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Suite 700
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Irvine, CA 92618-3391

Independent Auditors’ Report

The Board of Directors
U.C. Irvine Foundation:
We have audited the accompanying financial statements of the University of California Irvine Foundation
(the Foundation), a component unit of the University of California, as of and for the year ended June 30,
2014, and the related notes to the financial statements, which collectively comprise the Foundation’s basic
financial statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on our judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the Foundation’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Foundation’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the University of California Irvine Foundation as of June 30, 2014 and the changes in
its financial position and its cash flows for the year then ended, in accordance with U.S. generally accepted
accounting principles.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.

Other Matters
Restatement of Net Position
As part of our audit of the 2014 financial statements, we also audited the adjustment described in note 3
that was applied to restate net position as of July 1, 2013. The Foundation previously issued financial
statements were audited by other auditors. In our opinion, such adjustment is appropriate and has been
properly applied.
Required Supplementary Information
U.S. generally accepted accounting principles require that the management’s discussion and analysis on
pages 3 through 6 be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Governmental Accounting Standards Board
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audits of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

October 20, 2014
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Management’s Discussion and Analysis
June 30, 2014
(Unaudited)

The University of California Irvine Foundation (the Foundation) was established in 1968 to encourage financial
support through charitable gifts for the benefit of the University of California, Irvine (UC Irvine). The
Foundation is governed by a local Board of Trustees comprised of the campus’ closest alumni, friends, and
community members. Gifts are also made to the campus through The Regents of the University of California and
are not included in these statements.
The following discussion and analysis presents an overview of the financial performance of the Foundation for
the fiscal year ended June 30, 2014, with selected comparative information as of and for the year ended June 30,
2013. This discussion and analysis has been prepared by management and should be read in conjunction with the
accompanying audited financial statements and footnotes. The financial statements, footnotes, and the discussion
and analysis, were created by management and are the responsibility of management.
Introduction to the Financial Statements
The financial statements of the Foundation for the year ended June 30, 2014 have been prepared in accordance
with the Governmental Accounting Standards Board Statements No. 34, Financial Statements – and
Management’s Discussion and Analysis – for State and Local Governments, as amended.
The financial statements include the Statement of Net Position; the Statement of Revenues, Expenses, and
Changes in Net Position; and the Statement of Cash Flows. Notes to the financial statements support these
statements. All sections must be considered together to obtain a complete understanding of the financial position
and changes in financial position of the Foundation.
Statement of Net Position
The Statement of Net Position includes all assets and liabilities of the Foundation, with the difference between
the two reported as net position. Assets and liabilities are categorized as current or noncurrent on an accrual basis
as of June 30, 2014. This statement also identifies major categories of restrictions on the net position of the
Foundation.
Statement of Revenues, Expenses, and Changes in Net Position
The Statement of Revenues, Expenses, and Changes in Net Position presents the revenues earned and expenses
incurred by the Foundation during the year ended June 30, 2014 on an accrual basis. Revenues and expenses on
this statement are classified as either operating or nonoperating.
Statement of Cash Flows
The Statement of Cash Flows presents the changes in the Foundation’s cash and cash equivalents for the year
ended June 30, 2014 summarized by operating, noncapital financing, and investing activities. The statement is
prepared using the direct method of cash flows and, therefore, presents gross rather than net amounts for the
year’s activities.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Management’s Discussion and Analysis
June 30, 2014
(Unaudited)

Analytical Overview
The Foundation’s financial position increased during the fiscal year ended June 30, 2014 as a result of a
favorable stock market. The Foundation’s total net position increased approximately $49.0 million to
$344.3 million during the year ended June 30, 2014.
The following discussion highlights the key financial aspects of the Foundation’s activities:

Condensed Summary of Net Position

Current assets
Other noncurrent assets
Total assets
Current liabilities
Noncurrent liabilities
Total liabilities
Net position:
Net investment in capital assets
Restricted – nonexpendable
Restricted – expendable
Unrestricted
Total net position

2014

2013
(as restated)

$

31,860,768
314,774,185

30,047,211
267,319,965

$

346,634,953

297,367,176

$

536,693
1,761,400

360,720
1,695,750

$

2,298,093

2,056,470

$

177,000
187,943,472
154,662,965
1,553,423

177,000
170,671,222
124,253,568
208,916

$

344,336,860

295,310,706

Assets
Total current assets increased approximately $1.8 million to $31.9 million at June 30, 2014. The increase in
current assets was due to an increase in cash and short-term investments, offset by the decrease in current pledges
receivable. Current pledges receivable includes pledge payments that are scheduled to be collected during the
next 12 months, which decreased $3.6 million to $8.7 million at June 30, 2014.
Other noncurrent assets increased approximately $47.4 million to $314.7 million at June 30, 2014. The market
recovery during the fiscal year resulted in an unrealized gain on long-term investments of approximately
$32.7 million and realized gains of approximately $11.0 million. The fund-raising efforts during the fiscal year
resulted in approximately $17.8 million in additions to the permanent endowment. These increases are offset by
the need for the Foundation to keep some of the endowment funds in current asset accounts to distribute for
spending and capital calls on alternative investments.
Liabilities
Current liabilities consist of payables related to endowment investments and the current portion of liabilities to
life beneficiaries. The noncurrent liabilities are related to the future payments estimated to be paid to the donor
4
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Management’s Discussion and Analysis
June 30, 2014
(Unaudited)

on charitable remainder trusts prior to the Foundation having access to the trust assets. Total liabilities decreased
due to the decrease in the life expectancy of the income beneficiaries.
Net Position increased by $49.0 million in the current fiscal year, as reflected below:

Condensed Summary of Revenues, Expenses, and Changes in Net Position
2014

2013
(as restated)

33,385,124
178,130

42,753,977
209,734

Total operating revenues

33,563,254

42,963,711

Operating expenses:
Disbursements to University of California, Irvine
Administrative and other operating expenses

47,715,422
2,029,191

50,428,599
2,087,845

49,744,613

52,516,444

Operating loss

(16,181,359)

(9,552,733)

Nonoperating income:
Investment income
Change in fair value on investments
Change in value of life income liabilities

3,681,800
43,693,737
35,538

4,442,362
24,032,765
70,490

Total nonoperating income

47,411,075

28,545,617

Income before contributions for permanent
endowments

31,229,716

18,992,884

Additions to permanent endowments

17,796,438

9,553,443

Increase in net position

49,026,154

28,546,327

295,310,706

266,764,379

344,336,860

295,310,706

Operating revenues:
Contributions, net
Other operating revenues

$

Total operating expenses

Net position, beginning of year
Net position, end of year

$

Revenues
Operating revenues decreased by $9.4 million to $33.6 million for the year ended June 30, 2014, mainly due to
the overall decrease in nonendowment contributions. While total contributions remained consistent at
$51.2 million for the year ended June 30, 2014, donors allocated more of their contributions for endowment.
Additions to permanent endowments increased by $8.2 million to $17.8 million for the year ended June 30, 2014.
Operating expenses decreased $2.8 million to $49.7 million for the year ended June 30, 2014. The decrease is
due to the decrease in disbursements to UC Irvine.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Management’s Discussion and Analysis
June 30, 2014
(Unaudited)

Nonoperating income increased $18.9 million to a total nonoperating income of $47.4 million for the year ended
June 30, 2014. This increase is reflective of the positive financial market performance during the year resulting in
unrealized gain on investments of $32.7 million and realized gains of $11.0 million. In the prior year, there were
unrealized gain on investments of $19.0 million and realized gains of $5.0 million.
Restricted Resources
Net Position of the Foundation includes funds that have legal restrictions on their use. Funds may be expendable
for a specific purpose or they may be nonexpendable.
The following table summarizes which funds are restricted, the type of restriction, and the amount:

Restricted funds at June 30:
Nonexpendable:
Endowments
Life income funds
Total nonexpendable
Expendable:
Endowments
Funds functioning as endowments
Life income funds
Gifts
Total expendable

2014

2013

$

187,908,496
34,976

170,758,140
90,082

$

187,943,472

170,848,222

$

55,341,361
65,193,714
1,684,079
32,443,811

29,758,192
59,823,487
1,593,436
33,078,453

$

154,662,965

124,253,568

The nonexpendable endowments increased by $17.1 million to $187.9 million as of June 30, 2014 and represents
the book value of the endowment. This amount reflects contributions that have been directed by the donor to the
permanent endowment.
The expendable endowments increased $25.6 million to $55.3 million for the year ended June 30, 2014. The
expendable portion represents the change in market value and funds available for spending.
Funds functioning as endowments are contributions restricted by the donor for various campus departments and
the campus departments have designated those contributions as endowment. These funds increased $5.4 million
to $65.2 million as of June 30, 2014. This change is primarily due to positive market returns.
The Foundation’s spending policy allows for allocation of income equivalent to 4.5% of the moving average
market value of the endowment portfolio. This average market value is computed using the previous 36 months
of portfolio activity. Income earned in excess of the spending rate may be reinvested in endowment principal.
This excess is classified above under expendable endowments.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Statement of Net Position
June 30, 2014
Assets
Current assets:
Cash and cash equivalents
Short-term investments
Current portion of pledges receivable, net of allowance of $1,323,839
Other current assets

$

Total current assets

4,005,175
19,135,579
8,687,559
32,455
31,860,768

Noncurrent assets:
Long-term investments
Pledges receivable, net of allowance of $428,267
Investment in capital assets
Assets held in charitable remainder trusts

306,748,935
4,135,868
177,000
3,712,382

Total noncurrent assets

314,774,185

Total assets

346,634,953
Liabilities

Current liabilities:
Accounts payable
Liabilities to life beneficiaries, current portion

304,766
231,927

Total current liabilities

536,693

Noncurrent liabilities:
Liabilities to life beneficiaries, net of current portion

1,761,400

Total liabilities

2,298,093
Net Position

Net investment in capital assets
Restricted:
Nonexpendable:
Endowments
Life income funds
Expendable:
Endowments
Funds functioning as endowments
Life income funds
Gifts
Unrestricted

177,000
187,908,496
34,976
55,341,361
65,193,714
1,684,079
32,443,811
1,553,423
$

See accompanying notes to financial statements.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Statement of Revenues, Expenses and Changes in Net Position
Year ended June 30, 2014
Operating revenues:
Contributions, net
Other operating revenue

$

33,385,124
178,130

Total operating revenues

33,563,254

Operating expenses:
Disbursements to University of California, Irvine
Administrative and other operating expenses

47,715,422
2,029,191

Total operating expenses

49,744,613

Operating loss before other changes in net position

(16,181,359)

Nonoperating revenues:
Investment income
Change in fair value of investments
Change in value of annuity and life income liabilities

3,681,800
43,693,737
35,538

Total nonoperating revenues

47,411,075

Income before contributions for permanent endowments

31,229,716

Contributions for permanent endowments

17,796,438

Change in net position

49,026,154

Net position, beginning of year, as restated (Note 3)

295,310,706

Net position, end of year

$

See accompanying notes to financial statements.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Statement of Cash Flows
Year ended June 30, 2014
Cash flows from operating activities:
Contributions, net
Disbursements to University of California, Irvine
Payments for administrative and other operating expenses
Other receipts

$

Net cash used in operating activities

35,265,885
(47,715,422)
(1,856,840)
178,130
(14,128,247)

Cash flows from noncapital financing activities:
Contributions for permanent endowment

16,315,692

Net cash provided by noncapital financing activities

16,315,692

Cash flows from investing activities:
Proceeds from sales and maturities of investments
Purchases of investments
Investment income, net of investment expense

53,610,929
(57,743,598)
3,723,993

Net cash used in investing activities

(408,676)

Net increase in cash and cash equivalents

1,778,769

Cash and cash equivalents – beginning of year

2,226,406

Cash and cash equivalents – end of year
Reconciliation of operating loss to net cash used in operating activities:
Operating loss
Adjustments necessary to reconcile operating income to net operating activities:
Change in allowance for uncollectible receivables
Contribution of securities
Changes in operating assets and liabilities:
Pledges receivable
Accounts payable
Net cash used in operating activities
Supplemental noncash investing activities information:
Gifts of marketable securities
See accompanying notes to financial statements.
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$

4,005,175

$

(16,181,359)
(1,233,728)
(2,571,737)
5,686,229
172,348

$

(14,128,247)

$

4,052,483

UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

(1)

Organization
The University of California Irvine Foundation (the Foundation), a California not-for-profit organization,
was formed for the purpose of encouraging voluntary gifts, trusts, and bequests for the benefit of the
University of California, Irvine (UCI). The Foundation provides financial support for various UCI schools
and programs, including research grants, student scholarships, instructional support, equipment purchases,
capital improvements, and education.
The Foundation is subject to the policies and procedures of The Regents of the University of California
(The Regents) and was established for the benefit of UCI. The Regents established administrative
guidelines for the Foundation with regard to the Foundation’s ability to conduct operations through its
policy on campus foundations. The Regents’ policy limits the ability of the Foundation to make certain
expenditures and provides a general framework for its operations. The Foundation is considered a
component unit of the University of California because it was established solely to support the mission of
UCI and, accordingly, is considered a governmental not-for-profit organization subject to reporting under
the Governmental Accounting Standards Board (GASB).

(2)

Summary of Significant Accounting Policies
A summary of the significant accounting policies applied in the preparation of the accompanying financial
statements is presented below:
(a)

Basis of Presentation
The financial statements of the Foundation are prepared in accordance with U.S. generally accepted
accounting principles, including all applicable effective statements of the Governmental Accounting
Standards Board (GASB), using the economic resources measurement focus and the accrual basis of
accounting.

(b)

Cash and Cash Equivalents
Cash and cash equivalents include funds held in demand deposit accounts with financial institutions.

(c)

Investments
Investments are reported at fair value. The basis of determining the fair market value of investments
is the readily determinable sales price or current exchange rate of the investments based on prices or
quotations from actively traded markets. In the case of commingled funds, the fair value is
determined based on the number of units held in the fund multiplied by the price per unit share as
quoted. Private equities are valued as reported by the general partners and fund managers. As private
equities are not readily marketable, their estimated value is subject to uncertainty and therefore may
differ from the value that would have been used had a ready market for such investments existed.
Short-term investments consist of money market accounts. Short-term investments are reported at
cost, which approximates market value. All endowment and trust investments are classified as
noncurrent regardless of maturity due to restrictions limiting the Foundation’s ability to use these
investments.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

(d)

Endowments
Endowments are managed in a unitized investment pool. Transactions within each individual
endowment in the pool are based on the unit market value at the end of the month during which the
transaction takes place for withdrawals and additions.
It is the goal of the Foundation that the total return from endowment investments should be adequate
to meet the following objectives:


Preserve investment capital and its purchasing power.



Generate sufficient resources to meet spending needs (payout).



Attain reasonable capital appreciation through prudent acceptance of risk to enhance the future
purchasing power of the investment capital.

In February 2008, the State of California passed the Uniform Prudent Management of Institutional
Funds Act (UPMIFA). In prior years, the Foundation was governed by the Uniform Management of
Institutional Funds Act (UMIFA). Both acts provide statutory guidance for management, investment
and expenditures of endowed funds. UMIFA distinguished between the original gift, income and
capital appreciation and limited spending or endowment payout to capital appreciation and income,
and required reinvestment of the portion of payout derived from accumulated gains for permanent
endowment funds with a market value that was less than the historic gift value, referred to as
“underwater”. UPMIFA eliminates these distinctions, and requires no reinvestment on underwater
funds.
As of June 30, 2014, the Foundation held real estate contributed as part of an endowment fund. The
asset is reported at fair value.
(e)

Assets Held in Charitable Remainder Trusts and Equity in Assets of Charitable Remainder Trusts
The Foundation has been designated as the trustee or co-trustee for several charitable remainder
trusts (the Trusts). The Trusts are established by donors to provide income, generally for life, to
designated beneficiaries. Each year, beneficiaries receive payments based on a percentage of the
Trust’s fair market value (standard unitrust) or the net income (net income unitrust) as specified in
the trust agreement. Upon the death of the beneficiaries or termination of the Trusts, as defined, the
remaining assets of the Trusts will become contributions to the Foundation, as stipulated in the trust
agreements.
The Foundation reports the assets held in charitable reminder trusts at the fair value. A liability is
established for the estimated future payments to the donors or other beneficiaries. This liability
changes as benefit payments are made to the donors and beneficiaries each year and as life
expectancies change. Any fluctuations in the market value of the related trust assets and any income
earned on the trust assets affect this liability. These assets are administered by and invested with
State Street Global Advisors.
The Trusts are separate legal entities, created under the provisions of the Internal Revenue Code and
applicable California state law. The Trusts have a calendar year-end as required under the Tax
11
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

Reform Act of 1986 and are exempt from federal and California income taxes on investment income
accumulated for future distributions and any net capital gains retained in the Trusts.
In addition to the Trusts described above, the Foundation is designated as a beneficiary pursuant to a
number of irrevocable trusts, which values will be recorded in the financial statements upon receipt
of the actual contribution.
(f)

Pledges Receivable
Pledges are written unconditional promises to make future payments. Pledges receivable, other than
endowment pledges, are recognized as contribution revenue in accordance with donor imposed
restrictions, if any, in the period pledged as they meet the time requirements specified by
GASB Statement No. 33 which requires that promises of certain donations be recognized as
receivables and revenue provided they are verifiable, measurable, probable of collection and all
applicable eligibility requirements have been met. Pledge payments extending beyond one year are
discounted to recognize the present value of the future cash flows. In subsequent years, this discount
is accreted and recorded as additional contribution revenue in accordance with donor imposed
restrictions, if any. In addition, an allowance for uncollectible pledges is recorded after an aging
analysis is performed to determine an appropriate dollar amount. Historically, an allowance of ten
percent of the noncurrent pledge balance has been used.
Conditional pledges, including all pledges for endowment purposes, which depend on the occurrence
of a specified future or uncertain event, such as matching gifts from other donors, are recognized
when the conditions are substantially met.

(g)

Net Position
To ensure observance of limitations and restrictions placed on the use of resources available to the
Foundation, net position and revenues, expenses, and gains and losses are classified and reported as
follows, based on the existence or absence of donor-imposed restrictions:
Net investment in capital assets: Capital assets, net of accumulated depreciation and
amortization.
Restricted – non expendable: Net assets subject to externally imposed conditions that the
Foundation retain them in perpetuity. Net assets in this category consist of endowments held
by the Foundation and life income funds that will become endowments at the request of the
donor when they are deceased.
Restricted – expendable: Net assets subject to externally imposed conditions that can be
fulfilled by the actions of the Foundation or by the passage of time. Endowment represents
income earned in excess of the spending rate that has been reinvested into the permanent
endowment principal. Funds functioning as endowment are contributions restricted by the
donor for various campus departments and the campus departments have designated those
contributions as endowments. Life income funds that have been designated by the donor for
specific purposes when they are deceased.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

Unrestricted: All other categories of net assets. In addition, unrestricted net assets may be
designated for use by management of the Foundation.
The Foundation has adopted a policy of utilizing restricted – expendable funds, when available, prior
to unrestricted funds.
(h)

Administrative and Other Operating Expenses
The Board of Trustees of the Foundation has established a policy whereby the Foundation’s
endowment accounts may be charged an administrative fee to reimburse the Foundation for
operating expenses. During the year ended June 30, 2014, the endowment accounts were charged an
administrative fee of 0.5% of the market value. In addition, UCI charges a one time cost recovery fee
of 5% on all gifts to cover UCI-wide fund-raising activities.

(i)

Classification of Current and Noncurrent Assets and Liabilities
The Foundation considers assets to be current that can reasonably be expected, as part of its normal
business operations, to be converted to cash and be available for liquidation of current liabilities
within 12 months of the statement of net position date. Liabilities that reasonably can be expected, as
part of normal business operations, to be liquidated within 12 months of the statement of net position
date are considered to be current. All other assets and liabilities are considered to be noncurrent.

(j)

Classification of Revenues and Expenses
The Foundation considers contributions to be operating revenues, as fund-raising is the primary
activity of the Foundation. Nonoperating revenues consist of investment income, changes in the fair
value of investments, and changes in the value of life income liabilities. Operating expenses consist
primarily of disbursements to UCI and administrative expenses.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

(k)

Disbursements to UCI
The primary purpose of the Foundation is to provide funds for the support of UCI. During the year
ended June 30, 2014, the Foundation transferred amounts to the campus as follows:

School of Medicine
University Advancement
Paul Merage School of Business
Henry Samueli School of Engineering
Non-Academic units
School of Law
Donald Bren School of Information and
Computer Science
UCI Medical Center
Biological Sciences
Claire Trevor School of the Arts
Office of Research
Social Science
Physical Sciences
Humanities
Social Ecology
Athletics
UCI Libraries
School of Education
Center of Neurology of Learning and Memory
Program in Nursing Science
Program in Public Health
Department of Pharmaceutical Science

$

1,251,444
1,208,356
1,080,310
940,233
727,539
612,075
561,117
474,788
434,553
434,211
303,639
159,072
71,047
66,137
26,178
2,122
$

(l)

21,939,515
6,296,283
4,054,638
3,369,198
2,010,728
1,692,240

47,715,422

Income Taxes
The Foundation is an organization exempt from taxation under Section 501(c)(3) of the Internal
Revenue Code and Section 23701d of the California Revenue and Taxation Code and is generally
not subject to federal or state income taxes. However, the Foundation is subject to income taxes on
any net income that is derived from a trade or business, regularly carried on, and not in furtherance
of the purpose for which it is granted exemption. No income tax provision has been recorded as the
net income, if any, from any unrelated trade or business, in the opinion of management, is not
material to the basic financial statements taken as a whole.

(m)

Use of Estimates
The financial statements are prepared in accordance with U.S. generally accepted accounting
principles. These principles require management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the
dates of the financial statements, and the reported amounts of revenues and expenses during the
reporting periods. Actual results could differ from those estimates.
14
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

(3)

Restatement
During the year ended June 30, 2014, it was determined that a gift recognized in prior year’s financial
statements should not have been recognized until the period in which the eligibility criteria under GASB
Statement No. 33, Accounting and Financial Reporting for Nonexchange Transactions, had been met.
Accordingly, the following adjustment has been made to the Foundation’s net position as of July 1, 2013:

(4)

Beginning net position, as previously
reported
Decrease in pledges receivable, net

$

318,167,850
(22,857,144)

Beginning net position, as restated

$

295,310,706

Cash and Cash Equivalents
The Foundation manages a substantial amount of its cash through The Regent’s Short Term Investment
Pool (STIP); other cash intended to meet operating needs is maintained in demand deposit accounts. All
cash balances are minimized by sweeping available balances into investment accounts on an as needed
basis.
At June 30, 2014, the carrying amount of the Foundation’s cash and cash equivalent deposits, held in
nationally recognized banking institutions was $4,005,175. Bank balances of $3,942,206 at June 30, 2014,
are insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000 per bank account.
The Foundation does not have any exposure to foreign currency risk in demand deposit accounts.
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UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

(5)

Investments
The composition of investments at June 30, 2014 is as follows:
Equity securities

$

22,652,950

Commingled funds:
Absolute return funds
Balanced funds (General Endowment Pool)
U.S. equity funds
Non-U.S. equity funds
U.S. bond funds
Non-U.S. bond funds
Money market funds (Short-Term Investment Pool)

14,783,019
107,991,678
20,873,343
65,651,299
24,275,824
4,270,860
18,755,364

Total commingled funds

256,601,387

Private equity
Real estate
Limited partnerships

21,711,692
3,970,036
20,948,449

Total investments

325,884,514

Less current portion

(19,135,579)

Total noncurrent investments

$

306,748,935

In accordance with GASB Statement No. 40, Deposit and Investment Risk Disclosures, the Foundation’s
investments are reported by investment type at market value in the composition of investments above.
GASB 40 also requires the disclosure of various types of investment risks based on the type of investment,
as well as stated policies adopted by the Foundation to manage those risks.
The Board of Trustees of the Foundation, as the governing board, is responsible for oversight of the
Foundation’s investments. Pursuant to The Regents’ policies on campus foundations, the Board of Trustees
for its campus foundation may determine that all or a portion of its investments will be managed by the
Treasurer of The Regents. Asset allocation guidelines are provided to the Foundation by the Investment
Committee of The Regents.
The Foundation holds significant investments in the form of fixed income securities in the United States
government, and fixed income and equity securities in the utilities, oil and gas, financial services,
consumer products and services, technology, healthcare, transportation, and energy industries. These funds
are classified as part of the commingled funds. The investment guidelines also permit alternative
investments in partnerships where the Foundation is a limited partner relying upon the expertise of
experienced general partners. All limited partnerships in which the Foundation invests are subject to annual
audits.
The STIP allows participants to maximize the returns on their short-term cash balances by taking
advantage of the economies of scale of investing in a large pool with a broad range of maturities. Cash to
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provide for transfers to campus is invested in the STIP. The available cash in the endowment investment
pools awaiting investment is also invested in the STIP.
Investments authorized by The Regents for the STIP include fixed-income securities with a maximum
maturity of five and one-half years. In addition, The Regents have also authorized loans, primarily to
faculty members residing in California, under the University’s Mortgage Origination Program with terms
up to 40 years.
The General Endowment Pool (GEP) is an investment pool in which a large number of individual
endowments participate in order to benefit from diversification and economies of scale. The GEP is a
balanced portfolio, and is classified as commingled funds.
Investments authorized by The Regents for the GEP and other investment pools include equity securities,
fixed-income securities, and certain other asset classes. The equity portion of the investment portfolios
may include both domestic and foreign common and preferred stocks, actively managed and passive
(index) strategies, along with a modest exposure to private equities. Private equities include venture capital
partnerships, buy-outs, and international funds. The Regents’ investment portfolios may include certain
foreign currency denominated equity securities. The fixed-income portion of the investment portfolios may
include both domestic and foreign securities, along with certain securitized investments, including
mortgage-backed and asset-backed securities. Fixed-income investment guidelines permit the use of
futures and options on fixed-income instruments in the ongoing management of the portfolios. Derivative
contracts are authorized for portfolio rebalancing in accordance with The Regents’ asset allocation policy
and as substitutes for physical securities. Real estate investments are authorized for the GEP. Absolute
return strategies, incorporating short sales, plus derivative or option positions to implement or hedge an
investment position, are also authorized for the GEP.
The Absolute Return unitized program provides diversification benefits by offering returns that have low
correlation to the performance of other asset classes. Investments authorized by The Regents for the
Absolute Return portfolio include funds that invest primarily in Long/Short strategies (including U.S.,
dedicated Non-U.S., short bias, and global equities), Relative Value strategies (including equity market
neutral, convertible bond arbitrage, and fixed income), Event Driven strategies (including distressed
securities, special situations, capital structure arbitrage, relative value credit, and risk arbitrage strategies),
and Opportunistic strategies (including macro and emerging markets).
The Foundation’s investments in pools managed by The Regents are classified by investment type
purposes as commingled balanced funds, commingled money market funds, commingled absolute return,
private equity, or real estate depending on whether they are invested in the GEP, STIP, Absolute Return
Unitized Program, private equity, or real estate, respectively.

17

(Continued)

UNIVERSITY OF CALIFORNIA IRVINE FOUNDATION
Notes to Financial Statements
June 30, 2014

Of the $325.8 million of total investments, the portion of investments included in endowments is as
follows:
Restricted:
Nonexpendable:
Endowments
Life income funds

187,908,496
34,976

Total nonexpendable

187,943,472

Expendable:
Endowments
Funds functioning as endowments

55,341,361
65,193,714

Total expendable
Total endowments

120,535,075
$

308,478,547

The components of the net change in fair value of investments for the year ended June 30, 2014:
Net realized gain on sale of investments
Net unrealized appreciation on investments held at year-end
Net appreciation in fair value of investments

(a)

$

10,989,971
32,703,766

$

43,693,737

Investment Risk Factors
There are many factors that can affect the value of investments. Some, such as custodial credit risk,
concentration of credit risk, and foreign currency risk may affect both equity and fixed-income
securities. Equity securities respond to such factors as economic conditions, individual company
earnings performance, and market liquidity, while fixed-income securities are particularly sensitive
to credit risks and changes in interest rates. The fixed-income securities are part of the commingled
funds. The Foundation has established investment policies to provide the basis for the management
of a prudent investment program appropriate to the particular fund type.

(b)

Credit Risk
Fixed-income securities are subject to credit risk, which is the chance that a bond issuer will fail to
pay interest or principal in a timely manner, or that negative perceptions of the issuer’s ability to
make these payments will cause security prices to decline. The circumstances may arise due to a
variety of factors such as financial weakness, bankruptcy, litigation, and/or adverse political
developments. Certain fixed-income securities, including obligations of the U.S. government or
those explicitly guaranteed by the U.S. government, are not considered to have credit risk.
A bond’s credit quality is an assessment of the issuer’s ability to pay interest on the bond, and
ultimately, to pay the principal. Credit quality is evaluated by one of the independent bond-rating
agencies, for example Moody’s Investors Service (Moody’s) or Standard and Poor’s (S&P). The
lower the rating, the greater the chance in the rating agency’s opinion that the bond issuer will
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default, or fail to meet its payment obligations. Generally, the lower a bond’s credit rating, the higher
its yield should be to compensate for the additional risk.
The Foundation’s investment in the Regents’ STIP, which is considered to be an investment in an
external investment pool and are “unrated.” The investment guidelines for STIP recognize that a
limited amount of credit risk, properly managed and monitored, is prudent and provides incremental
risk-adjusted return over its benchmark (the benchmark for STIP is the 2-year Treasury note). No
more than 5% of the total market value of the STIP portfolio may be invested in securities rated
below investment grade (BB, BA, or lower). The average credit quality of the STIP must be A or
better, and commercial paper must be rated A-1, P-1, or F-1.
The Regents recognize that credit risk is appropriate in balanced investment pools such as GEP, by
virtue of the benchmark chosen for the fixed-income portion of those pools. That benchmark, the
Citigroup Large Pension Fund Index (LPF) is comprised of approximately 30% high-grade corporate
bonds, all of which carry some degree of credit risk. Credit risk in the GEP is managed primarily by
diversifying across issuers, and portfolio guidelines mandate that no more than 10% of the market
value of fixed income may be invested in issues with a credit rating below investment grade. Further,
the weighted average credit rating must be A or higher.
The credit risk profile for fixed-income securities in commingled funds at June 30, 2014 is as
follows:
Commingled funds:
U.S. bond funds – not rated
Non-U.S. bond funds – not rated
Money market funds – not rated

(c)

$

24,275,824
4,270,860
18,755,364

Total commingled funds $

47,302,048

Custodial Credit Risk
Custodial credit risk is the risk that in the event of the failure of the custodian, the Foundation’s
investments may not be recovered.
The Foundation Board has chosen to primarily use the various pooled investment vehicles managed
by The Regents’ Treasurer as its core investments for the endowment and expendable funds, and for
its trusts. These pools are considered to be investments in external pools and are not exposed to
custodial credit risk because their existence is not evidenced by securities that exist in physical or
book entry form. Similarly, the investment accounts held at State Street Global Advisors, are also
externally managed pools, and the assets are held in custody or trust and would not be available to
State Street’s creditors because they are excluded from the assets of the custodian.
It is the policy of the Foundation that all other direct investments made by the Foundation are held in
custodial accounts, and the securities are registered solely in the name of the Foundation. All
investments are transacted with nationally reputable brokerage firms, offering protection by the
Securities Investor Protection Corporation.
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The Foundation minimizes cash balances by sweeping available balances into investment accounts
on a regular basis. The majority of the cash balance not invested is maintained in The Regents’ STIP
fund. The STIP fund is managed by the Treasurer of The Regents. The Regents are responsible for
managing the University’s investments and establishing policy, which is carried out by the Treasurer.
STIP in the cash equivalent category is considered to be an external investment pool and therefore is
not subject to deposit custodial credit risk. Remaining cash is maintained in accounts that are
established as segregated trusts, protected against any creditors of the bank, and in money market
mutual funds. Although they are not insured and are uncollateralized, these accounts are held in the
name of the Foundation. Accounts may also be maintained at FDIC-insured banking institutions up
to the insured level. There is no custodial credit risk or foreign currency risk associated with balances
maintained at the banks’ trust departments and investment in the STIP. The Foundation’s policy is to
limit all cash accounts to be 1) in separate custodial trust accounts and where the Foundation’s assets
are not available to the creditors of the bank, 2) in an agency cash sweep account with the
University, or 3) at a credit card processor. A certain portion of the balance may occasionally be
exposed to custodial risk due to unforeseen dividends and gifts deposited at fiscal year-end, but are
rectified as soon as possible.
There is minimal custodial credit risk for fixed income securities at June 30, 2014.
(d)

Concentration of Credit Risk
Concentration of credit risk is the risk associated with a lack of diversification, such as having
substantial investments in a few individual issuers, thereby exposing the organization to greater risks
resulting from adverse economic, political, regulatory, geographic, or credit developments.
The U.S. and non-U.S. equity portions of The Regents and the Foundation portfolios may be
managed either passively or actively. For the portion managed passively, the concentration of
individual securities is exactly equal to their concentration in the benchmark. While some securities
have a larger representation in the benchmark than others, The Regents consider that passive
management results in an absence of concentration of credit risk. For the portion managed actively,
portfolio guidelines do not specifically address concentration risk, but do state that the U.S. equity
asset class in the aggregate will be appropriately diversified to control overall risk and will exhibit
portfolio characteristics similar to the asset class benchmark (including concentration of credit risk).
Concentration risk for individual portfolios is monitored relative to their individual benchmarks and
agreed-upon risk parameters.
Investment guidelines addressing concentration of credit risk related to the fixed-income portion of
The Regents portfolios include a limit of no more than 3% of the portfolio’s market value to be
invested in any single issuer (except for securities issued by the U.S. Treasury or its agencies). These
same guidelines apply to the STIP.
The Foundation’s investment policy includes a limit of no more than 5% of the portfolio’s assets to
be invested in any single issuer. At June 30, 2014, the Foundation did not hold a single investment
that was greater than 5% of the portfolio.
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(e)

Interest Rate Risk
Interest rate risk is the risk that the value of fixed-income securities will decline because of changing
interest rates. The prices of fixed-income securities with a longer time to maturity, measured by
effective duration, tend to be more sensitive to changes in interest rates and, therefore, more volatile
than those with shorter durations. Effective duration is the approximate change in price of a security
resulting from a 100 basis point (1% point) change in the level of interest rates, rather than a measure
of time.
Interest rate risk for the STIP is managed by constraining the maturity of all individual securities to
be less than five and one-half years. There is no restriction on weighted average maturity of the
portfolio as it is managed relative to the maturity structure of the liabilities, that is, the liquidity
demands of the investors. The nature and maturity of individual securities in the STIP allow for the
use of weighted average maturity as an effective risk management tool, rather than the more complex
measure, effective duration.
Portfolio guidelines for the fixed-income portion of GEP limit weighted average effective duration to
plus or minus 20% of the effective duration of the benchmark (Citigroup Large Pension Fund). This
constrains the potential price movement due to interest rate changes of the portfolio to be similar to
that of the benchmark.
The effective duration for fixed-income securities held in commingled funds at June 30, 2014 is as
follows:
Fair value
June 30, 2014
Commingled funds – U.S. bond funds
Commingled funds – UC STIP
Commingled funds – Non-U.S. bond funds

(f)

$

24,275,824
18,755,364
4,270,860

Average
Maturity
4.8
2.2
7.0

Foreign Currency Risk
Foreign currency risk is the possibility that changes in exchange rates between the U.S. dollar and
foreign currencies could adversely affect a deposit or investment’s fair value. The Regent’s strategic
asset allocation policy for GEP includes an allocation to non-U.S. equities. These equity investments
are not hedged; therefore, foreign currency risk is an essential part of the investment strategy. Their
portfolio guidelines for fixed-income securities also allow exposure to non-U.S. dollar-denominated
bonds up to 10% of the total portfolio market value. Exposure to foreign currency risk from these
securities is permitted and it may be fully or partially hedged using forward foreign currency
exchange contracts. Under the investment policies, such instruments are not permitted for
speculative use or to create leverage.
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At June 30, 2014, the U.S. dollar balances organized by currency denominations and investment type
are as follows:

Commingled funds:
Various currency denominations:
Balanced funds
Non-U.S. bond funds

$

Total exposure to
foreign currency risk $
(g)

20,987,546
2,400,445
23,387,991

Alternative Investment Risks
Alternative investments include ownership interests in a wide variety of partnership and fund
structures that may be domestic, off-shore or foreign. Generally there is little or no regulation of
these investments by the Securities and Exchange Commission or U.S. state attorneys general. These
investments employ a wide variety of strategies including absolute return, hedge, venture capital,
private equity and other strategies. Investments in this category may employ leverage to enhance the
investment return. Underlying investments can include financial assets such as marketable securities,
nonmarketable securities, derivatives, and synthetic and structured instruments; real assets; tangible
and intangible assets; and other funds and partnerships. Generally, these investments do not have a
ready market or may not be traded without approval of the general partner or fund management.

(6)

Pledges Receivable
Pledges receivable at June 30, 2014 are as follows:
Pledges receivable:
For operations
For capital projects
Total pledges receivable

$

5,224,432
9,635,610

$

14,860,042

These pledges are expected to be collected in future years, as follows:
Payments through June 30:
2015
2016
2017
2018
2019

$
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2020–2030

$

1,233,422
14,860,042

Less amounts representing discounted cash flows

(284,509)

Present value of pledges receivable

14,575,533

Less of allowance for uncollectible pledges

(1,752,106)
$

12,823,427

Pledges from one donor represent 15% of pledge receivables at June 30, 2014. Four percent of
the pledges receivable are from Foundation Trustees.

The Foundation discounts the noncurrent portion of pledges receivable when the contribution is initially
recognized and does not revise the rate subsequently. The rate is determined by the current rate of the
short-term investment pool, ranging from 1.45% to 2.1%. An allowance for potentially uncollectible
pledges of $1,752,106 was recorded as of June 30, 2014.
(7)

Liabilities to Life Beneficiaries
Changes in liabilities to life beneficiaries during the current fiscal year are summarized as follows:
Balance at
June 30, 2013
Liabilities to life beneficiaries

(8)

$

Additions

1,924,055

69,272

Decreases
—

Balance at
June 30, 2014
1,993,327

Current
portion
231,927

Related-Party Transactions
The Foundation has a Board of Trustees, and designated officers; however, the Foundation does not have
any employees. All functions and activities are conducted by employees of the University. The University
employees serving Foundation functions are covered by the Regents pension plan and post-retirement
health care plan. All of the Foundation’s office space is provided by the University. In accordance with
relevant University policies, gift fees are paid by the Foundation to the University to cover administrative
costs as described above.
UCI pays vendors on behalf of the Foundation, which totaled approximately $1.0 million and is included in
the accompanying statements of revenues, expenses, and changes in net Position.

(9)

Commitments
The Foundation’s Board of Directors has approved alternative investment commitments of approximately
$6.6 million as of June 30, 2014.
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