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MEDI CAL CENTERS

GENERAL

The University of California is a chartered constitutional
corporation of the State of California. The Board of
Regents (The Regents) exercises power of governance over the
Uni versity, which is a highly decentralized nulticanpus |and
grant institution with a total commtnent to education,
service, and research. The Regents govern the University

t hrough a nunber of commttees, one of which is the
Conmmittee on Health Services. The Comm ttee on Health
Services is responsible for oversight of the nedical

centers' licensure, accreditation, planning, patient care,
and nedical staff matters; review of pertinent financi al
dat a; consideration of health care |egislation; and advi sing
the President with respect to appointnents of nedical center
directors.

The University has five academ c nedical centers (i.e.,
Davis, Irvine, Los Angeles, San Di ego, and San Franci sco),
whi ch own and operate seven acute care hospitals and two
psychi atric hospitals (Langley Porter Psychiatric Hospital -
SF and Neuropsychiatric Hospital - LA) as part of the
overall University m ssion of education, service, and
research. The primary purpose for these nedical centers is
to support the clinical teaching prograns of the nmedica
schools on the Davis, Irvine, Los Angeles, San D ego, and
San Franci sco canpuses. The Los Angel es and San Franci sco
acute care hospitals were constructed by the University on

t hose canpuses. The Davis, Irvine, and San Di ego hospitals
are former county hospitals now operated by the University
at the request of the Legislature. These three fornmer county
hospitals are |located off canpus. In 1993, UC San Di ego
built Thornton Hospital on the La Jolla canpus. In 1995,
UCLA acquired Santa Monica Hospital. The two psychiatric
hospitals were operated by the state on the Los Angel es and
San Franci sco canpuses until 1973, when they were
transferred to University operation and control. On July 1,
1997, the Neuropsychiatric Hospital (NPH) in Los Angel es
becanme part of the UCLA Medical Center, at which tinme UCLAMC
assuned conpl ete managenent and fiscal responsibility for
NPH.
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The nedical centers are closely connected to their
respective nedical schools, and nedical staff may al so hold
academ ¢ appointnents in the medical schools. The nine
hospitals are self-sustaining and rely primarily on incone
frompatients to support their operations. Each hospital
functions within its own conmunity as one of many providers
of health services and has the sanme degree of accountability
to third-party payers (e.g., Medicare, Medi-Cal, and
commerci al insurance) as conmunity hospitals. In addition to
rei nbursenent fromthird-party payers, the nedical centers
recei ve state appropriations through the University's budget
for both operating and capital support. Annually
appropriated state funds for operations are called dinica
Teachi ng Support (CTS), or Mental Health Teachi ng Funds
(MHTF) when applied to the two psychiatric hospitals. In
this chapter, the termCIS will refer to both dinica
Teachi ng Support and to Mental Health Teaching Funds. CTS
is explained nore fully in Il.E , below

RELATI ONSHI P OF MEDI CAL CENTER ACCOUNTI NG TO UNI VERSI TY
ACCOUNTI NG

The University and its nmedical centers report under the

gui dance of the Governnent Accounting Standards Board
(GASB). The accounting records of the University are

mai ntai ned in accordance with the standards prescribed by
the American Institute of Certified Public Accountants
(AICPA) for colleges and universities, and by the National
Associ ation of College and University Business Oficers
(NACUBO). These standards require that financial
transactions be recorded within separate funds and that
simlar funds be grouped into fund groups for purposes of
accounting and financial reporting (fund accounting). The
five fund groups are: Current Funds, Endowrent and Sim |l ar
Funds, Pl ant Funds, Loan Funds, and University of California
Retirement Plan Funds. The University's nedical centers

mai ntain separate internal accounting records in accordance
with the standards prescribed by the AICPA for health care
organi zations and by the Ofice of Statew de Health Pl anni ng
and Devel opnent.

The accounting records of the University are maintai ned on
an accrual basis. The accounting records for the nedical
centers are al so nmai ntained on an accrual basis, but in
greater detail (e.g., gross revenue, revenue deductions, net
revenue, operating expenses - depreciation, and ot her by
cost center) than are the canpuses. Each nedical center nust
reconcile its accounting records nmonthly to the University
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RELATI ONSHI P OF MEDI CAL CENTER ACCOUNTI NG TO UNI VERSI TY
ACCOUNTI NG ( Cont . )

CGeneral Ledger at the canpus. At the year's end, the
medi cal center's records nust agree with the University
General Ledger at the canpus.

The detail ed revenue and expense accounts reported in the
nmedi cal center's financial statenents are reported in the
Uni versity Financial Report as "Sales and Services --

Medi cal Centers" under Revenues and O her Additions, and as
"Medi cal Centers" under Expenditures and O her Deducti ons.

Because many aspects of nedical center operations, such as
recordi ng depreciation expense, are unique to the University
envi ronment, and because a | arge volunme of accounting
transactions, such as patient accounts receivable, occur
daily, each University nedical center maintains its own
accounting organi zation. The division of accounting
activities between the nedical center accounting departnent
and canpus accounting office is determ ned by the Chancell or
of the canpus, subject to the follow ng principles:

A, CHART OF ACCOUNTS

In establishing the chart of accounts for the nedical
center, each canpus should follow the University's
account structure. Wthin the University's accounting
system the seven acute care hospitals are classified as
"Teachi ng Hospitals" and are assigned expenditure
account nunbers in the 42XXXX series and fund account
nunbers in the 63000 series. The two psychiatric
hospitals are classified as "Academ c Support -- O her”
and are assigned expenditure account nunbers in the
43XXXX series and fund account nunbers in the 63000
seri es.

B. REVENUE AND ACCOUNTS RECEI VABLE

Each nedical center nmaintains a properly controlled
system for establishing individual patient accounts,
recordi ng patient charges in those accounts, and
processing patient bills/clains fromthose accounts.
The nedical center's system nust provide a nonthly
summary of revenue and the correspondi ng accounts
receivable total for entry in the University General
Ledger by nmeans of a journal entry. Wile the detail of
t he individual patient accounts nust be maintained in
t he medi cal center's accounts receivable system the
total accounts receivable is reconciled nonthly to the
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University General Ledger control account. Hospital
sundry debtor transactions, cost reinbursenent

recei vabl es, and certain Medi-Cal receivables (SB855, SB
1255, SB1732, and Med Ed funds) are controlled by
separate Ceneral Ledger accounts.

RECEI PTS AND DI SBURSEMENTS

The Treasurer of The Regents maintains control over al
Uni versity cash, including investnent of cash bal ances,
t hus ensuring that cash is available for payroll and

ot her di sbursements as needed. Each nedical center

mai ntai ns a cashiering station to process and deposit
all cash receipts in accordance with established

Uni versity and canmpus procedures. Individual credits to
patient accounts receivable are recorded in the nedica
center billing system with daily batch totals recorded
in the University CGeneral Ledger control account.
Payments that cannot be identified to the proper patient
accounts upon receipt are deposited and credited to an
undi stri buted cash account. The nedical center is
responsi bl e for the pronpt identification and

di sposition of any unidentified cash receipts.

Unl ess a nedical center has its own di sbursenent office,
al | disbursenents, including payroll, are processed,
recorded, and paid through the canpus accounting office
and the canpus adm nistrative data processing center in
accordance with established University procedures. At
its option, a nedical center may nmaintain an i ndependent
system for recording nedical center disbursenents. The
data maintained in this independent system nust be
reconciled to the University CGeneral Ledger periodically
during the year and at the end of the fiscal year.

COST ALLOCATI ON

Each nedical center maintains a cost allocation
procedure, based on hospital industry standards, in
order to produce internal reports of gain or |oss by
revenue center and by sponsor that are consistent with
hospital industry practices. These cost allocations
will not be recorded in the University General Ledger.

STATE APPROPRI ATI ONS
Hi storically, the State of California has appropriated

funds to the University for allocation to the nedica
centers for Cinical Teaching Support (CTS), capital
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STATE APPROPRI ATI ONS ( Cont . )

outl ay projects, and equi pnment purchases. Each nedica
center maintains a systemfor controlling state
appropriations allocated to the canpus.

Clinical Teaching Support, which is discussed in detai

i n Accounting Manual chapter H 576-73, is used primarily
to provide financial support for patients who are
essential to the clinical teaching program but who are
unable to pay the full cost of their hospital care. CTS
al so may be used to support teaching costs of anbul atory
care prograns. CIS applied to individual patient
accounts or used to support teaching costs in anbul atory
care is recorded by the hospital, and a nonthly summary
of state funds applied is prepared and recorded in the
University General Ledger by the canpus accounting
office frominformation provided by the nedical center.
For financial reporting, 1/12th of the annual anount of
CTS available to the nedical center will be accrued as
revenue nont hly.

REPORTS

The maj or nedical center financial reports are: (1) the
nonthly "Hospital Activity and Financial Status Report”
and (2) the quarterly "Cinical Enterprise Report”
(CER). The Hospital Activity and Financial Status
Report is prepared nonthly by the Ofice of the
President frompatient and financial data submtted by
each nedical center, and is nmailed to The Regents as a
"between the neeting” item The nore extensive quarterly
reports, issued in Septenber, Decenber, March, and June,
i nclude graphs and a witten analysis prepared by the
Ofice of the President. At the end of the fiscal year,
The Regents receive both unaudited and audited financi al
reports for June 30. The quarterly CERis not a

conpl ete financial statement that is auditable, and,
therefore, is not available to The Regents, but is used
internally as a managenent report. |In addition to the
Hospital Activity and Fi nancial Status Report, The
Regents receive an Annual Report for each nedica

center, which contains a mssion statenment, the nedica
staff byl aws, and policies and procedures of the canpus
to i npl enent nedi cal center governing body
responsibilities. This report is coordinated through
the O fice of the Vice President for Cinical Services.

TL 84



MEDI CAL CENTERS
H 576

ACCOUNTI NG MANUAL Page 7

TL 88

The patient and financial data for the Langley Porter
Psychiatric Hospital is not included in the activity and
financial status reports to The Regents. The patient
and financial data for the Neuropsychiatric Hospital -
Los Angel es (NPH LA) has been included wth the UCLA
Medi cal Center's data since nmanagenent responsibility
for NPH LA was assuned by UCLA Medical Center in fisca
year 1997-98.

Reports of mnedical center operations are prepared from
hospital records that include the data in the University
General Ledger, fromaccruals, and fromcost allocation
data nmai ntai ned by the nedical center. Each nedica
center is responsible for the tinely preparation and
subm ssion of these reports and for reconciling themto
the University General Ledger. The financial statenents
of the nedical centers are prepared in conformty with
General |y Accepted Accounting Principles (GAAP)

PLANT ASSETS

Medi cal center equi pnent and buil dings and the funds set
aside for nedical center capital projects are recorded
and managed in accordance with University policies
governing plant funds. Plant assets in use and nedical
center generated funds set aside in the "Unexpended

Pl ant Fund" are included in the nedical center financial
reports. O her unexpended plant funds (i.e., those
generated from sources ot her than nedical center
operations, such as state appropriations for capital
projects or gifts) are included in nedical center
financial reports as the projects are under construction
(based upon Canpus | edger entries for construction in
progress). Al plant assets with a value of $1500 or
nore and a useful life of nore than one year are

depreci ated using the straight Iine nethod of
depreci ati on.

ENDOAMWENT AND SI M LAR FUNDS AND DONATI ONS

Funds arising fromdonations and endownents that are
restricted by the donor as to use by the nedical center
are recorded and managed in accordance with University
policy for endowrent and simlar funds and donati ons.
These are not usually included in the nmedical center
financial reports unless they have been expended for
capital assets, at which tine they are recorded in the
medi cal center plant asset accounts.

*Change 6/ 30/ 02
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TRANSACTIONS BETWEEN THE MEDICAL CENTER AND SCHOOL OF
MEDICINE/CAMPUS

The medical centers engage in a number of transactions
with the campus and the school of medicine. The
exchange of funds between the entities shall be
accurately recorded as either an expense or as an equity
transfer.

The following guidelines should assure that all
transactions are recorded in accordance with Generally
Accepted Accounting Principles (GAAP) and reported
consistently among the medical centers and schools of
medicine/campuses.

Guidelines:
Expenses

1. Medical center expenses are defined as the cost of
services (including labor and benefits), supplies,
and other items purchased and consumed in the
provision of patient-care services during a given
period of time.

2. 1If the medical center receives some tangible
value/benefit, the associated costs shall be
recorded as an expense.

3. Reasonable expenses are the cost of any goods and
services that would be purchased if the medical
center were a free-standing entity, not associated
with a school of medicine or as part of the
University.

4. Services shall be purchased at the lower of cost or
market. If a medical center pays more than the
actual cost or market value, the difference shall
be considered support, and that difference shall be
recorded as an equity transfer through the fund
balance in the balance sheet.

5. Non-operating expenses shall consist of the
following: interest expense for GAP Loan, loss of
disposable assets, and a net decrease in the fair
value of investment (GASB-31).
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Equity (Fund Balance) Transfer

1. Equity transfer can occur only between rel ated not-
for-profit entities when one controls the other or
when both are under conmon control (i.e., The
Regent s) .

2. Equity transfer enbodi es no expectation of
repaynent, nor receipt of anything of imedi ate
econom c val ue.

3. An exchange of funds between the nedical center and
t he school of nedicine or between the nedica
center and the canpus in which no value or benefit
is transferred to the nedical center shall be
recorded as an equity transfer.

4. Amounts paid for necessary goods or services to the
school of nedicine or canpus shall be recorded as
an expense by the nedical center. Anobunts paid in
excess of the |ower of cost or market shall be
recorded by the nedical center as an equity
transfer.

5. Fundi ng nmade avail able to the school of nedicine
for salary support for faculty and staff associ ated
with non-clinical activities (i.e., teaching and
research) shall be considered subsidization of
t hese prograns and shall be recorded as an equity
transfer.

THE FOLLOWN NG SECTI ON PROVI DES A BRI EF DESCRI PTI ON OF TOPI CS

RELEVANT TO THE MEDI CAL CENTERS

A

WWORKI NG CAPI TAL

Wil e sone working capital is generated fromthe

hospi tal operations, sone nmay be borrowed fromthe

Uni versity's Short-Term | nvestnent Pool (STIP) or
Commerci al Paper Program STIP is the net cash bal ance
of all University funds invested daily by the Treasurer.
Cash shortfalls at the nedical centers are mainly due to
the | arge anmobunt of accounts receivable. |If the nedica
center should have a need for working capital, that need
shall be nmet fromthe legally avail able cash bal ances in
the unrestricted portion of STIP. Unrestricted STIP
represents the cash bal ances of the University that are
not restricted as to use by outside parties. The

Uni versity's policy requires the nedical centers to pay

6/ 30/ 00
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WORKI NG CAPI TAL ( Cont .)

i nterest on the actual working capital advance funded
fromSTIP. A nedical center with a working capita

bal ance will receive STIP interest on the anmount of the
bal ance. The Regents have established a maxi mum|i ne of
wor ki ng capital that can be |loaned from STIP to the

medi cal centers. The borrowing limts fromSTIP by the
medi cal centers are:

1. A nedical center's working capital borrow ngs from
STIP for a nonth shall not exceed 60% of the nedica
center's total accounts receivable for that sane
nmonth (total accounts receivable being defined as
pati ent accounts receivable, net of allowances, plus
I ntergovernnmental transfers under SB 855, SB 1255,
and Medi - Cal Medical Education prograns); and

2. The total working capital borrow ng for the nedical
centers shall not exceed 15% of |egally avail able
cash bal ances of the unrestricted portion of STIP.

More details about working capital can be found in
Accounting Manual chapter H 576-85, Hospitals: Wrking
Capital.

RECHARGES

Recharges are a transfer of expenses but not of incone
bet ween the departnent doing the charging and the
departnent (nedical center) being charged. The nedica
centers are charged by their respective canpuses for
sales (e.g., storehouse purchases) and services (e.qg.,
personal, internal audit, and canpus accounti ng)
provided to the nedical centers. |In addition, Ofice of
the President adm nistrative costs and costs paid for
centrally (e.g., malpractice and liability insurance)
are charged to the nedical centers by the Ofice of the
President. The nedical centers may al so charge canpus
departnments for sales and services provided.

MULTI - YEAR HOSPI TAL FI NANCI AL PLANNI NG AND MANAGEMENT
MODEL

The University's nedical centers, with the aid of

consultants and the Ofice of the President, devel oped a
conmput er - based nmulti-year Medical Center Financi al

TL 84
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Pl anni ng and Managenent Model (Mdel). The purpose of
the Model is to develop, test, and present alternative
anal yses for a variety of operating and financi al
environnents in a consistent and neani ngful way. The
Model , which is PC based and mai ntai ned at each nedica
center, was designed to allow nedical center managenent
to project alternative financial operating results based
on varyi ng assunptions and objectives. The Mde
prepares annual financial statements in a consistent
format using assunptions devel oped by the Ofice of the
Presi dent and/or by the individual nedical centers. The
Model contains two fiscal years of historical data and
ten years of projected data, including the current

fiscal year (base year) and ni ne subsequent fisca

years. The Moddel may be used at any tine by each

medi cal center for its own purpose; however, at specific
schedul ed tines, revised projections of annual financi al
data are requested by the Ofice of the President for
inclusion in the Hospital Activity and Financial Status
Report to The Regents and for the University's budget
request to the state, including The Regents' Budget
request, Governor's Budget Bill, and for Legislative
revi ew and hearings on the budget. Al so, the Mdel is
run for special projects as requested by campus or

medi cal center managenent or by staff at the O fice of
the President. Refer to Accounting Manual Chapter H
576-61 for nore informtion.

AUDI TS

External Auditors

The primary objective of The Regents' external auditors
is to express an opinion on the financial statements of
the University, the University's retirenent system and
the University's nedical centers. The Ofice of the
President recharges the nedical centers for the cost of
the nedical center audits and for out-of-pocket expenses
incurred by the auditors. |In addition to the annual
audits perfornmed by The Regents' external auditors,
there are audits performed by federal and state auditors
or external audits of University prograns, which nmay be
requested fromtine to tine for managenent purposes.

The Regents' external auditors prepare and issue
managenent |etters contai ning observations, conmmrents,
and constructive suggestions to the Ofice of the
President and to the chancellors of each canmpus on
matters affecting internal controls and on operating and
accounting procedures. The auditors also prepare an

6/ 30/ 00
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AUDI TS (Cont.)

overview letter for presentation to the Audit Conmttee
of The Regents. For information on Engagenments with The
Regents' Audit Firm see Business and Finance Bulletin
BUS- 76.

Internal Auditors

Each nedical center is subject to audit by the |ocal
canpus Internal Audit Department and provides funding
for these services. Each year, the local Internal Audit
Departnment, w th managenent input, establishes an audit
pl an based on risk assessnent of all operations and
functions. The audit plan is approved by the canpus
audit commttee, which typically has nedical center
representati on.

Medi cal center nmanagenent nmay al so request speci al

pur pose audits, consultations, and other advisory
services. These requests are processed based on risk
prioritization, tine availability, and requisite
expertise. In addition to providing audits and advi sory
services, internal auditors conduct investigations
according to University policy for reporting and

i nvestigating inproper governnmental activities and | ocal
i npl enenti ng procedures.

Internal Audit maintains a relationship with the
Conpliance O ficer, and wll usually serve on the
canmpus' s Corporate Conpliance Comrittee in order to
coordi nate audit and investigation activities in the
conpliance area. The canpus Internal Audit Director
reports both to canpus officials and to the University
Audi tor, who provides a conduit to The Regents as
necessary. Audit and investigation reports are
presented to cogni zant managers before being forwarded
to senior canpus and O fice of the President officials.

LEGAL SERVI CES

The Office of the General Counsel is responsible under
the Bylaws of The Regents for providing legal services
for the University of California. This is done
primarily by attorneys in the Office of the General
Counsel in Oakland and resident counsel, who are a part
of the Office of the General Counsel, located at some

TL 84
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campuses and medical centers and at the DOE
laboratories. Outside counsel is retained by the
General Counsel, when such services are required,
subject to campus, medical center, or laboratory
responsibility for funding.

Services provided cover the full range of University
activities. All litigation is handled or overseen by
attorneys in the Office of the General Counsel in
Oakland. Claims subject to the University's self-
insurance program are handled by outside counsel,
subject to the oversight of General Counsel. General
services required by the campuses and medical centers
are provided by resident counsel at locations served by
resident counsel and by the office in Oakland. A
variety of specialized subject matter services, e.g.,
health care issues, gift and development matters, labor
and employment issues, environmental matters, and
complex transactional matters, including real estate and
procurement transactions, are provided by the office in
Oakland.

RI SK MANAGEMENT

Medi cal Mal practice | nsurance

The University maintains a professional nedical and
hospital liability self-insurance trust fund, which
serves as the funding nmechani smfor the Professiona

Medi cal and Hospital Liability Program (Program
Addi ti onal coverage for the Programis provided through
excess insurance. The Program s trust provides funding
for clains up to specific limts (i.e., $5 nmllion per
occurrence). The medical centers, schools of nedicine
and other health science schools (e.g., Optonetry),
psychiatric hospitals, and the University's nedical
professionals (those licensed in the healing arts) and
nmedi cal center staff are covered for acts and om ssions
in the course and scope of enploynent, as defined by the
California Tort Clains Act, at University-owned or
affiliated nedical facilities. The Professional Medical
and Hospital Liability Programis funded by the
foll ow ng sources:

1) State appropriations,

2) incone generated by the nedical centers, psychiatric
hospital s, and nedi cal practice plans; and

3) student health insurance fees charged by each
canpus.

6/ 30/ 00
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The O fice of R sk Managenent in the Ofice of the

Presi dent determi nes the required program assessnents
foll ow ng an annual review by consulting actuaries hired
fromoutside the University. The nethod for allocating
cost is determ ned by a conbination of risk exposure and
| osses, both actual (i.e., paid on reserve clains) and

i ncurred but not reported (IBNR), by a specific canpus.
A portion of the nedical center's cost is based on
exposure factors and on actual |osses (experience). The
all ocation to the nedical centers also includes non-
patient general liability and enpl oynent practices
l'iability.

The actuary determ nes the Program assessnent by canpus,
as well as a breakdown for Student Health Services and
for the schools of nedicine/nedical centers.
Apportionnment of the canmpus assessnent between the
school of nedicine and the nedical center is determ ned
locally. The canpus is notified follow ng the actuary's
report (usually in April) of its assessnment for the

com ng fiscal year

In 1997-98, the base year, the apportionnent of the

canmpus assessnent related to nedical nal practice was
established by the Ofice of the President at 50/50

bet ween school s of nedicine and nedical centers. An

equal split was used because data is insufficient to
determ ne a nore precise apportionnent.

The apportionnment between the school of nedicine and
medi cal center may be changed, but the change nust be
based upon and supported by analysis. |If the change is
| ess than five percentage points fromthe base year
(1997-98), the Director of R sk Managenent nust be
notified by the canpus no | ater than Septenber 30, so
that an accurate assessnent can be made. |[If the
apportionnment between the school of nedicine and the
medi cal center is five percentage points or greater, the
notice shall be acconpanied by an analysis that supports
t he change. The analysis nust be sent to both the
Director of Ri sk Managenent and the Vice President--

Fi nanci al Managenent .

Because the nedical centers' financial statenents are

audi ted annual ly, the review and anal ysis that supports
the change in the apporti onnment between the school of
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medi cine and its nmedical center nust w thstand review by
external auditors. Until better information becones
avai |l abl e, an analysis shall consist of a review of a
sanpl e of mal practice clainms for the previous three
fiscal years. The analysis submtted to the Ofice of
the President shall be approved by the Vice Chancell or
for Adm nistration.

Addi tional information about the University's

Prof essi onal Medical and Hospital Liability Program can
be found in Accounting Manual chapter |-577-55,

| nsurance: Medi cal Ml practice |Insurance Program and
Busi ness and Fi nance Bulletin BUS-9: Professional

Medi cal and Hospital Liability Self-1nsurance Program

Wor kers' Conpensati on

The University of California Wrkers' Conpensation

I nsurance Programis self-insured and covers the

wor kers' conpensation risk of the University at all of
its locations. The programis managed by the O fice of
Ri sk Managenent in the Ofice of the President.

Clains are adm nistered by a conpany specifically hired
for that purpose. The claimreserve is secured by a
trust fund. Each canpus has a Wrkers' Conpensation
Manager who can hel p devel op safety prograns, answer
questions, and help resolve related problens. The
canpuses and the nedical centers are notified in
February of the payroll assessnent rate for the
subsequent fiscal year. The programrates are per $100
of payroll. Through the Distribution of Payroll Expense
reporting process, the assessnent rate is applied to
gross salaries. The rate applied to all wages at the
nmedi cal centers and the psychiatric hospitals is
different fromthe canpus rate.

The Workers' Conpensation funding "corridor"™ concept was
devel oped in 1998 to help reduce the volatility in
annual funding requirenents. The nedi cal center
"corridors" are approximtely 20 percent of ultimate

di scounted | osses, up to a maxi num of $1.75 nmillion.
Refunds wi Il be made when a nedical center exceeds its
"corridor" amount. Deficit surcharges will be

i npl enment ed when a nedi cal center exceeds its deficit
"corridor" amount. The deficit repaynent period for the
medi cal centers is three years.
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Addi ti onal information about Wrkers' Conpensation can
be found in Accounting Manual chapter P-196-86, Payroll
Wr kers' Conpensation |Insurance and in Business and

Fi nance Bull etin BUS-73: Wrkers' Conpensation Self-

| nsur ance Program

RESERVES

The term "Hospital Reserves" generally refers to the
retai ned earnings (equity) account at each nedica
center. This account is also referred to as the "Equity
in Current Assets".

The reserve account is established at each University
medi cal center to provide for future financial needs,

i ncludi ng capital equi pnment and inprovenents, but not
for the replacenent of buildings. Wile separate reserve
accounts may be established, each nedical center nust
maintain the Equity in Current Assets account. Any
addi ti onal reserve accounts require the approval of the
Presi dent.

Equity in Current Assets

The Equity in Current Assets reserve account is credited
wi th annual operating gains and depreciation on

Uni versity-owned buil di ngs and equi pnent, | easehold

i nprovenents used in connection with patient care, and
equi prent purchases financed on a deferred paynent plan.
The Equity in Current Assets reserve account is charged
wi th expenditures for new and repl acenent equi pnent, for
facilities nodification, with any annual operating | oss,
and to pay the principal on outstanding | oans. At the end
of the year, the balance in this account should not be

| ess than the depreciation recorded for all inventoried
equi prent during the prior fiscal year. Exceptions to
this policy require the approval of the Senior Vice

Presi dent - - Busi ness and Fi nance. Funds nust be
transferred fromEquity in Current Assets to the
Unexpended Pl ant Fund account in order to encunber funds
prior to going to bid on capital projects. If nore funds
are encunbered than needed, the excess funds nust be
transferred back to the Equity in Current Assets account.
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PERSONNEL SYSTEM

Enpl oyees of the University are either represented
enpl oyees (i.e., enployees covered by an excl usive
col I ective bargai ning agreenent) or non-represented
enpl oyees.

Terns and conditions of enploynent for represented

enpl oyees (i.e., patient care technical unit, clerica
and allied services unit, and services unit) are covered
by the collective bargai ning agreenents between the

Uni versity and the various unions. Patient care
technical (PCT) unit enployees and service enpl oyees are
represented by the American Federation of State, County,
and Muni ci pal Enpl oyees (AFSCME). In addition, the
Nurses are represented by the California Nurses

Associ ation (CNA), and both the Non-Senate Instructiona
Unit (i.e., lecturers) and the Librarians are
represented by the University of California-Anmerican
Federation of Teachers (UC-AFT). Cerical unit enpl oyees
are represented by the Coalition of University Enployees
(CUE). Research support professionals, residual patient
care professionals, and technical unit enpl oyees are
represented by University Professional and Technica

Enpl oyees (UPTE). Police officers are represented by
Federated University Police Oficers Association
(FUPQA). G aduate students are represented by the
United Auto Wirkers. If the agreenent is vague or does
not address a particul ar personnel policy, the Ofice of
Labor Rel ations should be contacted for an
interpretation. Al |abor negotiations are conducted by
the O fice of Labor Relations in the Ofice of the

Pr esi dent .

Personnel policies for non-represented enpl oyees are
covered in Personnel Policies for Staff Menbers, issued
July 1, 1996.

CAPI TAL PROJECTS

The University receives funds for its capital

I mprovenent prograns fromthe State of California,

vari ous federal agencies, gifts, funds generated by the
hospitals, and | oans from University funds and externa
sour ces.

Borrowed funds from external sources are usually
obtai ned fromthe proceeds of bond sales, fromthe

I ssuance of certificates of participation, or from
borrow ngs through a nortgage | oan, wherein revenues
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CAPI TAL PROJECTS

earned by the facilities are pledged to repay the

I ndebt edness. Bond and certificate of participation

sal es and outside borrow ngs nust be authorized by The
Regents, and financial arrangenents are made by the
Treasurer's Ofice. Capital projects are categorized as
m nor or maj or projects, depending on the cost of the
project. A minor capital project costs $250, 000 or |ess,
whereas a nmajor capital project costs over $250, 000.
These capital project categories primarily determ ne the
| evel of University approval required.

Al'l new major capital inprovenent projects require a
Proj ect Planning Guide (PPG and approval by the
Presi dent or The Regents.

Maj or capital inprovenent projects which require
Regental approval include: (1) new projects with a total
cost in excess of $20 nmillion; (2) any project having a
significant environnmental inpact; (3) projects requiring
desi gn approval by the G ounds and Buil di ngs Conmittee;
(4) substantial program nodification for a project
previously approved by The Regents, in excess of 25% of
the total budget; and (5) any budget nodification to
project cost in excess of 25 percent.

The President can approve anmendnents to the Cl P between
$10 mllion and $20 mllion, provided concurrence is
obtai ned fromthe Chairman of the Board, the Chairman of
the Conmttee on Grounds and Buil dings, and the Chairman
of the Commttee on Finance, and al so provided that the
action be reported at the next neeting of the Board.

Projects costing between $5 and $10 million require the
approval of the Vice President for Budget, who has been
del egated the authority by the President. Projects
costing between $250,000 and $5 million require the
approval of the Chancellor, who has been del egated the
authority by the President. Projects in these categories
with any external financing require the financi al
approval of the President.

M nor capital inprovenent projects do not include
repairs of or alterations to canpus buil di ngs,
structures, or facilities to continue their usability at
t he designed | evel of service. Projects of this nature
shoul d be recorded as an operati ng expense.
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The funding source for the capital project dictates the
supporting docunentation required. Capital projects
using state funds or Medical Center Reserves (Equity in
Current Assets) require the inclusion of a payback

anal ysis in the PPG or an explanation of why the project
must proceed even though there is no projected payback.
In addition, a five-year analysis of Medical Center
Reserves shoul d be separately provided. Capital
projects using borrowed funds require the foll ow ng
supporting docunentation: a payback analysis, an
anmendnent to the Capital Budget, and a financing item
for Regental approval, which includes a financia
feasibility anal ysis.

Addi ti onal information about capital projects can be
found in the Plant section (chapters P-415-XX) of the
Accounting Manual; the Accounting Manual chapter L-217-
11, Accounting and Reporting for Leases and Install nent
Purchase Contracts; and the Business and Fi nance
Bul l etin BUS-55, Financial Feasibility of Loan Projects.

The nedical centers transfer funds fromtheir Equity in
Current Assets account to the Unexpended Pl ant Fund
account prior to initiating a capital project. The funds
I n the Unexpended Pl ant Fund account are encunbered for
specific capital projects.

Hi storical note: Oiginal Accounting Manual chapter first
publ i shed 3/1/90. Revised: 6/30/00 and 6/30/02; anal yst--John

Tur ek.
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