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McGladrey & Pullen, LLP

Certified Public Accountants

g McGladrey

Independent Auditor’s Report

Board of Directors

University Auxiliary and Research
Services Corporation

San Marcos, CA

We have audited the accompanying statement of financial position of University Auxiliary and Research
Services Corporation (the Organization) as of June 30, 2010, and the related statements of activities and
cash flows for the year then ended. These financial statements are the responsibility of the Organization’s
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the 2010 financial statements referred to above present fairly, in all material respects, the
financial position of the Organization as of June 30, 2010, and the changes in its net assets and its cash
flows for the year then ended, in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 30,
2010, on our consideration of the Organization's internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of
our audit.

1

McGladrey is the brand under which RSM McGladrey, Inc. and McGladrey & Pullen, LLP serve clients' business needs. Member of RSM International network, a network of
The two firms operate as separate legal entities in an alternative practice structure. independent accounting, tax and consulting firms.



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

%CW’//M%L/ Lo

San Diego, CA
September 30, 2010



University Auxiliary and Research Services Corporation

Statement of Financial Position
June 30, 2010

Assets
Current Assets
Cash and cash equivalents $ 1,869,957
Sponsored programs receivable 857,194
Other receivables (Note 2) 722,491
Deposits 631,636
Certificates of deposit 7,950,004
Pledges receivable, net (Note 3) 351,061
Inventory 711,732
Total current assets 13,094,075
Other Assets
Cash equivalents, restricted (Note 4) 1,716,347
Pledges receivable, net (Note 3) 967,376
Investments, at fair value (Note 5) 12,904,942
Other assets 61,081
Property and equipment, net (Notes 6 and 11) 719,975
Total other assets 16,369,721
$ 29,463,796
Liabilities and Net Assets
Current Liabilities
Accounts payable (Note 11) $ 1,280,812
Deferred revenue 1,287,847
Accrued payroll and benefits 190,820
Other current liabilities 332,033
Total current liabilities 3,091,512
Accumulated postretirement benefit obligation (Note 10) 774,530
Total liabilities 3,866,042
Commitments and Contingencies (Note 9)
Net Assets
Unrestricted:
Board-designated:
Operating reserves 1,922,272
Program reserves 1,180,599
Campus programs 3,308,615
Equipment 719,975
Scholarship 500,847
Donor-restricted endowment fund deficiencies (Note 8) (1,475,972)
Total unrestricted 6,156,336
Temporarily restricted (Note 7) 3,823,085
Permanently restricted (Notes 7 and 8) 15,618,333
Total net assets 25,597,754
$ 29,463,796

See Notes to Financial Statements.




University Auxiliary and Research Services Corporation

Statement of Activities
Year Ended June 30, 2010

Temporarily Permanently
Unrestricted Restricted Restricted Total
Revenue, Gains and Other Support:
Federal grants and contracts $ 5983370 $ - $ - $ 5,983,370
Other sponsored programs 2,010,399 - - 2,010,399
Campus programs (Note 11) 3,326,058 - - 3,326,058
Commercial operations 4,958,640 - - 4,958,640
Contributions 1,257,749 546,899 57,559 1,862,207
Interest income 137,322 - - 137,322
Investment income - 197,366 - 197,366
Net realized and unrealized gain on
investments 1,679,317 80,565 - 1,759,882
Rental income (Note 11) 146,412 - - 146,412
Net assets released from restriction 1,919,032 (1,919,032) - -
Total revenue, gains and other
support 21,418,299 (1,094,202) 57,559 20,381,656
Expenses:
Program services:
Sponsored programs (Note 11) 6,961,221 - - 6,961,221
Campus programs (Note 11) 5,820,827 - - 5,820,827
Commercial operations 4,872,723 - - 4,872,723
Student scholarships 730,621 - - 730,621
Total program services 18,385,392 - - 18,385,392
General administration (Notes 9 and 11) 1,969,231 - - 1,969,231
Total expenses 20,354,623 - - 20,354,623
Change in net assets 1,063,676 (1,094,202) 57,559 27,033
Net Assets, beginning 5,092,660 4,917,287 15,560,774 25,570,721
Net Assets, ending $ 6,156,336 $ 3,823,085  $15,618,333  $25,597,754

See Notes to Financial Statements.




University Auxiliary and Research Services Corporation

Statement of Cash Flows
Year Ended June 30, 2010

Cash Flows From Operating Activities
Change in net assets

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

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

Change in accumulated postretirement benefit obligation

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

Increase (decrease) in:

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

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

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

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

See Notes to Financial Statements.

$

27,033

294,881
(57,559)

(1,759,882)
154,690

192,843

(52,367)
309,796

(643,716)
6,044
790,389
93,228

91,704

434,182
(1,362)
(1,195)

(121,291)

(770,536)
1,813,088

1,042,552

57,559

57,559

978,820

891,137

$

1,869,957




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

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

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

A summary of significant accounting policies is as follows:

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

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

e 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 Permanently restricted net assets are subject to irrevocable donor restrictions requiring that the
assets be maintained in perpetuity usually for the purpose of generating investment earnings to
fund current operations.

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

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



University Auxiliary and Research Services Corporation

Notes to Financial Statements

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

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

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

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

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

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

The investments of the Organization are exposed to interest rate and market risk. Economic conditions
can impact these risks and resulting fair values can be either positively or adversely affected. If the level
of 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.

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

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

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



University Auxiliary and Research Services Corporation

Notes to Financial Statements

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

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

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

Use of estimates: The preparation of the financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the 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, determining the allowance for doubtful accounts for receivables,
and discounting of pledges receivable.

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

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

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

Section 23701(d) of the California Revenue and Taxation Code. This exemption is for all income taxes
except for those assessed on unrelated business income, if any. In order to maintain that status, the
Organization is 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.



University Auxiliary and Research Services Corporation

Notes to Financial Statements

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

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

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

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

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

Subsequent events: The Organization has evaluated subsequent events through September 30, 2010,
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 other than what has been disclosed in
Note 12.

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

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



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 2. Other Receivables
Other receivables consisted of the following at June 30, 2010:

Student loan receivable
Other

Note 3. Pledges Receivable
Pledges receivable consisted of the following at June 30, 2010:

Amounts due:
In one year or less
Between one and five years
More than five years
Gross pledges

Less unamortized present value discount at rates ranging from 3.61% to 4.49%
Less allowance for uncollectible pledges
Pledges receivable, net

Note 4. Restricted Cash Equivalents
Cash equivalents are restricted for the following purposes at June 30, 2010:

Endowment, uninvested
Student loans

Note 5. Investments
Investments consisted of the following at June 30, 2010:

Core fixed income institutional mutual funds
Domestic equity securities

Domestic equity mutual funds

International equity mutual funds

Hedge funds

$ 696,532
25,959

$ 722,491

$ 446,061
56,000
2,562,015

3,064,076
(1,650,639)
(95,000)

$ 1,318,437

$ 1,326,034
390,313

$ 1,716,347

$ 3,006,495
2,472,601
3,106,463
2,365,403
1,953,980

$ 12,904,942

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

e Level 1—Observable inputs such as quoted prices in active markets. Classifications currently
include equity securities and mutual funds that have share prices and net asset values provided

daily.

10



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 5. Investments, Continued

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

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

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

Total Level 1 Level 2 Level 3
Core fixed income institutional
mutual funds $ 3,006,495 $ - $ 3,006495 $ -
Domestic equity securities 2,472,601 2,472,601 - -
Domestic equity mutual funds 3,106,463 3,106,463 - -
International equity mutual funds 2,365,403 2,365,403 - -
Hedge funds 1,953,980 - - 1,953,980

$ 12904942 $ 7944467 $ 3006495 $ 1,953,980

The following tables reflect a reconciliation of beginning and ending investment balances in the
Organization’s Level 3 investments for the year ended June 30, 2010:

Hedge Funds

Beginning balance $ 1,491,212
Net realized and unrealized gain 425,123
Purchases 37,645

Ending balance $ 1,953,980

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

Beginning balance $ 12,187,612
Net realized and unrealized gain 1,759,882
Net additions, purchases, sales and maturities (1,042,552)

Ending balance $ 12,904,942

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

11



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 5. Investments, Continued

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

Number Unfunded Redemption Redemption

Fair Value of Funds Commitments Freqguency Notice Period
Hedge fund $ 1,070,177 1 $ - Quarterly 45 written days
Hedge fund 883,803 1 - Quarterly 60 written days

Note 6. Property and Equipment

Property and equipment consisted of the following at June 30, 2010:

Equipment $ 1,159,725
Leasehold improvements 1,737,591
2,897,316

Less accumulated depreciation (2,177,341)
$ 719,975

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

Campus programs:

Capital improvements $ 1,761,056
Student scholarships 267,779
Other 8,110
Pledges receivable, net 1,318,437

Accumulated and unappropriated earnings on donor-restricted
endowments 467,703
$ 3,823,085

Permanently restricted net assets consisted of the following at June 30, 2010:

Earnings thereon are available for the following purposes:

Campus programs $ 5,761,151
Student scholarships 8,531,148
Student loans 1,326,034

$ 15,618,333

12



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 7. Restrictions on Net Assets, Continued

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

Satisfaction of donor restrictions:

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

Appropriation of earnings for use:
Student scholarships 362,413
Satisfaction of time restrictions 1,337,288
$ 1,919,032

Note 8. Endowments

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

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

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

The duration and preservation of the fund

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

The possible effect of inflation and deflation

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

The investment policies of the Organization

Nogkr~wNE

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

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment
funds $ (1,475972) $ 467,703 $ 15,618,333 $ 14,610,064

13



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 8. Endowments, Continued

Changes in endowment net assets for the year ended June 30, 2010 consisted of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Endowment net assets,
beginning of year $ (3,121,257) $ 552,185 $ 15,560,774 $ 12,991,702
Investment return:
Investment income, net of fees - 197,366 - 197,366
Net realized and unrealized gain 1,679,317 80,565 - 1,759,882
Total investment return 1,679,317 277,931 - 1,957,248
Contributions - - 57,559 57,559
Appropriation of investment
earnings for expenditure (34,032) (362,413) - (396,445)
Endowment net assets,
end of year $ (1,475972) % 467,703 $ 15,618,333 $ 14,610,064

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

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

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

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

14



University Auxiliary and Research Services Corporation

Notes to Financial Statements

Note 8. Endowments, Continued

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

Note 9. Commitments and Contingencies

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

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

The minimum future rental payments are as follows:

Years Ending June 30, Amount
2011 $ 180,640
2012 112,318
2013 43,996
$ 336,954

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 resulting from
such audits could become a liability to the Organization. However, in the opinion of management, any
such disallowed claims would not have a material adverse impact on the overall financial position of the
Organization at June 30, 2010.

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

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

Notes to Financial Statements

Note 10. Accumulated Postretirement Benefit Obligation, Continued

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

Benefit obligation, beginning of year $ 619,840
Net periodic benefit cost:
Service cost 117,211
Interest cost 32,639
Amortization of prior service cost 17,509
Amortization of actuarial gain (12,669)
Accumulated benefit obligation, end of year $ 774,530

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

Weighted-average assumptions used to determine the benefit obligation included a discount rate of
5.50 percent and a health care cost trend rate of 7.60 percent for the year ended June 30, 2010.

Note 11. Transactions with Affiliates

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

the University at June 30, 2010 were $635,308 and are included in accounts payable.

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

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

The future minimum rental receipts are as follows:

Years Ending June 30, Amount

2011 $ 145,680

2012 72,840
$ 218,520

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

Notes to Financial Statements

Note 12. Subsequent Event

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

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

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

Temporarily Permanently
Unrestricted Restricted Restricted Total
Unrestricted net assets:
Board-designated for:
Scholarship $ 500,847 $ - $ - $ 500,847
Campus programs 2,190,955 - - 2,190,955
Temporarily restricted net assets:
Capital improvements - 1,761,056 - 1,761,056
Student scholarships - 267,779 - 267,779
Campus programs - 8,110 - 8,110
Pledges receivable, net - 1,318,437 - 1,318,437
Endowment net assets (1,475,972) 467,703 15,618,333 14,610,064
Total net assets
transferred $ 1215830 $ 3,823,085 $ 15,618,333 $ 20,657,248

The Organization has entered into an agreement with CSUSMF to provide accounting and business
services for the transferred net assets.
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University Auxiliary and Research Services Corporation
Schedule of Net Assets
June 30, 2010
(for inclusion in The California State University)

Assets
Current assets
Cash and cash equivalents $ 1,869,957
Short-term investments 7,950,004
Accounts receivable, net 1,579,685

Leases receivable, current portion -
Notes receivable, current portion -

Pledges receivable, net 351,061
Prepaid expenses and other assets 1,343,368
Total current assets 13,094,075

Noncurrent assets
Restricted cash and cash equivalents 1,716,347
Accounts receivable, net -
Leases receivable, net of current portion -
Notes receivable, net of current portion -
Student loans receivable, net -

Pledges receivable, net 967,376
Endowment investments 12,904,942

Other long-term investments -
Capital assets, net 719,975
Other assets 61,081
Total noncurrent assets 16,369,721
$ 29,463,796

Liabilities
Current liabilities

Accounts payable $ 1,280,812
Accrued salaries and benefits payable 190,820
Accrued compensated absences, current portion 162,031
Deferred revenue 1,287,847

Capitalized lease obligations, current portion -
Long-term debt obligations, current portion -
Self-insurance claims liability, current portion -
Other liabilities 170,002

Total current liabilities 3,091,512

Noncurrent liabilities
Accrued compensated absences, net of current portion -
Deferred revenue -
Grants refundable -
Capitalized 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 liabilities (OPEB) 774,530
Total noncurrent liabilities 774,530
3,866,042
Net assets:
Invested in capital assets, net of related debt 719,975
Restricted for:
Nonexpendable, endowments 15,618,333
Expendable:
Scholarships and fellowships 267,779
Research -
Loans -
Capital projects 1,761,056
Debt service -
Other 1,794,250
Unrestricted 5,436,361
Total net assets $ 25,697,754

See independent auditor’s report.
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University Auxiliary and Research Services Corporation
Schedule of Revenues, Expenses and Changes in Net Assets
Year Ended June 30, 2010
(for inclusion in The California State University)

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

Expenses:
Operating expenses:

Instruction

Research

Public service

Academic support

Student services

Institutional support

Operation and maintenance of plant

Student grants and scholarships

Auxiliary enterprise expenses

Depreciation and amortization
Total operating expenses
Operating income (loss)

Nonoperating revenues (expenses):

State appropriations, noncapital

Federal grant, Pell

Gifts, noncapital

Investment income, net

Endowment income

Interest on capital-related debt

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

State appropriations, capital
Grants and gifts, capital

Additions (reductions) to permanent endowments
Increase (decrease) in net assets

Net assets:
Net assets at beginning of year, as previously reported
Restatements

Net assets at end of year, as restated

See independent auditor’s report.
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5,983,370
850,557
30,000
1,129,842
3,472,470

4,958,640

16,424,879

2,752,252
3,906,918
1,071,508
449,501
1,855,564
4,420,655
730,621
4,872,723
294,881

20,354,623

(3,929,744)

1,804,648
197,366
1,759,882

137,322

3,899,218

(30,526)

57,559

27,033

25,570,721

3$

25,597,754




2.1

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

Restricted cash and cash equivalents at June 30, 2010:

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

Composition of investments at June 30, 2010:

Noncurrent Noncurrent Total
Current Unrestricted Restricted Noncurrent

Total

State of California Surplus Money Investment Fund (SMIF) $ - - - -
State of California Local Agency Investment Fund (LAIF) - - - -
Wachovia Short-Term Fund - - - -
Wachovia Medium-Term Fund - - - -
Wachovia Equity Fund - - - -
Debt securities - - - -
Equity securities - - 2,742,601 2,742,601
Fixed income securities (Treasury notes, GNMAS) - - - -
Real estate - - - -
Certificates of deposit 7,950,004 - - -
Notes receivable - - - -
Mutual funds - 11,225 8,197,136 8,208,361
Collateralized mortgage obligations:
Inverse floaters - - - -
Interest-only strips - - - -
Agency pass-through - - - -
Private pass-through - - - -
Other major investments: -
Hedge Fund-Goldentree - - 1,070,177 1,070,177
Hedge Fund-Giovine - - 883,803 883,803
Other - - - -
Add description - - - R
Add description - - - R
Add description - - - R
Add description - - - R
Add description - - - R

2,742,601

7,950,004

8,208,361

1,070,177
883,803

Total investments 7,950,004 11,225 12,893,717 12,904,942

20,854,946

Less endowment investments (enter as negative number) - - (14,292,299) (14,292,299)

(14,292,299)

Total investments $ 7,950,004 11,225 (1,398,582) (1,387,357)

6,562,647

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

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

Amount

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

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

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

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

Depreciable capital assets:
Buildings and building improvements
Improvements, other than buildings
Infrastructure
Leasehold improvements
Personal property:
Equipment
Library books and materials
Intangible assets
Total depreciable capital assets
Total capital assets

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

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

See independent auditor’s report.

University Auxiliary and Research Services Corporation

Other Information
Year ended June 30, 2010

(for inclusion in The California State University)

Balance
Balance Prior Period June 30, 2009 Balance
June 30,2009 Adjustments Reclassifications (restated) Additions Reductions June 30, 2010
$ - $ - $ - $ - $ - $ $ -
1,737,591 - - 1,737,591 - 1,737,591
1,159,725 - - 1,159,725 - 1,159,725
2,897,316 - - 2,897,316 - 2,897,316
2,897,316 - - 2,897,316 - 2,897,316
(1,014,484) - - (1,014,484) (150,847) (1,165,331)
(867,976) - - (867,976) (144,034) (1,012,010)
(1,882,460) - - (1,882,460) (294,881) (2,177,341)
$ 1,014,856 $ - $ - $ 1,014,856 $ (294,881) $ $ 719,975
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

3.2 Detail of depreciation and amortization expense for the year ended June 30, 2010:

Depreciation and amortization expense related to capital assets $ (294,881)
Amortization expense related to other assets -
Total depreciation and amortization $ (294,881)
4 Long-term liabilities activity schedule:
Balance Prior Period Balance Balance Current Long-Term
June 30, 2009 Adjustments Reclassifications June 30, 2009 Additions Reductions June 30, 2010 Portion Portion
Accrued compensated absences $ 186,984 $ - $ - $ 186,984 $ 162,031 $ (186,984) % 162,031 $162,031 $ -

Capitalized lease obligations:
Gross balance - - - - - - - R R
Unamortized premium (discount) on capitalized
lease obligations - - - - - - - R R
Total capitalized lease
obligations - - - - - - - R R

Long-term debt obligations:
Revenue Bonds - - - - - - - - R
Other bonds (non-Revenue Bonds) - - - - - - - - R
Commercial Paper - - - - - - - R R

Other:
Premium on Bond - - - - - - - R R
Description - - - - - - - R R
Description - - - - - - - R R
Description - - - - - - - R R
Description - - - - - - - R R
Total long-term debt
obligations - - - - - - - R R

Unamortized bond premium (discount) - - - - - - - R R
Unamortized loss on refunding - - - - - - - - R
Total long-term debt
obligations, net - - - - - - - - -
Total long-term liabilities 3 186,984 % - 3 - 3 186,984 & 162,031 & (186,984 & 162,031 $162,031 & -

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

5 Future minimum lease payments:
Principal and
Year ending June 30: Principal Interest Interest

2011 $ - $ - $ -
2012 - - -
2013 - - -
2014 - 2018 - - -
2019 - 2023 - - -
2024 - 2028 - - -
2029 - 2033 - - -
2034 - 2038 - - -
2039 - 2043 - - -
2044 - 2048 - - -
2049 - 2053 - - -
2054 - 2058 - - -
Thereafter - - -

Total minimum lease payments -
Less amounts representing interest -

Present value of future minimum lease payments -
Less current portion -

Capitalized lease obligation, net of current portion $ -

See independent auditor’s report.
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6

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

Long-term debt obligation schedule:

Year ending June 30:

All Other Long-Term
Revenue Bonds Debt Obligations

Total

Principal and Principal and
Principal Interest Interest Principal Interest Interest Principal

Interest

Principal and
Interest

2011

2012

2013

2014

2015 - 2019
2020 - 2024
2025 - 2029
2030 - 2034
2035 - 2039
2040 - 2044
2045 - 2049
2050 - 2054
2055 - 2059

Total

See independent auditor’s report.
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7.1

7.2

University Auxiliary and Research Services Corporation
Other Information

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

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

Capital assets, net of accumulated depreciation $

Capitalized lease obligations, current portion
Capitalized lease obligations, net of current portion
Long-term debt obligations, current portion
Long-term debt obligations, net of current portion
Portion of outstanding debt that is unspent at year-end
Other:

(description)

(description)

(description)

(description)

Net assets invested in capital assets, net of related debt $

Calculation of net assets - Restricted for nonexpendable - endowments

Portion of restricted cash and cash equivalents related to endowments $

Endowment investments
Other adjustments: (please list)

Net assets - Restricted for nonexpendable - endowments

per SNA $

Auxiliary Organizations Total
GASB FASB Auxiliaries
- $ 719,975 $ 719,975
- $ 719,975 $ 719,975
- $ 1,326,034 $ 1,326,034
- 14,292,299 14,292,299
- $ 15,618,333 $ 15,618,333

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

Transactions with related entities:

Amount

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

Payments received from University for services, space and programs

Gifts-in-kind to the University from auxiliary organizations

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

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

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

Accounts receivable from University

Bond principal and interest payments paid to the University

Other Postemployment Benefits Obligation (OPEB)

Annual required contribution (ARC) $
Contributions during the year

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

(635,308)

15,449

154,690

Increase in net OPEB obligation (NOO)

NOO - beginning of year

154,690

619,840

NOO - end of year $

774,530

See independent auditor’s report.
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University Auxiliary and Research Services Corporation
Other Information

June 30, 2010

(for inclusion in The California State University)

10 Pollution remediation liabilities under GASB Statement No. 49:

Description

Add description
Add description
Add description
Add description
Add description
Add description
Add description
Add description
Add description
Add description

Total pollution remediation liabilities

Less current portion
Pollution remediation liabilities, net of current portion

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

Net assets as of June 30, 2009, as previously reported

Prior period adjustments:

1

© 00N O wWN

Building-Tilt-Up Classroom

Accum Deprec-Bldg

(list description of each adjustment)
(list description of each adjustment)
(list description of each adjustment)
(list description of each adjustment)
(list description of each adjustment)
(list description of each adjustment)
(list description of each adjustment)

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

See independent auditor’s report.

Amount

Net Asset
Class Amount
Dr. (Cr.)
$ 25,570,721
$ 25,570,721
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University Auxiliary and Research Services Corporation
Other Information
June 30, 2010
(for inclusion in The California State University)

Provide a detailed breakdown of the journal entries (at the financial statement line item level) booked to record each prior period adjustment:

Debit Credit

Net asset class: Bldg
1 Building
Accum Deprec - Bldg
Net Asset - Bldg

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

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

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

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

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

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

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

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

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

See independent auditor’s report.
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