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REPORT OF INDEPENDENT AUDITORS

To The Regents of the University of California

[ our opinion, based upon our sudits and the reports of other auditors, the financial statements listed
in the accompanying table of contents on page 1, which collectively comprise the Gnancial statements
of the University of California (the "University”), a component unit of the State of California, present
Fairly, im all material respects, the respective financial position and plans' fiduciary net assets of

the University, its aggregate discretely presented component units and the University of California
Retirement System (the “Plans™), respectively, at June 30, 2006 and 2005, and the respective changes
in financial position and cash flows of the University and its component units, and the changes in

the Plans' fiduciary net assets for the years then ended in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the responsibility of
the University’s management. Our responsibility is to express opinions on these financial staternents
based on our audits. We did not audit the linancial statements of the UC San Dicgo, UC Davis, UC
Riverside and UC Irvine foundations, which represent 22 percent, 24 percent, and 27 percent of the
assets, nel asseis, and operating revenues of the University of California campus foundations as of
and for the year ended June 30, 2006; we also did not audis the financkal statements of the UC San
Diggo, LIC Dravis, UC Riverside and UC Irvine foundations, which represent 21 percent, 23 percent
and 31 percent of the assets, net assets, and operating revenies of the University of California campus
foundations as of and for the year ended June 30, 2005. Those financial statements were audited

by other suditors whose reports thereon have been furnished 1o us, and our opinion, insofar as it
relates to the amounts included for the University of California campus foundations component
units, is based upon the reports of the other auditors, We conducted our audits of these statements

in accordance with auditing standards generally accepted in the United States of America, Those
standards require that we plan and perform the audit to obtain reasomable assurance abow whether
the fnancial stalemenls are free of material masdatenwnl. An sudil incliades -l,!:l.ﬂl'l.'lil'l.ills. o a lest
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles wsed and significant estimates made by management, and evaluating the overall
fimancial staterment presentation. We belleve that our audits and the reports of ather auditors provide a
reasonable basis for our opinkons.

B ntohirilonpes S

San Francisco, Californka
October 9, 20086
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UMIVERSITY OF CALIFORMIA,

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
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University of California
NOTES TO FINANCIAL STATEMENTS
FEARS ENDED JURE 30, 3006 ASD 3005

ORGANIZATION

The University of California (the University) was founded in 1868 as a public, state-supported institution. The California
State Consthution provides that the University shall be a public trust administered by the corporation, "The Regents

of the University of California.” which is vested with full powers of arganization and government. subject only to such
legislative control necessary to ensure the security of its funds and compliance with certain statutory and administrative
requirements. The majority of the 26-member independent governing board (The Regents) are appointed by the
Governor and approved by the State Senate. Various University programs and capital outlay projects are funded through
appropriations from the state’s annual Budget Act The University's financial statements are discretely presented in the
state’s general purpose financial statements &3 & component undt.

FINANCIAL REPORTING ENTITY AND SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

“The University's financial statements include the accounts of ten campauses, five medical centers, a statewide agricultural
extension program and the operations of most student government or associated student organkzations as part of the
primary financial reporting entity because The Regents has certain fiduciary responsibilities for these arganizations.

In addition, the financial position and operating results of certain other legally separate organizations are incleded in
the University’s financial reporting entity on a blended basis if The Regents is determined to be financially accountable
for the organization. Organizations that are not significant or financially accountable to the University, such as booster
and alumni organizations, are not included in the reporting entity. However, cash invested with the University by these
organizations, along with the related liability, is included in the statement of net assets. The statement of revenues,
expenses and changes in nel assets excludes the activities associated with these organizations.

Speecific assets and liabilities and all revenues and expenses associated with two major Department of Encrgy (DOE)
laboratories operated and managed by the University under contracts directly with the United States Department of
Energy are also included in the financial statements. In addition, the University is a member in a joint venture, Los
Alamos National Security, LLC (LANS), that operates and manages the Los Alamos National Laboratory (LANL) under
a comrast directly with the United States Department of Energy. The University has an ongoing financial interest and
financial responsibility in the separate entity. along with the other members, and the organization ks jeintly controlled by
the University and one member. Accordingly, assets and liabilities and revenues and expenses of the joint venture are not
included in the University'’s financial statements.

The University has ten legally separate, tax-exempdt, affiliated campus foundations. The combined financial statements
of the University of California campus foundations (campus foundations) are presented discretely in the University's
financial statements because of the nature and significance of their relationship with the University, including their
ongoing Bnancial support of the University, Campus foundations may invest all or a portion of their investmenis in
University-managed investment pools. Securities in these investment pools are included in the University’s securities
lending program. Accordingly, the campus foundations’ investments in University-managed investment pools and their
allecated share of the securitics lending activities have been excleded from the University’s financial statements and

displayed in the campus foundations’ column.

The Regents has Aiduciary responsibility for the University of California Retirement System (the UCTS) that includes two
defined benefit plans, the University of California Retirement Plan (the UCRP) and the University of California Public
Employees Retirement System (PERS) - Voluntary Early Retirement Incentive Plan (the PERS-VERIP) and three defined
comtribution plans in the University of California Retirement Savings Program (the UCRSP), consisting of the Defined
Contribiition Man (the DC Plan), the Tax Deferred 403(b) Man (the 403(b) Plan) and the Tax Deferred 457(b) Plan

(the 457{b) Plan). The UCRS statements of plans’ fiduciary net assets and changes in plans' fiduciary net assets are also

presented discretely im the University’s financial statements.
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Significant Accounting Policies

The financial statements have been prepared in accondance with accounting principles generally accepted in the
United States of America, including all applicable effective statements of the Governmental Accounting Standards
Board (GASE) and all statements of the Financial Accounting Standards Board through Movember 30, 1989, using the
economic resources measurement focus and the accrual basis of accounting.

GASE Statement No. 47, Accounting for Termination Benefifs, was a.dnpl:cd during the year ended June 30, 2006,
Satement Mo, 47 requires benefits such as cady retirement incentives or severance to employess who are involumtarily
terminated 1o be recognized in the period the University becomes obligated 1o provide the benefits. Benefits provided 1o
emplovees who voluntarily rerminate must be recognized when the termination offer is accepted.

The effect of the implementation of GASB Staternent Mo. 47 was not significant on the University's net assets or changes
i el agsels fof the yiar cimded il.l:l'!ﬂ'.' 30, 6. There was no ellect on the Lu':lli.\-r:l':ll]."t el assels or dums,l::: A mel assels
for the year ended June 30, 2005

The significant accounting policies of the University are as follows:

Cagh arid cash equeivalents. The University and campus foundations consider all balances in demand deposit accounts
to be cash, The University classifies all other highly liquid cash equivalents as shori-term investments, Certain campas
foundations classify their deposits in the University's Short Term Investment Pool as a cash equivalent,

Investiments. Imvestments for the University and campus foundations are primarily recorded at fair value, Generally,
securinies, including derivative investments. are valued at the last sale price on the last business day of the fiscal vear, as
guoted on a recognized exchange or an industry standard pricing service. Securities for which no sale was reporied as
of the cloge of the last business day of the hacal year are valued 21 the quoted bid price of a dealer wha regularly trades
in the security being valued, Interests in venture capital partnerships are based upon valuations provided by the general
partners of the respective partnerships as of March 31, adjusted for cash receipts, cash disbursements and securities
distribations through June 30, The University believes the carrying amount of these financial instruments is a reasonabie
estimate of fair value. Because the venture capital partnerships are nol readily marketabde, their estimated value & subject
1o uncertainty and, therefore, may differ significantly from the value that would be used had a ready market for such
investments existed, Investments in registered investment companies are valued based upon the reported net asset value
of those companics, Morigage loans, held as investments, are valued on the basis of their foture principal and interest
payments discounted at prevailing interest rates for similar instruments, Insurance contracts are valued at contract
value, plus reinvested interest, which approximates fair value, Estimates of the fair value of interests in externally beld
irrevocable trusts where the University is the beneficiary of either the income or the remainder that will not become

a permanent endowment upon distribution to the University are based upon the present value of the expected future
inceme or, if available, the University's proportional interest in the fair value of the trust assets,

Lewvestment transactions are recorded on the date the securities are purchased or sold {trade date). Realized gains or
losses are recorded as the difference between the proceeds from the sale and the average cost of the investment sold.
Drividend income is recorded on the ex-dividend date and interest income i acerued as earned. Gifts of seourilics are
recorded based on fair value at date of donation.

Participants” interest in external nutwal funds, Participants in the University’s defined contribution retirement
plans may invest their contributions in, and transfer plan accumulatbons to, funds managed by the University's Chief
Investment Officer or to external mutual funds/brokerage firms on a custodial plan basis.

Foreign currency transiation, Investments denominated in foreign currencies are translated into US. dollar equivalents
wsing year-end spot forcign currency exchange rates. Purchases and sales of investments and thelr refated income are
translated at the rate of exchange on the respective transaction dates. Realized and unrealized gains and Josses resulting
from foreign currency changes are included in the University's statement of revenues, expenses and changes in net assets,

Accowurels receivable. Accounts receivable include reimbursemients due from state and federal sponsors of externally
funded research, patient billings, acerued income on investments and other receivables. Ciher receivables inclede local
government and private granis and contracts, educational activivies and amounis due from students, employees and
faculty for services.
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Pledges receivable. Unconditional pledges of private gifts Lo the University or o the campus foundations in the future are
recorded as pledges receivable and revenue in the year promized at the present value of expected cash Mlows, Conditional
pledges, including all pledges of endowments and intentions to pledge, are recognized as receivables and revenues when

e specified conditions are met.

Notes and morigages recedvalde. Loans to students are provided from federal student loan programs and from other
University sources. Home mortgage loans, primarily to faculty, are provided from the Universitys Short Term Investment
Pool and from other University sources. Mortgape loans provided by the Short Term [nvestment Pool are classified as
investments and loans provided by other sources are classified az mortgages receivable in the statement of net assets,

Inventories. Inventories, consisting primarily of supplics and merchandise for resabe, are valsed at cost, typically
determined under the weighted average method, which is not in excess of net realizable value.

Contracts directly with the United States Department of Energy. The University operates and manages two major DOE
national laboratories under contracts directly with the United States Department of Energy.

The University's statement of net assets includes the DOE laboratories Habilities assoctated with vendor, employee-
related and certain other costs, along with the corresponding receivable from the DOE to satisfy these liabilities. Other
assets, such as cash, property and equipment and other liabilities of these laboratories are owned by the United States
government rather than the University and, thesefore, are not included in the statement of nel assets,

The statement of reventes, expenses and nﬂimﬂu i et asse1s includes the operational results from the DOE laboratories
under University contracts directly with the DOE. The statemsent of cash flows exclinles the cash Aows associated with
the DOE laboratories since all cash transactions are recorded in bank accounts owned by the DOE,

Imvestment in Los Alamos National Security, LLC (LANS) LANS is a joint venture between the University and industrial
members that operates and manages LANL under a contract directly with the DOE. The University’s investment in
LANS is accounted for using the equity method. Under the equity method, the statement of net assets includes the
University's equity interest in LANS, adjusted for the equity in undistributed earnings or losses. The statement of
revenues, expenses and changes in net assets inchades the University’s equity in current earnings or losses of LANS.

Capital assets. Land, infrastructure, buildings and improvements, equipment, libraries and collections and special
collections are recorded at cost at the date of acquisition, or estimated fair value at the date of donation in the case of
gifts. Estimates of fair value involve assumptions and estimation methods that are uncertain and, therelore, the estimates
could differ from actual resulis, Capital leases are recorded at the present value of fiture minimum lease payments.
Significant additions. replacements, major repairs and renovations o infrastructure and buildings are generally
capitalized if the cost excecds 535,000 and if they have a useful life of more than one year, Minor renovations are charged
to operations. Equipment with a cost in excess of 55,000 and a uscful life of more than one vear is capitalized. All costs of
land, library collections and special collections are capitalized.

Depreciation is caloulated using the straight-line method over the estimated economic life of the asset, Leaschold
improvements are amortized using the straighs-line methoed over the shorter of the life of the applicable lease or the
economic lile of the asset,

Estirmated econamic lives are generally as follows:

Infrastructure 25 years
Bulldings and improvements 15-33 years
Equipment 2-20 years
Computer sofiware 3-T years
Library books and materzal 15 years

Capital assets acquired through federal grants and contracts where the federal government retains a reversionary interest
are also capitalized and depreciated.

Inexhawstible capital assets, such as land or special collections that are protecied, preserved and held for public
exhibition, education or research, including art, museum, scientific and rare book collections, are not depreciated





