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VASIN, HEYN & COMPANY

INDEPENDENT AUDITORS REPORT

To the Board of Directors of

Berkeley Student Cooperative (BSC)
(A California Non-Profit Corporation)
Berkeley, California

We have audited the accompanying financial statements of Berkeley Student Cooperative (BSC) (A California
Non-Profit Corporation), which comprise the statement of financial position as of May 31, 2014, and the related
statements of activities, and cash flows for the year 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 financia statements in accordance
with accounting principles generaly accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of 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 financia statements referred to above present fairly, in al material respects, the financial
position of Berkeley Student Cooperative as of May 31, 2014, and the changes in its net assets and its cash flows
for the year then ended in accordance with accounting principles generally accepted in the United States of
America

Noreim s W oaym + lo.

Calabasas, California
March 26, 2015



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
STATEMENT OF FINANCIAL POSITION

MAY 31, 2014
Current assets
Cash and cash equivalents $ 7,151,893
Assets held for others:
Cash 386,999
Trading securities 27,227
Accounts receivable - net 48,093
Inventory 55,898
Prepaid expenses and other assets 244,243
Restricted deposits - current portion
Bond-related funds 717,803
Total current assets 8,632,156
Investment in National Cooperative Bank 31,077
Investments 4,292,084
Restricted deposits - net of current portion
Bond-related funds 1,030,818
Replacement reserve held by others 228,352
Construction in progress 266,062
Property and equipment - net 31,513,314
Deferred financing costs -net 580,149
Total assets $ 46,574,012
Current liabilities
Accounts payable and accrued expenses $ 346,744
Payroll and related liabilities 25,567
Assets held for others: 414,226
Deferred revenue 1,162,615
Refundable deposits 801,411
Interest payable 154,216
Bonds and notes payable - current portion 563,588
Total current liabilities 3,468,367
Bonds and notes payable - net of current portion 18,621,412
Premium on bonds payable 197,520
Total liabilities 22,287,299
Net assets
Unrestricted
Board designated - endowment 93,760
Undesignated 22,682,850
Total unrestricted 22,776,610
Temporarily restricted 905,298
Permanently restricted 604,805
Total net assets 24,286,713
Total liabilitiesand net assets $ 46,574,012

See accompanying auditors’ report and notes to financial statements.

2



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED MAY 31, 2014

Temporarily Permanently
UNRESTRICTED NET ASSETS Unrestricted Restricted Restricted Total
REVENUE AND SUPPORT
Board $ 2,326,782 $ - $ - $ 2,326,782
Room 5,526,742 - - 5,526,742
Apartment rentals 2,030,068 - - 2,030,068
Retail lease income 279,593 - - 279,593
Contributions - 342,044 - 342,044
Parking and other fees 161,352 - - 161,352
Interest income 114,417 - - 114,417
Investment income (l0ss) 2,738 - - 2,738
Net realized and unrealized gain (loss) on investments 64,012 - - 64,012
Other income 125,213 - - 125,213
10,630,917 342,044 - 10,972,961
Net assets released from restrictions 56,993 (56,993 - -
Total revenue and support 10,687,910 285,051 - 10,972,961
EXPENSES
Bad debts 46,306 - - 46,306
Bank fees 142,235 - - 142,235
Board and staff training 45,626 - - 45,626
Delivery 21,367 - - 21,367
Food 1,490,298 - - 1,490,298
Insurance, tax and licenses 371,401 - - 371,401
Interest 954,701 - - 954,701
Lega and accounting 100,866 - - 100,866
Member services 153,298 - - 153,298
Miscellaneous 255,552 - - 255,552
Payroll taxes and benefits 487,156 - - 487,156
Rent 99,133 - - 99,133
Repairs and maintenance 685,932 - - 685,932
Salaries 2,151,421 - - 2,151,421
Scholarships 56,992 - - 56,992
Supplies 185,098 - - 185,098
Telephone 99,915 - - 99,915
Utilities 803,373 - - 803,373
Outside services 88,400 - - 88,400
Depreciation and amortization 1,535,156 - - 1,535,156
Total expenses 9,774,226 - - 9,774,226
CHANGE IN NET ASSETS 913,684 285,051 - 1,198,735
NET ASSETS - beginning of year 21,862,926 620,247 604,805 23,087,978
NET ASSETS- end of year $ 22,776,610 $ 905,298 $ 604,805 $ 24,286,713

See accompanying auditors’ report and notes to financial statements.
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED MAY 31, 2014

CASH FLOWSFROM OPERATING ACTIVITIES:
Changein net assets $ 1,198,735
Adjustments to reconcile increase (decrease) in net assets to net
cash provided by operating activities

Depreciation and amortization 1,535,156
Net realized and unrealized (gain) loss on investments (64,012)
Bad debt 46,306
Recognition of deferred rent -
Amortization of premium on bond payable (8,588)
(Increase) decreasein:
Accounts receivable (20,857)
Inventory 35,013
Prepaid expenses 78,393
Increase (decrease) in:
Accounts payable and accrued expenses 90,672
Payroll and related liabilities 25,567
Deferred revenue (89,293)
Refundable deposits (12,678)
Interest payable (3,884)
Total adjustments 1,611,795
Net cash provided by operating activities 2,810,530
CASH FLOWSFROM INVESTING ACTIVITIES:
Net (increase) decrease in restricted deposits (22,823)
Net (increase) decrease in investments 181,439
Payments for construction in progress (266,062)
Purchase of property and equipment (1,345,254)
Net Cash used in investing activities (1,452, 700)

CASH FLOWSFROM FINANCING ACTIVITIES:

Repayment on bonds and note payable (540,000)
Net Cash used in financing activities (540,000)
NET INCREASE (DECREASE) IN CASH 817,830
CASH AT BEGINNING OF YEAR 6,334,063
CASH AT END OF YEAR $ 7,151,893

Supplementary information:
Cash paid for interest $ 954,701

See accompanying auditors’ report and notes to financial statements.
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

1. ORGANIZATION AND NATURE OF ACTIVITIES

The Berkeley Student Cooperative (BSC) was incorporated on November 21, 1934 as a non-profit
corporation for the following purposes:

* To promote the social and general welfare of the community by offering low rent housing to all
students of the University of California, Berkeley (the University) regardless of race, creed, color
or national origin, and thus influence the community to eliminate prejudice and discrimination in
housing.

* To advance the cause of education by providing inexpensive board and lodging for the University
students with limited resources.

* To relieve the government of the State of California from the burden of building and operating
more state-owned dormitories.

e To engage in a continuous educational program designed to further tolerance through mutual, self-
help living at minimal cost.

Membership is open to students and the University staff regardless of race, religion or political affiliation,
upon payment of alife membership fee. There is only one class of membership. All members enjoy the same
rights and privileges.

The Board of Directors consists of at |east one member from each house representing 70 members or fraction
thereof, one faculty member from the University, two alumni of BSC, and one representative from the
employee association.

BSC generates its revenues primarily from room and board and rental income.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BSC prepares its financial statements in accordance with generally accepted accounting principles (GAAP)
promulgated in the United States of America. The significant accounting and reporting policies used by BSC
are described below to enhance the usefulness and understandability of the financial statements.

Accounting Method

The Organization uses the accrual method of accounting, which recognizes income in the period earned and
expenses when incurred, regardless of timing of payments.

Financial Satement Presentation

The financial statements are presented based on ASC Topic 958, Not-for-Profit Entities. ASC Topic 958,
Sections 210 and 225 requires classification of 4C’s net assets, revenues as well as expenses based on the
existence or absence of donor-imposed restrictions. The statement requires presentation of the amounts for
each of the three classes of net assets — permanently restricted, temporarily restricted, and unrestricted — in
the statement of financial position and the amounts of change in each of those classes of net assets in the
statement of activities.



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Net Assets

The financial statements report net assets and changes in net assets in three classes that are based upon the
existence or absence of restrictions on use that are placed by its donors, as follows:

e Unrestricted Net Assets — Unrestricted net assets are resources available to support operations. The
only limits on the use of unrestricted net assets are the broad limits resulting from the nature of the
organization, the environment in which it operates, the purposes specified in its corporate documents
and its application for tax-exempt status, and any limits resulting from contractual agreements with
creditors and othersthat are entered into in the course of its operations.

e Temporarily Restricted Net Assets — Temporarily restricted net assets are resources that are restricted
by a donor for use for a particular purpose or in a particular future period. BSC's unspent
contributions are classified in this class if the donor limited their use, as are the unspent appreciation
of its donor-restricted endowment funds. When a donor’s restriction is satisfied, either by using the
resources in the manner specified by the donor or by the passage of time, the expiration of the
restriction is reported in the financial statements by reclassifying the net assets from temporarily
restricted to unrestricted net assets. Net assets restricted for acquisition of buildings or equipment (or
less commonly, the contribution of those assets directly) are reported as temporarily restricted until
the specified asset is placed in service by BSC, unless the donor provides more specific directions
about the period of its use. At May 31, 2014, temporarily restricted net assets are restricted primarily
for capacity building, capital improvements and scholarships.

e  Permanently Restricted Net Assets — Permanently restricted net assets are resources whose use by
BSC is limited by donor-imposed restrictions that neither expire by being used in accordance with a
donor’s restriction nor by the passage of time. At May 31, 2014, permanently restricted net assets
were restricted for scholarships, and the principal was to be maintained in perpetuity.

Cash and Cash Equivalents

Cash is defined as cash in demand deposit accounts as well as cash on hand. Not included as cash are funds
restricted as to their use, regardless of liquidity. The Organization considers al highly liquid investments
purchased with an original maturity of three months or less that are not restricted to be cash equivalents. The
Organization occasionally maintains cash on deposit at banks in excess of the Federal Deposit Insurance
Corporation limit. The uninsured cash balance, including restricted accounts, was approximately $7,288,681
as of May 31, 2014. The Organization has not experienced any losses in such accounts.

Inventories

Inventories, comprised of food, supplies, and furniture, are reported at the lower of cost or market value.



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor por ation)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Assets Held for Others

Certain cash accounts are maintained by the various houses for transactions occurring at the house level.
Cash generdly is raised from house members and is held in bank accounts under the BSC's name.
Expenditures from these accounts must adhere to BSC's policies and are subject to review. A corresponding
liability isincluded in the statement of financial position.

Certain investments in trading securities held in BSC brokerage accounts are assets of USCA Alumni
Association, an independent California nonprofit organization. Since BSC has no control over the usage of
the funds, a corresponding liability isincluded in the Statements of Financial Positions.

Accounts Receivable

BSC estimates an allowance for credit losses on student account balances that may not be collected. A
review is made of each student’s unpaid balance at the end of each semester. Based on an assessment of the
student’ s current creditworthiness, an estimate of the balance that may not be collected is made. In addition,
an amount of the estimated credit losses on the aggregate remaining accounts receivable is made based on
past collection experience. Once all the efforts to collect have been undertaken, the unpaid balance is written
off as a charge to the allowance for doubtful accounts. The allowance for doubtful collections was $101,295
asof May 31, 2014.

Prepaid Expenses
Prepaid deposits and other costs are expensed ratably over their respective terms of agreement.
Investment in National Cooperative Bank

Investment in NCB is recorded at cost, which aready approximates fair value, as determined by
unobservable inputs (Level 3) and any related realized or unrealized gains or losses are reflected in the
Statements of Activities.

Accounting for Contributions

Contributions, including unconditional promises to give, are recognized when received. All contributions are
reported as increases in unrestricted net assets unless use of the contributed assets is specifically restricted by
the donor. Amounts received that are restricted by the donor to use in future periods or for specific purposes
are reported as increases in either temporarily restricted or permanently restricted net assets, consistent with
the nature of the restriction. Unconditional promises with payments due in future years have an implied
restriction to be used in the year the payment is due, and therefore are reported as temporarily restricted until
the payment is due unless the contribution is clearly intended to support activities of the current fiscal year or
is received with permanent restrictions. Conditional promises, such as matching grants, are not recognized
until they become unconditional, that is, until all conditions on which they depend are substantially met.



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Contributed Goods and Services

Contributions of goods received that are measurable are recorded as revenue at their estimated fair value
when received. Contributions of services are recognized if the services received meet any of these criteria:
(1) if they create or enhance nonfinancial assets and (2) if they require specialized skills, are provided by
individuals possessing those skills, and would typically need to be purchased if not provided by donation.

Revenue Recognition

The Organization’s operating revenues are derived primarily from leasing activities. Revenue is recognized
monthly over the terms of the respective leases net of vacancy |oss.

Contributions are recognized as revenue when they are unconditionally communicated. Contributions are
recorded at their fair value as unrestricted support, temporarily restricted support, or permanently restricted
support, depending on the absence or existence of donor-imposed restrictions as applicable. When a
restriction expires (that is when a stipulated time restriction ends or purpose restriction is accomplished),
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the Statements of
Activities as net assets released from restrictions.

Property and Equipment and Deferred Financing Costs

Property and equipment is stated at cost of acquisition or construction, or fair value if donated. Costs of
improvements or betterments that increase the value of the property or extend its useful life are capitalized.
The costs of maintenance and repairs are charged to expense as incurred. Depreciation is computed based on
the straight-line method over the estimated useful lives of the assets, except leasehold improvements.
Leasehold improvements are stated at cost and are amortized over the shorter of the life of the asset or the
terms of the underlying leases.

Deferred financing costs are costs incurred in obtaining debt financing for acquisition or rehabilitation.
Deferred financing costs are stated at cost and amortized over the terms of the respective agreements on a
straight-line basis. The useful lives of the assets are estimated as follows:

Buildings and site improvements 1to 40 years
Leasehold improvements 1to 40 years
Furniture, fixtures and equipment 3toSyears
Loan and leasing fees 30 years

Construction in Progress

Construction in progress is stated at cost and generaly consists of governmental fees, consulting and
professional fees as well as construction costs. These costs are recorded as construction in progress and are
not depreciated until the construction project is completed.
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor por ation)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued

Deferred Revenue

Rents and fees collected in advance for future period(s) on leases in effect as of year-end.
Income Taxes

BSC is exempt from Federal income taxes under Section 501(c)(3) of the Internal Revenue Code and
Cdlifornia income taxes under section 23701(d) of the California Revenue and Taxation Code. The IRS
classified the organization as one that is not a private foundation within the meaning of section 509(a) of the
Code because it is an organization described in section(s) 509(a)(1) and 170(b)(1)(A)(vi).

BSC has adopted Financial Accounting Standards Board Accounting Standards Codification (ASC) Section
740-10, which clarifies the accounting for uncertainty in income taxes. ASC Section 740-10 prescribes a
recognition threshold and measurement attribute for the financial statement recognition and measurement of
atax position taken or expected to be taken in atax return. ASC Section 740-10 requires that an organization
recognize in the financial statements the impact of the tax position if that position will more likely than not
be sustained on audit, based on the technical merits of the position. As of and for the year ended May 31,
2014, BSC had no material unrecognized tax benefits, tax penalties or interest.

BSC's Forms 990, Return of Organization Exempt from Income Tax, the tax years ended May 31; 2012,
2011, 2010, are subject to examination by the IRS, generally for 3 years after they were filed.

Expense Recognition and Allocation

The cost of providing BSC's programs and other activities is summarized on a functional basis in the
footnotes to the financial statements at May 31, 2014 and for the year then ended. Expenses that can be
identified with a specific program or support service are charged directly to that program or support service.
Costs common to multiple functions have been allocated among the various functions benefited.

General and administrative expenses include those costs that are not directly identifiable with any specific
program, but which provide for the overall support and direction of BSC.

Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions that affect
the reported amounts of revenues and expenses during the reporting period and the reported amounts of
assets and liabilities at the date of the financia statements. On an ongoing basis, BSC's management
evaluates the estimates and assumptions based upon historical experience and various other factors and
circumstances. BSC's management believes that the estimates and assumptions are reasonable in the
circumstances; however, the actual results could differ from those estimates.



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Reclassification

Certain amounts in the 2013 comparative totals have been reclassified to conform with the 2014 reporting
format.

Fair Value Measurements

BSC reports its fair value measures using a three-level hierarchy that prioritizes the inputs used to measure
fair value. This hierarchy, established by GAAP, requires that entities maximize the use of observable inputs
and minimize the use of unobservable inputs when measuring fair value. The three levels of inputs used to
measure fair value are as follows:

e Level 1- Quoted pricesfor identical assets or liabilities in active markets to which the Institute has
access at the measurement date.
* Level 2 - Inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly. Level 2 inputsinclude:
- quoted prices for similar assets or liabilities in active markets;
- quoted pricesfor identical or similar assetsin markets that are not active;
- observable inputs other than quoted prices for the asset or liability (for example, interest rates
and yield curves); and
- inputs derived principally from, or corroborated by, observable market data by correlation or
by other means.
 Leve 3 - Unobservable inputs for the asset or liability. Unobservable inputs should be used to
measure the fair value to the extent that observable inputs are not available.

The carrying amounts of cash and cash equivalents and accounts receivable approximate fair value because
of the terms and relatively short maturity of these financial instruments.

The carrying amounts of liabilities, approximate fair value because of the relatively short maturity of these
financial instruments.

When available, BSC measures fair value using Level 1 inputs because they generally provide the most
reliable evidence of fair value.

10



BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014
(CONTINUED)

INVESTMENT IN NATIONAL COOPERATIVE BANK

As of May 31, 2014, BSC holds the following two types of stock investments at the National Cooperative
Bank (NCB):

Class B2 Stock

In accordance with the National Consumer Cooperative Bank Act (Bank Act), Class B stocks are to be held
by borrowers of NCB and require each patronage-based borrower under Section 108 of the Bank Act to hold
Class B stock at the time the loan is made at a par value equal to 1% of its loan amount.

Class B2 stock is Class B stock purchased for cash from NCB prior to June 28, 1984 and Class B stock
distributed as part of the NCB’s patronage refund distribution. Class B2 stock is non-redeemable, non-
transferable and pays no dividend.

Class C Stock

Class C stocks are held only by cooperatives eligible to borrow from NCB. Class C stock is transferable to
another eligible holder only with the approval of NCB. Class C stock has voting rights, but such voting
rights are limited in accordance with the weighted voting system.

At May 31, 2014, the stated amount of the Class B2 Stock was $359,250 (3,592 shares with $100 par value
per share). The stated amount of the Class C Stock was $440,760 (4407 shares with $100 par value per
share).

The costs of BSC’sinvestment in NCB at May 31, 2014 are summarized as follows:

Cost
Class B2 stocks $ 15,586
Class C stocks 15,491
Total $ 31,077

There is no established public trading market for any class of the NCB’s common stock and it is unlikely that
any such market will develop in view of the restrictions on the transfer of the NCB’s common stock. Under
the NCB’ s current patronage dividend policy, NCB makes the non-cash portion of the patronage dividend in
the form of Class B stock until a patron has holdings of Class B stock of 12.5% of its loan amount; and
thereafter, the non-cash portion of the patronage dividend will be issued in the form of Class C stock. The
cash portion of each patronage refund, if any, will be determined by the NCB’s Board of Directors based
upon its determination of the capital requirements of the NCB and other factors, in its discretion.
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

INVESTMENT IN NATIONAL COOPERATIVE BANK - Continued

The determination of fair value for the investment in NCB is categorized as Level 3 input and involves a
great deal of subjectivity due to the use of unobservable inputs. In addition, determining when a market is no
longer active and placing little or no reliance on distressed market prices requires the use of management’s
judgment. The need for greater management judgment in determining fair values for Level 3 assets has
further been heightened by the current challenging economic conditions, which have resulted in significant
volatility in the fair values of certain investment securities.

BSC's investments in NCB recorded at cost, which approximates fair value, have been categorized based
upon afair value hierarchy of inputs in accordance with GAAP. See Note 2 for a discussion of BSC palicies.
The fair value of BSC’s investments in NCB as of May 31, 2014 was not adjusted, based on management’s
assumption that BSC does not anticipate realizing any future returns from the NCB stocks and will
discontinue receiving any additional financing from NCB. No cash patronages have been received since
October 2007.

No unrealized gain or loss was recorded for 2014. There were no returns on assets, purchases, sales, and
settlements, or transfersin and out of Level 3 during the year ended May 31, 2014.

INVESTMENTS

The investments are comprised of the following at May 31, 2014.

Scholarships — Endowment fund and others $ 1,013,013
Operating reserves, capital improvements, and others 3,279,071
Total $ 4,292,084

The following summarizes investments by class:

Fair Value Measurement at May 31, 2014 Using
Quoted Pricesin

Active Markets Sgnificant Sgnificant
for Identical Observable unobservable
Assets Inputs Inputs

Asset Class Tota (Level 1) (Level 2) (Leve 3)
Mutual funds $ 2,490,161 $ 2490,161 $ - $ -
Certificates of deposit 236,014 236,014 - -
Exchange-traded funds 1,011,219 1,011,219 - -
Federal agencies obligations 581,917 581,917 - -
Total 4,319,311 4319311 $ - $ -
Lessaumni balance (27,227) (27,227) - -

Total $ 4,292,084 $ 4292084 $ - $ -
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014
(CONTINUED)

RESTRICTED DEPOSITS

2007 Series Revenue Bonds

Required investments at May 31, 2014, consist of money market funds which are summarized as follows:

Reserve account $ 1,380,498
Total assets restricted to use under bond trust indenture $ 1,380,498

Trust funds were established with Wells Fargo Bank (Trustee) from the proceeds of California Municipal
Finance Authority Revenue Bonds Series of 2007, as mandated and restricted by the related bond trust
indenture. Several funds are required by the bond trust indenture. Amounts currently maturing under the
bond trust indenture are shown as restricted deposits in the Statements of Financial Position.

(A) Bond Fund — held in trust for the benefit of the bondholders. The bond fund is further divided as

(B)

(©)

follows:

(1) Interest Account — shall be used and withdrawn solely for the purpose of paying interest on the
Bonds as it shall become due and payable.

(2) Principal Account — shall be used and withdrawn solely for the purpose of paying the principal
or Mandatory Sinking Account payments of the Bonds when due and payable and is consist of a

(8 Mandatory Sinking Fund — funds within the Bond Fund to be used for mandatory
redemption of bonds, in part, by lot, maturing on 3 dates. April 1, 2022, April 1, 2027 and
April 1, 2037.

(3) Reserve Account — shall be used and withdrawn solely for the purpose of making up any
deficiency in the Interest Account or the Principal Account, or for the payment or redemption of
all Outstanding Bonds.

Redemption Fund — held in trust for the benefit of the bondholders. The bond fund is further divided
asfollows:

(1) Optiona Redemption Account — funds to be used to subject bonds maturing on or after April 1,
2018 for redemption prior to their respective maturity dates, as awhole or in part, on any date on
or after April 1, 2017.

(2) Special Redemption Account — funds to be used to subject bonds to redemption prior to their
stated maturity, asawhole or in part on any date, in inverse order of maturity and by lot within a
maturity, from insurance and condemnation proceeds, at the principal amount together with
interest accrued without premium.

Rebate Fund — maintained separately from any other fund for compliance with the Tax Agreement
and used to satisfy the Rebate Reguirement, which is calculated every fifth year after bond issuance.
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor por ation)
NOTESTO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MAY 31, 2014

RESTRICTED DEPOSITS - Continued
Housing Bonds of 1979

Required investments consist of mutual funds stated at fair value (Level 1 input — quoted prices in active
markets of identical assets) for the following at May 31, 2014:

Bond fund $ 111,146
Repair and replacement reserve 256,977
Total assets restricted to use under bond trust indenture $ 368,123

Trust funds were established with U.S. Bank (Trustee) from the proceeds of the Housing Bonds of 1979, as
mandated and restricted by the related bond trust indenture. Several funds are required by the bond trust
indenture. Amounts currently maturing under the bond trust indenture are shown as restricted deposits in the
Statements of Financial Position.

Revenue Fund — held in trust for the benefit of the bondholders and shall receive al revenues from the
Fenwick Project. BSC will pay current expenses of the Fenwick Project from this fund. All remaining funds
shall be withdrawn and applied in the following order or priority:

(A) Housing Bond and Interest Sinking Fund Account of 1979 (Bond Fund) — shall be used by the
Trustee for the purpose of paying interest on and principal of the bonds as the same become due
and payable. Such amounts as are deposited in the Bond Fund to provide or maintain said debt
service reserve shall be held by the Trustee in a Debt Service Reserve Fund, which shall be part of
the Bond Fund.

(B) Housing Repair and Replacement Reserve Account of 1979 — shall be maintained through an
annual deposit to the Trustee in an amount of $16,200 or such portion thereof as is available for
deposit, until such time as the funds and investments in the Repair and Replacement Reserve
Account shall aggregate $243,000 at or before the close of each fiscal year. Withdrawals are to be
used to pay cost of unusua or extraordinary maintenance or repairs or renewals or replacement of
any portion of the Fenwick Project, or the cost of renovation or replacement of furniture and
equipment not paid as part of the current expenses of the Fenwick Project.

Replacement Reserve Account Held by the University
In connection with the lease agreement between BSC and the University for the Cloyne Court property, BSC

was required to maintain a major maintenance reserve account held by the University. The reserve balance
was $228,352 as of May 31, 2014.
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BERKELEY STUDENT COOPERATIVE
(A California Non-Profit Cor poration)
NOTESTO FINANCIAL STATEMENTS
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(CONTINUED)

PROPERTY AND EQUIPMENT

Property and equipment consist of the following at May 31, 2014:

Land $ 1,445,551
Buildings and improvements 43,834,705
L easehold improvements 11,166,979
Furniture, fixtures and equipment 3,177,783
Construction in progress 266,062
59,891,080
Less: accumulated depreciation (28,111,704)
Total property and equipment $31,779,376

BSC' s properties serve as collateral for related debt as described in Note 8.

DEFERRED FINANCING COSTS

Deferred financing costs consist of the following at May 31, 2014:

Bonds of 2007 issuance costs $ 758,612
Less: accumulated depreciation (178,463)
Net deferred financing costs $ 580,149

BONDSAND NOTESPAYABLE

BSC has a bonds payable with Wells Fargo Bank, N.A. (WFB) in the original amount of $20,000,000, with
interest at rates ranging from 4.125% to 5.00%, payable in semi-annual installments on April 1 and October
1 of each year through 2037. The bonds mature in April 2012 through 2037. Bond proceeds are primarily
used for the remodeling of multiple buildings of BSC. The bonds are collateralized by deeds of trust and net
revenues from multiple properties. Interest expense for 2014 was $937,601. Interest payable at May 31, 2014
was $151,304. The principal balance due at May 31, 2014 was $18,621,412.

BSC obtained Housing Bonds of 1979, in the origina amount of $2,375,000, with interest rate at 3% per
annum, payable in semi-annual installments on April 1 and October 1 of each year through April 1, 2019, to
U.S. Bank, trustee. Annual principa payments in the amounts as specified in the bond maturity schedule are
due on April 1 each year. Bond proceeds were used for the construction of Rochdale Il (Fenwick Weavers
Village), a HUD project under the college housing program, and are collateralized by net revenues. Interest
expense for 2014 was $17,100. Interest payable at May 31, 2014 was $2,912. The principa balance due at
May 31, 2014 was $563,588.
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BONDS AND NOTES PAYABLE — Continued

Original proceeds from the WFB bonds were increased by a bond premium of $257,635 with an effective
interest rate of 4.55%, to be amortized over the term of the loan. Interest expense for the WFB bonds was net
of premium amortization of $8,588 for 2014. The unamortized premium on the WFB bonds payable was
$197,520 as of May 31, 2014.

Principal payments and/or redemptions on bonds and notes payable for the next five years are estimated as
follows:

For the year ending May 31,

2015 $ 563,588
2016 588,588
2017 613,588
2018 638,588
2019 663,588
Thereafter 16,314,580

Total $19,382,520

Covenants Compliance

In accordance with the loan and indenture agreements for the 2007 Series Revenue Bonds, Housing Bonds of
1979 and unsecured NCB Notes, the Organization is required to meet certain reporting, insurance, and
financial covenants. As of May 31, 2014, management believes that BSC was in compliance with all
covenants.

LINE OF CREDIT

BSC entered into revolving line of credit arrangements in the amount of $1,000,000 and $500,000 with
WEells Fargo Bank, N.A. The lines of credit bore a floating interest rate of 0.5% points over an Index, as
defined in the promissory note, and the floating interest rate should not be less than 5% under any
circumstances. The lines of credit, in the amounts of $1,000,000 and $500,000, were matured on January 25,
2014 and March 10, 2013, respectively. BSC had no outstanding borrowings at May 31, 2014 and has not
renewed these lines of credit.
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(CONTINUED)

10. TEMPORARILY RESTRICTED NET ASSETS

11.

The temporarily restricted net assets at May 31, 2014 are for the following purposes:

Contributions

And
Investment Releases from
May 31, 2013 Returns Restrictions May 31, 2014
Capacity building $ 473,690 $ 200,000 $ - $ 673,690
Scholarships 146,557 142,044 (56,993) 231,608

$ 620,247 $ 342,044 $ (56,993) $ 905,298

ENDOWMENT FUNDS

Asof May 31, 2014, changes in donor-endowed and board-endowed net assets are as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Totd
Balance at May 31, 2013 $ 119,977 $ - $ 604,805 $ 724,782
Investment return:
Net loss (realized and unrealized) 5,857 - - 5,857
Amount appropriated for expenditure (32,074) - - (32,074)
Balance at May 31, 2014 $ 93,760 $ - $ 604,805 $ 698,565

BSC’s endowment consists of donor-restricted funds and board-designated funds established for the purpose
of providing a permanent endowment for its scholarship program. As required by generally accepted
accounting principles (GAAP), net assets associated with endowment funds are classified and reported based
on the existence or absence of donor-imposed restrictions.

Interpretation of Relevant Law

The Board of Directors of BSC has interpreted the State Prudent Management of Institutional Funds Act (the
Act) as requiring the preservation of the fair value of the original gifts as of the date of the donor-restricted
endowment funds absent explicit donor stipulations to the contrary. As a result of this interpretation, BSC
classifies as permanently restricted net assets (1) the origina value of gifts donated to the permanent
endowment, (2) the original value of subsequent giftsto the permanent endowment, and (3) accumulationsto
the permanent endowment made in accordance with the direction of the applicable donor gift instrument at
the time the accumulation is added to the fund. The remaining portion of the donor-restricted endowment
fund that is not classified in permanently restricted net assets is classified as temporarily restricted net assets
until these accounts are appropriated for expenditure by the Organization in a manner consistent with the
standard of prudence of the Act.

17



11.

12.

13.

BERKELEY STUDENT COOPERATIVE
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ENDOWMENT FUNDS - Continued

In addition, since 1996, the board has been designating a portion of its unrestricted net assets each year to
support the permanent endowment for its scholarship program.

Soending Policies

BSC has a policy of appropriating for distribution each year 3% to 4% of its endowment fund’s average fair
value over the prior 12 quarters through the calendar year proceeding the fiscal year in which the distribution
is planned. In establishing this policy, BSC considered long-term expected return on its endowment. Thisis
consistent with the Organization’s specified term as well as to provide additional real growth through new
designations and investment return.

Investment Return Objectives and Risk Parameters

BSC expects its endowment funds, over time, to provide an average rate of return of approximately 4%
annually. Actua returnsin any given year may vary from this amount. The objective is achieved by adopting
an investment policy that attempts to maximize total return consistent with an acceptable level of risk.

RETIREMENT PLANS

BSC provides a tax-sheltered annuity retirement plan under Section 403(b) of the Internal Revenue Code to
al eligible salaried and regular employees working a minimum of 28 hours per week. Employees are
covered by the plan after meeting the plan’s service requirement. Eligible employees may aso make
voluntary contributions to the plan. Employer contributions to the plan equal to 8% of the employees salary.
Employer contributions amounted to $96,491 at May 31, 2014.

COMMITMENTSAND CONTINGENCIES
Leases

BSC leases an apartment building to another entity under a non-cancellable lease agreement which expiresin
April 2025. The lessee must pay for all property taxes, insurance, repairs and utilities. The lease agreement
provides for, among other things, an option for BSC to buy out the lease after ten years (2005) and again
after twenty years (2015), under terms described in the lease agreement. The annual minimum rental
payments under the agreement for the years from 2011 through 2014 are $279,593, adjustable every three
years under terms described in the agreement. The next lease increase review will be for the period of April
2014 through March 2017, and the revised lease income is calculated based on the lessee’s rent collections
for the 12 months immediately prior to April 2014. Lease terms aso include a $300,000 payment which is
recorded as deferred income and is recognized as rental income on a straight-line basis over twenty years.
Grossrentals received by BSC under this |ease agreement amounted to $279,592 at May 31, 2014.
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13. COMMITMENTSAND CONTINGENCIES- Continued
BSC leases the following properties from the University:

Cloyne Court

Land and building for an annua rental of $1 through June 30, 2046. The lease, considered an exchange
transaction, calls for BSC to provide housing for students of the University.

Convent

Effective January 1, 2013, the monthly based rent was amended $7,770 escalating to $8,400 through August
31, 2016. As part of the agreement with the University, BSC may make building improvements in lieu of
paying rent up to $30,000.

Rochdale |

Land lease for an annual rental of $1 through May 31, 2020. The lease, considered an exchange transaction,
calls for BSC to provide housing for students of the University and to carry out certain capital improvements

as specified in the third lease anendment which was effective May 17, 2010.

Rochdale 11 (Fenwick)

Land lease for an annual rental of $2,667 through June 2019. The lease, considered an exchange transaction,
callsfor BSC to provide housing for students of the University.

At May 31, 2014, BSC incurred total rent expenses of $94,577. Annual lease payments required on the
above mentioned |eases approximate the following:

For the year ending May 31,

2015 $ 99477
2016 104,097
2017 27,867
2018 2,667
2019 2,667
Thereafter 2,667
Total 239,442

Contracts and Other Commitments

BSC enters into contracts for various routine construction projects. Future costs for these contracts were
approximately $455,000 at May 31, 2014.
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14. FUNCTIONAL EXPENSES

15.

Expenses for the year ended May 31, 2014 are classified by function as follows:

Program $ 7,817,759
Management and general 1,845,023
Fundraising 111,444

Total $ 9,774,226

SUBSEQUENT EVENTS

BSC has evaluated events subsequent to May 31, 2014, to assess the need for potential recognition or
disclosure in the financial statements. Such events were evaluated through March 26, 2015, the date the
financial statements were available to be issued. Events occurring after that date have not been evaluated to
determine whether a change in the financia statements would be required. Based upon this evaluation, it was
determined that no other subsequent events occurred that require recognition or additional disclosure in the
financial statements.
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