying financial statements of the governmental activities,
general fund, and the Federal Family Education Loan Trust Fund of the Tennessee Student
Assistance Corporation, a component unit of the State of Tennessee, as of and for the years
ended June 30, 2005, and June 30, 2004, which collectively comprise the corporation’s basic
financial statements as listed in the table of contents. These financial statements are the
responsibility of the corporation’s management. Our responsibility is to express opinions 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 opinions. Tennessee statutes, in addition to audit
responsibilities, entrust certain other responsibilities to the Comptroller of the Treasury. Those
responsibilities include serving as a member of the board of directors of Tennessee Student
Assistance Corporation, a component unit of the State of Tennessee; approving accounting
policies of the state as prepared by the state’s Department of Finance and Administration;

11



The Honorable John G. Morgan
December 20, 2005
Page Two

approving certain state contracts; and participating in the negotiation and procurement of
services for the state.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the corporation as of June 30, 2005, and June 30, 2004, and the
changes in its financial position for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

The management’s discussion and analysis on pages 13 through 20 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.

Our audits were conducted for the purpose of forming opinions on the financial
statements that collectively comprise the corporation’s basic financial statements. The
accompanying financial information on page 33 is presented for purposes of additional analysis
and is 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.

In accordance with Government Auditing Standards, we have also issued our report dated
December 20, 2005, on our consideration of the corporation’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 read in conjunction with this report in considering the results
of our audit.

Sincerely,

(A2 0 gy

Arthur A. Hayes, Jr., CPA
Director

12



Tennessee Student Assistance Corporation
Management’s Discussion and Analysis
For the Years Ended June 30, 2005 and June 30, 2004

This section of the Tennessee Student Assistance Corporation’s annual financial report presents
a discussion and analysis of the financial performance of the corporation during the fiscal years
ended June 30, 2005, and June 30, 2004. This discussion has been prepared by management
along with the financial statements and related note disclosures and should be read in
conjunction with the financial statements and notes. The financial statements, notes, and this
discussion are the responsibility of management.

Using This Annual Report

This annual report consists of a series of financial statements. The Statements of Net Assets and
the Statements of Activities provide information about the activities of the corporation as a
whole. The Balance Sheets and the Statements of Revenues, Expenditures, and Changes in Fund
Balances provide financial information about the activities of the corporation’s general fund.
The Statements of Fiduciary Net Assets and the Statements of Changes in Fiduciary Net Assets
provide financial information about the activities for which the corporation acts solely as a
trustee for the benefit of those outside the corporation.

Statements of Net Assets

The Statements of Net Assets present the financial position of those programs included in the
state’s Education Fund as administered by the corporation at the end of the fiscal year. They
include all assets and liabilities, measured in current values, of the corporation. The difference
between total assets and total liabilities—net assets—is an indicator of the corporation’s current
financial condition.

13



Statements of Net Assets

6/30/2005 6/30/2004 6/30/2003
Current assets $ 8,117,621 $ 8,886,766 ) 7,399,445
Capital assets, net - - -
Total Assets 8,117,621 8,886,766 7,399,445
Current liabilities 3,050,372 2,717,852 1,948,034
Long-term liabilities 62,384 60,302 45,010
Total Liabilities 3,112,756 2,778,154 1,993,044
Total Net Assets-unrestricted $ 5,004,865 $ 6,108,612 $ 5,406,401

Some highlights of material assets and liabilities on the Statements of Net Assets are as follows:

In regard to current assets, the notes and interest receivables include notes ($4,027,180)
and interest ($1,315,303) due the corporation from students having participated in one of
the teaching loan/scholarship programs administered by the corporation. Under these
programs, students agree to meet certain program conditions upon graduation. If those
conditions are met, the loans are forgiven based on a previously agreed upon schedule; at
any time the conditions are not met, the loan then becomes due and payable.

For current liabilities, accrued liabilities ($1,174,749) include amounts due to the
corporation’s loan servicer. Advance from the federal government includes funds
received from the Paul Douglas Teacher Scholarship Program that are held in trust and
administered by the corporation.

Unrestricted net assets are available to the corporation for any lawful purpose of the corporation.

FY 2005 to FY 2004

The corporation’s total net assets decreased from $6,108,612 at June 30, 2004, to $5,004,865 at
June 30, 2005. The total fund balance decrease is indicative of the note receivable decrease from
$5,903,799 at June 30, 2004, to $4,027,179 at June 30, 2005. The decrease in notes receivable
totaled $1,876,620 and significantly contributed to the decrease in net assets.

14



FY 2004 to FY 2003

The corporation’s total net assets increased from $5,406,401 to $6,108,612.

The increase

resulted primarily from an increase in cash related to additional services and related charges.

Statements of Activities

The Statements of Activities present the activities occurring in those programs included in the
state’s Education Fund as administered by the corporation for the fiscal year.

Statements of Activities

6/30/2005 6/30/2004 6/30/2003

Expenses for education $ 64,266,267 $ 60,981,724 49,323,566
Program revenues:

Charges for services 14,021,449 13,018,841 785,625
Operating grants and contributions 5,486,968 6,630,325 1,888,451
Interest on investment 314,970 - -
Total program revenues 19,823,387 19,649,166 2,674,076
Net program expenses 44,442,880 41,332,558 46,649,490
General revenues:

Payments from primary government 43,339,134 42,034,769 46,403,620
Increase (decrease) in net assets (1,103,746) 702,211 (245,870)
Net assets, beginning of year 6,108,612 5,406,401 5,652,271
Net assets, end of year $ 5,004,866 $ 6,108,612 5,406,401

Some highlights of the Statements of Activities are as follows:

e Expenses for education included grants made in the Tennessee Student Assistance
Awards and other education programs, costs incurred by the corporation in administering
the programs, and loans and interest cancelled for those students participating in the

loan/scholarship programs who met the requirement of those programs.

e Revenues include state appropriations for programs administered by the corporation, the

collection of loan and interest payments, and refunds from those programs.

15



FY 2005 to FY 2004

Operating grants and contributions decreased due to a reduction in monies received from the
federal government. Program expenses increased primarily due to an increase in loan
cancellation expense from $441,771 at June 30, 2004, to $2,383,201 at June 30, 2005.

FY 2004 to FY 2003

The increase in total program revenues is attributable to a 25% increase in collection costs, a
50% increase in TSAC staff for the Lottery and an increase in Bank Claims of 8%.

Balance Sheets - General Fund

The Balance Sheets present the current financial condition of those programs included in the
state’s Education Fund as administered by the corporation at the end of the fiscal year. They
include all assets, liabilities and fund balances, measured in current values, of the corporation.

Some highlights of the General Fund Balance Sheets are as follows:

e The notes and interest receivables include notes and interest due the corporation from
students having participated in one of the teaching loan/scholarship programs
administered by the corporation. Under these programs, students agree to meet certain
program conditions upon graduation. If those conditions are met, the loans are forgiven
based on a previously agreed upon schedule; at any time the conditions are not met, the
loan then becomes due and payable.

e Accrued liabilities include amounts due to the corporation’s loan servicer. Advance from
the federal government includes funds received for the Paul Douglas Teacher Scholarship
Program that are held in trust and administered by the corporation.

e Fund balances include reserves for the loan/scholarship outstanding loans and continuing
appropriations for projects begun in the fiscal year but continuing into the next fiscal
year.

At June 30, 2005; June 30, 2004; and June 30, 2003, the general fund had total fund balances of
$5,122,297, $6,224,880, and $5,492,498, respectively. Reconciliations of the total fund balances
with the total net assets presented on the Statements of Net Assets are shown at the bottom of the
Balance Sheets.

FY 2005 to FY 2004

The total fund balance decrease is indicative of the note receivable decrease from $5,903,799 at
June 30, 2004, to $4,027,179 at June 30, 2005. The decrease in notes receivable totaled
$1,876,620 and significantly contributed to the decrease in net assets.
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FY 2004 to FY 2003

The total fund balance increase is indicative of the growth in the programs that occurred during
the fiscal year and is directly attributable to the Lottery.

Statements of Revenues, Expenditures, and Changes in Fund Balances-
General Fund

The Statements of Revenues, Expenditures, and Changes in Fund Balances present the results of
operations for those programs included in the state’s Education Fund as administered by the
corporation for the fiscal years.

Some highlights of the General Fund Statements of Revenues, Expenditures, and Changes in
Fund Balances are as follows:

e Revenues include state and federal appropriations for programs administered by the
corporation, the collection of loan interest and payments, and refunds from those
programs.

e Expenditures include grants made in the Tennessee Student Assistance Awards and other
education program awards made to students, administrative costs incurred by the
corporation, and loans and interest cancelled for those students participating in the
loan/scholarship programs.

The general fund had a deficiency of revenues under expenditures of ($1,102,583) for the fiscal
year ended June 30, 2005, and an excess of revenues over expenditures of $732,382 for the fiscal
year ended June 30, 2004. Also, the general fund had a deficiency of revenues under
expenditures of ($262,268) for the fiscal year ended June 30, 2003. Reconciliations of excess
(deficiency) of revenues over (under) expenditures with increase (decrease) in net assets
presented on the Statements of Activities are shown at the bottom of the Statements of Revenues,
Expenditures, and Changes in Fund Balances.

FY 2005 to FY 2004

Grant revenue from the federal government decreased slightly for the Tennessee Student
Assistance Corporation in FY 2005 due to a reduction in appropriations by the U.S. Congress.
Revenue was reduced from $6,642,379 at June 30, 2004, to $5,486,968 at June 30, 2005. The
amount of the reduction totaled $1,155,411. This appropriation reduction occurred as federal
monies were cut back for this line item in the federal budget.
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FY 2004 to FY 2003

Grant revenue from primary government was increased for the Tennessee Student Assistance
Awards program for FY 2004. As a reflection of this increase, grant expenditures were
correspondingly larger.

Federal grant award amounts received in FY 2004 were substantially higher than the previous
year, which also increased grant expenditures. Federal grant awards were higher due to
supplemental monies received from the U.S. Department of Education’s Leverage Educational
Assistance Partnership and Special Leverage Educational Assistance Partnership Programs.

Statements of Fiduciary Net Assets-
Federal Family Education Loan Trust Fund

The Statements of Fiduciary Net Assets present the assets and liabilities of the Federal Family
Education Loan (FFEL) Trust Fund as administered by the corporation as the Federal Guaranty
Agency for Tennessee.

Some highlights of the Statements of Fiduciary Net Assets are as follows:

e Assets include cash reserves of the corporation for the FFEL Program and receivables
consisting of reinsurance claims pending and not yet made.

e Liabilities include cash reserves due to the United States Department of Education under
sections 422(h) and 422(i) of the Higher Education Act of 1965, as amended (HEA) and
as required by the Balanced Budget Act of 1997 (Pub. L.105-33).

The trust fund had net assets held in trust for student loan activities of $77,799,102 at June 30,
2005; $78,758,191 at June 30, 2004; and $72,835,674 at June 30, 2003.

FY 2005 to FY 2004

Net assets decreased by $959,088 from June 30, 2004, to June 30, 2005. This was primarily due
to a smaller reimbursement percentage on loan guarantees by the federal government for insured
student loans.

FY 2004 to FY 2003

Net assets increased by $5,922,517 from June 30, 2003, to June 30, 2004. This was due to an
increased loan volume which resulted in higher collection costs received and additional servicing
costs received.
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Statements of Changes in Fiduciary Net Assets-
Federal Family Education Loan Trust Fund

The Statements of Changes in Fiduciary Net Assets present the additions to and deductions from
the Federal Family Education Loan Trust Fund for the fiscal year as administered by the
corporation as the Federal Guaranty Agency for Tennessee.

Some highlights of the Statements of Changes in Fiduciary Net Assets are as follows:

e Additions include federal revenues in the form of fees and allowances earned by the
corporation in administration of the Federal Family Education Loan Program as the
Federal Guaranty Agency, interest earned on program reserves held by the corporation,
and contributions from the state into the state sponsored Tennessee Student Loan
Program reserves.

e Deductions include expenses incurred by the corporation in the administration of the
Federal Family Education Loan Program and the Tennessee Student Loan Program and
the return of reserve funds.

FY 2005 to FY 2004 and FY 2004 to FY 2003

Federal Revenue additions are subject to loan volume and payment receipt fluctuations. A multi-
year analysis of the Federal Education Loan Fund better reflects the Federal revenue of this
fund.

Factors Affecting the Corporation’s Future Financial Condition

The upcoming Reauthorization of The Higher Education Act of 1965 will affect Guarantor
Agencies such as the corporation. It is premature to speculate what these changes will be and
therefore their effect on the corporation is unknown at this time. Previous actions, such as the
recall of Federal Reserve Funds, required Tennessee to return $24.9 million. Currently, the
corporation is scheduled to return an additional $2.6 million of Federal Reserve Funds in two
payments during fiscal years 2006 and 2007 as its remaining share.

The Corporation will begin issuance of the second year Tennessee Education Lottery
Scholarship Program payments during Fiscal Year 2006. The first-year eligible recipients will
start their second year and the next class of eligible students will begin receiving benefits.
Subsequent classes of students will be added until four years of students are being awarded at
once. Note that this program is now the Corporation’s largest scholarship program and continues
to expand.

Although Tennessee State Government revenue growth improved during FY 2005, the
Corporation continues to operate under budget restrictions. In both FY 2006 and FY 2005 the
Corporation has been requested to reduce expenditures in the Tennessee Student Assistance
Awards Program by approximately $1,500,000 in order for these funds to be reverted into the
General Fund.
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Request for Information

This financial report is designed to provide the State of Tennessee, the public, and the other
interested parties with an overview of the Tennessee Student Assistance Corporation’s activities,
and to show the corporation’s accountability for conducting business in a fiscally responsible
manner. If you have questions about this report or require additional financial information,
contact the Tennessee Student Assistance Corporation at the following address:

Tennessee Student Assistance Corporation

1950 Parkway Towers
Nashville, Tennessee 37243

20



Exhibit A

Tennessee Student Assistance Corporation
Statements of Net Assets
June 30, 2005, and June 30, 2004

June 30, 2005 June 30, 2004

The notes to the financial statements are an integral part of this statement.
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Assets:
Cash (Note 2) 2,745,146.55 $2,665,632.08
Receivables:
Notes receivable 4,027,179.66 5,903,799.21
Interest receivable 1,315,303.26 314,088.34
Accounts receivable 29,991.82 3,245.98
Total assets 8,117,621.29 8,886,765.61
Liabilities:
Accounts payable 1,175,765.82 795,018.78
Accrued liabilities 1,174,748.97 1,246,198.24
Payroll related accruals 51,185.61 56,296.86
Due to primary government 14,353.72 14,015.58
Deferred revenue 156,017.89 127,104.00
Advance from the federal government 423,252.19 423,252.19
Compensated absences: (Note 3)
Payable within one year 55,047.91 55,965.95
Payable after one year 62,383.81 60,302.40
Total liabilities 3,112,755.92 2,778,154.00
Net assets:
Unrestricted 5,004,865.37 $6,108,611.61




Exhibit B

Tennessee Student Assistance Corporation
Statements of Activities
For the Years Ended June 30, 2005, and June 30, 2004

Year Ended Year Ended
June 30, 2005 June 30, 2004
Expenses for education:

Grants expenses $ 43,536,441.50 $ 58,362,356.95

Administrative expenses 18,346,625.13 2,177,595.98

Loan cancellations 2,383,200.62 441,771.29
Total program expenses 64,266,267.25 60,981,724.22
Program revenues:

Charges for services 14,021,448.98 13,018,841.20

Operating grant and contributions 5,486,968.08 6,630,324.86

Interest on investments 314,969.68 -
Total program revenues 19,823,386.74 19,649,166.06
Net program expenses 44,442 ,880.51 41,332,558.16
General revenues:

Payments from primary government 43,339,134.27 42,034,768.42
Increase (decrease) in net assets (1,103,746.24) 702,210.26
Net assets, beginning of year 6,108,611.61 5,406,401.35
Net assets, end of year $ 5,004,865.37 3 6,108,611.61

The notes to the financial statements are an integral part of this statement.
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Exhibit C

Tennessee Student Assistance Corporation
Balance Sheets
General Fund
June 30, 2005, and June 30, 2004

June 30, 2005 June 30, 2004

Assets:
Cash (Note 2) $ 2,745,146.55 $ 2,665,632.08
Receivables:

Notes receivable 4,027,179.66 5,903,799.21

Interest receivable 1,315,303.26 314,088.34

Accounts receivable 29,991.82 3,245.98
Total assets $ 8,117,621.29 $ 8,886,765.61
Liabilities and fund balances:

Liabilities:

Accounts payable $ 1,175,765.82 $ 795,018.78

Accrued liabilities 1,174,748.97 1,246,198.24

Payroll related accruals 51,185.61 56,296.86

Due to primary government 14,353.72 14,015.58

Deferred revenue 156,017.89 127,104.00

Advance from federal government 423,252.19 423,252.19
Total liabilities 2,995,324.20 2,661,885.65
Fund balances (Note 4):

Reserved for related assets 4,027,179.66 5,903,799.21

Reserved for other specific purposes 1,095,117.43 95,962.93

Reserved for continuing appropriations - 225,117.82
Total fund balances 5,122,297.09 6,224,879.96
Total liabilities and fund balances $ 8,117,621.29 $ 8,886,765.61

Reconciliation to Statement of Net Assets

Total fund balances $ 5,122,297.09 $ 6,224,879.96
Compensated absences liability not reported in the fund (117,431.72) (116,268.35)
Total net assets $ 5,004,865.37 $ 6,108,611.61

The notes to the financial statements are an integral part of this statement.
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Tennessee Student Assistance Corporation
Statements of Revenues, Expenditures, and
Changes in Fund Balances

General Fund
For the Years Ended June 30, 2005, and June 30, 2004

Exhibit D

Year Ended
June 30, 2005

Year Ended
June 30, 2004

42,034,768.42
13,018,841.20
6,642,379.00
(12,054.14)

61,683,934.48

Revenues:
Grant revenue from primary government $ 43,339,134.27
Deptmental serivces revenue 14,021,448.98
Federal revenue 5,486,968.08
Interest income 314,969.68
Total revenues 63,162,521.01
Expenditures:
Grants expenditures 43,536,441.50
Administrative expenditures 18,345,461.76
Loan cancellations 2,383,200.62
Total expenditures 64,265,103.88

58,362,356.95
2,147,423.93
441,771.29

Excess (deficiency) of revenues over (under) expenditures
Fund balance, beginning of year

Fund balance, end of year

(1,102,582.87)
6,224,879.96

60,951,552.17

5,122,297.09

732,382.31
5,492,497.65

Reconciliation to Statement of Activities
Excess (deficiency) of revenues over (under) expenditures $
Compensated absences expense not reported as an

expenditure in the fund

(1,102,582.87)

(1,163.37)

6,224,879.96

Increase (decrease) in net assets $

(1,103,746.24)

732,382.31

(30,172.05)

The notes to the financial statements are an integral part of this statement.
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Tennessee Student Assistance Corporation
Statements of Fiduciary Net Assets
Federal Family Education Loan Trust Fund
June 30, 2005, and June 30, 2004

Exhibit E

Assets:
Cash (Note 2)

Receivables:
Due from the federal government
Claims receivable

Total assets

Liabilities:
Accounts payable

Total liabilities

Net assets:
Held in trust for student loans (Note 5)

June 30, 2005

58,209,616.81

June 30, 2004

20,125,188.94

78,334,805.75

62,936,631.23

1,236,344.00
16,712,722.71

535,703.75

80,885,697.94

535,703.75

2,127,507.86

77,799,102.00

2,127,507.86

The notes to the financial statements are an integral part of this statement.
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Tennessee Student Assistance Corporation
Statements of Changes in Fiduciary Net Assets
Federal Family Education Loan Trust Fund
For the Years Ended June 30, 2005, and June 30, 2004

Exhibit F

Additions:
Federal revenue
Interest income
Contribution from primary government
Miscellaneous

Total additions

Deductions:
Administrative expenses
Collection expense

Total deductions

Increase (decrease) in net assets
Net assets, beginning of year

Net assets, end of year

The notes to the financial statements are an integral part of this statement.
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Year Ended
June 30, 2005

$

Year Ended
June 30, 2004

19,697,354.51
1,231,232.86
2,067,519.33
54,650.46

23,050,757.16

22,472,961.76
619,965.30
1,895,708.44
23,603.06

8,955,664.02
15,054,181.22

25,012,238.56

24,009,845.24

7,102,267.48
11,987,454.52

(959,088.08)
78,758,190.08

19,089,722.00

77,799,102.00

5,922,516.56
72,835,673.52

78,758,190.08




Tennessee Student Assistance Corporation
Notes to the Financial Statements
June 30, 2005, and June 30, 2004

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

The corporation is responsible for guaranteeing student loans under federal programs
and administering federal and state grants/loans to students. The corporation is a
component unit of the State of Tennessee. Although it is a separate legal entity, the
majority of its board members are either appointed by the Governor or are state
officials, and the corporation’s budget is approved by the state. The corporation is
discretely presented in the Tennessee Comprehensive Annual Financial Report.

Basis of Presentation

The financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America as prescribed by the
Governmental Accounting Standards Board (GASB). In June 1999, the GASB
issued Statement 34, Basic Financial Statements—and Management’s Discussion
and Analysis—for State and Local Governments. The financial statements required
by that statement provide a government-wide perspective of the corporation’s assets,
liabilities, net assets, revenues, expenses, and changes in net assets, in addition to the
fund perspective previously required.

Measurement Focus and Basis of Accounting — Government-wide Statements

The government-wide financial statements include the statement of net assets and
the statement of activities and report information about the corporation as a whole,
except for the fiduciary fund. The government-wide financial statements have been
prepared using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned, and expenses are recorded when a
liability is incurred.

The general fund is used to account for all financial transactions not required to be
accounted for in another fund. The fund financial statements for the general fund
include the balance sheet and the statement of revenues, expenditures, and changes
in fund balances. The general fund financial statements have been prepared using
the current financial resources measurement focus and the modified accrual basis of
accounting. With this measurement focus, only current assets and current liabilities
are generally included on the balance sheet. Under the modified accrual basis,
revenues are recognized when they become susceptible to accrual, that is, when they
become both measurable and available to finance expenditures of the current period.
The corporation considers receivables collected within 60 days after year-end to be
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Tennessee Student Assistance Corporation
Notes to the Financial Statements (Cont.)
June 30, 2005, and June 30, 2004

NOTE 2.

available and recognizes them as revenues of the current year.  Expenditures are
recorded at the time fund liabilities are incurred.

Measurement Focus and Basis of Accounting — Fiduciary Fund Statements

The Federal Family Education Loan Trust Fund is a private-purpose trust fund,
which is used to account for the activities of a trust whose principal and income may
be used for the purpose of the trust. The fund financial statements for the Federal
Family Education Loan Trust Fund include the statement of fiduciary net assets and
the statement of changes in fiduciary net assets. The fiduciary fund financial
statements have been prepared using the economic resources measurement focus and
the accrual basis of accounting except that (1) interest is not accrued on notes
purchased under the provisions of the Federal Family Education Loan Program, as
explained below; and (2) student loan guaranty fees are recorded as income in the
year received rather than being amortized over the life of the student loans
guaranteed.

Compensated Absences

It is the corporation’s policy to permit employees to accumulate earned but unused
vacation and sick pay benefits. There is no liability for unpaid accumulated sick
leave since the corporation’s policy is to pay this only if the employee is sick or
upon death. All vacation pay is accrued when earned in the government-wide
financial statements.

Accrual of Interest

Since the beginning of the federal loan program in 1963, the corporation has
purchased insured loans whenever the student has defaulted, been declared bankrupt,
died, or become totally and permanently disabled. Subsequent transactions with the
U.S. Department of Education reduce the corporation’s equity in these loans. Since
it is anticipated that a large number of these loans are uncollectible, the corporation
does not accrue interest on them but does attempt to collect interest on each one if
repayment terms can be established with the borrower.

CASH
This classification includes demand deposits and a $100.00 amount of petty cash on

hand. The demand deposits are in the State Treasurer’s Pooled Investment Fund.
The Pooled Investment Fund’s investment policy and required risks disclosures are
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Tennessee Student Assistance Corporation
Notes to the Financial Statements (Cont.)
June 30, 2005, and June 30, 2004

presented in the Tennessee Comprehensive Annual Financial Report. That report
may be obtained by writing to the Tennessee Department of Finance and
Administration, Division of Accounts, 14th Floor William R. Snodgrass Tennessee
Tower, 312 Eighth Avenue North, Nashville, Tennessee 37243-0298, or by calling

(615) 741-2140.

NOTE3. COMPENSATED ABSENCES

Long-term liability activity for the year ended June 30, 2005, was as follows:

Amount
Due
Beginning Ending Within
Balance Additions  Reductions Balance One Year

Compensated $116,268.35 $120,788.29 $119,624.92 $117,431.72 $55,047.91
absences

Long-term liability activity for the year ended June 30, 2004, was as follows:

Amount
Due
Beginning Ending Within
Balance Additions  Reductions Balance One Year

Compensated $86,096.30 $112,893.35 $82,721.30 $116,268.35 $55,965.95
absences

NOTE 4. FUND BALANCE RESERVES

The fund balance reserves represent those portions of fund balance (1) not
appropriable for expenditure—reserved for related assets—or (2) legally segregated
for a specific future use—reserved for other specific purposes and reserved for

continuing appropriations.
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Tennessee Student Assistance Corporation
Notes to the Financial Statements (Cont.)
June 30, 2005, and June 30, 2004

NOTE 5.

NOTE 6.

NET ASSETS HELD IN TRUST FOR STUDENT LOANS

The corporation is required by state law to maintain a reserve equal to .25 percent
of all outstanding loans that it has insured. The corporation has an agreement with
the U.S. Department of Education whereby the federal government reinsures all
loans insured by the corporation for at least 80 percent of the principal amount for
loans made prior to October 1, 1993; 78 percent for loans made from October 1,
1993, through September 30, 1998; and 75% for loans made after October 1, 1998.
Therefore, the corporation maintains a cash reserve equal to at least 2 percent of the
outstanding loans that it has insured. The statutory reserve is invested by the
Treasurer of Tennessee along with idle cash of the state, and a pro rata share of the
monthly interest is paid to the corporation. By agreement, the corporation is free to
withdraw from this investment pool such amounts as may be needed to honor its
commitments under loan insurance agreements with commercial lenders. At June
30, 2005, the corporation had insured loans outstanding of $4,346,638,828.70 and
the Treasurer of Tennessee held short-term investments of cash belonging to the
loan program in the amount of $57,673,913.06. At June 30, 2004, the corporation
had insured loans outstanding of $4,712,536,071.00, and the Treasurer of
Tennessee held short-term investments of cash belonging to the loan program
reserve in the amount of $62,045,467.37.

DEFINED BENEFIT PENSION PLAN

Plan Description - The corporation contributes to the State Employees, Teachers,
and Higher Education Employees Pension Plan (SETHEEPP), a cost-sharing
multiple-employer defined benefit pension plan administered by the Tennessee
Consolidated Retirement System (TCRS). TCRS provides retirement, death, and
disability benefits as well as annual cost-of-living adjustments to plan members and
their beneficiaries. Title 8, Chapters 34-37, Tennessee Code Annotated, establishes
benefit provisions. State statutes are amended by the Tennessee General Assembly.

The TCRS issues a publicly available financial report that includes financial
statements and required supplementary information for SETHEEPP. That report
may be obtained by writing to the Tennessee Department of the Treasury,
Consolidated Retirement System, 10th Floor Andrew Jackson Building, Nashville,
Tennessee 37243-0230, or by calling (615) 741-8202.
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Tennessee Student Assistance Corporation
Notes to the Financial Statements (Cont.)
June 30, 2005, and June 30, 2004

NOTE 7.

NOTE 8.

Funding Policy - Plan members are noncontributory. The corporation is required to

contribute an actuarially determined rate. The current rate is 7.29% of annual
covered payroll. Contribution requirements for the corporation are established and
may be amended by the TCRS’ Board of Trustees. The corporation’s contributions
to TCRS for the years ended June 30, 2005, 2004, and 2003 were $160,337.27,
$91,151.60, and $68,698.98. Contributions met the requirements for each year.

OTHER POST-EMPLOYMENT BENEFITS

The State of Tennessee administers a group health insurance program which
provides post-employment health insurance benefits to eligible corporation retirees.
This benefit is provided and administered by the State of Tennessee. The
corporation assumes no liability for retiree health care programs. Information
related to this plan is available at the statewide level in the Tennessee
Comprehensive Annual Financial Report. That report may be obtained by writing to
the Tennessee Department of Finance and Administration, Division of Accounts,
14th Floor William R. Snodgrass Tennessee Tower, 312 Eighth Avenue North,
Nashville, Tennessee 37243-0298, or by calling (615) 741-2140.

RISK MANAGEMENT

It is the policy of the state not to purchase commercial insurance for the risks of
casualty losses for general liability, automobile liability, professional malpractice,
and workers’ compensation. The state’s management believes it is more
economical to manage these risks internally and set aside assets for claim
settlement in its internal service fund, the Risk Management Fund. The state
purchases commercial insurance for real property, flood, earthquake, and builder’s
risk losses and surety bond coverage on the state’s officials and employees. The
Risk Management Fund is also responsible for claims for damages to state owned
property up to the amount of the property insurance aggregate deductible amount.
The insurance policy deductibles vary from $25,000 per occurrence, depending on
the type of coverage, to an aggregate of $7.5 million. The corporation participates
in the Risk Management Fund. The fund allocates the cost of providing claims
servicing and claims payment by charging a premium to the corporation based on a
percentage of the corporation’s expected loss costs, which include both experience
and exposures. This charge considers recent trends in actual claims experience of
the state as a whole. An actuarial valuation is performed as of the fiscal year-end to
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Tennessee Student Assistance Corporation
Notes to the Financial Statements (Cont.)
June 30, 2005, and June 30, 2004

NOTE 9.

determine the fund liability and premium allocation. The corporation is subject to
the liability limitations under the provisions of the Tennessee Claims Commission
Act, Tennessee Code Annotated, Section 9-8-101 et seq. Liability for negligence of
the corporation for bodily injury and property damage is limited to $300,000 per
person and $1,000,000 per occurrence. The limits of liability under workers’
compensation are set forth in Tennessee Code Annotated, Section 50-6-101 et seq.
Claims are paid through the state’s Risk Management Fund. At June 30, 2004, the
Risk Management Fund held $101.1 million in cash designated for payment of
claims. In FY 2005, the state paid $943,984.98 for 12 claims.

The state has also set aside assets in the Employee Group Insurance Fund, an
internal service fund, to provide a program of health insurance coverage for the
employees of the state with the risk retained by the state. The corporation
participates in the Employee Group Insurance Fund. The fund allocates the cost of
providing claims servicing and claims payment by charging a premium to the
corporation based on estimates of the ultimate cost of claims that have been
reported but not settled and of claims that have been incurred but not reported.
Employees and providers have 13 months to file medical claims.

COMMITMENTS AND CONTINGENCIES

Sick Leave - The corporation records the cost of sick leave when paid. Generally,
since sick leave (earned one day per month with unlimited accumulation) is paid
only when an employee dies or is absent because of illness, injury, or related family
death, there is no liability for sick leave at June 30. The dollar amount of unused
sick leave was $258,664.40 at June 30, 2005, and $403,969.13 at June 30, 2004.
Operating Lease - The corporation has entered into an operating lease for office
space. This lease will likely continue to be required. Expenditures under the
operating lease were $227,412.00 for the year ended June 30, 2005, and
$204,012.00 for the year ended June 30, 2004. The operating lease is cancelable at
the lessee’s option.
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Schedule 1
SUPPLEMENTARY INFORMATION
TENNESSEE STUDENT ASSISTANCE CORPORATION
BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
FOR THE YEARS ENDED JUNE 30, 2005 AND JUNE 30, 2004

Budgetary fund balance, July 1

Resources (inflows):

Grant revenue from primary government
Departmental services revenue

Federal revenue

Interest income

Amounts available for appropriation

Charges to appropriations (outflows):
Personal services

Employee benefits

Travel

Printing, duplicating, and film processing
Communication and shipping cost
Maintenance, repairs, and services
Professional and administrative services
Supplies

Rentals and insurance

Awards and indemnities

Grants and subsidies

Professional services

Total charges to appropriations

Budgetary fund balance, June 30

FOR THE YEAR ENDED JUNE 30, 2005 FOR THE YEAR ENDED JUNE 30, 2004
Variance with Variance with
Final Budget Final Budget
Budgeted Amounts Actual Amounts Positive Budgeted Amounts Actual Amounts Positive
Original Final (Budgetary Basis) 1 (Negative) Original Final (Budgetary Basis) 1 (Negative)

6,224,879.96 $ 6,224,879.96 $ 6,224,879.96 $ - $ 5,492,497.65 $ 5,492,497.65 $ 5,492,497.65 $ -
43,432,200.00 43,756,000.00 43,339,134.27 (416,865.73) 43,667,200.00 43,667,200.00 42,034,768.42 (1,632,431.58)
12,702,400.00 14,559,900.00 14,021,448.98 (538,451.02) - - 13,018,841.20 13,018,841.20
5,371,300.00 6,987,000.00 5,486,968.08 (1,500,031.92) 1,562,400.00 1,562,400.00 6,642,379.00 5,079,979.00
- - 314,969.68 314,969.68 - - (12,054.14) (12,054.14)
67,730,779.96 71,527,779.96 69,387,400.97 (2,140,378.99) 50,722,097.65 50,722,097.65 67,176,432.13 16,454,334.48
553,400.00 553,400.00 1,552,598.45 (999,198.45) 584,400.00 584,400.00 472,215.74 112,184.26
224,200.00 224,200.00 515,587.85 (291,387.85) 189,020.00 189,020.00 160,308.65 28,711.35
37,300.00 37,300.00 86,788.58 (49,488.58) 17,900.00 17,900.00 51,727.54 (33,827.54)
14,300.00 14,300.00 55,395.61 (41,095.61) 10,000.00 10,000.00 11,733.84 (1,733.84)
78,000.00 78,000.00 150,756.69 (72,756.69) 41,000.00 41,000.00 14,705.28 26,294.72
1,400.00 1,400.00 408.00 992.00 1,700.00 1,700.00 1,054.40 645.60
17,024,777.98 17,024,777.98 16,390,721.06 634,056.92 12,849,880.00 15,049,880.00 14,693,148.64 356,731.36
37,000.00 37,000.00 104,799.44 (67,799.44) 79,700.00 79,700.00 16,504.48 63,195.52
66,800.00 66,800.00 234,642.00 (167,842.00) 87,900.00 87,900.00 16,883.39 71,016.61
1,000.00 1,000.00 902.42 97.58 1,050.00 1,050.00 138.30 911.70
44,863,071.49 44,863,071.49 44,907,207.26 (44,135.77) 45,413,350.00 45,413,350.00 45,425,010.11 (11,660.11)
173,000.00 173,000.00 265,296.52 (92,296.52) 28,600.00 28,600.00 88,121.80 (59,521.80)
63,074,249.47 63,074,249.47 64,265,103.88 (1,190,854.41) 59,304,500.00 61,504,500.00 60,951,552.17 552,947.83
4,656,530.49 $ 8,453,530.49 $ 5,122,297.09 $ (3,331,233.40) $ (8,582,402.35) $ (10,782,402.35) $ 6,224,879.96 $  17,007,282.31
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