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I.
Call to Order
II.
Adoption of Agenda

MOTION
"The Finance and Audit Committee adopts the agenda as presented.

I.
Call to Order

II.
Adoption of Agenda

III. Presentations

A. FY05 Operating Budget Request

B. Debt Capacity

C. Plans for Tax-Exempt Debt Issue in Fall 2003

IV. Full Board Consent Agenda

A. Approval of Changes to FY04 Allocation Plan for ConocoPhillips BP Gifts

B. Approval of Funding Plan to Complete the Expanded UAF West Ridge Research Building including Debt Authorization
C. Certification of the Authority and Capacity to Enter into Rate Lock Agreement for University General Revenue Bonds to be Issued, and Authorization for Same
D. Proposed Student Tuition Increase
V.
Ongoing Issues

A.
Preliminary Review of FY05-FY10 Capital Budget Request

VI.
Future Agenda Items

A.
Financial Review/Base Budget

B.
Multi Year Planning & Budgeting

C.
Operating Costs for Facilities

D.
Audit Topics

VII.
Adjourn
This motion is effective September 18, 2003."

III. Presentations

A.
FY05 Operating Budget Request
Reference 19
President Hamilton and Vice President Beedle will lead a discussion on UA's FY05 operating budget request. The proposed operating budget request presented in Reference 19 includes:

· $226 million from all state appropriations, representing a 5% increase from UA’s FY04 state general fund level, a $10.5 million increment.

· $434 million in non-general funds, representing a static level of non-general fund receipt authority from UA’s FY04 level. No increase in receipt authority is being proposed because UA currently has sufficient authority to cover anticipated revenue.

The proposed draft operating budget request totals $660 million, a 1.6% increase for a $10.5 million increment over FY04. The following issues impacting UA's budget request will be discussed during the presentation:

1. Retirement benefits 

2. Health benefits

3. Salary maintenance/Contract negotiations

4. New facility operating cost increments including debt service

5. Priority academic programs

6. IT Network and bandwidth requirements

7. Research programs and impact

8. Tuition rate 10%, Fee increases 2% and enrollment 3% increase

9. UA Scholars funding

10. State fiscal environment

The discussion will highlight funding requirements necessary to maintain UA’s existing service level and meet additional program needs. In considering only employee compensation increases for maintenance of existing programs, the total cost is estimated at $24 million, driven largely by the retirement benefit contribution.  The magnitude of UA’s required retirement contribution increase is currently estimated at just over $10 million. The PERS and TRS retirement contribution increases of five percentage points and four percentage points respectively, represents a 50% increase in employee retirement benefit contributions. These extra-ordinary retirement related increases are presented outside the proposed draft request, therefore, suggesting that separate state funding mechanisms be investigated. Funding for the UA Scholars program is also being sought from separate state funding mechanisms.  

In addition to the compensation requirements are high priority academic programs, technology, administrative, and student recruitment and retention enhancements. An inventory of programs and their operating budget increments will be reviewed.  Brief descriptions of identified increments are shown in Reference 19. The high priority programs discussed in the context of FY05 budget requirements have been in previous budget requests and have been evaluated, and prioritized consistent with the board's approved guidelines. In total, these program increments are $650,000.  Almost all of the high priority programs are successful and need additional funding to meet expected need; nursing, the student technology access via a UA Portal, allied health and health research are examples.

In addition to the issues above, time will be spent on the status of UA’s transition to outcomes based budgeting and any implications to FY05 budget request decisions.  There are five outcome measures that are being actively reviewed by administrators, faculty and staff.  These are described briefly in Reference 19. It is anticipated that three or four of these will be refined enough to include with the FY05 operating budget request.  It is important to note that OMB is also requiring an outcomes approach in the formation of the Governor’s budget.  In discussions with OMB, Director Frasca is comfortable with UA’s direction on outcomes based budgeting and believes that the progress made on UA outcomes will meet OMB’s outcome reporting needs.

Additional steps necessary prior to approval of UA's FY04 operating budget request scheduled for the November 6 Board of Regents' meeting include:

-- Incorporating committee input

-- Incorporating outcomes 

-- Developing and refining request narrative 

-- Developing presentation format consistent with focus/theme

Reference 19 also contains the Board of Regents' FY05 Operating Budget Request Guidelines, and Board of Regents' draft Strategic Plan 2009 goals and objectives.

This is an information item only, no action is required.

B.
Debt Capacity
Reference 20
In February 2002, in anticipation of July 2002 issuance of bonds, the administration briefed the regents regarding the university’s debt capacity.  As indicated at that time, rapidly growing research activity and the growth in associated indirect cost recovery receipts, the growth of other university receipts that can be pledged, and the growing diversity of the university’s sources of total unrestricted revenues provide the university with capacity for additional borrowings without impacting the university’s credit rating (S&P = AA-; Moody’s = A-1 stable).  

UA’s outstanding long-term debt is approximately $100 million.  Atmospherics for debt have improved since the board was briefed on UA’s capacity in 18 months ago.  Preliminary analysis indicates that the university has additional debt capacity of $60 million in bonds, exclusive of refunding issues that do not impact capacity, without threatening its current AA-/A1 ratings.  The August 25, 2003 rating review by Moody’s resulted in affirmation of the university general revenue bond rating of A1 with Stable outlook.  Full text is shown in Reference 20.  Moody’s further indicated that it saw no issue in the event that the university issued $45 million in new bonds over the next 12-18 months.  $45 million in bonds would equate to $39-40 million in total project costs for construction with 18 months of capitalized interest prior to occupancy and first debt payment from UA funds; a few million more if all projects are under construction at time of the bond sale as is the case with UAF’s West Ridge Research Building.

The large debt capacity range depicts continuing growth in and diversification of unrestricted revenues, the relative strength of UA’s debt payments to total operating expenses, a range in revenue enhancing activities that might be associated with one or more projects, a project’s strategic importance, and UA’s lack of exposure to variable rate debt.  While the university has incurred indirect debt since the early 1960s, it has been an active borrower in its own right for more than a decade.  This maturation process results in a lessening in emphasis on pledged revenues (university receipts) and a greater emphasis on unrestricted revenues during the rating process.  The bonds clearly pledge only university receipts for the repayment of the bonds.

In today’s market, the additional $60 million in debt would raise UA’s existing $8.0 million annual debt service by $4.5 million.  This $12.5 million would be 3.7% of current unrestricted revenues; well below the 5% limit imposed by regents’ policy on debt.  Regardless of how outsiders view the university’s debt capacity, the tough job for the administration is to identify the source of funds to replay the debt.  Currently, the administration believes that $45 million is a more conservative capacity to consider. 

Vice President Beedle will answer questions and review debt levels, unrestricted revenues and university receipts by MAU and other relevant information depicted in Reference 20.

This is an information item only.  No action is required.

C.
Plans for Tax-Exempt Debt Issue in Fall 2003
Reference 21
During President Hamilton's briefing on August 5, he indicated that more information would be available for discussion at the September board meeting, including debt capacity and a structure and timing of bond issue(s) to take advantage of the current low rates, bank qualified rates, and refunding.

In planning for a bond issue during a period of upward-prone interest rates there are risk management tools available to lock in rates slightly above the current market.  These tools will be discussed in detail in the next agenda item.  For such tools to be effective, it is essential that the minimum bond issue size be determined, and a structure identified; failure to issue the bonds anticipated can have a drastic impact on the effectiveness of the risk management tool.  Toward this end, the administration has compiled a preliminary list of projects appropriate for including in the upcoming bond issue:

UAF West Ridge Research Building Completion
$5,200,000

UAF Institute of Arctic Biology Logistics Facility
700,000

UAF TVC Hutch Career Center Upgrade
670,000

UAF Athletics Title IX Facility Modifications
400,000

UAF Bristol Bay Campus Addition
425,000

UAF Fort Yukon Facility Corrections and Expansion
460,000

UAF Nome Campus Building Acquisition
250,000

UAF Electrical Power Grid Interface/Code Upgrades
1,000,000
Total Construction Fund Deposits Considered

$9,105,000

Estimated Capitalized Interest, Debt Service 

Reserve (Surety not cash), Issue Discount and 

Issue Costs
350,000      

Refunding (refinancing) Series F Bonds

2,205,000
Total Bonds being Considered Including 

Reimbursement Bonds and Refunding

$11,660,000
Each project is described in Reference 21.  All items are essential for university activities; some financings, versus cash pay, will provide added flexibility for transitioning to an environment with limited general fund growth.  Anticipated payment terms are indicated in Reference 21, but in order to take advantage of historically low interest rates, some modifications to the proposed payment terms may occur.  All appropriate Declaration of Intent to issue reimbursement bonds have been filed, providing the opportunity, but not the obligation to issue bonds.

The administration has been approached by the UAF student government president Thom Walker who has expressed interest in increasing student fees by an amount sufficient to pay all debt service and incremental operating expenses associated with the expansion of Wood Center to consolidate campus food service, relocate the bookstore and other student services to the Tilly Commons, and improve day care and recreational opportunities.  This would move UAF more in line with national norms with regards to students paying for most non-core-academic facilities.  Student projects might involve as much as $13 million in construction, but much work is needed to define scope, costs, student fee impacts, timing of the impacts, and of course, it all depends on the outcome of a student vote tentatively slated for November 2003.  Should such bond issue be appealing to the student body, it would require board approval, and bonds could be issued for delivery next calendar year at the earliest.

Reference 21 shows fee impacts at the various campuses per million dollars issued.

This is an information item only.  No action is required.

IV. Full Board Consent Agenda

A.
Approval of Changes to FY04 Allocation Plan for ConocoPhillips BP Gifts


Reference 22, Attachments 1-3

At its June 2003 meeting, the Board of Regents approved an Administrative Agreement (Attachment 1) with the University Foundation for the management and use of the annual gifts from ConocoPhillips and BP (CPBP). At the same meeting the Regents also approved the FY 04 Allocation Plan for the CPBP funds (Attachment 2) as called for in the Agreement.  Subsequently, at its June 2003 meeting, the Board of Trustees of the Foundation also approved the Agreement and the FY 04 Allocation Plan. 

Due to new funding constraints and opportunities, the President now wishes to make changes to the previously approved FY 04 Allocation Plan. Such changes, made in the Fall of any Allocation Year, are anticipated under paragraph 8.D. of the Agreement with the Foundation. If these changes are approved by the Regents, they will go to the Trustees for approval at their November 5, 2003 meeting. 

The President seeks Regents’ and Trustees’ approval to make changes to the FY 04 Allocation plan as outlined in Attachment 3, to 1) broaden the definitions of CPBP allocation categories to allow existing funds to be used for new projects including the Alaska Statehood/Constitution Project; and 2) allocate new funds as outlined in Attachment 3.

The President recommends that:

MOTION

"The Finance and Audit Committee of the Board of Regents recommends that the Board of Regents approve the changes to the FY 04 Allocation Plan for the ConocoPhillips and BP gift funds, as presented and as outlined in Reference 22, Attachment 3.  This motion effective September 18, 2003."
B.
Approval of Funding Plan to Complete the Expanded UAF West Ridge Research Building including Debt Authorization (Referred from Facilities and Land Management Committee)
Reference 11

As approved by the Board of Regents in February 2003, the administration has been proceeding with construction of UAF’s 60,000 gross square foot (38,000 usable) West Ridge Research Facility, premised on a total project cost NTE $12 million.  Sources are $8.0 million university general revenue bonds sold in July 2002, $2.0 million state GO bonds, and $2.0 million in university general revenue bonds that the regents approved in February to be sold at a time deemed appropriate by the vice president for finance.  Initial occupancy by the Geophysical Institute, Sponsored Programs, and Arctic Region Supercomputer Center (ARSC) is slated for April 2004.  The regents specifically authorized the project to include ARSC in February.

Approximately 34 percent of the space in the facility has been identified for occupancy by National Institutes of Health (NIH) funded research programs, at an authorized total project cost NTE $4.0 million.  Until the second week in July, the university had anticipated that NIH would provide some, if not all, of the $4.0 million needed.  Unfortunately, NIH did not approve the funding request.  At the direction of the regents, no buildout of that space has been authorized.  

UAF is seeking approval of an alternative source of funding to build out the WRRB space in a less costly manner, which is estimated to cost $3.2 million. While the regents did authorize the Facilities and Land Management Committee to approve alternative funding sources for such buildout, the magnitude of the shortfall is such that the full board should review and approve the proposed solution – issuance of additional university general revenue bonds.

BACKGROUND

Reference 11 contains a historical summary and a synopsis of board action regarding this project

FUNDING

The administration proposes the sale of university general revenue bonds sufficient to provide an additional $3.2 million to complete the expanded West Ridge Research Building.  UAF would pay back the debt through Facilities and Administrative Cost recovery and department rental payments.

SCHEDULE 

Project Approval


March 2002

Schematic Approval


March 2002

Award Construction Contract


October 2002

Partial Occupancy

April 2004

Construction Complete

September 2004

DEBT (see section III B. above)

The President recommends that:

MOTION

"The Finance and Audit Committee, upon the recommendation of the Facilities and Land Management Committee, recommends that the Board of Regents

(1) approve the WRRB funding package that includes additional general revenue bonds sufficient to provide construction related funding for the expanded UAF West Ridge Research Building in the amount of $5.2 million for completion of the existing shell for NIH programs, i.e., $3.2 more than included in the funding package approved in February 2003, so that the expanded project can be completed for a total project cost not to exceed $15.2 million as presented, provided, however, that in the event interest rates change such bond amount shall be reduced by whatever amount is necessary to ensure that annual debt service does not exceed $1.0 million per year;

(2) authorize the University administration to award contracts not to exceed a total project cost of $15.2 million, provided, however, that in the event the bonds issued do not provide $5.2 million for construction related funding because annual debt service would otherwise exceed $1.0 million, the total project cost authorization shall automatically be similarly reduced until the vice president for finance approves an alternative funding source; and 

(3) direct the vice president for finance, at a time to be determined by the vice president for finance, to bring forward for approval by the Board of Regents the appropriate bond resolutions prepared by university bond counsel for the issuance of long-term debt, which long-term debt shall not be issued without approval of the Board of Regents. This motion is effective September 18, 2003.”

C.
Certification of the Authority and Capacity to Enter into Rate Lock Agreement for University General Revenue Bonds to be Issued, and Authorization for Same
Reference 23
Although interest rates for securities with a ten-year term have risen over a full one and one quarter percentage point in less than 6 weeks, an unprecedented increase, several regents have expressed concerns that we are still in an upward-prone rate environment and that the administration should attempt to use risk management techniques to reduce the risk of higher interest payments on bonds should rates increase, i.e., to lock in interest rates at slightly above current levels rather than being fully exposed to the volatility of the market.  The administration is investigating the pros and cons of such an approach, including its interaction with bank qualified debt that may be available depending upon final bond size authorized by the regents.  A summary of the potential outcomes of a rate lock follows.

Using a theoretical issue size of $10 million at current rates of 4.70%, a Municipal Market Data (MMD) rate lock would allow us to lock-in rates at approximately 4.90% for a period of approximately 2 months, allowing time for assemblage of necessary bond resolutions and official statements for the bonds.  

If rates rise to the theoretical lock rate of 4.90% within that 2-month time frame with no risk management technique, i.e., no rate lock agreement, the present value of additional debt service to be paid over the term of the debt at that higher rate would amount to $200,000.  There would be additional exposure if rates continue to rise above 4.90%.  However, if rates have dropped from present levels when the university sells bonds in 2 months, the university would realize savings over the life of the debt.  If no rate lock is in place rates at bond sale time drop to 4.50%, the university would realize a $200,000 savings in present value of debt service to be paid over the term of the debt.

By entering into a MMD interest rate lock agreement, the university effectively pays the $200,000 to limit its exposure to any increases in rates above 4.90%.  Should rates rise above 4.90%, say to 5.10%, the university would receive a corresponding cash payment, $200,000 in the case of 5.10%, from the counterparty to offset the additional present value increase in debt service that arises from rates being higher than 4.90%, effectively buying the university’s rate back down to 4.90%

If rates drop to 4.50%, under the rate lock agreement the University would pay the counterparty approximately $400,000, but the lower interest rates would reduce debt service, and the present value of these lower payments would offset this payment by $200,000, effectively bringing us back to the 4.90% locked in rate.      

If we enter into a rate-lock agreement, and rates do not change, we would pay the counterparty the $200,000.   The $200,000 can be viewed as the deductible that we need to pay a counterparty to eliminate the risk of adverse interest rate movements greater than 0.20%.  

Under the terms of the MMD Rate Lock Agreement, payments are made whether or not the University issues these Bonds.  This is the business risk associated with this type of agreement, similar to having to incur the cost of a performance bond on a project that is later canceled or a non refundable commitment fee on a mortgage that does not close.  
Should the regents authorize the rate lock; the instrument will be competitively offered.  Financial institutions will require a clear and explicit statement of the authority to enter into rate lock transactions specified in the University’s resolutions. The University’s officers who sign such agreements and who execute rate lock transactions and other agreements related to such transactions must be clearly authorized by the Board of Regents to do so on behalf of the University, to establish that the University is legally bound to its obligations under the transactions and agreements.  Incumbency certificates and certified copies of resolutions establish evidence of an officer's authority to bind the party to the transaction. 

In addition, the financial institutions will require a legal opinion provided from University counsel (and possibly from an outside counsel) which should be clear and without reservation and opine on the validity of the above-mentioned authority and capacity documents provided.  The legal opinion should address matters of Alaska law as each state has different statutes related to derivatives and counterparty authority.  The legal opinion provides the financial institution with additional support for its own decision to transact with the University and its decision to transact with the financial institution based on the University’s independent judgment and reliance on its legal counsel and financial advisors.

The President recommends that:

MOTION

"The Finance Committee recommends that the Board of Regents authorize and empower Joseph M. Beedle, Vice President for Finance and John L. Dickinson, Assistant Vice President for Finance to enter into a Municipal Market Data Rate Lock agreement on behalf of the University of Alaska as it relates to the issuance of University tax-exempt general revenue bonds in the amount not to exceed $12.0 million upon terms and conditions approved by the Vice President for Finance and to execute any and all documentation related to such rate lock transactions, and approve the resolution set forth in Reference 23.  This motion is effective September 18, 2003."

D. Proposed Student Tuition Increase
The Finance and Audit Committee has reviewed this Academic and Student Affairs Committee Agenda item and hereby adds support to that action as recommended by the Academic and Student Affairs Committee.

V.
Ongoing Issues
A.
Preliminary Review of FY05-FY10 Capital Budget Request
Reference 14


While Facilities and Land Management Committee has reviewed this same presentation for facility needs the Finance and Audit Committee is reviewing this for financial impact.

Vice President Beedle will present a preliminary draft of UA's FY05-FY10 capital plan. 

The presentation will detail proposed changes to the FY04-09 6-year capital plan previously approved.  Last year was the first year in several that the Board approved a 6-year plan. The plan has been very beneficial in illustrating the connection between facilities and operating planning. Additionally, there has been an opportunity to focus and adjust to the new process. This year’s modifications to the 6-year plan are considerable, however, given the iterative process associated with migration to a 6-year capital plan, the modifications being proposed are not surprising. 

The UA IT Council, Facilities Council, Business Council, and Statewide Academic Council reviewed, evaluated, and prioritized capital projects in five different project categories totaling approximately $630 million, of which $330 in funding is being requested from the state’s general fund.   

With respect to the Board of Regents’ directive to have a 6-year plan of no more than $240 million in state funding, the preliminary draft provides a listing of those project requests suggested for inclusion in the 6-year plan that meet reach this target.  Additionally, there is a listing of those projects submitted by MAUs that are currently excluded from the 6-year plan. 

The presentation will detail all MAU requested changes to existing projects in the Board of Regents’ current approved 6-year plan and how these change requests fit in a preliminary draft of an updated FY05-FY10 6-year capital plan. Under the funding levels recommended in the previous 6-year plan, many of the new projects requested by the MAUs cannot be accommodated in an updated plan.  

Additional steps necessary prior to approval of UA's FY05 capital budget request and the FY05-FY10 capital plan scheduled for the November 6, 2003 Board of Regents' meeting include:

· Incorporating committee input

· Alignment of project request with fiscal year state appropriation limits

· Refining project descriptions

· Decisions on which projects to seek alternative funding (i.e. debt issuance)

· Phase funding options for large projects

· Developing a presentation format consistent with migration to outcomes-based budgeting

Reference 14 the Preliminary Draft UA FY05-FY10 Capital Plan Presentation includes

· The FY05-FY10 approved guidelines 

· Project Abstracts for all submitted project requests

· Summary of FY05 and FY06 Capital Plan (Attachment A)

· Summary and Detail of FY05-FY10 Capital Plan (Attachment B-C)
· Summary and detail of changes made to the approved Board of Regent’s FY04-FY09 Capital Plan (Attachment D)

This is an information item only; no action is required.

VI.
Future Agenda Items

A.
Financial Review/Base Budget

B.
Multi Year Planning & Budgeting

C.
Operating Costs for Facilities

D.
Audit Topics

VII.
Adjourn
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