UTS103
Financial Summary and Example Financial Worksheet Instructions


GENERAL INSTRUCTIONS
A separate Financial Worksheet is required to be prepared for each unrelated business activity identified by your institution as follows:
1. Each NEW ACTIVITY identified by your institution for which a Nonfinancial Questionnaire (“NFQ”) was submitted to the Office of General Counsel and a determination made that the activity creates UBTI.

2. Each EXISTING ACTIVITY that continues to create UBTI during the current fiscal year.
The Financial Worksheet examples are guidelines for information to be used in the calculation of UBTI.  Adequate details must include account descriptions, account numbers, fund group, and other identifying data which supports the revenue and expenditures generated by the activity and which may be required to answer any IRS inquiries and audits of the activity.
The New and Existing Activities are accumulated and reported on the Summary of Unrelated Revenue, Expenditures, and Indirect Costs.  The University's Consolidated Exempt Organization Business Income Tax Return (Form 990-T) for the fiscal year is prepared from the Summary of financial worksheets for submission to the IRS.

FINANCIAL WORKSHEET TABS EXPLAINED 
There are 4 tabs in the Financial Summary and Examples of Worksheet Instructions Excel file as follows:

Summary (of Unrelated Revenue, Expenditures, and Indirect Costs)
Includes all NEW and EXISTING ACTIVITY reported in the fiscal year.  Each activity will be supported by a separate Financial Worksheet.  This summary and the related worksheets are required to be included in the UBTI Transmittal Certification Letter.

Summarize the revenue, direct expenditures, indirect costs, and net income for each unrelated activity unit and the circulation costs for each publication activity in which there is unrelated advertising.

Amounts should be rounded to the nearest dollar based on IRS instructions which call for dropping amounts of less than 50 cents and increasing amounts of 50 cents or more to the next higher dollar.
Example-General

Example includes:

Revenue Allocation based on actual revenue amounts

Expenditure Allocation based on revenue ratio
Calculation of Indirect Costs where O&M Expense is paid by the department

Example2 – General

Example includes:

Revenue Allocation based on actual revenue amounts

Expenditure Allocation based on revenue ratio
Calculation of Indirect Costs where O&M Expense is NOT paid by the department

Example – Advertising

Example includes:

Revenue Allocation based on actual revenue amounts

Expenditure Allocation uses revenue ratio based on percent of total unrelated advertising review to total revenue (advertising and circulation) generated

SPECIFIC INSTRUCTIONS FOR COMPLETING THE FINANCIAL WORKSHEETS
These specific instructions are organized in five sections corresponding to the five sections of the Financial Worksheets.    Three examples are provided – see the Example tabs.
I. UNRELATED BUSINESS ACTIVITY: ALLOCATION BASIS
On the Unrelated Activity tab, list each activity for which a Nonfinancial Questionnaire has been prepared and submitted to the UT System Office of General Counsel noting the date it was loaded to the UBIT SharePoint site and the date of the Office of General Counsel’s determination.
Do not include activities deemed exempt by the Office of General Counsel.  
Indicate allocation basis used to determine the unrelated portion of the general ledger revenue and expenditures for each activity unit.  
Indicate in Sections I and 3 of the Financial Worksheet the allocation basis used to determine the unrelated portion of the general ledger revenue and expenditures for each activity unit (also noted in the Unrelated Activity tab).

If a method other than one described below is used, please explain that method in the space following Section I. Use a separate sheet if necessary.

If the allocation basis cannot be fully documented, all revenue and expenditures must be allocated to the unrelated activity.

A.
REVENUE ALLOCATION BASIS

Allocation Basis 1: Actual Revenue Amounts

Actual revenue amounts verifiable through detailed campus accounting records. This excludes any estimates based on a sample of actual records.

Allocation Basis 2: User Studies
An approximation of revenue based on available user studies or special sampling studies. Maintain a copy of the study used.
B.
EXPENDITURE ALLOCATION BASIS

The allocation basis which most accurately reflects the true division of expenditures between the unrelated and related activities should be used. It may vary with the cost item but must be reasonable and consistently applied.  
Allocation Basis 3: Actual Expenditure Amounts
Actual expenditure amounts verifiable through detailed campus accounting records. Employee time and attendance records may be used to allocate salary and wages and corresponding benefits, supplies and other expenses of the activity unit.

Allocation Basis 4: Revenue Ratio
Allocation of expenditures based on the percentage of total unrelated business revenue to total revenue (including inter-departmental transfers) generated by the activity unit.

Allocation of advertising expenditures using this method is based on the percentage of total unrelated advertising revenue to total revenue (advertising and circulation) generated by the activity unit.

This method of expenditure allocation should only be used in the absence of detailed accounting records (e.g., subsidiary ledgers/records, time sheets, etc.).

Allocation Basis 5: Assigned Square Footage Ratio
Pro-rata allocation of expenditures based on the assigned square footage occupied by unrelated tenants (i.e., those who are not university students, faculty, or staff) and related tenants.  Indicate in the space provided under Section I the assigned square footage as well as the percentage of total assigned square footage occupied by each tenant group.

This allocation method should be used for debt-financed property.
II. IDENTIFICATION OF UNRELATED BUSINESS REVENUE
The accounts listed on the Financial Worksheets for revenue should represent all related and unrelated revenue and inter-departmental transfers for the activity unit.  In calculating sales revenue, exclude sales tax.

A.
ALLOCATION OF REVENUE

Once it has been determined that the list of revenue and inter-departmental transfers is complete, allocate the amounts in column (2) to columns (3) and (4) (and (5) in the case of advertising, using the allocation basis detailed in Section I (see exhibits B and D).

Advertising revenue generated by education related activities (i.e., indicated in columns (3) and (4) respectively.  Indicate in column (5) all circulation activity revenue.

Circulation revenue is defined as the gross income attributable to the production, distribution or circulation of the readership content of a periodical. This may include a portion of dues, fees or other charges which entitle the payor to receive the publication.

B.
ADJUSTMENT FOR OUTSIDER SURCHARGES

If the activity unit charges a higher price to non-university users for the same services (e.g., computer center usage) provided to university users, identify this price differential on line (B) in columns (2) and (3) of exhibits B and D.  The surcharge must then be subtracted from total revenue and total unrelated revenue to establish an equitable basis for calculating the revenue ratio if Allocation Basis 4 is used to determine unrelated expenditures. The surcharge adjustment does not, however, reduce the amount of reportable income (Section IV).
C.
TOTALS

After all allocations are completed, calculate the total revenue and interdepartmental transfers on line (A) for columns (3) and (4) and column (5) for circulation revenue.  For those activity units with outside surcharge adjustments, line (C) adjusted totals must also be calculated. If the unit does not have a surcharge adjustment, enter the totals from line (A) to line (C).

If Allocation Basis 4: Revenue Ratio, is used to allocate the activity unit's expenditures, calculate the applicable percentages and enter them on line (D).

III.
IDENTIFICATION OF UNRELATED BUSINESS EXPENDITURES
The accounts to be listed on the Financial Worksheets for expenditures should represent all related and unrelated expenditures for the activity unit except equipment, facilities, or other depreciable assets.

Taxable income can be reduced by both direct and indirect costs which bear a “proximate and primary" relationship to the activity generating the income.  This includes reasonable allocations of indirect costs.
A.
ADJUSTMENTS TO AMOUNTS REPORTED AS TOTAL EXPENDITURES
The following adjustments must be made before expenditures can be allocated. Please explain all adjustments on a separate sheet.

1.
Expenditures for Depreciable Items

If expenditures for equipment purchases, fixtures, or other depreciable assets are included in expenditure accounts, deduct the amounts charged for these expenditures.

2.
Reserve Account Charges

Amounts listed should not include charges against reserve accounts (building, equipment, vacation, etc.).  If these charges are included, deduct the amount charged to the reserve account from the expenditures.

On a separate sheet, identify the reserve account by account, fund, sub-account, amount charged, and type of reserve (i.e., building, equipment, etc.). List the total acquisition cost of the building and/or equipment on which the reserve is based if these are involved.

3.
Meals

Outlays for meals are only 50 percent deductible and the difference must be excluded from expenditures.

After all adjustments have been made, recalculate the total expenditures on line (E) column (2) accordingly.
B.
ALLOCATION OF EXPENDITURES

Once it has been determined that the list of expenditures is complete, allocate the amounts in column (2) to columns (3) and (4) using the allocation basis detailed in Section I B (of these instructions) – Expenditure Allocation Basis.

Unrelated Expenditures are divided into the following expenditure categories:

Salaries & Wages 
Benefits

Other

The amounts entered under each expenditure category should be summed in the total sub-column. On the advertising example worksheet, indicate in columns (3), (4), and (5) the allocation of expenditures among unrelated advertising, related advertising, and circulation activities.

C.
TOTALS

After all allocations are completed, calculate the total expenditures on line (E) for columns (3), (4) and in the case of advertising (5).

When Allocation Basis 4 (Revenue Ratio)- is used to allocate expenditures, indicate the applicable percentages on line (F).  The percentages should be the same as those calculated in Section II line (D). If they are not, please attach an explanation on a separate sheet.

IV.
IDENTIFICATION OF UNRELATED BUSINESS GROSS INCOME/LOSS BEFORE INDIRECT COSTS
Calculate the income for the activity unit by subtracting total expenditures from total revenue.  If expenditures exceed revenue, indicate the loss in parentheses. This represents income/loss before indirect cost deductions.

V.
INDIRECT COST ALLOCATION
Taxable income can be reduced by both direct and indirect costs which bear a “proximity and primary” relationship to the activity generating the income.  For each unrelated business activity, costs will need to be identified as either direct or indirect.  

Examples of calculating the indirect cost allocation are included in Section V of the three Example tabs in the Financial Worksheet.  These are provided ONLY as examples and should be customized and supported by your institution’s data.

The university's indirect cost proposal which is prepared under the guidelines of OMB Circular A-21 is a starting point for identifying and allocating indirect costs to unrelated business activities.  Knowing how each department with unrelated business activity fits into the institution's indirect cost proposal is crucial for the proper allocation of indirect costs.  
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