in more than 475 schools in twelve states
to help improve learning outcomes in pre-
kindergarten through twelfth grade. Once
employed in selected classrooms, CASTLs
model of evidence-driven evaluation will
transform student experiences at U.Va. and
will be offered to educators worldwide.

ADDING TO THE

STORE OF KNOWLEDGE

In such diverse fields as medicinal chemistry,
Tibetan studies, U.S. colonial history, spe-
cial education, and a score of others, Univer-
sity faculty members conduct some of the
leading research in the world. The quality
of these research programs is indicated by
the funding they attract. Research proposals

are subject to intense scrutiny by panels of
reviewers and face stiff competition.

At the Curry School of Education,
Commonwealth Professor of Education
Carolyn Callahan and assistant profes-
sor Holly Hertberg-Davis received funds
from the U.S. Department of Education
to implement a new program to support
low-income and minority high school stu-
dents in advanced placement courses. As-
sociate professors Tonya Moon and Cath-
erine Brighton were awarded a grant from
the Department of Education to improve
minority representation in gifted programs
and interest those students in math and
science. In partnership with the American
Psychological Association, associate profes-

&
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sor Robert Tai received a National Science
Foundation grant to study the contribu-
tions of specialized public high schools to
the development of scientific researchers.
Marcia Invernizzi, the Edmund H.
Henderson Professor of Education; and
research scientist Karen Ford at the Curry
School received National Center for Edu-

cation Research funds to create a Spanish

PRESIDENT’S REPORT 2008—09 21



version of their successful Phonological
Awareness Literacy Screening Assessment.
The program will help teachers determine
whether Spanish-speaking children are
having difficulty reading English because
the language is unfamiliar or because they
might have underlying reading problems.

Outside funding is often directed to
well-established programs with a proven
track record. For the fourth time, the Lilly
Endowment awarded a grant to U.Va’s
Project on Lived Theology, a long-term re-
search program directed by religious studies
professor Charles Marsh. The project ex-
plores the relation between Christian spiri-
tual beliefs and social practice. Mr. Marsh
also received a Guggenheim Fellowship
that will support his biographical work on
German theologian Dietrich Bonhoeffer.

With grant funding from NASA
and the U.S. Air Force, mechanical and
aerospace engineering professor James
McDaniel will lead an ambitious effort
to develop the analytical tools needed to
design jet engines that can propel aircraft
to twelve times the speed of sound. These
aircraft are one element in NASA’s plans
to replace the aging space shuttle.
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Funding for a new Center for Catalytic
Hydrocarbon Functionalization is advanc-
ing U.Va’’s research on alternative energy.
A U.S. Department of Energy grant estab-
lished the center, headed by Brent Gunnoe,
professor of chemistry, who is developing
technologies for converting methane gas
and other hydrocarbon and fossil resources
into readily transportable, higher-value,
liquid fuels.

Brooks Pate, the William R. Kenan,
Jr., Professor of Chemistry, received an
initial grant from the National Science
Foundation (NSF) to create a new multi-
institutional research center: the Center for
Chemistry of the Universe. The center will
provide insight into the chemical reactions
occurring under extreme conditions in
space, such as ultracold temperatures and
intense radiation. Studying these reactions,
which yield molecules that make up the
building blocks of life, will increase under-
standing of life’s origins. The center forges
a collaboration between leading scientists
in the field of astrochemistry from U.Va.,
the University of Arizona, Ohio State Uni-
versity, the Harvard-Smithsonian Center
for Astrophysics, the National Institute of

Standards and Technology, and the Na-
tional Radio Astronomy Observatory.

FINDING SOLUTIONS
The University strengthens society and
serves the public by conducting the funda-
mental research that provides the founda-
tion for technological, economic, and social
progress. Faculty members apply their ex-
pertise to address issues of current concern.
Rob Kelly, professor of materials science
and engineering, advised the committee
overseeing the memorial to the victims of
the 9/11 terrorist attacks on the Pentagon.
Using his knowledge of corrosion, he helped
select the type of stainless steel for the 184
metal benches at the heart of the memorial.
Charles A. Holt, the A. Willis Robertson
Professor of Political Economy; and Wil-
liam Shobe, director of the Center for Eco-
nomic and Policy Studies at the University’s
Weldon Cooper Center for Public Service,
helped design the nation’s first auction of
carbon dioxide emission allowances held
by the Regional Greenhouse Gas Initia-
tive. The initiative regulates emissions from
power plants in ten northeastern states.
Faculty members also convene groups to
exchange ideas. During the year, conferenc-
es included a Miller Center of Public Affairs
panel featuring California Governor Arnold
Schwarzenegger and Pennsylvania Gover-
nor Edward G. Rendell, who spoke on the
nation’s infrastructure needs; a School of
Law panel on the international role of the
United States in the global credit crisis; an
Institute on Aging conference on Alzheim-
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A Falmouth, Jamaica, is celebrated by
historians as one of the Caribbean’s
last locales with intact colonial
architecture. At the Falmouth Field
School in Historic Preservation, directed
by architecture professor Louis Nelson,
students earn credit in applied historic
preservation during a unique hands-on
learning experience in historic building
documentation and renovation.

er’s disease; and the Women in Leadership
and Philanthropy program’s first Women in
Leadership Conference, featuring a keynote
address by entrepreneur Sheila C. Johnson.

The University also held the Sustain-
ability Symposium on Climate Change
and Health as well as the inaugural U.Va.
Venture Summit, a gathering to promote
the translation of information and discov-
ery from the University into products and
services that benefit society.

HONORING THEIR
ACCOMPLISHMENTS

Several eminent individuals have made
their intellectual home at the University of
Virginia, including Julian Bond, chairman
of the board of the National Association
for the Advancement of Colored People
and professor of history; former Governor
Gerald Baliles, now director of the Miller
Center for Public Affairs; and Rita Dove,
Pulitzer Prize winner, former poet laureate
of the United States, and the Common-
wealth Professor of English.

Recognition these faculty members
gained this year reflects a lifetime of ser-
vice to society. In 2008-09, Mr. Bond was
named a Living Legend by the Library of
Congress, Governor Baliles was selected
Virginian of the Year by the Virginia Press
Association, and Ms. Dove received a Life-
time Achievement Award from the Library
of Virginia.

Other faculty members were recognized
for contributions that advanced knowl-

edge in their disciplines. Retired chemical

engineering professor Elmer L. Gaden, Jr.,
won the Fritz J. and Delores H. Russ Prize
for pioneering research that enabled large-
scale manufacture of antibiotics. The Russ
Prize is the engineering equivalent of the
Nobel Prize.

Kenneth Abraham, the David and Mary
Harrison Distinguished Professor of Law;
Judy S. DeLoache, the William R. Kenan,
Jr., Professor of Psychology; and Timothy
Wilson, the Sherrell J. Aston Professor of
Psychology; along with President John T.
Casteen 111, were among 229 new fellows
elected to the American Academy of Arts
and Sciences. Four University professors
were named fellows by the American As-
sociation for the Advancement of Science,
an honor bestowed on current members
by their peers. They are Robert G. Bryant,
Commonwealth Professor of Chemistry;
Shu Man Fu, the Margaret M. Trolinger
Professor of Rheumatology; Gabor Szabo,
the Charles Slaughter Professor of Physi-
ology; and Judith M. White, professor of
cell biology.

In 2008-09, five U.Va. faculty members
were selected for Guggenheim Fellowships,
the most ever awarded to the University in
a single year: Francesca Fiorani, assistant
professor of art history; Risa Goluboff, law
school professor; Deborah Lawrence, asso-
ciate professor of environmental sciences;
Charles Marsh, professor of religious stud-
ies; and Lisa Russ Spaar, associate professor
of English. Ms. Lawrence also received a
Fulbright Fellowship to extend her studies
to focus on land-use transitions in the tropi-
cal forests of mainland Southeast Asia. She
was also named a Jefferson Science Fellow
by the U.S. State Department. The program
brings six to eight tenured professors of sci-
ence and engineering to the State Depart-
ment to advise officials on science issues.

Another award for promising young fac-
ulty is the Pew Scholarship in the Biomedi-
cal Sciences. Kevin Janes, assistant professor

of biomedical engineering, was one of just

seventeen researchers nationwide to be se-
lected for this award. John Quale, assistant
professor of architecture, was awarded a
Fulbright Fellowship to conduct research in
Japan in the summer of 2010. He will also
be the Thomas Jefferson Fellow at Down-
ing College, University of Cambridge, dur-
ing the 2010 spring semester. [
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Restoring a Sense of Place

homas Jefferson’s design for the Ac-

ademical Village complemented his

educational program as the setting
for a community dedicated to knowledge,
discovery, and the exchange of ideas. The
buildings were not only places to learn, but
part of the curriculum. As the University
has grown into the dynamic community
Jefferson envisioned, aspects of Jefferson’s
design have been changed or lost.

This year, the University made a com-
mitment to restore and reinforce Jefferson’s
original vision with a new Grounds Plan
overseen by David J. Neuman, architect for
the University. Designed to guide the Uni-
versity’s development for the next twenty
years, the plan calls for restoring green
areas, adding multi-use buildings, and
integrating transportation links. To more
closely tie programs and facilities together
in this way, the University can accommo-
date growth within its existing boundaries

while preserving open space.

REDEVELOPING THE

ARTS PRECINCT

Construction under way at the Univer-
sity reflects the principles enunciated in
the Grounds Plan. The Arts Precinct is an

'ATdEfﬁan Road Residence Area
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example of a carefully concentrated devel-
opment that establishes a sense of place,
builds communities, and strengthens pro-
grams. Recently completed projects include
the renovation of Fayerweather Hall for the
Department of Art History; Ruffin Hall,
the new home of the Mclntire Depart-
ment of Art’s studio art program; and the
12,000-square-foot additions to Campbell
Hall, the School of Architecture building.

Having completed work on the aca-
demic buildings, the University is moving
forward with renovating the Thomas H.
Bayly Building, home of the U.Va. Art Mu-
seum. As part of the renovation, upgrades
will be made to the building’s lighting, fire
alarm, electrical, and climate-and-humidi-
ty systems. Funding is being sought for a
four-level, 20,000-square-foot addition to
the west side of the building that will pro-
vide additional galleries, improved art stor-
age, and art conservation facilites.

Plans also call for a band rehearsal hall
across from Ruffin Hall. Hunter J. Smith
has pledged $10.7 million for construction
of the building. Mrs. Smith, along with her
husband, the late Carl W. Smith (College
’51), made a gift to the University in 2003
to help fund the Cavalier Marching Band.

She has also been a major supporter of the
Marching Highland Cavaliers band at the
College at Wise.

CONCENTRATING ON

SCIENCES AND ENGINEERING

An important element in the University’s
efforts to raise the status of science and en-
gineering at U.Va. is adding to the labora-
tory and office space in buildings between
McCormick and Stadium roads. The new
facilities will help the University attract and
retain outstanding researchers, and their
clustered arrangement will promote the in-
terdisciplinary collaboration that lies at the
heart of many discoveries.

Construction began on Rice Hall, the
School of Engineering and Applied Sci-
ence’s information technology building,
and the Physical and Life Science Building
for the College and Graduate School of Arts
and Sciences. Both buildings will be LEED
certified at the silver level, recognizing their

sustainable design and construction.

THE HEALTH SYSTEM

The Health System precinct includes the
hospital and primary clinics, as well as the
School of Medicine, the School of Nursing,
and the Health System Library. Maintain-
ing excellence in patient care, research, and
education requires thoughtful planning.
Room for expansion is limited. Redevel-
opment of the precinct will accommodate
state-of-the-art facilities, and create clear,
functional relationships between buildings
as well as inviting places.

The Health System is acting boldly with
several transformational projects already un-
der way. The parking garage located across
from the Primary Care Center was demol-
ished and the Emily Couric Clinical Cancer
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Center is currently under construction in
its place. The University Hospital is adding
seventy-two beds, expanding existing floors
above the main lobby and entrance. The
Health System made a substantial addition
to its research space when it opened the
new $70.7 million 102,000-square-foot
Carter-Harrison Research Building in June
2009. The new Claude Moore Nursing
Education Building is complete and reno-
vations to the School of Nursing’s McLeod
Hall began in fall 2009. Construction on
the new Claude Moore Medical Educa-
tion Building is well under way, and will

be complete in summer 2010.

NEW OPTIONS

FOR RESIDENCE LIFE

Construction on the Grounds is chang-
ing student life. This year, Kellogg House
welcomed its first class of students. Named
for the late Robert Kellogg, former dean of
the College of Arts and Sciences, Kellogg
House is the first in a series of new student
residence halls that will replace the eleven
aging residence halls built in the mid-1960s
on Observatory Hill. The new residence
halls feature many new amenities absent in
the old buildings, such as air conditioning,
Spaces designed for student gatherings, in-
struction, and group study will enrich the
living-learning experience. The landscape
will make all of the buildings accessible and
will create a variety of welcoming commu-
nity spaces. Sustainable designs reduce en-
ergy and water use while creating healthy,
vibrant living environments.

The second stage of the project began
at the end of the academic year. Dobie,
Balz, and Watson houses were demolished,
to be replaced by two six-story dorms and
a Student Commons building. The resi-

dences will be the first U.Va. housing proj-
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ects to meet LEED certification standards
for environmental sustainability. An accel-
erated construction schedule will allow the
University to take advantage of low con-
struction costs brought about by the sag-
ging economy. The cycle of residence hall
demolition and construction is expected to

be completed by 2017.

OTHER PROGRESS

AROUND THE GROUNDS

The University’s South Lawn project, the
most significant undertaking on U.Va.s

Central Grounds in a century, has passed
the halfway mark and students will be
taking classes in Nau and Gibson halls by
January 2010. The South Lawn buildings
will provide classroom and office space for
Arts and Sciences.

The Curry School of Education’s Ba-
varo Hall is nearing the halfway point
of construction. Masonry and structural
steel are in place and the building is tak-
ing form. Completion of the new four-
story building is anticipated for the fall

of 2010. e
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Looking Ahead in Health Care

s health care comes under greater
scrutiny by policymakers, this is a
pivotal moment for the United
States and those who are involved in medi-
cal and nursing care, research, and educa-
tion. As an academic medical center, the
University of Virginia Health System has a
responsibility not simply to deliver care but
to help invent the future of care.

The U.Va. Health System does more
than introduce the latest innovations in
medical and nursing care in its hospitals
and clinics. Researchers find ways to make
new treatments more effective and more
widely available. They work with others to
translate recent insights gained in the labo-
ratory into better therapies and cures. And
in classrooms, faculty and instructors are
determined to devise better ways to prepare
students to practice medicine and nursing
well into the twenty-first century.

Through innovation in care, discovery,
and education, the Health System is doing
its part to ensure that, despite the many
challenges, the next fifty years of medical
progress are successful, with the ultimate

goal of providing the best health care for
all who need it.

DELIVERING NEXT-

GENERATION CARE

The U.Va. Medical Center is creating an
environment of care to meet future patient
needs. Currently, the Medical Center is at
full capacity several days a week. In re-
sponse, a $500 million expansion is under
way, which will modernize facilities and
allow the Health System to make better
use of space. The Emily Couric Clinical
Cancer Center, now under construction,
will improve the integration of services to
patients and their families by offering the
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latest therapies and comprehensive cancer
care all under one roof. Planning is also
progressing for the Barry and Bill Battle
Building at U.Va. Children’s Hospital,
which will bring together outpatient ser-
vices for pediatric patients. A long-term
acute care hospital next to the Northridge
clinic will provide service to patients who
require long-term care while freeing space
for shorter-term acute patients at the Med-
ical Center. The Medical Center also broke
ground on a six-story, seventy-two-bed,
glass-fronted addition above the Univer-
sity Hospital lobby. In addition, efforts to
update the environment of the University’s
health care facilities are reflected in the re-
furbishment of all inpatient care areas and
expansions, including two new operating
rooms, where new technology is being
added. The addition of new equipment
and technology requires many changes
and reinforcements to infrastructure. The
goal of these projects is not simply to en-
large the Medical Center but to create an
environment that reinforces staff efforts to
provide the best possible care to patients
and their families.

The Health System is also introducing
an electronic medical record (EMR) sys-
tem. Medical records have been divided
between paper and electronic files housed
in several locations and systems. A cen-
tralized EMR system will allow providers
across locations and specialties instant ac-
cess to the same records. The benefit for
patients: fewer forms to fill out, a more
comprehensive record of their health and
medical treatments, and a greater ability
to participate in their own care. For staff:
timely, accurate information at their fin-
gertips and the ability to share informa-
tion quickly.

REACHING OUT

TO NEW PARTNERS

The Health System has also embarked on
initiatives to ensure that comprehensive
health care is more readily available to those
who need it. The most efficient approach is
to strengthen partnerships with local insti-
tutions in other regions of Virginia. This
year, the Medical Center began a three-
year, $40 million investment in Culpeper
Regional Hospital, which equates to a 49
percent investment in the hospital. This
funding will expand the emergency room
and inpatient capacity, integrate clinical
services so U.Va.’s Culpeper patients can
receive care closer to home, and ultimately
link radiology, laboratories, and medical
records electronically.

Ovutreach efforts have been expanded to
offer free health care in the underserved re-
gion of southwest Virginia. Specialty teams
in neurology, pulmonary medicine, neu-
rodevelopment, orthopedics, endocrinolo-
gy, cardiology, and genetics regularly travel
to the region to conduct clinics for adults
and children. Nursing faculty and students
regularly assist in providing primary and
specialized care in the region. Each Octo-
ber, a volunteer team of doctors, nurses,
medical and nursing students, social work-
ers, pharmacists, and other Health System
staff provides medical care to the Remote
Area Medical (RAM) Clinic in Grundy,
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Jason Franasiak (Medicine *09) completed
a rotation at Primeros Pasos, a clinicin
Quetzaltenango (Xela), Guatemala, during
his final year of medical school. Working
side by side with Guatemalan medical
students helped Dr. Franasiak improve his
Spanish language skills while serving the
residents of the Palajunoj Valley, a rural
valley in western Guatemala with high rates
of communicable diseases, malnutrition,
and untreated chronic diseases.

while a larger contingent travels to Wise
for a three-day clinic each July.

The Health System is the key health
care provider to the RAM Clinic at Wise,
providing vision, hearing, and medical care
on a first-come, first-served basis to people
who are uninsured, underinsured, unem-
ployed, or cannot afford to pay. Typically,
more than 500 people are in line at the start
of each day. This year, the Health System
received the Virginia Hospital and Health-
care Association’s first Community Benefit
Award for its role in the RAM Clinic. The
clinic is a collaborative initiative organized
and coordinated by the Health Wagon, a
mobile health provider in Clinchco. The
Lions Club, the Virginia Dental Associa-
tion, and the Lenowisco Health District are

also major partners in the event.
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In December 2008, U.Va.’s Office
of Telemedicine teamed up with U.Va.’s
Cancer Center and Department of Radi-
ology, the Health Wagon, and the Virgin-
ia Department of Health’s Every Woman’s
Life program to offer free mammography
screenings to women in rural Virginia.
To provide faster mammography results,
the Office of Telemedicine equipped the
mobile digital mammography van with a
new computer server. The server allows
X-ray technologists and mammographers
to transmit the digital images to Health
System radiologists, who can then get
screening results back to patients prompt-
ly. The team effort gives state-supported
follow-up care to uninsured patients who

need it.

HIGH-QUALITY PERFORMANCE
The Health System can embark on these
outreach efforts because of the quality of
the services already offered to Medical
Center patients. The Medical Center has
attained Magnet Recognition for nursing
excellence from the American Nurses Cre-
dentialing Center. The designation reflects
nurse satisfaction, quality improvement,
nursing research, and an organization-
wide commitment to patient care.

Service to patients
is a priority throughout
the Health System, as in-
dicated by national rank-
ings. According to figures
gathered by the Ameri-
can College of Cardiol-
ogy and the American
Heart Association, heart
attack treatment times at
the Health System are in
the top 3 percent nation-
ally. The latest U.S. News
& World Report review of
Americas Best Hospitals
ranked the Health Sys-

tem in three specialties.

In addition, the Medical Center is one of
only fifteen major teaching hospitals to be
ranked among the nation’s best, according
to the Thomson Reuters 100 Top Hos-
pitals: National Benchmarks study. The
Health System has also assembled an out-
standing group of physicians. Forty-seven
physicians from the Health System were
included in the 2009 edition of Americas
1op Doctors.

Health System physicians also lead na-
tional professional organizations. For ex-
ample, Dr. John Dent, associate professor
of medicine, is president of the American
College of Cardiology; Dr. Irving Kron, the
S. Hurt Watts Professor of Surgery, is pres-
ident-elect of the American Association of
Thoracic Surgery; and Dr. Karen Rheuban,
professor of pediatrics, associate dean for
continuing medical education, and medi-
cal director of the Office of Telemedicine,
is president of the American Telemedicine
Society. U.Va. medical faculty publish in
high-impact scientific journals, such as
Cell, Nature, Science, Journal of the Ameri-
can Medical Association, New England Jour-
nal of Medicine, and Proceedings of the Na-
tional Academy of Sciences. Nursing faculty
are well represented in leading journals,
such as the Journal of the American Acad-
emy of Nurse Practitioners, Public Health
Nursing, Advances in Nursing Science, and

Cancer Nursing.

TOMORROW’S TREATMENTS
As scientists begin to understand the funda-
mental mechanisms that sustain life, gaining
insights that will dramatically affect medical
care in coming years, researchers at the U.Va.
Health System play an important part.
Fraydoon Rastinejad, professor of phar-
macology and biochemistry and molecular
genetics and director of U.Va.’s Center for
Molecular Design, has launched a study of
the body’s system of self-regulation. In this
system, hormones turn genes on and off by
docking with hormone receptors. In the



case of diseases and conditions such as dia-

betes, breast cancer, osteoporosis, and high
cholesterol, these interactions go awry—
and scientists believe that controlling these
hormone receptors represents an important
step in managing these diseases more effec-
tively. Mr. Rastinejad set the stage for this
development by describing the structure of
these receptors for the first time.

Research led by Boris Kovatcheyv, asso-
ciate professor of psychiatry and neurobe-
havioral sciences and systems and informa-
tion engineering in the School of Medicine,
may change the lives of patients suffering
from type 1 diabetes. Mr. Kovatchev’s team
conducted a pilot clinical study of an arti-
ficial pancreas, a computerized system that
uses an individually “prescribed” control
algorithm to regulate blood glucose levels.
Diabetes patients in the study achieved ex-
cellent overnight control of glucose levels
and a five-fold reduction of hypoglycemia,
a condition produced by lower than nor-
mal blood sugar levels that can result in
coma, seizures, and even death.

In many areas, Health System research-
ers are the most eminent in their fields and

lead major research efforts. This year, the
Bill & Melinda Gates Foundation made a
$30 million muld-institution grant to the
Foundation for the National Institutes of
Health to fund a five-year study of the rela-
tionship between malnutrition and intesti-
nal disorders in children and lifelong physi-
cal and emotional problems. The study will
be led by Dr. Richard L. Guerrant (Medi-
cine ’68), the Thomas Harrison Hunter
Professor of International Medicine and di-
rector of U.Va.’s Center for Global Health;
and Dr. William A. Petri, Jr. (Graduate Arts
and Sciences 80, Medicine ’82), the Wade
Hampton Frost Professor of Epidemiology
and chief of the Division of Infectious Dis-
eases and International Health. This year,
Dr. Guerrant won the Walter Reed Medal
from the American Society of Tropical
Medicine and Hygiene.

U.Va. researchers are also developing
and testing treatments and diagnostics
for disease. Dr. Jason Sheechan (Engi-
neering '92, Graduate Arts and Sciences
’97, Medicine ’98), associate professor of
neurological surgery, radiation oncology,
and neuroscience, has found that com-

A Olympic National Park, Washington

This photograph of the Sea Stacks at Hole-in-
the-Wall Beach on the Olympic Peninsula was
taken by Dr. John Voss, director of education
and associate professor of medicine at the
School of Medicine. The photo, taken at

dusk on August 17, 2005, was featured in the
summer 2009 issue of Hospital Drive, an online
journal produced by the School of Medicine.

bining two emerging medical technolo-
gies, noninvasive focused ultrasound and
controlled-release nanoparticles, is more
effective in treating one of the most dev-
astating forms of brain cancer, glioblas-
toma multiforme, than traditional drugs.
He received the 2009 Young Investigator
Award from the American Association of
Neurological Surgeons.

In the School of Nursing, professor
Randy Jones (Nursing *00, ’02, Graduate
Arts and Sciences ’05) is principal investiga-
tor for a $305,963 grant focused on decision
making in patients with advanced prostate
cancer. The study is funded by the National
Institutes of Health National Cancer Insti-
tute and the U.Va. Cancer Center. Another
nursing professor, Marianne Baernholdt,
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received a $238,707 NIH grant to lead
an NIH National Institute of Nursing Re-
search study on the impact of the nursing
working environment on rural quality of
care and clinical outcomes.

Other federally funded clinical re-
search projects this year include a $1.3 mil-
lion grant from the National Institute on
Drug Abuse to test a smoking cessation
application that can be used on handheld
computers during routine office visits. In
related studies, two nursing research teams
are using $1.2 million in grants from the
Virginia Tobacco Settlement Foundation
to investigate new methods for preventing
teen smoking. Health System researchers
have also received a grant from the Nation-
al Cancer Institute to develop new imag-
ing agents for early detection of pancreatic
cancer. Currently there is no screening like

mammography or colonoscopy that can di-

agnose this deadly form of cancer.

Randy Jones
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Over the last de-
cade, the University
has developed many
models to translate
insights from basic re-
search into clinical in-
terventions. This year,
the Ivy Foundation
created the Biomedi-
cal Innovation Fund
to promote transla-
tion research at U.Va.
The fund is support-
ing a number of proj-
ects, including a new
tool to diagnose early
Alzheimer’s disease
and techniques to
promote red blood cell
formation in patients
undergoing cancer therapy. An important
characteristic of all these projects is that
they pair basic researchers with clinicians.
The hope is that this collaboration will in-
crease the likelihood that the research proj-
ect will produce a direct clinical impact.

This year, the School of Medicine also
opened the Carter-Harrison Research
Building, adding 102,000 square feet of
new space, enough to house nearly 240

scientists and lab personnel.

EDUCATING STUDENTS FOR
TWENTY-FIRST-CENTURY PRACTICE
Both the School of Nursing and the School
of Medicine are highly selective and highly
ranked. According to U.S. News & World Re-
port, the School of Medicine is 24th among
research universities and 29th among pri-
mary care programs. U.S. News ranks the
School of Nursing among the country’s top
5 percent, tied at nineteenth among 448
schools. Two of the school’s graduate pro-
grams are ranked in the top ten: psychiatric/
mental health and clinical nurse specialist.
Revamping the curriculum to better
meet patient needs is an ongoing proj-
ect at both schools. The School of Nurs-
ing developed the first doctor of nursing
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practice program in the Commonwealth,
awarding its first degree to Amy Boitnott
this year. Instead of writing a dissertation,
a DNP candidate uses evidence-based re-
search to develop interventions that may
improve clinical practice. The School of
Medicine is leading an effort to advance
a new curriculum that is more learner-
centered, content-integrated, and clinical
performance-oriented. This new vision for
medical education will be supported by
the new Claude Moore Medical Education
Building, currently under construction. In
addition, a nineteen-member task force
representing both the Schools of Medicine
and Nursing is developing an Interprofes-
sonal Education curriculum for medical

and nursing students. e



Tremendous Depth of Field

ne of the highest accolades in
collegiate athletics is neither a
bowl win nor an NCAA cham-
pionship. It is rather the Learfield Sports
Directors” Cup, developed by the National
Association of Collegiate Directors of Ath-
letics and USA Today to measure excellence
across an entire athletic program—in the
case of Division I schools, ten men’s and
ten women’s sports. The Cavaliers have fin-
ished in the top thirty every year since the
program’s inception sixteen years ago. This
year, the University of Virginia finished
eighth among all Division I schools, tying
its best finish ever recorded in 1999. In this
competition, U.Va. placed ahead of such
perennial sports powerhouses as Louisiana
State, Ohio State, UCLA, and Duke.
U.Vas record in championship play
indicates how demanding Directors’ Cup
competition is. Teams or individuals in

twenty of Virginia’s twenty-five athletic

programs advanced to postseason competi-
tion. Virginia won six Atlantic Coast Con-
ference championships, the most of any
league member. U.Va.s ACC titles were
in men’s cross country, men’s and women’s
swimming and diving, men’s tennis, men’s

outdoor track and field, and baseball.

A SHINING SEASON

FOR BASEBALL

Baseball fans are fond of statistics—and this
year’s U.Va. team statistics show the best
season of any Virginia baseball team since
the program began in 1889. The Cavaliers
established eleven program records during
the 2009 season, including 507 runs scored,
767 hits, and 593 batters struck out by Vir-
ginia pitchers in forty-nine victories. The
Cavaliers won the ACC Baseball Cham-
pionship, captured regional and super re-
gional titles, and made it all the way to the
College World Series for the first time.

This level of play was unanticipated,
considering the Cavaliers entered the season
with a roster that included several inexpe-
rienced players. Widely hailed for his suc-
cessful efforts in helping his talented play-
ers realize their potential, Brian O’Connor
was named National Coach of the Year by
the National Collegiate Baseball Writers
Association and CollegeBaseballlnsider.
com. The American Baseball Coaches As-
sociation recognized Mr. O’Connor as the
Atlantic Region Coach of the Year.

CAVALIER GRIT

Maintaining momentum through the
regular season and into the postseason is
difficult even for the most seasoned of ath-
letes. This year, a series of Cavalier teams
demonstrated their determination. The
men’s swimming and diving team finished
ninth at the NCAA Championships, the
best finish for the squad in its history. The
women’s golf team also outdid itself, with
its highest-ever finish—eighth place—at
its NCAA Championships, thanks to Calle
Nielson’s performance, which landed her in
sixth place nationally.

The men’s lacrosse team reached the
semifinals of the NCAA Championship
for the fourth time in the last five seasons,
ending the year 15-3, while the women’s

rowing team finished fourth at the NCAA
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Championships, with the Varsity Eight

coming in second in that event.

The men’s tennis team also had a stellar
year, compiling a 32-1 record overall and
reaching the quarterfinals of the NCAA
Championships. The team won the Inter-
collegiate Tennis Association’s Men’s Na-
tional Team Indoor Championship for the
second consecutive year, while Dominic
Inglot and Michael Shabaz became the first
doubles team from the ACC to win the
NCAA Men’s Doubles Championship.

The men’s track and field/cross country
program also had a strong year. The com-
bined teams finished eleventh in the inau-
gural NCAA Division I John McDonnell
Program of the Year Award, and the cross
country and outdoor track and field teams
won ACC Championships. Among the
standouts were Ryan Foster, who became
the first Cavalier to win the men’s individu-
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al title at the ACC Cross Country Champi-
onships, and Yemi Ayeni, the first Cavalier
to win an NCAA track and field regional
title in the discus by finishing first.

TEAM LEADERS

In many instances, the quality of the Uni-
versity’s coaching made the decisive differ-
ence in the Directors’ Cup rankings. Four
Virginia coaches won a total of six ACC
Coach of the Year awards: Mark Bernar-
dino in men’s and women’s swimming,
Brian Boland in men’s tennis, Dom Star-
sia in men’s lacrosse, and Jason Vigilante
in men’s cross country and men’s outdoor
track and field. In his first year at Virginia,
Mr. Vigilante also was named both the
NCAA Southeast Region Women’s Cross
Country Coach of the Year and the NCAA
Men’s Southeast Region Head Track and
Field Coach of the Year.

The University named Tony Bennett
men’s head basketball coach in April of
2009. Mr. Bennett was the men’s head
basketball coach at Washington State Uni-
versity for the last three years, compiling a
69-33 record. In his first season at Wash-
ington State, he took a squad projected to
finish last in its conference to second place

in the league standings.

A QUESTION OF BALANCE
The University strongly supports its student-
athletes’ success in the classroom as well as
in competition. In 2008-09, the Atlantic
Coast Conference Honor Roll recognized
216 U.Va. student-athletes for their partici-
pation in a varsity-level sport while main-
taining a grade point average of 3.0 or bet-
ter for the full academic year. In addition,
Virginia had two individuals named ACC
Scholar-Athlete of the Year in their sports.
Men’s lacrosse players Mike Timms and
Danny Glading exemplify the tradition of
scholar-athletes at Virginia. The two eco-
nomics majors were named Scholar All-
Americans by the United States Intercol-
legiate Lacrosse Association. Mr. Glading

was also a first-team All-American, while
Mr. Timms received honorable mention
All-America recognition.

U.Va. athletics director Craig Littlep-
age has said Virginia’s future challenge is to
be an athletics program that consistently
performs among the nation’s top ten in
the Directors’ Cup standings and ranks
among the national leaders in the academic

achievements of our student-athletes.

LOSSES IN THE

ATHLETICS COMMUNITY

As associate director of athletics and ex-
ecutive director of intramural/recreational
sports, Mark E. Fletcher oversaw four
major indoor centers and several out-
door facilities and supervised a staff of
forty and hundreds of part-time student
employees. What is more important, he
touched almost every member of the Uni-
versity community. At least 94 percent of
all undergraduate students participate in
intramural/recreational sports and faculty
and staff participation is the highest in the
country. Mr. Fletcher died unexpectedly in
June at the age of fifty-seven.

The death of Mike Colley (Mclntire
’85), longtime assistant director of media
relations, was also a great loss to athlet-
ics. Mr. Colley’s responsibilities included
arranging interviews for Cavalier football
and men’s lacrosse players and serving as
chief statistician at U.Va. football, men’s
lacrosse, and men’s and women’s home bas-
ketball games. He worked at the University
for eighteen years.

Barbara Kelly, a pioneer of women’s
sports at U.Va., retired this year. She was
hired in 1971 to develop a women’s ath-
letics program to include intramural, club,
and intercollegiate sports. By 1973-74,
U.Va. offered three women’s varsity sports:
basketball, field hockey, and tennis. Ms.
Kelly was the first coach of the women’s
basketball team and was the founder and
first tournament director of the ACC
Women’s Basketball Tournament.
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he global economic crisis made

this an extraordinary year for the

University of Virginia and insti-
tutions of higher education everywhere.
But even as University leaders took steps
to understand and manage the downturn,
we recognized that real advantages can be
gained in times of financial crisis. Focusing
on core missions provides an occasion to
assess the University’s areas of strength and
emerge from the recession a stronger and
smarter institution.

This University has several advantages
that have helped us through this period.
U.Va. has tended to be more conservative
in its business practices than many of its
peers and, as a result, is able to be more
resourceful and flexible during lean times.
We successfully reduced expenditures this
year but did so in ways designed to protect
students and patients—our ultimate cus-
tomers—from the impact of the cutbacks.

THE DIVERSITY OF REVENUES

The University’s revenue streams are well
diversified and predictable, and can be
managed in concert to maximum advan-
tage. Although the University’s endow-
ment was affected by the decline in equity
markets, the University was relatively well
positioned because of exceptional returns
over many years. It is important to note,
however, that unlike many other institu-
tions, U.Va. is not overly dependent on
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endowment spending. Funds from the en-
dowment account for just 4.8 percent of
the University’s $2 billion budget.

Revenue support from the Common-
wealth of Virginia is another important
component of our operating budget. Gen-
eral appropriations declined in 2008-09
to $165.3 million, or 13.4 percent, of the
Academic Division budget. For 2009-10,
the Academic Division initially received
$141 million—only 11.5 percent—of its
budget from the state, and we are likely to
face additional cuts before the current year
ends. But U.Va. is much less dependent on
state support than many of its public coun-
terparts. We were able to accommodate
these cuts in part because we anticipated
them and began reducing spending from
state funds even before the reductions were
formally announced by the governor.

Tuition and fees are also critical rev-
enue sources for the University. Under the
Restructured Higher Education Financial
and Administrative Operations Act of
2005, the Board of Visitors can adjust tu-
ition and fees to preserve the financial sta-
bility of the University. At the same time,
any increases in tuition are tempered by a
sensitivity to the worsening financial situa-
tion many U.Va. students and their parents
are experiencing.

The University received $10.7 million
in American Recovery and Reinvestment
Act (ARRA) funds, commonly known as
federal stimulus funds, to partially mitigate
increases in tuition for in-state students.
U.Va. is also pursuing ARRA funds from
federal agencies such as the National Insti-
tutes of Health and the National Science
Foundation. University researchers have
applied for competitive grants to date that
total more than $29.2 million and have

received awards of $29.7 million over two

%
L)e

years. Overall, sponsored research funding
from a variety of public and private sources
reached $296 million in 2008-09.

The recession also has affected patient
revenues, which are the primary source
of support for the Medical Center. The
Medical Center saw a decline in admis-
sions that appears to be related to the na-
tional trend of patients deferring elective
care. The Health System has taken several
steps to adjust to this decline in revenue
without compromising quality of care.
The Medical Center reduced supply and
pharmaceutical costs by more than $11.4
million annually through a hospital-wide
project that focused on product acquisi-
tion cost and use. The Medical Center
also reduced discretionary spending in in-
stances where there would be no impact
on patient care.

The University has the option of is-
suing debt but has limited its use of debt
to capital projects that are supported with
specific future revenue streams. It has not
been necessary to borrow for operations,
and we have no plans to do so in the fu-
ture. U.Va. has an excellent credit rating, in
large measure because of the diversity of its
revenue sources. Despite a struggling econ-
omy and state budget cuts, the University
again received AAA bond ratings from the

top three rating agencies.

FOCUSING ON

THE LONG TERM

The University’s diverse revenue stream has
helped cushion the impact of the weakened
economy. U.Va.’s leaders also stand by their
track record of protecting the jobs of fac-
ulty and staff in difficult times. Scheduled
raises were deferred, but the University has
avoided layoffs, reducing employee num-
bers through attrition and consolidating



the work of units where appropriate. With
an extraordinary display of teamwork, em-
ployees across the Grounds have taken on
more duties. Beyond any measure, our em-
ployees’ contributions to help keep down
costs will make the University more pro-
ductive and stronger in the years ahead.

At the same time, the University has
not curtailed its building program and, in
some cases, has accelerated it to take ad-
vantage of decreases in construction costs.
For example, our original budget for two
new dormitories is now projected to pay
for three. Nor was the 2008-09 payout
from the endowment reduced—in fact, it
increased. And U.Va. was able to respond
to the economic difficulties many students
and their parents experienced by expand-
ing its commitment to AccessUVa. The
share paid from University funds and en-
dowments has more than doubled over the
last six years, from $14.1 million in 2003
to $31.3 million in 2009.

Our diverse and predictable revenue
streams and our conservative management
philosophy give us the ability to focus not
just on what is best for the next several
months, but on what is best for the next
twenty years. Although the interest rate for
the University’s variable-rate bonds reached
near-historic lows this year of 0.15 percent,
these interest rates are vulnerable to the ef-
fects of inflation in future years. Although
fixed rates are higher, they too are near his-
toric lows. During 2008-09, we issued $250
million in bonds at an effective fixed interest
rate of 4.04 percent over a thirty-year term.

The University was the first institution
of higher education in the nation to offer
benchmark-level taxable Build America
Bonds, which are partially subsidized by
the U.S. Treasury through the ARRA. Sav-

ings from this program are approximately

$2.1 million annually and more than $60
million over the life of the bonds.

At the same time, current economic
conditions offer the opportunity to reexam-
ine practices in every area of the University,
rethink priorities, cut back on nonessential
spending, and find less expensive ways of
achieving critical goals. U.Va.s Web site at
www.virginia.edu/budgetimpact keeps em-
ployees, alumni, friends, and constituents
informed about the latest budget develop-
ments and the steps University leadership
is taking to respond to them. When we
look back over this year, we want to be able
to report that we have made the necessary
reductions without our students or our pa-

tients knowing that we were under stress.

IMAGINING OUR

THIRD CENTURY

We look to the future with confidence. The
University is in the midst of a generational
change in its senior leadership, providing
a solid platform on which new initiatives
can thrive. New leaders include recently
named deans for a majority of the schools,
a new provost, and a new vice president for
research. Never has this institution had the
advantage of such an accomplished and tal-
ented team.

After twenty years as president, John
Casteen will be stepping down in the sum-
mer of 2010. Under his extraordinary lead-
ership, the University has evolved into the
premier educational institution it is today.
He has put in place the management struc-
ture and team for the University to suc-
ceed in the decades ahead. While we are
confident that the University will attract
a new president of the highest quality, we
are grateful to John for providing the vision
and direction the University has needed to

achieve excellence.

President Casteen’s perspective and

planning have been invaluable in assem-
bling a management team with bench
strength in administrative areas. This team
of new leaders will make the strategic de-
cisions necessary for the University to be-
come an outstanding world-class institu-
tion. Under their leadership, the University
will gradually gain critical mass, expand the
Medical Center, amass strength in selected
areas of science and engineering, bolster the
arts, and deploy an extensive global pres-
ence. Continuing to improve facilities and
finding better, sustainable financial models
for the future will further strengthen the
academic community.

Great undertakings demand hard work
and commitment. We are devoted to this
work, and we are fortunate in the dedi-
cation, professionalism, and creativity of
our faculty and staff. Thanks to them, this
University will emerge from this period of
adversity stronger and more resilient than
ever before and ready for the challenges of
our third century.

/{W/A/M

LeoNARD W. SANDRIDGE
Executive Vice President

and Chief Operating Officer
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Management’s Discussion
and AnaIYSiS (Unaudited)

INTRODUCTION

This discussion and analysis provides an overview of the financial position and results of activities of the University of Virginia for the year ended
June 30, 2009. Comparative information for the year ended June 30, 2008, has been provided where applicable. This overview has been prepared
by management and should be read in conjunction with the financial statements and the footnotes that follow this section.

The University of Virginia is an agency of the Commonwealth of Virginia and is governed by the University’s Board of Visitors. The Com-
monwealth prepares a separate financial report that incorporates all agencies, boards, commissions, and authorities over which the Common-
wealth exercises or has the ability to exercise oversight authority. The University, consisting of three major divisions, is a component unit of the
Commonwealth of Virginia and is included in the basic financial statements of the Commonwealth. The University of Virginia’s three divisions
are its Academic Division, Medical Center, and the College at Wise.

ACADEMIC DIVISION

A public institution of higher learning with 21,057 students and 2,171 full-time instructional and research faculty members in eleven separate
schools in 2008-09, the University offers a diverse range of degree programs, including doctorates in fifty-five disciplines. The University is
recognized internationally for the quality of its faculty and for its commitment to the primary academic missions of instruction, research, public
service, and medical care. The University consistently ranks among the nation’s top public colleges and universities, both for its general academic
programs and for its strengths in specific disciplines. Its emphasis on the student experience is extraordinary among major public institutions,
and its dedication to new advances in research permeates all of its schools and colleges.

MEDICAL CENTER

The University of Virginia Medical Center is an integrated network of primary and specialty care services ranging from wellness programs and
routine checkups to the most technologically advanced care. The hub of the Medical Center is a 577-bed hospital in a state-designated Level 1
trauma center located in Charlottesville. In addition, primary and specialty care are provided at convenient clinic locations throughout central
Virginia communities.

COLLEGE AT WISE

Located in southwestern Virginia, the College at Wise is a public liberal arts college with 2,015 students and 94 full-time instructional and
research faculty. It offers thirty majors and seven preprofessional programs, including dentistry, forestry, law, medicine, physical therapy, and
veterinary medicine. Degrees include the bachelor of arts, the bachelor of science, and the bachelor of science in nursing.

FINANCIAL HIGHLIGHTS
For the fiscal year ended June 30, 2009:

* The University sustained a negative 21 percent return on its endowment during 2008-09. Overall, the endowment assets decreased by $733
million. However, the University still made a 5.0 percent spending distribution to its departments, which totaled $163.5 million.

* Despite the difficult economic times, the University had its AAA bond rating reaffirmed by the top three rating agencies in April 2009. This
enabled the University to issue debt at the lowest possible rates, to finance new and ongoing capital projects.

* In April 2009, the University issued $250 million of general revenue pledge bonds. These bonds were issued as Build America Bonds, under
the federal American Reinvestment and Recovery Act (ARRA) of 2009. The bonds were issued with an interest rate of 6.2 percent. But the
University will receive a 35 percent subsidy rebate from the U.S. government, effectively reducing the rate to 4.04 percent. U.Va. was the first
public university to issue Build America Bonds. The proceeds will be used to acquire and construct a number of important projects that will
advance the University’s mission. Projects include the Arts and Sciences Research Building, Hospital Expansion, Snyder Translational Research
Building Life Sciences Annex, Heart and Vascular Center, Emily Couric Clinical Cancer Center, Intraoperative Operating and MRI Rooms,
and others.

* As of June 30, 2009, the University had been awarded $8.8 million of funding from ARRA grants. Additional ARRA funding will be received
during fiscal year 2009-10.

* The University sustained a $10.4 million budget cut from the Commonwealth during fiscal year 2008-09. In addition, there were no salary
increases for the second consecutive year.

* In fiscal year 2008-09, the State Council of Higher Education for Virginia (SCHEV) certified that the University met the management standards
established under Restructuring. Therefore, the University will continue to operate with the increased independence granted under the act.

* In December 2008, the Medical Center entered into a partnership with Culpeper Regional Hospital, which gave the Medical Center approxi-
mately 49 percent of the voting board seats and supermajority voting rights applicable to approval for strategic decisions for the Culpeper
Regional Hospital.

* In April 2009, the University negotiated a new F&A rate agreement with the U.S. Department of Health and Human Services. Effective July
1, 2009, the University’s organized research rate will increase from 51.5 percent to 54.0 percent, until June 30, 2011.
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mary table below.

SUMMARY OF THE CHANGE

IN NET ASSETS

The University saw a significant decrease in net assets of $836 million. Some of the contributing factors to this decrease are outlined in the sum-

Total revenues before investment income 2,229,683 | $ 2,153,354 76,329 3.5%
Total expenses 2,214,805 2,113,040 101,765 4.8%
Increase in net assets before investment income 14,878 40,314 (25,436) (631%)
Investment income (loss) (850,753) 243,280 (1,094,033) (449.7%)
TOTAL INCREASE (DECREASE) IN NET ASSETS (835,875) | $ 283,594 (1,119,469) (394.7%)

* The predominant causal factor was the market decline in investments. Annual investment income decreased by almost $1.1 billion, going from
$243 million in 2007-08 to an $851 million loss in 2008—09. The University’s endowment investments earned a negative 21 percent return
for the fiscal year, compared with a positive 5.9 percent return in fiscal year 2007-08.

* Revenues before investment income rose by 3.5 percent, while total expenses increased by 4.8 percent. The overall increase in net assets before
investment income was $14.9 million in 2008-09 compared with $40.3 million in the prior year.

Opverall, the primary factor in the University’s net asset growth or decline continues to be the performance of the endowment and its resultant
investment income.

USING THE FINANCIAL STATEMENTS

The University’s financial report includes five financial statements and related notes:

1. The Statement of Net Assets for the University of Virginia

2. The Combined Statements of Financial Position for the Component Units of the University of Virginia
3. The Statement of Revenues, Expenses, and Changes in Net Assets for the University of Virginia

4. The Combined Statements of Activities for the Component Units of the University of Virginia

5. The Statement of Cash Flows for the University of Virginia

These financial statements are prepared in accordance with Governmental Accounting Standards Board (GASB) principles, which establish
standards for external financial reporting for public colleges and universities. These principles require that financial statements be presented on
a consolidated basis to focus on the University as a whole, with resources classified for accounting and reporting purposes into four net asset
categories. Please note that although the University’s foundations identified under guidance from GASB Statement No. 39, Determining Whether
Certain Organizations are Component Units, are reported in the component unit financial statements, this Management’s Discussion and Analysis
excludes them except where specifically noted.

STATEMENT OF NET ASSETS

The Statement of Net Assets presents the financial position of the University at the end of the fiscal year and includes all assets and liabilities of the
University. The difference between total assets and total liabilities—net assets—is one indicator of the current financial condition of the Univer-
sity, while the change in net assets is an indicator of whether the overall financial condition has improved or worsened during the year. Assets and
liabilities are generally measured using current values. One notable exception is capital assets, which are stated at historical cost less an allowance
for depreciation. A summary of the University’s assets, liabilities, and net assets at June 30, 2009, and June 30, 2008 (restated), follows.

SUMMARY OF THE STATEMENT

OF NET ASSETS

Current assets ) 720,512 | $ 657,141 | $ 63,371 9.6%
Noncurrent assets
Endowment and other long-term investments 3,024,517 3,960,739 (936,222) (23.6%)
Capital assets, net 2,305,632 2,015,314 290,318 14.4%
Other 250,513 202,906 47,607 23.5%
Total assets 6,301,174 6,836,100 (534,926) (7.8%)
Current liabilities 478,348 411,868 66,480 16.1%
Noncurrent liabilities 1,020,082 785,613 234,469 29.8%
Total liabilities 1,498,430 1,197,481 300,949 25.1%
NET ASSETS 4,802,744 | $ 5,638,619 (835,875) (14.8%)
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CURRENT ASSETS AND LIABILITIES
Current assets, which totaled $721 million as compared with the previous year’s $657 million, consist primarily of cash and cash equivalents,
short-term investments, and accounts receivable.

Current liabilities, which consist primarily of accounts payable, deferred revenue, and the current portion of long-term liabilities, increased
by $66.5 million, or 16.1 percent. Two reasons account for this change, with both related to debt financing. First, the commercial paper liability
increased by almost $39 million as the University positioned itself for the issuance and use of new debt. Commercial paper provides bridge financ-
ing for capital projects. Second, the Medical Center entered into a partnership with Culpeper Regional Hospital, resulting in a new long-term
liability, of which $14 million is current.

From a liquidity perspective, current assets cover current liabilities 1.5 times, an indicator of good liquidity and the ability to weather short-
term demands on working capital. This rate of coverage decreased slightly from 1.6 last year. As it did in 2007-08, current assets cover four
months of total operating expenses, including depreciation. For 2008-09, one month of operating expenses is approximately $180 million.

ENDOWMENT AND OTHER INVESTMENTS

Performance. At June 30, 2009, the major portion of the University’s endowment was maintained in a long-term investment pool managed by
the University of Virginia Investment Management Company (UVIMCO). The annual return for the long-term investment pool this year was
negative 21.0 percent, a large decline from last year’s positive 5.9 percent. This performance figure includes realized and unrealized gains and
losses, along with cash income. With this return, total investment income for all funds was negative $851 million. Compared with 2007-08’s
positive investment income of $243 million, this is a decrease of almost $1.1 billion.

Distribution. The University distributes endowment earnings in a way that balances the annual support needed for operational purposes
against the requirement to preserve the future purchasing power of the endowment. The endowment spending-rate policy is approved by the
Board of Visitors and is based on total return, not just cash earnings. The total distribution for the University’s endowment was $163.5 million,
an increase of $30 million over last year’s distribution of $133 million.

Endowment investments. The total for endowment investments on the Statement of Net Assets is $2.5 billion, a large decrease from last
year’s $3.2 billion. Like most other institutions, the University experienced significant market declines in the value of its investments.

From a net assets perspective, earnings from the endowment, while expendable, are mostly restricted as to use by the donors. It is important
to note that of the University’s endowment funds, only $768 million, or 31 percent, is classified as unrestricted net assets. From this unrestricted
endowment, a significant portion of the income is internally designated by the University for scholarships, fellowships, professorships, and re-
search activities.

Including endowment investments held by the seven related foundations reported as component units, the combined University system
endowment was approximately $3.6 billion as of June 30, 2009.

CAPITAL AND DEBT ACTIVITIES

One of the critical factors in sustaining the quality of the University’s academic and research programs and residential life is the development and
renewal of its capital assets. The University continues to implement its long-range plan to modernize its older teaching and research facilities,
construct new facilities, and fund its deferred maintenance obligations.

Capital additions primarily consist of replacement, renovation, and new construction of academic, research, and health care facilities, as well
as significant investments in equipment, including information technology.

A number of major capital projects were completed or acquired during 2009. They totaled $308 million for buildings, and $111 million for
infrastructure. The University also added $53 million for capital equipment. Completed building projects included the Carter-Harrison Research
Building (MR-6), Ruffin Hall (Studio Art), the new Kellogg House residence hall, the Campbell Hall additions, the Claude Moore Nursing
Education Building, and Crockett Hall at the College at Wise. The Heating Plant and Health Sciences Chiller Plant were two major infrastruc-
ture projects completed during the year. The University also acquired properties that included the Snyder Translational Research Building Life
Sciences Annex, the Emerging Technology Vivarium Building, and the 11th Street Parking Garage.

Projects that were in progress at June 30, 2009, included the Claude Moore Medical Education Building, the Emily Couric Clinical Cancer
Center, the Bavaro Hall School of Education Building, the Medical Center bed expansion and infrastructure project, the Rice Hall Information
Technology and Engineering Building, the Physical and Life Sciences Research Building, the South Lawn, the Arts and Sciences Building, and
the College at Wise’s Dining Hall and Residence Hall #3 projects.

Other projects in the design stage at June 30, 2009, include the Ivy Translational Research Building, the North Chiller Plant replacement, the
Alderman Road (replacement) residence halls, and the JAG School addition.

Financial stewardship requires the effective management of resources, including the use of debt to finance capital projects. As evidence of the
University’s effective stewardship, the University has received the highest long-term and short-term debt ratings from all three major rating agen-
cies, including Moody’s Investors Service (Aaa/P-1), Standard and Poor’s (AAA/A-1+), and Fitch Ratings (AAA/F1+). These ratings were reaf-
firmed in April 2009 in conjunction with the University’s issuance of its Series 2009 General Revenue Pledge Bonds. The University of Virginia is
one of only two public institutions with the highest long-term debt ratings from all three agencies. Besides being an official acknowledgement of
the University’s financial strength, these ratings enable the University to obtain future debt financing at optimum pricing. In addition to issuing
its own bonds, the University utilizes its commercial paper program for short-term bridge financing.

The University’s debt portfolio contains a strategic mix of both variable- and fixed-rate obligations. The University achieves this mix through
a combination of issuing fixed- and variable-rate debt, including commercial paper. It also adjusts its debt mix through the use of interest rate
swaps executed according to its Board of Visitors-approved interest rate risk management policy. The seven foundations now required by GASB
Statement No. 39 to be reported as component units held $248 million of long-term debt outstanding at June 30, 2009.
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NET ASSETS

The four net asset categories represent the residual interest in the University’s assets after liabilities are deducted. The University’s net assets at June
30, 2009, and 2008 (restated), are summarized below.

NET ASSETS
Invested in capital assets, net of related debt S 1,458,203 | $ 1,407,1 |$ 51,902 3.6%
Restricted
Nonexpendable 459,247 429,619 29,628 6.9%
Expendable 1,785,372 2,254,581 (469,209) (20.8%)
Unrestricted 1,099,922 1,547,308 (447,386) (28.9%)
TOTAL NET ASSETS $ 4,802,744 | $ 5,638,619 | $ (835,875) (14.8%)

Net assets invested in capital assets, net of related debt, represents the University’s capital assets net of accumulated depreciation and outstand-
ing principal balances of debt attributable to the acquisition, construction, or improvement of those assets. Net capital assets totaled $1.5 billion
at June 30, 2009. It increased by $51.9 million, or 3.6 percent, in the current fiscal year compared with 14.7 percent growth in the previous year.
While capital assets increased by almost $300 million, the related debt increased by nearly as much, resulting in the slight increase for the year.

Restricted nonexpendable net assets comprise the University’s permanent endowment funds. This category totaled $459 million at June 30,
2009. Overall, nonexpendable net assets increased by $29.6 million. Although new gifts of $49 million were received, that increase was partially
offset by the $20 million amount of endowments that were below their historic dollar value at June 30, 2009.

Restricted expendable net assets are subject to externally imposed restrictions governing their use. This category of net assets includes per-
manent endowment fund earnings that can be spent, but only in accordance with restrictions imposed by external parties. It totaled $1.8 billion
at June 30, 2009. These net assets decreased by $469 million, or 20.8 percent. This was almost entirely attributable to the negative investment
performance of the University’s endowment and other investments.

Unrestricted net assets are not subject to externally imposed stipulations. The majority of the University’s unrestricted net assets have been
designated for various instruction and research programs and initiatives, as well as capital projects. Unrestricted funds are particularly important
since they can be used for any University initiative. Unrestricted net assets totaled $1.1 billion at June 30, 2009. They decreased by $447 mil-
lion, or 28.9 percent. As with restricted funds, the decrease results from the loss in market value on long-term investments, as well as losses on
short-term investments.

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

The Statement of Revenues, Expenses, and Changes in Net Assets presents the University’s results of activities for the year. Presented below is a sum-
marized statement of the University’s revenues, expenses, and changes in net assets for the years ended June 30, 2009, and 2008 (restated).

SUMMARY OF THE STATEMENT OF

REVENUES, EXPENSES, AND
CHANGES IN NET ASSETS

Operating revenues $ 1,788,824 | $ 1,716,673 | $ 72,151 4.2%
Operating expenses 2,157,848 2,082,134 75,714 3.6%
Operating loss (369,024) (365,461) (3,563) 1.0%
Nonoperating revenues (expenses)
State appropriations 170,178 183,020 (12,842) (7.0%)
Gifts 140,078 147,269 (7191) (4.9%)
Investment income (loss) (850,753) 243,280 (1,094,033) (449.7%)
Pell Grants 7,024 5,271 1,753 333%
Other net nonoperating expenses (56,957) (30,906) (26,051) 84.3%
Net nonoperating revenues (expenses) (590,430) 547,934 (1,138,364) (207.8%)
Income (loss) before other revenues, expenses, gains, or losses (959,454) 182,473 (1,141,927) (625.8%)
Capital appropriations, gifts, and grants 74,367 42,048 32,319 76.9%
Additions to permanent endowments 49,212 59,073 (9,861) (16.7%)
Total other revenues 123,579 101,121 22,458 22.2%
Increase (decrease) in net assets (835,875) 283,594 (1,119,469) (394.7%)
Net assets, beginning of year 5,638,619 5,355,025 283,594 53%
NET ASSETS, END OF YEAR $ 4,808,744 | $ 5,638,619 | $ (835,875) (14.8%)
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Under GASB principles, revenues and expenses are categorized as either operating or nonoperating. Significant recurring sources of the Univer-
sity’s revenues, including state appropriations and gifts, are considered nonoperating, as defined by GASB Statement No. 34. Consequently, the
operating loss of $369 million does not account for these important revenue sources. Adding these two revenue sources, which total $310 million
for the fiscal year, mostly offsets the operating loss and results in an adjusted income amount of negative $59 million. This provides a more ac-
curate picture of the University’s scope and results of operations.

REVENUES

The University strives to maintain a diverse stream of revenues, which allows it to weather difficult economic times.

SUMMARY OF REVENUES, TOTAL UNIVERSITY
A summary of the University’s revenues, for the years ended June 30, 2009, and 2008 (restated).

SUMMARY OF REVENUES

Operating revenues
Student tuition & fees, net S 342,619|S —|$  342,619($  316,332($ —|$  316332($ 26,287 8.3%
Federal, state & local grants and contracts 271,793 - 271,793 263,185 — 263,185 8,608 3.3%
Nongovernmental grants and contracts 45,516 - 45,516 38,965 - 38,965 6,551 16.8%
Sales & services of educational departments 20,488 - 20,488 21,743 - 21,743 (1,255) (5.8%)
Auxiliary enterprises revenue, net 116,437 - 116,437 116,644 - 116,644 (207) (0.2%)
Other operating revenues - 27,625 27,625 0] 24,967 24,966 2,659 10.7%
Patient services — 964,346 964,346 — 934,838 934,838 29,508 3.2%
Total operating revenues S 796,853|S  991,971|$ 1,788,824| S 756,868|S 959,805|$ 1,716,673 (S 72,151 4.2%

Nonoperating revenues
State appropriations S 17078(S —|$  170,78|S  183,020($ —|S  183,020(5 (12,842 (7.0%)
Private gifts 139,312 766 140,078 146,411 858 147,269 (7191) (4.9%)
Investment income (loss) (788,267) (62,486) (850,753) 209,843 33,437 243,280 (1,094,033)|  (449.7%)
Other nonoperating revenues 130,603 - 130,603 128,515 (22,123) 106,392 24,21 22.8%
Total nonoperating revenues S (348474)|$  (61,720)|$ (409,894)|$ 667,789 |$ 12772|$  679,961|$ (1,089,855) (160.3%)

TOTAL REVENUES $ 4486795  930,251|$ 1,378,930($ 1,424,657|$  971,977|$ 2,396,634 S (1,017,704)|  (42.5%)

Below is a graph of revenues by source (both operating and nonoperating), which were used to fund the University’s operating activities for the
fiscal year ended June 30, 2009. As noted earlier, GASB Statement No. 34 requires state appropriations, gifts, and other significant revenues to
be treated as nonoperating revenues.

TOTAL UNIVERSITY REVENUES © FISCAL YEAR 2009

Other operating
revenues ¢ 4.2%

Other nonoperating

Patient services * 43.2%
revenues * 5.9%

Auxiliary enterprises

revenue, net « 5.2% TOTAL REVENUE EXCLUDING
INVESTMENT INCOME (i thousands)

$2,229,683

—

Private gifts « 6.3%

State appropriations « 7.6%

Student tuition Federal, state, and local
and fees, net * 15.4% grants and contracts « 12.2%

Patient services revenues accounted for 53.9 percent of the University’s operating revenues and 43.2 percent of the operating and nonoperating
revenues combined. State appropriations and student tuition and fees, which represent 7.6 percent and 15.4 percent, respectively, of the Univer-
sity’s total revenues, are used to fund current operations.
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State appropriations decreased by $12.8 million, or 7.0 percent. The decrease results primarily from a $10.4 million budget cut imposed by
the state government. Net tuition and fees increased by $26.3 million, or 8.3 percent. Tuition increases were approved by the Board of Visitors
during the year.

Excluding the Medical Center data provides a clearer picture of the academic revenue streams. Major sources for 2009 included net tuition
and fees, 27.7 percent; federal, state, and local grants and contracts, 22.0 percent; state appropriations, 13.7 percent; and private gifts, 11.3 per-
cent. Excluding patient revenue, tuition and fees revenue comprises the single largest source of revenue to the University. In fact, tuition and fees

revenue was slightly more than double the amount of state appropriations revenue.

ACADEMIC AND WISE REVENUES * FISCAL YEAR 2009

Federal, state, and
local grants and
contracts « 22.0%

Student tuition
and fees, net * 27.7%

TOTAL REVENUE EXCLUDING
INVESTMENT INCOME (in thousands)
$1,236,946

Other operating
revenues ¢ 5.3%
. State appropriations « 13.7%
Other nonoperating PpTOP °
revenues * 10.6%

Auxiliary enterprises
revenue, net « 9.4% Private gifts « 11.3%

The University continues to emphasize revenue diversification, along with cost containment, as ongoing priorities. This is necessary as the Uni-
versity continues to face significant financial pressure resulting from increased compensation and benefit costs, and escalating technology and
energy prices. In 2009, investment income was actually a negative number for the first time in several years. Like most institutions, the University’s
investments suffered large losses in market value. Private support has been, and will continue to be, essential to maintaining the University’s aca-
demic excellence. Private support comes in the form of gifts and additions to permanent endowment. Private gifts totaled $140 million in 2009,
a slight decrease of $7.2 million, or 4.9 percent, from the prior year. At the same time, the Campaign for the University of Virginia continued its
progress toward its $3 billion target, surpassing the $2 billion mark.

Revenues for all sponsored programs increased this year by almost $15.2 million, or 5.0 percent, to a total of $317 million in 2009. This
includes $66.1 million of Facilities and Administrative (F&A) recoveries. It also includes less than $1 million of ARRA funding, most of which
will be received in the next two fiscal years.

EXPENSES

The University continues to be a good steward in the judicious expenditure of funds.

SUMMARY OF EXPENSES, TOTAL UNIVERSITY
A summary of the University’s expenses, for the years ended June 30, 2009, and 2008 (restated).

SUMMARY OF EXPENSES

Operating expenses
Compensation S 794,065|S  421,169(S 1,215234|S  758,571|S  407,523|S 1,166,094 (S 49,140 4.2%
Supplies and other services 265,138 438,924 704,062 276,736 421,388 698,124 5,938 0.9%
Student aid 62,750 - 62,750 54,768 — 54,768 7,982 14.6%
Depreciation 89,025 52,313 141,338 76,416 51,273 127,689 13,649 10.7%
Other operating expense 3,653 30,81 34,464 3,987 31,472 35,459 (995) (2.8%)
Total operating expenses 1,214,631 943,217 2,157,848 1,170,478 911,656 2,082,134 75,714 3.6%
Nonoperating expenses
Interest expense 16,574 7,677 24,251 12,999 8,214 21,213 3,038 14.3%
Other nonoperating expense 10,898 21,808 32,706 3,816 5,877 9,693 23,013 237.4%
Total nonoperating expenses 27,472 29,485 56,957 16,815 14,091 30,906 26,051 84.3%
TOTAL UNIVERSITY EXPENSES $ 1,242,103|$  972,702|$ 2,214,805($ 1,187,293($  925,747|S 2,113,040|$ 101,765 4.8%
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Following is a graphic illustration of expenses (both operating and nonoperating) for the fiscal year ended June 30, 2009.

TOTAL UNIVERSITY EXPENSES ¢ FISCAL YEAR 2009

Interest expense « 1.1%
Other nonoperating expenses * 1.5%
Other operating expenses * 1.6%

Student aid « 2.8%

Compensation * 54.9%

TOTAL EXPENSES (i1 thousands)
$2,214,805

Depreciation « 6.4%

Supplies and
other services ¢ 31.7%

The University’s total expenses increased a modest 4.8 percent, or $102 million, in 2008-09, reaching $2.2 billion. Compensation expenses ac-
counted for $49 million of the increase, exceeding $1.2 billion. The University has been able to navigate the state budget cuts without layoffs, in-
stead strategically leaving vacant positions open. At the same time, the Board of Visitors remains committed to its goal of raising faculty, staff, and
health care employees’ compensation to meet market conditions. This is a critically important issue following two years of no salary increases.

Student aid expense increased to $62.8 million, an increase of $8.0 million, or 14.6 percent, as the University continued its ongoing com-
mitment to the increasingly costly AccessUVa program. Depreciation increased by $13.7 million, or 10.7 percent, as the University added more
than $400 million in depreciable capital assets in 2008-09. Interest expense increased by $3.0 million, or 14.3 percent, to $24.3 million. There
will continue to be significant increases in interest expense, as interest on both the fiscal year 2007-08 and fiscal year 2008—09 bond issuances
come due. The University issued $250 million of revenue bonds in 2009, and based on current debt service schedules, interest expense will be in
the $30 to $35 million range for the next few years.

ACADEMIC AND WISE EXPENSES ¢ FISCAL YEAR 2009

Compensation * 63.9%

Other operating expenses * 0.3%
Interest expense « 1.3%
Other nonoperating expenses » 0.9%

Student aid « 5.1%

TOTAL EXPENSES (i1 thousands)
$1,242,103

Depreciation « 7.2%

Supplies and
other services « 21.3%

In addition to their natural (object) classification, it is also informative to review operating expenses by function. A complete matrix of expenses,
natural versus functional, is contained in the notes to the financial statements. Expenses for patient services, instruction, and research account for
43.7 percent, 14.5 percent, and 13.0 percent, respectively, of total operating expenses. When combined, these major functions account for 71.2
percent of the total, with the balance attributed to other costs that support these mission functions.
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FUTURE ECONOMIC OUTLOOK

The past fiscal year was a tumultuous one for the University, as it was for all institutions of higher education. The global economic crisis, com-
bined with another round of reduction in state support, challenged the University’s leaders to manage the downturn. Each year this management
discussion and analysis notes that the University has a well diversified stream of revenues. The state budget cuts have been deep, but fortunately
the University is much less dependent on state support for its operating budget than its public counterparts. As Executive Vice President and Chief
Operating Officer Leonard Sandridge noted, “We were able to accommodate these cuts in part because we anticipated them and began reducing
spending from state funds even before the reductions were formally announced by the governor.”

SHORT TERM

Budget Crisis. To provide context, the Commonwealth of Virginia’s revenue shortfalls from August 2007 to August 2009 have been over $7.0
billion. The University has been assessed its share of the state’s budget reductions on four separate occasions since fiscal year 2007-08. The total
state reduction has amounted to $51.5 million, or 31.8 percent of its fiscal year 2007—08 general fund appropriation. Further, in the first quarter
of the new fiscal year, state revenues have not improved.

AccessUVA. AccessUVa continues to provide critical need-based financial aid. Since AccessUVa began, we have seen a major increase in the
percentage of students qualifying for aid. Similarly, the cost of AccessUVa continues to grow. To help offset the rising costs, the AccessUVa
program has been identified as one of the top institutional priorities for philanthropic support.

American Recovery and Reinvestment Act (ARRA). The University received its first ARRA (or federal stimulus) funds in spring 2009. These
funds came in the form of federal grants and contracts. The Commonwealth of Virginia also received ARRA funds, which the governor utilized
to help offset planned tuition increases and other budget reductions. These ARRA state stabilization funds should be distributed by the Com-
monwealth to state institutions later this winter. All ARRA funds require detailed reporting to the federal government and to the Commonwealth
of Virginia. Finally, ARRA funding will be short-term in nature, and so will be spent fully within the next two years and are currently projected
to run out in fiscal year 2011-12.

Endowment Investments. The 21 percent loss on the endowment in fiscal year 2008—09 was very significant but compared favorably to many of
our peers. However, as of October 31, 2009, the University’s endowment market value had risen about 7.3 percent during the first four months
of fiscal year 2009-10. When applied to the June 30, 2009, balances, this translates into an increase of about $180 million.

Spending Distribution. Due to our revenue diversification, the endowment spending distribution of $163.5 million accounted for 7.6 percent
of the University’s $2.2 billion of operating expenses. To partially offset the reduction in market value sustained during fiscal year 2008-09,
the Board of Visitors approved in September 2009 an increase in the fiscal year 2009-10 endowment spending rate, from 5.0 to 5.5 percent of
the June 30, 2009, market value. Apart from the impact of new gifts and divestments, this will result in an estimated $134 million of spending
distribution in fiscal year 2009-10.

LONG TERM

The University’s Financial Model of the Future. At its 2009 retreat, the Board of Visitors began to develop a “financial model of the future,” with
the objective of establishing a better platform for financial success coming out of challenging economic conditions. In addition to cost contain-
ment measures, the board examined the University’s various revenue streams and related areas: tuition and fees, state general funds, sponsored
research, Medical Center revenues, debt and liquidity, endowment, annual giving, the capital campaign, intellectual property, sales and services,
and student enrollment. Of these areas, two in particular were deemed to hold the potential for significant growth in order to provide the revenue
necessary to make a difference in the University’s future. These two areas were tuition and fees and private support (which includes gifts and
endowment).

It is likely over the next several months that the board will carefully consider pricing the University’s educational product relative to the value
received by students. The board will take into account how to address financial need to continue ensuring that a University of Virginia education
will remain affordable for all. And the board will likely discuss a longer-term objective for enrollment growth in the undergraduate program. The
University has a long history of success in raising private support for restricted, expendable gifts and endowment. Its track record for raising unre-
stricted funds is less impressive. The board will consider how to expand private support by focusing on fund raising that: 1) addresses institutional
priorities; 2) results in gifts for restricted purposes that relieve commitments on the unrestricted endowment; and 3) provides a more efficient
approach to ensure that private support for particular purposes covers the full costs—e.g., operating and maintenance costs of new buildings.

The board plans to have its Special Committee on Planning address these issues of tuition, enrollment growth, and private support. By stra-
tegically examining its revenue streams and cost containment efforts, the Board of Visitors is ensuring the University’s strong financial condition.
In fact, the University has not only weathered the recession but has managed to take advantage of its strengths to position itself for the future.
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November 20, 2009

To the President and Board of Visitors of the University of Virginia:

We are pleased to submit the annual Financial Report of the University of Virginia for the year ended June 30, 2009. Management
is responsible for the objectivity and integrity of the accompanying financial statements, which have been prepared in conformance
with the Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements—and Management's Discussion
and Analysis—for State and Local Governments, and Statement No. 35, Basic Financial Statements—and Management’s Discussion and
Analysis—for Public Colleges and Universities. The financial statements, of necessity, included management’s estimates and judgments
relating to matters not concluded by year-end. Financial information contained elsewhere in the annual Financial Report is consistent
with that included in the financial statements.

Management is responsible for maintaining the University’s system of internal control that includes careful selection and develop-
ment of employees, proper division of duties, and written accounting and operating policies and procedures augmented by a continuing
internal audit program. Although there are inherent limitations to the effectiveness of any system of accounting controls, management
believes that the University’s system provides reasonable, but not absolute, assurance that assets are safeguarded from unauthorized use
or disposition and that the accounting records are sufficiently reliable to permit the preparation of financial statements that conform in
all material respects with generally accepted accounting principles.

The Auditor of Public Accounts for the Commonwealth of Virginia, using independent certified public accountants, provides an
independent opinion regarding the fair presentation in the financial statements of the University’s financial position. Their examina-
tion was made in accordance with generally accepted government auditing standards and included a review of the system of internal
accounting controls to the extent they considered necessary to determine the audit procedures required to support their opinion.
The Audit Committee of the Board of Visitors meets periodically and privately with the independent auditors, the internal auditors,
and the financial officers of the University to review matters relating to the quality of the University’s financial reporting, the internal
accounting controls, and the scope and results of audit examinations. The committee also reviews the scope and quality of the internal
auditing program.

Respectfully submitted,

.

STEPHEN A. KiMaTA
Assistant Vice President for Finance
and University Comptroller

i

YoxkE San L. REyNOLDs
Vice President and Chief Financial Officer
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Tue HoNoRaBLE TiMoTHY M. KAINE
Governor of Virginia

Tue HoNoraBLE M. KirkrLanD Cox
Chairman, Joint Legislative Audit and Review Commission

BoARrD OF VisITORS
University of Virginia

INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the business-type activities and aggregate discretely presented component
units of the University of Virginia, a component unit of the Commonwealth of Virginia, as of and for the year ended June 30, 2009,
which collectively comprise the University of Virginia’s basic financial statements as listed in the table of contents. These financial state-
ments are the responsibility of the University of Virginia’s management. Our responsibility is to express opinions on these financial
statements based on our audit. We did not audit the financial statements of the component units of the University of Virginia, which
are discussed in Note 1. Those financial statements were audited by other auditors whose reports thereon have been furnished to us, and
our opinion, insofar as it relates to the amounts included for the component units of the University of Virginia, is based on the reports
of the other auditors. The prior year summarized comparative information has been derived from the University of Virginia’s fiscal year
2008 financial statements, and in our report dated October 30, 2008, we expressed an unqualified opinion on the respective financial
statements of the University of Virginia.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. The financial statements of the component units of the University of Virginia that were audited by other
auditors upon whose reports we are relying were audited in accordance with auditing standards generally accepted in the United States of
America, but not in accordance with Government Auditing Standards. 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 that our audit and the
reports of other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above present faitly, in all
material respects, the financial position of the business-type activities and discretely presented component units of the University of
Virginia as of June 30, 2009, and the respective changes in financial position and cash flows, where applicable, thereof for the year then
ended, in conformity with accounting principles generally accepted in the United States of America.

The Management’s Discussion and Analysis on pages 36 through 43 is not a required part of the basic financial statements, but is
supplementary information required by the accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods of measurement and presenta-
tion of the required supplementary information. However, we did not audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated November 20, 2009, on our consideration
of the University of Virginia’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

‘WALTER ]. KUCHARSKI
Auditor of Public Accounts
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STATEMENT OF NET ASSETS

ASSETS
Current assets
Cash and cash equivalents (Note 2) S 241,142 244,093
Restricted cash and cash equivalents (Note 2) 1 3
Short-term investments (Note 2) 273,257 209,904
Appropriations available 6,996 16,809
Accounts receivable, net (Note 3a) 158,658 144,853
Prepaid expenses 14,993 14,183
Inventories 21,152 22,685
Notes receivable, net (Note 3b) 4,313 4,611
Total current assets 720,512 657,141
Noncurrent assets
Restricted cash and cash equivalents (Note 2) 30,060 28,813
Endowment investments (Note 2) 2,508,603 3,241,709
Other long-term investments (Note 2) 515,914 719,030
Deposit with bond trustee 170,354 121,779
Notes receivable, net (Note 3b) 30,202 27,498
Pledges receivable, net (Note 3c) 7,037 11,037
Capital assets—depreciable, net (Note 3d) 1,958,150 1,595,297
Capital assets—nondepreciable (Note 3d) 347,482 420,017
Goodwill (Note 3e) 12,860 13,302
Other = 477
Total noncurrent assets 5,580,662 6,178,959
TOTAL ASSETS S 6,301,174 6,836,100
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities (Note 3f) S 216,745 213,870
Deferred revenue (Note 3g) 100,789 88,863
Deposits held in custody for others 19,308 24,848
Commercial paper (Note 4) 56,415 17,550
Long-term debt—current portion (Note 5a) 13,512 13,047
Long-term liabilities—current (Note 5b) 71,579 53,690
Total current liabilities 478,348 411,868
Noncurrent liabilities (Note 5)
Long-term debt (Note 5a) 940,359 723,535
Other noncurrent liabilities (Note 5b) 79,723 62,078
Total noncurrent liabilities 1,020,082 785,613
TOTAL LIABILITIES $ 1,498,430 1,197,481
NET ASSETS
Invested in capital assets, net of related debt S 1,458,203 1,407,111
Restricted:
Nonexpendable 459,247 429,619
Expendable 1,785,372 2,254,581
Unrestricted 1,099,922 1,547,308
TOTAL NET ASSETS $ 4,802,744 5,638,619

Certain 2008 amounts have been restated to conform to 2009 reclassifications.
The accompanying Notes to Financial Statements are an integral part of this statement.
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COMBINED STATEMENTS OF FINANCIAL POSITION

ASSETS
Current assets
Cash and cash equivalents S 536,384
Receivables 76,659
Other current assets 90,069
Total current assets 703,112
Noncurrent assets
Pledges receivable, net of current portion of $27,141 78,276
Long-term investments 5,879,609
Capital assets, net of depreciation 342,873
Other noncurrent assets 69,029
Total noncurrent assets 6,369,787
TOTAL ASSETS S 7,072,899
LIABILITIES AND NET ASSETS
Current liabilities
Assets held in trust for others S 5,215,297
Other liabilities 194,526
Total current liabilities 5,409,823
Noncurrent liabilities
Long-term debt, net of current portion of $12,706 318,562
Other noncurrent liabilities 110,354
Total noncurrent liabilities 428,916
TOTAL LIABILITIES $ 5,838,739
NET ASSETS
Unrestricted S 327,766
Temporarily restricted 521,688
Permanently restricted 384,706
TOTAL NET ASSETS $ 1,234,160
TOTAL LIABILITIES AND NET ASSETS $ 7,072,899

Certain 2008 amounts have been restated to conform to 2009 reclassifications.
The accompanying Notes to Financial Statements are an integral part of this statement.
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STATEMENT OF REVENUES, EXPENSES,

AND CHANGES IN NET ASSETS

REVENUES

Operating revenues
Student tuition and fees (net of scholarship allowances of $69,000 and $66,066) ) 342,619 S 316,332
Patient services (net of charity care of $1,388,014 and $1,166,868) 964,346 934,838
Federal grants and contracts 266,818 258,794
State and local grants and contracts 4,975 4,391
Nongovernmental grants and contracts 45,516 38,965
Sales and services of educational departments 20,488 21,743
Auxiliary enterprises revenue (net of scholarship allowances of $9,200 and $8,809) 116,437 116,644
Other operating revenues 27,625 24,966

TOTAL OPERATING REVENUES 1,788,824 1,716,673

EXPENSES

Operating expenses (Note 8)
Compensation and benefits 1,215,234 1,166,094
Supplies and other services 704,062 698,124
Student aid 62,750 54,768
Depreciation 141,338 127,689
Other 34,464 35,459

TOTAL OPERATING EXPENSES 2,157,848 2,082,134
OPERATING LOSS (369,024) (365,461)

NONOPERATING REVENUES (EXPENSES)

State appropriations (Note 9) 170,178 183,020
Gifts 140,078 147,269
Investment income (loss) (850,753) 243,280
Pell grants 7,024 5,271
Interest on capital asset-related debt (24,251) (21,213)
Losses on capital assets (17,079) (3.473)
Other nonoperating expenses (15,627) (6,220)
NET NONOPERATING REVENUES (EXPENSES) (590,430) 547,934
INCOME (LOSS) BEFORE OTHER REVENUES, EXPENSES, GAINS, OR LOSSES (959,454) 182,473
Capital appropriations 30,462 6,348
Capital grants and gifts 43,905 35,700
Additions to permanent endowments 49,212 59,073
TOTAL OTHER REVENUES 123,579 101,121
INCREASE (DECREASE) IN NET ASSETS (835,875) 283,594
NET ASSETS
Net assets, beginning of year, restated (Note 1) 5,638,619 5,355,025
NET ASSETS, END OF YEAR $ 4,802,744 S 5,638,619

Certain 2008 amounts have been restated to conform to 2009 reclassifications.
The accompanying Notes to Financial Statements are an integral part of this statement.
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COMBINED STATEMENTS OF ACTIVITIES

UNRESTRICTED REVENUES AND SUPPORT

Contributions S 21,998 S 23,683
Fees for services, rentals, and sales 272,659 261,604
Investment income (55,961) 27,063
Net assets released from restriction 45,553 81,780
Other revenues 75,232 70,446
TOTAL UNRESTRICTED REVENUES AND SUPPORT 359,481 464,576
EXPENSES
Program services, lectures, and special events 284,475 262,019
Scholarships and financial aid 43,194 57,509
Management and general 43,335 41,448
Other expenses 93,510 95,767
TOTAL EXPENSES 464,514 456,743
EXCESS (DEFICIENCY) OF UNRESTRICTED REVENUES AND SUPPORT OVER EXPENSES (105,033) 7,833

CHANGES IN TEMPORARILY RESTRICTED NET ASSETS

Contributions 34,974 48,203
Investment and other income (162,285) 33,989
Reclassification per donor stipulation (1.277) (1,347)
Net assets released from restriction (44,972) (81,909)
NET CHANGES IN TEMPORARILY RESTRICTED NET ASSETS (173,560) (1,064)

CHANGES IN PERMANENTLY RESTRICTED NET ASSETS

Contributions 12,753 24,632
Investment and other income (5,967) (3,665)
Reclassification per donor stipulation 696 1,476
NET CHANGES IN PERMANENTLY RESTRICTED NET ASSETS 7,482 22,443
CHANGE IN NET ASSETS (271,m1) 29,212
Net assets, beginning of year S 1,234,160 1,204,948
Cumulative effect of FMV option 73 -
NET ASSETS, END OF YEAR S 963,122 $ 1,234,160

Certain 2008 amounts have been restated to conform to 2009 reclassifications.
The accompanying Notes to Financial Statements are an integral part of this statement.
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STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES

Tuition and fees S 340133 S 318,459
Grants and contracts 308,536 309,078
Patient services 913,620 884,945
Sales and services of educational activities 18,129 39,296
Sales and services of auxiliary enterprises 115,645 116,663
Payments to employees and fringe benefits (1,201,875) (1168,738)
Payments to vendors and suppliers (707,406) (702,288)
Payments for scholarships and fellowships (62,750) (54,786)
Perkins and other loans issued to students (7.549) (25.823)
Collection of Perkins and other loans to students 5,056 21,956
Other receipts 25,163 20,570
NET CASH USED BY OPERATING ACTIVITIES (253,297) (240,668)

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

State appropriations 183,612 178,870
Additions to true endowments 49,212 59,073
Federal Family Education Loan Program receipts 110,845 99,535
Federal Family Education Loan Program payments (110,845) (99,535)
Pell grants 7,024 5:271
Receipts on behalf of agencies 102,246 102,244
Payments on behalf of agencies (101,873) (102,408)
Deposits held in custody for others (5,540) (53)
Noncapital gifts and grants and endowments received 142,015 142,737
Other net nonoperating expenses (2.980) (1.408)
NET CASH PROVIDED BY NONCAPITAL FINANCING ACTIVITIES 368,716 384,326

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Capital appropriations 33,933 68,186
Capital gifts and grants received 44,441 37,647
Proceeds from capital debt 401,330 324,031
Proceeds from sale of capital assets 104 471
Acquisition and construction of capital assets (385,430) (276,583)
Principal paid on capital debt and leases (148,957) (151,790)
Interest paid on capital debt and leases (24,195) (24,263)
Deposit with trustee (48,575) (107.837)
NET CASH USED BY CAPITAL AND RELATED FINANCING ACTIVITIES (127,349) (130,138)

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sales and maturities of investments 518,004 607,763
Interest on investments 9,358 46,449
Purchase of investments and related fees (334.494) (854.335)
Other investment activities (182,644) (229,984) |
NET CASH PROVIDED (USED) BY INVESTING ACTIVITIES 10,224 (430,107)
NET DECREASE IN CASH AND CASH EQUIVALENTS (1,706) (416,587)
Cash and cash equivalents, July 1 272,909 689,496
CASH AND CASH EQUIVALENTS, JUNE 30 S 271,203 S 272,909

RECONCILIATION OF OPERATING LOSS TO NET CASH USED BY OPERATING ACTIVITIES

Operating loss S (369,024) S (365,461)
ADJUSTMENTS TO RECONCILE OPERATING LOSS TO NET CASH USED BY OPERATING ACTIVITIES
Depreciation expense 141,338 127,689
Provision for uncollectible loans and write-offs 81 196
CHANGES IN ASSETS AND LIABILITIES
Receivables, net (36,16) (19.472)
Inventories 1,533 (3,570)
Other assets 11 10
Prepaid expenses (3,019) (2,438)
Notes receivable, net (2,496) (3,866)
Accounts payable and accrued liabilities 12,309 (2,280)
Deferred revenue 658 28,025
Accrued vacation leave 1,428 499
TOTAL ADJUSTMENTS 115,727 124,793
NET CASH USED BY OPERATING ACTIVITIES $ (253,297) $ (240,668)

NONCASH INVESTING, CAPITAL, AND FINANCING ACTIVITIES—ACADEMIC ONLY

Assets acquired through assumption of a liability S 414,300 S 313,405
Assets acquired through a gift 2,289 7.939
Change in fair value of investments (786,524) 109,226
Increase in receivables related to nonoperating income 10,533 4,393
Loss on disposal of capital asset 3.719 2,408

Certain 2008 amounts have been restated to conform to 2009 reclassifications.
The accompanying Notes to Financial Statements are an integral part of this statement.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

ORGANIZATION AND PURPOSE

The University of Virginia is an agency of the Commonwealth of Virginia and
is governed by the University’s Board of Visitors. A separate report is prepared
for the Commonwealth of Virginia that includes all agencies, boards, commis-
sions, and authorities over which the Commonwealth exercises or has the
ability to exercise oversight authority. The University is a discretely presented
component unit of the Commonwealth of Virginia and is included in the basic
financial statements of the Commonwealth. The University consists of three
divisions. The Academic Division and the University of Virginia’s College at
Wise generate and disseminate knowledge in the humanities, arts, scientific,
and professional disciplines through instruction, research, and public service.
The Medical Center Division provides routine and ancillary patient services
through a full-service hospital and clinics.

REPORTING ENTITY

There are currently twenty-five related foundations operating in support of
the interests of the University. These related foundations are not-for-profit
corporations controlled by separate boards of directors. The University deter-
mined that the following seven foundations qualify as component units be-
cause they hold significant resources for the benefit of the University. As such,
they are included in the financial statements presented as of June 30, 2009:

« University of Virginia Law School Foundation

« University of Virginia Darden School Foundation

« Alumni Association of the University of Virginia

« Virginia Athletics Foundation

* University of Virginia Foundation

« University of Virginia Health Services Foundation

« University of Virginia Investment Management Company

The foundations’ financial information is included in the accompanying fi-
nancial statements. Condensed financial statements for each component
unit are disclosed in Note 7. Information on the organization and nature of
activities for each foundation is presented below.

The University of Virginia Law School Foundation was established as a
tax-exempt organization to foster the study and teaching of law at the Uni-
versity of Virginia and to receive and administer funds for that purpose. The
Foundation is affiliated with the University of Virginia and expends funds to
support professorships, faculty benefits, financial aid, student activities, and
other academic programs within the University’s Law School. For additional
information, contact the Treasurer’s Office at Slaughter Hall, 580 Massie
Road, Charlottesville, Virginia 22903.

The University of Virginia Darden School Foundation was established
as a nonstock corporation created under the laws of the Commonwealth of
Virginia. Its primary purposes are to promote the advancement and further
the aims and purposes of the Colgate Darden Graduate School of Business
Administration of the University of Virginia and to provide education for busi-
ness executives. For additional information, contact the Finance and Adminis-
tration Office at P.O. Box 7263, Charlottesville, Virginia 22906.

The Alumni Association of the University of Virginia was established as a
legally separate, tax-exempt organization to provide services to all alumni of
the University of Virginia, thereby assisting the University of Virginia and all
its students, faculty, and administration in attaining the University’s highest
priority of achieving eminence as a center of higher learning. The consolidated
financial information of the Alumni Association of the University of Virginia in-
cludes the operating activities and financial position of the Alumni Association
and the Jefferson Scholars Foundation. The Jefferson Scholars Foundation is an
awards program affiliated with the Alumni Association and was organized as
a separate legal entity in 2001. For additional information, contact the Finance
and Administration Office at P.O. Box 3446, Charlottesville, Virginia 22903.

The Virginia Student Aid Foundation, Inc., T/A Virginia Athletics Founda-
tion, was established as a tax-exempt organization to support intercollegiate
athletic programs at the University of Virginia by providing student-athletes
the opportunity to achieve academic and athletic excellence. The Foundation
provides the funding for student-athlete scholarships at the University, fund-

ing for student-athlete academic advising programs at the University, op-
erational support for various sports at the University, informational services
to its members and the general public, and ancillary support to the athletic
programs at the University. The Foundation has adopted December 31 as its
year end. All amounts reflected are as of December 31, 2008. For additional
information, contact the Gift Accounting Office at P.O. Box 400833, Charlot-
tesville, Virginia 22904.

The University of Virginia Foundation, including the University of Virginia
Real Estate Foundation, was established as a nonstock corporation under ap-
plicable Virginia statutes to provide administrative services to the University
of Virginia and supporting organizations, engage in any and all matters per-
taining to real property for the benefit of the University, and use and admin-
ister gifts, grants and bequests, and devises for the benefit of the University.
For additional information, contact the Financial Services Office at P.O. Box
400218, Charlottesville, Virginia 22904.

The University of Virginia Health Services Foundation was established as
a nonprofit group practice health care provider organization designed to as-
sist medical education through teaching and research within the academic
environment of the Health System of the University of Virginia, and to coor-
dinate and develop superior patient care in the Health System. The Founda-
tion entered into an affiliation agreement with the University of Virginia for
the Foundation through its member clinical departments to provide patient
care at the Health System. The Foundation provides patient care services to
Health System patients, and in conjunction with the care of patients, provides
teaching services. The University provides space and certain administrative
services to the Foundation. The Foundation reimburses the University for the
salaries and fringe benefits of classified and hourly employees of the clinical
departments paid by the University, and not funded by the Commonwealth of
Virginia or by gifts, grants, and contracts. For additional information, contact
the Finance Office at 500 Ray C. Hunt Drive, Charlottesville, Virginia 22903.

The University of Virginia Investment Management Company was estab-
lished to provide investment management services to the University of Virgin-
ia, independent foundations, and other entities affiliated with the University
and operating in support of its mission. For additional information, contact
the Administrative Office at P.O. Box 400215, Charlottesville, Virginia 22904.

REPORTING BASIS

The University of Virginia prepares its financial statements in conformity with
accounting principles generally accepted in the United States of America. As
a public institution, the University adheres to standards promulgated by the
Governmental Accounting Standards Board (GASB), and additionally, to Finan-
cial Accounting Standards Board (FASB) pronouncements issued prior to No-
vember 30, 1989, that do not contradict or conflict with GASB standards. It is
the University’s policy not to follow FASB standards after that date. The com-
ponent units included herein continue to follow FASB pronouncements, and
their financial statements are presented in accordance with those standards.

In accordance with GASB Statement No. 34, Basic Financial Statements—and
Management’s Discussion and Analysis—for State and Local Governments, the
University has elected to report as an entity engaged in business-type activi-
ties. Entities engaged in business-type activities are financed in whole or in
part by fees charged to external parties for goods and services.

GASB Statement No. 34 establishes standards for external financial re-
porting for public colleges and universities and requires that resources be
classified for accounting and reporting purposes into the following net asset
categories:

Invested in capital assets, net of related debt represents capital assets, net
of accumulated depreciation and outstanding principal balances of debt at-
tributable to the acquisition, construction, or improvement of these assets.

Restricted Nonexpendable represents net assets subject to stipulations
that they be maintained permanently by the University. Such assets include
the University’s permanent endowment funds.

Restricted Expendable represents net assets whose use by the University is
subject to stipulations that can be fulfilled by actions of the University pursu-
ant to those stipulations or that expire by the passage of time.
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Unrestricted represents those net assets that are not classified either as
capital assets, net of related debt or restricted net assets. Unrestricted net
assets may be designated for specific purposes by management.

When an expense is incurred that can be paid using either restricted or un-
restricted resources, the University’s policy is to evaluate these expenditures
and apply resources on a case-by-case basis.

BASIS OF ACCOUNTING

The financial statements have been prepared on the accrual basis of account-
ing in accordance with accounting principles generally accepted in the United
States of America. Revenues are recorded when earned and expenses are re-
corded when incurred and measurable, regardless of when the related cash
flows take place. Operating activities as reported on the Statement of Rev-
enues, Expenses, and Changes in Net Assets are those that generally result
from exchange transactions such as payments received for providing services
and payments made for services or goods received. Certain significant reve-
nue streams relied upon for operations are recorded as nonoperating revenues
as specified by GASB Statement No. 34, Basic Financial Statements and Man-
agement’s Discussion and Analysis, for State and Local Governments, including
state appropriations, gifts, and investment income. In accordance with GASB
Statement No. 33, Accounting and Financial Reporting for Nonexchange Trans-
actions, revenues from these nonexchange transactions are recognized in the
fiscal year in which all eligibility requirements (resource provider conditions)
have been satisfied, if measurable and probable of collection.

CASH AND CASH EQUIVALENTS

In addition to cash on deposit in private bank accounts, petty cash, and unde-
posited receipts, this classification includes cash on deposit with fiscal agents
and investments with original maturities of ninety days or less. Substantially
all cash and cash equivalents are concentrated in accounts in which balances
exceed FDIC insurance limits.

INVENTORIES
Inventories are valued at the lower of cost (generally determined on the
weighted-average method) or market value.

INVESTMENTS

Investments in corporate stocks and marketable bonds are recorded at market
value. All real estate investments are capital assets, and thus recorded at cost.
Certain less marketable investments, such as private equity investments, are
generally carried at estimated values as determined by management. Because
of the inherent uncertainty in the use of estimates, values that are based on
estimates may differ from the values that would have been used had a ready
market existed for the investments.

ENDOWMENT

The major portion of the University’s endowment is managed by the Uni-
versity of Virginia Investment Management Company Long-Term Pool. It is
pooled using a market value basis, with each fund subscribing to or disposing
of units (permanent shares) on the basis of the market value per unit at the
end of the month within which the transaction takes place.

PLEDGES RECEIVABLE
The University receives pledges and bequests of financial support from cor-
porations, foundations, and individuals. Revenue is recognized when a pledge
representing an unconditional promise to pay 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. Endowment
pledges do not meet eligibility requirements, as defined by GASB Statement
No. 33, and are not recorded as assets until the related gift is received.
Unconditional promises to give that are expected to be collected in future
years are recorded at the present value of the estimated future cash flows. The
discounts on these amounts are computed using risk-free interest rates ap-
plicable to the years in which the promises are made, commensurate with ex-
pected future payments. An allowance of $2,463,053 for uncollectible pledges
receivable is provided based on management’s judgment of potential uncol-
lectible amounts. The determination includes such factors as prior collection
history and type of gift.
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CAPITAL ASSETS AND DEPRECIATION

Capital assets are stated at cost at date of acquisition, or fair market value at
date of donation in the case of gifts. Capital assets should be depreciated or
amortized over their estimated useful lives unless they are inexhaustible, are
intangible assets with indefinite useful lives, or are infrastructure assets. The
University capitalizes construction costs that have a value or cost in excess
of $250,000 at the date of acquisition. Renovations in excess of $250,000 are
capitalized if they significantly extend the useful life of the existing asset.
The Academic Division capitalizes moveable equipment at a value or cost of
$5,000 and an expected useful life of one or more years.

The Medical Center Division capitalizes moveable equipment at a value or
cost of $2,000 and an expected useful life of two or more years. Maintenance
or renovation expenditures of $250,000 or more are capitalized only to the ex-
tent that such expenditures prolong the life of the asset or otherwise enhance
its capacity to render service.

Depreciation of buildings, improvements other than buildings, and infra-
structure is provided on a straight-line basis over the estimated useful lives
ranging from ten to fifty years.

Depreciation of equipment is provided on a straight-line basis over esti-
mated useful lives ranging from one to twenty years.

Amortization of intangible assets is also included in depreciation expense
and is provided on a straight-line basis over the estimated useful lives ranging
from one to forty years.

Depreciation of library books is calculated on a straight-line basis over ten
years.

Expenditures related to construction are capitalized as they are incurred.
Projects that have not been completed as of the date of the Statement of Net
Assets are classified as Construction in Process. Construction-period interest
cost in excess of earnings associated with the debt proceeds is capitalized as
a component of the fixed asset.

Capital assets, such as roads, parking lots, sidewalks, and other non-
building structures and improvements are capitalized as infrastructure and
depreciated accordingly.

In accordance with AICPA Statement of Position 98-1, Accounting for the
Costs of Computer Software Developed or Obtained for Internal Use, the Uni-
versity capitalizes computer software developed or obtained for internal use.
Capitalization begins at the application development stage, which consists of
the design, coding, installation, and testing of the software and interfaces.

COLLECTIONS

The University does not capitalize works of art or historical treasures that
are held for exhibition, education, research, and public service. These collec-
tions are protected and preserved, neither disposed of for financial gain, nor
encumbered in any means. Accordingly, such collections are not recognized
or capitalized for financial statement purposes.

DEFERRED REVENUE
Deferred revenue consists primarily of cash received from grant and contract
sponsors, which has not been earned under the terms of the agreement, and
amounts received in advance of an event, such as student tuition, but not
earned as of June 30.

INTEREST CAPITALIZATION

Interest expense incurred during the construction of capital assets is capital-
ized, if material, net of interest income earned on resources set aside for this
purpose. The University incurred capital project interest expense of $6,090,168
and earned capital project interest income of $551,598 for the fiscal year ended
June 30, 2009, resulting in net interest capitalized of $5,538,570.

ACCRUED COMPENSATED ABSENCES

The amount of leave earned but not taken by nonfaculty salaried employees
is recorded as a liability on the Statement of Net Assets. The amount reflects,
as of June 30, 2009, all unused vacation leave, and the amount payable upon
termination under the Commonwealth of Virginia’s sick leave payout policy.
The applicable share of employer-related taxes payable on the eventual ter-
mination payments is also included.



REVENUE RECOGNITION

Revenues, as reflected on the Statement of Revenues, Expenses, and Changes
in Net Assets, include all exchange and nonexchange transactions earned and
in which all eligibility requirements (resource provider conditions) have been
satisfied, if measurable and probable of collection.

Student tuition and auxiliary fees are presented net of scholarships and
fellowships applied to student accounts.

Certain auxiliary operations provide goods and services to internal custom-
ers. These auxiliary operations include activities such as central stores, the
print shop, and other auxiliaries with interdepartmental activities. The net
effect of these internal transactions has been eliminated in the Statement of
Revenues, Expenses, and Changes in Net Assets to avoid inflating revenues
and expenses.

MEDICAL CENTER SALES AND SERVICE

A significant portion of the Medical Center services is rendered to patients
covered by Medicare, Medicaid, or other third-party payors. The Medical Cen-
ter has entered into contractual agreements with these third parties to accept
payment for services in amounts less than scheduled charges. In accordance
with these agreements, the difference between the contractual payments due
and the Medical Center scheduled billing rates results in contractual adjust-
ments. Patient care revenues are reported net of contractual allowances in the
Statement of Revenues, Expenses, and Changes in Net Assets in the period in
which the related services are rendered.

Certain annual settlements of amounts due for Medical Center services
covered by third parties are determined through cost reports that are subject
to audit and retroactive adjustment by the third parties. Provisions for pos-
sible adjustments of cost reports have been estimated and reflected in the
accompanying financial statements. Because the determination of settle-
ments in prior years has been based on reasonable estimation, the difference
in any year between the originally estimated amount and the final determi-
nation is reported in the year of determination as an adjustment to Medical
Center revenues.

REVENUE AND EXPENSE CLASSIFICATIONS
The University’s policy for defining operating activities as reported on the
Statement of Revenues, Expenses, and Changes in Net Assets are those that
generally result from activities having the characteristics of exchange trans-
actions, meaning revenues are received in exchange for goods and services.
Operating revenues include student tuition and fees, net of scholarship
discounts and allowances; sales and services of auxiliary enterprises, net of
scholarship discounts and allowances; federal, state, local, and nongovern-
mental grants and contracts; and sales and services of educational depart-
ments. With the exception of interest expense and losses on the disposal of
capital assets, all expense transactions are classified as operating expenses.
Nonoperating revenues include activities having the characteristics of
nonexchange transactions, meaning revenues are received for which goods
and services are not provided. Nonoperating revenues include revenues from
gifts; state appropriations; investment and interest income; and other rev-
enue sources.

SCHOLARSHIP ALLOWANCE

Student tuition and fee revenues, and certain other revenues from students,
are reported net of scholarship discounts and allowances in the Statement of
Revenues, Expenses, and Changes in Net Assets. Scholarship discount and al-
lowance is the difference between the stated charge for goods and services pro-
vided by the University and the amount paid by students and/or third parties
making payments on the students’ behalf. Financial aid to students is reported
using the alternative method as recommended by the National Association of
College and University Business Officers (NACUBO). The alternative method is
a simple proportionality algorithm that computes scholarship discount and
allowance on a University-wide basis by allocating the amounts applied to stu-
dent accounts and the cash payments to students, excluding payments for ser-
vices, on the ratio of total aid to the aid not considered to be third-party aid.

DISCOUNTS, PREMIUMS, AND BOND ISSUANCE COSTS
Bonds payable on the Statement of Net Assets are reported net of related dis-
counts and premiums, which are expensed over the life of the bond. Similarly,

bond issuance costs are reported as a noncurrent asset that is amortized over
the life of the bond on a straight-line basis.

INCOME TAX STATUS

The University of Virginia is an agency of the Commonwealth of Virginia and
is exempt from Federal Income tax under Section 115(a) of the Internal Rev-
enue Code. The University Related Organizations are 501(c)(3) organizations
and are exempt from Federal Income tax under the Internal Revenue Code.
Accordingly, no provision for income taxes has been recorded in the accom-
panying financial statements.

COMPARATIVE DATA

The University presents its financial information on a comparative basis. The
basic financial statements include certain prior year summarized compara-
tive information in total, but not at the level of detail required for a presenta-
tion in conformity with generally accepted accounting principles. Accordingly,
the prior-year information should be read in conjunction with the University’s
financial statements for the year ended June 30, 2008, from which the sum-
marized information was derived.

RESTATEMENTS AND RECLASSIFICATIONS

Certain amounts from the prior fiscal year have been restated and reclas-
sified to conform to current-year presentation. The July 1, 2008, beginning
net assets as originally reported were overstated by $134,741 as a result of
the misclassification of a building at the University’s College at Wise as a
nondepreciable capital asset. The building has been reclassified and the prior
years’ accumulated depreciation of $134,741 has been adjusted. The following
summarizes restatements that have been made to the ending balance of fis-
cal year 2008 (in thousands):

Net Assets reported at June 30, 2008 S 5,638,754
Reclassification of nondepreciable capital asset

to depreciable, net of accumulated depreciation (135)
BEGINNING NET ASSETS AT JULY 1, 2008,

AS RESTATED S 5,638,619
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NOTE 2: CASH, CASH EQUIVALENTS, AND INVESTMENTS

The University of Virginia Investment Management Company (UVIMCO) administers and manages the majority of the University’s investments in a long-term
investment pool. The Long-Term Pool (LTP) includes endowment assets. Operating funds are primarily invested for short periods of time and are managed by
the University in the Aggregate Cash Pool.

UVIMCO is governed by a board of ten directors, three of whom are appointed by the Board of Visitors of the University of Virginia and one of whom is
appointed by the University president.

The University monitors and receives periodic reports on the long-term investment policy executed by UVIMCO. It is the policy of the University to comply
with the Investment of Public Funds Act, Code of Virginia Section 2.2 4500-4517, when investing tuition and educational fees that are used or required for the
day-to-day operations, as permitted under the Code of Virginia Section 23-76.1.

RISK
Custodial Credit Risk is the risk that in the event of a bank failure, the University’s deposits will not be honored. The University had no investments exposed
to custodial credit risk as of June 30, 2009.

Interest Rate Risk is when the fair market value is adversely affected by changes in interest rates. The longer the duration of an investment, the greater the
interest rate risk. Investments subject to interest rate risk at June 30, 2009, are outlined in the accompanying chart.

Credit Risk is the possibility that a loss may occur due to the failure of a counterparty to perform according to the terms of the contract. State law limits
the investment of certain nonendowed assets to short-term commercial paper, certificates of deposit, asset-backed securities, and debt obligations to the top
rating issued by nationally recognized statistical rating organizations (NRSROs) and requires the investment be rated by at least two NRSROs. For longer-term
certificates of deposit and corporate notes, the rating must be one of the top two ratings issued by two NRSROs. Investments subject to credit risk at June 30,
2009, are outlined in the accompanying chart.

Concentration of Credit Risk is the risk of a large loss attributed to the magnitude of investment in a single issuer of fixed income securities. The University
minimizes this risk by diversifying its investments. The University does not have investments exposed to concentration of credit risk as of June 30, 2009.

Foreign Currency Risk is the risk that changes in exchange rates will adversely affect the fair value of an investment or a deposit. The University has no
foreign investments or deposits as of June 30, 2009.

DEPOSITS

Deposits include bank account balances and are governed by the Virginia Security of Public Deposits Act. The Act includes a cross guarantee among approved
financial institutions eligible to hold public funds. In the event of a default by one of the approved financial institutions, an assessment is levied against all
participating institutions to cover the uncollateralized public deposits of the defaulting entity. This cross guarantee significantly diminishes custodial credit
risk. Amounts on deposit covered by the Virginia Security of Public Deposits Act totaled $60 million at June 30, 2009. Such deposits are not subject to foreign
currency risk. Interest rate risk disclosure for cash equivalents is outlined in the accompanying chart.

CREDIT QUALITY AND INTEREST

RATE RISK

CASH EQUIVALENTS

Short-term investment pool S 477 Aaa

University of Virginia Investment Management

Company Aggregate Cash Pool 196,197 Unrated
State Non-Arbitrage Program 170,354 AAAM
TOTAL CASH EQUIVALENTS ) 367,028

INVESTMENTS SUBJECT TO INTEREST RATE RISK
Endowment investments:

Debt securities

Demand notes due from related foundation,

noninterest bearing S 11,633 Unrated | $ 1,633
Note receivable, 9% 161 Unrated ) 161
Other investments
Federal Home Loan Bank 9,999 Aaa 9,999
Federal Home Loan Mortgage Corporation Aaa
Federal National Mortgage Association 34,999 Aaa 34,999
TOTAL INVESTMENTS SUBJECT TO INTEREST RATE RISKS 56,792 $ 56,631 161
100.0% 99.7% 0.0% 0.0% 0.3%
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INVESTMENTS

For endowment investments, the University’s policy is to maximize long-term real return commensurate with the risk tolerance of the University. To achieve
this objective, the University participates in the UVIMCO Long-Term Pool (LTP), which attempts to achieve returns that consistently exceed the returns on a
passively managed benchmark with similar asset allocation and risk.

The LTP invests in a variety of asset classes, including common stocks, fixed-income, foreign investments, derivatives, private equity, and hedge funds. These
assets are subject to a variety of risks. Common stocks are subject to risk that the value may fall (market risk), while fixed-income investments are subject to
interest rate and credit risk. Foreign investments are subject to currency exchange rates (foreign exchange risk), political and economic developments, limited
legal recourse, and markets. Derivatives such as futures, options, warrants, and swap contracts involve risks that may result in losses. The prices of derivatives
may move in unexpected ways due to the use of leverage or other factors, especially in unusual market conditions, and may result in increased volatility. Hedge
funds are subject to the risks contained in the underlying investments and can limit liquidity.

The Aggregate Cash Pool commingles the short-term investments of the University. The investments are valued on a daily basis by the custodian bank.
Deposits and withdrawals may be processed daily. An income factor is calculated daily and includes interest and dividends earned, realized gains and losses,
the change in unrealized gains and losses, and fees. Income factors are totaled on a monthly basis, and income is reinvested on the first business day of the
following month.

Biannual distributions are made from the University’s endowment to departments holding endowment investments. The University’s endowment spend-
ing policy ties annual increases to inflation as defined by the Higher Education Price Index. If the increase causes the endowment distribution to fall outside
a range defined as 4.0 percent to 6.0 percent of the market value of the endowment, then the Finance Committee of the Board of Visitors may recommend
increasing or decreasing the spending rate. The current policy calls for the Board of Visitors to review the inflation factor every five years. This will next occur
in 2010, unless the distribution falls outside of the current 4.0 percent to 6.0 percent range. For fiscal year 2009, the endowment distribution was adjusted to
5.0 percent of the fund’s market value at June 30, 2008. For fiscal year 2009, for endowments invested in the LTP, the total distribution was $163.5 million and
the market value of the LTP endowment at June 30, 2009, was $2.4 billion.

At June 30, 2009, the University’s investment in the LTP was $3.1 billion, representing 83 percent of invested assets. At June 30, 2009, the University’s invest-
ment in the Aggregate Cash Pool was $196 million, representing 5 percent of invested assets. These pools are not rated by nationally recognized statistical
rating organizations.

For the year ended June 30, 2009, the University had the following endowment-related activities:

SUMMARY OF ENDOWMENT

ACTIVITY

Investment earnings S (325.617) | S (380,401) |$ (10,977) | $ (716,995)
Contributions to permanent endowment 49,212 - — 49,212
Other gifts - - 2,409 2,409
Spending distribution (76,700) (86,831) - (163,531)
Transfers in/(out) * 741 103,811 (2,960) 101,592
TOTAL CHANGE IN ENDOWMENT FUNDS $ (352,364) | $ (363,421) | $ (11,528) | $ (727,313)

*Transfers into donor-restricted endowments include donor-directed income capitalizations, and transfers out of trusts include payments to income beneficiaries.

NOTE 3: STATEMENT OF NET ASSETS DETAILS

a. Accounts receivable: The composition of accounts receivable at June 30, 2009, is summarized as follows:

ACCOUNTS RECEIVABLE

Patient care S 310,960
Grants and contracts 35,006
Pledges 18,311
Institutional loans 3,387
Equipment Trust Fund reimbursement 10,556
Auxiliary 4,168
Related foundation 2,731
Other 7,761
Less: Allowance for doubtful accounts (234,222)
TOTAL $ 158,658
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b. Notes receivable: The composition of notes receivable at June 30, 2009, is summarized as follows:

NOTES RECEIVABLE

Perkins S 19,390
Nursing 1,403
Health 6
Institutional 13,735
Fraternity loan 770
House Staff loan 13
Less: Allowance for doubtful accounts (802)
Total notes receivable, net 34,515
Less: Current portion, net of allowance (4,313)
TOTAL NONCURRENT NOTES RECEIVABLE $ 30,202

c. Pledges: The composition of pledges receivable at June 30, 2009, is summarized as follows:

GIFT PLEDGES OUTSTANDING
Operations S 13,584
Capital 14,725
TOTAL GIFT PLEDGES OUTSTANDING 28,309
Less:
Allowance for uncollectible pledges (2,463)
Unamortized discount to present value (2,124)
Total pledges receivable, net 23,722
Less current portion, net of allowance (16,685)
TOTAL NONCURRENT PLEDGES RECEIVABLE $ 7,037

[-%

INVESTMENT IN PLANT—

CAPITAL ASSETS

NONDEPRECIABLE CAPITAL ASSETS

. Capital assets: Activity for the year ended June 30, 2009, is summarized as follows:

Land 38,192 34 - (561) 37,972
Construction in process 371,506 267,827 2,411 (340,867) 296,055
Software in development 10,881 11,054 - (8,480) 13,455
TOTAL NONDEPRECIABLE CAPITAL ASSETS 420,579 279,222 2,41 (349,908) 347,482
DEPRECIABLE CAPITAL ASSETS
Buildings 1,852,584 111,385 5,157 243,798 2,202,610
Equipment 615,882 53,304 38,331 (14,437) 616,418
Infrastructure 214,440 - - 110,895 325,335
Improvements other than buildings 138,209 16 23 1,182 139,384
Capitalized software 32,790 — - 8,480 41,270
Library books 105,191 3,682 376 — 108,497
Total depreciable capital assets 2,959,096 168,387 43,887 349,918 3,433,514
Less accumulated depreciation for:
Buildings (683,863) (62,086) (3,168) (17,580) (760,361)
Equipment (389,703) (55,026) (25,436) 17,160 (402,133)
Infrastructure (112,320) (10,212) — 374 (122,158)
Improvements other than buildings (72,839) (6,059) (23) (93) (78,968)
Capitalized software (24,362) (2,592) - (26) (26,980)
Library books (81,139) (4,002) (377) - (84.764)
Total accumulated depreciation (1,364,226) (139,977) (29,004) (165) (1,475,364)
TOTAL DEPRECIABLE CAPITAL ASSETS, NET 1,594,870 28,410 14,883 349,753 1,958,150
TOTAL 2,015,449 307,632 17,294 (155) 2,305,632
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for a noncompetition agreement and is being amortized over its ten-year life.

e. Goodwill: In May 2000, the Medical Center acquired from Augusta Health Care, Inc., the kidney dialysis assets in a transaction accounted for as a purchase.
Accordingly, $987,188 was recorded as goodwill for the purchase of the assets and was amortized over five years. An additional $800,000 was recorded as goodwill

In July 2004, the Medical Center purchased Virginia Ambulatory Surgery Center (VASI), now known as Virginia Outpatient Surgery Center. As a result of the
purchase, the Medical Center recorded $6,980,198 of goodwill to be amortized over a period of forty years.
In November 2004, the Medical Center purchased Amherst and Lynchburg renal facilities. As a result of the purchase, the Medical Center recorded goodwill of
$3,476,068 and $4,017,321, respectively, for the Amherst and Lynchburg facilities. The goodwill is to be amortized over a period of forty years.

f. Accounts payable: The composition of accounts payable at June 30, 2009, is summarized as follows:

ACCOUNTS PAYABLE

Accounts payable S 115,102
Accrued salaries and wages payable 62,784
Other payables 38,859
TOTAL $ 216,745

g. Deferred revenue: The composition of deferred revenue at June 30, 2009, is summarized as follows:

DEFERRED REVENUE

Grants and contracts S 49,073
Student payments 12,144
Other tuition and fee payments 9,778
Medical Center gift revenues 18,733
Other deferred revenues 11,061
TOTAL $ 100,789

NOTE 4: SHORT-TERM DEBT

Short-term debt at June 30, 2009, is summarized as follows:

SHORT-TERM DEBT

Commercial paper, tax-exempt

17,550

W

S 149,585 110,720 | S

56,415

TOTAL COMMERCIAL PAPER

17,550

$ 149,585 | $ 110,720 | $§

56,415

The University has a combined taxable and tax-exempt commercial paper program that provides for bridge financing for capital projects up to a board-approved
limit. The University Board of Visitors approved the current commercial paper program limit of $300,000,000 in April 2008. In fiscal year 2009, the average days
to maturity for outstanding commercial paper were ninety-eight and the weighted-average effective interest rate was .62 percent.

PRESIDENT'S REPORT 2008—09

57



NOTE 5: LONG-TERM OBLIGATIONS

a. Long-term debt: The composition of long-term debt at June 30, 2009, is summarized as follows:

LONG-TERM DEBT

BONDS AND NOTES PAYABLE
Revenue bonds
Medical Center Series 1999A (9d) 4.5% 10 5.3% 2013 S 18,935 | S -1 18,935 | S -
University of Virginia Series 2003A (9d) 3.31% 10 3.97% 2034 82,010 — - 82,010
University of Virginia Series 2003B (9d) 4.0% 10 5.0% 2033 110,815 — 2,365 108,450
University of Virginia Series 2005 (9d) 4.0% t0 5.0% 2037 185,495 — 2,700 182,795
University of Virginia Series 2008 (9d) 5.0% 2040 231,365 — - 231,365
University of Virginia Series 2009 (9d) 4.04%* 2040 - 250,000 - 250,000
Commonwealth of Virginia bonds (9¢) 3.8% 10 9.3% 2021 25,077 5,555 9,787 20,845
Notes payable to VCBA 1999A (9d) 3.5% 10 6.0% 2020 2,910 - 1,420 1,490
Notes payable to VCBA 2000A (9d) 3.5% 10 5.8% 2021 12,360 - 1,985 10,375
Notes payable to VCBA 2004B (9d) 3.0% 10 5.0% 2020 37,105 — 115 36,990
Notes payable to VCBA 2007B (9d) 4.0% 10 4.25% 2020 11,010 — 255 10,755
Other various 2009 298 — 77 221
TOTAL BONDS AND NOTES PAYABLE $ 717,380 | $ 255,555 | $ 37,639 | $ 935,296
Less current portion of debt (13,047) (465) - (13,512)
Bond premium 23,898 — 1,024 22,874
Deferred loss on early retirement of debt (4,696) - (397) (4,299)
NET LONG-TERM DEBT $ 723,535 | $ 255,090 | $ 38,266 | $ 940,359

*The University of Virginia Series 2009 (9d) revenue bonds are Build America Bonds, issued at 6.2%. With the ARRA rebate, the effective rate is reduced to 4.04%.

On April 22, 2009, the University of Virginia issued $250,000,000 in Taxable General Revenue Pledge Bonds, Series 2009 (“Series 2009 Bonds”). The Series 2009
Bonds were issued as Build America Bonds for the purposes of the American Reinvestment and Recovery Act of 2009 (the “Act”) to fund new construction on the
grounds of the University of Virginia. The Series 2009 Bonds were issued with a coupon of 6.20 percent. Pursuant to the Act, the University will receive a cash
subsidy payment from the United States Treasury equal to 35 percent of the interest payable on the Series 2009 Bonds on each interest payment date. The Series
2009 Bonds are due September 1, 2039, and, after taking into account the cash subsidy, were issued at a yield to maturity of 4.044 percent.

On June 15, 2009, the University called all $18,935,000 of its outstanding General Revenue Pledge Bonds, Series 1999A. The University issued tax-exempt
commercial paper to finance the call. The refunding of the bonds is estimated to reduce aggregate debt service by $1,820,204, representing a net present-value
savings of $1,776,146 and an accounting loss of $189,350.

During the fiscal year ended June 30, 2009, the Commonwealth of Virginia, on behalf of the University of Virginia, issued bonds of $5,554,959 to advance re-
fund $5,556,651 of Series 1998 Bonds. The advance refunding reduced the aggregate debt service by $173,812, representing a net present-value savings of $159,035
and an accounting loss of $192,662.

The University of Virginia has a revolving credit agreement with a maximum principal amount of $82,010,000 to provide liquidity for its General Revenue
Pledge Bonds, and another revolving credit agreement with a maximum principal amount of $167,990,000 to provide liquidity for all other variable-rate obliga-
tions of the University. There were no advances outstanding under either credit agreement as of June 30, 2009.

Maturities and interest on notes and bonds payable for the next five years and in subsequent five-year periods are as follows:

MATURITIES

2010 S 13,512 | S 39,626
201 13,327 39,875
2012 12,862 39,905
2013 13,385 38,555
2014 12,855 37,910
2015-2019 69,085 179,478
20202024 50,205 165,051
20252029 27,195 156,430
20302034 110,045 148,725
2035-2039 281,910 117,906
2040 330,915 9,083
TOTAL $ 935,296 | $ 972,544
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PRIOR YEAR REFUNDINGS %

In previous fiscal years, bonds and notes were issued to refund a portion of previously outstanding bonds and notes payable. Funds relating to the refundings
were deposited into irrevocable trusts with escrow agents to provide for future debt service on the refunded bonds. The trust account assets and liabilities for
the defeased bonds are not included in the University’s financial statements. At June 30, 2009, the outstanding balance of the prior years’ in-substance defeased
bonds and notes totaled $46,950,000.

DERIVATIVES

At June 30, 2009, the University had two fixed-payor interest rate swaps totaling $100 million in notional amount. The underlying index for the swaps is the
Securities Industry and Financial Markets Municipal Swap Index (SIFMA). The swaps mature June 1, 2038. The swaps were entered into at a zero market value and
no payments were made or received when they were initiated.

As of June 30, 2009, the $100 million notional amount of swaps outstanding had a negative market value of approximately $7 million, representing the
amount the University would pay if the swaps were terminated on that date. The fair value was determined by using the quoted SIFMA index curve at the time
of market valuation. The University would be exposed to the credit risk of its swap counterparties any time the swaps had a positive market value. As of June
30, 2009, the University’s swap counterparties were rated A+ and A from Standard & Poor’s and Aa3 and A2 by Moody’s. To mitigate credit risk, the University
limits market value exposure and requires the posting of collateral based on the credit rating of the counterparty. All counterparties are required to have at least
an A-/A3 rating by Standard & Poor’s and Moody’s, respectively. As of June 30, 2009, no collateral was required to be posted by the counterparties.

The derivative contracts use the International Swap Dealers Association Master Agreement, which includes standard termination events, such as failure to
pay and bankruptcy. The Schedule to the Master Agreement includes an additional termination event. That is, the swap may be terminated by either party if
the counterparty’s credit rating falls below BBB/Baa2 in the case of Standard & Poor’s and Moody’s, respectively. The University or the counterparty may also
terminate the swap if the other party fails to perform under the terms of the contract. If at the time of termination the swap has a negative market value, the
University would be liable to the counterparty for a payment equal to the swaps’ market value.

b. Long-term liabilities: The composition of long-term liabilities at June 30, 2009, is summarized as follows:

LONG-TERM LIABILITIES

Investments held for related entities 18,472 60 5,833 12,699
Accrual for compensated absences 50,127 55,216 52,369 52,974
Perkins loan program 15,860 102 - 15,962
Investment in Culpeper Regional Hospital - 42,264 4,567 37,697
Other postemployment benefits 6,766 867 - 7,633
Other 24,543 13,939 14,145 24,337
Subtotal 115,768 112,448 76,914 151,302
Less current portion of long-term liabilities (53,690) (17,889) — (71,579)
NET LONG-TERM LIABILITIES 62,078 94,559 76,914 79,723

NOTE 6: AFFILIATED COMPANIES

UNIVERSITY OF VIRGINIA IMAGING, L.L.C.

On March 26, 2002, the Medical Center entered into an agreement with Outpatient Imaging Affiliates of Virginia, L.L.C. (OIA) to establish University of Virginia
Imaging, L.L.C. (UVI). The limited liability corporation was formed to operate an outpatient diagnostic imaging center to help respond to the need for radiology
services in the Charlottesville area.

The Medical Center currently operates an outpatient imaging department offering MRI, plain film radiography, fluoroscopy, and ultrasound in office space at
the Fontaine Research Park. Although available to all Medical Center physicians, the site principally serves orthopaedic physicians located at the Fontaine Office
Park. UVI also provides services to outpatients from the Medical Center’s primary and secondary service areas. Because the Medical Center owns 80 percent of
uVvl, its financial activity is presented under the consolidation method.

COMMUNITY MEDICINE, L.L.C.
On November 14, 2000, the University of Virginia established Community Medicine University of Virginia, L.L.C. (Community Medicine). Community Medicine
was established as a limited liability corporation (L.L.C.) under the laws of the Commonwealth of Virginia to house physician practices. This model gives physi-
cians an organizational structure that allows them the opportunity to practice independently in a virtual private practice environment with all the risks and
gains associated with an independent model. As an L.L.C., which is a wholly-owned subsidiary of the University, Community Medicine is considered a disregarded
entity for tax purposes and its financial activity is accounted for under the consolidation method.

Community Medicine commenced operations on July 1, 2001, and as of June 30, 2009, the Medical Center’s investment totaled $1,810,000.

CENTRAL VIRGINIA HEALTH NETWORK, INC.
In May 1995, the Medical Center joined the Central Virginia Health Network, Inc. (CVHN), a partnership of eight Richmond-area hospitals. CVHN was formed
to provide an efficient and coordinated continuum of care, with services ranging from acute hospital treatment to primary physician care and home health
services.

The Medical Center originally paid $100 for 10,000 shares of common stock and $109,900 as additional paid-in capital. In addition, the Medical Center is
obligated for monthly dues to CVHN of $15,913. Complete financial statements can be obtained from the registered agent: Steven D. Gravely, Esq., Mezzullo and
McCandlish, P.O. Box 796, Richmond, Virginia 23206.
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UNIVERSITY OF VIRGINIA/HEALTHSOUTH, L.L.C.

The Medical Center entered into a joint venture with HEALTHSOUTH Corporation to establish an acute rehabilitation facility, located at the Fontaine Research
Park in Charlottesville, Virginia, to provide patient services to the region. The Medical Center made a capital contribution of $2,230,000 to the joint venture in
May 1996, which represents a 50 percent interest. Complete financial statements can be obtained from the managing member: HEALTHSOUTH Corporation, 7700
East Parham Road, Richmond, Virginia 23294.

VALIANCE HEALTH, L.L.C.

In November 1997, the Medical Center became a participant with Rockingham Memorial Hospital and Augusta Health Care, Inc., in Valiance Health, L.L.C.
(valiance), a joint venture integrating and coordinating the delivery of health care services in central and western Virginia. The Medical Center contributed
$100,000 in initial capital, which entitles it to a pro-rata distribution of any profits and losses of Valiance. As of June 30, 2009, the Medical Center’s investment
totaled $500,000.

UNIVERSITY HEALTHSYSTEM CONSORTIUM (UHC)

In December 1986, the Medical Center became a member of the University HealthSystem Consortium (UHC). Founded in 1984, UHC is an alliance of the clinical
enterprises of academic health centers. While focusing on the clinical mission, UHC is mindful of and supports the research and education missions. The mission
of UHC is to advance knowledge, foster collaboration, and promote change to help members compete in their respective health care markets. In keeping with
this mission, UHC helps members pool resources, create economies of scale, improve clinical and operating efficiencies, and influence the direction and delivery
of health care. Accordingly, UHC is organized and operated on a cooperative basis for the benefit of its patron-member health systems.

UHC is a not-for-profit organization. It is incorporated as a nonstock corporation and designated as a nonexempt cooperative that is taxable under Subchap-
ter T, section 1382-1388, of the Internal Revenue Code. As such, UHC’s bylaws provide for distributions of patronage dividends to its patrons. This allocation is
based on the value of business done with or for each patron by UHC. The Medical Center records the portion of the patronage dividends that were held by UHC
as patronage equity.

CULPEPER REGIONAL HOSPITAL

On December 31, 2008, the University of Virginia Medical Center and Culpeper Regional Hospital entered into a partnership agreement, whereby the Medical
Center obtained a 49 percent interest in Culpeper Regional Hospital, with a $41.2M investment. The Medical Center uses the equity method of consolidation in
order to reflect the Medical Center’s investment in Culpeper Regional Hospital.

AS OF JUNE 30, 2009

UVA Imaging, L.L.C. S 687 | $ 2,546 | $ 3,233
Community Medicine, L.L.C. 1,810 (4,038) (2,228)
Central Virginia Health Network, Inc. 232 (41) 191
HEALTHSOUTH, L.L.C. 1,355 6,558 7,913
Valiance, L.L.C. - 1,276 1,276
University HealthSystem Consortium — 647 647
Culpeper Regional Hospital 41,248 219 41,467

HEALTHCARE PARTNERS, INC.

In May 1995, HealthCare Partners, Inc. (HealthCare Partners), a nonstock, nonprofit corporation, was established to support networking, external business rela-
tionships with neighboring hospitals and physicians groups, and expansion of primary care activities. The Medical Center and the Health Services Foundation
are the primary contributors to the funding of the corporation. The corporation is governed by a board of directors composed of Health System staff, community
members, and University Board of Visitors appointees.
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NOTE 7: COMPONENT UNITS

Summary financial statements and additional disclosures are presented below.

STATEMENT OF FINANCIAL
POSITION
ASSETS
Current assets
Total current assets $ 25215|$  20,165($  49,627|$ 28,063|$ 20,933|$  76,130($ 213,003|$ 433,136|$ —|$ 433,136
Noncurrent assets
Long-term investments 225,746 17717 277,744 47,851 64,235 126,240 3,829,859 4,748,792 (716,418)| 4,032,374
Capital assets, net, and other assets 6,241 89,495 34,991 24,782 222,550 29,265 1,095 408,419 - 408,419
Total noncurrent assets 231,987 266,612 312,735 72,633 286,785 155,505 3,830,954 | 5,157,211| (716,418)| 4,440,793
TOTAL ASSETS $ 257,202|$ 286,777|S 362,362|S 100,696|5 307,718|S  231,635(54,043,957 | $ 5,590,347 |$ (716,418) |$ 4,873,929
LIABILITIES AND NET ASSETS
Current liabilities
Total current liabilities $ 274$ 7,001($  59,835($ 6345  63,992($  94,687|$ 4,034,136 |$ 4,260,559 |$ (716,418) | $ 3,544,141
Noncurrent liabilities
Long-term debt,
net of current portion of $12,706 - 49,347 18,003 - 127,399 40,650 - 235,399 - 235,399
Other noncurrent liabilities 521 — 21,201 683 42,779 62,345 3,738 131,267 — 131,267
Total noncurrent liabilities 521 49,347 39,204 683 170,178 102,995 3,738 366,666 - 366,666
TOTAL LIABILITIES $ 795($ 56,348|$ 99,039 (S 1,317|$  234,70|$  197,682|$ 4,037,874 |$ 4,627,225|$ (716,418) | $ 3,910,807
NET ASSETS
Unrestricted S 31,108 S 72,540($ 35,013|$  35,698($S 5,681(S  28,297($ 6,083|S 214,420($ —|$ 214,420
Temporarily restricted 123,702 50,535 81,763 39,486 53,091 5,656 - 354,233 - 354,233
Permanently restricted 101,597 107,354 146,547 24,195 14,776 - - 394,469 - 394,469
TOTAL NET ASSETS 256,407 230,429 263,323 99,379 73,548 33,953 6,083 963,122 - 963,122
TOTAL LIABILITIES AND NET ASSETS $ 257,202|$ 286,777|$ 362,362|$ 100,696|S 307,718|$  231,635|$4,043,957|$ 5,590,347 |$ (716,418)|$ 4,873,929

*December 31, 2008, year-end

PLEDGES RECEIVABLE

Unconditional promises to give (pledges) are recorded as receivables and revenues and are assigned to net asset categories based on the presence or absence
of donor-imposed restrictions. Pledges expected to be collected within one year are recorded at net realizable value. Pledges that are expected to be collected
in future years are recorded at the net present value of their estimated future cash flows. The discounts on these amounts are computed using risk-free inter-
est rates applicable to the years in which the promise was received and then remain consistent throughout the pledge’s life. The component units recorded an
allowance against pledges receivable for estimated uncollectible amounts. The Health Services Foundation does not accept gifts. Unconditional promises to
give at June 30, 2009, are as follows:

SUMMARY SCHEDULE OF

PLEDGES RECEIVABLE

Total pledges receivable $ 14,266($ 19,08($ 20,738|$ 44.1m2|$ —-1$ —|$ —|$ 98,224
Less allowance for uncollectible accounts (886) (1,682) (1,672) (4,655) - - - (8,895)
Less effect of discounting to present value (2,609) (2,258) (2,223) (1,495) - - - (8,585)
Net pledges receivable 10,771 15,168 16,843 37,962 - - - 80,744
Less current pledges (4.805)|  (3.447)| (4,808)| (14,41) - - - (27.471)
TOTAL NONCURRENT PLEDGES RECEIVABLE $ 5966($ 1,721|$ 12,035($  23,551(% -1$ —$ —|$ 53,273

*December 31, 2008, year-end

The University of Virginia Law School Foundation has received bequest intentions and certain other conditional promises to give of approximately $11 million
at June 30, 2009. These intentions and conditional promises to give are not recognized as assets, and if they are received, will generally be restricted for specific
purposes stipulated by the donors, primarily endowments for scholarships and professorships.

Pledges receivable for the Virginia Athletics Foundation are for several programs. The majority of these are for the Arena Campaign.
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INVESTMENTS

Investments are recorded at market value, which is determined by readily available quotes on the stock exchange or as quoted by the University of Virginia
Investment Management Company (UVIMCO). Realized gains (losses) from the sale of securities and unrealized gains (losses) from the appreciation (deprecia-
tion) of the value of securities held are recognized in the year incurred. The fair values of investments by investment class at June 30, 2009, for the component
units are as follows:

SUMMARY SCHEDULE OF

INVESTMENTS

Private placements and limited partnerships S 35|$ —$ —1$ —$ —$ —1$1,190,280($ 1,190,315
University of Virginia Investment Management Company 156,402 169,278 261,084 47,291 50,411 31,952 — 716,418
Equities 42 3,340 7141 149 — 1,641 924,079 946,392
Other 89,367 8,737 9,524 1,083 24,466 96,830| 1,927,283 2,157,290
Total investments $ 245,846(S 181,355|$ 277,749|S 48,523|$  74,877|S5 140,423|54,041,642($ 5,010,415
Less amounts shown in current assets (20,100) (4,238) (5) (672)| (10,642) (14,183)|  (2n,783)| (261,623)
Less eliminations (156,402)| (169,278)| (261,084) (47,291) (50,41M) (31,952) —|  (716,418)
LONG-TERM INVESTMENTS S 69,344|S 7,839|$ 16,660|$ 560|$ 13,824($ 94,288($3,829,859|%4,032,374

*December 31, 2008, year-end

UVIMCO has investments in limited-partnership hedge funds, private equity and venture capital investments, or similar private investment vehicles. These
investments do not actively trade through established exchange mechanisms and are valued at estimated fair market value, based on UVIMCO’s interest in the
investee as determined and reported by the external manager of the investment. Such investments represent $1,427,091,895 (36 percent of investments held for
others) at June 30, 2009. Because of the inherent uncertainty of such valuations, these estimated values may differ from the values that would have been used
had a ready market for the investments existed, and such differences could be material.

PROPERTY, FURNISHINGS, AND EQUIPMENT

The property, furnishings, and equipment of the University of Virginia Foundation and the University of Virginia Darden School Foundation are recorded at
cost, except donated property, which is recorded at fair market value at the date of the gift. Depreciation is taken over estimated useful lives of five to thirty-nine
years using the straight-line method. As of June 30, 2009, capital assets consisted of (in thousands):

Land S 60,772

Buildings and improvements 188,453 | S 103,064
Furnishings and equipment 21,328 1,200
Total 270,553 104,264
Less accumulated depreciation (64,673) (26,841)
NET CAPITAL ASSETS $ 205,880 | $ 77:423
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NOTES PAYABLE

The University of Virginia Foundation has established a line of credit with Wachovia Bank in the amount of $34 million. The outstanding balance at june 30,
2009, was $34 million. The Foundation has a second line of credit with Bank of America in the amount of $40 million. The outstanding balance on this line was
$25 million at June 30, 2009.

The University has allocated up to $51 million of its quasi-endowment funds for use by the Foundation to acquire and develop real estate. As of June 30,
2009, the Foundation had borrowed $12 million of these funds to acquire properties on behalf of the University. These notes payable are noninterest bearing
and due on demand.

LONG-TERM DEBT
The following table summarizes the long-term obligations of the University of Virginia Darden School Foundation, the University of Virginia Foundation, and
the University of Virginia Health Services Foundation at June 30, 2009 (in thousands):

University of Virginia Phase | and Il Darden School Facilities S 52,780

Operating loan S 25,407

1997 Industrial Development Authority revenue bonds-Louisa 5,046

1998 Refunding bonds S 13,800
1999 Mortgage note payable 6,695

2000 Industrial Development Authority revenue bonds-Louisa 4,560
2001 Refinancing demand bonds 41,060

2004 Refinancing note payable 9,744

2006 Refinancing demand bonds 47,910

2009 Economic Development Authority revenue bonds-Albemarle 23,100
Total 52,780 135,862 41,460
Less portion due within one year (3,433) (8,463) (810)
LONG-TERM DEBT, NET OF CURRENT PORTION $ 49,347 | $ 127,399 | $ 40,650

Principal maturities of all mortgages and notes payable after refinancing for the University of Virginia Darden School Foundation, the University of Virginia
Foundation, and the University of Virginia Health Services Foundation are as follows (in thousands):

Year ended June 30, 2010 S 3,433 | S 8,463 | S 810
Year ended June 30, 201 3,618 16,254 1,260
Year ended June 30, 2012 3,822 3,710 1,315
Year ended June 30, 2013 4,032 12,962 1,375
Year ended June 30, 2014 4,241 7,749 1,440
Years ended June 30, 2015-2033 33,634 86,724 35,260
TOTAL $ 52,780 | $ 135,862 | $ 41,460
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STATEMENT OF

ACTIVITIES

UNRESTRICTED REVENUES AND SUPPORT

Contributions $ 2196($  3,482($ 600|$  15,720($ - —|S —|S 21,998

Fees for services, rentals, and sales - 25,337 2,307 744 41,797 202,474 - 272,659

Other revenues (18,096) (6,361) 15,691 4,778 7,476 50,497 10,839 64,824
TOTAL UNRESTRICTED REVENUES AND SUPPORT (15,900) 22,458 18,598 21,242 49,273 252,971 10,839 359,481
EXPENSES

Program services, lectures, special events 12,692 37,146 28,749 1,094 - 237,988 - 327,669

Other expenses 4,266 4,155 5,115 23,749 47,84 42,396 9,980 136,845
TOTAL EXPENSES 16,958 41,301 33,864 34,843 47,184| 280,384 9,980 464,514

EXCESS (DEFICIENCY) OF UNRESTRICTED
REVENUES AND SUPPORT OVER EXPENSES (32,858) (18,843) (15,266) (13,601) 2,089 (27,413) 859 | (105,033)

CHANGES IN TEMPORARILY RESTRICTED NET ASSETS

Contributions S 4,702($ 961|S  27938($ 137319 —1$ —1s =S 34974
Other (37.655)|  (46,84)  (88,348)|  (22,499)|  (12,008) (1,840) —| (208,534)
NET CHANGE IN TEMPORARILY RESTRICTED NET ASSETS (32,953) (45,223) (60,410) (21,126) (12,008) (1,840) —|  (173,560)

CHANGES IN PERMANENTLY RESTRICTED NET ASSETS

Contributions S 3.970|$ 24|15 5,484($ 3,275($ —1$ —1$ =S 12,753
Other 1277 - (1,673) @) (4844) - - (5.271)
NET CHANGE IN PERMANENTLY RESTRICTED NET ASSETS 5,247 24 3,81 3,244 (4,844) - — 7,482
CHANGE IN NET ASSETS (60,564)|  (64,042) (71,865) (31,483) (14,763) (29,253) 859 (271,m)
Net assets, beginning of year 316,971 294,471 335,188 130,789 88,311 63,206 5,224 1,234,160
Cumulative effect of FMV option - - = 73 - - - 73
NET ASSETS, END OF YEAR $ 256,407(S5 230,429 263,323|S  99,379(S 73,548|S  33,953|S  6,083(S 963,122

*December 31, 2008, year-end

SIGNIFICANT TRANSACTIONS WITH THE UNIVERSITY OF VIRGINIA
The University provides certain services for the University of Virginia Darden School Foundation that are reimbursed by the Foundation monthly.

Direct payments to the University from the Alumni Association of the University of Virginia for the year ended June 30, 2009, totaled $1 million. This amount
includes gift transfers, payment for facilities and services, and other support for University activities.

The University of Virginia Health Services Foundation has contracted with the University to provide certain professional and technical services. Payments
received for these services were approximately $54 million for the year ended June 30, 2009. Approximately $20 million of the fiscal year payments received
relates to disproportionate share funds paid for indigent patients served by the Foundation. The University of Virginia Health Services Foundation contributed
$16 million to the University in support of various academic programs, equipment, teaching, and research for the year ended June 30, 2009.
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NOTE 8: EXPENSE CLASSIFICATION MATRIX

OPERATING EXPENSES BY

FUNCTIONAL

CLASSIFICATION

Instruction S 28117 | S 26,73 | $ 3,737 | $ ) 1,098 | $ 312,125
Research 171,168 93,255 16,478 - 352 281,253
Public service 14,794 12,494 701 — 700 28,689
Academic support 87,897 31,663 797 - 204 120,561
Student services 27,403 5,876 313 - 128 33,720
Institutional support 76,739 9,508 78 - 367 86,692
Operation of plant 67,231 7,337 6 - 109 74,683
Student aid 929 4,433 40,469 — 194 46,025
Auxiliary 64,688 63,269 171 — 501 128,629
Depreciation - — - 89,025 - 89,025
Patient services 421,169 438,924 - 52,313 30,81 943,217
Other 2,099 11,130 — — — 13,229
TOTAL $ 1,215,234 | $ 704,062 | $ 62,750 | $ 141,338 | $ 34,464 | $ 2,157,848

NOTE 9: APPROPRIATIONS

The University receives state appropriations from the General Fund of the Commonwealth. The Appropriation Act specifies that such unexpended appropriations
shall revert, as specifically provided by the General Assembly, at the end of the biennium. For years ending at the middle of a biennium, unexpended appropria-
tions that have not been approved for reappropriation in the next year by the governor become part of the General Fund of the Commonwealth and are, therefore,
no longer available to the University for disbursements.

A summary of state appropriations received by the University and the University’s College at Wise, including all supplemental appropriations and reversions,
is provided in the chart below.

APPROPRIATIONS

Original legislative appropriation per Chapter 847 S 162,278

Adjustments
Financial Aid—General Fund 1,049
2009 Budget Reduction (10,399)
Eminent Scholars 2,818
SWVA Public Education Consortium 298
Allot funds for Engineering Telecommunications Project 775
Financial Assistance for E&G 3,256
Employee benefits (394)
Miscellaneous educational and general 497

TOTAL $ 170,178

NOTE 10: RETIREMENT PLANS

Employees of the University are employees of the Commonwealth. Substantially all (96 percent) of salaried classified and University staff employees, 11 percent
of faculty, and 20 percent of Medical Center employees participate in a defined-benefit pension plan administered by the Virginia Retirement System (VRS). The
VRS does not measure assets and pension benefit obligations separately for individual state institutions. Information relating to this plan is available at the
statewide level only in the Commonwealth of Virginia’s Comprehensive Annual Financial Report (CAFR). The CAFR provides disclosure of the Commonwealth’s
unfunded pension benefit obligation at June 30, 2009. The Commonwealth, not the University, has overall responsibility for contributions to this plan.

Eighty-nine percent of teaching, research, and administrative faculty, 4 percent of University staff, and 80 percent of Medical Center employees participate in
Optional Retirement Plans. The Optional Retirement Plan is a defined-contribution plan to which the University contributes an amount established by statute.
Participants are fully vested immediately. The Medical Center Retirement Plan is a defined-contribution plan to which the University contributes an amount
determined by the Board of Visitors. Medical Center employees are fully vested after one or two years of employment, depending on their date of hire.

Total pension costs under the Optional Retirement Plans were approximately $46 million, and contributions were calculated using base salaries of $524 mil-
lion, for the year ended June 30, 2009. The contribution percentage amounted to 8.7 percent.

State employees may elect to participate in the Commonwealth’s Deferred Compensation Plan. Participating employees can contribute to the plan each pay
period, with the Commonwealth matching up to $20 per pay period. This dollar-amount match can change depending on the funding available in the Com-
monwealth’s budget. The Deferred Compensation Plan is a qualified defined-contribution plan under section 401(a) of the Internal Revenue Code. Employer
contributions under the Deferred Compensation Plan were approximately $8 million for the fiscal year ended June 30, 2009.

PRESIDENT'S REPORT 2008—09 G5



NOTE 11: POSTEMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS

The University participates in the Commonwealth of Virginia-sponsored Virginia Retirement System-administered statewide group life insurance program, which
provides postemployment life insurance benefits to eligible retired and terminated employees. The Commonwealth also provides health care credits against
the monthly health insurance premiums of its retirees who have at least fifteen years of state service. Information related to these plans is available at the
statewide level in the Commonwealth’s CAFR.

University of Virginia faculty who participate in the Optional Retirement Plan receive $10,000 in retiree life insurance. Medical Center employees who partici-
pate in the Optional Retirement Plan have a variety of retiree life insurance options depending on termination date and years of service. Benefit provisions for
this plan are established and maintained by the University under the authority of the Board of Visitors. This Optional Retirement Plan is a single-employer plan
administered by the University. The University does not issue stand-alone financial statements for this plan.

GASB Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, calls for the measurement and
recognition of the cost of other postemployment benefits (OPEB) during the periods when employees render their services. The statement also establishes more
comprehensive disclosure for OPEB obligations. OPEB refers to postemployment benefits other than pension benefits and includes postemployment health care
benefits and other types of postemployment benefits if provided separately from a pension plan. The University implemented GASB 45 prospectively as of June
30, 2008, with a zero net OPEB obligation at transition.

University employees who retire before becoming eligible for Medicare participate in the Retiree Health Plan, which mirrors the University’s Health Plan for
active employees, until they are Medicare-eligible. At that time, University retirees can participate in the Commonwealth’s Medicare Supplement Plan.

The contribution requirements of plan members and the University are based on projected pay-as-you-go financing requirements. For fiscal year 2009, the
University contributed $3,520,504 to the plan for retiree claims. Retirees receiving benefits contributed $3,402,194, or approximately 49 percent of the total
premiums, through their required contribution of $402 per month for retiree-only coverage and $817 per month for retiree-and-spouse coverage.

The University’s annual OPEB cost (expense) is calculated based on the annual required contribution (ARC) of the employer, an amount actuarially determined
in accordance with the parameters of GASB Statement 45. The total cost of providing postemployment benefits is projected, taking into account assumptions
about demographics, turnover, mortality, disability, retirement, health care trends, and other actuarial assumptions. This amount is discounted to determine
the actuarial present value of total projected benefits. The actuarial accrued liability (AAL) is the portion of the present value of the total projected benefits al-
located to years of employment prior to the measurement date. The unfunded actuarial accrued liability (UAAL) is the difference between the AAL and actuarial
value of assets in the plan.

Once the UAAL is determined, the ARC is determined as the normal cost and the amortization of the UAAL. This ARC is compared to actual contributions made
and any difference is reported as the net OPEB obligation. The ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover normal cost
each year and amortize any unfunded actuarial liabilities (or funding excess) over a period not to exceed thirty years. The following table shows the components
of the University’s annual OPEB costs for the year, the amount actually contributed to the plan, and changes in the net OPEB obligation.

(in thousands)
Actuarial Accrued Liability by Category
Current retirees, beneficiaries, dependents, and terminated vested members S 9,175
Current active members 38,120
Adjust to June 30, 2008 687
Total actuarial accrued liability as of June 30, 2009 47,982
Annual Required Contribution (ARC)
ARC for June 30, 2009 7,029
Interest on net OPEB obligation 189
ARC adjustment to June 30, 2009 (262)
Actual contributions (6,089)
Net increase in ARC for June 30, 2009 867
Actual ARC July 1, 2008 6,766
Total annual required contribution as of June 30, 2009 S 7,633

As of June 30, 2009, the University has not funded this retirement plan.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the probability of occurrence of events
farinto the future. Amounts determined regarding the funded status of the plan and the required annual contributions of the employer are subject to continual
revision as actual results are compared with past expectations and new estimates are made about the future.

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

In the June 30, 2007, actuarial valuation, the University elected to use the Level Dollar Entry Age method. The actuarial assumptions include a 4.5 percent
investment rate of return, which is a blended rate of the expected long-term investment returns on plan assets and the University’s own investments calculated
based on the funded level of the plan at the valuation date, and an annual health care cost trend rate of 10 percent initially, reduced by decrements to an ultimate
rate of 5 percent after five years. Both rates include a 4 percent inflation assumption. The UAAL is being amortized as a level percentage of projected payrolls on
an open basis. The remaining amortization period at June 30, 2009, was twenty-eight years.
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NOTE 12: SELF-INSURANCE

All University employees have the option to participate in the University’s self-funded, comprehensive medical care benefits program. The cost of medical care
is paid out of employee and employer contributions. The market value of investments at June 30, 2009, was $37 million. The estimated liability for outstanding
claims at June 30, 2009, was $12 million. The University has contracted with several third-party claims administrators: Southern Health Services, Inc., for its
medical claims; United Concordia for its dental claims; and CvS/Caremark for its pharmacy claims.

University employees are covered by a self-insured workers’ compensation benefits program administered by the Commonwealth of Virginia’s Department
of Human Resource Management. Information relating to this plan is available at the statewide level only in the Commonwealth’s CAFR.

The University’s Office of Risk Management manages all property and casualty insurance programs for the University, including the Health System and
the College at Wise. At present, most insurance coverages are obtained through participation in the state risk management self-insurance plans, which are
administered by the Virginia Department of the Treasury, Division of Risk Management. Risk management insurance includes property, boiler and machinery,
crime, employee bond (employee dishonesty), general (tort) liability, professional liability (includes medical malpractice), aviation and watercraft coverage, and
automobile liability. The University is self-insured for the first $100,000 of each property and boiler and machinery loss, and for physical damage on all vehicles
valued up to $20,000. The University also maintains excess crime/employee dishonesty insurance and insurance for physical damage on vehicles valued in excess
of $20,000. Separate insurance coverage is maintained as appropriate on subsidiary organizations owned by the Health System, such as Community Medicine
University of Virginia, L.L.C.

NOTE 13: FUNDS HELD IN TRUST BY OTHERS

Assets of funds held by trustees for the benefit of the University are not reflected in the accompanying Statement of Net Assets. The University has irrevocable
rights to all or a portion of the income of these funds, but the assets of the funds are not under the management of the University. The market value of the
funds held by trustees for the benefit of the University at June 30, 2009, was $105 million and income received totaled $6 million.

NOTE 14: COMMITMENTS

As of June 30, 2009, the University had outstanding construction contracts commitments of approximately $246 million.

The University has entered into numerous agreements to rent, lease, and maintain land, buildings, and equipment. With some of these agreements, the
University is committed under various operating leases for equipment and space. In most cases, the University has renewal options on the leased assets for
another similar term, and expects that, in the normal course of business, these leases will be replaced by similar leases. The total expense for the year ended
June 30, 2009, was approximately $31 million.

The University’s ongoing minimum commitments for operating leases for land, office and clinical buildings, and equipment are as follows:

(in thousands) OBll_-leAs'l!:iON
2010 S 12,523
20 6,414
2012 4,172
2013 3,205
2014 2559
2015-2019 8,636
2020-2024 4,217
2025-2029 823
20302034 823
2035-2039 823
2040-2044 823
2045-2049 823
20502054 165
TOTAL $ 46,006

LITIGATION
The University is a defendant in a number of legal actions. While the final outcome cannot be determined at this time, management is of the opinion that the
liability, if any, for these legal actions will not have a material effect on the University’s financial position.
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