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EVALUATI ON OF LEGALLY SEPARATE ENTI TI ES FOR
FI NANCI AL REPORTI NG PURCSES

| NTRODUCTI ON

The financial statenents presented in the University of
California' s financial report include financial information
for the University (UC), separate entities for which UCis
financially accountable, and any other separate entities
whi ch, due to the nature and significance of their
relationship with UC, would cause the report to be

m sl eading or inconplete if they are excluded.

A separate entity is defined as a | egal organization with
whi ch UC conducts activities that may benefit UC, its
students or staff, or the community. |In sone cases, it is
cl ear when an activity is directly controlled by UC and nust
be included in UC s annual report. Such activities include
the University of California Press and Continui ng Education
of the Bar.

As UC continues to enter into new and uni que rel ationships
with separate |legal entities, an evaluation of the nature of
the relationship with each separate entity nust be
undertaken at the tinme both the organization and the
specifics of the relationship are being considered in order
to determ ne whether that separate entity wll be required
to be included in the University of California s financial
reporting entity.

GASB Statenment No. 14, The Financial Reporting Entity, as
suppl enented and anended in certain areas by GASB St at enent
No. 39, Determ ning Wiether Certain O ganizations Are
Conmponent Units, is the authoritative literature on the
topic. These Statements are directed toward determ ning
whet her “separate” organi zations created by, or associated
with, the University of California are required to be
included in UC s financial statenents. The underlying notion
is whether the University of California Regents or the

Uni versity of California managenent is accountable for the
separate organi zation that is being evaluated. The

determ nation of accountability is not one that can be
easily dismssed. It nust be determ ned through a careful
eval uation of the facts in conparison to the specific
requirenents outlined in the GASB Statenents

The guidelines set forth in this chapter nust be used to
make a determ nation on the appropriate treatnment of the
| egal ly separate entity for financial reporting purposes.

6/ 30/ 05 TL 94
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I'1. UC S FI NANCI AL REPORTI NG ENTI TY

“Primary Government”

“ Conponent Units”

The UC Legal Entity

Legal | y Separate,
“Fi scally Dependent”
Organi zat i ons

Legal | y Separate

Organi zations for Wich
UCis “Financially
Account abl e”

Legal | y Separate
Organi zati ons t hat
Woul d be “M sl eadi ng
to Excl ude”

Constitutionally
separate fromthe
St ate.

Board of Regents is
separately el ected.

Separate | egal
entity fromthe
State.

Fi scal 'y i ndependent
fromthe State.

Separately el ected
governi ng body.

Legal |y separate
organi zation from UC

e Possesses corporate
powers enunerated in a
corporate charter of
| egi slation.

“Fiscally dependent” on
uc:

e UC approves or can
nmodi fy budget ;

e UC sets or approves
rates or charges; or

e UC approves any
i ssuance of debt.

“Fi scal dependency”
does not inply that a
financial benefit or

burden exi sts.

Di stinction is nade
bet ween substantive and
m ni sterial approvals.

Not defined as primary
gover nnent .

Legal |y separate
organi zation from UC.

“Financially
accountabl e” to UC

e UC appoints a voting
maj ority of board and
is able to inpose its
wll; or

e Potential for
speci fic financial
benefits to, or
financial burdens on
UC.

May be “financially
accountabl e” if
“fiscally dependent”
on UC

Imposition of will:

e Significant influence
on activities.

e Ability to remove
board nenbers.

e Ability to approve
rates.

e Ability to veto
gover ni ng body.

e Ability to dismss
managenent .

Fi nanci al benefit to,
or burden on UC

e Legally entitled to
or can ot herw se
access resources.

e Legally obligated or
ot herw se assunes the
obligation to finance
deficits, or provide
financial support.

e (hligated in sone
manner for the debt.

Not defined as the
primary governnent.

Legal |y separate, tax-
exenpt organi zation
from UC.

M sl eading to
exclude if:

e Econonic
resources are
entirely or
al nost entirely
for the direct
benefit of UC,
its conponent
units or its
constituents;

e UC, or its
conponent units,
are entitled to or
have the ability to
ot herwi se access a
majority of the
econoni ¢ resources
recei ved or hel d;
and

e Economi c resources
received or held
by organi zations
that are
significant to UC
to which UC, or
its conponent
units, are
entitled to or
have the ability
to access

TL 94
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I11. OUTLINE OF GASB STATEMENT NO 14

A GENERAL OVERVI EW

GASB Statenment No. 14 is directed toward determ ning
whet her “separate” organi zations created by, or
associated wth, UC are required to be included in the
University’'s financial statenents.

1. Fi nanci al Reporting Entity Concept

The underlying notion in GASB Statenent No. 14 is
rendering a determnation as to whether the
University of California Regents or UC nanagenent
i s accountable for the separate organization that
i s being eval uat ed.

UC s financial statenents nust distinguish between
UC and its conponent units, and their
relationships with UC, rather than creating the
perception that UC and all of its conponent units
are one |legal entity.

There are two forns of conponent units:
i Bl ended conmponent units; and

ii. Discretely presented conmponent units (e.g.,
canpus foundati ons).

2. Definition of a Financial Reporting Entity

UC s financial reporting entity consists of UC,
and its legally separate, fiscally dependent
organi zations, collectively referred to as the
primary governnent by the GASB (subsequently
referred to in this docunment as UC s primary
reporting entity); organizations for which UCis
financially accountable; and ot her organizations
for which the nature and significance of their
relationship with UC are such that exclusion would
cause UC s financial statements to be m sl eadi ng
or inconmplete (e.g., canpus foundations.)

An organi zation other than UC (such as a conponent
unit, a joint venture, a jointly governed

organi zati on, or another stand-al one organization)
serves as the nucleus for its own reporting entity
as a primary governnment when it issues separate
financial statenents. However, this circunstance

6/ 30/ 05 TL 94
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does not preclude it being a conmponent unit of UC
For exanple, the canmpus foundations are the
primary governnment in their capacity as a stand-
al one organi zation, yet they are also discretely
presented as a conmponent unit in the UC financi al
reporting entity.

B. UC AND | TS LEGALLY SEPARATE, “FI SCALLY DEPENDENT”
ORGANI ZATI ONS

1

Prinmary Reporting Entity

Definition of a reporting entity

UC, inits definition as a primary reporting
entity, includes all of the organizations that
make up its legal entity (canpuses, nedica
centers, departnents, etc).

A separate organization is not part of UC, in
terms of its being defined as part of UC as the
primary reporting entity, if it neets all of the
followng criteria:

= |t has a separately el ected governing body.
= It is legally separate.
= It is fiscally independent.

Al t hough a separate organi zati on nay be excl uded
fromthe definition of UCin terns of it being
part of the primary reporting entity, the

organi zati on may be conmponent unit and, therefore,
part of UC s reporting entity in that capacity.

Determ ni ng separate | egal standi ng

An organi zati on has separate |egal standing from
uc if:

= |t is created as a “body corporate” or a
“body corporate and politic;” or

= |t otherw se possesses the corporate powers
that woul d distinguish it as being legally
separate from UC

Cenerally, corporate powers granted to a separate
organi zation are enunerated in its corporate

6/ 30/ 05
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I11. OUTLINE OF GASB STATEMENT NO._ 14 (Cont.)

B. UC AND I TS LEGALLY SEPARATE, “FI SCALLY DEPENDENT”
ORGANI ZATI ONS ( Cont .)

1

6/ 30/ 05

Primary Reporting Entity (Cont.)

charter or in the legislation authorizing its
creation and give an organi zation:

= The capacity to have a nane;

= The right to sue or be sued in its own nane
wi t hout recourse to UC, and

= The right to buy, sell, |ease and nortgage
property in its own nane.

An organi zation that is not legally separate
shoul d be considered to be part of the UC primary
reporting entity.

Determ ning fiscal independence or dependence

An organi zation is fiscally independent fromUC if
it has the ability to conplete certain essential
fiscal events w thout substantive approval by UC.
It nust have the authority to acconplish all three
of the following (w thout substantive approval):

= Determne its budget w thout UC having the
authority to approve and nodify that budget;

= Set rates or charges without UC s approval;
and

= |ssue bonded debt w thout approval by UC
Therefore, an organi zation that is not fiscally

i ndependent is fiscally dependent on UC if UC
hol ds one or nore of these powers.

An organi zation may be fiscally dependent on UC
regardl ess of whether it receives financial

assi stance from UC, fiscal dependency does not
inmply that a financial benefit or burden exists.

I n determ ni ng whet her an organi zation is fiscally
i ndependent, a distinction should be nmade between
substantive approvals and mnisterial (or
conpl i ance) approval s.

An organi zati on subject to substantive approval s
shoul d not be considered to be a primary reporting

TL 94
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entity separate from UC

Budgetary approval is substantive if UC has the
authority to reduce or nodify an organi zation's
budget .

An organi zation that is statutorily prohibited
fromincurring debt may be fiscally independent if
it possesses the other two powers because the
statutory prohibition does not subordinate the
organi zation to UC for debt approval.

Fi nanci al reporting entity inplications for UC

An organi zation nust be included in the UC
reporting entity unless all three of the criteria
outlined above are net (see “Determ ning Fiscal

| ndependence) .

However, neeting the three criteria |listed above
does not nean that the organization is entirely
excluded fromUC s financial reporting entity.

The organi zati on nust be eval uated further and may
be required to be included in UC s financial
reporting entity as either a discretely presented
conponent unit or bl ended conmponent unit dependi ng
on the specific facts and circunstances.

LEGALLY SEPARATE ORGANI ZATIONS FOR WHICH UC I S

“FI NANCI ALLY ACCOUNTABLE”

Component _Units

a. Definitions of a conmponent unit

A conclusion that an organi zation is not part
UCin terns of it being part of the primry
reporting entity may, however, be considered
to be part of UCs financial reporting entity
as a conponent unit.

Conmponent units are:

= (Organizations that are not part of UC in
terms of it being part of the primry
reporting entity, and may be ot her
government al organi zati ons, nonprofit
corporations or for- profit corporations.

= Legally separate organizations for which
the UCis financially accountable.

6/ 30/ 05
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I11. OUTLINE OF GASB STATEMENT NO._ 14 (Cont.)

C.
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LEGALLY SEPARATE ORGANI ZATIONS FOR VHICH UC I S
“FI NANCI ALLY ACCOUNTABLE” (Cont.)
Conponent Units (Cont.)

= Other organizations for which “the nature
and significance of their relationships
with UC are such that exclusion would
cause UC s financial statements to be
m sl eadi ng or inconplete.”

Fi nanci al accountability

Cenerally, UC is accountable for an

organi zation if they appoint a voting
majority of a separate organization’s
governi ng board. However, sonetines the

appoi ntnments are not substantive;

organi zations other than UC may truly have
the oversight responsibility. Therefore GASB
Statement No. 14 uses the termfinancial
accountability rather accountability to
descri be the kind of relationships warranting
the inclusion of a legally separate

organi zation in UC s reporting entity as a
conmponent unit. The follow ng circunstances
set forth UC s financial accountability for a
| egal | y separate organi zation

= UC appoints a voting najority of the
organi zation’s governing body and UC is
able to inpose its will on the
organi zati on; or

= UC appoints a voting majority of the
organi zation’s governing body and there is
a potential for the organization to
provi de specific financial benefits to, or
i npose specific financial burdens on, UC

= UC may be financially accountable if an
organi zation is fiscally dependent on UC
(see B.1.c) regardl ess of whether the
organi zati on has a separately el ected
governi ng board, a governing board
appointed by the State of California, or a
jointly appointed board.

TL 94
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Appoi ntment of a voting majority

| f UC appoints a sinple majority of an

organi zation's board, it usually has a voting
maj ority, unless financial decisions require
t he approval of nore than a sinple majority.
For purposes of determ ni ng whether financi al
accountability exists, UC s appoi ntnment
authority nust be substantive. Limtations

t hrough nom nating powers or confirm ng

appoi ntments nmade by ot her groups may not be
substantive. Legal provisions for

appoi ntment of an organi zation’s officials
generally al so provide for continuing

appoi ntment authority. In the absence of
conti nui ng appoi ntnent authority, the ability
of UC to unilaterally abolish an organi zation
al so provides the basis for ongoing
accountability.

| mposition of will

UC has the ability to inpose its will on an
organi zation if it can significantly

i nfluence the prograns, projects, activities,
or |evel of services perforned or provided by
t he organi zati on.

The existence of any one of the follow ng
conditions indicates that UC has the ability
to inpose its will on an organi zati on:

= The ability to renove appoi nted nenbers of
t he organi zation’s governi ng board at
will;

= The ability to nodify or approve the
budget of the organization;

= The ability to nodify or approve rate or
fee changes affecting revenues;

= The ability to veto, overrule or nodify
t he decisions of the organization's
gover ni ng body; or

= The ability to appoint, hire, reassign, or
di sm ss those persons responsible for the
day-to-day operations of the organization.

6/ 30/ 05
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[11. OUTLINE OF GASB STATEMENT NO 14 (Cont.)
C. LEGALLY SEPARATE ORGANI ZATIONS FOR WVHICH UC I S
“FI NANCI ALLY ACCOUNTABLE” (Cont.)
1. Conponent Units (Cont.)
d. | mposition of will (Cont.)

O her conditions may indicate that UC has the
ability to inpose its will on an

organi zation, although a distinction between
substantive or mnisterial approval nust be
consi der ed.

e. Fi nanci al benefit to, or burden on, UC

i | f UC appoints a voting majority of an
organi zation’s officials and there is a
potential for that organization either
to provide specific financial benefits
for, or to inpose specific financial
burdens on, UC, then UCis financially
accountabl e for that organization.

ii. An organization has a financial benefit
or burden relationship with UCif any
one of the follow ng conditions exists:

= UCis legally entitled to or can
ot herwi se access the organization's
resour ces.

= UCis legally obligated or has
ot herwi se assuned the obligation to
finance the deficits of, or provide
financi al support to, the
or gani zati on.

= UCis obligated in sone manner for
t he debt of the organi zati on.

iii. Routine, arnmis | ength, exchange
transacti ons between an organi zati on and
UC shoul d not be consi dered
mani f estations of a financial burden or
benefit relationship.

iv. A financial benefit or burden
relationship exists if UCis either
directly or indirectly entitled to the
resources or is either directly or
indirectly obligated for the deficits or
debt of an organi zati on.

« Adirect financial benefit or
burden occurs when UC itself is

6/ 30/ 05 TL 94
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Vi .

entitled to the resources or
obligated for the deficits or debts
of an organi zati on.

= An indirect financial benefit or
burden occurs when one or nore of
UC s conponent units is entitled to
the resources or obligated for the
deficits or debts of an
or gani zat i on.

Legally entitled to, or can otherw se
access the organi zation’s resources.

The ability of UC to access resources of
an organi zation should be justified in
[ight of the organization as a going
concern, that is a residual interest in
the net assets of an organization in the
event dissolution is not equivalent to
being entitled to its resources.

| f UC appoints the majority of the
organi zation officials and is legally
entitled to or can otherw se access the
organi zations resources, then UCis
financially accountable for the

or gani zat i on.

Legally entitled or has otherw se
assunmed the obligation to finance the
deficits of or provide financial support
to, the organization

UC may be obligated to do so, or may
choose to do so for a variety of
reasons.

| f UC appoints a voting majority of an
organi zation's officials and is legally
obligated or has otherw se assuned the
obligation to finance the deficits of,
or provide financial support to, an
organi zation, then UCis financially
accountabl e for that organization.

6/ 30/ 05
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C.
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LEGALLY SEPARATE ORGANI ZATIONS FOR VHICH UC I S
“FI NANCI ALLY ACCOUNTABLE” (Cont.)
Conponent Units (Cont.)

1

e.

Fi nanci al benefit to, or burden on, UC (Cont.)

vii. Obligated in some manner for the debt of
an organi zati on.

UC is obligated in sonme manner for the
debt of an organization if:

= It is legally obligated to assune all
or part of the debt in the event of
default; or

= It may take certain actions to assune
secondary liability for all or part
of the debt, and UC takes, or has
given indications that it wll take
t hose acti ons.

| f UC appoints a voting majority of an
organi zation’s officials and is
obligated in some manner for the debt of
t hat organi zation, then UC is
financially accountable for that

or gani zat i on.

Fi nanci al accountability as a result of
fiscal dependency

UC may be financially accountable for a
fiscally dependent organi zation regardl ess of
whet her the fiscally dependent organization
has a separately el ected board, a board

appoi nted by anot her organization, or a
jointly appointed board.

Potential for dual inclusion
Organi zations that may neet the criteria for
inclusion in nore than one reporting entity

must be evaluated further and included in
only one reporting entity.

TL 94
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D. LEGALLY SEPARATE ORGANI ZATI ONS THAT WOULD BE M SLEADI NG
TO EXCLUDE FROM REPORTI NG ENTI TY

1. Organi zations included in UC s reporting entity,
al though UCis not financially accountable

a. Certain organi zati ons warrant inclusion as
part of UC s reporting entity because of the
nature and significance of their relationship
with UC, including their ongoing financia
support of UC or its other component units.

A legally separate, tax-exenpt organization
shoul d be reported as a conponent unit of UC
if all of the following criteria are net:

i The econom ¢ resources received or held
by the separate organization are
entirely or alnost entirely for the
direct benefit of UC, its conponent
units, or its constituents;

ii. UC or its conponent units, is entitled
to, or has the ability to otherw se
access (not intended to inply control),
a majority of the econom c resources
received or held by the separate
or gani zation; and

iii. The econom c resources received or held
by an individual organization that UC,
or its conmponent units is entitled to,
or has the ability to otherw se access,
are significant to UC.

b. O her organi zations shoul d be eval uated as
potential conponent units if they are closely
related to, or financially integrated wth,
(though policies practices or organization of
docunents) UC.

E. FI NANCI AL REPORTI NG AND DI SCLOSURE OF COVPONENT UNI TS

1. Reporting Conponent Units

a. Bl ended vs. discrete presentation

i Some conponent units shoul d be bl ended
as though they are part of UC, however,
nost conponent units shoul d be
di scretely presented.

TL 94 6/ 30/ 05
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[11. OUTLINE OF GASB STATEMENT NO 14 (Cont.)
E. FI NANCI AL REPORTI NG AND DI SCLOSURE OF COVPONENT UNI TS
(Cont.)
1. Reporting Conponent Units (Cont.)

ii. An organization that is a conmponent unit
of a financial reporting entity may have
conponent units of its owm. Al
conponent unit information should be
i ncluded, reported in | ayers.

b. Di screte presentation of conponent units

i Report in colums separate from UC No
need to conform accounting policies to
UC s if the conponent unit organi zation
has el ected different, but acceptabl e,
accounting poli cies.

ii. Condensed financial statenent
information for each “mgjor” conponent
i ncluded in any single conponent colum
nmust be presented in the footnotes.
“Major” is defined as an individual
organi zati on being 25 percent or greater
of the total colum.

iti. Information for all non-nmajor component
units should be presented in the
aggregate in the footnotes.

C. Bl ended conponent units

Despite being legally separate, sone
conponent units nmay be so intertwined with UC
that they are, in substance, the sanme as UC.

A conponent unit should be blended if:

= The conponent units governing body is
substantively the sane as UC

= The conponent unit provides services
entirely, or alnost entirely, to UC or
al nost exclusively benefits UC, even
t hough it does not provide services
directly to UC, or

= The conponent unit exclusively, or alnost
excl usively, benefits UC indirectly.

6/ 30/ 05 TL 94
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d. | nvestnents in for-profit corporations

If UC owmns a majority of the voting stock of
a for-profit corporation, UC s intent for
owni ng the stock shoul d determ ne whet her the
corporation is presented as a conponent unit
or investnent.

Intra-Entity Transactions and Bal ances

a. Resource flows and receivabl e/ payabl es
bet ween UC and bl ended conponent units should
be el im nated.

b. Resource fl ows between UC and di scretely
present ed conponent units should be presented
as if they were external transactions — that
is, revenues and expenses. Anounts payable
and receivable between UC and its discretely
present ed conponent units should be reported
on a separate |ine.

C. Capi tal |eases between UC and a bl ended
conmponent unit should be reported in
consolidation as a formof UC s debt and
assets.

d. Capital |eases between UC and a discretely
present ed conponent unit nust be reported on
separate |ines.

Reporti ng Peri ods

UC and its conponent units may have identical or

di fferent year-ends, although comon year-ends are
encouraged. If it is determ ned that a common
fiscal year-end is inpractical, UC should

i ncorporate financial statements for the conponent
unit’s fiscal year ending during UC s fiscal year.

Not e Di scl osures

UC s footnotes should include a brief description
of the conponent units and their relationships to
UC, including a discussion of the criteria for

i nclusi on of the conponent unit, how they are
reported and how the separate financial statenments
for the individual conponent units may be
obt ai ned.
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[11. OUTLINE OF GASB STATEMENT NO 14 (Cont.)
E. FI NANCI AL REPORTI NG AND DI SCLOSURE OF COVPONENT UNI TS
(Cont.)
4. Not e Di scl osures (Cont.)

Det erm ni ng which discretely presented conmponent
unit disclosures are essential to fair
presentation is a matter of professional judgnment
and shoul d be done on a component unit by
conponent unit basis.

Separately issued financial statenments of a
conmponent unit should acknowl edge that it is a
conponent unit of UC

F. REPORTI NG RELATI ONSHI P W TH ORGANZI ATI ONS OTHER THAN
COVPONENT UNI TS

UC may appoi nt some, or all, governing board nenbers of
organi zations that are not included as conponent units
in UCs reporting entity. These organi zations are
classified as:

. Rel at ed organi zati ons;

. Joint ventures and jointly governed organi zati ons;
and

. Conponent units of another government wth

characteristics of a joint venture or jointly
gover ned organi zati on.

1. Rel at ed O gani zati ons

Organi zations, for which UC is accountabl e because
it appoints a voting majority of the board, but is
not financially accountable, are related

organi zations. The footnotes should disclose the
nature of UC s accountability.

2. Joint Ventures and Jointly Governed Organi zati ons

a. Joi nt Ventures

A joint venture is a legal entity or other
organi zation that results froma contractua
arrangenment and that is owned, operated, or
governed by two or nore participants as a
separate and specific activity subject to
joint control, in which the participants
retain:

= an ongoing financial interest; or
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= an ongoing financial responsibility.

Cenerally, the purpose of a joint venture is
to pool resources and share the costs, risks,
and rewards of providing goods and services
to the venture participants directly, or for
the benefit of UC s constituents or specific
service recipients.

Joint control nmeans no single participant has
the ability to unilaterally control the
financial or operating policies of the joint
vent ur e.

| f the organization is jointly controlled but
the participants do not have an ongoi ng
financial interest or ongoing financi al
responsibility, it is a jointly governed

or gani zati on.

Ongoi ng financial interest

An ongoing financial interest in a joint
venture includes an equity interest, and any
ot her arrangenent that causes UC to have
access to the joint venture's resources.

Access to the joint venture' s resources
occurs:

= Directly, such as when the joint venture
pays its surpluses to the participants; or

= Indirectly, such as when the joint venture
undertakes projects of interest to the
partici pants.

Ongoi ng financial responsibility

UC has an ongoing financial responsibility
for a joint venture if:

= |t is obligated in sone manner for the
debts of the joint venture); or

= If the joint venture s continued existence
depends on continued funding by UC (refer
to additional |anguage in 71, including
footnote 9, in order to judgnentally
concl ude whether this is the case, as
defined by the GASB).
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I11. OUTLINE OF GASB STATEMENT NO._ 14 (Cont.)

F
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REPORTI NG RELATI ONSHI P W TH ORGANZI ATI ONS OTHER THAN
COVPONENT UNI TS (Cont . )

Joint Ventures and Jointly Governed Organi zati ons

(Cont.)

d.

Equity interest

For financial reporting purposes, there are
two types of joint ventures:

= Joint ventures whose participants have an
equity interest; or

= Joint ventures whose participants do not
have equity interest.

An equity interest is manifest in the
ownership of shares of a joint venture stock
or otherw se having an explicit neasurable
right to the net resources of a joint venture
that is usually based on an investnent of
financial or capital resources by UC

An equity interest is explicit and nmeasurabl e
if the joint venture agreenent stipul ates
that the participants’ have a present or
future claimto the net resources of the
joint venture and sets forth the nethod to
determ ne the participants’ shares of the
joint venture's net resources.

The definition of an equity interest is not
intended to include UC s residual interest in
assets that may, upon dissolution, revert to
UC.

Reporting participation in joint ventures in
which there is an equity interest

UC s “Investnent in Joint Venture” account
shoul d report UC s equity interest cal cul ated
in accordance with the joint venture
agreenent. Initially, the investnent in the
joint venture should be recorded at cost. |If
the joint venture agreenment provides for UC
to share in the operating results, the
“I'nvestnment in Joint Venture” should be

adj usted; increased or decreased, but not

bel ow zero, for UC s share of the joint
venture's incone or |oss, regardless of
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whet her the anount is actually remtted.

In calculating UC s share of the net incone
or loss of the joint venture, any profit on
the operating transacti ons between UC and the
joint venture should be elimnated. Non-
operating transactions between the joint
venture and UC shoul d i ncrease or decrease
the equity interest.

UC s “lnvestnent in Joint Venture,”
representing the equity interest should be
classified as “Qther Assets.” UC s share of
the joint venture’s net incone or |oss should
be reported in the SRECNA in “O her Non-
Operating I ncome or Expense.”

f. Di scl osure requirenents for UC

Regar dl ess of whether there is an equity
interest, disclose in the footnotes (if

material):
= A general description of the joint
vent ure;

= UC s ongoing financial interest, including
its equity interest, or ongoing financial
responsibility; and

= Information about the availability of
separate financial statenents of the joint
vent ur e.

Joint Building on Finance Authorities

Sone joint ventures are, in substance, the sane as
undi vi ded-i nterest arrangenents (see item bel ow)
except that a formal organization is created.
There may or may not be an equity interest in the
joint authority. Generally, these arrangenents
result in capital |eases, therefore cal cul ating
UC s interest, if any, in the joint building or
financing authority is not necessary.

Jointly Governed Organi zati ons

Creation of multi-organizational arrangenments
governed by representatives of each may appear to
be joint ventures. However there is no ongoi ng
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F.  REPORTI NG RELATI ONSH P W TH ORGANZI ATI ONS OTHER THAN
COVPONENT UNI TS (Cont . )

4.
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Jointly Governed Organizations (Cont.)

financial interest or responsibility. In these
circunstances, a general description of the
relationship in the footnotes, if material, is
required.

Conponent Units and Related Organizations with
Joint Ventures Characteristics

An organi zati on may have several participants, but
if UC appoints a voting magjority of the

organi zation’s governing body (and joint control

i s precluded because UC has the power to nmake
decisions unilaterally), the organization is
either a conponent unit or a related organization
of UC.

Pool s

Typically associated wth investnments, a pool has
open nenbership in that participants can join,
resign, increase or decrease their participation
wi t hout the consent of the other participants.

Undi vi ded I nterests

An undi vided interest, or joint operation,
resenbles a joint venture but no entity or

organi zation in created by the participants. An
undi vided interest is an ownership arrangenent in
which two or nore parties own property in which
title is held individually to the extent of each
party’'s interest. Inplied is that each
participant is also obligated for specific,
identifiable obligations (if any) of the
operation. Since there is no legal entity,
borrowing to finance its operations often is done
i ndividually by each participant. There is also
no entity to hold assets, liabilities, revenues
and expenses and thus, no equity to allocate to
participants. UC participants in this type of
arrangenment should report its assets liabilities,
revenues and expenses associated with their
portion of the operation.
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8. Cost Sharing Arrangenents
Cost sharing arrangenents should not be considered
joint ventures because UC does not retain an
ongoi ng financial interest or responsibility.

FI NAL DETERM NATI ON

Al'l the foregoing factors nust be reviewed prior to making a
final determnation to include or exclude a particul ar
entity in the University's annual report. These factors,
however, do not carry equal weight. Therefore, if the
degree of financial accountability is not clearly defined by
the application of these factors, the Ofice of the Vice
Presi dent - Fi nanci al Managenent should be consulted, in
conjunction with the University's external auditors, as
necessary, for assistance in nmaking a determnation. The
Seni or Vice President--Business and Fi nance has the
authority to make a final determnation in such cases.

PROCEDURES FOR RECORDI NG I N THE UNI VERSI TY' S ANNUAL REPORT

|f a separate entity is included in the University's
financial report, all the entity's financial activities
shoul d be incorporated in the report. The fixed assets and
related liabilities are recorded in the Investnent in Plant
bal ance sheet. The remaining assets and liabilities are
recorded in the Current Funds bal ance sheet. In addition,
the activity is recorded in the Changes in Funds Bal ances.

The notes to the financial statenent should include a brief
description of the entity and its relationship to the
Uni versity.

REFERENCES

Governnment al Accounting Standards Series Statenent No. 39 of
The Governnental Accounting Standards Board on
Det erm ni ng Whether Certain Organi zations are Conponent
Uni ts-an anendnent of GASB Statenent No. 14, |ssued
May, 2002.

Hi storical note: Oiginal Accounting Manual chapter first
publ i shed 12/ 30/94, and 6/30/05 anal yst--John Plotts.
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EXHBIT I|: Accounting for Third-Party Activity

If the analysis determ nes that a separate |egal entity should be
conbined within UC s financial reporting entity as a bl ended
conponent unit (third-party), the financial data fromthat third-
party nmust be recorded in the canpus general |edger. As outlined
in Section 5.E. 2 of this docunent, resource flows and

recei vabl es/ payabl es between the third-party and UC nust be

el i m nat ed upon consolidation into the canpus | edger at the
canpus level, since the third-party activity is being presented
as part of UC s overall activity.

For debt and capital asset activity, new Corporate Financial
System (CFS) codes have been established to capture certain
third-party activity separately fromother UC activity. These
codes will enable UC to disclose the appropriate information in
the primary statenents and footnotes. For nost other activity of
the third-party, the appropriate currently existing CFS codi ng
will be used and the data will flow into and be reported with

ot her UC activity.

The new CFS codes parallel currently existing CFS codes for
simlar purposes. Al relevant mapping for the primary statenents
and the footnote reports will be conpleted and new reports as
appropriate will be devel oped.

The listing of new accounting codes is provided on the follow ng
pages.
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EXHBIT I1I: Accounting for an Equity Interest in a
Joint Venture

If the analysis determ nes that UC has an equity interest in a
joint venture, the investnent, UC s share of the joint venture's
operating results if provided for in the agreenent and changes in
UC s equity interest nmust be recorded in the canpus general

| edger. See Section 5.F.2.e of this docunent for an explanation
of the transactions that should be recorded.

Canmpuses will need to determ ne whether the joint venture’'s
activities should be considered operating or non-operating in the
UC s financial statenents and code the joint venture and UC s
share of the joint venture' s operating results accordingly.

(Al though the results are operating results to the joint venture,
they may not be to UC.) Canpuses should consult w th UCOP-

Fi nanci al Managenent if there are any questions regarding the
classification of the joint venture.

New Cor porate Financial System (CFS) codes have been established
to capture the investnent in the joint venture and the activity
of UC s portion of the joint venture. These codes will enable UC
to correctly report the information in the primary statenents.
Al'l relevant mapping for the primary statenents and footnote
reports, if required, wll be conpleted.
The codes are as foll ows:
NA- O her Assets-Investnment in Joint Venture—Operating
AGC 161971

NA- O her Assets-Investnment in Joint Venture—Non-operating
AGC 161972

O her Operating Revenue—Joint Venture |ncone/Loss
AGC 208451

O her Non-operating Revenue—Joint Venture |ncone/Loss
AGC 208452

To record an investnent in a Joint Venture:

Dr . NA- O her Assets-lnvestnent in Joint Venture
AGC 169171or 169172

Cr. Cash AGC 160100
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(Cont.)

To record UC s share of the joint venture’s inconme or | oss:

Dr.

Cr.

(or C. if aloss) NA-Qher Assets-lnvestnment in Joint
Vent ure AGC 169171 or 169172

(or Dr. if aloss) Oher Operating/Non-operating
Revenue—-AGC 208451 or 208452 Joint Venture
| ncone/ Loss

To record cash transactions between the joint venture and UC

Dr./Cr. Cash AGC 160100

Cr./Dr. NA- O her Assets-lnvestnent in Joint Venture

6/ 30/ 05
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EXH BIT II1: Exanpl e of A GASB 14 Anal ysi s—University Community
Land Conpany (LLC)

Checklist Summary

Organization reviewed:  University Community Land Company (UCLC), LLC

Conclusion on the Relationship with UC:
Reference Questions Check One

UC Legal Entity 1

"Fiscally Dependent Organization" 2-7

"Financially Accountable" Organization 8-22

"Misleading to Exclude" Organization 23-26

Joint Venture 27-33 X

Jointly Governed Organization

Undivided Interest Organization

Cost Sharing Arrangement

Related Organization

Financial Reporting Conclusion: Check One

UC Primary Reporting Entity

Component Unit:

Blended

Discretely Presented

Investment in Joint Venture X

Specific Asset, Liabilities, Revenues, Expenses

Footnote Disclosure Only
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EXHIBIT I11: (Cont.)

Evaluation Checklist for University Community Land Company, LLC
Refer to the GASB 14 Outline for details

Note: See attached comments for further discussion of the conclusion. Certain questions do not result in
simple "yes" or "no" answers and the substance of the Operating Agreement must be considered in

order to arrive at the conclusion.
OA = Operating Agreement

UC Leqal Entities YES/ NO Source Document/ X -
Reference
1. Isthe separate organization's legal entity the same as UC's legal entity? No OA Recitals

If "yes," the separate organization is part of the UC legal entity and must be
included in the UC primary continue the evaluation.

Fiscally Dependent Organizations

2. Does the separate organization have a governing body that is appointed by UC OA-3.1.2

(as opposed to separately elected)? No Not a majority

3. Do the corporate powers of the separate organization fail to distinguish it as being

legally separate from UC? No OA-11
4. Do the corporate powers of the separate organization a) preclude it from being
sued in its own name without recourse to UC, or b) preclude it from the right to a)No b) @) OA-32.2(c) b)
buy or sell, lease or mortgage property? No (1) OA341
5. Does UC have the authority to approve or modify the budget of the separate
organization, or if UC's approval is required, is it substantive? No (1) OA-34.2(v)
6. Does UC have the authority to approve or set the rates or changes of the separate
organization and, if UC's approval is required, is it substantial? No

7. Does the separate organization require UC's approval before issuing bonded
debt? (Not applicable if the organization is statutorily prohibited from incurring No (1) OA - 3.4.2 (ii &iii)
debt), or if UC's approval is required, is it substantive?

8. Isthe separate organization effectively precluded from issuing bonded debt by
virtue of other agreements in the transaction involving UC and bankers, No Not applicable
underwriters, issuers, or others?

If "yes" to any one of questions 2-8, the organization is “fiscally dependent” on UC
and therefore is part of UC's primary reporting entity.
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If "no" to all of questions 2-8, the preliminary conclusion, subject to further
discussion, is the organization is “fiscally independent" of UC and therefore not The organization is "fiscally independent" of
included in UC's primary reporting entity. However, it may be a component unit, UC. therefore the evaluation should

joint venture or related organization that is part the financial reporting entity, so the '

, . continue.
evaluation must continue.
"Financially Accountable" Organizations
9. Does UC appoint a voting majority of the separate organization's governing body? No OA-3.1.2
10. Ifthe answer to 9 is "yes" (otherwise n/a), do financial decisions only require the
approval of a simple majority? N/A
11. If9and 10 are either "yes" or "N/A," is UC's appointment authority substantive as
opposed to confirming? N/A
12. Inthe absence of UC's continuing appointment authority in the governing o .
documents, can UC unilaterally abolish the separate organization? N/A Have continuing authority.
13. Does UC have the ability to significantly influence the programs, projects,
activities, or level of services performed or provided by the organization? No (1) OA-3.4.2
14. Does UC have the ability to remove appointed members of the separate No (only .
organization's governing board at will? ; OA -3.4.1 (i)
- UC rep's)
15. Does UC have the ability to modify or approve the budget of the separate OA-3.4.2 (v) - See
organization? No (1) question 5.
16. Does UC have the ability to modify or approve rate or fee charges of the separate OA-3.4.2 (v) - See
organization that affect revenues? No (1) question 5.
17. Does UC have the ability to veto, overrule or modify the decisions of the separate
organization's governing body? No (1) OA-3.4.2
18. Does UC have the ability to appoint, hire, assign, reassign, or dismiss those .
persons responsible for day-to-day operations of the separate organization? No OA -3.4.1 (i)
If either "yes" or N/A to all of questions 9-11, or "yes" to question 12; and "yes" to o . )
any one of questions 13-18, the preliminary conclusion, subject to further The organization is not "financially
discussion, is the organization is “financially accountable” to UC and is therefore accountable” to UC, therefore the
included in UC's financial reporting entity as a component unit. evaluation should continue.
If "no" to all of questions 9-18, the organization may still be a component unit that
is part of UC's financial reporting entity, so the evaluation must continue.
19. Is UC legally entitled to, or can UC otherwise access the separate organization's )
Yes Article 5

resources?
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20.

21.

22.

23.

24.

25.

26.

27.

Is UC legally obligated, or has UC otherwise assured the obligation to finance the
deficits of the separate organization?

Is UC legally obligated, or has UC otherwise assured the obligation to provide
financial support to the separate organization?

Is UC legally obligated to assume all or part of the separate organization's debt in
the event of default?

Although not legally obligated to do so, has UC given any indication that it will
assume secondary liability for all or part of a separate organization's debt?

If "yes" or "N/A" to all of questions 9-11, or "yes" to question 12 and "yes" to any
one of questions 19-23, the preliminary conclusion, subject to further discussion, is
the organization is "financially accountable" to UC and is therefore included in UC's
financial reporting entity as a component unit.

If "no" to all of questions 19-23, the organization may still be a component unit that
is part of UC's reporting entity, so the evaluation must continue.

"Misleading to Exclude" Organizations

Is the legally separate organization a tax-exempt organization?

Are the economic resources received or held by the separate organization entirely,
or almost entirely, for the direct benefit of UC, its campus foundations, or its
constituents?

Is UC, or its campus foundations, entitled to, or have the ability to otherwise access
a majority of the economic resources received or held by the separate
organization?

Are the economic resources received or held by the separate organization that UC
is entitled to, or has the ability to otherwise access, significant to UC (judgment and
requires discussion)?

If "yes" to all of questions 24-27, the preliminary conclusion, subject to further
discussion, is the organization is a component unit included in UC's financial
reporting entity on the basis that it would be "misleading to exclude" due to the
nature and significance of the relationship with UC.

If "no" to any of questions 24-27, the organization is likely not a component unit, but
is a related organization, although further evaluation is necessary to determine
whether it is a joint venture.
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No

OA-241

No

OA-241,242and 24.3

No

Article VII

No

The organization is not "financially
accountable” to UC, therefore the
evaluation should continue.

Yes

OA-12

No

OA-12and2.11

No

50% interest

No

Not currently, future is not
certain.

The organization is not a component unit,
therefore the evaluation should continue.
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28.

29.

30.

31.

32.

33.

34.

Joint Ventures

Is the separate organization a legal entity or other organization that results from a
contractual arrangement and that is owned, operated, or governed by two or more
participants as a separate and specific activity?

Is the organization established such that UC, or any other single participant, does
not have the ability to unilaterally control the financial or operating policies of the
separate organization?

Does UC have an ongoing financial interest in the separate organization as
indicated by an equity interest, specifically an explicit measurable right to the net
resources of the joint venture that is usually based upon an investment of financial
or capital resources by UC?

Does UC have an equity interest that is explicit and sets forth the method to
determine the participant's shares of the joint venture's net resources?

Does the joint venture pay surpluses to participants, or undertake projects of
interest to the participants?

If the answers to all of questions 28-32 are "yes," the preliminary conclusion,
subject to further discussion, is the organization is a joint venture on the basis of an
ongoing financial interest, with the "Investment in Joint Venture" included in UC's
statement of net assets and operating results in UC's SRECNA.

If the answers to questions 28-29 are "yes," but one of the answers to questions
30-32 is "no," the organization may yet be a joint venture, so the evaluation must
continue.

Does UC have an ongoing financial responsibility in the separate organization as
evidenced by UC's obligation in some manner for the debts of the organization?

Does UC have an ongoing financial responsibility in the separate organization as
evidenced by the organization's continued existence dependent on continued
funding by UC?

If the answers to questions 28-29 are "yes", and the answer to either question 33 or
34 is "yes," the preliminary conclusion, subject to further discussion, is the
organization is a joint venture on the basis of an "ongoing financial responsibility,"
with the "Investment in Joint Venture" included in UC's statement of net assets and
operating results recorded in UC's SRECNA.

If the answers to questions 28-29 are "yes," but both of the answers to questions 33

and 34 are "no," the organization is likely not a joint venture that is included in UC's
statement of net assets or SRECNA, but may be another type of related
organization.

(1) See attached comments

TL 94

Yes Operating Agreement

Yes Note comments attached.

Yes OA-211 Article V

OA-211 Article

Yes v

Yes Article V

Conclusion is UCLC is a joint venture on
the basis of an ongoing financial interest.

No Article VII

No
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GASB St atenent No. 14 Revi ew Conment s

Question No. 4 (b): Do the corporate powers of the separate
organi zation ...b) precludes it fromthe right to buy or sell,
| ease or nortgage property?

Concl usion: No, the corporate powers of UCLC do not preclude it

fromthe right to buy or sell, | ease or nortgage property. Wile
the corporate powers do not preclude it fromthe right to buy,
sell, lease or nortgage property, provisions in the Operating

Agreenent al so do not effectively restrict UCLC fromthese rights
as di scussed bel ow.

Section 3.4.1 of the Operating Agreenent outlines decisions that
can be made with Managenent Conmm ttee approval (the Managenent
Comm ttee consists of five individuals, two appointed by UC two
appoi nted by the Board of Education of the County of Merced
(County) and one independent representative approved by both UC
and the County). Wth respect to this particular issue, subject
to the approval of the Managenent Comm ttee, the Operating

Agr eenent :

e 3.4.1 (i) allow acquisition on behalf of UCLC any real
property other than | ands contributed by the Menbers.

e 3.4.1 (iii) allows, subject to the provisions of Section
3.4.2, financing or refinancing of any assets of the
Conpany, including, without limtation, construction of any
i nprovenents on the Property, interimand |ong-term
financing or refinancing of any inprovenents on the Property
and financing of the operations of the Conpany.

e 3.4.1 (iv) allows, subject to the provisions of Section
3.4.2, sale or other transfer of, or nortgaging or the
pl aci ng or suffering of any other encunbrance on or
affecting, the Property or any portion thereof.

e 3.4.1 (v) allows adoption of terns, conditions and standards
(the Leasing Guidelines) for the |easing of any |and
included within the Property or the | easing of space within
any inprovenents constructed on the property, pursuant to
whi ch t he Managi ng Menber or President, as the case may be,
shal | be authorized to negotiate and execute, on behal f of
t he Conpany, |eases of such | ands or space.
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e 3.4.1 (vi) allows execution of any |ease or other
arrangenent involving the rental, use or occupancy of the
Property, or any portion thereof, or any space w thin any
i nprovenents on the Property, if such | ease or other
arrangenment provides for terms, conditions, or standards
| ess favorable than those contained in the Lease Guidelines
previ ously approved by the Managenent Conmttee.

e 3.4.1 (vii) allows for termnation or nodification or any
| ease or other arrangenent involving the rental, use or
occupancy of the property or any portion thereof, if such
| ease or other arrangenent was required to be Approved by
t he Managenent Conmittee pursuant hereto or if such
nodi fication would result in a nodified | ease or other
arrangenment which, if it were a new | ease, would be required
to be Approved by the Managenent Committee hereto.

The Managenent Commttee of UCLC clearly has the ability to buy
or | ease the Property and, subject to Section 3.4.2, also has the
ability to sell or nortgage the Property.

Fol | owi ng the above, the question then is whether Section 3.4.2
effectively restricts UCLC fromthe right to sell or nortgage the
Property. The conclusion is no, there is not any effective
restriction on UCLC.

Section 3.4.2 requires both Menbers, UC and the County, approve
the follow ng actions as they relate to either selling or
nortgagi ng the Property in the follow ng specific circunstances:

e 3.4.2 (i) sale, exchange or other disposition of all or
substantially all of the assets of the Conpany, occurring as
part of a single transaction or plan.

e 3.4.2 (ii) nortgaging of all or substantially all of the
assets of the Conpany, occurring as part of a single
transaction or plan.

e 3.4.2 (iii) execution of any agreenents for the financing of
the infrastructure i nprovenents for all or any materi al

portion of the Property.

| nportantly, both Menmbers are not restricting or limting the
nor mal , ongoi ng day-to-day nmanagenent decisions as they may
relate to either selling or nortgaging property under the control
of UCLC. The language is solely directed at a whol esal e

di sposition or nortgaging of all or substantially all of the
assets of UCLC as part of a single transaction or plan. Both
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Menbers are solely protecting their overall strategic |ong-term
nmutual economc interest in the entirety of the project, not
requi ring approval for managenent oriented decisions on

i ndi vi dual parcels as the project unfolds.

The requirement for both Menbers to nutually approve financing
for the infrastructure costs involves their interest in insuring
the financing is acconplished in a manner that results in the
attraction of future devel opment (financing of future devel opnment
is not subject to their mutual approval) and allows the project
to commence properly. Infrastructure costs will be a relatively
small portion of the ultimate val ue of the Conpany as it builds
out of the 1,240 acres.

Finally, if any of these provisions are not nutually approved by
both Menbers and an inpasse is declared, Section 3.5 establishes
a process for continued good faith negotiations. If these
negotiations fail, UC may ultimately be able to acquire the
property at fair market value. However, it is reasonable to
conclude that the Menbers would arrive at a nutually satisfactory
concl usion and not allow negotiations to fail. It would be
unreasonabl e to conclude as part of this evaluation that Recital
E, outlining the nutual benefits to both parties for formng the
Conmpany, woul d sonehow no | onger be valid.

Wth respect to the discussion above, on this specific point,
GASB 14 is focused on ascertaining whether the UCLC has a
separate |l egal standing and whether it is fiscally independent of
UC. The substance of the Operating Agreenent is that UCLC has
both a separate | egal standing and is fiscally independent.

Questions No. 5, 15 and 16: Does UC have the authority to approve
or nodify the budget of the separate organization, or if UC s
approval is required, is it substantive?

Concl usi on: No, while UC does have the appearance of the
authority to approve or nodify the Annual Budget and the

Devel opnent Budget it is an identical authority that the County
al so shares. Therefore, UC s approval or disapproval in and of
itself is not unilateral, or final, authority and is therefore
not substanti ve.

Section 3.4.2 requires both Menmbers, UC, and the County, approve
the Initial Annual Budget and each subsequent Annual budget and
any Devel opnent Budget. In addition, in the event that the two
Menbers are unable to agree on a decision or action as it relates
to either the Annual Budget or the Devel opnent Budget, there is
no provision in Section 3.5 for inpasse in this circunstance.
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Therefore, to the extent that there may di sagreenents,
substantively it becones mandatory that the two Menbers, through
t heir appoi nted representation on the Managenent Conm ttee, work
with the President of UCLC to forge a nutually agreeable
understanding with respect to the Annual and Devel opnent Budgets.

GASB 14 is directed toward determ ning whether there is financia
accountability through fiscal dependency by evaluating the nature
of the relationship between UC and UCLC, in this case. Neither
Menber is deenmed to have final or substantive approval authority.
The circunstances here are simlar to any other oversight board
or managenent conmttee that nust approve managenent’s plan for

t he year. Discussions and negotiations nmust occur at the board or
managenent commttee |level so plans can be approved. This isn't
so much of an issue of the relationship between either the UC or
the County with UCLC, as it is between the President of UCLC and
its Managenment Comm ttee. To infer that bilateral agreenent

bet ween the two Menbers constitutes substantive approval
authority for either Menber would not be an appropriate
concl usi on.

Question No. 5: Does the separate organization require UC s
approval before issuing bonded debt? (Not applicable if the
organi zation is statutorily prohibited fromincurring debt), or
if UCs approval is required, is it substantive?

Concl usi on: No, substantive approval is not required for UCLC to
i ssue bonded debt or nortgage the Property. The provisions in the
Operating Agreenent do not effectively restrict UCLC broad rights
in this regard as discussed bel ow.

Section 3.4.1 of the Operating Agreenent outlines decisions that
can be made wi th Managenent Commttee approval. Wth respect to
this particular issue, subject to the approval of the Managenent
Conmittee, the Operating Agreenent:

e 3.4.1 (iii) allows, subject to the provisions of Section
3.4.2, financing or refinancing of any assets of the
Conpany, including, without [imtation, construction of any
i nprovenents on the Property, interimand |ong-term
financing or refinancing of any inprovenents on the Property
and financing of the operations of the Conpany.

e 3.4.1 (iv) allows, subject to the provisions of Section
3.4.2, sale or other transfer of, or nortgaging or the
pl acing or suffering of any other encunbrance on or
affecting, the Property or any portion thereof.
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The Managenent Committee of UCLC clearly has the ability to
finance or nortgage the inprovenents on the property and finance
t he operations of the Conpany, subject to Section 3.4.2. However,
Section 3.4.1 is silent wth respect to the approval of the
financing of the infrastructure inprovenents. The financing of
infrastructure inprovenents is discussed in Section 3.4.2.

Fol | owi ng the above, the question then is whether Section 3.4.2
effectively restricts UCLC fromthe right to finance or nortgage
the Property. The conclusion is no, there is not any effective
restriction on financing the inprovenents to the Property or
financing the operations of the Conpany, although financing the
infrastructure inprovenents requires further discussion.

Section 3.4.2 requires both Menmbers, UC, and the County, approve
the follow ng actions as they relate to either nortgaging the
Property, or financing the infrastructure inprovenents, as
specified in the follow ng specific circunstances:

e 3.4.2 (ii) nortgaging of all or substantially all of the
assets of the Conpany, occurring as part of a single
transaction or plan.

e 3.4.2 (iii) execution of any agreenents for the financing of
the infrastructure i nprovenents for all or any materi al

portion of the Property.

| nportantly, both Menmbers are not restricting or limting the

nor mal , ongoi ng day-to-day nmanagenment decisions as they may
relate to either selling or nortgaging property under the control
of UCLC or financing the operations of the Conpany. The | anguage
is solely directed at a whol esal e disposition or nortgagi ng of

all or substantially all of the assets of UCLC as part of a
single transaction or plan. Both Menbers are solely protecting
their overall strategic |ong-termnutual economc interest in the
entirety of the project, not requiring approval for managenent
oriented decisions on individual parcels as the project unfolds.

The requirement for both Menbers to nutually approve financing
for the infrastructure costs involves their interest in insuring
the financing is acconplished in a manner that results in the
attraction of future devel opment (financing of future devel opnment
is not subject to their mutual approval) and allows the project
to commence properly. Infrastructure costs will likely be a
relatively small portion of the ultinmate value of the Conpany as
it builds out of the 1,240 acres.
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Finally, if any of these provisions are not nutually approved by
both Menbers and an inpasse is declared, Section 3.5 establishes
a process for continued good faith negotiations. If these
negotiations fail, UC may ultimately be able to acquire the
property at fair market value. However, it is reasonable to
conclude that the Menbers would arrive at a nutually satisfactory
concl usion and not allow negotiations to fail. It would be

unr easonabl e to conclude that Recital E, outlining the nutua
benefits to both parties for form ng the Conpany, woul d sonehow
no | onger be valid.

Wth respect to the discussion above, on this specific point,
GASB 14 is focused on ascertaining whether the UCLCis fiscally
i ndependent of UC. The substance of the Operating Agreenent is
that UCLC is fiscally independent.

Question No. 13: Does UC have the ability to significantly
i nfluence the prograns, projects, activities, or |evel of
services perforned or provided by the organization?

Concl usi on: No, UC does not have the ability to substantively or
significantly influence the prograns, projects, activities, or
| evel of services performed or provided by UCLC.

Section 3.4.1 outlines the decisions that require Mnagenent
Comm ttee approval. These decisions are rather specific and

i nvol ve strategic direction, not day-to-day activities, and
represent those that would be expected to be discussed and
approved by any governing board. Wiile UC has a presence on the
Board in order to represent their interest as a Menber, they do
not have veto power or authority over the organi zation such that
they can unilaterally inpose their will in any substantive
manner .

The question then is whether Section 3.4.2 effectively results in
UC having the ability to significantly influence the prograns,
projects, activities, or |level of services perforned or provided
by UCLC. The conclusion is no, there is not any effective,
substantive ability to significantly influence these activities.
Section 3.4.2 requires both Menbers, UC and the County, approve
certain strategic actions.

| nportantly, neither Menber is restricting or limting the

nor mal , ongoi ng day-to-day nmanagenent decisions as they relate to
the primary m ssion of UCLC. The |language is solely directed at a
whol esal e di sposition or nortgaging of all or substantially al

of the assets of UCLC as part of a single transaction or plan, or
approving the financing of only infrastructure inprovenents, not
any other inprovenents as the property is built out. Both Menbers
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are solely protecting their overall strategic |ong-term nutual
econom c interest in the entirety of the project, not requiring
approval for managenent oriented decisions on individual parcels
as the project unfolds.

The requirement for both Menbers to nutually approve financing
for the infrastructure costs involves their interest in insuring
t hey be acconplished in a manner that results in the attraction
of future devel opnent (that is not subject to their nutua
approval) and allows the project to commence properly.
Infrastructure costs will likely be a relatively small portion of
the ultimte value of the Conpany as it builds out of the 1,240
acres.

Finally, if any of these provisions are not nutually approved by
both Menbers and an inpasse is declared, Section 3.5 establishes
a process for continued good faith negotiations. If these
negotiations fail, UC may acquire the property at fair market

val ue. However, it is reasonable to conclude that the Menbers
woul d arrive at a nutually satisfactory concl usion and not all ow
negotiations to fail. It would be unreasonable to conclude that
Recital E, outlining the nutual benefits to both parties for
form ng the Conpany, would sonehow no | onger be valid.

Wth respect to the discussion above, on this specific point,
GASB 14 is focused on ascertaining whether UC has the ability to
i mpose their will on UCLC. The substance of the Operating
Agreenent is that UC cannot unilaterally inmpose its will on UCLC

Question No. 17: Does UC have the ability to veto, overrule or
nodi fy the decisions of the separate organi zation's governing
body?

Concl usi on: No, UC does not have the ability to substantively
veto, overrule or nodify the decisions of UCLC.

UC does not any special ability to veto, overrule or nodify the
deci sions of UCLC s Managenent Conmmi ttee outside of their rights
as a Menber, consistent with the County’s, the other Menber.

As di scussed previously, Section 3.4.1 outlines the decisions
that require Managenent Conmittee approval. These decisions are
speci fic and involve strategic direction, not day-to-day
activities, and represent those that would be expected to be

di scussed and approved by any governi ng board. Wile UC has a
presence on the Board in order to represent their interest as a
Menber, UC does not have veto power or authority to overrule or
nodi fy decisions of UCLC s governing body such that UC can
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unilaterally inpose their will in any substantive manner.

The question then is whether Section 3.4.2 effectively results in
UC having the ability to veto, overrule or nodify the decisions
of UCLC s Managenment Committee, their governing body. The
conclusion is no, there is not any effective, substantive ability
for UCto veto, overrule or nodify the decisions of UCLC s
Managenent Comm ttee. Section 3.4.2 requires both Menbers, UC and
the County, approve certain strategic actions.

Nei t her Menber is restricting or limting the normal, ongoing
day-to-day managenent decisions as they relate to the primary

m ssion of UCLC. The language in Section 3.4.2 is solely directed
at protecting both Menbers’ overall strategic |ong-term nutual
econom c interest in the entirety of the project, not requiring
approval for managenent oriented decisions on individual parcels
as the project unfolds.

Finally, if any of the provisions in Section 3.4.2 are not

nmut ual Iy approved by both Menbers and an i npasse is decl ared,
Section 3.5 establishes a process for continued good faith
negotiations. If these negotiations fail, UC may ultinmately be
able to acquire the property at fair market value. However, it is
reasonabl e to conclude that the Menbers would arrive at a
mutual Iy satisfactory conclusion and not allow negotiations to
fail. It would be unreasonable to conclude that Recital E
outlining the nutual benefits to both parties for formng the
Conmpany, woul d sonehow no | onger be valid.

Wth respect to the discussion above, on this specific point,
GASB 14 is focused on ascertaining whether UC has the ability to
i mpose their will on UCLC. The substance of the Operating
Agreenent is that UC cannot unilaterally inmpose its will on UCLC
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EXHBIT IV: GASB St atenent No. 14 Checklist Summary

Organi zati on
Revi ewed:

Concl usion on the Relationship with UC

Ref erence Questi ons Check One
UC legal entity 1
“Fiscally dependent organization” 2-7
“Financial l'y accountabl e” 8-22
organi zation
“M sl eading to exclude” 23-26
organi zation
Joint venture 27-33
Jointly governed organi zation
Undi vi ded i nterest organization
Cost sharing arrangenent
Rel at ed organi zati on
Fi nanci al Reporting Concl usi on: _Check One

UC primary reporting entity
Conponent unit:

= Bl ended

= Discretely presented
I nvestnment in joint venture

Specific asset, liabilities,
revenues, expenses

Foot not e di scl osure only
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ves/ No Sour ce Docunent/

Cross Reference

UC Legal Entities

1. Is the separate organization’s legal entity the
sanme as UC s legal entity?

If “yes,” the separate organization is part of the
UC | egal entity and nust be included in the UC
financial reporting entity. There is no need to
continue the eval uation

“Fiscally Dependent” Organizations

2. Does the separate organization have a governing
body that is appointed by UC (as opposed to
separately el ected)?

3. Do the corporate powers of the separate
organi zation fail to distinguish it as being
| egal |y separate from UC?

4. Do the corporate powers of the separate
organi zation preclude it frombeing sued inits
own name wi thout recourse to UC, or preclude it
fromthe right to buy or sell, |ease or
nort gage property?

5. Does UC have the authority to approve or nodify
the budget of the separate organization and, if
UC s approval is required, is it substantive?

6. Does UC have the authority to approve or set
the rates or changes of the separate
organi zation and, if UC s approval is required,
is it substantial?

7. Does the separate organization require UC s
approval before issuing bonded debt (not
applicable if the organization is statutorily
prohi bited fromincurring debt) and, if UC s
approval is required, is it substantive?

8. |Is the separate organi zation effectively
precl uded fromissui ng bonded debt by virtue of
ot her agreenments in the transaction involving
UC and bankers, underwiters, issuers or
ot hers?

If “yes” to any one of Questions 2-8, the

organi zation is “fiscally dependent” on UC and,
therefore, part of the UC s primary reporting
entity. There is no need to continue the eval uation

If “no” to all of Questions 2-8, the prelimnary
concl usi on, subject to further discussion, is the
organi zation is “fiscally independent” of UC and,
therefore, not included in UCs primary reporting
entity. However, it may be a conponent unit, joint
venture or related organi zation that is part of the
financial reporting entity and the eval uati on nust
conti nue.
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“Financi al ly Accountabl e” Organi zati ons

9. Does UC appoint a voting majority of the
separat e organi zation’s governing body?

10. If the answer to Question 9 is “yes”
(otherwise NVA), do financial decisions only
require the approval of a sinple majority?

11. If the answers to Questions 9 and 10 are
either “yes” or “NA " is UC s appoi nt nent
authority substantive as opposed to
confirm ng?

12. In the absence of UC s conti nuing
appoi ntnent authority in the governing
docunents, can UC unilaterally abolish the
separ at e organi zation?

13. Does UC have the ability to significantly
i nfl uence the prograns, projects, activities
or level of services performed or provided
by the organization?

14. Does UC have the ability to renove appointed
menbers of the separate organization’s
governing board at will?

15. Does UC have the ability to nodify or approve
t he budget of the separate organization?

16. Does UC have the ability to nodify or
approve the rate or fee charges of the
separate organi zation that affect revenues?

17. Does UC have the ability to veto, overrule
or nodi fy the decisions of the separate
organi zation’s governi ng body?

18. Does UC have the ability to appoint, hire,
assign, reassign or dismss those persons
responsi bl e for day-to-day operations of the
separ at e organi zation?

If either “yes” or “"NA" to all of Questions 9-
11, or “yes” to Question 12 and “yes” to any one
of Questions 13-18, the prelimnary concl usion
subject to further discussion, is the

organi zation is “fiscally accountable” to UC and
is, therefore, included in UC s financial
reporting entity as a conponent unit. There is
no need to continue the eval uation

If “no” to all of Questions 9-18, the

organi zation may still be a conponent unit that
is part of UC s financial reporting entity and
t he eval uation rmust conti nue.
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Sour ce Docunent/
Yes/ No Cross Reference

19. Is UC legally entitled to, or can UC
ot herwi se access the separate organization's
resources?

20. Is UC legally obligated, or has UC ot herw se
assured the obligation to finance the
deficits of the separate organization?

21. Is UC legally obligated, or has UC ot herwi se
assured the obligation to provide financial
support to the separate organization?

22. Is UC legally obligated to assune all or
part of the separate organization’s debt in
the event of default?

23. Although not legally obligated to do so, has
UC given any indication that it will assume
secondary liability for all or part of a
separate organi zation's debt?

If either “yes” or “"NA" to all of Questions 9-
11, or “yes” to Question 12 and “yes” to any one
of Questions 19-23, the prelimnary concl usion
subject to further discussion, is the

organi zation is “fiscally accountable” to UC and
is, therefore, included in UC s financial
reporting entity as a conponent unit. There is
no need to continue the eval uation

If “no” to all of Questions 19-23, the

organi zation may still be a conponent unit that
is part of UC s financial reporting entity and
t he eval uation rmust conti nue.

“M sl eadi ng to Exclude” O ganizations

24. Is the legally separate organi zation a tax-
exenpt organization?

25. Are the econonic resources received or held
by the separate organi zation entirely, or
al rost entirely, for the direct benefit of
UC, its canpus foundations, or its
constituents?

26. Is UC, or its canpus foundations, entitled
to, or have the ability to otherw se access
a mpjority of the econonmi c resources
received or held by the separate
organi zati on?

27. Are the econom c resources received or held
by the separate organi zation that UC is
entitled to, or has the ability to otherwi se
access, significant to UC (judgnent and
requi res discussion)?
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If “yes” to all of Questions 24-27, the prelimnary
concl usi on, subject to further discussion, is the
organi zation is a conmponent unit in UCs financia
reporting entity on the basis that it would be

“m sl eadi ng to exclude” due to the nature and
significance of the relationship with UC. There is
no need to continue the eval uation

If “no” to any of Questions 24-27, the

organi zation is likely not a conponent unit, but
is a related organization, although further

eval uation is necessary to determ ne whether it
is ajoint venture.

Joi nt Ventures

28. Is the separate organi zation a legal entity or
ot her organization that results froma
contractual arrangement and that is owned,
operated or governed by two or nore
partici pants as a separate or specific entity?

29. I's the organization established such that UC
or any other single participant, does not have
the ability to unilaterally control the
financial or operating policies of the
separ at e organi zati on?

30. Does UC have an ongoing financial interest in
the separate organi zation as indicated by an
equity interest, specifically an explicit,
neasurabl e right to the net resources of the
joint venture that is usually based upon an
i nvest nent of financial or capital resources
by uUC?

31. Does UC have an equity interest that is
explicit and sets forth the nethod to
determ ne the participant’s shares of the
joint venture's net resources?

32. Does the joint venture pay surpluses to
partici pants, or undertake projects of
interest to the participants?

If “yes” to all of Questions 28-32, the
prelimnary conclusion, subject to further

di scussion, is the organization is a joint
venture on the basis of an ongoing financial
interest, with the “Investrment in Joint Venture”
included in UC s statenment of net assets and
operating results recorded in UC s SRECNA. There
is no need to continue the eval uation

If “yes” to Questions 28-29, but one of the answers
to Questions 30-32 is “no,” the organi zati on nay be
a joint venture and the eval uation nust conti nue.
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33. Does UC have an ongoi ng financia
responsibility in the separate organization
as evidenced by UC s obligation in some
manner for the debts of the organization?

34. Does UC have an ongoi ng financia
responsibility in the separate organization
as evidenced by the organization s continued
exi stence dependent on continued financing by
uc?

If “yes” to Questions 28-29 and “yes” to either
Question 33 or 34, the prelimnm nary concl usion,
subject to further discussion, is the

organi zation is a joint venture on the basis of
an “ongoi ng financial responsibility,” with the
“Investment in Joint Venture” included on UC s
statenment of net assets and operating results
recorded in UC s SRECNA

If “yes” to Questions 28-29, but “no” to both
Questions 33 and 34, the organization is likely
not a joint venture that should be included in
UC s statenent of net assets or SRECNA, but nay
be another type of related organization

End.
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