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OF COLLEGES AND UNIVERSI TIES . OMLY mas megn G-(kgfsg':?o
L Weeuse
LY lm(‘k.zround for review of the draft of fudits of Educationul Inst:lutwns , wot %D AND QGan g L,
10 be released shortly by the \ccounting Principles Board of AICPA. |  owag L RakE Erens bt »
" ) :’Q"'F‘l RE = o Olcer, N
4 ‘ . : ;i if < ivsv?f,.-og‘gzcz"' LOLH:(Z);
% By Robert B. 'Gll/mon: . .. T T 00V Gane S
J( . &
A consensus may bé ut hand botween college and univer- representatives will need to gddress the new pmblum\,m d
sity business officers and CPAs regarding accounting prin- constructive an¥ vigerous fasfon. - . . ;
» ciples and reporting ~tandards for publihed  hnancial . . : .
ciples and reporting & tor publnfre N It therefore appears umehy  to idenuiy  the  proposed :

reports of colleges and snnerstios Mo of the proposed
changes are those evoliing from the Work of the AICPA
Committee on Colicg&. and L'm\c'rsn) Accounttng and
Auditing, (0 that Comuuttee’s development of un industry
gurde.. Audus of Educationa Insutaiions Our gaveraty
. business oﬂlc:rs have been tuils rzpluumgd i discussions
through the NACUB O Manual Revision and Accounting
Prmuplu Committees, Preparatory to'vxposure’. the draft

changes. sinteen in number. and_offer a rationale for in-
dustry support ot these, proposals, {t should be under-
stood that' the Audrt Guide s mtended for general but
duthoritatne gaidance to the individua) CPA n his con-
duct of his audit and formihg 4is vpimon regarding the
financsal statements  The auditor " the hield” Fetains |
broad discreuori m matiers of materiality and. adequacy

of disclpsare. inasmucheas thg opiniog Is hus responsbility.” °
‘§ n\: o CC i- LU *
of the industry guldg hag been submitted tor the Account The commentary in this paper 1o ntended tp alert and -

4 L > osed . s
mL Principles Boardof AICPA. Proposcd.change “hkh asstst the indnidual business officer ia working \\uh hls L

W N pr < [ 4 » -
ould modify existing principles and reporting standards publzL accountant (or state wuditi) o assure reasonable
may best be evaluated by comparisdm with tihe 1968 edition i

. mtn, setations a ropriate m the mdmduaf snu‘mnn. .
s of Collése and "Univ ersily Bu\mux Adminstraton. com- rp PP p

nown as the Manual.” | . Audit Guide propoxals which differ.from thc, 1968 Mapua}
o0, ) “ . © eoare gronp;d for purposw of this prw.nt.:txon as fa}low A
> e 75 \ ~ 3 o~ c R O ..
] 8\[ th:j pbn.s:;n ’x:l:\ (;tlf?;om At_m pm'pos.'nl; hay‘u bug en Groupmz,rs . L Ac'r Yions
orsed by . ccounting rmc‘.pl“ om Investments and Endowmenits S
mittee while others have not yet had.final action by that g Lt

£

’

commitice. While the AICPA Audit Guide is in process. g::r]elr:‘t/ glc':::::: i:f(;cgl}n:; (,hlu;rcs . i
NACUBO will also be at work on revisions of the 1968 Plant ) LT
Mantat through the »lobse-leaf  Administnatis ¢ Service Other Changcs S R 5 . )
“whuch, prior to publication, will involve broad exposure of . ° L
the proposals for, accounting changes to officials of indi- ’ * y ‘
vidual institutions and will assute "that revisions will ke, ' H\\ ESTME’\J'I‘S A\'D ENDOW WENT‘S
responsive to msmutxonal nceds. It now seems likely that c .
the CPA’s industry gundu and-our Manaal revision will bt lnves(ment Performance S o .
in general agreement. a a situation much to be desired. - . .o T
A L . Disclosure of investment performantce, of portfaolios held in

"It 15 the personal recommcndatibn of the writer that the endowment or other funds is catled for. ordurarily by notus
Audit Guide,.takgn in its entirety, descnves the support of to. Bnandial statements or apprupridte suppIcmmhxry
college and um\q?sny busindss officers. Th;. r;qumm;nts st.hujuks or mhnbxts‘ This i1s a mudyst and fLaslb]L stcp
secem logicalaand applicable for the m.qont} ‘of tnstitutions. L e T S

Following committec approval. the draft has becn sub-
. miitted for pre-exposurer and, informal review }wthm the
Accounting Principles* Bourd (APB) and thc Committee.
on Audpting Procedure (CAP). There 14 however, a

Robert B. Gilmore ¢ 1ice Presudent joF Bust
ness and Fmance wi Sahfornia Instide” of
Fechnology  He s curreptly” Chaiman  of
NACTBY s ‘Madinial, Resivuon Committee and

possihility that subscquent- modifications may overturn the seryes as a NACUBO representatis e-consultang e
work®of the AICPA commuttee. If the final publication tw the AICPA Comauttee on Umumm Ac- -
should be found' to be unucceptable, higher education counting and Auditing ) '
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soward fair _él_S_C_I,gs_mg»mm;na somewhat in Ihc Jirection -

T pf investment trust or mutuzal fund reporting. When'a sub-
momoq of a portfolio is ‘pooled and unitized, per-
- formance of .one podl unit or share can’ be reported in
terms of “ifvestment mcome'. reahzcé zmm/iosscs and
change in market and carrying (book) 1:alm:s

The AudltGmdc deals Adth accl-untme for ynvdstment n-
come on the basis of conventional fiduciary concepts of
, ordinary incume. Amounts withdrawn from quasx-cndov»
ment represenung accumulated portfohio reahzed gains, on
. a total return concept. are required to he handled as trans-
fers, pot as revenuc.. This treafment is in accordancc with
’ Lurrunt mterpretdtlons of statute and common law i most
sntes However, th;!' Audlt Guide- ddes 1n a tatit way
acknow ledge that. in some states, fegal gounscl foran 1mu-
tutioh may interpret the statute to manage endowment ‘and
simifer funds on the basis of total returm under speeified
terms and conditions.
expendable yitld over und above ordidary investment in-
vome is,”according to the Gurde. to be accounted for as a
tfansfcr father than as part of revenue, i.e. endowment
mcemu However, where the .application of lotal ‘return 1s
essentmll) a formula method of withdrawal of prmcxpal
from quasx-endowmcnt funds as-is presently the morc
commOn “approach, the Audit Guide is Bonsidered to be on

sohd ﬁroun’d and states the rauomle vuth clanty ‘
™~ - Carrymg Value of Invcstments N '

Aclmt\ of AICPA committees, other than the College and ~
Umvcrsxty Accounting and Auditing Commuttee, has re-,
sulted in some spill-over of commercial problems of bal-

=

-

.

-

ance sheet valuation of equity securities held for invest-

.meat or for control. A sensible proposal appears in the
current Audit Guide draft, giving preference to reporting
investments at cost (or fair. value at date of ‘gift), but
recognizing the alternative basis of current market or fair

\ value, provxded all investments are so accounted for.

w \Market fluctuations would be handled in a manner similar
\(o redlized gains and losses. Although the foregoing plan

" i now a firm and coordinated proposal. further APB inter-

nal activity ‘may yet generate broad rulmgs as 10 equuty

securities alone which, if apphed literally to- colleges and .

universitics, would produce 1aconsistent and therefore un-

acceptable resulfs. Shoald this occur, strong and effective

counter-proposals by higher education will be urgently re-
quired. Epdowment funds and funds subject to Life income
or annuity are.accounting ‘entities Wthh hold bonds, real
property and other holdmgs in addjtion to equity securittes,
Acwrdmgly, such funds should be a speeific exception in
any ruling which deals- with x.qmty securities alone.

‘Funds Held 1>\'I‘rustby Others - A

Ordmanly fund held m ‘trust by others should not be in-
_cludcq in the fina ancial statements. However, if an institu-

t

.
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Nonetheless, in such situations the |

" tion has enforceable nghts or ciaims, such_ assets and-
equnty may e scfuted m-thdia‘mual stateents. Thisws-.
a wmodification of the. pusifivn’ -\prmcd in lhc, 1968 ,

\Ianudl - . .

) Endomnent Income Sta‘biﬁzation Reserve

The ‘\‘udit Guide stresses several respects in which the
endowment stabilization provision. as' ' withhold from
peoled income, subverts a fair disclosure when the amounts
-are material  The reader of the financial statements is un-
able to determine the afmount of unrestricted x.ndo“mcnt
income’received or earned Juring: the cur’rcnt fiscal year,

an undisclosed portion of the income stabilization resérve
is unrestricted. whereas the entire amount of the reserve is
ordinarily carried as a restricted current fund cquity on the
balance sheet The Guide docs not condone the forcz,umg'

_practice It is expected that no further_additions would be

made to resenves created in the manner déscrnibed. and the
existing reserve balance would be restored to the respective
funds entitled thereto. In the event precise information s
not available for smh a n.a!louanon, reasongable estimates
shm{’d be used. THis approach removes onc of the wo

alternates which were recognized in the Manual.

Al v

PRIM‘ARY 'F INANCIAL: STATEM'ENTS

.

Commercxal organizations utilize three pnmary fi nanmal
smemcnts the Balance Sheet (Financial Position), th

Statement of Income and Retained Earnings (Results of
‘Operations), and a statement summarizing changcs in
financial position. Colleges and universities have tradi-
nonaﬂy followed a similar pattern with a Balance Sheet,
a Statement of Changes in Funds Balances, and a State-
ment of Curfent Fund Revenues,” Expenditures and

Transfers.  *. . . ) .

s

Throughout the period of activity of the AICPA Commit-
tee on College and Uniyersity Accounting and Auditing,
there has been continuous study and discussion within the

. committce and with NACUBO regarding the nature of

college financial statements. At the risk of over-simplifica-

. tion, thejuestion kas been whether the college or univer-

sity financial statements are intendcd to present nct income
"ornot If 50, many’accounting principles and practices of

commcrcx:ﬂ enterpriscs, such as inclusion of depreciation

in operating costs, must be considered applicable or some
rational basis found to explain why college net income
differs from commercial. If college statements do not pur-
port to prescn_t net income, statement formats now widely
used are Jikely to be misunderstood by presenting excess.of
current fund reyenues.over uxpenditures (or the reverse)
on.the hottom line of what appears to be a statemcnt of
opcratxdns and rcscmblcs a statement of net mcome

s 7
’

The LS§CDU&1 premm adoptcd by the Audit Gundc com-

b
, mittee is that service rather than proﬁts 1s the Dbjcmvc of

‘e .
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an educational instituipn Therefore. the accounting and

ing for such jinstitutions deal with resources rem\‘d
and used rather than the detxarmxna{ron of met i income.
addition, it was held that financial statements for all col
leges and universities. large and small. simple or cordplex.
should foltow a single conceptual framusork

Financial Reporting Férmat
Accordingly, the Audit Guide will recommend a single sct
of primary financial statements for uollug»s and univer-
smes. consisting of :

" Balange Shéet _
" Statement of Changes in Fund Balances
Statement of Currc%\Funds Expenditures
and Resources Utilized

-

. The Statement of Changes in Fund Balances to be illus-

trated in the Guide is columnar in form but without a total
column. The column headings across the top. reading from
left to right would be: Current Funds: Unrestricted. Re-
stricfed: Loan Funds; Endowment and Similar Funds:
Annuity and Life Income Funds: Plant Funds tcombined

into a sin'gle’c'éljn_n_)_b A-total column would not be pre-

cluded providéd propgr care is taken to avoid the misnam-

ma of totals or the ddphcatmﬂ of gross changc.s

v
/

This important statement would contain three specified
sections in order to.describe changes in resources:

Revenues and other additions
Total
Echndlturcs ;and other dcducuons
Total '
Transfers among funds
Total N
« Nét Incrcasc (decrease) for the ycar
Fund balances at beginning of year '
Fund balar{ces at end of year

.

. .. . . i . [ .
A variation in format .but not in principle is provided in

the event unrestricted gifts arc managed or administered
scpatately from other unrestricted resources. In this ase,

...the current fund columns would appear as follows.
R

' ﬁ}. Current Fund
Unrestricted.
_Gifts -

General Total Restricted

It should™be noted that the total amount of unrestricted
gifts received during the year Will be reported in a single
figure, opposite a éapuon Gifts in the Additions section,
under Current Funds Unsestricted. This is the casc
* wlicther or not a separat¢ gifts column is shown.

’
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trial in the field of higher education.

/

mus'ramc’ﬁnan\.zl statemcats «ontangd an the Awdit °
Guide represeat a strong pronvuncement which may well
lead to, gredter wadformity in college and* gnncisily finan- .
Jial reporting. The accouating p_nnupies enunciated 10, the
Guidc, including the changes from the Manual discussed 1n
this paper, appear to this writer to warrant a full and fair
If experience leads
to general acceptance in the industry, significant benefits
“on a national basis will be the result. These benefits will
hopefully include a wider public undurbmndmg of Lhe,
cconomics of higher vducativn, through more clear and .
meamngful annual reports. There is great diversity' among
msututlons as to their means of financing and styics of
managcment These conditions may inhibit or delay gen-
eral acceptance of the proposed changes. Expericnce in
the field may lead to further changes.in basic thinking or
accounting responsgs. However. to the extent the under-
lying concepts are solid and sound. acceptance is assured.
N « % - *

«

¢, >

CURRENT REVEANU ;s AND EXPEADITURES

Stg,dcnt Fees Spcc_iﬁcall_v Assessed for Plant Financing

When student fees are applied to the financing of plant
" facilities: it is necessary to ascertain whether (aj the action
is adfinistrative or discretionary with thie_governing board,
or~(b) there are binding, thcrnalfr/smcuons which con-
fine the use of the fec proceeds for plant purposcs. Ex-

/ “amples of the latter would b¢ the terms of a bond issue

|

SN 00 e vy e

b ;?(pcndltures for accoummg purposes.

i
A2

b

1

“r

e tions. has dimonstrated that state appropriated funds will

legislation, or the publlcly ‘stated rationale for. a special
fce assessment, which thereby becomes a firm obligation
. of the institution. The Guide will state that fees- of .type
(a) shoul reportcd as revenue, and application to plant
shown as a transfer. Fees of type (b) would tontinue to be
considered (as provided in the 1968 Manual) as additions
to unexpended plant funds, on the basis that the funds.are
unavailable for current purposcs. ,
Fe 2 . . { ; oo i
Provnsxon for Encumbrances

In some statc and local jurisdigtions,.appruf)nat»d public
funds arc made available on the basis of cncumbrance ac-
counting proccdurcs,” Some institutions in such syslems are
acu'?stomt.d to treat the issuance of purchase orders as
This practice was-
ounterfanced in'the 1968 Manual as a modified accrual
“basis. The Audlt Guide will adhere closely to conventional
accrual accoynting cemcepts, which recogniZe a liability
only for goods and services recéived as of the balance sheet
date. Outstanding purchase orders would ot be recog- -
nized as liabilitics or as expenditures of the current fiscal
period, howcver, such amounts may properly be recog-
nized as, an allucated portion of the fund balance and/or
disclosure by footnote. Expericnce of some public nstity-

>
.
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ot la;i:é, p}u»idcd the uni;emit) 9t wommunity college
presents valid evidence ip pupport of commitments (e.g.
_purchase orders) .md Lreates a fesenve of allovation for
commitments. The position taken in the Audit Guide may
nevertheless, Cause problems which will need to be worked
out with the auditons. particularly for state and commumty
coll:.ges

-

N
.. Services-and Facilities Provided by Religious Orders

Services evidenced by remuttance from the educational en-
uty to the rehgrous order. and the return of such remittance
as a gift. should be feported as current expenditures and
as gifts received, and usually segarately identified in the
financial statements. Facilities made available to the edu-
cational enfity. and_related indebtedness. are required to
be disclosed in the financial statements.

Revenue and Expenditure Categories’

s

= ~The AICPA Committeg -is prepared to follow -svhatever

ERIC -

categorics of revenue and eapenditure the mdustry puts
forward as its recommendauon, or those, now specified in
the Manugl. llustrative statements are expected to differ
from the Manual in several respects. v

There has been a' favorable rc%optioﬁ given to published
recommendatidns for classifying revenue by source (tuition,
government appropriations, préject sponsorship. endow-
Toent income, gifts received. efc.) and . expenditures by
function _(instruction. reséarch,
student aid, student services. p
ténance, Jetc.). A revenue caption for student aid would
not be used inasmuch as such repvénues would be muludgd
by source, such as gifts or endowment income.
1 .

Two limited mo{('ﬁﬁcations of fevenuc and éxpenditure
groupings accepted . by NACUBO for wsse in the Audit
Guide are (1) to drop thy grouping of educational and
general from statements of revenues or expenditurcs. and
F1(2) to Lﬁrowde a sub-total prior to auxiliary activities in
a_prcsentmg revenues or expenditures.

l
There seems to be intrinsic merit in separating these inter-
nally self-supporting activities from the gemainder of the
instiiuti n’s programs. The term auxiliagy activities is
intend® to combine all of the following: Sales and services
" of educational dcpartmcnts organized activitics related to
eduicational departments, and auxiliary enterprises.

L

r
PLANT

Provision for Debt Service on Educational Plant

. * { .
The 1968 Manual treated as tramsfers amy usage of current
funds for debt service of educational plant, whether of not
" mandatory. Provisions for debt retirement, interest, and

\

(™ IDIES IN MANAGEMENT |

.

.Costs. .

-public Sel\:;?j%
ant operatign qin-

L

renewal and rcplaccmc.nls reserves, required by the tegms
of the borrowing, ak uferud 10 as> mandatory debt sery-

“ice. The %udlt Guide will recognize that such debt: service

may be specifically pruvided for from other sources, for
example, by legislatine apprupriations_restricted to the
plant purposes. In such cabes, the incoming funds and the
-expenditures appear in thé plant fund., The Audit Guide
“will provide for the situation.in which the debt service
lacks a schlﬁc source other than currgnt rcvmﬂcs and is

eréfore considered an encumbrance upon current operat-
ing funds of the institution. In this event, the mandatory
debt service is treated in the Guide as a current funds ex-
penditure.

Depreciation

Without re-opening the historicdl question of depreciation
charges to ({)crations. a new option is proposed@in the
Guide for fhe institution wishing to re¢ogmize in the finan-
cial statements the expiration of cost of capital assets. In
the statement of changes i plant fund balances, the in-
vestment in plant may be reduced. in which case the bal-
ance sheet asset account will reflect the residual Unu&pxrcd

OTHER CHANGES

Loan Fund-Matching 9ranls

The Guide provides for the accduntmg treatment for
matching foan grant funds, when. thc.sourc:. of such
matc.hmg, is current revenues. In view of the mandatory.
ndature of the matching, as in the case of the National De-
fense Student Loan grants, the amount would be reported

as a current fund cqundlture, rather than as a transfer.
" This requirement does not apply when the institution elects
tv provide the matching funds by transfer from other ,
sources, sugh ‘as quasi-cndowments, unexpended gifts for
student aid, or other loan funds. The Manual centémplates

a transfer, on the basis that the funds wnll bc convcrtqd to
loans receivable. . s o

N

-

Annuity and Life Income Funids ¢~ ) .

The Audit Guide provides a method of accounting for an-
nuities which would present a liability equal to the present
value of -annuities payable. The diffcrence between the
liability and the assets of the annuity funds would be
shown as the fund balance. This actuarial method 1s pre-
ferred, according to the Auadit Guide, and should be used
unless the historical (Manual) mcthod would producc sub-
stantially\the e result. The actuarial method appears
to be som wh:ﬁmrc laborious than that described in"the’
Manual. Qn the other hand since annuity liabilities might
exceed the Yund asscts a balancc sheet disclosure on the

. actuarial basis may well be warranted. The current draft

. remainder tru

5.

has been revifed to recognize the new forms of charitable
included in the 1969 Revenue Act.

-

. . o
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" The Audit Guide will place significantly greater emphasis

~

T e e o e e e e e e e

Disclosure’of Pledges c

4

-

upon .statement disclosure of gift pledges receivable, as
compared to_the 1968 Manual. The Guide will favor bal-
ance sheet reporting of the estimated net realizable value
of pledges. The amount to be recorded would be reduced
from the face\valye of pledges to recogmize (1) discounting
long-term pledges to present value,,and {2 allowance for
pledges estmated to be.uncollecuble. These-adjustments,

“together with® the fact that soine pl;d‘ges are of indeter-

dunatc value or maturity, may greaily reduce or efiminate
the value to be reflected in the balance sheet. In any case,
footnotg disclosure of material pledges, and the time
periods involved. seems to be a reasunable requirement.

The college business officer should not hesitate to bring
to the attention of hi§ public accountant a donor relation-

-, r s PR
IR S i =
- - B el SR N =

ship which would be harmed by arequest for written con- -
firmation. In such cases the auditor may. be able te satisfy -

-~ himself by other mean‘ﬁas to the validity of the receivable.

Accountxng Principles Board Opinions

Rccent and also future APB opinions requmng specific
" disclosure‘in financial reports, such as those relating to-ac-
counting changes, employes Benefit’ plans and long-term .
leases, are considered" applichbie to collugcs ‘and univer-
sities.

(=N

Agency Funds

The Audit Guide mdluates prcfer;nw for a scparatu agency
fund group for balance shect disclosure. Only if such
amounts are not material in amount would inclusion among
current fund assets «nd liabilities be ‘considéted an ac-
ceptable option. St -y

% -

- Subject Discussed in
; “Recent Developmepts . . .,”

T8

Revenue and Expendlture Categories

1

PLANT ¢ t y -
. .
; 2. Depreciation

N OTHER CHANGES
1. Loan Fund Matching Grants
. 2 Annuity ancL Llfe Income Funds

“ 3. Dlsclosure of Pledgcs

4. Accounting Principles Board Opinions

5. A géncy Funds
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As ind' cated earlier. future APB _pronotntements must be
momtored with greaf care 5\ higher education to preclude
the possibility of* mappropnak hreral application to col-
leges and wnivensitics of rulings bascd upun the commar-
cial enuronmpnt It is hoped that the APB and the AICPA
will rc;ogmzc ay impetative' the need for a continuing
specific, deliberate. and rLSPOnSlblL dialogue with the

.
’
. -

ﬁnancml disclosures.

higher educatién industry, before. final determinations are
mdde with respect to college and univenity- '1ccountma,
prlnmplcs and rypomne amndards .

R ot , .
By the same tohen, college and university business ufficers,,
muny of whom are membcers of the AICPA, have the obh-
gation to stay abreast of currcnt Jevelopments and man-

tain a proper regard for standards of fair and dquUdtp
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