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MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited — see accompanying accountants’ report)

Introduction

The following discussion and analysis provides an overview of the financial position and
activities of the University of Alaska (university) for the years ended June 38,(28¢al year

2008) and June 30, 20@fiscal year 20@), with seleted comparative information for the year

ended June 30, 2006. This discussion has been prepared by management and should be read in
conjunction with the financial statements including the notes thereto, which follow this section.

Using the Financial Staements




































MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited — see accompanying accountants’ report)

Consequently, there has been significant unrest in the financial markets, decrease in stock values
and a substantial decrease in ifiank lending and the extension of credit. At the time of this
writing, there remains uncertainty and instability in the financial markets. The university has
experienced a decline in the value of its inmesits subsequent to June 30, 2008. In addition, the
university experienced the closure of one of its cash management accounts on September 29,
2008 as further described in Note 2 of the financial statemeManagement continues to
monitor these eventgnd at this time, does not anticipate any significant disruption to its
activities, functions and operations.
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UNIVERSITY OF ALASKA FOUNDATION
(A Component Unit of the University of Alaska)
Statements of Activities
For the years ended June 30, 2008 and 2007
(in thousands)

Temporarily Permanently
Unrestricted  Restricted  Restricted 2008

Revenues, gains and other support
Contributions $ 857 $ 25652 $ 2622 $ 29,131
Investment income 1,889 1,494 - 3,383
Net realized and unrealized investment gains (losses) (1,797) (4,405) - (6,202)
Other revenues 1 97 - 98
Actuarial adjustment of remainder trust obligations - (6) (7) (13)
Losses on disposition of other assets - (115) - (115)
Administrative assessments 1,214 (981) (18) 215
Support from University of Alaska 858 - - 858
Net assets released from restriction 12,023 (12,023) - -

Total revenues, gains and other support 15,045 9,713 2,597 27,355
Expenses and distributions
Operating expenses 1,983 - - 1,983
Distributions for the benefit of the University of Alaska 15,429 - - 15,429

Total expenses and distributions 17,412 - - 17,412

Excess (deficit) of revenues over expenses (2,367) 9,713 2,597 9,943
Transfers between net asset classes (11 (192) 203 -
Increase (decrease) in net assets (2,378) 9,521 2,800 9,943
Net assets, beginning of year 43,757 71,759 50,445 165,961
Net assets, end of year $ 41,379 $ 81,280 $ 53,245 $ 175,904
The accompanying notes are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS

June 30, 2008 and 2007
Organization and Summary of Significant Accounting Policies:

Organization and Basis of Presentation:

The University of Alaska (university) is a constitutionally created corporation of the State of Alaska
which is authorized to holdtle to real and personal property and to issue debt in its own name. The
university is a component unit of the State of Alaska for purposes of financial reporting. As an
instrumentality of the State of Alaska, the university is exempt from federal entzotrunder Internal
Revenue Code Section 115, except for unrelated business activities as covered under Internal Revenue
Code Sections 511 to 514.

The University of Alaska Foundation (foundatior)a legally separate, non prafdmponent unit of

the unversity. The foundation was established to solicit donations and to hold and manage such assets
for the exclusive benefit of the university. Resources managed by the foundation and distributions
made to the unirsityare governed by the foundation’s Boaf Trustees. Governmental Accounting
Standards Board (GASB) Statement No. Etermining Whether Certain Organizations Are
Component Unitgequired the universityto include the foundation as part of its financial statements to
better report resources benefiting the universitfhe university is not accountabfer, nor has
ownershipof, thefoundation’sresources.The foundation’s financial statements include the Statement

of Financial Position and the Statement of Activities dimelse statements apresented in their
original audited format according to Financial Accounting Standards Board (FASB) pronouncements.

In preparing the financial statements, management is required to make estimates that affect the reported
amounts of assets and liabés and disclosure of contingent assets and liabilities as of the date of the
statement of net assets. Actual results could differ from those estimates. The more significant
accounting and reporting policies and estimates applied in the preparation of the accompanying
financial statements are discussed below.

GASB Statement No. 35 establishes standards for external financial reporting for public colleges and
universities and requires that resources be classified for accounting and reporting purpdses into
following net asset categories:

X Unrestricted Net Assets: Assets, net of related liabilities, which are not subject to externally
imposed restrictions. Unrestricted net assets may be designated for specific purposes by the
Board of Regents or may otherwise be limited by contractual agreements with outside parties.

X Restricted Net Assets:

Expendable — Assets, net of related liabilities, which are subject to extermalpsed
restrictions that may or will be met by actions of the university andabretkpire with the
passage of time.

Non-expendable — Assets, net of related liabilities, which are subject to externally
imposed restrictions requiring that they be maintained permanently by the university.

x Invested in capital assets, net of related debt Capital assets, net of accumulated
depreciation and outstanding principal balances of debt attributable to the acquisition,
construction or improvement of those assets.


















32

NOTES TO FINANCIAL STATEMENTS

Credit Risk:

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The university does not have a policy regarding credit risk since inadbesrmally

investits operating and capital funds in individual debt securities. The consolidated endowment fund
investment policy requires all purchases of debt securities to be of investment grade and marketable at
the time of purchase unless otherwise approved by the foundation’s investment committee. At June 30,
2008, investments consisted of securities with credit quality ratings issued by nationally recognized



NOTES TO FINANCIAL STATEMENTS

Interest Rate Risk:

Interest rate risk is the risk that chasgin interest rates will adversely affect the fair value of an
investment. The university uses the modified duration measurement to evaluate interest rate risk.
Modified duration measures a debt investment’s exposure to fair value changes arising from changing
interest rates. For example, a modified duration of 2 means that for a rise in interest cates of
percent, the value of the security would decreasep@voent. The university does not have a policy
regarding interest rate risk. At June 30, 2008, the university had the following debt investments and
corresponding modified duration ($ in thousands):

Fair Value
College

Capital Savings  Modified

Investment Type Operating Funds Endowment Program Duration
Short Term Fund $ 2169 $ 898 $ 6,815 - 3.10
Intermediate Term Fund $ 5,429 - $ 98 - 1.90
Multi-Strategy Bond Fund $ 27,380 - $ 8834 - 4.80
Federal Agency - $ 876 - - 1.82
Fixed Income Fund - - - $ 4841 4.66
Fixed Incane Fund - - $ 8922 - 468

Collateralized Loan

Obligation - - $ 2B - 5.42

Hedge funds totaling $7illion are exposed to interest rate risk, howeuederlying fund daté not
available to measure the interest rate.risk

Custodial Credit Risk:

The custodial credit risk for deposits is the risk that, in the event of the failure of a depository
institution, the university will not be able to recover deposits or will not be able to rezulageral
securitiesn the possession of an outside party. For investments, custodial credit risk is the risk that, in
the event of failure of the counterparty to a transaction, the university will not be able to recover the
value of investment or collateral securities in the possession of an outside party.

At June 30, 2008the university does not have custodial credit rigkeposits of the university are
covered by Federal Depository Insurance or securities pledged by the university’s counterparty to its
repurchase agreemeneltt at the Bank of New YorkThe collateral is held in the name of the
university and at June 30, 2008, provided $5.2 million coverage in excess of deposits.

Foreign Currency Risk:

Foreign currency risk is the risk that changes in exchange rates coeldahadverse affect on an
investment’s value for investments denortéakin foreign currencies. GASB 40 requires disclosure of
value in U.S. dollars by foreign currency denomination and investment type. The university does not
have a policy regarding feign currency risk. At June 30, 20Q8¢e university did not have any
foreign currency risk.

33






NOTES TO FINANCIAL STATEMENTS

Assets of the Trust are invested in various mutual funds at the direction of T. Rowe Price Associates,
Inc., the program manager. The net assets of the Trust, which irecluekerve for University of
Alaska (UA) Tuition Value Guarantees, are available for payment of program administrative costs,
benefits and other purposes of the TruBsed on actuarial studiesanagement estimates reserve
requirements for the UA Tuition Value Guarantees to becqpately$3.5 million and $1.9nillion

at June 30, 2008 and 2007, respectively

Land Grant Trust Propergnd Other Assets:

Land Grant Truspropertyand other assets consist of real property and timber and other rigts.

Acts of Congress in 1915 and 1929, approximately 110,000 acres of land was granted to the territory of
Alaska to be held in trust for the benefit of the university. The lands were managed by the territory,
and later the tate of Alaska. In accordaneeth a 1982 agreement, the lands were subsequently
transferred to the Board of Regents, as trustee. In 1982 and 1988 certain state lands including timber
and other rights were transferred to the trust as replacement for lands disposed of or adventdy aff
during the period of administration by the territory and the state. These lands and property interests
were recorded at their fair value as of the date of transfer. The net proceeds from timber, land and
other rights are deposited in the land grandowmenttrust fund as describedin the Endowment
sectionin Note 1 above. At June 30, 20@8d 2007,approximately108,614and 83,200 acres,
respectively were held in trust at no basis because fair value at the date of transfer was not
determinable.

On October 23, 2005 House Bill 130, granting to the University of Alaska approximately 250,000 acres
of stae land, passed into law The intent of the Legislature is to provide the university with an
equitable land grant as originally envisioned in the federal land grant of 1915 and to provide the
university ownership of a significant portfolio of income producing land to help fund public higher
education in thetate of Alaska.Because of restrictions in the legislation related to native allotments,
municipal entitlements and the University Research Forest, and delays in the conveyance of two
parcels from the federal government to tietesof Alaska, only 49 parcels, totaling approximately
198,900 acres, amdigible for immediateconveyance to thaeniversity. As of June 30, 200&he state

of Alaska hasconveyed 25,902cresof the gate grant lands to the university. Net proceedsand
royalties received from property development will be deposited into the landegrdotvmenttrust

fund. The lands will be recorded at zero basis wiedeterminable fair value available at the time

of transfer The legislation has been challenged and management does not believe the outcome will
have a material effect on the financial statements.
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NOTES TO FINANCIAL STATEMENTS

Deferred Lease Revenue:

In fiscal year 1997, the university entered into an agreement to construct a facility and establish the
International Arctic Research Center (IARC). The university rece$19,215,000 through a Japanese
non{profit corporation to support the construction of the IARC in exchange for a commitment to
provide research facilities to various Japanese research organizations and agencies for a period of 25
years, including lease extensions. The Japanese research organizations began occupying the IARC in
fiscal year 1999. The deferred lease revenue at June 30is280865,750and is reduced at the rate

of $1,281,000 per year with a corresponding increase to other operatingeeve

Longterm Liabilities:

Longterm liability activity was as follows ($ithousands):

Amounts

Balance Balance due within

July 1, 2007Additions Reductions June 30, 2008one year
Capital appropriation advances $ 6313 % 1903 $ 2,752 $ 5464 $ -
Deferred lease revenue 8,647 - 1,281 7,366 1,281
Longterm debt 119,010 23,948 6,280 136,678 9,659

Net pension and OPEB obligations 30,786 539 - 31,325 -

Security deposits and other liabilities 5,726 1,671 - 7,397 -

$170,482 $28,061 $10,313 $188,230 $10,940

Amounts

Balance Balance due within

July 1, 2006Additions Reductions June 30, 20070one year
Capital appropriation advances $ 8116 $ 1562 $ 3365 $ 6313 $ -
Deferred lease revenue 9,928 - 1,281 8,647 1,281
Longterm debt 118,383 5,899 5,272 119,010 6,278

Net pension and OPEB obligations 25,397 5,389 - 30,786 -

Security deposits and other liabilities 6,387 25 686 5,726 -

$168,211 $12,875 $10,604 $170,482 $ 7,559

Capital Appropriations and Construction Commitments:

Major construction projects of the university are funded primarilysthte of Alaska appropriations

and university revenuleonds. The appropriations are financed through-gated general obligation

bonds or capital project bonds issued by the Alaska Housing Finance Corporation, a component unit of
the date of Alaska, while other appropriations are received directhy fhe state or state agencies.

Unexpended and unbilled capital funds appropriated bytdéite sf Alaska in prior years, which are not
reflected as appropriation revenue or receivables on thversity’s books at June 30, 2008, totaled
$70.5 million. In addition, unexpended proceeds of universityied general revenue bonds
designated for awstruction projects totaled $18.3 million at June 30, 2008.

Construcibon commitments at June 30, Z@ggregate®61.9 million. At June 30, 2008, the university
had reeived$5.5million from State of Alaska capital appropriations and other sources in advance of
expenditures.
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REQUIRED SUPPLEMENTARY INFORMATION

Schedule of Funding Progress for PERS
(% in thousands):

Actuarial Actuarial
valuation value
year ended of plan
June 30 assets
Pension benefits:
2004 $ 326,815
2005 $ 307,243
*2006  $ 456,238
Postemployment healthcare benefits:
2004 $ 230,444
2005 $ 294,945
*2006 $195,281
Total:
2004 $ 557,259
2005 $ 602,188
*2006 $651,519

(Unfunded)
overfunded UAAL as a
Actuarial actuarial percentage
accrued accrued of
liability liability Funded Covered covered
(AAL) (UAAL) ratio payroll  payroll
$444,092 $(117,277) 74% $ 116,156 101%
$441,742 $(134,499) 70% $ 124,699 108%
$522,315 $ (66,077) 87% $ 135,451 49%
$313,137 $ (82,693) 74% $ 116,156 71%
$424,061 $(129,116) 70% $ 124,699 104%
$ 468,355 $(273,074) 42% $ 135,451 202%
$ 757,229 $(199,970) 74% $ 116,156 89%
$ 865,803 $ (263,615) 70% $ 124,699 106%
$990,670 $(339,151) 66% $ 135,451 172%

Note: On July 1, 2008, FES became a cost sharing plan andstage of Alaska will not be publishing
a Supplement to the Actuarial Valuation Report as of June 30, 2007.

* The actuarial cost method was changed from Projected Unit Credit to Entry Age MNdieative
with the June 30, 2006 valuation.
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