SENATE FI NANCE COWM TTEE
Cct ober 14, 2009
9:15 a. m

9:15: 05 AM

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Comm ttee neeting
to order at 9:15 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co-Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senator Johnny Ellis

Senat or Denni s Egan

Senat or Donny O son

Senat or Joe Thonas

MEMBERS ABSENT

None
ALSO PRESENT

Senator Gary Stevens; Senator Joe Paksvan; Representative
Davi d Gut t enber g; Representati ve Anna Fai r cl ough;
Representative Mke Kelly; Representative Jay Ranras;
Cynthia Henry, Chair, Board of Regents, University of
Al aska; Tim Brady, Board of Regents, University of Al aska,
Anchorage; Fuller Cowell, Board of Regents, University of
Al aska, Anchorage; Wendy Redman, Vice President, University
Rel ations, University of Al aska; Mron Dosch, Controller,
Uni versity of Al aska; Joe Trubacz, Vice President, Finance,
University of Alaska; Brian Rogers, Chancellor, University
of Al aska, Fai r banks; Mchelle R zk, Associ ate Vice
President, Budget, University of Alaska; Fran U ner,
Chancel l or, University of Alaska, Anchorage; John Pugh,
Chancel l or, University of Al aska, Southeast; Kit Duke, Chief
Facilities Oficer, University of Alaska, Anchorage; Mary
Rut herford, President, University O Al aska Foundation;
Berni ce Joseph, Vice President, Rural Conmmunities and Native
Education, University of Alaska; Pat Pitney, University of
Al aska, Fai r banks; Asht on Conpt on, St udent Regent ,
Uni versity of Al aska, Fairbanks

PRESENT VI A TELECONFERENCE

None
SUMVARY
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AUNI VERSI TY OF ALASKA BUDGET OVERVI EW
9:18:52 AM

CYNTH A HENRY, CHAIR, BOARD OF REGENTS, UN VERSITY OF
ALASKA, read from a docunent regarding the Board of Regents'
fiduciary responsibilities:

The University of Alaska is identified in the Al aska
Constitution under Article 7 which says, ' The
university is hereby established as the state
university and shall be governed by a board of regents.
The board shall, in accordance with the law, formnulate
policy and appoint the president of the university.'
The state constitution established the University of
Al aska as the single post-secondary system governed by
a board of regents appointed by the governor and
confirmed by the |egislature. This organi zati on was
specifically desi gned to establish public
accountability and avoi d pot enti al political
intervention with the academ ¢ nanagenent of the higher
education institution. The board appointnents were
even established as staggered eight-year terns to avoid
a situation where a governor could ever appoint the
entire board.

The single systemwas designed to avoid the conpetition
for legislative funding that has plagued other states
wi th separately governed systens and institutions. The
board of regents submts a unified request for
| egislative consideration based on a conprehensive
budget devel opnent and revi ew process that is guided by
priorities established by the regents.

The board of regents is responsible for establishing
separate canpus m ssions that respond to the needs of
| ocal and regional constituents. Policies have been
devel oped t hat pr onot e program alignnment and
col | aborati on between canmpuses and avoid unnecessary
program duplication. There are never sufficient
resources to provide all the instruction, research, and
outreach Al askans want. As the |egislature knows well,
priorities are very difficult from region to region.
Tensi on between canpuses and between regents is an
inevitable part of the wuniversity culture, but the
board of regents manages conpeting interests into a
statewide mssion and strategic plan that is broadly
percei ved as fair and bal anced.

There is a significant degree of consistency in
m ssions across the three units: in undergraduate, and
in selected university progranms, and in the comunity
col l ege m ssion. This mssion includes providing
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vocational and occupational instruction, the first two
years of undergraduate education, preparatory, and
devel opnental instruction, and other credit and non-
credit courses, and prograns designed to be responsive
to the needs of local comunities, and to adult
| earners in particular.

Differentiation between the three urban canpuses is
inmportant and is realized through the designation of
statewide |eadership and centers of excellence in
specific focus areas. The University of Al aska,
Anchorage, (UAA) is a conprehensive university offering
exceptional undergraduate and masters' prograns in the
arts and sciences, as well as neeting Al aska's nost
pressing professional needs for nurses, social workers,
engi neers, and business |eaders. The University of
Al aska, Southeast (UAS) provides a liberal arts
curriculum for wundergraduates and selected nasters

degrees, including teacher education. The University
of Al aska, Fairbanks, (UAF) is the state's primary
academ c research institution. I t provi des
undergraduate and graduate education, including the
doctoral degree with a focus on science, technol ogy,
mat h, and engi neeri ng.

The university is subject to a nyriad of federal and
state laws and regul ations in managing its business and
academ c enterprise. At the state level the university
is covered by the Executive Budget Act, the provisions
of the State Procurenment Code, and the Public Enpl oyees
Rel ati ons Act (PERA) for all collective bargaining. At
the federal |evel the university conplies with Standard
Gover nment Accounting Principles, including a multitude
of conpl i cat ed IRS regulations that apply to
universities and their foundations. These requirenents
and reporting responsibilities increase each year with
new w i nkl es, depending on the politics. For exanple,

the collapse of several Ilarge corporations in the
1990's resulted in the devel opnment of stricter auditing
st andar ds. Since 9/11 the institutional requirenments

governing accepting foreign students have increased
dramatical ly.

The regents are a policy board. Qur policies and
regul ati ons gui de the academ ¢ and managenent deci sions
of the system but the day to day operation is managed
by the president and his staff, including the
chancel | ors.

9:21:19 AM

Ms. Henry explained that she has been a regent for about 6.5
years and considers it a privilege to serve on the Board of
Regent s. She opined that Alaska has a very high quality
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uni versity, and her opinion of the university increased as
she becane nore involved with it.

Ms. Henry described the eleven regents as serving in a
vol untary capacity. The conpensation is the gratification
received fromparticipating in the education of students who
attend the university. She described education as a life-
changi ng experience that provides job skills and
professional training and upgrades a person's confidence.
It benefits the students, their famlies, and the |arger
conmuni ty.

Ms. Henry listed the occupations of the board nenbers, nost
of whom are University of Al aska graduates. She noted that
board nenbers maxim ze their expertise by assignnment to
standing conmttees. The commttees wth the biggest
wor kl oads are the Academ c and Student Affairs Conmttee,
whi ch addresses new prograns, degrees, and policies, the
Facility and Land Managenent Conmittee, which deals wth
monitoring facilities and ©projects, and the Finance
Comm ttee, which deals wi th budget issues.

Ms. Henry shared that the regents were responsible for al
aspects of the university system from the oversight
per specti ve. The president's job is to inplenent the
priorities through the board and del egate responsibilities.
She enphasi zed the seriousness of board responsibilities.

9:26: 01 AM

Co-Chair Hoffman referred to a problem when the president
was opposed to the board' s neeting with the co-chair of the
House Finance Conmttee. Ms. Henry was not famliar wth
that incident and noted that the Board of Regents has a very
good working relationship with the university president.
Co-Chair Hoffman asked if it was acceptable for board
menbers to neet with individual |egislators wthout the
president in attendance. M. Henry said it was.

Co-Chair Stedman asked if the president has the ability to
override a request by one of the finance conmttees to neet
with the board. M. Henry did not think the president had
that ability. She pointed out that the president works for
t he board. She added that typically the board would want
the president at the neeting because he has a very active
role in the budget.

9:27:41 AM

TI M  BRADY, BOARD OF REGENTS, UNI VERSI TY OF ALASKA,
ANCHORAGE, spoke of the neeting being referred to when three
regents nmet with Representative Hawker and Representative
Fairclough. He noted that the neeting was positive and |ed
to better conmunication with the board. He pointed out that
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the board is reconsidering how it interacts wth the
| egi sl ature and has set up a specific legislative conmttee
with the goal of being nore accessible.

Co-Chair Stedman asked if it was true that the president
threatened to resign if the board nmet with the |egislature
without him M. Brady replied that it was news to him He
enphasized that the board was free to neet wth the
| egi sl ature any tine. He defined the structure of the new
conmittee.

9:31: 06 AM

Ms. Henry spoke of Senator Thomas's past nenbership on the
board. She related that the regents spend consi derable tine
clarifying the board's priorities. It is the president's
job to inplenent those priorities. She denied that the
board is a "rubber stanp" for the president. There is
little controversy when the president acts at the board's
recommendati ons. The board is concerned with maxim zing
every public dollar.

Ms. Henry reported on the board's many chall enges such as
duplication of prograns. There is a strong advocacy for
mai ntaining rural canpuses, in spite of higher costs. She
spoke highly of the rural canpuses’ abilities to |everage
resources and form partnerships. She gave an exanple in
Norre.

9: 33: 07 _AM

Co- Chair Hof fman descri bed how rural canpuses are |eft out
of the president's nessage. M. Henry regretted that. She
enphasi zed that rural canpuses are under the unbrella of
each Major Admnistrative Unit (MAU). Co- Chair Hof f man
t hought there was room for inprovenent. Ms. Henry reported
that the board is in tune to needs; however, there is never
enough fundi ng.

M. Brady commented that he has found President Hamlton
supportive of rural canpuses. M. Brady said, "W cannot
call ourselves the University of Alaska if we don't offer
post-secondary educational opportunities to our fourth,

fifth, sixth, and seventh largest cities in our state.” He
mai ntai ned that the board has been very supportive of rural
canpuses and proud of their staff. He pointed out a basic

prem se of the board: the board is not nade up of regiona
menbers and nmust nmintain a statew de perspective.

9:36: 29 AM

FULLER COWELL, BQOARD OF REGENTS, UNVERSITY OF ALASKA
ANCHORAGE, voi ced concern about providing resources to rural
canmpuses in poor economc tines. Having a unified budget
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makes that possible. He maintained that the biggest threat
to rural canpuses was the bifurcation of the budget by the
| egislature in economically troubled tines. Co- Chai r
Hof f man reported that he was one that pushed for bifurcation
of the budget in order to determ ne which canpuses were
short-funded. He maintained that the rural canpuses were
not receiving adequate funding. Co-Chair Stedman suggested
pursuing this topic at a later tine.

9: 39: 03 AM

Senator O son asked about the working relationship with UAF
and the Barrow canpus. Ms. Henry related that the board
hears very little about that topic because the Barrow canpus
is funded by the municipality. Senator O son asked if any
nmoney from the university helped to fund the canpus. MVs.
Henry was not aware of any.

Ms. Henry hoped the chancellors would address that topic at
a later time. The MAU s have consi derabl e autonomy on their
own budgets. She noted that the university welcones audits
and inquiries by the |egislature. She nentioned SB 241
which dealt with teacher education and required a regent's
report to the joint education commttees. She said her goal
is to have all needs filled within the state. She nentioned
a recent audit on distance education. Legislative audits
have helped the regents. The regents consider the
| egi sl ature as a partner.

9:42: 56 AM

Co-Chair Stedman said that the Senate Finance Conmttee
would work with the Legislative Budget and Audit Committee
to ensure that the board receives copies of the audits in a
timely manner. Ms. Henry spoke of the variety of needs the
| egi sl ature can provide, such as receipt authority, funding,
or influence during outreach to private donors.

9:45: 01 AM

Ms. Henry spoke of the accreditation process. Each of the
MAU s is separately accredited, as is the Prince WIlIliam
Sound Community Col |l ege. Many university prograns al so have
a separate accreditation. Teans of experts thoroughly
review finances and academ c prograns. She believed that
regents and legislators can take confort in know ng that
prograns are being thoroughly eval uated.

Ms. Henry addressed the issue of the retirement of President
Ham | ton. The university is a big institution with a |ot of
di verse stakehol ders; therefore the process of hiring a new
president is very inportant, as is the participation of all
st akehol ders. The board has done a RFP, has evaluated
conpani es that do searches, and has hired Academ c Search's
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El aine Hairston, a senior consultant, who has visited the
canpuses and is witing a profile for the new president

Next, she wll advertise in higher education publications
and state newspapers. A goal of the regents is to have
people with Al askan experience apply. Ms. Henry urged the
Conmittee to also submt nanes for consideration. The goa
is to have finalists by January.

9:51: 02 AM

Ms. Henry offered to discuss the budget process at a |ater
dat e. Co-Chair Hoffman w shed to hear the presentation of
the capital budget as it related to rural canpuses. Co-
Chair Stedman noted that the work session may include
di scussion of prickly issues, but the goal is to have a
snoot her working relationship with the university.

AT EASE: 9:53:15 AM

RECONVENE: 10: 02: 13 AM

Co-Chair Stedman turned to the topic of fiscal oversight.

Ms. Henry introduced Ms. Redman who would address the
subj ect of external and internal university audits.

10: 03: 45 AM

VENDY  REDIAN, VI CE  PRESI DENT, UNI VERSI TY  RELATI ONS
UNI VERSI TY OF ALASKA, encouraged the legislators to make
requests and the chancellors to contribute +to the
di scussi on.

10: 05: 16 AM

MYRON DOSCH, CONTROLLER, UNIVERSITY OF ALASKA, provided
background on the university's financial structure. He said
his presentation of financial statements and the application
of Generally Accepted Accounting Principles (GAAP) is neant
to provide the Conmttee with another fiscal viewoint.

M. Dosch reported that the university is audited
extensively. It has an annual external audit of its books,
which resulted in an "unqualified or a clean opinion" in
2008. He referred to handout 2, the university's financial
statenment, which contains the auditor's report. He referred
to pages 17 and 21, which show the bal ance sheet and incone
statements of the wuniversity and which are presented
according to GAAP as one whol e university system

M. Dosch related the financial concepts enbodied in the

financial statenents. According to GAAP, public colleges
and universities are required to report their financial
statements in a business-type fornmat. This format is
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required when a governnental entity has charges to external

users, such as tuition. The GAAP Board is the standard-
setting body. They want university financial statenents to
ook nore like private sector statenents, to be nore
conparable to other universities, and to be nore useful to
external users. He provided history of the overhaul of
state and university financial reporting.

10: 09: 41 AM

M. Dosch explained that full accrual accounting 1is

required, which requires the recording of depreciation
expense. University statenents are included in the state's
conpr ehensi ve annual financial report. The university is a
conmponent unit of the State of Alaska. Oher state entities
that fall into the sanme category are: Alaska Aerospace
Devel opnent Corporation, Alaska Energy Authority, Al aska
Housi ng Fi nance Corporation, Alaska Industrial Devel opnent
Export Authority, Alaska Mental Health Trust Authority,
Muni ci pal Bond Bank, Natural Gas Devel opnent Authority,
Al aska Rai | r oad Cor por ati on, Al aska St udent Loan
Cor poration, and Seafood Marketing Institute.

10: 11: 33 AM

M. Dosch discussed the wuniversity's federal financia
assistance audits. He referred to handout 3, "University of
Al aska Audit in Accordance with OVB A-133" (copy on file).
Federal financial assistance amounts to about $200 million
annually for research grants, student financial aid, and
non-research assi stance. The audit is conducted by KPM5
LLP of Anchorage. It checks for regulation conpliance.

M. Dosch described other audits such as cost accounting
practi ces.

M. Dosch observed that the university is reviewed by other
federal entities. There is also a statewi de internal audit
departnment, which reports to the Board of Regents Audit
Comm ttee.

10:14: 51 AM

M. Dosch reviewed revenue sources. Co-Chair Stedman
referred to chart handout 5, "Operating Budget Revenue Trend
by Fund Source" (copy on file). M. Dosch observed that the
Uni versity receives general fund and non-general fund
revenue. CGeneral fund are revenues received through the
appropriation process and are known and fixed anounts. Non-
general fund are all other funds such as tuition, indirect
cost recovery, or federal research grants, and are vari ed.

M. Dosch discussed the concept of receipt authority, the
budget anmount the | egislative approves from non-general fund

Senat e Finance Committee 8 10/ 14/09 9:15 A M



sources. He terned it the "not to exceed" anmpbunt. He gave
tuition as an exanple.

10: 18: 22 AM

M. Dosch reviewed the various revenue sources. Uni versity
recei pts include tuition and fee revenue, investnent incone,
indirect cost recovery, auxiliary receipts, and university
recei pts. He detailed each type of receipt.

Co- Chair Hof fman asked what percentage rates were used. M.
Dosch replied that nine different rates were used at the
federal |evel. The nost common rate is the UAF research
rate, which is 45.1 percent. There is also a nenorandum
with the state that has reduced indirect rates of 12 percent
for non-research grant awards and 25 percent for research
grant awards.

Co- Chair Stednman requested a status report on the endowrent
and its potential revenue generation.

10: 22: 20 AM

M. Dosch listed the follow ng receipts: auxiliary, program
federal, state interagency, UA Intra-Agency, and capital
i nprovenent project (CP).

Ms. Redman introduced Joe Trubacz and Brian Rodgers to
clarify the banner system

10: 24: 21 AM

JOE TRUBACZ, VICE PRESI DENT, FINANCE, UNI VERSITY OF ALASKA,
requested that Chancellor Rogers provide the history of the
banner system

BRI AN ROGERS, CHANCELLOR, UNI VERSITY OF ALASKA, FAI RBANKS,
defined the banner system as the wuniversity's integrated
financial, human resources, and student records system The
system conversion to banner began in the late 1980's for
several reasons. One reason was due to the GASB 34 change
in financial standards, and another was because the old
financial accounting system did not produce real tine
reports - they were nonthly. It was very difficult to
answer specific legislative queries. The advantage of the
banner system is the integration of accounting system with
the student record system and the human resources system
It allows the university to provide the required reports to
the state and to the federal governnment to neet audit
requirenents. It also provides internal managemnent
information in real tine.

M. Trubacz related that there are approximately 1600
col l ege systens that use the banner system today. Over 80
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percent of the research universities use it. Anot her
advantage of the system is the reporting aspect. Four
different pieces of software are used to produce reports
He offered to provide exanpl es.

M. Trubacz described the banner system as a |ive system
whi ch can be accessed at any tinme for information.

10: 29: 10 AM

M. Trubacz explained the Q Menu report, a web-based product
that allows an individual to check on a specific project.
The Q Ad Hoc allows the viewer to |ook at various portions
to arrive at a query. He gave exanpl es.

Co- Chair Hoffman asked who has access to the Q Menu. \V/ g
Trubacz replied that anyone who has a password has access.
Co- Chair Hoffman asked if the finance staff could access it.
M. Trubacz said they could.

10: 31: 00 AM

M. Trubacz described the second system the Vista Plus,
which allows for printing reports at a specific tinme. The
third system the Data Browser, allows a person to view
vari ous tables at once to generate a report.

Co-Chair Hoffrman asked if it was set up to nonitor whether
BRU s are being expended as approved. M. Dosch said that
was possi bl e.

Chancel lor Rogers added that part of the role of the
financial system is to ensure that noney cannot be spent
outside of the way the legislature has appropriated it.

Co-Chair Stedman wondered how that mght be breached or
nodi fi ed. Chancel l or Rogers did not know. M. Dosch
descri bed safeguards in the system

Co-Chair Stedman asked if M. Dosch, as the Controller, had
the ability to nodify the system M. Dosch reported that
he has no access to the system Co-Chair Stedman asked who
di d have access. Ms. Redman thought the legislature could
change the appropriation. Co-Chair Stedman noted that the
guestion relates to the accounting system Ms. Redman
expl ai ned that the accounting systemis set up based on the
appropriation and the university cannot breach the system

Senator Thomas asked if it was possible to add to or delete
t he expenditure. He wondered if a record is kept of who has
access when the noney is noved in any fashion. M. Trubacz
explained that when there is an attenpt at an over-
expenditure of an account, the banner system does not all ow
it. Wth the proper authorization, a budget authority can
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increase the anount. The exception is the personnel |ine
which is reviewed on a regul ar basis.

10: 37: 32 AM

M. Trubacz offered to provide training in the Banner
System He enphasi zed that mnanagenent decisions are data-
driven.

Co-Chair Stedman requested that M. Trubacz differentiate
between the state system and the Banner System M. Trubacz
reiterated that the Banner System integrates the three
programs into one conprehensive system wunlike the state
system

10: 39: 33 AM

M. Dosch addressed debt capacity, authority, and oversight
froma credit rating agency point of view He reported that
Al aska Statute 14.40.040 provides the university with the
authority to borrow noney and issue debt in its own nane.
As of June 30, 2009, the university had approximtely $128
mllion in debt outstanding, which consisted primarily of
revenue bonds. The regents' policy says the maxi num annual
debt service may not exceed 5 percent of operating revenues.
On June 30, 2009, the university had a maxi num debt service
of 1.7 percent of the operating revenues. M. Dosch terned
t hat anount conservati ve.

M. Dosch explained that the university has established a
bond indenture which allows access to the capital market

through the issuance of general revenue bonds. The
university pledges the following sources of revenue for
those bonds: tuition and fees, indirect cost recovery,
auxiliary receipts, and ot her uni versity receipts.

Currently, the wuniversity is planning on a bond refunding
given current lowinterest rates. The university has issued
fourteen general revenue bonds since 1990.

M. Dosch related that the university is considered an AA-
rated entity; AA3 from Mbody's, AA- from Standard & Poor's.
The wuniversity was recently upgraded two years ago by
Moody's for the first time. The rating agencies | ook at the
university on an annual basis. Their interest is from a
busi ness perspective and focuses on student demand,
conpetitiveness, and market share, reserve, endownent
performance, research conpetitiveness, mnmanagenent of the
institution, state support, gifts and contributions, and
financial ratios.

M. Dosch referred to HB 184 introduced |ast year which
woul d have all owed for a debt/cap authorization. Currently,
statutes provide that any tinme the university issues debt
where the debt service would exceed $1 mllion, it is
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required to get special approval fromthe |l egislature. This
provision has been in place since 1990. The proposed
legislation would increase the cap to $2.5 nillion. I t
woul d essentially adjust for inflation at that I|evel and
reduce sonme of the admnistrative burden for the state and
t he university.

Co-Chair Stedman asked for an explanation about why the
uni versity received credit rating upgrades and how it m ght
recei ve future upgrades.

M. Dosch responded that the rating agencies were | ooking
mainly at state support relative to other colleges and
uni versities, and found consistent state support in Al aska.
They view the state as being invested in higher education
The agencies al so | ook at the nmanagenment of the institution.
The uni versity has grown over the recent years in enroll nent
and in research.

M. Dosch suggested that a significant anmount of debt could
cause a decreased rating.

10: 46: 24 AM

M. Dosch stated that it is not realistic to assune that the
university, given its size and relative conparisons to other
institutions in the AA category, would be upgraded.

Chancel | or Rogers added that only none-state appropriations
can be pledged in terns of debt service. In order to pay
debt service those appropriations need to be generat ed.

Senator Thomas asked for the criteria regarding the
conparison of institutions.

M. Dosch answered that it is nostly size.

Co-Chair Stednman stated that the next item after the break
woul d be the university budget devel opnent.

10:47: 20 AM AT EASE

11: 03: 40 AM RECONVENED

Co- Chair Stedman shared the plan for the afternoon session.

Co-Chair Hoffman recalled that it was 20 years ago when he
was chair of the House Finance Conmittee that he nade
changes to address nmmjor nmaintenance issues at the

uni versity. It was in 1990 as a nenber of the Senate
Finance Conmttee that he requested the chairs to visit the
Fai r banks canpus. This is only the third time that a

finance conmttee has cone to the university to discuss
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i ssues. He suggested neeting nore frequently in order to
keep the |lines of comuni cation open.

Co-Chair Stedman stated that the next itenms are UA budget
devel opnent, regents' budget directions, and canpus process.

Ms. Henry stated that university's budget process begins and
ends with the regents. It begins early in the year when the
regents set priorities, which are often based on the
strategic plan. The goals are ongoing, but are adjusted
based on needs. For exanple, the regents considered
Al aska's work force needs and have dramatically expanded the
shorter termcertificate prograns, where, in a year or two,
a person can becone skilled in a particul ar area.

Ms. Henry described the rigorous process which takes place
at the MAUs where the wish lists are evaluated. The
regents are not involved in that process. Then, the
president and his or her staff review the budget before it
returns to the regents. Adjustnents are made and then the
regents' budget is presented to the |egislature based on
priorities after a thorough eval uation.

11: 07: 38 AM

Co-Chair Stedman wanted to discuss the budget from the
perspective of the regents' "Red Book budget" versus the
| egi sl ature's "Governor's budget".

M CHELLE RI ZK, ASSCClI ATE VI CE PRESI DENT, BUDGET, UN VERSITY
OF ALASKA, presented a brief overview of the university's
budget process, which is a year-round cycle with three
active years at any given tine. Currently, it enconpasses
FY 09 - for accountability and review, FY 10 - for
operation, and FY 11 - the planning requests for strategic
and budget devel opnent. The Board of Regent's Strategic
Plan (handout 1) is what guides the overall budget
devel opnment process.

Ms. Rizk explained that the Board of Regents begins with the
strategic plan and then the budget request quidelines
(handouts 13 and 14) are approved at the April board
nmeet i ng. Next, the budget request review occurs in
Septenber. Another opportunity to review the budget occurs
in Cctober when the budget is approved. At the June neeting
the board approves the distribution of the funds that are
received fromthe | egislature.

Ms. Rizk reviewed the budget process for the FY 11 budget
request that the Senate Finance Committee will be presented
in January of 2010. The process begins at the departnent
| evel the previous January when priorities are discussed.
There is also a cross-MAU neeting with representatives from
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all areas. She nentioned the additional neetings addressing
priorities and the expansion of guidelines.

11:11: 33 AM

Ms. Rizk discussed the formation of statew de planning
groups who present their priorities to the MU for
i ncor porati on. The overarching goal of the Board of
Regents' guidelines is to align the university's budget
requests with existing resources to nmaximze the strategic
goal s whi |l e mai nt ai ni ng adm ni strative and program
ef ficienci es. There is a program request |evel range of
three to four percent program growh included for FY 11.
The overarching goal of the capital budget guidelines is to

ensure t he necessary facilities, equi prent , and
infrastructure are in place for continued growh, refinenent
and inprovenent of the university. Simlar to previous

years, the highest priority is to mintain existing
facilities.

Ms. Rizk noted that main canpus needs and community canpus
needs are Kkept separate in the budget to elimnate
conpetition.

Ms. Rizk reported on a July neeting with the Ofice of
Budget and Managenent and wth Legislative Finance to
di scuss the direction the university is going and to receive
feedback on state priorities. In August all MU s net
toget her in Fairbanks for a budget request neeting, followed
by a board neeting where highlights were discussed.

11:14: 46 AM

Ms. Rizk related that at a Septenber 24 neeting, the board
had its first budget review followed by an Cctober 30
neeti ng when the budget was approved. Ms. Rizk expl ained
that the chancellors were going through a parallel process
i n budget devel opnent.

Senator Ellis asked whether the regents hear directly from
the chancellors or if the admnistration reports the
chancell ors' w shes. M. Rizk answered that the chancellors
do not neet wth the regents; the president provides
feedback to the regents. Senator Ellis summarized that the
president and the adm nistration hear from the chancellors
and then decide what to pass on to the regents. He
suggested that sonme information is received, sone is not
recei ved, and sone may be packaged.

Ms. Rizk said that was correct. She conpared it to the
budget requests submtted by the MAUs to the statew de
office where sone priorities and requests are omtted.
Senator Ellis explained that he was trying to determ ne how
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much filter and unfiltered information nakes it to the
regents for their budget priorities to be set.

11:17:14 AM

Ms. Rizk clarified that during the regents' neeting there is
communi cation as to what is not recomended to be included
in the budget. Senator Ellis asked what determ nes what the
presi dent and the admi nistration passes on to the regents.

Senator Ellis restated the question to ask what factors
determine what the president and admnistration use to

prioritize information. Ms. Rizk stated that operating
budget request guidelines derived from the strategic plan
are the guiding principles. For the capital budget,

deferred mai ntenance is the highest priority.

M. Brady stated that the university systemis blessed with
three outstanding chancellors who are advocates of their
MAU s and who are not afraid to share opinions with the
board. The board is aware of the chancellor's priorities in
operations and in capital inprovenents.

11: 20: 15 AM

FRAN ULMER, CHANCELLOR, UNI VERSITY OF ALASKA, ANCHORAGE,
stated that in order to explain the budget process from a
MAU perspective, a one page diagram has been provi ded. She
wanted all of the nenbers to have a copy of the conplex
docunent entitled, "UAA Planning, Budgeting, and Reporting -
Cct ober 2009" (copy on file). She related that all canpus

needs are weighed and the chancellors listen to the
community, to advisors, and pay attention to the nmarket, as
wel | as student enrollnment patterns. In addition to the

focusing on the university's strategic plan, the chancellors
take into consideration UAA's strategic plan, which is
cal l ed UAA 2017. At the sane tine, requests from the deans
and directors and program nmanagers are being reviewed, while
keeping in mnd the performance neasuring system Every
fall a report to the statewide office is required. I t
summari zes how goal s are bei ng achi eved.

Chancellor U ner stressed that the budget calculation is
conpl ex. At UAA there is a Planning and Budget Advisory
Conmittee (PBAC) which determ nes budget priorities. Fr om
all of the community canmpuses and prograns there was a $20
mllion request, which was eventually reduced to $7 mllion.
After looking at all of +the various indicators, the
challenge is to be responsive to the comunities served.
The process results in a request that is submtted to
" St at ewi de", both for fixed <costs and for program
i ncrements. St atew de nust conbine what is heard from al

canpuses and nmake recommendations to the president, who then
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reports to the regents. She admtted that disappointnent is
i nevi t abl e.

Co-Chair Hoffman asked if President Hanmilton was aware of
t he di agram and adheres to it.

11: 25: 23 AM

Chancel lor U ner stated that he is not aware of the diagram
but he is aware of the general process used at UAA She
noted that each of the MAUs use a slightly different
approach to get to the UA Statew de step

Co-Chair Hoffman summarized that conmmunication with the
presi dent about the chart does not exist. He wondered if
t he Board of Regents was aware of the diagram

Chancellor U nmer responded that the Board of Regents is
aware of UAA's process in general terns. She thought that
the regents did not need to get into the details about each
of chancellor's budget processes. She did not know how it
wor ked before her tenure.

Co-Chair Hoffman enphasized that the wuniversity is a
statew de system He suggested that all corners of the
state need to be listened to. He requested a revisit of the
di agram | ater.

11: 26: 53 AM

Chancel | or Rogers stated that the budget process at UAF is
anal ogous to that of UAA's process in ternms of having a
conmttee |led by the provost who works through the requests.
The cabi net then works together to craft a request that goes
forward to the president. It is a balancing act wth
conpeting interests and multiple sources of direction. He
stated that that the budget process changes over tinme and

priorities shift. He provided an exanple of how UAF
successfully advocated for its own interests regardi ng needs
at rural canpuses. A balance needs to be net between
nmeeting the board's priorities and following the president's
guidelines. It nust also be politically realistic.

11:29:48 AM

JOHN PUGH, CHANCELLOR, UNIVERSITY OF ALASKA, SOUTHEAST,
stated that UAS s budget process is probably the best it has

ever been. It is simlar to that of UAF s process. The
provost council, which is led by the academ c side, starts
the budget process and cones up wth priorities. The

adm nistration is also looking at its needs, as well as at
facility needs. The ideas are then vetted through to the
top | eadership and noved forward.
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Chancel l or Pugh noted that several years ago a step was
added whereby planning groups for special prograns becane

involved wth the budget process. The nursing and
engi neering prograns are exanples. Not all programs are
covered by planning groups. This year a faculty position
for the Alaska Native Language Restoration did not fit under
t he planning groups. It is a give and take between the
pl anning group's priorities and canpus priorities. Fi nal

deci sions are then nmade by the president’'s cabinet.
Chancel | or Pugh thought that the current process is better
than in years past, but there is roomfor inprovenent. Core
servi ces should al so be | ooked at through planning groups.

11:34: 04 AM AT EASE

11: 34: 16 AM RECONVENED

Co- Chair Stedman nentioned the diagram previously presented
by Chancellor Unmer. He opined that during the legislative
budget process there is disregard for the governor's budget
request and the focus is on the university's Redbook. This
leads to conplications in the relationship between the
university and the legislature and within the budget process
when determ ning exact anounts. He expressed curiosity as
to the direction the Board of Regents has given to its
enpl oyees.

Ms. Henry admtted that the issue has not been brought to
her attention. Her understanding was that in the past the
uni versity's budget was presented by the governor as witten
in the Redbook. She thought the controversy recently
occurred under the Palin adm nistration. She stated that
t he university uses the Redbook as its working document, but
she had not made the connection about how it was
communi cated to the |egislators. She stated that it was
inmportant for the legislature to know what the university's
original request was.

11: 38: 37 AM

M. Cowell stated that he had discussed this change in
procedure with the governor who stated that she did not have
a problemw th the node of conmunication the university was
proposi ng. He was hopeful to return to the old nmethod with
t he new governor.

Co-Chair Hoffman stated that he did not have a problemw th
the university advocating for sonething different than the
governor's budget. He stated that the legislature is often
accused of short funding the university's budget because it
is being conpared to what the Board of Regents is
requesti ng. He wanted a level playing field in order to
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conpare the university's request to the governor's request.
He believed in dealing with all departnments equally.

11:41: 52 AM

M. Brady wanted to inprove the |lines of conmunication with
the Finance Commttee. He stressed that "the buck stops”
with the Board of Regents. Student advocacy groups are a
part of the request process and are encouraged, but they do
not always mrror the requests of the Board of Regents. He
realized that m xed nessages are given

Co-Chair Stednman summarized what he thought M. Brady's
position was. The UA statewi de action is followed by the
Board of Regents' requests, and the governor becones
irrelevant and should accept the regent's budget. He
wondered if that was correct.

M. Brady answered that before the Redbook goes to the
governor there is a great deal of comunication between the
governor's office and university personnel in the hopes that
bot h budgets woul d be ali gned.

Ms. Redman announced that there are two formal neetings with
the governor's office and OVB prior to finalizing the
budget .

Co-Chair Stedman stated that they are discussions and not
devel opi ng of expenditure lines. M. Redman commented t hat
the governor's office and OVB are not shy about |aying out
nunbers. They share expectations about the anmobunts to be
funded in the operating and capital budgets.

Co-Chair Hoffman stressed that the starting point needs to
be rectified. Wen the legislature approves |ast year's
budget, and conpares it to the governor's budget, there is a
guestion about the starting point and nodifications the
conmi ttees nake.

11: 46: 09 AM

Ms. Redman agreed to continue working wth Legislative
Finance to nmake it easier for the Conmttee to see the
di fferences in funding sources.

Co-Chair Stedman described the process of analyzing the
budget and stated grave concerns about arbitrary nunbers
claimng to be budgetary cuts. He believed it put elected
officials in an awkward position with their constituency.
He took issue with President Hamlton's comments after the
budget was done. He was concerned about the regents' budget
being presented to the legislature wthout the governor
havi ng an opportunity to nmake changes.
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11:51: 43 AM

Co-Chair Stedman cautioned that all entities nust be treated
equally and the wuniversity should be considered another
depart nment. He stressed that all departnments have al ways
had to defend their budget requests. He proposed to nodify
or do away wth the Redbook.

M. Cowell spoke from his perspective and not the board's.
He contended that the Board of Regents and the University
are unique in that they are nentioned in Alaska's
constitution and have a board that is appointed by the
governor and certified by the |egislature. He mai ntai ned
that the legislature should not consider the university's
budget the same way they consider a departnent’'s budget.

11:56: 32 AM

Chancel |l or Rogers observed that the Redbook process has
existed for at least thirty years and was, in part, a
response to an issue raised by the |egislature. In the
past, the legislature wanted to know what the university has
asked for that the governor has not funded. The Redbook

al so serves as a cap on university requests. He understood
Co-Chair Stedman's point on the difference between the
uni versity's budget and the governor's budget.

Co-Chair Hoffman did not have a problemw th the university
advocating for their budget. He took issue with being
accused of not fully funding the budget. He naintained that
"fully funding” neans fully funding the governor's request,
not the Redbook.

Ms. Rizk noted that an appendix included in the Redbook
traces the board's prior year distribution decisions and
conpares the board's, the governor's, and House and Senate
Fi nance Conmittees' requests. The board's budget ends up
being the starting point and the Conference Conmttee, the
ending point. Co-Chair Hoffman reiterated his reservations
about that process.

Co-Chair Stedman stated his experience in many neetings
regarding the university budget where the coment "but it's
not the Redbook"” was heard.

Co-Chair Hoffman enphasized that the governor's budget
request is the docunent that the | egislature works with

11:59:39 AM AT EASE

1: 35:58 PM RECONVENED
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Co-Chair Stedman turned to the subject of fixed costs and
hoped to conme to an agreenent on the definition. He
requested comrents.

Ms. Henry appreciated Co-Chair Stedman's and Co-Chair
Hof f man' s candor during the discussion, which she believed
was beneficial.

Ms. Rizk stated that the state defines fixed costs
differently than the university, which calls them adjusted
base requirenents. Costs related to conpensation requests
are based on negotiated contracts for union enployees and a
step staff conpensation recommendati on based on conparable
wages, cost of living, and environnental issues. The MAU s
budget requests contain adjusted base fixed costs. Syst em
wi de requests for building facility needs are also a part of
adj ust ed base requirenents.

1: 39: 29 PM

Co-Chair Stedman requested M. Rizk's perception on the
upcom ng budget process. Ms. Rizk requested clarification
of the question.

Co-Chair Stedman asked if there would be agreenent between
Legi sl ative Finance and the university about budget nunbers.
Ms. R zk answered that there is need for additional
di scussi ons because no agreenent has been detern ned.

Co-Chair Stedman asked for details on areas needing
addi tional discussion. M. R zk thought there were no areas
of agreenent yet, but that woul d happen before the budget is
presented to the legislature in January.

Co-Chair Stedman summari zed the discussion. M. Rizk agreed
there woul d be clarification.

Co-Chair Stednman stated that the fixed cost issue wll
require work in order to make the budget process as snooth
as possi bl e.

1: 42: 24 PM

Co- Chair Stedman remarked that Ms. Henry could choose how to
deal with the subject of the determnation of the regents
operating and capital priorities. Ms. Henry wshed to
di scuss expectations related to the capital budget. She
said today's discussion is tentative because the board has
not yet finalized the budget. She noted that M. Brady is
the chair of the facilities commttee and will discuss the
capi tal budget.

M. Brady personally questioned the current "laundry list"
process of presenting the capital budget, when it is obvious
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that not everything wll be funded. There has been
consi derabl e di scussion on nodifying that presentation. He
informed the Committee that deferred naintenance would
continue to be a board priority. The new budget wll
probably contain requests for "one project to build and one
project to plan.” There will also be a request for a
feasibility study for community canpuses, which will include
conmuni ty i nput.

Co-Chair Stedman recalled that deferred nmai ntenance totaled
about $50 million per year. There was disagreenment as to
how that nunber was determ ned. He gave an exanple of
conparing deferred mai ntenance needs of a new building with
those of an old building. There was al so discussion of the
absorption rate. He questioned how much of the $50 nmillion
the university can absorb each year. He spoke of the |ast
governor and sonme of her decisions regarding the capital
budget . He rem nded the Commttee of all of the conpeting
demands. All comunities on the list nust prioritize their

requests. He spoke of the expense of sonme conmunities'
number one priorities, such as the $400 million bridge
project in Ketchikan. He thought sone goals were nore

obt ai nabl e than others. He understood |imting the budget
request to one project, but pointed out that expense is
still an issue. He suggested that the university consider
| ess expensive projects as well.

1: 49: 02 PM

M. Brady appreciated that there are conpeting demands as it
is a reality faced within the university as well as in the
state. He enphasized that the |list has been pared down. He

wi shed that he could control the cost of projects. He
appreciated the comments on deferred nmai ntenance; however
he believed that $50 mllion was a realistic nunber. He

defended the request and spoke of nmaintenance needs on the
Fai r banks canpus where, over the last ten years, an average
of $16 mnmllion was spent on deferred nmintenance. He
stressed that new facilities nust be devel oped, especially
research facilities.

1: 51: 55 PM

Co- Chair Hoffman contended that the Board of Regents should
consider the state's entire budget when they develop their
own budget . He spoke of the operating budget's dependence
on the price of oil. He stated that a large capital budget
means taking a substantial anmount from the reserves. He
expected to live within the state's neans. The armount of
funding is finite and the legislature nmust be prudent and
practical .
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M. Brady viewed the wuniversity as an investnent, not
expenditure, in the state and high on the state's priority
list.

Co-Chair Stedman commented that after the governor submts
the budget it 1is not reasonable to expect an elected
official to add expensive projects to the budget because
it takes broad support to nove such legislation off the
table. It puts elected officials in an awkward position.

1: 55: 22 PM

M. Cowell synpathized wth the legislature's having to
prioritize projects. He acknow edged that his only concern
was wWith the Board of Regents' budget. He stated a concern,
as a fiscal conservative, that because of the legislative
process, the university winds up with sporadic funding which

is sonetines difficult to absorb in a short tine. The
fluctuation creates difficult i ncrenent al costs. He
requested that the legislature attenpt to stabilize the flow
of project funds. He enphasized that the $50 mllion

capital request 1is based on engineering studies and
general ly accepted practices across the United States based
on facility size. The deferred maintenance projects have
not been addressed for years. He al so suggested that the
| egislature seriously view the board's priorities and
possi bly fund them over a | onger period.

Co-Chair Stedman stated that the Conmttee's challenge is
being able to predict the revenue stream For exanple, |ast
year when oil prices decreased, the |egislature responded
faster than the governor's office did and made a collective
decision not to add projects to the capital budget.
Additionally, a lot of tinme was spent on the pipeline
proj ect . He expressed concern about lag time related to
construction projects.

1:59:41 PM

Chancellor U ner asked Co-Chair Stedman to describe the
current process of devel oping the capital budget, which she
t hought mght be different than when she served in the
| egi sl ature. She explained that the board is also trying to
serve the whole state while balancing different regional
needs. She asked for a breakdown on how the capital budget
i s construct ed.

2: 02: 05 PM

Senator Ellis asked why requesting only one capital project
woul d be a good idea. He thought asking for only one
project made no sense. He supported funding the top capital
priorities and deferred nmintenance requests at several
canpuses.
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Co- Chair Hof fman brought up the ten-year-old Kasayulie Case
which states that the state nust spend nore noney buil ding
rural schools. No governor has requested a rural school to
be constructed, which poses a problemfor the |egislature.

2:04: 12 PM

Co-Chair Stednman gave an overview of the creation of the
capi tal budget. Upon receipt of the governor's budget, the
Senate Finance Conmttee |ooks at the broad nunbers and
revenue projections. Capi tal budget projects are exam ned
for equal distribution around the state and regional
bal ance, and then fund sources are considered: federal

noni es, general fund, and other state funds. He rel ated
that he individually neets with each senator regarding their
i ssues and gathers information. He stated that regional

bal ance is the goal in order to ensure fairness.

2: 09: 20 PM

Co- Chair Stedman noted conversations with the admnistration
regarding the capital budget. The revenue stream dictates
much of the expenditures. He listed projects he expected to
cone forward: Dalton Mne, port developnent, railroad
expansion, gas line project, wuniversity projects, Seward
H ghway.

Co- Chair Hof f man added, "Energy projects.”
Co-Chair Stedman admitted that the revenue stream dictates

t he nunber of projects. He stated that |ocal governnents'
opi nions are also key to the decision-making process.

2:12:48 PM
M. Brady reported that the university's list will be drawn
down dramatically, but will be significant in size. Co-

Chair St edrman suggest ed wor ki ng hard W th t he
adm ni strati on.

Ms. Henry appreciated the explanation regarding the budget
and the legislature's responsibility to their constituents.
She stated that the Board of Regents does not represent the
region in which they live, but the entire state. She
appreci ated the board' s statew de perspective. She stressed
the difference between her role and that of an elected
of ficial.

Ms. Henry nentioned the |lone, large capital request which
would be in the budget again this year, the Life Science
Bui | di ng project, which has been requested for six years and
has not been funded, regardless of attenpts to |essen the
cost. She expected the board to approve the shortened |i st
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because of this nunber one priority. She expl ai ned the
rational e for the request.

2:17: 07 PM

Co-Chair Stedman clarified that elected officials represent
an area because they are nost famliar with their own
regi onal issues.

Senator Thomas noted that if stabilization could occur it
woul d have in 2008. He nade suggestions to the board on how
to find success with their funding requests. He t hought
difficulty mght ensue during |ocal neetings. He agreed
that if the noney cane in a steady flow, it would be
advant ageous. He comment ed about the capital budget and the
fact that sone cities are not in line for projects which
causes problens for the |egislature.

2:21:19 PM

Co-Chair Stedman used the Alaska Crine Lab funding as an
exanpl e of a high priority request.

M . Pugh noted that the deferred nmintenance |ist
enconpasses all regions. He stressed the inportance of that
pi ece.

Senator Ellis agreed with Chancellor Pugh that deferred
mai nt enance requests are | ong overdue. He suggested | ooking
at past deferred maintenance lists to see where the funding

went . He expected that the funds of the past went to the
buil dings nost in need. He supported the Life Sciences
Building and Senator Thomas's efforts to fund it. He
cautioned about bullying tactics or a "hostage situation”
for the Life Sciences Building. He hoped for Dbetter
communi cation wth the wuniversity. He nentioned the

i nportance of the project to the state.

2:26: 54 PM

Senator Ellis continued to describe the coll aboration behind
the funding of the Health Sciences Building and suggested
that the sane be done for the Life Sciences Building -
consider it a statew de need.

2:28:22 PM AT EASE

2:45: 04 PM RECONVENED

Co-Chair St ednan addr essed t he i ssue of deferred
mai nt enance.

2:46: 17 PM
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Senator Thomas described his preference for exam ning
deferred mai ntenance itens. He explained that he used the
previ ous year's Redbook and took the top project from each
canpus for consideration. The projects on the |ist would be
considered in order until the noney runs out. Wthin three
years, all of the big projects would be conpleted and the
remai ni ng projects nore affordabl e.

Co- Chair Stedman agreed that such a process was snoot her and
nore equitabl e.

Co-Chair Stedman reiterated that with oil at $70 the budget
is at "break even". By June of 2010 there may be a surplus
of $1 billion, but it probably would be consuned by
education funding. For the next budget cycle, based on the
current oil price, a robust capital budget is not expected.

2:50: 45 PM

Senator Ellis thought he heard the university say that they
could bond for wup to $100 mllion wthout negatively
affecting the state's credit rating. He asked how nuch
unutilized bonding capacity the university has, what the
regents' plan for that is, and whether the regents have net
with AHFC s Dan Fauske regarding state bonding for student
housi ng.

M. Dosch reported that the university is currently at 1.7
percent of a 5 percent debt limt. There is sone additional
debt capacity.

2:53: 28 PM

Ms. Redman noted that there have been many di scussions with
AHFC and nore were pending. Fi nancing for student housing
in Anchorage and Fai rbanks was assisted by AHFC. M. Rednan
stressed that for bonding, the revenue nust be attached to a
facility. Research revenues cannot pay off a bond for
housi ng.

Co-Chair Stedman turned to perfornmance measures.

2:55:41 PM

Ms. Rizk spoke of a challenge regardi ng securing funding for
operating costs for new facilities. She | ooked forward to
working with the legislature on this issue.

Ms. R zk addressed the performance eval uation process which
has been in place since FY 2004. The purpose is to
conmuni cate, drive, and neasure resource alignnment and make
progress toward the Board of Regents' goals stated in the
strategic plan. There are six performance neasures and they
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are updated yearly. They are a consideration when
devel opi ng the budget.

2:57:47 PM

Senator Ellis suggested that the wuniversity remnd the
governor during the budget process that they have "kept the
flame alive" regarding mssions and performance mneasures.
He recalled that when Governor Parnell was a |egislator, he
was a | eader in establishing m ssions and neasures.

Ms. Rizk related the enphasis needed on perfornmance
nmeasur es. Senator Ellis suggested using them to their
advant age.

Co-Chair Stedman requested information on credit hours and
head count. Ms. Rizk referred to handout 15, "Septenber
2009 Performance Report to OVB/ Legislature"” (copy on file).
It provides the university's performance status in Septenber
and hasn't been updated. The Redbook w Il show these
statistics.

3:00:49 PM

Chancellor U nmer comented that the reviews are done in
great detail. She conpared themto taking a final exam and
an oral exam The reviews show continuity over time. She
urged Conmittee nenbers to |ook at the performance review
books. She thought the university could do a better job
communi cating the high standards and results of the reviews.

Co-Chair Stedman believed that the head count at a
university increases during a poor economny. Chancel | or
U nmer agreed. Co-Chair Stedman asked for current
statistics. Chancellor Umnmer reported a 3 percent increase
in enrollnment at UAA For first-tine, full-time freshman
enrol Il ment is up by 15 percent.

3:04: 27 PM

Chancel l or Pugh observed that there was a 29.5 percent
increase in new students, especially freshnmen, at UAS. He
al so reported increases in workforce prograns.

Ms. Henry related that the board is very involved in
construction projects. She deferred to Kit Duke to address
facilities.

3:06:11 PM

KIT DUKE, CH EF FACILITIES OFFI CER, UN VERSITY OF ALASKA
ANCHORAGE, shared statistics related to facilities. She
spoke about the significance of having older facilities and
the need for maintenance expenses. The asset value of the
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buil dings is about $1.9 billion, with the replacenent val ue

much hi gher. About 30 percent of the operating and
mai nt enance budget goes to wutilities, which leads the
university to focus on conservation efforts. The cost of
energy has doubl ed. She stated that the university | ooks
for ways to save noney. She noted that there s
accountability in the facilities area wth annual
assessnents. There is a high priority for ~capita

reinvestnent in facilities.

3:09: 28 PM

Ms. Duke stated that the university has significant
estimated deferred nmi ntenance and renewal needs of over

$900 mllion. She hoped to receive adequate funding for
those needs and voiced appreciation for the noney the
university has already received for that purpose. It is a
better investnment to maintain, rather than reconstruct, the
bui | di ngs. I ndi vi dual canpuses nust neet naintenance
targets set each year and evaluate if the naintenance work
being done neets the desired objectives. The university

uses mai nt enance managenent software, which | essens the need
for energency repairs. She spoke of prioritizing work and
the benefits of accountability in her departnent.

3:12:48 PM

Ms. Redman pointed out that handouts 10 and 11 include
performance revi ew docunents.

3:14: 24 PM

MARY RUTHERFORD, PRESI DENT, UNI VERSI TY OF ALASKA FOUNDATI ON
reported on the anounts in the consolidated endowrent fund,
whi ch contains the university's Land Grant Trust Fund, as
well as the privately donated funds to benefit any of the
canpuses or prograns within the university. She i nfornmed
the Commttee that the fund had a | oss of around 24 percent
in FY 2009. Previously, the consolidated fund had about
$258 million in it; about $143 mllion in the Land G ant
Trust Fund, and approximately $116 million in the foundation
endownent fund. By June 30, FY 2009, the total was about
$202 mllion; $109 million in the Land G ant Trust Fund, and
about $93 nmillion in the foundation fund. She provided a
historic perspective of the fund, which has perforned at
around 8 percent over 21 years. The Land Grant Trust Funds
are used to fund the AU Scholars Program The private
endownent portion represents over 600 individual endowrents.
Over 90 percent are designated for specific purposes.

3:17: 05 PM

Ms. Rutherford stated that when the mnmarket declined an
appeal was nade to endownent creators asking for additional
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contri butions. In FY 2009 over $13 million was donated to
t he endowrents. Only two endowrents were unable to nake the
payout s.

Co- Chair Stedman asked about the inpact of |ower endowrent
payouts on the state budget.

3:19:46 PM

M. Dosch spoke about two noney sources, the endowrent
investnments and non-endowrent investnents, which are the
operating investnents. The endowrent investnents, or the
Land Gant Trust Fund, suffered a loss |ast year. The
primary spending distribution from that Trust Fund goes to
benefit the UA Scholars program as well as the Iland
managenent operations that generate dollars fromland sal es.
Endowrent | osses have not had an inpact on the Scholars
program or the |and nmanagenent operations, nor is an inpact
expect ed.

3:21:40 PM

M. Dosch discussed the non-endowrent funds which do
generate investnment incone. Those investnent earnings are
largely kept as a funding source for the budget.
Hi storically, there have been positive earnings; however,
not much is expected in the near future and reductions in
posi tions and expenses have been made. |In the |ast year the
portfolio was rebal anced.

3:23: 24 PM

Co-Chair Stedman assuned there was a novenent toward nore
liquid asset classes. He inquired what the payout rate was.
M. Dosch answered that the payout rate for the Land G ant
Trust Fund is 4.5 percent of a five-year, Decenber 31,
nmovi ng average. The board reduced that rate in April.

Ms. Redman underlined the point that the university has nade
a conscious choice to maintain the interest incone revenue
supporting statewide admnistration so that the canpuses
were protected fromthe market drop.

3:25:43 PM

M. Trubacz turned to accountability initiatives. He
expl ai ned that accountability is the cornerstone of finance
and adm nistration statew de. There are many audits. One
is done by a Japanese agency. He spoke of managenent
reviews done in October and in March. He referred to
handouts 10 and 11 which show trends and accountability from
the MAU s position. Statew de also goes through the sane
process.
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M. Trubacz related that in 2007, President Ham | ton wanted
a better look as to how statewide admnistration was
perform ng. Handout 12, "MacTaggart/Rogers Review of SW

Adm ni stration” cont ai ns t hat st udy. There IS
accountability by statewide to the MAU s and by the MAU s to
st at ewi de. In 2004 an Ad Hoc Committee on Accountability

and Sustainability was fornmed, which resulted in many
ef ficiencies and successful strategies.

3:30:16 PM

M. Trubacz concluded that there was al so accountability at
the academ c |evel. Each MAU is accredited using an on-
goi ng process. Many of the departnents al so have their own
accreditation process.

Co-Chair Stedman stated that the topic of the econom cs of
research woul d be taken up after a break

3:32:40 PM AT EASE

3:42: 36 PM RECONVENED

Chancel l or Rogers stated that the University of Al aska in
Fai rbanks is up about 5 to 6 percent in student credit hours
over last year wth the largest growh in the rura
canpuses. The College of Engineering and Mnes is up 20
percent in student credit hours. Rural canpus growh is
|argely due to the expansion of distance delivery. There
are five rural canpuses: None, Chukchi, Kotzebue, Kuskokw m
Bristol Bay, and Interior-Aleutians. The successes in rural
canpuses are due largely to the partnerships at the

community | evel. He shared exanples of None and Kotzebue
par t ner shi ps. He nentioned a contract with the MDowel |
G oup to review rural canpuses.

3:46:51 PM

Co- Chair Hof fman asked how the rural programin Fairbanks is
goi ng. He suggested that Bernice Joseph address the
questi on. He commented that there are a wde variety of

rural prograns.

3:47:19 PM

BERNI CE JOSEPH, VI CE PRESI DENT, RURAL COVMUNI TI ES AND NATI VE
EDUCATI ON, UNI VERSI TY OF ALASKA, inforned the Comm ttee that

the Rural Services Programat UAF is doing very well. It is
fully staffed and there are a record nunber of students this
year. The Rural Al aska Honors Institute (RAH ) also has a

record nunmber of participants. A study done by NSF a few
years ago showed that students who participate in RAH are
twce as likely to graduate with a BA
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Co- Chair Hof fman suggested that the program be represented
highly to the adm nistration. M. Joseph agreed.

Co- Chair Stedman pointed out that the Conmttee was aware of
the University's revenue inpact.

3:49: 34 PM

PAT PI TNEY, UNI VERSITY OF ALASKA, FAlI RBANKS, spoke about the
econom cs of research, which she terned as an industry
heavily funded by the federal governnment. She referred to
handout 9, "Research as an Econom c Enterprise" (copy on
file). In 2004 $43 billion was the amunt of revenue
generated from research done at universities. She pointed
out that research is a conpetitive industry. The
opportunities research provides students are significant.
The faculty is what nmakes an institution conpetitive.

3:51:19 PM

Ms. Pitney related that research is prioritized by the
regents' strategic plan and the state's research and
devel opnment plan required by SIR 44. The University of
Al aska, Fairbanks' core strengths also help set priorities.
The areas of core strength are the Geophysical Institute
School of Ocean Science, and Engineering, which are
nationally conpetitive for research noney.

3:53:14 PM

Ms. Pitney addressed earmarks, which account for about $5
mllion a year. An attenpt was nmade to reduce dependence on
ear mar ks.

Ms. Pitney related that in additional to federal funding

there are stimulus funds avail able, which account for |ess
than 10 percent. That will increase to 20 percent by the
end of the year. Ms. Pitney explained that the principle
investigators - the faculty that attract research dollars -
build the prograns. For every research faculty, five to
ei ght enployees are funded. This makes for a stable
wor kf orce of 2,300 research enpl oyees throughout the state.

3:56: 07 PM

Ms. Pitney enphasized the quality of the jobs. It is an
industry worth over $100 mnmllion. She described the
industry as a "noney nachine" that requires tending to.
Research provides potential for other businesses, especially
in the biological research area. She requested that
Chancel | or Rogers speak about the next |evel of research
activity.
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Chancel | or Rogers spoke about the wuniversity's role of
translating basic research into other econom c devel opnment

opportunities. There are several promsing areas such as
sudden infant death syndronme, traumatic brain injuries, cel
manuf act uri ng, and anti oxi dant properties  of Al aska

bl ueberri es.

3:59:27 PM

Chancel | or Rogers di scussed unmanned aerial vehicles and how
they can be used to nonitor forest fires, offshore fishing
vi ol ations, and honel and security operations. He spoke of
the software security and energy research. The university
is trying to find ways to apply the industry's products and
services and inprove Al aska's econony as a whol e.

4:01: 04 PM

Senator Ellis asked if any professor at any institution
could apply for research grant funding. M. Pittney replied
that that was accurate and it was happening statew de.
Senator Ellis asked if the three <city canpuses are
designated as research centers, as opposed to the rural

canpuses. Chancel l or Rogers replied that rural canpuses
focus on teaching and public service and nuch |ess on
research. A rural faculty can apply for grant-funded

research. The University of Al aska, Fairbanks generates 90
percent of conpetitively funded research proposals system
wi de.

4:02: 55 PM

ASHTON COWMPTON, STUDENT  REGENT, UNI VERSI TY OF ALASKA,
FAI RBANKS, said she was learning a |lot fromthe experience.

#
ADJ OURNVENT

The neeting was adjourned at 4:04 PM
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