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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.
New Business

A.
Discussion regarding Capital Budget Development Guidelines for FY07
B.
First Reading of Revisions to Consolidated Endowment Fund Investment Policy

IV.
Full Board Consent Agenda

A. Gitkov Building Acquisition, Renovation Remodel and Upgrade, Juneau

B. UAF Aurora Warehouse/Office Building Acquisition 

V.
Ongoing Issues
VI.
Future Agenda Items

A.
Best Practice Audit Committee Governance

VII. Adjourn

This motion is effective April 13, 2005."

III.
New Business
A.
Discussion regarding Capital Budget Development Guidelines for FY07

Reference 10

The current FY06 Board of Regents Capital Budget Development Guidelines were approved in June 2005.  These guidelines set forth the method and criteria by which capital projects are prioritized in the next budget year request.  The guidelines are organized in the following sections: Background, Guiding Principles, General Development Process, Capital Project Categories, Capital Project Scoring Criteria, and Criteria Definitions.

Associate Vice Presidents Schointuch and Pitney will discuss the current activities and emerging issues and guideline recommendations.  The FY07 capital budget request guidelines to be approved by the Board of Regents in June 2005 will be used by the administration to filter and prioritize competing budget requests.  The Board of Regents' UA Strategic Plan 2009 is an integral component of both the operating and capital budget request guidelines.  The draft document is included as Reference 10.
B.
First Reading of Revisions to Consolidated Endowment Fund Investment Policy
Reference 11

In 1997, trustee responsibility for investment of the land grant endowment trust fund, which was established for the benefit of the university pursuant to AS 14.40.400 (the “Endowment Trust Fund”), was transferred from the Alaska Commissioner of Revenue to the Board of Regents.  At that time, the Board of Regents entered into an agreement with the UA Foundation to combine for investment purposes the Foundation’s Pooled Endowment Fund with the Board of Regents' Endowment Trust Fund and its companion Inflation Proofing Fund for investment purposes.  This consolidation (the “Consolidated Endowment Fund”) created an investment pool of sufficient size to provide better investment diversification and to attract top tier managers, consultants and investment opportunities.  It also provided the Board of Regents with convenient access to the knowledge and expertise of those serving on the Foundation’s Investment Committee.  

The agreement between the Board of Regents and the Foundation’s Board of Trustees provides that the “Consolidated Endowment Fund” will be managed by the Foundation through its Investment Committee in accordance with an investment policy to be approved by both boards.  Current members of the Investment Committee are Eric Wohlforth (chair), Mike Burns, Gary Dalton, Win Gruening, Greg Gursey, Jo Heckman, Brian Rogers, Grace Schaible, and Ann Parrish (ex-officio).  At its February 22, 2005 meeting, the Investment Committee directed the staff to review and update the Consolidated Endowment Fund Investment Policy for changes that it considers necessary or beneficial, including an expansion of the asset allocation ranges to levels that will allow the Foundation to structure its asset allocation in a manner more consistent with today’s investment environment and the allocations of other large institutional endowments.

Reference 11A is a black-line draft of an updated Consolidated Endowment Fund Agreement.  The proposed changes are intended to emphasize the role of the Board of Regents as “trustee” with regard to its land grant funds and to accommodate the expansion of the Investment Committee membership to include the Foundation’s President.  The later is consistent with a recent change in the Foundation’s bylaws making the Foundation President an ex-officio member of the all committees.  The remaining proposed changes are generally housekeeping-type revisions.  

Reference 11B is a black-line draft of an updated Consolidated Endowment Fund Investment Policy.  The proposed changes define the standard of care and prudence applicable to the Investment Committee and Treasurer; expand the authorized ranges for investments in various asset classes in order to allow the Investment Committee greater flexibility in setting target allocations, remove a limitation on investments in non-marketable securities that is inconsistent with the long-term investment strategy of the Fund, and removes an outdated restriction on the method of holding international securities.  The remaining proposed changes are general housekeeping-type revisions.

The most significant change identified above is the expansion of the asset allocation ranges.  This change provides the Investment Committee with the flexibility to lower the allocation to fixed income securities to as low as 15 percent and to increase the equity allocation to as high as 85 percent.  Reference 11C compares the asset allocation of the Consolidated Endowment Fund with those of its peers in the $100 to $500 million category and as well as other categories.  It indicates that the Consolidated Endowment Fund’s (UACF) allocation to fixed income is substantially higher than that of its peers and much higher than the allocation to fixed income by large endowments.  The allocation to fixed income is actually very close to the allocation used by the really small endowments.  

This is an information item; the information is being presented for a first reading only.  No specific action is required at this time; however, any questions or concerns regarding the Consolidated Endowment Fund Agreement or the related investment policy should be communicated to Vice President Joe Beedle or Associate Vice President Jim Lynch (907.450.8022) so that any issues raised can be adequately address prior to requesting final approval at the June regents’ meeting and submission to the Board of Trustees.  Vice President Beedle will be available to answer any questions regarding the proposed changes.  

IV.
Full Board Consent Agenda
A.
Gitkov Building Acquisition, Renovation Remodel and Upgrade, Juneau




Reference 12

In June 1999 the University entered into a Lease Agreement (Lease) and an Option to Purchase Agreement (Option) for the old Horton Hardware building located on 2.43 acres just north of the Juneau campus (Reference 12).  Both the Lease and the Option are scheduled to expire on August 15, 2005, and may be extended annually through August 15, 2009.   The Lease rate is $120,000 per year, plus utilities and custodial and all maintenance and repair under $5,000.

This parcel was first identified for acquisition in the Juneau Land Acquisition Plan approved by the Board of Regents in April 1983, and again identified as high priority for acquisition in the October 2002 UAS Campus Facilities Master Plan approved by the Board of Regents at their February 2003 meeting.  UAS has been utilizing this 10,000 square foot building for both office space and as the Student Activities Center.    

The Option provides for a purchase price in the amount $1,745,000, if the Option is exercised prior to August 15, 2009.  The purchase price was negotiated down from the owners’ original asking price of $2,255,000, based on comparable sales data, the quality of the property and its intrinsic value given its close proximity to the UAS campus.  

Prior to exercising the Option, Land Management will engage in discussions with the owner to explore the current market value of the parcel and the potential of negotiating a more favorable purchase price or the possibility of the owner donating a portion of the purchase price to the University.  The final purchase price notwithstanding, this property remains a critical component of the UAS Campus Master Plan to relocate its bookstore and certain administrative offices.  

Once the property is acquired by the University, it will be renovated, remodeled and upgraded for use by UAS’s Administrative Services offices and as the campus bookstore, in accordance with the provisions of the Formal Project Approval for the UAS Gitkov Building Acquisition and Renovation and the Relocation of the Bookstore and Administrative Components, at a cost not to exceed $3.1M, passed by the Board of Regents Facilities and Land Committee at their December 8, 2004 meeting.  

The vice president for finance will utilize working capital for interim financing for property acquisition, has determined that there will be adequate debt capacity to acquire and upgrade the property, and is ready to proceed. 

In accordance with Board Policy 05.11.05, real property transactions which have been approved as part of a Campus Land Acquisition Plan or a Development Plan and which are expected to result in receipts or disbursements of more than $250,000 in value, require Board of Regents notification.  In accordance with Board Policy 05.04.02, all facilities and other real property debt issuances must be approved by the Board of Regents.  

The President recommends that:

MOTION 

"The Finance and Audit Committee recommends that the Board of Regents (1) authorizes the vice president for finance to arrange for and execute all documents necessary to secure a 12-month line of credit at variable short term rates with a renewable term of up to 24 months total as presented in an amount sufficient to fund the Project authorized by the Board of Regents on this date, (2) authorizes the vice president for finance to utilize working capital to the extent he deems appropriate, and (3) directs the vice president for finance to execute the IRS notice of intent to issue bonds not to exceed $3,090,000 for the purchase and upgrades of the building located on the E2 of Lot A, USS 2391, Juneau, Alaska.  This motion is effective April 14, 2005.”

B.
UAF Aurora Warehouse/Office Building Acquisition in Fairbanks 


Reference 13

In March 2001, UAF entered into a lease for Lot 6A, Block 1, Burgess Industrial Park (4.4 acres) for a term of up to 10 years at an initial rate of $225,600 plus annual CPI increases.  The current lease rate is rate of $228,619 per year.  The property is located at 950 Aurora Avenue in Fairbanks, Alaska and includes a 44,632 square warehouse/office building (7,860 SF office space, 34,372 SF warehouse space, and 2,400 freezer space) (Aurora Building) (Reference 13).  UAF occupies about one-half of the space for Central Receiving, Parking Services, and the Post Office.  The balance is occupied by UAF departments for long- and short-term storage.  Additionally, Central Receiving stores a significant amount of surplus equipment outside for the bi-annual surplus auction. 

The owner of the Aurora Building recently placed the property on the market at an asking price of $1,850,000.  Land Management secured an appraisal which valued the property at $1,950,000 with an adjustment, due to the University’s favorable lease rate, of $285,000, for an adjusted leased fee value of $1,665,000.  Given the low maintenance and overhead expenses of the Aurora Building and the positive cash flow to the owner, the owner is anticipating continued appreciation in value and is not willing to negotiate the purchase price.  The cost to replace this space on University owned land is estimated to be between $6M and $8M.   In addition, locating this facility on campus would be unsightly and consume valuable core campus building sites.  After several months of negotiations Land Management executed an Option to Purchase the Aurora Building for $1,850,000, and has until April 18, 2005 to exercise the option.   

As a result of UAF’s due diligence review of the building, UAF Facilities Services determined that a portion of the roof will need replacement or repair within 2 to 3 years.  Additionally, the fireproofing material on several of the ceiling beams and the joint compound on the sheetrock contain asbestos that will need to be abated or contained in the event of future renovation or major repair.   

The Aurora Building meets an important current and long term need for off campus space by UAF.  The price is reasonable and ownership will protect the University from the uncertainty of paying significantly higher rents when the lease expires.  Ownership also provides an advantage to UAF for its continued investment in modifying and upgrading the space to be more efficient and suitable for current and future UAF uses.

UAF will redirect existing rent payments to meet the debt obligation and cover all expenses associated with the building including Renewal and Replacement (R&R) costs.  The Administration has identified a source of interim financing for property acquisition, has determined that there will be adequate debt capacity to acquire and upgrade the property as needed. 

In accordance with Board Policy 05.11.05, real property transactions which have not been approved as part of a Campus Land Acquisition Plan or a Development Plan and which are expected to result in receipts or disbursements of more than $250,000 in value, require approval by the Board of Regents.  In accordance with Board Policy 05.04.02, all facilities and other real property debt issuances must be approved by the Board of Regents.  

The President recommends that:

MOTION

"The Finance and Audit Committee recommends that the Board of Regents (1) authorizes the vice president for finance to arrange for and execute all documents necessary to secure a 12-month line of credit at variable short term rates with a renewable term of up to 24 months total as presented in an amount sufficient to fund the Project authorized by the Board of Regents on this date, (2) authorizes the vice president for finance to utilize working capital to the extent he deems appropriate, and (3) directs the vice president for finance to execute the IRS notice of intent to issue bonds not to exceed $1,850,000 for the purchase of Lot 6A, Block 1, Burgess Industrial Park, Fairbanks Alaska.  This motion is effective April 14, 2005.”

V.
Ongoing Issues

VI.
Future Agenda Items

A.
Best Practice Audit Committee Governance
VII.
Adjourn







Finance & Audit Committee Agenda:  Page 1 of 7
Finance & Audit Committee Agenda:  Page 7 of 7

