To Management
University Auxiliary and Research Services Corporation
San Marcos, CA

In connection with our audit of the financial statements of University Auxiliary and Research Services
Corporation (the Organization) as of and for the year ended June 30, 2013, we identified deficiencies in
internal control over financial reporting (control deficiencies).

A control deficiency 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 deficiency In design exists when (a) a control necessary to meet the
control objective is missing, or (b) an existing control is not properly designed so that, even if the control
operates as designed, the control objective would not be met. A deficiency in operation exists when a
properly designed control does not operate as designed or when the person performing the control does
not possess the necessary authority or competence to perform the control effectively.

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.

A significant deficiency is a deficiency, or a combination of deficiencies, In internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.

Certain control deficiencies that have been previously communicated to you, in writing, by us or by others
within your organization are not repeated herein.

Following are descriptions of other identified deficiencies in Internal control that we determined did not
constitute significant deficlencies or material weaknesses:

Accrued Employee Paid Time Off

During the testing of accrued vacation, it was noted that the following error was made in the determination
of accrued amounts as of June 30, 2013:

The Organization incorrectly determined that Sponsored Projects employees did not require vacation,
paid time off and personal holiday accrual as the liability amounts would be immaterial to the financial
statements.

The net adjustment related to the error illustrated above In the current year was an increase to vacation
accrual of approximately $148,000 as well as an increase in the corresponding payroll expense. Prior
year net assets and accrued vacation accounts were also misstated by approximately $123,000, since
the Organization had excluded certain employees in prior years as well
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Deferred Revenue

During test work of deferred revenue, it was noted that the following error was made in revenue
recognition as of June 30, 2013:

The Organization recognized revenue for the entire $50,000 lump sum due from Pepsi in the prior year
even though the revenue was to be recognized over the 10-year life of the contract as specified by the
contract. The adjustment booked in the current year was a decrease in revenue of $42,500 and an
increase in deferred revenue of $42,500. In addition to this, there was a passed adjustment to restate
prior year net assets in the amount of $47,500 for the amount of revenue that should have been deferred
in the prior year.

Management Advice

Aithough no errors or deficiencies were detected during the audit with respect to related-party
transactions at the Organization, the audit team found it difficult to reconcile related-party payable and
receivable balances as well as related-party expenses and revenues with respect to the University and
other auxiliary organizations. Obtaining the proper amounts for disclosure purposes required various
inquiries and changes to the financial statements, and the responses sometimes differed between the
separate entities. Oftentimes, balances were mixed with third-party transactions and difficult to identify,
disaggregate and analyze. McGladrey recommends that the Organization (as well as other auxiliary
organizations) develop additional controls surrounding its processing of related-party transactions. Below
is a list of some recommendations you could implement:

o Create separate payable, receivable, revenue and expense accounts for each related party with
whom the Organization transacts.

e Ensure the separate accounts are maintained based on the nature of the services performed by
or for the related party, so that the amounts can easily be compared to existing contracts and
easily summarized for reporting and budgeting purposes. Separation of the accounts by nature of
transaction will make it easier to identify and review payments made or received that do not meet
the criteria of existing agreements, and to determine when new agreements may be required.

o Develop a monthly or quarterly reconciliation process to compare related-party balances against
the records of the University and other auxiliary organizations. Ensure this process is completed
independently on both sides before comparisons are made; that way it's easier to Identify
possible errors.

This communication Is intended solely for the information and use of management and others within the
organization and is not intended to be, and should not be, used by anyone other than these specified
parties.

/4&%447 terr

San Diego, CA
September 24, 2013
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McGladrey LLP
1455 Frazee Road, Suite 600
San Diego, CA 92108

This representation letter is provided in connection with your audits of the financial statements of
University Auxiliary and Research Services Corporation (the Organization) which comprise the
statements of financlal position as of June 30, 2013 and 2012 and the related statements of activities, and
cash flows for the years then ended, and the related notes to the financial statements for the purpose of
expressing an opinion on whether the financial statements are presented fairly, in all material respects in
accordance with accounting principles generally accepted in the United States (U.S. GAAP).

We confirm, to the best of our knowledge and belief, as of September 24, 2013, the following
representations made to you during your audit:

Financial Statements

1. We have fulfilled our responsiblilties, as set out in the terms of the audit arrangement letter dated
August 1, 2013, for the preparation and fair presentation of the financial statements referred to above
in accordance with U.S. GAAP.

2. We acknowledge our responsibility for the design, implementation, and maintenance of intemal
control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

3. We acknowledge our responsibility for the design, implementation, and maintenance of internal
control to prevent and detect fraud.

4 Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable. In that regard, adequate provisions have been made postretirement benefits
other than pensions attributable to employee services rendered through June 30, 2013.

5 Related-party relationships and transactions have been appropriately accounted for and disclosed in
accordance with the requirements of U.S. GAAP.

6. All events subsequent to the date of the financial statements and for which U.S GAAP requires
adjustment or disclosure have been adjusted or disclosed.

7. The effects of all known actual or possible litigation and claims have been accounted for and
disclosed in accordance with U.S. GAAP

8 The following have been properly recorded and/or disclosed in the financial statements
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Related-party relationships, transactions and related amounts receivable or payable, including
revenues, expenses, transfers and leasing agreements, all of which have been recorded in
accordance with the economic substance of the transactions.

Investments in debt and equity securities, including thelr classification.
All leases and material amounts of rental obligations under long-term leases.

d. All significant estimates and material concentrations known to management that are required to

g
h.
I

be disclosed in accordance with the Risks and Uncertalnties Topic of the FASB Accounting
Standards Codification. Significant estimates are estimates at the balance sheet date that could
change materially within the next year. Concentrations refer to volumes of business, revenues,
available sources of supply, or markets for which events could occur that would significantly
disrupt normal finances within the next year.

Assets and liabilities measured at fair value in accordance with the Fair Value Measurements and
Disclosures Topic of the FASB Accounting Standards Codification.

Tax status. We have evaluated the tax positions under the two-step approach for recognition and
measurement of uncertain tax positions required by the Income Taxes Topic of the FASB
Accounting Standards Codification.

Allocations of functional expenses based on reasonable basis.
Board designated unrestricted net assets.
Concentrations of credit risk.

9. We have no plans or intentions that may materially affect the canrying value or classification of assets.
In that regard:

a
b.

The Organization has no significant amounts of idle property and equipment.

The Organization has no plans or intentions to discontinue the operations of any division or to
discontinue any significant product lines.

10. We are responsible for making the accounting estimates included in the financial statements. Those
estimates reflect our judgment based on our knowledge and experience about past and current
events and our assumptions about conditions we expect to exist and courses of action we expect to
take. In that regard, adequate provisions have been made postretirement benefits other than
pensions attributable to employee services rendered through June 30, 2013.

11. There are no:

Violations or possible violations of laws or regulations whose effects should be considered for
disclosure in the financlal statements or as a basis for recording a loss contingency. In that
regard, we specifically represent that we have not been designated as, or alleged to be, a
“potentially responsible party” by the Environmental Protection Agency In connection with eny
environmental contamination

Other material liabilltles or gain or loss contingencies that are required to be accrued or disclosed
by the Contingencies Topic of the FASB Accounting Standards Codification.

Guarantees, whether written or oral, under which the Organizalion is contingently liable.

d. Arangements with financial institutions involving compensating balances or other arrangements

involving restrictions on cash balances
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Lines of credit or similar arrangements.

Agreements to repurchase assets previously sold.

Securlty agreements in effect under the Uniform Commercial Code.
Liens or encumbrances on assets and all other pledges of assets.

Contractual obligations for plant construction and/or purchase of real property, equipment, other
assets, and intangibles.

Liablilties that are subordinated to any other actual or possible liabilitles of the Organization,
Derivative financial Instruments.
All recordable contributions, by appropriate nel asset class.

. Reclassifications between nel asset classes.

Composition of assets in amounts neaded to comply with all donor restrictions.
Deferred revenue from exchange transactions.

Refundable advarices.

Obsolete, damaged, or excess inventories.

Deferred tax assets,

Uninsured losses or loss retentions (deductibles) attributable to events occurring through June
30, 2013, or for expected retroactive iInsurance premium adjustments applicable to periods
through June 30, 2013.

Material losses to be sustained in the fulfillment of or from the inability to fulfill any sales
commitments, including promises to give.

Environmental clean-up obligations.
Amounts held for others under agency and/or spiit interest agreements.
Investments or other assets that have permanently declined in value.

We have reviewed long-ived assets and certain identifiable intangibles to be held and used for
Impairment whenever events or changes in circumstances have indicated that the carrying
amouni of the assets might not be recoverable and have appropriately recorded the adjustment.

Uncoliectible receivables.
Pension obligations or deferred compensation agreements.

12. The Organization has satisfactory title to all owned assets.

13. We have complied with all aspects of contractual agreements, grants, and donor restrictions that
would have a material effect on the financial statements in the event of noncompilance.

In considering the disclosures that should be made about risks and uncertainties, we have concluded that
the following are required:

14. The Organization reimburses Californla Stale University San Marcos (the University) for salaries and
other program-related costs for personnel working on contracts, other programs and other campus
programs. The tolal paid to the University for these services was $4,732,943 and $4,604,583 for the
years ended June 30, 2013 and 2012, respectively. Amounts due to the University were $2980,212
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16.

16.

17.

18

19.

20.

21.

22.

and $456,811 as of June 30, 2013 and 2012, respectively. During the year, the Organlzation received
cash of $2,302,641 from students in connection with the ALCI program that was immediately remitted
to the University.

The University reimburses the Organization for services and programs. The total amount recelved by
the Organization was $719,197 and $984,523 for the years ended June 30, 2013 and 2012,
respectively. Amounts due from the University at June 30, 2013 and 2012 were $87,218 and $4,049,
respectively, and were included in due from affillates.

From time to time, the Organization receives funds for University related programs that are
subsequently transferred to the University. Amounts held for this purpose ag of June 30, 2013 were
$262,267 and are included in amounts due to affillates. There was no balance for this purpose as of
June 30, 2012.

The Organization a8 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 through December 31,
2012 and $11,591 from January 1, 2013 through June 30, 2014. The total rental income was
$146,680 for the years ended June 30, 2013 and 2012. The future minimum rentai recelpts for the
year ending June 30, 2014 are $139,092,

In July 2004, the Organization entered into an agreement with San Marcos University Corporation
(the Corporation) to provide certain personnel and other operating sarvices. The total amount
charged to the Corporation for these services and costs was $309,646 and $273,860 for the years
ended June 30, 2013 and 2012, respectively. As of June 30, 2013 and 2012, there was an amount
due from the Corparation for these services in the amount of $132,618 and $273,960, respectively.

On July 1, 2010, the Organization entered info a payroll processing agreement with Associated
Students Inc. (ASI). Under this agreement, all AS| employees became employees of the
Organization. During the year ended June 30, 2013, the Organization invoiced AS| $738,627 and
$816,268 for payroil and benefits, administration fees and supplies, As of June 30, 2013 and 2013
the Organization had receivables due from ASl in the amounts of $31,239, and $43,112, respectively,
which are included in due from affiliates.

On July 1, 2012, the Organization transfesred the activities of the American Language & Culture

Institute (ALCI) program to the University. Assoclated with this transfer, the Organization paid

expenses in the amount of $850,979 on the University's behalf and is recorded as a transfer of net

&ssets. The ALCI activities continue fo operate as a component of the extended leaming program at
e University.

On June 28, 2013, the Organization loaned the University $250,000 at three percent interest payable
over seven years through June 30, 2020, in order to heip with the budget reductions faced by the
University. Interest only payments of $7,500 are due the first two years and then principal and
interest payments of $54,589 per year are due over the remaining five years

On July 1, 2011, San Marcos University Corporation (the Corporation) transferred the assets and
functions of the campus child care center, Center for Children and Families, from the Corporation to
the Organization The child care center assets consisted of a building, land improvements and
related fumiture and equipment with a net book value of $6,286,611 at July 1, 2011. As part of the
transfer, the Organization assumed the Child Care Center Development Agreement (the Agreement)
with Children’s Creative Learning Center (CCLC), a California comoration, which terminated on
August 30, 2012. CCLC operated and managed the center for the chlidren rent-free. Management
estimated that the value of the agreement was $486,408 for the year ended June 30, 2013. This
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23.

24,

25.

26.

27.

amount is included in the statement of activities for the year ended June 30, 2013 as child care center
in-kind rental income and campus programs expense.

Along with the assets for the child care center, the ground {ease was also transferred to the
Organization. Management estimated that the value of the lease agrasment was $268,077 for the
year ended June 30, 2013, This amount is reflected in the statement of aclivities for the year ended
June 30, 2013 as property management fees revenue and land leasing costs, which are included in

the campus program expense,

The Organization has an operating agreement with CSUSMF to provide certain administrative
services, including cash management processes, gift account administration, and accounting and
financial reporting assistance. The Organizatlon receives an administrative fee when CSUSMF funds
are expended. The due to afflllate liability ropresents the status of that relationship as of June 30,
2013 and 2012 In terms of balances held by the Organization that are being managed on behalf of
CSUSMF. The balances due to CSUSMF as of June 30, 2013 and 2012 were $7,527,922 and
$8,373,994, respectively, which are included in dus to affiliates.

On July 7, 2011, the Organlzation entered into an agreement with an unrelated third party to operate
the campus bookstore. The term of the agresment Is through June 30, 2021, uniess terminated by
either party with advance notice, as defined in the agreement. As part of the agresment, the
unrelated third party purchased the remalning bookstore Inventory, made capltal improvements of
approximately $158,000, and made a payment of $200,000 for a one-time contribution to the
Organlzation. If the Organization terminates the agreement prior to the termination date or If the
unrelated third party terminates the agreement for cause, the Organization is required to purchase
any existing Inventory at the time of termination at fair vaiue according to the agreement, reimburse
the unrelated third party for the book value of its capital improvements, and refund the unamortized
portion of the one-time contribution. As consideration for the agreement, the Organization will receive
an annual 12.5 percent commission on gross revenue up to $4 million plus 13.5 percent from gross
revenue in excess of $4 million. Commission revenue for the year ended June 30, 2013 and 2012,
respeclively, was $385,162 and $347,515. The one-time contribution was recorded as other Income
for the'year ended June 30, 2012,

On June 5, 2012, the Organization entered Into an agreement with an unrelated third party which
granted the unrelated third party exclusive rights to campus baverage sales and distribution. The term
of the agreement is a ten year period commencing on January 1, 2012 and expiring on December 31,
2021, unless terminated by either party with advance notice, as defined in the agreement. As part of
the agreement, the unrelated third party will have exclusive rights for beverage sales and distribution,
including the right to provide all beverages at athletic events, club activities, special events,
concessions, and vending locations. As consideration for the agreement, the unrelated third party
paid the Organization an initial support fund in the amount of $50,000 earned over the ferm of the
agreement and payable upon signing the agreement. Additional consideration includes an Annual
Sponsorship Fee of $20,000 payable annually at the end of each calendar year and 35% commission
pald quarterly on actual cash collected by vending machines pius proceeds from credit card
transactions. Commission revenue was $36,108 and $5,468 for the yeers ended June 30, 2013 and
2012, respectively. The sponsorship fee of $20,000 for the year ended June 30, 2013 is also Included
in commission revenue.

On April 17, 2013, the Organization entered into an agreement with an unrelated third party to
operate the campus food services including retail sales, catering, and concesslons. The term of the
agresment is twenty years commencing on August 6, 2012 and continuing through August §, 2032
unless terminated by either paity with advance notice, as defined in the agreement. As part of the
agreement, the Organization will continue to own the premises and equipment used to operate the
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food services and the unrelated third party shall purchase and own the inventories of food, beverage,
and supplies used in operations. In the event of a termination by the Organization, all amounts due to
the unrelated third parly shall be payable Immediately as defined in the agreement. The Organization
does not expect eary termination. As consideration for the agreement, the unrelated third party wiil
pay the Organization a commission of 6% on retall and cateting sales ¢ommencing on July 1, 2019,

28. We agree with the findings of specialists in evaluating the postretirement benefit obligation and have
adequately conskiered the qualifications of the specialists in determining the amounts and
disclosures used In the financlal statements and underlying accounting records. We did not glve or
cause any instructions to be given to speciallsts with respect to the values or amounts derived in an
attempt to bias their work, and we are not otherwise aware of any matters that have had an Impact on
the independence or objectivity of the speclallsts.

29. We have informed you of all uncorrected misstatements.

As of and for the Year Ended June 30, 2013

We believe that the effects of the uncorrected misstatements aggregated by you and summarized below
are Immaterlal, both individually and in the aggregate to the financial statements taken as a whole. For
purposes of this representation, we consider items to be material, regardiess of their size, if they involve
the misstatement or omission of accounting information that, in light of surrounding circumstances, makes
it probable that the judgment of a reasonable person relying on the information would be changed or
influenced by the omission or misstalemenl.

Effect - Dobit (Credit) .
Description Assels Liabilities  NeolAssels  Revenue Expense
Carryover impact from Previous Years
Nonreversing:
+ None - - - - -
Reversing:
., Toreduce CY depraciation expense that shouid . . .
have been taken In e prior year $ $ $ 15891 § $ (15,891)
. Toreoord prios yeer eflect of sponsored prajecis . . R
vacafon/PTO accrual 150 (123,05%
To record prior year efiect for e deferral of
» revenus relsied o commissions paymenfs received - - 47,500 (47,300) -
bulnol earned
Current Year Misiatements
Total effect $ - § - § 166,424 § (47,600) § (138,924)
Current year eflect on the statement of actviles (186,424)
Total nel assets effect $ -
Information Provided

30. We have provided you with:

a. Access (o all information, of which we are aware that is relevant to the preparation and fair
presentation of the financial statements such as records, documentation, and other matters;
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31.

32

33.

34.

35

37.

38.

39.

b. Additional information that you have requested from us for the purpose of the audit;

c. Unrestricted access to persons within the entity from whom you determined it necessary to obtain
audit evidence.

d. Minutes of the meetings of the governing board and committees, or summaries of actlons of
recent meetings for which minutes have not yet been prepared.

All transactions have been recorded In the accounting records and are reflected in the financial
statements.

We have disclosed to you the results of our assessment of risk that the financial statements may be
materlally misstated as a result of fraud.

We have no knowledge of allegations of fraud or suspected fraud, affecting the entity's financial
statements involving:

a. Management.
b. Employees who have signlificant roles in the intemal control.
¢. Others where the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting the Organization's
financial statements received in communications from employees, former employees, regulators, or
others. ’

We have no knowledge of noncompliance or suspected noncompliance with laws and regulations
whose effects should be considered when preparing financlal statements.

. We are not aware of any pending or threatened litigation and claims whose effects were considered

when preparing the financial statements and we have not consulted legal counsel conceming
litigation or claims. '

We have disclosed to you the idenlity of the entity's related parties and all the related-party
refationships and transactions of which we are aware.

We are aware of no significant deficiencies or material weaknesses, in the design or operation of
internal controls that could adversely affect the Organization’s abllity to record, process, summarize,
and report financial data.

There have been no communications from regulatory egencies conceming noncompliance with, or
deficiencies in, financial reporting practices.

Supplementary Information

40,

With respect to supplementary information presented in relation to the financial statements as a
whole:

a. We acknowledge our respongibility for the presentation of such information.

b. We believe such information, inciuding its form and content, is fairly presented in accordence with
accounting principles generally accepted in the United States of Amernica.

¢. The methods of measurement or presentation have not changed from those used in the prior
period.
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41,

42

43.

We have received a determination from the internal Revenue Service that we are exempt from
federai income taxes as a Section §01(c)(3) not-for-profit comoration, and we have complied with the
IRS regulations regarding this exemption.

We are responsible for determining that significant avents or transactions that have oocurrad since
the balance sheet date and through September 24, 2013, have been recognized or disclosed in the
financlal statements. No events or transactions have occurred subseguent to the balance shest date
and through September 24, 2013 that would require recagnition or disclosure In the financlal
statements. We further represent that as of September 24, 2013, the financial statements were
complete In a form and format that complied with accounting principles generally accepted In the
United States of America, and all approvals necessary for issuance of the financlal statements had
been obtained.

During the course of your audit, you may have accumulated records conteining data that should be
reflected in our books and records. All such data have been so reflected. Accordingly, copies of such
records in your possession are no longer needed by us.

In connection with your audit, conducted in accordance with GAS, we confirm:

44,

45.

48.

47,
48,

49

60

We are responsible for:
a. Compliance with the laws, regulations, and provisions of contracts and grant agreements
applicable to the Organization,

b, Establishing and maintaining effactive internal control over financial reporting.

We have identified and disclosed to you:

a. All laws, regulations and provisions of contracts and grant agreements that have a direct and
material effect on the determinations of financial statement amounts or other financial data
significant to audit objectives.

b. Violations (and possible violations) of laws, regulations and provisions of contracts and grant
agreements whose effects should be considered for disclosure in the auditor's report on
noncompliance.

We know of no fraud, liiegal acts, violations of provisions of contracts or grant agreements, or abuse

that has been reported.

We have a process to track the status of audit findings and recommendations.

We have identified for you previous financial audits, attestation engagements, performance audits, or
other studies related to the objectives of the audit being undertaken and the corrective action taken to
address significant findings and recommendations.

We have provided you with our views on your reported findings, conclusions and recommendations,
as well as our planned corrective actions for the report

We have reviewed, approved, and take full responsibility for, the financial statements and related
notes and acknowiedge the auditor’s role in the preparation of this information.

In connectlan with your audit of federal awards conducted in accordance with OMB Circular A-133, Audifs
of State, Local Governments, and Non-profit Organizations, we confirm:
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51.

52.

63.

66.

§7.

68.

69

61.
62.

63.

We are responsible for complying, and we have complied, with the requirements of OMB
Circular A-133.

We have prepared the schedule of expenditures of federal awards in accordance with OMB
Circular A-133 and have included expenditures inade during the perlod being audited for all
awards provided by federal agencles in the form of grants, federal cost-reimbursement contracts,
loans, ioan guarantees, property (Inciuding donated surplus property), cooperative agreements,
interest subsidies, Insurance, food commodities, direct appropriations and other assistance.

We are responsible for establishing and maintaining, and we have established and maintained,
effective internal control over compliance for federal programs that provides reasonable
assurance that the Organization is managing federal awards In compllance with laws, regulations
and the provisions of contracts or grant agresments that could have a material effect on our
federal programs.

. We are responsible for complying with the requirements of laws, regulations and the provisions of

contracts and grant agreements related to each of the Organization's federal programs and have
complied, in all material respects, with those requlrements.

We have identified and disclosed to you the requirements of laws, regulations and the provisions
of contracts and grant agreements that are considerad to have a direct and materlal effect on

each major program.

. There are no Interpretations of compllance requirements that have varying interpretations.

We have made available all contracts and grant agreements (including amendments, if any) and
any other correspondence relevant to federal programs and related aclivities that have taken
place with federal agencies or pass-through entities.

There are no amounts questioned or any known noncompliance with the requirements of federal
awards, including those resulting from other audits or program reviews.

We have charged costs to federal awards In accordance with applicable cost principles.

. We have made available all documentation related to the compliance requirements, including

information related to federal program financial reports and claims for advances and
reimbursements.

We are responsible for taking comrective action on audit findings of the compliance audit.

We have disciosed whether any changes in internal control over compliance or other factors that
might significantly affect internal control, inciuding any corrective action taken by management
with regard to significant deficlencies in internal control over compliance (Including material
weaknesses In Internal control over compliance), have occurred subsequent o the date as of
which compliance is audited.

Federal program financial reports and clalms for advances and reimbursements are supported by
the books and records from which the basic financial statements have been prepared.
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64. The copies of federal program financial reports provided to you are true copies of the reports
submitted. or electronically transmitted. to the federal agency or pass-through entity, as
applicable.

66. We are responsible for, and have accurately prepared, the summary schedule of prior audit
findings to include all findings required to be included by OMB Circular A-133.

86 We have provided you with all Information on the status of the follow-up on prior audit findings by
federal awarding agencies and pass-through entities, including all management decisions.

67. There are no subrecipients, only subcontracted work as identifled in grant agreements.

68 We have accurately completed appropriate sections of the data coilection form.

UNIVERSITY AUXILIARY AND RESEARCH SERVICES CORPORATION
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I

Independent Auditor’s Report

To the Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

Report on the Financial Statements

We have audited the accompanying financial statements of University Auxiliary and Research Services
Corporation, which comprise the statements of financial position as of June 30, 2013 and 2012, and the
related statements of activities and cash flows for the years then ended, and the related notes to the
financial statements.

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 (U.S. GAAP);
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.

Auditor’s Responsibiliity

Our responsibility is to express an opinion 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. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of 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 financiai statements, whether due to fraud or
error. in making those risk assessments, the auditor considers internal control reievant 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 opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of University Auxiliary and Research Services Corporation as of June 30, 2013 and
2012, and the changes in its net assets and its cash flows for the years then ended in conformity with
U.S. GAAP.



Report on Schedules to be included in the California State University System's Financial Report
(Supplementary information)

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole.
The supplementary information is presented far purposes of additionai analysis and is not a required part
of the financial statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

/»%%47 e,

San Diego, CA
September 24, 2013



University Auxiliary and Research Services Corporation

Statements of Financial Position

June 30, 2013 and 2012
Assets 2013 2012
Current Assets
Cash and cash equivaients $ 450438 S 641,078
Sponsored programs receivable 985,879 672,906
Other receivables 62,821 31,125
Due from affiliates (Note 6) 250,973 321,121
Prepaids 44,668 32,670
Certificates of deposit 8,261,374 11,891,486
investments (Note 2) 3,237,070 2,212,128
inventory (Note 4) - 29,326
Total current assets 13,283,213 15,831,840
Other Assets
Property and equipment, net (Notes 3 and 4) 5,780,659 6,244,339
Note receivable from University (Note 6) 250,000 -
Other assets 61,081 61,081
Total other assets 6,091,640 6,305,420
Total assets $ 19!374!853 $ 22137,260

Liabliities and Net Assets

Current Liabilities
Accounts payable
Due to affiliates (Note 6)
Deferred revenue
Accrued payroll and benefits
Other current liabilities
Total current liabilities

Accrued postretirement benefit costs (Note 5)
Total liabilities

Commitments and Contingencies (Note 4)

Net Assets
Unrestricted:
Board-designated:
Operating reserves
Program reserves
Campus programs
Equipment
Schoiarship
Total net assets

See Notes to Financial Statements.

$ 322,724 $ 456,943

8,080,401 8,830,805
418,104 902,316
682,012 594,791

17,466 25,162
9,620,697 10,810,017
1,483,436 1,205,268

11,004,133 12,015,285

1,111,945 1,465,858
457,841 628,708

1,020,375 1,776,604

5,780,559 6,244,339

. 6,466

8,370,720 10,121,975

$ 19374863 § 22137260



University Auxiliary and Research Services Corporation

Statements of Activities
Years Ended June 30, 2013 and 2012
2013 2012
Revenue, Gains and Other Support:
Federal grants and contracts $ 6,273,797 6,325,338
Other sponsored programs 1,253,263 1,263,991
Campus programs (Note 6) 1,451,960 3,300,561
Commercial operations (Note 4) 125,788 1,639,947
Commissions (Note 4) 459,392 379,256
Interest income 7,087 37,268
Dividend income 40,273 76
Net realized and unrealized loss on investments (Note 2) (41,209) (6,260)
Child care center in-kind rental income (Note 4) 486,408 478,022
Ground lease income (Note 4) 258,077 253,627
Rental income (Note 6) 145,680 145,680
Other income (Note 4) - 200,000
Total revenue, gains and other support 10,460,516 14,017,506
Expenses (Note 6):
Program services:
Sponsored programs (Note 4) 6,519,135 6,448,461
Campus programs (Notes 4 and 6) 1,199,422 3,306,530
Commercial operations (Note 4) 211,089 1,604,854
Student scholarships 94,662 48,627
Total program services 8,024,308 11,408,472
General administration (Notes 4 and 6) 3,327,484 3,088,237
Total expenses 11,351,792 14,496,709
Change in net assets before transfer of assets (891,276) (479,203)
Transfer of Assets to University (Note 6) (869,979) -
Transfer of Assets from UCorp (Notes 3 and 4) - 6,285,611
Net Assets, beginning 10,121,976 4,315,567

Net Assets, ending

See Notes to Financial Statements.

$ 8370720 _$ 10121975



University Auxiiiary and Research Services Corporation

Statements of Cash Flows
Years Ended June 30, 2013 and 2012

Cash Flows From Operating Activities
Change in net assets
Transfer of assets to University (Note 6)

Adjustments to reconcile change in net assets to net cash provided by

(used in) operating activities:
Depreciation
Net realized and unrealized loss on investments

Change in accumulated postretirement benefit obligation

(Increase) decrease in:
Sponsored programs receivable
Other receivables
Due from affiliates
Prepaids
Deposits
Inventory

Increase (decrease) in:
Accounts payable
Due to affiliates
Deferred revenue
Accrued payroll and benefits
Other current liabilities

Net cash provided by (used in) operating activities

Cash Flows From investing Activities
Purchases of property and equipment
Purchases of investments
Maturities of certificates of deposit
Purchases of certificates of deposit
Distributions on note receivable to the University

Net cash provided by (used in) investing activities

Change in cash and cash equivalents

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

Supplemental Disclosures of Noncash Activities

Transfer of assets from UCorp (Note 4):
Property and equipment

See Notes to Financial Statements.

2013 2012
$ (891,276) $  (479,203)
(869,979) -
494,149 541,631
41,209 6,260
278,168 177,281
(312,973) (31,644)
(31,696) 278
70,148 (232,669)
(11,988) (32,670)
. 844,226
29,326 167,028
(134,219) (261,461)
(750,404) 1,043,847
(484,212) 3,712
87,221 100,912
(7,706) (173,207)
(2,484,232) 2,574,321
(30,369) .
(1,066,151) (2,218,388)
9,505,000 10,513,000
(5,864,888)  (14,840,402)
(250,000) -
2,293,692 (6,545,700)

(190,640) (3.971,469)

641,078 4,612,547

450,438 641,078

$ - $ 6285611



University Auxiliary and Research Services Corporation

Notes to Financial 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 (CSUSMF)) (the Organization) is a nonprofit California
corporation and an auxiliary organization of California State University San Marcos (the University),
organized and operated in accordance with the California Code of Regulations and the Education Code of
the State of California. The Organization was organized in December 1989 to assist the University in
various activities, including deveioping and administering research and educational grants and contracts;
managing the bookstore and food service operations; and administering various education-reiated
functions, special programs and other activities.

The Organization's financiai 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 governmentai entities.

Affiliated organizations: The Organization is related to other auxiliaries of the University, including San
Marcos University Corporation (the Corporation or UCorp), Associated Students, Inc. (ASI) and CSUSMF.
These auxillaries, although independent, and the University periodically provide various services to one
another.

A summary of significant accounting policies is as foliows:

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.

o 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 earnings in
compliance with the Uniform Prudent Management of Institutional Funds Act (UPMIFA).

e Permmanently restricted net assets are subject to irrevocable donor restrictions requiring that the
assets be maintained in perpetuity, usually for the purpose of generating investment income 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.

There were no temporarily or permanently restricted net assets as of June 30, 2013 or 2012.



University Auxillary and Research Services Corporation

Notes to Financial Statements

Note 1. Nature of Operations and Summary of Significant Accounting Policles (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. At June 30, 2013, the Organization’s cash balance
at this institution did not exceed the current FDIC-insured limits.

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. Management determined no allowance was necessary at June 30, 2013 or
2012,

Investments: Investments in equity securities and mutual funds with readily determinable fair values,
based on daily share prices, are reported at fair value with gains and losses included in the statements of
activities.

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 risk 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.

Inventory: Inventory at June 30, 2012 consists primarily of food and is valued at the lower of cost (first-in,
first-out method) or fair value. There was no inventory as of June 30, 2013 (see Note 4).

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 subseguent 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.
Depreciation is computed using the straight-line method over the estimated useful lives of the property
and equipment, generally three to 30 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.



University Auxiliary and Research Services Corporation

Notes to Financial Statements

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

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 financial 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 and determining the allowance for doubtful accounts for
receivables.

Revenue recognition: Revenue from federal grants and contracts and other sponsored programs is
recognized as support in the fiscal year in which allowable expenditures have been made. Revenue from
federal grants and contracts and other sponsored programs 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 aliocation 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.

Reclassifications: Certain items in the 2012 financial statements have been reclassified to conform with
2013 presentation. These reclassifications had no impact on net assets or the change in net assets.

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 Intemal 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 (UBI), if any. In order to maintain that status, the
Organization is precluded 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.

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
Codification (ASC) 740. The Organization files a Form 990 (Retumn 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 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 settiement 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 penalties that would be payable to the taxing authorities upon
examination. As of June 30, 2013 and 2012, the Organization has addressed uncertainty in its income tax
position under the guidance, and there are no unrecognized/derecognized tax benefits requiring an
accrual.



University Auxiliary and Research Services Corporation

Notes to Financilal Statements

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

Forms 990 and 990-T filed by the Organization are subject to examination by the Internal Revenue
Service 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, 2009 and prior.

Subsequent events: The Organization has evaluated subsequent events through September 24, 2013,
the date the financial statements were available to be issued, and has determined that there were no
subsequent events to recognize in these financial statements.

Recent accounting guldance: In October the 2012, the FASB issued Accounting Standards Update
(ASU) 2012-05, Statement of Cash Flows (Topic 230)—Not-for-Profit Entities: Classification of the Sale
Proceeds of Donated Financial Assets in the Statement of Cash Flows. This Update requires, with certain
exceptions, a not-for-profit (NFP) to classify in the statement of cash flows cash received from donated
financial assets as an operating activity if those donated financial assets were directed without any NFP-
imposed limitations for sale and were converted nearly immediately into cash. This guidance is effective
prospectively for fiscal years, and interim periods within those years, beginning after June 15, 2013.
Retrospective application to all prior periods presented upon the date of adoption is permitted. Early
adoption from the beginning of the fiscal year of adoption is permitted. For fiscal years beginning before
October 22, 2012, early adoption is permitted only if an NFP's financial statements for those fiscal years
and interim periods within those years have not yet been made available for issuance. Certain transition
disclosures are required. The adoption of this standard is not expected to have a material impact on the
Organization’s financial position, results of operations or cash flows.

In April 2013, the FASB issued ASU 2013-06, Not-for-Profit Entities (Topic 958)—Services Received
From Personnel of an Affiliate. These amendments are effective on a prospective basis for fiscal years
beginning after June 15, 2014, and interim and annual periods thereafter. A recipient NFP entity may
apply the amendments using a modified retrospective approach under which all prior periods presented
upon the date of adoption should be adjusted, but no adjustment should be made to the beginning
balance of net assets of the earliest period presented. Early adoption is permitted. The adoption of this
standard is not expected to have a material impact on the Organization’s financial position, results of
operations or cash flows.

Note 2. Investments
Investments consisted of the following at June 30:

2013 2012
Core fixed income institutional mutual funds $ 1940831 $ 903,764
Domestic equity securities 1,296,239 1,308,364

$ 3237070 _§ 2212128

As required by the Fair Value Measurement 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:

¢ Level 1: Observable inputs such as quoted prices in active markets. Classifications included
equity securities and mutual funds that have share prices and net asset values provided daily.



University Auxiliary and Research Services Corporation

Notes to Financlal Statements

Note 2. investments (Continued)

¢ Level 2: Inputs, other than the quoted prices in active markets, that are observable either directly
or indirectly. Classifications included 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 included 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, as of June 30, 2013, according to the fair value hierarchy were as follows:

Total Level 1 Level 2 Level 3
Core fixed income institutional
mutual funds $ 1940831 $ 1940831 $ - $ -
Domestic equity securities 1,296,239 1,296,239 - -
3,237,070 3,237,070 - -

Investments at fair value, as of June 30, 2012, according to the fair value hierarchy were as follows:

Total Level 1 Level 2 Level 3
Core fixed income institutional
mutual funds $ 903,764 $ 903,764 $ - $ -
Domestic equity securities 1,308,364 1,308,364 - -

$ 2212128 § 2212128 9 - $ -

The following table reflects a reconciliation of beginning and ending investment balances for the
Organization’s total investments for the years ended June 30:

2013 2012
Beginning balance $ 2212128 $ -
Net additions, purchases, sales and maturities 1,066,151 2,218,388
Net realized and unrealized loss (41,209) (6,260)
Ending balance $ 3237070 _$ 2212128

10



University Auxliiary and Research Services Corporation

Notes to Financial Statements

Note 3. Property and Equipment
Property and equipment consisted of the following at June 30:

2013 2012
Land improvements $ 1818992 §$ 1,818,992
Building and improvements 4,102,220 4,102,220
Fumiture and equipment 1,524,124 1,524,124
Leasehold improvements 1,767,960 1,737,591
9,213,296 9,182,927
Less accumulated depreciation (3,432,737) (2,938,588)

$ 578055 $ 6,244,339
On July 1, 2011, UCorp transferred the assets and functions of the campus child care center, Center for
Children and Families, to the Organization. The child care center assets consist of a building, land
improvements, and related furniture and equipment totaling $6,285,611, net of accumulated depreciation
(see Note 4).

Note4. 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 December 31, 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 $11,592 expiring on June 30, 2014. Total rent expense was approximately $183,100 for each of
the years ended June 30, 2013 and 2012.

The minimum future rental payments are as follows:

Years Ending June 30, Amount
2014 3 161,102
161,102

Book store operating agreement: On July 7, 2011, the Organization entered into an agreement with an
unrelated third party to operate the campus bookstore. The term of the agreement is through June 30,
2021, unless terminated by either party with advance notice, as defined in the agreement. As part of the
agreement, the unrelated third party purchased the remaining bookstore inventory, made capital
improvements of approximately $158,000, and made a payment of $200,000 for a one-time contribution
to the Organization. If the Organization terminates the agreement prior to the termination date or if the
unrelated third party terminates the agreement for cause, the Organization Is required to purchase any
existing inventory at the time of termination at fair value according to the agreement, reimburse the
unrelated third party for the book value of its capital improvements, and refund the unamortized portion of
the one-time contribution. As consideration for the agreement, the Organization will receive an annual
12.5 percent commission on gross revenue up to $4 million plus 13.5 percent from gross revenue in
excess of $4 million. Commission revenue for the years ended June 30, 2013 and 2012 included
$385,152 and $347,515, respectively, under this agreement. The one-time contribution was recorded as
other income for the year ended June 30, 2012.

11



University Auxillary and Research Services Corporation

Notes to Financlal Statements

Note 4. Commitments and Contingencies (Continued)

Child care center lease agreement: On July 1, 2011, UCorp transferred the assets and functions of the
campus child care center, Center for Children and Families, to the Organization. The child care assets
consisted of a building, land improvements, and related furniture and equipment, with a net book value of
$6,285,611 at July 1, 2011. As part of the transfer, the organization assumed the Child Care Center
Development Agreement (the Agreement) with Children’s Creative Leamning Center (CCLC), a California
Corporation, which terminated on August 30, 2012. CCLC operated and managed the center for the
children rent-free. Management estimated that the value of the agreement was $486,408 and $478,022
for the years ended June 30, 2013 and 2012, respectively. These amounts are included in the statements
of activities for the years ended June 30, 2013 and 2012 as child care center in-kind rental income and
campus programs expense.

Along with the assets for the child care center, the ground lease was also transferred to the Organization.
Management estimated that the value of the lease agreement was $258,077 and $253,627 for the years
ended June 30, 2013 and 2012, respectively. These amounts are reflected in the statements of activities
for the years ended June 30, 2013 and 2012 as property ground lease income and land leasing costs,
which is included in campus programs expense.

On June 5, 2012, the Organization entered into an agreement with an unrelated third party that granted
the unrelated third party exclusive rights to campus beverage sales and distribution. The term of the
agreement is a 10-year period commencing on January 1, 2012 and expiring on December 31, 2021,
unless terminated by either party with advance notice, as defined in the agreement. As part of the
agreement, the unrelated third party will have exclusive rights for beverage sale and distribution, including
the right to provide all beverages at athletic events, club activities, special events, concessions and
vending locations. As consideration for the agreement, the unrelated third party paid the Organization an
initial support fund in the amount of $50,000 eamed over the term of the agreement and payable upon
signing the agreement. Additional consideration includes an Annual Sponsorship Fee of $20,000 payabie
annually at the end of each calendar year and 35 percent commission paid quarterly on actual cash
collected by vending machines plus proceeds from credit card transactions. Commission revenue
included $56,109 and $5,468 for the years ended June 30, 2013 and 2012, respectively, under this
agreement, which includes the $20,000 sponsorship fee for the year ended June 30, 2013.

On April 17, 2013, the Organization entered into an agreement with an unrelated third party to operate the
campus food services, Including retail sales, catering and concessions. The term of the agreement is

20 years commencing on August 6, 2012 and continuing through August 5, 2032, unless terminated by
either party with advance notice, as defined in the agreement. As part of the agreement, the Organization
will continue to own the premises and equipment used to operate the food services and the unrelated
third party shall purchase and own the inventories of food, beverage and supplies used in operations. In
the event of a termination by the Organization, all amounts due to the unrelated third party shall be
payable immediately as defined in the agreement. The Organization does not expect early termination. As
consideration for the agreement, the unrelated third party will pay the Organization a commission of 5
percent on retail and catering sales commencing on July 1, 2019.

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 terms and conditions specified
in the agreements and is subject to audit by the grantor agencies. Any disallowed claims resuiting 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, 2013.

12
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Notes to Financial Statements

Note4. Commitments and Contingencies (Continued)

Workers’ compensation insurance: During the fiscal years 2013 and 2012, the Organization purchased
workers' compensation insurance for $50,986 and $40,120, respectively, through an approved self-
insurance program in which the Organization is a member (as are ASI and the Foundation), and which is
administered by the California State University Risk Management Authority (CSURMA).

Involvement in alternative insurance programs such as the CSURMA's self funded workers’
compensation program is an attempt to control the increases in insurance costs, but also carry financial
commitments to the liabilities of the program.

Legal proceedings: The Organization is involved in legal proceedings arising in the normal course of
business. Management believes the final outcome of these proceedings will not have a material adverse
effect on the Organization’s results of activities or financial position.

Note §.

The Organization has a postretirement program that provides lifetime medical and dental coverage to
retiring employees aged 65 or older 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. Expenses under the program for the years ended June 30, 2013 and 2012 were $278,168 and
$177,281, respectively.

Accrued Postretirement Benefit Costs

The following tables include the postretirement healthcare benefits that are unfunded and the amounts
recognized in the financial statements as of and for the years ended June 30:

2013 2012
Benefit obligation, beginning of year $ 1336436 $ 768,689
Service cost 204,208 134,708
Interest cost 57,452 46,121
Actuarial gains (losses) 255,176 386,918

Benefit obligation, end of year $ 1!342!920 $ 1!336!436
2013 2012
Funded status:
Unamortized prior service cost $ 38460 $ 412,787
Unrecognized net actuarial gain (526,976) (281,619)

Accrued benefit cost
Funded status, end of year

1,483,436

1,205,268

S S T | I
$ 1342920 $ 1336436

2013 2012
Net periodic benefit cost:
Service cost $ 204208 $ 134,708
Interest cost 57,452 46,121
Amortization of prior service cost 26,327 26,327
Amortization of net (gain) (9.819) (29,875)
$ 278168 $ 177,281

13
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Notes to Financial Statements

Note 5.  Accrued Postretirement Benefit Costs (Continued)
No benefits were paid during the years ended June 30, 2013 or 2012.

Welghted-average assumptions used to determine the benefit obligation included a discount rate of
5.00 percent and 4.30 percent and a health care cost trend rate of 6.70 percent and 7.00 percent for the
years ended June 30, 2013 and 2012, respectively.

Note 6. Transactions With Affiliates

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 $4,732,659 and $4,604,583 for the years ended June 30, 2013 and 2012,
respectively. Amounts due to the University at June 30, 2013 and 2012 were $290,212 and $456,811,
respectively, and are included in due to affiliates. During the year, the Organization received cash of
$2,302,541 from students in connection with the American Language & Cultural Institute (ALCI) program,
which was immediately remitted to the University.

The University reimburses the Organization for services and programs. The total amount received by the
Organization was $719,197 and $984,523 for the years ended June 30, 2013 and 2012, respectively, and
is recorded as campus program revenue. Amounts due from the University at June 30, 2013 and 2012
were $87,216 and $4,049, respectively, and are included in due from affiliates.

From time to time, the Organization receives funds for University-related programs, which are
subsequently transferred to the University. Amounts held for this purpose as of June 30, 2013 were
$262,267 and are included in amounts due to affiliates. There was no balance for this purpose as of June
30, 2012.

On July 1, 2012, the Organization transferred the activities of the ALCI program to the University.
Associated with this transfer, the Organization paid expenses in the amount of $859,979 on the
University’s behalf and is recorded as a transfer of net assets. The ALCI activities continue to operate as
a component of the extended learning program at the University.

On June 28, 2013, the Organization loaned the University $250,000 at 3 percent interest payable over
seven years through June 30, 2020, in order to help with the budget reductions faced by the University.
Interest-only payments of $7,500 are due the first two years, and then principal and interest payments of
$54,589 per year are due over the remaining five years.

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 through December 31, 2012
and $11,591 from January 1, 2013 through June 30, 2014. Total rental income was $145,680 for each of
the years ended June 30, 2013 and 2012. The future minimum rental receipts for the year ending

June 30, 2014 are $139,092.

In July 2004, the Organization entered into an agreement with UCorp to provide certain personnel and
other operating services. The total amount incurred for these services and costs was $309,645 and
$273,960 for the years ended June 30, 2013 and 2012, respectively. As of June 30, 2013 and 2012, there
was an amount due from UCorp for these services in the amount of $132,518 and $273,960, respectively.

14



University Auxlilary and Research Services Corporation

Notes to Financial Statements

Note 6. Transactions With Afflliates (Continued)

On July 1, 2010, the Organization entered into a payroll processing agreement with ASI. Under this
agreement, all AS| employees became employees of the Organization. During the years ended June 30,
2013 and 2012, the Organization invoiced ASI for $738,627 and $816,268, respectively, for payroll and
benefits, administration fees and supplies. As of June 30, 2013 and 2012, the Organization had
receivables due from ASI in the amounts of $31,239 and $43,112, respectively, which are included in due
from affiliates.

The Organization has an operating agreement with CSUSMF to provide certain administrative services,
including cash management processes, gift account administration, and accounting and financial
reporting assistance. The Organization receives an administrative fee when CSUSMF funds are
expended. The due to affiliate liability represents the status of that relationship as of June 30, 2013 and
2012 in terms of balances held by the Organization that are being managed on behalf of CSUSMF. The
balances due to CSUSMF as of June 30, 2013 and 2012 were $7,527,922 and $8,373,994, respectively,
which are included in due to affiliates.

15
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University Auxiliary and Research Services Corporation
Schedule of Net Position
June 30, 2013
(for inclusion in The California State University)

Assets:

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net

Leases receivable, current portion

Notes receivable, current portion

Pledges receivable, net

Prepaid expenses and other assets
Total current assets

Noncurrent assets:

Restricted cash and cash equivalents
Accounts raceivabie, net
Leases receivable, net of current portion
Notes receivable, net of current portion
Student loans receivable, net
Pledges receivable, net
Endowment investments
Other fong-term invastments
Capital assets, net
Other assets
Total noncurrent assets
Total assets

Deferred outflows of resources:

Unamortized loss on refunding(s)
Total deferred outflows of resources

Liabilities:
Current liabilities:

Accounts payable
Accrued salaries and benefits payable
Accrued compensated absencas, current portion
Uneamed revenue
Capitalized lease obligations, cument portion
Long-term debt cbligations, current portion
Self-insurance claims liability, current portion
Depository accounts
Other liabiiities

Total current liabilities

Noncument liabilities:

Accrued compensated absences, net of current portion
Uneamed revenue
Grants refundable
Capltalized lease obligations, net of current portion
Long-term debt obligations, net of current portion
Self-insurance claims liabilities, net of current portion
Depository accounts
Other postemployment benefits obligation
Other liabilities

Total noncurrent liabilities

Total liabilities

Deferred inflows of resources

Deferred inflows from SCAs, grants and others
Total deferred inflows of resources

16

450,438
11,488,444
1,299,673

44,858
13,283,213

5,780,559
61,081

6,091,640

19,374,853

8,403,125
388,640
293,372
418,104

17,456

9,520,697

1,483,438

1,483,436

11,004,133




University Auxiliary and Research Services Corporation
Schedule of Net Position (Continued)
June 30, 2013
(for inclusion in The Califomia State University)

Net Possition:
Net investment in capital assets $ 5,780,559
Raestricted for:
Nonexpendable, endowments -
Expendable.
Scholarships and fellowships 5
Research -
Loans ;
Capital projects “
Debt service -
Other )
Unrestricted 2,590,161

Total net position g 8!370!720
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University Auxillary and Research Services Corporation
Schedule of Revenues, Expenses and Changes in Net Position
Year Ended June 30, 2013
(for inclusion in The California State University)
Revenues:
Operating revenues:
Student tuition and fees (net of scholarship allowancas of $0)
Grants and contracts, noncapital:

Federal $ 6,273,797
State 662,181
Local 116,638
Nongovemmental 474,444
Sales and services of educational activities 1,597,640
Sales and services of auxiliary enterprises (net of scholarship
allowances of $0) 1,329,665
Other operating revenues -
Total operating revenues 10,454,365
Expenses:
Operating expenses:
Instruction 1,905,662
Research 3,525,674
Public service 182,502
Academic support 404,410
Student services 1,612,509
Institutional support 2,921,135
Operation and maintenance of plant -
Student grants and scholarships 94,662
Auxiliary enterprise expenses 211,089
Depreciation and amortization 494,148
Total operating expenses 11,351,792
Operating loss (897,427)

Nonoperating revenues (expenses):
State appropriations, noncapital -
Federal financial aid grants, noncapital -
State financial aid grants, noncapital -
Local financial aid grants, noncapital -
Nongovemmental and other financial aid grants, noncapital -
Other federal nonaperating grants, noncapitat a

Gifts, noncapital -
Invastment income, net 6,151
Endowment income -
Interest expense -
Other nonoperating expenses (859,979)
Net nonoperating expenses (853,828)
Loss before other additions (1,751,255)
State appropriations, capital -

Grants and gifts, capital -

Additions (reductions) to permanent endowments -
Dacrease in net position (1,751,255)
Net position:
Net position at beginning of year, as previously reported 10,121,975
Restatements -
Net position at beginning of year, as restated 10,121,975
Net position at end of year $ 8!370!720
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University Auxiliary and Research Services Corporation

Restricted cash and cash equivalents at June 30, 2013:

Portion of restricted cash and cash equivalents related to endowments

All other restncted cash and cash equivalents
Totai restricted cash and cash equivalents

Composition cf investmants at Juns 30, 2013:

State of Cotfomnia Surplus Money lnvestment Fund (BMF)
Suate of Catiiemia Locs! Agency investment Fund RAIF)
Wachovis Shont Temn Fund
Wachovia Medkmn Term Fund
Wachovis Equity Pung

csu Pool
Common Fund - Short Temn Fund
Common Fund - Others

Dadt sacurities

Equity secusities

Fixed income securities (Treasury notes, GNMAS)
Land and other resi estste

Cantificates of deposit

Notss receivable

Mutust Ands

Mongy market funds

SWIFT sng 0948 SMF)

Less endowment :nvestments (enter 83 NEGSIVE number)
Totat investments

tnvestments held by the University under contrastusl agreements at Juns 30, 2013:
Porudn of invastments ; Note 2.1 heid by the Unwersily under contraciuat
sgresments ot June 30. 2013

Other Information
June 30, 2013
(for inclusion in The California State University)

$ .
$ -
Cuzvent Unrestricted Currant Restricted Yotal Current Noncurrent Unrestricted  Noncurrent Restrictsd Total Noneurrent Tots)
s . 5 # .
1206239 - 1.208.239 1,298,239
8281374 - 08251374 . - 8,251,374
19400534 . 1,940,831 . . 1,840,831
11,488,444 - 11,488,446 - - 11,430,444
.\ - i - ; e,
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2013
(for inclusion in The California State University)

23 Restricted current investments at June 30, 2013 related to: Amount

Add description $
Add description
Add description
Add description
Add description
Add description
Add description

Total restricted cumrent investments at June 30, 2013 $

24 Restricted noncusrent investments at June 30, 2013 related to: Amount

Endowment investment $
Add description
Add description
Add description
Add description
Add description
Add description
Add descnption

Total restricted noncurrent investments at June 30, 2013 $
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University Auxiliary and Research Services Corporation
Other Information
Year Ended June 30, 2013
(for inclusion in The California State University)

a Composition of capitsl assets ut June 30, 2013

Baiznce Transters of
Salsnse Prios Paried June 30, 2012 Campleted Batanoe
June 30, 2012 Pojusiyrnia Ractxssifications {restated) Additions Redustions CWIP June 30, 2013
Nondenr ecabie/onsmomIatie cAots) #9Sets.
Land and tand improvements s . - B . - -
Works of 5t and hestonce) Ueegures . L] - C . .
Construcben woth sn progress (CWIP) . - . . . - .
Intangtle sssets.
Rights end sasemernts g . - A . = )
Patsres, copyngts snd trademera . . . = . . .
i 6o @ e oynels o . . « - - & -
Lcenses ana permity » . . . . - =
Crher tangre sesets = - - - - - - -
Tots) mtangbie sssets = : . . - : :
Totw conits) aseets : - - - - - :
Ouprecabie/amonizablo caos! sasets
Bulidngn 6l taithng sRprsmeTy 4302220 . " 410220 . . - 410220
tmprovements, ottt than bulidings 1690902 . - 1.892.892 - . . 1816692
tfastructre . . - . . . . %
Lessenoid mprovemerts 1737801 - . 1737591 303889 - 1767 980
Porscna! propeny
Eqmpment 1824124 - - 1.52412¢ - . - 18248124
Lbrary beoks and musneN - - - - - - . .
trtprgphie sessty
Sotware Brg webtetes . - - . . . - .
Ripits end sssaments . . - R = -
Putsres. copyright end trademarks . . - - . - -
Licanses sna pemnty . . - . - .
Crhes intangle sssets - - - - - - - -
Touat seangitie sssets > = 3 - - - 3 =
To! cechal sssaty PR - . ' 3 218297 - - SN3296
Total capital sssets ———t 1820 . - 9.182.927 30,360 - 03298
sy
Buiings ang Bulding mpravements {167,610) . - (387.6%0) {167.608) B - 335219)
EMOOvements, Sthar then Buldngs {137 @85) . - (137.485) (137.459 N . (Da05)
tnfrastructure . - - - - - -
Lessehois snprovements (1.414700) - - {1.414700) [y - . (1.54287)
Personss propenty
Eqapment (1.218.819) - . {1.218.813) 58.100) E nrrey)
Ucary books and matensis . . - - - . -
trmngle 2909
Bohware 3nd wabsites . - - - . -
Rights and sesements . - . - - - - -
Pateres copynght and trademsrhy . . . . . - - s
Licansas snd permits - - - . . . . -
Other irtengtie sssets - : o - - - - -
Tots) wesngitie sssety o s 5 w . - N
Tot £2930.539) - - 030888 {a149) . - a2
Tots captst aesens. et !__&& = - & % Z z w
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University Auxiliary and Research Services Corporation

Other Information
June 30, 2013

(for inclusion in The California State University)

Detail of depreciation and amortization expense for the year ended June 30, 2013:

Depreciation and amortization expense related to capital assets H 494,149
Amortization expense related to other assels -

Total dspreciation and amortization H 494,149

Adchusd compensated sbeBnOsS L] 211.000
Captaizad losse obbgations.
Groes betance
i - -

Juns 30, 2013

W2

Tots cspRalCao lease obigations

Long-tsrm det obligations’

Revenus Bonds

Ouher bonde (non-Reverus Bonds)

Commarcis! Peper

Nots Paystie rerstec to SRE

=
Ao des onption -
Add casenpbon -
Add desenpton -
And dsscrigtion
Add Gsecripnon

Add dsscriphon .
Tota) long4arm cett obligations -

Unemors2ed bond premium / {discourt) . ¥

Unamortized loss on refunding -

Total iong-term duix otGITONS. Nt - . -
Tots long4erm keblives s 211000 . 5

bl




University Auxiliary and Research Services Corporation
Other Information
June 30, 2013
(for inclusion in The California State University)

Future minimum lease payments - capital lease obligations:
Principal and
Principal Interest Interest

Year ending June 30:
2014 $ - -
2015 - -
2016 - -
2017 " -
2018 - -
2019 - 2023 - -
2024 - 2028 - -
2029 - 2033 - -
2034 - 2038 - -
2039 - 2043 - -
2044 - 2048 - -
2049 - 2053 - -
2054 - 2058 - -
2059 - 2083 - -

Total minimum lease payments
Less amounts representing interest

Present value of future minimum lease payments

Less current portion

Capitaiized lease obligation, net of current portion $
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2013
(for inclusion in The California State University)

Al Othar Long-Term
Ao Rendis — oL
Principal T Prioipsl snd
—r Interest L . o TN . S L.
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University Auxiliary and Research Services Corporation

(for inclusion in The California State University)

Calculation of net position

7.1 Calculation of net position - Net Investment in capital assets

Capital assets, net of accumuiated depreciation
Capitalized lease obligations, current portion
Capitalized lease obligations, net of curent portion
Long-term debt obligations, curent portion
Long-term debt obligations, net of current portion
Portion of outstanding debt that is unspent at year-end
Other adjustments’ (please list)

Add description

Add description

Add descnption

Add descnption

Add descniplion

Net position - net investment In capital asset

7.2 Calculation of net position - Restricted for nonexpendable - endowments
Portion of restricted cash and cash equivalents related 1o endowments
Endowment nvestments
Other adjustments’ (please list)

Add description

Add descnption

Add descaption

Add descnption

Add descnption

Add descnption

Add descnption

Add descnption

Add descnption

Add descnption

Net position - Restricted for nonexpendable - endowments per SNP

Other Information
June 30, 2013

Auxiliary Organizations Total
GASB FASB Auxiliaries
$ 5,780,559 5,780,559
$ 5,780,559 5,780,559
$ & .
$ - -
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University Auxiliary and Research Services Corporation
Other Information
Year Ended June 30, 2013
(for inclusion in The California State University)

Transactions with related entities

Amount
Payments to University for salaries of University persannel working on contracts, grants and other programs s 824,520
Payments to Umversity for other than salaries of University personnel 6,210,871
Payments received from University for services, space and programs 719,197
Gifts-in-kind to the University from Auxiliary Organizations -
Gifts (cash or assets) to the University from recognized Auxillary Organizations s
Accounts (payable t0) University (enter as negalive number) (290,212)
Other amounts (payabie to) University (enter as negative number) -
Accounts receivable from University 87,218
Other amounts receivable from University 250,000

Other Postemployment Benefits Obligation (OPEB)

Annual required contnbution (ARC) $ 278,168
Contributions dunng the year -
increase in net OPEB obligation (NOO) 278,168
NOO - beginning of year 1,205,268
NOO - end of year $ 1,483,436
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2013
(for inclusion in The California State University)

10 Poliution remediation {iabilities under GASB Statement No. 49:

Description Amount

Add description $ -
Add descnption -
Add description -
Add descaption -
Add description -
Add description -
Add description -
Add description -
Add description -
Add description -

Total pollution remediation liabilities -

Less: cument portion -
Poliution remedition liabtiities, net of current portion $ -

11 The nature and amount of the prior period adjustment(s) recorded to beginning net position

Net Position
Class Amount

Dr. (Cr.)

Net position as of June 30, 2012, as previously reported $ 10,121,975
Prior period adjustments:
1 (list description of each adjustment) -
2 (list description of each adjustment) -
3 (list description of each adjustment) %
4 (lst description of each adjustment) -
§ (list description of each adjustment) .
6 (tist description of each adjusiment) .
7 (list description of each adjusiment) -
8 (list description of each adjustment) -
9 (list descnption of each adjustment) .
10 (list description of each adjustment) %

Net position as of June 30, 2012, as restated $ 10,121,975
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2013
(for inclusion in The California State University)

Provide a detalled breakdown of the joumal entries (gt the financial statement line item level) booked to record each prior period adjustment:
Debit

Credit
Net position class:
1 (breakdown of adjusting joumal entry)
# $ &

Net position class:
2 (breakdown of adjusting joumal entry)
8 -

Net position class:
3 (breakdown of adjusting joumal entry)

Net pasition class:
4 (breakdown of adjusting joumal entry)

Net position class:
5 (breakdown of adjusting youmal entry)

Net postion class.
8 (breakdown of adjusting joumal entry)

Net position class,
7 (pbreakdown of adjusting joumal entry)

Net position class:
8 (breakdown of adjusting joumal entry)

Net position class,
9 (breakdown of adjusting joumal entry)

Net position class
10 (breakdown of adjusting joumal entry)
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University Auxiliary and Research Services Corporation

Schedule of Expenditures of Federal Awards

Year Ended June 30, 2013
Catalog of
Federal
Domestic
Assistance Pass-Through Entity Federal
Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Identifying Number Expenditures
Resgsgarch and Development Cluster:
National Institutes of Health
Direct Programs:
Allergy, Immunology and Transplantation Research 93.855 N/A $ 85854
Biomedical Research and Research Training 93.859 N/A 971,535
Mental Health Research Career/Scientist Development 93.281 N/A 16,010
Diabetes, Digestive and Kidney Diseases Extramural Research 93.847 N/A 170,583
1,243,982
Passed through Endocrine Society:
Biomedical Research and Research Training 93859 IT36GM095349, IT36GM095349-01 29,064
Passed through from La Jolla Institute for Allergy and Immunology:
Allergy, immunology and Transplantation Research 93.855 5R01A1070902-04 28,070
Total National institutes of Health 1,301,116
U.S. Department of Eneray
Direct Program:
Office of Science Financial Assistance Program 81.049 N/A 79,336
79,336
jonal Archives ecol inistratio
Direct Program:
National Historical Publications and Records Grants 89.003 N/A 61,902
61,802
8] ent of a an Se
Direct Program:
Family and Community Violence Prevention Program 93.910 N/A 42,740
42,740
ational ce Foundation
Direct Programs:
Computer and information Science and Engineering 47.070 N/A 157,322
Social, Behavioral and Economic Sciences 47.075 N/A 19,774
Education and Human Resources 47.076 N/A 627,085
International Science and Engineering 47.079 N/A 47,753
Cyberinfrastructure 47 080 N/A 155,191
1,007,125
Passed through from University of San Diego:
Education and Human Resources 47.076 DUE 1239797 180,474
Polar Programs 47.078 ANT-1043435 57,085
237,559
Passed through from San Diego State University:
Education Human Resources 47 076 DUE 1044172 10,3
Total National Science Foundation 1,255,034

(Continued)



University Auxiliary and Research Services Corporation

Schedule of Expenditures of Federal Awards (Continued)

Year Ended June 30, 2013

Catalog of
Federal
Domestic
Assistance Pass-Through Entity Federal
Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Identifying Number Expenditures
Hispanic Serving Institutions Education Grants 10.223 N/A $ 97,260
97,260
Environmental Protection Agency Office of Water
Passed through from San José State University:
Water Poliution Control State, Interstate and Tribal Program
Support 66.419 198910092, SWRCB 11-074-270 106,695
106,695
j Aeronautics and ce Admi iol
Passed through from University of California, San Diego:
Science Program 43.001 NNX11AF24G 51,878
51,878
Department of Housing and Urban Development
Passed through from the City of San Diego:
Healthy Homes and Lead Hazard Control Programs 14.901 FR5300N17 10,
Total Research and Development Cluster * 3,005,961
TRIO Cluster:
U.S. Department of Education
Direct Programs:
TRIO Cluster:
TRIO - Student Support Services 84.042 N/A 292,680
TRIO ~ Talent Search 84.044 N/A 234,095
TRIO - Upward Bound 84.047 N/A 266,647
Total TRIO Cluster . 793,422
)
Direct Programs:
Aliergy, Immunology and Transplantation Research 93.855 N/A 32,182
Biomedical Research and Research Training 93.859 N/A * 1,332,418
__1,364,600

(Continued)




University Auxiliary and Research Services Corporation

Schedule of Expenditures of Federal Awards (Continued)

Year Ended June 30, 2013

Catalog of
Federal
Domestic
Assistance
Number

Federal Grantor/Pass-Through Grantor/Program or Cluster Title
U.8, Department of Education

Direct Programs:
Child Care Access Means Parents in School
English Language Acquisition State Grants
Migrant Education ~ College Assistance Migrant Program

Passed through from California Department of Education:
Improving Teacher Quality State Grant

Passed through from National Writing Project:
improving Teacher Quality State Grant

Passed through from Palomar College:
Higher Education Institutional Aid
Gaining Early Awareness and Readiness for Undergraduate
Programs

Passed through from San Diego County Office of Education:
Fund for the improvement of Education
Total U.S. Department of Education

National Science Foundation
Direct Programs:
Education Human Resources

Passed through University Enterprises:
Education Human Resources

Passed through Physics Teacher Education:
Mathematical and Physical Sciences

Passed through from Miami Dade College:
Computer and information Science and Engineering
Total National Science Foundation

Leam and Serve America Higher Education
Passed through from Califomia State University Office of the

Chancellor:

Service Leaming Program
Total Learn and Serve America Higher Education
Total Expenditures of Federal Awards

* Denotes Major Program
N/A - Not Applicable

See Notes to Schedule of Expenditures of Federal Awards.

84.335
84.365
84.149

84.367

84.367

84.031

84.334

84.215

47.076

47.076

47.049

47.070

94.005

Pass-Through Entity Federal
identifying Number Expenditures

NA $ 57,135
N/A ¥ 313,229
N/A . 388,232
758,596
CN110113, CN120273 31,793
S$367D120015 14,462
P031S100109 171,520
P334A110234 4,105
175,625

U215X090454 — 7944
988,420
N/A 36,067
HRD-0802628 23,149
PHY-0808790 21,947
CNS-0940575 36,242
117,405
10LHPCACO1 3,989
3,989

£6203.797



University Auxiliary and Research Services Corporation

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2013

Note 1. Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards (the Schedule) includes the federal
grant activity of University Auxiliary and Research Services Corporation (the Organization) under
programs of the federal government for the year ended June 30, 2013. 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. Because the Schedule
presents only a selected portion of the operations of the Organization, it is not intended to, and does not,
present the financial position, changes in net assets or cash flows of the Organization.

Note 2. Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-122, Cost
Principles for Non-Profit Organizations, wherein certain types of expenditures are not allowable or are
limited as to reimbursement. Pass-through entity identifying numbers are presented where available.



Independent Auditor's Report on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financlal Statements
Performed in Accordance With Government Auditing Standards

Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

We have audited, 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 University Auxiliary
and Research Services Corporation (the Organization) as of and for the year ended June 30, 2013, and
the related notes to the financial statements, and have issued our report thereon dated September 24,
2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Organization's
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances 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. Accordingly, we do not express an opinion on the effectiveness of the Organization’s internal
control.

A deficiency in internal 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 controt, such that there is a reasonable possibility that 2 material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected, on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in intemal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit, we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization's financial statements are free
from 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 results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Govemment Auditing Standards



Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Govermment Auditing Standards in considering the entity's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

/?c% teP

San Diego, CA
September 24, 2013
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McGladrey LLP

Independent Auditor's Report on Compliance for Each Major Federai Program;
Report on internal Control Over Compliance; and Report on Schedule of Expenditures
of Federal Awards Required by OMB Circular A-133

Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

Report on Compliance for Each Major Federal Program

We have audited University Auxiliary and Research Services Corporation's (the Organization) compliance
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 the
Organization's major federal programs for the year ended June 30, 2013. 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.

Management’'s Responsibllity

Management is responsible for compliance with the requirements of laws, regulations, contracts and
grants applicable to its federal programs.

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for each of the Organization’s major federal
programs based on our audit of the types of compliance requirements referred to above. 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 Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Govemments, 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 on compliance for each major
federal program. However, our audit does not provide a legal determination of the Organization’s
compliance.

Opinion on Each Major Federal Program

In our opinion, the Organization complied, in all material respects, with the types of 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, 2013.



Report on Internal Control Over Compliance

Management of the Organization is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the Organization’s internal control over compliance with the
requirements that could have a direct and material effect on each major federal program to determine our
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program 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 intemal 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 intemal control over compliance is a
deficiency, or combination of deficiencies, in internal 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. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of a federal program that is less severe than a material
weakness in internal control over compliance, yet important enough to merit attention by those charged
with governance.

Our consideration of intemal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in interal control over
compliance that might be deficiencies, significant deficiencies or material weaknesses. We did not identify
any deficiencies in internal control over compliance that we consider to be material weaknesses, as
defined above. However, material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the Organization as of and for the year ended June 30, 2013,
and have issued our report thereon dated September 24, 2013, which contained an unmodified opinion
on those financial statements. Our audit was conducted for the purpose of forming an opinion on the
financial statements 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 financial statements. Such information is the responsibitity of management and was derived
from, and relates directly to, the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditure of federal awards is fairly stated in all material respects in relation to the financial statements
as a whole.
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San Diego, CA
September 24, 2013



University Auxiliary and Research Services Corporation

Schedule of Findings and Questioned Costs
Year Ended June 30, 2013

Summary of Independent Auditor's Results
Financial Statements
Type of auditor's report issued: Unmodified
Internal control over financial reporting:

e Material weakness(es) identified?

o Significant deficiency(ies) identified that are not

considered to be material weaknesses?

Noncompliance material to financial statements noted?
Federal Awards
Internal control over major programs:

« Material weakness(es) identified?

¢ Significant deficiency(ies) identified that are not

considered to be material weaknesses?

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

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

Circular A-1337?

Identification of major programs:

Yes X No

Yes X
X

None Reported

Yes No

Yes X No

Yes X No

Yes X No

CFDA Number Name of Federal Program or Cluster

Various Research and Development Cluster

93.859 Biomedical Research and Research Training

Various TRIO Cluster

84.149 Migrant Education — College Assistance Migrant Program
84.365 English Language Acquisition State Grants

Dollar threshold used to distinguish between Type A and

Type B programs:

Auditee qualified as low-risk auditee?

$ 300,000
Yes X No

D




University Auxiliary and Research Services Corporation

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2013

Il. Financial Statement Findings
A. Significant Deficiencies
No matters were reported.
B. Compliance Findings

No matters were reported.

lil. Findings and Questioned Costs for Federal Awards
A. Significant Deficiencies
No matters were reported.
B. 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, 2013

Findings and Questioned Costs reported during the year ended June 30, 2012 were as follows:
For Financial Statements—Significant Deficiencies:
2012-01: Revenue Recognition

Criteria: According to the Revenue Recognition Topic of the FASB 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 earned.

Condition: The Organization does not have proper controls in place to identify revenue recognition
criteria for its diverse revenue streams. As a resuit, we noted the following during our audit:

Context:

a. The Organization recorded certain transactions that grossed-up revenue and expense, which
should have been recorded as “net” transactions. The Organization recorded certain
transactions that netted revenue and expense, which should have been recorded as “gross”
revenue or expense.

b. The Organization did not properly defer revenues at the end of the fiscal year for two programs
that collect registration fees for various noncredit courses offered during the following fiscal
year.

¢. The Organization recorded a duplicate transaction related to fees from an affiliated organization,
which resulted in excess revenue and receivable amounts.

Effect: The instances of errors noted above resulted in the following:

a. The net adjustment of these classification errors was an adjustment to increase revenue and
increase expense by approximately $446,000.

b. An adjustment was recorded to decrease revenue and increase deferred revenue liability by
approximately $112,000.

¢. An adjustment was recorded to decrease revenue and decrease receivables by approximately
$197,000.

We consider the above errors related to revenue recognition to be significant deficiencies in intemal
control over financial reporting.

Cause: Lack of proper controls, supervision and review over revenue recognition.

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

Summary Schedule of Prior Year Audit Findings
Year Ended June 30, 2013

Management's response: The Organization provides payroll services to another campus auxiliary
organization in which total payroll costs are reimbursed to the Organization by the campus auxiliary.
Since all auxiliary reporting is consolidated at the campus level, management believed it was best to
net the total payroll cost reimbursement as an offset to the total payroll expense on the Organization’s
books since the revenues and costs associated with the payroll transactions aiso appear on the other
campus auxiliary’s statement of activities. After discussion with the auditors, management agreed the
amounts should have been recorded as gross amounts on the Organization’s statements and that the
consolidation would take place at the campus level. Management will develop a process to confer with
its auditors during the year in regard to proper recording of such transactions.

Management needs to improve its processes to review all revenue transactions near the end of the
fiscal year to ensure all deferred revenue items are properly identified and recorded as liabilities
instead of revenues.

Status: Corrective action was taken.

2012-02: Allocation of internal Project Expenses

Criteria: According to the Accounts Receivable Topic of the FASB ASC, accounts receivable are
defined as claims against customers and others that arise from selling goods, providing services or
advancing funds.

Condition: The Organization does not have proper controls in place to review receivables and to
facilitate the recording of expense allocations among projects.

Context: The Organization reduced its expenses and recorded a receivable for internal project
expenses when it should have just allocated and recorded those expenses directly to the projects.

Effect: The error resulted in a recorded current year adjustment to decrease receivables and increase
expense approximately $127,000. We consider the error to be a significant deficiency in internal
control over financial reporting.

Cause: Lack of proper controls over expense allocation.

Recommendation: We recommend the Organization design and establish intemal controls to
facilitate the allocation of expenses to internal projects.

Management's response: Management will establish internal controls to facilitate the proper
recording of cost reimbursements and charges to/from other campus auxiliaries related to accounting
and other administrative services that are provided by the Organization.
Status: Corrective action was taken.

For Federal Awards—Compliance Finding:
2012-03: Timely Submission of Data Collection Form
Criteria: According to OMB Circular A-133 Section 320 (Report Submission), the data collection form

should be submitted on the earlier of 30 days following the receipt of the auditor’s report or nine
months after the end of the audit period.
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University Auxiliary and Research Services Corporation

Summary Scheduie of Prior Year Audit Findings
Year Ended June 30, 2013

Condition: The Organization does not have proper controls in place to identify and comply with
reporting criteria of the OMB.

Context: The Organization filed the data collection form on June 28, 2012, while the audit report was
issued on September 21, 2011.

Effect: Unknown.
Cause: Lack of proper controls over reporting criteria.

Recommendation: We recommend the Organization design and establish intemal controls to identify
and comply with reporting deadlines.

Management’s response: Management wiil develop internal controls, which include receipt of proper
confirmation from its audit services provider that compliance reporting, such as the Data Collection
Form, has been submitted on a timely basis.

Status: Corrective action was taken.
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