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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. Executive Session - Audit
IV.
New Business – Audit
A. Audit Status Report
B. Approval of FY2006 Annual Audit Plan


V.
Full Board Consent Agenda - Finance
A.
UA Series N General Revenue Bond Interest Rate Lock Authorization
B.
Approval of the Consolidated Endowment Fund Investment Policy and Authorization to Execute the Consolidated Endowment Fund Agreement
C.
Approval of FY06 Student Government Budgets
D.
Acceptance of the FY06 Operating Budget Appropriation and Approval of the FY06 Operating Budget Distribution Guidelines

E.
Approval of the FY07 Operating Budget Request Guidelines

F.
Approval of Revised FY05 Natural Resources Fund Budget Allocation

VI.
New Business
VII.
Future Agenda Items

VIII.
Adjourn

This motion is effective June 8, 2005."

III.
Executive Session - Audit
MOTION


"The Finance and Audit Committee of the Board of Regents goes into executive session at _________ Alaska Time in accordance with the provisions of AS 44.62.310 to discuss matters the immediate knowledge of which would have an adverse effect on the finances of the university related to audit matters.  The session will include members of the Board of Regents, Internal Audit Director Read, General Counsel Brunner, and such other university staff members as the Audit Chair may designate and will last approximately ____ hour(s).  Thus, the open session of the Finance and Audit Committee of the Board of Regents will resume in this room at approximately ____ Alaska Time.  This motion is effective June 8, 2005."

(To be announced at conclusion of executive session)

The Finance and Audit Committee of the Board of Regents concluded an executive session at _____ Alaska Time in accordance with AS 44.62.310 discussing matters the immediate knowledge of which would have an adverse effect on the finances of the university.  The session included members of the Board of Regents, Internal Audit Director Read, General Counsel Brunner, and other university staff members designated by the chair and lasted approximately ______ hour(s).

IV.
New Business - Audit
A.
Audit Status Report
Reference 11
Dave Read, director of Internal Audit, will review the audit status report (Reference 11) and answer any questions member of the committee may have.  This is an informational item; no action is necessary.

B.
Approval of the FY2006 Annual Audit Plan
Reference 12
The President recommends that:

MOTION
"The Board of Regents’ Finance and Audit Committee approves the annual audit plan for fiscal year 2006 as presented.  This motion is effective June 8, 2005.”
POLICY CITATION
Regents’ Policy 05-03-01.D – Internal Audit reporting states:

"The director of internal audit, in conjunction with the Regents’ external auditors, shall annually present a complete audit plan for the university to the Board of Regents’ Finance and Audit Committee for review and approval."
RATIONALE AND RECOMMENDATION

Dave Read, director of Internal Audit, will present to the Finance and Audit Committee for approval the annual audit plan for FY2006, which is included as Reference 12.  
The Internal Audit Department’s annual audit plan includes providing agreed-upon support to the university’s independent auditors, KPMG.  Other external audit coverage will also be discussed with the committee, including expected federal and state audit activity.

V.
Full Board Consent Agenda - Finance
A.
UA Series N General Revenue Bond Interest Rate Lock Authorization
The President recommends that:

MOTION

"The Finance and Audit Committee recommends that the Board of Regents authorize and empower Joseph M. Beedle, Vice President for Finance, and Myron J. Dosch, Assistant Controller, 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 $20.0 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 below.  This motion is effective June 8, 2005."

RESOLUTION
"BE IT RESOLVED BY THE BOARD OF REGENTS OF THE UNIVERSITY OF ALASKA AS FOLLOWS:

The University of Alaska, a constitutional corporation of the State of Alaska, is authorized and empowered to enter into Municipal Market Data (“MMD”) Rate Lock transaction or any similar transaction or agreement in connection with the issuance of its general revenue bonds that are expected to be issued in 2005; 

Joseph M. Beedle, Vice President for Finance, and Myron J. Dosch, Assistant Controller, are, and each of them is, hereby authorized and empowered to enter into any of the aforementioned rate lock transactions on behalf of the University of Alaska and to execute any and all documentation related to such rate lock transactions including without limitation any International Swap Dealers’ Association (“ISDA”) Master Agreements and related confirmations.  The rate lock transactions and documentation executed by the aforementioned officers shall be the legal and binding obligations of the University of Alaska.  

The University of Alaska is authorized to make any payments owed to the financial counterparty under the MMD Rate Lock Agreement from any legally available revenues including without limitation the proceeds from its general revenue bonds.

This Resolution is dated June 8, 2005 and shall take effect immediately."
POLICY CITATION
Regents' Policy 05.04 – Debt and Credit, governs external debt transactions of the university.

RATIONALE/RECOMMENDATION

The university anticipates issuing general revenue bonds in August 2005. The administration is evaluating 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.  

The approximate outcome of the rate lock based on a $20.0 million bond issue is shown below ($ in thousands):

	Interest Rate June 15
	Interest Rates August 15
	Locked-in Rate
	Present value increase (decrease) in debt service
	Settlement Payment to (from) UA

	4.35%
	4.75%
	4.55%
	$980
	$460

	4.35%
	4.65%
	4.55%
	$730
	$230

	4.35%
	4.55%
	4.55%
	$487
	$0

	4.35%
	4.35%
	4.55%
	$0
	$(460)

	4.35%
	4.15%
	4.55%
	$(481)
	$(930)


Using a theoretical issue size of $20.0 million and rates of 4.35% at May 18, 2005, a Municipal Market Data (MMD) rate lock would allow management to lock in rates at approximately 4.55% for a period of approximately 2 months, allowing time for assemblage of necessary bond resolutions and official statements for the bonds.  The rate lock is based on rates of natural “AAA” bonds rather than “AAA” insured bonds that the university typically sells.  The university pays a credit premium (currently about 0.25%) over the “AAA” natural rate.  If the credit spread remains constant over the two months, then the university will be able to lock in a rate of 4.55%.

If rates rise to the theoretical lock rate of 4.55% 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 $487,000.  There would be additional exposure if rates continue to rise above 4.55%.  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 and rates at bond sale time drop to 4.15%, the university would realize a $481,000 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 approximately $487,000, (or 2.4% of the par amount of bonds that it issues) to lock in a rate that is approximately 0.20% above the current market to limit its exposure to any increases in rates above 4.55%.  Should rates rise above 4.55%, say to 4.75%, the university would receive a cash payment of $460,000 from the counterparty to offset the additional present value increase in debt service that arises from rates being higher than 4.55%, effectively buying the university’s rate back down to 4.55%.

If rates drop to 4.15%, under the rate lock agreement the university would pay the counterparty approximately $930,000, but the lower interest rates would reduce debt service, and the present value of these lower payments would offset this payment by $481,000, effectively bringing us back to the 4.55% locked in rate.
If the university enters into a rate-lock agreement and rates do not change, payment to the counterparty would be $460,000.   The $460,000 can be viewed as the deductible that is needed 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 nonrefundable commitment fee on a mortgage that does not close.  
Should the board authorize the rate lock; the instrument is expected to 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, in order 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.

B.
Approval of the Consolidated Endowment Fund Investment Policy and Authorization to Execute the Consolidated Endowment Fund Agreement


Reference 13
The President recommends:

MOTION

"The Finance and Audit Committee recommends that the Board of Regents approve the proposed amendments to the Consolidated Endowment Fund Agreement and the Consolidated Fund Investment Policy as presented in References 13B and 13C, and authorize the Chair of the Board of Regents to execute the amended Consolidated Endowment Fund Agreement.  This motion is effective June 8, 2005."
POLICY CITATION
Regents' Policy 05.07.01 - Land-Grant Endowment, governs the authority and responsibility for the Land-Grant Endowment.
RATIONALE/RECOMMENDATION

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 entered into an agreement with the UA Foundation Board of Trustees to combine the Board of Regents' Endowment Trust Fund and its companion Inflation Proofing Fund with the Foundation’s Pooled Endowment 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 without creating a separate committee of its own.  

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.  On May 24, 2005, the Investment Committee approved a recommendation to the Foundation's Board of Trustees that it adopt the proposed changes to the Consolidated Endowment Fund Agreement and the Consolidated Endowment Fund Investment Policy.

Reference 13A is a schedule of significant changes to the agreement and related investment policy.  Reference 13B is a black-line draft of an updated Consolidated Endowment Fund Agreement.  The proposed changes include emphasizing 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 latter is consistent with a recent change in the Foundation’s bylaws making the Foundation president an ex-officio member of all committees.  The remaining proposed changes are of lesser significance or generally housekeeping-type revisions.  

Reference 13C 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; removes 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 of lesser significance or general housekeeping-type revisions.

The most significant amendment 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 13D 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.  

Due to the timing of the two board meetings, it was not feasible to bring this agreement and policy to the Board of Trustees for approval in advance of the Board of Regents; therefore, board approval is being requested subject to subsequent approval by Foundation’s Board of Trustees.  Implementation of any proposed amendment not approved by the Trustees will be deferred until all concerns are addressed and agreed to by both boards.  

C.
Approval of FY06 Student Government Budgets
Reference 14
The President recommends that:

MOTION

"The Finance and Audit Committee recommends that the Board of Regents approve the student government fees and budgets as presented, and authorize the vice president for finance to review, modify, and approve fees and budgets and approve requests for increased expenditure authority for all student government organizations as deliberated by student governance and determined by the vice president for finance to be appropriate.  This motion is effective June 8, 2005."

POLICY CITATION

Regents’ Policy 09.07.05 requires student government organizations to submit annual budgets, including the amount of any mandatory student government fees, to the Board of Regents for approval.
RATIONALE/RECOMMENDATION

Except for Kuskokwim Campus, all other student government activity fees are the same as last year.

The Kuskokwim Campus student government has submitted a budget that will eliminate its deficit from previous years. This debt elimination will be accomplished through the establishment of a fifty cent per credit hour fee that will be adjusted each year based on tuition increases. This fee, along with income from other activities, will produce revenue projections of $9,300. Because the board is not scheduled to meet again until September 2005, the administration recommends that the vice president for finance be authorized to take actions necessary to modify and approve student government budgets and related fees. 

D.
Acceptance of the FY06 Operating Budget Appropriations and Approval of the FY06 Operating Budget Distribution Plan
Reference 15
The President recommends that:

MOTION #1

"The Finance and Audit Committee recommends that the Board of Regents accept the FY06 Operating Budget Appropriations as presented.  This motion is effective June 8, 2005."
MOTION #2

"The Finance and Audit Committee recommends that the Board of Regents accept the FY06 Operating Budget Distribution Plan as presented.  This motion is effective June 8, 2005."
POLICY CITATION


Regents' Policy 05.01.01.A. – Budget Policy, states, "The budget of the University of Alaska represents an annual operating plan stated in fiscal terms."

Regents' Policy 05.01.04 – Acceptance of State Appropriations, states "State appropriations to the university must be accepted by the Board of Regents before any expenditure may be made against the appropriation." (09-30-94)

RATIONALE/RECOMMENDATION

President Hamilton and Associate Vice President Pitney will discuss the legislative appropriations and propose an operating budget distribution plan for approval.  At the time of this writing, the legislature has not finalized the FY06 capital or operating budgets. A proposed distribution plan will be developed as soon as the legislature passes its appropriation bills. If time permits, a full reference packet will be sent prior to the June 8, 2005 meeting. 

The FY06 operating increment request includes funding for UA’s maintenance level requirements, the recently negotiated health transition, and the extraordinary retirement cost increases. Total increased costs are $52.1M. UA requires $19.9M from state general funds to support these needs and is able to fund the remaining $32.2M or 62% through university generated non-state sources.  Not included in the maintenance funding figures above are the “below-the-line” requests for the UA Scholars program or new opportunities in research, distance education and instructional program additions, and instruction equipment replacement. 

The current House and Senate operating budgets for UA range from a state funding increment of $8.5M to $15.4M; there is also the possibility of capital funding for the extraordinary retirement increase.
Reference 15 contains the FY06 Board of Regents Operating Budget Request Summary.  The full budget distribution plan reference document (to be developed after legislative action) will contain a comparison of FY06 Requested and Authorized Budgets, a summary of the FY06 operating budget appropriation distribution plan, a summary of changes from the FY05 operating budget, an overview of the current budget distribution, and information on UA performance-based budgeting progress.  MAU and campus budget distribution and trend information will also be provided in the reference. 
The Governor will likely not have signed the appropriation bill into law prior to the June 8, 2005 meeting.  The reference documents and recommendations will take this uncertainty into account.

E.
Approval of the FY07 Operating Budget Request Guidelines


Reference 16
The President recommends that:

MOTION

"The Finance and Audit Committee recommends that the Board of Regents approve the FY07 Operating Budget Request Guidelines as presented. This motion is effective June 8, 2005."
POLICY CITATION


Regents' Policy 05.01.01.A. – Budget Policy, states, "The budget of the University of Alaska represents an annual operating plan stated in fiscal terms."

RATIONALE/RECOMMENDATION

President Hamilton and Associate Vice President Pitney will present the FY07 Operating Budget Request Guidelines recommendation (Reference 16). The guidelines are used by the administration to filter and prioritize competing budget requests.  The FY07 guidelines continue the process of aligning UA’s budget planning to the Board of Regents’ UA Strategic Plan 2009 goals and mandated administrative efficiencies.   

To strengthen budget alignment to the Board of Regents’ UA Strategic Plan 2009 goals, continued implementation of performance-based budgeting, furthering the processes to maximize administrative efficiencies and requiring regular internal reallocations to maximize existing resources are explicit in the FY07 operating budget request guidelines.  

Although revenue assumptions are not approved until November 2005 and it is too early in the cycle for good budget estimates, administration will be developing the budget request using the following broad expectations: 

· Tuition rates will increase 10% 

· Performance targets include:

· Enrollment will increase 2% with a 66% retention rate

· Funded research activity will increase 7%

· University generated funds will increase 8% 

· Employee salary and contract provisions are similar to FY06 thus increases at 4.5%

· PERS and TRS retirement system contribution will increase 5 percentage points on top of the current rates.

· Health and other staff benefits have been substantial and mitigation of these cost increases will be on the forefront of the planning process.

To put the assumptions in perspective, UA’s FY05 target increase from FY04 for student credit hour production was 3%.  It is estimated that UA’s FY05 student credit hour production has remained even with that of FY04; therefore, the FY06 target of a 2% increase will be a challenge to meet, but an important target.  Undergraduate retention rates continue to improve and are at an all time high of 65.5% for the UA system, making next year’s target of a 66% retention rate achievable.  A 7% increase from FY05 to FY06 in grant-funded research expenditures is reasonable in conjunction with UA’s ongoing investment in its research enterprise.  Grant-funded research expenditures have increased more than 30% in the last three years.  Continued growth in university generated revenue is expected in FY06 due to increases in tuition revenue and grant-funded research revenue.  Funding from external revenue sources such as federal, tuition and fees and university receipts has more than doubled in the last six years.

F.
Approval of Revised FY05 Natural Resources Fund Budget Allocation


Reference 17
The President recommends that:
MOTION

"The Finance and Audit Committee recommends that the Board of Regents approve the revised FY05 Natural Resources Fund Budget Allocation as presented.  This motion is effective June 8, 2005."

POLICY CITATION

Regents’ Policy 05.07.01 – Land-Grant Endowment, provides that the university president will present an annual budget to the board for approval.
RECOMMENDATION

Reference 17 contains two allocation revisions to the current FY05 Natural Resources Fund (NRF) budget distribution.  Specifically, a $160,000 allocation to UAF to cover costs associated with master land planning related to the UAF Matanuska Agriculture and Forestry Experiment Station (UAF Experiment Station), and a separate allocation for a one-time distribution to the University of Alaska Foundation for $100,000 to fund an endowed scholarship program approved at the April 14, 2005 board meeting.

The $160,000 master plan allocation for the UAF Experiment Station, as originally discussed with the Board of Regents when $5.5M in non-trust adjacent land/resource sales were approved for deposit into the Inflation Proof Account of the Land-Grant Endowment Trust Fund, was originally planned to be a reduction from the proceeds of sale.  Management now recommends payment out of earnings via the NRF given the purpose and delayed timing of the request.  The use of the NRF to fund the $100,000 endowment authorized in April 2005 is consistent with the intent of the NRF fund source, which is one of the few unrestricted fund sources available for Board of Regents' discretionary transfer to the Foundation to establish board-directed endowments.
RATIONALE
The Natural Resources Fund was established to facilitate the distribution of the annual spending allowance from the university’s Land-Grant Endowment Trust Funds.  Approval was granted for FY05 at the November 1, 2004 meeting as presented in Reference 17.  This approval included an increased allocation to fund land management operating costs by $500,000 to $1,083,000 to accommodate the anticipated increased costs related to the passage of new legislation to transfer an additional 250,000 acres of state land into UA ownership.  Management also recommended $300,000 be dedicated to support the proposed NOAA/UA Lena Point Lab facility representing a $150,000 per year commitment (while correcting a $150,000 absence of funding in FY04).  The UA Press ($80,000) and system-based scholarships ($100,000) were approved at the same level as in previous years.  

To allow a large allocation provision for the UA Scholars Program at $1,697,443 (FY05) and $2,146,704 (FY04), distributions to the “Natural Resource Grant Program” ($420,000), the “Competitive and targeted grants program” ($350,000), and the “President’s discretionary awards program” ($100,000) were suppressed, pending alternative funding source identification. 

As predicted by President Hamilton, the success of the UA Scholars Program ($3.6M annually now, representing a mature program) would have outpaced the ability of our land-grant endowment to cover its costs, except for the following extraordinary actions/events:  1) the suppression of $870,000 in NRF grants provided in prior years; 2) the return of favorable investment returns following the 2000-2003 bear market and the significant growth in deposits made into the endowment from recent years’ sales of resources and land; 3) relatively favorable legislative operating budget appropriations and the university’s ability to fund more needs via non-GF state sources; and 4) the “sweep” effect of utilizing authorized and appropriated unrestricted “initiative GF funds” pending the evolution and maturity of certain educational and research program line item initiative budgets.  This “sweep” effectively has enabled management to utilize approximately $5M otherwise dedicated for “initiatives” during the last three years to help build reserves of $7M in the NRF to help offset the 5-year commitment of $13M to fund current and future scholars.

While management continues to seek alternative funding sources for the UA Scholars Program and re-open the NRF grant award program, this important fund has served as an opportunity to fund UA Scholars and create a reserve for budgetary challenges.

VI.
New Business
VII.
Future Agenda Items
VIII.
Adjourn
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