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TaE UniversiTy OrF KaANsAS
MANAGEMENT’S DISCUSSION AND ANALYSIS

The following discussion and analysis provides an overview of the financial performance of the University of Kansas
based on currently known facts, decisions, and conditions and is designed to assist readers in understanding the
accompanying financial statements. These financial statements are prepared in accordance with Government Accounting
Standards Board (GASB) principles, with the exception of GASB Statement No. 39, Determining Whether Certain
Organizations Are Component Units. The University has made the decision not to include the Kansas University
Endowment Association (KUEA) within the University’s unaudited financial statements. This discussion — along with the
financial statements and related footnote disclosures — has been prepared by management and should be read in conjunction
with the statements and footnotes. The financial statements, footnotes, and this discussion are the responsibility of
management.

STATEMENT OF NET ASSETS

The Statement of Net Assets presents the assets, liabilities, and net assets of the University at a point in time (at the end of
the fiscal year). Its purpose is to present a financial snapshot of the University. The Statement of Net Assets includes all
assets and liabilities using the accrual basis of accounting, which is similar to the accounting used by most private-sector
institutions. Under the accrual basis of accounting all of the current year’s revenues and expenses are taken into account
regardless of when cash is received or paid.

Within the Statement of Net Assets, assets and liabilities are further classified as current or non-current. Current
classification distinguishes those assets that are highly liquid and available for immediate and unrestricted use by the
University, and those liabilities likely to be settled in the next 12 months.

Net assets are divided into three categories:

1. Invested in capital assets, net of debt, indicates the university’s equity in property, plant, and equipment owned
by the University.

2. Restricted net assets are further divided into two subcategories, non-expendable and expendable. The corpus of
non-expendable restricted resources is available only for investment purposes. Expendable restricted net assets
are available for expenditure by the University but must be spent for purposes as determined by donors and/or
external entities that have placed time or purpose restrictions on the use of the assets.

3. Unrestricted net assets are available to the University for any lawful purpose of the institution.

Total assets at June 30, 2008 were $1,287.3 million, an increase of $63.2 million (5%). Capital net assets comprised 63%,
or $806.7 million of the assets.

Total liabilities were $426.8 million at June 30, 2008, an increase of $30.0 million (8%) compared to $396.8 million at
June 30, 2007. Long-term liabilities comprised 64%, or $273.8 million of the liabilities.

Total net assets at June 30, 2008 were $860.5 million, a $33.2 million increase over the prior year, or a 4% increase in net
assets. The breakout of net assets is shown below:

Capital Assets, net of related debt.............. $ 558,402,159
Restricted net assets .........c.ceevevviiivnennnnnn 160,001,131
Unrestricted net assets ........cceevevviiienennn. 142,053,062

Total Net assetS.......covvvvevvvinieinennnn. $ 860,456,352



MANAGEMENT’S DiscussioN AND ANALYSIS

The composition of current and non-current assets and liabilities and net assets is displayed below for both the 2008 and
2007 fiscal year-ends (in thousands):
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

The Statement of Revenues, Expenses, and Changes in Net Assets presents the total revenues earned and expenses incurred
by the University for operating, non-operating and other related activities during a period of time. Its purpose is to assess
the University’s operating results.

Revenues
Total revenues increased by $58.5 million, from $932.6 million to $991.1 million, an overall increase of 6%.

Operating revenues at the University as of June 30, 2008 increased by 10% over the previous fiscal year. The following is
a brief summary of the significant changes:

e Auxiliary Enterprises — Athletics revenues increased by $25.2 million (45%) to $81.6 million in 2008. The
increase can primarily be attributed to the continued success of both the University’s football and men’s basketball
teams that resulted in a victory in the BCS Orange Bowl for football and a NCAA National Championship for
men’s basketball. As a result of the successful seasons, ticket sales increased, conference and television revenues
increased, trademark licensing increased and promotional item sales increased.

e Auxiliary Enterprises — Parking revenues increased by 32% from $7.4 million to $9.8 million. The increase is
related to the reorganization of the KU on Wheels Transit System and the fees related to the transit system. In
prior years, the transit system was run by a student organization primarily consisting of members appointed by the
Student Senate President as well as representatives from various other student groups (e.g. Student Housing, KU
AbleHawks, etc). Under this organizational structure, the revenues generated from bus pass sales were deposited
in the KU on Wheels student organizational bank account, which is reflected as a ‘deposit held in custody for
others’ on the University’s Statement of Net Assets. In an effort to broaden the focus of the transit system to
include campus faculty and staff, KU on Wheels was incorporated into the Parking and Transit office effective
fiscal year 2008. Thus the revenues generated from bus pass sales are now reflected on the University’s Statement
of Revenues, Expenses, and Changes in Net Assets.

e Auxiliary Enterprises — Student union revenues increased by $3.6 million (11%). Similar to the increase in
Athletics revenues, a significant portion of the increase in Student union revenues can be attributed to increased
bookstore sales as a result of post-season championship victories for both football and men’s basketball.
Additionally, retail dining sales increased during 2008, specifically at the Union’s Grab N Go, Union and
Underground locations.



MANAGEMENT’S DiscussioN AND ANALYSIS

Total non-operating revenues were down 2% from the prior year from $316.2 million to $310.7 million. The following is a
brief summary of the significant changes:

State appropriations, the largest single source of revenue at the University, increased from $264.2 million to
$273.1 million, or 3%.

Investment income decreased $14.4 million (58%) to $10.4 million in 2008. The University, as well as its
component units, recognized a significant decrease in unrealized losses in comparison to prior years. The majority
of unrealized losses were due to declines in University investments invested in KUEA’s long-term investment
pool.

Other revenues included the following:

Capital appropriations and capital gifts increased from $17.8 million to $24.8 million, or 39%. The level of
capital appropriations and capital gifts varies from year to year based upon the source of funding used for capital
projects. The majority of this increase was in capital appropriations. Beginning in fiscal year 2008, the entire
Kansas Regents System received an increase in funding from the State’s Infrastructure Maintenance Program
towards deferred maintenance. The capital appropriations increase was the result of a deferred maintenance cost
study, which identified millions of dollars in deferred maintenance. In addition to the additional funding from the
State’s Infrastructure Program, the state now requires that all interest earned on tuition and fees on deposit with
the State Treasury be used for deferred maintenance.

The composition of these revenues is displayed in the following graph:
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Expenses

Operating expenses were $945.1 million for the 2008 fiscal year. This was an increase over the prior year of $60.1 million,
or 7%. The following is a brief summary of the significant changes:

Public service increased by 10% in 2008 to $37.6 million. Public service expenses include funds expended for
activities beneficial to individuals and groups external to the University. Activities include programs provided
through the University’s Continuing Education department, various public lecture series, and KANU public radio
programs. The increase in expenses can be primarily attributed to an increase in public service grants
administered by the KU Center for Research (KUCR) during 2008.
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MANAGEMENT’S DiscussioN AND ANALYSIS

e Scholarships and fellowships increased $2.8 million (13%) to $23.3 million in 2008. The increase is primarily the
result of increased Title IV federal funding from the Department of Education for Perkins and Supplemental Equal
Opportunity Grant (SEOG) programs.

e Auxiliary Enterprises — Athletics expenses increased from $48.7 million to $59.4 million in 2008 (22%). As
noted above, both the University’s football and men’s basketball teams had extremely successful seasons that
resulted in post-season championship victories. A significant portion of the increase in expenses is directly related
to the cost to participate in the post-season games. Additionally, increased fuel costs impacted all of the
University’s sports travel expenses.

e Auxiliary Enterprises — Parking expenses increased 54% in 2008 to $6.4 million. As noted above, the increase is
a direct result of the KU on Wheels transit system being transitioned from a student organization to a unit of the
Parking and Transit department.

e Other operating expenses increased $2.2 million (68%) to $5.4 million in 2008. Similar to other operating
revenues, other operating expenses include a variety of sources and the level of activity of these expenses varies
from year to year.

Non-operating expenses are represented primarily by interest expense. Interest expense remained consistent at $12.8
million for both 2008 and 2007.

The composition of total expenses, including operating and non-operating, is displayed below:

Public service
4% u Academic support

8%
m Student services
/ 3%

Institutional support
5%

Research

20% W

Operations and maintenance of
| —— plant
7%

Depreciation
5%

~~__ ™ Scholarships and fellowships
2%

\ = Auxiliary enterprises
13%
\ = Other

2%

[ InstructionJ
31%

Extraordinary Items

The University did not have any special and/or extraordinary items in 2007 or 2008.
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TrE UniversiTy Or Kansas
StaTEMENT OF NET ASSETS
As Or June 30, 2008 anD 2007

See accompanying notes to financial statements.
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Restated
2008 2007
ASSETS
Current assets:
Cash and cash equivalents $ 174,727,667 160,515,458
Investments 104,733,544 108,114,263
Accounts receivable, net 56,904,619 53,860,776
Pledges receivable, net 11,075,071 9,147,747
Loans to students, net 2,709,276 4,123,331
Inventories 6,925,630 6,575,383
Prepaid expenses and other assets 4,874,258 4,971,743
Total current assets 361,950,065 347,308,701
Non-current assets:
Restricted cash and cash equivalents 5,419,791 7,073,407
Pledges receivable, net 7,160,798 9,105,377
Endowment investments 74,328,453 78,813,241
Other investments 7,954,202 8,191,149
Loans to students, net 20,349,719 17,435,836
Prepaid expenses and other assets 3,412,361 3,426,052
Capital assets, net 806,720,866 752,774,116
Total non-current assets 925,346,190 876,819,178
Total assets 1,287,296,255 1,224,127,879
LIABILITIES
Current liabilities:
Accounts payable and accrued expenses 47,155,772 42,845,978
Deferred revenue 46,286,867 45,224,368
Deposits held in custody for others 14,358,153 12,286,726
Accrued compensated absences — current portion 29,686,557 26,185,656
Capital leases payable - current portion 2,684,447 2,525,831
Note payable to KU Endowment — current portion 1,300,100 2,199,949
Revenue bonds payable - current portion 11,445,000 10,480,000
Other liabilities 149,907 118,682
Total current liabilities 153,066,803 141,867,190
Non-current liabilities:
Accrued compensated absences 4,105,368 4,531,819
Accrued other postemployment benefits 5,179,225 -
Capital leases payable 22,732,022 24,259,444
Note payable 6,000,000 -
Note payable to KU Endowment 4,065,477 -
Revenue bonds payable 230,480,000 224,790,000
Other long-term liabilities 1,211,008 1,394,248
Total non-current liabilities 273,773,100 254,975,511
Total liabilities 426,839,903 396,842,701
NET ASSETS
Invested in capital assets, net of related debt 558,402,159 505,711,753
Restricted for:
Nonexpendable 74,328,453 78,813,667
Expendable:
Scholarships, research, instruction and other 26,569,890 24,533,587
Loans 23,690,505 22,869,144
Capital projects 26,416,974 38,241,664
Debt service 8,995,309 7,687,296
Unrestricted 142,053,062 149,428,067
Total net assets $ 860,456,352 827,285,178




Tue UniversiTy OrF Kansas

StatemeNT OF Revenues, Expenses, AND CHANGES IN NET ASsETs
For THE YEARS ENDED JUNE 30, 2008 AND 2007

OPERATING REVENUES

2008

Tuition and fees (net of scholarship allowances of $16,538,470 in 2008 and

$16,317,506 in 2007)
Federal grants and contracts
State and local grants and contracts
Nongovernmental grants and contracts
Sales and services of educational departments
Auxiliary enterprises:

Housing

Athletics

Parking

Student unions

University health services

Other auxiliary enterprises
Other operating revenues

Total operating revenues

OPERATING EXPENSES
Instruction
Research
Public service
Academic support
Student services
Institutional support
Operations and maintenance of plant
Depreciation
Scholarships and fellowships
Auxiliary enterprises:
Housing
Athletics
Parking
Student unions
University health services
Other auxiliary enterprises
Other operating expenses
Total operating expenses

Operating income (loss)

NON-OPERATING REVENUES (EXPENSES)
State appropriations
Gifts
Investment income
Interest expense
Other non-operating revenues (expenses)
Net non-operating revenues (expenses)

Income before other revenues, expenses, gains, or losses

Capital appropriations

Capital grants and gifts (expense)

Additions to permanent endowments
Increase (decrease) in net assets

NET ASSETS
Net assets - beginning of year
Net assets - end of year

See accompanying notes to financial statements

$ 214,417,817
154,476,863
29,166,143
31,236,836
49,835,629

18,784,734
81,616,649
9,757,878
36,026,110
8,411,633
3,791,086
17,474,787

654,996,165

291,410,764
189,094,116
37,636,407
76,325,859
26,982,557
52,580,178
63,181,341
51,294,904
23,325,548

15,845,191
59,362,296
6,399,196
34,108,104
7,918,427
4,263,389
5,375,781

945,104,058

(290,107,893)

273,054,044
25,419,336
10,390,454

(12,781,427)

1,794,645

297,877,052

7,769,159

7,037,835
17,805,213
558,967

33,171,174

827,285,178

$ 860,456,352
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Restated
2007

196,503,152
146,264,973
27,444,254
33,340,639
47,815,832

18,650,791
56,456,878
7,401,485
32,463,266
7,882,480
4,072,227
19,179,461

597,475,438

281,810,646
178,824,356
34,174,403
69,925,446
25,650,297
48,173,257
61,269,395
49,200,425
20,557,701

15,205,243
48,710,060
4,166,539
31,397,812
8,118,329
4,574,407
3,205,584

884,963,900

(287,488,462)

264,184,277
25,755,287
24,827,553

(12,780,116)

1,468,863

303,455,864

15,967,402

2,823,164
15,005,563
1,005,137

34,801,266

792,483,912

$

827,285,178




TrE UniversiTy Or Kansas
StatemeNT OrF Casu Frows
For THE YEARS ENDED JUNE 30, 2008 AND 2007

Restated
2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Tuition and fees $ 216,631,105 $ 199,049,293
Sales and services of educational activities 51,715,384 52,354,318
Auxiliary enterprises:
Housing 2,762,376 3,242,940
Athletics 29,116,303 8,564,129
Parking 3,294,820 3,214,178
Student unions 881,328 1,887,399
University health services 487,286 (303,306)
Other auxiliary enterprises (220,178) (125,311)
Grants and contracts 212,370,949 225,196,206
Payments to suppliers (175,448,704) (171,730,015)
Payments to utilities (24,459,385) (22,460,570)
Compensation and benefits (538,090,978) (525,825,162)
Payments for scholarships and fellowships (22,660,611) (20,479,596)
Loans issued to students and employees (6,244,131) (5,829,220)
Collection of loans to students and employees 2,929,703 4,062,701
Other receipts (payments) 17,228,976 8,231,241
Net cash provided (used) by operating activities (229,705,757) (240,950,775)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State appropriations 273,054,044 264,184,277
Gifts 26,560,816 26,994,041
Agency transactions 438,544 466,530
Federal family education loan receipts 116,369,973 94,459,828
Federal family education loan disbursements (116,330,912) (94,612,172)
Other 101,604 208,990
Net cash provided by noncapital financing activities 300,194,069 291,701,494
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES
Proceeds from capital debt 28,254,780 24,423,254
Capital appropriations 7,037,835 2,823,164
Purchases of capital assets (84,757,922) (57,264,063)
Proceeds from sale of capital assets 257,479 335,277
Principal paid on capital debt and leases (16,160,807) (16,266,887)
Interest paid on capital debt and leases (12,821,404) (12,162,973)
Other 1,472,604 1,529,415
Net cash used by capital financing activities (76,717,435) (56,582,813)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 105,320,386 106,636,855
Interest on investments 16,267,984 11,299,304
Purchase of investments (102,800,654) (97,418,321)
Net cash provided by investing activities 18,787,716 20,517,838
Net increase (decrease) in cash 12,558,593 14,685,744
Cash - beginning of the year 167,588,865 152,903,121
Cash - end of year $ 180,147,458 $ 167,588,865
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StatemenT Or Cast FLows
For THE YEARS ENDED JUNE 30, 2008 AND 2007

(CONTINUED)
Restated
2008 2007
RECONCILIATION OF NET OPERATING REVENUES (EXPENSES)
TO NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating income $ (290,107,893) $  (287,488,462)
Adjustments to reconcile operating income (loss) to net cash
provided (used) by operating activities:
Non-cash revenue - 443,309
Depreciation expense 51,294,904 49,200,425
Other non-cash expenses 134,231 144,367
Changes in assets and liabilities:
Accounts receivables, net (5,951,321) (5,896,708)
Pledges receivable, net 17,255 (755,086)
Loans to students, net (1,499,828) (906,542)
Inventories (350,247) 740,955
Prepaid expenses and other assets 190,946 (71,182)
Accounts payable and accrued liabilities 7,781,903 5,096,490
Deferred revenue 525,000 2,293,573
Accrued compensated absences 3,080,068 (3,751,914)
Accrued other postemployment benefits 5,179,225 -
Net cash provided (used) by operating activities: $  (229,705,757) $  (240,950,775)
Non-cash Investing, Capital and Financing Activities
Gifts-In-Kind $ 18,987,167 $ 15,005,563
Net Change in Unrealized Gains and Losses 2,611,496 12,675,976

See accompanying notes to financial statements
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THE UNiversiTY OF KANSAS

Notes To THE FINANCIAL STATEMENTS
For the Years Ended June 30, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared in conformity with accounting principles generally accepted in
the United States of America, with the exception of GASB Statement No. 39, Determining Whether Certain Organizations
Are Component Units. The University has made the decision not to include the Kansas University Endowment
Association (KUEA) within the University’s financial statements. The financial statements have not been audited.

In preparing financial statements in conformity with generally accepted accounting principles, management is required to
make estimates and assumptions that affect the reported amount of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Organization. The University of Kansas (the “University”) is a comprehensive institution providing undergraduate,
graduate, and professional education in a variety of academic programs. The University is a Public Doctoral/Research
University - Extensive and is accredited by the North Central Association of Colleges and Schools. The University is
governed by the Kansas Board of Regents and is an agency of the State of Kansas. As an agency of the State of Kansas,
the University is included in the audited financial report of the State of Kansas.

The University conducts education, research, public service, and related activities at four campuses: the campus in
Lawrence, Kansas, the Edwards Campus in Overland Park, Kansas, and the medical center campuses in Kansas City,
Kansas and Wichita, Kansas.

For fall 2007, the Lawrence and Edwards campuses had an undergraduate enrollment of 20,298 and a graduate/first
professional enrollment of 6,044. The Medical Center had an undergraduate enrollment of 530 and a graduate/first
professional (including medical residents, fellows and trainees) enrollment of 2,388. Enrollment at all campuses was
29,260 students.

Financial Reporting Entity. As required by accounting principles generally accepted in the United States of America,
these financial statements present the combined financial position and financial activities of the University’s four campuses
and the following blended component units for which the University is financially accountable: the University of Kansas
Center for Research, Inc. (KUCR), Kansas Athletics, Inc. (Athletics), the University of Kansas Memorial Corporation (KU
Unions), the University of Kansas Medical Center Research Institute (RI), the Student Union Corporation of the University
of Kansas Medical Center, and Kansas University Health Partners, Inc.

The financial activity and balances of the Kansas University Endowment Association (KUEA), the Kansas University
Alumni Association, Kansas University Physicians, Inc. (KUPI) and the University of Kansas Hospital Authority are not
included in the financial statements of the University as they are legally separate entities and the University does not
appoint a voting majority of their governing bodies.

In preparing the financial statements, all significant transactions and balances between campuses and blended component
units have been eliminated to avoid overstatement of 1) revenues and expenses on the Statement of Revenues, Expenses,
and Changes in Net Assets, and 2) balances on the Statement of Net Assets.

Basis of Accounting. For financial reporting purposes, the University is considered a special-purpose government
engaged only in business-type activities. Accordingly, the University’s financial statements have been presented using the
economic resources measurement focus and the accrual basis of accounting. Under the accrual basis, revenues are
recognized when earned, and expenses are recorded when an obligation has been incurred. All significant intra-agency
transactions have been eliminated.

The University has the option to apply all Financial Accounting Standards Board (FASB) pronouncements issued after

November 30, 1989, unless FASB conflicts with GASB. The University has elected to not apply FASB pronouncements
issued after the applicable date.
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NortEes To THE FINANCIAL STATEMENTS
For the Years Ended June 30, 2008 and 2007

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. At certain times, some of the University’s
component units maintain cash balances in excess of FDIC limits. Management has evaluated the financial stability of
these financial institutions and feels the risk to the component units is minimal.

Investments. The University accounts for its investments at fair value in accordance with GASB Statement No. 31,
Accounting and Financial Reporting for Certain Investments and for External Investment Pools. Changes in unrealized
gain (loss) on the carrying value of investments are reported as a component of investment income in the Statement of
Revenues, Expenses, and Changes in Net Assets.

Accounts Receivable. Accounts receivable consists of tuition and fees charged to students and auxiliary enterprise
services provided to students, faculty, and staff. Accounts receivable also include 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 grants and contracts. Accounts receivable are recorded net of estimated uncollectible
amounts.

Inventories. Inventories are carried at cost.

Prepaid Expenses. Prepaid expenses consist primarily of deferred charges related to revenue bond issuances as well as
deferred summer school expenses.

Capital Assets. Capital assets are recorded at cost at the date of acquisition, or fair market value at the date of donation in
the case of gifts. For equipment, the University’s capitalization policy includes all items with a unit cost $5,000 or more,
and an estimated useful life greater than one year. Renovations to buildings, infrastructure, and land improvements that
significantly increase the value or extend the useful life of the structure are capitalized if the related project cost exceeds
$100,000. Routine repairs and maintenance are charged to operating expense in the year in which the expense was
incurred.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets, 25 years for land
improvements, 8 years for equipment, and 5 years for vehicles. Depreciation for buildings and infrastructure is computed
using a componentized building and infrastructure depreciation study. Note — The estimated useful lives used by the
blended component units for equipment and building improvements, ranging from 5 to 15 years, vary slightly from the
University’s policy. The financial impact of the variation is considered to be immaterial to the financials statements as a
whole.

Costs incurred during construction of long-lived assets are recorded as construction in progress and are not depreciated
until placed in service. The University capitalized $399,948 and $43,393 in interest during 2008 and 2007, respectively.

Deferred Revenues. Deferred revenues include amounts received for tuition and fees and certain auxiliary activities prior
to the end of the fiscal year but related to the subsequent accounting period. Deferred revenues also include summer
school tuition not earned during the current year and amounts received from grant and contract sponsors that have not yet
been earned.

Compensated Absences. Employee vacation pay is accrued at year-end for financial statement purposes. The liability
and expense incurred are recorded at year-end as accrued compensated absences in the Statement of Net Assets, and as an
expense in the Statement of Revenues, Expenses, and Changes in Net Assets.

Deposits Held In Custody For Others. Deposits held in custody for others consist primarily of student organizations’
moneys administered by the University.

Noncurrent Liabilities. Noncurrent liabilities include principal amounts of notes and revenue bonds payable, capital lease

obligations with contractual maturities greater than one year, and estimated amounts for accrued compensated absences and
accrued other postemployment benefits that will not be paid within the next fiscal year.
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NortEes To THE FINANCIAL STATEMENTS
For the Years Ended June 30, 2008 and 2007

Net Assets. The University’s net assets are classified as follows:

Invested in capital assets, net of related debt: This represents the University’s total investment in capital assets, net of
outstanding debt obligations related to those capital assets. To the extent debt has been incurred but not yet expended
for capital assets, such amounts are not included as a component of “invested in capital assets, net of related debt.”

Restricted net assets — nonexpendable: Restricted nonexpendable net assets consist of endowment and similar type
funds in which donors or other outside sources have stipulated, as a condition of the gift instrument, that the principal
is to be maintained inviolate and in perpetuity, and invested for the purpose of producing present and future income,
which may either be expended or added to principal.

Restricted net assets — expendable: Restricted expendable net assets include resources in which the University is
legally or contractually obligated to spend in accordance with restrictions imposed by external third parties.

Unrestricted net assets: Unrestricted net assets represent resources derived from student tuition and fees, state
appropriations, and sales and services of educational departments. These resources are used for transactions relating to
the educational and general operations of the University, and may be used at the discretion of the governing board to
meet current expenses for any purpose. These resources also include auxiliary enterprises, which are substantially
self-supporting activities that provide services for students, faculty, and staff.

Tax Status. As a state institution of higher education, the income of the University is generally exempt from federal and
state income taxes under Section 115(a) of the Internal Revenue Code; however, income generated from activities
unrelated to the University’s exempt purpose is subject to income taxes under Internal Revenue Code Section 511(a)(2)(B).

Classification of Revenues. The University has classified its revenues as either operating or nonoperating revenues
according to the following criteria:

Operating revenues: Operating revenues include activities that have the characteristics of exchange transactions, such
as 1) student tuition and fees, net of scholarship discounts and allowances, 2) sales and services of auxiliary
enterprises, 3) most federal, state, and local grants and contracts, and 4) interest on institutional student loans.

Nonoperating revenues: Nonoperating revenues include activities that have the characteristics of nonexchange
transactions, such as gifts and contributions, and other revenue sources that are defined as nonoperating revenues by
GASB Statement No. 9, Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds and Governmental
Entities That Use Proprietary Fund Accounting, and GASB Statement No. 34, such as state appropriations and
investment income.

Scholarship Discounts and Allowances. Student tuition and fee revenues, and certain other revenues from students, are
reported net of scholarship discounts and allowances in the Statement of Revenues, Expenses, and Changes in Net Assets.
Scholarship discounts and allowances are the difference between the stated charge for goods and services provided by the
University, and the amount that is paid by students and/or third parties making payments on the students’ behalf. Certain
governmental grants, such as Pell grants, and other federal, state, or nongovernmental programs, are recorded as either
operating or nonoperating revenues in the University’s financial statements. To the extent that revenues from such
programs are used to satisfy tuition and fees and other student charges, the University has recorded a scholarship discount
and allowance.

Contributions. Unconditional promises to give cash and other assets are accrued at estimated fair value at the date each
promise is received.

Reclassifications. Certain reclassifications have been made to the 2007 financial statements to conform to the 2008
financial statement presentation. These reclassifications had no effect on the change in net assets.
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NOTE 2 - DEPOSITS
SUMMARY OF CARRYING VALUES

The carrying values of deposits and investments shown below are included in the Statement of Net Assets as follows:

Restated
2008 2007
Carrying value:
Deposits $ 177,859,431 $ 162,225,631
Investments 189,304,226 200,481,887

$ 367,163,657 $ 362,707,518

Included in the following Statement of Net Assets line

items:
Cash and cash equivalents $ 174,727,667 $ 160,515,458
Investments 104,733,544 108,114,263
Restricted cash and cash equivalents (non-current) 5,419,791 7,073,407
Endowment investments (non-current) 74,328,453 78,813,241
Other investments (non-current) 7,954,202 8,191,149

$ 367,163,657 $ 362,707,518

At June 30, 2008, the University carried deposits as shown below:

Investment Type Fair Value

Cash deposits with State Treasury $ 145,563,532
Cash deposits with financial institutions 15,207,546
Certificates of deposit 12,055,000
Money market funds 5,033,353

$ 177,859,431

The deposits reflected above were held by the following entities as of June 30:

Restated
2008 2007
KU Lawrence and Edwards Campuses 107,487,380 91,044,367
Kansas Athletics, Inc. 8,244,759 7,784,323
KU Center for Research, Inc.* (1,575,786) 10,341,115
KU Memorial Corporation 2,144,023 2,061,434
KU Medical Center 41,299,338 40,449,277
KU Medical Center Research Institute 18,734,640 9,045,755
Student Union Corporation of KUMC 1,121,512 1,112,217

Kansas University Health Partners, Inc. 403,565 387,143
$ 177,859,431 $ 162,225,631

* The University of Kansas Center for Research, Inc. utilizes an overnight repurchase agreement for its bank
deposits to maximize investment return. At June 30, 2008 and 2007, the overnight repurchase agreement
amounted to $7,815,778 and $13,850,179, respectively, and its carrying value is included in the
investments above. The repurchase agreement balance is included in “cash and cash equivalents” on the
Statement of Net Assets at year-end. The negative deposit book balance noted above is primarily the result
of an outstanding payroll reimbursement check payable to the University as of June 30, 2008. Fiscal year
2007 also had a negative deposit book balance due to outstanding checks after the adjustment of the
repurchase agreement, however the negative balance was offset by $12,335,086 in money market funds
reflected as deposits for disclosure purposes but recorded as “investments” on the Statement of Net Assets.
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State law requires the University (Lawrence Campus, Edwards Campus, and the Medical Center campuses) to deposit the
majority of its cash balances with the state treasurer, who holds and invests the funds. The exceptions to this law are any
funds maintained in the University’s imprest fund, organizational safekeeping, revenue bond project and reserve funds, and
any funds held by external entities on behalf of the University.

Cash balances maintained by the state treasurer are pooled and are held in a general checking account and other special
purpose bank accounts. The available cash balances beyond immediate need are pooled for short-term investment purposes
by the Pooled Money Investment Board (PMIB) and are reported at fair value, based on quoted market prices.

The majority of University deposit balances not maintained by the state treasurer are covered by FDIC or collateralized.

The University does not have a formal deposit policy regarding custodial credit risk. However, management has evaluated
the financial stability of the financial institutions involved and feels the custodial credit risk is minimal.

NOTE 3 - INVESTMENTS

At June 30, 2008, the University carried investments as shown below:

Investment Type Fair Value
US Treasury obligations $ 5,104,944
US Agency obligations 26,724,938
Corporate bonds 2,264,087
Fixed mutual funds 355,061
Domestic stock 5,326,560
Foreign stock 387,150
Preferred stock 362,404
Equity mutual funds 4,402,870
Limited liability companies 535,703
Other 61,527
Repurchase agreements 9,755,028
Guaranteed investment contracts 5,730,788
Pooled Money Investment Board (PMIB) 1,992,665
External investment pools

KUEA Short-term Investment Program 11,522,716

KUEA Long-term Investment Program 114,777,785

5_189.304.226

The investments reflected above were held by the following entities as of June 30:

Restated
2008 2007
KU Lawrence and Edwards Campuses $ 74,532,932 $ 77,506,938
Kansas Athletics, Inc. 60,960,737 56,692,445
KU Center for Research, Inc. 36,887,505 43,132,730
KU Memorial Corporation 62,114 760,580
KU Medical Center 11,805,085 11,418,828
KU Medical Center Research Institute 5,055,853 10,970,366

Student Union Corporation of KUMC - -
Kansas University Health Partners, Inc. - -
$ 189,304,226 $ 200,481,887
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INVESTMENT POLICY

State statutes govern Lawrence and Edwards Campuses and Medical Center investment policies. For investments related
to the University’s revenue bonds, state statutes permit cash balances to be invested as permitted by bond documents and
bond covenants. The Kansas Development Finance Authority (KDFA) manages the University’s revenue bond
investments. Allowable investments include:

e U.S. Government obligations

e Obligations of government-sponsored agencies

e Federal funds, unsecured certificates of deposit, time deposits, and banker’s acceptances
o  Deposits — fully insured by FDIC

e  Certain State or municipal debt obligations

e  Certain pre-refunded municipal obligations

e  Commercial paper

e Investments in money market funds

e Repurchase agreements

e  Stripped securities

e Investments in the Municipal Investment Pool Fund
e Investment agreements

e  Guaranteed investment contracts

State statutes also govern the investment policies of the PMIB. The primary objectives are to attain safety, liquidity, and
yield. Allowable investments for State pooled moneys not held in Kansas financial institutions are as follows:

e Direct obligations of, or obligations that are insured as to principal and interest by, the U.S. Government or any
direct agency thereof, with maturities up to four years

e Obligations and securities of United States sponsored enterprises that under federal law may be accepted as
security for public funds. Moneys available for investments shall not be invested in mortgage-backed securities of
such enterprises, which include the Government National Mortgage Association

e Repurchase agreements with Kansas banks or with primary government securities dealers

o Interfund loans to various State agencies as mandated by the Kansas Legislature limited to not more than the
lesser of 10 percent or $80,000,000 of total investments

e  Certain Kansas agency and IMPACT Act projects and bonds

e Linked deposit loans for agricultural production not to exceed $55,000,000

e High grade commercial paper

The Finance Committee of the Kansas University Endowment Association (KUEA) Board of Trustees oversees
investments in KUEA’s investment programs. The Finance Committee develops guidelines and procedures for investment
programs, in accordance with the policies established by the Executive Committee.

The KUEA Short-term Investment Program is designed for short-term, highly liquid investing needs. Amounts invested in
the short-term investment program are expendable on demand. Investment in the short-term investment program may be
transacted on a daily basis and represents a means of investing idle cash balances to produce net investment yield for the
investing fund. Net investment yield realized by the short-term investment program is allocated to participating funds, as
determined by KUEA, after consideration of interest-bearing checking account rates and administrative costs of KUEA.
The payout rate was 1% to 5% for participating funds during the fiscal years ended June 30, 2008 and 2007, on an
annualized basis.

The KUEA Long-term Investment Program is designed for investing endowed funds and other types of funds with similar
long-term objectives. These funds are collectively invested in a diversified long-term portfolio that is professionally
managed by firms chosen by KUEA for their expertise in specialized portfolio management. Funds participating in the
long-term investment portfolio receive regular distributions that are available for immediate spending in accordance with
KUEA’s established spending policy.
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The Executive Committee as well as the Finance and Audit Committee of KUCR oversee KUCR investments. Per KUCR
investment policy, investments are limited to money market funds, U.S. Treasury obligations (Bills, Notes, Bonds), U.S.
Government Agency obligations, corporate obligations rated ‘A-* or better, and stocks sold on major international
exchanges such as NYSE, ASE, and NASDAQ. Asset allocation targets are reviewed quarterly by the Finance and Audit
Committee.

Athletics investment policy limits investments to money market accounts, certificates of deposit, U.S. Treasury obligations
(Bills, Notes, Bonds), and investments with KUEA.

KU Unions does not have a formal investment policy. Operational reserves are invested in short-term certificates of
deposit or government securities as directed by the Executive Board.

The Board of Directors and Finance Committee of KUMC Research Institute (RI) oversee the RI’s investment policy. Per
RI investment policy, investments are actively managed by either individual investment management firms with direct
ownership of the financial investments held by the RI, or within a mutual fund. Financial advisors are selected by the
Finance Committee and approved by the Board of Directors. Approved financial advisors make quarterly presentations to
the Finance Committee and overall performance is reviewed annually. RI investment policy also sets investment quality
standards for specific investments (e.g. U.S. Treasury or Agency obligations, corporate obligations rated ‘A-/A3’ or better,
and no more than 10% of portfolio in international equities or emerging markets).

INTEREST RATE RISK

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The
University does not have a formal investment policy that leverages investment maturities as a means of managing its
exposure to fair value losses arising from changing interest rates. The University has historically held its fixed income
securities until maturity, thus limiting the University’s interest rate risk exposure.

For revenue bond investments managed by KDFA, due to the tax-exempt status of the bonds, it is generally the practice of
KDFA and University management to match reserve fund interest rates to the arbitrage yield on the bonds, and the term of
the investments to the maturity of the bonds. For invested loan funds, KDFA generally invests to maximize the interest
rate and sets a term of investment based on estimated expenditures, which is generally 3 — 5 years.
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The University had the following investments and maturities at June 30, 2008:

Investment Type
Investments with Maturity Date:

US Treasury obligations
US Agency obligations
Corporate bonds
Repurchase agreements
Guaranteed investment contracts
Pooled Money Investment Board
External investment pools
KUEA Short-term investment program

Investments not subject to maturity dates:

Fixed mutual funds
Domestic stock

Foreign stock

Preferred stock

Equity mutual funds
Limited liability companies
Other

External investment pools

KUEA Long-term investment program**

Total

Fair Value

$ 5,104,944
26,724,938
2,264,087
9,755,028
5,730,788
1,992,665

11,522,716

Investment Maturities (in years)

Lessthan 1

$ 2,218,901
12,271,990
251,786
7,815,778
1,708,500

11,522,716

15

$ 2,042,270
4,418,290
1,095,709

445,224
308,647

6-10

$ 843,773
5,307,814
916,592
1,117,000
1,349,578

More than 10

$ -
4,726,844

822,250
2,227,486
1,684,018

$ 63,095,166

$ 355,061
5,326,560
387,150
362,404
4,402,870
535,703
61,527

114,777,785

126,209,060

$189,304,226

$ 35,789,671

$ 8,310,140

$ 9,534,757

** KUEA'’s Long-term investment program is invested in approximately 80% equities (no maturity date).

CREDIT RISK

$ 9,460,598

Credit risk is the risk that an issuer or other counter party to an investment will not fulfill its obligations. The University
holds investments that may have credit risk since the underlying securities may include securities other than those that take
the form of U.S. Treasuries or obligations explicitly guaranteed by the U.S. government. Certain investments have an

underlying collateral agreement.

As of June 30, 2008, the University held the following investments as rated by Standard and Poor’s and/or Moody’s:

Credit Quality Rating Fair Value % of Total
AAA/Govt $ 34,993,967 18.5%
AAA 361,062 0.2%
AA 945,525 0.5%
A 3,771,009 2.0%
BBB 60,735 0.0%
BB 50,358 0.0%
B 2,225,166 1.2%
Not Rated 146,896,404 77.6%
$ 189,304,226 100.00%

The investments included in the “Not Rated” category include investments in KUEA’s Short-term and Long-term
Investment Programs (external investment pools are not required to be rated), the State’s Pooled Money Investment Board
(PMIB), as well as the University’s bond related guaranteed investment contracts and repurchase agreements managed by

KDFA.
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CUSTODIAL CREDIT RISK

The custodial credit risk for investments is the risk that, in the event of the failure of the counter party, the University will
not be able to recover the value of the investments that are in the possession of an outside party. Custodial credit risk
should not be confused with market risk, which is the risk that the market value of a security may decline. The
University’s investment securities are exposed to custodial credit risk if the securities are uninsured and unregistered and
held by the counterparty, or by its trust department or agent but not in the University’s name.

The investment policies of the University and its component units do not formally address custodial credit risk.
Nonetheless, the University’s custodial credit risk is estimated to be minimal due to several factors. First, investments in
external investment pools and in open-end mutual funds are not exposed to custodial credit risk because their existence is
not evidenced by securities that exist in physical or book entry form. As noted above, the majority of the University’s
investments are invested within KUEA’s Short-term and Long-term Investment Programs. Second, management has
evaluated the stability of the financial institutions through which other investments are made. Generally the financial
institutions are members of the Depository Trust Company (DTC), the world’s largest depository and a member of the
Federal Reserve System. DTC holds and provides asset servicing for securities deposited with the DTC by DTC
participants. DTC facilitates settlement of transactions through electronic book-entry transfers and pledges between the
DTC participants’ accounts. This eliminates the need for physical movement of securities certificates. Additionally the
financial institutions hold the assets in custody or trust so that they would not be available to the institution’s creditors
because they are excluded from the assets of the custodian.

The RI has made minimal investments directly in limited partnerships, which would have some custodial risk. The balance
of these investments as of June 30, 2008 and 2007 was $535,703 and $537,479, respectively.

CONCENTRATION OF CREDIT RISK

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a single issuer
that exceeds 5 percent or more of its total investments. Investments issued or explicitly guaranteed by the U.S.
Government and investments in mutual funds, external investment pools, and other pooled investments are excluded from
this requirement. The University does not have a formal policy regarding the concentration of credit risk. However,
management has evaluated the financial stability of the financial institutions involved and feels the credit risk is minimal.

Of the University of Kansas’ total investments of $189,304,226 and $200,481,887 as of June 30, 2008 and 2007,
respectively; the University of Kansas Endowment Association administers $126,300,501 and $123,058,010, respectively.
The Kansas Development Finance Authority invests $6,498,618 and $6,733,618 million of the total as of June 30, 2008
and 2007, respectively. These monies represent bond proceeds and reserve requirements.

The University investments also include $14,252,960 and $15,106,850 of investments administered by outside trustees as
of June 30, 2008 and 2007, respectively. These investments consist of three accounts: 1) the Gertrude S. Pearson Trust, 2)
the Elizabeth M. Watkins Trust for Watkins and Miller Scholarship Halls, and 3) the Elizabeth M. Watkins Trust for
Watkins Hospital.

The Gertrude S. Pearson Trust had a reported market value of $8,907,181 at June 30, 2008 and $9,094,978
at June 30, 2007. The trustee is Bank of America.

The Elizabeth M. Watkins Trust for Watkins and Miller Scholarship Halls had a reported market value of
$3,427,830 at June 30, 2008 and $3,831,634 at June 30, 2007. The trustee is Bank of America.

The Elizabeth M. Watkins Trust for Watkins Hospital had a reported market value of $1,917,949 at June
30, 2008 and $2,180,238 at June 30, 2007. The trustee is Bank of America.

The remaining investments consist of $42,252,147 and $55,583,409 invested in a combination of short-term and long-term
investments, primarily US Agency obligations.
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NOTE 4 - ACCOUNTS RECEIVABLE

Accounts receivable net of estimated uncollectible amounts, consisted of the following at June 30:

Restated
2008 2007
Tuition and Fees $ 6,593,027 $ 5,847,787
Aucxiliary 7,957,652 18,966,981
Grants and Contracts 28,709,905 24,796,623
Other 13,644,035 4,249,385

$ 56,904,619 $ 53,860,776

NOTE 5 - PLEDGES RECEIVABLE

Pledges receivable consist of the following unconditional promises to give:

2008 2007
Due in less than one year $ 13,100,071 $ 9,953,370
Due in one to five years 9,951,900 10,044,861
Due in more than five years 225,000 -
23,276,971 19,998,231
Less
Unamortized discount 1,016,102 877,107
Allowance for uncollectible amounts 4,025,000 868,000

$ 18,235,869 $ 18,253,124

Pledges receivable are recorded on the accompanying statements of financial position as follows:

2008 2007
Pledges receivable - current $ 11,075,071 $ 9,147,747
Pledges receivable - non-current 7,160,798 9,105,377
$ 18,235,869 $ 18,253,124
NOTE 6 — INVENTORIES
Inventories consisted of the following at June 30:
2008 2007
Bookstore $ 2,708,361 $ 2,301,447
Food Service 216,985 205,434
Physical Plant 2,060,472 2,251,250
Professional and Scientific Supplies 844,148 743,668
Office Supplies 349,588 539,412
Other 746,076 534,172

$ 6,925,630 $ 6,575,383

NOTE 7 - LOANS TO STUDENTS

Student loans made through the Federal Perkins Loan Program comprise substantially all of the loans to students at June
30, 2008 and 2007. The Program provides for cancellation of a loan at rates of 10% to 30% per year up to a maximum of
100% if the participant complies with certain provisions. The federal government reimburses the University for amounts
cancelled under these provisions.
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As the University determines that loans are uncollectible and not eligible for reimbursement by the federal government, the
loans are written off and assigned to the U.S. Department of Education. The University has provided an allowance for
uncollectible loans, which, in management’s opinion, is sufficient to absorb loans that will ultimately be written off. At

June 30, 2008 and 2007, the allowance for uncollectible loans was estimated to be $503,050 and $442,930, respectively.

NOTE 8 - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2008 was as follows:

The following roll forward of capital assets is for the Lawrence, Edwards, and Medical Center Campuses only.

Beginning
Balance Additions Retirements Ending Balance

Land $ 10,840,732  $ 3,344,865 - $ 14,185,597
Land improvements 3,426,778 676,178 - 4,102,956
Works of Art 15,822,030 424,401 - 16,246,431
Infrastructure 50,901,689 583,279 - 51,484,968
Buildings 929,357,707 34,858,574 9,302 964,206,979
Equipment 135,036,345 9,598,499 4,155,542 140,479,302
Vehicles 13,536,764 2,906,982 391,505 16,052,241
Total 1,158,922,045 52,392,778 4,556,349 1,206,758,474

Less accumulated

depreciation:
Infrastructure 16,765,875 1,928,715 - 18,694,590
Buildings 358,688,405 31,710,239 9,302 390,389,342
Equipment 84,592,933 9,399,545 2,831,113 91,161,365
Vehicles 10,177,110 1,161,793 383,055 10,955,848
Total accumulated

depreciation 470,224,323 44,200,292 3,223,470 511,201,145
Capital assets, net $ 688,697,722 $ 8,192,486 1,332,879 695,557,329
Kansas Athletics Inc. 40,710,161
KU Center for Research, Inc. 40,652,297
KU Memorial Corporation 6,864,038
KU Medical Center Research Institute 928,681
Construction In Progress (Lawrence, Edwards, and Medical Center Campuses) 22,008,360

3__806.720,866

The University elected not to capitalize its library book collections. These collections adhere to the University’s policy to
(a) maintain them for public exhibition, education, or research; (b) protect, keep encumbered, care for, and preserve them;

and (c) require proceeds from their sale to be used to acquire other collection items.

Generally accepted accounting

principles permit collections maintained in this manner to be charged to operations at the time of purchase rather than be

capitalized.
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NOTE 9 - CHANGES IN NON-CURRENT LIABILITIES

Non-current liability activity for the year ended June 30, 2008 was as follows:

Restated

Beginning Balance Additions Reductions Ending Balance  Current Portion
Accrued compensated absences $ 30,717,475 $ 31,148,637 $ 28,074,187 $ 33,791,925 $ 29,686,557
Accrued other postemployment benefits - 5,179,225 - 5,179,225 -
Capital leases payable 26,785,275 1,229,126 2,597,932 25,416,469 2,684,447
Note payable - 6,000,000 - 6,000,000 -
Note payable to KU Endowment 2,199,949 4,065,477 899,849 5,365,577 1,300,100
Revenue bonds payable 235,270,000 18,220,000 11,565,000 241,925,000 11,445,000
Other long-term liabilities 1,512,930 - 152,015 1,360,915 149,907
Total non-current liabilities $ 296,485,629 $ 65,842,465 $ 43,288,983 $ 319,039,111 $ 45,266,011

NOTE 10 - REVENUE BONDS OUTSTANDING

Revenue bonds payable consist of the following:

Kansas Development Finance Authority Refunding Revenue Bonds — Series C, 1997 (The Board
of Regents — University of Kansas Regents Center Refunding Project) $3,255,000. Due in
annual installments of $170,000 to $245,000. Issued 3/15/97 with a final maturity on 12/1/10.
Interest ranging from 4.70% to 5.30% payable semi-annually. At the time of issuance a rating was
not applied for with respect to these bonds, and no insurance was purchased. The underlying
revenue stream was assigned an Al post sale rating by Moody’s Investor Service.

Principal Outstanding
at 6/30/08

$ 840,000

Kansas Development Finance Authority Revenue Bonds - Series D, 1998 (The Board of Regents -
University of Kansas Housing System Renovation Project - Lewis Hall) $4,290,000. Due in
annual installments of $100,000 to $690,000. Issued 3/1/98 with a final maturity on 5/1/23.
Interest ranging from 3.70% to 5.05% payable semi-annually. A rating of Aa3 was assigned by
Moody’s Investor Service. The bonds were upgraded to Aaa with the addition of an insurance

policy issued by MBIA Insurance Corporation.

Kansas Development Finance Authority Revenue Bonds — Series C, 1999 (The Board of Regents
— University of Kansas Child Care Facility Construction Project) $3,085,000. Due in annual
installments of $100,000 to $470,000. Issued 6/1/99 with a final maturity on 5/1/19. Interest
ranging from 4.00% to 5.10% payable semi-annually. A rating of Al was assigned by Moody’s
Investor Service. The bonds were upgraded to Aaa with the addition of an insurance policy

issued by Ambac Assurance Corporation.

3,230,000

2,180,000

Kansas Development Finance Authority Revenue Bonds — Series D, 1999 (The Board of Regents
— University of Kansas - Parking Garage #2 Construction Project) $11,170,000. Due in annual
installments of $560,000 to $2,085,000. Issued 5/1/99 with final maturity on 4/1/14. Interest
ranging from 4.00% to 4.75% payable semi-annually. A rating of Aa3 was assigned by Moody’s
Investor Service, and no insurance was purchased.
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Principal Outstanding
at 6/30/08

Kansas Development Finance Authority Revenue Bonds — Series 2001 T-2 (The Board of Regents

— University of Kansas Student Union Renovation and Expansion Project) $4,435,000. Due in

annual installments of $300,000 to $540,000. Issued 8/1/01 with final maturity on 4/1/13.

Interest ranging from 3.10% to 4.75% payable semi-annually. A rating of AAA was assigned by

Standard & Poor’s based upon an insurance policy issued by Ambac Assurance Corporation. The

underlying revenue stream was assigned an Aa3 post sale rating by Moody’s Investor Service. $ 2,155,000

Kansas Development Finance Authority Revenue Bonds - Series 2002 A-1 (The Board of Regents

— University of Kansas Housing System Renovation Project - Ellsworth Hall) $11,230,000.

Due in annual installments of $45,000 to $1,280,000. Issued 4/1/02 with final maturity on 5/1/27.

Interest ranging from 3.50% to 5.00% payable semi-annually. A rating of AAA was assigned by

Standard & Poor’s based upon an insurance policy issued by Ambac Assurance Corporation. The

underlying revenue stream was assigned an Aa3 post sale rating by Moody’s Investor Service. 10,010,000

Kansas Development Finance Authority Revenue Bonds - Series 2002 A-2 (The Board of Regents

— University of Kansas Student Recreation and Fitness Center) $15,330,000. Due in annual

installments of $735,000 to $1,350,000. Issued 4/1/02 with final maturity on 5/1/17. Interest

ranging from 3.50% to 5.00% payable semi-annually. A rating of AAA was assigned by

Standard & Poor’s based upon an insurance policy issued by Ambac Assurance Corporation. The

underlying revenue stream was assigned an Aa3 post sale rating by Moody’s Investor Service. 10,245,000

Kansas Development Finance Authority Revenue Bonds — Series 2002 K (The Board of Regents

— University of Kansas Edwards Campus Project) $5,120,000. Due in annual installments of

$65,000 to $540,000. Issued 11/1/02 with a final maturity on 12/1/22. The first principal payment

is due 12/1/10. Interest ranging from 4.3%to 5.0% payable semi-annually. A rating of A was

assigned by Moody’s Investor Service, and no insurance was purchased. Moody’s Investor Service

upgraded the bonds rating to Al as of 7/23/04. 5,120,000

Kansas Development Finance Authority Revenue Bonds — Series 2003 C (The Board of Regents

— Research and Development Facilities Projects) $4,965,000. Due in annual installments of

$450,000 to $1,890,000. Issued 2/1/03 with a final maturity on 10/1/10. Interest ranging from

3.3% to 5.0% payable semi-annually. A rating of AAA was assigned by Standard & Poor’s

based upon an insurance policy issued by Ambac Assurance Corporation. 1,645,000

Kansas Development Finance Authority Revenue Bonds - Series 2005E-1 (The Board of Regents

— University of Kansas Housing System 1996E Templin Hall Refunding Project) $3,065,000.

Due in annual installments of $155,000 to $270,000. Issued 5/1/05 with a final maturity on

5/1/21. Interest ranging from 3.0% to 5.0% payable semi-annually. A rating of Aa3 was assigned

by Moody’s Investor Service. The bonds were upgraded to Aaa with the addition of an insurance

policy issued by Ambac Assurance Corporation. 2,750,000

Kansas Development Finance Authority Revenue Bonds - Series 2005E-1 (The Board of Regents

— University of Kansas Housing System Hashinger Hall Renovation) $12,965,000. Due in

annual installments of $125,000 to $2,015,000. Issued 5/1/05 with a final maturity on 5/1/30.

Interest ranging from 3.0% to 4.5% payable semi-annually. A rating of Aa3 was assigned by

Moody’s Investor Service. The bonds were upgraded to Aaa with the addition of an insurance

policy issued by Ambac Assurance Corporation. 12,610,000
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Principal Outstanding
at 6/30/08

Kansas Development Finance Authority Revenue Bonds - Series 2006B (Kansas Board of Regents

— University of Kansas Parking Facilities Project - Park & Ride) $9,790,000. Due in annual

installments of $140,000 to $1,450,000. Issued 4/1/06 with a final maturity on 4/1/21. The first

principal payment is due 4/1/09. Interest ranging from 3.5% to 4.13% payable semi-annually. A

rating of Aa3 was assigned by Moody’s Investor Service. The bonds were upgraded to Aaa with

the addition of an insurance policy issued by XL Capital Assurance Inc. $ 9,790,000

Kansas Development Finance Authority Revenue Bonds - Series 2007E (Kansas Board of Regents

— University of Kansas Recreation and Fitness Center Expansion Project) $6,275,000. Due in

annual installments of $200,000 to $450,000. Issued 5/1/07 with final maturity on 5/1/27. The first

principal payment is due 5/1/08. Interest ranging from 3.75% to 4.30% payable semi-annually. A

rating of AAA was assigned by Standard & Poor’s based upon an insurance policy issued by XL

Capital Assurance. 6,075,000

Kansas Development Finance Authority Revenue Bonds - Series 2007M (Kansas Board of Regents

- University of Kansas — Law Enforcement Training Center) $18,220,000. Due in annual

installments of $670,000 to $1,350,000. Issued 12/6/07 with final maturity on 6/1/27. The first

principal payment is due 6/1/09. Interest ranging from 3.5 % to 4.6% payable semi-annually. A

rating of Al was assigned by Moody’s Investor Service. The bonds were upgraded to Aaa with the

addition of an insurance policy issued by Assured Guaranty Corporation. 18,220,000

Kansas Development Finance Authority Revenue Bonds — Series 1999 B (The Board of Regents

— University of Kansas Medical Center for Health in Aging) $2,920,000. Due in annual

installments of $90,000 to $440,000. Issued 4/1/99 with final maturity on 4/1/19. Interest

ranging from 3.60% to 5.00% payable semi-annually. The bonds were rated at A- by Standard &

Poor’s at the time of issuance. The rating was upgraded to AAA with the purchase of insurance. 2,050,000

Kansas Development Finance Authority Revenue Bonds — Series 2001 T-1 (The Board of Regents

— University of Kansas Medical Center Research Support Facility) $5,860,000. Due in annual

installments of $180,000 to $880,000. Issued 4/1/01 with final maturity on 4/1/21. Interest

ranging from 3.10% to 5.00% payable semi-annually. The bonds were rated at A- by Standard &

Poor’s at the time of issuance. The rating was upgraded to AAA with the purchase of insurance. 4,610,000

Kansas Development Finance Authority Revenue Bonds — Series 2003 C (The Board of Regents

— University of Kansas Medical Center Scientific Research and Development Facilities

Projects) $36,100,000. Due in annual installments ranging from $3,220,000 to $5,430,000. Issued

2/1/03 with a final maturity on 4/1/21. The first principal payment is due 10/1/16. Interest ranging

from 2.13% to 5.01% payable semi-annually. The bonds were rated at AA by Standard & Poor’s at

the time of issuance. A rating of AAA was assigned by Standard & Poor’s based upon an

insurance policy issued by Ambac Assurance Corporation. 36,100,000

Kansas Development Finance Authority Revenue Bonds — Series 2003 J-1 (The Board of Regents

— University of Kansas Medical Center Energy Conservation Project) $13,080,000. Due in

annual installments ranging from $350,000 to $1,060,000. Issued 8/3/03 with a final maturity

of 8/1/24. Interest ranging from 2.00% to 4.75% payable semi-annually. The bonds were rated

at AA by Standard & Poor’s and Aa2 by Moody’s at the time of issuance. The rating was

upgraded to AAA with the purchase of insurance. 11,480,000
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Principal Outstanding
at 6/30/08

Kansas Development Finance Authority Revenue Bonds — Series 2005D (The Board of Regents

— University of Kansas Medical Center Scientific Research and Development Facilities

Projects) $27,130,000. Due in annual installments ranging from $1,170,000 to $3,935,000. Issued

4/1/05 with a final maturity on 10/1/15. Interest ranging from 3.90% to 4.80% payable semi-

annually. The bonds were rated at AA by Standard & Poor’s at the time of issuance. The rating was

upgraded to AAA with the purchase of insurance. $ 20,555,000

Kansas Development Finance Authority Revenue Bonds — Series 2005E-2 (The Board of Regents

— University of Kansas Medical Center Parking Garage #3) $3,330,000. Due in annual

installments ranging from $120,000 to $225,000. Issued 5/1/05 with a final maturity on 5/1/25.

Interest ranging from 3.00% to 5.00% payable semi-annually. The underlying revenue stream

was assigned an Al rating by Moody’s Investor Service. The bonds were upgraded to Aaa with

the addition of an insurance policy issued by Ambac Assurance Corporation. 3,085,000

Kansas Development Finance Authority Revenue Bonds — Series 2004K (The Board of Regents

— University of Kansas Athletic Corporation — Restructuring Project) $17,830,000. Due in

annual installments of $660,000 to $1,355,000. Issued 11/16/04 with final maturity on 6/1/23.

Interest ranging from 3.3% to 4.5% payable semi-annually. A rating of A was assigned by

Standard & Poor’s. 15,065,000

Kansas Development Finance Authority Revenue Bonds — Series 2005B (The Board of Regents

— University of Kansas Center for Research, Inc. Project (MRB)) $45,625,000. Due in annual

installments of $1,565,000 to $3,610,000. Issued 2/1/05 with a final maturity on 2/1/25.

Interest ranging from 3.6% to 5.3% payable semi-annually. A rating of Al was assigned by

Moody’s. The bonds were upgraded to Aaa with the purchase of a surety bond issued by MBIA

Insurance Corporation. 42,435,000

Kansas Development Finance Authority Revenue Bonds — Series 2006G (The Board of Regents

— University of Kansas Center for Research, Inc. Project (SBCIII)) $17,085,000. Due in annual

installments of $470,000 to $4,615,000. Issued 10/1/06 with final maturity on 2/1/26. The first

principal payment is due 2/1/08. Interest ranging from 4.00% to 5.04% payable semi-annually. A

rating of A was assigned by Standard & Poor’s and a rating of Al was assigned by Moody’s Investor

Services. 16,615,000

Total $ 241,925,000
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NOTE 11 - REVENUE BONDS MATURITY SCHEDULE
Maturities of principal and interest requirements on revenue bonds payable are as follows:

Year Ending June 30: Principal Interest Total
2009 $ 11,445,000 $ 11,107,593 $ 22,552,593
2010 11,920,000 10,641,389 22,561,389
2011 12,425,000 10,143,617 22,568,617
2012 11,370,000 9,652,703 21,022,703
2013 11,970,000 9,160,370 21,130,370
2014-2018 65,705,000 37,379,860 103,084,860
2019-2023 76,475,000 20,205,247 96,680,247
2024-2028 36,675,000 4,551,720 41,226,720
2029-2030 3,940,000 267,975 4,207,975

$ 241,925,000 $ 113,110,474 $ 355,035,474

The University defeased a portion of 1999 D bond series through advance refunding during fiscal year 2006 and two
separate bond series through advance refunding during fiscal year 2005. Accordingly, none of the series is reflected in the
accompanying statements. The amount of bonds that have been defeased as of June 30, 2008 consists of the following:

Outstanding at

Series June 30, 2008
1998 A $ 11,085,010
1999 D 1,060,000
2001 G-5 600,000

$___ 12745010 _

NOTE 12 - LEASE OBLIGATIONS

The University of Kansas is obligated for the purchase of certain equipment funded through the issuance of blanket
financing agreements in the amount of $25,416,469 and $26,785,275 as of June 30, 2008 and 2007, respectively.
Payments to liquidate these obligations are scheduled as follows:

Year Ending June 30: Total

2009 $ 2,684,447

2010 2,645,307

2011 2,670,815

2012 3,224,250

2013 2,329,178

2014 and thereafter 11,862,472
$ 25,416,469

Included in this balance is the $18,699,700 Master Lease Purchase agreement between the University and the State for the
University’s Energy Performance Contract. The University’s Energy Performance Contract consists of approximately 100
energy savings measures that were completed in fiscal year 2004 and were expected to result in annual utility and
maintenance savings of $1,700,000. The projects were funded through a Master Lease Purchase Agreement between the
State of Kansas and Citibank, N.A. The University is responsible for repaying the State for the 20-year term of the lease.
The remaining principal balance of the master lease agreement as of June 30, 2008 is $15,902,273.
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NOTE 13 - RETIREMENT PLANS

University employees participate in two separate retirement programs. Lawrence Campus University Support Staff and
Medical Center Classified Staff employees participate in the "Kansas Public Employees Retirement System" (KPERS).
This defined benefit program is funded through contributions by the University and the individual employees. The
University contributed $3,814,069 and $3,282,914 during fiscal years 2008 and 2007, respectively, and individual
employees contributed $2,355,998 and $2,233,429. Unclassified employees participate in the "Board of Regents
Retirement Program". This defined contribution program is funded through contributions by the University and the
individual employees. The University contributed $27,107,977 and $25,640,764 during fiscal years 2008 and 2007,
respectively, and individual employees contributed $17,425,419 and $16,495,681.

Employees of Kansas Athletics, Inc., the University of Kansas Memorial Corporation, the University of Kansas Medical
Center Research Institute, and the Student Union Corporation of the University of Kansas Medical Center participate in
defined contribution programs similar to the “Board of Regents Retirement Program”. The Corporations contributed
$1,498,158 and $1,389,472 to their individual plans during fiscal years 2008 and 2007, respectively.

NOTE 14 - OTHER POSTEMPLOYMENT HEALTHCARE BENEFITS (OPEB)
DESCRIPTION

As a component unit of the State of Kansas, the University participates in the State’s health insurance benefit plan. Kansas
statute provides that postemployment healthcare benefits be extended to retired employees who have met age and/or
service eligibility requirements. The health insurance benefit generally provides the same coverage for retirees and their
dependents as for active employees and their dependents. The health insurance benefit plan is a single employer defined
benefit plan administered by Kansas Health Policy Authority. The benefit is available for selection at retirement and is
extended to retirees and their dependents for life. Non-Medicare participants are subsidized by the University, thus
resulting in a liability to the University. At a State level, the accounting for the health insurance for retirees is included in
the State’s Self-Insurance Health fund, with the subsidy provided from the Self-Insurance Health fund.

FUNDING POLICY
The University provides health insurance benefits to retirees and their dependents in accordance with Kansas law (K.S.A.
75-6511). Kansas statute, which may be amended by the state legislature, established that participating retirees contribute

to the employee group health fund benefits plan, including administrative costs.

The University appropriates funds annually for the costs associated with this retirement benefit and provides funding for
the expenditure on a pay-as-you-go basis.
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ANNUAL OPEB COST AND NET OPEB OBLIGATION

The University’s annual OPEB cost is calculated based on the annual required contribution of the employer (ARC), an
amount actuarially determined in accordance with parameters of GASB Statement 45. The ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial
liabilities over a period of not to exceed thirty years. The following table presents the components of the University’s
annual OPEB cost for the year, the contribution to the plan, and changes in the University’s net OPEB obligation.

Annual required contribution-amortized liability $ 2,009,827
Interest on amortized liability 77,379
Normal cost (with interest) 3,092,019
Annual OPEB cost (expense) 5,179,225
Contributions made -
Increase in net OPEB obligation 5,179,225

Net OPEB obligation July 1, 2007 -
Net OPEB obligation June 30, 2008 $ 5,179,225

Schedule of Employer Contributions (for fiscal year ended)

Annual Net End of Year
Fiscal OPEB Employer Percentage Net OPEB
Year Cost Contributions Contributed Obligation
2008 $5,179,225 $ - 0% $5,179,225

FUNDED STATUS AND FUNDING PROGRESS

As of June 30, 2008, the most recent actuarial valuation date, the actuarial accrued liability for benefits was $41,265,757.
The University’s policy is to fund the benefits on a pay-as-you-go basis, resulting in an unfunded actuarial accrued liability
(UAAL) of $41,265,757. The covered payroll (annual payroll of active employees covered by the plan) was $471,981,447,
and the ratio of the UAAL to the covered payroll was 9%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the
probability of occurrence of events far into the future. The valuation includes, for example, assumptions about future
employment, mortality and the healthcare cost trends. Amounts determined regarding the funded status of the plan and the
annual required contributions of employer are subject to continual revision as actual results are compared with the past
expectations and new estimates are made about the future. The schedule of funding progress will present in time, multi-
year trend information about whether the actuarial value of plan assets is increasing or decreasing relative to the actuarial
accrued liabilities for benefits.
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Schedule of Funding Progress

Actuarial UAAL as a
Actuarial Accrued Percent of
Actuarial Value of Liability Unfunded Funded Covered Covered
Valuation Assets (AAL) AAL Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) 9] ((b-a)/c)
6/30/2008 $ - $41,265,757 $41,265,757 0% $471,981,447 9%

ACTUARIAL METHODS AND ASSUMPTIONS

Projections of benefits for reporting purposes are based on the substantive plan and include the types of benefits provided
at the time of valuation and the historical pattern of sharing of benefit cost between the employer and plan members to that
point. The actuarial methods and assumptions used include techniques that are designed to reduce the effects of short-term
volatility in actuarial accrued liabilities and actuarial value of assets, consistent with the long-term perspective of the
calculations.

In the June 30, 2008 actuarial valuation, the projected unit credit method was applied. The actuarial assumptions included a
3.85 percent investment rate of return, which is a blended rate of the expected long-term investment returns on the State’s
pooled funds and investments. The valuation assumed annual healthcare cost trend rates of 5.5 to 10 percent in the first ten
years and an ultimate rate of 5.0 percent after ten years. The valuation followed generally accepted actuarial methods and
included tests as considered necessary to assure the accuracy of the results. The UAAL is being amortized over a 30-year
open period in level dollar amounts.

NOTE 15 - COMMITMENTS AND CONTINGENT LIABILITIES

At June 30, 2008 and 2007, the University had outstanding commitments under construction contracts totaling $62,446,424
and $69,297,822, respectively.

The University is a defendant in several lawsuits. However, University officials are of the opinion, based on advice of in-
house legal counsel, that the ultimate outcome of all litigation will not have a material effect on the future operations or
financial position of the University.

All university buildings are insured with a $100,000 deductible and a maximum annual liability of $500,000,000 per
occurrence. Named equipment is covered up to the declared value with a $5,000 deductible. Most building contents and
State-owned automobiles are not insured against property damages or bodily injury. The University is not aware of any
significant outstanding claims as of June 30, 2008.

In the normal course of operations, the University receives grants and other forms of reimbursement from various Federal
and State agencies. These activities are subject to audit by agents of the funding authority, the purpose of which is to
ensure compliance with conditions precedent to providing of such funds. University officials believe that the liability, if
any, for any reimbursement that may arise as the result of audits, would not be material.
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NOTE 16 - NATURAL CLASSIFICATIONS WITH FUNCTIONAL CLASSIFICATIONS

The University’s operating expenses by functional and natural classification for 2008 are as follows:

Natural Classification

Scholarships

Compensation & Supplies &

Functional Classification & Benefits Fellowships Utilities Other Services  Depreciation Total
Instruction 269,973,834 $ - $ 133,179 21,303,751 - $ 291,410,764
Research 122,070,990 - 8,300 67,014,826 - 189,094,116
Public service 21,647,693 - 3,468 15,985,246 - 37,636,407
Academic support 56,368,413 - 7,315 19,950,131 - 76,325,859
Student services 19,530,190 - 709,154 6,743,213 - 26,982,557
Institutional support 44,181,444 - 412 8,398,322 - 52,580,178
Operations and maintenance of plant 33,224,030 - 22,259,143 7,698,168 - 63,181,341
Depreciation - - - - 51,294,904 51,294,904
Scholarships and fellowships - 23,325,548 - - - 23,325,548
Aucxiliary enterprises:

Housing 8,261,712 - 2,723,377 4,860,102 - 15,845,191

Athletics 23,128,649 7,883,197 367,432 27,983,018 - 59,362,296

Parking 1,626,438 - 242,543 4,530,215 - 6,399,196

Student unions 11,138,592 - 740,925 22,228,587 - 34,108,104

University health services 5,365,807 - 323 2,552,297 - 7,918,427

Other auxiliary enterprises 4,195,031 - - 68,358 - 4,263,389
Other 2,986,400 - - 2,389,381 - 5,375,781

623,699,223 $

31,208,745 $ 27,195571 $ 211,705,615 $ 51,294,904 $ 945,104,058

NOTE 17 - PRIOR YEAR ADJUSTMENTS

The June 30, 2007 statements have been restated for the following reasons:

During the fiscal year-ended June 30, 2008, the Lawrence Campus discovered that historically, when it had calculated its
ending cash balance as well as its net assets restricted for capital assets, it had included a fund that was primarily used for
capital appropriation construction projects. In order to treat all capital appropriation funds consistently, by recognizing
capital appropriation revenue as earned based upon expenses incurred during the fiscal year and treating any remaining
cash balances as unearned and belonging to the State, the Lawrence Campus restated its June 30, 2007, cash balance and
net assets restricted for capital assets by $4,729,902.

Additionally, the KU Unions discovered an error in the calculation of missed meal income receivable for student dining
contracts. The error related to the calculation of the revenue and receivable for the year-ended June 30, 2007. The KU
Unions restated the balances as of June 30, 2007. The effect of this change on the financial statements for the year-ended
June 30, 2007, was to reduce the sales revenue and accounts receivable by $319,775. The change in net assets and change
in accounts receivable on the statement of cash flows for the year-ended June 30, 2007, were also adjusted by $319,775.
This restatement also reduced the KU Union’s beginning net assets as of July 1, 2007, but there was no effect on net assets
as of July 1, 2006.
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Due to corporate bylaw changes made in fiscal year 2008 to the corporate structure of KU Physicians, Inc. (KUPI), the
entity no longer qualifies as a blended component unit of the University. In order to provide comparative statements, the
University has restated fiscal year 2007 statements to not reflect KUPI’s financial position or activity. The effect of the
change was as follows:

2007
Assets $ (23,012,438)
Liabilities (20,097,513)
Net Assets (2,914,925)
Operating Revenues $(116,575,261)
Operating Expenses (116,503,027)
Investment Income (358,741)
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