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1. Cash Accounting and the Bank Reconciliation

The bank statement — debits and credits

Using a synoptic journal to do your accounting — the Toy Club



Savings Account - Synoptic

Date Item

Jan 1/05 Balance Forward

Jan-06 Transfer (to chequing)

Total debits less credits

Balance per bank statement

Bank
Debit

1000.00

1000.00

Credit

200.00

200.00

800.00

800.00

Transfer
to/from
Chequing

200

200.00

Control

total

0.00

0.00



Toy Club - Synoptic
Chequing Account
accounting on a cash basis
Date Item Description

01-Jan-05 Balance Forward
01-Jan-06 Transfer (from savings)
10-Jan-05 Donations

11-Jan-05 Cheque 1 toy purchase
11-Jan-05 Cheque 2 toy purchase
17-Jan-05 Cheque 3 delivery

28-Jan-05 Cheque 4 photocopies

30-Jan-05 Donations

Total debits less credits

outstanding cheques

cheque 2

Bank statement

Bank Bank Receipts Disbursements
Debit Credit Transfer
from Toy

Credit Debit Savings Donations Office  Purchases Delivery
Cr Dr Cr Cr Dr Dr Dr

500.00

200.00 200.00

1000.00 1000.00
650.00 650.00
345.00 345.00
122.00 122.00
65.00 65.00

500.00 500.00
1182.00 2200.00 200.00 1500.00 65.00 995.00 122.00

1018.00

345.00

1363.00

Control

total

0.00
0.00
0.00
0.00
0.00
0.00
0.00

0.00



Toy Club

Statement of Financial Position January 31
Cash Basis
Assets
Cash - Chequing $ 1,018.00
Cash - Savings 800.00
$ 1,818.00
Net Assets
Unrestricted net assets 1,818.00

$ 1,818.00



Toy Club
Statement of Operations
Cash Basis

Receipts

Donations

Disbursements

Office
Toy purchases

Delivery

Increase in Cash
Cash, beginning of month

Cash, end of month

Month Ending
January 31

$ 1,500.00

65.00
995.00

122.00

1,182.00

318.00

1,500.00

$ 1,818.00



2. Accrual Accounting — Receivables and Payables

Why use accrual accounting?

When are amounts receivable?

When are amounts payable and when do we record accrued liabilities?
The Toy Club general ledger — sample accruals

- setting up a receivable and payable
- recording the subsequent payments



Toy Club

General Ledger Assets Liabilities  Deferred Net Assets Revenues  Expenses
Contributions
Contributions Toy Accounts Boys Girls Unrestricted Toy Control

Date Item Description Savings Chequing Receivable Inventory Payable Toys Toys Net Assets Donations|  Office Distributions Delivery total
01-Jan-05 Balance Forward 1000.00  500.00 -1500.00
01-Jan-06 Transfer (from savings) -200.00  200.00 0.00
10-Jan-05 Donations 1000.00 -600.00 -400.00 0.00
11-Jan-05 Cheque 1 toy purchase -650.00 650.00 0.00
11-Jan-05 Cheque 2 toy purchase -345.00 345.00 0.00
17-Jan-05 Cheque 3 delivery -122.00 122.00 0.00
28-Jan-05 Cheque 4 photocopies -65.00 65.00 0.00
30-Jan-05 Donations 500.00 -500.00 0.00
31-Jan-05 Payables delivery 0.00
31-Jan-05 Receivables promised donation 0.00
31-Jan-05 Inventory distributions 0.00
31-Jan-05 Deferred Cont recognize rev 0.00

Totals 800.00 1018.00 0.00 995.00 0.00 -600.00 -400.00 -1500.00 -500.00 65.00 0.00 122.00 0.00

outstanding cheques

cheque 2 345.00

Bank statement 800.00  1363.00



Toy Club

General Ledger Assets Liabilities  Deferred Net Assets Revenues  Expenses
Contributions
Contributions Toy Accounts Boys Girls Unrestricted Toy Control

Date Item Description Savings Chequing Receivable Inventory Payable Toys Toys Net Assets  Donations.  Office Distributions Delivery total
01-Jan-05 Balance Forward 1000.00  500.00 -1500.00
01-Jan-06 Transfer (from savings) -200.00  200.00 0.00
10-Jan-05 Donations 1000.00 -600.00  -400.00 0.00
11-Jan-05 Cheque 1 toy purchase -650.00 650.00 0.00
11-Jan-05 Cheque 2 toy purchase -345.00 345.00 0.00
17-Jan-05 Cheque 3 delivery -122.00 122.00 0.00
28-Jan-05 Cheque 4 photocopies -65.00 65.00 0.00
30-Jan-05 Donations 500.00 -500.00 0.00
31-Jan-05 Payables delivery -145.00 145.00 0.00
31-Jan-05 Receivables promised donation 300.00 -300.00 0.00
31-Jan-05 Inventory distributions -400.00 400.00 0.00
31-Jan-05 Deferred Cont recognize rev 100.00  300.00 -400.00 0.00

Totals 800.00 1018.00 300.00 595.00 -145.00 -500.00 -100.00 -1500.00 -1200.00 65.00 400.00 267.00 0.00

outstanding cheques

cheque 2 345.00

Bank statement 800.00  1363.00



3. Accounting for Capital Assets and Inventory

What is a capital asset?

Do we need to account for them and why? The Alternatives.

Accounting in the financial statements — Canadian Foodgrains Bank example. Recording
the asset purchase and depreciation.

What is inventory?

Consumable inventory and inventory held for resale.
Do we need to account for it and why?

Journal entries made to the Toy Club

13



Capital Assets
Current policy is to capitalize or
gross revenues > $500 000?

NO YES
y Omy\

EXxpense: Capitalize:
1.Provide note 1.Determine
disclosure threshold

(description, age, 2.Set classes

useful life, amount (furniture, building,
expensed in period)  computer
equipment, land)
-Non-depreciable
-Depreciable
3. Determine useful
life for each class
and amortize.

14



4. Accounting for Revenues — an Overview

The accounting rules are complex and discussed in greater detail in the advanced
financial accounting session.

The basic principles however are that sales and service type, “commercial like”
revenues are recognized when “earned,” as in the for-profit world.

Contract revenues are recognized over the period of the contract, unless expenses are
unclear then the revenues and expenses are deferred.

The primary method of accounting for contributions is the deferral method of
accounting for contributions.

Under the deferral method, restricted donations and grants are recognized when
received or receivable.

Example: Canadian Foodgrains Bank

There is another method of accounting for restricted contributions, which we will
discuss in the advanced section.

You have the option of accounting for contributed materials and services.

You must account for contributed capital assets, and at their value.

15



Current assets:
Cash and short-term investments
Receivables and prepaid expenses
Grain inventory

Land
Capital assets

Current liabilities:
Accounts payable and accrued liabilities
Deferred contributions

Net assets:
Restricted
Unrestricted

Cash donatias
Grain donations

$ 17,288,142
3,372,62
224,275
$ 20,885,039
127,040
107,752

$ 21,119,831

$ 1,563,139
60,498

10,632,051
8,864,143

$ 21,119,831

2003

$ 4,878,859

2002

$ 3,207,139

3,270,1est 0. Tw09363,20$



5. Simply Accounting and Quickbooks Demonstration

Simply Accounting
- anoverview of the modules in Simply Accounting
- the reports that can be produced
- project report for the Toy Club

Quickbooks
- income summary by class for the Toy Club

Differences between the Software
- reversing entries in Simply
- no account codes in Quickbooks
- deceptive bank reconciliations
- accrual vs. cash basis in Quickbooks
- more typical NPO type default accounts in Quickbooks
- Simply is more widely accepted among NPOs

Other software and accounting options

17



6.

Year-End Working Papers and Adjusting Entries

Working papers document the support for year end balances, and
e Are useful for review by the board and management

e Are useful for the auditor, and result in less costly audits

e May be needed to support future audits

A lead schedule should be prepared that lists the account balances included in each
financial statement category. This should be referenced to the supporting
documentation for year end balances.

Cash and Investments

Cash

e Bank reconciliations are needed for all bank accounts

e The only items remaining on a bank reconciliation should be those reconcling
items required to facilitate an accrual basis of accounting for cash, ie
outstanding deposits, cheques, and transfers

e there may be uncorrected bank errors left on the reconciliation

e The accounting needs to adjusted for all other reconciling amounts including
unrecorded interest or service charges

Investments

e The lead schedule should be supported by investment certificates

e Accrue interest, even if not paid, because we want all revenue earned in the
year recorded in the proper period.

18



Lead Schedule

Cash
Bank 1 $150.00
Bank 2 $200.00
Bank 3 $100.00
Total Cash $450.00

Cash total on Financial Statements $450.00




Bank Reconciliation
Any Not-for-profit
December 31

Balance per bank $200
Add/Subtract
Outstanding cheques $50
Outstanding deposits $0
Outstanding transfers $0
Other reconciling items* $?
Balance per general ledger $150

Outstanding transfers would be transfers between accounts.
*There should not be any other reconciling items, unless there is an error on

the bank statements. All other reconciling items should be adjusted in
preparing the year-end statements.

20



Investments
Any Not-for-profit
December 31, 2002

Investment Amount
GIC#1 $ 511.25
GIC #2 $1,014.99
Total $1,526.24
Interest Accrual

Investment 1
- Purchased January 1, 2002
- 2.25% interest
- Year-end December 31, 2002

(Amount X Interest Rate) X # months held / 12 months
(500 X 2.25%) x 12/12
$11.25 accrued interest

Investment 2
- Purchased April 1, 2002
- 2% interest
- Year-end December 31, 2002

(1,000 X 2%) X 9/12
$14.99 accrued interest

21




Accounts Receivable and Contributions Receivable

Accounts

Receivable

e Usually not substantial, except where there is significant sales and service
revenue
e An aged accounts receivable listing may be useful if substantial receivables

exist

Contribut

e Grants or pledges that are promised but not received

ions Receivable

e Should have documentary evidence that pledges existed at year end (eg. letter)

Accounts Receivable
Any Not-for-profit
December 31

Name Current 30-60 60-90 > 90 Total
GST 100 100
Receivable
John Doe 30 30
Total 100 30 0 130
Total per G/L $130.00
Contributions Receivable
Any Not-for-profit
December 31
Name Amount When Description
Pledged
Nancy Roo 100 November 5 Purchase of new
theater supplies
Kent Talkman 50 December 1 Purchase of new
theater supplies
Total 150
Total per G/L $150.00

22




Prepaid Expenses

e Expenses paid for in advance are prepaid expenses, and recorded as assets

e Examples: prepaid insurance, and rent

e Insure prepaids set up in the previous fiscal year are expensed if appropriate
e List of all prepaid and supporting calculations

Prepaid Expenses
Any Not-for-profit
December 31

Prepaid Amount Calculation
Insurance 200 $2400 X 1/12 months (Feb 1 - Jan
31) record Jan insurance as prepaid
Rent 2000 Last months rent, January rent
Total 2200

Total per G/L $2,200

October 1 entry:

DR rent expense

DR prepaid rent
CR cash

Prepaid Rent
Example

Year-end Dec 31.
Moved into your new office on October 1
Signed a one-year lease
Paid your first and last months rent

All other payments had to be made before the first of the month
Monthly rent is $1,000
January’s rent was paid on December 31

1000
1000

2000

To record October rent expense and
last months rent as prepaid

December 31 entry:
DR prepaid rent 1000
CR cash 1000

To record January’s rent as
prepaid

23




Capital Assets
e Capital assets provide a service or benefit that is used up over an extended

period of time

e Recommend that you keep a record or list of capital assets even when such
assets are expensed

e A listing should include: whether the asset was donated or purchased,
description, amortization rate, date put into service, and cost/fair value

24



Capital Asset Listing
Any Not-for-Profit
December 31, 2002

25



Restricted Contributions

e Itisimportant to account for the use of contributions that have been restricted
as contributions are governed by trust law

e Restricted contributions need to be accounted for throughout the year to
ensure conditions are met by the organization. This should be documented.

e Similarly, the ending balances of unspent and unamortized contributions
should be supported by letters from donors and other supporting
documentation

Restricted contributions need to be accounted for regardless of whether they are
included in ending restricted fund balances or deferred contributions.

26
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Payables, Accrued Liabilities

An account payable is a liability that arises when an invoice is received at the year
end and unpaid

Insure all invoices received and not paid by the fiscal year end are recorded in
the year

An accrued liability is a liability where you do NOT have an invoice but the
goods or services were received prior to year-end

The accrual may often be an estimate but accruals should be as accurate as
possible

Procedures to follow to ensure all accruals are recorded:

= |fyou issue PO’s, review them to see if any relate to work that has been
completed by the year-end but no invoice has been received

= Review invoices received after the year-end, looking for invoices for work
that was completed at the year end, and goods received by the year end

To accrue or not to accrue:

1. You had someone come in to fix your photocopier on December 20"

You did not receive the bill till January 15™. The bill is dated January 7. Do
I accrue this bill if my year-end is December 317

2. You ordered some office supplies on December 15", The goods were on
back order. You received them on January 10" with the bill. Do I accrue this
bill?

28



Accounts Payable
Any Not-for-profit
December 31

Name Amount
Jill’s Printing 150
Jack’s Maintenance 50
Total 200

Total per G/L $200

Accrued Liabilities
Any Not-for-profit
December 31

Name Amount
Gas 50
Payroll 100
Total 150

Total per G/L $150

Accrued liabilities example:
(assume December 31 year end)

Payroll — employees get paid every two weeks. They worked December 17 to 31
and were paid on January 7". You would need to accrue the payroll expense for
December 17 — 31 by DR payroll expense and CR accounts payable/accruals.

Gas - you receive a $100 gas bill in January that is for the period December 15-
Jan 15.

To accrue a half of a month’s gas bill you could just divide the bill by 2. Or you

could prorate the bill over the number of days in the fiscal year (16/31X100 =
$51.61).

29




Loans

Current amounts (payable within one year) and long-term amounts (payable for
all periods over one year) must be broken out separately.

Example

The fiscal year end is December 31. You received a $5,000 loan on
January 1, to be repaid annually over five years with an interest rate of
5%.

At the year end you would need to ensure any amount repayable within a
year is reclassified to the current liabilities.

At the year end, you will need to make the following entry to record the
current portion of the loan repayable:

DR Long Term Debt 1000
CR Current Portion of Long Term Debt 1000

And you will need to accrue the interest payable on the loan:
DR Interest Expense 250
CR Current Portion of Long-Term Debt 250
The Balance Sheet at December 31, would show:
Current portion of Long-Term Debt $1250

Long-term Debt $4000

30



Disclosures to keep in mind throughout the year

There are a number of disclosures required by generally accepted accounting principles.
Below we have listed the significant disclosures that you may want to keep in mind
during the year, as it may be difficult to gather this information after the fact. Please see
www.cassfraser.ca for a more comprehensive listing of the disclosure requirements by
financial statement category

The Details of External Restrictions and Inter-Fund transfers

The nature and amount of any external restrictions of net assets and contributions needs
to disclosed in the year end statements. Also the details of inter-fund transfers need to be
disclosed.

Contributions by Major Source

Contributions by major source need to be detailed in the statements or notes. There is
significant leeway allowed in this regard. Disclosure may be in general categories, for
example: Government of Alberta, individuals, and corporations, or it may identify large
donors. Ideally the accounting coding will facilitate this disclosure if there are significant
contributions to track.

Contributions of Materials and Services

When someone donates an item (eg. Computer, books for a library) or a service (eg. An
accountant preparing your financial statements for free, a carpenter volunteering to
renovate old office space into a classroom) your policy may be to record the value of the
items/services donated.

Capital Assets
If you are not recording capital assets you need to disclose certain information about the

capital assets in the notes to the financial statements. (description, age, expected life,
amount expensed during the period, etc.).

Cash Flows

The details of investing and financing activities, including investment sales and purchases
needs to be disclosed in the statement of cash flows at the year end. Normally capital
asset purchases and sales are recorded on a schedule detailing the additions, disposals and
amortization of capital assets.

Related Party Transactions

Transactions that involve members of the board or family members or companies related
to members on the board need to be disclosed in the statements or notes, except for
reimbursements. You should keep track of these transactions as they occur, and the
method of valuing these transactions.

31



7. Accounting for the GST

- We will just cover the basics of the GST here
- The GST can be quite specific for some organizations, especially
hospitals, and some quasi-government organizations. We won’t discuss
those special circumstances.
- Also there are a number of reporting options that can be used including
“simplified” calculations allowed
- You are best to first consult CRA’s guides RC 4081 GST/HST
information for Non-Profit Organizations and RC 4082 GST/HST
information for Charities for more detailed discussion
- However, for most NPOs the two things that need to be considered are:
- Do I have to register for the GST? And
- Am | eligible for the Public Service Bodies Rebate?

Do | have to reqister for the GST?
You have to register if taxable supplies exceed $50,000 in four quarters, a one year
period. Charities can be exempted if gross revenues are less than $250,000 a year.

So what is a taxable supply? It is basically revenue that is received for goods and
services, unless that revenue is exempt.

The Excise Tax Act defines what is exempt. Two good rules of thumb are:

e It won’t be exempt if the service or sale is likely to be offered by a commercial profit
orientated enterprise

e The government makes special rules to be nice to NPOs and Charities

If you’ve got a suspicion something may be exempt, it’s almost as easy to just call CRA
and ask them. They have rules you would not imagine. See the list of exempt activities
on page 35:

If you are not exempt, you must register, collect the tax and you can claim any GST paid
on the expenses associated with providing the taxable supplies. There is a generous
formula for charities.

Am | eligible for the Public Service Bodies Rebate?
You are eligible for the Public Service Bodies Rebate if 40% of revenue in the fiscal
year, or previous two fiscal years, was from government, or if you are a registered charity

If you are eligible you can receive 50% of the GST paid on eligible expenses, which
include general operating expenses and so on.

The key here is that you cannot claim the credit on expenses paid for taxable supplies.

32



Typical Journal Entries for the GST
- if you are registered
- if you are claiming the public service bodies rebate

33



The GST

Register for the GST?

- If taxable sales are > $50,000 in
four consecutive quarters

- charities only need to register if
taxable sales exceed $50,000 and
gross revenues exceed $250,000

- you may register if input tax
credits on commercial activities
are desired

Public Service Bodies Rebate — 50%
- available for all charities, and
- organizations with at least 40%
government revenues In the year,
or previous two years

34



Some Exempt Taxable Supplies

Some Exemptions for Non-Profit Organizations
[ ]

Some Exemptions for Charities

35
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8. Accounting for Payroll

The payroll rules

- contractor vs employee

- theTD1

- deductions to be made in the year, using the tables
- payroll remittances

- completing the T4

- taxable vs non-taxable benefits

- the ROE

- record the employer’s liability

37



9. Internal Controls

Control Environment

- effective control starts with management’s attitude to controls

- this begins at the Board level

- does the Board understanding the risks relating to fraud and
error, and the controls that mitigate those risks?

- The CICA’s audit standards suggest that the Board should
understand management’s process for identifying and
responding to the risks of fraud and error

- A finance and audit committee should be considered, to ensure
sufficient attention is given to financial matters and to fiduciary
responsibilities of a financial nature; this also allows the Board
to focus its efforts more efficiently

- The Board should review financial results including budget
versus actual results

38



Control Systems and Procedures

The Key Financial Controls of any system
include:

segregation of duties

reconciliations within and outside the
accounting system

approval of transactions

a review of transactions and financial
results, including budgets

a review supporting schedules, and other
supporting documentation for transactions

policies with respect to the treatment of
transactions

39



Control Systems

Donation Example

$ Mail

\ Person A & B Person C

open mail and record prepares bank deposit
donations on a “blotter” > and deposits cash
Person D

ensures the total bank
deposit agrees to the

listing
Expense example
Person A Person B Person C
>
Approves expense and Enters transactions to Signs the cheque after
account coding general ledger reviewing invoice
Reviews coding in FS

40



Revenue and Receipt Controls

The basic objectives are to ensure:

- revenues are completely and accurately recorded
- receipts are safeguarded

- restrictions are complied with

We’ve included on page 44, some common and useful revenue
controls you may wish to consider. We’ve focussed on donation
controls. Donations can be the most difficult to obtain assurance over,
especially where there are a lot of minor cash donations. Often audit
opinions are qualified with respect to cash donations.

41



Develop policies to determine the fair
value of donated assets and record them
In the organization’s records.

Develop specific policies regarding the
recording of donated materials and
services and estimating their fair value.

Develop procedures to detect and account
for restrictions on contributions:
- Keep letters etc on file, so they can
be accessed and reference from
accounting records.

42



Expense and Expenditure Controls

The basic objectives are to ensure:
e a record of all dishursements is made

authorized persons approve the disbursements, and
all payables are recorded at the period end

Someone should review and approve the invoice
account distribution and approve the invoice for
payment

Supporting documentation should accompany
cheques presented for signature

Invoices should be marked as paid to prevent
duplicate payments

Pay from invoice only, and not the statement
Only authorized persons should have access to
blank cheques

Cheque signers should be authorized by the board
of directors

Cheques should not be signed in advance or made
out to cash

Cheques should be signed by two persons

Bank reconciliations should be prepared and
reviewed

Procedures should be in place to ensure all
Invoices pertaining to the fiscal year are accrued

43



Typical Controls required in an NPO Environment

Membership Fees and Sales

Membership fees, and sales revenues
- attempt reconcile these revenues independently of the accounting system
- Examples
I. Inventories, reconcile to items sold and cost of sales
ii. membership fees, reconcile to membership database
iii. Ticket sales
1. Reconcile sales with expected revenues
2. Use pre-numbered and preprinted ticket booklets with
detachable stubs
3. Control the distribution and sale of tickets or tokens

- Segregate where possible the record-keeping from the accounting function,
those responsible for making deposits etc

Donations

Donations can be the highest risk as these amounts cannot be reconciled to revenue
generating activities. It is therefore necessary to have strong controls to ensure these
amounts are completely recorded.

In all cases, where possible, segregate of incompatible tasks: for example canvassing,
receipt of revenues within the organization, bookkeeping, bank deposits

Donations received through the mail
- Mail opened by two people
- Immediate endorsement of cheques for deposit only
- Preparation of a list of the amounts received, signed by preparer
- Forward a copy of the list to the person preparing the deposit slip, and to the
person in charge of bookkeeping
- Segregation of incompatible tasks: opening mail, bookkeeping, bank deposits

Donations received through door-to-door or direct solicitations
- Door-to-door solicitation or collection by two-person teams
- Use of pre-numbered envelopes to collect donations, which are sealed on the spot
when the donation is received; the envelopes may then be forwarded to the
organization with a list of donations received

44



Donated property, plant and equipment
- Develop policies to determine the fair value of the property and record it in
the organization’s records

Donated materials and services
- Develop specific policies to record donated materials and services and to
estimate their fair value
- Implementation of procedures for the registration and compilation of donated
materials and services (signed and approved time sheets, records of donated
materials)

Detection and recording of restrictions of donations

- Develop procedures to detect restrictions: review of documents supporting

donations, contributions or grants
o Keep letters etc on file, so they can be accessed and reference from
accounting records

- Create procedures to ensure that restrictions are respected: record of restrictions,
communicate restrictions to those in charge of budgeting etc, periodically review
restrictions in place

- Separate recording of restricted donations, contributions or grants

Payroll
- Attendance and time records should be used, this becomes important for tracking
vacations etc, the detail of this will depend on the policies of the organization,
staff arrangements etc

- Time should be approved by a person knowledgeable of the actual time worked

- Variances between actual and budgeted payroll should be investigated

Capital Assets

- Policies should distinguish between capital items and a repairs and maintenance
expenses, determine a cutoff amount below which items are expensed, establish
amortization basis, and the method for determining the fair value of contributed
capital assets

- Detailed capital asset records should include the description, date purchased or
received by contribution, cost or fair value at dates of contribution, contributor or
funding source restrictions on use or disposition, etc

- At least annually, a physical inventory of property and equipment should be made
reconciliations prepared and reviewed and any discrepancies followed up

45






Alberta Government Filings

- there are a number of filings that are potential including filings under the
Charitable Fund Raising Act, and various reports for Arts organizations etc.

- the Casino report

- the Society Annual Return
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11. Budgeting, Business Planning and Performance Measures
Budgeting Considerations

- Budgeting is Good Financial Planning

For which of you, intending to build a tower, does not sit
down first and count the cost, whether he has enough to
finish it — Luke 14:28

- Don’t faith budget, be realistic since some areas of your service may
suffer
- Consider previous results in forming expectations
- Budget on the same basis as your financial reporting
- Asupplemental cash flow budget can account for the non-cash
items such as capital, and deferred contributions
- Budgeting should be timely
- May want to consider a supplemental revision process
- Consider a 3to 5 year plan
- Which would account for the use of a built up surplus/deficit,
capital expansions, large one time programs that do not occur
annually
- Budget to ending surplus and not net income
- Once you’ve established the appropriate ending surplus as
determined through the long range plan.
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Budgeting to Ending Surplus
Unrestricted Net Assets

Revenues
Expenses

Excess (Deficiency) of Revenues over
Expenses

Investment in Capital Assets

Transfer from (to) Internally Restricted
Net Assets

Net Increase in Unrestricted
Net Assets

Unrestricted Net Assets,
beginning of year

Unrestricted Net Assets
end of year

Budget

80

100

20

15

15

55

Actual

85

100

20

15
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Camrose Church Annual Report
Page 4

Goal 1

Improve the Quality of Worship

Performance Measure

Survey Congregation:
- Target: 80% believe there is an improvement in the quality of
worship over the past year

Results:
A survey was conducted in February of 2003. 86% per cent of
those surveyed believed there was an increase in the quality of
worship.
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12. Other Resources and Final Questions

- Incorporation and Alberta Government Filing
requirements— www.gov.ab.ca

- Registering a charity and Federal Government
requirements — www.cra-adrc.gc.ca
- All Forms are Online
- Guides are Online
- RC4108 Registered Charities and the
Income Tax Act
- RC4081 GST for Non-Profit Organizations
- RC4082 GST for Charities

- Accounting — www.cassfraser.ca
- Accounting Tutorial explaining common

journal entries under the different methods of
Accounting

- Sample Financial Statements
- Dissertation on Accounting Principles and

Disclosure Requirements sorted by Main
Categories

62



13. An Overview of the Canadian Accounting System for NPOs

the double entry accounting system was invented by Fra Luca Pacioli in 1494
basically it consists of a balance sheet where “debits” are the things you own and the
offsetting “credits” show how those assets are spoken for

to decrease a debit balance we make a “credit” entry and vice versa

an asset is something with a future benefit

the benefit of an asset can be received over time as in the case of a capital asset

in an NPO, the balance sheet shows the total assets on hand and the availability of
those assets for future services ( a profit organization would show the availability of
assets for distribution to shareholders — retained earnings as opposed to “net assets”)
at the highest level, NPO accounting is simple, we simply show the assets available
for future services and the change in the assets available for future services, the
change is explained in the statement of operations

revenues are an increase in the assets available for future services, and expenses are
decreases in the assets available for future services

expenses are debits because they reduce the balance available for future services

the most confusing area in NPO accounting is the treatment of temporarily restricted
contributions.

Many accountants see temporarily restricted contributions as analogous to “unearned
revenues and do not wish to recognize these revenues in the statement of operations
until the related expenses are incurred. This is the predominant view in Canada. The
primary method of accounting in Canada is the “deferral method of accounting for
contributions” which presents temporarily restricted donations just outside “net
assets.” No recognition of these revenues is made in the statement of operations until
the related expenses are incurred. Even where the restrictions have been fulfilled,
these contributions continue to be deferred until the related expenses are incurred.
Other accountants believe that since restricted donations represent an increase in the
assets available for future services they should be recognized as revenue immediately.
This is the predominant view in the US. However, the US model, while recognizing
temporarily restricted contributions immediately, still attempts to show some
matching of restricted revenues with related expenses in the statement of operations
by including and reversing these (this can be horrendously complicated to the reader
of the statements).
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DR

ASSETS

things with a benefit

BEGINNING of YEAR

CR

AVAILABILITY OF ASSETS

FOR FUTURE SERVICES

CASH

Assets not available <
for future services

RECEIVABLES

INVENTORY

CAPITAL
ASSETS

Assets available
for future services

/

PAYABLES AND
DEBT

NET ASSETS

> $70 thousand
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END of YEAR (U.S. Model and Canadian Restricted Fund Method)

DR _CR
ASSETS AVAILABILITY OF ASSETS
things with a benefit FOR FUTURE SERVICES
/
CASH ] < PAYABLES AND
Assets not available DEBT
for future services
7 \ CR
$70K
RECEIVABLES Revenues
- Economic events
resulting in
increases in
INVENTORY available assets $350K
NET ASSETS
] contributions of
Assets available cash, capital assets,
for future services promises of cash
Expenses
CAPITAL - Economic events
ASSETS resulting in
decreases in
available assets
DRs -270K
\ / $150K







Here we present a trial balance for a fictitious organization. We have bolded the accounts

for the capital fund, the rest of the accounts are the operating fund.

Bank - capital account
Capital assets

Accumulated ammortization
Bank loan - current portion

Bank loan - long term
Deferred capital contributions

Capital contributions recognized

Amortization
Interest expense

Below we separate out the operating fund accounts, note that we need to restate the

150

2000

100
65

800
130

500
400

50

opening net asset balance, pulling out the opening balance for the operating fund, in order

to balance the accounts.
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Below we present the capital fund accounts, with the opening balance of the capital fund.

See the opening balance of the two funds equals the opening net assets we presented

earlier, under the deferral method.

Bank - capital account

Capital assets

Accumulated ammortization
Bank loan - current portion

Bank loan - long term

Deferred capital contributions
Capital Fund - opening balance
Capital contributions recognized
Amortization

Interest expense

Capital Fund - opening balance

150
2000
800
130
500
400
435
50
100
65
2315 2315
435
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16. Expense Recognition

Cash accounting is no longer permitted except under very strict circumstances
- almost anything was permitted for NPO’s prior to 1996
- an audit can no longer give an opinion on a basis other than GAAP, except
for purposes of reporting compliance with agreements etc.

In accounting for expenses, accrual accounting must be used
- expenses are recognized when services are received, liabilities are incurred, or
resources are used
- the accounting for the use of resources is described on the next page
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Accounting for Unrestricted Contributions

An unrestricted contribution would be recognized as revenue when it is received
or receivable. This is the case under the deferral and restricted fund methods.

Accounting for Restricted Contributions under the Deferral Method of
Accounting for Contributions

- Under deferral method of accounting for contributions, a restricted
contribution can only be recognized as “earned” when the organization uses
the contribution on the purpose designated by the donor, the contribution is
recognized when the related expense occurs

Until the expense occurs the amount received is treated as a type of
liability

When the money is received the entry is debit cash, credit deferred
contributions: a balance sheet account, like unearned revenue or accounts
payable

Sample Journal Entries, for Canadian Foodgrains Bank on Page 70

Accounting for Restricted Contributions under the Restricted Fund Method

This method is typically used by Foundations and organizations wanting
to separate the accounting for certain activities — Dalhousie Example on
Page 72

When a contribution is received into a restricted fund and not spent, it

becomes part of the ending fund balance

- The amount of unspent externally restricted contributions held in a
restricted fund needs to be tracked as there may be internally restricted
transfers to a restricted fund

An organization may chose to set up as restricted funds at any time for any
purpose.

There must be a general fund for the organization’s “general operations.”
If a contribution is received and there is no restricted fund set up for it, the
contribution must be accounted for in the general fund which will use the
deferral method of accounting for contributions

All unrestricted revenues should be recognized in the general fund,

including unrestricted sales and service revenues: however external
restrictions may exist for example by way of gaming license requirements
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Sample Journal Entries — Contribution Recognition under the Deferral Method

Someone makes a $1,000,000 contribution to pay for wheat for Afghanistan.
1) On receipt of the donation

Dr
Cr

2) When the expense is recognized

Dr
Cr

Dr
Cr

Someone makes a $20,000 contribution to pay the insurance invoice for one
year’s insurance Sept 30 to Sept 30.

1) On receipt of the donation

Dr
Cr

2) On purchase of the insurance

Dr
Cr

2) When the current year’s expense is recognized

Dr

Cr
Dr

Cr
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Someone makes a $15,000 donation to purchase a tractor for harvesting
wheat.

1) On receipt of the donation

Dr
Cr

2) When the asset is purchased

Dr

Cr
Dr

Cr

3) As the asset is amortized

Dr

Cr
Dr

Cr
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18. The Statement of Changes in Net Assets and the Statement of Cash Flows

The Statement of Changes in Net Assets:
Accounting for Internally Restricted Amounts, and Changes in the
Investment in Capital Assets.

- Graph of the Balance Sheet
- We can separate the net asset balance into a number of categories
- Investment in Capital Assets
- Externally restricted net assets
- Contributions
- Other External Restrictions, eg. Lottery Money
- Internal restrictions
- Unrestricted Balances

- We account for the changes in the net asset balance on the statement of

changes in net assets
- Athabasca University example

The Statement of Cash Flows

- details the sources and uses of cash

- the indirect or direct method may be used

- examples

- the direct method may be preferable in that it shows exactly who the money
came from and was distributed to, mirrors the statement of operations

- the indirect method may be effective in showing how operations were
financed — through the management of receivables, payables etc, focus is on
the balance sheet
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Graph of the Balance Sheet of an NPO

Liabilities

Deferred
Contributions or
Externally restricted
fund balances

L. Net

= Assets or

S | Fund I

2 Balances

- on the

Restricted Net Assets on

Capital Fund the Deferral
Assets Method Method

Net Assets plus Deferred Contributions on the Deferral Method
= Net Assets or Fund Balances on the Restricted Fund Method
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The Options
Pro’s and Cons

Restricted Fund Method

Pros

Cons

A good way to separate the revenues
and expenses, and ending surpluses
of given activities or cost centres

An easy method of tracking
externally restricted contributions

Revenue recognition rules are easy to
understand

Net Assets — Fund Balances
represent the assets available for
future operations

Statements are “bigger,” and it may
be more difficult to capture the
whole picture

It is not possible to add funds across
the statement of operations, and
therefore total revenues and expenses
cannot be shown on a line by line
basis

Requires accounting staff to have a
knowledge of fund accounting

Deferral Method

Pros

Cons

Can present a single column
statement of operations and
statement of financial position

Revenue recognition may be more
appropriate for not-for-profits with a
“net-income” focus

The most widely used method in
Canada

More complicated revenue
recognition rules

Revenue recognition follows “for
profit” model

Results in a net asset balance on the
statement of financial position that is
not representative of the ability to
provide future services
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The Options
Pro’s and Cons

Capitalizing Assets
Organizations with Gross Revenues < $500,000

Pros

Cons

May need to capitalize assets in the
future once revenues exceed
$500,000

A better representation of the true
service potential on the statement of
financial position

Encourages more accurate
recordkeeping for capital assets and
possibly better control over assets

Requires more complex accounting,
in terms of recording depreciation
and the amortization of deferred
capital contributions

Accurate historical records may not
be available

Organizations with significant real
estate may be showing undervalued
assets

Recording Contributed Materials and Services

Pros

Cons

Shows a more complete picture of
the resources received and used

Establishing the value of resources
required may help in planning,
especially if these resources may
need to be purchased in the future

Provides more donor recognition
with respect to the value of
contributed materials and services

Requires valuations to be made.
This may be time consuming and
possibly impractical.

Disclosure of amounts subject to
significant uncertainty is appropriate
only in the notes
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