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INDEPENDENT AUDITORS' REPORT

The Board of Regents
University of Guam:

Report on the Financial Statements

We have audited the accompanying financial statements of the University of Guam (the University)
and its discretely presented component unit, collectively a component unit of the Government of
Guam, as of and for the years ended September 30, 2017 and 2016, and the related notes to the
financial statements, which collectively comprise the University’s basic financial statements as set
forth in Section 111 of the forgoing table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We
conducted our audits 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. The financial statements of the
discretely presented component unit were not audited in accordance with Government Auditing
Standards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's judgment, including
the assessment of the risks of material misstatement of the financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to
the entity's preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity's internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Basis for Qualified Opinion
The University of Guam Endowment Foundation (the Foundation), the discretely presented

component unit, was unable to evaluate the carrying value of its donated land recorded at
$5,207,735 and $5,530,535 as of December 31, 2016 and 2015, respectively.
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Opinions

In our opinion, the financial statements referred to previously present fairly, in all material respects,
the respective financial position of the University as of September 30, 2017 and 2016, and the
respective changes in financial position and cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America. Further, except for the
possible effects of the matter described in the Basis for Qualified Opinion paragraph, the discretely
presented component unit’s financial statements referred to above present fairly, in all material
respects, the financial position of the Foundation as of December 31, 2016 and 2015, and the changes
in its net assets and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of a Matter

As discussed in Note 2 to the financial statements, in 2017, the University adopted Governmental
Accounting Standards Board (GASB) Statement No. 73, Accounting and Financial Reporting for
Pensions and Related Assets That Are Not Within the Scope of GASB Statement No. 68, and
Amendments to Certain Provisions of GASB Statements No. 67 and No. 68. As a result of adopting
this standard, the University has elected to restate its 2016 financial statements to reflect the
adoption of this standard. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis on pages 4 through 13 as well as the Schedule of Funding
Progress and Actuarial Accrued Liability-Post Employment Benefits Other than Pension on page 52,
the Schedule of Proportional Share of the Net Pension Liability on pages 53 through 55, and the
Schedule of Pension Contributions on page 56, be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
GASB who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Financial Information

Our audits were conducted for the purpose of forming opinions on the financial statements that
collectively comprise the University’s basic financial statements. The schedules of salaries, wages
and benefits and the schedules of expenses by object category on pages 57 through 60 and the
schedules of total revenue information on page 62 are presented for purposes of additional analysis
and are not a required part of the basic financial statements.

The schedules of salaries, wages and benefits, the schedules of expenses by object category, and the
schedules of total revenue information are the responsibility of management and were derived from
and relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audits of
the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the comparative schedules of salaries, wages and benefits, of expenses by object category,
and of total revenue information are fairly stated, in all material respects, in relation to the basic
financial statements as a whole.
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The schedule of employee information on page 61 has not been subjected to the auditing procedures
applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 2,
2018, on our consideration of the University’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 internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering the
University’s internal control over financial reporting and compliance.

ARG

May 2, 2018



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

INTRODUCTION

Management’s discussion and analysis (MD&A) provides an overview and better understanding of
the University’s financial position and the results of activities for the fiscal year ended September 30,
2017. Management has prepared this overview as required supplemental information to the financial
statements and the footnotes that follow. This MD&A should be read in conjunction with the financial
statements and accompanying footnotes.

The University. Public Law 13-194, The Higher Education Act of 1976, established the University as
a non-membership, non-profit, public corporation under a Board of Regents appointed by the
Governor with the advice and consent of the Guam Legislature. We are a public, open-admissions,
four-year, land-grant institution on Guam in the Marianas Islands and have been continuously
accredited by the Western Association of Schools and Colleges Senior College and University
Commission (WSCUC). Our 3,917 students (Fall’17) are multicultural, multilingual and 47% Pacific
Islander, 46% Asian, 7% other. We offer 14 master’s and 26 bachelor’s degree programs. Continuing
education, professional development and English language training are available. Our 861
employees, include 176 full-time faculty, 43 administrators and 320 full time staff and 322 part-time
staff and faculty adjuncts.

The Leadership. A nine-member Board of Regents governs the University. Antoinette D. Sanford is
the Board Chairperson; Elizabeth C. Gayle is Vice Chairperson; Elvin Y. Chiang is Treasurer and audit
committee chair; Robert A. Underwood, Ed.D., is the University’s 10" President; Anita Borja
Enriquez, DBA, is Senior Vice President for Academic and Student Affairs; Randall V. Wiegand is Vice
President for Administration and Finance; Rommel Hidalgo is Chief Information Officer; Zeny
Asuncion Nace is Comptroller. There is an elected Faculty Senate.

Our University community is focused on our mission of Ina, Diskubre, Setbe (to Enlighten, to
Discover, to Serve) and on our core commitments: i) academic quality; ii) student success,
enrollment growth, retention, and institutional visibility; iii) community engagement; and iv)
institutional effectiveness and efficiency. Under the leadership of President Underwood, we have
embarked on a Good to Great (G2G) process as an expansion of the Leading Change initiative, and
have three other identified initiatives: the Natural Choice, UOG Green and Leading Change.

THE FINANCIAL STATEMENTS

The report includes three financial statements: i) the Statement of Net Position; ii) the Statement of
Revenues, Expenses and Changes in Net Position; and iii) the Statement of Cash Flows. They are
prepared in accordance with Governmental Accounting Standards Board (GASB) principles, which
establish standards for external financial reporting for colleges and universities. The fiscal year ends
September 30.

The University is reported as a component unit of the Government of Guam. We also report the
financial statements of our component unit, the UOG Endowment Foundation, Inc. (the Foundation).
The Foundation is a legally separate, tax-exempt, private corporation, whose fiscal year ends
December 31. While the University does not control the Foundation, the resources and income of the
Foundation can only be used for the University’s benefit.



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

FY2017 FINANCIAL HIGHLIGHTS AND STRATEGIC INSTITUTIONAL OUTCOMES

During Fiscal Year 2015 the University implemented GASB 68 and 71 which have had a significant
impact on the University’s financial statements. For the year ended September 30, 2017, the
University’s net position decreased by $3.4 million. The primary factors for the FY17 decrease are
the following:

The University had a shortfall in appropriations payments of $7.5 million for operations and about
$0.6 million for the Student Financial Aid Program (SFAP).

The University has been under tight expenditure controls for the last two years. As of September
30, 2017 the University received approximately $21 million of its $30.7 million general operations
appropriation. UOG was advised that the remainder would be paid when a government
settlement is received. In December 2017 some additional payments were received but were not
booked in the General Fund as 2018 revenues. This was the result of a change in procedures at
the Department of Administration. The uncertain and inconsistent cash flows have made financial
management very difficult. The change in reporting procedure caused the University to have a
loss for the year.

The University benefitted from a nearly $2.4 million investment gain due to unrealized investment

changes. The gain results from marking the investment portfolio to market and does not impact
the cash position of the University.
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UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

Important financial data include:

There has been a financial loss for two consecutive years and for the third time in 15 years.

Enrollment for the Fanuchanan semester (Fall) 2017 was 3917 — close to the record enrollment
of 3,991. The University generates 63% of revenues; GovGuam provides 37%.

Grants and contracts were slightly over $30 million for the second year in a row. This appears
to be the new normal level for the next few years.

Expenses have remained flat as a result of budget constraints.

Significant institutional outcomes that affect financial statements and resources include:

The implementation of the first tuition increases in six years. The increases were received with
little opposition as interested parties have recognized UOG ranks among the lowest cost public
universities and no other public university in the country had gone through the last several years
without an increase.

Fall’l8 FTE enrollment was a near record 3,917 students. The 46,833 credit hours production was
also slightly under the highest on record.

587 undergraduate and graduate degrees were conferred in Academic Year'15-16. Alumni now
number 16,900. They are the professional backbone and leadership of our island and region.

GOREX — the Guam Open Research and Education Exchange was initiated during the year. This
provides up to 100 Gbps networking speed through the University of Hawaii. This also positions
the University in a stronger position to be recognized as a Research and Education hub for the
Pacific Rim region.

Academic quality, student success and institutional sustainability are evidenced by primary
accreditation for eight (8) years from the Western Association of Schools and Colleges Senior
College and University Commission (WSCUC) and by secondary accreditation for the professional
schools. During 2016, the University received a favorable review from WSCUC (formerly WASC).

In 2013, the University embarked on a Good-to-Great initiative. A process of program
prioritization and resource allocation is well underway to realize our potential to be a great
university with great programs. We are focused on our mission, our purpose and our dynamic
role in the social, economic and political development of our region. In 2016, the University has
completed many of the initiatives and is focusing on the remaining projects.

In 2015, the University was awarded a $6 million grant from the National Science Foundation’s
Experimental Program to Stimulate Competitive Research (EPSCoR) which includes the
development of a database of marine life whose habitat is near and around the island. The grant
period runs from October 1, 2015 to September 30, 2020. This grant has opened up new doors
of opportunity for the University and has lifted us into a new league of research capabilities.



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

STATEMENT OF NET POSITION

The statement of net position is similar to a balance sheet. It presents information on assets, liabilities
and the resources remaining after liabilities are satisfied. The statement is an indicator of overall
financial condition, and whether financial health has improved or deteriorated during the fiscal year.

SUMMARY STATEMENTS OF NET POSITION (IN $000’s)

2016 2015
2017 As Restated As Restated
Noncapital assets $ 68,269 $ 68,768 $ 72,045
Capital assets 67,437 68,491 70,183
Deferred outflows of resources 10,590 12,553 9,267

Total assets and deferred outflows of resources $ 146,296 $ 149,812 $ 151,495

Current liabilities $ 14,379 $ 14,780 $ 15,414
Noncurrent liabilities 108,965 109,291 96,305
Deferred inflows of resources 838 185 7,385
Total liabilities and deferred inflows of resources 124,182 124,256 119,104
Net investment in capital assets 56,122 56,943 58,284
Restricted, nonexpendable 5,127 5,127 5,127
Restricted, expendable 5,816 4,827 4,146
Unrestricted (44,951) (41,341) (35,157)
Total net position 22,114 25,556 32,391

Total liabilities, deferred inflow of resources
and net position $ 146,296 $ 149,812 $ 151,495

For the last two years the overall financial condition of the University has been stable. The significant
changes have been in the deferred outflows and inflows of resources accounts as a result of the
implementation of GASB No. 68 and the change in liabilities as a result of the implementation of
GASB No. 73. Because the University has been under spending constraints for the last two years,
there have not been any significant assets added. The change in capital assets is mostly explained
by the depreciation of University assets.



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

The statement of revenues, expenses and changes in net position provides details of operating and
non-operating revenues and expenditures, similar to an income statement.

SUMMARY STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

(IN $000’s)
2016 2015

2017 As Restated As Restated
Operating Revenues, Net $ 54,009 $ 54,210 $ 54,190
Operating Expenses 90,125 94.947 83.085
Operating Revenues Net of Operating Expenses? (36,116) (40,737) (28,895)
Non-Operating and Other Revenues and Expenses 32,674 33,902 35,542
Capital Contribution - - 2,550
Increase (Decrease) in Net Position (3,442) (6,835) 9,197
Net Position — Beginning of Year 25,556 32,391 23,194
Net Position — End of Year $ 22,114 $ 25,556 $ 32,391

Net operating revenues were flat for the period. Research expense grew as a result of the EPSCoR
grant which started at the beginning of FY16. Retiree health care costs and other pension benefits
decreased by $176k. Most of the other expenses are consistent with a University that has been
under spending constraints for the last two years. Non-operating revenues were mixed: the
University had investment increases over the last two years which were offset by reduced
appropriations collected and the increased revenue required for retiree healthcare costs. There were
no grant funded capital projects during the period. The statements reflect the impacts of the
increased liabilities as a result of the implementation of GASB No. 73.

The following graph reflects grant activity for the last decade:

Federal
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1 Operating Revenues Net of Operating Expense is negative, because local government appropriations are reported as non-operating revenues rather
than operating revenues under GASB 35 reporting requirements
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UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

While federal grant revenues have decreased since FY12, the funds received as a result of ARRA
grants have masked an underlying growth trend in federal grants. This has been a major focus of
the University in recent years and has resulted in a $6 million five year (EPSCoR) grant. UOG is
pursuing an increase in this grant from the National Science Foundation when the initial term runs
out in 2020. The grant activity is consistent with some of the initiatives to come out of the Good to
Great methodology with the goal of decreasing dependence of the University on the local
government.

FY16 and FY17 operating expenses increased mostly as a result of research and education
expenditures and the implementation of GASB Nos. 68 and 73. The University spent $41 million
directly on its core mission. Of that, 46% went to instruction, 24% to public service and 30% to
research.

Expense Trends
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STATEMENT OF CASH FLOWS

This statement provides information about the ability to generate the cash flows needed to meet
financial obligations and the extent to which external financing is being used to fund operations.

STATEMENTS OF CASH FLow (IN $000°s)

2016 2015
2017 As Restated As Restated

Cash provided by (used in):

Operating activities $ (28,236) $(31,912) $(29,457)
Non-capital financing activities 34,879 29,971 30,024
Capital and financing activities (343) (2,569) (1,823)
Investing activities (2,386) 2,182 (8.920)
Net Change in Cash and Cash Equivalents 3,914 (2,328) (10,176)
Cash and Equivalents — Beginning of Year 5,734 8.062 18,238
Cash and Equivalents — End of Year $ 9,648 $_5,734 $_8.,062




UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

Cash flow improved by nearly $4 million in FY17. In FY16 the University learned at the end of the
year that it would not be receiving its full appropriation. It was too late in the year to have any
significant impact on reducing expenses. The University was under strict spending constraints during
all of FY17 which provided time to reduce expenditures for the period.

The cash position at fiscal year-end is normally higher than the cash position during the year. This is
because fall semester tuition payments are received in August and September of each fall semester
whereas the related costs are spread out through the semester. Tuition revenues are subsequently
allocated for academic expenses during the remainder of the academic year, which overlaps the fiscal
year. Financial planning requires that there be an adequate amount of cash on hand at the start of
the new fiscal year to pay for prior year encumbrances, insurance premiums, infrastructure and
operating needs. Board policy requires cash reserves for financial stability and long-term viability.
A reserve fund and sub-accounts were established and funded starting in FYO9 and had been
continuously funded since then until fall 2016 when the funds were depleted due to non-payment of
appropriations.

CAPITAL ASSETS AND LONG-TERM DEBT

Capital Assets: At the end of FY17, the University had $123.8 million invested in capital assets. This
represents an increase in capital assets (including additions and deletions) of $2.4 million or 1.9%
over the previous year. The University substantially completed a boathouse for the Marine Lab to
facilitate the EPSCoR project but did not complete any other significant projects as a result of the
cash shortfall. The University had accrued $56.4 million in accumulated depreciation against the
assets. Net capital assets were $67.4 million, a decrease from the prior year’s $68.5 million. See
Note 5 to the financial statements for additional information.

Long-Term Debt: The University has a note payable that is outstanding with the United States
Department of Agriculture (USDA). The note payable was created in October 2001 through Public
Law 26-48 for an amount not to exceed $13.5 million for the purposes of constructing certain facilities
on campus. On December 6, 2016, the University entered into a lease/lease back arrangement with
the UOG Endowment Foundation. The University leased property to the Foundation in order to
construct a Student Success Center and an Engineering Annex. The University signed agreements to
lease the buildings back from the Foundation. The leases are expected to expire in 2056. Related to
the leases, the Foundation entered into promissory notes with the United Stated Department of
Agriculture on December 5, 2016 in the amount of $21.7 million. Interest accrues on the debt as
amounts are drawn down on the note. As of March 15, 2018, there have been no amounts drawn
down on the note. As of September 30, 2017 and 2016, the University had long-term debt of $11.3
million and $11.5 million, respectively. See Note 6 to the financial statements for additional
information.

ECONOMIC AND OTHER FACTORS EXPECTED TO AFFECT THE UNIVERSITY 2

2017: Modest Growth Trend Continues

In 2017 the U.S. economy continued to expand. For the year, the economy grew 2.3%. This is a
slight improvement over the previous three years. Some forecasts indicate growth may reach 3%
for 2018. Global growth is forecast at 4% for the period. The Federal Reserve increased its discount
rate by 75 basis points in three moves during 2017 — the largest increase in a year since 2006. This
and the implementation of a quantitative tightening program represent an indication of a baseline

With thanks for their input, perspectives and forecasts to; i) Gary Hiles, Chief Economist, Guam Department of Labor, “Economic Outlook FY 2017"
10



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

level of confidence in the economy. They have indicated an expectation of continued rate increases
in the future as an interest rate normalization process is taking place. Interest rates have started to
trend upward. The S&P 500 gained 19.4% during the year. The U.S. unemployment rate dropped
to 4.1% in January 2018 — decline of 0.7% from the previous year and the lowest rate in more than
a decade. The U-6 unemployment figure dropped from 10.1% to 8.2% from January 2017 to January
2018 — an indicator that the economy is nearing full employment. Inflation remains very low at a
rate of less than 2%.

The Guam economy continued its modest growth. Visitor arrivals set another new record in 2017.
This is the third year in a row a new record was set. Arrivals were up 0.6% over the prior year.
Occupancy rates and room rates continued to increase over the year. Japan arrivals declined by
16.9% during the year. The escalating rhetoric between North Korea and the United States and the
specific threats made to Guam were a significant factor in the declines. Another significant factor
was the reduction in the number of flights from Japan to Guam. Arrivals from Korea continued to
increase and overtook Japan arrivals for the first time. The Guam Visitor’'s Bureau is continuing to
pursue visitors from mainland China as there have now been more than two million visas issued to
Chinese citizens.

Civilian and military construction continued to decline during the year. The chief reason has been
the lack of availability of H-2 workers. The Department of Defense has received a temporary waiver
of the visa rules which means H-2 labor will be available for buildup and related projects.

Some major civilian projects are as follows:

Tsubaki Hotel — a 26-story, 340 room five star hotel being constructed by Ken Corp. adjacent
to the Nikko Hotel. Estimated cost is $180 million. Completion is expected in 2019.

Low-income housing. Summer Town Estates with 66 low-income units is expected to be
completed in early 2019. Villa Del Mar LLC — a 50 unit project off Kanada-Toto Loop in
Mongmong has broken ground and will likely be completed in 2019. The cost of these two
projects is $50 million.

Summer Towers — a $100 million four tower development with 260 luxury condominium units
next to Guam Memorial Hospital. The first tower is completed. The remaining towers are
expected to be completed in 2018.

Tumon Bay Mall — a 200,000 square foot, two level mall. Phase | construction is completed.
Phase Il interior construction is ongoing.

The Landmark — a 21,000 square foot two story structure for retail, healthcare, and office
space near the ITC intersection is scheduled to be completed in May 2017.

Sea wall — a $6 million project by the Fisherman’s Co-op to build a 220 foot sea wall.
Groundbreaking took place in 2017.

Northgate MarketPlace — a shopping and restaurant complex near the Guam Regional Medical
City in in the planning phase. The estimated project cost is $12 million.

Citta di Mare Hotel — a 500 room structure is in the planning phase and is expected to begin
construction by 2020. The cost of the project is estimated at $133 million.

11



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

University of Guam: Implementing Good-to-Great

The UOG Capital Campaign has continued its hiatus as many donors have been wearied by the
ongoing campaign. The UOG Endowment Foundation is seeking smaller scale, targeted opportunities
to interact with potential donors.

President Underwood has fully engaged the institution in a Good-to-Great process (G2G). The
majority of the initiatives have been achieved. The University is focused on completing the vision
and continuing the march toward greatness. For the last two years all major projects have been on
hold due to cash flow issues.

In summary, G2G a data-driven process of program prioritization and resource allocation, is well
underway to realize our potential to be a great university with great programs by focusing on our
mission, our purpose and our dynamic role in the social, economic and political development of our
region. Looking forward through the Good to Great (G2G) lens, the University recognizes the
importance of limited resources for sustainability, greatness and strategic balance. The year’s cash
flow issues have focused the team toward finding alternative means of funding and increased revenue
diversification. It is clear the government will not be able to continue to fund 50% of the cost of
education. UOG is developing a plan to enable the University to meet the higher education demands
of the region.

The process is already well underway in building the Great UOG. The University’s capacity to deliver
the Great UOG and successfully provide the student learning experience and socially impactful
research in the future will depend not only upon financial stability and sustainability. Investments,
initiatives, new structures and ideas related to faculty and staff resources, relationships and
partnering, infrastructure and technology also underpin future growth.

e Faculty, staff and administrators have assessed all academic and administrative programs based
on their relationship to the core mission, financial performance, market demand and quality. The
programs have been evaluated and ranked based on data and reports submitted. Executive
management and the President are implementing decisions on program priorities, sustainability
and resource allocations. The President’s plan was well received by the Board of Regents during
their review in May 2014.

e The Governor and Guam Legislature provided $30.7 million in allotments for FY17. The University
implemented 5% tuition increases in Fall 2015 and 2016. Higher education on Guam remains a
good value with the University’s tuition at ~60% of the public university average.

e PL31-237 enabled University control of locally funded student financial aid. The Board of Regents
approved awards to policy areas of access, affordability, performance, retention and degree
completion.

e PL32-114 established the Research Corporation of the University of Guam (RCUOG), which is now
being implemented. RCUOG is modeled after similar corporations at colleges and universities in
the U.S. It will allow UOG to be more nimble in its pursuit and execution of federal grants and
contracts and developing businesses from intellectual property and patents.

e PL 33-92 provided the authorizations necessary to move forward with the construction of the new
Student Success Center and the Engineering Annex.

12
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(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2017 and 2016

e The University has been awarded a five year $6 million grant from the U.S. National Science
Foundation Experimental Program to Stimulate Competitive Research grant (EPSCoR) to develop
research capacity. The University also was awarded a cancer grant from the National Institute of
Health in partnership with the University of Hawaii.

e The University received its second consecutive 8 year accreditation renewal for the first time in
the School’s history.

e GOREX — The Guam Open Research Exchange was initiated in January 2018. UOG is connected
to the University of Hawaii (UH) through a 100 Gigabyte line. UH is connected through Internet2
to hundreds of other research universities in the mainland. This also opens the door for UOG to
take advantage of its location and serve as a regional hub for Internet2 connectivity.

e Students take advantage of opportunities such as courses at California’s Scripps Institute and
Japan’s Meio University through agreements that partner the University with the world's premiere
ocean and earth science institute and with several regional universities.

e UOG Vision 2025 lays out the 215t century Physical Master Plan to accommodate 5,000 Tritons
on-campus and another 5,000 pursuing their education on-line. It is the plan that will be funded
through the University’s Capital Campaign, which has generated ~$13 million. The Governor and
Speaker of the Legislature are the campaign’s honorary chairs and are working with the President
and UOG Endowment Foundation.

o U.S. Department of Agriculture has approved financing a Student Success Center and Engineering
Annex. The $21.7 million of USDA low-cost financing through the Rural Development Community
Facilities Program will enable a one-stop student services center and set the stage for a School
of Engineering. Funding will be from the Territorial Education Facilities Fund or similar sources.
We are moving forward on finalizing the USDA loan and constructing these facilities in partnership
with the UOG Endowment Foundation. Groundbreaking ceremony was held in March 2018.

e U.S. Department of the Interior funded construction is changing the look of several major
buildings. New space for Nursing at the Health Sciences Building has been added. Roof repair has
been completed and interior renovations are completed at the newly named Calvo Fieldhouse.
The University is seeking to bolster its financial reserves to help ensure the facilities are
maintained.

e UOG has a target of being capable of handling 5,000 students and 5,000 online students by 2025.

In summary, the Good to Great University of Guam is being implemented — there’s optimism and
opportunity tempered by fiscal reality. We will be responsive to the challenges our island societies
face to develop a great and sustainable University that protects our environment and provides the
training and education to enable our students to drive economic growth on the island.

For further news and up-to-date information concerning the University of Guam, please visit the
website at www.uog.edu for our annual report, financial statements, WASC reports and other
publications.

Management’s Discussion and Analysis for the year ended September 30, 2016 is set forth in the
University’s report on the audit of financial statements which is dated April 12, 2017. That Discussion
and Analysis explains in more detail major factors impacting the 2016 financial statements. A copy
of that report can be viewed at the Office of Public Accountability — Guam website at
Wwww.guamopa.org.
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UNIVERSITY OF GUAM

(A Component Unit of the Government of Guam)

Statements of Net Position - University Only

September 30, 2017 and 2016

Assets and Deferred Outflows of Resources

Current assets:

Cash and cash equivalents

Short-term investments

Due from Government of Guam

Tuition receivable, net of an allowance for doubtful accounts of
$3,694,967 in 2017 and $3,238,796 in 2016

Due from the US Federal government

Due from University of Guam Endowment Foundation, Inc.

Other receivables, net of an allowance for doubtful accounts of
$600,159 in 2017 and $606,811 in 2016

Inventories

Other current assets

Total current assets

Noncurrent assets:

Restricted cash and cash equivalents

Restricted investments

Investments

Endowment investments

Capital assets:
Depreciable capital assets, net of accumulated depreciation
Nondepreciable capital assets

Total noncurrent assets

Deferred outflows of resources:
Deferred outflows from pension

Liabilities, Deferred Inflows of Resources and Net Position

Current liabilities:
Current portion of long-term debt
Accounts payable and accrued liabilities
Unearned revenues
Current portion of accrued annual leave

Total current liabilities

Noncurrent liabilities:
Long-term debt, net of current portion
Deposits held on behalf of others
Accrued annual leave, net of current portion
DCRS sick leave liability
Net pension liability

Total noncurrent liabilities

Deferred inflows of resources:
Deferred inflows from pension

Total liabilities and deferred inflows of resources

Commitments and contingencies
Net position:
Net investment in capital assets
Restricted, nonexpendable
Restricted, expendable
Unrestricted

Total net position

See accompanying notes to financial statements.
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2016

2017 As Restated
$ 9,647,880 5,733,669
13,222,197 14,313,093
231,760 7,722,534
7,506,300 6,762,285
3,806,702 3,445,338
325,000 150,000
1,431,737 1,629,064
782,002 782,505
438,440 364,220
37,392,018 40,902,708
2,089,301 4,909,871
5,198,982 1,722,323
10,274,478 9,248,547
13,314,339 11,984,735
62,683,762 63,932,902
4,753,256 4,558,462
98,314,118 96,356,840
10,589,601 12,552,038
$ 146,295,737 149,811,586
$ 241,226 230,631
4,988,393 5,061,528
8,307,407 8,702,608
842,121 784,756
14,379,147 14,779,523
11,072,359 11,318,174
74,453 69,214
1,045,482 1,065,683
3,517,295 3,325,268
93,255,503 93,512,860
108,965,092 109,291,199
837,827 185,747
124,182,066 124,256,469
56,123,433 56,942,559
5,126,907 5,126,907
5,815,639 4,827,272
(44,952,308) (41,341,621)
22,113,671 25,655,117
$ 146,295,737 $ 149,811,586




UNIVERSITY OF GUAM ENDOWMENT FOUNDATION, INC.

Statements of Financial Position

December 31, 2016 and 2015

ASSETS 2016 2015
Cash and cash equivalents $ 1,072,197 $ 515,911
Pledges and other receivables, net of an allowance
for doubtful accounts of $134,839 and $109,654
at December 31, 2016 and 2015, respectively 2,130,748 2,400,244
Prepaid expenses - 20,000
Investment in Bank of Guam stock 1,258,447 228,172
Investments in securities at fair value 9,364,199 9,100,719
Land held for investment 5,207,735 5,530,535
Equipment, net 15,245 21,073
$ 19,048,571 $ 17,816,654
LIABILITIES AND NET ASSETS
Liabilities:
Accounts payable and accrued expenses $ 254,654 $ 90,162
Total liabilities 254,654 90,162
Net assets:
Unrestricted 6,384,336 5,708,607
Temporarily restricted 11,909,581 11,515,632
Permanently restricted 500,000 502,253
Total net assets 18,793,917 17,726,492
$ 19,048,571 $ 17,816,654

See accompanying notes to financial statements.

15



UNIVERSITY OF GUAM
(A Component Unit of the Government of Guam)

Statements of Revenues, Expenses and Changes in Net Position - University Only
Years Ended September 30, 2017 and 2016

2016
2017 As Restated

Operating revenues:
Student tuition and fees $ 24,653,185 $ 23,950,897

Less scholarship discounts and allowances

Operating loss

Nonoperating revenues (expenses):

Government of Guam appropriations:

(11,567,149)

(10,527,935)

13,086,036 13,422,962

Federal grants and contracts 30,378,823 30,461,032
Government of Guam grants and contracts 1,172,958 473,221
Private grants and contracts 1,153,310 1,193,453
Sales and services of education department 542,289 395,547
Auxiliary enterprises 1,782,675 1,749,033
Other revenues 6,342,764 7,184,210
Total operating revenues 54,458,855 54,879,458

Bad debts provision (449,519) (669,224)
Net operating revenues 54,009,336 54,210,234

Operating expenses:

Instruction 19,388,731 19,916,668
Public service 10,194,907 10,350,019
Research 13,524,601 12,473,371
Operational and maintenance, plant 5,378,733 7,893,818
Scholarships and fellowships 10,035,229 11,128,990
Institutional support 8,893,268 10,373,701
Academic support 10,681,229 10,435,629
Student services 3,244,008 3,742,609
Depreciation 3,492,472 3,284,524
Auxiliary enterprises 2,046,201 2,280,098
Retiree healthcare costs and other pension benefits 3,245,607 3,068,943
Total operating expenses 90,124,986 94,948,370

(36,115,650)

(40,738,136)

Operations 23,134,489 26,079,307
Student financial aid program 2,999,465 3,599,358
Guam Cancer Trust Fund 2,781,109 1,433,627
Capital expenditure loan repayment 500,000 500,000
Retiree healthcare costs and other pension benefits 3,245,607 3,068,943
Contributions from Endowment Foundation 200,000 200,000
Net investment income 2,355,658 1,475,579
Interest on capital assets - debt related (514,841) (426,450)
Debt service - DOA bond (2,027,283) (2,028,046)
Total nonoperating revenues, net 32,674,204 33,902,318
Change in net position (3,441,446) (6,835,818)

Net position at beginning of year 25,555,117 32,390,935

Net position at end of year 22,113,671 $ 25,555,117

See accompanying notes to financial statements.
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UNIVERSITY OF GUAM ENDOWMENT FOUNDATION, INC.

Statement of Activities
Year Ended December 31, 2016

Temporarily Permanently

Unrestricted Restricted Restricted Total
Revenues, gains and other income:

Net investment income $ 511,668 $ 348,522 $ - $ 860,190
Contributions 200,586 208,473 - 409,059
In-kind contributions 75,208 - - 75,208
Fundraising activities 159,084 187,606 - 346,690
Others 205,500 - - 205,500

Net assets released from restrictions:
Satisfaction of program restrictions 350,652 (350,652) - -
Total revenues 1,502,698 393,949 - 1,896,647

Expenses and losses:

Program services:
Donations for debt service - UOG 200,000 - - 200,000
Scholarships - - - -

Total program services 200,000 - - 200,000
Support services:

Management and general 407,838 - 2,253 410,091
In-kind expenses 75,208 - - 75,208
Fundraising activities 128,423 - - 128,423
Impariment of land held for sale 15,500 - - 15,500

Total support services 626,969 - 2,253 629,222

Total expenses 826,969 - 2,253 829,222

Change in net assets 675,729 393,949 (2,253) 1,067,425
Net assets at beginning of year 5,708,607 11,515,632 502,253 17,726,492
Net assets at end of year $ 6,384,336 $ 11,909,581 $ 500,000 $ 18,793,917

See accompanying notes to financial statements.

17



UNIVERSITY OF GUAM ENDOWMENT FOUNDATION, INC.

Revenues, gains and other income:

Net investment loss
Contributions
In-kind contributions
Fundraising activities
Others

Net assets released from restrictions:
Satisfaction of program restrictions

Total revenues

EXpPenses ana I0sses:
Program services:

Donations for debt service - UOG

Scholarships

Total program services

SUpPOrt Services:
Management and general
in-kind expenses
Fundraising activities
Impairment of property

held for sale

Total support services
Total expenses
Change in net assets
Net assets at beginning of year

Net assets at end of year

Statement of Activities
Year Ended December 31, 2015

Temporarily

Permanently

Unrestricted Restricted Restricted Total
$ (225,884) $ (92,837) $ - % (318,721)
6,670 52,887 - 59,557
112,740 - - 112,740
311,559 193,668 - 505,227
293 - - 293
339,993 (339,993) - -
545,371 (186,275) - 359,096
200,000 - - 200,000
3,275 - - 3,275
203,275 - - 203,275
446,555 - 4,348 450,903
112,740 - - 112,740
165,208 - - 165,208
85,934 - - 85,934
810,437 - 4,348 814,785
1,013,712 - 4,348 1,018,060
(468,341) (186,275) (4,348) (658,964)
6,176,948 11,701,907 506,601 18,385,456
$ 5,708,607 $ 11,515,632 $ 502,253 $ 17,726,492

See accompanying notes to financial statements.
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UNIVERSITY OF GUAM

(A Component Unit of the Government of Guam)

Statements of Cash Flows - University Only
Years Ended September 30, 2017 and 2016

Cash flows from operating activities:
Student tuition and fees, net
Grants, contracts and appropriations
Sales and services of education department
Auxiliary services
Other receipts
Payments to suppliers and employees for education and general expenses
Payments to students for financial aid

Net cash used for operating activities

Cash flows from non-capital related financing activities:
Government of Guam appropriations collected

Cash flows from capital and related financing activities:
Contributions from Endowment Foundation
Changes in restricted cash
Interest paid on capital debt
Principal paid on capital debt
Purchases of capital assets

Net cash used for capital and related financing activities

Cash flows from investing activities:
Investment income
(Purchases) sale of investments

Net cash provided by (used for) investing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental information on noncash activities:

$

2017

2016
As Restated

11,497,301 $
32,343,728
542,289
1,782,675
6,471,110
(70,837,961)
(10,035,229)

12,158,873
32,518,306
395,547
1,749,033
7,439,329

(75,044,172)

(11,128,990)

(28,236,087)

(31,912,074)

34,878,554 29,970,766
25,000 200,000
2,820,570 (390,196)
(514,841) (426,450)
(235,219) (350,305)
(2,438,126) (1,601,754)
(342,616) (2,568,705)
579,673 567,484
(2,965,313) 1,614,302
(2,385,640) 2,181,786
3,914,211 (2,328,227)
5,733,669 8,061,896
9,647,880 $ 5,733,669

During the years ended September 30, 2017 and 2016, the University recorded appropriations of

$3,245,607 and $3,068,943, respectively, for retiree healthcare costs and other pension benefits

paid by the Government of Guam on behalf of the University.

See accompanying notes to financial statements.
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UNIVERSITY OF GUAM

(A Component Unit of the Government of Guam)

Statements of Cash Flows - University Only, Contin