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"Take care of the pence, and the pounds will take care
of thenselves." ---Franklin

| NTRODUCTI ON

Thi s chapter provides an overview of the managenent of the
University's investnent operations and addresses the fund
accounting procedures used in recording investnent activity.
The net hodol ogy for distributing the incone from pool ed
investnents is al so descri bed.

1. 1 NVESTMENT MANAGEMENT

The followi ng groups are involved in the nanagenent of the
University's investnent operations:

The Regents' are charged in The Regents' Bylaw 12.5 with
managi ng the investnents of the Corporation (University)
and with establishing investnent policy.

The Office of The Treasurer of The Regents (OIR) is
charged with carrying out The Regents' investnent policy.
It is responsible for managing all investnents, cash, and
external financing for the University of California
system Various related entities, such as University
support groups, nmay utilize the investnent services of
OTR.  These agency funds are pooled with University
assets for investing purposes, but are tracked separately
in the University's accounts. OIR al so represents the
University in all bank-related matters. The Treasurer
reports directly to the Investnment Conmttee of the Board
of Regents.

The O fice of the President (OP) Ofice of the Vice

Pr esi dent - - Fi nanci al Managenent (OFM), Endownent and

| nvest nent Accounting (EIA), provides accounting services
for all aspects of the University's investnent

operations. This includes recording and reconciling

i nvestment transactions (e.g., pool processing and

3/ 31/ 99 TL 80



| NVESTMENT AND | NVESTMENT | NCOVE
| - 582

ACCOUNTI NG MANUAL Page 3

TL 80

distribution of incone); providing regular reports to OIR
on the anmount of funds available for investnent; and

mai nt ai ni ng detail ed accounting records for all security
and real estate transactions, including nortgage | oans.
El A al so prepares a nonthly endowent report for each
canpus. The report lists the value of all endowrents by
canpus, and reflects book and market val ue by fund.

| N\VESTMENT ACCOUNTI NG PCLI CY

| NVESTMENT GOALS

| nvest nent operations are conducted to achieve the
fol |l ow ng goal s:

Endowrent funds are invested to provide the incone
and long-termgrowh required to support the

educati onal operations for which the endowrents were
recei ved.

University of California Retirement System (UCRS)
funds are invested to provide the inconme and | ong-
termgrowth necessary to finance retirenent
benefits.

~ The cash bal ances of plant, | oan, and current funds
that are not required for imedi ate use are invested
on a short-termbasis, in order to provide
additional funds to the University.

Al accounts used to record investnents and i nvest nent
incone are included in the location J - Ofice of the
Presi dent CGeneral Ledger (OP General Ledger).

FUND GROUPS

The University invests funds fromthe follow ng fund
gr oups:

1. Current Funds

Current funds designated for all canpus and
teachi ng hospital payroll and operating expenses
that are not required inmediately are invested in
the University's Short-Term I nvestment Pool (STIP)
(see section C. 1 bel ow).
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FUND GROUPS (Cont.)

2.

St udent Loan Funds

Student | oan funds that are not required
imedi ately for loans to students are invested in
the STIP

Ear ni ngs on Federal student |oan funds are
credited to the loan prograns to which the cash
bel ongs.

Endownent and Sim | ar Funds

The i nvestnent and adm ni stration of Regents
endownents are adm nistered centrally by the
University. Endowed gifts are recorded in the OP
CGeneral Ledger in accordance with University
policy (refer to the Devel opnent Policy and

Adm ni stration Manual and Accounting Manua
chapter E-525, Endowrent and Simlar Funds, for
nore information). Subsequent investnent and

i ncone transactions are also reported in the OP
Ceneral Ledger. On a nonthly basis, canpus
accounting officers receive an Endowent Summary,
prepared by EIA which reports the book and market
val ues of all their invested endowrent, funds
functioni ng as endowent, and agency funds.

Unexpended Pl ant Funds

Unexpended Pl ant Funds in excess of immediate
spendi ng requirenents are invested in the STIP

Retirement of | ndebtedness Funds

The Retirenent of |ndebtedness Funds (Pl ant Funds)
group includes the Bond and Interest Sinking Funds
for each revenue bond series. The assets of these
funds are held by trustee banks and invested by
themin accordance with the instructions of OTR

O her Retirenent of | ndebtedness Funds i n excess

of i medi ate spending requirenents are invested in
t he STIP.
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The University of California Retirenent Plan
(UCRP) receives enployer and enpl oyee
contributions when required under The
Regents' Funding Policy. Contributions and

i nvestnent activity for the Plan are recorded
in the OP CGeneral Ledger. Transactions
related to contributions are received by EIA
via canpus payroll systens and as journal
entries prepared by UCRP. ElIA reports the
STIP income nonthly on all UCRP funds
invested by OTR. ElIA also cal cul ates an
asset managenent fee that is charged, along
wi th UCRP adm nistration fees, to the UCRP
expense account.

b. Defined Contribution & 403(b) Pl ans

The University of California Defined
Contribution Plans and the University of
California Tax-Deferred 403(b) Plan (403(b)
Pl an) receive enpl oyee el ective and

nonel ective contributions. Enployees may
direct their 403(b) Plan contributions either
to an OTR-managed fund, or to an outside

i nvest ment manager. The OTR-nmanaged funds
offer a variety of fund choices. |Investnent
activity related to these funds is recorded
in the OP General Ledger and allocated to

i ndi vi dual enpl oyee accounts nonthly by UCRS.

| NVESTMENT POOLS

Funds invested by the University are invested in the
fol |l ow ng pool s:

1

Short-Term | nvest nent Pool

The STIP is an interest only cash investnent pool
in which all University fund groups participate.
The STIP includes excess cash fromall funds, in
all fund groups, that is not invested el sewhere.

3/ 31/ 99



| NVESTMENTS AND | NVESTMENT | NCOVE

| - 582
Page 6

ACCOUNTI NG MANUAL

I11. | NVESTMENT ACCOUNTI NG POLI CY (Cont .)

C.  TNVESTMENT POOLS (Cont.)

1
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Short-Term | nvest mnent Pool (Cont.)

El A provides OTRwith a nonthly estimte of the
cash avail able for investnent in each of the major
pool s and in individual funds for which separate
securities are purchased. After these securities
have been purchased, OIR reviews current and

proj ect ed bank bal ances and purchases and sells
various investnents, including comrercial paper,
with any funds that are not required for immedi ate
expenditure. These securities are considered STIP
i nvest nent s.

In order to determ ne which funds or groups of
funds provided the cash for investnent, EIA

mai ntai ns a conputerized systemthat stores the
dai | y bal ances of endownent funds, UCRS funds,
certain retirenent of indebtedness funds, and one
fund for the cash totals of each canpus. This
data is used to allocate STIP incone to each fund
mont hly, based on the average daily cash bal ance
per fund. STIP incone is redistributed quarterly
to those funds that are not credited individually,
such as canpus funds.

General Endowrent Pool

The General Endownent Pool (CGEP) is The Regent's
primary and | argest endownent pool. Unless

ot herwi se specified by a donor or an independent
Uni versity fund-raising organi zation, al

endownent funds and funds functioni ng as endownent
are placed in the GEP

The CGEP operates nuch |like a nutual fund. Funds
enter the pool through the purchase of shares at
the unitized market value at the tine of entry.
Actual incone earned is allocated to participants
based on the nunber of shares held, and is
distributed to the funds nonthly. Realized
capital gains are reinvested in the pool. The
Regents recently adopted the total return

met hodol ogy for determ ning annual payouts from
endownent funds invested in the GEP. Annually, at
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t he begi nning of each fiscal year, the approved
payout is distributed to canmpuses. Any difference
bet ween actual inconme earned and approved payout
triggers a purchase or sale of shares in the pool

For nore information on GEP investnent operations,
see Accounting Manual chapter E-525, Endowrent and
Simlar Funds.

Hi gh | ncone Pool

The Hi gh Income Pool (H P) was established to pool
endowents with high initial payout requirenents.
These include deferred gifts whose donors require
a high-inconme return and the funds of independent
University fund-raising organizations that are
required to produce a return greater than that
provi ded by the GEP

Real i zed capital gains are reinvested in the HP
H P inconme is distributed nonthly and transferred
annual ly to canpuses for expenditures.

Separ atel y-1 nvest ed Funds

Certain endownent funds or funds functioning as
endownent receive gifts of securities. It is the
policy of the University to sell such securities
and reinvest the proceeds in one of the
University's investnent pools. |In rare instances,
the University retains the security and tracks the
fund as separatel y-invest ed.

UCRS Funds

Retirement fund investnents are pooled in
accordance with UCRP requirenents and invest nment
obj ectives. Earnings net of expenditures are

di stributed proportionately to participant
accounts nonthly.

RESPONSI BI LI TI ES

The OTR i s responsible for carrying out The Regents
i nvest ment policy.

The EIA unit of Financial Mnagenent is responsible for
endownent and i nvestnment accounting.
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V. RESPONSIBILITIES (Cont.)

The General Accounting unit of Financial Mnagenent is
responsi ble for quarterly STIP distribution, as provided in
t hese gui del i nes.

UCRP Accounting is responsible for reporting on al
accounting and adm ni stration of UCRUP funds.

V. REFERENCES

University of California Devel opnent Policy and
Adm ni stration Manual

Accounting Manual chapters:

C 173 Cash: Cash Controls

C 173-13 Cash: Bal ances of Individual Funds

C 173-15.2 Cash: Controll ed D sbursenents

E- 525 Endowrent and Sim |l ar Funds

P-415-8 Pl ant Accounting: Unexpended Pl ant Funds
P- 415- 26 Pl ant Accounting: Commercial Paper

Byl aws of the Regents:

12.5 Committee on | nvestnents
21.4 Treasurer

Treasurer's Annual Report
OTR Annual Report on Retirenent |nvestnent Funds

University of California Annual Financial Report

Hi storical note: Oiginal Accounting Manual published 2/1/73.
Revi sed 3/31/99; anal yst--C audi a Hardi n.

End.
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