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LEARNING OBJECTIVES

· Describe the fundamental definitions and operating principles of nonprofit organizations.

· Review Statements of Financial Accounting Standards for nonprofit organizations.

· Describe basic financial statements and footnotes presentations for nonprofit organizations.

· Explain principles of accounting and reporting for accounts presented on the statement of financial position.

DEFINTIONS OF NONPROFIT ORGANIZATIONS
SFAS Nos. 116 and 117 (ASC Topic 958)
SFAS Nos. 116 and 117 are available for free download in their amended format from www.fasb.org.  Appendix D of SFAS No. 116, Accounting for Contributions Received and Contributions Made, and SFAS No. 117, Financial Statements of Not-for-Profit Organizations, defines a nonprofit organization substantially the same as SFAC No. 4, paragraphs 6 and 7, which is as follows:

An entity that possesses the following characteristics that distinguish it from a business enterprise: 

(a) contributions of significant amounts of resources from resource providers who do not expect commensurate or proportionate pecuniary return, 

(b) operating purposes other than to provide goods or services at a profit, and 


(c) absence of ownership interests like those of business enterprises. Not-for-profit organizations have those characteristics in varying degrees. 

Organizations that clearly fall outside this definition include all investor-owned enterprises and entities that provide dividends, lower costs, or other economic benefits directly and proportionately to their owners, members, or participants, such as mutual insurance organizations, credit unions, farm and rural electric cooperatives, and employee benefit plans.

Examples of Nonprofit Organizations
Some examples of non-governmental, nonprofit organizations are:

· Cemetery organizations

· Civic and community organizations

· Colleges and universities

· Elementary and secondary schools

· Federated fund-raising organizations

· Fraternal organizations

· Labor unions

· Libraries

· Museums

· Other cultural organizations

· Performing arts organizations

· Political parties

· Political action committees

· Private and community foundations

· Professional associations

· Public broadcasting stations

· Religious organizations

· Research and scientific organizations

· Social and country clubs

· Trade associations

· Voluntary health and welfare organizations

· Zoological and botanical societies

Voluntary Health and Welfare Organizations

Voluntary health and welfare organizations generally provide guidance, training, goods and services to the general public according to their specific mission.  Examples of voluntary health and welfare organizations include the following:
· Salvation Army

· Red Cross

· CARE

· Goodwill Industries

· United Way

· Boy Scouts

· Girl Scouts

· Boys Clubs

· Girls Inc.

· Nonprofit organizations whose purpose is to find a cure for or help people who have diseases such as cancer, diabetes, heart disease, or muscular dystrophy.
Internal Revenue Service Definition of Nonprofit Organizations

The Internal Revenue Service (IRS) defines a tax-exempt organization as an organization exempt from income taxes, primarily under Section 501 of the Internal Revenue Code (IRC). Section 501 includes specified types of exempt organizations, such as charitable, religious, and educational institutions; civic leagues; social clubs; etc. 

Most nonprofit organizations must apply for and receive recognition of tax-exempt status from the IRS. Churches may, but are not required to, apply for tax-exempt status although they automatically qualify under IRC section 501(c)(3).  

To maintain their tax exempt status if they have not applied for exemption, churches must operate and meet the same requirements as if they had filed.  Most churches apply for tax-exempt status, however, to prevent IRS inquiries when donors are audited by the IRS.

All tax exempt organizations, including churches, are prohibited from supporting political candidates and from using their assets and revenues for the private benefit of any individual or organization (private inurement).  They must also comply with all governance requirements included in the Internal Revenue Code, Regulations and Form 990 Information Returns, even if not required to file Form 990.

IRS Classifications for Types of Nonprofit Organizations
Some of the major IRC section 501(c) classifications include the following:

· 501(c)(3)—Organizations that are religious, educational, charitable, scientific, or literary, or that test for public safety or foster national or international amateur sports competitions, or organizations for the prevention of cruelty to children or animals.

· 501(c)(4)—Civic leagues, social welfare organizations, and local associations of employees, whose activities include promotion of community welfare along charitable, educational, or recreational lines.

· 501(c)(5)—Labor, agriculture, and horticultural organizations, whose activities are educational or instructive, with the purpose of improving conditions of work or improving products and efficiency.

· 501(c)(6)—Business leagues, chambers of commerce, real estate boards, etc., whose activities are intended to improve business conditions of one or more lines of business.

· 501(c)(7)—Social and recreation clubs, the purpose of whose activities are pleasure, recreation, and social.

KEY SFASs AFFECTING NONPROFIT ORGANIZATIONS

Most nonprofit organizations (NPOs) adopt the accounting and reporting requirements of U.S. generally accepted accounting principles (GAAP).  When financial statement users permit, some NPOs are utilizing other comprehensive bases of accounting (special purpose reporting frameworks) such as modified cash or the income tax basis.  For-profit and nonprofit organizations may also adopt International Financial Reporting Standards (IFRS) or IFRS for Small and Medium-Size Entities as an alternative reporting framework.

Discussions in this series will focus on accounting and reporting requirements included in U.S. GAAP.  A brief discussion of Statements of Financial Accounting Standards (SFASs) that specifically affect NPOs accounting and reporting is included below.

FASB Summary of Statement No. 116 (Topic 958)—Accounting for Contributions Received and Contributions Made)

This Statement establishes accounting standards for contributions and applies to all entities that receive or make contributions. Generally, contributions received, including unconditional promises to give, are recognized as revenues in the period received at their fair values. Contributions made, including unconditional promises to give, are recognized as expenses in the period made at their fair values. Conditional promises to give, whether received or made, are recognized when they become unconditional, that is, when the conditions are substantially met.

This Statement requires not-for-profit organizations to distinguish between contributions received that increase permanently restricted net assets, temporarily restricted net assets, and unrestricted net assets. It also requires recognition of the expiration of donor-imposed restrictions in the period in which the restrictions expire.

This Statement allows certain exceptions for contributions of services and works of art, historical treasures, and similar assets. Contributions of services are recognized only if the services received (a) create or enhance nonfinancial assets or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided by donation. Contributions of works of art, historical treasures, and similar assets need not be recognized as revenues and capitalized if the donated items are added to collections held for public exhibition, education, or research in furtherance of public service rather than financial gain.

This Statement requires certain disclosures for collection items not capitalized and for receipts of contributed services and promises to give.

FASB Summary of Statement No. 117 (Topic 958)—Financial Statements of Not-for-Profit Organizations 

This Statement establishes standards for general-purpose external financial statements provided by a not-for-profit organization. Its objective is to enhance the relevance, understandability, and comparability of financial statements issued by those organizations. It requires that those financial statements provide certain basic information that focuses on the entity as a whole and meets the common needs of external users of those statements.

This Statement requires that all not-for-profit organizations provide a statement of financial position, a statement of activities, and a statement of cash flows. It requires reporting amounts for the organization's total assets, liabilities, and net assets in a statement of financial position; reporting the change in an organization's net assets in a statement of activities; and reporting the change in its cash and cash equivalents in a statement of cash flows.

This Statement also requires classification of an organization's net assets and its revenues, expenses, gains, and losses based on the existence or absence of donor-imposed restrictions. It requires that the amounts for each of three classes of net assets-permanently restricted, temporarily restricted, and unrestricted-be displayed in a statement of financial position and that the amounts of change in each of those classes of net assets be displayed in a statement of activities.

This Statement amends FASB Statement No. 95 (Topic 230), Statement of Cash Flows, to extend its provisions to not-for-profit organizations and to expand its description of cash flows from financing activities to include certain donor-restricted cash that must be used for long-term purposes. It also requires that voluntary health and welfare organizations provide a statement of functional expenses that reports expenses by both functional and natural classifications.

FASB Summary of Statement No. 124 (Topic 958)—Accounting for Certain Investments Held by Not-for-Profit Organizations 

This Statement establishes standards for accounting for certain investments held by not-for-profit organizations. It requires that investments in equity securities with readily determinable fair values and all investments in debt securities be reported at fair value with gains and losses included in a statement of activities. This Statement requires certain disclosures about investments held by not-for-profit organizations and the return on those investments.

This Statement also establishes standards for reporting losses on investments held because of a donor's stipulation to invest a gift in perpetuity or for a specified term.

FASB Summary of Statement No. 157 (Topic 820)—Fair Value Measurements

This Statement defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles (GAAP), and expands disclosures about fair value measurements. This Statement applies under other accounting pronouncements that require or permit fair value measurements, the Board having previously concluded in those accounting pronouncements that fair value is the relevant measurement attribute. Accordingly, this Statement does not require any new fair value measurements. However, for some entities, the application of this Statement will change current practice.

Requirements of This Statement 
The definition of fair value retains the exchange price notion in earlier definitions of fair value. This Statement clarifies that the exchange price is the price in an orderly transaction between market participants to sell the asset or transfer the liability in the market in which the reporting entity would transact for the asset or liability, that is, the principal or most advantageous market for the asset or liability. The transaction to sell the asset or transfer the liability is a hypothetical transaction at the measurement date, considered from the perspective of a market participant that holds the asset or owes the liability. Therefore, the definition focuses on the price that would be received to sell the asset or paid to transfer the liability (an exit price), not the price that would be paid to acquire the asset or received to assume the liability (an entry price).

This Statement emphasizes that fair value is a market-based measurement, not an entity-specific measurement. Therefore, a fair value measurement should be determined based on the assumptions that market participants would use in pricing the asset or liability. As a basis for considering market participant assumptions in fair value measurements, this Statement establishes a fair value hierarchy that distinguishes between (1) market participant assumptions developed based on market data obtained from sources independent of the reporting entity (observable inputs), and (2) the reporting entity’s own assumptions about market participant assumptions developed based on the best information available in the circumstances (unobservable inputs). The notion of unobservable inputs is intended to allow for situations in which there is little, if any, market activity for the asset or liability at the measurement date. In those situations, the reporting entity need not undertake all possible efforts to obtain information about market participant assumptions. However, the reporting entity must not ignore information about market participant assumptions that is reasonably available without undue cost and effort.

This Statement clarifies that market participant assumptions include assumptions about risk, for example, the risk inherent in a particular valuation technique used to measure fair value (such as a pricing model) and/or the risk inherent in the inputs to the valuation technique. A fair value measurement should include an adjustment for risk if market participants would include one in pricing the related asset or liability, even if the adjustment is difficult to determine. Therefore, a measurement (for example, a “mark-to-model” measurement) that does not include an adjustment for risk would not represent a fair value measurement if market participants would include one in pricing the related asset or liability.

This Statement clarifies that market participant assumptions also include assumptions about the effect of a restriction on the sale or use of an asset. A fair value measurement for a restricted asset should consider the effect of the restriction if market participants would consider the effect of the restriction in pricing the asset. That guidance applies for stock with restrictions on sale that terminate within one year that is measured at fair value under FASB Statements No. 115 (Topic 320), Accounting for Certain Investments in Debt and Equity Securities, and No. 124 (Topic 958), Accounting for Certain Investments Held by Not-for-Profit Organizations. 

This Statement clarifies that a fair value measurement for a liability reflects its nonperformance risk (the risk that the obligation will not be fulfilled). Because nonperformance risk includes the reporting entity’s credit risk, the reporting entity should consider the effect of its credit risk (credit standing) on the fair value of the liability in all periods in which the liability is measured at fair value under other accounting pronouncements, including FASB Statement No. 133 (Topic 815), Accounting for Derivative Instruments and Hedging Activities.

This Statement (and subsequently issued ASUs) expands disclosures about the use of fair value to measure assets and liabilities in interim and annual periods subsequent to initial recognition. 

Issues Related to Reporting Frameworks

With the exception of a few disclosure requirements, GAAP is basically the same for large and small entities. As an alternative to GAAP, management may elect to prepare its financial statements on another comprehensive basis of accounting (OCBOA), such as the modified cash or income tax basis.  When such presentations are acceptable to users of the financial statements, accountants may audit, review or compile OCBOA statements.  IFRS and IFRS for Small and Medium-Size Entities are also recognized as GAAP by the AICPA and FASB as alternatives to U.S. GAAP.

GAAP-basis financial statements are usually required by accountability organizations, government agencies and grantors.  In these circumstances, all the requirements of generally accepted accounting principles applicable to nonprofit organizations must be met, if material.  When auditing entities that receive federal funds, governmental accounting and reporting principles, and requirements of oversight agencies, must also be reflected in performing the engagement and preparing reports.

NONPROFIT ORGANIZATION FINANCIAL STATEMENTS

Basic nonprofit organization financial statements include:

Statement of Financial Position
This statement reports total assets, liabilities, and net assets of an organization and any consolidated subsidiaries. SAS No. 117 (Topic 958-210-45) requires net assets to be reported as permanently restricted net assets, temporarily restricted net assets, and unrestricted net assets.  Unrestricted net assets may include designations made by an entity’s board of directors or trustees.

Statement of Activities
This statement reports the changes in permanently restricted net assets, temporarily restricted net assets, unrestricted net assets, and the total change in net assets. Revenues are reported in the classes to which they apply.  Temporarily restricted revenues are reclassified as unrestricted when time and purpose designations have been accomplished. Revenues from permanently restricted net assets will be accounted for as specified in the related agreements or, if not specified, as unrestricted.  All expenses will be recorded as unrestricted in functional categories, program services, management and general, fundraising and, if applicable, member development.

Statement of Cash Flows

This statement follows the requirements of SFAS No. 95 (ASC 230).  The statement of cash flows reports cash flows in total rather than by the three classes of net assets.  One significant difference is that certain restricted donations (usually permanently restricted) are classified as cash flows from financing activities and not included in income from operations.

Statement of Functional Expenses

Voluntary health and welfare organizations must present this statement in a matrix format that identifies major categories of expense and their allocation among major categories of program services, management and general and fundraising expenses.  Other nonprofit organizations may voluntarily present this Statement to provide financial statement users a better understanding of the entity’s use of resources.

ILLUSTRATIVE FINANCIAL STATEMENTS AND FOOTNOTES
DISASTER RELIEF, INC.

STATEMENT OF FINANCIAL POSITION

December 31, 2014
ASSETS

CURRENT ASSETS


Cash:



Unrestricted






$192,712



Restricted






    87,896


Inventories of merchandise and supplies



    33,214


Prepaid expenses and deposits




      9,188


Total Current Assets





  323,010  

INVESTMENTS







  215,632


PROPERTY AND EQUIPMENT





  167,946


TOTAL ASSETS





$706,588
LIABILITIES AND NET ASSETS

CURRENT LIABILITIES


Current portion of long-term debt




$  32,259

Accounts payable






    15,333


Payroll tax liabilities






      3,115


Total Current Liabilities




   50,707  

LONG-TERM DEBT






  
 113,839


NET ASSETS


Unrestricted (Board designated—$29,672)



 454,146
  


Temporarily restricted






   87,896


Total Net Assets





 542,042 


TOTAL LIABILITIES AND NET ASSETS

           $706,588

See Accompanying Notes to Financial Statements.

DISASTER RELIEF, INC.

STATEMENT OF ACTIVITIES

Year Ended December 31, 2014










Temporarily









Unrestricted
  Restricted
    Total   .
SUPPORT AND REVENUES


Contributions:




Unrestricted



$3,676,820

          $3,676,820



Restricted





$  240,960
   240,960 



In-kind



    
     205,000
   

   205,000


Unrealized gain on investments
            
863


          863


Interest




         
         1,101


       1,101


Net assets released from restrictions

     153,064
   (153,064)
           -0-


Total Support and Revenues
 
  4,036,848
      87,896
4,124,744

EXPENSES


Program services



2,593, 401


2,593,401


Supporting services



Management and general

    751,923


   751,923



Fundraising



    563,710


   563,710






Total Expenses


 3,909,034


3,909,034

INCREASE IN NET ASSETS

    127,814
     87,896
   215,710  

NET ASSETS AT BEGINNING OF YEAR

    326,332
           -0-
   326,332

NET ASSETS AT END OF YEAR

$  454,146 
$   87,896
$ 542,042
See Accompanying Notes to Financial Statements.
DISASTER RELIEF, INC.

STATEMENT OF CASH FLOWS

Year Ended December 31, 2014
CASH FLOWS FROM OPERATING ACTIVITIES


Increase in net assets





           $  215,710


Adjustments to reconcile increase in net assets to net cash



provided by operating activities



In-kind contributions




  
  (205,000)



Depreciation






     18,738



Increase in unrealized gains and losses on investments
        (863)



Increase in accounts payable



       
      6,886



Increase in payroll tax liabilities



      1,175
NET CASH PROVIDED BY OPERATING ACTIVITIES
     
    36,646
   

CASH FLOWS USED IN INVESTING ACTIVITIES


Purchase of tractor/trailer





   (64,031)

CASH FLOWS USED BY FINANCING ACTIVITIES


Payments on debt obligations



         
        __   (54,229)


NET DECREASE IN CASH




   
   (81,614)
      

CASH AT BEGINNING OF YEAR



         
               362,222

CASH AT END OF YEAR




         $    280,608
See Notes to Accompanying Financial Statements.
DISASTER RELIEF, INC.

NOTES TO FINANCIAL STATEMENTS

Year Ended December 31, 2014
NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization
Disaster Relief, Inc. was organized in 1983 and is a nonprofit organization, exempt from income taxes under Section 501 (c) (3) of the Internal Revenue Code.  It’s purpose if to distribute life-sustaining supplies and services to residents of areas of the United States that have suffered natural or man-made disasters.  The Organization receives a majority of its support and revenues from contributions made by the general public.

The Organization maintains operating relationships with several affiliated entities but has no monetary investment in, or substantial influence or control over, these entities.  These financial statements, therefore, include only the accounts of Disaster Relief, Inc. 

Summary of Significant Accounting Policies

Method of Accounting:

The financial statements of Disaster Relief, Inc. have been prepared on the accrual basis of accounting and in accordance with the American Institute of Accountants’ Audit and Accounting Guide, Not-for-Profit Organizations.  The significant accounting policies followed are described below to enhance the usefulness of the financial statements to the reader.

Basis of Presentation
Financial statement presentation follows the recommendations of the Financial Accounting Standards Board in its Statement of Financial Accounting Standards (SFAS) No. 117 (ASC 958), Financial Statements of Not-for-Profit Organizations.  Under SFAS No. 117, the Organization is required to report information regarding its financial position and activities according to three classes of net assets:  unrestricted net assets, temporarily restricted net assets, and permanently restricted net assets.  

Unrestricted Net Assets:

Unrestricted net assets are resources over which the Board of Directors has discretionary control and are available for the various programs and administration of the Organization.

Temporarily Restricted Net Assets:

Temporarily restricted net assets are resources subject to donor imposed restrictions which will be satisfied by actions of the Organization or the passage of time.  Donor restricted contributions for which restrictions are met in the same reporting period are reported as unrestricted support.

Permanently Restricted Net Assets:

Permanently restricted net assets are resources subject to donor imposed restrictions that neither expire by the passage of time nor can be fulfilled or otherwise removed by actions of the Organization.  There currently are no permanently restricted net assets.

Inventory of Merchandise and Supplies
The inventory consists of merchandise and supplies used in the Organization’s program services.  The purchased inventory is valued at average cost, which is less than market value.  Donated merchandise and supplies are recorded at their fair value at the date of donation.

Property and Equipment

Property and equipment expenditures of $1,000 or more are capitalized at cost and depreciated over the estimated useful lives of the respective assets on a straight-line basis.  Donated fixed assets are capitalized at fair market value and depreciated on a straight-line basis.  Routine repairs and maintenance are expensed as incurred.

Revenue Recognition
All contributions are considered to be available for unrestricted use unless specifically restricted by the donor.  Amounts received that are designated for future periods or restricted by the donor for specific purposes are reported as temporarily restricted support, which increases that category of net assets.  When a donor restriction expires, that is, when a stipulated time restriction ends or the purpose of the restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets released from restrictions.

Income Taxes
Disaster Relief, Inc. is a nonprofit organization that is exempt from income taxes under Section 501 (c) (3) of the Internal Revenue Code.  Management has reviewed all open tax years for all tax jurisdictions and there are no uncertain tax positions or other provision for income taxes that should be recognized in these financial statements. The Organization has also been classified as an entity that is not a private foundation within the meaning of IRC Section 509(a) and qualifies for deductible contributions as provided in IRC Section 170(b)(1)(A)(vi).

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.
Concentrations Risk
Concentrations risk consists of cash deposits.  The Organization maintains its cash in various bank deposit accounts that, at times, may exceed federally insured and other insured limits.  The Organization has not experienced any losses in such accounts nor does it expect to incur any such losses in the future.

Cash

Cash consists of funds on deposit at financial institutions.  The Organization has no cash equivalents.

NOTE B—INVESTMENTS

The Organization has invested in various marketable equity securities. All of the investments are accounted for using fair value accounting in accordance with SFAS Nos. 124 (ASC 958 and 157 (ASC 820).  All securities were valued based on quoted market prices on the New York Stock Exchange as of December 31, 2014.








           Unrealized



Description   

Shares       Input Level    Gains and Losses   Fair Value
Dorcus, Intl.

100
        Level 1

$    298
$    8,432

Pork Belly Feeds
390
        Level 1

   1,398
    43,315


Shovels, Inc.

510
        Level 1

   5,135
    88,999


Bean Bagger Co.
10,105         Level 1
               1.133
    50,250


U.S. Motors

215
        Level 1

  (7,101)
    24,636








$    863
$215,632
NOTE C—PROPERTY AND EQUIPMENT

Property and equipment, at cost, consists of the following at December 31, 2014:

Office furniture and equipment


$    87,789

Delivery trucks




    124,664







    212,453

Less accumulated depreciation


      44,507







$  167,946
Depreciation expense was $18,738 for the year ended December 31, 2014.

NOTE D—RELATED PARTY TRANSACTIONS

The Organization purchases merchandise and supplies from affiliated organizations dedicated to disaster relief.  The Organization has no monetary investment in any of the affiliates or the power to control their operating activites.  These organizations and the volume of transactions during the year ended December 31, 2014 are:

· Pure Water, Inc.—Purchased bottled water--$ 39,548

· Surplus Supplies—Purchased canned rations
--$ 71,598

· Tents and Poles—Purchased tents--$ 149,713

All purchase prices in these transactions were at arms-length and approximated fair market value.

NOTE E—DEBT OBLIGATIONS

Debt obligations as of December 31, 2014 consist of:


Note payable to bank, payable in monthly installments of



$ 1,252 including interest at 1.75%, collateralized





by 2010 Gruman van




$   15,768


Installment contract payable to GMAC, payable in 



monthly installments of $ 1,250 including 



interest at 3.5%, collateralized by 2011 GMC



tractor/trailer





     64,765


Installment contract payable to Easy Credit Company, 



payable in monthly installments of $ 668 including 



interest at 5.99%, collateralized by 2012 Ford F350



flatbed 





    22,646


Installment contract payable to Legal Lenders, payable in



monthly installments of $ 497 including interest at 



10.25%, collateralized by 2008 Strato-Liner

    42,919









  146,098


Less current portion





   (32,259)









$ 113,839
Principal maturities on these obligations are:


Year Ending December 31,


2015





$  32,259



2016





    19,288



2017





    20,999



2018





    19,132



2019





    16,257



2020 and thereafter



    38,163








$146,098
Interest paid during the year ended December 31, 2014 amounted to $ 12,196.

NOTE F—RESTRICTED NET ASSETS

Unexpended temporarily restricted net assets as of December 31, 2014 result from gifts containing donor restrictions requiring use of the funds in the following locations:






New Orleans
          Galveston
    Total    


Balance, January 1, 2014

$     -0-


$     -0-

$   -0-

Contributions



    210,980

   29,980
   240,960


Change in net assets

    210,980

   29,980
   240,960

Transfer to unrestricted funds


upon satisfaction of


purpose restrictions

   (135,255)

 (17,809)
  (153,064)

Increase in temporarily restricted


net assets


      85,725

    2,171
$   87,896
Balance, December 31, 2014

$    85,725

$  2,171
$   87,896
One individual contributed $ 100,000 of these designated funds during the year ended December 31, 2014.

NOTE G—OPERATING LEASE

The Organization leases office facilities under an operating lease.  As of December 31, 2014, the lease payments are as follows:

Year Ended December 31,



2015





$  62,112



2016





    63,729



2017





    65,670



2018





    10,999








$202,510

Rental expense for the year ended December 31, 2014 amounted to $ 64,887.

NOTE H—DONATED SERVICES

A number of volunteers have donated significant amounts of their time to the organization’s program services and administrative operations.  These donated services are not reflected in the financial statements since none are specialized and, therefore, these services do not meet the criteria for recognition as contributed services.

NOTE I—NON-CASH TRANSACTIONS

Non-cash transactions during the year ended December 31, 2010, not included in the Statement of Cash Flows, consist of the following:


1.  Purchase of 2006 GMC tractor/trailer on an installment contract for $ 69,399.


2.  Donations of bedding and linens recorded at fair market value of $ 205,000.

NOTE J—JOINT COST ALLOCATION
In 2014, the Organization conducted activities that were multi-functional, i.e., they contained program, management and general and fundraising components.  Such activities were special events, conferences, workshops and direct mail campaigns.  Joint activity costs not directly attributable to these activities are $31,000.  Joint costs for each activity were $5,000, $10,000, $9,000 and $7, 000, respectively.  These costs were allocated to functional components as follows:

· New Orleans relief

$  8,000

· Galveston relief

    4,000

· Management and general
  10,000  

· Fundraising


    9,000   



Total


$31,000
ACCOUNTING STANDARDS FOR ASSETS, LIABILITIES, AND NET ASSETS

Statement of Financial Position—Assets
Cash and Cash Equivalents:

SFAS No. 95, Statement of Cash Flows (ASC 230), requires that the total amount of cash and cash equivalents in the statement of cash flows be the same as the amount presented in the statement of financial position.  Cash received with donor restrictions should be presented separately.  The Statement allows short-term investments to be included in cash and cash equivalents if the maturity of the investment at the time of purchase is three months or less.  

Receivables:

Receivables normally consist of:

· Unconditional and conditional promises to give.

· Intentions to give.

· Accounts receivable for merchandise, services, fees, dues, and other items.

Promises to Give

Promises to give are oral or written agreements by donors to contribute cash or other assets to an entity.  The FASB ASC glossary term notes that “the recipient of a promise to give has a right to expect that the promised assets will be transferred in the future, and the maker has a social and moral obligation, and generally a legal obligation, to make the promised transfer.”  For a promise to give to be recorded in financial statements, SFAS No.116 (ASC 958) states that some form of documentation must evidence the promise.  Such documentation may include a pledge card, a solicitation device or an endowment or trust instrument.  Words like “I promise to give,” “I will give,” “I pledge,” or “My giving this year will be,” in a verbal appeal or written solicitations indicate promises to give.  

If, after considering the wording of the documentation, the donors obligation could be considered legally enforceable it would normally be recorded as a promise to give.  Even though it would be rare for such a promise to be enforced, the wording would indicate that it could be.

Promises to give are from donors that receive no tangible benefits in return.  Unlike receivables from the sale of merchandise or other exchange transactions, they are recorded net of estimates of uncollectible amounts in the statement of financial position and in the statement of activities.

Intentions to Give

Donor’s promises that aren’t legally enforceable are considered intentions to give.  Wording like, “I plan to give,” “As my income enables me,” or “I intend to give” are indicators of intentions.  A classic pledge card I saw once contained the wording, “As God provides I will give!”  This was clearly and intention to give!  If the promise is made in an instrument that can be revoked or modified by the donor, it would normally be an intention to give.

Unconditional and Conditional Promises to Give

SFAS No. 116 (ASC 958) uses the term “promises to give” instead of “pledges.” Promises can be written or oral, but they must be evidenced in some way.  The evidence must contain sufficient information to determine who the donor is, how to contact the donor and what is the amount of the donation.   

As discussed in the summary above, SFAS No. 116 (ASC 958) defines conditional and unconditional promises to give.  Unconditional promises to give are measured at their fair value (using the hierarchy in SFAS No. 157-ASC 820) and recorded as an unrestricted, temporarily restricted or permanently restricted net asset at the date of the gift.  If an unconditional promise to give specifies payment dates in a future period, it would ordinarily be recorded as a restricted gift unless the donor specified its use in a current period.  Restricted gifts are reclassified as unrestricted when the time restriction is reached, not when the payment is received.

As the terms of a conditional promise are met, the promise becomes unconditional and can be recorded as unconditional.  Matching grants are examples of an unconditional promise to give.  Portions of the grant are recorded as a promise to give as an organization receives other corresponding donations.  

Promises to give that are receivable in less than a year are recorded at their fair value, which the AICPA Audit Guide considers net realizable value.  When collection periods for cash promises extend beyond one year, discounting future cash flows using a risk free interest rate will ordinarily satisfy the requirements of promises to give cash.  If the donor has promised to give a financial asset such as a marketable security, under SFAS No. 157 (ASC 820) its valuation would be based on a selling price for the specific or similar asset in an active market.  If the non-profit organization plans to convert the security into cash immediately, the contribution would be recorded with other cash contributions.

Promises to give non-financial assets would be recorded based on their net realizable value if promised in the current year.  The best estimate of fair value would be used if the non-cash assets are promised in a future period.  A conservative best estimate of future value may be a current appraised value depending on the nature or location of the asset.  

A gift of precious metals in a future period, depending on economic circumstances, may have a high probability of increasing in value.  In this case, the current market value of the precious metal would be a conservative value for the promise to give.  On the other hand, a promise to give real estate in some future period may be more difficult to value due to unstable real estate market values.  Depending on the future date of the gift, it may be necessary to reflect the trends in market values or other data in the valuation of a promise to give real estate or other non-financial assets.

Accounts Receivable

Accounts receivable are recorded at established prices for the merchandise or services.  Similar to generally accepted accounting principles used by for-profit entities, nonprofit organizations are required to provide an estimated allowance for uncollectible accounts receivable.  The organization’s accounting policy for receivables and uncollectible accounts should be disclosed in Note A to the financial statements.

Inventories
Inventories of nonprofit organizations may include purchased or donated items.  Common inventory items may include materials, supplies and other items to be consumed in the organization’s operations or programs, made available to the public, or “quid-pro-quo” gifts for fund-raising activities.

Generally accepted accounting principles require inventory purchases to be recorded at cost.  Donation of inventory items should be recorded as in-kind contributions at their fair value on the date of the gift.  

Different than GAAP used by for-profit entities, nonprofit organizations can use estimates, averages, or approximations to value the inventory.  The method of estimation, however, must be used consistently and reasonably approximate a detailed measurement of fair value.  Thrift stores, for example, commonly use documentation of subsequent sales values to estimate the value of inventory.  Unsalable or unusable donated items, of course, would not be valued.

Property and Equipment

Property and equipment may be acquired by purchase or donation.  Some donated assets and assets purchased with restricted funds may have restrictions on their use or disposition. Restrictions on the use or disposition of the assets should be disclosed in the financial statements and/or footnotes.  Recording property and equipment purchased with restricted funds received under certain grants that are exchange transactions (as in a FEMA housing grant) will depend on who has title to the assets at the termination of the grant contract.

Donations of property and equipment should be classified in accordance with any donor restrictions.  For assets donated with restrictions, SFAS No. 117 (ASC 958) requires that gain or loss on the disposition of such assets should be recorded in unrestricted net assets unless the donor’s restriction requires reinvestment. 

Purchases of property and equipment are generally presented in the statement of cash flows in the same manner as a for-profit entity.  The one exception is for the donation of assets for use in accordance with donor restrictions.  Such donations are reported as financing activities instead of operating activities.

When a nonprofit organization may decide to record previously unrecorded property and equipment to comply with nonprofit GAAP for an initial audit or other purposes, the assets should be valued at their historical cost, and donated property and equipment should be valued at its fair value at the date of donation.   It may be, however, that unrecorded depreciation on such assets has reduced the effects on current financial statements to immaterial amounts.  

Depending on the nature of the assets and the purposes for their recording, such fully-depreciated assets may or may not be presented in the financial statements.  For example, chairs used in a convention hall that were purchased ten years prior and not recorded as assets would be fully depreciated an have no value in the financial statements.  On the other hand, the unrecorded costs of construction of the convention hall would likely still have un-depreciated value.  Even if the costs of the hall were fully depreciated, the cost and accumulated depreciation would ordinarily be presented in the financial statements since knowledgeable readers would recognize the affects of appreciation on the net worth of the organization.

Collections
Nonprofit organizations may receive donations of collection items for public display or use in education or research.  Collections include works of art, rare books and documents, botanical specimens, and other items held for display or study. These items may also be acquired by purchase with unrestricted or restricted funds.  Assets purchased with restricted funds should be classified and accounted for in accordance with the specifications in donor restrictions.

SFAS No. 116 (ASC 958) does not require a nonprofit organization to capitalize contributed items that are added to collections, although capitalization is encouraged. Capitalization of collections is an all or none decision, i.e., capitalizing only certain items is prohibited.  Contributed collection items are recorded as revenues or gains if the organizations policy is to capitalize collections; no revenues or gains are recorded if collections are not capitalized.  Collections must meet all of the following criteria:

· They must be held for exhibition to the public, for educational purposes, or for research in furtherance of public service and not financial gain.

· They are protected, cared for, and preserved.

· They are subject to a policy requiring any proceeds from the sale of collection items to be reinvested in other collection items.

When electing to retroactively capitalize collections, an organization may use their cost or fair value at the date of acquisition, current cost, or current market value depending on which is the easiest to obtain.

Costs of collection items purchased but not capitalized and proceeds from disposition are reported as decreases in the appropriate net assets classification. These transactions should be separately classified in the statement of activities and the organization’s accounting policy should be disclosed in the footnotes.

Even though collections may not be capitalized, a caption is still required in the statement of financial position with a zero balance.  When collections are capitalized prospectively by the organization, a dollar amount will be presented along with a statement such as, “Collections acquired since September 30, 20XX  (Note X)”. If collection items that have not been capitalized are disposed of, the disclosures must include a description of the items and an estimate of their fair value.

Depreciation

SFAS No. 93 (ASC 958), Recognition of Depreciation by Not-for-Profit Organizations, requires all nonprofit organizations to depreciate long-lived tangible assets, with one exception.  It provides one exception to this requirement:


“. . . depreciation need not be recognized on individual works of art or historical 
treasures whose economic benefit or service potential is used up so slowly that 
their estimated useful lives are extraordinarily long. A work of art or historical 
treasure shall be deemed to have that characteristic only if verifiable evidence 
exists demonstrating that (a) the asset individually has cultural, aesthetic, or 
historical value that is worth preserving perpetually and (b) the holder has the 
technological and financial ability to protect and preserve essentially 
undiminished the service potential of the asset and is doing that.”

STATEMENT OF FINANCIAL POSITION—LIABILITIES

Similar to for-profit entities, nonprofit organizations may incur liabilities and unsecured or secured debt. Nonprofit accounting principles, financial statement presentation and footnote disclosures for liabilities and debt are the same as for-profit GAAP.

When nonprofit organizations receive loans in lieu of grants from grantor organizations that are interest free, or that have below-market interest rates, the obligation must be recorded as a liability and not a contribution.  It would also be necessary to impute interest and discount the loan to its present value if it is a long-term obligation.

Guarantees

Guarantees have been traditionally presented in financial statements and footnotes under the caption, Commitments and Contingencies.  FASB Interpretation No. 45 (ASC 460), Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, made clear that guarantees represent liabilities. A guarantor’s obligation to stand ready to perform under the guarantee is non-contingent. A guarantor’s obligation to make future payments if certain triggering events occur is contingent on the occurrence of those events.

A guarantor is now required to recognize a liability for the fair value of a guarantee at inception even if it is not probable that payments will be required under that guarantee. The amount recognized at inception should be the greater of :


(a) the fair value of the guarantor’s obligation (the non-contingent element) or 


(b) the loss contingency that should be recognized under SFAS No. 5 (that is, the 
amount of future payments under the guarantee that are probable and can be 
reasonably estimated). 

Deferred Revenue

Generally accepted accounting principles require that the sale of goods or services should be recorded when the goods are shipped or the service is provided, i.e., when it is earned. Magazine subscriptions, symphony season tickets or country club dues are examples or revenues that may apply to more than the current period.
Refundable Advances

When a nonprofit organization receives funds from a third party and the related goods or services have not been provided, the funds should be recorded as a refundable advance.  The same would be true if funds have been received and conditions of the gift have not been met (as in a matching grant).  
STATEMENT OF FINANCIAL POSITION—NET ASSETS
Although the use of fund accounting is still permitted, SAS No. 117 (ASC 958) compliance requires net assets to be classified based on and donor-imposed restrictions in these categories:

· Unrestricted 

· Temporarily restricted 

· Permanently restricted

The use of temporarily restricted net assets has been limited by donor-imposed time or purpose restrictions. Permanently restricted net assets are created by donor restriction (usually trust or endowment agreements) or by law to be maintained by the organization in perpetuity. The use of unrestricted net assets is not limited in any way, except possibly by an entity’s board of directors.  Any board designations of unrestricted net assets can, of course, be changed by additional board action.

The amounts of the three classes of net assets must be presented separately and aggregated as the total of net assets.  Additional disclosures are required for temporarily and permanently restricted net assets, including a description and dollar amount of the different types of permanent and temporary restrictions. 

Reclassifications

Reclassifications of net assets are recorded on the statement of activities and occur between temporarily restricted net assets and unrestricted net assets when donor time and purpose restrictions have been satisfied.  No distinction is made between expenditures of restricted and unrestricted funds in the statement of activities; all are reported in the unrestricted net assets column.

CONCLUSION

Nonprofit organizations’ financial statements and footnotes are designed to report the management and use of an entity’s resources.  Funds available for carrying out the Organization’s mission in the future are reported in the statement of financial position.  Management is responsible for internal control over the financial reporting process and has primary responsibility for representations (assertions) in the financial statements and their presentation in accordance with the applicable reporting framework.  Knowledge of the basic accounting and reporting requirements described in these materials will enable management to prepare accurate and complete financial statements and footnotes.  

Disclosure checklists for nonprofit organizations are available from the AICPA and other major publishers.  Obtaining and using such checklists will ensure the preparation of accurate and complete financial statements


