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McGladrey &Pullen

Certified Public Accountants

Independent Auditor’s Report

To the Members of the Board of Regents,
State of lowa

We have audited the accompanying statement of net assets and the related statement of revenues, expenses and
changes in net assets and cash flows of the Academic Building Revenue Bond Funds of State University of lowa as
of and for the year ended June 30, 2006, which collectively comprise the Bond Funds basic financial statements
listed in the table of contents. We have also audited the financial statements of each individual fund of the Academic
Building Revenue Bond Funds of State University of lowa as of and for the year ended June 30, 2006 presented in
the combining fund financial statements in the supplementary information listed in the table of contents. These
financial statements are the responsibility of the University's management. Our responsibility is to express opinions
on these financial statements based on our audit.

We conducted our audit in accordance with the 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. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe our audit provides a reasonable basis for our opinions.

As discussed in Note 1, the financial statements present only the Academic Building Revenue Bond Funds of State
University of lowa and do not purport to, and do not, present fairly the financial position of State University of lowa as
of June 30, 2006 and changes in its financial position and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America. Because the financial statements present
only the Academic Building Revenue Bond Funds of State University of lowa, and do not purport to, and do not
present the financial statements of State University of lowa, management has chosen not to present a Management's
Discussion and Analysis.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the Academic Building Revenue Bond of State University of lowa as of June 30, 2006, and the changes in its
financial position and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America. In addition, in our opinion, the combining financial statements referred to
above present fairly, in all material respects, the respective financial position of each individual fund of the Academic
Building Revenue Bond of State University of lowa as of June 30, 2006, and the respective changes in financial
position of each individual fund for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In connection with our audit, nothing came to our attention that caused us to believe Academic Building Revenue
Bond Funds of State University of lowa were not in compliance with the accounting requirements of the Board of
Regents Resolution for the issuance of the Academic Building Revenue Bond Funds; however, our audit was not
directed primarily toward obtaining knowledge of such noncompliance.

McGladrey & Pullen, LLP is a member firm of RSM International —
an affiliation of separate and independent legal entities.



Our audit was conducted for the purpose of forming opinions on the financial statements taken as a whole. The
information in the schedules of insurance coverage and student enroliment has not been subjected to the auditing
procedures applied in our audit of the basic financial statements and, accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and use of the officials and employees of
State University of lowa, the members of the Board of Regents, citizens of the State of lowa and other parties to
whom the State University of lowa may report. This report is not intended to be and should not be used by anyone
other than these specified parties.

%@M//mé&m/ ce~

Davenport, lowa
September 29, 2006



Academic Building Revenue Bond Funds
State University of lowa

Statement of Net Assets
June 30, 2006

Assets
Current Assets:
Cash and cash equivalents
Investments
Accounts receivable
Interest receivable
Total current assets

Noncurrent Assets:
Investments
Capital assets, net
Total noncurrent assets

Liabilities and Net Assets
Current Liabilities:
Checks written in excess of bank balance
Accounts payable
Deferred revenue
Accrued interest payable
Revenue bonds payable, current portion
Total current liabilities

Noncurrent Liabilities,
revenue bonds payable
Total liabilities

Net Assets:

Invested in capital assets, net of related debt

Restricted
Unrestricted
Total net assets
Total liabilities and net assets

See Notes to Basic Financial Statements.

$ 21871014
5,915,640
4,836,585

295,901

32,919,140

9,557,727
281,666,349

291,224,076

$ 324143216

$ 1,037,556
2,673

4,094,930
4,573,074
5,576,745

15,284,978

67,632,769

82,917,747

208,456,835
17,147,809
15,620,825

241,225,469

$ 324143216




Academic Building Revenue Bond Funds
State University of lowa

Statement of Revenues, Expenses and Changes in Net Assets

Year Ended June 30, 2006

Operating revenues and expenses:

Tuition and fees, net of scholarship allowance of $31,006,874

Operating expenses:
Operating expenses other than depreciation
Depreciation expense
Total operating expenses

Operating income
Nonoperating revenues (expenses):
Investment income
Interest expense
Loss on disposal of capital asset
Other sources
Total nonoperating revenues (expenses)
Income before transfers
Transfers to other University funds
(Decrease) in net assets
Net assets:
Beginning
Ending

See Notes to Basic Financial Statements.

$ 185,343,488

1,100,443
14,181,607

15,282,050

170,061,438

1,173,712
(5,946,236)
(18,884)
152,617

(4,638,791)

165,422,647

(189,757,064)

(24,334,417)

265,559,886

$ 241,225,469




Academic Building Revenue Bond Funds
State University of lowa

Statement of Cash Flows
Year Ended June 30, 2006

Cash Flows (Used in) Operating Activities:
Tuition and fees received
Cash paid for operations
Net cash provided by operating activities

Cash Flows from Noncapital Financing Activities,
other noncapital financing sources

Cash Flows from Capital Financing Activities:
Purchases of capital assets
Principal paid on capital debt
Interest paid on capital debt
Transfers to other University funds
Net cash (used in) capital financing activities

Cash Flows from Investing Activities:
Interest on investments
Proceeds from sales of investments
Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents:
Beginning
Ending

Reconciliation of Operating Income to Net Cash Provided by

Operating Activities:
Operating income
Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation
(Increase) in accounts receivable
(Decrease) in liabilities:
Checks written in excess of bank balance
Accounts payable
Net cash provided by operating activities

Schedule of Noncash Investing Activities,
unrealized loss on investments

See Notes to Basic Financial Statements.

$ 185,135,024
(2,202,990)

182,932,034

152,617

(31,629,788
(5,700,717

(145,702,447

)
)
(6,156,332)
)
)

(189,189,284

1,230,335
9,504,608

10,734,943

4,630,310

17,240,704

$ 21871014

$ 170,061,438
14,181,607
(208,464)

(1,093,078)
(9,469)

$ 182,932,034

$ 88,611



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 1. Significant Accounting Policies

Reporting entity:

The accompanying financial statements include only the Academic Building Revenue Bond Funds Series S.U.I.
1989, 1991, 1993, 1995, and 2004 and the Academic Building Revenue Refunding Bond Funds Series S.U.I.
1994, 1996, 2002, 2003, 2004, and 2005 (collectively the Funds), enterprise funds of the State University of lowa
(University), which were created by various resolutions of The State of lowa Board of Regents which authorized
the issuance of revenue bonds and notes to fund the costs of constructing and renovating academic buildings of
the University. The Revenue Bonds and the Revenue Refunding Bonds are issued on behalf of the University.
Under the provisions of the resolutions, the net assets of the Funds are, in general, restricted to provide for the
construction of buildings and retirement of the outstanding bonds of the Funds. The following summarizes the
bond series, dates of resolution and original issuance amounts of the Revenue Bonds and the Revenue Refunding
Bonds outstanding as of June 30, 2006:

Original

Issuance

Bond Series Resolution Date Amount
S.U.I. 1989 February 23, 1989 $ 8,999,891
S.U.I. 1991 March 20, 1991 14,999,748
S.U.I. 1993 July 21, 1993 8,935,000
S.U.1. 1994 Refunding June 14, 1994 1,345,000
S.U.I. 1995 January 18, 1995 9,140,000
S.U.1. 1996 Refunding March 20, 1996 10,800,000
S.U.1. 2002 Refunding May 1, 2002 14,580,000
S.U.1. 2003 Refunding May 1, 2003 10,530,000
S.U.1. 2004 Refunding May 1, 2004 6,695,000
S.U.I. 2004 October 1, 2004 25,000,000
S.U.l. 2005 Refunding April 1, 2005 15,200,000

$ 126,224,639

These financial statements present only the Funds and do not purport to, and do not, present the financial position
of the State University of lowa as of June 30, 2006, and the changes in its financial position for the year then
ended in conformity with accounting principles generally accepted in the United States of America. The Funds’
financial statements are presented to comply with bond agreements.



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 1. Significant Accounting Policies (Continued)

Basic financial statements:

The statement of net assets and the statement of revenues, expenses and changes in net assets report
information on all of the activities of the Academic Building Revenue Bond Funds. For the most part, the effect of
interfund activity has been removed from these statements.

The statement of net assets presents assets and liabilities, with the difference reported as net assets. Net assets
are reported in three categories:

Invested in capital assets, net of related debt consists of capital assets, net of accumulated depreciation and
reduced by outstanding balances for bonds, notes and other debt attributable to the acquisition, construction or
improvement of those assets.

Restricted net assets result when constraints placed on net asset use are either externally imposed or imposed
by law through constitutional provisions or enabling legislation.

Unrestricted net assets consist of net assets not meeting the definition of the two preceding categories.
Unrestricted net assets often have constraints on resources imposed by management which can be removed or
modified.

The Funds first apply restricted resources when an expense is incurred for purposes for which both restricted and
unrestricted net assets are available.

The statement of revenues, expenses and changes in net assets demonstrates how net assets changed during
the fiscal year.

The statement of cash flows presents information related to cash inflows and outflows, summarized by operating,
noncapital financing, capital financing and investing activities.

Fund accounting:

In order to ensure the observance of limitations and restrictions placed on the use of available resources, the
accounts are maintained in accordance with the principles of fund accounting. Each fund provides a separate set
of self-balancing accounts which comprises its assets, liabilities, reserves, net assets, revenues and expenses.
Fund accounting is the procedure by which resources for various purposes are classified, for accounting and
reporting purposes, into funds according to the activities or objectives specified.

The following funds are used to account for transactions:
Revenue Fund — The Revenue Fund is used to record all revenues and expenses related to operations.
Investment in Plant Fund — The Investment in Plant Fund is used to account for buildings, construction in

progress, and accumulated depreciation. Additions to the Investment in Plant Fund are made via transfers from
other funds in which the costs of the assets are initially accumulated.



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 1. Significant Accounting Policies (Continued)

Construction Fund - The Construction Fund is used to record payments made for the costs of the project,
including buildings and improvements.

Bond Sinking Fund - The Bond Sinking Fund is used to make principal and interest payments.

Debt Service Reserve Fund — The Debt Service Reserve Fund represents bond sinking reserves to provide
payment of principal and interest, in the event there are no sufficient funds in the Bond Sinking Fund to make
such payments.

Basis of presentation:

The Funds’ financial statements have been prepared on the basis of the proprietary fund concept, which pertains
to financial activities that operate in a manner similar to private business enterprises and are financed through fees
and charges assessed primarily to the users of the services. Accordingly, the financial statements have been
prepared using the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded
when the liability is incurred.

The financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America, as prescribed by the Governmental Accounting Standards Board (GASB). In
accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities that Use Proprietary Fund Accounting, the Funds have elected not to apply the provisions
of pronouncements of the Financial Accounting Standards Board issued after November 30, 1989.

Cash and cash equivalents:

Cash and cash equivalents are stated at cost which approximates fair value due to their short-term nature. Cash
and cash equivalents represent amounts in cash accounts or the Funds’ share of the Pooled Investment Fund of
the University. The Pooled Investment Fund is composed of cash and short-term U.S. government securities, and
a monthly allocation is made of the interest received based on the percentage of each participant’s investment.

The University deposits the cash of most funds in commingled bank accounts and makes disbursements from the
combined cash balances. An individual fund’s cash balance represents that fund’s cumulative deposits to and
disbursements from the University's bank accounts. For purposes of the statement of net assets and 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.

Investments:

Investments are stated at fair value. Fair value is based on quoted market prices. Investments with an original
maturity of one year or less are reported as current in the statement of net assets.



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 1. Significant Accounting Policies (Continued)

Capital assets:

Capital assets are defined by the University as assets with an initial individual cost of more than $5,000 for
equipment or $50,000 for buildings and infrastructure. Such assets are recorded at historical cost when purchased
or constructed.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized.

Outlays for capital assets are capitalized as projects are constructed. During the year ended June 30, 2006, no
interest costs were capitalized.

Buildings and construction in progress are stated at cost. Depreciation is calculated using the straight-line method
over the estimated useful lives of the capital assets, generally 40 to 50 years for buildings.

Fringe benefits:

The University utilizes the fringe benefits pool method to account for fringe benefits. Under the fringe benefits pool
method, fringe benefits are expensed as a percentage of actual salary or wage costs. The use of fringe benefits
rates rather than actual fringe benefits costs is accepted by the federal government and widely used by
universities. Rates are reviewed annually prior to the beginning of the fiscal year and adjusted to reflect
differences between the rates charged and actual benefits costs as well as future benefit projections. The federal
government must approve the annual rate study.

Deferred revenue:
Deferred revenue includes student tuition related to a future fiscal year that has not yet been earned.
Operating and nonoperating activities:

Operating activities, as reported in the statement of revenues, expenses and changes in net assets, are
transactions that result from exchange transactions, such as payments received for providing services and
payments made for services or goods received. Nonoperating activities include transactions such as investment
earnings and interest expense.

Use of estimates:

The preparation of financial statements in conformity 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 date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 1. Significant Accounting Policies (Continued)
Transfers in (out):
After meeting certain requirements specified in the bond agreements, the balance of net receipts may be

transferred to the University for its general operations. However, all such monies that have been transferred shall
be returned by the University, if necessary, to satisfy the requirements of the bond indentures.

Note 2. Cash and Cash Equivalents and Investments

In accordance with the Code of lowa and the bond resolutions, the Funds may invest in obligations of the U.S.
government and its agencies, certificates of deposit, prime bankers’ acceptances, commercial paper and repurchase
agreements.

Investments held by the Funds are recorded at fair value, as determined by quoted market prices. As of June 30,
2006, the Funds’ investments were as follows:

Fair Effective
Investment Type Value Duration
U.S. government treasuries, notes, bonds $ 15,473,367 0.516

Interest rate risk:
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. This
risk is managed within the portfolio using the effective duration. In accordance with the University’s investment
policy, the maximum duration of the University's operating portfolio may not exceed the duration of the Merrill 1-3
year Government/Corporate Index by more than 20%.

Credit risk:

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. As of
June 30, 2006, the Funds’ investments were 100% government guaranteed.

Concentration of credit risk:
Concentration of credit risk is the risk of loss that may be attributed to the magnitude of a government's investment

in a single issue. Except for U.S. government investments, no one issuer represents 5% or more of the total
investments.

10



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 3. Capital Assets

A summary of changes in buildings and construction in progress for the year ended June 30, 2006 is as follows:

Beginning Ending
Balance Additions Deletions Balance
Capital assets being depreciated:
Buildings $ 461,669,732 $ 49,160,679 $ (28,101) $ 510,802,310
Less accumulated depreciation (258,191,867) (14,181,607) 9,217 (272,364,257)
203,477,865 34,979,072 (18,884) 238,438,053
Capital assets not being depreciated,
construction in progress 104,813,804 31,629,788 (93,215,296) 43,228,296
Capital assets, net $ 308,291,669 $ 66,608,860 $ (93,234,180) $ 281,666,349

Note 4. Revenue Bonds Payable
A summary of revenue bonds payable activity for the year ended June 30, 2006 is as follows:

Beginning balance $ 78,910,231
Payments 5,700,717
Ending balance $ 73,209,514

A summary of bond principal and interest maturities as of June 30, 2006 is as follows:

Principal Interest Total
Year ending June 30:
Due on demand $ 10,343  $ - $ 10,343
2007 5,566,402 5,868,586 11,434,988
2008 5,814,076 5,699,155 11,513,231
2009 5,675,470 5,281,542 10,957,012
2010 5,167,550 3,938,737 9,106,287
2011 5,250,673 3,900,183 9,150,856
2012 - 2016 25,520,000 6,779,319 32,299,319
2017 - 2021 11,735,000 3,170,372 14,905,372
2022 - 2026 8,470,000 784,125 9,254,125

$ 73209514 $ 35422019 $ 108,631,533

The bonds bear interest at rates ranging from 3.00% to 8.38% per year.

Under provisions of the bond agreements, specified amounts of net receipts are to be retained by the Funds to pay
for the cost of remodeling and to provide for the payment of interest and the retirement of outstanding bonds. After
meeting such requirements, the balance of the net receipts may be transferred to the University for its general
operations.

1



Academic Building Revenue Bond Funds
State University of lowa

Notes to Basic Financial Statements

Note 4. Revenue Bonds Payable (Continued)

Certain revenue bonds payable as of June 30, 2006 may be called at par value as follows:

Amount

Bond Series Call Date Callable
S.U.1. 2002 Refunding After July 1, 2012 $ 4,260,000
S.U.l. 2004 After July 1, 2014 18,705,000
S.U.1. 2005 Refunding After July 1, 2015 3,035,000
$ 26,000,000

Note 5. Defeasance of Debt

In prior years, the Funds defeased certain revenue bonds by placing the proceeds of new bonds in an irrevocable
trust to provide for all future debt service payments on the old bonds. Accordingly, the trust account assets and the
liability for the defeased bonds are not included in the Funds’ financial statements. As of June 30, 2006, $15,125,000
of bonds outstanding are considered defeased and accordingly are not included in these financial statements.

Note 6. Related Party Transactions

Included in the statement of revenues, expenses and changes in net assets are expenses of $31,965 for services
purchased from various University departments.

Note 7. Commitments

As of June 30, 2006, the University has entered into $20,559,035 of contract commitments for construction projects.

Note 8. Pending Pronouncements

Statement No. 48, Sales and Pledges of Receivables and Future Revenues and Intra-Entity Transfers of Assets and
Future Revenues, issued September 2006, is effective for periods beginning after December 15, 2006. This
Statement establishes accounting and financial reporting standards for transactions in which an entity receives, or is
entitled to, resources in exchange for future cash flows generated by collecting specific receivables or specific future
revenues. It also provides disclosure requirements for entities that pledge or commit future cash flows from a specific
revenue source. In addition, this Statement establishes accounting and financial reporting standards for intra-entity
transfers of assets and future revenues. The University has not yet determined the effect if any this Statement will
have on the Revenue Bond Funds.

12



Academic Building Revenue Bond Funds
State University of lowa

Combining Statement of Net Assets
June 30, 2006

Investment
Revenue in Plant
Fund Fund
Assets
Current Assets:
Cash and cash equivalents $ - $
Investments -
Accounts receivable 4,836,585
Interest receivable 295,901
Total current assets 5,132,486
Noncurrent Assets:
Investments -
Capital assets, net 281,666,349
Total noncurrent assets 281,666,349

Liabilities and Net Assets
Current Liabilities:
Checks written in excess of bank balance
Accounts payable
Deferred revenue
Accrued interest payable
Revenue bonds payable, current portion
Total current liabilities

Noncurrent Liabilities,
revenue bonds payable
Total liabilities

Net Assets:
Invested in capital assets, net of related debt
Restricted
Unrestricted
Total net assets
Total liabilities and net assets

$ 5132486  $ 281,666,349

$ 1,037,556 $

4,094,930

5,132,486

5,132,486

- 281,666,349

281,666,349

$ 5132486 $ 281,666,349
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Bond Debt Service
Construction Sinking Reserve

Fund Fund Fund Total
9,707,858 $ 10,149,819 $ 2,013,337 $ 21,871,014
5,915,640 - - 5,915,640
- 4,836,585
- - - 295,901
15,623,498 10,149,819 2,013,337 32,919,140
9,557,727 9,557,727
- 281,666,349
- - 9,557,727 291,224,076
15623498 $ 10149819 $ 11571064 $ 324143216
- 8 $ $ 1,037,556
2,673 2,673
- - 4,094,930
4,573,074 4,573,074
- 5,576,745 5,576,745
2,673 10,149,819 15,284,978
- 67,632,769 67,632,769
2,673 77,782,588 82,917,747
(73,209,514) - 208,456,835
- 5,576,745 11,571,064 17,147,809
15,620,825 - - 15,620,825
15,620,825 (67,632,769) 11,571,064 241,225,469
15623498 ¢ 10,149819 $ 11571064 $ 324,143,216

14



Academic Building Revenue Bond Funds
State University of lowa

Combining Statement of Revenues, Expenses and Changes in Net Assets
Year Ended June 30, 2006

Investment
Revenue in Plant
Fund Fund
Operating revenues and expenses:
Tuition and fees, net of scholarship allowance of
$31,006,874 $ 185343488 $
Operating expenses:
Operating expenses other than depreciation 1,100,443 -
Depreciation - 14,181,607
Total operating expenses 1,100,443 14,181,607
Operating income (loss) 184,243,045 (14,181,607)
Nonoperating revenues (expenses):
Investment income 1,262,322
Interest expense -
Loss on disposal of capital asset (18,884)
Other sources 152,617
Total nonoperating revenues (expenses) 1,396,055
Income (loss) before transfers 185,639,100 (14,181,607)
Transfers:
Transfers to other University funds (174,117,877) (15,639,187)
Mandatory transfers in (out) (11,521,223) 3,195,474
Total other revenues and transfers (185,639,100) (12,443,713)
Increase (decrease) in net assets - (26,625,320)
Net assets:
Beginning - 308,291,669
Ending $ - $ 281,666,349

15



Bond Debt Service

Construction Sinking Reserve
Fund Fund Fund Total

$ -3 - $ 185343488

1,100,443

14,181,607

15,282,050

170,061,438

(57,337) : (31,273) 1,173,712

: (5,946,236) : (5,946,236)

: (18,884)

: : : 152,617
(57,337) (5,946,236) (31,273) (4,638,791)
(57,337) (5,946,236) (31,273) 165,422,647
: : (189,757,064)

(3,195,475) 11,666,211 (144,987) :
(3,195,475) 11,666,211 (144,987)  (189,757,064)
(3,252,812) 5,719,975 (176,260) (24,334,417)
18,873,637 (73,352,744) 11,747,324 265,559,886

15620825 $ (67,632,769) $ 11571064 $ 241225469
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Academic Building Revenue Bond Funds
State University of lowa

Schedule of Insurance Coverage
(Unaudited)
June 30, 2006

Insurer:
FM Global Insurance Company

Description and amount of coverage:
The Academic Facilities are insured under the State University of lowa’s policies which have blanket coverage of
$1,000,000,000 that applies to buildings, contents, income and property in the course of construction. Coverage
applies to all risk property/boiler and machinery.

Policy Number:
FR289

Term of Policy:

September 1, 2006 to September 1, 2007
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Academic Building Revenue Bond Funds
State University of lowa

Schedule of Student Enrollment
(Unaudited)
Year Ended June 30, 2006

Enroliment at the State University of lowa for the year ended June 30, 2006 was as follows:

Summer semester, 2005 11,448
Fall semester, 2005 29,642
Spring semester, 2006 28,355
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