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Independent Auditors’ Report

The Board of Directors
California State University Institute:
We have audited the accompanying financial statements of the California State University Institute, a
component unit of the California State University, which comprise the statements of net position as of
June 30, 2016 and 2015, and the related statements of revenues, expenses, and changes in net position, and
statements of cash flows for the years then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these 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 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 audits. We conducted
our audits 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 the auditors’ 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 entity’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 entity’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 California State University Institute as of June 30, 2016 and 2015, and the changes in its net
position and its cash flows for the years 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
Required Supplementary Information
U.S. generally accepted accounting principles require that the management’s discussion and analysis on
pages 3 – 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 audit 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.
Supplementary and Other Information
Our audit was conducted for the purpose of forming an opinion on the basic financial statements as a whole.
The supplementary information included in schedules 1 through 3 is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Schedules 1 through 3 are the
responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, schedules 1 through 3 are fairly stated in all material respects in relation to the basic
financial statements as a whole.

Irvine, California
September 19, 2016
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Management’s Discussion and Analysis (Unaudited)
June 30, 2016 and 2015

The following discussion and analysis provides an overview of the financial position and performance of the
California State University Institute (the Institute) as of and for the years ended June 30, 2016 and 2015. It is
designed to assist the readers in focusing on financial overview and analysis of the financial activities of the
Institute. The discussion has been prepared by management and should be read in conjunction with the basic
financial statements and accompanying notes, which follow this section.
Overview of the Financial Statements
The financial statements of the Institute as of and for the year ended June 30, 2016 have been prepared in
accordance with Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial
Statements – and Management’s Discussion and Analysis – for State and Local Governments, as amended by
GASB Statement No. 35, Basic Financial Statements-and Management’s Discussion and Analysis-for Public
Colleges and Universities. For reporting purposes, the Institute is considered a special-purpose government
engaged in business-type activities.
The Institute’s financial statements consists of the independent auditors’ report, management’s discussion and
analysis, the basic audited financial statements, notes to the financial statements, and supplementary information.
The Institute’s basic financial statements are the Statement of Net Position, the Statement of Revenues, Expenses,
and Changes in Net Position, and the Statement of Cash Flows.
Statement of Net Position – The statement of net position presents the financial position of the Institute at the end
of the fiscal year and includes all assets and liabilities of the Institute. The difference between total assets and total
liabilities – net position—is one indicator of the current financial condition of the Institute, while the change in net
position is an indicator of whether the overall financial condition has improved or worsened during the year.
A summary of the Institute’s assets, liabilities, and net position at June 30, 2016, 2015 and 2014 is as follows:

Condensed Schedule of Net Position
June 30,
2015

2014

8,197,470
991,000

155,610,103
2,957,000

164,628,867
20,788,000

9,188,470

158,567,103

185,416,867

5,382,163
700,000

152,127,560
2,424,000

161,173,211
20,255,000

6,082,163

154,551,560

181,428,211

3,106,307

4,015,543

3,988,656

3,106,307

4,015,543

3,988,656

2016
Assets:
Current assets
Other noncurrent assets

$

Total assets
Liabilities:
Current liabilities
Noncurrent liabilities
Total liabilities
Net position:
Unrestricted
Total net position

$
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Management’s Discussion and Analysis (Unaudited)
June 30, 2016 and 2015

Assets
The Institute’s assets totaled $9.2 million on June 30, 2016, a decrease of $149.4 million, or 94% as compared to
the previous year. The decrease is attributed to the revenue bond anticipation notes (BANs) receivable of which
$147.8 million were paid off with the Systemwide Revenue Bond (SRB) Series 2015 bond sale proceeds. The
Institute’s capital financing receivable, current and noncurrent, totaled $1.9 million as of June 30, 2016, a
decreased of $3.8 million, or 67%, as compared to the previous year. Total assets decreased by $26.8 million from
$185.4 million in 2014 to $158.6 million in 2015. The decrease relates primarily to the collections received from
the CSU campuses who participated in the capital financing program.
Liabilities
The Institute’s liabilities totaled $6.1 million on June 30, 2016, a decrease of $148.5 million, or 96% compared to
the previous year. This is primarily due to less outstanding commercial paper, current and noncurrent. There is a
direct relationship between BAN receivable, capital financing receivable and commercial paper payable. BANs
are issued by the CSU to provide short-term financing to CSU campuses for construction projects. The BANs are
purchased by the Institute with proceeds from the Institute’s issuance of commercial paper. The BANs and capital
financing receivable act as collateral for the Institute’s commercial paper and contain terms consistent with the
commercial paper (notes 4 and 5). In 2015, BAN receivable decreased as noted above. When BAN receivable and
capital financing receivables decrease, commercial paper payable will also decrease.
In August 2014, the CSU issued Systemwide Revenue Bonds Series 2014A in the amount of $748 million for
refunding existing bonds and commercial paper redemption. Through this debt issues, the BAN receivable and
commercial paper payable for the amount of $153.1 million were paid off.
During fiscal year 2015, the Institute purchased BANs with proceeds from the issuance of commercial paper for
the various projects and the carrying amount for the BAN receivable and commercial paper payable was
$149.3 million (note 4).
Net Position
Net position may serve over time as a useful indicator of the Institute’s financial position. Net position represents
the residual measure of assets net of liabilities. Net position fluctuates annually due to the Institute’s operating
results for a given fiscal year as well as investment income. The Institute’s net position is all classified as
unrestricted. Unrestricted net position may be designated for use by the Institute.
The Institute’s net position decreased by $909.2 thousand, or 23% during fiscal year 2016. This is attributed to
having only one new campus project during the fiscal year to pay for all of the Institute’s fixed program costs of
approximately $1.4 million against the program support revenue collected of $395.0 thousand. There were no
significant changes in fiscal year 2015 compared to 2014.
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 during the year on an accrual basis are classified as either operating or nonoperating. It presents the results
of the Institute’s operations and changes in its net position over the course of the fiscal year.
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Management’s Discussion and Analysis (Unaudited)
June 30, 2016 and 2015

A summary of the Institute’s statement of revenues, expenses, and changes in net position is as follows:

Condensed Schedule of Revenues, Expenses, and Changes in Net Position
2016
Operating revenues
Operating expenses

$

Operating loss
Nonoperating revenues
Change in net position
Net position, beginning of year
Net position, end of year

$

Years ended June 30,
2015

2014

495,674
1,441,504

1,570,079
1,571,016

2,120,107
2,383,477

(945,830)

(937)

(263,370)

36,594

27,824

33,759

(909,236)

26,887

(229,611)

4,015,543

3,988,656

4,218,267

3,106,307

4,015,543

3,988,656

Operating Revenues and Expenses
During fiscal year 2016, the operating revenues totaled $495.7 thousand, a decrease of $1.1 million, or 68%.
During fiscal year 2015, the operating revenues totaled $1.6 million, a decrease of $550.0 thousand, or 26%
compared with 2014. The decreases each year are primarily due to reduction of the program support collected from
the members due to less members participating in the commercial paper program, as mentioned in previous page.
During fiscal year 2016, the operating expenses totaled $1.4 million, a decrease of $129.5 thousand, or 8%. During
fiscal year 2015, the operating expenses totaled $1.6 million, a decrease of $812.4 thousand, or 34% compared
with 2014. The decreases each year are primarily due to lower program costs and interest on debt. Program costs
consist mainly of the commercial paper related administration fees, such as letter of credit, dealer, trustee, and
rating agencies, and overhead costs.
The estimated average commercial paper interest rate dropped from 0.65% to 0.11% based on estimated average
outstanding commercial paper balance for the fiscal year. As mentioned in the liabilities section, the same is true
for interest. The amount of interest expense (interest on debt) paid to the commercial paper dealers matches what
is charged to the members for the commercial paper program and what the Institute records as interest income on
its financial statement. Any variance is attributed to the capital financing program, which charges interest based
on a tax-exempt rate, which is adjusted annually. Prior to the start of the new fiscal year, the Institute resets the
interest rate based on Securities Industries and Financial Market Association (SIFMA) index plus a certain margin
for the market rate increase and program costs. The interest rate on the capital financing program is 1.50%–1.50%
and 1.50%–2.00% as of June 30, 2016 and 2015, respectively (note 5).
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Management’s Discussion and Analysis (Unaudited)
June 30, 2016 and 2015

Long-Term Debt Obligations (Commercial Paper Program)
The Institute manages a commercial paper program for various financing activities. To minimize debt service costs
during construction periods, the CSU Board of Trustees (the Board) initially finances capital improvements with
proceeds of commercial paper notes, which are issued by the Institute and secured by BANs issued by the Board.
Such short-term debt is generally refinanced with permanent bond financing through the CSU Systemwide
Revenue Bonds (SRB) when commercial paper capacity reaches its maximum limit. In a few cases, financing for
certain projects with shorter amortization schedules may remain in commercial paper financing rather than the
traditional longer-term bonds, and amortized over shorter to medium terms using revenue derived from the projects
(note 4). The Board also utilizes commercial paper issued by the Institute to internally finance certain equipment
and software purchases of CSU campuses. CSU campuses enter into installment purchase obligations and make
installment payments over terms consistent with the useful life of the financed equipment or software (typically
5–7 years). These installment payments are applied to repay outstanding commercial paper principal and interest,
adjusted annually, on commercial paper (note 5).
Factors Impacting Future Periods
In July 2014, the State legislature approved new capital financing authorities for the CSU, providing among other
things the flexibility to issue SRB and/or BANs to support interim financing, under the CSU’s commercial paper
program for academic and other projects approved by the Board.
On August 2, 2016, the Institute issued commercial paper totaling $89.8 million to provide funding for several
projects under the new authority referenced above, with the expectation that the commercial paper will be retired
with proceeds from permanent bond financing from the CSU’s SRB program. The commercial paper is
collateralized by BANs on terms consistent with the commercial paper.
On August 31, 2016, the Institute issued $68.9 million in tax exempt commercial paper to finance Monterey Bay
Promontory Student Housing Acquisition Project. The commercial paper is collateralized by BANs on terms
consistent with the commercial paper and bears interest at the same rate as is paid on the related commercial paper.
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Statements of Net Position
June 30, 2016 and 2015
2016
Assets:
Current assets:
Cash and cash equivalents
Accounts receivable
Investments
Revenue Bond Anticipation Notes receivable, current portion
Interest receivable
Capital financing receivables, current portion
Prepaid expenses

$

Total current assets
Noncurrent assets:
Revenue Bond Anticipation Notes receivable, less current
portion
Capital financing receivables, less current portion
Total noncurrent assets
Total assets
Liabilities:
Current liabilities:
Accounts payable
Interest payable
Commercial paper payable – current portion
Total current liabilities
Noncurrent liabilities:
Commercial paper payable, net of current portion
Total liabilities
Net position:
Unrestricted
Total net position

$

See accompanying notes to financial statements.
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2015

37,185
8,641
2,622,021
3,940,000
3,956
1,566,000
19,667

34,671
—    
3,521,797
148,185,000
19,552
3,830,000
19,083

8,197,470

155,610,103

700,000
291,000

1,100,000
1,857,000

991,000

2,957,000

9,188,470

158,567,103

116,074
2,089
5,264,000

99,664
12,896
152,015,000

5,382,163

152,127,560

700,000

2,424,000

6,082,163

154,551,560

3,106,307

4,015,543

3,106,307

4,015,543

CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Statements of Revenues, Expenses, and Changes in Net Position
Years ended June 30, 2016 and 2015
2016
Operating revenues:
Program support
Interest income

$

Total operating revenues
Operating expenses:
Program costs
Interest on debt
Total operating expenses
Operating loss
Nonoperating revenues:
Investment income, net
Other nonoperating revenues
Total nonoperating revenues
(Decrease) increase in net position
Net position, beginning of year
Net position, end of year

$

See accompanying notes to financial statements.
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2015

394,835
100,839

1,292,715
277,364

495,674

1,570,079

1,394,470
47,034

1,476,311
94,705

1,441,504

1,571,016

(945,830)

(937)

36,322
272

27,824
—    

36,594

27,824

(909,236)

26,887

4,015,543

3,988,656

3,106,307

4,015,543

CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Statements of Cash Flows
Years ended June 30, 2016 and 2015
2016
Cash flows from operating activities:
Program support
Expenditures and other deductions
Interest received on notes
Interest paid on commercial paper

$

386,194
(1,378,644)
72,346
(13,752)

1,437,484
(1,634,094)
272,446
(74,882)

(933,856)

954

3,540,000
(4,230,000)

132,426,177
(7,885,000)

(690,000)

124,541,177

(3,540,000)
400,000
3,830,000
36,322
(10,180)
(6,060,282)
6,970,510

(132,426,177)
400,000
7,485,000
27,824
(5,039)
(12,855,610)
12,824,261

1,626,370

(124,549,741)

2,514

(7,610)

34,671

42,281

$

37,185

34,671

$

(945,830)

(937)

Net cash (used in) provided by operating activities
Cash flows from capital and related financing activities:
Proceeds from commercial paper
Payments of commercial paper
Net cash (used in) provided by capital and related financing activities
Cash flows from investing activities:
Invested in Revenue Bond Anticipation Notes
Proceeds from Revenue Bond Anticipation Notes
Proceeds from capital financing arrangements
Investment income, net
Unrealized gains
Purchases of investments
Sales of investments
Net cash provided by (used in) investing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Reconciliation of operating loss to net cash (used in) provided by operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash (used in)
provided by operating activities:
Changes in assets and liabilities:
(Increase) decrease in accounts receivable
Decrease in interest receivable
Increase in prepaid expenses
Increase (decrease) in accounts payable
(Decrease) increase in interest payable
Decrease in unearned revenue
Net cash (used in) provided by operating activities
Supplemental disclosures of noncash capital and related financing activities:
Commercial paper proceeds directly wired to escrow agent and
auxiliary by bank
Bond proceeds directly wired to Commercial Paper Trustee by bank
Rollover of commercial paper – principal issued
Rollover of commercial paper – principal paid
See accompanying notes to financial statements.
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2015

(8,641)
15,596
(584)
16,410
(10,807)
—    
$

$

(933,856)

—    
(147,829,089)
15,323,000
(15,323,000)

155,606
12,811
(875)
(156,908)
2,094
(10,837)
954

1,897,823
(153,167,729)
518,073,000
(518,073,000)

CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Notes to Financial Statements
June 30, 2016 and 2015

(1)

Organization
California State University Institute (the Institute) is a nonprofit California corporation that is an auxiliary
organization of the California State University (the CSU). The Institute is a discretely presented component
unit of the CSU. The Institute’s primary purpose is to provide financing, in the form of commercial paper,
to fund projects (nonstate-funded) to be undertaken at the various CSU campuses.

(2)

Summary of Significant Accounting Policies
(a)

Basis of Presentation
The accompanying financial statements for the Institute have been prepared under the standards
promulgated by the Governmental Accounting Standards Board (GASB) using the accrual basis of
accounting and economic resources measurement focus. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.

(b)

Net Position
The Institute’s net position is classified as unrestricted. Unrestricted net position may be designated
for use by the Institute. The Institute has adopted a policy of utilizing restricted funds, when available,
prior to unrestricted funds.

(c)

Cash and Cash Equivalents and Statements of Cash Flows
The Institute considers all highly liquid investments with an original maturity date of three months or
less to be cash and cash equivalents. The Institute considers amounts included in the CSU Consolidated
Investment Pool (the Investment Pool) to be investments. Certain transactions recorded as revenue or
expenses in the accompanying Statements of Revenues, Expenses, and Changes in Net Position
include transactions between entities that are also participants in the Investment Pool. The Institute
considers changes in the respective participants’ equity in the Investment Pool resulting from these
transactions to represent cash flows of the Institute in the accompanying Statements of Cash Flows.

(d)

Investments
Investments are reflected at fair value using quoted market prices. Realized and unrealized gains and
losses are included in the accompanying Statements of Revenues, Expenses, and Changes in Net
Position as a component of investment income, net.
Investments that are used for current operations are classified as short-term investments. Investments
that are restricted for withdrawal or use for other than current operations, designated or restricted for
the acquisition or construction of noncurrent assets, designated or restricted for the liquidation of the
noncurrent portion of long-term debt, or restricted as to the liquidity of the investments are classified
as other long-term investments.
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Notes to Financial Statements
June 30, 2016 and 2015

(e)

Revenues
The Institute reports collections from the participating members in the Statements of Revenues,
Expenses, and Changes in Net Position for revenues recognized during the period earned (notes 4 and
5). The rates charged to campuses for short-term campus construction project financings are equal to
the rates charged on the Institute’s commercial paper. The rates charged to participating members for
capital financings are higher than the rates charged on the Institute’s commercial paper due to the
administrative costs to run this program. Investment income, net is recognized during the period
earned.

(f)

Classification of Revenues and Expenses
The Institute considers operating revenues and expenses in the Statements of Revenues, Expenses, and
Changes in Net Position to be those revenues and expenses that result from exchange transactions or
other activities that are connected directly to the Institute’s primary purposes. Exchange transactions
include charges for services rendered and the acquisition of goods and services. Certain other
transactions are reported as nonoperating revenues and expenses in accordance with
GASB requirements. These nonoperating activities primarily include the Institute’s net investment
income.

(g)

Income Taxes
The Institute 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 Institute 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 financial
statements taken as a whole.

(h)

Use of Estimates
In preparing financial statements in conformity with U.S. generally accepted accounting principles,
management is required to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and revenues and expenses during the reporting period. Actual amounts may differ from
those estimates.

(i)

New Accounting Pronouncements
In February 2015, GASB issued statement No. 72 Fair Value Measurements and Applications,
effective for the Programs’ fiscal year beginning July 1, 2015. This statement defines fair value and
describes how fair value should be measured, what assets and liabilities should be measured at fair
value, and what information about fair value should be disclosed in the notes to the financial
statements.
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Notes to Financial Statements
June 30, 2016 and 2015

(3)

Cash and Cash Equivalents, Investments, and Investment Income, Net
The Institute’s cash and cash equivalents and investments as of June 30, 2016 and 2015 are classified in the
accompanying financial statements as follows:
2016
Cash and cash equivalents
Investments
Total cash, cash equivalents, and investments

(a)

2015

$

37,185
2,622,021

34,671
3,521,797

$

2,659,206

3,556,468

Cash and Cash Equivalents
At June 30, 2016 and 2015, cash and cash equivalents consisted of demand deposits and money market
funds held at a financial institution. The Institute’s cash and cash equivalents of $37.2 thousand and
$34.7 thousand have a corresponding bank balance of $37.2 thousand and $38.8 thousand at June 30,
2016 and 2015, respectively. At June 30, 2015, the difference between the book and bank balance is
due to an outstanding check.
The Institute maintains centralized management for substantially all of its cash and cash equivalents.
Cash in demand deposit accounts is minimized by sweeping available cash balances into the CSU
Consolidated Investment Pool on a daily basis.

(b)

Investments
At June 30, 2016 and 2015, the Institute’s investment portfolio consisted of investments held in the
CSU Consolidated Investment Pool. Separate accounting is maintained as to the amounts allocable to
the various funds and programs.
Investment Policy
State law and regulations require that surplus monies of the Institute must be invested. The primary
objective of the Institute’s investment policy is to safeguard the principal. The secondary objective is
to meet the liquidity needs of the Institute. The third objective is to return an acceptable yield.
The Institute’s investment policy authorizes funds held in local trust accounts under Education Code
Section 89721 and 89724 to be invested in any of the securities authorized by Government Code
Section 16430 and Education Code Section 89724, subject to certain limitations. In general, the
Institute’s investment policy permits investments in obligations of the federal and California state
governments, certificates of deposit, high-quality domestic corporate and fixed income securities, and
certain other investment instruments.
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CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Notes to Financial Statements
June 30, 2016 and 2015

Custodial Credit Risk
Custodial credit risk is the risk that, in the event of the failure of the custodian, the investments or
deposits may not be returned to the Institute. Substantially all of the Institute’s securities are registered
in the California State University’s name by the custodial bank as an agent for the Institute. The
Institute’s deposits are maintained at financial institutions that are Federal Deposit Insurance
Corporation (FDIC) insured. As a result, custodial credit risk for such investments and deposits are
remote.
Interest Rate Risk
Interest rate risk is the risk that fluctuations in interest rates will adversely affect the fair market value
of an investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its
fair market value to fluctuations in market interest rates. The Institute’s investment guidelines measure
interest rate risk by limiting an eligible investment to a maximum effective maturity and by limiting
the average duration of the portfolio. The effective maturity date reflects a bond with embedded
options such as a call, put, reset date, and prepayment speed resulting in the maturity of a bond being
less than its final maturity date. Duration is a measure of the sensitivity of the price of an investment
relative to fluctuations in market interest rates.
Durations of the Institute’s investment portfolio for each investment type as of June 30, 2016 are
presented in the table below:
Investment type

Fair value

Asset-backed securities
Certificates of deposit
Commercial paper
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreements
U.S. Agency securities
U.S. Treasury securities
Total investments

13

$

161,581
199,716
7,407
786,039
12,193
526
26,624
15,079
836,137
576,719

$

2,622,021

Duration
(in years)
1.00332
0.22407
0.32250
1.12292
—
1.16662
0.13505
0.00272
1.35711
1.76091

(Continued)

CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Notes to Financial Statements
June 30, 2016 and 2015

Durations of the Institute’s investment portfolio for each investment type as of June 30, 2015 are
presented in the table below:

Investment type

Fair value

Asset-backed securities
Certificates of deposit
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreements
U.S. Agency securities
U.S. Treasury securities
Total investments

$

237,240
163,387
1,028,966
28,506
1,756
24,530
9,027
1,235,928
792,457

$

3,521,797

Duration
(in years)
1.18643
0.19372
1.12087
—
2.40316
1.00814
0.00274
1.60424
1.51918

Another way the Institute manages its exposure to interest rate risk is by purchasing a combination of
short-term and long-term investments and by timing cash flows from maturities so that a portion of
the portfolio is maturing or nearing maturity evenly over time as necessary to provide cash flow and
liquidity needed for operations.
Credit Risk
Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This risk is measured by the assignment of a rating by a nationally recognized statistical
rating organization.
By law, the Institute invests in low credit risk securities such as U.S. government securities; securities
of federally sponsored agencies; highly rated domestic corporate bonds; prime-rated commercial
paper; repurchase and reverse repurchase agreements; banker’s acceptances; and negotiable
certificates of deposit. Therefore, occurrence of credit risk is considered remote.
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Ratings of the Institute’s investment portfolio for each investment type as of June 30, 2016 are
presented in the table below:
Investment type
Asset-backed securities
Certificates of deposit
Commercial paper
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreement
U.S. Agency securities

AAA

Rating as of year-end
AA
A

161,581
199,716
7,407
786,039
12,193
526
26,624
15,079
836,137

161,581
—
—
1,923
—
—
—
—
—

—
26,017
—
171,653
—
526
26,624
—
811,235

—
173,699
7,407
612,463
2,191
—
—
3,626
24,902

—
—
—
—
10,002
—
—
11,453
—

2,045,302

163,504

1,036,055

824,288

21,455

Fair value
$

Total
Not subject to ratings:
U.S. Treasury securities

Not rated

576,719

Total investments $ 2,622,021

Ratings of the Institute’s investment portfolio for each investment type as of June 30, 2015 are
presented in the table below:
Investment type
Asset-backed securities
Certificates of deposit
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreement
U.S. Agency securities
Total
Not subject to ratings:
U.S. Treasury securities

$

Rating as of year-end
AA
A

Fair value

AAA

Not rated

237,240
163,387
1,028,966
28,506
1,756
24,530
9,027
1,235,928

237,240
—
26,844
—
—
—
—
—

—
11,738
224,610
—
1,756
24,530
—
1,235,928

—
151,649
777,512
—
—
—
5,740
—

—
—
—
28,506
—
—
3,287
—

2,729,340

264,084

1,498,562

934,901

31,793

792,457

Total investments $ 3,521,797
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Concentration Risk
Concentration risk rises as investments become concentrated relative to a portfolio characteristic such
as issuance, issuer, market sector, counter-party, or sovereign nation and is best mitigated by
diversification. The Institute’s investment policy has concentration limits that provide sufficient
diversification. As a result, the occurrence of concentration risk is remote.
As of June 30, 2016, the following investments of the CSU Consolidated Investment Pool (excluding
U.S. Treasury securities, mutual funds, and external investment pools) represented 5% or more of the
Institute’s total investment portfolio: Federal Home Loan Banks totaling $258.9 thousand, or 10%;
Federal National Mortgage Association (Fannie Mae) totaling $203.7 thousand, or 8%; Federal Farm
Credit Banks Funding Corporation totaling $189.5 thousand, or 7%; and Federal Home Loan
Mortgage Corporation (Freddie Mac) totaling $184.3 thousand, or 7%. As of June 30, 2015, the
following investments of the CSU Consolidated Investment Pool (excluding U.S. Treasury securities,
mutual funds, and external investment pools) represented 5% or more of the Institute’s total investment
portfolio: Federal Home Loan Banks totaling $530.8 thousand, or 15%; Federal National Mortgage
Association (Fannie Mae) totaling $279.0 thousand, or 8%; Federal Home Loan Mortgage Corporation
(Freddie Mac) totaling $226.0 thousand, or 6%; and Federal Farm Credit Banks Funding Corporation
totaling $201.2 thousand, or 6%.
Fair Value Measurements
The Institute uses fair value measurements to record fair value adjustments to certain assets and
liabilities and to determine the fair value disclosures. The fair value of a financial instrument is the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Fair value is best determined based upon quoted
market prices. However, in certain instances, there are no quoted market prices for the Institute’s
various financial instruments. In cases where quoted market prices are not available, fair values are
based on estimates using present value or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including discount rates and estimates of future cash
flows. Accordingly, the fair value estimates may not be realized in an immediate settlement of the
instrument. The Institute groups its assets and liabilities measured at fair value in three levels, based
on the markets in which the assets and liabilities are traded and the reliability of the assumptions used
to determine fair value. The three levels of the fair value hierarchy are as follows:


Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the University has the ability to access at the measurement date.



Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly.



Level 3 inputs are unobservable inputs for the asset or liability. This valuation is accomplished
using management’s best estimate of fair value, with inputs into the determination of fair value
that require significant management judgment or estimation.
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The level in the fair value hierarchy within which a fair measurement in its entirety falls is based on
the lowest level input that is significant to the fair value measurement in its entirety.
The following table presents assets that are measured at fair value on a recurring basis at June 30,
2016:

Investment type

Fair value

Asset-backed securities
Certificates of deposit
Commercial paper
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreement
U.S. Agency securities
U.S. Treasury securities
Total investments

Level 1

Level 2

$

161,581
199,716
7,407
786,039
12,193
526
26,624
15,079
836,137
576,719

—
—
—
—
12,193
—
—
—
—
576,719

161,581
199,716
7,407
786,039
—
526
26,624
15,079
836,137
—

$

2,622,021

588,912

2,033,109

The following table presents assets that are measured at fair value on a recurring basis at June 30,
2015:

Investment type
Asset-backed securities
Certificates of deposit
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreement
U.S. Agency securities
U.S. Treasury securities
Total investments

Fair value
$

237,615
163,726
1,028,043
28,576
1,754
24,509
9,049
1,235,986
792,539

$

3,521,797

Level 1
—
—
—
28,576
—
—
—
—
792,539
821,115

Level 2
237,615
163,726
1,028,043
—
1,754
24,509
9,049
1,235,986
—
2,700,682

The following discussion describes the valuation methodologies used for financial assets and liabilities
measured at fair value. The techniques utilized in estimating the fair value are affected by the
assumptions used.
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Securities such as asset-backed, mortgage-backed, US agency and US treasury are valued at the last
sale price on the last business day of the current fiscal year, as quoted on a recognized exchange or an
industry standard pricing service, when available. Securities for which no sale was reported as of the
close of the last business day of the current fiscal year are valued at the quoted bid price provided by
the University’s external investment managers or their custodians.
For investments that include mutual funds, municipal bonds, repurchase agreements and corporate
bonds, the carrying value is similarly calculated using valuations that include observable market
quoted prices. However, observable inputs other than quoted prices include price services or indexes,
estimates, appraisals, assumptions and other methods that are reviewed by management.
Securities such as commercial paper and certificate of deposit with short maturities and infrequent
secondary market trades are typically priced via mathematical calculations.
There were no assets and liabilities measured at fair value on a recurring basis using significant
unobservable inputs (Level 3) during 2016 and 2015.
(c)

Investment Income, Net
Investment income, net, included within the Statements of Revenues, Expenses, and Changes in Net
Position comprises of unrealized gains of $10.2 thousand and $5.0 thousand and interest and dividend
income of $26.1 thousand and $22.8 thousand for the years ended June 30, 2016 and 2015,
respectively.

(4)

Revenue Bond Anticipation Notes Receivable
Revenue Bond Anticipation Notes (BANs) are issued by the CSU to provide short-term financing to CSU
campuses for construction projects. The BANs are purchased by the Institute with proceeds from the
Institute’s issuance of commercial paper. The BANs act as collateral for the Institute’s commercial paper
and contain terms consistent with the commercial paper (note 6).
At June 30, 2016 and 2015, the Institute held $4.6 million and $149.3 million, respectively, in BANs in
relation to various campuses’ commercial paper issuances. Interest on the BAN is equal to the interest on the
commercial paper with maximum and minimum weighted average interest rates for the years ended June 30,
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2016 and 2015 of 0.45% and 0.05%, and 0.18% and 0.04%, respectively. As of June 30, 2016 and 2015,
BANs receivable consisted of the following:
Project names

2016

California State University, San Bernardino Parking Lot N
CSU Fullerton on Auxiliary Services Corporation –
Faculty/Staff Housing Refinance
San Diego State University South Campus Plaza
CSU Channel Islands Student Housing Phase III
California State Polytechnic University, Pomona Parking
Structure II
CSU Fullerton on Auxiliary Services Corporation – Western
State University College of Law Acquisition
CSU Channel Islands Dining Commons Expansion
CSU Northridge on The University Corporation –
9324 Reseda Blvd. Building Acquisition
Sonoma State University Joan and Sanford I. Weill Commons
CSU Los Angeles on Cal State L.A. University Auxiliary
Services, Inc. – Commercial Loan Refinancing
Total BANs receivable

$

$

2015

3,540,000

—

1,100,000
—
—

1,500,000
63,597,000
31,543,000

—

20,152,000

—
—

13,470,000
11,057,000

—
—

3,415,000
2,636,000

—

1,915,000

4,640,000

149,285,000

Future BAN payments due to the Institute as of June 30, 2016 are as follows:
Year(s)

Total

2017
2018
2019
Total

$

3,940,000
400,000
300,000

$

4,640,000

The carrying amount of these notes approximates fair value as of June 30, 2016 and 2015. The fair values
were estimated based on quoted market rates for instruments with similar terms and remaining maturities.
(5)

Capital Financing Receivable
The CSU and the Institute created a program to finance certain capital needs of CSU campuses and
auxiliaries, whereby the CSU enters into capital financing agreements with the Institute. The capital
financing receivables are used to fund computer software upgrades for several campuses and to fund a wide
range of software, hardware, and other equipment needs. The capital financing acts as collateral for the
Institute’s issuance of commercial paper, proceeds from which are used to provide resources for the
financings. The capital financing receivables require the CSU campuses to make quarterly installment
payments to the Institute over periods up to eight years, a portion of which is used to repay principal and
interest on the commercial paper (note 6). The interest rate is based on a tax-exempt rate, which is adjusted
annually. Prior to the start of the new fiscal year, the Institute resets the interest rate based on Securities
Industries and Financial Market Association (SIFMA) index plus a certain margin for the market rate
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increase and program costs. The interest rate on the capital financing receivable is 1.50%–1.50% and
1.50%–2.00% as of June 30, 2016 and 2015, respectively.
At June 30, 2016 and 2015, the Institute held $1.9 million and $5.7 million, respectively, in capital financing
receivables. The commercial paper issuances corresponding to the capital financing projects had maximum
and minimum weighted average interest rates of 0.45% and 0.05%, and 0.18% and 0.04% for the years ended
June 30, 2016 and 2015, respectively. As of June 30, 2016 and 2015, capital financing receivables consisted
of the following:
Campuses

2016

CSU Bakersfield
CSU Dominguez Hills
Humboldt State
CSU San Francisco
San Jose State
CSU San Marcos
Total capital financing receivables

2015

$

395,000
86,000
807,000
210,000
308,000
51,000

1,137,000
423,000
2,728,000
415,000
478,000
506,000

$

1,857,000

5,687,000

Future capital financing payments due to the Institute as of June 30, 2016 are as follows:
Year
2017
2018
2019
Total

(6)

Principal

Interest

Total

$

1,566,000
251,000
40,000

14,637
2,713
375

1,580,637
253,713
40,375

$

1,857,000

17,725

1,874,725

Commercial Paper
The Institute manages a commercial paper program, which provides for secured borrowings through issuance
of Series A Tax Exempt and Series B Taxable Notes up to an authorized aggregate principal and accrued
interest amount of $500 million. The commercial paper notes are issued in denominations of $1 thousand
principal amounts each or any integral multiple thereof, and secured by BANs and other capital financing
agreements (notes 4 and 5). The commercial paper program is supported by a $300 million letter of credit
facility, issued on a several but not joint basis by State Street Bank and Trust Company and Wells Fargo
Bank, National Association. As of June 30, 2016 and 2015, commercial paper with a face amount of
$6 million and $154.4 million, respectively, was issued and outstanding. The borrowings have variable
maturity dates not to exceed 270 days with rollover provisions at maturity and bear interest at tax-exempt
or, in the case of taxable commercial paper, taxable commercial paper interest rates as calculated by the
commercial paper dealers as of each maturity date. The CSU has the ability to, and intends to, extend certain
BANs to periods longer than one year; accordingly, the related outstanding amount of commercial paper
related to these BANs at year-end has been classified as a long-term obligation. The maximum and minimum
weighted average interest rates at June 30, 2016 and 2015 were 0.45% and 0.05%, and 0.18% and 0.04%,
respectively.
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The carrying amounts of the Institute’s commercial paper payable are as follows:
2016
Commercial paper payable, current portion
Commercial paper payable, net of current portion
Total commercial paper payable

2015

$

5,264,000
700,000

152,015,000
2,424,000

$

5,964,000

154,439,000

The changes in outstanding debt during fiscal years 2016 and 2015, which include the rollover of commercial
paper, are as follows:
2016

2015

Commercial paper, beginning balance
Commercial paper issued – principal
Commercial paper paid – principal

$

154,439,000
18,863,000
(167,338,000)

181,150,000
652,397,000
(679,108,000)

Commercial paper, ending balance

$

5,964,000

154,439,000

The carrying amounts of commercial paper payable approximate their fair values as of June 30, 2016 and
2015. The fair values of commercial paper payable were estimated based on quoted market rates for
instruments with similar terms and remaining maturities.
(7)

Related Party
The Institute provides funding to the CSU Chancellor’s Office for administrative services. The
administrative services totaled $150.6 thousand and $132.9 thousand in fiscal years 2016 and 2015,
respectively.
The Institute provides financing to CSU campuses to support construction projects and certain capital needs
(notes 4 and 5). The Institute received revenue for program support from the CSU campuses totaling
$394.8 thousand and $1.3 million at June 30, 2016 and 2015, respectively. Additionally, interest income
received by the Institute from CSU campuses was $100.8 thousand and $277.4 thousand for the years ended
June 30, 2016 and 2015, respectively.

(8)

Subsequent Events
On August 2, 2016, the Institute issued $89.8 million in tax-exempt commercial paper to finance the CSU
2015-2016 Infrastructure Improvements and Capital Outlay Projects. The commercial paper is collateralized
by BANs on terms consistent with the commercial paper and bears interest at the same rate as is paid on the
related commercial paper.
On August 31, 2016, the Institute issued $68.9 million in tax exempt commercial paper to finance Monterey
Bay Promontory Student Housing Acquisition Project. The commercial paper is collateralized by BANs on
terms consistent with the commercial paper and bears interest at the same rate as is paid on the related
commercial paper.
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(For inclusion in the California State University)
(Unaudited)
Assets:
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable
Notes receivable, current portion
Prepaid expenses

$

Total current assets

37,185
2,622,021
12,597
5,506,000
19,667
8,197,470

Noncurrent assets:
Notes receivable, net of current portion

991,000

Total noncurrent assets

991,000

Total assets

9,188,470

Liabilities:
Current liabilities:
Accounts payable
Other liabilities
Long-term debt obligations, current portion

116,074
2,089
5,264,000

Total current liabilities

5,382,163

Noncurrent liabilities:
Long-term debt obligations, net of current portion

700,000

Total liabilities

6,082,163

Net position – unrestricted

$

See accompanying independent auditors’ report.
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Schedule 2
CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Schedule of Revenues, Expenses, and Changes in Net Position
Year ended June 30, 2016
(For inclusion in the California State University)
(Unaudited)
Revenues:
Operating revenues:
Other operating revenues
Expenses:
Operating expenses:
Auxiliary enterprise expenses

$

495,674
1,441,504

Operating loss

(945,830)

Nonoperating revenues:
Investment income, net
Other nonoperating revenues

36,322
272

Net nonoperating revenues

36,594

Decrease in net position

(909,236)

Net position:
Net position, beginning of year

4,015,543

Net position, end of year

$

See accompanying independent auditors’ report.
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Schedule 3
CALIFORNIA STATE UNIVERSITY INSTITUTE
A Discretely Presented Component Unit of the California State University
Other Information
June 30, 2016
(For inclusion in the California State University)
(Unaudited)
Composition of investments at June 30, 2016:
Current
Asset-backed securities
Certificates of deposit
Commercial paper
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreements
U.S. Agency securities
U.S. Treasury securities
Total investments

Noncurrent

Total

$

161,581
199,716
7,407
786,039
12,193
526
26,624
15,079
836,137
576,719

—    
—    
—    
—    
—    
—    
—    
—    
—    
—    

161,581
199,716
7,407
786,039
12,193
526
26,624
15,079
836,137
576,719

$

2,622,021

—    

2,622,021

Fair value hierarchy in investments at June 30, 2016:
Quoted prices
in active
markets for
identical assets
(Level 1)

Total
Asset-backed securities
Certificates of deposit
Commercial paper
Corporate bonds
Money market funds
Mortgage-backed securities
Municipal bonds
Repurchase agreements
U.S. Agency securities
U.S. Treasury securities
Total investments

$

161,581
199,716
7,407
786,039
12,193
526
26,624
15,079
836,137
576,719

$

2,622,021

—    
—    
—    
—    
12,193
—    
—    
—    
—    
576,719
588,912

Fair value measurements using
Significant
Significant
other
observable
observable
inputs
inputs
(Level 2)
(Level 3)
161,581
199,716
7,407
786,039
—    
526
26,624
15,079
836,137
—    
2,033,109

—    
—    
—    
—    
—    
—    
—    
—    
—    
—    
—    

Net asset
value (NAV)
—    
—    
—    
—    
—    
—    
—    
—    
—    
—    
—    

Long-term liabilities activity schedule:

Long-term debt obligations:
Commercial paper
Total long-term liabilities

Balance
June 30, 2015

Additions

$

154,439,000

18,863,000

(167,338,000)

5,964,000

5,264,000

700,000

$

154,439,000

18,863,000

(167,338,000)

5,964,000

5,264,000

700,000

Reductions

Balance
June 30, 2016

Current
portion

Long-term
portion

Long-term debt obligation schedule:
Revenue bonds
Principal
Interest
Year(s) ending June 30:
2017
2018–2019
Total

All other long-term
debt obligations
Principal
Interest

Total
Principal

Interest

$

—    
—    

—    
—    

5,264,000
700,000

—    
—    

5,264,000
700,000

—    
—    

$

—    

—    

5,964,000

—    

5,964,000

—    

See accompanying independent auditors’ report.
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