PANHANDLE-PLAINS HIGHER EDUCATION
AUTHORITY, INC.

AUDITED FINANCIAL STATEMENTS

YEAR ENDED AUGUST 31, 2003
ith Comparative Totals for August 31,
ith Comparative Totals for August 31, 2002

BROWN, GRAHAM & COMPANY
PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS
1603 4TH AVENUE
CANYON, TEXAS 79015
(806) 655-2159



PANHANDLE-PLAINS HIGHER EDUCATION
AUTHORITY, INC.

Table of Contents

INDEPENDENT AUDITOR’SREPORT ... ... ... .. i
FINANCIAL STATEMENTS

Statement of FINnancial Position - - . .ottt e i e et ettt e e e e
Statement Of ACHVIHES . v vt e et ettt st e e e e e e e e
Statement of Cash Flows . .. ot e i e e e e e
Notes to FInanclal Statememmis . . -« vt et et e e e et e e e e

OTHER FINANCIAL INFORMATION

Statement of Financial Position (By DebtIssue) ........ ... ... ... . ... . oL,
Statement of Activities (By DebtIssue) ... ... ...

SINGLE AUDIT REPORTS

Report on Compliance and on Internal Control Over Financial Reporting

Based on an Audit of Financial Statements Performed in Accordance

With Government Auditing Standardy ... ... . .. .
Report on Compliance with Requirements Applicable to Each Major

Program and on Internal Control Over Compliance in Accordance

With OMB Circular A-133 . o
Schedule of Findings and Questtoned Costs .. .............. ... ... .. .. . . . iia....
Schedule of Expenditures of Federal Awards . ......... ... ... ... o oo L
Notes to Schedule of Expenditures of Federal Awards ... .. .. e

L S VU

16
18

20

21
23
24
25



AMARILLO

+

BROWN, GRAHAM & COMPANY

PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

P. O. Box 873 . Canyon, Texas 79015 * 806-655-2159 + Fax 806-655-2509

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Panhandle-Plains Higher
Education Authority, Inc.

We have audited the accompanying statement of financial position of Panhandle-Plains Higher Educaton
Authority, Inc. (a nonprofit corporation}(the Authority} as of August 31, 2003, and the related statements of
activities and cash flows for the year then ended. These financial statements are the responsibility of the
Authorty’s management. Our responsibility is to express an opinion on these financial statements based on
our audit.

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. Those srandards require that we plan and perfonn our audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, ou 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 evaluaring the overall financial statement presentation. We believe that our audic
nrovides a reasonable basis for our opinion.

In our opnven. the financial statements referred to above present fairly, in all material respects, the financial

poiticn ol Pachandle-Mains Higher Education Authonty, Inc. az of August 31, 2003, und rthe chanezs w i's
net asseis and 15 cask flows fur the year then ended in conformity with accountng poncples gerersdly
accepted 1a the Unitzd States of America.
i

lo accordance with Govermment Auditing Standards, we have also issued a report ddted Ocrober 9, 2003, on our
censideration of Panhacdle-Piains Higher Education Authorty, Inc’s internal control over financial reporting
and our tests of 115 compliunce with certain provisions of laws, regulations, contracts and grants. ‘that report s
an inregral part of an audit performed in accordance with Gorernmenr Auditing Standardy, and should be read in
conjunction with this report in considering the results of our audit.

Information for the year ended August 31, 2002, is presented for comparative purposes only and was extracted
from the fnancial statements presented for that year, on which an unqualified opinion dated December 10,
2002 was expressed.

Qur audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The Other Financial Information on pages 15 to 19 is presented for purposes of additional analysis and
15 not a required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
matenal respects in relation to the basic financial statements taken as a whole.

Brown, Graham & Company, P. (.
Canyon, Texas
October 9, 2003

AUSTIN +« CANYON ¢« DIMMITT - GEORGETOWN + HEREFORD + PAMPA + PERRYTON + SHAMROCK - SPEARMAN

TULIA



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC,
STATEMENT OF FINANCIAL POSITION

AUGUST 31, 2003

(WITH COMPARATIVE TOTALS FOR AUGUST 31, 2002)

_..2003 ;02

ASSETS
Cash and Cash Equivalents $ 211,099,446 $ 138,418,133
Accrued Interest Receivable

Investunents 403,808 352,563

Student Loan Notes 14,576,952 14,894 370

Department of Education 843993 1,395,012
Special Allowance Payments Receivable 2,659,770 1,662,568
Prepaid Expenses 77,858
Accounts Receivable 1,027,200
Marketable Securtties 2,000,000 2,000,000
Student Loan Notes Receivable 840,267,056 748,517,479
Deferred Loan Acquisition Premiums-Net 8,402 830 6,569,242
Deferred Issuance Costs-Net 3,731,500 2,376,819
Noncompete Agreement-Net 1,050,000 1,470,000
TOTAL ASSETS $ 1085113213 S 918,683.386
LIABILITIES AND NET ASSETS
Accounts Payable ) 144,602 $ 116,749
Accrued Interest Payable 2309418 2925357
Interest Rate Swap Agreement 716,909
Arbitrage Rebate Payable 711,200 646,546
Excess Eamings Payable 15,110,100 15,368,645
Bonds and Notes Payable 1,007,430,000 852,890,000
Less Unamortzed Original Issue Discount (3,796,520 (3,477,555)
Total Liabilities 1,022,625,709 868 469,742
Net Assets

Unrestricted 62,487 504 50,213 644
Total Net Asscts 62,487 504 50,213,644
TOTAL LIABILITIES AND NET ASSETS § 1,085,113213 $ 918,683,380

The accompanying notes are an integral part of these financial statements.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
STATEMENT OF ACTIVITIES

YEAR ENDED AUGUST 31, 2003

(WTT'H COMPARATIVLE TOTALS FOR AUGUST 31, 2002)

SUPPORT
Interest on Investments
Interest on Student Loans
Repayment
Department of Education
Capitalized
Special Allowance Payment
Expense Reimbursement
Unrealized Loss on Interest Rate Swap Agreement
TOTAL SUPPORT

EXPENSES
Interest On Bonds and Notes

Loan Servicing Fees

Maintenance and Operating Expenses
Commitment Fecs

Amortizaton of Deferred Issuance Costs
Amaortization of Noncompete Agreement
Legal and Accounting Fees

Trustee Fees

Remarketing and Auction Rate Fees
Custodial Fees

Lender Fees

Consolidation Fees

Debt Forgiveness

Arbitrage Rebate Expense

Excess Earnings Lixpense

Bond Rating Fees

Miscellanecus Expense

TOTAL EXPENSES
Change in Ner Assers
Net Assets at Beginning of Year

NET ASSETS AT END OF YEAR

I'he accompanying notes are an integral part of these financial statements.

2003
) 2,663,089

9,457,872
5,402,543
19,398,560
12,097,842
964,228
(716,909)
49,267,225

16,780,773
8,882,626
3,753,189

875,285
202,732
420,000
239,782
196,357
1,686,418
203,505
346,554
1,964,791
1,144,024
152,300
614,100
29,000
1,029
36,993,365

12,273,860
50,213,644

S 62,487,504

]

2002

3524817

14,444 024
5,463,158
19,683,319
4445973
2013933

50,477,224

20,646,228
7993771
3123432
1035582

160,133
420,000
266,672
112950
1.191,887
251,069
118,832
1,383,067
1,279,500
275,920
3,839,155
44,500
70,523

42215241

8,261,983

41,931,661

50,213 644



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
STATEMENT OF CASH FLOWS

YEAR ENDED AUGUST 31, 2003

(WITH COMPARATIVE TOTALS FOR AUGUST 31, 2002)

2003 2002
PE ACTIVITIES
Change in Net Assets 5 12,273,860 S 8,261,983
Adjustments to Reconcile Change in Net Assets to Net Cash
Provided By (Used In) Operating Activities:
Amortization of:
Onginal Issuc Discount 533,535 365,507
Deferred Issuance Costs 202,732 160,133
Deferred Loan Acquisition Premiurms 3,317,982 2621,610
Noncompete Agreement 420,000 420,000
Capitalized Interest on Student Loan Notes {19,398,560) (19,683,319)
Debt Forgiveness 1,144,924 1,279,500
Unrealized Loss on Interest Rate Swap Agreement 716,909
Changes in Operating Assets and Liabilities:
(Increase) Decrease in:
Accrued Interest Receivable 817,192 1,025,823
Special Alowance Payment Receivable (997,202) (1,360,584)
Preapid Expenses (77,858}
Accounts Receivable 1,027,200 (1,027,200)
Increase {Decreasc) in:
Accounts Payable 27,853 (261,121)
Accrued Interest Payable {615,939) (2,723,280}
Arbitrage Rebate Payable 64,654 (852,2006)
Excess Earnings Payable {258,545} 3,839,155
Net Cash Provided By (Used in) Operating Activities {801,263} {7,634,005)
INVESTING ACTIVITIES I
Purchases of Student Loan Notes (544,942,282} {233,826,403)
Deferred Loan Acquisition Premiums Paid (5,151,570} {2,986,818)
Purchases of Marketable Sccurites (2,000,000
Collection of Student Loan Notes Recetvable 471,446,341 205,525,889
Net Cash Provided By (Used in) Investing Activities 78,647,511 ' (33,287,332
FINANCING ACTIVITIES
Proceeds From Bonds and Notes 254,079,130 171,202,626
Bond Discount (852,500) (616,200)
Redemption of Bonds and Notes (99,539,130) (135,497,506)
Deferced Issuance Costs Paid (1,557,413 (449,140
Net Cash Provided By (Used in) Financing Activities 152,130,087 34,639,080
Increase (Decrease) in Cash and Cash Equivalents 72,681,313 (6,282,257)
Cash and Cash Fquivalents at Beginning of Year 138,418,133 144,700,390
CASH AND CASH EQUIVALENTS AT END OF YEAR S 211,099 446 S 138,418,133

The accompanying notes are an integral part of these financial statements.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 1 - DESCRIPTION OF ORGANIZATION:

Organization

Panhandle-Plains Higher Education Authority, Inc. (the Authority), 15 a nonprofit corporatuon orgamuzed on
August 16, 1979, under the laws of the State of Texas. The Authonty was established at the request of the
sponsoring City of Hereford, Texas, for the purpose of providing funds for the purchase of student loans at the
post-secondary level, and to provide for the servicing of such loans as required for continued participation in the
Federaily Insured Student Loan Program under the Higher Education Act of 1965, as amended. Funding for the
Authority has been provided by the sale of tax exempt and taxable bonds and by the issnance of debt instruments,
the proceeds of which are used to purchase student loans. The Authenty 1s exempt from federal income taxes
under Section 501(c)(3) of the Internal Revenue Code.

Servicer

Panhandle-Plains Management and Servicing Corporation, dba Panhandle-Plains Student Loan Center, (the Center),
a Texas corporation, services the student loans for the Authority. Pursuant to a servicing agreement with the
Authority, the Center is responsible for student loan servicing, collecting, accounting and reporting, as well as
providing administrative headquarters and administrative support functions. As compensation for such services,
the Center recetves a monthly fee subject to annual redetermination and additional servicing fees based on a
percentage of student loan notes receivable outstanding at the end of each month.

The Center has entered into separate agreements with Affillated Computer Services, Inc. and Sallie Mae Servicing
L.P. to provide servicing of certain student loan notes.

[rustees

Wells Fargo Bank Texas, N.A., Ft. Worth, Texas, and Bank One, N.A., Fort Worth, Texas, as Trustees, perform the
duties involving the acquisiion and holding of student loans in the Authority’s name, the investment and
disbursement of monies as directed by the Authority, and the servicing and redempdon of the bonds and notes.

Custodians

The Authority and the Trustees have entered into separate custodian agreements with Herring Nadonal Bank,
Amarillo, Texas, Affiliated Computer Services, Inc., Long Beach, California, Sallie Mae Servicing, L.P., Killeen,
Texas, and the Panhandle-Plains Student Loan Center, as Custodians, Under the agreements, the Custodians agree
to have possession of the promissory notes and related documents evidencing the student loan notes, and will hold
such notes on behalf of the Trustees.

NOTE 2 ~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

(a) Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates,

(b} Financial Statement Presentation

Financial statement presentation follows the recommendations of the Financial Accountng Standards Board 1n its
Statement of Finaneial Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit Organizations.
Under SFAS No. 117, the Authority is required to report information regarding irs financial position and activitdes
according to three classes of net assets; unrestricted net assets, temporarly restricted net assets, and permanently
restricted net assets.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)
{c} Fair Values of Financial Instruments

The following methods and assumptions were used by the Authority in estimating its fair value disclosures for
financial instruments:

Cash and Temporary Cash lovestments: The carrying amounts reported in the statement of financial position
approximate fair values because of the short maturities of those instruments.

Marketable Securities: The fair values of marketable securities are based on their carrying amounts.

Bonds and Notes Payable: The fair values of the bonds and notes payable are based on their carrying amounts.

(d) Fund Accounting

Pursuant to stipulations and requirements set forth in the bond indentures, the books and records of the Authonity
are maintained i accordance with the principles of fund accounting. The bond indentures specify that transactons
are 1o be recorded in varous trust funds, and the assets can be used for the general purpose of the respective bond
issues. At the time a bond sedes is fully repaid, the remaining assets can be transferred to another senes wath
outstanding debt or to the General Fund.

General Fund - This fund was created with proceeds remaining after vanous bond issues were fully repaid. This
fund is unrestricted and can be used to alleviate deficiencies in any bond issue.

The following is a summary of the respective funds maintained in each bond issue and established pursuant to the
Bond Indentures:

Acquisition, Restncted Yield, Recycling, Student Loan Repayment, and Student Loan Funds -
Represents funds used or available for acquisition of eligible loans.

Reserve Fund - Represents funds to pay debt service on bonds in the event amounts on deposit in
Bond and Interest Funds are insufficient to make such payments when due, or to pay credit
enhancement and remarketing and auction rate fees when due.

Revenue and Collecdon Funds - Represents funds received, both as pnncipal and interest, in
repayment of student loans, and as income from investments, or funds to pay credit enhancement
and remarketing fees when due.

Bond Redempuon, Surplus, and Interest Funds - Represents funds to be used only for the
pavment, when due, of prncipal and interest on the bonds.

Operaung Fund - Represents funds to be used solely for administrative expenses and servicing
costs related to the student loans.

Rebate Fund - Represents amounts held in trust for the United States of Ameniea to be rebated no
more than sixty days after each computation date, and no more than sixty days after the date on
which all of the bonds are retired.

Excess Interest Fund — Represents funds set aside to pay excess earnings due as of the date the
bonds are discharged.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)
{e) Investments

In accordance with the bond indentures, the Authornity i1s generally required to invest available funds in specified
municipal obligations, United States Government and certain other governmental agency obligations and/or in
interest-bearing time deposits of one or more banks. To the extent such investments are not insured by an agency
or instrumentality of the United States Government, they are to be secured as defined in the bond indenture.
Interest income from such investments 1s deposited within a specified fund and used solely for those purposes for
which the respective funds were established.

(fy Cash Flow Information
The Authority considers all short-term cash investments with an original matusity of three (3) months or less to be
cash equivalents.

Cash paid for interest for the year ended August 31, 2003 was §16,863,177.

(g} Omnginal Issue Discount

The Student Loan Revenue Bonds for the respective series were issued at discounts as follows and are being
amortized by the straight line method over the life of the bonds as descrbed in Note 3.

Series Discount Series Discount

1991 A & B $ 287,010 1999 A-1 $ 187250
1992 A& B 371,160 1999 A-2 1,146,750
1993 A & B 291,500 2001 A-1& A2 182,000
1993 C,D&E 884,030 2001 A-3 & B-1 669,760
1995 A 290,000 2001 A-4, A-5& B-2 445 000
1997 A-1 & A2 667,750 2002 A-1 171,900
1997 X 197,750 2003 A-1, A-2 & B-1 674,900
2003 A-3 177,600

(h) Deferred [ssuance Costs
Issuance costs connecred with each senes are amortized on the straight-line method over the life of the bonds,
which range from two (2) to thirty-five (35) vears.

(1) Loan Agquisition Premiums

Premiums on student Joan portfolio purchases are amortized on the straight-line method over the average life of
the portfolio purchased, which for the year ended August 31, 2003 has been estimated by the Authonty to be
approximately four (4) years.

{j) Reclassifications
Certain accounts in the prior year financial statements have been reclassified for comparative purposes to conform
with the presentation in the current year financial statements.

NOTE 3 - BONDS AND NOTES PAYABLE:

(a) Student Loan Revenue Bonds, Senes 1991 A, Series 1991B, Series 19924, Series 1992B. Series 19934, Series
19938, Series 19957, Sedes 1997X |, Sentor Series 2003 A-1, Senior Seges 2003 A-2 Senior Series 2003 A-3,
and Subordinate Seres 2003 B-1:

On June 20, 1991, the Authority received the net proceeds of a $40,300,000 Bond Issue, $37,000,000 Series 1991A

and $3,300,000 Seres 1991B. The proceeds of the bonds were used to acquire the loans held by the Authority’s

SLMA Line Of Credit dated January 4, 1990 (see Note 4), and to acquire other eligible louns made to eligible

borrowers to finance a program of education at eligible institutions. In addition, proceeds of the bonds were used

to make deposits to varous funds and accounts created under the Indenture and to pay certain fees and expenses

incurted in connection with the issuance of the Bonds. The Bonds bear interest at a variable rate that resets weekly.

The Bonds have a stated maturity date of June 1, 2021,




PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 3 — BONDS AND NOTES PAYABLE:

{2) Student Loan Revenue Bonds, Series 1991 A, Series 1991B, Series 1992A, Seres 1992B, Sertes 1993\, Series
1993B, Series 19957, Series 1997X | Senior Series 2003 A-1, Senior Series 2003 A-2, Senior Series 2003 A-3,
and Subordinate Senes 2003 B-1: (Continued)

The Authonty received the net proceeds of a $58,000,000 Bond Issue, $56,500,000 Series 1992A and $1,500,000

Series 1992B on Apnl 16, 1992. These proceeds were used to acquire loans held by the Authority’s SLMA Line Of

Credit and Panhandle-Plains Srudent Finance Corporation, and to redeem all of the Series 1991C Bonds. Proceeds

of the Bonds were also used to make deposits to various funds and accounts created under the Indenture and to

pay certain fees and expenses incurred in connection with the issuance of the Bonds. The Bonds bear interest at a

variable rate that resets weekly. $8,000,000 in principal amount of the Series 1992\ Bonds are scheduled to mature

on June 1, 2008. The remaining $48,500,000 of the Series 1992 Bonds are scheduled to mature june 1, 2021,

The Authority received the net proceeds of a $50,000,000 Bond Issue, $49,000,000 Sertes 19937 and $§1,000,000
Series 19938 on Apnl 23, 1993. The Seres 1993 Bonds were issued for the purpose of purchasing guaranteed
student loans, setting aside certain amounts for deposit into vanous funds of the Indenture, and paying the costs of
issuing the Senes 1993 Bonds. The Bonds bear interest at a vamable rate that resets weekly. The Bonds are
scheduled to mature June 1, 2023.

The Authority received the net proceeds of a §50,000,000 Bond Issue, Series 19953A on May 10, 1995, The Senes
1995 Bonds were issued for the purpose of purchasing guaranteed student loans, setting aside certain amounts for
deposit mto various funds of the Indenture, and paying the cost of issuing the Sertes 1995 bonds. The Bonds bear

interest at an Auction Rate based upon a thirty-five day Auction Period. The Bonds are scheduled to marure June
1, 2025.

The Authonty received the net proceeds of a $35,000,000 Bond Issue, Series 1997X on Aprl 9, 1997. The Series
1997X Bonds were issued for the purpose of purchasing guaranteed student loans, setting aside certain amounts for
deposit into various funds of the indenture, and paying the cost of issuing the Series 1997X Bonds. The Bonds

bear interest at an Auction Rate based upon a thirty-five day Auction Penod. The Bonds are scheduled to mamre
June 1, 2027.

On February 26, 2003, the Authority recetved the net proceeds of a $158,800,000 Bond Issue, $74,400,000 Seruor
Series 2003 A-1, $74,400,000 Senior Series 2003 A-2 and $10,000,000 Subordinate Series 2003 B-1. These bonds
were issued for the purpose of purchasing guaranteed student loans, seiting aside certain amounts for deposit into
various funds of the Indenture, and paying the cost of issuing the bonds. The Bonds bear interest at an Auction
Rate based upon a twenty-eight day Auction Period. The Bonds are scheduled to mature June 1, 2035.

The Authotity received the net proceeds of a §44,400,000 Bond Issue, Senior Series 2003 A-3 on March 26, 2003,
The Senior Series 2003 A-3 Bonds were issued for the purpose of purchasing guaranteed student loans, setting aside
certain amounts for deposit into various funds of the indenture, and paying the cost of issuing the Semor Senes
2003 A-3 Bonds. The Bonds bear interest at an Auction Rate based upon a thirty-five day Auction Perod. The
Bonds are scheduled to mature on the dates and in the amounts as follows:

Marurity Date Amount
3/1/2005 $ 5,200,000
7/1/2010 2,600,000
7/1/2012 1,600,000
1/1/2038 35,000,000

The Bonds were secured by a Letter of Credit from the Student Loan Marketing Associaton as described in Note 6.
The Authority terminated this Letter of Credit on June 4, 2003.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 3 — BONDS AND NOTES PAYABLE: (Contnued)

(b)_Student Loan Revenue Bonds, Series 1993C, Series 1993D, and Series 1993E:

On September 21, 1993, the Authority received net proceeds of a $102,200,000 bond issue, $47.800,000 Senes
1993C, 340,950,000 Serles 1993D, and $13,450,000 Series 1993E. The bonds were issued for the purpose of
refunding all of the Authority’s Serdes 19884, 1988B, and Series 1988C bonds.  All of the Senies 1993C bonds were
redeemed prior to August 31, 2002.

Senes 1993D Series 1993E
Maturity Principal Interest Maturty Principal Interest
Date Amount Rate Date Amount Rate
9/1/2003 2,585,000 5.10% 3/1/2005 % 9,105,000 5.55%
9/1/2004 1,510,000 5.20%
3/1/2005 2,175,000 5.25%
The bonds are payable from “Net Revenues”. “Net Revenues” generally will consist of all revenues plus loan

repayments less all maintenance and operating expenses.

{c) Student Loan Asset-Backed Notes, Series 1997 A-1, Series 1997 A-2:

The Authority received the net proceeds of $125,000,000 Srudent Loan Asset-Backed Notes, $48,000,000 Senes
1997A-1 Notes and $77,000,000 Series 1997A-2 Notes on April 9, 1997, The notes were issued for the purpose of
purchasing guaranteed student loans, providing funds for capitalized interest, operatng costs and a reserve, and
paving costs of issuance.

The interest rate on the Series 1997A-1 Notes and the Series 1997A-2 Notes 15 the per annum rate equal to the
bond equivalent yield for auctions of 91-day United States Treasury Bills held by the United States Treasury on the
most recent “rate deterrnination date” plus fifty-one hundreds of one percent (0.51%) for the Sertes 1997A-1 Notes
and sixty-one hundredths of one percent {0.61%) for the Senes 1997A-2 Notes; however, in no event will the
interest rate exceed fifteen percent (15%) per annum. The Series 1997A-1 Notes matured and were redeemed on
Aprl 1, 2001, The Series 1997A-2 Notes have a stated maturty date of April 1, 2008. As of August 31, 2003,
348,070,000 of the Senes 1997A-2 Notes had been redeemed, leaving notes outstanding of $28,930,000.

d)_Student Loan Revenye Bonds, Senior Sedes 1999.A-1, Student Toan Taxable Floating Rate Notes, Senior Series
19994 -2

The Authonty received the net proceeds of $35,000,000 Srudent Loan Revenue Bonds, Senior Series 1999A-1 and

$165,000,000 Student Loan Taxable Floating Rate Notes, Senior Series 1999.A-2 on February 18, 1999. The Bonds

and Notes were issued for the purpose of purchasing guaranteed student loans, providing funds for capitalized

interest, operating costs and a reserve, and paying costs of issnance.

The Senes 1999 A-1 Bonds bear interest at an auction rate based on a thirty-five day auction period. As of
August 31, 2003, the interest rate on the Bonds was 0.92%. The Bonds are scheduled to mature on December 1,
2033.

The Series 1999 A-2 Notes bear interest at the per annum rate equal to One-Month LIBOR plus 0.25%, except that
such rate may not exceed the maximum interest rate allowed by Texas law or 153% per annum. As of August 31,
2003, 382,165,000 had been redeemed, leaving notes outstanding of $82,835000. The Notes are scheduled 1o
mature on September 1, 2013.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 3 — BONDS AND NOTES PAYABLE: (Continued)

(e) _Student Loan Revenye Bonds, Senior Seres 2001 A-1, Student Loan Revenue Refunding Bonds, Sentor Sertes
2001 A-2 Student Loan Revenue Notes, Senior Series 2001 A-3 Student Loan Revenue Notes, Subordinate
Senes 2001 B-1:

On May 9, 2001, the Authonity received net proceeds of a $163,800,000 Debt Issue, $35,000,000 Senior Series 2001

A-1, $5,300,000 Senior Series 2001 A-2, $110,500,000 Senior Senes 2001 A-3, and $13,000,000 Subordinate Series

2001 B-1. The Bonds and Notes were issued for the purpose of purchasing guaranteed student loans, providing

funds for capitalized interest, operating costs and a reserve, paying costs of 1ssuance, and refunding a portion of the

Authonty’s bond indebtedness.

The Sertes 2001 A-1 and Semes 2001 A-2 Bonds bear interest at an auction tate based on a thirty-five day auction
period. As of August 31, 2003, the interest tate on the Series 2001 A-1 and the Series 2001 A-2 Bonds was 0.92%.
The Series 2001 A-1 and Series 2001 A-2 Bonds are scheduled to mawre on April 1, 2031 and March 1, 2005,
tespectively.

The Series 2001 A-3 and Series 2001 B-1 Notes bear interest at an auction rate based on a twenty-eight day auction
period.  As of August 31, 2003, the interest rates on the Sertes 2001 A-3 and Senes 2001 B-1 Notes were 1.11%
and 1.12%, respecnvely. These Notes are scheduled to mature on April 1, 2031,

(6 Student Loan Revenue Bonds, Series 1993, Series 1993B, Series 1993C, Seres 19953, Series 1995 B, Series
1997, Series 19984, and Series 1998B:

On January 12, 2001, the Authonty acquired the assets and assumed the liabilides of AHEA-1 LL.C. This

acquisition was financed with proceeds from a loan from Amarillo National Bank. The Authority redeemed the

entire note outstanding with Amanllo National Bank on September 7, 2001. The Bonds that were assumed from

AHEA-1 L.L.C. and subsequent redempuions are as follows:

Bonds

Bonds Outstanding Marurity
Series Assumed Redemptions as of 8-31-03 Dates
1993 $ 880,000 3 880,000 $
1993 B & C 13,280,000 8,780,000 4,500,000 7/1/2008
19954 10,475,000 6,460,000 4,015,000 7/1/2010
1995B 24,400,000 24,400,000 T/1/2025
1997 35,000,000 35,000,000 7/1/2027
19984 32,000,000 32,000,000 7/1/2028
19988 3,000,000 3,000,000 7/1/2013
Totals $ 119,035,000 ) 16,120,000 $ 102,915,000

The Series 1993B, Series 1993C, and Series 1995A Bonds bear interest at various fixed rates as stated in the Bond
Indenture.

The Series 1993B, Series 1997, and Series 19983 Bonds bear interest based upon the final auction rate of a 33-day
auction period as determined by the auction agent, Bankers Trust Company, New York, New York.

The Series 1998B Bonds have a fixed rate of interest at 5.05%.
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PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 3 - BONDS AND NOTES PAYABLE: (Continued)

(g) Student Loan Revenue Notes, Senior Series 2001 A-4, Student Loan Revenue Notes, Student Loan Revenue
Notes, Sentor Sentes 2001 A-5, and Student Loan Revenue Notes, Subordinate Series 2001 B-2:

The Authorty received the net proceeds of $45,000,000 Student Loan Revenue Notes, Senior Series 2001 A-4,
$45,000,000 Student Loan Revenue Notes, Senior Series 2001 A-5, and 310,000,000 Student Loan Revenue Notes,
Subordinate Series 2001 B-2 on October 25, 2001. These Notes were issued for the purpose of providing funds to
purchase student loans guaranteed under the Higher Education Act, to pay capitalized interest, operating costs, and
costs of 1ssuance, and to fund a debt service reserve fund.

The Senes 2001 A-4, Series 2001 A-5, and Serles 2001 B-2 Notes bear interest at an auction rate based upon a
twenty-eight day auction period. As of August 31, 2003, the interest rate on the 2001 A-4 Notes was 1.10%, on the
2001 A-5 Notes was 1.08%, and on the 2001 B-2 Notes was 1.15%.

All of these Notes are scheduled to mature on October 1, 2031,

(h) Student Loan Revenue Bonds, Semor Seges 2002 A-1:

On February 21, 2002, the Authonty received the net proceeds of $38,200,000 Srudent Loan Revenue Bonds, Seres
2002 A-1. The Bonds were issued for the purpose of providing funds to purchase student loans guaranteed under
the Higher Educaton Act, including by means of refunding all of the Panhandle-Plains Higher Education
Authority, Inc. Student Loan Revenue Bonds, Series 1997 Y and Series 1998 A. The Bonds were also issued to
refund a portion of the Authorty's outstanding student loan revenue bond indebtedness and to use funds set aside
for their payment to purchase such loans, pay initial operating costs, and costs of issuance, and fund a debt service
reserve fund.

The Bonds bear interest at an auction rate based upon a thirty-five day auction period. As of August 31, 2003, the
maturity dates and interest rates on the notes are as follows:

Mamurity Date Principal Amount Interest Rate
7/1/2010 $ 2,000,000 0.88%
7/1/2012 1,200,000 0.84%
1/1/2032 35,000,000 0.88%

NOTE 4 - LINES OF CREDIT:

The Authority entered into a financing agreement dated January 4, 1990, with the Student Loan Mlarketing
Association (SLMA). The financing agreement was amended as of August 15, 1996. The amended financing
agreement includes a line of credit from SLMA in an aggregate amount ourstanding at any tdme of up to
$50,000,000, which amount will be used by the Authorty in financing and refinancing loans held by the Trustee for
the benefit of the Authority.

Interest was paid on the aggregate principal balance of the advances outstanding on each day during the peried
commencing on the date of the note and ending on the date said principal balance outstanding is paid in full at a
rate per annum which shall be determined as to each such day by adding one percent {1.%)} to the coupon 1ssue
yield equivalent to the average accepted auction price of the most recent auction for the thirteen-week U. S.
Treasury bills occurring prior to such day.

The Authonty paid SLAA a commitment fee on the daily average unused amount of the commitment at the rate of
0.125% per annum. The Authority terminated this agreement on June 4, 2003.
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PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 4 - LINES QF CREIIT: (Contnued)

The Authority established a separate  $50,000,000 Line of Credit as of December 4, 2000 with Bank of America,
N.A. The Line of Credit matured on December 4, 2002, at which time a new Line of Credit was established with
Bank of America, N.A. in the aggregate principal amount of $75,000,000. The maturity date is March 4, 2005

Interest 1s paid on the aggregate prncipal balance of the advances outstanding on each day during the penod
commencing on the date of the note and ending on the date said principal balance outstanding is paid in full ar a
rate per annum which shall be determined as .50% (fifty basis points) over the LIBOR rate.

The Authority pays Bank of America, N.A. a commitment fee, when the average daily principal amount advanced is
less than $56,250,000 during any quarterly period ending, at the rate of 0.125% per annum.

NOTE 5 — STUDENT LOAN NOTES RECEIVABLE:

The student loan notes represent loans to students who, when the loans were originated, were enrolled in post-
secondary institutions. In general, the notes bear interest at a fixed or variable rate which 1s payable by the student
following a specified grace period after graduation or termination from the institution. The terms of the loans,
which vary on an individual basis, generally provide for repayment 1n monthly installments of principal and mterest.

Srudent loan notes which do not conform to the terms of the purchase agreement between the Authonty and the
original lender may be returned to the lending insatution for reimbursement of prncipal, interest and costs incurred
while held by the Authonty.

The U. S. Government pays the Authority interest on certain student loans from the date of acquisition unul the
end of the grace peried and, in additdon for certain eligible loans, pays a special allowance at the end of each quarter
representing supplemental interest on outstanding insured loans at an annual rate which is determined perodically
and is based on the average interest rate for 91 day U. S. Treasury Bills or commercial paper.

Student loan notes purchased by the Authonty have been insured by the U. 5. Government or guaranteed by the
Texas Guaranteed Student Loan Corporation with which the Sectetary of Education has an agreement under
Section 428(b} of the Higher Education Act, and any other guarantor of student loans acceptable to the lender
which has an agreement with the Secretary under Section 428{(b} of the Act, provided applicable program
requirements have been met by the original lender with respect to such loans. These original lenders have
warranted to the Authornty that the student loans have met these requirements and are valid obligations of the
student borrowers. During the year ending .August 31, 2003, loan losses were accounted for as described in
Note 10.

NOTE 6 - LETTER OF CREDIT:

The Authority entered into 2 Restated and Amended Letter of Credit and Reimbursement Agreement, dared
August 26, 1997, with the Student Loan Marketing Association. The Letter of Credit, which was scheduled o
expire on May 1, 2007 (or earlier as described in the Indenture), 1s for a maximum aggregate amount not exceeding
$446,357,797 to pay prncipal of and accrued interest on, or the purchase price of the Authonty’s Student Loan
Revenue Bonds, Series 19917, Series 1991B, Series 19924, Senes 1992B, Senes 19934, Series 1993B, Series 19934,
and Series 1997X. The Authority paid 0.35% tmes Bond principal and interest on each sedes per annum, payable
in equal quartetly installments. The Authority terminated this letter on June 4, 2003.



PANHANDLE-PLAINS HIGHER EDUCATION AUTHORITY, INC,
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED AUGUST 31, 2003

NOTE 7 - STANDBY. BOND PURCHASE AGREEMENT AND INSURANCE REIMBURSEMENT
AGREEMENT

The Authority entered into a Standby Bond Purchase Agreement dated June 1, 2003 with Lloyds TSB Bank PLC
(the Bank). This Agreement relates to the Authority’s Student Loan Revenue Bonds, Series 19914, Senies 19918,
Series 19924, Series 1992B, Series 19934, and Series 1993B. The Agreement, which is scheduled to mature on June
3, 2008, is for a maximum aggregate principal amount of the Bonds outstanding of $148,300,000. During the
commitment period the Bank agrees to purchase all eligible Bonds tendered. The Authorty pays 2 commitment fee
of 0.25% per annum on the available commitment, payable in arrears quarterly.

The Authority entered into an Insurance Reimbursement Agreement dated June 1, 2003 with MBIA Insurance
Corporation (MBIA). This Agreement relates to the Authority’s Student Loan Revenue Bonds, Series 19914, Senes
1991B, Senes 1992A, Seres 1992B, Seres 19934, and Seres 1993B. MBILA has agreed to deliver irs financial
guaranty insurance policy guaranteeing tegularly scheduled principal and interest payments on the Bonds without
regard to any acceleration of the time of payment of the Bonds.

NOTE 8 - REMARKETING AND AUCTION RATE AGREEMENTS:

Citigroup Global Markets Inc. serves as the remarketing agent for the Authority on the Seres 1991, Senes 1992,
and Series 1993 Bonds. The remarketing agent shall perform all of the obligations as set forth in the Restated and
Amended Remarketing Agreement dated June 1, 2003.

The Authonty has auction rate agreements on the Series 1995 A, Series 1997X, Series 1999 A-1, Series 2001 A-1,
Series 2001 A-2, Series 2001 A-3, Series 2001 B-1, Series 2001 A-4, Sertes 2001 A-5, Sertes 2001 B-2, Series 2002 A-
1, Series 2003 A-1, Series 2003 A-2, Serles 2003 A-3, Series 2003 B-1, Series 19958, Series 1997, and Series 1998AB
Bonds and Notes. Bankers Trust Company, New York, New Yok, serves as auction agent.

NOTE 9 — CALCULATION AGENT AGREEMENT:
Citigroup Global Markets Inc. serves as the calculation agent for the Authonty on the Series 1999A-1 Bonds and
the series 1999A-2 Notes.

NOTE 10 —- DEBT FORGIVENESS/LOAN WRITE-OFFE

The Authority has a policy of debt forgiveness that once the outstanding principal balance of a loan is less than
$300 that debt is forgiven and the loan is wntten-off. The debt forgiveness helps to reduce excess earmngs as
described in Note 12, In accordance with this policy, a total of $1,144,924 in loans was written-off during the year
ending August 31, 2003, '

NOTE 11 — ARBITRAGE REBATE:

Rebate of arbitrage is required by Section 148(f)(2) of the Internal Revenue Code. The rebate is payable to the
United States Treasury and 1s calculated as the excess of the amount earned on all nonpurpose investments over the
amount which would have been earned if such nonpurpose investments were invested at a rate equal to the yield on
the bond issue, plus any income attributable to the excess. The rebate amount is required to be paid in mstallments
at least once every five (5) years. The last rebate installment is requited to be paid not later than 60 days after the
day on which the last bond of the issue 1s redeemed,
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