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SALES AND PLEDGES OF RECEIVABLES AND FUTURE REVENUES

INTRODUCTION

GASB Statement No. 48, Sales and Pledges of Receivables and
Future Revenues and Intra-Entity Transfers of Assets and
Future Revenues, addresses the accounting and financial
reporting requirements in transactions where the University
exchanges an interest in its expected cash flows from
collecting 1) specific existing receivables or 2) specific
future revenues for immediate cash payments. The latter is
generally a single lump sum, although this not always true
in the case of residual interests supported by a subordinate
note or other form of residual certificate.

The financial reporting question addressed by this Statement
is whether these transactions should be:

» Regarded as a sale, and therefore revenue, or

* Regarded as a collateralized borrowing resulting in a
liability.

This Statement establishes criteria that the University must
use to ascertain whether the proceeds received should be
reported as revenue or as a liability. The criteria must be
used to determine the extent to which the University either
retains or relinquishes control over the receivables or
future revenues through its continuing involvement with
those receivables or future revenues. A transaction must be
reported as a collateralized borrowing unless the criteria
indicating that a sale has taken place are met.

In addition, this Statement provides guidance for:

* Sales of existing receivables or future revenues within
the same financial reporting entity (for example,
between campuses; between a campus and a campus
foundation; or between the University and the UCRS) ;

* Recognizing other assets and liabilities arising from
the sale of specific existing receivables or future
revenues, including residual interests and recourse
provisions; and

» Disclosures pertaining to future revenues that have
been pledged or sold.
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I. INTRODUCTION (Cont.)

Under GASB Statement No. 48, the University is required to:

» Identify, evaluate and properly report existing and
future transactions where future cash flows associated
with specific existing receivables have been exchanged
to determine whether the transaction should be reported
as a true sale, or a collateralized borrowing;

= TIdentify, evaluate and properly report existing and
future transactions where future cash flows associated
with specific future revenues have been exchanged to
determine whether the transaction should be reported as
a true sale, or a collateralized borrowing;

* TIdentify and evaluate existing and future transactions
where sales of existing receivables or future revenues
have occurred, or are being considered, among entities
within the University’s financial reporting entity; and

» Ensure appropriate disclosure of future revenues that
have been pledged or sold, including information as to
which revenues will be unavailable for other purposes
and for how long they will continue to be unavailable.

This chapter outlines the University'’s approach to the
application of GASB Statement No. 48 to the University’s
financial statements, assuming the University is in the
position of obtaining proceeds from the sale of existing
receivables or future revenues, not from the position of
buying receivables or future revenues from another
organization.

Exhibit 1 provides an evaluation questionnaire for assessing
the University’s continuing involvement in the sale of
existing receivables. Exhibit 2 provides an evaluation
guestionnaire for assessing continuing involvement in the
sale of future revenues. If a transaction to buy receivables
or future revenues from another organization is
contemplated, campuses should contact the Assistant Vice
President—Financial Management for assistance in determining
the appropriate accounting and reporting.

This chapter is also prepared on the basis that any sale of
existing receivables or future revenues are with
organizations that are not related to the University and are
not a part of the University’s financial reporting entity.
If a transaction is contemplated to buy or sell receivables
or future revenues from another organization within the
University’s financial reporting entity, or from another
organization that is related to the University, campuses
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should contact the Assistant Vice President—Financial
Management for assistance in determining the appropriate
accounting and reporting.

In general, the transactions discussed in GASB Statement No.
48 are not normal, ongoing operating transactions (at least
the initial transaction is not routine). The campus
Controller should review non-routine transactions or
circumstances at year end to determine that any situation
involving an exchange of the University’s interest in the
future cash flows associated with specific existing
receivables or future revenues are identified, evaluated and
properly reported.

ASSESSMENT PROCESS RELATED TO A TRANSACTION INVOLVING THE
SALE OF EXISTING RECEIVABLES

A. ASSESSING A TRANSACTION INVOLVING AN EXCHANGE OF THE
UNIVERSITY'’S INTEREST IN THE FUTURE CASH FLOWS
ASSOCIATED WITH A SPECIFIC EXISTING RECEIVABLE

An exchange of the University’s interest in the future
cash flows associated with a specific existing
receivable should be recognized for financial reporting
purposes as a collateralized borrowing rather than a
sale unless the appropriate criteria are met.

The most significant factor distinguishing sales from
borrowings is the continuing involvement of the
University. Certain criteria must be met that
demonstrate that the University is no longer actively
involved with the specific existing receivables it has
transferred to another party. A sample of the criteria,
although not an exhaustive list, includes:

® Neither the University nor the buyer can cancel
the sale;

*= The University cannot limit in any significant way
the buyer’s ability to subsequently sell or pledge
the receivables;

* The University no longer has access to the
receivables, or the cash collected from them in
any substantive manner; and/or

* The University cannot unilaterally substitute for
or reacquire specific receivables without the
buyer’s consent.
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IT. ASSESSMENT PROCESS RELATED TO A TRANSACTION INVOLVING THE
SALE OF EXISTING RECEIVABLES (Cont.)
A. ASSESSING A TRANSACTION INVOLVING AN EXCHANGE OF THE
UNIVERSITY'’S INTEREST IN THE FUTURE CASH FLOWS
ASSOCIATED WITH A SPECIFIC EXISTING RECEIVABLE (cont.)

Campuses should complete the questionnaire provided in
Exhibit 1, including pertinent references to the
underlying purchase and sale contract, to assess the
University’s continuing involvement in each transaction.
The questionnaire will document the University’s
conclusion as to whether the transaction should be
recorded as a true sale of receivables or a
collateralized borrowing.

B. ACCOUNTING FOR TRANSACTIONS THAT MEET THE CRITERIA TO BE
REPORTED AS SALES

If the criteria for sale reporting are met, the
University should no longer recognize as assets the
receivables sold, removing the individual accounts at
their carrying values. The difference between the
proceeds (exclusive of amounts that may be refundable)
and the carrying value of the receivables sold should be
recognized as a gain or loss in the period sold.

If Mortgage Origination Program (MOP) loans are sold,
the resulting gain or loss is recorded as a gain or loss
on investments since the MOP loans are included in the
University’s investment portfolio (GASB Statement No. 9,
§27) . If existing receivables that are not classified as
investments are sold, the resulting gain is recorded as
other operating revenue and a loss is recorded as other
operating expense (GASB Statement No. 9, 917).

Please refer to Exhibit 3 for an illustration.
C. ACCOUNTING FOR TRANSACTIONS THAT DO NOT QUALIFY AS SALES

If the criteria for sale reporting are not met, the
transaction should be reported as a collateralized
borrowing. The receivables should be considered for
financial statements purposes as being pledged rather
than sold. Proceeds received by the University should be
reported as a liability, collateralized borrowing
obligation, separated between the current and noncurrent
portions, in the Statement of Net Assets and as “other
noncapital financing activity” in the Statement of Cash
Flows (GASB Statement No. 9, 921a).
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The pledged receivables should continue to be recognized
as assets in the University’s Statement of Net Assets.
Collections of these receivables that are subsequently
paid to the transferee are reported as “other noncapital
financing use of cash” in the Statement of Cash Flows
and reduce the collateralized borrowing obligation in
the University’s Statement of Net Assets. Any pledged
receivables collected and paid to the transferee after
the collateralized borrowing obligation has been
liquidated should be reported as an operating expense in
the Statement of Revenues, Expenses and Changes in Net
Assets.

Please refer to Exhibit 4 for an illustration
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ASSESSMENT PROCESS RELATED TO A TRANSACTION INVOLVING THE

SALE OF EXTISTING RECEIVABLES

(Cont.)

Does the transaction relate to: »

Future University revenues?
See Section 3.

v

The University's existing receivables?

v

If receivables are bought and sold between the University and one of its blended or discretely presented component units
(campus foundations), contact UCOP Financial Management to assess the financial reporting ramifications.

v

Does the assessment of the transaction result in a determination that the University’s continuing involvement with these
receivables is effectively terminated?
Refer to the assessment questionnaire in Exhibit 1.

l

Yes ¥

The transaction should be reported as a sale and the
receivables sold no longer recognized as assets.
Refer to the Journal Entries in Exhibit 3.

v

Determine whether the proceeds received include as an
asset a residual interest resulting from a subordinate or
junior note, or a residual certificate.

v

Remove the receivables from the statement of net assets at
their carrying value, recognize the difference between
proceeds received and the carrying value as a gain or loss in
the period of the sale (gain or loss on sale of investments if
MOP loans are sold; otherwise, other operating revenue or
other operatina exoenses).

v

*No

The transaction should be reported as a collateralized
borrowing and the receivables should be considered to be
pledged, not sold.

Refer to the Journal Entries in Exhibit 4.

v

Determine whether the proceeds received include as an asset
a residual interest resulting from a subordinate or junior note,
or aresidual certificate.

v

Report the proceeds as an asset and collateral liability in the
statement of net assets and a noncapital financing activity in
the statement of cash flows.

v

Retain the receivables in the statement of net assets and
report collections as a cash receipt and a reduction of the
receivable.

v

Collections of pledged receivables that are subsequently paid
to the transferee are reported as a reduction of the
collateralized borrowing obligation in the statement of net
assets and a noncapital financing activity in the statement of
cash flows.

v

Collections of pledged receivables that are subsequently paid
to the transferee after the collateralized borrowing obligation
has been liquidated are reported as an operating expense in
the statement of revenues, expenses and changes in net
assets and an other operating payment in the statement of
cash flows.

v

The University should recognize estimated liabilities arising from the purchase and sale agreement (recourse obligations
or repurchase commitments) if information prior to the issuance of the financial statements indicates an obligation under

FAS 5.

v

The University must make the appropriate footnote disclosures as outlined in §21.

TL 96



SALES AND PLEDGES OF RECEIVABLES AND FUTURE REVENUES
R-251-1

Accounting Manual Page 9

IIT.

TL 96

ASSESSMENT PROCESS RELATED TO A TRANSACTION INVOLVING THE

SALE OF FUTURE REVENUES

A.

ASSESSING A TRANSACTION INVOLVING THE UNIVERSITY'’S
RECEIPT OF PROCEEDS IN EXCHANGE FOR CASH FLOWS FROM
SPECIFIC FUTURE REVENUES

The University’s receipt of proceeds in exchange for
cash flows from specific future revenues should be
recognized for financial reporting purposes as a
collateralized borrowing rather than a sale, and the
future revenue should be considered to be pledged,
unless the appropriate criteria are met.

The most significant factor distinguishing sales from
borrowings is the continuing involvement of the
University. Certain criteria must be met that
demonstrate that the University is no longer actively
involved with the future revenues it has transferred to
another party. A sample of the criteria, although not an
exhaustive list, includes:

® Neither the University nor the buyer can cancel
the sale;

*= The University cannot limit in any significant way
the buyer’s ability to subsequently sell or pledge
the future revenues;

* The University no longer has access to the future
revenues, or the cash collected from them in any
substantive manner;

* The University is no longer actively involved in
the future generation of the revenues. The
revenues cannot be a product of goods or services
provided by the University, or a fee or charge
that the University must impose. If the revenues
are derived from grants or contributions, they
cannot depend on the University subsequently
submitting applications or meeting performance
provisions to maintain eligibility to receive the
revenues.

Campuses should complete the gquestionnaire in Exhibit 2,
including pertinent references to the underlying
purchase and sale contract, to assess the University'’s
continuing involvement in each transaction. The
questionnaire will document the University’s conclusion
as to whether the transaction should be recorded as a

3/31/07
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ITT. ASSESSMENT PROCESS RELATED TO A TRANSACTION INVOLVING THE

SALE OF FUTURE REVENUES (Cont.)

3/31/07

true sale of future revenues or a collateralized
borrowing.

ACCOUNTING FOR TRANSACTIONS THAT MEET THE CRITERIA TO BE
REPORTED AS SALES

If the criteria for sale reporting are met, the University
should report the proceeds as either deferred revenue or
revenue. Generally, revenue should be deferred and
recognized over the duration of the sale agreement;
however, there may be instances where recognition in the
period of sale is appropriate. For transactions outside
the financial reporting entity, deferral is required if
the future revenue sold was not recognized previously
because the event that would have resulted in revenue
recognition had not yet occurred. Consummation of the
future revenue sale is not a substitute for a revenue
recognition event and, consequently, revenue from the sale
should be deferred. Revenue should be recognized at the
time of the sale only if the revenue sold was not
recognized previously because of uncertainty of
realization or the inability to reliably measure the
revenue.

Please refer to Exhibit 5 for an illustration.
AMORTIZATION OF DEFERRED REVENUE AND TRANSACTION CHARGES

Deferred revenues and transaction charges arising from
the sale of future revenues should be amortized over the
life of the sale agreement using a systematic and
rational method.

ACCOUNTING FOR TRANSACTIONS THAT DO NOT QUALIFY AS SALES

If the criteria for sale reporting are not met, the
transaction should be reported as a collateralized
borrowing. The future revenues should be considered for
financial statements purposes as being pledged rather than
sold. Proceeds received by the University should be
reported as a “collateralized borrowing obligation”
separated between the current and noncurrent portions, in
the Statement of Net Assets and as “other noncapital
financing activity” in the Statement of Cash Flows.

The pledged revenues should continue to be recorded as

revenue by the University in accordance with recognition
and measurement criteria appropriate to the specific type

TL 96
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of revenue pledged. Collections of the pledged revenues
that are subsequently paid to the transferee are reported
as “other noncapital financing use of cash” in the
Statement of Cash Flows and reduce the collateralized
borrowing obligation in the University’s Statement of Net
Assets.

Please refer to Exhibit 6 for an illustration.

3/31/07



SALES AND PLEDGES OF RECEIVABLES AND FUTURE REVENUES
R-251-1
Page 12 Accounting Manual

ITT. ASSESSMENT PROCESS RELATED TO A TRANSACTION INVOLVING THE
SALE OF FUTURE REVENUES (Cont.)

Existing University receivables?

Does the transaction relate to: > See Section 2.

v

Future University revenues?

v

If future revenues are bought and sold between the University and one of its blended or discretely presented component
units (campus foundations), contact UCOP Financial Management to assess the financial reporting ramifications.

v

Does the assessment of the transaction result in a determination that the University’s continuing involvement with the
specific revenues is effectively terminated?
Refer to the assessment questionnaire in Exhibit 2.

Yes l * No
The transaction should be reported as a collateralized
The transaction should be reported as a sale. borrowing and the future revenue should be considered to be
Refer to the Journal Entries in Exhibit 5. pledged, not sold.
Refer to the Journal Entries in Exhibit 6.
) ;
Determine whether the proceeds received include as an Determine whether the proceeds received include as an
asset a residual interest resulting from a subordinate or junior asset a residual interest resulting from a subordinate or junior
note, or a residual certificate. note, or a residual certificate.
v
Defer revenue recoqnition* *Recoqnize revenue immediately o
Report the proceeds as an asset and collateral liability in the
Defer revenue and Recognize the entire statement of net assets and a noncapital financing activity in
recognize the revenue revenue at the time of the statement of cash flows.
over the duration of the the sale only if the v
sale agreement if the revenue sold was not - -
future revenue sold was recognized previously Record _pledged revenues as revenue in accordance with
not recognized because of uncertainty recognition and measurement criteria appropriate to the
previously because the of realization or the specific type of revenue pledged.
event that would have inability to reliably *
resulted in revenue measure the revenue
recognition had not yet Collections of pledged revenues that are subsequently paid
arenrrad to the transferee are reported as a reduction of the collateral
liability in the statement of net assets and a noncapital
l financing activity in the statement of cash flows.
v

The University should recognize estimated liabilities arising from the purchase and sale agreement (recourse obligations
or repurchase commitments) if information prior to the issuance of the financial statements indicates an obligation under
FAS5.

v

The University must make the appropriate footnote disclosures as outlined in Section 21.

(1) Consummation of the future revenue sale transaction is not a substitute for a revenue recognition event. They are two different determinations.

3/31/07 TL 96
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RECOGNIZING OTHER ASSETS OR LIABILITIES ARISING FROM A SALE

OF SPECIFIC RECEIVABLES OR SPECIFIC FUTURE REVENUES

A.

RESTDUAL INTERESTS

If the University acquires either a subordinate or
junior note, or a residual certificate, both
representing the right to collections that exceed a
stipulated level, the University must recognize the note
or certificate as an asset representing a residual
interest in:

" Excess receivable collections. Consideration must
be given to the likelihood of collection. Residual
interests recognized in the period in which the
sale occurred should be treated as an adjustment
to the gain or loss. Residual interests recognized
in subsequent periods, for example, as a result of
subsequent realization and collection, should be
reported as revenues once the appropriate revenue
recognition requirements have been met.

» [Excess future revenues, when the asset recognition
criteria appropriate to the specific type of
revenue that underlies the note or certificate
have been met. Revenue recognition of the residual
interest would also occur at that time.

Because the timing of the recognition of residual
interests is difficult to generalize, it should be
discussed on a transaction by transaction basis as the
situation arises.

RECOURSE AND OTHER OBLIGATIONS

The University should recognize estimated liabilities
arising from the purchase and sale agreement when
information available prior to the issuance of the
financial statements indicates that it is probable that
a liability has been incurred at the date of the
financial statements and the amount of the liability can
be estimated. Examples are recourse obligations or
repurchase commitments. Further guidance on the
recognition of these types of potential liabilities can
be found in Financial Accounting Standards Board
Statement No. 5.

3/31/07
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V. PLEDGING OF FUTURE REVENUES WHEN RESOURCES ARE NOT RECEIVED

VI.

BY THE UNIVERSITY

These transactions would appear to be highly unusual and
should be discussed with the Assistant Vice President—
Financial Management if they arise.

While not the case in the University at present, if the
University pledges future cash flows of specific revenues
but do not receive resources in exchange for that pledge, it
requires certain disclosures and ultimately the reporting of
payments made under the pledge. For example, the University
could pledge its revenues in support of debt issued by a
component unit.

If this situation arises, at the time the pledge is made,
the University should not recognize a liability, and the
component unit should not recognize a receivable for the
futures revenues pledged in support of its debt. The
University would continue to recognize revenue from the
pledged amounts and would recognize a liability to the debt-
issuing component unit and an expense simultaneously with
the recognition of the revenues that are pledged. The debt-
issuing component unit should recognize revenue when the
University is obligated to make the payments.

INTRA-ENTITY TRANSFERS OF ASSETS AND FUTURE REVENUES

These transactions appear to be highly unusual for the
University and should be discussed with the Assistant Vice
President—Financial Management if they arise.

If a transaction is being considered that involves the
transfer of capital and financial assets and/or future

revenues within the same financial reporting entity - for
example, between a campus and its foundation or a foundation
and its campus - the financial reporting treatment is not

the same as if the same transaction occurred with an
external entity.

In these situations, the transferee should recognize the
assets or future revenues received at the carrying value of
the transferor. For example, if a campus foundation sold
receivables to a campus, the campus should recognize the
receivables acquired at the carrying value of the campus
foundation. If there is a difference between the amount paid
by the campus (exclusive of amounts that may be refundable)
and the carrying value of the receivables transferred, that
difference should be reported as a gain or loss by the
campus foundation in their separately audited financial
statements and as an operating revenue or expense in the

3/31/07 TL 96
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campus statements. However, these amounts must be
reclassified in the consolidated University statements as a
nonoperating subsidy.

In an intra-entity transfer sale of future revenues, the
transferor has reported no carrying value for the rights
sold because the asset recognition criteria have not been
met. Therefore the transferee should not recognize an asset
and related revenue until recognition criteria appropriate
to that type of revenue are met. Instead, the transferee
should report the amount paid as a deferred charge to be
amortized over the duration of the transfer agreement. The
transferor should defer the recognition of revenue from the
sale and recognize it over the duration of the sale
agreement.

Any deferred revenues and charges associated with these
types of transactions must be properly disclosed in the
University’s consolidated financial statements.

VII. DISCLOSURES RELATED TO FUTURE REVENUES THAT ARE PLEDGED OR
SOLD

Pledged revenues are those specific revenues that have been
formally committed to directly collateralize or secure debt
of the University, or directly or indirectly collateralize’
or secure debt of a component unit.

For each year in which the secured debt remains outstanding
at the end of the year, the University should disclose in
the notes to the financial statements information about
specific revenues pledged, including:

= Tdentification of the specific revenue pledged and the
approximate amount of the pledge. Generally, the
approximate amount of the pledge should be equal to the
remaining principal and interest payments of the secured
debt.

= Tdentification of, and general purpose for, the debt
secured by the pledged revenue.

' In an indirect collateralization, the pledged revenue agreement is not
directly between the University and the bondholders. The University’s
resources do not secure the debt; rather, the debt is secured by the
University’s payment to the component unit that is financed by that revenue.
In this case, the University would make an annual grant to the component unit,
which, in turn, pledges that revenue as security for its debt.

TL 96 3/31/07
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VII. DISCLOSURES RELATED TO FUTURE REVENUES THAT ARE PLEDGED OR

VIIT.

SOLD (Cont.)

= The term of the commitment, i.e., the period during which
the revenue will not be available for other purposes.

= The relationship of the pledged amount to the total for
that specific revenue, if estimable, i.e., the proportion
of the specific revenue stream that has been pledged.

= A comparison of the pledged revenues recognized during
the period to the principal and interest requirements for
the debt directly or indirectly collateralized by those
revenues.

In the year of the sale, if the University sells future
revenue streams, it must disclose in the notes to the
financial statements information about the specific revenues
sold, including:

= Tdentification of the specific revenue sold, including
the approximate amount and the significant assumptions
used in determining the approximate amount.

®= The period to which the sale applies.

= The relationship of the sold amount to the total for that
specific revenue, if estimable.

= A comparison of the proceeds of the sale and the present
value of the future revenues sold, including the
significant assumptions used in determining the present
value.

ACCOUNTING AND REPORTING

Accounting codes have been established in the Current Funds
and Loan Funds groups in the Corporate Financial System to

enable mapping to the University’s financial statements. If
a review of transactions indicates that codes are needed in
another fund group, contact UCOP—Financial Management.

The accounting codes will roll up into the statement of net
assets and the statement of revenues, expenses and changes
in net assets as outlined in the following tables:

3/31/07 TL 96
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Statement of Net Assets

Current Loan
Roll Up into Current Portion of Notes and Mortgages Receivable:
CA-Notes receivable-Sale of receivables—Sale AGC160614 AGC140614
CA-Notes receivable-Sale of receivables— AGC160615 AGC140615
Collateralized borrowing
CA-Notes receivable-Sale of future revenues— AGCl60616 AGC140616
Sale
CA-Notes receivable-Sale of future revenues— AGC160617 AGC140617
Collateralized borrowing
CA-Notes receivable-Sale of receivables— AGC160618 N/A
Investment
Roll Up into Notes Receivable:
NA-Notes receivable-Sale of receivables—Sale AGC161330 AGC141330
NA-Notes receivable-Sale of receivables— AGC161340 AGC141340
Collateralized borrowing
NA-Notes receivable-Sale of future revenues— AGC161350 AGC141350
Sale
NA-Notes receivable-Sale of future revenues— AGC161360 AGC141360
Collateralized borrowing
NA-Notes receivable-Sale of receivables— AGC161370 N/A
Investment
Roll Up into Deferred Revenue:
CL-Deferred revenues—Sale of future revenues AGC164350 AGC144350
CL-Deferred revenues—Sale of future revenues— AGC164360 AGC144360
earned
Roll Up into Other Current Liabilities:
CL-Collateralized borrowing obligations-Sale AGCl64761 AGC144761
of receivables
CL- Collateralized borrowing obligations-Sale AGCl64762 AGC144762
of receivables—payment
CL-Collateralized borrowing obligations-Sale AGC1l64763 AGC144763
of future revenues
CL-Collateralized borrowing obligations-Sale AGCle4764 AGCl44764
of future revenues—payment
Roll Up into Other Noncurrent Liabilities:
NL-Collateralized borrowing obligations-Sale AGC165571 AGC145571
of receivables
NL-Collateralized borrowing obligations-Sale AGC165573 AGC145573
of future revenues
NL-Deferred revenues-Sale of future revenues AGC165580 AGC145580

TL 96
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VIII.ACCOUNTING AND REPORTING (Cont.)

Statement of Revenues, Expenses and Changes in Net Assets

Current ‘ Loan
Roll Up into Other Operating Revenue:
Gain on sale of receivables ‘ AGC208300 ‘ TC8026
Roll Up into Other Operating Expense:
Loss on sale of receivables 0C7630 TC8123
Payment of pledged receivables? 0C7640 TC8124

IX. REFERENCES

GASB Statement No. 48, Sales and Pledges of Receivables
Future Revenues and Intra-Entity Transfers of Assets and
Future Revenues, Issued September 2006.

Historical note: Original Accounting Manual chapter first
published 3/31/07 analyst—Barbara Lester.

and

’ Object code to be used to reflect any collections of pledged receivables
subsequently paid to the transferee after the collateralized borrowing
obligation has been liquidated.

3/31/07
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EXHIBIT 1: Evaluation Questionnaire for Assessing

the University’s Continuing Involvement in the Sale
of Existing Receivables

A significant aspect of the assessment is the degree to which the University retains or relinquishes to the transferee
control over the existing receivables. A transaction in which the University receives or is entitled to proceeds in
exchange for the future cash flows from existing receivables should be reported as a sale if the University’s
continuing involvement with these receivables is effectively terminated .

The determination of whether the University’s continuing involvement is effectively terminated is dependent upon

an evaluation of the following criteria. A “yes” answer to any one of the questions indicates the University’s
continuing involvement is not effectively terminated and, therefore, the transaction should not be reported as a sale.

Transaction Assessed:

Conclusion:

Source Document/

Yes/No Specific Reference

Questions 1-3 outline the criteria to determine whether the substance
of the transaction is indicative of whether the sale has been
substantively consummated.

1. Isthe transferee’s ability to subsequently sell or pledge the
receivables significantly limited by the constraints imposed by the
University, either in the transfer agreement or through other
means?

2. Does the University have the option or ability to unilaterally
substitute for or reacquire specific accounts from among the
receivables transferred? Note: The ability or obligation to
substitute for defective accounts, at the option of the transferee,
would not violate this criterion. For example, accounts that do not
possess the characteristics stipulated in a transfer agreement may
be replaced by ones that do possess those traits. In addition,
insignificant “clean-up” calls by which the University may
reacquire remaining uncollected accounts when the outstanding
secured debt reaches a specified minimum balance would likewise
not violate this criterion.

3. Is the sale agreement cancellable by either party, including
cancellation through payment of a lump sum or transfer of other
assets or rights?

Questions 4-6 outline the criteria to determine whether the transferee
has a separate legal standing from the University.

4. Isthe separate organization’s legal entity the same as the
University’s legal entity?

5. Do the corporate powers of the transferee organization fail to
distinguish it as being legally separate from the University?
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6. Do the corporate powers of the transferee organization preclude it
from being sued in its own name without recourse to the
University, or preclude it from the right to buy or sell, lease or
mortgage property without the University’s approval?

Question 7 outlines the criteria to determine whether the receivables
are isolated from the University should it become the subject of a
bankruptcy proceeding.

7. Do provisions in the transfer agreement (or provided elsewhere in
statutes, charters or other governing documents or agreements) fail
to protect the transferee from the claims of the University’s
creditors?

If “yes” to any one of Questions 1-7, the University has continuing
involvement and the transaction must be recorded as a collateralized
borrowing, not a true sale of the receivables.

If “no” to all of Questions 1-7, continue to assess whether the
receivables are isolated from the University.

Generally, banking arrangements should eliminate access by the
University or its component units to the cash generated by collecting
the receivables. Access is eliminated when payments on individual
accounts are made directly to a custodial account maintained for the
benefit of the transferee.

8. Are payments on individual accounts made through the University
(and, presumably, then remitted to the transferee), as opposed to
payments on individual accounts made directly to a custodial
account maintained for the benefit of the transferee?

If the answer to all of Questions 1-7 and Question 8 is “no,” then the
transaction must be reported as a true sale of receivables and not a
collateralized borrowing.

If the answer to Question 8 is “yes” it tentatively leads to a
presumption of a collateralized borrowing that may be mitigated by
“no” answers to the following questions. It may be that the University
continues to service the accounts, or obligors may misdirect their
payments to the University rather than the transferee. In this
circumstance, access to the cash generated by collecting the receivables
is deemed to be eliminated if all of the answers to the following
questions are “no.”

9. Does the University have an obligation to advance amounts to the
transferee before it collects equivalent amounts from the underlying
individual accounts? Note: The payments to the transferee should be
made only from the resources generated by the specific receivables
rather than from the University’s own resources.

3/31/07
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Yes/No

Source Document/
Specific Reference

10. Is the cash collected by the University on behalf of the transferee
remitted to the transferee after significant delay?

11. Are earnings on invested collections held by the University instead of
passed on to the transferee?

12. Do the University’s general ledger and accounts receivable sub-ledger
fail to consider sale proceeds from the transferee as satisfaction of
individual accounts?

13. Does the University fail to indicate in its records which accounts have
been transferred and which collections pertain to those accounts?

If the answers to Questions 1-7 and 9-13 are “no,” notwithstanding the
fact that the answer to Question 8 is “yes,” then the transaction must be
recorded as a true sale, not as a collateralized borrowing.

Prepared by: Date:

Reviewed by: Date:
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EXHIBIT 2: Evaluation Questionnaire for Assessing the
University’s Continuing Involvement in Future
Revenues

A significant aspect of the assessment is the degree to which the University retains or relinquishes to the transferee
control over the future revenues. A transaction in which the University currently receives or is entitled to proceeds
in exchange for future cash flows from future revenues should be reported as a sale if the University’s continuing
involvement with these future revenues is effectively terminated . Note, however, that recognition of the revenue
may need to be deferred.

The determination of whether the University’s continuing involvement is effectively terminated is dependent on an
evaluation of the following criteria. A “yes” answer to any one of the questions indicates the University’s
involvement is not terminated and, therefore, the transaction should not be reported as a sale.

Transaction Assessed:

Conclusion:

Source Document/

Yes/No Specific Reference

Questions 1-4 outline the criteria to determine whether the University
maintains active involvement in the future generation of revenues
exchanged for current proceeds. Active involvement generally requires a
substantive action or performance by the University. The University must
determine whether the primary, fundamental activity or process that
generates a specific revenue requires a continuing active involvement.

1. Does the University produce or provide the goods or services that
are exchanged for the revenues.

2. Does the University levy or assess taxes, fees, or charges and can
the University directly influence the revenue base or the rate(s)
applied to that base to generate the revenues?

3. Is the University required to submit applications for grants or
contributions from other governments, organizations or individuals
to obtain the revenues?

Note: This application criterion refers to ongoing requirements that
qualify the University to continue to receive grants or
contributions in future years, rather than an initial application or
qualification process that remains effective without further effort
by the University.

4. s the University required to meet grant or contribution
performance provisions to qualify for those revenues?

Questions 5-7 outline the criteria to determine whether the substance of
the transaction is indicative of whether the sale has been substantively
consummated.
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Yes/No

Source Document/
Specific Reference

5. Is the transferee’s ability (or the ability of the ultimate
holder/owner of the future cash flows) to subsequently sell or
pledge the future cash flows significantly limited by constraints
imposed by the University, either in the transfer agreement or
through other means?

6. Does the contract, agreement, or other arrangement between the
original resource provider (a grantor organization, for example)
and the University prohibit the transfer or assignment of those
resources?

7. Is the sale agreement cancellable by either party, including
cancellation through payment of a lump sum or transfer of other
assets or rights?

If “yes” to any one of Questions 1-7, the University has continuing
active involvement and the transaction must be recorded as a
collateralized borrowing, not a true sale of the future revenues.

If “no” to all of Questions 1-7, continue to assess whether the future
revenues are isolated from the University.

Generally, banking arrangements should eliminate access by the
University or its component units to the cash generated by collecting
the future revenues. Access is eliminated when cash collection of
future revenues are made directly to a custodial account maintained for
the benefit of the transferee.

8. Are cash collections of future revenues made through the
University (and, presumably, then remitted to the transferee), as
opposed to cash collections of future revenues made directly to a
custodial account maintained for the benefit of the transferee?

If the answer to all of Questions 1-7 and Question 8 is “no,” then the
transaction must be reported as a true sale of future revenues and not a
collateralized borrowing.

If the answer to Question 8 is “yes” it tentatively leads to a presumption of
a collateralized borrowing that may be mitigated by “no” answers to the
following questions. It may be that the University continues to collect the
future revenues, or obligors may misdirect their payments to the
University rather than the transferee. In this circumstance, access to the
cash generated by collecting the future revenues is deemed to be
eliminated if all of the answers to the following questions are “no.”

9. Does the University have an obligation to advance amounts to the
transferee before it collects equivalent amounts from the future
revenues? Note: The payments to the transferee should be made
only from the resources generated by the specific future revenues
rather than from the University’s own resources.

TL 96
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Source Document/

Yes/No Specific Reference

10. Is the cash collected by the University on behalf of the transferee
remitted to the transferee after significant delay?

If the answers to Questions 1-7 and 9-10 are “no,” notwithstanding the
fact that the answer to Question 8 is “yes,” then the transaction must be
recorded as a true sale, not as a collateralized borrowing.

The University may remain associated with specific revenues in ways
that do not constitute the primary or fundamental activity that generates
the revenues and thus would not be considered to be actively involved
in the generation of those revenues.

Perform an assessment of the following, although a “yes” answer is
informational and not indicative of active involvement.

11. Does the University hold title to revenue-producing assets (for
leases, rents or royalty income, for example)?

12. Does the University own a contractual right to a stream of future
revenues?

13. Does the University maintain an association with the future
revenues by retaining the required characteristics of the future
revenues in order for the cash to flow? (GASB Statement No. 33
f20a)

14. Does the University maintain an association with the future
revenues by meeting time requirements specified by enabling
legislation or the provider? (GASB Statement No. 33 120b)

15. Does the University maintain an association with the future
revenues by incurring allowable costs under the applicable
programs where the provider offers resources on a reimbursement
(“expenditure-driven™) basis? (GASB Statement No. 33 §20c)

16. Does the University maintain an association with the future
revenues by meeting a specified action required by the provider of
the resources? The provider’s offer of resources is contingent upon
a specified action of the recipient and that action has occurred.
(For example, the University is required to raise a specific amount
of resources from third parties or to dedicate its own resources for
a specified purpose and has complied with those requirements.)
(GASB Statement No. 33 120d)

17. Has the University agreed to refrain from specified acts or
transactions (e.g., agreeing to non-competition restrictions)?

Prepared by: Date:

Reviewed by: Date:
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EXHIBIT 3:
True Sale

Debit (Credit)

Transaction Statement of Net Assets

1. Receive $990incashanda  Cash $990
$20 note receivable upon sale
of $1,000 of existing University
MOP loans that are classified

as Investments.

Notes receivable-sale of
receivables-investment! $20
AGC 160618 (Current)

AGC 161370 (Noncurrent)

Investments (MOP loan)  ($1,000)
AGC 161140
AR STIP Invest. Sales $1,000

AGC 160562

AIR STIP Invst. Sales-Settlements

AGC 160563 ($1,000)
OR
Receive $990 in cash and a Cash $990
$20 note receivable upon sale
of $1,000 of existing University
receivables that are not Notes receivable-sale of
classified as investments. receivables-sale? $20

AGC 160614 (Current)
AGC 161330 (Noncurrent)

Notes receivable—
collections

AGC 160612 (Current)
AGC 161320 (Noncurrent)

($1,000)

Note: Example is for sale of current funds notes receivable.

Accounting for a Sale of Existing Receivables as a

Increase (Decrease)

Reconciliation of Net
Operating Income (Loss) to
Net Cash Provided (Used) by
Operating Activities

SRECNA Statement of Cash Flows

Proceeds from sale of
investments (investing

N/A—Not an operating
transaction. This is an investing

activity) $990 transaction.
(Gain) loss on sale of
investments ($10)
AGC 208281
Collections of loans from
student and employees
(operating activity) $990
Accounts receivable ($20)

Accounts receivable $1,000

Other operating revenues? Operating income (loss) ~ $10
Gain on sale of receivable ($10)

AGC 208300

2 New notes receivable-sale of receivables-investments will be recorded in noncurrent assets (AGC 161370) and the current portion will be reclassified to current assets

(AGC 160618) at year end.

2 New notes receivable-sale of receivables-sale will be recorded in noncurrent assets (AGC 161330) and the current portion will be reclassified to current assets (AGC

160614) at year end.
() Other operating expenses if a loss on sale (OC7630)
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EXHIBIT 4:

Transaction

1. Receive $990 in cash and a
$20 note receivable upon sale
of $1,000 of existing University
MOP loans that are classified
as Investments, or other
receivables that are not
classified as investments, and
record collateralized borrowing
obligation.

2. Collect $50 of pledged

receivables (non-investment
receivables in this example),
including $5 interest income.

3. Remit $50 payment to
transferee.

4. Remit $25 final payment to
transferee that exceeds the
collateral borrowing obligation.

Collateralized Borrowing

Debit (Credit)

Statement of Net Assets

Cash $990

Notes receivable-sale of
receivables-collateralized
borrowingt $20
AGC 160615 (Current)

AGC 161340 (Noncurrent)

Collateralized borrowing
obligations-sale of
receivables?

AGC 164761 (Current)
AGC 165571 (Noncurrent)

($1,010)

Cash $50

Notes receivable-collections ($45)
AGC 160612 (Current)
AGC 161320 (Noncurrent)

Cash ($50)

Collateralized borrowing
obligations-sale of receivables-

payment2 $50
AGC 164762 (Current)
Cash ($25)

Note:; Example is for sale of current funds notes receivable.

SRECNA

Other operating revenue  ($5)

Other operating expense ~ $25
OC 7640

Accounting for a Sale of Existing Receivables as a

Increase (Decrease)

Statement of Cash Flows

Proceeds from collateralized
borrowing obligations (other
noncapital financing) ~ $1,010

Collections of loans from
student and employees
(operating activity) ($20)

Collections of loans from
student and employees
(operating activity) $45

Other receipts/payments
(operating activity) $5

Payments under collateralized
borrowing obligations (other
noncapital financing) ($50)

Other receipts/payments
(operating activity) ($25)

Reconciliation of Net
Operating Income (Loss) to
Net Cash Provided (Used) by

Operating Activities

N/A—Not an operating
transaction. This is a noncapital

financing transaction.
Accounts receivable ($20)
Accounts receivable $45

Operating income (loss) $5

N/A—Not an operating
transaction. This is a noncapital
financing transaction.

Operating income (loss)  ($25)

(1)  New notes receivable-sale of receivables-collateralized borrowing will be recorded in noncurrent assets (AGC 161340) and the current portion will be reclassified to
current assets (AGC 160615) at year end.

(2) New collateralized borrowing obligations-sale of receivables will be recorded in noncurrent liabilities (AGC 165571) and the current portion will be reclassified to current
liabilities (AGC 164761) at year end. Payments during each fiscal year will be debited to AGC 164762 to correctly reflect the transaction in the financial statements and
footnotes. After fiscal year end, the balance in AGC 164762 must be closed into AGC 164761 so that AGC 164762 reflects only current fiscal payments for
collateralized borrowing obligations.

3/31/07
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EXHIBIT 5:

Transaction

1. Receive $990 in cash and a
$20 note receivable upon sale
of future University revenues.
Defer revenue recognition.

2. Recognize deferred revenue
using a systematic and rational
method over the duration of the
sale agreement.

OR

Receive $990 in cash and a
$20 note receivable upon sale
of future University revenues.
Recognize all revenue at time
of sale.

Sale

Debit (Credit)

Statement of Net Assets

Cash $990

Notes receivable-sale of future
revenues-salet $20
AGC 160616 (Current)

AGC 161350 (Noncurrent)

Deferred revenues-sale of future
revenue? ($1,010)
AGC 164350 (Current)

AGC 165580 (Noncurrent)

Deferred revenues-sale of future

revenue-earned? $60
AGC 164360 (Current)

Cash $990
Notes receivable-sale of future
revenues-salet $20
AGC 160616 (Current)

AGC 161350 (Noncurrent)

Note: Example is for sale of current funds future revenues.

SRECNA

Revenue (dependent on the
proper classification of

revenue sold) ($60)
AGC various

Revenue (dependent on the
proper classification of
revenue sold)
AGC various

($1,010)

Accounting for a Sale of Future Revenues as a True

Increase (Decrease)

Statement of Cash Flows

Collections from sale of future
revenues (other operating
receipts) $990

Source based upon proper
classification of revenue sold

(operating activity) $60
Other (other operating
payments) ($60)

Source based upon proper
classification of revenue sold

(operating activity) $1,010
Other (other operating
payments) ($20)

Reconciliation of Net
Operating Income (Loss) to
Net Cash Provided (Used) by

Operating Activities

Accounts Receivable ($20)

Deferred revenue

$1,010

Deferred revenue ($60)

Operating income (loss) ~ $60

Accounts Receivable ($20)

Operating income (loss) $1,010

1) New notes receivable-sale of future revenues will be recorded in noncurrent assets (AGC 161350) and the current portion will be reclassified to current assets (AGC

160616) at year end.

2 New deferred revenue-sale of future revenues will be recorded in noncurrent assets (AGC 165580) and the current portion will be reclassified to current assets (AGC
164350) at year end. The reclassification of revenue earned during each fiscal year will be debited to AGC 164360 to correctly reflect the transaction in the financial
statements and footnotes. After fiscal year end, the balance in AGC 164360 must be closed into AGC 164350 so that AGC 164360 reflects only current fiscal year
reclassification of revenue earned.
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EXHIBIT 6:

Transaction

1. Receive $990 in cash and a
$20 note receivable upon sale
of future University revenues
and record a collateralized
borrowing obligation.

2. Record $50 pledged
revenue as revenue in
accordance with the recognition
and measurement criteria
appropriate to the specific type
of revenue pledged.

3. Remit $50 payment to
transferee.

Collateralized Borrowing
Debit (Credit)

Statement of Net Assets SRECNA

Cash $990

Notes receivable-sale of future

revenues-collateralized  borrowing!
$20

AGC 160617 (Current)

AGC 161360 (Noncurrent)

Collateralized borrowing
obligations-sale of future revenues?

($1,010)
AGC 164763 (Current)
AGC 165573 (Noncurrent)
Cash $50
Revenue (dependent on the
proper classification of
revenue sold) ($50)
AGC various
Cash ($50)

Collateralized borrowing
obligations-sale of future revenues-
payment2 $50
AGC 164764 (Current)

Accounting for a Sale of Future Revenues as a

Increase (Decrease)

Statement of Cash Flows

Proceeds from collateralized
borrowing obligations (other
noncapital financing) $990

Revenue (classification
dependent on type) (operating
activity) $50

Payments under collateralized
borrowing obligations (other
noncapital financing) ($50)

Note: Example is for sale of current funds future revenues; new codes for sales of loan funds future revenues can be found in Exhibit 8.

Reconciliation of Net
Operating Income (Loss) to
Net Cash Provided (Used) by

Operating Activities

N/A—Not an operating
transaction. This is a noncapital
financing transaction.

Accounts receivable ($20)

Operating income (loss) ~ $50

N/A—Not an operating
transaction. This is a noncapital
financing transaction.

(1) New notes receivable-sale of future revenues-collateralized borrowing will be recorded in noncurrent assets (AGC 161360) and the current portion will be reclassified to
current assets (AGC 160617) at year end.

)

New collateralized borrowing obligation-sale of future revenues will be recorded in noncurrent liabilities (AGC 165573) and the current portion will be reclassified

to current liabilities (AGC 164763) at year end. Payments during each fiscal year will be debited to AGC 164764 to correctly reflect the transaction in the financial
statements and footnotes. After fiscal year end, the balance in AGC 164764 must be closed into AGC 164763 so that AGC 164764 reflects only current fiscal payments
for collateralized borrowing obligations.
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