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Report of Independent Auditors
To the Board of Trustees of The University of Alabama:

In our opinion, the financial statements listed in the accompanying table of contents, which collectively
comprise the financial statements of The University of Alabama (the “University”), a campus of The
University of Alabama System, which is a component unit of the State of Alabama, present fairly, in all
material respects, the respective financial position of the University and its aggregate discretely
presented component units at September 30, 2006 and 2005, and the respective changes in financial
position and cash flows, as applicable, for the years then ended in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the University’s management. Our responsibility is to express opinions on these
financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinions.

As discussed in Note 1, the financial statements of the University are intended to present the net
assets, changes in net assets 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 the University. They do not purport to, and do not, present fairly the net assets of The
University of Alabama System as of September 30, 2006 and 2005 and its changes in net assets and
its cash flows for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

The management’s discussion and analysis on pages 3 through 12 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted primarily of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.
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MANAGEMENT DISCUSSION AND ANALYSIS

The University of Alabama

The President’s Mansion

Management’s Discussion and Analysis (Unaudited)

This section of The University of Alabama’s (the
“University”) annual financial report presents a dis-
cussion and analysis of the financial performance
of the University during the fiscal years ended Sep-
tember 30, 2006 and 2005. This discussion has been
prepared by management along with the financial
statements and related note disclosures and should
be read in conjunction with the financial statements
and notes. The financial statements, notes and this
discussion are the responsibility of management.

The University of Alabama

The University, the State of Alabama’s (the “State”)
oldest institution of higher education, is the senior
comprehensive doctoral-level institution in Alabama
and began instructing students in 1831. Established
by constitutional provision, with subsequent statu-
tory mandates and authorizations, the University ad-
vances the intellectual and social condition of all the
people of the State through quality programs of re-
search, instruction and service. The University bases
its activities on a broad range of research programs,
many of which are recognized for their contributions
to the economic, technological and cultural growth
of the State and region. The University is a fully ac-
credited institution of higher learning offering a wide

variety of undergraduate, graduate and professional
programs. The University is located in Tuscaloosa,
Alabama.

The University is accredited by and is a member of
the Southern Association of Colleges and Schools.
All degree programs in professional schools and col-
leges subject to recognized accrediting agencies are
fully accredited by the appropriate national organi-
zation. The University is a member of the National
Association of State Universities and Land-Grant
Colleges.

The University is governed by The Board of Trust-
ees of The University of Alabama (the “Board”), a
body corporate under Alabama Law. The Board also
governs The University of Alabama at Birmingham
and The University of Alabama in Huntsville, which
along with the University make up The University
of Alabama System (the “System”). The Board de-
termines policy, and approves operating budgets,
educational programs, facilities and capital financ-
ings for each campus, and sets the separate tuition
and fee schedules applicable at each campus. Over-
sight responsibilities of the Alabama Commission on
Higher Education (“ACHE”) and annual requests for
appropriations from the Alabama legislature are co-
ordinated for each campus by the Chancellor of the
System with the approval of the Board.
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Overview of Financial Statements

The University’s financial statements present the fi-
nancial condition, the results of operations and cash
flows of the University and its discretely presented
component units through five primary financial
statements and notes to the financial statements.
Three of the primary statements, the statement of
net assets, the statement of revenues, expenses and
changes in net assets and the statement of cash flows,
present the financial position, changes in financial
position and cash flows of the University. The finan-
cial statements of certain affiliated foundations are
presented discretely from the University. The notes
to the financial statements provide additional infor-
mation that is essential to a full understanding of the
financial statements. A summary of new accounting
standards and their anticipated effects conclude the
financial statements. Brief summations of Govern-
mental Accounting Standards Board (GASB) State-
ments 42, 45, 46, 47, 48 and 49 are outlined.

Statement of Net Assets

The statement of net assets presents the financial po-
sition of the University at the end of the fiscal year.
This statement reflects the various assets, liabilities
and net assets of the University as of the fiscal years
ended September 30, 2006 and 2005.

From the data presented, readers of the statement
of net assets have the information to determine the

Condensed Statements of Net Assets

assets available to continue the operations of the
University. They may also determine how much the
University owes vendors, investors and lending insti-
tutions. Finally, the statement of net assets outlines
the net assets (assets minus liabilities) available to the
University.

Net assets are divided into three major categories.
The first category, invested in capital assets, net of
debt, provides the University’s equity in property,
plant and equipment owned by the University. The
second category is restricted net assets, which is di-
vided into two categories, non-expendable and ex-
pendable. The corpus of non-expendable restricted
resources, as it pertains to endowments, is only avail-
able for investment purposes. Donors have primar-
ily restricted income derived from these investments
to fund scholarships and fellowships. Expendable re-
stricted net assets are available for expenditure by the
University but must be spent for purposes as deter-
mined by donors and/or external entities that have
placed time or purpose restrictions on the use of the
assets. The last category, unrestricted net assets, dis-
closes the net assets available to the University for
any lawful purpose of the University.

At September 30, 2006, the University’s assets ex-
ceeded $1.7 billion, liabilities were $552 million and
net assets exceeded $1.1 billion, an overall increase
in net assets of $102.4 million from 2005. A sum-
mary of the University’s assets, liabilities and net as-
sets follows:

2006 2005 2004
Current assets
Cash and cash equivalents $ 35,800,558 $ 24,532,728 $ 38,265,963
Short-term investments 74,626,817 91,240,725 60,289,433
Accounts receivable, net 54,597,972 40,288,600 33,983,238
Other 36,411,856 29,000,057 30,834,479
Noncurrent assets
Endowment, life income and
other investments 708,691,882 675,067,084 689,803,026
Capital assets, net 732,525,105 603,685,661 502,042,568
Other 67,970,413 60,695,707 50,351,017
Total assets 1,710,624,603 1,524,510,562 1,405,569,724

Current liabilities 163,942,468 138,568,818 136,128,004
Noncurrent liabilities 388,316,092 329,938,332 331,159,010
Total liabilities 552,258,560 468,507,150 467,287,014
Net assets

Invested in capital assets, net of
related debt 408,136,653 382,682,636 350,877,390
Restricted 504,988,230 460,482,380 415,850,284
Unrestricted 245,241,160 212,838,396 171,555,036
Total net assets $ 1,158,366,043 $ 1,056,003,412 $ 938,282,710




The University’s Assets

The University’s cash and cash equivalents totaled
$35.8 million and $24.5 million at the end of 2006
and 2005, respectively. At the end of 2004, total cash
and cash equivalents totaled $38.3 million. Cash in
demand deposits is minimized by investing excess
cash balances in investment accounts on a daily ba-
sis. The University primarily utilizes the Short-Term
Fund, a System-sponsored money market type in-
vestment pool, for short term investing.

Accounts receivable largely consists of billed and
unbilled Contracts and Grants and Student Receiv-
ables. Accounts receivable increased $14.3 million
from approximately $40.3 million at September 30,
2005 to approximately $54.6 million at September
30, 2006. Of this increase, $8.8 million is attribut-
able to student accounts and the student population
growth incurred in 2006, while the majority of the
remaining increase stems from receivables for spon-
sored programs.

Investments totaled $783.3 million at the end of
2006, $74.6 million classified as current assets and
$708.7 million classified as noncurrent. At the end
of 2005, investments totaled $766.3 million and
were classified as $91.2 million in current assets and
$675.1 in noncurrent assets. In 2004, total invest-
ments reached $750.1 million of which $60.3 million
was classified as current assets and $689.8 million
was noncurrent assets. Total investments increased
$17.0 million (2.2%), from 2005 to 2006, primarily
as a result of new investments and investment results
from the System Pooled Endowment Fund offset by
spending of short-term investment balances. Invest-
ments classified as current are primarily used for op-
erating purposes while noncurrent investments pri-
marily relate to endowment, annuity & life income
agreements and capital purposes. The University’s
investment portfolio is primarily invested in three
separate investment pools sponsored by the System.
The University’s investment approach maximizes
current investment returns consistent with annual
liquidity needs while protecting principal. The Uni-
versity adopts the broad objective of investing assets
as to preserve their real value, enhance the purchas-
ing power of income, and keep pace with inflation
and evolving University needs.

The Eminent Scholars Program, established by the
State of Alabama Act No. 85-759 and administered
by the Alabama Commission on Higher Education,
provides that donor gifts of $600,000 held in a foun-
dation affiliated with the University are eligible for
$400,000 in State matching funds. In prior years,
the University received funds from donors intended
to be matched in accordance with this program and
transferred the corpus of these funds to The Capstone
Foundation. In fiscal year 2006, the receivable from
The Capstone Foundation for the Eminent Scholars

Program increased $2.7 million from $7.8 million
in 2005 to $10.5 million in 2006, which, combined
with an increase in noncurrent pledges, represents
the majority of the $3.4 increase in other noncur-
rent assets. This increase stems from the recording of
unrealized gains which are included, along with the
corpus, in the payable to the University. During fis-
cal year 2005, the University received an in-kind gift
for the WVUA Channel 23 television license. The
University recorded an intangible asset of $5.7 mil-
lion, the estimated fair value of the license, which
is included in other noncurrent assets. The total in-
crease in other noncurrent assets in 2005 was $6.2
million, up from $11.7 million in 2004.

Pledges increased $6.9 million in 2006 to $40.9 mil-
lion from $34.0 million in 2005 and $23.5 million in
2004. On April 8, 2006, the University announced
the “Our Students. Our Future.” $500 million Capi-
tal Campaign that focuses on student scholarships,
faculty support, campus facilities and priority needs.

Capital assets include land and improvements, infra-
structure, buildings and improvements, equipment,
construction in progress, library materials and collec-
tions. Capital assets increased $128.8 million (21.3%)
in 2006, net of annual depreciation, from $603.7
million in 2005 to $732.5 million in 2006. As has
been the case in recent years, the required spending
for capital assets continues at a brisk pace in order
to provide the facilities necessary to accommodate
current and future enrollment growth. Major capital
expenditures during the year include Athletic reno-
vations/construction ($50.3 million), construction
of Lakeside Residence Halls ($23.3 million), Law
School addition ($9.5 million), renovation and im-
provements to Graves Hall and Fifth Avenue ($6.8
million collectively), and construction of the Cen-
tral Warehouse ($4.2 million). For fiscal year 2005,
major capital expenditures included construction of
Riverside and Lakeside Residence Halls ($31.4 mil-
lion), Administrative IT System upgrades ($5.9 mil-
lion), Athletic renovations/construction ($36.6 mil-
lion), and a parking deck addition ($7.9 million). For
fiscal year 2004, major capital expenditures included
Athletic facility renovations ($21.7 million), School
of Medicine construction ($8.0 million), renovation
of University Recreation Center ($7.0 million), and
construction of Shelby Integrated Science Building
($6.3 million).

The University’s Liabilities

Current liabilities consist primarily of accounts pay-
able, accrued liabilities and deferred revenue. Cur-
rent liabilities totaled $163.9 million in 2006 com-
pared to $138.6 million in 2005, an increase of $25.3
million (18.3%). Fiscal year 2005 saw an increase
of $2.4 million (1.8%) from $136.1 million in 2004.
This increase relates to the growth in accrued salaries,
wages, and benefits liabilities including an increase in
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accrued vacation and sick leave reserves, and higher
withholding amounts correlating to the increase in
compensation and benefits for fiscal year 2006. Also
contributing to the increase of current liabilities was
the $4.0 million increase in supplies and other services
payables and a $2.0 million increase in construction
payables. Deposits, also classified as current liabili-
ties, increased $2.3 million, most significantly in the
Dining Dollars program.

During 2006, noncurrent liabilities increased $58.4
million (17.7%) from $329.9 million in 2005 to
$388.3 million in 2006 due to the issuance of the
2006A and 2006B General Revenue Bonds in July
2006 which totaled $64.3 million. These issues will
be used to fund construction of Bryant and Lake-
side Residential Communities, Bryant Denny Prom-
enade, and construction and/or renovations of cer-
tain fraternity and sorority houses. The interest rate
on this debt ranges from 4.125 % to 5.9%. During
2005, noncurrent liabilities decreased $1.2 million
from $331.1 million in 2004 primarily due to a re-
duction in the net outstanding long-term debt.

The University’s Net Assets

Net assets represent the residual interest in the Uni-
versity’s assets after all liabilities are deducted. The
University’s net assets increased $102.4 million,
9.7%, during the year to $1.16 billion. This follows
a 12.6% increase, or $117.7 million, in 2005.

Net assets invested in capital assets, net of accumu-
lated depreciation and the related outstanding debt
used to finance the acquisition, construction or im-
provement of these capital assets, increased $25.5
million and $31.8 million in 2006 and 2005, respec-
tively. Major projects undertaken in fiscal year 2006
included renovations to athletic facilities and Graves
Hall, new construction of Lakeside Residence Hall
and the Central Warehouse, and the Law School
addition. Restricted nonexpendable net assets in-
creased $12.6 million from $215.5 in 2005 to $228.1
million in 2006 primarily due to an increase in re-
stricted endowment funds. Restricted nonexpend-

able net assets experienced a $13.5 million (6.7%)
increase in 2005 from $201.9 million in 2004, pri-

marily due to $8.4 million in permanent additions
to endowments and $4.3 million in restricted non-
expendable net assets from the Alabama Shakespeare
Festival, a blended component unit of the Univer-
sity. Restricted expendable net assets of $276.9 mil-
lion increased $31.9 million over 2005 net assets
of $245.0 million. Unrestricted net assets increased
$32.4 million in 2006. Unrestricted net assets in-
creased $41.3 million in 2005 to $212.8 million from
$171.5 million at September 30, 2004. Increases in
quasi unrestricted ($19.7 million), auxiliaries ($6.6
million) and education and general self supporting
operations ($5.2 million) contributed this growth in
unrestricted net assets.

Statement of Revenues, Expenses and
Changes in Net Assets

Changes in total net assets as presented on the state-
ment of net assets are based on the activity presented
in the statement of revenues, expenses and changes
in net assets. The purpose of the statement is to pres-
ent the revenues received by the University, both
operating and nonoperating, and the expenses paid
by the University, both operating and nonoperating,
and any other revenues, expenses, gains and losses
received or expended by the University.

Generally speaking, operating revenues are received
for providing goods and services to the various cus-
tomers and constituencies of the University. Oper-
ating expenses are those expenses paid to acquire or
produce the goods and services provided in return
for the operating revenues and to carry out the mis-
sion of the University. Nonoperating revenues are
revenues received for which goods and services are
not provided. For example, state appropriations are
nonoperating because they are provided by the Leg-
islature to the University without the Legislature di-
rectly receiving commensurate goods and services in
return for those revenues. As noted below, without
the nonoperating revenues, in particular the state ap-
propriations and private gifts, the University would
not be able to cover its costs of operations. These
sources are critical to the University’s financial stabil-
ity and directly impact the quality of its programs.




A summary of the University’s revenues, expenses and changes in net assets follows:

Condensed Statements of Revenues,

Expenses and Changes in Net Assets

2006 2005 2004
Operating revenues
Tuition and fees $ 168,337,662 $ 135,238,566  $ 114,751,427
Less: scholarship allowances (32,917,319) (26,937,891) (24,630,219)
Tuition and fees, net 135,420,343 108,300,675 90,121,208
Sponsored programs 65,092,207 65,589,747 65,492,376
Auxiliary, net 104,203,777 90,801,084 71,727,171
Sales and services of educational
activities 9,973,238 8,792,936 9,396,243
Other 11,463,330 13,607,777 12,209,213
Total operating revenues 326,152,895 287,092,219 248,946,211
Operating expenses 486,263,506 435,277,439 399,466,345
Operating loss (160,110,611) (148,185,220) (150,520,134)
Nonoperating revenues (expenses)
State appropriations 145,930,652 126,910,824 123,076,215
Gifts 41,007,849 56,072,769 25,877,659
Grants 1,315,148 1,813,205 1,576,469
Investment income, net 56,484,511 72,376,705 67,248,521
Interest expense (8,885,356) (14,496,816) (4,645,089)
Other nonoperating
expenses, net (1,407,278) (20,588) (211,793)
Net nonoperating revenues 234,445,526 242,656,099 212,921,982
Income before other changes
1n net assets 74,334,915 94,470,879 62,401,848
Other changes in net assets
Capital gifts and grants 16,113,911 7,709,438 11,544,774
Additions to permanent
endowments 11,913,805 15,540,385 9,686,477
Increase in net assets 102,362,631 117,720,702 83,633,099
Net assets, beginning of year 1,056,003,412 938,282,710 854,649,611
Net assets, end of year $ 1,158,366,043 § 1,056,003,412 $ 938,282,710

The statement of revenues, expenses and changes
in net assets (the “SRECNA”) reflects increases in
net assets of $102.4 million, $117.7 million, and
$83.6 million for the fiscal years ended September
30, 2006, 2005, and 2004, respectively. As noted in
the SRECNA, the University experienced operating
losses in fiscal year 2006, 2005, and 2004 of $160.1
million, $148.2 million, and $150.5 million
respectively. These operating losses highlight the
University’s dependency on nonoperating revenues,
state appropriations and private gifts, to meet its cost
of operations and provide funds for the acquisition
of capital equipment.

In fiscal year 2006, the University received $145.9
million in State appropriations to be used for
operations and $41.0 million in private gifts. These
revenues, along with an additional $56.5 million
of net investment income assisted in offsetting
the University’s operating loss of $160.1 million.
The University received $126.9 million in State
appropriations, $56.1 million in gifts and had $72.4
million in net investment income in 2005 which
assisted in offsetting the $148.2 million operating
loss experienced in 2005. In fiscal year 2004,
the University received $123.1 million in State
appropriations, $25.9 million in gifts and had $67.2
million in net investment income which contributed
to the offset of the $150.5 million operating loss.
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Tuition and fees revenue, net of scholarship allow-
ances, increased $27.1 million to $135.4 million in
2006 from $108.3 million in 2005 due to enrollment
growth of approximately 900 students in the Fall
semester and over 1,000 students in the Spring se-
mester. Tuition rate increases in 2006 of 5% in-state
and 6.7% out-of-state also contributed to this in-
crease. The University’s current initiative to increase
enrollment to 28,000 by 2010 will result in tuition
increases in correlation to the population growth. In
2005, tuition and fees, net of scholarship allowances
increased $18.2 million from $90.1 million in 2004.
Tuition rates are reviewed annually by the University
and presented to the Board of Trustees for approval.

Auxiliary revenue increased $13.4 million to $104.2
million in 2006 from $90.8 million in 2005, which
followed a $19.1 million increase in 2004. The
University’s auxiliaries are comprised of athletics,
food services, housing, supply store, telecommunica-
tions, and other miscellaneous auxiliary enterprises.
In 2006, The Bryant-Denny Stadium expansion was
completed This addition created 8300 seats and
generated an additional $7 million in revenue for the
Intercollegiate Athletics Department. In addition,
other auxiliary enterprises that experienced increased
revenue in correlation to the growth of the student
population include Housing and The Supply Store.

Operating Expenses
(by natural classification)

Gift revenues decreased $15.1 million to $41 million
from $56.1 million in 2005. During fiscal year 2005,
gifts increased $29.7 million from $25.9 million in
2004. The increase in 2005 was primarily due to a
$12.5 million increase of gifts to the Crimson Tide
Foundation and a $10.1 million increase in the rec-
ognition of Athletic gifts.

Investment income decreased $15.9 million from
$72.4 million in 2005 to $56.5 million in 2006. In-
vestment income in 2006 is largely comprised of $33
million of earnings and realized gains from endow-
ments invested in the System-sponsored investment
pool, earnings on funds other than endowments in-
vested in other System-sponsored investment pools
of $10.1 million and $8.5 million in unrealized gains.
Earnings on unspent bond proceeds totaled $3 mil-
lion in 2006. Unrealized and realized gains declined
$17.5 million from $38.7 million in 2005 to $23.9
million in 2006.

Interest expense incurred by the University in 2006 to-
taled $15.4 million, netted to $8.9 million by interest
capitalized for various construction projects. Interest
expense decreased $5.6 million between 2006 and 2005
due to an increase in capitalized interest.

2006 2005 2004
Salaries, wages and benefits $ 304,103,690 $ 274,166,002 $ 252,577,048
Scholarships and fellowships 10,817,099 10,087,071 13,069,809
Supplies and other services 110,818,018 105,052,148 93,255,742
Utilities 22,054,338 16,030,990 14,877,715
Depreciation 38,470,361 29,941,228 25,686,031
Total operating expenses $ 486,263,506 $ 435277439 § 399,466,345

Salaries, wages and benefits increased $29.9 mil-
lion to $304.1 million in 2006 from $274.2 million
in 2005 which followed a $21.6 million increase in
2004. The University’s most important resource is
its outstanding faculty and staff. In fiscal year 2006,
62.5% of the University’s total operating expenses
were for employee compensation. As of September
2006, the University employed approximately 4,000
full-time, permanent employees. Even though the
major portion of the operating expenses are focused
on employee compensation, the University must
continue to focus on being more competitive with
peer institutions and non-academic employers. The
reality of the national landscape requires attractive

compensation and benefit packages in order to re-
cruit and retain this important resource that so di-
rectly impacts the University’s ability to accomplish
its mission. A merit compensation pool of 5% was
provided for faculty and staff with additional funds
provided for merit based equity increases. In addi-
tion, funding was used to adjust the Maintenance
Pay Plan and the Custodial and Grounds Career
Ladders as well as the main staff pay structure for
non-facilities related positions. Also, funding was
provided for faculty promotions and new faculty, to
bring staff salaries to new minimums, and to provide
an increase of 5% for graduate assistants.




Utilities increased approximately $6.0 million in
2006 while supplies and other services increased $5.8
million. This increase is attributable to rising utility
costs and additional buildings opened on campus.
Depreciation expense increased primarily due to new
projects being completed and placed into service.

2006 Operating Expenses

(by functional classification)

In addition to their natural classification, operating
expenses can also be reported by their functional
classification. This method reflects, by function
of the University, amounts expended in areas
such as Instruction, Research and Operations and
Maintenance and is used most commonly for
comparative reporting purposes.

Salaries, Scholarships Supplies
wages and and and other
benefits fellowships services Depreciation Total

Instruction $ 122,156,420 $ 1,114,738 $§ 20,233,924 $ - $ 143,505,082
Research 13,595,882 336,036 12,146,981 - 26,078,899
Public service 24,354,248 175,099 13,529,197 - 38,058,544
Academic support 33,031,082 690,383 11,550,195 - 45,271,660
Student services 8,860,758 108,298 4,618,621 - 13,587,677
Institutional support 31,842,872 12,192 9,897,677 - 41,752,741
Operations and maintenance 24,287,441 37,075 14,550,823 - 38,875,339
Scholarships and fellowships 10,781,738 5,524,958 603,267 - 16,909,963
Auxiliary enterprises 35,193,249 2,818,320 45,741,671 - 83,753,240
Depreciation - - - 38,470,361 38,470,361
$ 304,103,690 $ 10,817,099 $ 132,872,356 $ 38,470,361 $ 486,263,506

2005 Operating Expenses

(by functional classification)

Salaries, Scholarships Supplies
wages and and and other
benefits fellowships services  Depreciation Total
Instruction $ 111,089,828 $ 486,395 $ 20,448,730 $ - $132,024,953
Research 13,745,344 407,319 10,316,065 - 24,468,728
Public service 25,604,990 118,659 11,474,176 - 37,197,825
Academic support 26,178,518 37,936 10,744,299 - 36,960,753
Student services 7,752,691 31,482 3,807,391 - 11,591,564
Institutional support 28,355,218 1,917 4,498,653 - 32,855,788
Operations and maintenance 19,160,387 2,134 14,539,083 - 33,701,604
Scholarships and fellowships 7,488,165 7,906,317 93,847 - 15,488,329
Auxiliary enterprises 34,790,861 1,094,912 45,160,894 - 81,046,667
Depreciation - 29,941,228 29,941,228

$ 274,166,002 $ 10,087,071 $

121,083,138 § 29,941,228 $ 435,277,439

Capital Assets and Debt Administration

At September 30, 2006, the University had $1.1
billion invested in capital assets, net of accumu-
lated depreciation of $351.1 million. Depreciation
charges totaled $38.5 million for the current fiscal

year. Buildings and fixed equipment alone increased
$140.2 million creating an increase in accumulated
depreciation of $13.5 million.
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The following schedule summarizes the University’s capital assets, net of accumulated depreciation:

Capital Assets,

Net of Accumulated Depreciation

2006 2005 2004

Land $ 9,216,339 $ 9,216,339 $ 9,089,098
Land improvements 3,181,139 3,591,291 4,999,684
Infrastructure 6,908,300 8,289,147 11,452,896
Buildings and fixed equipment 653,802,941 513,575,992 416,147,438
Equipment 41,951,101 46,118,168 37,849,956
Library materials 17,465,285 22,894,724 22,503,496

$ 732,525,105 $ 603,685,661 $ 502,042,568

The University continues to invest in various capi-
tal projects on campus to maintain competitiveness
in academic arenas and attract and retain students.
Capital asset expenditures for fiscal year 2006 includ-
ed (in millions):

* Athletic facility renovations $50.3
« Lakeside Residence Hall $23.3
e Law School addition $9.5
* Graves Hall renovation $4.6
« Central Warehouse $4.2
+ Fifth Avenue improvements $2.2

Capital asset expenditures for fiscal year 2005
(in millions):

*  Athletic facility renovations $36.6
» Riverside Residence Hall $28.4
« ten Hoor parking deck addition $7.9
 Administrative IT system upgrade $5.9
» Tutwiler Hall renovation and roof $4.4
¢ Child Development Center $3.9
+ East & West Substation $3.3
+ Student Health addition $3.4
+ Law School addition $3.2
+ Lakeside Residence Hall $3.0

Schedule of Long Term Debt

The University plans to fund ongoing construction
projects with debt proceeds, private gifts and various
Federal and State grants.

In July 2006, the University issued two separate
bond series: Series 2006A for $40,575,000 and Series
2006B for $23,750,000. Standard & Poor’s Credit
Markets Service, Moody’s Investors Service and Fitch
Ratings have assigned the respective ratings of “AAA”
and “AA” for the 2006A and 2006B series, respec-
tively. The series 2006A and 2006B, fixed rate issues,
were issued for the purposes of financing the costs of
constructing and equipping various capital improve-
ments on the University campus, including Lakeside
Residence and Dining Hall, Bryant Residence Hall,
various fraternity and sorority houses and Bryant
Denny Promenade.

At September 30, 2006, the University had $383.0
million in debt outstanding. Debt obligations bear
interest at fixed and variable rates ranging from 3.0%

to 7.75% and mature at various dates through fiscal
year 2036.

The University’s outstanding debt obligations are
summarized below:

2006 2005 2004
Bonds payable $ 373,800,000 $ 314,745,000 $ 319,780,000
Notes payable 8,974,240 9,552,040 4,848,784
Capital leases payable 217,013 323,862 442,083
$ 382,991,253 % 324,620,902 $ 325,070,867
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Statement of Cash Flows

The statement of cash flows presents the significant sources and uses of cash. The University’s cash,
primarily held in demand deposit accounts, is minimized by sweeping available cash balances into

investment accounts on a daily basis.

Condensed Statement of Cash Flows

Cash received from operations
Cash payments for operations

Net cash used in operating activities

Net cash provided by noncapital financing activities
Net cash used in capital and related financing activities

Net cash provided by investing activities

Net increase (decrease) in cash and cash

equivalents
Cash, beginning of year
Cash, end of year

2006 2005

$ 313,285,139 $ 272,764,955

(434,097,125) (387,827,791)
(120,811,986) (115,062,336)
190,971,195 170,256,166
(102,494,782) (126,672,953)
42,580,624 56,130,407
10,245,051 (15,349,216)
30,921,653 46,270,869
41,166,704 30,921,653

The University used $120.8 million of cash for
operating activities in 2006, offset by approximately
$191.0 million of cash provided by noncapital
financing activities.  Similarly, in 2005, $115.1
million of cash used for operating activities was offset
by $170.3 million in cash provided by noncapital
financing activities. Noncapital financing activities,
as defined by the GASB, include state educational
appropriations and gifts received for other than
capital purposes that are used to support operating
expenses.

Cash of $102.5 million and $126.7 million in
2006 and 2005, respectively, was used for capital
and related financing activities, primarily for
purchases of capital assets and principal and
interest payments, partially offset by sources that
included bond proceeds, gifts, grants and contracts
for capital purposes.

Cash provided by investing activities totaled
$42.6 million in 2006 and $56.1 million in 2005.
The differences are primarily a result of additional
purchases of investments in 2006 resulting in less
cash from investing.
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MANAGEMENT DISCUSSION AND ANALYSIS

Enrollment

Headcount enrollment at the University reached 23,878 in 2006, a significant increase of 2,128, while Full-time
equivalent (“FTE”) enrollment exceeded 21,000. This increase advances the University closer to its goal of

reaching enrollment of 28,000 by the fall of 2010.
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Economic Factors That Will Affect
the Future

A crucial element to the University’s future will
continue to be our relationship with the State of
Alabama as we work to maintain competitive tuition
while providing an outstanding college education
for our students. For 2005-2006, the University
ranked 13" among public universities and 31%
overall in enrollment of National Merit Scholars.
We continuously strive to attract the best students
while increasing the intrinsic and marketable value
of education offered at The University of Alabama.

There is a direct relationship between the growth of
State support and the University’s ability to control
tuition growth as declines in State appropriations
adversely affect tuition levels. Major financial
strengths of the University include a diverse source of
revenues, including State appropriations, tuition and
fees (net of scholarship allowances), auxiliary units’
revenue, private support and federally sponsored
grants and contracts.

The University must have campus facilities that
are competitive in order to facilitate its mission of
education, research and public service and to meet
student enrollment goals. The University continues
to execute its long-term plan to modernize and
expand its teaching, research and student facilities
with a balance of new construction and technology.
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The continuous improvement of the University’s
aesthetic appeal offers visitors, current and
prospective students, employees and the surrounding
communities an attractive and appealing atmosphere
in which to live, work and enjoy.

The University’s private support is fundamental
in meeting budgetary needs. Gifts received are
testaments to the high regard in which its alumni,
corporations, foundations and other supporters
hold the University. The level of private support
underscores the continued confidence among
donors in the quality of the University’s programs
and the importance of its mission. At the same time,
economic pressures affecting donors may also affect
the future level of support the University receives
from corporate and individual giving.

Requests for Information

These financial statements are designed to provide a
general overview of the University of Alabama and
its component units’ financial activities and to dem-
onstrate the University’s accountability. Questions
concerning any of the information provided in this
report or requests for additional information, includ-
ing the separate financial reports of the discretely
presented and blended component units of the Uni-
versity, should be addressed to the Office of Finance,
The University of Alabama, Box 870136, Tuscaloosa,
Alabama, 35487.
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FINANCIAL STATEMENTS

The University of Alabama

Statements of Net Assets
September 30, 2006 and 2005

Assets
2006 2005
Current assets
Cash and cash equivalents $ 35,800,558 $ 24,532,728
Short-term investments 74,626,817 91,240,725
Accounts receivable, net 54,597,972 40,288,600
Current portion of loans receivable 2,948,350 2,888,761
Current portion of pledges receivable 9,125,194 7,054,751
Inventories 5,291,695 5,305,093
Prepaid and deferred expenses 16,918,843 12,111,499
Other current assets 2,127,774 1,639,953
Total current assets 201,437,203 185,062,110
Noncurrent assets
Restricted cash and cash equivalents 5,366,146 6,388,925
Endowment and life income investments 451,578,206 419,542,146
Investments for capital activities 145,370,001 150,347,334
Other long-term investments 111,743,675 105,177,604
Student loans receivable, net 9,560,625 9,480,918
Pledges receivable, net 31,783,759 26,914,664
Capital assets, net 732,525,105 603,685,661
Other noncurrent assets 21,259,883 17,911,200
Total noncurrent assets 1,509,187,400 1,339,448,452
Total assets $ 1,710,624,603 $ 1,524,510,562
Liabilities and net assets
Current liabilities
Accounts payable and accrued liabilities $ 81,204,445 $ 60,667,792
Deferred revenue 68,754,995 67,510,270
Deposits 6,341,025 4,086,885
Current portion of long-term debt 7,642,003 6,303,871
Total current liabilities 163,942,468 138,568,818
Noncurrent liabilities
Federal refundable loans 9,653,244 9,841,527
Other liabilities 4,577,756 3,971,335
Long-term debt, net 374,085,092 316,125,470
Total noncurrent liabilities 388,316,092 329,938,332
Total liabilities 552,258,560 468,507,150
Net Assets
Invested in capital assets, net of related debt 408,136,653 382,682,636
Restricted
Nonexpendable 228,047,012 215,449,644
Expendable 276,941,218 245,032,736
Unrestricted 245,241,160 212,838,396
Total net assets 1,158,366,043 1,056,003,412
Total liabilities and net assets $ 1,710,624,603 $ 1,524,510,562

See accompanying notes to financial statements.
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FINANCIAL STATEMENTS

The University of Alabama
Discretely Presented Component Units

Statements of Financial Position
2006 and 2005

2006 2005
Assets
Cash and cash equivalents $ 1,291,470 $ 1,246,451
Investments 69,744,252 66,278,003
Contributions receivable, net 1,902,485 2,871,866
Other receivables 1,182,446 1,600,425
Other assets 452,449 584,339
Property, plant and equipment, net 191,548 196,038
Total assets $ 74,764,650 $ 72,777,122
Liabilities and net assets
Accounts payable and accrued liabilities $ 479,571 237,551
Deferred revenue 551,265 499,428
Annuities payable 2,755,547 2,897,538
Other liabilities 11,143,063 7,938,990
Total liabilities 14,929,446 11,573,507
Net Assets
Unrestricted 12,447,636 11,923,152
Temporarily restricted 24,284,080 27,807,538
Permanently restricted 23,103,488 21,472,925
Total net assets 59,835,204 61,203,615
Total liabilities and net assets $ 74,764,650 $ 72,777,122

See accompanying notes to financial statements.
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The University of Alabama
Statements of Revenues, Expenses

and Changes in Net Assets
For the Years Ended September 30, 2006 and 2005

2006 2005
Operating revenues
Tuition and fees 168,337,662 $ 135,238,566
Less: scholarship allowances (32,917,319) (26,937,891)
Tuition and fees, net 135,420,343 108,300,675
Federal grants and contracts 50,474,698 53,190,925
State grants and contracts 12,970,100 9,059,681
Local grants and contracts 376,152 115,166
Private grants and contracts 1,271,257 3,223,975
Sales and services of educational activities 9,973,238 8,792,936
Auxiliary sales & services 104,203,777 90,801,084
Other operating revenues 11,463,330 13,607,777
Total operating revenues 326,152,895 287,092,219
Operating expenses
Salaries, wages and benefits 304,103,690 274,166,002
Scholarships and fellowships 10,817,099 10,087,071
Supplies and other services 110,818,018 105,052,148
Utilities 22,054,338 16,030,990
Depreciation 38,470,361 29,941,228
Total operating expenses 486,263,506 435,277,439
Operating loss (160,110,611) (148,185,220)
Nonoperating revenues (expenses)
State appropriations 145,930,652 126,910,824
Gifts 41,007,849 56,072,769
Grants 1,315,148 1,813,205
Investment income, net 56,484,511 72,376,705
Interest expense (8,885,356) (14,496,816)
Other nonoperating expenses, net (1,407,278) (20,588)
Net nonoperating revenues 234,445,526 242,656,099
Income before other changes in net assets 74,334,915 94,470,879
Other changes in net assets
Capital gifts and grants 16,113,911 7,709,438
Additions to permanent endowments 11,913,805 15,540,385
Increase in net assets 102,362,631 117,720,702
Net assets, beginning of year 1,056,003,412 938,282,710
Net assets, end of year 1,158,366,043 $ 1,056,003,412

See accompanying notes to financial statements.
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FINANCIAL STATEMENTS

The University of Alabama
Discretely Presented Component Units

Statements of Activities and Changes in Net Assets
For the Years Ended 2006 and 2005

2006 2005
Revenues, gains and other support
Gifts $ 8,170,085 $ 9,463,148
Investment income 2,425,338 2,247,076
Unrealized and realized gains on investments, net 1,706,406 3,414,387
Royalties 1,141,593 1,129,106
Other 744,864 842,902
Total revenues, gains and other support 14,188,286 17,096,619
Expenses and losses
Program services 11,013,317 6,196,283
Fundraising 453,399 448,226
General and administrative 1,416,974 1,578,583
Change in value of split-interest agreements 92,424 184,206
Total expenses and losses 12,976,114 8,407,298
Change in net assets 1,212,172 8,689,321
Net assets, beginning of year 61,203,615 52,514,294
Cumulative effect of adjustment (Note 1) (2,580,583) -
Net assets, end of year $ 59,835,204 $ 61,203,615

See accompanying notes to financial statements.
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The University of Alabama
Statements of Cash Flows

For the Years Ended September 30, 2006 and 2005

Cash flows from operating activities
Student tuition and fees
Grants and contracts
Receipts from sales and services of:
Educational activities
Auxiliary enterprises, net
Payments to suppliers
Payments to employees
Payments for scholarships and fellowships
Student loan (disbursements) collections
Other receipts, net
Net cash used in operating activities

Cash flows from noncapital financing activities
State appropriations
Private gifts
Grants
Student direct lending receipts
Student direct lending disbursements
Deposits from (to) affiliates, net
Other disbursements, net

Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities
Proceeds from issuance of bonds and notes
Capital gifts, grants and contracts
Purchases of capital assets
Principal payments on capital debt
Interest payments on capital debt
Net cash used in capital and related
financing activities

Cash flows from investing activities
Interest and dividends on investments, net

Proceeds from sales and maturities of investments

Purchase of investments
Net cash provided by investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Reconciliation of cash and cash equivalents to the statement of net assets

Cash and cash equivalents in current assets
Restricted cash and cash equivalents
Total cash and cash equivalents

See accompanying notes to financial statements.

2006 2005
136,895,962 § 112,247,380
59,052,900 64,427,491
11,063,894 8,273,773
96,192,561 73,524,047
(119,992,705) (114,588,855)
(297,852,859)  (264,519,363)
(16,112,265) (8,719,573)
(139,296) 384,165
10,079,822 13,908,099
(120,811,986) (115,062,336)
145,930,652 126,910,824
43,049,793 48,521,177
1,315,148 1,813,205
88,461,597 66,893,373
(88,248,311) (72,984,043)
1,852,570 (844,515)
(1,390,254) (53,855)
190,971,195 170,256,166
64,935,612 5,000,000
7,471,068 20,267,426
(153,689,386)  (131,694,953)
(5,954,649) (5,449,965)
(15,257,427) (14,795,461)
(102,494,782) (126,672,953)
35,643,742 30,256,334
89,225,384 99,660,641
(82,288,502) (73,786,568)
42,580,624 56,130,407
10,245,051 (15,349,216)
30,921,653 46,270,869
41,166,704 30,921,653
35,800,558 $24,532,728
5,366,146 6,388,925
41,166,704 $30,921,653
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FINANCIAL STATEMENTS

2006 2005

Reconciliation of operating loss to net cash used in operating activities
Operating loss $  (160,110,611) $ (148,185,220)
Adjustments to reconcile operating loss to net cash
used in operating actvities

Depreciation expense 38,470,361 29,941,228
Bad debt expense 392,957 289,802
Changes in assets and liabilities
Accounts and other receivables (14,585,514) 28,051
Inventories and other assets (4,814,644) 6,582,026
Accounts payable and accrued liabilities 18,524,061 10,407,969
Deferred revenue 1,311,404 (14,126,692)
Net cash used in operating activities $ (120,811,986) $ (115,062,836)
Supplemental noncash activities information
Gift of capital assets $ 4,997250 $ 417177
Gift of investments 1,387,683 95,044
Capital assets acquired with a liability at year end 19,759,998 17,746,250
Gain (loss) on the disposal of capital assets 105,441 (555,175)
Gift of television license - 5,709,300

See accompanying notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS

THE UNIVERSITY OF ALABAMA
NOTES TO FINANCIAL STATEMENTS
Years Ended September 30, 2006 and
2005

Note | - Summary of Significant
Accounting Policies

The University of Alabama (the “University”), Tus-
caloosa, Alabama is one of three campuses of The
University of Alabama System (the “System”) which
is a component unit of the State of Alabama. These
financial statements include individual schools, col-
leges and departments and certain affiliated opera-
tions determined to be a part of the University’s fi-
nancial reporting entity. The financial statements of
the University are intended to present the financial
position, changes in financial position and the cash
flows of only that portion of the business-type activi-
ties of the System that are attributable to the trans-
actions of the University. The System is recognized
as an organization exempt from Federal Income tax
under Section 501(a) of the Internal Revenue Code
as an organization described in Section 501(c)(3) of
the Internal Revenue Code.

The University, as a public institution, prepares its
financial statements in accordance with accounting
principles generally accepted in the United States
of America, as prescribed by the Governmental Ac-
counting Standards Board (“GASB”), including all
applicable effective statements of the GASB and all
statements of the Financial Accounting Standards
Board (“FASB”) through November 30, 1989, unless
those pronouncements conflict with or contradict
GASB pronouncements. The University has elected
not to apply FASB pronouncements issued after No-
vember 30, 1989.

GASB Statement No. 35, Basic Financial Statements
and Management’s Discussion and Analysis for Public
Colleges and Universities, establishes standards for ex-
ternal financial reporting for public college and uni-
versities and requires that resources be classified for
accounting and reporting purposes into the follow-
ing three net asset categories:

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

¢ Restricted:

Nonexpendable — Net assets subject to ex-
ternally imposed stipulations that they be
maintained permanently by the University.
Such assets include the corpus of the Uni-
versity’s permanent endowment funds.

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

*  Unrestricted: Net assets that are not subject to
externally imposed stipulations. Unrestricted net as-
sets may be designated for specific purposes by ac-
tion of management or may otherwise be limited by
contractual agreements with outside parties. Sub-
stantially all unrestricted net assets are internally des-
ignated for academic, research and capital programs.

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. Under the
accrual basis, revenues are recognized when earned,
and expenses are recorded when an obligation has
been incurred.

The University’s policy for defining operating ac-
tivities as reported on the statements of revenues,
expenses and changes in net assets are those that
generally result from exchange transactions such as
payments received for providing services and pay-
ments made for services or goods received. Certain
significant revenue streams relied upon for opera-
tions are recorded as nonoperating revenues, includ-
ing state appropriations, private gifts and investment
income.

Auxiliary enterprise revenues primarily represent rev-
enues generated by university housing, intercollegiate
athletics, supply store and student related activities.
Revenues received for capital activities are consid-
ered neither operating nor nonoperating activities

and are presented after nonoperating activities on
the accompanying statements of revenues, expenses
and changes in net assets.

All internal sales between University departments
from sales and service units (fleet services, postal
services, telecommunications, etc.) have been elimi-
nated in the accompanying financial statements.

The preparation of financial statements in conformi-
ty with accounting principles generally accepted in
the United States of America requires management
to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the dates of the
financial statements and the reported amounts of
revenues and expenses during the reporting periods.
Actual results could differ from those estimates. The
estimates susceptible to significant changes include
those used in determining the allowance for uncol-
lectible accounts, useful lives of capital assets, reserves
for self insurance and reserves for general and profes-
sional liability claims. Although some variability is
inherent in these estimates, management believes
that the amounts provided are adequate.

Scope of Statements - GASB Statement No. 14,
The Financial Reporting Entity, as amended, requires
governmental entities to include in their financial
statements as a component unit, organizations that
are legally separate entities for which the governmen-
tal entity, as a primary organization, is financially ac-
countable.

The Alabama Shakespeare Festival, Inc. (the “Festi-
val”) has been presented as a blended component
unit within the University’s financial statements.
The Festival’s financial statements include the fi-
nancial data of its discretely presented component
unit, The Alabama Shakespeare Endowment Trust
(the “Endowment Trust”). The Endowment Trust,
a legally separate entity, was established to support
the Festival’s activities. The Festival is a regional the-
ater dedicated to providing both classical and artis-
tic endeavors and to promote and contribute to the
educational resources available in these areas. The
University has sole voting power and acts through
its chosen designees, the Festival’s current Board of
Directors.
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Summary financial information of the Festival for the years ended September 30, 2006 and 2005 is included
in the University’s financial statements as follows:

Assets
Cash
Other current assets
Endowment investments
Other long-term investments
Other noncurrent assets
Total assets

Liabilities and Net Assets
Current liabilities
Noncurrent liabilities
Net assets
Total liabilities and net assets

Major components of revenues, expenses
and changes in net assets
Operating revenues
Operating expenses
Net nonoperating revenues
Change in net assets

2006 2005
$ 785,363 $ 227,812
1,360,139 949,381
14,374,052 16,887,966
10,581 -
2,133,992 2,645,229
$ 18,664,127 $ 20,710,388
$ 2,096,230 $ 1,619,115
884,511 253,223
15,683,386 18,838,050
$ 18,664,127  $ 20,710,388
$ 3,536,052 $ 3,142,655
(9,758,521) (9,133,160)
3,067,805 10,752,708
$ (3,154,664) $ 4,762,203

The Crimson Tide Foundation (“CTF”), chartered
on October 1, 2004 with a fiscal year end of June
30, has also been presented as a blended component
unit within the University’s financial statements.
CTF is a nonprofit corporation organized exclusively
to promote and encourage a continuing interest in
and loyalty to the intercollegiate athletics program
at the University; to promote, encourage and sup-
port the construction, improvement and renovation
of athletic facilities; to encourage alumni and friends
of the University to generously support the Univer-
sity and its Athletics Department by gifts, devises

and bequests; to support, promote and encourage
the education of University students; to provide and
contribute to scholarship funding to the University
for the University’s student-athletes, both men and
women, in all of the University’s intercollegiate
sports; and to conduct any and all appropriate activi-
ties, in accordance with National Collegiate Athletic
Association and Southeastern Conference policies
on institutional control, in order to accomplish the
above objects and purposes. The foundation is gov-
erned by a Board of Directors that is appointed by
the University’s Board.
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NOTES TO FINANCIAL STATEMENTS

Summary financial information of CTF for the years ended June 30, 2006 and June 30, 2005 is included in the

University’s financial statements as follows:

Assets
Cash
Investments
Current contributions receivable, net
Other current assets
Restricted cash
Endowment investments
Noncurrent contributions receivable, net
Equipment, net
Total assets

Liabilities and Net Assets
Current liabilities
Noncurrent liabilities
Net assets
Total liabilities and net assets

Major components of revenues, expenses
and changes in net assets
Operating revenues
Operating expenses
Net nonoperating revenues
Change in net assets

2006 2005

$ 2,626,549 $ 1,597
6,166,150 3,499,791
6,434,553 6,113,204

107,579 68,630

255,000 583,397

35,107 =
22,619,362 23,118,279
5,039,670 5,475,042

$ 43,283,970 ' $ 38,859,940
$ 420,806 $ 373,645
4,198,579 4,596,257
38,664,585 33,890,038

$ 43,283,970 $ 38,859,940
$ 147231 § 132,802
(6,441,641) (237,478)
11,068,957 33,994,714

$ 4,774,547 % 33,890,038

As of October 1, 2003, the University implemented
GASB Statement No. 39, Determining Whether Certain
Organizations are Component Units, an amendment to
GASB Statement No. 14. The primary objective of
Statement No. 14 is to determine whether all entities
associated with a primary government are potential
component units and should be evaluated for inclu-
sion in the financial reporting entity. Statement No.
39 amends Statement No. 14 and provides additional
guidance to determine whether certain organizations
for which the primary government is not financially
accountable should be reported as component units
based on the nature and significance of their rela-
tionship with the primary government. Generally, it
requires reporting as a component unit, an organiza-
tion that raises and holds economic resources for the
direct benefit of a governmental unit.

The University has three foundations which have
been organized exclusively for charitable, scientif-
ic and educational purposes for the benefit of the
University. The three foundations are The National
Alumni Association of The University of Alabama,
The Capstone Foundation and The University of Al-
abama Law School Foundation (the “Foundations”).
Because of the relationship between the University
and the Foundations, the Foundations are considered

component units of the University and are discretely
presented in the accompanying financial statements.
The Foundations are reported in separate financial
statements because of the difference in the reporting
model for the Foundations.

The Foundations are not-for-profit organizations that
report financial results under principles prescribed
by the FASB. Most significant to the Foundations
operations and reporting model are FASB Statement
No. 116, Accounting for Contributions Received and
Contributions Made, FASB Statement No. 117, Finan-
cial Reporting for Not-for-Profit Organizations, FASB
Statement No. 124, Accounting for Certain Investments
Held by Not-for-Profit Organizations, and FASB State-
ment No. 136, “Transfers of Assets to a Not-for-Profit
Organization or Charitable Trust that Raises or Holds
Contributions for Others”. As such, certain revenue
recognition criteria and presentation features are dif-
ferent from GASB revenue recognition criteria and
presentation features. No modifications have been
made to the Foundations’ financial information in
the University’s financial reporting entity for these
differences. However, the Foundations’ accompany-
ing statements of activities and changes in net assets
do not present the revenues, expenses, gains and
losses by net asset classifications.
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Summary information for the Foundations, the University’s discretely presented component units, is
as follows:

Statements of Financial Position

National Alumni Law School Capstone
Association Foundation Foundation Total
June 30, 2006 June 30,2006  September 30, 2006 2006
Assets

Cash and cash equivalents $ 375,796 $ 766,300 $ 149,374 $ 1,291,470
Investments 23,130,503 24,197,596 22,416,153 69,744,252
Contributions receivable, net 2,960 1,243,396 656,129 1,902,485
Other receivables 174,219 21,950 986,277 1,182,446
Other assets 154,139 211,499 86,811 452,449
Property, plant and equipment - - 191,548 191,548
Total assets $ 23,837617 $ 26,440,741 $ 24,486,292 $ 74,764,650

Liabilities and Net Assets
Accounts payable and accrued

liabilities 74,306 130,745 274,520 479,571
Deferred revenue - - 551,265 551,265
Annuities payable - - 2,755,547 2,755,547
Other liabilities - - 11,143,063 11,143,063

Total liabilities 74,306 130,745 14,724,395 14,929,446
Net Assets
Unrestricted 8,777,530 3,020,117 649,989 12,447,636
Temporarily restricted 4,534,898 10,655,135 9,094,047 24,284,080
Permanently restricted 10,450,883 12,634,744 17,861 23,103,488
Total net assets 23,763,311 26,309,996 9,761,897 59,835,204
Total liabilities and
net assets $ 23,837,617 $26,440,741 $24,486,292 $74,764,650
National Alumni ~ Law School Capstone
Association Foundation Foundation Total
June 30, 2005 June 30,2005  September 30, 2005 2005
Assets
Cash and cash equivalents $ 142,869 $ 777,802 $ 325,780 $ 1,246,451
Investments 20,803,064 24,476,651 20,998,288 66,278,003
Contributions receivable, net 2,224 1,914,388 955,254 2,871,866
Other receivables 545,976 22,283 1,032,166 1,600,425
Other assets 206,445 279,252 98,642 584,339

Property, plant and equipment

Total assets $ 21,700,578 $ 27470376 $ 23,606,168 $ 72,777,122

Liabilities and Net Assets
Accounts payable and accrued

liabilities 53,942 98,207 85,402 237,551
Deferred revenue - - 499,428 499,428
Annuities payable - - 2,897,538 2,897,538
Other liabilities - - 7,938,990 7,938,990

Total liabilities 53,942 98,207 11,421,358 11,573,507
Net Assets

Unrestricted 7,993,907 3,051,733 877,512 11,923,152
Temporarily restricted 3,819,136 12,698,965 11,289,437 27,807,538
Permanently restricted 9,833,593 11,621,471 17,861 21,472,925
Total net assets 21,646,636 27,372,169 12,184,810 61,203,615

Total liabilities and
net assets $ 21,700,578 $ 27470376 $ 23,606,168 $ 72,777,122
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Statements of Activities and Changes in Net Assets

National Alumni ~ Law School Capstone
Association Foundation Foundation Total
June 30, 2006 June 30,2006  September 30, 2006 2006

Revenues, gains and other support

Gifts $ 2473201 $ 2,332,712 $ 3,364,172 $ 8,170,085
Investment income 906,597 1,119,082 399,659 2,425,338
Unrealized and realized gains
on investments, net 722,132 488,719 495,555 1,706,406
Royalties 1,141,593 - - 1,141,593
Other 58,400 195,150 491,314 744,864
Total revenues, gains
and other support 5,301,923 4,135,663 4,750,700 14,188,286
Expenses and losses
Program services 1,924,949 4,826,432 4,261,936 11,013,317
Fundraising 437,041 16,358 - 453,399
General and administrative 823,258 355,046 238,670 1,416,974
Change in value of split-interest
agreements - - 92,424 92,424
Total expenses and losses 3,185,248 5,197,836 4,593,030 12,976,114
Change in net assets 2,116,675 (1,062,173) 157,670 1,212,172
Net assets, beginning of year 21,646,636 27,372,169 12,184,810 61,203,615
Cumulative effect of adjustment
(Note 1) - - (2,580,583) (2,580,583)
Net assets, end of year $ 23763311 $ 26,309,996 $ 9,761,897 $ 59,835,204
National Alumni ~ Law School Capstone
Association Foundation Foundation Total

June 30,2005  June 30,2005  September 30, 2005 2005

Revenues, gains and other support

Gifts $ 3,803,320 $ 2,312,561 $ 3,347267 $ 9,463,148
Investment income 839,118 1,030,898 377,060 2,247,076
Unrealized and realized gains
on investments, net 875,087 968,247 1,571,053 3,414,387
Royalties 1,129,106 - - 1,129,106
Other 136,182 67,667 639,053 842,902
Total revenues, gains
and other support 6,782,813 4,379,373 5,934,433 17,096,619
Expenses and losses
Program services 2,095,507 971,879 3,128,897 6,196,283
Fundraising 428,520 19,706 - 448,226
General and administrative 893,876 447183 237,524 1,578,583
Change in value of split-interest
agreements - - 184,206 184,206
Total expenses and losses 3,417,903 1,438,768 3,550,627 8,407,298
Change in net assets 3,364,910 2,940,605 2,383,806 8,689,321
Net assets, beginning of year 18,281,726 24,431,564 9,801,004 52,514,294
Net assets, end of year $ 21,646,636 $ 27372,169 $ 12,184,810 $ 61,203,615
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Basis of Accounting-Discretely Presented Compo-
nent Units — The financial statements of the Foun-
dations have been prepared on the accrual basis.

Net assets and revenues, expenses, gains and losses
are classified based on the existence or absence of
donor-imposed restrictions. Accordingly, net assets
of the Foundations and changes therein are classified
and reported as follows:

Unrestricted — Net assets that are not subject
to donor-imposed restrictions. Items that af-
fect this net asset category included unrestrict-
ed gifts and earnings on these unrestricted
gifts.

Temporarily Restricted — Net assets subject
to donor-imposed restrictions that may or will
be met either by actions of the Foundations or
the passage of time. Items that affect this net
asset category include restricted gifts and earn-
ings on endowment funds expendable for pur-
poses stipulated by the donor. These amounts
are reclassified to unrestricted net assets when
such purpose or time restrictions are met.

Permanently Restricted — Net assets subject
to donor-imposed restrictions to be main-
tained permanently by the University. Items
that affect this net asset category include gifts
wherein donors stipulate that the corpus be
held in perpetuity (primarily gifts for endow-
ment) and only the income be made available
for expenditure.

Unrealized and realized gains and losses and divi-
dends and interest from investing in income-produc-
ing assets may be included in any of these net asset
classifications depending on donor restrictions or
the absence thereof.

New Accounting Pronouncement - Adopted by
The Capstone Foundation

In September 2006, the Securities and Exchange
Commission (“SEC”) staff issued Staff Accounting
Bulletin No. 108, “Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements
in Current Year Financial Statements.” The Capstone
Foundation (“Capstone”) adopted SAB 108 during
the year ended September 30, 2006. SAB 108
permits Capstone to initially apply the provisions of
SAB 108 by recording the cumulative effect of any
prior immaterial misstatements to the carrying values
of assets and liabilities as of October 1, 2005, with
an offsetting adjustment recorded to the opening
balance of net assets.

Under the provisions of SAB 108, Capstone adjusted
its payable to the University as of October 1, 2005,
in order to reflect approximately $2.28 million of net
unrealized gains and losses related to the Eminent
Scholar Program corpus (Note 16) for which Capstone
is agent for the University. These net unrealized gains
and losses were previously recognized by Capstone
in its Statement of Activities instead of adjusting
its payable to the University for this activity. The
previous accounting treatment had been used since
the adoption, in fiscal year 1997, of FASB Statement
No. 124, Accounting for Certain Investments Held by
Not-for-Profit Organizations, which required most of
Capstone’s investments to be measured at fair value,
thus creating unrealized gains and losses on these
investments held by Capstone.

Under the provisions of SAB 108, Capstone also
reduced contributions receivable by $300,000 as of
October 1, 2005, in order to remove a receivable
recorded in 2005 which was a receivable of the
University, not Capstone.

Investments - Discretely Presented Component
Units

In accordance with FASB Statement No. 124,
the Foundations’ investments in debt securities,
equity securities and mutual funds with readily
determinable market values are reported at their fair
market values based on published market prices. The
Foundations invest certain amounts in a System-
sponsored investment pool, the Endowment Fund
(Note 3). The value of the investment in the pool
is determined by the System and based on the
Foundations’ proportionate shares of the net asset
value of the pool. The pool invests in various
investment securities, including both marketable and
non-readily marketable securities. The pool values
investments that do not have readily determinable
market values at cost.

Investments received by gift are stated at fair
value at date of receipt. Changes in market values
are reported as unrealized gains or losses on the
statement of activities and changes in net assets. All
interest income and realized and unrealized gains
and losses are reported in the statement of activities
and changes in net assets.

Contributions Receivable - Discretely Presented
Component Units

In accordance with SFAS No. 116, Accounting
for Contributions Recerved and Contributions Made,
contributions received, including unconditional
promises to give, are recognized as revenues at
their fair values in the period received. For financial
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reporting purposes, the Foundations distinguish
between contributions of unrestricted assets,
temporarily restricted assets and permanently
restricted assets. Contributions for which donors
have imposed restrictions which limit the use of the
donated assets are reported as restricted support if
the restrictions are not met in the same reporting
period. When such donor-imposed restrictions are
met in subsequent reporting periods, temporarily
restricted net assets are reclassified to unrestricted
net assets and reported as net assets released from
restrictions when the purpose or time restrictions
are met. Contributions of assets which donors have
stipulated must be maintained permanently, with
only the income earned thereon available for current
use, are classified as permanently restricted assets.
Contributions for which donors have not stipulated
restrictions are reported as unrestricted support.

Unconditional promises to give with payments
due in future periods are reported as restricted
support. Gifts of land, buildings and equipment
are reported as unrestricted support unless explicit
donor stipulations specify how the donated assets
must be used. Gifts of long-lived assets with explicit
restrictions that specify how the assets are to be used
and gifts of cash or other assets that must be used
to acquire long-lived assets are reported as restricted
support. Absent explicit donor stipulation, the
Foundations report expirations of donor restrictions
when the donated or acquired long-lived assets are
placed in service.

Other significant accounting policies of the
University are as follows:

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, including
restricted cash and cash equivalents. Cash equivalents
representing assets of the University’s endowment,
life income and other long-term investments are
included in the noncurrent investments category.

Investments: The University’s investments are
primarily reported at fair value. The University’s
investment portfolio is primarily invested in three
separate investment pools sponsored by the System.
Fair value for the investment pools is provided by
the System, based on the fair value of the underlying
investment securities held by each investment pool.
Fair value of the underlying securities held in each
investment pool is based on quoted market prices or
dealer quotes, where available, or determined using
net asset values provided by underlying investment
partnerships or companies, which primarily invest in

readily marketable securities. Certain real estate and
non-readily marketable securities held in the System
sponsored endowment investment pool are carried at
cost. Fair value for equity securities, debt securities,
mutual funds and U.S. government and agency
obligations held by the University is determined
from quoted market prices or market prices of similar
instruments. Investments received by gift are reported
at fair value at date of receipt. Netinvestmentincome,
including realized and unrealized gains and losses,
are reported as nonoperating revenues (expenses) in
the statements of revenues, expenses and changes in
net assets.

Investments are reported in four categories in the
statement of net assets. Investments recorded as
endowment and life income are those invested funds
that cannot be used to fund current operations and
thus are included in noncurrent assets. Investments
held for future capital projects are included in
noncurrent assets, except for amounts included in
current assets to offset current construction-related
payables. Other long-term investments are those
invested funds with maturities greater than one
year or are considered by management to be of
a long duration that are not an investment of the
endowment and life income fund or the plant fund.
All other investments are included as short-term
investments.

Loans Receivable: Loans receivable represent all
amounts owed on promissory notes from debtors
including campus-based and Federal student loans.

Inventories: Inventories are carried at the lower of
cost or market and consist primarily of the University
Supply Store inventory.

Accounts Receivable: Accounts receivable consist
primarily of tuition and fees charged to students
and amounts due from federal, 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 gifts, less accumulated depreciation.
Renovations to buildings, infrastructure and land
improvements that significantly increase the value or
extend the useful life of the structure are capitalized.
Routine repairs and maintenance are charged to
operating expense in the year in which the expense
is incurred.
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The University capitalizes certain software and
development costs associated with obtaining and
developing internal-use computer software. Training
costs and data conversion costs are expensed as
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,
as applicable, for certain qualifying assets acquired
with the proceeds of tax-exempt borrowings are
capitalized as a component of the cost of acquiring
those assets.

Depreciation of buildings and building improve-
ments and infrastructure (20-50 years), land
improvements (5-25 years), library collection (10
years) and inventoried equipment (5-20 years) is
computed on a straight-line basis.

Pledges: The University receives pledges and
bequests of financial support. Revenue is recognized
when a pledge representing an unconditional
promise to give is received and all eligibility
requirements, including time requirements, have
been met. In the absence of such a promise, revenue
is recognized when the gift is received. Pledges are
recorded at their gross, undiscounted amount.
Endowment pledges do not meet eligibility
requirements and are not recorded as assets until the
related gift is received. Due to uncertainties with
regard to their realization and valuation, bequest
intentions and other conditional promises are not
recognized as assets until the specified conditions
are met. The University’s trust policies do not
differ in nature from endowment policies.

Charitable Remainder Trusts: The University is
the beneficiary of various charitable remainder trust
funds administered by unaffiliated organizations.
Under the terms of the agreements, the University has
the irrevocable right to receive the remaining assets
of the trusts upon the death of a specified beneficiary
or beneficiaries in exchange for a stipulated amount
to be paid periodically to the donor or their designee
until the death of the beneficiary. Following the death
of the beneficiary, the remainder is transferred to the
University as either unrestricted or restricted funds
depending on donor-imposed purpose restrictions.

The assets received at the inception of a charitable
remainder trust agreement are recorded at fair value
at the date of gift. The fair value of the remainder
interest to be received from trusts is approximately
$5.8 million and $5.7 million at September 30, 2006
and 2005, respectively. Any change in value related
to these trusts is recorded as investment income in
the statements of revenues, expenses and changes in
net assets.

The liability associated with these agreements is
recorded at the present value based on IRS mortality
tables and prevailing interest rates. The liability is
reduced for distributions made to the beneficiaries
and is adjusted annually for revaluations of expected
future payments to the beneficiaries based on changes
in life expectancy. The present value of the liability
associated with these agreements is approximately
$3.1 million and $2.9 million at September 30, 2006
and 2005, respectively.

Beneficial Interest in Perpetual Trusts: Perpetual
trusts are trusts under which the University will
receive income distributions in perpetuity, but
will never receive the corpus of the trust assets
(principal). Perpetual trusts are initially recorded as
permanently restricted contribution revenue at the
current fair value of the University’s interest in the
trust assets at the date of gift. Subsequent changes
to the trust’s fair value are recorded as investment
income in the statements of revenues, expenses
and changes in net assets. Income received from
perpetual trusts is recognized as unrestricted or
restricted expendable investment income depending
on donor restrictions.

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 is to retain the endowment realized and
unrealized appreciation with the endowment after
the spending rate distributions. The Board approved
a spending rate for the fiscal year ending September
30, 2006 and 2005 of 5.0% of a moving three-year
average of the market (unit) value.
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Deferred Revenues: Deferred revenues consist
primarily of tuition and fees related predominantly
to future fiscal years.

Federal Refundable Loans: Certain loans to
students are administered by the University
with funding primarily supported by the federal
government. The University’s statement of net assets
includes both the notes receivable and the related
federal refundable loan liability representing federal
capital contributions and related activity owed upon
termination of the program.

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 hours worked.
These amounts are included in accounts payable and
accrued liabilities.

Scholarship Allowances and Student Aid: Student
tuition and fees are presented net of scholarships
and fellowships applied to student accounts, while
stipends and other payments made directly to
students are presented as scholarship and fellowship
expenses.

Grant and Contract Revenue: The University
receives grant and contract revenue from
governmental and private sources. The University
recognizes revenue associated with the sponsored
programs in accordance with GASB Statement No.
33, based on the terms of the individual grant or
contract.

Note 2 — Cash and Cash Equivalents

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 to
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,

each qualified public depository (“QPD”) is required
to hold collateral for all its public depositories on
a pooled basis in a custody account established for
the State Treasurer as SAFE administrator. In the
unlikely event a public entity should suffer a deposit
loss due to 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.

During fiscal year 2005, the Board established a
short-term investment pool for the System campuses
to invest operating cash reserves. As of September
30, 2006 and 2005, the University had approximately
$34,098,000 and $28,511,000, respectively, in
this System-sponsored investment pool, which is
presented in cash and cash equivalents and restricted
cash and cash equivalents on the statements of net
assets. See Note 3 for further disclosure regarding
this short-term investment pool.

Note 3 - Investments

The Board has the responsibility for the
establishment of the investment policy and the
oversight of the investments for the various System
and related entities. In order to facilitate system-wide
investment economies and objectives, the Board
has established four distinct investment pools based
primarily on the projected investment time-horizons
for cash reserves. These investment pools are the
Endowment Fund, Prime Fund, Intermediate Fund
and the Short-Term Fund (collectively, the “System
Pools”). Pursuant to Board investment policies, each
System or related entity may include all or a portion
of their investments within the System-sponsored
investment pools. These investment funds are
considered ‘internal’ investment pools under GASB
Statement No. 31, “Accounting and Financial Reporting
for Certain Investments and for External Investment
Pools”, with the assets pooled on a market value basis.
Separately managed funds that are resident on each
campus are to be invested consistent with the asset
mix of the corresponding System investment pool.
The following disclosures relate to both the System
Pools, which include the investments of other
System entities and other affiliated entities, and the
University-specific investment portfolio.
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Endowment Fund

The purpose of the Endowment Fund is to pool
endowment and similar funds to support the System
campuses, hospital and related entities in carrying
out their respective missions over an indefinite
time frame. Accordingly, the primary investment
objectives of the Endowment Fund are to preserve
the purchasing power of the principal and provide
a stable source of perpetual financial support. To
satisfy the long-term rate of return objective, the
Endowment Fund relies on a total return strategy
in which investment returns are achieved through
both capital appreciation and natural income. Asset
allocations are established to meet targeted returns
while providing adequate diversification in order to
minimize investment volatility.

Prime Fund

The Prime Fund is a longer-term pool used as a
source of funds to meet projected cash reserve needs
over a period of seven to ten years. This fund has an
investment objective of growth through income and
is invested in a diversified asset mix of liquid and
semi-liquid securities. Long-term lockup funds with
illiquid assets are inappropriate investments for this

fund.

Intermediate Fund
The Intermediate Fund serves as a source of funds
to meet projected cash reserve needs over a two to

six year period. This fund is also used to balance
the other funds when looking at the System’s
entire asset allocation of cash reserves relative to its
investment objectives. The Intermediate Fund has
an investment objective of income with preservation
of capital and is invested in intermediate term fixed
income securities. At least one of the investment
managers must be a large mutual fund providing

daily liquidity.

Short-Term Fund

The Short-Term Fund contains the short-term cash
reserves of the various System entities. Because of
the different income and disbursement requirements
of each campus, consolidation of these funds reduces
daily cash fluctuations and minimizes the amount
of short-term cash reserves needed. Assets held in
the Short-Term Fund are invested with the primary
objectives of stability of principal and liquidity.
Such investments are restricted to high quality,
liquid, money market funds and other fixed income
obligations with a maturity of one year or less.

Although the investment philosophy of the Board
is to minimize the direct ownership of investment
vehicles, preferring ownership in appropriate

investment fund groups, there are certain direct
investments that are held in the name of the Board.
All other investments in the System Pools are
classified as commingled funds.
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The composition in investments, by investment type, for the System Pools, at September 30, 2006 and 2005
is as follows:

Endowment Fund Prime Fund Intermediate Fund Short Term Fund
2006 2005 2006 2005 2006 2005 2006 2005
Cash and Receivables
Cash S -$ 1,011,107 § -5 17507 $ 12,503 § -5 - $ o
Accrued Income Receivables 981,140 975,095 1,118,196 559,496 2,267460 1,877,554 - -
Total Cash and Receivables 981,140 1,986,202 1,118,196 577,003 2,279,963 1,877,554 - -
Cash and Equivalents
Commerical Paper - - - - 13,748,821 9,855,000 - -
Money Market Funds 7,574,688 9,105,229 6,428,567 8,381,106 8,434,541 18,673,245 - -
Total Cash and Equivalents 7,574,688 9,105,229 6,428,567 8,381,106 22,183,362 28,528,245 - -
Equities
Common Stock 123,226,310 130,665,163 158,268,913 108,768,522 - - - -
Total Equities 123,226,310 130,665,163 158,268,913 108,768,522 - -

Fixed Income Securities
U.S. Government Obligations 16,359,318 13,447,557 18,806,639 19,114,820 65,619,783 31,940,657 - -

Mortgage Backed Securities 3,069,336 11,742,454 9,057,376 16,241,626 39,269,785 31,995,079
Collateralized Mortgage
Obligations 8,254,290 - 8,165,028 - 61,062,777 162,260,168 - -
Corporate Bonds 9,740,519 10,375,216 11,933,901 14,385,448 158,852,908 81,317,880 - -
Foreign Bonds - - - - 1,426,364 4,620,889 - -
Total Fixed Income Securities 37423,463 35,565,227 47,962,944 49,741,894 326,232,117 312,134,673

Commingled Funds

U.S. Equity Funds 278,168,873 253,692,939 140,386,041 167,310,710 - -
Non U.S. Equity Funds 149,893,182 122,522,440 49,545,096 103,392,044 - -
U.S. Bond Funds 121,167,857 75,149,275 187,554,297 120,190,770 8,748,701 48,931,227 85,805,856 136,905,991
Hedge Funds 73,778,807 71,679,148 64,690,006 51,030,321 - - - -
Private Equity Funds 20,670,307 18,860,126 - - - - - -
Timberland Funds 10,000,141 11,826,958 - - - - - -
Real Estate Funds 5,899,508 12,263,142 - - - - - -
Total Commingled Funds 659,578,675 565,994,028 442,675,440 441,923,845 8,748,701 48,931,227 85,805,856 36,905,991
Total Fund Investments 827,803,136 741,329,647 655,335,864 608,815,367 357,164,180 389,594,145 85,805,856 136,905,991
Total Fund Assets 828,784,276 743,315,849 656,454,060 609,392,370 359,444,143 391,471,699 85,805,856 136,905,991
Total Fund Liabilities (15789  (223485)  (204,829) (238,494) (370,639)  (209,221)
Affiliated Entity Investments
in Funds (87266,923)  (80,114,158) : - - .
Total Net Asset Value $ 741,301,564 $ 662,978,206 $ 656,249,231 $ 609,153,876 $ 359,073,504 $ 391,262,478 $ 85,805,856 $ 136,905,991
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The composition in investments, by investment type and excluding Short-Term Fund amounts, for the Uni-
versity’s separately held investments, at September 30, 2006 and 2005 is as follows:

2006 2005

Cash and Equivalents

Certificates of Deposit 284,354  § 291,506

Money Market Funds 84,275 94,497
Total Cash and Equivalents 368,629 386,003
Equities

Common Stock 8,950,223 8,871,458

Preferred Stock 263,465 271,295
Total Equities 9,213,688 9,142,753
Fixed Income Securities

U.S. Government Obligations 416,581 3,067,155

Corporate Bonds 381,133 612,473

Foreign Bonds 65,234 -
Total Fixed Income Securities 862,948 3,679,628
Commingled Funds

U.S. Equity Funds 11,514,264 8,538,998

U.S. Bond Funds 106,708,665 105,087,388

Private Equity Funds 114,497 114,497
Total Commingled Funds 118,337,426 113,740,883
Total Real Estate 2,354,907 2,356,907
System Pooled Investments

Endowment Fund 428,815,940 395,457,391

Prime Fund 156,046,082 148,509,020

Intermediate Fund 67,319,079 93,035,224
Total System Pooled Investments 652,181,101 637,001,635
Total University Investments 783,318,699 § 766,307,809
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Investment Risk Factors

There are many factors that can affect the value of
investments. Some, such as custodial credit risk,
concentration of credit risk and foreign currency
risk, may affect both equity and fixed income
securities. Equity securities respond to such factors as
economic conditions, individual company earnings
performance and market liquidity, while fixed
income securities are particularly sensitive to credit
risks and changes in interest rates.

Credit Risk

Fixed income securities are subject to credit risk,
which is the chance that a bond issuer will fail to
pay interest or principal in a timely manner, or that
negative perceptions of the issuer’s ability to make
these payments will cause security prices to decline.
These circumstances may arise due to a variety
of factors such as financial weakness, bankruptcy,
litigation, and/or adverse political developments.
Certain fixed income securities, primarily obligations
of the U.S. government or those explicitly guaranteed
by the U.S. government, are not considered to have
credit risk.

A bond’s credit quality is an assessment of the issuer’s
ability to pay interest on the bond, and ultimately, to
pay the principal. Credit quality is evaluated by one
of the independent bond-rating agencies, for example
Moody’s Investors Service (Moody’s) or Standards
and Poor’s (S&P). The lower the rating, the greater
the chance—in the rating agency’s opinion—that the
bond issuer will default, or fail to meet its payment
obligations. Generally, the lower a bond’s credit
rating, the higher its yield should be to compensate
for the additional risk.

Board policy recognizes that a limited amount of
credit risk, properly managed and monitored, is
prudent and provides incremental risk adjusted
return over its benchmark. Credit risk in each
investment pool is managed primarily by diversifying
across issuers and limiting the amount of portfolio
assets that can be invested in non-investment grade
securities. Fixed income holdings in a single entity
(excluding obligations of the U.S. government and
its agencies) may not exceed 6% of a manager’s
portfolio measured at market value. At least 95%

of these fixed income investments must be in
investment grade securities (securities with ratings of
BBB- or Baa3) or higher. However, multi-strategy
fixed income managers may have up to 20% of their
investments in non-investment grade securities.
Securities of foreign entities either denominated in
U.S. dollars or other currencies shall be limited to
20% of a manager’s portfolio.

The investment policy recognizes that credit risk is
appropriate in balanced investment pools such as
the Endowment and Prime Funds, which are tracked
against the Lehman Aggregate Index benchmark for
the fixed income portion of these pools. For the
Endowment Fund, 15% of the fund is committed to
fixed income investments, of which, 5% are actively
managed. For the Prime Fund, 30% of the fund is
invested in fixed income securities, of which, 20% are
actively managed. Fixed income investments within
the Endowment and Prime Funds include corporate,
mortgage backed, asset backed and U.S. treasury
and/or agency bonds with a minimum BBB- rating
and an average duration of four years. In addition,
approximately $28,768,450 and $26,004,700 at
September 30, 2006 and 2005 is invested in unrated
securities. Commingled funds were $322,725,409
and $212,826,380 at September 2006 and 2005,
respectively.

The Intermediate Fund is benchmarked against the
Lehman 1-3 Government Index with funds invested
with three separate fund managers. Fixed income
investments include corporate, mortgage backed, asset
backed, collateralized mortgage and U.S. treasury
and/or agency bonds with an average duration of
1.73 years and a minimum rating of BB or higher.
For September 30, 2006 and 2005, $62,077,035 and
$73,303,812, respectively, were invested in unrated
fixed securities.

The Short-Term Fund is committed to immediate
liquidity to meet the operating needs of the campuses
and hospital. These funds are invested in a bank
sponsored common/collective trust fund, which in
turn invests in money market, corporate, mortgage
backed, asset backed and U.S. treasury and/or agency
securities.  These funds are all commingled with
funds of other investors.
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The credit risk for fixed and variable income securities, for the System Pools, at September 30, 2006 and 2005
are as follows:

Endowment Fund Prime Fund Intermediate Fund Short Term Fund
2006 2005 2006 2005 2006 2005 2006 2005
Fixed or Variable Income Securities
U.S. Government Guaranteed $§ 16,359,318 § 13447557 § 18,806,639 $ 19,114,820 § 65,619,783 $ 31,940,657 $ -$
Other U.S. Denominated
AAA 499,000 1,493,845 499,000 1,999,455 119,590,000 119,010,472 - -
AA 1,191,000 2,010,900 1,752,000 3,791,378 28,772,000 39,696,871
A 6,139,000 6,203,748 6,514,000 6,984,790 44,855,000 28,954,121 - -
BBB 1,688,000 1,656,413 3,170,000 2,599,515 10,603,000 15,384,932 - -
BB - 3,843,808
B - - - 3,464,000 -
Unrated 11,547,145 10,752,764 17,221,305 15,251,936 53,328,334 73,303,812 -
Commingled Funds
U.S. Bond Funds Unrated 121,167,857 75,149,275 187,554,297 120,190,770 8,748,701 48,931,227 85,805,856 136,905,991
Money Market Funds Unrated 7,574,688 9,105,229 6,428,567 8,381,106 8,434,541 18,673,245 - -
Commercial Paper Unrated - - - - 13,748,821 9,855,000 -
Total $ 166,166,008 $ 119,819,731 § 241,945,808 $ 178,313,770 $ 357,164,180 $ 389,594,145 § 85,805,856 $ 136,905,991

In accordance with the Board policy disclosed above, credit risk for the University’s fixed and variable income
securities held outside of the System Pools is managed by diversifying across issuers and limiting the amount
of portfolio assets that are invested in non-investment grade securities.

The credit risk for fixed and variable income securities, for the University’s separately held investments, at
September 30, 2006 and 2005 are as follows:

2006 2005
Fixed or Variable Income Securities

U.S. Government Guaranteed $ 416,581 $ 3,067,155

Other U.S. Dollar and Commingled Bonds
AAA 2,284,833 5,614,710
AA 7,760,158 5,313,698
A 388,139 344,747
BBB = -
BB 80,330 157,202
B - 103,293
Unrated 96,725,847 94,260,708

$ 107,655,888 $§ 108,861,513
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NOTES TO FINANCIAL STATEMENTS

Custodial Credit Risk

Custodial credit risk is the risk that in the event of
the corporate failure of the custodian, the investment
securities may not be returned.

Investment securities in the System Pools and the
University’s separately held portfolio are registered
in the Board’s name by the custodial bank as an
agent for the System. Other types of investments
(e.g. open-ended mutual funds, common/collect
trusts) represent ownership interests that do not exist
in physical or book-entry form. As a result, custodial
credit risk is remote.

Concentration of Credit Risk

Concentration of credit risk is the risk associated
with a lack of diversification, such as having substan-
tial investments in a few individual issuers, thereby
exposing the organization to greater risks resulting
from adverse economic, political, regulatory, geo-
graphic, or credit developments.

As previously mentioned, credit risk in each invest-
ment pool and the University’s separately held invest-
ment portfolio is managed primarily by diversifying
across issuers and limiting the amount of portfolio
assets that can be invested in non-investment grade

securities. As of September 30, 2006 and 2005, there
was no investment in a single issuer that represents
5% or more of total investments in the System Pools
or the University’s separately held investment port-
folio.

Interest Rate Risk

Interest rate risk is the risk that the value of fixed
income securities will decline because of changing
interest rates. The prices of fixed income securities
with a longer time to maturity, measured by effec-
tive duration, tend to be more sensitive to changes in
interest rates and, therefore, more volatile than those
with shorter durations. Effective duration is the ap-
proximate change in price of a security resulting from
a 100 basis point (1 percentage point) change in the
level of interest rates. It is not a measure of time.
The Board does not have a specific policy relative to
interest rate risk. As such, there are no restrictions on
weighted average maturity for each investment pool
as they are managed relative to the investment objec-
tives and liquidity demands of the investors.

The effective durations for fixed or variable income
securities, for the System Pools, at September 30,
2006 and 2005 are as follows:

Endowment Fund Prime Fund Intermediate Fund Short Term Fund

2006 2005 2006 2005 2006 2005 2006 2005
U.S. Government Obligations 5.7 6.9 5.8 6.3 1.7 1.5 - -
Mortgage Backed Securities 3.4 11.6 3.5 11.0 2.3 12.2 - -
Corporate Bonds 4.7 3.6 5.0 2.8 2.5 7.3 - -
Commingled Bond Funds 5.2 4.5 4.9 4.5 1.9 1.8 - -

(The information presented above does not take into account the relative weighting of the portfolio compo-

nents to the total portfolio.)

While the Board does not have a specific policy relative to interest rate risk, the University has historically
invested funds outside of the investments pools in fixed income and variable income securities with short

maturity terms.
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The effective durations for fixed or variable income securities, for the University’s separately held investments,
at September 30, 2006 and 2005 are as follows:

2006 2005
U.S. Government Obligations 4.5 1.1
Commingled Bond Funds 0.6 0.6
Corporate Bonds 4.9 2.9

Investments may also include mortgage pass through securities and collateralized mortgage obligations that
may be considered to be highly sensitive to changes in interest rates due to the existence of prepayment or
conversion features. At September 30, 2006 and 2005 the fair market value of these investments, for the Sys-
tem Pools, are as follows:

Endowment Fund Prime Fund Intermediate Fund Short Term Fund
2006 2005 2006 2005 2006 2005 2006 2005
Mortgage Backed Securities  $ 3,069,336 $ 11,742,454 $ 9,057,376 $16,241,626 $ 39,269,785 $ 31,995,079 $ - $
Collateralized Mortgage
Obligations 8,254,290 - 8,165,028 - 61,062,777 162,260,168 -
Total $11,323,626 $ 11,742,454 $17222,404 $16,241,626 $100,332,562 $194,255,247 $ - 9
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Morigage Backed Securities. These securities are issued
by the Federal National Mortgage Association (Fan-
nie Mae), Government National Mortgage Associa-
tion (Ginnie Mae) and Federal Home Loan Mortgage
Association (Freddie Mac) and include short embed-
ded prepayment options. Unanticipated prepay-
ments by the obligees of the underlying asset reduce
the total expected rate of return.

Collateralized Mortgage Obligations. Collateralized
mortgage obligations (CMOs) generate a return based
upon either the payment of interest or principal on

mortgages in an underlying pool. The relationship
between interest rates and prepayments makes the
fair value highly sensitive to changes in interest rates.
In falling interest rate environments, the underlying
mortgages are subject to a higher propensity of pre-
payments. In a rising interest rate environment, the
opposite is true.

At September 30, 2006 and 2005, the effective dura-
tions for these securities held in the System Pools are
as follows:

Endowment Fund Prime Fund Intermediate Fund Short Term Fund
2006 2005 2006 2005 2006 2005 2006 2005
Mortgage Backed Securities 3.4 11.6 11.0 2.3 12.2
Collateralized Mortgage Obligations - - 1.6 9.7

At September 30, 2006 and 2005, the University did
not hold any investments in these security types out-
side of the System Pools.

Foreign Currency Risk

The strategic asset allocation policy for the Endow-
ment Fund and the Prime Fund includes an alloca-
tion to non-United States equity securities. Under
Board policy foreign equity holdings in a single
industry should not exceed 25% of the investment
manager’s portfolio measured at market value, with
50% of the portfolio’s holdings representing EAFE
Index firms. Each investment manager must hold
a minimum of 30 individual stocks with equity
holdings in a single company remaining below 8%
of the investment manager’s portfolio, measured at
market value. Hedging of foreign currency risks is
allowed at the investment manager’s discretion. In
addition, investments in foreign bonds are allowed
under Board policy. Foreign bonds denominated
in U.S. dollars are limited to 20% of the investment
manager’s portfolio, and bonds denominated in cur-
rencies other than U.S. dollars are limited to 20%
of the investment manager’s portfolio, measured at
market value. As of September 30, 2006 and 2005,
all foreign investments in the System Pools are in
international commingled funds, which in turn in-

vest in equity securities and bonds of foreign issuers.
At September 30, 2006 and 2005, the University did
not hold any foreign securities in its separately held
investment portfolio.

Securities Lending

Board policies permit security lending as a mecha-
nism to augment income. Loans of the securities
shall be collateralized by cash, letters of credit or
securities issued or guaranteed by the U.S. Govern-
ment or its agencies. The collateral must equal at
least 102% of the current market value of the loaned
securities. Securities lending contracts must state ac-
ceptable collateral for securities loaned, duties of the
borrower, delivery of loaned securities and accept-
able investment of the collateral.

The System Pools participate in a securities lending
program managed by one of the System’s custodial
banks. The program is designed to allow the System
to lend certain securities from the investment pools
and receive a pledge of collateral sufficient to cover
the market value of the securities lent. The collateral
securities cannot be pledged or sold by the System un-
less the borrower defaults. At September 30, 2006 and
2005, there were no securities on loan from the invest-
ment pools and no collateral held by the System.
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Note 4 — Accounts Receivable

The composition of accounts receivable at September 30, 2006 and 2005 is summarized as follows:

Student accounts
Receivables from sponsoring agencies
Accrued interest receivable

Other

Less provision for doubtful accounts
Accounts receivable, net

2006 2005
23,561,162 $ 14,760,239
25,636,182 18,384,827

4,983,680 5,225,038

1,632,659 2,741,251
55,813,683 $ 41,111,355
(1,215,711) (822,755)
54597972 $ 40,288,600

Note 5 — Loans and Pledges Receivable

Loans receivable represent all amounts owed on promissory notes from debtors, including student loans made
under the Federal Perkins Loan Program and other loan programs. Pledges receivable represent unconditional
promises to give from third party donors and are presented at their gross, undiscounted amount.

The composition of loans and pledges receivable at September 30, 2006 and 2005, is summarized as follows:

Loans receivable
Federal loan program
University loan funds
Less allowance for doubtful loans
Total loans outstanding, net
Less current portion
Total loans outstanding, noncurrent

Pledges outstanding
Operations
Capital
Total pledges, net
Less current portion
Total pledges, noncurrent

2006 2005
15,251,530  $ 13,568,641
954,162 1,142,288
(3,696,717) (2,341,250)
12,508,975 12,369,679
(2,948,350) (2,888,761)
9,560,625 § 9,480,918
38,906,994 $ 33,205,400
2,001,959 764,015
40,908,953 33,969,415
(9,125,194) (7,054,751)
31,783,759 § 26,914,664
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Note 6 — Capital Assets

Capital assets activity for the years ended September 30, 2006 and 2005 is summarized as follows:

Balance Retirements/ Balance
10/01/05 Additions Transfers 09/30/06

Land $§ 9216339 $ - $ - $ 9,216,339
Land improvements 13,616,354 - - 13,616,354
Infrastructure 23,719,270 202,192 - 23,921,462
Buildings and improvements 599,479,845 79,242,582 37,983,083 716,705,510
Construction in progress 75,958,790 74,337,266 (37,983,083) 112,312,973
Equipment 154,905,469 10,693,707 (50,757,299) 114,841,877
Library materials and collections 89,618,377 3,292,240 - 92,910,617
Total cost of capital assets 966,514,444 167,767,987 (50,757,299) 1,083,525,132
Less accumulated depreciation (362,828,783) (32,681,032) 44,509,788  (351,000,027)

Capital assets, net $ 603,685,661 $ 135,086,955 $ (6,247,511) $ 732,525,105

Balance Retirements/ Balance
10/01/04 Additions Transfers 09/30/05

Land $ 9,089,098 §$ 127241 § - $ 9,216,339
Land improvements 13,607,930 8,424 - 13,616,354
Infrastructure 22,814,383 904,887 - 23,719,270
Buildings and improvements 461,445,317 59,381,690 78,652,838 599,479,845
Construction in progress 108,756,555 48,048,823 (80,846,588) 75,958,790
Equipment 142,504,807 18,750,292 (6,349,630) 154,905,469
Library materials and collections 83,416,359 6,202,018 - 89,618,377
Total cost of capital assets 841,634,449 133,423,375 (8,543,380) 966,514,444
Less accumulated depreciation (339,591,881) (29,941,228) 6,704,326  (362,828,783)
Capital assets, net $ 502,042,568 $ 103,482,147 $ (1,839,054) $603,685,661

The University increased its moveable equipment threshold from $2,000 to $5,000 beginning October 1, 2006
resulting in the write off of approximately $19.1 million of fully depreciated equipment. These write-offs had
no impact on the University’s net assets.

Note 7 - Construction Commitments and Financing

The University has contracted for the construction and renovation of several facilities. At September 30, 2006
and 2005, the estimated remaining cost to complete the construction and renovation of these facilities was ap-
proximately $26.1 million and $48.3 million, respectively, which is expected to be financed from private gifts,
grants, bond proceeds and University funds.
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Note 8 — Long-term Debt

Long-term debt activity for the years ended September 30, 2006 and 2005 is summarized as follows:

Balance New Principal Balance
Type/Supported by 10/01/05 Debt Repayment  Reclass 09/30/06
Leases payable
Departmental budgets $ 323,862 $ $ 106,849 $ $ 217,013
Notes payable
Crimson Tide Foundation gifts 4,969,902 373,645 4,596,257
Student housing revenue 4,193,543 157,884 4,035,659
Rental income 388,595 46,271 342,324
Bonds
Student housing revenue 52,295,101 47,141,998 71,472 99,365,627
Intercollegiate athletics 123,268,826 3,932,360 244,838 126,956,348
Auxiliaries 38,480,421 13,250,642  2,817980 (15,917,458) 32,995,625
General fee 100,700,652 2,135,710 15,917,458 114,482,400
324,620,902 64,325,000 5,954,649 382,991,253
Plus net unamortized bond
premium/discount 402,587 1,240,536
Less deferred amount on refunding (2,594,148) (2,504,694)
Less current portion (6,303,871) (7,642,003)
$ 316,125,470 $ 374,085,092
Balance New Principal Balance
Type/Supported by 10/01/04 Debt Repayment 09/30/05
Leases payable
Departmental budgets $ 442,083 $ - $ 118,221 $ 323,862
Notes payable
Crimson Tide Foundation gifts - 5,000,000 30,098 4,969,902
Student housing revenue 4,408,900 - 215,357 4,193,543
Rental income 439,884 - 51,289 388,595
Bonds
Student housing revenue 53,154,072 - 858,971 52,295,101
Intercollegiate athletics 125,334,183 - 2,065,357 123,268,826
Auxiliaries 39,179,279 - 698,858 38,480,421
General fee 102,112,466 - 1,411,814 100,700,652
325,070,867 5,000,000 5,449,965 324,620,902
Plus net unamortized bond
premium/discount 416,459 402,587
Less deferred amount on refunding (2,683,601) (2,594,148)
Less current portion (5,415,786) (6,303,871)

$ 317,387,939

$316,125,470
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Several operations within the University are self-sup-
porting. However, in 2006, the University restruc-
tured tuition and fees resulting in the termination of
specific fee allocations to various units, ending their
self-supporting abilities. Due to this change, the cor-
relating long-term debt of these areas was reclassed

from auxiliaries to general fee support as reflected in
the 2006 Long-term debt scheduled. Debt obliga-

tions bear interest at fixed and variable rates rang-
ing from 3.0% to 7.75% and mature at various dates
through fiscal year 2036.

Maturities and interest on notes, leases and bonds
payable, using rates in effect at September 30, 2006,
for the next five years and in subsequent five-year
periods are as follows:

Notes & Leases Bonds Total Notes & Leases Bond Total Total Estimated

Principal Principal Principal Interest Interest Interest Debt Service
2007 $ 715,950 $ 6,940,000 $ 7,655,950  $ 487442 $ 17,685,106 $ 18,172,548 $ 25,828,498
2008 981,341 6,715,000 7,696,341 431,927 17,909,629 18,341,556 26,037,897
2009 643,717 7,030,000 7,673,717 385,799 17,591,478 17,977,276 25,650,994
2010 662,595 7,340,000 8,002,595 350,120 17,280,058 17,630,178 25,632,774
2011 700,416 7,675,000 8,375,416 312,299 16,944,585 17,256,884 25,632,300
2012-2016 3,401,088 44,130,000 47,531,088 932,668 78,974,128 79,906,796 127,437,884
2017-2021 944,588 56,260,000 57,204,588 412,390 66,851,427 67,263,817 124,468,405
2022-2026 607,158 72,100,000 72,707,158 242,525 51,004,452 51,246,977 123,954,135
2027-2031 534,400 91,505,000 92,039,400 60,378 31,610,153 31,670,531 123,709,931
2032-2036 74,105,000 74,105,000 8,064,545 8,064,545 82,169,545
$ 9,191,253 $§ 373,800,000 $ 382,991,253 $ 3,615,548 § 323915560 $ 327531,109 $ 710,522,362

Pledged revenues for the years ended September 30, 2006 and 2005 as defined by outstanding bonds covenants

are as follows:

Tuition and fees

Sales and services of educational activities
Auxiliary sales and services

Investment income

Other operating revenue

2006 2005
$ 168,337,662 $ 135,238,566
9,973,238 6,989,477
104,203,777 94,142,660
21,596,034 52,870,013
10,491,118 12,656,683
$ 314,601,829 $ 301,897,399

The University defeased certain indebtedness during
1986, 1997, 2003 and 2005 by depositing funds in
escrow trust accounts sufficient to provide for the
subsequent payment of principal and interest on the
defeased indebtedness. Under the trust agreements,
funds deposited in the trust accounts were invested
in obligations of the U.S. Government. The Uni-
versity estimates that the amounts on deposit will be
sufficient to satisfy the debt service requirements on
the defeased indebtedness and that the defeasance
will result in lower overall debt service payments
to the University. Should the amounts on deposit

not be sufficient to retire the defeased indebtedness
upon maturity, the University would be responsible
to satisfy the shortfall. The University remains le-
gally obligated for the repayment of the defeased in-
debtedness. Neither the assets of the trust accounts
nor the defeased indebtedness are included in the
accompanying statements of net assets. The prin-
cipal outstanding on the 1986, 1997, 2003 and 2005
defeased indebtedness at September 30, 2006 and
September 30, 2005 is approximately $52.9 million
and $87.2 million, respectively.
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The following is a detailed schedule of long-term debt at September 30, 2006:

Description and Purpose

Bonds Payable:

General Fee Revenue Bond Series 1997
General Fee Revenue Bond Series 2001
General Fee Revenue Bond Series 2004A
General Fee Revenue Bond Series 2004B
General Fee Revenue Bond Series 2004C
General Fee Revenue Bond Series 2006A
General Fee Revenue Bond Series 2006B

Total Bonds Payable

Notes Payable:

U. S. Department of Education
Regional bank and individual owners
Commercial finance co., CTF airplane
U. S. Department of Education

Total Notes Payable

Lease Obligations Payable:
Miscellaneous leases

Total Lease Obligations

Date Final Interest Original Outstanding
Issued Maturity Rate-% Debt Debt
7/1/04 6/1/11 4375475 $ 7,155,000 $ 5,325,000
7/1/04 12/1/26 4.0-5.0 34,645,000 32,320,000
7/1/04 7/1/34 4.0-5.25 215,995,000 215,995,000
8/30/04 7/1/09 variable 13,885,000 8,680,000
8/30/04 7/1/34 variable 48,100,000 47,155,000
9/1/06 7/1/36 4.125-5.0 40,575,000 40,575,000
9/1/06 7/1/23 5.22-5.9 23,750,000 23,750,000
384,105,000 373,800,000
7/20/89 4/15/19 3.0 3,188,000 1,809,236
12/4/00 12/20/07 7.5-7.75 722,822 342,323
5/10/05 5/10/15 6.25 5,000,000 4,596,257
3/23/00 7/1/29 5.5 2,483,000 2,226,424
11,393,822 8,974,240
3/1/99 6/1/08 0.0-4.0 1,962,000 217,013
1,962,000 217,013

$ 397,460,822 $ 382,991,253
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The variable interest rates for General Fee Revenue
Bonds Series 2004B ranged from 4.07% to 5.46% dur-
ing fiscal year 2006 and are based on the Wednesday
Libor weekly calculation, as defined. The variable
interest rates for General Fee Revenue Bonds Series
2004C are based on the Bond Market Association
Municipal Swap Index (“BMA”). The variable rate
is set equal to the BMA Municipal Index calculation
weekly. The variable interest rate bonds incurred
interest at varying rates from 2.62% to 4.00% during
fiscal year 2006.

The University’s general fee bonds are subject to
certain covenants. These covenants, among other
things, require the Board to adopt an annual bud-
get; to establish and maintain reasonable fees, rates,
and other charges to ensure pledged revenues are
sufficient for debt service coverage; to maintain
books and records pertaining to the pledged rev-
enues; to furnish annual audits and other periodic
reports; and to comply with certain restrictions as
to additional indebtedness. The University is in
compliance with all appropriate debt covenants as
of September 30, 2006.

Note 9 - Self-Insurance

The University participates with other campuses in
the System in a self-insurance program for general
liability. The Board established a separate revocable
trust fund for payment of these self-insurance claims
under its risk retention program. Annual contribu-
tions are made to the trust fund, at an actuarially
determined rate, to provide funding for the retained
risk. The accompanying statements include a re-
serve of approximately $1,092,000 and $927,000 for
general liability at September 30, 2006 and 2005,
respectively.

The University is self-insured for health insurance.
The liability for unpaid claims includes an accrual
for an estimate of claims incurred but not reported.

The changes in the total reported self-insurance li-
abilities for the years ended September 30, 2006 and
2005 are summarized as follows:

Balance, beginning of year
Claims paid
Contributions

Balance, end of year

2006 2005
$ 2,278,508 $ 3,478,559
(17,903,501) (17,771,936)
19,085,979 16,571,885
$ 3,460,986 $ 2,278,508
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Note 10 - Retirement Plan

Most employees of the University participate in the
Teachers’ Retirement System of Alabama (“TRS”), a
cost sharing, multiple-employer public retirement
system. In addition, certain employees meeting eli-
gibility requirements participate in an optional pro-
gram with the Teachers Insurance and Annuity Asso-
ciation — 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 2.1025% of their
final average salary (average of three highest years of
annual compensation during the last ten years of ser-
vice) for each year of service. A participant terminat-
ing before reaching retirement age, but after complet-
ing 10 years of credited service, is eligible for a vested
allowance at age 60 provided accumulated employee
contributions are not withdrawn. TRS also provides

death and disability benefits.

Covered employees are required by law to contribute
to TRS. The University, as the employer, contrib-
utes to TRS. The contribution requirement for fiscal
year 2006 and 2005 was approximately $26,287,000
and $21,308,000, respectively, which consisted of
$16,307,000 from the University and $9,980,000
from employees in 2006 and $12,092,000 from the
University and $9,216,000 from employees in 2005.
The University’s contribution rate for fiscal year end-
ed September 30, 2006 is 8.17% and the contribu-
tion rate for fiscal year ended September 30, 2005
was 6.56% of salaries and wages for covered employ-
ees. The contribution for employees is 5% of earn-
able compensation. All regular employees of the
University are members of TRS with the exception
of temporary employees.

The actuarial accrued 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 payable in the future as a result of

employee service to date. The actuarial value of as-
sets, which is the actuarial present value of assets, is a
standardized disclosure measure of the present value
of accumulated assets, adjusted for projected invest-
ment performance and contributions. TRS does not
make separate measurements of assets and the AAL
for individual employers. The AAL and the actuarial
valuation of assets at September 30, 2005 (the most
recent valuation date) for TRS as a whole, deter-
mined through actuarial valuations performed as of
that date, were $23,027,338,000 and $19,248,207,000,
respectively, resulting in an under-funded AAL of
$3,779,131,000. Complete financial presentation
and disclosure of the financial position and activi-
ties of the TRS is presented in the September 30,
2005 annual financial report of TRS. That report is
publicly available and may be obtained by contact-
ing TRS.

As previously noted, some employees participate in
the optional TIAA-CREF programs, which are de-
fined contribution plans. In defined contribution
plans, benefits depend solely on amounts contrib-
uted plus investment earnings. All full time regular
monthly exempt employees are eligible to participate
from the date of employment. The University con-
tributes a matching amount up to 5% of total salaries
for participating employees. The University’s con-
tribution is funded as it accrues and, along with that
of employees, is immediately and fully vested. The
contribution for fiscal years 2006 and 2005, exclud-
ing amounts not eligible for matching, was approxi-
mately $10,410,000 and $9,358,000, which included
approximately $5,205,000 and $4,679,000 each from
the University and its employees.

The University’s total salaries and wages for fis-
cal years 2006 and 2005 were approximately
$230,175,000 and $207,961,000, respectively. The
total salaries and wages during the fiscal years 2006
and 2005, respectively, for covered employees partic-
ipating in TRS and TIAA - CREF were approximate-
ly $199,599,000 and $184,323,000 and $121,153,000
and $101,100,000.

Note | | - Post-Employment Benefits

Certain retired employees may elect to continue to
participate in the University’s group health plan un-
til 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 University’s health
care plan becomes the secondary insurer. Despite
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the availability of the University’s plan, most retirees
elect to participate in the Public Education Employ-
ees Health Insurance Plan (“PEEHIP”) with TRS, in
which case the retirees pay a portion of the PEEHIP
premium with the University paying an allocation
toward the cost of retiree coverage.

Certain retirees may also elect to continue their ba-
sic term life insurance coverage and accidental death
and dismemberment insurance up to certain maxi-
mum amounts. 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 unmarried
dependent children.

Note 12 - Compensated Absences

Certain University employees accrue vacation and
sick leave at varying rates depending upon their years
of continuous service and payroll classification, sub-
ject to maximum limitations. Upon termination
of employment, employees are paid all unused ac-
crued vacation at their regular rate of pay up to a
designated maximum number of days. Depending
on their payroll classification, some employees are
also paid one-half of their unused accrued sick leave
at their regular rate of pay. The statement of net as-
sets include an accrual of approximately $12,563,000
and $9,970,000 as of September 30, 2006 and 2005,
respectively, for accrued vacation, sick leave and pay-
roll related benefits.

Note 13 - Federal Direct Lending
Program

The Federal Direct Student Loan Program (“FDSLP”)
was established under the Higher Education Act of
1965, 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 uni-
versity qualified to originate loans, the University is

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. During the years ended
September 30, 2006 and 2005, respectively, the Uni-
versity disbursed approximately $88,300,000 and
$73,000,000, respectively, under the FDSLP.

Note 14 - Contingencies and
Commitments

The University has sovereign immunity and is there-
fore, in the opinion of University Counsel, immune
to ordinary tort actions. The University has con-
sistently been dismissed from lawsuits on the basis
of the sovereign immunity doctrine. That doctrine
also protects the University from vicarious liability
arising from the negligence of its employees. As a
matter of policy, the University has chosen to indem-
nify its employees through a self-insured trust fund
against liability arising 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 vari-
ous 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.

Amounts received or receivable from grantor agen-
cies are subject to audit and adjustments by such
agencies, principally the United States Government.
Any disallowed claims, including amounts already
collected, may constitute a liability of the Univer-
sity. The amount, if any, of expenditures that may be
disallowed by the grantor cannot be determined at
this time, although the University expects any such
amounts to be immaterial.

The University is a guarantor of a third party ob-
ligation totaling approximately $2,320,000 and
$2,320,000 at September 30, 2006 and 2005, respec-
tively. Commitments relating to construction activi-
ties are discussed at Note 7.
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Note 15 — Operating Expenses by Function

Operating expenses by functional classification for the years ended September 30, 2006 and 2005 are sum-
marized as follows:

2006 Operating Expenses
Salaries, Scholarships Supplies
wages and and and other
benefits fellowships services Depreciation Total
Instruction $ 122,156,420 $§ 1,114,738 $ 20,233,924 $ -$ 143,505,082
Research 13,595,882 336,036 12,146,981 - 26,078,899
Public service 24,354,248 175,099 13,529,197 - 38,058,544
Academic support 33,031,082 690,383 11,550,195 - 45,271,660
Student services 8,860,758 108,298 4,618,621 - 13,587,677
Institutional support 31,842,872 12,192 9,897,677 - 41,752,741
Operations and maintenance 24,287,441 37,075 14,550,823 - 38,875,339
Scholarships and fellowships 10,781,738 5,524,958 603,267 - 16,909,963
Auxiliary enterprises 35,193,249 2,818,320 45,741,671 - 83,753,240
Depreciation - - - 38,470,361 38,470,361
$ 304,103,690 $ 10,817,099 $ 132,872,356 $§ 38,470,361 $ 486,263,506
2005 Operating Expenses
Salaries,  Scholarships Supplies
wages and and and other
benefits fellowships services Depreciation Total
Instruction $ 111,089,828 $ 486,395 $ 20,448,730 $ -$ 132,024,953
Research 13,745,344 407,319 10,316,065 - 24,468,728
Public service 25,604,990 118,659 11,474,176 - 37,197,825
Academic support 26,178,518 37,936 10,744,299 - 36,960,753
Student services 7,752,691 31,482 3,807,391 - 11,591,564
Institutional support 28,355,218 1,917 4,498,653 - 32,855,788
Operations and maintenance 19,160,387 2,134 14,539,083 - 33,701,604
Scholarships and fellowships 7,488,165 7,906,317 93,847 - 15,488,329
Auxiliary enterprises 34,790,861 1,094,912 45,160,894 - 81,046,667
Depreciation - - - 29,941,228 29,941,228

$ 274,166,002 $ 10,087,071 $ 121,083,138 § 29,941,228 § 435,277,439
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Note 16 — Other Noncurrent Assets
and Liabilities

The composition of other noncurrent assets at September 30, 2006 and 2005 is summarized as follows:

Receivable from Capstone Foundation

Intangible assets, net of accumulated amortization
ASF noncurrent assets

Other

2006 2005
$ 10,498,083 § 7,800,000
5,566,567 5,709,300
2,133,992 1,619,837
3,061,241 2,782,063
$ 21,259,883  § 17,911,200

The receivable from The Capstone Foundation
relates to the Eminent Scholars Program established
by the State of Alabama Act No. 85-759 and
administered by the Alabama Commission on Higher
Education. The program provides that donor gifts
of $600,000 held in a foundation affiliated with the
University are eligible for $400,000 in State matching
funds. In prior years, the University received funds
from donors intended to be matched in accordance
with this program. Consistent with the provision of
the program, the University transferred the corpus of
these funds to The Capstone Foundation, as agent for
the University, whereby the State would match these
donations. The program has been inactive since
1997, and no matching funds have been provided to
date. These funds held by the Capstone Foundation
include both the corpus and any unrealized gains
earned thereon and are shown as a receivable from
the Capstone Foundation. Unrealized gains earned

each year on the corpus are added to the receivable
and reported as investment income by the University.
Realized gains and investment income earned each
year on the corpus amount are distributed to the
University and reported as investment income.

During fiscal year 2005, the University received an
in-kind gift of approximately $5.7 million related to
a television license to be used by the University’s on-
campus television station. The University recorded
the license as an intangible asset at the estimated
fair value on the date of the gift. The University
recognizes amortization expense related to the
intangible asset on a straight-line basis using an
estimated useful life of forty years.

The activity with respect to other noncurrent
liabilities for the years ended September 30, 2006
and 2005, 1s as follows:

2006 2005
Federal loan funds
Federal refundable loans, beginning of year $ 9,841,527 $ 9,896,882
Deposits received 257,133 340,223
Deposits disbursed (445,416) (395,578)
Federal refundable loans, end of year $ 9,653,244 $ 9,841,527
Other liabilities
Split-interest agreement obligations, beginning of year $ 3,151,594 § 3,215,876
Investment income 111,979 97,821
Payments on obligations (359,262) (359,018)
Actuarial change in obligations 139,374 196,915
Total split-interest agreement obligations 3,043,685 3,151,594
Less current portion (358,881) (360,036)
Split-interest agreement obligations, end of year 2,684,804 2,791,558
General liability trust fund liability 1,091,774 926,554
Other liabilities 801,178 253,223
Total other liabilities $ 4,577,756  $ 3,971,335
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Note 17 — Recently Issued
Pronouncements

The GASB issued Statement No. 42, Accounting and
Financial Reporting for Impairment of Capital Assets and
Jfor Insurance Recoveries, in November 2003. GASB
Statement No. 42 requires governments to evaluate
and report any capital asset impairment loss in their
financial statements on an annual basis offset by any
related insurance recoveries. This statement is effec-
tive for fiscal year periods beginning after December
15, 2004. There was not a material impact on the
University’s financial statements from the adoption
of this Statement.

The GASB issued Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, in July 2004. This State-
ment requires governmental entities to recognize
and match other postretirement benefit costs, for ex-
ample health and life insurance expense, with related
services received and also to provide information
regarding the actuarial accrued liability and fund-
ing level of the benefits associated with past services.
The requirements of this Statement are effective in
three phases based on a government’s total annual
revenues in the first fiscal year ending after June 15,
1999 with phase I for periods beginning after Decem-
ber 15, 2006. The University is currently evaluating
the impact that GASB Statement No. 45 will have on
its financial statements, although it is expected that
there will be an increase in the University’s operat-
ing expenses and liabilities, as well as a decrease in
unrestricted net assets, as a result of adopting this
statement. However, most retirees elect to partici-
pate in the State-sponsored PEEHIP (Note 11) which
is a multi-employer plan. GASB Statement No. 45
is not expected to effect the University’s accounting
for the PEEHIP.

The GASB issue Statement No. 46, Net Assets Restrict-
ed by Enabling Legislation an amendment of GASB State-
ment No. 34, in December 2004. GASB Statement
No. 46 amends GASB Statement No. 34 to clarify
the definition of a legally enforceable enabling legis-
lation restriction and specifies the accounting and fi-
nancial reporting requirements if new enabling legis-
lation replaces existing enabling legislation or if legal
enforceability is reevaluated. GASB Statement No.
46 will be effective for financial statement periods be-
ginning after June 15, 2005. The University adopted
this Statement effective October 1, 2005. There was
not a material impact on the University’s financial
statements from the adoption of this statement.

The GASB issued Statement No. 47, Accounting for
Termination Benefits, in July 2005. GASB Statement
No. 47 establishes recognition, measurement, and
disclosure requirements for both voluntary termi-
nation benefits (for example, eatly-retirement in-
centives) and involuntary termination benefits (for
example, severance benefits). The requirements of
GASB Statement No. 47 are effective in two parts.
For termination benefits provided through an exist-
ing defined benefit OPEB plan, the provisions of
this statement should be implemented simultane-
ously with the requirements of GASB Statement No.
45. For all other termination benefits, this statement
is effective for financial statements for periods begin-
ning after June 15, 2005. The University adopted this
Statement effective October 1, 2005. In accordance
with GASB Statement No. 47, during December
2006, the University recognized approximately $3.0
million of expense for compensation to be paid to a
former coaching staff member according to the terms
of the staff member’s employment agreement. This
obligation will require sixty-two months of con-
secutive payments, estimated to be approximately
$47,800 each, subject to adjustment based on earned
compensation from new employment.

The GASB issued Statement No. 48, Sales and Pledges
of Receivable and Future Revenues and Intra-Entity Trans-
fers of Assets and Future Revenues, in September 2006.
This Statement establishes criteria to ascertain wheth-
er certain transactions should be regarded as a sale or
a collateralized borrowing. GASB Statement No. 48
is effective for financial statement periods beginning
after December 15, 2006. The University is currently
evaluating the impact, if any, that GASB Statement
No. 48 will have on its financial statements.

The GASB issued Statement No. 49, Accounting and
Financial Reporting for Pollution Remediation Obliga-
tions, in December 2006. This Statement will require
that governments provide more detailed information
regarding the effect of environmental cleanups and
will be effective for the financial periods beginning
after December 15, 2007. The University is currently
evaluating the impact, if any, that GASB Statement
No. 49 will have on its financial statements.

Note |8 — Grants and Contracts

At September 30, 2006, the University had been
awarded approximately $56,201,000 in grants and
contracts which had not been expended. These
awards, which represent commitments of sponsors to
provide funds for specific research, training, and ser-
vice projects, have not been reflected in the financial

statements as of and for the year ended September
30, 2006.
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