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UAH

The University of Alabama in Huntsville
Management's Discussion and Analysis (Unaudited)

This section of The University of Alabama in Huntsville (“the University™) annual
financial report presents our discussion and analysis of the financial performance of the
University during the fiscal year ended Sepiember 30, 2003. This discussion has been
prepared by University management and should be read in conjunction with the financial
statements and the related footnotes. The financial statements, footnotes and this
discussion are the responsibility of University management.

Imtroduction

The University is a public research university that offers 60 degree-granting programs
that meet the highest standards of excellence, including 30 bachelor's degree programs,

| 8 master’s degree programs, and 12 Ph.D. programs through its five colleges:
Administrative Science, Liberal Arts, Engineering, Nursing, and Science. The University
is an autonomous campus within The University of Alabama System (“the System™).

The University received $52.7 million for extemnally funded projects during fiscal year
2003, Sponsors of research include federal and state agencies, academic institutions,
industry and private foundations. Research is conducted within the individual colleges
and through the University's 18 independent research centers, laboratories and institutes.
Major interdisciplinary research thrusts include: optics; propulsion; space physics and
astrophysics; earth system science; information technology; microgravity and materials;
mixdeling and simulation; biotechnology: nanotechnology; and systems engineering.

Located at the southern edge of the Appalachian Mountains, Huntsville 15 a national
center of aerospace and high technology research and development. It is home to the
MNational Aeronautical and Space Administration’s Marshall Space Flight Center, the U.5.
Armmy Aviation and Missile Command, and the U.S. Army Space and Strategic Defense
Command. The University is strategically located in Cummings Research Park, the
second largest university research park in the United States and home to numerous high
technology and research compamies,

New Accounting Standards

In June 1999, the Governmental Accounting Standards Board (GASB) released
Statement No. 34, Basic Financial Statements-and Managemeni s Discussion and
Analysis-for State and Local Governmenis, which established a new reporting format for
annual financial statements. In November 1999, GASB released Statement No.35, Basic
Financial Statements-and Managemeni s Discussion and Analvsis-for Public Colleges
ered Universities, which applies the new reporting standards to public colleges and
universities. The University adopted GASB Statement No. 37, Basic Financial Statement
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~ and Management s Discussion and Analvsis - for State and Local Governments;
Omnibus, and Statement No. 38, Certain Financial Statement Note Disclosures on
October 1, 2001,

Significant changes to the financial statements are as follows:

» Financial statemenis are presented to focus on the University as a whole.
Previously, financial statements focused on individual fund groups.

o The statement of net assels separates current from noncurrent assets and habilities
and classifies net assets into three categories: invested in capital, net of related
debt; restricted (nonexpendable/expendable); and unrestricted.

o The statement of revenues, expenses, and changes in net assets distinguishes
operating from nonoperating revenues and expenses. Ceriain significant revenues
relied upon for fundamental operational support of the core instructional mission
of the University, including state appropriations, private gifts and investment
income, are mandated by GASB Statement No. 34 1o be reported as nonoperating
revenues, Previously, there was not a concept of operating income or loss, and
state appropriations and investment income were appropriately matched with the
associated expenses,

* The statement of cash flows distinguishes the University’s cash flow activity into
four categories: operating activities, noncapital financing activities, capital and
related financing activities and vesting activities. Previously, a cash flow
statement was not required.

# Payments made directly to students continue to be classified as scholarship and
fellowship expenses. All scholarships and fellowships were previously classified
as expenses. Scholarship allowances applied 1o student accounts are now required
to be presented as an offset 1o twition and fees, and auxiliary revenue. Scholarship
allowances applied to student accounts reduced both operating revenue and
operating expense in the statement of revenues, expenses, and changes in net
assels,

GASB Statement No.37, Basic Financial Statements - and Management's Discussion and
Analysis — for State and Local Governments: Omnibus, and Statement No.38, Certain
Financial Statement Note Disclosures were also adopted by the University on October 1,
2001, Statement No,37 clarifies guidance to be used in preparing management’s
discussion and analysis and Statement No, 38 modifies, adds and deletes various note
disclosure requirements.
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Financial and Enrollment Highlights

Total net assets increased 8. 1% primarily due to nonoperating capital projects funded
by extemal sources and increases in tuition and imvestment income.,

Private gifts and federal funds supported $4.8 million in capital projecis. The
Lniversity has been successful in obtaining external funding for a number of major
capital projects, as follows:

% A high bay facility was acquired through a gift purchase. This will
significantly enhance the University's research and educational opportunities,

< A 65,000 square foot building. Shelbie King Hall, was also acquired through a
gifl purchase.

Federal operating revenues increased by 2.2 million, or 5.5% due primarily to
additional NASA funding. Extemnal funding of $52.7 million decreased 9.8% as
compared to the prior vear. In the prior vear, the University received over $9 million
in non-recurming federal funds for a capital project, the National Space Science
Technology Center Annex.

Operating revenue increased 6.3% primarily due to increases in tuition revenues,
extermally funded contracts and grants activity and revenues generated from the
operation of the new residence hall and the fitness center.

Compared to prior vear, full time equivalent students increased 6.3% and degrees
conferred increased by 5, 1%.

Equivalent Full-time Student Enrollment (FTE)

1999 2000 2001 2002 2003

Undergraduatd 3582 3600 3756 3804 4142
Graduate 724 722 714 805 855
Total

FTE calcufaiod using ACHE formula; Undargraduatn credil howr producticn (chp i 15;
gracuate | chp12; gracuate Il chpd.
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Historical Fall Headcount by Earned Hours

1999 2000 2001 2002 2003

Graduates 1261 1343 1268 447
Senlors 1327 1251 1395 1335 1327
Jumigrs 2933 985 1052 1034 1106
Sophomores 205 BEE Ba2 045 a72
Freshmen 2065 1679 1309 1310 1484
Ohhers 383 437 828 974

Total

Degrees Conferred
1999 2000 2001 2002 2003

Bachalor's 674 673 646 135 BO7
Master's 285 263 an 269 258
Doctorale 31 29 3 24 21
Certificate 19 11 12 11 17

Total 1009 1006 a5 1045 1103

s  Appropnations for operations of $37.1 mullion were received in fiscal year 2003
from the State of Alabama, an increase of approximately $524,000 or 1.4% from
the previous fiscal year.

Statement of MNet Assels

The statement of net assets presents the assets, liabilities, and net assets of the University
as of the end of the fiscal year. The purpose of the statement of net assels is o present a
fiscal snapshot of the University to the readers of the financial statements. The statement
of net assets presents end-of-vear data concerning assets (current and noncurrent),
liabilities (current and noncurrent), and net assets (assets minus liabilities).

The statement of net assets provides a summary of assets available to continue the
operations of the institution.  The statement also shows how much the institution owes
vendors, investors and lending institutions, Finally, the statement of net assets provides a
picture of the net assets (assets minus liabilities) and the availability for expenditure by
the institution.

Met assets are divided into three major categories. The first category, invested in capital
assets, net of related debt, provides the institution’s equity in property, plant and
equipment owned by the institution. The next asset category is restricted net assets,
which is divided into two categories, nonexpendable and expendable. The corpus of
nonexpendable restricted resources, available for expenditure, 15 recorded as restricted
nonexpendable. Restricted expendable restrnicted net assets are available for expenditure
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by the institution but must be spent for purposes as determined by donors or external
entities that have placed a purpose restriction on the use of the assets. The final category
15 unrestricted net assets, which are available to the institution for any lawful purpose of
the institution. Many of the University’s unrestncted net assets have been designated or
reserved for specific purposes such as: repairs and replacement of equipment, capital
projects, fulure debt service, quasi-endowments, insurance reserves, research centers and
instructional departments.

A summanzed comparison of the University’s assets, habilities and net assets:

Summary of Statements of Met Assaets

2003 2002
Current assets $ 42633810 5 36,768,566

Moncurment assels:
Endowment, life income and ather investments 30,096, 379 28,012 633

Capital assets, nel 119,715,871 115,835,545
Oither 1,789,413 2,295 196
Total assols 1894, 245 473 182,711,840
Currenl labilities 21,572 A58 19,381,399
Mancurrant liahilities 48 621 057 48 624 203
Total liabilities 70,193,513 66,005,602 |
[Met assats
Invested in capital assets, net of related debt 71,489.473 6,814, 746
Rastriciad 7,175,037 6,802,645
Unrestricted 45387450  30.088.947
Total net assets 5124,051,960 5114,706,338

%

The University's total net assets increased 8.1%., The University's investments in capital
assets, net of related debt, increased $2.7 million primarily due to acquisition of
nonoperating capital projects funded by the federal government and private gifis. The
increase in restricted net assets of $372,392 reflects the increase in market value of
investments held for endowment purposes. Uinrestricted net assets increased $6.3 million.
Although unrestricted net asscts are not subject to externally imposed stipulations,
substantially all of the University's unresiricted net asseis have been designated for
capital projects, as well as various academic and research programs and initiatives.
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Capital Assets

At September 30, 2003, the University had approximately $230.6 million invested in
capital assets and accumulated depreciation of $110.8 million. Depreciation charges for
the current year totaled $9.2 million compared to $8.5 million in the prior year.

The following table summarizes the University”s capital assets, net of accumulated
depreciation, as of Septembser 30:

Capital Assets, Net
2003 2002
Land 8 3377 § 2226932
Land improvements and mfrastruciure, net 1,009, 644 859,980
Buildings, net 938,501,835 95,778,512
Equipment, net 12,544 828 12,617 916
Library books, net 4,282,347 4,151,206
Total capital assets, net $ 119,715,871 § 115,635,545

Major capital expenditures during the year ended September 30, 2003, included the
acquisition of Shelbie King Hall building and high bay annex of Olin B. King
Technology Hall. Funding for these projects was provided by a combination of private
gifts and University resources.

Addmtional information about the University’s capital assets is presented in Note 5 to the
financial statements,
Bonds, MNotes, and Capital Leases

The following table summanzes outstanding long-term debt by type:

Bonds, Notes, and Capital Leasos

2003 2002
Bonds 5 49836000 5 49421000
Mortgages payable 40,237 44,071
Lease obligations 363,002 485,086
Total debt outstanding $ 50,230,329 § 49,950,157
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Principal and interest on these revenue bonds are collateralized by a pledge of revenues
produced by student housing and student tition and fees.

Statement of Revenues, Expenses, and Changes in Net Assets

Changes in total net assels as presented on the statement of net assets are based on the
activity presented in the statement of revenues, expenses, and changes in net assets,
which presents the University's results of operations. The purpose of the statement 15 o
present the revenues received by the University, both operating and nonoperating. and
expenses paid by the University, operating and nonoperating, and any other revenues,
expenses, gains and losses received or expended by the University. Annual state
appropriations are considered nonoperating revenues according to generally accepted
accounting principles, while the funds are used 1o suppon the operations of the
University.

A summarized comparison of the Umiversity s revenues, expenses and changes in net
assets 15 as follows:

Summary of Statements of Revenues, Expenses, and Changes in Mot Assols
2003 2002
[Operaling revenues:
Tuition and feas 5 28,161,025 5 25169513
Less: scholarship allowances B, 544,827 5618793
Tuition and fees, netl 21,616,198 19,550,720
Fadaral, stata and private grants and contracts 45,991,963 44 816,985
Sales and services of educational depariments 2,686,355 2,521,637
Auixifiary, net 4,111,973 3,077,019
T4 4046 489 69 266 381
|Operating expensas 110,479,899 104,808,057
Oparating loss (36,073,410} (34 841 695)
[Monoperaling revenues (expenses).
Siale appropriations 37,112,378 36,588 114
Private gifts 1,912.437 2,268,584
Met investment income 3777722 201 227
Loss on disposal of capital assels (121,520) (448 BG3)
Interest expense {2,040,691) (2,312 98T)
Capital stale appropriations . 807 458
Capital gifts and granis 4,777,706 11,288,368
Net nonoperating revenues 45,419,032 48,581,842 |
Increasa in net assats 8 345 622 13,740,246
Mei assets, beginning of year 114,706,338 100,966,092
MNel assets, end of year 5 tidlﬂﬁi_ﬁﬁ-ﬂ 51 14lmﬁ|33-a
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The University receives grant and contract revenue from federal, state and local
governments and private agencies. These funds are used to further the mission of the
University: research, education, and public service. These funds were received in
exchange for services performed and are recorded as operating revenues. The following
is an illustration of the breakout of the funding sources for operating grant and contract
revenue:

Detall of Federal Operating Revenue
2003 2002
MNational Aeronautics and
Space Administration § 21460686 S 19,620863
Cepartment of Defense B8.522.842 89,325,349
Mational Science Foundation 3,387 666 3,925,690
Department of Education 4. 448251 3,549 894
Other 4,771,733 3,968,675
Total § 42,592,178 5 40,390,471
The following is a comparnison of the University’s operating expenses:
Operating expenses (by functional classification)
2003 2002
Instruction 2 3487081 5 31216288
Resaarch 36,256,240 35,142,193
Pubdic service 2614 894 1,441 379
Academic support 4,224 330 4,030,532
Sludent sarvicas 7,379,666 6,221,870
Institutional support 8,052,078 8,825,261
Operations and maintenance of plant 6,650,125 6,441 468
Scholarships and fellowships G645 255 730,533
Auxilkary enterprises 2,939,869 2,235,883
[Depreciation 8,230,277 8,520,650 |
Total operating expenses 5 110479899 5 104,808,057
Operating expenses (by natural classification)
Compensation and banefits § 74400579 5 67.168.614
Supplies and services 26,203,784 28,388,260
Deprectation 9,230.277 8,520,650
Scholarships and lellowships 645 2589 730,533

Total operating expenses § 110,479,899 § 104,808,057

10
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Economic Factors That Will Affect the Future

The University's state appropriations have not kept pace with the amounts recommended
by the Alabama Commission on Higher Education (ACHE). The University is currently
funded at about 39% of the ACHE funding recommendation. The current economic
projections for the State of Alabama indicate that shortfalls in tax collections that support
higher education will continue without tax reform.

The University continues to attract federal grant and contract revenue. Over 70% of the
University's federal research revenue comes from two agencies: the National
Acronautical and Space Administration and the Department of Defense. The outcome of
the federal budget process has important ramifications for the University s research
budget.

The University’s achievement in recent years in obtaining private and federal support is a
testament 1o the high regard in which the University is held. The level of support
underscores the continued confidence among donors and grantors in the quality of the
Universitys programs and the importance of its mission.

The University must have a balanced array of many categories of facilities to meet its
education, research and public service goals and continues 1o assess ils long-term capital
requirements. Support for the University”s recent capital expenditures has been provided
primarily from federal funds, bond issues repaid through student rental and facility fees,
and gifts.

FINANCIAL REPORT 2003
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THE UNIVERSITY OF ALABAMA IN HUNTSVILLE
STATEMENTS OF NET ASSETS
September, 2003 and 2002

Assets
Current Asseis:
Cash and cash equivalents
Cipermting investmienls
Accoums receivable, net
Oiher currem assels
Toan] current asscis

Moncurmenl Asseis:
Restricted cash and cash equivalents
Endowment invesimenis
Investments for capatal activities
{::up|El| asselE, nel
Oiher noncurrent asseis
Total nopcurrent assets
Total Assels

Liabilities and el Assels
Current Linhalities:
Apcoums payable and acerwed liakdlities
Diefemed revenues
Current portion of long-term debi
Depiiats held for others
Total current lahalities

Moncurment Lighalities:
Long-term debt
Tmal noncurrent labilies
Total Linbblities

Met Assets:
Investad in capital assets, net of related debs
Restricted:
Monexpendable
Expendable
Unresirieted
Total Met Assets
Twinl Linbilitics and Net Asseis

Sew accompanyeng notes b0 faencial statements

2003 2002

£ 15,143,060 12,045,110
14,600 003 9,997 Hivd
0,240 6032 11,627,074
3.561,905 3,098,703
42633810 36, ThE S
B2 646 I.358,058
456,836 3,090 594
26,0146, 597 23,554,977
119,715,671 115,635,545
1700413 2,205,106
151,61 1663 145,043,374

5 194,245,473 182,711,940
5 7,760,487 872820
11,832,449 0,043,212
1,618,272 1,325,954
61,248 284,007
AT 456 [CETTEL:
48,621,057 48,624,203
JE.621,087 48.624.203
T4, 103,513 63,013,612
71480473 68 814, Tdb
1,762,703 1,765,500
5412334 5,037,145
45,387 450 39,088,047
124,081,960 114,706,338

§ 194245473 182,711,940

FINANCIAL REPORT 2003
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THE UNIVERSITY OF ALABAMA IN HUNTSVILLE
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
Years Ended September 30, 2003 and 2002

2003 2002
Operating Hevenues
Tunkicn and fees % MM16),025 5 X5 16W513
Less: schodarship albowances (6,544,827} (5.618,793)
Tuition and fees, net 21,604,198 15,550,720
Girnmis amd coniracis
Federal 42,502,178 039047
Stale 971415 T, 705
Private 1ATEITH 36T, B
Sales and serviges of educational depariments 2 GRH 355 2,521 637
Ausiliary, mel of $295 868 in 2003 and $263,207 in 2002 of scholarship allowances 4,111,973 1077019
Toial Operating Hevenues Tl B 8T HULOGE 6]
Oiperating Expenses
Compeisation and benefils T4, 400 579 AT 168,614
Suipphics and fervices 26,203,754 ZH_ARH 25
Depreciation 230277 3.520.650
Scholarships and fellowships 645250 THL51]
Total Dperating Expenses 110479809 104 808,057
Diperating loss (36,073,410) (34,841 H546)
Monoperating Hevenues (Expenses)
Sinte approprinbions ITA12.3TH L SEE 14
Privaie gifis 1913437 1168584
Mot investmen income E e e i Al
Liss o disposal of capital assets i 121.520) (448 RO}
[niereat experise (2040651 ) (2,312 987)
Mot Monopernting Revenies 40641 3240 i 326075
Capiial sinte npperoprintions - 907 498
Capital giits and grants 4,777,706 11288360
45419032 48,581,042
Inerease in net asscts 0.345622 13740 2416
Met Assels, Begmning of Year 114,76, 338 | EHD Sl 1 2
Nel Assets, End of Year 5 124,051,960 § 114706338

See pocompanying notes 1 financial sislements
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THE UNIVERSITY OF ALABAMA IN HUNTSVILLE
STATEMENT OF CASH FLOWS
Years Ended September 3, 2003 and 2002

Cash Flows from Operating Activities
Stulent twition and fees
Federal grants and contracts
State grants and comracts
Private grants and contracts
Siales pnd services of educational and other departmenta] achivities
Auxiliary emerprises
Paymenis to suppliers
Payments to ermployees and related frnges
Payments for scholarships amil fellowships
Oher receipts, net
Net Cash Used im Operating Activithes

Cash Flows from Investimg Activities
Imierest and dividends on invesimenls, mel
Procesds from sabes and maxurties of invesimenis
Purchise of investments
Mei Cash Used In Invesiing Activithes

Cush Flows from Capiial and Related Financing Activities
Proceeds from tssuance of bonds

Principal refinanced

Bomd ssuance cost

Stabe capital appropriations

Capital gifts, grunts and contracls

Purchase of capital assets

Principal payments an capital debd

Imterest payrnenis oo capatal debi

Mt Cash Used I Capltal and Related Financing Activithes

Cash Flows from Noncapital Financing Activities
State elucational appropriaiions
Privale gifls
Student direct leruding receipts
Stwdent direct lending dishbursements
Amounts received rom alfilimbed
Amounts paid 10 affiliates
Nt Cash Provided by Noncapital Finnncing Activities

Poel morepse (decrense) in cash and cash equivalents

Cash pnd Cash Equivalents, Beginning of Year
Cash and Cash Equivalenis, End of Year

See accompanying nobes 1o financial stsiements

2003 2002
3,377,659 2402477
45352 248 40,112,918

14626, 636 T3R,357
2566414 1621,155
24671506 2.404,752
4,311,388 31.290,9238
(26,072 616) (25,956, 260)
(74,447, 705) (65, BOR D00
(1, 000,138) (63K, 582)
. 31,548
{12.325,698) (25,511,627)
ke B 1,442,304
TART OR6 6,436,121
{14078, S6R) (23,477,304
(3.712.860) 15,508,703
21548 230 8601 650
{ 20,500,000 ) 4
{1 (hdE 23140 (3R3,65T)

- 0T 408

3,143,361 9.97K, 208
{10054,271) [24,60],805)
(1.325673) (1140062 )
(2.171,254) (2.1 20,2200
{10.387,837) (8,759.869)
37,112,378 36,588,114
|#13.427 2,268,584

I 2,352 405 11,524,708
i 12.686,538) (101,324, T08)
296,144 92,367
BT (66,232)
34.ThE523 38,882,833
2342528 {10,987 ,456)
[3.403,178 24,350,634
15,745,706 313403178

FINANCIAL REPORT 2003
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THE UNIVERSITY OF ALABAMA IN HUNTSVILLE
STATEMENT OF CASH FLOWS = Continued
Years Ended September 30, 2003 and 2002

2003 2002
Reconciliation of Operating Loss o Net Cash Used in Operating Activities
Operaimg loss 5 (M0O73AI0) 5 {34.B41,6596)
Adjusimenis to reconcile operating loss 1o ned cash used in operating
actuyities;
Diepreciation expense O30 37T B520 650
Changes in allowance for doubtil accounts {69 865) ER.000
['.h:mu::. o pssels and labilites:
Accounis reccivable; net LIT9.9400 (T4EE12)
Other current psscls (465, 85T9) [ &4 5T
Accounts payable and acersed Habilities B3.952 (61,234)
Deferred revenucs 1. 789237 1. 416,576
Met Cash Used in Oiperating Activitbes 5 (22 125.0648) 5 (25.511.627)
Supplemental Moncash Activities Information
Liass om disposal of capital assels 5 121,520 5 JAE KA1
Gifft of capital assels 4374968 213,04
Capital pssets scquired with a labiliy ot year end 12687 LRI LR e

See accompanying noles o (inancial sislements

16 FINANCIAL REPORT 2003



UAH

THE UNIVERSITY OF ALABAMA I'N HUNTSVILLE
Motes to Financial Statements
Year Ended September 30, 2003

Note | = Organization and Summary of Significant Accounting Policies

Financial Reporting Entity - The University of Alabama in Huntsville (the University)
15 one of three campuses of The University of Alabama System (the System), which is a
discretely presented component unit of the State of Alabama. The financial statements of
UAH are intended to present the financial position, changes in financial position, and the
cash flows of only that portion of the business type activities of the financial reporting
entity of The University of Alabama System that is attributable to the transactions of
UAH. The financial statements include individual schools, colleges and departments, and
certain affiliated operations determined to be a pant of the University s financial reporting
entity.

Scope of Statements - The University is affiliated with the University of Alabama
Huntsville Foundation (UAHF) and the Eminent Scholar Foundation. The University is
not financially accountable for these organizations; therefore, they do not constitute
component units under the provisions of Government Accounting Standards Board
(GASB) Statement No. 14, The Financial Reporting Encity.

UAHF was orgamized exclusively for charitable, scientific, and educational
purposes in order 1o benefit the University, It is governed by a 32 member Board
of Trustees and is not subject to direct control of the University, UAHF made
distributions in support of the University, which totaled approximately 52,500,000
in 2003 and $3,900,000 in 2002. Total assets were approximately $29,730,000 at
September 30, 2003 {unaudited), compared to 527,500,000 in 2002. Total
liabilitics were approximately $520,000 at September 30, 2003 (unaudited),
compared 1o $1,800,000 in 2002. Total net assets were approximately
529,210,000 at September 30, 2003 (unaudited), compared to 525,700,000 n
2002,

The Eminent Scholar Foundation®s purpose is to operate exclusively for the
benefit of the University. It has 5 board members. Total assets and net assets
were approximately 52,420,000 at September 30, 2003 (unaudited), compared to
£2,200,000 in 2002, The foundation did not have any liabilities at September 30,
2003 and 2002,

Basis of Accounting: For financial reporting purposes, the University is considered a
special-purpose government engaged only in business-type activities as defined by GASB
Statement No. 35, Business-type activities are those that are financed in whole or in part
by fees charged to external parties for goods or services. Accordingly. the financial
statements of the University have been prepared in accordance with generally accepted
accounting principles, including all applicable effective statements of the GASB and all
statements of the Financial Accounting Standards Board through November 30, 1989,
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using the economic measurement focus and the accrual basis of accounting. Under the
accrual basis, revenues are recognized when camed, and expenses are recorded when an
obligation has been incurred.

GASB Statement No. 35, Basic Financial Statements — and Management s Discussion
and Analysiz — for Public Colleges and Universities, an amendment of Statement No, 34,
Basic Financial Statements — and Management 's Discussion and Analvsis — for State and
Local Governmenis, was adopted by the University on October 1, 2001, Statement No,
35 established a fundamentally new financial reporting model for all public colleges and
universities. Financial reporting requirements include a management’s discussion and
analysis; basic financial statements consisting of a statement of net assets, a statement of
revenues, expenses and changes in net assets and a statement of cash flows; and notes to
the financial statements.

Statement No. 35 requires the recording of depreciation on capital assets, acerual or
deferral of revenue associated with certain grants and contracts, accrual of interest
expense, accounting for certain scholarship allowances as a reduction of revenue,
classification of federal refundable loans as a lability, and capitalization and depreciation
of equipment with a sponsor reversionary mterest.

GASB Statement No. 37, Basic Financlal Statements — and Management s Discussion
and Anafvsis - for State and Local Governments; Omnibus, and Statement No., 38,
Certain Financial Statement Note Disclosures were also adopted by the University on
October 1, 2001, Statement No. 37 clarifies guidance to be used in preparing
management's discussion and analysis and Statement No. 38 modifies, adds and deletes
various note disclosure requirements.

Met Assets — GASB Statement No, 35 reports equity as “MNet Assets™ rather than “Fund
Balance.” Net assets are classified into the following four categories according to
external donor restrictions or availability of assets for satisfaction of University
obligations:

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

o Restricted:

Nonexpendable - Net assets subject to externally imposed stipulations that
they be maintained permanently by the University. Such assets include the
corpus of the University's permanent endowment funds.

Expendable — Net assets whose use by the University 1s subject to externally
imposed stipulations that can be fulfilled by actions of the University pursuant
to those stipulations or that expire by the passage of time.

18
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e  Unrestricted: Net assets that are not subject to externally imposed stipulations.
Unrestricted net assets may be designated for specific purposes by action of
management or may otherwise be limited by contractual agreements with outside
partics. Substantially all unrestricted net assets are designated for academic,
research, and capital programs.

Cash and Cash Equivalents: For purposes of the statement of cash flows, the
University considers all highly liquid investments with an original maturity of three
months or less to be cash equivalents. Cash equivalents representing assets of the
University's endowment, life income, and other long-term investments are included in
the noncurrent investments calegory.

Investments: Investments are reported at fair value. Investment income, including
changes in the fair value of investments, is reported as revenue (expenses) in the
statement of revenues, expenses, and changes in net assets.

Accounts Receivable: Accounts receivable consist primarily of wition and fees charged
to students and amounts due from the federal government, state and local governments,
or private sources, in connection with reimbursement of allowable expenditures made
pursuant to the University’s contracts and grants. Accounts receivable are recorded net of
estimated uncollectible amounts.

Capital Assets: Capital assets are recorded at cost at the date of acquisition, or fair value
at date of donation in the case of gifis, less accumulated depreciation. For equipment. the
University's capitalization policy includes all items with a unit ¢ost of 52,000 or more
and an estimated useful life of greater than one year. Renovations (o buildings,
infrastructure and land improvements that significantly increase the value or exiend the
useful life of the structure are capitalized. Routine repairs and maintenance are charged
to operating expense in the year in which the expense was incurred.

Capital assets acquired through federal grants and contracts where the federal
government retains a reversionary interest are capitalized and depreciated. Interest costs,
net of any related investment earnings, for certain assets acquired with the proceeds of
tax-exempt borrowings are capitalized as a component of the cost of acquiring those
assels.

Depreciation of buildings and building improvements (5-50 vears), land improvements
and infrastructure (10 years), library collection { 10 years), and inventoried equipment {5-
8 vears) is computed on a straight-line basis. The University computes depreciation for
certain buildings and building improvements using a componentized method.,

Deferred Revenues: Deferred revenues consist primarily of amounts received for fall

student tuition and fees that are not eamed until the next fiscal year. Deferred revenues
also inclede amounts received from grant and contract sponsors that have not yet been

camed.
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Revenues: The University’s policy for defining operating activities as reported on the
statement of revenues, expenses, and changes in net assets are those that generally result
from exchange transactions such as payments received for providing services and
payments made for services or goods received. Nearly all of the University's revenues
are from exchange transactions. Certain significant revenue streams relied upon for
operations are recorded as nonoperating revenues, as defined by GASB

Statement No. 35, including state appropriations, gifts and investment income.

Auxiliary enterprise revenues are primarily generated by University Housing,

Revenues received for capital activities are considered neither operating nor nonoperating
activities, and are presented after nonoperating activities on the accompanying statement
of revenues, expenses, and changes in net assets.

Scholarship Allowances and Student Ald: Scholarship allowances applied o student
accounts are recorded as an offset to student tuition and fees and auxiliary revenue.
Payments of financial aid made directly to students continue to be classified as
scholarship and fellowship expenses. Scholarship allowances applied to student accounts
reduced both operating revenue and operating expense in the statement of revenues,
expenses, and changes in net assets.

Internal Sales Activities: All internal sales activities to the university departments from
sales and service units (motor pool, postal services, telecommunications, ete.) have been
eliminated in the accompanying financial statements,

Compensated Absences: The University accrues annual leave for employees at rates
based upon length of service and job classification and compensatory time based upon
job classification and years worked.

Endowment Spending: For donor restricted endowments, the Uniform Management of
Institutional Funds Act, as adopted in Alabama, permits The Board of Trustees of the
University of Alabama (the Board) to appropriate an amount of realized and unrealized
endowment appreciation as the Board determines to be prudent. The University’s policy
15 1o retain the endowment realized and unrealized appreciation within the endowment
after the spending rate distributions. The Board approved a spending rate for the fiscal
years ended September 30, 2003 and 2002 of 5.0% of a moving three-vear average of the
market (unit) value.

Use of Estimates: The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management 1o
make estimates and assumpiions that affect amounts reported in the financial statements
and accompanying notes. Actual results could differ from those estimates.

Income Tax Status: The University has a tax determination letter from the Internal
Revenue Service stating that the University qualifies under the provisions of Section
501{cK3) of the Internal Revenue Code and is exempt from federal income taxes.
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Note 2 — Cash

The Board approves, by resolution, all banks or other financial institutions utilized as
depositories for University funds. Prior to approval, each proposed depository must
provide evidence of its designation by the Alabama State Treasurer as a qualified public
depository under the Security of Alabama Funds Enhancement Act (SAFE). From time
o time, the Board may request that the depository provide evidence of its continuing
designation as a qualified public depository. The enactment of the SAFE program
changed the way all Alabama public deposits are collateralized. In the past, the bank
pledged collateral directly to each individual public entity. Under the mandatory SAFE
program, ¢ach qualified public depository (QPD) is required to hold collateral for all its
public depositones on a pooled basis in a custody account established for the State
Treasurer as SAFE administrator, In the unhkely event a public entity should suffer a
deposit loss due 1o QPD insolvency or default, a claim form would be filed with the State
Treasurer who would use the SAFE pool collateral or other means to reimburse the loss.

As of September 30, 2003 and 2002, the University had cash and cash equivalents
witaling $15.745.706 and 513 403,178, respectively, Included in the amounts are deposits
with trustees held for reserves, which totaled $602,646 in 2003 and $1,358,05% in 2002.

Note 3 = Investments

The University invests its endowment funds in accordance with applicable limitations set
forth in gifi instruments, Board guidelines, or applicable laws. Also certain bond
indentures require the University to invest the amounts held in specific construction
funds, redemption funds, and bond funds i federal securities, eligible certificates, or
eligible investments.

Al September 30, 2003 and 2002, the University’s investments included custodial credin
risk category | investments (investments that are insured or registered, or securities held
by the University or its agent in the University’s name) and other investments not
categorized by risk category as follows:

FINANCIAL REPORT 2003 21



UAH

2003 2002
[Categaory |
Time deposits 5 123123 § 121,884
.5, Treasury and agency obligations 45,113 25,247
Money markel 5354 28,016
[Mot categorized:
Mutual funds 7,500,820 7408887
Syslem Intarmediale Fund 15,620,484 14,9286 508
System Prime Invesiment Fund 17,391,096 11,005,386
Pooled Endowment Fund 3,456,836 3,046,336
Tolal Investments 3 44142 826 S 36,652,244

Certain endowment and similar funds are invested and administered in a common
investment pool {Pooled Endowment Fund) established by the Board. At September 30,
2003 and 2002, respectively, the combined investment pool had total investments of
approximately $580.585,000 and 5485,695,000 at fair value, and approximately
5623,912,000 and 3618,089,000 at cost.  Assets of the investment pool are pooled on a
fair value basis and consist of cash, U8, Treasury and agency obligations, corporate debi
securities, corporate equity securities, mutual funds, and real estate funds. The average
annual yields for the fiscal years ended September 30, 2003 and 2002, respectively,
excluding gains and losses, on pooled investments amounted to 2.45% and 2.83% of 1otal
investments al fair value, or 2.1 1% and 2.38% of total investments at cost. The average
annual yield for the fiscal years ended September 30, 2003 and 2002, respectively,
including gains and losses, on pooled investments amounted to 18.74% and -9.79% of
total investmenis at fair value, or 16.129% and -8.21% of total investments at cost. The
System report contains further disclosure regarding this common investment pool.

In July 1998, the Board established the Prime Invesiment Fund, a common investment
pool through which the three campuses of the System can invest certain operating funds
that are associated primarily with long-term expenses. At September 30, 2003 and 2002,
respectively, the combined investment pool had total investments of approximately
5456, 144,000 and $387,063,000 at fair value, and approximately $449 952,000 and

443 687,000 at cost. Assets of the Prime Investment Fund are pooled on a fair value
basis and consist of U.S. Treasury and agency obligations, corporate debt securities,
corporate equity securities, and money market funds. The average annual yield for the
fiscal vears ended September 30, 2003 and 2002, respectively, excluding gains and
losses, on pooled investments amount 1o 2.75% and 2.94% of the total investments at fair
value, or 2.60% and 2.60% of the total investments at cost. The average annual yield for
the fiscal years ended September 30, 2003 and 2002, respectively, including gains and
losses, on pooled investmenis amounted to 17.00% and -8.69% at fair value, or 16.07%
and -7.67% of the total investments at cosl.

In September 2001, the Board established the Intermediate Fund, a commen fixed income
investment pool through which the three campuses of the System can invest certain
operating funds that are associated with anticipated expenses in the two to four year time
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frame. At September 30, 2003 and 2002, respectively, the combined investment pool had
total investments of approximately $349,272,000 and $311,993,000 at fair value, and
approximately 5340563 000 and 301,476,000 at cost. Assets of the Intermediate Fund
are pooled on a far value basis and consist of U5, Treasury and agency obligations,
corporate debt securities, and money market funds, The average annual vield for the
fiscal years ended September 30, 2003 and 2002, respectively, excluding gains and
losses, on pooled investments amounts to 4.78% and 5.23% of total investments at fair
value, or 4.92% and 5.33% of the total investmenis at cost. The average annual yield for
the fiscal vears ended September 30, 2003 and 2002, including gains and losses, on
pooled investments amounts to 4.97% and 8.80% of the total investments at fair value, or
5.10% and 8.96%0f the total investments at cost.

Mote 4 — Accounts Receivahle

The composition of accounis receivable is summarized as follows:

2003 2002
Tuition and feas (net of allowance for doubtil accounts of 3314945 in 2003 & 2284102 % 2.037.850

and S368,306 in 2002)

Auxiliary enlerprises and other operabing activities 50,203 59,023
|Federal, state, and private grants and contracts (net of alowance for doubiful

accounts of 5237 052 in 2003 and 5253,556 in 2002) 6,881,683 9,513,154
|Cther 43,704 17,047

ket accounts receivable -] BIESB.E-EE -] 11.52?ID?4

FINANCIAL REPORT 2003 23



UAH

Note 5 — Capital Assets

Capital assets activity for the vears ended September 30, 2003 and 2002 is summarized as

follows:
Oclober 1, Seplember 30,
Land 5 2226932 5 1150285 3 . & 33T
Land improvemeanis and imfrastructura 4. 342 785 64 276 - 4 707,071
Buildings and building improvements 145,935,517 7,357,043 . 153,292,560
Equiprmant 46,927 871 3,498,862 [2.157.116) 48,269,617
Equipmeant under capital lease 745,040 - - 745,040
Library books 19,090,451 1,061,658 - 20,161,109
Total cosl of capital assals 218,277,606 13,432,124 (2,157.116) 230,552,614
Less accumulated depreciation 103,642,061 9.230.278 (2,035.596) 110,836,743 |
Capital assals - nat 2 15635545 5 4201846 5 (1215200 § 119.7158M1
Oelobar 1, Seplembear 30,
Land s 2,176,036 & 50806 & - § 2226932
Land improvements and infrastruciurne 4, 380 548 98,656 (145,409) 4 342 T95
Buildings and buildings improvements 126,511,874 19,423,643 - 145,935,517
Equipment 44 283 270 5,341,650 (2,697 040) 46,927 871
Equipment undeér capial laase 745,040 - - 745,040
Library books 18,198,794 200,657 il 19.009.451
Total cost of capital assels 196,304,562 25,815,502 (2842458) 219277 606

96, 264,395 8.520.650 1,142,984 103,642,061

= 5__ 8520550  (1142084) 103642061
§_100.040.167 5 17,294,852 § (1699.474) § 115635545

Less accumulated depreciation
Capital assets - nel
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Note 6 — Long-term Debit

Long-term debt activity for the years ended September 30, 2003 and 2002 is summarized

as follows:
Dctober 1, Maw Principal Seplambar 30,
| Type/Supported by 2002 Debl, net Repayment 2003
Bonds:
Student housing revenue  $20,321,000 § - 8 670,000 § 19,651,000
General leg revenue 29,100,000 1,335,000 250,000 30,185,000
Mortgage payable 44,071 - 3,834 40,237
Lease obligations 485,088 - 121,854 _363.!]92
Total debts 49950157 5 1335000 5 1045828 50,239,329 |
Less currani porion 1,325, 954 1,618,272
Total long-term debt E#E.EE‘#JUE 3 48,621,057
October 1, Mew Principal September 30,
| Type/Supported by 2001 Dbt Rapayment 2002
Bonds;
Student housing revenua $11.466.000 5 9370000 35 515000 § 20,321,000
General fee revenise 289,575,000 - 475,000 28,100,000
Morlgage payable 50,851 - 6,780 44,071
|Lease obligations 628,368 . 143 282 485 086
41,720,219 5§ 9370,000 5 1,140,062 489,250,157
Less current portion 1,140,049 1,325,954
Total long-term dabt $40,580,170 § 48,624,203

During the year ended September 30, 2003, new debt was acquired from refinancing
bonds that lowered interest rate and avoided future balloon payments, Principal and
interest on these revenue bonds are collateralized by a pledge of revenues produced by
student housing and student tuition and fees. Debt obligations bear interest at fixed and
variable rates ranging from 1.40% 10 6%, and mature at various dates through fiscal year
2032,
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Matunities and interest on long-term debt, including obligations under capital leases, for
the next five years and in subsequent five-vear periods are as follows:

2004
2005
2006
2007
2008
2008 - 2013
2014 - 2018
2019 - 2023
2024 - 2028
2029 - 2032

Brincipal Intarest Total
1618272 § 2316932 § 3935204
1,713,518 2,256,996 3.970,514
1,562,089 2,197,086 3,759,185
1,627,284 2,138,274 3,765,558
1,692 485 2073672 3,766,157
8,631,145 9218673 18849818

10,418,526 6.983.242  17.401,768
9,846,000 4651276  14.497.276
9,925,000 2008996  11.933.996

239,006

2,205,000

2 2,444,006
S 50239320 § 34084153 § 84,323,482

The following is a detailed schedule of long-term debt:

—

Dormitony revenue bonds ol 1980

Dormmidtedy rénvesning bonds of 1881

Sluden] housing nowenus bonds
Seras 1004-8

Rewenus bonds-sanes 19004

Sl oS rénsiniel Bomds
Seres 2001

Remnue Bonds-Senes 1002-4

Revvenug Bonds-Sones 1593.4

Rmnus Bonds-Senes 2002-A

Revenun Bonds-Senes 20034

Total Bonds Payable

|Mortgage Payable:

7 1d Eraking Sonaed propedy
713 Ersking Stread proparty
TO9 Tadnm Tiresnl Propy

Total Marigage Payable

Date
laauisd

811580
T ee2

LR
1211659

1HEFTRO01
THNEeE
LIS AR e

TR0
iptran il

Fire )
a0 B
i eeE

BA0Z000

Final

812080
512021

62018
132004

PPt
12 A2

BT

512003
10016
B 12003

12005

Imterest

Rats - %  Indebisdness

300
4.00

.50 - 5.00
510 - 800

3.00 - 530
5.56 - 6.00
550
140- 475
145 - 4. 70

T.00
.50
.00

600

Outstanding  Cutstanding

Indebisdness

Original  Seplember 30 September 30
2003 o0z
$ 2180000 5 1275000 § 1330000
2,602,000 1,556,000 1,621,000
10,790,000 7,585,000 8,000,000
8,500,000 8,330,000 B.530,000
8,370,000 8,236 000 8,370,000
6,260,000 : 3,850,000
16,820,000 . 16,620,000
3,065,000 3,065,000 .
17 #5000 17,850,000
THETT 000 49,536, 000 45,421 000
25,064 - 1,060
84,027 40,237 41,508
11,312 : 1,137
=0,403 A237 A4071 )
T45,040 363,092 485 086
45,040 Y 062 £05,0B5
§ 70412443 § 50230320 §  48.050.157
S R
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Nole T — Sell-lnsurance

The University participates with other campuses in the System in a self-insurance
program for general liability risks. The Board established a separate revocable trust fund
for payment of these self-insurance claims under its risk retention program. Annual
contributions are made to the trust fund, at an actuanally determined rate, to provide
funding for the retained risk. The accompanying statement of net assets includes a
reserve of $254,291 and $54,116 for general liability at September 30, 2003 and 2002,

respectively.

The University also maintains a self-insurance health plan. The University pays Blue
Cross/Blue Shield of Alabama a monthly administrative charge in the amount of 6.3% of
the claim costs actually paid in the previous month. The accompanying statement of net
assets includes a self-insurance reserve of $547.910 and $925,545 for health insurance at
September 30, 2003 and 2002, respectively. Annual contributions are made to the health
plan, utilizing an actuanally determined rate, o provide funding for the reserve.

The changes in the total reported self-insurance liabilities are summarized as follows:

2003 2002

Balance, baginning of year % 979,661 § 1.318 442
laims paid (3,768,444) (3,157 349)|

Contributions 3,590,984 2818 568

Balance, end of year 3 BOZ, 201 $ 979,661

Mote B — Retirement Plan

Most employees of the University participate in the Teachers' Retirement System of
Alabama (TRS), a cost sharing, multiple-emplover public retirement system. In addition,
certain employees meeting eligibility requirements participate in an optional program
with the Teachers Insurance and Annuity Association — College Retirement Equities
Fund (TIAA - CREF). TRS is a defined benefit plan while the TIAA - CREF programs

are defined contribution plans.

Participants in TRS who retire at age 60 with 10 years of credited service, or after
completing 25 years of credited service, regardless of age, are entitled to an annual
benefit, payable monthly for life. Service retirement benefits are calculated by three
methods with the participants receiving payments under the method which yields the
highest monthly benefit, These methods include (1) minimum guaranteed, (2) money
purchase, or (3) formula. Under the formula method, participants are allowed 2.0125%
of their final average salary (average of three highest vears of annual compensation
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during the last ten years of service) for each year of service. A participant terminating
before reaching retirement age, but afier completing 10 years of credited service, is
cligible for a vested allowance at age 60 provided accumulated employee contnibutions
are not withdrawn. TRS also provides death and disability benefits.

Covered employees are required by law to contribute to TRS. All regular employees of
the University are members of TRS with the exception of temporary employees.
The following 15 a comparative of contribution requirements:

2003 2002 2001
University contributions $2.635,611 52028956 52968450
Employes conlfbutions 2,626 111 2457178 2,328,371
Tolal contributions 25,260,722 55386,134 55294 821
University contribution rate 2.02% 5.96% 6.358%
Employes contribution rate 5.00% 5.00% 5.00%

The actuarial acerued liability (AAL), which is the actuarial present value of credited
projected benefits, is a standardized disclosure measure of the present value of pension
benefits, adjusted for the effects of projected salary increases and step-rate benefits,
estimated to be pavable in the future as a result of emplovee service to date. The
actuanal value of assets, which 1s the actuarial present value of assets, 15 a standardized
disclosure measure of the present value of accumulated assets, adjusted for projected
invesiment performance and contributions. TRS does not make separate measuremenis
of assets and the AAL for individual employers. The AAL at June 30, 2002 (the most
recent valuation date) and 2001 for TRS as a whole, determined through actuarial
valuations performed as of that date, were approximately $18,374,174,000 and
516,291,462 000, respectively. The actuarial valuations of assets at June 30, 2002 and
2001, were approximately $17,904. 881,000 and $16,703,929,000, respectively, resulting
in an underfunded AAL of 546,293 000 for fiscal year 2002, and an overfunded AAL of
$236,682,000 for fiscal vear 2001, Complete financial presentation and disclosure of the
financial position and activities of the TRS 15 presented in the September 30, 2002 annual
financial report of the TRS. That report is publicly available and may be attained by
contacting TRS.

As previously noted, some emplovees participate in the optional TIAA-CREF programs,
which are defined contnibution plans. In defined contribution plans, benefits depend
solely on amounts contributed plus investment earmings. All full time regular monthly
exempt employees are eligible to participate from the date of employment. The
University contributes a matching amount up to 5% of total salaries for participating
emplovees. The University's contribution is funded as it accrues and, along with that of
cmployees, 1s immediately and fully vested. The contribution for fiscal years 2003 and
2002, excluding amounis from employees who are not eligible for maiching, was
$3,888,106 and 53,601,734, which included 51,585,844 and $1,487,182 from the
University, and 52,302,262 and $2.114,552, respectively, from its employees.

28
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The University’s total salaries and wages for fiscal years 2003 and 2002 were
560,743,694 and 856,619 440, respectively. The total salaries and wages during the
fiscal years 2003 and 2002 for covered employees participating in TRS were $52,502.211
and 549,143,557, respectively. The total salaries and wages during the fiscal years 2003
and 2002 for covered employees participating in TIAA — CREF were $33,364,089 and
$30,739,658, respectively,

Note 9 — Post-Employment Benefits

Certain retired employees may elect to continue to participate in the University's group
health plan until eligible for Medicare by paying the full cost of the plan premium.
Retired employees age sixty-five or older who are eligible for Medicare must enroll in
Medicare Coordinated Plan under which Medicare is the primary insurer and the
Umiversity's health care plan becomes the secondary insurer. Despite the availability of
the University’s plan, most retirees elect to participate in the Public Education Employees
Health Insurance Plan with TRS, in which case the retirees pay their premiums directly to
TRS.

Certain retirees may also elect to continue their basic term life insurance coverage and
accidental death and dismemberment insurance up to certain maximum amounis. The
retirees pay the full amount of the premiums in such cases.

Retirees are eligible for tuition assistance benefits for themselves as well as for their
spouse and unmarmied dependent children.

Note 10 — Compensated Absences

Certain University employees accrue vacation and sick leave al varying rates depending
upon their vears of continuous service and payroll classification, subject to maximum
limitations. Upon termination of employment, employees are paid all unused accrued
vacation at their regular rate of pay up to a designated maximum number of days. The
statement of net assets includes accruals of 52,082,761 and 52,012,076 as of September
30, 2003 and 2002, respectively, for accrued vacation pay and salary-related payments
associated with vacation pay. There is no such accrual recognized for sick leave benefits
because no terminal cash benefit is available to employees for accumulated sick leave.
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Note 11 - Federal Direct Lending Program

The Federal Direct Student Loan Program (FDSLP) was established under the Higher
Education Act of 19635, as amended in the Student Loan Reform Act of 1993, The
FDSLP enables an eligible student or parent to obtain a loan to pay for the student’s cost
of attendance directly through the University rather than through private lenders. The
University began participation in the FDSLP on July 1, 1995, As a umiversity qualified to
originate loans, the University 1s responsible for handling the complete loan process,
including funds management as well as promissory note functions. The University is not
responsible for collection of these loans. For fiscal vears ended September 30, 2003 and
2002, the University disbursed approximately $12,690,000 and 511,320,000,
respectively, under the FDSLP.

Note 12 — Contingencies and Commitments

The University has sovereign immunity and 15 therefore, in the opinion of System
Counsel, immune 1o ordinary tort actions. The University has consistently been
dismissed from lawsuits on the basis of the sovereign immunity doctrine. That doctrine
also protects the University from vicarious liability anising from the negligence of its
employees. As a matter of policy, the Liniversity has chosen to indemnify its employecs
through a self-insured trust fund against liability ansing from the performance of their
official duties. There are some exceptions to the sovereign immunity doctrine, most
notably federal court cases arising under the federal constitution or federal statutes. The
University is engaged in vanous legal actions in the ordinary course of business.
Management does not believe the ultimate outcome of those actions will have a material
adverse effect on the financial statements.
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Note 13 - Operating Expenses by Funetion

Operating expenses by functional classification for the years ended September 30, 2003
and 2002 are summarized as follows:

Yoar Ended Septembar 30, 2003
Galarigs Gappdes Scholarships
pnd Fringe aryd e
Wages Bonnfits Sordces Deprecialion  Faellowships Toial

nstnsction S222X5134 5 40981850 5 4280037 S = 8 = 5 3447081
22 504 527 4 G55 107 8. 72T 508 = = 3R, 258 240
SRS 1001, 221 178031 1,495 742 = . 2514 554
mic suppor 2851, @00 B73, 148 E98. 273 e . 4 234 3%
udharl Ssnices 2812121 565,337 4,002 208 . . 7.375 654
sUppOI BA4ET 318 1,660 928 023 832 - - 9.052 078
and msrienanos of pland 2 358 SBD 561 986 3,729 1650 B . 6,650,125
rahips and Teloraslins - - - - 845,250 E45 250
Arerprices. A5T, 84 TH. 458 2,406 027 E - 2,935 860
9,230 277 - 9,230 277

Total Opavating Expsanges 0.7 4.3, 654 13656385 26,503 TEA 8.2 AT 5050 3 110.479.05

. Year Ended September 30, 2002
Salarias Supplas Schalarships
il Fringe aned e
Waes Banalits Sardces Dwpeaciation Fellowships Taial
20861418 § 3707554 % 6R40018 8 - 3 - § 3218288
21,241,122 3637, 854 10,283 27 - - &5,142 . 1003
Tra, e 138 625 S22 878 = - 1,481 370
a0 2T 513,540 B2Z TES - - 4,030,532
2.563.510 502 968 3,155,331 - - 6,229 81
BOAG, 83 1477 8N 1,230,567 - - 8,625.261
2.000,02% 504,841 3.B16 602 - - 4417 464
- - - Ta0.533 730,533
343,565 54,860 1,B27 424 - - 2,335 8e0)
= 8,520,650 = 8,520,650

SEGE10440 & 10540174 & 28 BB JE0 § BESDE50 § 7405631 § 104,B08.057

Note 14 — Recently Issued Aceounting Standards

The GASB has issued Statement No. 39, Determining Whether Certain Organizations
are Component Unirs, effective for the fiscal vear ending September 30, 2004, Statement
No. 39 may require the University s separate, tax-exempt campus foundations 1o be
presented discretely in the University's financial statements. The University is in the
process of determining the impact of this statement.
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