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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management Discussion and Analysis (MD&A) of the State of Connecticut Health
and Educational Facilities Authority’s (Authority) activities and financial performance provides the
reader with an introduction and overview to the audited financial statements for the fiscal years
ended June 30, 2006 and 2005. Following this MD&A are the financial statements of the Authority
together with the notes thereto which are essential to a full understanding of the data contained in
the financial statements.

The Authority is a “conduit” issuer of tax-exempt bonds, issued on behalf of non-profit healthcare
institutions, higher .education and private secondary schools, child care facilities, long-term care
facilities, cultural institutions and various other qualified non-profit institutions pursuant to Connecticut
General Statutes Chapter 187, Sections 10a-176 through 10a-198. These tax-exempt bonds are
financial/debt obligations of the institution on whose behalf the Authority issues the bonds. The issuance
of tax-exempt bonds provides funds for new construction projects, the refinancing of long-term debt
obligations to reduce borrowing costs, and Debt Service Reserve Funds, which are typicalty required for
all fixed interest rate bond issues at an amount equal to one year’s maximum annual debt service.

The Authority’s financial statements use proprietary fund reporting and report its financial position
in three basic financial statements: (1) a balance sheet; (2) a statement of revenues, expenses and
changes in net assets; and (3) a statement of cash flows.

Bonds Issued (Dollars in Thousands)

The following is a review of the number of bond issues and the related amount issued, summarized by
market segment and comparing FY 2006, FY 2005 and FY 2004. Approximately $982,640 in bonds
were issued during FY 2006 including debt for three institutions that exceeded $100,000 as follows:
$300,000 for Yale University (new projects), $116,600 for Fairfield University (primarily refinancing
existing debt and $10,000 for new projects), and $111,800 for Yale-New Haven Hospital (refinancing of
existing debt).

Bond Bond . Bond
Issues FY 2006 Issues FY 2005 Issues FY 2004
Healthcare 8 $345,160 4 $104,745 3 $67,975
Higher Education 10 546,925 4 147,480 6 212,590
Private Secondary Schools 3 59,265 6 86,135 4 47,025
Long-Term Care 1 7,095 - - - -
Other 2 24.195 - - 1 4,500
Total 24 $982.640 14 $338,360 14 $332.090
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Annual Fees (Dollars in Thousands)

The following is a summary of the revenues generated from annual administrative fees charged during
FY 2006, FY 2005 and FY 2004 based on the Board approved administrative fee of 9 basis points (or
.0009) on the outstanding balance for all market segments with the exception of Long-Term Care which
is 15 basis points (or .0015):

Healthcare .

Higher Education

Private Secondary Schools
Long-Term Care

Child Care

Other

Total

Balance Sheets (Dollars in Thousands)

ASSETS
Unrestricted Assets
Restricted Assets
Non-Current Assets
Total Assets
LIABILITIES
Current Liabilities
Non-Current Liabilities
Total Liabilities
NET ASSETS
Invested in capital assets
Unrestricted

Total Liabilities and Net Assets

$4,542

$4.214

FY 2006 FY 2005 FY 2004
$20,898 $ 21,698 $ 20,688
471,613 183,305 431,016

2,522 2,445 2,437
$495.033 $207,448 $454,141
$473,815 $185,674 $431,602

2,247 2,247 2,250
$476,062 $187,921 $433,852

275 198 187
18.696 19,329 20,102
$495.033 207,448 $454.141

FY 2004

$1,230
2,122
421
267
40

66

4,14

The increases in revenues from FY 2005 to FY 2006 for healthcare, higher education and private
secondary schools were for bonds issued during FY 2006 for new projects. The decrease in long-term
care revenues reflects the defeasance of debt for Noble Horizons and the Jewish Home for the Elderly of
Fairfield County. The reduction in child care resulted from a reclassification to other for three bond
issues that were incorrectly labeled as child care.



MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Financial Operation Highlights (Dollars in Thousands)

Unrestricted Assets — the following is an overview of the major changes in unrestricted current

assets:

Investments — for FY 2006 of $20,425 have increased $41 as compared to FY 2005.
Authority funds are invested in accordance with the Authority’s Board approved
investment policy which permits investments in the Office of the State Treasurer’s STIF
(short term investment fund).

Accounts Receivable — for FY 2006 is $252 as compared to FY 2005 of $337. This
includes receivables for Authority annual fees, receivables for annual trustee fees, and a
note due related to the Common Ground Charter School loan (which was issued in August
2003 for $200 and has an outstanding balance of $72 as of July 2006).

Restricted Assets — the following is an overview of the major changes in restricted assets:

Fund Investments — these are investments associated with construction funds managed and
held by the Authority for client institutions. The construction funds managed by the
Authority for FY 2006 of $468,240 have increased by $288,175 as compared to FY 2005.
Funds managed for higher education clients increased by over $200,000 primarily because
of the issuance of the Yale University Issue Series Y with a construction fund balance of
$208,700 at June 30, 2006. Funds managed for healthcare clients increased by over
$67,000 including $51,800 for Danbury Hospital and $19,000 for Backus Hospital.

Investment Policies — the Construction Funds are managed by the Authority on behalf of
the institutions. The proceeds are invested and managed in accordance with an investment
policy that is approved by the Authority’s Board of Directors and invested in strict
accordance with the relevant provisions of the respective bond issue trust indentures and
with Connecticut state law. Bond funds are generally invested in a “AAA” rated Fidelity
Institutional Government Money Market Fund, Class I; State of Connecticut Treasurer’s
Short-Term Investment Fund; Obligations issued or guaranteed by the U.S. Government;
and Qualified Guaranteed Investment Contracts complying with Connecticut General
Statutes Section 10a-180(s). Guaranteed Investment Contracts are competitively bid and
invested with “qualified money market funds” as provided in the respective bond issue
trust indentures that have an “AAA”™ rating by two nationally recognized rating agencies.

Interest Receivable — there is no interest receivable for FY 2006 and the amount for FY
2005 reflects the interest earnings due, but not yet paid on the Construction Fund
investments managed by the Authority for its clients.

Other Receivables — FY 2006, 2005 and 2004 include the interest earnings on the Debt
Service Reserve Funds held by the Trustee on behalf of client institutions that flow to the
Construction Fund until construction is completed. Other receivables have declined for
FY 2006 reflecting the move to more variable interest rate bond issues which do not
typically have a debt service reserve fund.



MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Liabilities (Dollars in Thousands)

Accounts Payable and Accrued Expenses — the $2,230 for FY 2006 decreased by $157 as
compared to FY 2005. Most of this decrease was related to a reduction in the amount of grants
approved by the Authority Board’s Grant Committee and the full Board during FY 2006. The
increase of $1,795 for FY 2005 as compared to FY 2004 is for grants approved by the
Authority Board’s Grant Committee and the full Board at their respective meetings on June 28,
2005 for open grants and the Malpractice Captive Grant Program created by Connecticut Public
Act 04-155.

Amounts Held for Institutions — reflect the amounts held by the Authority for client
construction funds. Please refer to the explanation for Restricted Fund Investments for further
details.

Amount Held on Behalf of the State of Connecticut — reflect the amounts held by the Authority
pursuant to Public Act 97-256 for school readiness and child day care programs. The Act
provided $1,500 to fund the loan guarantees for the Guaranteed L.oan Fund Program managed
by Peoples Bank and it also provided $750 to fund the guarantees for the Small Direct Loan
Fund Program managed by the Connecticut Community Investment Corporation (CTCIC). To
date there has only been one call on the loan guarantee funds for a loan made by CTCIC for a
loss of $3.

" Net Assets (Dollars in Thousands)

Total net assets for FY 2006 decreased because of the bottom line loss of $556 (as compared
to the budgeted bottom line loss of $317). Additional expenses for FY 2006 included $793
in Board approved legal expenses associated with the receivership of the 3030 Park Fairfield
Nursing Home. Total net assets for FY 2005 decreased by $762 as compared to FY 2004
primarily because of additional expenses approved by the Board for the Malpractice Captive
Grant Program enacted by the Connecticut General Assembly that directed the Authority to
issue two grants in an amount not to exceed $750 each pursuant to Public Act 04-155 “An
Act Concerning Medical Malpractice Insurance Reform” which amended the Authority’s

.enabling legislation to provide for this program as detailed in Connecticut General Statutes
Chapter 187, 10a-194(f). Additional Board approved expenses of $353 were incurred for
legal fees associated with the workout for the 3030 Park Fairfield Nursing Home.

Change in Net Assets (Dollars in Thousands)

FY 2006 FY 2005 FY 2004

Total Operating Revenues $4,655 $ 4,287 $ 4,253
Total Operating Expenses ' 6.055 5,503 4,184
Total Operating Income (L.oss) (1,400) (1,216) 69
Non-Operating Revenues 844 454 245
Change in Net Assets 556 $ (762) $ 314




MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Operating Revenues (Dollars in Thousands)

Administrative Fees — of $4,542 for FY 2006 increased by $328 as compared to FY 2005.
During FY 2006 the Authority issued $982,640 in bonds which incluoded $537,800 in new
money and $444,900 in refinancings. The additional fees generated are associated with the
new money bond issues.

. Income from Investments — for FY 2006 was $844 as compared to $454 for FY 2005, a $390
increase. This was due to an increase in interest rates during FY 2006 as compared to FY 2005.
The average yield during FY 2006 was 4.404% as compared to 2.401% for FY 2005 and
1.178% for FY 2004.

Operating Expenses (Dollars in Thousands)

Salaries, Wages and Emplovyee Benefits — for FY 2006 have increased by $271 as compared to
FY 2005. This increase in cost included: merit increases effective July 1, 2005 of
approximately $55, labor grade adjustments of $10, employee incentive increases and related
taxes of $23, the annualized impact of two new staff positions approved for FY 2006 of $105,
an increase in the cost of health insurance of $27 and an increase in pension cost of $19. The
increase of $64 for FY 2005 as compared to FY 2004 was primarily associated with merit
increases and incentive compensation. '

Grant Expense ~ for FY 2006 of $2,216 decreased slightly from the FY 2005 level of $2,449.
Included in the FY 2006 expense were client grants of $545, domestic violence prevention and
nursing education targeted investment grants of $323, community foundation open grants of
$549, malpractice captive grant program of $500, and the pharmacy (federally qualified health
center “FQHC”) grant program of $300. '

! In accordance with the Governor’s request for boards of guasi-public agencies to review and alter compensation
policies, the Authority’s Board commenced a review of the Authority’s compensation practices. On February 15,
2006 the Authority’s Board engaged the firm of Owen-Pottier, Human Resources Consultants, to complete a
compensation study and make recommendations to the Authority’s Human Resources Committee and to the Board
for changes in compensation as a result of the study. The Consultant’s report was issued in final form to the Human
Resources Committee and to the Board on June 27, 2006 and both the Committee and the Board voted to implement
the Consnltant’s recommendations. The Consultant recommended changes in base salaries and the implementation
of salary standards that resulted in approximately $85 in annual labor grade adjustments, a recommendation to
continue an employee incentive (EIP) program and to make one minor change in the EIP level for managing
directors, increasing the maximum eligible EIP from 12.5% to 15%.

-5.



MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

Other Operating Expenses — have increased by $514 due to an increase in legal fees related to
the receivership for 3030 Park Fairfield Nursing Home. This facility was sold by the court-
appointed receiver on August 15, 2006 and proceeds were delivered to the bond issue trustee.
November 1, 2006 is the first available call date for the bonds for this issue. (The Board, at its
meeting held on June 27, 2006 approved the transfer of $1,250 from the Authority’s
Contingency Reserve to the Legal Fee Reserve to replenish the reserve for charges against it for
almost $1,000 in legal expenses associated with the workout for the 3030 Park Fairfield
Nursing Home..)"

Summary of Cash Flow Activities (Dollars in Thousands)

Net cash provided by Operating Activities — cash available from operations was $4,628 from
annual fees and $143 from other operating income. Cash flow uses to fund grants, other
expenses, and compensation and benefits exceeded cash flow by $1,325. This excess was funded
in part by the $856 in cash derived from investments and from the unrestricted cash balance of
$854 at the beginning of the fiscal year. The net cash flows for FY 2005 were $692 as compared
to ($1,448) for FY 2004.

Cash Flows from Non Capital Financing Activities — bond sales of $975,721 reflect the net
proceeds of the 24 bond issues closed during FY 2006 including, for bond issues in excess of
$100,000, $300,000 for Yale University (new projects), $116,600 for Fairfield University
(primarily refinancing existing debt and $10,000 for new projects) and $111,800 for Yale-New
Haven Hospital (refinancing of existing debt). Net transfers to restricted funds reflect the bond
proceeds transferred to the Authority to fund approved construction project expenses. The
construction expenses paid reflect funds disbursed to the institution to reimburse them for
qualified capital projects paid with their funds or payments made to contractors for construction
projects as provided for in the institution’s TEFRA public hearing notice and approved by the
Governor.

Cash Flows from Investing Activities — are funds transferred from investments to pay for construction
project expenses on behalf of our client institutions.

% The Authority’s Board established a legal fee reserve to provide a source of funds for significant legal matters so as
to avoid funding those fees out of current operations. To date the Board has funded close to $1,000 in legal and
related workout consultant fees for the 3030 Park Fairfield Nursing Home workout. The Board has no legal
obligation to fund these legal expenses but did so based on its commitment to the State as a quasi-public agency and
to assist the State on nursing home bond issues financed via the State’s special capital reserve fund program. On
Augnst 15, 2006 the court-appointed receiver for the 3030 Park Fairfield Nursing Home sold the facility for net
proceeds of approximately $8,400, which will result in a loss to the State of approximately $5,300 (based on the
outstanding debt service obligation net of bond issue reserve funds).
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CARLIN, CHARRON & ROSEN, LLP ’
Certified Public Accountants and Business Advisors 628 Hebron Avenue Building #3 Glastonbury, CT 06033 860.781.6700 860.633.0712 fax WWW.CCTZIOUR.COMm

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of the
State of Connecticut Health and
Educational Facilities Authority
Hartford, Connecticut

We have andited the accompanying basic financial statements of the State of Connecticut Health and
Educational Facilities Authority (“Authority”), a component unit of the State of Connecticut, as of and for
the years ended June 30, 2006 and 2005, as listed in the table of contents. These basic financial statements
are the responsibility of the Authority’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

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

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial position of the State of Connecticut Health and Educational Facilities Authority, as of June 30,
2006 and 2005, and the changes in its financial position and its cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated August 11, 2006
on our consideration of the Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The 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 intersal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

i B

GLASTONBURY BostoN PROVIDENCE WESTBORQUGH

Members of CCR Advisory Group:
Carlin, Charron & Rosen, LLP; CCR Corporate Revitalization, LLC: CCR Cost Recovery Services, LLC:
CCR Retirement Plan Services, LLP; CCR Technology Services; CCR Wealth Management. LLC

A Founding Member of the Leading Edge Alliance



The accompanying Management’s Discussion and Analysis as listed in the table of contents 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.

Cauua;, %wn¢/amn&J LLP

Glastonbury, Connecticut
August 11, 20006
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STATE OF CONNECTICUT
HEALTH AND EDUCATIONAL FACILITIES AUTHORITY

BALANCE SHEETS
JUNE 30, 2006 AND 2005
(Amounts Expressed in Thousands)
2006 2005
ASSETS
CURRENT ASSETS
Unrestricted assets:
Cash $ 101§ 854
Accounts receivable, net of allowance
of $108 in 2006 and $150 in 2005 252 337
Investments 20,425 20,384
Prepaid expenses and other 120 123
Total unrestricted assets 20,898 21,698
Restricted assets:
Cash 129 96
Fund investments 468,240 180,065
_ Other investments 3,185 3,042
Interest receivable _ - 12
Other receivables 59 90
Total restricted assets _ 471,613 183,305
Total current assets 492,511 205,003
NONCURRENT ASSETS
Investments (restricted) 2,247 2,247
Capital assets: '
Leasehold improvements 88 69
Computer equipment 448 432
Furniture and fixtures . 242 224
Office equipment 215 100
Less: accumulated depreciation and amortization (718) (627)
Capital assets, net 275 198
Total assets $ 495,033 $ 207,448
LIABILITIES
CURRENT LIABILITIES
Accounts payable and accrued expenses $ 2,230 % 2,387
Amounts held for institutions 471,585 183,287
Total current liabilities 473,815 185,674
NONCURRENT LIABILITIES
Amount held on behalf of the State of Connecticut 2,247 2,247
Total liabilities 476,062 187,921
NET ASSETS
Invested in capital assets 275 198
Unrestricted 18,696 19,329
Total net assets 18,971 19,527

Total liabilities and net assets

L=

495,033 § 207,448

The accompanying notes are an integral part of these basic financial statements.
-9.



STATE OF CONNECTICUT
HEALTH AND EDUCATIONAL FACILITIES AUTHORITY
STATEMENTS OF REVENUES, EXPENSES,
AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

(Amounts Expressed in Thousands)

2006 2005
OPERATING REVENUES
Revenues from institutions:
Administrative fees $ 4542 % 4,214
Bond issuance fees 87 63
Miscellaneous revenues 26 i0
Total operating revenues 4,655 4,287
OPERATING EXPENSES
Salaries and related expenses 1,915 1,644
Grant expense 2,216 2,449
Other operating expenses ' 1,924 1,410
Total operating expenses 6,055 5,503
Operating loss (1,400) (1,216)
NONOPERATING REVENUES
Income from investments 844 454
Change in net assets (556) (762)
Net assets, beginning of year 19,527 20,289
Net assets, end of year $ 18971 $ 19,527

The accompanying notes are an integral part of these basic financial statements.
-10-



STATE OF CONNECTICUT
HEALTH AND EDUCATIONAL FACILITIES AUTHORITY
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

(Amounts Expressed in Thousands)

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received for administrative fees $ 4,628 $ 4,090
Cash received from other operating income 143 73
Cash paid for other expenses (1,724) (1,174)
Cash paid to employees {1,864) (1,601)
Cash paid for grant expense (2,508) (696)
Net cash (used in) provided by operating activities (1,325) 692
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Proceeds from bond sales, net 975,721 329,115
Proceeds from institutions 2,147 505
Construction expenses pai'd (268,746) (365,019
Net transfers to resiricted funds (447.455) (217,304)
Net cash provided by (used in) noncapital financing activities 261,667 (252,703)
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Net purchases of capital assets (171) (98)
Net cash used in capital and related financing activities (171) {98)
CASH FLOWS FROM INVESTING ACTIVITIES
Cash from restricted investment earnings 16,848 5,032
Cash received from investments 856 467
Charter School principal repayments 53 47
Net proceeds from investments (278,648) 247,364
~Net cash (used in) provided by investing activities {260,891) 252,910
NET (DECREASE) INCREASE IN CASH (720) 801
CASH, beginning of year 950 149
CASH, end of year $ 230 $ 950

The accompanying notes are an integral part of these basic financial statements.
-11-
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STATE OF CONNECTICUT

HEALTH AND EDUCATIONAL FACILITIES AUTHORITY

NOTE1-

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2006 AND 2005
(Amounts Expressed in Thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying basic financial statements of the State of Connecticut Health and
Educational Facilities Authority (“Authority”) have been prepared in conformity with
accounting principles generally accepted in the United States of America as prescribed in
pronouncements of the Governmental Accounting Standards Board (“GASB™) and the
Financial Accounting Standards Board (“FASB™), as applicable. Following is a summary of
significant accounting policies of the Authority:

REPORTING ENTITY

The Authority is a public benefit corporation established pursuant to Chapter 187 of the
General Statutes of Connecticut, Revision of 1958, as amended by Public Acts 93-102, 93-
262 and 97-259 (“Act”). The Authority is constituted as a public instrumentality and
political subdivision of the State whose board of directors is appointed by the Governor of
the State of Connecticut (except for the Child Care Facilities Loan Program, the State of

*Connecticut is not responsible for any labilities of the Authority). The purpose of the

Authority, as stated in the Act, is to assist certain health care institutions, institutions of
higher education and qualified for-profit and not-for-profit institutions in the financing and
refinancing of projects to be undertaken in relation to the programs for these institutions.
Debt issued by the Authority is payable from the revenues of the institutions and is not the
debt of the State of Connecticut, and the State is not obligated for such debt, except for the
bonds issued under the Child Care Facilities Loan Program which is discussed in Note 5 and
the Special Capital Reserve Program. Under the Special Capital Reserve Fund Program, the
State is obligated for replenishment of funds for debt service.

The Authority is not obligated for the debt it issues except for general obligation bonds and
for the guarantees of loans issued under the Child Care Facilities Loan Program discussed in
Note 5.

The Authority operates a program which makes loans to charter schools within the State of
Connecticut. The individual Ioans are made in amounts up to $150. The maximum amount
of loans outstanding under this program are not to exceed $1,500.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The Authority’s financial statements are reported 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, regardless of the timing of related cash flows.

The statements of revenues, expenses and changes in net assets distinguishes operating
revenues and expenses from nonoperating items. Operating revenues and expenses generally
result from providing services in connection with the Authority’s principal ongoing
operations, The principal operating revenues of the Authority consists of authority fees
charged to institutions. Operating expenses of the Authority consist of salaries and related
expenses and other operating expenses, including depreciation and amortization on capital
assets. Revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.

-12 -



STATE OF CONNECTICUT

HEALTH AND EDUCATIONAL FACILITIES AUTHORITY

NOTE 1-

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2006 AND 2005
{Amounts Expressed in Thousands)

SIGNIFICANT ACCOUNTING POLICIES (Continued)
MEASUREMENT FOCUS AND BASIS OF ACCOUTING (Continued)

The Authority has elected to apply the provisions of all relevant pronouncements of the
FASB, including those issued afier November 30, 1989, except for those that conflict or
contradict GASB pronouncements.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include all highly liquid investments purchased with an original
maturity of three months or less. The State Treasurer’s Short Term Investment Fund is
excluded from cash equivalents because it is considered to be an investment. The
Authority had no cash equivalents at June 30, 2006 and 2005.

INVESTMENTS

In accordance with Governmental Accounting Standards Board Statement No. 31,
Accounting and Financial Reporting for Certain Investments and for External Investment
Pools, the Authority presents all investments at fair value, except for non-participating
mvestment contracts which are recorded at cost.

The fair value of investments traded on public markets is determined using quoted market
prices. The Authority invests in the State Treasurer’s Short-Term Investment Fund, which
is an investment pool managed by the State Treasurer’s Office. The fair value of the
Authority’s position in the pool is the same as the value of the pool shares.

RESTRICTED ASSETS

Restricted assets are maintained under trust agreements in separate funds for each debt issue
in accordance with the requirements of the underlying bond issue documents. Restricted
assets include assets related to general obligation bonds issued by the Authority and assets
held in the construction fund for which the Authority has fiduciary responsibility.

Fund descriptions are as follows:

o Construction and Project Funds — The funds reflect the receipt of bond proceeds,
costs of issuance and disbursement of monies for the payment of construction or
renovation projects and equipment for the institutions.

e Debt Service and Bond Funds — These funds record the receipt of payments from the
institutions and disbursement of monies for the payment of bond interest and
principal.

e Debt Service Reserve Funds — These funds record the receipt of a portion of the
bond proceeds held in reserve to comply with the various bond resolutions. The net
assets generally are required to be maintained at an amount equal to the greatest
amount of interest and principal payable in the current or any future bond year.

-13-






