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Foreword

The Higher Education Finance Maniial: Data Providers’ Guide is a complete
description of the current state of the art for higher-education financial reporting.
While being compietcly consistent with such other definitive works on higher-
education financial reporting as NACUBO’s College and University- Business
‘Administration (1974) and the AICPA’s Audits of Colleges and Universities (1973),
it includes a great deal of new material, particularly the detailed activity look-up

table developed cooperztively by NCHIMS and NACUBO to provide additional -

guidance in financial reporting. In my roles as both Chairman of NACUBO’
- Accounting Pr1nc1p1es Comnittee, during the writing of Collcge and University
Business Administratior, and member of the AICPA/NACUBO/N CHEMS Joint
Accounting Group, I was intimately involved in the formulation of these standards ‘
for financial reporting. I feel that the Data Providers’ Guide is fa1thful to those "

. ﬁnanc1al reporting principles established while providing a great deal more infor- - -

" mation and guidance to the data prov1der ‘

- The Data Providers’ Guide, in my opinion, represents an important contr1but10n
to the 11terature descr1b1ng the pr1nc1ples of higher-education financial reporting.
It will be a useful reference document for anyone with the responsibility of re-

K port1ng financial information. It is highly recommended to all with an interest in,
S *_and concern about, the uniform reporting of higher-education financial data.

vW ‘Harold Read
. .V1ce Pres1dent Emer1tus for. Busmess and Finance
o The dmversny of Tennessee




Preface

The Higher Education Finance Manual: Data Providers’ Guide is the first volume
in the Higher Education Finance Manual (HEFM) series. The three volumes in the
series together revise and replace the original single-volume Higher Education
Finance Manual (NCHEMS Technical Report 69). Since hlgher-educanon

- financial-reporting practices have been and will continue to be subject to revision, -

the guidelines described in the HEFM series will also be subject to revision.
- 'However, since accounting practices are relatively stable, those described in the

current HEFM series are not likely to change in the near future. The series is -
designed to be a comprehensive guide for providers and users of financial infor- -

mation reported by institutions of postsecondary education. The material in the

- HEFM revision was developed at NCHEMS as part of the original Higher Educa-

- tion Finance Manual project (1972-74), supported by the National Center for
‘Education Statistics (NCES). It was supplemented and refined in a follow-on
project, the Higher Education Finance Manual/State-Level Technical Assistance
' (HEFMISLTA), project also supported by NCES, which in addition provided

technical assistance to state agencies seekmg to implement the HEFM guidelines. -

_The three volumes in'the revision are the Higher Education Finance Manual:

-~ Data Provzders ‘Guide, the Higher Education Finance Manual: Data Users’ ' Guide,
. and ‘the’ Hzgher Education Finance Manual: The Source/Use Concept. The Data
Provzders Guide comprehenswely descrlbes national financial reporting standards, e

mc.ludmg those prescribed for the HEGIS reports, and mcludes the mformanon
‘needed to comply with those standards It includes: ‘




1.A complete set of definitions of expenditure categories and revenue
categories endorsed by the National Center for Higher Education Manage-
ment Systems (NCHEMS), the National Association of College and
University Business Officers (NACUBO), the American Institute of
Certified Public Accountants (AICPA), and NCES :

2. An activity look-up table, with specific guidance for assigning activities to
expenditure categories and- subcategories, endorsed by NCHEMS and
NACUBO

3. A glossary of financial accounting terms

4. A description of generally accepted accounting principles for postsecondary
education

5. Exemplary formats for financial statements

Oriented to the nonaccountant, the Data Users’ Guide describes the kinds of
information about postsecondary education that can be derived from institutional
financial data. Included are:

1. A description of fund accounting in higher education

2. A discussion of the relationship between accounting data and programmatic
financial data ‘

3. A guide to the implementation of the HEFM guidelines at the state level

4. A guide to the implementation of the HEFM guidelines at the institutional
level

The Source/Use Concept describes the principles included in presenting finan-
cial information in a format showing where money comes from (sources) and
where it goes (uses). Included are: '

1. A general description of the source/use concept p

2. Suggestions about ways to develop source/use formats for analysis and
communication

3. A description of the standard source/use matrix and its uses as a supple-
mentary financial statement

4. A guide to implementation

~ Portions of the Higher Education Finance Manual series have been reviewed
by NCHEMS staff, the task force of the HEFM/SLTA project, individuals in its
pilot-test states, a network representing the state-level postsecondary-education
finance community, and a joint NCHEMS/NACUBO committee on the Guide-
lines of the Joint Accounting Group. Since much of the material was drawn from
‘the first edition of HEFM, the HEFM Task Force has reviewed those portions of
the document as well. ' E
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g Introduction

S a var1ety of publics. They prepare annual financial reports for adm1n1strators, thev

freport ﬁnanc1a1 data to the federal government as part of the H1gher Educatlon '
General Informatlon Survey (HEGIS) :
In. past years, this broad set of demands for financial information- led to a

o (NCHEMS), the Natlonal AssoC1atlon of t,ollege and University Business Officers »
_.-(NACUBO), and the American Institute of Certified Public Accountants (AICPA) ‘
- formed the ]ornt Accountlng Group (JAG) in 1973 w1th fundmg from and partici-

* report spec1fymg guidelines for ﬁnanc1a1 reportrng that were subsequently incorpo-
o :rated by NACUBO in College and Unwerszty Business Admmzstratzon, by NCHEMS -

: busrness ofﬁcers, state-level agenc1es, aud1tors, and the’ federal government

o were 1agg1ng beh1nd mstrtutlons, auditors, and the federal government in adopt1ng RS

o Instrtutlons of postsecondary education regularly provide financial informationto. - .

y polmcal author1t1es, state agencies, the institutional community, and the general
'pub11c Moreover, public institutions usually report financial information to the -
‘'state as part of the -annual or, ‘biennial budgetary process. Finally, all 1nst1tutlons e

: ~mult1p11c1ty of formats and created a substant1al report1ng burden for institutions. .~ e
""'For this reason, the National Center for Higher Education Management Systems

patlon by the National Center for. Educatlon Stat1st1cs (NCES) Thls group- 1ssued a.

i in the Hzgher Educatzon Finance Manual, by AICPA inits amendment to Audits of :
i CoIIeges and Umversmes, and in, the HEGIS reports The JAG report recommended o :
o 'asmgle natronal standard: for ﬁnancral reportmg that could be used by 1nst1tutlona1 e

As the JAG guldehnes were 1mplemented it became apparent ‘that the states S




the guldelrnes Therefor _»l'he reportlng burden on 1nst1tut10ns began 1ncreasrng '.‘

agaln as- federal and 1nst1tutronal practice d1verged from state practice. For this

: '-1mplem°nt the JAG guldehnes . ,

- During the HEFM/SLTA project, it b°came apparent that to 1mplement the :
HEFM gurdehnes il a manner consistent with national standards, state agencies
as well as’institutions needed more specific, comprehensive instructions than
were currently available in any one source. Therefore NCES funded a project at
- NCHEMS to rewrite the Higher Education Finance Manual. The Data Providers’
' Guzde, the first volume of the revised HEFM series, focuses on the problems of
~ the data provider in- reporting financial information according to national stan-
dards. The intended audience for this document includes anyone responsrble for -
reportrng financial data.

Part 1 of this book describes the current set of ﬁnancral reportlng gurdehnesf
in postsecondary education. Chapters in this part address principles of fund. .
accounting, each of the main three. financial statements (the Balance Sheet, the -
Statement of Changes in Fund Balances, and the Statement of Current. Funds

freason, NCES funded the Hzghe. Educatzon Fmance ManuaI/State-Level Technlcal '3,{7‘5 3 f
ﬂAssrstance (HEFM/SLTA) project at’ NCHEMS to help the states more qurckly T

Revenues, Expenditures, and Other Changes), the standard revenue- reportrng-‘_» L

jcategorres, and the standard expenditure- reporting categories and subcategorles
The discussion of the expenditure categories also includes a detailed act1v1ty look-

up table-to aid-in the assignment of activities to expenditure categorres Part 2 is a,

glossary of financial reporring and accounting terms.

14




Part 1

Financial Reporting

“The accounting profession and the postsecondary-education community have

established guidelines for. collecting and reporting financial records by i 1nst1tut10ns

of postsecondary education. lee comparable guldellnes in other 1ndustr1es, they_-' o |
" are known as generally accepted account1ng pr1nc1ples (GAAP) Although institu-
-~ tions are not. absolutely required to keep their books in this manner, GAAP must

be followed if a private auditor is to give an unquallﬁed audit report, 1f the 1nst1tu-v, :

- tional bus1ness officer is to comply with profess10nal-assoc1at10n standards, and 1f

the institution is to report financial data in accord with national standards.

Generally accepted accounting pr1nc1ples for postsecor.dary educatlon are, .

S author1tat1vely defined in Audits of Colleges and Universities (AICPA 1973), as
. modrﬁed by Statement of Position 74-8 (AICPA 1974), commonly known as the

~’Audit Guide. Industry audit guldes prepared by the AICPA have the endorsement' R

- of the accounting professron and are cons1dered for ﬁnancral accounting purposes, -

 the authoritative. documentsin the field. The conventlons in the Audlt Gulde‘ ST

were. endorsed by the hlgher-educatlon communlty

o Another 1mportant document is College. and University Business Admzmstratzon i
- ‘(NACUBO 1974), commonly known as the. CUBA manual or, in its loose-leaf ver- "

. 'sion,"as the Administrative Service. Thzs document (among other things) descr1bes:—v '_ -

- GAAP for. the college or un1vers1ty business officer and sets forth the profess1onal o

standards of NACUBO for the business and ﬁnance functions. :
- Slnce this ‘part of the HEFM Data Pro'vzders Guide focuses on the role of the

data provrder, only the prov1s10ns of GAAP related to ﬁnancral report1ng are




. d1scussed If data provrders follow the reportrng guldelrnes descrlbed in th1s sec-::;'f
t10n, they can be assured of complrance w1th GAAP and of provrdrng accuratef '
- reports for HEGIS purposes. - el Do S
o Chapter 1 descrlbes general pr1nc1ples of fund account1ng for postsecondary" -f_{
o educatlon Chapters 2,3, and 4 describe the three ‘basic financial statements usedv L
“in postsecondary education: the Balance Sheet, the Statement of Changes in Fund
Balances, and the Statement of Current Funds Revenues, Expendltures, and -
Other Changes. Chapters 5 and 6 describe the standard revenue and expenditure |
categories.




Principles of Fund Accounting

Background
Financial reporting discloses information about the operations and financial status” -

of this disclosure is to promote accountability of the management of the enterprlse
Standards for financial reporting are specified to ensure full disclosure of all perti-: -
uent facts and standardization sufficient for meaningful comparisons. This principle
of financial reporting is universal, regardless of whether the enterprise is educa- -
tional, governmental, nonprofit, or commercial. However, since the nature and
objectives of enterprises differ depending on their purpose, different principles
:,‘ ,have been developed for different sectors.
.. The nrinciples for the postsecondary-education sector are heavily influenced
g by L‘le r‘unpmf it nature of the enterprise. Since a postsecondary-education i 1nst1tu-
 tion exists t0 serve a range of public needs (1nstructlon, research, and public serv1ce)
-athnr thg.x: to{'em:ate profits, its financial reporting structures focus on those:
'se"ur;es ra’hur" han on profits as in the commerc1al sector. ‘
o he unm.} ,é'-;“liuﬂohlp between revenues and expendltures is a second factor -
- ofi 1mportance in ﬁnanc1al reporting for postsecondary education. In the commer-
“. cial sector, products are purchased by - identifiable consumers. However, in. -
: 'postsecondary education the products (instruction, research, public serv1ce) are -
. paid for from a number of sources (private gifts, tuition, governmental appropria- .
tions), each contributing to part of the total cost. The persons or agencies providing

~of an enterprise to its various internal and external publics. The essentlal purpose L




- the revenues are not necessarrly the d1rect beneflcrarres of the services (for example, R

" ".-donors usually receive no goods or services in return for their grfts) In commercral L
- enterpr1se any monies received from the sale of products can be used for any pur- -

pose ‘deemed necessary by the organrzatlon However, in postsecondary educatron,“'_ o

- various: limitations may be placed on funds received by the institutions. Funders -

can, and often do, stipulate the specific uses for the funds they provide. In accept-
ing such funds, the institution agrees to the limitations placed on their use.

These characteristics of postsecondary education—its nonprofit nature and -
the unique relationship between revenues and expenditures—had a profound effect
on the principles of financial reporting for postsecondary education. These basic
principles relate to one of the following seven factors:

e The basis of accounting . ’ . e

The fund groups

The restriction categories

The reportlng of assets, liabilities, and fund balances

The reportrng of additions and revenues

The reporting of deductrons and expenditures

The reporting of transactions between funds and organrzatronal units

This chapter deals separately with each of these aspects of financial reportllng.

Basis of Accounting
Generally accepted accountxng pr1nc1ples for postsecondary educatlon specrfy_f-_. 3
that the accrual basis should be used in preparing financial reports Accrual :

“accounting (1) records revenues when they are earned (that is, when the condrtrons )
-upon which the monies were accepted have been fulfilled) and (2) records ex-
penditures during the fiscal period in which the activities they,support take place

In contrast, the cash basis of accounting records receipts as revenues when the
monies are physically received and records disbursements as expenditures when
the money is actually spent.

According to accrual accounting, restricted revenues (those w1th legal oblrga-

tion to be spent in a specific way) are only earned and reported when they have - o

been expended for the purpose specified by the funder. Although such financial
resources may be received by the institutions and added to fund balances, they are
not reported as revenues until the conditions: attached to, them are fulfilled (that is,
until they are expended). Since they have no conditions attached and are available ..
for use immediately, unrestricted revenues are reported as soon as they are earned

For expenditures, the fiscal period whose activities are supported by apar- .
ticular expenditure must sometimes be determined. When expenses, such as’
~ insurance; are prepa1d or when supply inventories are 1ncreased in preparatron for A




" the comtng ﬁscal pertod the expenditures should be reported in subsequent fiscal

- pertods, not in the fiscal period in which the funds were -actually disbursed.

The rule of materiality applies to reporiing- both revenues and expenditures.

: ,That is, exceptions to following the accrual prtnctple can be made when they will

‘not s1gn1ﬁcantly affect the resulting financial report. For example, an institution
strictly following the accrual principle should calculate the value of all inventories
of supplies to be used in the following fiscal period and assign their costs to that
period. Technically, this principle would have the institutions include the value
of supplies in faculty members’ offices. However, this calculation would be diffi-
cult and its impact on the financial report trivial. Accordingly, this accrual would
not be deemed material, and the financial report would only adjust for prepaid
inventories in institutional warehouses/stores. _

However, two material modifications to strict accrual accounting are recognized

and considered consistent with generally accepted accounting principles for post-
secondary education. First, no accounting for depreciation is required (although it
is allowed). It is general practice in commercial enterprise to depreciate capital
assets over their useful life, charging some portion of the value of the assets to
each fiscal period in which they are used. In postsecondary education, however,
since capital assets are often financed outside of current operations (in the Plant -
Fund), depreciation concepts are not generally used. Second, expenditures and
revenues associated with an academic term conducted beyond a fiscal year-end are

" “reported totally within the fiscal yéar in which the term is predominantly con-

ducted. This exception to strict accrual accounting is primarily apphcable to the
reporting of expenditures for special or summer sessions. :

‘Many institutions encumber funds at the end of a fiscal period. An encumbrance
is an obligation incurred in the form of an order or contract on which goods
' ,_nnt yet been received. This is not reported as an expenditure, sir: Bt ;gnthi
not been received and used. Obligations of this nature may be ;idicated by a
subdivision of a fund balance. :

It should be noted that many institutions report financial information on an
accrual basis even when they are required by state law to account for funds on a
cash basis. Since the purpose of financial reporting is to disclose information
according to a particular set of guidelines, this is an acceptable practice as long as
sufficient information is mamtatned in institutional records to convert to the
accrual basis.

The Fund Gf'oups

The generally accepted accounting prtnc1p1es for fund accountmg in higher

~education recommend the use of six fund groups for financial reporting: the

" " Current Funds group, the Loan Funds group, the Endowment and Similar Funds




:'group, the Annurty and Life Income Funds group, the Plant Funds group, and
the. Agency Funds group. Each group is an aggregatron of individual 1nst1tutronal
- funds that have certain characterrstlcs in common and are combined for ﬁnancral

. reporting.. Each. fund group and its deﬁmng characteristics is descrrbed below:"

" Current Funds Group. The Current Fund includes those economic resources
of the institution that are expendable for the day-to-day operations of the insti- -
tution. For reporting purposes, the Current Fund is generally divided into
unrestricted (available for any purpose determined by the governing board) and
restricted (available within the Current Fund only for a specified purpose deter-

mined by an outside funder).

‘ Loan Funds Group. The Loan Fund consists of those resources that have been
loaned or are available for loans 16 students, faculty, and staff. Often unrestricted
and restricted loan funds are reported separately. The Loan Fund operates on a:
revolving basis whereby the funds, both principal and interest, repaid by the bor-
- rowers are raade available to new borrowers., :
Endowment and Similar Funds Group. The Endowment and Slmllar Funds .
group includes funds whose principal is intended to be invested to provide current
and future earnings for institutional use. The Endowment and Similar Funds
group is usually reported in three subgroups:

1. Endowment Funds—for which donors or outside agencies have stipulated

_ as a condition of the gift that the principal always be retained to be invested
‘to produce income for the institution. ’

2. Term Endowment Funds—for which. the. pr1nc1pal must be retained to be
invested to produce income for the 1nst1tutron, except that upon the passage
of a stated period of time or the occurrence of a particular event, all or part.
of the principal may be expended. Once the term expires, the funds may be
used either subject to board designation or for some purposes prevrously
stipulated by the donor. ,

3. Quasi-Endowment Funds (or Funds Functioning as Endowment)—which .
the governing board of an institution rather than an external donor has
determined should be retained and invested to produce income. Since those
funds are not required by the donor to be retained and invested, the principal ,
as well as the income may be expended at the discretion of the governing
board, subject to any other donor-imposed restrictions, for example, that-
funds must be expended on behalf of the Law School.

- Annuity and Life Income Funds Group. The Annuity and Life Incowme Funds
“group includes all funds carrying a stipulation that the institution make payments
to one or more specified beneficiaries (usually the donor). If the institution is.
obligated to pay the beneﬁcrary a stlpulated amount, the fund is classified as an
Annuity Fund. If the institution agrees to pay only the income earned by the
assets of the fund or a stipulated percentage of its market value, it is classified as a-




- - the institution and is then available. for use at the discretion of the institution or iri. . -

are not material. If they’ are reported in this way, the Annuity and Life Income "
Funds are reported as a separate subgroup of Endowment and Similar Funds.
Plant Funds Group. The Plant Fund includes all of the physical-plant assets of
the institution as well as the monies that are set aside for new construction or
acquisitions, debt service on plant, and renewal and replacement reserves. This
-fund group is generally reported in four subgroups ' ‘

1. Unexpended Plant Funds-—tncludes funds that are available for new con-

of the reporting date

2. Funds for Renewal and Replacement—includes.funds set aside for the reno-
vation and improvement of instituticnal properties; this subgroup does not
include funds used for the ordtnary maintenance and repair of institutional
properties—such expenditures are report’*d in the Current Fund

3. Funds for Retirement of Indebtedness——tncludes funds set aside to pay off
the deb, both principal and interest, on institutional properties -

4. Investment in Plant—includes all funds invested in physical properttes and o
“the outstanding debt. on physical plant ‘ ‘

~ Agency Funds Group. The Agency Fund includes all funds for W_hich the
. institution acts as the custodian or fiscal agent but does not own. Acting as the.‘
- fiscal agent usually involves provicing accounting services for the owner of the
funds. When the purpose of a particular report or financial statement is to d1sclose :
the total resources available for use by the 1nst1tutton, agency funds are excluded
“or simply footnoted.

Restriction Categories

Postsecondary -education institutions receive monies from many sources with

. vartous kinds and levels of limitations on their use. Stnce an institution accepts
many of these financial resources with. conditions on ‘their use, the institution - -

* must account for each restrtcted revenue separately and link it to its expendttures
“ for the specified purpose. For ﬁnanctal reporting, funds are aggregated into
‘unrestricted and restricted categor1es in each fund group. Unrestrtcted funds are
_.sometimes further subdivided into undeszgnated and designated funds, dependtng‘f
on determ1nattons made by the governtng board of the institution. " ‘

_._.Ltfe Income Fund Upon the death of the beneﬁctary, or at some agreed upon-, .
* date, the prtnclpal of the Annu1ty or Life Income Fund becomes the property of

- accordance with the terms of the agreement. Annuity and Life Income Funds may}i e
’ be reported as part of the Endowment and Stmtlar Funds group if their amounts -

struction and acquisitions of physical property but that are unexpended as .




RESTRICTED FUNDS

Restrlcted funds are those accepted by the institution on the condltlon that R
: they be used for a spec1f1ed purpose. Upon accepting restrlcted funds, the 1nst1tu-’"
~tion.is legally bound to use the funds for the spec1f1ed purpose or to refund them o
e vFunds may be restricted in any number of ways. e
Restrzcted Current Fuinds are those available to be exuended for operatlng pur- ‘
‘poses but limited to certain purposes by the funder. When funds are limited in
their use to support part1cu1ar functions (instruction, research) or a particular
organizational aunit: (College of Arts and Sciences, Law School), they are reported
as restricted fi:nds. State appropr1atlons are generally not reported as restricted
funds, even though the 1eg1s1ature may appropriate funds to functions or organ1-'
zational units and in some cases may actually control expenditures at th1s level.
“ Restricted Loai Funds are those funds that accord1ng to the condltlons spec1f1ed
by the funder may on1y be used for student, faculty, or: taff loans. That is, they,
are restrictéd to" this part1cu1ar fund group. They may;. be turther restncted to
‘ prov1d1ng particular Kkinds of loans (short term) or to provldmg ‘oans to part1cu1ar'f-
kinds of students (those with fam11y incomes under $15,000). o o
The Endowment and Similar Funds group may a1so have funds restrlcted ina
} ,var1ety of ways. The Endowment Funds subgroup includes on1y those funds‘f"
~ whose donors requlred that the principal be retained; that is, that they t be restrlcted: e
. to th1s fund group to be 1nvested to produce income. However, the zncome (wh1ch_; =
" can be expended) from 1nvestments in this fund. subgroup may or’ may not be .
restricted to part1cu1ar functions or organlzatlonal units. - : DR
The pr1nc1pa1 of Term Endowment Funds is 11kew1se required to be retalned
to be invested to. produce i 1ncome, that is, to be restrlcted to th1s fund subgroup,;"‘-"«”
_but only for the specified period of time or until the occurrence of a spec1f1ed event.
Follow1ng the expiration of the term, funds from this subgroup may be expenoed e
The income from this subgroup, as well as the ‘principal, subsequent to"fhe *e;pira-f. W
tion of the term endowment, may be subject to add1t10na1 restrictions to functions
or organlzatlonal units. In retent years, the notion of the retention of the pr1nc1pa1
of Endowment or Term Endowment Funds has been undergomg change Atotal- _
return concept has been evolving that essent1a11y prov1des for the use of capital
gains, or some portion thereof in addition to the investment 1ncome (1nte1est and -
- dividends). Such capital gains are expendable and therefore can be’ transferred e
- from the Endowment and Similar Funds group. ‘Gener ally accepted account1ng»:f'l" ‘
’ pr1nc1p1es do not prohibit such an approach but do require that the adoptlon ofthe
. total-return policy- be disclosed in the f1nanc1a1 report us1ng spec1f1c report1ng',f :
procedures ‘Capital gains used shou1d be reported as Transfers (from the Endow- gt
- ment Fund to the Current Fund or other fund groups) rather than as revenues to"_' S
’ those funds ThlS serves to d1st1ngu1sh cap1ta1 gains from the trad1t10na1 conceptﬁj
, ‘of endowment income. A deta11ed d1scuss1on of the total-return concept may be
ffound 1n the Audzt Guzde (1973, PP 37-41). o
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o ‘iQuasl endowments are, . by deﬁnltlon, not restr1cted to this fund group,-‘”? i
although the income from quas1 endowments may be restrlcted to a partlcular
"»functlon or organlzatlonal unit.: - ‘ '
: Resources of Annmty and Ltfe Income Funds are, by definition, restrlcted to that.
f”“ﬁi_fund group for the perlod of the agreement, The institution is required to retain
- the: principal of such funds in"order to provide the agreed-upon payinents to the
.beneﬁc1ary. When the period covered by the agreement expires, the funds are no-
longer restricted to this fund group but may be restricted by provisions of the initial
agreement to another fund group (such as the Endowment Fund), to a particular
function, to a specific organizational unit, or to a combination of the three. The
income from Annuity and Life Income Funds is at least partially restricted in that
the beneficiary must be paid the stated amount. If income beyond the paymient to
the beneficiary is available, it may be restricted or unrestricted, depending upon
the agreement with the donor. ‘
- The Plant Fund may also include restricted funds. Such funds include those
accepted for constructing, acquiring, or renovating physical facilities in general or
for use on a part1cular physical facility.
 Agency Funds are considered neither restricted nor unrestricted, since the
1nst1tutlon does not own such funds.

UNRESTRICTED FUNDS

, Unrestrlcted funds are those received without any stlpulatlon of their use by S
. the funder All unrestrlcted revenues should be reported as unrestr1cted Current o
. 'Funds upon receipt. The 1nst1tutlon may expend (or not expend) them in any fund |
- group, for any functlon, and in any organlzatlonal unit. However, unrestrlcted," '
~* funds may be desrgnated by the institution’s governing board for a part1cular pur- S
" pose. Although deslgnated funds share many character1st1cs with restricted funds,
~for financial reporting they are shown as unrestricted funds, since the governlng"" G
board has the discretion to redesignate these funds at any time. Funds may be
designated in all the ways that they may be restricted; the only distinction is that .
‘ j}igrestrlctlons are imposed by the funder, while designations are 1mposed by the -
~“institution itself; that is, by the governing board. Deslgnated funds -may be
-reported separately in those fund groups where they occur. '

'Assets, Liabilitie‘s, and Fund ) Balances

' Assets, 11ab1ht1es, and fund balances are reported to disclose 1nformatlon,_.» -
: '_"about 1nst1tutlonal ﬁnancnal status at a p01nt in time, usually at: the end of the
~fiscal period. The primary. ‘financial report in which these items are reported is the - -
| j“Balance Sheet, although fund balances are also reported in the Statement of i
7’&_Changes 1n Fund Balances Assets, 11ab111t1es, and fund ' balances -are - reported




‘-f;j'separately for each fund group (except for the Ag:rrcy Fund group), often for.'ﬁf:,
_restricted and unrestrrcted funds ‘within a fund. group, and ‘in some cases, for. -

- fund subgroups.

“In- the Current Fund group, assets 1nclude ‘such items as cash, short term

"1nvestments, accounts and notes receivable, inventories, prepa1d expenses, and

deferred charges, while 11ab111t1es include accounts and notes payab‘e, accrued
11ab111t1es, deposits; and deferred revenues. Usually, assets and - liabilities are '
" separately identified for restricted and unrestricted Current Funds. When restr1cted
and unrestricted 4ssets are combined for report1ng purposes, as they sometimes
are, any borrowing between the two should be noted in the financial statement. |
However, fund balances should always be reported separately for restr1cted and ‘

- unrestr1cted Current Funds. Fund balances for restricted Current Funds 1nclude -

restr1cted incomes from Endowment Funds, the. remaining portron of gifts re-
tstr1cted to. particular operat1ng purposes (such as scholarsh1ps), the rema1n1ng
portions ‘of grants or contracts received to perform specific activities, and appro-
'pr1atrons restricted to part1cular purp0ses Unrestricted fund balances are that
‘portion of the Current Fund balance with no such restr1ctrons

The assets of the Loan Funds group include cash, notes recervable, and tem- S
porary investments of cash avarlable for loans. The. value of notes rece1vable i

should be calculated at the face value (1nclud1ng both pr1nc1pal and 1nterest) less .

: ~an allowance for uncollectrble loans L1ab111t1es of the Loan Fund: 1nc1ude :

.amounts due for collectron fees, amounts due for adnnnlstratrve costs, and. amounts :
- due’ as refunds Fund balances are reported separately for restr1cted funds, wh1ch;'* .
‘the 1nst1tutlon may use only for loans, and unrestrrcted funds, wh1ch the i institution "
may. use for other. purposes. In some cases, ﬁnancral statements w1ll separatej:.‘:!j'
monies avarlable for loans to students from' monres available for loans to faculty or
staff. : : ‘ ,
Assets of Endowment and Srmrlar Funds consist pr1mar11y of cash and 1nvest-
ments, including marketable securities, real estate, patents, copyr1ghts, royalties,
and so forth, but may also include other types of assets. Liabilities of Endowment
Funds include any indebtedness charged against the above assets. Fund balances
are generally reported separately for each subgroup (Endowments, Term Endow-
ments, - Quas1 End0wments, and Annuity and Life Income Funds, if they arc '
reported here) :
“Assets in the Annuity and ere Income Fund group include cash and invest-
ments. Liabilities include the actuarial expected value of the payments of Annuity

. Funds to beneficiaries and the payments owed to beneficiaries of Life Income .~

~ Funds. Annurty Fund balances are reported as the difference between the value of .

~the assets and the payments to be made under the terms of the annu1ty agreement
~not as the total resources of annu1ty funds held by the institution. Life Income: -
“Fund balances are reported as ‘the excess of the assets of Life Income Funds less -
any 11ab111t1es ' ' ’




- -'cordance with the restr1ctlon

Plant Fund assets 1nclude cash 1nvestments, accounts and notes recelvable,y

- other 1mprovements, and equlpment owned by.the institution. Purchased assets.

' “-;;‘are valued. at cost and donated ‘assets at the market Value ‘when given. Estlmated_ SE

appra1sals may be made 1f adequate h1stor1cal costs are not avallable The method of L
payable, bonds, notes and mortgages payable, and amounts due to other funds.
Assets and liabilities are usually reported separately for each subgroup within the -
Plant Funds group. Fund balances should be reported separately for each sub-
group, and restricted fund balances reported separately in the subgroup in which
they belong, usually Unexpended Plant Funds. Fund balances in the Unexpended :
Plant Funds subgroup, the Renewal and Replacement subgroup, and the. Retlre-

-amounts due from other fund groups, funds on depos1t with others, land, burldrngs, T

ment of Indebtedness subgroup represent reserves held for the part1cular purposes L

of the subgroup. Fund balances in the Investment in Plant subgroup represent the
net investment of the institution in plant.

Agency Fund assets include cash, investments, and amounts receivable. Its.
liabilities are primarily amounts owed to the individua! or organization for which - -
the institution is acting as fiscal agent. ‘ ‘

Additions and Revenues

~Additions are the new resources made avallable to an 1nst1tutlon dur1ng a

speClﬁc period, usually a fiscal year They represent the flow of financial resources o
. into! the fund groups of the institution and are reported separately for. each fund; B
e group. Addrtrons are distinct from transfers from one fund group to another e
o Restrrcted and unrestricted add1tlons are reported separately The Statement of
Changes in ‘Fund Balances reports the additions to all fund groups by source.

~The term revenues is used only in the Current Funds group. Revenues 1nclude S

) 'all unrestr1cted monies accepted during the reporting period and those restr1ctedf"?.
funds- expended for operating purposes during the reporting period. On the other
hand, the term additions applies to all fund groups. The two: concepts dlffer

. because the accrual basis of -accounting - stipulates - that revenues “should be, -

: reported only when. earned. Therefore all unrestricted monies are reported as
revenues in the. Current Fund as soon as they are accepted by the 1nst11utlon o
However, res tricted fund~ ‘are not earned until the terms of the agreement under_. :

' wh1ch they were given are met, that is, when they are expended- for the spec1ﬁed
o purpose ‘Moreover, not all restricted monies are recelved for purposes reﬂected in
: _the Current Funds group Thus when they are phys1cally received, restr1cted funds o
_are: reported as-additions to the appropr1ate fund group in the Statement of

/3""»"‘-,i1'Changes in: Fund Balances.: Fa awever, they:are. reported as revenues only if they o

* ““‘are restricted in the Current. Fund and not until they have been expended inac--.
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: -E’;‘The categorres normally used to report addrtrons in a11 fund groups are:.

. Tultron and Fees SR :
: .',: Governmental Appronrratrons
e ‘Governmental Grants and Contracts
° Pr1vate Grfts, Grants, and Contracts
° Investment Income
® Net Realized Gains on Sale of Investments
[}
[}
®
®

Sales and Services of Educational Activities

- Sales and Services of Auxiliary Enterprises

-‘Sales and Servrces of Hospttals .
Other , - i

Deﬁnrtrons of these. categorres may be found in chapter 3.
The categorles normally used f"" reporting revenues in the Current Fund are:

Turtlon and Fees . :

‘_Governmental Approprratrons—Federal R
Governmental Approprlatrons—State ok
Governmental Approprratrons—Local
Governmental Grants and Contracts—Federal
Governmental Grants and Contracts-—State ’
,Governmental Grants and Contracts—Local
-Pr1vate Glfts, Grants, and Contracts
‘,Endowment Income

jSales and Services of Educatronal Act1v1t1es
- Sales and Services of Auxrhary Enterprrses
“Sales and Services’ of Hosprtals

Other Sources

Independent Operations

" Definitions of these categorles are found in chapter 5.
In the Current Fund, additions include all restricted and unrestrrcted resources
‘ received by the institution durrng the reporting perrod Restricted addltlons include ..
“restricted - grfts for specrﬁc ‘operating purposes,. restricted endowment income
distributed, grants and contracis from private organizations or governments for:: o
y specrﬁed purposes, and income from investments of restr1cted Current Funds.
‘Restricted and unrestr1cted additions are reported separately Unrestrrcted Current .
. 'Fund revenues are identical to unrestr1cted addrtrons, but restricted addltrons drffer |
- 'from restricted revenues, as already noted. ‘ ARETERR
Addrtrons to the Loan Fund 1nc1ude grfts, bequests, and government advances
- restrrcted to use for loans or interest on loan notes; income from Endowmentf .
Funds whose earnrngs are restrrctcd to use for loans; and income and caprtal garnsji' ‘
~on: 1nvestment of Loan Funds Restrrcted and unrestricted addrtrons are often
reported separately ' &




Additions to the Endowment and Similar Funds group include new gifts or
bequests restricted to endowment,' income added to principal as provided in the
gift instrument, and capital gains of the fund group. Income earned by Endowment
and Similar Funds if distributed is not treated as an addition to this fund group
except as noted above, but as an addition to the fund group (usually the Current
Fund) for which the invested endowment funds are expected to provide income.

In the Annuity and Life Income Fund group, additions include new gifts in
excess of the actuarial present value of an annuity fund, recomputation of the
actuarial liability of an annuity to reflect a lowered life expectancy of the bene-
ficiary, new gifts to life income funds, and gains on investments.

Additions to the Plant Fund include: (1) the net.proceeds from sales of physi-
cal properties (after the liquidation of any liabilities); (2) student fees that are
assessed for debt service or plant expansion in a manner that creates an obligation
equivalent to an externally imposed restriction, for example, when an institution
represents to use certain fees for the retirement of a specific debt or a particular
construction project; (3) gifts, grants, and appropriations restricted to physical-
plant purposes; (4) income and gains from the investment of plant funds; and
(5) direct gifts of physical-plant assets (library books, equipment). Additions in the
Plant Fund are reported by subgroup and in some cases may constitute a conver-
sion of assets from some other fund group to the Investment in Plant subgroup.
This occurs, for example, when Unexpended Plant Funds are used to build a
facility or when Current Funds are used to buy capital equipment, thereby adding
to the total value of Investment in Plant. (Noze: This is an exception to the general
principle that additions reflect net increases in the resources of the institution as
a whole.)

Deductions and Expenditures

" 'Deductions and expenditures are the resources that flow out of the fund groups
of the institution during the reporting period, usually a fiscal year. Only outflows
of resources from the institution as a whole are considered deductions or expendi-
tures; transfers between fund g_roups are excluded. Deductions and expenditures
are reported separately for each fund group and for restricted and unrestricted
funds. The Statement of Changes in Fund Balances reports deductions for all
fund groups, while the Statement of Current Funds Revenues, Expenditures, and
Other Changes reports only expenditures and transfers for the Current Funds
group. The Categggi:%:s most frequenily used to report deductions in the Statement

1. Gifts assigned to quasi-endowments should be shown as transfers, not additions, since they represent
_unrestricted funds assigned to this fund group by the governing board.
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Current Fund Expenditures

Loan Cancellations and Write-offs
Expenditures for Plant Facilities
Debt Service

Expired Term Endowment

Other

Definitions of these deduction categories may be found in chapter 3.

In the Current Fund, deductions include all expenditures attributable to the
reporting period, refunds to donors and grantors of restricted funds, and losses on
investments of the Current Fund. Deductions are reported separately for restricted
and unrestricted funds. |

Current Fund Expenditures represent a particular kind of deduction. They

.may be reported as a single figure in the Statement of Changes in Fund Balances
but are reported separately in the Statement of Current Funds Revenues, Expen-
ditures, and Other Changes. The standard categories used to classify Current
Funds Expenditures are: '

1. Educational and General
® Instruction
Research
Public Service
Academic Support
Student Services
Institutional Support
Operation and Maintenance of Plant
® - Scholarships and Fellowships
2. Auxiliary Enterprise
3. Hospitals :
4. Independent Operations

As shown above, Current Fund Expendltures, except those for Auxiliary
Enterprlses, Hospitals, and Independent Operations, are grouped and described
as Educational and General Expenditures. In the Statement of Current Funds
Revenues, Expenditures, and Other Changes, transfers are usually reported with
the expenditures subtotal for each of the major expenditure groupings: Educational
and General, Auxiliary Enterprises, Hospitals, and Independent Operations.

In the Loan Funds group, deductions include losses on investments of loan
funds, write-offs of, or provisions for, uncollectible loans (including some loans
forgiven under certain provisions by the funder), administrative and collection
costs, and refunds to grantors of restricted funds. (Note: Some Loan Fund agree-
‘ments may require that principal and/or interest be returned to the grantor.)
Restricted and unrestricted deductions are usually reported separately.




In the Endowment and Similar Funds group, deductions include capital or
investment losses of these funds. Since the principal in this fund group is required
to be retained in perpetuity (for endowment funds), until a specified term is com-
pleted (for term endowments), or until redesignated and transferred (for quasi-
endowments), there are no additional deductions other than transfers for this fund
group. Even the appropriation of capital gains under the total-return concept is
treated as a transfer. The deductions are reported separately for each fund subgroup.

Deductions from the Annuity and Life Income Fund group include changes
in the actuarial liability to the beneficiaries of annuity funds due to reductions in
lite expectancy and losses on investment of either life income or annuity funds.
Terminations of annuity and life income funds are treated as a transfer to unre-
. stricted Current Funds or to a fund group specified by the donor.

In the Plant Fund, deductions include losses on investments of plant funds,
fund-raising expenses for building campaigns, payments on principal and interest
of debt, trustee fees, and disposal, abandonment, or loss of physical-plant assets.
Also, deductions representing conversion from one type of plant asset to another
can be reported in Plant Fund subgroups. For instance, when monies from the
Unexpended Plant Funds subgroup are used to construct a building, a deduction
is reported in that subgroup along with a corresponding addition to the Invest-
ment in Plant subgroup. Plant Fund deductions are normally reported separately
for each subgroup and for restricted and unrestricted funds.

Interfund Transactions

Interfund transactions are basically of two kinds: loans and transfers. Inter-
fund loans advance resources from one fund group to another with the intention
of eventually returning the resources to their original fund group. Within the
limits of prudent financial management, funds may be loaned from any fund
group to any other or from any restriction category to any other, unless specifically
prohibited by the agreement accepting the funds. There are only two reporting
requirements for loans. Any outstanding loans at the date of the report must be
shown on the Balance Sheet as due to or due from another fund. In addition, any
”interesbt received or paid on interfund loans must be shown on the Statement of
Changes in Fund Balances and/or the Statement of Current Funds Revenues,
Expenditures, and Other Changes as revenue or expenditures.

Transfers permanently move resources from one fund group to another. Funds
may not be transferred from one restriction category to another except in special
cases, as noted in the following paragraphs. They may be either mandatory trans-
- fers, which include all transfers from the Current Fund to other fund groups to
meet a binding legal obligation, such as debt service or required matching funds,
or ‘nonmandatory transfers, which are made at the discretion of the institution’s




governing board and can represent transfers from any fund group to any othes.
Transfers are reported both in the fund group where the monies originate and in
the fund group to which they are transferred. Since no resources are gained or lost
by the institution as a whole, the total of all transfers must always equal zero.

Transfers out of the Current Fund include mandatory transfers to the Plant
Fund for debt service on educational plant, auxiliary-enterprises plant, and hospital
plant, as well as mandatory transfers to the Loan Fund to match federal (and
other) loan funds. Nonmandatory transfers from the Current Fund may also be
‘made. Often an institution’s governing board will determine that unrestricted
monies should be used for some purpose other than current operations, such as
quasi-endowments, plant, or student loans, and will designate the monies for that
purpose. In such a case, an institution should report unrestricted revenue in the
unrestricted Current Fuad when it is accepted and then make a transfer to the
appropriate fund group. (Unrestricted revenue should be reported only to the
Current Fund upon acceptance by the institution.) These board-determined desig-
nations may, of course, be removed at any time and the resources transferred back
to the unrestricted Current Fund. Similarly, monies restricted to a particular
function or organizational unit but not to a particular fund group should be
reported as an addition to the restricted Current Fund from which the monies
may be expended, or, if the institution so desires and the agreement accepting the
funds allows, the monies may be transferred to other fund groups. For example,
monies restricted to use for the Law School may be transferred to the Endowment
and Similar Funds group and designated as a quasi-endowment, as long as the in-
come of the quasi-endowment is used for the Law School.

Unrestricted Loan Funds may be transferred to other fund groups at the dis-
cretion of the governing board of the institution. Monies restricted to-the Loan
Fund group may not be transferred except when the restriction lapses according
to the terms of the original agreement. Any transfers should be noted in both the
providing fund group and the receiving fund group.

Transfers from the Endowment and Similar Funds group to other fund
groups can occur in each of the fund subgroups. Since monies in the Endowment
Funds subgroup are restricted to this fund group, they normally 1aay not be trans-
ferred. However, if the total-return concept is used, any appropriation of capltal ]
gains for purposes other than endowment should be reported as a transfer rather
than as a revenue in the receiving fund group. Term endowments, like true endow-
ments, are restricted to the Endowment and Similar Funds group until the term is
completed. The resources must then be transferred to another fund group specified
in the original agreement or to the Current Fund. If the governing board so
chooses, it can redesignate the monies to another fund group or transfer the
monies back to the Endowment and Similar Funds group as a quasi-endowment.
Quasi-endowments may be transferred at the discretion of the governing board of
‘the institution to any other fund group.
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Annuity and Life Income Funds are transferred to other fund groups only
when the terms of the agreement have been fulfilled and it is terminated. A transfer
should then be reported to the fund group specified by the donor, or in the absence
of such a specification, to unrestricted Current Funds, even though it may later be
designated by the governing board to another fund group.

Transfers from the Plant Fund are reported when unrestricted fund balances
are redesignated by the governing board to another fund group. Since the Plant
Fund is often reported by subgroups, transfers should be reported when resources
are transferred from one subgroup to another, such as redesignation of a fund
balance from Unexpended Plant Funds to Funds for Renewal and Replacement.
The purchase of physical-plant assets, that is, the conversion of assets from the
Unexpended Plant Funds subgroup to assets in the Investments in Plant subgroup,
is not reported as a transfer, but as a deduction from the Unexpended Plant Funds
subgroup and an addition to the Investment in Plant subgroup.
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The Balance Sheet

Description

The Balance Sheet describes the financial position of the institution at a particular
point in time, usually the end of a fiscal period. This description is a “snapshot”
of the resource levels of the institution. It does not show the flow of revenues and
expenditures. Rather, it shows the assets and liabilities of the institution, as do
Balance Sheets in the corporate sector. Information about the balance between
assets and liabilities can indicate the financial strengths and weaknesses of an
institution. |

Because an institution of higher education has ﬁduc1ary respons1b1hty to
‘many funders who have placed different kinds and levels of requirements on the
use of funds, Balance Sheet information is prepared for each self-balancing fund.
For financial reporting, these many separate funds are aggregated into the fund -
groups described in chapter 1 (Current Funds, Loan Funds, Endowment and
Similar Funds, Annuity and Life Income Funds, Plant Funds, and Agency Funds)
and reported on a single Balance Sheet for the institution.

Format

Two basic formats are commonly used in preparing Balance Sheets for post-
secondary-education institutions—the layered Balance Sheet and the columnar
Balance Sheet
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Sample Educational Institution FIGURE 1
LAYERED BALANCE SHEET
June 30,19___
with comparative figures at June 30, 19.__
Assets Liabilities and Fund Balances
Current Funds Current Funds |
Current Year ~ Prior Year Current Year  Prior Year
Unrestricted Unrestricted - .
Cash oo § U000 § 110,000 Becounts payable v ovvovvoiiane, § 15000 § 100000
IVESHMENS . vovoveriivinniniias 450,000 360,000 Accrued HaBIES . vvvvevererririrrninnes 20,000 15,000
Accounts receivable, less allowance Students' deposits .1 vioviii i 30,000 35,000
of S18,000 both yeats .vovoivivrvivinnnn 228,000 175,000 DU t0Other NS v evenrririsirs 158,000 120,000
Inventories, at lower of cost (firstn DRRRITEdCIEAS v v vvovriv s oreeesorn, 30,000 20,000
firstout b’asis)or market........ e, 90,000 80,000 F:ncd”bfal:r:cee s ...................... 643,000 500
Prepaid expenses and deferred charges ......... 28,000 20,000 DR — :
Total unrestricted ....vvovvviivenvinne, 1,006,000 145,000 Totalunrestricted cvvvveriinrieniennnn, 1,006,000 745,000
Restricted Restricted |
Gosh i, 145,000 101,00 Accounts payable oo ovvni, 14,000 5,000
N TOVESTENS .o, 75000 165000 FUBdBAOCES . vvoovev oo HO0 421,000
Accounts receivable, less allowance |
- o SB000bothyears .o 66,000 160,000
Unbilled charges .....ovvviviininininn, 73,000 - _ ‘
Total restricted. . vvoovvevrecven, 460,000 426,000 Total restricted.cvovvvenriveiinnen o, 460000 426,000
Total current funds .ooovveeveiirervnnn, 1,466,000 1,171,000 Total current funds +.....ooooveiinn 1,466,000 LITL000
Loan Funds Loan Funds
G 30,000 20,000 Fund balances |
[VESIIMENIS ..o 100,000 100,000 US. government grants refundable ........... 50,000 Boo
Loans to students, faculty, and staff, University funds -~ S
lss allowance of $10,000 current ‘ RESKEIEd ovvore v er e ereeirens o 483000 369,000
year and 89,000 prior year ..v.vvivviiian 550,000 302,000 VRIS v 5000 Lo
P Due from unrestricted funds .1 oo 3000 - ‘ o T
S  Totllanfunds oo, 683,000 502,000 Toalloan funds.co...oovovvvvvvnrvns 6000 SO
s Endowment and Similar Funds  Endowment and Similar Funds | C
S o Cashi, P ~loge0 - 101,000 Fund balances - o e
o TeStments ST 13,900,000  11,800000 - - Endowment ..o, ce - LB00000 640000
13 R e B Tem MO .covocvvvvvvvoen B R X 9 4
Ehepy  Quasi-endowment—-unrestricted.. ..., cove 0000000 - 800,000, - T

B Co Quabedowment=resieed . v LIOO0 041000
o 00000 W Tosledowmetandsmir s ..., 140000 LLS0LN0




Annulty and Life Income Funds

Annvity funds
Gl §o500 8 45000
Ivestments ..oo.vvviiviniiieneiineean, 3260000 3,010,000
Total annuity funds ....ooovvveiinninnn, 3315000 3,085,000
Life income funds
Gl 15,000 15,000
IOVetinents .oveivevviiininiiiie e J45000 1,740,000
Total lfeincome funds .......oveen 2000000 4,755,000
Total anawity and [ife income funds ....... LI500 4810000
- Plant Funds
Unexpended
Coll v 500 410,000
TOVESIEORAMS oo crcrieniie e L2500 1,590,000
Due from unrestricted current funds .......... 150,000 120,00
Totalunespended ... ..v.ovcvoneenn JI000 2120000
Renewals and replacements ,
Cashooovviniriiniieennne, i 5,000 4,000
[OVEBtmERtS o v, 150,000 286,000
Deposits with trustess .....ovevvviveivinnns 100,000 90,000
Due from unregtricted curreat funds ........... 5000 —
Totel renewals and replacements ........ 260,000 380,000
Retirement of indebredness S
Cashvovnennnns e e 0000 40000
Dcposnswnhtrustees .......... ETTRRRON 230,000 253,000
Total etrement ofindebtedsess.......... ~ 300,000 293,000
Tnvestment i plant
Lindovsiiiiii 500,000 500,000
Land improvements. ..o ivvvvvvvnrieinincns 1,000,000 1,110,000
Buildings +oov oo v 5,000,000 24,060,000
Equipment......... FTRTPPR PP 15000000 14,200,000
 Librarybooks ..ot 100,000 80,000
Total investment in plant YRR 41,600,000 39,950,000
 Total plantfunds .. .0 o Q3870000 42,743,000
Agency Funds B
Cosh e 50,000 000 -
InVEStMENIS v\ove v dine e 60000 20,000
Totalagcncyfunds ..................... 10000 90,000

‘EK
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‘ lC Sovkc&Admlmszmnve&rvm, sccnonS’i(Washmgton,DC NACUBO l974), pp 23 S
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Annuity and Life Income Funds
Annuity funds

Annuities pagable. ..o ovevvivreri i §2,150000  § 2,300,000

Fund balances ..ooovvvviiiiiiinneiiin, 1,165,000 155,000
Total ennuity fands ....ovvvvevivnnnn 3,315,000 3,055,000
Life income funds
Income payable .....oviiviiiiiiiin, 5,000 5000
Fund balances ...veveviniiiiiniinnnn, 2095000 1,750,000
Totgllife income funds ........vvevnnn, 200000 1,755,000
Total annuity and life income funds ... 5305000 4,810,000
Plant Funds
Unexpended

Accounts payable ..o 10,000 -

Notespayable......ovvvenvinne TP . 100,000 —

Bondspagable ..vveveviiniiiiiiiic i 400,000 -

Fund balances |
Restricted ..o L0000 1,860,000
Unrestrict_cd ............. SOPPTRTR 200,000 260,000

Totalunexpended .....oovviivininnen, L0000 2,120,000
Renewls and replcements I

Fund balnces | |
Restricted .o o500 180,000
Unrestricted +vvvvvvvinnn e eivneenn, 25000 200,000

Totalrenewals and replacements ........ w0000 380,0(‘)0‘
Retirement o indebredess - B

Fund balances ‘ - SR
Restricted v 165,000 15000
Unrestrieted .oovveve i inien e, 115,000 16800

Total retirement of indebtedness........... 300,000 293,000 |
Investment in plant - IR

Notes payable. . c...vvvirennn, e 1000 810000

Bonds payable ...vovviiviiiiiinnen, e 000 24000

Mortgages paysble . ...evcvvvevevsvecerinens 00000 200000 -

Net investmentinplint .. .o cevvovennns o B20000 - 36540000

Tou ilivcsim'cnt Pt vivvieiiiinn, i 41 00000

Totalplantﬁmds...,..‘ ....... onnnees_ 43870000 - ‘42,743,000
Agency Funds L
Dcposltshcldmwsxody forothers ............. o 11000 90,000

Totalagcncymnds....., ..... ‘11110,00‘0




mple Educational Institution FIGURE 2

COLUMNAR BALANCE SHEET

June 30, 19____
1 Current Funds Annuity Plant Funds
. Loan | Endowment and and Life Renewal and |Retirement of | Investmen'

(In Thousands of Dollars) Unrestricted | Restricted | Funds!| Similar Funds |Income Funds| Unexpended | Replacement| Indebted in Plant
\ssets V
Cash 210 145 30 100 - 70 275 5 50
Investments 450 175 100 13,900 5,305 1,285 150
"Accounts Receivable 228 68 )
Inventories, Prepaid Expenses, etc. . 118 72 T e
Notes Receivable ' 550
‘Institutional Plant 41,600
‘Interfund Borrowing—Due From 3 150 5 i
Deposits with Trustees 100 250 o
"~ Total Assets ) 1,006 460 683 14,000 5,375 1,710 260 300 41,600
iabilities '
Accounts Payable and Accrued Liability 145 14 : 10
Student Deposits 39
Deferred Revenues 30 ;
Notes Payable 100 790
Contracts Payable 2,155 :
Mortgages Payable : 400
Bonds Payable 400 L
Interfund Borrowing—Due To 158 2,200 -
{"Total Liabilitics 363 14 2,155 510 3,390
und Balances . i
For Current Operations—Unrestricted 643
For Current Operations—Restricted 446
Board Designated Funds 150 1,000 200 235 115
Restricted to Other Than Curreist Purposes| 533 13,000 3,220 1,000 25 185 ~
Net Investment in Institutional Plant , . ’ ‘ ‘ ©38,210
Total Fund Balances 643 446 683 14,000 3,220 1,200 260 300 - 38,210
“Total Liabilities and Fund Balances - 1,006 460 683 14,000 5,375 - 1L,710 269 300 - - 41,600 i

NOTE: There are many possible formats for a columnar balance sheet, of which this is one. The figures shown here are consistent with those in figure 1, ahhdugh the

categ‘ones\karg slightly dlﬂ'eren‘!k. e

ERIC

Aruitoxt provided by Eic:



The layered Balance Sheet comprises a series of mini-Balance Sheets, showing
the assets, liabilities, and fund balance for each major fund group, displayed in a
series of layers (see figure 1). Taken together, these mini-Balance Sheets form the
institutional Balance Sheet.

One of the advantages of the layered Balance Sheet, as seen in figure 1, is that
for each item, it usually displays the figure for the prior year adjacent to the figure
for the current year. For planning and management, this format provides the user
with easily obzainable trend data for every item. Layered Balance Sheets can be
prepared to show comparative data for each item for more than two years, or a
series of layered Balance Sheets for successive years can be compared to show
even longer-term trends.

The primary advantage of the layered format for the Balance Sheet is that it
tends to direct the user’s attention to individual fund groups, thus emphasizing
the intended, and the legally restricted, uses of the resources of the institution.
It also enables the institution to show substantial detail about types of assets,
liabilities, and fund balances for each fund group. However, it may be difficult to
get an overall picture of the institution using this format.

The columnar Balance Sheet (see figure 2) displays in separate columns for
each fund group the same figures for the institution’s assets, liabilities, and fund
balances as are shown in the layered format in figure 1. It consolidates similar
fund balances and distributes each type among the various fund groups. However,
the actual fund balances for each fund group are the same in both types of Balance
Sheet format.

Definitions

The following terms are used on the Balance Sheet.

1. Assets _

a. Cash. Includes the cash on hand, petty cash, and cash in bank accounts

~ associated with each fund group.

b. Investments. Includes marketable securities, real estate, patents, copy-
rights, royalties, participations, and so forth. Investments purchased are
reported in the financial statements at cost, and investments received as
gifts are reported at the fair market or appraised value at the date of gift,
unless there has been an impairment of value not considered to be
temporary. Investments in wasting assets, other than institutional plant,
usually are reported net of allowance for depreciation or depletion.
Premiums paid on interest-bearing obligations held as long-term
investments should be amortized, and provisions should be made for the
accumulation of discounts unless inappropriate because of default or
quality of the bonds. As a permissable alternative, investments, exclusive
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of physical plant, may be reported in the financial statements at current
market value or fair value, provided this basis is used for all investments
‘of all funds. When using this alternative, unrealized gains and losses
should be reported in the same manner as realized gains and losses are
reported under the cost basis. (The financial report should state which of
those methods is being used.) If the institution records investments on
the Balance Sheet at cost, information should be included to show
market value. Investments may be categorized further in a financial
report as securities, real estate, and other investments.
e Securities—includes bonds, notes, preferred stocks, and common
stocks. '
o Real Estate—includes real property in which funds are invested for
the purpose of producing income (usually a part of the Endowment
~ Fund). Such properties may be acquired by gift, purchase, or fore-
closure of mortgage notes.

c. Pledges Receivable. Pledges may be reported in the Balance Sheet as a
receivable, if of material amount and if an estimated net realizable value
for such pledges can be computed. Net realizable value includes the
present value of long-term pledges as well as reductions for any allowance
for uncollectible pledges. Pledges of gifts, including uncollected sub-
scriptions, subscription notes, and estate notes, will be disclosed in the
notes to the financial report, unless they are reported in the financial
statements themselves. The notes to the financial stateﬁ"ients will disclose
the gross amournts by time periods over which the pledges are to be
collectzd and related restrictions, if any, as to use. (Note: The example
Balance Sheets, figures'1 and 2, do not show any pledges receivable.)

d. Accounts Receivable. Includes all amounts owed the institution for com-

. pleted sales of goods and services. Governmental appropriations that are
subject to release by a governmental officer for institutional use should
be shown here and not under cash. Grants not yet funded and for which
the institution has not yet performed services should not be considered .
assets to be accounted for in the financial statements. However, the total
amount of such uncollected grant awards at the date of the Balance Sheet
may be disclosed in the notes to the financial statements. Accounts
receivable are shown at face value less an allowance for doubtful accounts.

e. Notes Receivable. Includes all amounts owed on proraissory nstes (mclud—
ing student loans) by debtors. Notes receivable for loziis should be
carried in the Loan Fund group at face value less allowance for doubtful
loans. Provisions for uncollectible loans should be charged to the equlty
account of the specific loan fund. SRS

f. Inventories. Includes merchandise for sale, mcludmg supplies and stocks L
in stores. Examples: of the latter are office supplies, fuel, buylldmg‘ :

“supplies, and goods not yet charged as expense but carried in stock in.




general storerooms for future requisition or sale. Inventories are not
charged as expense until used. Merchandise for sale includes such items
as inventories of student stores, university presses, and food service.

g. Prepaid Expenses and Deferred Charges. Includes that portion of operat-
ing expenditures properly chargeable in a period subsequent to the date
of the Balance Sheet.

h. Institutional Plant. Includes land, land improvementz, buildings, equip-
ment, and library books. These subcategories of Institutional Plant are
broken out separately in figure 1 (the layered Balance Sheet) and com-
bined in figure 2 (the columnar Balance Sheet).

i. Interfund Borrowing Due from Other Funds. Includes the amounis of
funds loaned temporarily between fund groups (for example, unrestricted
Current Funds loaned to the Plant Fund). Except for temporary advances,
usually up to one year, the term of borrowings and repayments should
be disclosed.

i. Deposits with Trustees. Includes monies on dep0s1t with trustees under
bond indentures for the retirement of indebtedness.

2. Liabilities. In keeping with accrual accounting, expenses incurred at the
~ date of the Baiance Sheet should be accrued, and the expenses applicable to

future periods should be deferred. However, certain deferrals and accruals,
such as investment income and interest on student loans, are often omitted.
Nevertheless, the only basis for their omission should be that the omission
does not have a raaterial effect on the financial statements. Encumbrances
representing outstanding purchase orders and other commitmeats for
materials or services not received as of the reporting date should not be re-
ported as liabilities in the Balance Sheet but may be shown as a subdivision
of a fund balance. '

a. Accounts Payable and Accrued Liabilities. Includes liabilities for goods
received and other expenses incurred for which disbursements have not
been made as of the date of the financial statement. Salaries and wages
earned and unpaid are included in this category in the Current Fund.?
Amounts deducted from payrolls and not yet forwarded to proper agen-
cies, such as income taxes withheld, social-security taxes, and retirement-
annuity premiums, are shown here.

Indebtedness incurred to finance plant acqulsmon, constluctlon,
and the like should be included in this category as a liability of the
Unexpended Plant Fund subgroup until the proceeds of the indebted- .
ness are expended, at which time the expended amount and the related
liability should be transferred to the Investment-in-Plant subgroup.

2. Where faculty contracts are on an academic-year basis (September through August} with 12 monthly payments to be
made and the institution’s fiscal year ends June 30, salaries for two months (July and August) should be shown as accrued
- liabilities on the Balance Sheet.
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b. Deposns Incrudes rece1pts that an 1nst1tutlon may be requn'ed to repay e
“"“in whole ‘or in part Examples are dep0s1ts for breakage, room-re ntal
, '1contracts, keys, hbrary books, and. reservations for admlsslon to- the:
institution or to the residence halls. - S N
5Deferred Revenue/Credzts Includes payments, rece1ved by tie 1nst1tutlon -
in advance of the reporting perlod to which they apply, for servicestobe
' rendered in a subsequent report1ng period. Examples are- tuition, fees, -

and room rentals paid in advance of the fiscal period to which they apply.
Notes, Bonds, and Mortgages Payable. Includes liabilities for outstanding
notes, bonds, and mortgages issued or incurred by the institution.
Contracts Payable. Includes payments that the institution is required to
make on existing contracts.’ Specifically included is the present value of
the aggregate habrhty for annuities payable in.annuity funds and income -
payable in life income funds based upon acceptable life- expectancy tables. _
When a gift to set up an annuity is received, the present value of the
annuities payable is credited to the llablllty account and the remainder to
the fund balance, even 1hough it may be a negative amount. Perlodlcally,» '
an ad1ustment is made in the annuity fund balance between the liability .
based on the revised life expectancy. When a gift is received to set upa -
life income fund, no liabilities are reported. A liability exists for life

‘income funds only when earned investment due to beneﬁcrarles has mt .

been disbursed.

Interfund Borrowing Due to. Other ‘Funds. Represents the amounts. of e
. funds loaned temporarlly between fund groups (for. example unrestrlcted
- Current Funds loaned to the Plant Fund) Fxcept for temporary advances,
- usually up to one year, the terms of borrowrng and repayment should bef B
~disclosed. |

3 Fund Balances

a.

‘Unrestrzcted Current F unds Balance The unrestucted fund balance in the

Current Fund represents the net accumulation of unrestricted Current
Funds revenues over Current Funds expenditures and transfers. This
amount is available for future operating purposes or for any other_ use
approved by the governing board of the institution. The fund balance -
may be subdivided to reflect portions appllcable to auxiliary enterpr1ses, .

- gifts .allocated.. to- future.. periods . or .reserved. for specific.. purposes;.. ...
purchase orders outstandlng, budget balances carried forward or other
' "deslgnatlons of the. governing boaro> and the unallocated balance C
."'Reszrzcted Current Funds Balance. Inclades the unexpended balances of
-funds restricted by donors or. other outside agencies to spec1ﬁc current
"‘operatlng purposes Such externally 1mposed restrictions are to be con- )
_trasted ‘with 1nternally created’ designations 1mposed by the governlng
~board on unrestr1cted funds These funds originate from income on




restrtcted endowment funds, glfts from donors who have placed 11m1ta-
tions on their use, and grants from prlvate or governmental sources

specrﬁcally for research, training, and so forth. This item on the Balance .

Sheet consists of those restr1cted funds available for expend1ture in
future renortlng periods. : :
.~ Loan Funds Balance. Includes the balance of those funds available for
loans to students, faculty, or staff. The fund-balance section should
display separately the unrestricted and restricted portions of the Loan
Funds balance. The only unrestricted funds in the Loan Funds group are
those unrestricted funds designated by the governing board to function as
loan funds. Since action of the governing board at some future date may
require that the funds be returned to the Current Fund or transferred to
another fund group, the unrestricted fund balance should be shown
separately from the restricted fund balance. For appropriate disclosure,
the source of the funds available for loan purposes at the date of the
Balance Sheet should be separately identified in the financial statements
For example, the fund balance should show donor and governmental
restricted loan funds, funds provided by mandatory transfers required for -
- matching purposes, and unrestricted funds designated as loan funds.

. Endowment and Similar Funds Balance. Separate fund balances are
usually identified for Endowment Funds, Term Endowment Funds, and
Quasi-Endowment Funds.- The fund balance. of Quasi-Endowment
‘Funds is not considered to be restricted to the Endowment and Similar

Funds group in that it may be transferred between fund " groups
However, it is possible for quasi- -endowment funds to be restrlcted by i

function or organlzatlonal unit, even though the pr1nc1pal may ‘be
expended. For example, an institution may receive a gift to be used to

benefit the Law School Rather than expend the funds in‘one year, the o

'governlng board may decidz to establish a quasi- -endowment fund with -
the income to be used in the Law School At some later date, the govern-
ing board could then decide to expend some of the principal of the quasi-
endowment fund, but it would still have to be spent for some purpose of
the Law School. The balance of Term Endowment Funds cannot be trans-
ferred out of this fund group until the agreed-upon time period expires

_or a specified event takes place. The income of term endowment funds =~

also may be either restricted or unrestricted as to function or organiza-
tional unit, even after the term endowment has lapsed. ,
. Annuity Funds Balance. Includes any excess of assets over habrhtles

- (which must include an actuarral llablhty for annuities payable) in-annuity - )

.funds. For the most part, fund balances of Annuity Funds should be
considered restricted to that fund group until terms of the annuity agree-
ment are met. If the fund balance exceeds the actuarial liability, the excess
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portton of the fund balance may be cons1dered unrestr1cted Upon terml-‘
~ nation,. the Annu1ty Funds balance should be- transferred to- the fund
»group deslgnated by the grantor or, in the absence of such a deslgnatlon, L

to unrestricted Current Funds revenue A detailed d1scuss1on of the: ‘gen-

“erally accepted method for record1ng and reporting Annu1ty Funds can
" be found in chapter 10, Audits of College and Universities (AICPA 1973).

Life Income Funds Balance. Includes any excess of assets over liabilities. :
All fund balances of Life Income Funds should be considered restricted
to that fund group until the terms of the life income agreement are met
and the resources can be transferred to another fund group. Life income -
funds are usually accounted for as separate funds but may be combined
with annuity funds for reporting purposes. When amounts are not
material, both of these fund groups may be reported as a subclass'tﬁ-
cation of Endowment and Similar Funds.

Unexpended Plant Funds Balance. Includes those unexpended resources
that have been set aside for the purchase or construction of physical plant
in excess of any associated liabilities. Resources restricted by donor or-
outslae agencres to additions to plant or to the acquisition of physical
properties are generally recorded in this fund balance upon receipt.
Restricted Plant Funds balances are shown separately from those unre-

stricted fund balances that have been designated for plant purposes by -

the governing board. Construction in progress may be included 1nth1s
fund balance if not included in Investment in Plant o
If phys1cal-plant assets are sol, the proceeqis may be restr1cted 1f so:

st1pulated by the donor of the property disposed of. They are then added e
to the Unexpended Plant Funds balance. (The institution should cons1der‘:, SR

obtaining a legal oprnron on such action, however.) If the proceeds are .

considered unrestricted and are kept in Unexpended Plant Funds,. they ‘ i
should be properly disclosed on the Balance Sheet as being unrestr1cted

Funds for Renewal and Replacement Balance.. Includes’ unexpended

resources held for the renewal and replacement of physical plant. -

The fund balance should be subdivided between unrestricted resources
designated by the governing board for renewal and replacement purposes
and resources restricted by donors to such purposes (1nclud1ng fund

- balances arising from agreements.with outside agencies,. such as trustees.;ﬁ.; S
- under bond 1ndentures, and restr1cted glfts, grants, and governmental'.'

approprlatlons) : N
Funds for Retzrement of Indebtedness Balance. Includes those resources' -

“held for the ret1rement of, and the payment of interest on, the debt owed: .
- on the institution’ s phys1cal plant: Ir includes s1nk1ng funds establlshed ‘

under bond 1ndentures, mortgage amortization payments accumulated

but not yet due, and other resources accumulated for interest and debt G
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" retirement. Fund balances should be subdivided between those unre-
. str1cted resources desrgnated by the govermng board for debt ret1rement -
purposes and restricted resources. N
. Net Investment in Plant.- Includes the total of the institutional equity in
physlcal-plant assets. It is, in short the i institution’s paid-for plant facili-
ties. This figure is usually calculated on the basis of the original cost of
the plant. Construction in progress may be included in this subgroup if
it is not included in Unexpended Plant Funds. When physical-plant
. assets are sold or otherw1s<: disposed of, the carrying value of those assets
should be removed from the asset accounts, and net investment in plant
should be reduced accordingly. It is permissible to reflect depreciation -
on physical-plant facilities on the Balance Sheet. See pp. 9- 10 of Audits
of Colleges and Universities (AICPA 1973) for a discussion of deprecratron
. For Current Operations—Unrestricted; For Current Operations—Restricted.
These two items represent that portion of the excess of assets over
liabilities in the Current Fund that is availabl: for the support of the
current operations of the institution.
. Board Designated Funds. This item includes all unrestricted fund balances
(other than those in the Current Fund) and therefore represents. that
portion of the fund balances that is designated by the govermng board of
the institution for use in those fund groups.

. Restricted to Other Than:Current Operdtions. This item includes all fund_ R
“balances that have been restr1cted by the donors for purposes other than S

the support of current operations.




Statement of Changes in
Fund Balances

Description

Be .The Statement of Changes in Fund Balances shows the overall flow of funds 1nto’ e

: and out of the institution among the i institution’s fund groups. It answers questrons I
" about the source and use of funds and the management and preservation of =
: resources. Unlike the. Balance Sheet, the Statement of Changes i in Fund Balances L
- descr1bes the financial acthty of the institution over the course of a fiscal perlod IR
" The Statement of Changes in Tund Balances thus dlsplays add1t10ns, deductlons, S
* and transfers, rather *" /; assets and liabilities. : o o
Like all ﬁnancrar statements for postsecondary educatlon, the Statement of o

Changes in Fund Balances is based on the 1nd1v1dual funds established by the_

institution to marntaln ﬁducrary controls over. its various sources of ﬁnancrng e :
S For. report1ng purpo ses, these funds are aggregated into the normal fund groups
e (Current Funds, Loan Funds; Endowment and Similar- Funds, Annuity and- Life--o

B Income Funds, Plant Funds, and Agency Funds) Each fund group is usually dis- ,CC' i
played as'a column(s) on the Statement of Changes in Fund Balances. The fand =

. ]groups internally balance in'the reports ‘Agency Funds are generally not shown L

on the Statement of Changes in Fund Balances because they have no fund balances




* Sample Bdueational Insitution e FIGURE3
B T F STATEMENTOFCHANGF.SINFUNDBALANCES
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‘ »Format :

.~ For each fund group, and for suhgroups in many 'cases,‘ the Staternent"of ‘.
Changes in Fund Balances shows additions, deductions, transfers, net changes, :
and beg1nn1ng and end1ng fund balances (see ﬁgure 3). ‘

Definitions
The following terms are used in the Statement of Changes in Fund Balances.

1. Additions. Applies to all funds flowing into a fund group during the reporting
period except those funds transferred into a fund group. Additions to the
- Current Fund are included, whether reported as revenues or not. The terms
‘additions and revenues are distinct and have quite different meanings in fund
accounting. The term revenues generally is applied only to the Current
Fund and includes (1) all unrestricted monies received for the _Current Fund
during the reporting period and (2) that portion of restricted funds that is
expended during the reporting period, whether or not it was received during
the reporting period. Therefore for unrestricted funds, additions and revenues.
are the same, whereas for restricted funds, they are different.
""he definitions described below for the Additions categories of theu
Statement of Changes in Fund Balances are quite similar to the deftnltlons ,
given in the next chapter for Current Funds revenues. While they appear to -
be the same, the reader should be aware that they are dlfferent when they
- are applied to restricted funds in the Current Fund.
a. Tuition and Fees. Includes all tuition and fees assessed (net of refunds) ‘
against students for educational purposes. Charges for room, board ‘and -
- other services rendered by auxiliary enterprises are not included i in this
category but are shown as Sales and Services of Auxrhary Enterprlses '
Student fees spec1f1callyassessed for debt service or plant expansion in
such a manner as to create an obligation equivalent to an externally
‘imposed restriction should be reported as additions to the appropriate
Plant Fund subgroup. Such a restriction could be created, for 'exam:ple, i
when an institution publicly represents that it will use certain fees. only. . ...
for the retirement of certain debt or for the constructlon of a particular
“building. If, on the other hand, the governing board retains the right to
use such fees at its discretion for other purposes, such fees are not re- . N
. stricted and should be reported as unrestricted Current Funds revenues. .-
b. Governmental Appropnanons Includes those funds received. from, or
made- avallable by, governmental sources through leg1slat1ve acts for o
current operations. It includes governmental approprlatlons made from Ly
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'tax funds and federal revenue-shar1ng funds and therefore does not
1nclude 1nst1tutlonal fees and’ other 1ncome reappropr1ated by the legls-

: lature to the 1nst1tutlon “Such amounts should be deducted from th1s P
. icategory and reported in the appropr1ate categorles '

Govemmental Grants and Contracts Includes funds rece1ved from, or "

‘made available’ by, government agencres for spec1f1c projects or programs,"-‘f.-' ‘

*including student aid (excludlng BEOGs). Examples are research pro-

- jects, training programs, training and instructional institutes, and similar
activities for which financial support is received under the terms of a
governmental grant or contract. l

. Private Gifts; Grants, and Contracts. Includes all amounts received from

1nd1v1duals or- nongovernmental organizations. It 1ncludes also those -

monies resulting from the purchase of goods or services from the institu-
tion on a contractual basis by 1nd1v1duals or. nongovernmental agencies,
exclusive of those normally classified as the sales of various educatlonal‘, '
or -support departments Gifts, bequests, grants," and other rece1pts
restricted in use by outs1de grantors or agencies should be recorded as -

. additions directly in the appropr1ate fund group. However, all unre- |
stricted glfts, ‘bequests, and- grants should be recorded as unrestr1cted_ SR

revenues in the Current Funds group. R ,
. Investment Income. Includes (l) unrestricted income of Endowment and?.\ o
Similar Funds, (2) restricted income of Endowment and Slmllar Funds,,
: whether or not the i income is expended dur1ng the report1ng perlod -and -

(3) income from funds held in trust by others: under 1rrevocable trusts o
' Th1s category does not include the net cap1tal galns result1ng from the}{

sale of investments (which would' be 1ncluded in' Net: Reahzed Galns on: -

Sales of Investments) nor. does it include any portion of the. galn on inve ‘St-f}' .

:

ments used for current 0peratlons under the total-return’ concept ‘While
the 1nvestments of various funds may be pooled accounting procedures
should provide for an equitable distribution of income among the funds.
. Net Realized Gains on Sales of Investments. Includes all net additions to

particular fund groups resulting from the sale of the assets of the'fund
“group. for an amount greater than the carrying value of those asséts -
' (either cost or fair market value). Net losses should be shown as deductions.

- Interfund “salesof  investments-should" be- recorded in-the- purchasrng -

fund at fair market value. The difference between the cost or carrying
value and fair market value should be accounted for in the selllng fund
in the same. manner as realized galns and losses.

- While the investments of various funds may be pooled, accountlng_f o
procedures should prov1de a means for determining the equ1table share -

of the part1c1pat1ng funds in realized gains or losses in the 1nvestments
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g Sales and Sermces of Educauonal Aczwzzzes Includes all amounts der1ved' T
. fromthe sales of- goods or services that are produced 1nc1dental to the '{‘j_-»
' conduct of instruction, research, or public service. For reporting pur- -

‘poses, the type of service takes precedence over the form of the agreement .

by which those services are rendcred Therefore the incidental 3 reven ues Far
of educatlonal departments would be 1ncluded in this category, even if’ '
the sales or services should be performed under the contract. For example

an experiment station creamery may have a contract to deliver milk to

a local school, but since the milk is produced incidentally to research ,
activities, the monies would be sales and services. Monies derived from

the sale of goods and services by auxiliary enterprises and hospitals
would not be included in this category. ‘

h. Sales and Services of Auxiliary Enterprises. Includes all monies generated
by the auxiliary operations of the institution. An auxiliary enterprise is
an entity that exists to furnish goods or services to students, faculty, or
staff and that charges a fee directly related to, although not necessarily
equal to, the cost of the service. The general public may be served inci- ’
dentally by some auxiliary enterprises. Aux111ary enterprises generally
include residence halls, food services, 1ntercolleg1ate athletics (if operated
as essentially self-support1ng operatlons), college stores and unions, and
so forth. o :

i. Sales and Services of Hospitals. Includes all funds directly attributable to.
‘the operation of the hosniral, It dm‘ ot i lieprfore mdue,k those funds
derived from grants, gllts, appropriations, or endowment income restr1cted~ :

- to hospital operations. : - :

j- - Other. This category includes all other add1tlons to fund groups not in- "
cluded in one of the categories described asbove. Additions. that are of
material proportions should be itemized. This category also includes
earnings on the short-term investments of the Current Fund, as well as
interest earnings on loan notes credited to the Loan Fund (1nterest on
loans to students is not ordinarily recorded in the Loan Funds group untll ;
collected). :

2 Deductions. Includes all funds flowing out of any of the fund groups during

the reporting period, except those funds leaving a fund group as the result .

- of a transfer. of funds L T SEA R

“a. Current Fund Expendztures This category 1ncludes all expenditures from
both the unrestricted Current Fund and the restricted Current Fund.
A more detailed breakdown of this figure is shown in the Statement of
Current Funds Revenues, Expenditures, and Other Changes ,

'b. Loan Cancellazzons and Write-Offs. ‘Includes those amounts deducted
from the Loan. Fund to provide for uncollect1ble loans.
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'.""Expended for Plant Faczlztzes Includes d1sbursements made from the o
. Unexpended: Plant Fund subgroup for newly acqulred or const.ructed
- plant facilities, as well as disbursements from the-Plant Fund——Renewal st
R and Replar'ement subgroup for renovatlons to ex1st1ng plant If deprec1a-f o
© " tion concepts are used for: ﬁnancral report1ng, the’ prov1slon for depre-: :

- ciation should be’ reported in the Statement of Changes in Fund Balances A
~in the: balance of the Investment in Plant Fund subsectlon of the Plant
Funds group. ;
d. Debt Service. Includes all deductlons from the Retirement of Indebtedness -
subgroup for the purpose of servicing the institution’s debt on its phys1cal ‘
; plant I’hyslcal-plant obligations are generally the only type of long-term ‘
debt most institutions have, although some short-term debt also might -
be incurred in order to meet current operating needs.. However, this = . -
category does not 1nclude transfers made from one fund group for the. - o
.purposes of satrsfylng debt requlrements in another group——these would o
~ be included in the Transfers section. S
"e. Other. Includes all other deductions from fund groups not mcluded in~
one of the categories descr1bed above. Any deductions that are material
should be itemized. Examples of other deductions include the disposal of -
phys1cal facilities (a deduction from the Investment in I’lant subgroup) o
and adm1n1strat've and collection costs in the Loan Fund Fund-rarslng-f_‘:
expenses 'should be charged to the principal of Endowment and Simiilar . o
. ‘Funds and 1“1cluded in this category only if they d1rectly relate to the
'proceeds of a campa1gn for this purpose - S = S
. Transfers Includes all flows of funds among the varlous fund groups dur1ng o
the reporting, perlod Transfers are self- balanc1ng across the columns of theu
~ Statement. of Changes in Fund Balances In other words, every transfer re-‘_”
' sults in‘an equal addltlon (shown asa pos1t1ve flgure in the rece1v1ng fund-+ Ghe
group column) and deduction (shown as a negative figure in parentheses 1n‘”f e
“the donor fund-group column); therefore the net result always will be : zero '
Transfers from unrestricted Current Funds or Quasi- -Endowment Funds to
other fund groups should be recorded as permanent transfers, unless there .
~~is an expectation of repayment w1th1n a reasonable period of time. Transfers
- from donor-restricted funds to other funds may be improper. - T,
‘a. -‘Mandatory Transfers Includes all transfers made to fulfill a. b1nd1ng legal
obhgdtlon of the institution. ’

o Debt Serv1ce—1ncludes all mandatory provisions made to satisfy debt L

“obligations on academic bu11d1ngs and aux111ary-enterpr1se operatlons o ,"_ E

o Renewal and Replacement—lncludes all mandatory provisions made S

for the renovation of institutional plant. E
" e Loan Fund Matchlng Grant—-—mcludes all mandatory transfers of ,

" institutional funds to the Loan Fund that are requlred to match outs1de

g1fts or grants, usually from the U S government, for loan purposes
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- ® Other 'Mandatéry Transfers—includes all mandatory transfers not in-

cluaed in one of the above categories. Other mandatory transfers that
are material should be itemized.

b. Nonmandatory Transfers Iicludes all transfers made from one fund

- group to another at the discretion of the institution’s governing. board.

o Dlsmbunon of Capital Gams—mcludes that portion of the ‘capital
gains on the institution’s investments used by the institution, usually
for current operations. Such distributions are in accordance with the
total-return concept. A morc detailed dlscussmn of this concept is in-
cluded in chapter 8.

® Designation of Unrestricted Funds—includes those unrestricted
funds designated for a specific purpose by the institution’s governing
board. Designations of unrestricted funds may involve a nonmandatory
transfer of unrestricted Current Funds to other fund groups, such as
to Quasi-Endowment Funds to act as endowment until some other
purpose is determined to be more suitable, to Loan Funds to supple-

. ment governmental appropriations for loan funds, or to Plant Funds
for expansion or rehabilitation or debt retirement. Although designa- .
tions of unrestricted funds usually involve unrestricted funds of the
Current Fund, the governing board may elect to return any balances ™
of designated funds apﬁea_ring in other funds to ‘unrestricted Current
Funds or to rede51gnate funds previously designated for one purpose .
to serve a second purpose snd may make the transfer accordingly.’

o Other Nonmandatory Transfers—includes all nonmandatory transfers -

- not included in one of the above categories. Other nonmandatory"
transfers. will often be itemized when of matenal importance.

" 4. Summary Data. The ﬁnalvsectlon of the Stat_ement‘o‘f Changes in Fund
Balances summarizes the results of all of the flows into, out of, and among .
the various funds 