Accounting for Nonprofit Organizations

A.  Types of Nonprofit Organizations--nonprofit organizations are entities that  

    receive significant amounts of revenue from providers who do not receive 

    equivalent amounts of services, that operate for purposes other than 

    providing goods or services at a profit, and that do not possess ownership 

    interests like those of business entities
    1.  Providers of Health Care Services--investor-owned, nongovernmental 

        nonprofit institutions and governmental institutions that provide 

        health care services such as:

        a.  Hospitals

        b.  Clinics, medical group practices, individual practice 

            associations, individual practitioners, emergency care facilities, 

            laboratories, surgery centers, and other ambulatory care 

            organizations

        c.  Continuing care retirement communities

        d.  Health maintenance organizations and similar prepaid health care 

            plans

        e.  Home health agencies

        f.  Nursing homes that provide skilled, intermediate, and less 

            intensive levels of health care

        g.  Parent or Holding Companies of Health Care Providers

    2.  Colleges and Universities--public or private, nonprofit institutions 

        that provide educational services

    3.  Voluntary Health and Welfare Organizations--organizations that provide 

        various kinds of health, welfare, and community services voluntarily to 

        various segments of society and include organizations such as:

        a.  American Heart Association

        b.  March of Dimes

        c.  Red Cross

        d.  Salvation Army

        e.  United Way

    4.  Other Nonprofit Organizations--all nonprofit organizations except 

        those covered by an AICPA audit guide except those nonprofit 

        organizations that operate essentially as business enterprises for the 

        direct economic benefit of their members, such as employee pension 

        plans and agricultural cooperatives, and include organizations such 

        as:

        a.  Cemetery Organizations

        b.  Civic Organizations

        c.  Fraternal Organizations

        d.  Labor Unions

        e.  Libraries

        f.  Museums

        g.  Other Cultural Institutions

        h.  Performing Arts Organizations

        i.  Political Parties

        j.  Private and Community Foundations

        k.  Private Elementary and Secondary Schools

        l.  Professional Associations

        m.  Religious Organizations

        n.  Research and Scientific Organizations

        o.  Public Broadcasting Stations

        p.  Social and Country Clubs

        q.  Trade Associations

        r.  Zoological and Botanical Societies

B.  Jurisdiction

    1.  Private Sector--private sector nonprofit organizations have GAAP set 

        by the FASB

    2.  Public Sector--governmental nonprofit organizations have GAAP set by 

        the GASB

C. Private Sector

1. Accounting Environment--since many of the resources available to nonprofit organizations are restricted by donors or grantors, the accounting entity is divided into net asset classes--self-balancing sets of accounts recording resources together with all related liabilities and residual equities which are segregated because of the existence of or absence of restrictions by donors or grantors

    2.  Net Asset Classes--the resources of a nonprofit organization, 

        including any related liabilities, are divided into the following 

        three classes:

        a.  Unrestricted--unrestricted resources include those resources that 

            are not restricted by donors or grantors

        b.  Temporarily Restricted--temporarily restricted resources include 

            those resources that are restricted by donors or grantors to be 

            used for a particular purpose, to be used at a time in the future, 

            or to be invested for a period of time, such as term endowments

            1)  Plant Assets--plant assets purchased from temporarily 

                restricted resources or received as a gift may be classified 

                as unrestricted or as temporarily restricted

        c.  Permanently Restricted--permanently restricted resources include 

            those resources that are restricted by donors or grantors to be 

            maintained or used in a certain way, such as works of art, or to 

            be invested permanently with income from the investments to be 

            used for either restricted or unrestricted purposes and land when 

            that land must be held in perpetuity

    3.  Accounting Principles

a. Applicability--FASB standards apply to nongovernmental nonprofit 

    organizations unless they are specifically prohibited by those 

    standards or they do not apply because of their nature

        b.  Basis of Accounting--the accrual basis of accounting is required 

            for all nonprofit organizations

        c.  Income Recognition

            1)  Revenues

                a)  Classification--revenues are classified as unrestricted, 

                    temporarily restricted, or permanently restricted 

                    depending upon the existence or nonexistence of 

                    restrictions by donors or grantors

                    I)  Hospitals--hospitals classify revenues into three major 

                        categories

                        A)  Net Patient Service Revenues--net patient service 

                            revenues are equal to patient service revenues 

                            less deductions from patient service revenues

                            1)  Patient Service Revenues--patient service 

                                revenues are the gross revenues earned from 

                                rendering inpatient and outpatient services, 

                                excluding charity care, at regularly 

                                established standard rates

                                a)  Charity Care--the organization's policy 

                                    for providing charity care and the level of 

                                    charity care provided should be disclosed

                                b)  Capitation Agreements--revenues from 
                                    agreements under which a hospital provides 
                                    any necessary patient services for a 
                                    specific fee that is usually based upon the 
                                    number of individuals covered per time 
                                    period, and not the amount of services 
                                    rendered, are to be reported separately

                            2)  Deductions From Patient Service Revenues--

                                deductions from patient service revenues are 

                                reductions from the gross revenues for the 

                                following types of items:

                                a)  Contractual Adjustments With Third-party 

                                    Payers
                                b)  Employee Discounts

                            3)  Illustration-—patients were billed for services 

                                in the amount of $1,200,000; billings in the 

                                amount of $18,000 were waived for charity 

                                cases; agreements with insurance companies 

                                resulted in the reduction of gross billing 

                                amounts of $200,000

                                    Patient Service Revenues      $1,182,000

                                    (1,200,000 – 18,000)

                                    Deductions from Patient 

                                      Service Revenue             ___200,000
                                    Net Patient Service Revenue   $  982,000

                        B)  Other Operating Revenues--other operating revenues 
                            are operating revenues that are not derived from 

                            inpatient and outpatient services and include the 

                            following types of items:

                            1)  Tuition

                            2)  Cafeteria Sales

                            3)  Television Rentals

                            4)  Specific Purpose Grants

                            5)  Donated Supplies--donated medicines, linen, 

                                office supplies, and other materials that 

                                would normally be purchased by the hospital

                        C)  Nonoperating Revenue--nonoperating revenues are 

                            revenues not related to inpatient and outpatient 

                            services or related patient services and include 

                            the following types of items:

                            1)  Unrestricted Gifts

                            2)  Unrestricted Endowment Income

                            3)  Income From Investments

                            4)  Gains and Losses on the Sale of Assets

                            5)  Donated Services

                   II)  Colleges and Universities--colleges and universities 

                        classify revenues by their source 

                        A)  Tuition and Fees 

                            1)  Scholarships--scholarships and fellowships that   

                                are not provided in return for compensation, 

                                such as scholarships based on grades or ACT 

                                scores, are recognized as revenue reductions

                                a)  Tuition Waivers--tuition waivers that are 

                                    provided in return for compensation, such   

                                    as scholarships for graduate assistants and 

                                    tuition remissions for employees, are 

                                    recognized as expenses 

                            2)  Tuition Refunds--tuition refunds are recognized                               

                                as reductions in revenue

                            3)  Summer School--revenues from summer school are 

                                recognized in the fiscal year in which most of 

                                the instruction takes place

                            4)  Illustration--students were billed in the  

                                amount of $1,200,000; billings in the amount of 

                                $4,000 were waived for academic scholarships; 

                                billings in the amount of $6,000 were waived 

                                for employees; reductions in billings in the 

                                amount of $8,000 were granted for class 

                                withdrawls

                                    Revenues                      $1,188,000

                                    (1,200,000 – 4,000 – 8,000)

                                    Expenses                      $    6,000

                        B)  Governmental Grants and Contracts

                        C)  Private Gifts, Grants, and Contracts

                        D)  Endowment Income

                        E)  Sales and Services of Educational Departments--film 
                            rentals, testing services, etc.

                        F)  Sales and Services of Auxiliary Enterprises—

                            residence halls, food service, etc.

                  III)  Voluntary Health and Welfare Organizations--voluntary 

                        health and welfare organizations classify revenues 

                        into two major categories

                        A)  Public Support--public support is revenue provided 

                            by donors in nonreciprocal transactions and 

                            includes the following types of items:

                            1)  Contributions

                            2)  Legacies and bequests

                            3)  Collections through affiliates

                            4)  Contributions received from the federated 

                                organization's fund-raising efforts

                            5)  Special Fund Raising Events--special fund 

                                raising events are reported at the gross 

                                revenue with the costs of the special fund 

                                raising events reported as fund raising 

                                expenses

                            6)  Donated Services and Assets

                        B)  Revenue--revenue is revenue that is provided in 

                            reciprocal transactions and includes the following 

                            types of items:

                            1)  Membership Dues

                            2)  Fees

                            3)  Income From Investments

                            4)  Gains and Losses on the Sale of Assets

                   IV)  Other Nonprofit Organizations--other nonprofit 

                        organizations classify revenues into two major 

                        categories

                        A)  Public Support--public support is revenue provided 

                            by donors in nonreciprocal transactions and 

                            includes the following types of items:

                            1)  Contributions

                            2)  Legacies and bequests

                            3)  Collections through affiliates

                            4)  Contributions received from the federated 

                                organization's fund-raising efforts

                            5)  Special Fund Raising Events--special fund 

                                raising events are reported at the gross 

                                revenue with the costs of the special fund 

                                raising events reported as fund raising 

                                expenses

                            6)  Donated Services and Assets

                        B)  Revenue--revenue is revenue that is provided in 

                            reciprocal transactions and includes the following 

                            types of items:

                            1)  Membership Dues

                            2)  Fees

                            3)  Income From Investments

                            4)  Gains and Losses on the Sale of Assets

                b)  Reclassification--when resources that are temporarily 

                    restricted are used or released, a reclassification of 

                    resources from temporarily restricted to unrestricted is 

                    made

                    I)  Same Period--donor restricted revenues, gains, and 

                        investment income that are donor restricted may be 

                        reported as increases in unrestricted net assets if 

                        the restrictions are met in the same reporting period 

                        as the revenues, gains, and investment income are 

                        recognized, provided that the organization has a 

                        similar policy for reporting all revenues, gains, and 

                        investment income, reports consistently from period to 

                        period, and discloses its accounting policy 

            2)  Expenses--all expenses are classified as unrestricted

                a)  Classification--expenses should be reported by function 

                    either in the financial statements or in the notes to the   

                    financial statements               

                    I)  Hospitals—hospitals may report depreciation, interest, 

                        and bad debts as functional expenses

                        A)  Professional Care of Patients

                        B)  Dietary Services

                        C)  General Services

                        D)  Administrative Services

                        E)  Depreciation

                        F)  Interest

                        G)  Provision for Bad Debts

                   II)  Colleges and Universities

                        A)  Instruction

                        B)  Research

                        C)  Public Service

                        D)  Academic Support

                        E)  Student Services

                        F)  Institutional Support

                        G)  Auxiliary Enterprises

                  III)  Voluntary Health and Welfare Organizations

                        A)  Program Activities--program activities are those 

                            activities that are clearly identified with the 

                            programs or functions of the organization

                            1)  Research

                            2)  Public Education

                            3)  Community Service

                        B)  Supporting Activities--supporting activities are  

                            those activities that are not clearly identified 

                            with the programs or functions of the organization

                            1)  Management and General

                            2)  Fund Raising

                            3)  Membership Development

                   IV)  Other Nonprofit Organizations

                        A)  Program Activities--program activities are those 

                            activities that are clearly identified with the 

                            programs or functions of the organization

                            1)  Research

                            2)  Public Education

                            3)  Community Service

                        B)  Supporting Activities--supporting activities are  

                            those activities that are not clearly identified 

                            with the programs or functions of the organization

                            1)  Management and General

                            2)  Fund Raising

                            3)  Membership Development

                b)  Depreciation--depreciation must be reported for 

                    exhaustible fixed assets

            3)  Illustrations

                a)  Unrestricted Revenues and Expenses--unrestricted gifts of 

                    $1,200,000 were received; proceeds of a special fund 

                    raising banquet were $50,000; expenses of the special fund    

                    raising banquet were $15,000; salaries of $1,000,000, of 

                    which $400,000 is chargeable to research, $350,000 is 

                    chargeable to public health education, $150,000 is 

                    chargeable to management and general, and $100,000 is 

                    chargeable to fund raising, were paid; utility bills of 

                    $50,000, of which $20,000 is chargeable to research, 

                    $15,000 is chargeable to public health education, $8,000 is 

                    chargeable to management and general and $7,000 is 

                    chargeable to fund raising, were paid

                    I)  Unrestricted Net Asset Class 

                            Cash                        1,200,000 

                                Contributions                     1,200,000

                            Cash                           50,000

                                Contributions--Special

                                Events                               50,000

                            Supporting Expenses--Fund     

                            Raising                        15,000

                                Cash                                 15,000

                            Program Expenses--Research    400,000

                            Program Expenses--Public 

                            Health Education              350,000

                            Supporting Expenses--

                            Management and General        150,000

                            Supporting Expenses--Fund 

                            Raising                       100,000

                                Cash                              1,000,000 

                            Program Expenses--Research     20,000

                            Program Expenses--Public 

                            Health Education               15,000

                            Supporting Expenses--

                            Management and General          8,000

                            Supporting Expenses--Fund 

                            Raising                         7,000

                                Cash                                 50,000       

                b)  Program Restrictions--a restricted gift of $75,000 was 

                    received; salaries of $55,000, of which $35,000 is 

                    chargeable to research and $20,000 is chargeable to public 

                    health education, were paid out of the restricted gift

                    I)  Temporarily Restricted Net Asset Class

                            Cash                           75,000

                                Contributions                        75,000

                            Reclassification--Satisfaction 

                            of Program Restrictions        55,000

                                Cash                                 55,000

                   II)  Unrestricted Net Asset Class

                            Program Expenses--Research     35,000

                            Program Expenses--Public 

                            Health Education               20,000

                                Reclassification--

                                Satisfaction of Program 

                                Restrictions                         55,000

                c)  Unrestricted Fixed Asset Acquisitions--a building was  

                    purchased at a cost of $600,000 out of unrestricted net 

                    assets by putting down $180,000 and securing a mortgage for 

                    $420,000; $100,000 of the purchase price is assigned to the 

                    value of the land

                    I)  Unrestricted Net Asset Class

                            Building                      500,000

                            Land                          100,000

                                Cash                                180,000

                                Mortgage Payable                    420,000

                d)  Restricted Fixed Asset Acquisitions--a gift of $80,000 was 

                    received with the stipulation that the gift be used to 

                    purchase fixed assets; equipment was purchased at a cost 

                    of $65,000 out of the restricted gift

                    I)  Plant Assets Classified as Unrestricted--the plant 

                        assets may be classified as unrestricted 

                        A)  Temporarily Restricted Net Asset Class

                                Cash                       80,000

                                    Contributions                    80,000

                                Reclassification--

                                Satisfaction of Equipment 

                                Acquisition Restrictions   65,000

                                    Cash                             65,000

                        B)  Unrestricted Net Asset Class

                                Equipment                  65,000

                                    Reclassification--

                                    Satisfaction of 

                                    Equipment Acquisition 

                                    Restrictions                     65,000

                   II)  Plant Assets Classified as Temporarily Restricted--the 

                        plant assets may be classified as temporarily 

                        restricted 

                        A)  Temporarily Restricted Net Asset Class

                                Cash                       80,000

                                    Contributions                    80,000

                                Equipment                  65,000

                                    Cash                             65,000

                        B)  Unrestricted Net Asset Class

                                No Entry

                e)  Depreciation on Unrestricted Fixed Assets--depreciation on 
                    the building is $25,000, of which $12,000 is chargeable to                         

                    research, $8,000 is chargeable to public health education,  

                    $3,000 is chargeable to management and general, and $2,000 
                    is chargeable to fund raising

                    I)  Unrestricted Net Asset Class

                            Program Expenses--Research     12,000

                            Program Expenses--Public 

                            Health Education                8,000

                            Supporting Expenses--

                            Management and General          3,000

                            Supporting Expenses--Fund 

                            Raising                         2,000

                                Accumulated Depreciation             25,000       

                f)  Depreciation on Restricted Fixed Assets--depreciation on 

                    the equipment is $13,000, of which $7,000 is chargeable to 

                    research, $3,000 is chargeable to public health education, 

                    $2,000 is chargeable to management and general activities, 

                    and $1,000 is chargeable to fund raising activities

                    I)  Plant Assets Classified as Unrestricted

                        A)  Temporarily Restricted Net Asset Class

                                No Entry

                        B)  Unrestricted Net Asset Class

                                Program Expenses--Research  7,000

                                Program Expenses--Public 

                                Health Education            3,000

                                Supporting Expenses--

                                Management and General      2,000

                                Supporting Expenses--Fund 

                                Raising                     1,000

                                    Accumulated Depreciation         13,000

                   II)  Plant Assets Classified as Temporarily Restricted--the 

                        plant assets are reclassified as unrestricted in 

                        accordance with the depreciation schedule

                        A)  Temporarily Restricted Net Asset Class

                                Reclassification--

                                Satisfaction of Equipment 

                                Acquisition Restrictions   13,000

                                    Accumulated Depreciation         13,000

                        B)  Unrestricted Net Asset Class

                                Program Expenses--Research  7,000

                                Program Expenses--Public 

                                Health Education            3,000

                                Supporting Expenses--

                                Management and General      2,000

                                Supporting Expenses--Fund 

                                Raising                     1,000

                                    Reclassification--

                                    Satisfaction of Equipment 

                                    Acquisition Restrictions         13,000

                g)  Fixed Asset Debt Repayment--a mortgage payment of $50,000, 

                    of which $42,000 represents interest, was made out of    

                    unrestricted net assets

                    I)  Unrestricted Net Asset Class

                            Supporting Expenses—

                            Management and General         42,000

                            Mortgage Payable                8,000

                                Cash                                 50,000

                h)  Disposal of Fixed Assets—equipment, purchased out of 

                    temporarily restricted net assets, with an original cost of 

                    $5,000 and a book value of $1,000 was sold for $1,200

                    I)  Plant Assets Classified as Unrestricted

                        A)  Temporarily Restricted Net Asset Class

                                No Entry

                        B)  Unrestricted Net Asset Class

                                Cash                        1,200

                                Accumulated Depreciation    4,000

                                    Equipment                         5,000

                                    Gain on Sale of Equipment           200

                   II)  Plant Assets Classified as Temporarily Restricted

                        A)  Temporarily Restricted Net Asset Class

                                Accumulated Depreciation    4,000

                                Reclassification--

                                Satisfaction of Equipment 

                                Acquisition Restrictions    1,000

                                    Equipment                         5,000

                        B)  Unrestricted Net Asset Class

                                Cash                        1,200

                                    Reclassification--

                                    Satisfaction of Equipment 

                                    Acquisition Restrictions          1,000

                                    Gain on Sale of Equipment           200

        d.  Contributions  

            1)  Property--contributions of property should be recorded at their 

                fair market value at the date of contribution

                a)  Illustration--equipment with a fair market value of $40,000 

                    was received as a gift

                    I)  Plant Assets Classified as Unrestricted

                        A)  Temporarily Restricted Net Asset Class

                                No Entry

                        B)  Unrestricted Net Asset Class

                                Equipment                  40,000

                                    Contributions                    40,000

                   II)  Plant Assets Classified as Temporarily Restricted

                        A)  Temporarily Restricted Net Asset Class

                                Equipment                  40,000

                                    Contributions                    40,000

                        B)  Unrestricted Net Asset Class

                                No Entry

            2)  Contributed Services--contributed services should be recognized 

                only when the services (1) create or enhance nonfinancial 

                assets or (2) require specialized skills, are provided by 

                individuals possessing those skills, and would typically be 

                purchased if not provided by donation and are to be recorded as 

                both revenue and expense

                a)  Illustration--a CPA was paid $4,000 for accounting 

                    services valued at $10,000

                    I)  Unrestricted Net Asset Class

                            Supporting Expenses--Management 

                            and General                    10,000

                                Cash                                  4,000

                                Contributions                         6,000

            3)  Multi-year Pledges--multi-year pledges are to be recorded at 

                the present value of the future collections with the 

                difference between the present value of the previously 

                recorded temporarily restricted revenue and the current value 

                to be recorded as contribution revenue, not interest, and are 

                presumed to be temporarily restricted revenues that are based 

                on time restrictions

                a)  Illustrations

                    I)  Restricted--a restricted pledge of $50,000 per year 

                        for the next three years was received on January 1 of 

                        year 1 with the stipulation that the gift be used to 

                        purchase fixed assets; the annual installments on the 

                        pledge are collectible on December 31 of year 1, 

                        year 2, and year 3; the discount rate is 8%

                        A)  Temporarily Restricted Net Asset Class

                                Pledges Receivable        128,855

                                (50,000 x 2.57710)

                                    Contributions                   128,855

                                Cash                       50,000

                                    Pledges Receivable               39,692

                                    Contributions                    10,308

                                    (8% x 128,855)

                                Cash                       50,000

                                    Pledges Receivable               42,867

                                    Contributions                     7,133

                                    (8% x 89,163)

                                Cash                       50,000

                                    Pledges Receivable               46,296

                                    Contributions                     3,704

                                    (8% x 46,296)

                        B)  Unrestricted Net Asset Class

                                No Entry

                   II)  Unrestricted--an unrestricted pledge of $50,000 per 

                        year for the next three years was received on January 1 

                        of year 1; the annual installments on the pledge are 

                        collectible on December 31 of year 1, year 2, and 

                        year 3; the discount rate is 8%

                        A)  Temporarily Restricted Net Asset Class

                                Pledges Receivable        128,855

                                (50,000 x 2.57710)

                                    Contributions                   128,855

                                Reclassification--

                                Satisfaction of Time 

                                Restrictions               39,692

                                    Pledges Receivable               39,692

                                Reclassification--

                                Satisfaction of Time 

                                Restrictions               42,867

                                    Pledge Receivable                42,867

                                Reclassification--

                                Satisfaction of Time 

                                Restrictions               46,296

                                    Pledge Receivable                46,296

                        B)  Unrestricted Net Asset Class

                                Cash                       50,000

                                    Reclassification--

                                    Satisfaction of Time 

                                    Restrictions                     39,692

                                    Contributions                    10,308

                                    (8% x 128,855)

                                Cash                       50,000

                                    Reclassification--

                                    Satisfaction of Time 

                                    Restrictions                     42,867

                                    Contributions                     7,133

                                    (8% x 89,163)

                                Cash                       50,000

                                    Reclassification--

                                    Satisfaction of Time 

                                    Restrictions                     46,296

                                    Contributions                     3,704

                                    (8% x 46,296)

            4)  Conditional Promise--a promise to contribute that depends upon 

                specified future and uncertain events to bind the donor should 

                be recognized when the possibility that the conditions upon 

                which they depend will not be met is remote

            5)  Collectibles--nonprofit organizations are encouraged to 

                recognize the fair market value of the contribution of 

                collection items as revenue and as a capitalizable asset

                a)  Noncapitalization--nonprofit organizations need not 
                    recognize contributions of collection items as revenue and             

                    as a capitalizable asset as long as the items satisfy all  

                    of the following conditions:

                    I)  Exhibition--the collection items are held for public 

                        exhibition, education, or research in furtherance of 

                        public service rather than financial gain

                   II)  Preservation--the collection items are protected, kept  

                        unencumbered, cared for, and preserved

                  III)  Reinvestment--the collection items are subject to an 

                        organizational policy that requires proceeds from sales 

                        of collection items be used to acquire other items for 

                        collections

            6)  Pass Through Contributions--when an organization accepts 

                contributions from a donor and agrees to transfer assets to, or 

                use them on behalf of, a specific beneficiary, the organization 

                should offset the asset received with a liability to the 

                beneficiary

                a)  Variance Power--if the donor has explicitly granted the 
                    recipient organization the right to unilaterally redirect 
                    the use of the assets to another beneficiary, the recipient 
                    organization must recognize the contribution as revenue

                b)  Financially Interrelated--if the recipient organization and 
                    the beneficiary organization are financially interrelated, 
                    the recipient organization must recognize the contribution 
                    as revenue and the beneficiary organization must recognize 
                    an interest in the net assets of the recipient organization

        e.  Investments--investments in equity securities that have readily 

            determinable fair values, except equity securities accounted for 

            under the equity method or equity securities in consolidated 

            subsidiaries, and all investments in debt securities shall be 

            measured at fair value with resulting unrealized gains and losses 

            reflected as income in the appropriate net asset class

            1)  Illustration--investments with a fair market value of $150,000 

                were received as a bequest with the stipulation that the income 

                from the investments be used to purchase fixed assets and that 

                any gains or losses from the sale of the investments are to be 

                allocated to principal; interest in the amount of $15,000 was 

                collected on the investments; investments with a carrying value 

                of $10,000 were sold for $12,000; the fair market value of the 

                investments is $143,000

                a)  Permanently Restricted Net Asset Class

                        Investments                       150,000

                            Contributions                           150,000

                        Cash                               12,000

                            Investments                              10,000

                            Gain on Sale of Investments               2,000

                        Securities Fair Market Value 

                        Adjustment                          3,000

                            Unrealized Gain on Investments            3,000

                b)  Temporarily Restricted Net Asset Class

                        Cash                               15,000

                            Interest Income                          15,000

    3.  Financial Statements

        a.  Statement of Financial Position--organization-wide totals must be 

            provided

            1)  Assets

            2)  Liabilities

            3)  Net Assets--net assets must be classified into the following 

                categories:

                a)  Unrestricted

                b)  Temporarily Restricted

                c)  Permanently Restricted

        b.  Statement of Activities--organization-wide totals must be 

            provided; each class may or may not be reported separately, but 

            the changes in net assets for each class must be reported

            1)  Content

                a)  Revenues--revenues should be reported at gross amounts

                b)  Expenses--expenses should be reported at gross amounts

                c)  Gains and Losses--gains and losses may be reported at net 

                    amounts

                d)  Reclassifications

                    I)  Satisfaction of Program Restrictions

                   II)  Satisfaction of Equipment Acquisition Restrictions

                  III)  Satisfaction of Time Restrictions 

                   IV)  Expiration of Term Endowments 

                e)  Change in Net Assets

            2)  Format--the Statement of Activities may be presented as a 

                single statement or an acceptable format is to present two 

                other statements

                a)  Statement of Unrestricted Revenues, Expenses, and Other 

                    Changes in Unrestricted Net Assets

                    I)  Hospitals--hospitals call this statement a Statement of  

                        Operations and must report a performance indicator, 

                        such as operating income, that excludes restricted 

                        contributions, contributions of long-lived assets, etc.

                b)  Statement of Changes in Net Assets

        c.  Statement of Cash Flows

            1)  Operating Activities--nonprofit organizations are encouraged to 

                use the direct method 

                a)  Reconciliation--the reconciliation schedule of net income 

                    to net cash provided by operating activities will 

                    reconcile the change in total net assets to net cash 

                    provided by operating activities

            2)  Investing Activities

            3)  Financing Activities--restricted contributions for long-term 

                purposes and interest and dividends from investments restricted 

                for long-term purposes, such as endowments, future programs, 

                and plant, are reported as financing activities

        d.  Statement of Functional Expenses--voluntary health and welfare 

            organizations are required to report expenses by function and by 

            natural classification

        e.  Illustrative Financial Statements--the fixed assets purchased out 

            of the restricted gift and the donated fixed assets are classified 

            as unrestricted; the multi-year pledge is unrestricted

            1)  Statement of Financial Position

                        Statement of Financial Position

                                  December 31

        Cash                                                  $ 64,200

        Pledges Receivable                                      89,163

        Equipment                                               91,000

        Building                                               475,000

        Land                                                   100,000

        Long-term Investments                                 _143,000
                                                              $962,363

        Mortgage Payable                                      $412,000

        Net Assets:

            Unrestricted                                       256,200

            Temporarily Restricted                             139,163

            Permanently Restricted                            _155,000
                                                              $962,363

           2)  Statement of Activities

                           Statement of Activities

                            Year Ended December 31

                                        Temporarily  Permanently

                          Unrestricted  _Restricted  _Restricted  ___Total__
        Contributions      $1,250,308     $293,855     $150,000   $1,684,163

        Special Events         50,000                                 50,000

        Donated Services        6,000                                  6,000

        Interest Income                     15,000                    15,000

        Gain on Sale of 

          Investments                                     2,000        2,000

        Gain on Sale of 

          Equipment               200                                    200

        Unrealized Gain on

          Investments                                     3,000        3,000

        Reclassifications:

          Satisfaction of

            Program 

            Restrictions       55,000      (55,000)

          Satisfaction of

            Equipment 

            Acquisition 

            Restrictions       65,000      (65,000)

          Expiration of Time 

            Restrictions       39,692      (39,692)

        Expenses:

          Program Activities:

            Research         (474,000)                              (474,000)

            Public Health 

              Education      (396,000)                              (396,000)

          Supporting Activities:

            Management and 

              General        (215,000)                              (215,000)

            Fund Raising     (125,000)    __ _____     ___ ____     (125,000)

        Change in Net 

          Assets             $256,200     $139,163     $155,000     $550,363

        Net Assets 1/1       __---___     ___---__     ___---__     __---___
        Net Assets 12/31     $256,200     $139,163     $155,000     $550,363
            3)  Statement of Cash Flows

                           Statement of Cash Flows

                            Year Ended December 31

        Cash Flows from Operating Activities:

            Contributions                              $1,325,000

            Special Events                                 50,000

            Interest Income                                15,000

            Salaries                                   (1,055,000)

            Utilities                                  (   50,000)

            Accountant's Fees                          (    4,000)  

            Fund Raising                               (   15,000)

            Interest Expense                           (   42,000)  $224,000

        Cash Flows from Investing Activities:

            Sale of Investments                        $   12,000

            Sale of Equipment                               1,200

            Purchase of Fixed Assets                   __(245,000)  (231,800)

        Cash Flows from Financing Activities:

            Contributions Restricted for Fixed Assets  $   80,000

            Payment on Mortgage                        __ _(8,000)  __72,000
        Net Increase in Cash                                        $ 64,200
        Schedule of Noncash Financing and Investing Activities:

            Issue of Mortgage to Purchase Fixed Assets                $420,000 

        Reconciliation of Change in Net Assets to Net Cash Flows from 

        Operating Activities:

            Change in Net Assets                                    $550,363  

            Depreciation                                              38,000

            Increase in Pledges Receivable                          ( 89,163)

            Gain on Sale of Investments                             (  2,000)

            Gain on Sale of Equipment                               (    200)

            Unrealized Gain on Investments                          (  3,000)

            Contribution of Long-term Investments                   (150,000)

            Contributions Restricted for Fixed Assets               ( 80,000)

            Contribution of Fixed Assets                            ( 40,000)

                                                                    $224,000

           4)  Statement of Functional Expenses

                       Statement of Functional Expenses

                            Year Ended December 31

                                       Public   Management

                                       Health       and       Fund

                           Research  Education  __General_   Raising
        Salaries           $435,000   $370,000   $150,000   $100,000

        Utilities            20,000     15,000      8,000      7,000

        Depreciation         19,000     11,000      5,000      3,000

        Accountant's Fees                          10,000

        Special Events

        Interest           _ ______   ________   _ 42,000   __15,000
                           $474,000   $396,000   $215,000   $125,000
    5.  Disclosure

        a.  Required--the following disclosures are required:

            1)  Restricted Contributions--disclosure of the policy used to 

                record restricted contributions received and expended in the 

                same period is required

            2)  Plant Assets--disclosure of the policy used to record plant 

                assets as unrestricted or temporarily restricted is required

            3)  Restricted Resources--disclosure of the nature of temporarily 

                and permanently restricted resources is required

        b.  Recommended--the following disclosures are encouraged:

            1)  Reclassification--disclosure of the detail of the net assets 

                released from restrictions is encouraged

            2)  Investments--disclosure of the detail of investments is 

                encouraged

            3)  Expenses--disclosure of the breakdown of expenses by function 

                and by natural classification, except for voluntary health and 

                welfare organizations, is encouraged

D.  Public Sector--since any activity for which a fee is charged to external 
    users for goods or services is considered to be a business activity, most 
    governmental nonprofit organizations will opt to report as special-purpose 
    governments engaged only in business-type activities

    1.  Accounting Environment--since many of the resources available to 

        governmental nonprofit organizations are restricted by donors or 
        grantors, the accounting entity is divided into net asset classes—

        self-balancing sets of accounts recording resources together with 

        all related liabilities and residual equities which are segregated 

        because of the existence of or absence of restrictions by donors or 

        grantors

    2.  Net Asset Classes--the resources of a governmental nonprofit 

        organization, including any related liabilities, are divided into 

        the following four classes:

        a.  Unrestricted--unrestricted resources include those resources that 

            are not restricted by donors or grantors

        b.  Invested in Capital Assets--invested in capital assets includes          

            capital assets, net of accumulated depreciation, reduced by the 

            outstanding balances of any bonds, mortgages, notes, or other 

            borrowings that are attributable to the acquisition, construction, 

            or improvement of those assets

        c.  Temporarily Restricted--temporarily restricted resources include 

            those resources that are restricted by donors or grantors to be 

            used for a particular purpose, to be used at a time in the future, 

            or to be invested for a period of time, such as term endowments

        d.  Permanently Restricted--permanently restricted resources include 

            those resources that are restricted by donors or grantors to be 

            invested permanently with income from the investments to be used 

            for either restricted or unrestricted purposes 

    3.  Accounting Principles

        a.  Applicability--GASB standards apply to governmental nonprofit 

            organizations unless they are specifically prohibited by those 

            standards or they do not apply because of their nature

        b.  Basis of Accounting--the accrual basis of accounting is required 

            for all governmental nonprofit organizations

        c.  Income Recognition

            1)  Revenues

                a)  Classification--revenues are classified as unrestricted, 

                    invested in capital assets, temporarily restricted, or 

                    permanently restricted depending upon the existence or 

                    nonexistence of restrictions by donors or grantors

                    I)  Hospitals--hospitals classify revenues into three major 

                        categories

                        A)  Net Patient Service Revenues--net patient service 

                            revenues are equal to patient service revenues less 

                            deductions from patient service revenues

                            1)  Patient Service Revenues--patient service 

                                revenues are the gross revenues earned from 

                                rendering inpatient and outpatient services, 

                                excluding charity care, at regularly 

                                established standard rate 

                                a)  Charity Care--the organization's policy 

                                    for providing charity care and the level of 
                                    charity care provided should be disclosed 

                                b)  Capitation Agreements--revenues from  

                                    agreements under which a hospital provides 

                                    any necessary patient services for a 

                                    specific fee that is usually based upon the 

                                    number of individuals covered per time 

                                    period, and not the amount of services 

                                    rendered, are to be reported separately

                            2)  Deductions From Patient Service Revenues--

                                deductions from patient service revenues are 

                                reductions from the gross revenues for the 
                                following types of items:

                                a)  Contractual Adjustments With Third-party 

                                    Payers

                                b)  Employee Discounts

                            3)  Illustration-—patients were billed for services 

                                in the amount of $1,200,000; billings in the 

                                amount of $18,000 were waived for charity 

                                cases; agreements with insurance companies 

                                resulted in the reduction of gross billing 

                                amounts of $200,000

                                    Patient Service Revenues      $1,182,000

                                    (1,200,000 – 18,000)

                                    Deductions from Patient 

                                    Service Revenue               ___200,000
                                    Net Patient Service Revenue   $  982,000

                        B)  Other Operating Revenues--other operating revenues 

                            are operating revenues that are not derived from 

                            inpatient and outpatient services and include the 

                            following types of items:

                            1)  Tuition

                            2)  Cafeteria Sales

                            3)  Television Rentals

                            4)  Specific Purpose Grants

                            5)  Donated Supplies--donated medicines, linen, 

                                office supplies, and other materials that would 

                                normally be purchased by the hospital

                        C)  Nonoperating Revenue--nonoperating revenues are 

                            revenues not related to inpatient and outpatient 

                            services or related patient services and include 
                            the following types of items:

                            1)  Unrestricted Gifts

                            2)  Unrestricted Endowment Income

                            3)  Income From Investments

                            4)  Gains and Losses on the Sale of Assets

                            5)  Donated Services

                   II)  Colleges and Universities--colleges and universities 

                        classify revenues by their source 

                        A)  Tuition and Fees 

                            1)  Scholarships--scholarships and fellowships that   

                                are not provided in return for compensation, 

                                such as scholarships based on grades or ACT 

                                scores, are recognized as revenue reductions

                                a)  Tuition Waivers--tuition waivers that are 

                                    provided in return for compensation, such   

                                    as scholarships for graduate assistants and 

                                    tuition remissions for employees, are 

                                    recognized as expenses 

                            2)  Tuition Refunds--tuition refunds are recognized                               

                                as reductions in revenue

                            3)  Summer School--revenues from summer school are 

                                recognized in the fiscal year in which most of 

                                the instruction takes place

                            4)  Illustration--students were billed in the  

                                amount of $1,200,000; billings in the amount of 

                                $4,000 were waived for academic scholarships; 

                                billings in the amount of $6,000 were waived 

                                for employees; reductions in billings in the 

                                amount of $8,000 were granted for class 

                                withdrawls

                                    Revenues                      $1,188,000

                                    (1,200,000 – 4,000 – 8,000)

                                    Expenses                      $    6,000

                        B)  Governmental Grants and Contracts

                        C)  Private Gifts, Grants, and Contracts

                        D)  Endowment Income

                        E)  Sales and Services of Educational Departments--film 

                            rentals, testing services, etc.

                        F)  Sales and Services of Auxiliary Enterprises—

                            residence halls, food service, etc.

                  III)  Voluntary Health and Welfare Organizations--voluntary 

                        health and welfare organizations classify revenues 

                        into two major categories

                        A)  Public Support--public support is revenue provided 

                            by donors in nonreciprocal transactions and 

                            includes the following types of items:

                            1)  Contributions

                            2)  Legacies and bequests

                            3)  Collections through affiliates

                            4)  Contributions received from the federated 

                                organization's fund-raising efforts

                            5)  Special Fund Raising Events--special fund 

                                raising events are reported at the gross 

                                revenue with the costs of the special fund 

                                raising events reported as fund raising 

                                expenses

                            6)  Donated Services and Assets

                        B)  Revenue--revenue is revenue that is provided in 

                            reciprocal transactions and includes the following 

                            types of items:

                            1)  Membership Dues

                            2)  Fees

                            3)  Income From Investments

                            4)  Gains and Losses on the Sale of Assets

                   IV)  Other Nonprofit Organizations--other nonprofit 

                        organizations classify revenues into two major 

                        categories

                        A)  Public Support--public support is revenue provided 

                            by donors in nonreciprocal transactions and 

                            includes the following types of items:

                            1)  Contributions

                            2)  Legacies and bequests

                            3)  Collections through affiliates

                            4)  Contributions received from the federated 

                                organization's fund-raising efforts

                            5)  Special Fund Raising Events--special fund 

                                raising events are reported at the gross 

                                revenue with the costs of the special fund 

                                raising events reported as fund raising 

                                expenses

                            6)  Donated Services and Assets

                        B)  Revenue--revenue is revenue that is provided in 

                            reciprocal transactions and includes the following 

                            types of items:

                            1)  Membership Dues

                            2)  Fees

                            3)  Income From Investments

                            4)  Gains and Losses on the Sale of Assets

                b)  Reclassification--when fixed assets are acquired out of                 

                    either temporarily restricted or unrestricted resources or 

                    disposed of and when temporarily restricted resources are 

                    released upon the expiration of time restrictions, a 

                    reclassification of resources is necessary

            2)  Expenses--expenses need not be classified as unrestricted since  

                the statement or revenues, expenses, and changes in fund net 

                assets is a consolidated statement

                a)  Classification--expenses are usually reported by their 

                    natural classification 

                    I)  Functional Activities--the GASB encourages governmental 

                        nonprofit organizations to present cost information 

                        about their various programs and activities

                b)  Depreciation--depreciation must be reported for exhaustible 

                    fixed assets

            3)  Illustrations

                a)  Unrestricted Revenues and Expenses--unrestricted gifts of 

                    $1,200,000 were received; proceeds of a special fund 

                    raising banquet were $50,000; expenses of the special fund    

                    raising banquet were $15,000; salaries of $1,000,000, of 

                    which $400,000 is chargeable to research, $350,000 is 

                    chargeable to public health education, $150,000 is 

                    chargeable to management and general, and $100,000 is 

                    chargeable to fund raising, were paid; utility bills of 

                    $50,000, of which $20,000 is chargeable to research, 

                    $15,000 is chargeable to public health education, $8,000 is 

                    chargeable to management and general and $7,000 is 

                    chargeable to fund raising, were paid

                    I)  Unrestricted Net Asset Class 

                            Cash                        1,200,000 

                                Contributions                     1,200,000

                            Cash                           50,000

                                Contributions--Special

                                Events                               50,000

                            Fund Raising Expense           15,000

                                Cash                                 15,000

                            Salary Expense              1,000,000

                                Cash                              1,000,000 

                            Utility Expense                50,000

                                Cash                                 50,000       

                b)  Program Restrictions--a restricted gift of $75,000 was 

                    received; salaries of $55,000, of which $35,000 is 

                    chargeable to research and $20,000 is chargeable to public 

                    health education,  were paid out of the restricted gift 

                    I)  Temporarily Restricted Net Asset Class

                            Cash                               75,000

                                Contributions                            75,000

                            Salary Expense                     35,000

                                Cash                                     55,000

                   II)  Unrestricted Net Asset Class

                            No Entry

                c)  Unrestricted Fixed Asset Acquisitions—a building was 

                    purchased at a cost of $600,000 out of unrestricted net 

                    assets by putting down $180,000 and securing a mortgage for 

                    $420,000; $100,000 of the purchase price is assigned to the 

                    value of the land

                    I)  Unrestricted Net Asset Class

                            Reclassification--Fixed Asset 

                            Acquisition                       180,000

                                Cash                                    180,000

                   II)  Invested in Capital Assets Net Asset Class

                            Building                          500,000

                            Land                              100,000

                                Mortgage Payable                        420,000

                                Reclassification--Fixed Asset 

                                Acquisition                             180,000

                d)  Restricted Fixed Asset Acquisitions--a gift of $80,000 was 

                    received with the stipulation that the gift be used to 

                    purchase fixed assets; equipment was purchased at a cost of 

                    $65,000 out of the restricted gift

                    I)  Temporarily Restricted Net Asset Class

                            Cash                              80,000

                                Contributions                           80,000

                            Reclassification--Satisfaction of 

                            Equipment Acquisition 

                            Restrictions                      65,000

                                Cash                                    65,000

                   II)  Invested in Capital Assets Net Asset Class

                            Equipment                         65,000

                                Reclassification—

                                Satisfaction of Equipment 

                                Acquisition Restrictions                65,000

                e)  Depreciation on Unrestricted Fixed Assets--depreciation on 

                    the building is $25,000, of which $12,000 is chargeable to 

                    research, $8,000 is chargeable to public health education, 

                    $3,000 is chargeable to management and general, and $2,000 

                    is chargeable to fund raising

                    I)  Invested in Capital Assets Net Asset Class

                            Depreciation Expense              13,000

                                Accumulated Depreciation               13,000

                f)  Depreciation on Restricted Fixed Assets--depreciation on  

                    the equipment is $13,000, of which $7,000 is chargeable to 

                    research, $3,000 is chargeable to public health education, 

                    $2,000 is chargeable to management and general activities, 

                    and $1,000 is chargeable to fund raising activities

                    I)  Invested in Capital Assets Net Asset Class

                            Depreciation Expense              13,000

                                Accumulated Depreciation               13,000

                g)  Fixed Asset Debt Repayment—a mortgage payment of $50,000,  

                    of which $42,000 represents interest, was made out of    

                    unrestricted net assets

                    I)  Unrestricted Net Asset Class

                            Interest Expense                  42,000

                            Reclassification--Fixed Asset 

                            Debt Payment                       8,000

                                Cash                                   50,000

                   II)  Invested in Capital Assets Net Asset Class

                            Mortgage Payable                   8,000

                                Reclassification--Fixed Asset 

                                Debt Payment                            8,000

                h)  Disposal of Fixed Assets—equipment, purchased out of   

                    temporarily restricted net assets, with an original cost of 

                    $5,000 and a book value of $1,000 was sold for $1,200

                    I)  Unrestricted Net Asset Class

                            Cash                               1,200

                                Reclassification--Fixed Asset

                                Disposal                                1,000

                                Gain on Sale of Equipment                 200

                   II)  Invested in Capital Assets Net Asset Class

                            Accumulated Depreciation           4,000

                            Reclassification—Fixed Asset 

                            Disposal                           1,000

                                Equipment                               5,000

        d.  Contributions  

            1)  Property--contributions of property should be recorded at their 

                fair market value at the date of contribution

                a)  Illustration--equipment with a fair market value of $40,000 

                    was received as a gift

                    I)  Invested in Capital Assets Net Asset Class

                            Equipment                          40,000

                                Contributions                          40,000

            2)  Contributed Services--contributed services should be recognized 

                only when the services (1) create or enhance nonfinancial 
                assets or (2) require specialized skills, are provided by 
                individuals possessing those skills, and would typically be 
                purchased if not provided by donation and are to be recorded as 
                both revenue and expense

                a)  Illustration--a CPA was paid $4,000 for accounting services 

                    valued at $10,000

                    I)  Unrestricted Net Asset Class

                            Accountant’s Fees                  10,000

                                Cash                                    4,000

                                Contributions                           6,000

            3)  Multi-year Pledges--multi-year pledges are to be recorded at an 

                amount equal to the future collections and are presumed to be 

                temporarily restricted revenues that are based on time 

                restrictions

                a)  Illustrations

                    I)  Restricted--a restricted pledge of $50,000 per year for 

                        the next three years was received on January 1 of 

                        year 1 with the stipulation that the gift be used to 

                        purchase fixed assets; the annual installments on the 

                        pledge are collectible on December 31 of year 1, 

                        year 2, and year 3

                        A)  Temporarily Restricted Net Asset Class

                                Pledges Receivable            150,000

                                    Contributions                     150,000

                                Cash                           50,000

                                    Pledges Receivable                 50,000

                                Cash                           50,000

                                    Pledges Receivable                 50,000

                                Cash                           50,000

                                    Pledges Receivable                 50,000

                        B)  Unrestricted Net Asset Class

                                No Entry

                   II)  Unrestricted--an unrestricted pledge of $50,000 per  

                        year for the next three years was received on January 1 

                        of year 1; the annual installments on the pledge are 

                        collectible on December 31 of year 1, year 2, and 

                        year 3

                        A)  Temporarily Restricted Net Asset Class

                                Pledges Receivable            150,000

                                    Contributions                     150,000

                                Reclassification--Satisfaction 

                                of Time Restrictions           50,000

                                    Pledge Receivable                  50,000

                                Reclassification--Satisfaction 

                                of Time Restrictions           50,000

                                    Pledges Receivable                 50,000

                                Reclassification--Satisfaction 

                                of Time Restrictions           50,000

                                    Pledge Receivable                  50,000

                        B)  Unrestricted Net Asset Class

                                Cash                           50,000

                                    Reclassification--Satisfaction 

                                    of Time Restrictions               50,000

                                Cash                           50,000

                                    Reclassification--Satisfaction 

                                    of Time Restrictions               50,000

                                Cash                           50,000

                                    Reclassification--Satisfaction 

                                    of Time Restrictions               50,000           

            4)  Conditional Promise--a promise to contribute that depends upon 

                specified future and uncertain events to bind the donor should 

                be recognized when the possibility that the conditions upon 

                which they depend will not be met is remote 

            5)  Collectibles--nonprofit governmental organizations are 

                encouraged to recognize the fair market value of the 

                contribution of collection items as revenue and as a 

                capitalizable asset

                a)  Noncapitalization--governmental nonprofit organizations may 

                    recognize contributions of collection items as revenue and 

                    as a program expense as long as the items satisfy all of 

                    the following conditions:

                    I)  Exhibition--the collection items are held for public 

                        exhibition, education, or research in furtherance of 

                        public service rather than financial gain

                   II)  Preservation--the collection items are protected, kept 

                        unencumbered, cared for, and preserved

                  III)  Reinvestment--the collection items are subject to an 

                        organizational policy that requires proceeds from sales 

                        of collection items be used to acquire other items for 

                        collections

            6)  Pass Through Contributions--when a governmental nonprofit  

                organization accepts contributions from a donor and agrees to 

                transfer assets to, or use them on behalf of, a specific 

                beneficiary, the organization should recognize the contribution 

                as revenue when received and as expense when distributed or 

                used if the organization selected the specific beneficiary 

                (even based on grantor-established criteria) or monitored 

                compliance with grant requirements 

                a)  No Administrative Involvement--in those infrequent cases in 

                    which the organization does not select the specific  

                    beneficiary or monitor compliance with grant requirements, 

                    the organization should recognize the contribution as a 

                    liability when received 

        e)  Investments--investments in equity securities that have readily 

            determinable fair values, except equity securities accounted for 

            under the equity method or equity securities in consolidated 

            subsidiaries, and all investments in debt securities shall be 

            measured at fair value with resulting unrealized gains and losses 

            reflected as income in the appropriate net asset class

            1)  Exception--money market investments having a remaining maturity 

                at the time of purchase of one year or less (certificates of 

                deposit, commercial paper, U. S. Treasury obligations) may be 

                reported at amortized cost

            2)  Illustration--investments with a fair market value of $150,000 

                were received as a bequest with the stipulation that the income 

                from the investments be used to purchase fixed assets and that 

                any gains or losses from the sale of the investments are to be 

                allocated to principal; interest in the amount of $15,000 was 

                collected on the investments; investments with a carrying value 

                of $10,000 were sold for $12,000; the fair market value of the 

                investments is $143,000

                a)  Permanently Restricted Net Asset Class

                        Investments                           150,000

                            Contributions                             150,000

                        Cash                                   12,000

                            Investments                                10,000

                            Gain on Sale of Investments                 2,000

                        Securities Fair Market Value 

                        Adjustment                              3,000

                            Unrealized Gain on Investments              3,000

                b)  Temporarily Restricted Net Asset Class

                        Cash                                   15,000

                            Interest Income                            15,000

    3.  Financial Statements

        a.  Statement of Net Assets--governmental nonprofit organizations may 

            present the statement of net assets in a format that either 

            displays assets less liabilities equal net assets or displays 

            assets equal to liabilities plus net assets

            1)  Assets--assets should be presented in a classified format

            2)  Liabilities--liabilities should be presented in a classified 

                format

            3)  Net Assets--the difference between the government's assets and 

                liabilities should be reported in the following three 

                components

                a)  Invested in Capital Assets, Net of Related Debt—invested in 

                    capital assets, not of related debt consists of capital 

                    assets, net of accumulated depreciation reduced by the 

                    outstanding balances of any bonds, mortgages, notes, or 

                    other borrowings that are attributable to the acquisition, 

                    construction, or improvement of those assets

                b)  Restricted Net Assets--restricted net assets consist of net 

                    assets whose use is either externally constrained by 

                    creditors (such as debt covenants), by grantors, by 

                    contributors, or by laws or regulations of other 

                    governments or constrained by law through constitutional 

                    provisions or enabling legislation

                c)  Unrestricted Net Assets--unrestricted net assets consist of 

                    net assets that are not classified as investment in capital 

                    assets, net of related debt, or restricted net assets

        b.  Statement of Revenues, Expenses, and Changes in Fund Net Assets--

            governmental nonprofit organizations should report the results of 

            operations on an all-inclusive basis

            1)  Operating Revenues--operating revenues should be classified by 

                major revenue sources

            2)  Operating Expenses

            3)  Nonoperating Revenues and Expenses

            4)  Capital Contributions

            5)  Additions to Permanent and Term Endowments

            6)  Extraordinary Items

        c.  Statement of Cash Flows

            1)  Operating Activities--the direct method should be used

                a)  Reconciliation--the reconciliation schedule of net 

                    income to cash provided by operating activities will 

                    reconcile operating income to net cash provided by 

                    operations

            2)  Noncapital Financing Activities

                a)  Interest Payments--interest payments are classified as 

                    financing activities

            3)  Capital and Related Financing Activities

                a)  Interest Payments--interest payments are classified as  

                    financing activities

                b)  Purchase of Capital Assets--purchases of capital assets 

                    are classified as financing activities

            4)  Investing Activities

                a)  Interest Receipts--interest receipts are classified as 

                    investing activities

        d.  Illustrative Financial Statements--the multi-year pledge is 

            unrestricted  

            1)  Statement of Net Assets 

                         Statement of Net Assets

                             December 31

        Cash                                                  $ 64,200

        Pledges Receivable                                     100,000

        Equipment                                               91,000

        Building                                               475,000

        Land                                                   100,000

        Long-term Investments                                 _143,000
                                                              $973,200

        Mortgage Payable                                      $412,000

        Net Assets:

            Invested in Capital Assets,

              Net of Related Debt               $254,000

            Restricted:

              Nonexpendable                      155,000

              Expendable                         150,000

            Unrestricted                        _  2,200      _561,200
                                                              $973,200

            2)  Statement of Revenues, Expenses, and Changes in Fund Net Assets 

            Statement of Revenues, Expenses, and Changes in Fund Net Assets

                                Year Ended December 31

        Contributions                                             $1,695,000

        Special Events                                                50,000

        Donated Services                                               6,000

        Interest Income                                               15,000

        Gain on Sale of Investments                                    2,000

        Gain on Sale of Equipment                                        200

        Unrealized Gain on Investments                                 3,000

        Expenses:

          Salaries                                                (1,055,000)

          Utilities                                               (   50,000)

          Depreciation                                            (   38,000)

          Interest                                                (   42,000) 

          Fund Raising                                            (   15,000)

          Accountant's Fees                                       (   10,000)

        Change in Net Assets                                      $  561,200

        Net Assets 1/1                                            ____---___
        Net Assets 12/31                                          $  561,200
            3)  Statement of Cash Flows

                           Statement of Cash Flows

                            Year Ended December 31

        Cash Flows from Operating Activities:

            Contributions                              $1,325,000

            Special Events                                 50,000

            Salaries                                   (1,055,000)

            Utilities                                  (   50,000)

            Accountant's Fees                          (    4,000)

            Fund Raising                               (   15,000)    $251,000

        Cash Flows from Investing Activities:

            Sale of Equipment                          $    1,200

            Sale of Investments                            12,000

            Interest Income                                15,000       28,200

        Cash Flows from Noncapital Financing Activities:                 ---

        Cash Flows from Capital Financing Activities:

            Contributions Restricted for Fixed Assets  $   80,000

            Purchase of Fixed Assets                   (  245,000)

            Interest Expense                           (   42,000)

            Payment o n Mortgage                       (    8,000)    (215,000)

        Net Increase in Cash                                          $ 64,200
        Schedule of Noncash Financing and Investing Activities:

            Issue of Mortgage to Purchase Fixed Assets                $420,000 

        Reconciliation of Change in Net Assets to Net Cash Flows from 

        Operating Activities:

            Change in Net Assets                                     $561,200  

            Depreciation                                               38,000

            Interest Income                                          ( 15,000) 

            Interest Expense                                           42,000

            Increase in Pledges Receivable                           (100,000)

            Gain on Sale of Investments                              (  2,000)

            Gain on Sale of Equipment                                (    200)

            Unrealized Gain on Investments                           (  3,000)

            Contribution of Long-term Investments                    (150,000)

            Contributions Restricted for Fixed Assets                ( 80,000)

            Contribution of Fixed Assets                             ( 40,000)

                                                                     $251,000
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