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AUXI LI ARY ENTERPRI SES

"Take tinme enough: all other
graces wll soon fill up their
proper places."”

-- John Byrom
| NTRODUCTI ON

This chapter provides a general description of auxiliary
enterprises and a list of the types of enterprises operated
for the University. It also describes the financing
arrangenments available for funding the construction of these
activities and the accounting procedures for certain
transacti ons.

1. GENERAL DESCRI PTI ON OF AUXI LI ARY ENTERPRI SES

A DEFI NI TI ON

An auxiliary enterprise, as defined by the National
Associ ation of College and University Business Oficers
(NACUBO) in the College and University Business

Adm nistration manual, is "an entity that exists to
furnish a service to students, faculty, or staff, and
that charges at a rate directly related, but not
necessarily equal, to the cost of the service."
Auxiliary enterprises are self-supporting activities
whi ch provide non-instructional support in the form of
goods and services to students, faculty, and staff upon
paynment of a specific user charge or fee that is at

| east equal to the full direct and indirect cost of
provi di ng the goods and services. The general public
may al so be served incidentally by sone of the
enterprises. Although the operation of an auxiliary
enterprise is supplenental to the primary educationa
functions of the University, such enterprises are
inportant to the overall operation of the University.

B. RATI ONALE FOR ESTABLI SHMVENT AND OPERATI ON OF AUXI LI ARY
ENTERPRI SES

Prior to the establishnent of an auxiliary enterprise,
the need for such goods or services nust be identified
which, if provided at a reasonable cost and at a
conveni ent |ocation, would enhance and support the
University's instructional, research, or public service
prograns. The plan to provide these goods or services
through a University-operated or affiliated auxiliary
enterprise nmust take into account the availability, the
price, and the quality of any such goods or services
offered by the |ocal business community. If it is
anticipated that the enterprise may generate unrel ated
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busi ness inconme, e.g., related to the sale of goods and
services to the general public, the potential tax
l[iability al so must be considered in planning and
budgeting for the activity (see Exhibit A for President
Gardner's nmeno on University Policy on Activities
Cenerating Unrel ated Business Incone). Wen such goods
or services are reasonably avail abl e under favorable
commercial terns and conditions, the determ ning factor
in the decision to operate a particular auxiliary
enterprise nmust be the denonstration of the greater
benefit that would accrue to the instructional,
research, or public service prograns of the canmpus from
Uni versity operation of such an enterprise.

TYPES OF UNI VERSI TY AUXI LI ARY ENTERPRI SES

Exanpl es of auxiliary enterprises are housing

oper ati ons, non-housing food service operations,
par ki ng operati ons, bookstores, student centers/unions,
and child care centers. Following is a summary of the
types of auxiliary enterprises operated on University
canpuses:

1. Student, Fanmily, and Faculty Housing and Di ning
Facilities

This group is classified into two categories:

a) University of California Housing System
(UCHS) facilities which operate within the
context of a Bond Indenture (issued for the
| egal protection of the bond hol ders who have
provi ded financing for construction of the
facilities); and

b) Canmpus Housing Facilities, which include al
ot her housing that is not declared part of
the facilities in a) above.

2. Student and Staff Facilities

Student and staff facilities include recreational
facilities, student stores, and child care
centers.

3. Par ki ng Operations

Par ki ng systens are classified as auxiliary
enterprises on all canpuses. The systens are
financed from parking fees collected from
students, faculty, and staff.
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4. St udent Cent er s/ Uni ons

Student unions are financed primarily by their
revenue producing activities.

5. Intercoll egiate Athletics

Intercollegiate athletics at Berkel ey and Los
Angel es, for exanple, are classified as auxiliary
enterprises because of the substantial receipts
generated through sales to the general public. At
canpuses where athletics involve only student
participation, athletic prograns are classified as
"organi zed activities" or as part of the

depart nent of physical education.

6. Physician's Ofices, Museum Stores, and University
Ai rport

These three enterprises, which are financed
primarily by their revenue producing activities,
are not operated on all University canpuses.

Al t hough hospitals serve students, faculty, and staff,
they are classified separately and produce their own
financial statenments because of their financial
significance and because they serve a teaching
function.

ADM NI STRATI ON OF AUXI LI ARY ENTERPRI SES

1. Syst emwi de

The Associate Vice President--Business and Fi nance
provi des executive direction to the Ofice of the
President (OP) Financial Planning and Anal ysis

O fice and is responsible to the Senior Vice
President--Adm nistration for establishing and

mai nt ai ning policies and procedures related to
auxiliary enterprises.

2. Canpus

The Vice Chancell or--Adm nistration at each canpus
is responsible for the busi ness managenent
functions of auxiliary enterprises, such as budget
control and the receipt, custody, and di sbursenent
of revenues; accounting and financial reporting;
and procurenent of supplies, equipnent, and
services. The directors and managers of
enterprises that are primarily business or service
oriented are generally responsible to the Vice
Chancel l or-Adm ni stration. Directors and managers
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of enterprises that are primarily educati onal
generally are responsible to an academc
admnistrative officer. Each canpus, however,
approves its own organi zational hierarchy; the
authority delegated to particular officers may
vary from canpus to canpus.

Fl NANCI NG OF AUXI LI ARY ENTERPRI SES

Many auxiliary enterprises have debt service commtnents
that nmust be repaid fromenterprise revenues. The
enterprises may borrow funds for the construction of
facilities either from sources outside the University or
from The Regents. These borrowed funds nmust be repaid from
enterprise revenues. (The general policy of The Regents
stipulates that funds nade avail able for the construction of
facilities are subject to repaynent, usually with interest.)

Funds al so may be borrowed from The Regents or other canpus
enterprises to finance on a tenporary basis auxiliary
enterprise inventories, equipnent purchases, or other
assets. These obligations are also required to be repaid
fromenterprise revenues.

Reserves are accunul ated to replace facilities or equi pnent
to ensure that the facilities are operated on a conti nuous
basis. Provisions for replacenent are funded from
enterprise revenues.

Following is a nore detailed outline of the various types of
financing available to auxiliary enterprises.

A FI NANCI NG OF CONSTRUCT! ON

For the construction of capital facilities, revenue
produci ng enterprises may borrow capital funds to be
repaid fromoperations. Capital facilities also may be
constructed with financing to be repaid from student
fees. In all such cases, borrow ngs must be supported
by evidence of the ability to neet debt service

requi renents and ot her financial obligations. The
sources of borrowed capital are either external, from
bank | oans and revenue bonds, or internal, from Regents
advances. Loan proposals are reviewed by the Associate
Vi ce President--Business and Fi nance. Follow ng

adm ni strative approval, projects requiring financing
are submtted by the President to The Regents for final
approval. (Refer to Business and Finance Bulletin BUS-
55, Financing Feasibility of Loan Projects, for

addi tional information.)
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1. Sal e of Bonds

The University issues revenue bonds as one neans
of providing funds for the construction of
auxiliary enterprise facilities. This type of
funding is used for the construction of housing
and parking facilities, student centers/unions,
and student and staff facilities. Debt repaynent
is made fromthe net revenues of the facility or
fromspecific fees assessed and collected for this
purpose. Each bond i ndenture, however,
specifically states the pl edged repaynent source.

2. Advances to Projects

Advances in the formof Regents' |oans are made to
finance the construction of an auxiliary
enterprise project or the purchase of property.
These advances, made from such funds as the
University Opportunity Fund, or Nucl ear Science
Fund, nust be repaid over a period of years with
interest fromproject revenues. The interest
rates, which may vary, are generally related to
the bank prime rate in existence at the tine the
advance i s made.

3. O her Sources

QO her sources of funds for auxiliary enterprise
construction include private donations and speci al
State appropriations.

B. FI NANCI NG OF OPERATI ONS

All current assets of auxiliary enterprises reduced by
accounts payabl e should be funded by their current fund
bal ances, or their reserve funds when an i medi ate need
for these funds is not foreseen. However, since nost
enterprises begin operations wthout funds and may
require working capital to fund inventory and/or

recei vabl es, the follow ng sources of funds are
avai l abl e for this purpose.

1. | nt er f und Borrow ng

Wor ki ng capital may be borrowed from ot her funds
on the same canpus, as outlined in Accounting
Manual chapter C-173-13, Cash: Bal ances of

| ndi vi dual Funds. Approval of an interfund | oan
for an outstandi ng working capital | oan nust be
obtai ned fromthe canpus Vice Chancel | or--Busi ness
and Fi nance.
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2. Regents' Wirking Capital

I f funds are not avail able locally, a request for
a Regents' Working Capital |oan can be submtted
to the office of the Associate Vice President and
Director of the Budget.

CGenerally, the purpose of such loans is to provide
interest-free advances of working capital to
finance inventories, receivables, and equi pnent.
The funds nust be repaid over a specified period
of tinme. The anount of the loan is reported under
the liability line-item"Due to Regents' Wbrking
Capital”™ in the current liabilities section of the
enterprise bal ance sheet.

ACCOUNTI NG FOR AUXI LI ARY ENTERPRI SES

A

ACCRUAL ACCOUNTI NG

The accounting procedures for auxiliary enterprises are
simlar to those used in commercial enterprises;
financial statenents are prepared on an accrual basis.
Al t hough accrual s and deferrals are taken into account
for managenent reporting purposes, such itens are not
recorded in the general |edger until June 30.

| NCOMVE

Auxiliary enterprise activities should generate
sufficient funds to cover all their operating expenses,
debt repaynent obligations, repaynent of advances from
Regents' Wbrking Capital, and to provide reserves for
the |l ong-term mai ntenance of facilities and the

repl acenent of equi pnent.

1. | ncone From Sal es and Services

Auxiliary enterprises receive inconme primrily
fromcharges for sales and services to students,
faculty, and staff. In sone instances, incone may
be received fromthe general public. In addition,
such activities nmay occasionally provide services
to University departnents; the costs for these
services are recovered through interdepartnental

r echar ges.

2. Sal es of Assets

The receipt of funds fromthe sale of auxiliary
enterprise assets is recorded as incone, rather
than as an addition to current fund bal ances.
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3. Non- operating | ncone

| ncone received by auxiliary enterprises from
sources other than regul ar operational service
charges is accounted for as non-operating incone.
Non- operating incone typically includes gifts and
endownents, incidental fee allocations, and other
speci al all ocati ons.

C. EXPENSE

Expenditures for auxiliary enterprises are recorded in
the functional category 76XXXX. Such expenditures

i nclude the cost of salaries and wages, enpl oyee
benefits, supplies and services, rentals, reserve
accrual, repairs, telephone, utilities, equipnent and
facilities, plant operation, maintenance, etc.

Supplies and materials purchased for operating
inventories are recorded during the fiscal year in
expendi ture accounts under the sub-account
classification "Stores" or "Materials for Sale." At
June 30, when all charges and accruals to these
expendi ture accounts have been recorded, a reversing
entry is made to transfer the total anopunt of the
physi cal inventory to the inventory bal ance sheet
account. The balance remaining in the expenditure
accounts then represents the cost of goods sold during
the fiscal year. For additional information on
inventory adjustnents, refer to Accounting Manual
chapter [-581, Inventories.

D. NET | NCOVE AND ACCUMULATED EARNI NGS

The net income of auxiliary enterprises for the fiscal
year is added to accumul ated earnings at June 30. UCHS
accunul ated earnings are recorded at OP in Retirenent
of I ndebtedness Funds 01712. These accumnul at ed

earni ngs can be used to fund other non-operating costs
or transfers. Wth the approval of the Associate Vice
Presi dent - - Busi ness and Fi nance, these funds can be
used for other canpus purposes. For exanple, the
foll ow ng accounting procedures should be used when
UCHS funds are transferred for UCHS Maj or Mai ntenance
Proj ects and when advanced for student center
construction:

1. UCHS Maj or Mai nt enance Funds
In order to fund UCHS maj or mai nt enance projects,
OP transfers UCHS Maj or Mai ntenance Funds to each

canpus at the tinme the allocation is approved by
the Associate Vice President--Business and
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Fi nance. The follow ng accounting entries are
made to record this transfer:

Fi nanci al Journal :

Dr. UCHS Revenues J-101712-01712- X-5100
Cr. OP Spec Fin Control 1-119517

Treasurer's Financial Journal

Dr. OP Spec Fin Control J-119518-090010
Cr. Campus Fin Control J- 1195X0- 0900X0

Canpus:

Wien the canpus receives this journal with a copy
of the approval letter, the following entries are
made:

Dr. OP Fin Control X-119500
Cr. UCHS Net Revenue X-101712-01712- X-5100

The funds can be retained in this account or noved
either to Renewal s and Repl acenent Funds using a
transacti on code 3400, or to Current Funds using
transacti on codes 3030 and 0540.

Short Term I nvestnent Pool (STIP) incone earned on
these funds is recorded in the UCHS Net Revenue
fund at the OP. For STIP control purposes, the
foll ow ng additional fund nunbers are reserved by
OP in Renewal s and Repl acenent Funds and Current
Funds:

Renewal s and Repl acenent Funds 76640 to 76649
Current Funds 70520 to 70529

Expendi tures can be recorded using a single fund
nunmber or a different fund nunber for each year or
type of project. The canpus can charge Current
Funds or Renewal s and Repl acenent Funds during the
year, then at year end transfer the funding from
fund X-01712. The canpuses are responsi ble for
managi ng t hese funds.

UCHS funds that are not spent within three years
are considered | apsed. Lapsed or surplus funds
must be returned by Cctober follow ng the fiscal
year in which the funds have | apsed or are
determned to be surplus. To return these funds
to OP, the journal entries used to transfer the
funds shoul d be reversed (see section above). OP
journals nust be sent to Corporate Accounting.
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2. UCHS Loans for Student Centers/Unions Construction

When OP transfers UCHS funds for the construction
of student centers/unions, the University is

| ending funds to an outside entity. The follow ng
accounting entries are made to record this
transfer:

Fi nanci al Journal :

Dr. UCHS Revenues J-101712-01712- X- 5100
Cr. OP Spec Fin Control 1-119517

Treasurer's Financial Journal

Dr. OP Spec Fin Control J-119518-090010
Cr. Campus Fin Control J- 1195X0- 0900X0

Canpus:

The follow ng entries are made in response to the
transfer of funds from OP

Dr. OP Fin Control X-119500
Cr. UCHS Revenues X-101712-01712- X-5100

The followng entries are made to record the
di sbursenent of funds to the student
cent er s/ uni ons:

Dr. UCHS Revenues X-101712-01712- X- 2998
Cr. Canmpus Cash X- 110XXX

The follow ng entry establishes the receivable and
payable in a Retirenent of |ndebtedness Fund:

Dr. UCHS Advances X-101606
Cr. UCHS Payabl e X-101696

Paynents from student centers/unions should be
deposited in the canpus UCHS Net Revenue Fund
01712. Interest paynents are recorded using a
transaction code 1305 and principal with a
transaction code 1998. The following entry also
is made to reduce the principal paynment payable
and recei vabl e accounts:

Dr. UCHS Payabl e X-101696
Cr. UCHS Advances X-101606

At year end, the funds are transferred to OP as
fol |l ows:
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Dr. UCHS Revenues X-101712-01712- X-5100
Cr. OP Fin Control X-119500

The followng OP journal entries are nmade to show
t he amount of principal and interest:

Fi nanci al Journal :

Dr. OP Spec Fin Control 1-119517
Cr. UCHS Revenues J-101712-01712- X- 5100

Treasurer's Financi al Journal

Dr. Canpus Fin Control J-1195X0- 0900X0
Cr. OP Spec Fin Control J-119518-090010

V. RESPONSI Bl LI TI ES

The accounting officer is responsible for ensuring that the
procedures detailed in this chapter are foll owed.

VI. REFERENCES

Accounting Manual Chapters:

A-115-17 Accounting Procedures for Acquisition
and Sal e of Service Enterprise Assets

A-115-18 Accounting Procedures for Funding
Current Working Capital Requirenments of
Service Enterprises
C 173-13 Cash: Bal ances of | ndividual Funds
| -581 | nventories
Busi ness and Fi nance Bull etins:

A- 17 Housi ng and Food Service Operations Uniform
Cost Accounting System

BUS- 55 Fi nancial Feasibility of Loan Projects

BUS- 72 Est abl i shnment and Revi ew of Auxiliary
Enterprises

Col | ege and University Business Adm nistration manual

Hi storical note: Oiginal Accounting Manual chapter first
publ i shed 10/ 1/73. Revised 6/30/96; anal yst--Ken Strangfeld.
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