Report

Oakland University

Board of Trustees Formal Session
February 4, 2009

TREASURER'S REPORT

1. Division and Department: Finance and Administration, Budget and Financial
Planning, Treasury Management, and Facilities Management

2. General Fund Budget Performance: Oakland University's (University) FY2008
year-to-date enrollment for Summer and Fall semesters is up slightly over budget, with
undergraduate enroliment exceeding projected levels and graduate enrollment falling short.
There are similar enrollment patterns for Winter semester based on preliminary data. The
November appropriation payment included the expected pro-rata share of the FY2009
increase from the State budget bill. Overall General Fund expenditures are all within budget
with no deficits or major spending variances in any division or unit.

There continues to be uncertainty related to the State budget with revenue estimates
continuing to decline and fall short of projections. According to a Senate Fiscal Agency
memorandum dated January 9, 2009 (Memorandum), the State’s FY2009 general
fund/general purpose budget is in deficit $158 million, while the student aid fund budget is in
deficit $38 million. A December 2008 mid-year Executive Order already reduced the State
budget but did not impact universities. A second mid-year Executive Order is anticipated,
with the impact on universities still unknown.

The Governor is expected to release the recommended budget for FY2010 on February 12,
2009. The Memorandum suggests a $1.6 billion imbalance between estimated revenues
and appropriations for the general fund/general purpose and student aid fund budgets,
combined. The Memorandum states “This projected budget imbalance will have fo be
addressed by increased State revenue or appropriation reductions. The most likely
scenario to begin to reduce the imbalance is for the State of Michigan to receive additional
revenue from the Federal government that can be used directly to reduce projected general
fund/general purpose and student aid fund budget imbalances.” State budget discussions
and revenue conferences are being monitored closely.

3. Investment Performance: A summary of the results of the University’s pooled cash
and endowment investment activities through the quarter and year ending December 31,
2008 are presented in the Cash and Investments Report (Attachment A).

Longstanding endowment funds have lost market value but remain viable and continue to
pay out according to current spending requirements in the Endowment Investment Policy.
Newer endowments have similarly lost market value and are now “under water” as the
market value is currently below their historic gift values. As of 12/31/08, there are 93 under
water endowments, valued at $8,287,036. They will not pay out the expected amounts
{(4.5%) for their various purposes until they regain their historic gift values. The liquidity of
the endowment investments remains strong.
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To further protect the endowment fund and to position the fund to take advantage of
improving returns in fixed-income, upon the advice of the University’s investment advisor,
the strategic asset allocation in fixed-income investments has been increased from 33% to
40%, as provided for in the Endowment investment Policy. In addition a treasuries fund
investment option has been added as a protection against money market volatility.

Pooled cash has suffered investment losses to a lesser degree due to the lower amount of
risk involved in the strategic asset allocation of these investments. Equities in pooled cash
currently comprise 10% of the total portfolio. As a longer-term asset class, the equities are
experiencing a significant loss in market value. While the fixed-income portion of the
portfolio, 45% of the total, is exposed to some risk, it remains liquid and has experienced a
lesser reduction in market value. The remaining 45% of pooled cash is invested in a sweep
money market fund which has not been reduced in market value this year. Liquidity is not a
current threat to the University's investment portfolio. In addition, this pooled cash asset
allocation strategy allows the University to stay invested in equities and intermediate-fixed
investments to take advantage of a market recovery when it occurs.

To add flexibility and greater safety to the management of pooled cash, the Board of
Trustees (Board) will be asked to approve the use of an existing UBS managed U.S.
Treasuries—focused money market fund.

The Oakland University investment advisors have recently reconfirmed their belief that the
current strategic asset allocations and current investment managers conform to our
investment policies and remain appropriate in the circumstances.

4. Debt Management: The Capital Debt Report (Attachment B) shows the University's
outstanding principal, rate of interest, type of debt, maturity and weighted cost of capital as
of December 31, 2008. The purpose of each debt issuance is also noted. The University's
debt is being managed according to Board approvals. The University has been affected by
the credit crunch this year. Interest rates have been more volatile than in the past which
has produced very low rates on the 1998 Bonds but has had some minor negative effect on
the 2008 Bonds hedge. The remaining debt is fixed-rate debt and is not impacted by the
volatile interest rate environment. The banking industry and credit markets are being
monitored daily by the University’s Treasury Management Department.

5. Construction Projects Progress Report: The Consiruction Projects Progress
Report (CPPR) through December 31, 2008 is presented in Attachment C. The CPPR
includes budget information, source of funding, forecasted final costs and comments for all
ongoing capital projects above $500,000 or previously approved by the Board. All projects
have been properly approved and are within budget.
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6. University Reviews/Approvals: The reports were prepared by the Budget and
Financial Planning, Treasury Management and Facilities Management Departments, and
reviewed by the Vice President for Finance and Administration and Treasurer to the Board
of Trustees.

7. Attachments:
A. Cash and Investments Report, December 31, 2008 and 2007
B. Capital Debt Report, December 31, 2008
C. Construction Projects Progress Report, December 31, 2008

Submitted to the FPresident
on , 2009 by

John W. Beaghan
Vice President for Finance and Administration
and Treasurer to the Board of Trustees

Recommended on , 2009
To the Board for Approval by

Gary D. Russi
President
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