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Independent Auditor's Report

Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

We have audited the accompanying statement of financial position of University Auxiliary and Research
Services Corporation (the Organization) as of June 30, 2010, and the related statements of activities and
cash flows for the year then ended. These financial statements are the responsibility of the Organization’s

management. Our responsibility is to express an opinion on these financial statements based on our
audit.

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. 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 the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the 2010 financial statements referred to above present fairly, in all material respects, the
financlal position of the Organization as of June 30, 2010, and the changes in its net assets and its cash

flows for the year then ended, in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 30,
2010, on our consideration of the Organization's internal control over financial reporting and 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.



Our audit was made for the purpose of forming an opinion on the basic 2010 financial statements taken
as a whole. The supplementary information is presented for purposes of additional analysis and is not a
required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

/?M S Fllee , e

San Diego, CA
September 30, 2010



University Auxiliary and Research Services Corporation

O Statement of Financlal Position

June 30, 2010
Assets
Current Assets
Cash and cash equivalents $ 1,869,957
Sponsored programs receivable 857,194
Other receivables (Note 2) 722,491
Deposits 631,836
Certificates of deposit 7,950,004
Pledges receivable, net (Note 3) 351,061
Inventory 711,732
Total current assets 13,094,075
Other Assets
Cash equivalents, restricted (Note 4) 1,716,347
Pledges receivable, net (Note 3) 967,376
Investments, at fair value (Note 5) 12,904,942
Other assets 61,081
Property and equipment, net (Notes 6 and 11) 719,975
Total other assets 16,369,721
$ 2046379
Liabilities and Net Assets
Current Liabilities
@ Accounts payable (Note 11) $ 1,280,812
Deferred revenue 1,287,847
Accrued payroll and benefits 190,820
Other current liabilities 332,033
Total current liabllities 3,091,512
Accumulated postretirement bensefit obligation (Note 10) 774,530
Total liabllities 3,866,042
Commitments and Contingencies (Note 9)
Net Assets
Unrestricted:
Board-designated:
Operating reserves 1,922,272
Program reserves 1,180,599
Campus programs 3,308,615
Equipment 719,975
Scholarship 500,847
Donor-restricted endowment fund deficiencies (Note 8) (1,475,972)
Total unrestricted 6,156,336
Temporarily restricted (Note 7) 3,823,085
Permanently restricted (Notes 7 and 8) 15,618,333
Total net assets 25,597,754
$_29.463,796
See Notes to Financial Statements.



University Auxiliary and Research Services Corporation

Statement of Activities
Year Ended June 30, 2010
Temporarily  Permanently
Unrestricted Restricted Restricted Total
Revenuse, Gains and Other Support:
Federal grants and contracts $ 5983370 $ - § - $ 5,983,370
Other sponsored programs 2,010,399 - - 2,010,399
Campus programs (Note 11) 3,326,058 - - 3,326,058
Commercial operations 4,958,640 - - 4,958,640
Contributions 1,257,749 546,899 57,559 1,862,207
interest income 137,322 - - 137,322
Investment income - 197,366 - 197,366
Net realized and unrealized gain on
investments 1,679,317 80,565 - 1,759,882
Rental income (Note 11) 146,412 - - 146,412
Net assets released from restriction 1,919,032 (1,919,032) - -
Total revenue, gains and other
support 21,418,299 (1,094,202) 57,559 20,381,656
Expenses:
Program services:
Sponsored programs (Note 11) 6,961,221 - - 6,961,221
Campus programs (Note 11) 5,820,827 - - 5,820,827
Commercial operations 4,872,723 - - 4,872,723
Student scholarships 730,621 - - 730,621
Total program services 18,385,392 - - 18,385,392
General administration (Notes 9 and 11) 1,969,231 - - 1,969,231
Total expenses 20,354,623 - - 20,354,623
Change in net assets 1,063,676 (1,094,202) 67,559 27,033
Net Assets, beginning 5,092,660 4,917,287 15,560,774 25,570,721

Net Assets, ending

See Notes to Financial Statements.




University Auxiliary and Research Services Corporation

Statement of Cash Flows
Year Ended June 30, 2010

Cash Flows From Operating Activities
Change in net assets

Adjustments to reconcile change in net assets to net cash used in operating activities:

Depreciation
Contributions restricted for long-term investment
Net realized and unrealized gain on investments

Change in accumulated postretirement benefit obligation

(Increase) decrease in:
Sponsored programs receivable
Other receivables
Deposits
Certificates of deposit
Cash equivalents, restricted
Pledges receivable, net
Inventory

Increase (decrease) in:

Accounts payable
Deferred revenue
Accrued payroll and benefits
Other current liabilities
Net cash used in operating activities

Cash Flows From Investing Activities
Purchases of investments
Proceeds from sale of investments
Net cash provided by investing activities

Cash Flows From Financing Activities
Contributions restricted for long-term investment
Net cash provided by financing activities
Change in cash and cash equivalents

Cash and Cash Equivalents, beginning of year
Cash and Cash Equivalents, end of year

See Notes to Financial Statements.

$ 27,033

294,881
(57,559)
(1,759,882)
154,690

192,843
(52,367)
309,798

(643,716)

6,044
790,389
93,228

91,704
434,182

(1,362)

(1,195)

(121,291)

(770,536)
1,813,088

1,042 552

57,559

57,559

978,820

891,137

51569967



University Auxiliary and Research Services Corporation

Notes to Financlal Statements

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Nature of operations: University Auxiliary and Research Services Corporation (formerly named
California State University San Marcos Foundation) (the Organization) is a nonprofit California
corporation which is an auxiliary organization of The California State University (the University), organized
and operated in accordance with the California Code of Regulations and the Education Code of the State
of Califomia. The Organization was organized in December 1989 to assist the University in various
activities, including developing and administering research, and educational grants and contracts;
accumulating and managing endowment, student loan and student scholarship funds; and administering
various education-related functions, special programs and other activities.

The Organization’s financial statements are included as a component unit of the University’s annual
general-purpose financial statements. This is required by accounting principles generally accepted in the
United States applicable to governmental entities.

Affiliated organizations: The Organization is related to other auxiliaries of the University, including San
Marcos University Corporation and Associated Students, inc. These auxiliaries, although independent,
and the University periodically provide various services to one another.

A summary of significant accounting poticles is as follows:

Basis of accounting and reporting: The Organization reports information regarding its financial position
and activities according to three classes of net assets: unrestricted, temporarily restricted and
permanently restricted.

e Unrestricted net assets represent expendable funds available for operations, which are not
otherwise limited by donor restrictions.

o Temporarily restricted net assets consist of contributed funds subject to donor-imposed
restrictions contingent upon specific performance of a future event or a specific passage of time
before the Organization may spend the funds and accumulated endowment earings in
compliance with the Uniform Prudent Management of institutional Funds Act (UPMIFA).

* Pemanently restricted net assets are subject to irrevocable donor restrictions requiring that the
assets be maintained in perpetuity usuallyforthe purpose of generating investment eamings to
fund current operations.

Contributions received are recorded as unrestricted, temporarily restricted or permanently restricted
support, depending on the existence and/or nature of any donor restrictions.

When a restriction expires (that is, when a stipulated time restriction ends or purpose restriction is
accomplished), temporarily restricted net assets are released to unrestricted net assets and reported in
the statements of activities as net assets released from restrictions. Contributions received with donor-
imposed restrictions that are satisfied within the same reporting period are reported as unrestricted
support in that period.



University Auxiliary and Research Services Corporation
Notes to Financlal Statements

Note 1. Nature of Operations and Summary of Significant Accounting Policies, Continued

Cash and cash equivalents: The Organization maintains accounts at one financial institution with funds
insured by the Federal Deposit Insurance Corporation (FDIC). The Organization's accounts at this
institution may, at times, exceed FDIC-insured limits. On October 3, 2008, when the Troubled Asset Relief
Program (TARP) became law, FDIC-insured limits on deposits increased fram $100,000 to $250,000 and
FDIC insurance coverage was expanded to provide unlimited insurance on accounts that do not pay
interest, including most checking accounts. These changes to deposit insurance expire on December 31,
2013. At June 30, 2010, the Organization's cash balance at this institution exceeded FDIC-insured limits
by $3,478,992.

The Organization considers all highly liquid investments with original maturity dates of three months or
less to be cash equivalents.

Sponsored programs receivable: The sponsored programs receivable arise in the normal course of
sponsored research. It is the policy of management to review the outstanding receivable at year-end, as
well as the bad debt write-offs experienced in the past, and establish an allowance for doubtful accounts
for uncollectible amounts. No allowance was considered necessary at June 30, 2010 because
management believes all amounts are collectible.

~ Investments: The Organization has significant investments in equity securities and mutual funds, and is

therefore subject to concentrations of credit risk. The investments in equity securities and mutual funds
with readily determinable fair values, based on daily share prices and daily provided net asset values, are
reported at fair value with gains and losses included in the statements of activities.

Investments in alternative investments represent shares in hedge funds that hold, amang other
investments, bonds, bank loans, busted converts, mezzanine debt, distressed assets, equity and real
estate. The Organization accounted for its investment in these hedge funds at fair value, using net asset
value per share of the hedge funds.

The investments of the Organization are exposed to interest rate and market risk. Economic conditions
can impact these risks and resulting fair values can be either positively or adversely affected. If the level
of rigk increases in the near term, it is possible that the investment balances and the amounts reported in
the financial statements could be materially affected by market fluctuations. Although the fair value of
investments is subject to fluctuations on a year-to-year basis, management believes the investment policy
is prudent for the long-term welfare of the Organization and its beneficiaries.

Pledges recelvable: Pledges that are expected to be collected within one year are recorded at their net
realizable value. Pledges that are expected to be collected in future years are discounted to their
estimated net present value. After pledges are originally recorded, an aliowance for uncollectible pledges
may be established based on specific circumstances.

inventory: Inventory consists primarily of education books and is valued at the lower of cost (first-in, first-
out method) or fair value. Books returned to vendors resulting in credits on account are recorded as
deposits on the statements of financial position.

Property and equipment: Property and equipment are recorded at cost, if purchased, or at the fair value
of the contribution, if donated. Certain equipment acquired through grants and contracts is subject to
restrictions on its use and disposition subsequent to the conclusion of the related grants and contracts. A
physical inventory list is maintained by the Organization of these assets as required by the grant funding
agency. The funding source may have a reversionary interest in the property as well as the right to
determine the use of any proceeds from sale of equipment purchased with their respective funds.



University Auxillary and Research Services Corporation

Notes to Financlal Statements

Note 1. Nature of Operations and Summary of Significant Accounting Policies, Continued

Depreciation is computed using the straight-line method over the estimated useful lives of the property
and equipment, generally three to 10 years. The estimated lives of leasehold improvements are the
shorter of the useful life or the term of the lease.

Long-lived assets: The Organization evaluates the carrying value of long-lived assets for impairment
whenever events or changes in circumstances indicate the carrying value of such assets may not be
recoverable. The estimated future cash flows are based upon, among other things, assumptions about
expected future operating performance and may differ from actual cash flows. Long-lived assets
evaluated for impairment are grouped with other assets to the lowest level for which identifiable cash
flows are largely independent of the cash flows of other groups of assets and liabilities. If the sum of the
projected future undiscounted cash flows (excluding interest) is less than the carrying value of the assets,
the assets will be written down to the estimated fair value in the period which the determination is made.
Management has determined that no impairment of long-lived assets currently exists.

Use of estimates: The preparation of the financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financlal statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates. These estimates
include assessing the lives and methods for recording depreciation of property and equipment,
determining the fair value of investments, determining the allowance for doubtful accounts for receivables,
and discounting of pledges receivable.

Revenue recognition: Revenue from sponsored programs is recognized as sponsored programs support
in the fiscal year in which allowable expenditures have been made. Sponsored programs revenue
received prior to incurring the related expenses have been deferred. Revenues from registration fees
received in advance of classes occurring have been deferred. Revenue from commercial operations is
recognized upon sale of products.

Functional allocation of expenses: The costs of providing the various programs and other activities
have been summarized on a functional basis in the statements of activities. Accordingly, certain costs
have been allocated among the programs benefited.

Income taxes: The Organization is a qualified nonprofit organization that is generally exempt from
federal and state income taxes under Section 501(c)(3) of the Internal Revenue Code and

Section 23701(d) of the California Revenue and Taxation Code. This exemption is for all income taxes
except for those assessed on unrelated business income, if any. in order to maintain that status, the
Organization is preciuded from making certain expenditures, principally in support of political parties.
Management believes that no such expenditures have been made. The Organization is not a private
foundation.



University Auxiliary and Research Services Corporation

Notes to Financlal Statements

Note 1. Nature of Operations and Summary of Significant Accounting Policies, Continued

The Organization adopted accounting guidance relating to accounting for uncertainty in income taxes,
which is primarily codified in Financial Accounting Standards Board (FASB) Accounting Standards
Cadification (ASC) 740. The Organization files a Form 990 (Return of Organization Exempt from income
Tax) annually. When these returns are filed, it is highly certain that some positions taken would be
sustained upon examination by the taxing authorities, while others are subject to uncertainty about the
merits of the tax position taken or the amount of the position that would ultimately be sustained. Examples
of tax positions common to the Organization include such matters as the tax-exempt status of the entity
and various positions relative to potential sources of unrelated business taxable income (UBI). UBI is
reported on Form 990-T, as appropriate. The benefit of tax position is recognized in the financial
statements in the period during which, based on all available evidence, management believes it is more
likely than not that the position will be sustained upon examination, including the resolution of appeals or
litigation processes, if any.

Tax positions are not offset or aggregated with other positions. Tax positions that meet the more-likely-
than-not recognition threshold are measured as the largest amount of tax benefit that is more than

50 percent likely to be realized on settlement with the applicable taxing authority. The portion of the
benefits associated with tax positions taken that exceeds the amount measured as described above is
reflected as a liability for unrecognized tax benefits in the accompanying statements of financial position
along with any associated interest and penaltles that would be payable to the taxing authorities upon
examination. Upon the adoption and as of June 30, 2010, the Organization has addressed uncertainty in
its income tax position under the guidance, and there are no unrecognized/derecognized tax benefits
requiring an accrual.

Forms 990 and 990-T filed by the Organization are subject to examination by the IRS up to three years
from the extended due date of each return. Management believes Forms 990 and 990-T have been filed
appropriately. Forms 990 and 990-T filed by the Organization are no longer subject to examination for the
fiscal years ended June 30, 2006 and prior.

Subsequent events: The Organization has evaluated subséquent events through September 30, 2010,
the date the financial statements were avallable to be issued, and has determined that there were no
subsequent events to recognize in these financial statements other than what has been disclosed in
Note 12.

Recent accounting guidance: In June 2009, the FASB issued Accounting Standards Update

(ASU) 2009-01, Generally Accepted Accounting Principles, and approved the FASB ASC as the single
source of authoritative nongovernmental U.S. GAAP. The ASC does not change previous U.S. GAAP, but
is intended to simplify user access to all authoritative U.S. GAAP by providing all the authoritative
literature related to a particular topic in one place. All prior accounting standard documents will be
superseded and all other accounting literature not included in the ASC will be considered
nonauthoritative. ASU 2009-01 is effective for annual periods ending after September 15, 2009. The
implementation of this Update did not have an impact on the Organization’s financial statements.



University Auxiliary and Research Services Corporation

Notes to Financlal Statements

Note 2. Other Recelvables

Other receivables consisted of the following at June 30, 2010:

Student loan receivable $ 696,632
Other 25,959
$__ 722491

Note 3. Pledges Receivable

Pledges receivable consisted of the following at June 30, 2010:

Amounts due:
In one year or less $ 446,061
Between one and five years 56,000
More than five years 2,562,015
Gross pledges 3,064,076
Less unamortized present value discount at rates ranging from 3.61% to 4.49% (1,650,639)
Less allowance for uncollectible pledges 95,000
Pledges receivable, net $ 1,31 8,437
Note 4. Restricted Cash Equivalents
Cash equivalents are restricted for the following purposes at June 30, 2010:
Endowment, uninvested $ 1,326,034
Student loans 380,313
$_1.716,347
Note 8. investments
Investments consisted of the following at June 30, 2010:
Core fixed income institutional mutual funds $ 3,008,495
Domestic equity securities 2,472,601
Domestic equity mutual funds 3,106,463
International equity mutual funds 2,365,403
Hedge funds 1,853,980
$ 12,904,942

As required by the Fair Value Measurements Topic of the FASB ASC, which establishes a three-tiered
fair value hierarchy, the Organization prioritizes the inputs used in measuring fair value as follows:

o Level 1—Observable inputs such as quoted prices in active markets. Classifications currently

include equity securities and mutual funds that have share prices and net asset values provided
daily.

10



University Auxillary and Research Services Corporation

Notes to Financlal Statements

Note 6. Investments, Continued

¢ Level 2—Inputs, other than the quoted prices in active markets, that are observable either directly
or indiractly. Classifications currently include institutional mutual funds that have net asset values
provided daily.

¢ Level 3—Unobservable inputs in which there is little or no market data, which require the
reporting entity to develop its own assumptions. Classifications currently include hedge funds that
do not have daily pricing but for which fair value could be determined based on the most recent
report of the net asset value of the fund.

Investments at fair value according to the fair value hierarchy are as follows:

Total Level 1 Level 2 Level 3
Core fixed income institutional
mutual funds $ 3008495 § - § 3006495 $ -
Domestic equity securities 2,472,601 2,472,601 - -
Domestic equity mutual funds 3,106,463 3,106,463 - -
International equity mutual funds 2,365,403 2,365,403 - -
Hedge funds 1,963 980 - - 1,953,980

The following tables reflect a reconciliation of beginning and ending investment balances in the

0 Organization's Level 3 investments for the year ended June 30, 2010:
Hedge Funds
Beginning balance $ 1,491,212
Net realized and unrealized gain 425,123
Purchases 37,645
Ending balance 1,953,980

The following table reflects a reconciliation of beginning and ending investment balances for the
Organization's total investments for the year ended June 30, 2010:

Beginning balance $ 12,187,612
Net realized and unrealized gain 1,769,882
Net additions, purchases, sales and maturities (1,042,552)

Ending balance $ 12,904,942

Uninvested endowments are included in restricted cash and cash equivalents (Note 4).

1"



University Auxillary and Research Services Corporation

Notes to Financlal Statements

Note 8. Investments, Continued

The Organization uses the net asset value to determine the fair value to determine the fair value of all the
underlying investments which (a) do not have readily determinable fair value and (b) prepare their
financial statements consistent with the measurement principles of an investment company or have the
attributes of an investment company. The following table lists the investments in investment companies:

Number Unfunded Redemption Redemption
Fair Value of Funds Commitments Frequency Notice Period

Hedge fund $ 1,070,177 1 $ - Quarterly 45 written days
Hedge fund 883,803 1 - Quarterly 60 written days

Note 6. Property and Equipment
Property and equipment consisted of the following at June 30, 2010:

Equipment $ 1,159,726
Leasehold improvements 1,737,591
2,897,318
Less accumulated depreciation (2,177,341)
$ 7 !97

Note 7. Restrictions on Net Assets
Temporarily restricted net assets consisted of the following at June 30, 2010:

Campus programs:
Capital improvements $ 1,761,056
Student scholarships 267,779
Other 8,110
Pledges receivable, net 1,318,437
Accumulated and unappropriated eamings on donor-restricted
endowments 487,703
$ 3,823,085
Pemanently restricted net assets consisted of the following at June 30, 2010:
Eamings thereon are available for the following purposes:
Campus programs $ 5,761,151
Student scholarships 8,531,148
Student loans 1,326,034
$ 15618,333

12



University Auxillary and Research Services Corporation

Notes to Financlal Statements

Note 7. Restrictions on Net Asssts, Continued

Net assets released from time and donor restrictions, by incurring expenses or costs satisfying the
restricted purpose or by occurrence of events specified by the donors, were as follows:

Satisfaction of donor restrictions:

Capital improvements $ 180,166
Student scholarships 39,135
Campus programs 30

Appropriation of eamings for use:
Student scholarships 362,413
Satisfaction of time restrictions 1,337,288
$ 1919032

Note 8. Endowments

The Organization's endowments consist of 68 individual funds established for a variety of purposes. The
endowments are all donor-restricted for the purpose of student scholarships, student loans and campus
program activities.

The Board of the Organization has interpreted UPMIFA as requiring the preservation of the fair value of
the original gift as of the gift date of the donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, the Organization classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b) the original
value of subsequent gifts to the permanent endowment, and (c) accumulation to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. The remaining portion of the donor-restricted endowment fund that is
not classified in permanently restricted net assets is classified as temporarily restricted net assets until
those amounts are appropriated for expenditure by the Organization in a manner that is consistent with
the standard of prudence prescribed by UPMIFA.

In accordance with UPMIFA, the Organization considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds:

The duration and preservation of the fund

The purposes of the Organization and the donor-restricted endowment fund
General economic conditions

The possible effect of inflation and deflation

The expected total return from income and the appreciation of investments
Other resources of the Organization

The investment policies of the Organization

NognrONS

At June 30, 2010, the endowments net asset compasition by type of fund consisted of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total

13



University Auxliiary and Research Services Corporation

Notes to Financlal Statements

Note 8. Endowments, Continued
Change§ in endowment net assets for the year ended June 30, 2010 consisted of the following:

Temporarily Permanently

Unrestricted Restricted Restricted Total
Endowment net assets,
beginning of year $ (3121257) $ 652185 $ 15560,774 $ 12,891,702
Investment retum:
Investment income, net of fees - 197,366 - 197,368
Net realized and unrealized gain 1,679,317 80,565 - 1,759,882
Total investment return 1,679,317 277,931 - 1,957,248
Contributions - - 57,559 57,559
Appropriation of investment
eamings for expenditure (34,032) (362,413) - (396,445)
Endowment net assets,
end of year 1,475,972 467,703 15,618,333 14,610,064

The investment management and advigory fees paid were $64,200 for the year ended June 30, 2010.

Funds with deficlencies: From time to time, the fair value of assets associated with Individual donor-
restricted endowment funds may fall below the level that the donor or UPMIFA requires the Organization
to retain as a fund of perpetual duration. In accordance with GAAP, deficiencies of this nature are
charged to unrestricted net assets, totaling $1,475,972 for the year ended June 30, 2010. These
deficiencies resulted from unfavorable market fluctuations in 2009. Endowment funds that had
deficiencies in the previous year and have gains in the current year record the gains as unrestricted until
the deficiency is restored. $1,679,317 of gains were recorded as unrestricted for the year ended June 30,
2010.

Retum objectives and risk parameters: The Organization has adopted investment and spending
policies for endowment assets that attempt to provide funding for programs supported by its endowment
and increase the value of the original contributed capital by an amount not less than the annual increase
in inflation. In order to meet this objective, the endowment asset portfolio is structured to achieve a
compounded annual retum, net of investment management expenses, of 5 percent plus the annual rate
of inflation (the Target Return). The temporarily restricted endowment asset portfolio is structured to
provide liquidity for short-term cash needs and safety of principal while seeking to enhance the postfolio’s
retum. In achieving the Target Retum, the Organization seeks to maintain a level of portfolio risk by
allocating investments to core fixed income mutual funds, domestic equity securities, domestic and
international equity mutual funds, hedge funds and cash instruments in a ratio similar to other peer
university endowments of similar size as surveyed annually by National Association of College and
University Business Officers.

Investment strategy: The investment strategy of the Organization is to develop a diversified portfolio of
passive investments. For core fixed income mutual funds and equity funds, the selection of such holdings
Is based on the merits of long-term ownership without the intent of short-term trading. To achleve the
Target Retum, the Organization relies on a total return strategy in which investment returns are achieved
through both capital appreciation (realized and unrealized) and current yield (interest and dividends), less
expenses.

14



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 8. Endowments, Continued

Spending policy: The Organization has a policy of appropriating for expenditure each year a percentage
of the prior three-year average endowment balance by taking into account investment performance from
the prior year. In establishing this policy, the Organization cansidered the long-term expected return on its
endowment. Until recently, the annual spending rate on all endowments was set at 4 percent. Because of
the prior year economic downturn, the rate for the year ending June 30, 2010 was set at 2 percent for
scholarship endowments and 0 percent for campus program endowments. The rate is reviewed annually
and may or may not change in future years depending on investment performance. Accordingly, over the
long-term, the Organization expects the current spending policy to allow its endowment to grow at the
average annual rate of inflation. This is consistent with the Organization's objective to maintain the
purchasing power of the endowment assets held in perpetuity as well as to provide additional real growth
through new gifts and investment return.

Note 8. Commitments and Contingencles

Leases: The Organization has entered into various operating lease agreements with the University for
office facilities with monthly rents totaling $3,666 through June 30, 2013. The lease agreement for

435 E. Carmel Street may be terminated by either party upon a six-month written notice and has monthly
rent of $11,387 expiring on December 31, 2011. Total rent expense was approximately $181,000 for the
year ended June 30, 2010.

The minimum future rental payments are as follows:

Years Ending June 30, Amount
2011 $ 180,640
2012 112,318
2013 43,998
$ 336954

Sponsored programs: The Organization receives significant financial assistance from numerous federal,
state and local governmental agencies in the form of grants and operating subsidies. Disbursement of
funds received under these programs generally requires compliance with tesrms and conditions specified
in the agreements and is subject to audit by the grantor agencies. Any disallowed claims resulting from
such audits could become a liability to the Organization. However, in the opinion of management, any
such disallowed claims would not have a material adverse impact on the overall financial position of the
Organization at June 30, 2010.

Note 10. Accumulated Postretirement Benefit Obligation
The Organization has a postretirement program which provides medical and dental coverage to retiring

employees aged 65 with at least 10 years of service. Medical coverage will be provided through the
CalPERS medical program. Dependents of eligible retirees will also receive lifetime medical coverage.

15



University Auxiliary and Research Services Corporation
Notes to Financlal Statements

Note 10. Accumulated Postretirement Benefit Obligation, Continued

The following table includes the postretirement health care benefits which are unfunded and the amounts
recognized in the financial statements as of and for the year ended June 30, 2010:

Benefit obligation, beginning of year $ 619,840
Net periodic benefit cost:
Service cost 117,211
Interest cost 32,639
Amortization of prior service cost 17,509
Amortization of actuarial gain 12,669)
Accumulated benefit obligation, end of year 7741!530

No benefits were paid during the year ended June 30, 2010, and the Organization does not anticipate
having to pay any premiums for the year ending June 30, 2011.

Weighted-average assumptions used to determine the benefit obligation included a discount rate of
5.50 percent and a health care cost trend rate of 7.680 percent for the year ended June 30, 2010.

Note 11. Transactions with Affillates

Reimbursed costs: The Organization reimburses the University for salaries and other program-related
costs for personnel working on contracts, other programs and campus programs. The total amount paid
to the University for these services was $7,692,688 for the year ended June 30, 2010. Amounts due to
the University at June 30, 2010 were $635,308 and are included in accounts payable.

The University reimburses the Organization for services and programs. The total amount received by the
Organization was $306,490 for the year ended June 30, 2010. Amounts due from the University at
June 30, 2010 were $15,449 and are included in other receivables.

Lease: The Organization as a lessor has entered into an operating lease agreement to rent storage
space to the University at 435 E. Carmel Street. The monthly rental income is $12,140, expiring on
December 31, 2011. Total rental income was $145,680 for the year ended June 30, 2010.

The future minimum rental receipts are as follows:

Years Ending June 30, Amount

2011 $ 145680

2012 72,840
$ 218520

Operating advance: In July 2004, the Organization entered into an agreement with San Marcos
University Corporation (the Corporation) to provide certain personnel and other operating services. The
total amount charged to the Corporation for these services and costs was $216,672 for the year ended
June 30, 2010. No amount was due at June 30, 2010.
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University Auxiliary and Research Services Corporation

‘ Notes to Financial Statements

Note 12, Subsequent Event

On July 1, 2010, the Organization transferred approximately $21 million of net assets to the California
State University San Marcos Foundation (CSUSMF), the philanthropic non-profit auxiliary of the
University. The amount represented approximately 81 percent of the Organization's June 30, 2010 total
net assets of approximately $26 million.

CSUSMF was established in 2009 to focus on attracting gifts to the University. The Organization, in
conformity with guidelines of the California Non-Profit Public Benefit Law, and in accordance with its
activities as described in its Articles of Incorporation, approved by resolution at its August 2009 meeting
of the Board of Directors to initiate the transfer of gift-funded assets to CSUSMF. The Organization
provided sufficient and adequate notice to the California Attorney General and Registry of Charitable
Trusts, and received notice from the Attorney General in March 2010 that there was no objection to the
transfer.

On July 1, 2010, the fair value of net assets transferred to CSUSMF consisted of the following:

Temporarily Permanently

Unrestricted Restricted Restricted Total

Unrestricted net assets:

Board-designated for:
Scholarship $ 500847 $ - $ - $ 500847
Campus programs 2,190,955 - - 2,190,955

@ Temporarily restricted net assets:
Capital improvements - 1,761,056 - 1,761,056
Student scholarships - 267,779 - 287,779
Campus programs - 8,110 - 8,110
Pledges receivable, net - 1,318,437 - 1,318,437
Endowment net assets (1,475,972) 467,703 15,618,333 14,610,064
Total net assets

transferred 1,215,830 3,823,085 15,618,333 20,657,248

The Organization has entered into an agreement with CSUSMF to provide accounting and business
services for the transferred net assets.

17
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University Auxiliary and Research Services Corporation

Schedule of Net Assets
. June 30, 2010
(for inclusion in The California State University)
Assats
Current assets
Cash and cash equivalents 3 1,669,957
Short-term investments 7,960,004
Accounts receivable, net 1,679,685
Leases recsivable, current portion -
Notes recelvable, current portion -
Pledges receivable, net 351,081
Prepaid expenses and other assets 1,343,368
Total current assets 13,004,075
Noncurrent assats
Restricted cash and cash equivalents 1,718,347
Accounts recelvable, net - -
Leases receivable, net of current portion -
Notes recsivabls, net of current portion -
Student loans recsivable, net -
Pledges receivable, net 867,376
Endowment investments 12,804,942
Other long-term inveatments -
Capital assets, net 719,878
Other assets 61,081
Total noncumrent assets 18,389,721
e 20463796
Liabliiities
Current liabilities
Accounts payable 8 1,280,812
Accrued salarias and benefits payable 190,820
O Accrued compensated absencas, current portion 162,031
Deferred revanue 1,267,847
Capitatized lease obligations, current portion -
Long-term debt obtigations, current portion -
Seitinsurance claims iiabiity, cument portion =
Other liabfities 170,002
Total cument Rabiities 3,001,612
Noncurrent Habllities
Accrued compensatad absences, net of current portion -
Defermred revenue .
Grants refundable -
Capitaiized leass obiigations, net of cumrent portion -
Long-term debt obligations, net of current portion -
Selfinsurance claims liabilities, net of cusrent portion -
Depository accounts -
Other liabiities (OPEB) 774,530
Total noncurvent labiities 774,630
3,866,042
Net assets:
Invested in capital agsets, net of related debt 718,875
Restricted for:
Nonexpendable, endowments 16,618,333
Expendable:
Scholarships and fellowships 267,779
Research -
Loans -
Caplial projscts 1,761,068
Debt service -
Other 1.784,250
Unrestricted 5.438,381
Totsal net assats i gﬁg
@ Ses independent auditor’s report.
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Unlversity Auxiliary and Research Services Corporation
Schedule of Revenues, Expenses and Changes In Net Assets
Year Ended June 30, 2010
(for inclusion in The California State University)

Revenues:
Operating revenuss:
Student tuition and fees (net of scholarship allowances of $0)
Grants and contracts, noncapltal:
Federal
State
Local
Nongovemmentat
Sales and services of educational activities
Sales and services of awxiliary enterprises (net of scholarship
allowances of $0)
Other operating revenues
Total operating revenues

Expenses:
Operating expenses:

Instruction

Research

Public service

Academic support

Student services

Institutional support

Operation and maintenance of plant

Student grants and scholarships

Auxllary enterprise expenses

Depreciation and amortization
Total operating expenses
Operating Income (loss)

Nonoperating revenues (expenses):

State appropriations, noncapital

Federal grant, Pell

Gifts, noncapital

Investment income, net

Endowment income

interest on capital-related debt

Other nonoperating revenues (expenses)
Net nonoperating revenues (expenses)
income (loss) before other additions

State appropriations, capital
Grants and gifts, capital

Additions (reductions) to permanent endowments
Increase (dacrease) in net assets
Net assets:
Net assets at beginning of year, as previously reported

Restatements
Net assets at end of year, as restated

See independent auditor's report.
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$ -

6,083,370
850,567
30,000
1,129,842
3,472,470

4,968,640

16,424,870

2,752,252
3,906,018
1,071,508

449,501
1,856,564
4,420,655

730,621
4,872,723
294 881
20,354,623
(3,929,744)

1,804,648
197,368
1,769,882

137,322

3,809,218
(30.526)

67,569
27,033

25,670,721

5 754
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

Restricted cash and cash equivalents at June 30, 2010:

Portion of restricted cash and cash equivalents related to endowments $ 1,326,034
All other restricted cash and cash equivalents 390,313
Total restricted cash and cash equivalents $ 1,716,347

Composition of investments at June 30, 2010:

Noncurrent Noncurrent Total
Current Unrestricted Restricted Noncurrent Total
State of Califomia Surplus Money investment Fund (SMIF) $ - - - - -
State of Califomia Local Agency investment Fund (LAIF) - - - - -
Wachovia Short-Term Fund - - - - -
Wachovia Medium-Tenm Fund - - - - -
Wachovia Equity Fund - - - - -
Debt securities - - - - -
Equity securities - - 2,742,601 2,742,601 2,742,601
Fixed income securities (Treasury notes, GNMAS) - - - - -
Real estate - - - - -
Certificates of deposit 7.950,004 - - - 7,850,004
Notes receivabie - - - - -
Mutual funds - 11,225 8,197,136 8,208,361 8,208,361
Collateralized mortgage obligations:
Inverse floaters - - - - -
Interest-only strips - - - - -
Agency pass-through & - = e =
Private pass-through - - - - -
Other major investments: - -
Hedge Fund-Goldentree - - 1,070,177 1,070,177 1,070,177
Hedge Fund-Glovine - - 883,803 883,803 883,803
Other - - - - -
Add description - - - - -
Add description - - - - -
Add description - - - - -
Add description - - - - -
Add description - - - - -
Total investments 7.950,004 11,225 12,893,717 12,804,942 20,854,946
Less endowment investments (enter as negative number) - - (14,292,200) . {(14.202298) {14.292,299)
Total Investments i Lgo!g 1 gs g laealg Mg 6!2%647

See independent auditor’s report.
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

2.2 Restricted noncurrent investments at June 30, 2010 related to:
Amount

Endowment Funds $ 14,292,299
Unrestricted-Endowment funds below principal (1,398,582)
Add description -
Add description
Add description
Add description
Add description
Add description
Add description
Add description .

Total restricted noncurrent investments at
June 30, 2010 $ 12,893,717

See independent auditor’s report.
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3.1 Composition of capital assets at June 30, 2010:

Nondepreciable capital assets:
Land and land improvements
Works of art and historical treasures
Construction work in progress (CWIP)
Total nondepraciable capital
assets

Depreciable capital assets:
Bulldings and building improvements
improvements, other than buildings
Infrastructure
Leasehold improvements
Personal propesty:
Equipment
Library books and materials
intangible assets
Total depreciable capital assats
Total capital assets

Less accumulated depreciation:
Buildings and building improvements
improvements, other than bulldings
Infrastructure
Leasehold improvements
Personal property:

Equipment
Library books and materials
intangible assets
Total accumulated depreciation
Net capital assets

See independent auditor's report.

University Auxiliary and Research Services Corporation
Other Information
Year ended June 30, 2010

(for inclusion in The Califomnia State University)

Balance Transfors of
Balance Prior Period June 30, 2009 Compieted Balance
June 30, 2008  Adjustments Reclassifications (vestated) Additions Reductions CWIP June 30, 2010
$ - $ - $ - $ - $ - - $ - $ -
1,737,501 - - 1,737,591 - . - 1,737,591
1,159,725 - - 1,158,725 - - - 1,159,725
2.897,316 - - 2,897,316 - - - 2,897,316
2,897,318 - - 2,897,316 - - - 2,897,316
(1,014,484) - - (1,014,484) (150,847) - - (1,165,331)
(867,976) - - (867,976) (144,034) - - (1,012,010)
(1,882.460) - - 1,882,460 ,881 - - 177,341
I6E 1.014.8 3 719.8
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

32 Detall of depreclation and amortization expense for the year ended June 30, 2010:

Depreciation and amortization expense related to capital assets $ (204,881)
Amortization expense related to other assets -
Total depreciation and amortization i (284,881)
4  Long-erm liabliities activity schedule:
Balance Prior Period Balance Balance Current Long-Term
June 30,2009 Adjustments  Reclassifications  June 30, 2009 Additions Reductions June 30, 2010 Portion Portion
Accrued compensated absences ] 188884 8 - S - 3 188,984 $ 162,031 $ (188984) $ 162,031 $162,031 $ -
Capitalized lease obligations:
Gross balance - - - - - - - - -
Unamortized premium {discount) on capitalized
lease cbiigations - - - - - - - - -
Total capitaitzod lease
obiigations - - - - - - - - -
Long-tarm debt obligations:
Revenue Bonds - - - - - - - - -
Other bonds (non-Revenue Bonds) - - - - - - - - -
Commercial Paper - - - - - - - - -
Other:
Premium on Bond - - - - - - - - -
Description - - - - - - - - -
Description - - - - - - - - -
Description - - - - - - - - -
Description . - - - - - - - -
Total long-term debt
obligations - - - - - - - - -
Unamortized bond premium (discount) - - . - - - - = -
Unamortized loas on refunding . - . - - N - - &
Total long-term debt
wt;wam net - - - - - - - - -
T 185,058 - - 1 § 16031 -
ong-term lablities T3 ¥ TSEUBT -3 TEZUST ¥ (ISS) X I S

See independent auditor’s report.
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

§ Future minimum lease payments:
Principal and

Year ending June 30: Principal  _ Interest interest

2011 $ $
2012

2013

2014 - 2018
2019 - 2023
2024 - 2028
2028 - 2033
2034 - 2038
2039 - 2043
2044 - 2048
2048 - 2053
2064 - 2058
Thereafter

L] ] 1 (] L] . ] ] 1] L} L ] ]
LI D D D D D DR DR Y R T |

Total minimum lease payments
Less amounts representing interest

Present value of future minimum lease payments
Less current portion

Capitalized lease obligation, net of current portion

L] ] L} 3 L] L] ] (] 1] (] ' L] L} [ ] .

i

See independent auditor’s report.
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University Auxillary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

6 Long-term dobt obligation schedule:

All Other Long-Term
Revenue Bonds Y Debt Ohllgguogsr Total AL
Principal and Principal and Principal and
Year ending June 30: Principal Interest Interest Principal Interest Interest Principal Interest Interest

$ $

2011 $
2012

2013

2014

2015-2019
2020 - 2024
2025 - 2029
2030 - 2034
2035 - 2039
2040 - 2044
2045 - 2049
2050 - 2054
2085 - 2059

o v o v e
TR R L
S T e
SIS A ohli g h b sgiae
4 [ R " o AT AR
| iR R D AGA T
SRR T LT e o iy
Blveside Sonendh b 0 0 0
lal|o iR R S R

o

Total

Ses independent auditor's report.
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

7.1 Calculation of net assets invested in capital assets, net of related debt

Auxillary Organtzations Total
GASB FASB Auxiliaries

$ 719,975 $ 719975

Capital assets, net of accumulated depreciation $
Capitalized lease obligations, current portion

Capitalized lease obligations, net of current partion

Long-term debt obligations, current portion

Long-term debt obligations, net of current portion

Portion of outstanding debt that is unspent at year-end

Othen.
(description) - - -
(description) - - -
(description) - - =
(description) - - =
Net assets invested In capital assets, net of related debt ) - g 71gg5 i 719!27

7.2 Calculation of net assets - Restricted for nonexpendable - endowments

$ 1,326,034 $ 1.328,034
14,292,299 14,292,209

Partion of restricted cash and cash equivalents related to endowments $
Endowment investments
Other adjustments: (please fist)

Net assets - Restricted for nonexpendable - endowments

per SNA $ - $ 15618333 $_15618,333

See independent auditor’s report.
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Transactions with rolated entities:

Reimbursements to University for salaries of University personnel working on contracts, grants and other programs
Reimbursements to University for other than salaries of University personnel

Payments received from University for services, space and programs

Gifts-in-kind to the University from awdliary organizations

Gifts (cash or assets) to the University from recognized auxiliary organizations

Accounts (payable to) University (enter as negative number)

Other amounts (payable to) University (enter as negative number)

Accounts recelvable from University

Bond principal and interest payments paid to the University

Other Postemployment Benefits Obligation (OPEB)
Annual required contribution (ARC)

Contributions during the year

Increase in net OPEB obligation (NOO)

NOO - beginning of year

NOO - end of year

See independent auditor’s report.

27

University Auxdliary and Research Services Corporation
Other Information
Year ended June 30, 2010
(for inclusion in The Califomnia State University)

Amount

$ 1,239,908
6,452,780
452,170

(635,308)

15,449

$ 154,690

154,890

619,840
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University Auxiliary and Research Services Corporation

Other Information
June 30, 2010
(for inclusion in The California State University)

10 Poliution remediation llabilities under GASB Statement No. 49:

Description

Add description
Add description
Add description
Add description
Add description
Add description
Add description
Add description
Add description
Add description
Total pollution remediation liabllities
Less current portion
Poliution remediation flablilities, net of current portion

19 The nature and amount of the prior period adjustment(s) recorded to beginning net assets:

Net Asset
Class Amount
Dr. (Cr.)

Net assets as of June 30, 2009, as previously reported $ 25,570,721

Prior period adjustments:

Building-Tilt-Up Classroom

Accum Deprec-Bidg

{list description of each adjustment)

(list description of each adjustment)

(list description of each adjustment)

(list description of each adjustment)

(list description of each adjustment)

(list description of each adjustment)

(list description of each adjustment)

0 (list description of each adjustment)
Net assets as of June 30, 2009, as restated 570,

OCDNAON DWN -

i

=3

See independent auditor’s report.
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

Provide a detalled breakdown of the journal entries (gt { ovel) booked to record each prior period adjustment:

Debit Credit

Net asget class: Bida
1 Building
Accum Deprec - Bidg
Net Asset - Bldg

Net asset class:,
2 (breakdown of adjusting joumal entry)

Net asset class:
3 (breakdown of adjusting journal entry)

Net asset class:
4 (breakdown of adjusting joumnal) entry)

Net asset class:
§ (breakdown of adjusting joumal entry)

Net asset class:
6 (breakdown of adjusting joumnal entry)

Net asset class:
7 (breakdown of adjusting joumnal entry)

Net asset class:
8 (breakdown of adjusting jounal entry)

Net asset class:,
9 (breakdown of adjusting joumal entry)

Net asset class:
10 (breakdown of adjusting joumal entry)

See independent auditor's report.
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University Auxiiiary and Research Services Corporation

Schedule of Expenditures of Federal Awards

Year Ended June 30, 2010
Catalog of
Federal
Domestic
Assistance  Pass-Through Entity Federal
Federal Grantor/Pass-Through Grantor/Program Cluster or Title Number Identifying Number Expenditures
Research and Development Cluster:
f
Direct Programs:
Drug Abuse and Addiction Research 93.279 204
ARRA - Recovery Act of 2008: Trans-NIH Recovery Act
Research Support 93.701 169,488
Gene Discovery Research 93.865 211,953
Biomedical Research and Research Training 93.859 767,698
1,149,343
Passed through from La Jolla institute for Allergy & immunology:
Gene Discovery Research 93.856 ROl Al070902-01A2, 53,692
ROI Al070802-02
Total National Institutes of Heaith 1,202,935
U.S, Departmant of Education
Direct Program:
TRIO Cluster:
TRIO - Upward Bound 84.047 79,469
Total U.S. Department of Education 79,469
Lepa
Direct Program:
@ Family and Community Violence Prevention Program 93.910 221,0
221,011
Passed through from Vista Community Ciinic:
Family and Community Violence Prevention Program 93.910 YEPMP(Q90032-01-00 10,923
Total U.8. Department of Health and Human Services 231,934
0
Direct Programs:
Geosciences 47.050 74,885
Engineering Programs 47.041 130,439
Biological Sciences 47,074 62,426
Soclal, Behavioral and Economic Sciences 47.075 82,127
Education and Human Resources 47.076 312,963
Polar Programs 47.078 96,036
cture 47.080 91,445
Total National Science Foundation 850,321
Forestry Research 10.652 147,655
Passed through from the California Department of Public Health:
ARRA - Recovery Act of 2009: State Administrative Matching
Grants for the Supplemental Nutrition Assistance Program  10.561 09-11461 59,123
Total U.8, Department of Agriculture, Forest Service 208,778

See Notes to Schedule of Expenditures of Federal Awards.



University Auxiiiary and Research Services Corporation

Schedule of Expenditures of Federal Awards, Continued
Year Ended June 30, 2010

Passed through from San José State University:
Water Pollution Control State, interstate and Tribal Program

Support 66.419
Total Research and Development Expenditures of Federal Awards
TRIO Cluster:
U.S. Depariment of Education
Direct Programs:
TRIO Cluster:
TRIO ~ Student Support Services 84.042
TRIO - Talent Search 84.044
TRIO ~ Upward Bound 84.047
Total TRIO Cluster
t
Direct Programs:
ARRA - Recovery Act of 2009: Trans-NIH Recovery Act
Research Support 93.701
Biomedical Research and Research Training 93.859

Passed through Harvard-Beth israel Deaconess Medical Center:
ARRA - Recovery Act of 2009: Trans-NIH Recovery Act

Research Support 93.701
Total National institutes of Health
birect Programs:
Higher Education Institutional Aid 84.031
Migrant Education - College Assistance Migrant Program 84.149
Passed through from Califomia Department of Education:
Fund for the Improvement of Education 84.215
Asts in Education 84.351
Improving Teacher Quality State Grant 84.367
National Writing Project 84.928
Total U.S. Department of Education

Food and Drug Administration Research 93.103

09-062-270

3R24RR016001-0981

AGRMNT 3/15/2010
U3510080077-09
\NCLB-5-CWP-San Marcos,
CN088565, CN090046
02-CA19AMENDMENT7

Catalog of
Federal
Domestic
Assistance  Pass-Through Entity Federal
Federal Grantor/Pass-Through Grantor/Program Cluster or Title Number Identifying Number Expenditures
National Endowment for the Humanities
Direct Program:
Humanities Research 45.161 $ 20603
National A 88 ana
Diract Program:
National Historical Publications and Records Grant 89.003 17,595
ntal el

8278
2617913 _

373,807
240,604
174,601
789,012

108,692
1,200,5

1,310,172

42,298

1362470

387,213

Chich

b4
(=] =]
g P-4
(=] (=]




Univarsity Auxiliary and Research Services Corporation

Schedule of Expenditures of Federal Awards, Continued
Year Ended June 30, 2010

Catalog of
Federal
Domaestic
Assistance  Pass-Through Entity
Federal Grantor/Pass-Through Grantor/Program Cluster or Title Number identifying Number
Passed through from Vista Community Clinic:
Community Programs to improve Minority Health 93.137 1CPIMP061027-01
Total U.S. Department of Heaith and Human Services
National Science Foundation
Direct Programs:
Education and Human Resources 47.076
Passed through from San Diego State University Research
Foundation:
Education and Human Resources 47.076 DUE-0717791
Passed through from University of California San Diego:
ARRA - Recovery Act of 2009: Education and Human
Resources 47.076 DUE-0934895
Total National Science Foundation
D en b
Passed through from California Employment Development
Department WIA Adult Program 17.258 R974334SM9

Total Expenditures of Federal Awards

See Notes to Schedule of Expendituraes of Federal Awards.

Federal
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University Auxiliary and Research Services Corporation

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2010

Note 1. Basls of Presentation

The accompanying Schedule of Expenditures of Federal Awards (the Schedule) includes the federal
grant activity of University Auxiliary and Research Services Corporation and is presented on the accrual
basis of accounting. The information in the Schedule is presented in accordance with the requirements of
Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Therefore, some amounts presented in the Schedule may differ from amounts
presented in, or used in preparation of, the financial statements.

Note 2. Indirect Cost

Indirect costs are charged to federal grants and contracts at predetermined rates. The predetermined
rates for the period from July 1, 2009 through June 30, 2010 ranged between 0 percent and 48 percent of
direct program costs (excluding capital expenditures). The Organization recovered $1,058,753 in indirect
costs for the year ended June 30, 2010.
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independent Auditor's Report on Internal Control Over Financlal Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Govemment Auditing Standards

Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

We have audited the financial statements of University Auxiliary and Research Services Corporation (the
Organization) as of and for the year ended June 30, 2010, and have issued our report thereon dated
September 30, 2010. 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.

internal Control Over Financial Reporting

In planning and performing our audit, we considered the Organization's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Organization's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Organization's internal control over financial reporting.

A deficiency in intemal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected, on a
timely basis. We consider the following deficiencies described in the accompanying schedule of findings
and questioned costs to be material weaknesses (2010-02 and 2010-03). A significant deficiency is a
deficiency or a combination of deficlencles in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance. We consider the
following deficiencies described in the accompanying schedule of findings and questioned costs to be
significant deficiencies (2010-01 and 2010-04).

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses. Therefore,
there can be no assurance that all deficiencies, significant deficiencies or material weaknesses have
been identified. However, as described in the accompanying schedule of findings and questioned costs,
we identified certain deficiencles in intemal control over financial reporting that we consider to be material
weaknesses and others we consider to be significant deficiencies.



Compillance aqd Other Matters

As part of obtaining reasonable assurance about whether the Organization's financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The resuits of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

The views of responsible officials and planned corrective actions to the findings identified in our audit are
described in the accompanying schedule of findings and questioned costs. We did not audit the
Organization's responses, and accordingly, we express no opinion on the responses.

This report is intended solely for the information and use of the Board of Directors, management, federal
awarding agencies and pass-through entities, and is not intended to be, and should not be, used by
anyone other than those specified parties.
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San Diego, CA
September 30, 2010
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Independent Auditor’s Report on Compliance With Requirements That Could
Have A Direct and Material Effect On Each Major Program and internal
Control Over Compliance in Accordance with OMB Circular A-133

Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

Compliance

We have audited the compliance of University Auxiliary and Research Services Corporation (the
Organization) with the types of compliance requirements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2010. The Organization’s major federal
programs are identified in the summary of auditor's results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and
grants applicable to each of its major federal programs is the responsibility of the Organization's

management. Our responsibility is to express an opinion on the Organization’s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptrolier General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Organization's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on the Organization’s compliance with those
requirements.

In our opinion, the Organization complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for the
year ended June 30, 2010.

Internal Control Over Compliance

Management of the Organization is responsible for establishing and maintaining effective internal control
over compliance with the requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the Organization's intemal control over
compliance with the requirements that could have a direct and material effect on a major federal program
in order to determine our auditing procedures for the purpose of expressing our opinion on compliance



and to test and report on internal control over compliance in accordance with OMB Circular A-133, but not
for the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Organization’s internal control over
compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over -
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in intemal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our conslderation of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed identify all deficiencies in internal control over compliance
that might be deficiencies, significant deficiencies or material weaknesses. Therefore, there can be no
assurance that all deficiencies, significant deficiencies or material weaknesses have been identified. We
did not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the Organization as of and for the year ended June 30,
2010, and have issued our report thereon dated September 30, 2010. Our audit was performed for the
purpose of forming an opinion on the basic financial statements taken as a whole. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as required
by OMB Circular A-133 and is not a required part of the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole.

This report is intended solely for the information and use of the Board of Directors, management, federal
awarding agencies and pass-through entities, and is not intended to be, and should not be, used by
anyone other than those specified parties.

/?a% S Al , cer

San Diego, CA
September 30, 2010



University Auxiliary and Research Services Corporation

Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

{. Summary of independent Auditor’s Resuits
Financial Statements
Type of auditor's report issued: Unqualified
Internal control over financial reporting:

o Material weakness(es) identified? X Yes No
o Significant deficiency(ies) identified that are not
considered to be material weaknesses? X __ Yes No
Noncompliance material to financial statements noted? Yes X __No
Federal Awards

Internal control over major programs:

¢ Material weakness(es) identified? Yes X No
¢ Significant deflciency(ies) identified that are not
considered to be material weaknesses? Yes X No

Type of auditor’s report issued on compliance for major
programs: Unqualified

¢ Any audit findings disclosed that are required to be
reported in accordance with Section 510(a) of OMB

Circular A-133? Yes X No
Identification of major programs:
CFDA Number Name of Federal Program or Cluster
Various Research and Development Cluster
84.042, 84.044 and 84.047 TRIO Cluster
93.859 Biomedical Research and Research Training
84.149 Migrant Education - College Assistance Migrant Program
93.701 Trans-NIH Recovery Act Research Support

Dollar threshold used to distinguish between Type A and
Type B programs: $300,000

Auditee qualified as low-risk auditee? X Yes No




University Auxliiary and Research Services Corporation

Schedule of Findings and Questioned Costs, Continued
Year Ended June 30, 2010

ll. Financial Statement Findings
A. Significant Deficlencies and Material Weaknesses
2010-01: Revenue Recognition

Criteria: According to the Revenue Recognition Topic of the Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC), revenues of an entity during a period are
generally measured by the exchange values of the assets (goods or services) or liabilities
involved, and recognition involves consideration of two factors: (1) being realized or realizable;
and (2) being eamed.

Condition: The Organization does not have proper controls in place to identify revenue
recognition criteria for its diverse revenue streams.

Context: The Organization failed to defer revenues for certain projects, while erroneously
deferring other project revenues which had been earned.

Effect: The errors resuited in recorded current year adjustments to increase liabilities and
decrease unrestricted revenue $251,000 and to decrease liabilities and increase unrestricted
revenue $309,000, with a net decrease in liabilities of $568,000 and net increase in unrestricted
revenue $58,000, and a passed adjustment to restate the prior year by decreasing net assets
$11,000 and increasing current year unrestricted revenue $11,000. We consider the error to be a
significant deficiency in interial control over financial reporting.

Cause: Lack of proper controls over revenue recognition.

Recommendation: We recommend the Organization design and establish internal controls to
identify the appropriate revenue recognition criteria for each revenue stream.

Views of responsible officials and planned corrective actions: The revenue adjustment of
$251,000 relates to revenues received at the end of the fiscal year related to an English language
cultural program for foreign students that is held during the summer months. Since most of the
program class start dates begin after July 1, program deposits received prior to July 1 should be
classified as deferred revenue. Management had always booked these deposits as revenues in
the month received on a consistent basis in prior years and had not performed annual
reclassifications to deferred revenue at fiscal year-end. Management will initiate procedures to
book fiscal year-end summer course deposits as deferred revenues for proper revenue recognition
in future years.

The revenue adjustment of $309,000 related to some fixed-fee contracts that had completed work
scopes or objectives at fiscal year-end in which total final project costs were below the fixed-fee
amount. Management had used a standard practice to reclassify all contract awards with positive
balances at year-end as deferred revenue since most contract awards are not fixed-fee but
instead are on a reimbursed-cost basis. Management will initiate procedures to identify fixed-fee
contracts and record completed award contracts with unspent funds as revenue at the time the
project is completed.
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University Auxillary and Research Services Corporation

Schedule of Findings and Questioned Costs, Continued
Year Ended June 30, 2010

2010-02: Inventory Costing

Criteria: According to the Inventory Topic of the FASB ASC, inventories should generally be
priced at cost. Cost includes both direct and indirect acquisition and production costs that are
incurred to bring the inventory to its present condition and location.

Condition: The Organization did not have proper controls in place for the implementation of its
new inventory system.

Context: A new bookstore accounting system that had been Installed at the beginning of the fiscal
year that produced varlous monthly reports that were used by management to record cost of
goods sold and calculate ending inventory. The processes and calculations used by the bookstore
accounting system were not fully understood by management at time of implementation and
contributed to an understatement by year-end of cost of goods sold. In addition, operating
procedures to properly record outstanding vendor invoices payable and vendor credits on returned
items were not adequately established by fiscal year-end.

Effect: The error resulted in a current year adjustment to increase liabilities and commercial
operations expense $384,000. We consider the error to be a material weakness in internal control
over financial reporting.

Cause: The Organization was unaware of the methodology used by its new inventory system to
price inventory items.

Recommendation: We recommend the Organization engage a specialist to establish controls
over its new inventory system.

Views of responsible officials and planned corrective actions: During the fiscal year,
management purchased a new bookstore accounting software package from a new vendor and
had it installed and operational in September 2009. The transition from the prior software vendor
to the new software package did not go smoothly and adequate training to properly use the
system was not provided by the vendor. Management had not spent sufficient time or resources to
leamn the various operating and reporting components of the system and had been using the
system monthly reports to record cost of goods sold. After a physical count of the inventory was
taken at June 30, 2010, it was discovered commercial operations expense had been under-
reported, along with a corresponding amount of accounts payable, to bookstore vendors.
Receiving, accounts payable and vendor credit receivable processes also needed enhancing.
Management has since initiated processes to establish controls and reviews of monthly system
accounting reports and to engage a specialist to assist in working with management and the
software vendor to develop standard operating procedures for such controls and reviews.

2010-03: Property and Equipment

Criterla: According to the Property, Plant and Equipment Topic of the FASB ASC, the lives used
in computing depreciation shall be based on estimates of the period over which the assets will be
of economic benefit to the entity. Such lives may be the same as the assets’ physical lives, but
frequently are shorter. Remaining lives of property shall be periodically reviewed and revised to
recognize changes in conditions.
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University Auxiliary and Research Services Corporation

Schedule of Findings and Questioned Costs, Continued
Year Ended June 30, 2010

2010-03: Property and Equipment, Continued

Two basic types of depreciation methods are acceptable: straight line (based on periods of time or
usage) and accelerated (decreasing charge). An accelerated method (e.g., declining balance or
sum-of-the-years digits) is desirable if evidence indicates that the decline in value of the property
is greater in the earlier years of its life or maintenance costs increase significantly as the asset
ages. When these factors are absent, the straight-line method is more desirable.

Condition: The Organization did not have proper controls in place for the tracking of property and
equipment.

Context: The Organization discontinued the use and lease of a facility in a prior year and
continued to depreciate the improvements until writing them off in the current year. The
Organization also overdepreciated other assets due to errors in the calculation of depreciation.

Effect: The combination of errors resulted in a current year adjustment increasing assets and
reducing expense $30,000, and a net passed adjustment related to the prior year by decreasing
net assets $75,000 and decreasing current year expense $75,000. We consider the combination
of errors a material weakness in internal control over financial reporting.

Cause: Improper review of fixed assets and the use of manual schedules to calculate
depreciation.

Recommendation: We recommend the Organization consider purchasing fixed-asset tracking
and depreciation software designed to help the Organization monitor its assets, properly calculate
depreciation and assist in continued re-evaluation of property and equipment in use.

Views of responsible officials and planned corrective actions: Management has initiated
processes to review all capitalized property and equipment items on a quarterty basis to assure
each item is properly depreciated and that assigned depreciable useful lives are appropriate for
each item being depreciated. Management will consider purchasing a fixed-asset tracking and
depreciation software package to enhance the control procedures over fixed assets.

2010-04: Classification of Statement of Activities Accounts

Criteria: According to FASB ASC 958-720-05-4, a statement of activities or notes to financial
statements should provide information about expenses reported by their functional classification,
such as major classes of program services and supporting activities.

Condition: The Organization does not have an established process to review and identify
statement of activities account classifications for financial statement reporting purposes.

Context: The Organization had difficulty providing a reconciliation between the statement of
activities amounts and the books and records.

Effect: There is a reasonable possibility that the entity would fail to detect an error in the

statement of activities without a formal process to determine how accounts should be classified.
We consider the matter to be a significant deficiency in intemnal control over financial reporting.

12



University Auxiliary and Research Services Corporation

Schedule of Findings and Questioned Costs, Continued
‘ Year Ended June 30, 2010

2010-04: Classification of Statement of Activities Accounts, Continued

Cause: No established process for properly reporting functional classifications of items in the
statement of activities.

Recommendation: We recommend the Organization develop a formal process for classifying
items in the statement of activities.

Views of responsible officials and planned corrective actions: Management will seek
guidance from its external auditors to assist in developing a formal process for classifying income
statement items to help assure proper functional classification of revenue and expenditure
activities and to look at available resources within its current financial accounting system to
establish automated report-generating capabilities.
Compliance Findings
No matters were reported.
lil. Findings and Questioned Costs for Federal Awards
A. Significant Deficlencies
No matters were reported.
O 8. Compliance Findings

No matters were reported.
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University Auxiliary and Research Services Corporation

Summary Schedule of Prior Year Audit Findings
Year Ended June 30, 2010

The following finding was noted during the audit for the year ended June 30, 2009, as reported by
predecessor auditors:

2009-1: Property and Equipment

During the fiscal year, the Organization’s management and the University determined that a
building with a cost of $1,103,250 had not been recorded in property and equipment on the
financial statements of the Organization since inception in 1897. A prior period adjustment was
recorded to increase property and equipment and net assets to include the building. We consider
the error a material weakness in intemal control over financial reporting.

Predecessor auditors recommended that the Organization improve its communication with the
University to ensure that all transactions are recorded correctly.

Corrective actions taken: Management has taken measures to improve communication with the

University. No such breakdowns in communication were reported for the year ended June 30,
2010. This matter is resolved.
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