Chapter 12

Revenues and Expenditures in
Other Not-for-Profit Organizations
Questions for Review and Discussion

  1.
(a)
Resources restricted as to purpose:  must be used for research; conferences; acquisition of plant and equipment; 

(b)
Resources restricted as to time:  a term endowment — the principal must remain intact for a specified period of time; thereafter it is available for expenditure; pledges receivable that will not be fulfilled in the same period (since the resources are unavailable for expenditure until the pledge is fulfilled).


(c)
Resources restricted until the occurrence of a specific event:  a life annuity — the principal and income must be used to provide income for the donor until the donor’s death. Thereafter it can be expended.


Resources permanently restricted: An endowment — the principal of which must be kept intact permanently; only the income is available for expenditure.

  2.
Restricted contributions should be recognized as revenue in a restricted fund when the contribution (even if only a pledge) is received. Expenses should be recognized in an unrestricted fund when the funds are used. As the contributions are used, the restrictions are met, and the resources are released from the restricted to the unrestricted categories. The FASB reasoned that donors control only how contributed resources may be used. They do not control the timing of expenses or the specific activities in which the organization engages.

  3.
Pledges should be recognized in a restricted fund upon receipt and should be measured at the present value of estimated future cash flows using a risk free rate. Hence the university should recognize revenue of $909,091 (the present value of $1 million discounted for one year at 10 percent) upon receiving the pledge.


If the pledge were conditional upon the daughter’s graduation, then it should be recognized as revenue only when the daughter satisfied the stipulated condition — that is, by being graduated.


Many not-for-profits object to the requirement that pledges be recognized as revenue because until the donation has been received, it is not available for expenditure. Hence, they contend, the entity’s financial statements leave the impression that the organization has command of greater resources than it actually does.

  4.
The portion of the dues restricted to covering the cost of the journal appears to be more the result of an exchange transaction than a contribution. Therefore, since it is not donor restricted, it should be classified as unrestricted.

  5.
Unlike businesses, not-for-profits are not required to divide their securities portfolios into the three categories — trading securities, available for sale and held-to-maturity.  Not-for-profits “mark” all of these securities to market value.

  6.
The society should give recognition to the CPA’s services as an accountant, but not as a recording artist. Not-for-profits should recognize volunteer services that require specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided by donation. These types of skills are provided by “professionals and craftsmen.” The CPA possesses specialized skills as a professional accountant, but not as a reader of newspaper and magazine articles.

  7.
Statement No. 116 says that entities need not recognize contributions of collectibles as long as the items satisfy all of the following conditions:

· They are held for public exhibition, education, or research in furtherance of public service rather than financial gain;

· They are protected, kept unencumbered, cared for, and preserved;

· They are subject to an organizational policy that requires proceeds from sales of collection items to be used to acquire other items for collections.


Hence, one of the paintings may have satisfied these conditions, whereas the other did not. For example, the museum may have planned to sell one of the paintings and display the other.

 8.
Governments account for their business-type activities in enterprise funds, and not-for-profits in unrestricted operating funds. Inasmuch as government enterprise funds and not-for-profit unrestricted operating funds are accounted for on a full accrual basis, the accounting practices are generally similar.

9.
“Variance power” is the right to unilaterally redirect the use of resources to another beneficiary. If the foundation has such a right, then it can recognize the contribution as revenue (and the subsequent disbursement as an expense). If it doesn’t, then it would recognize the contribution as a liability, a payable to the beneficiary.

10.
Per the standards of the FASB, the cash flow statement of a not-for-profit organization must be in three categories of activities (operating, financing and investing) rather than the four specified by the GASB (operating, noncapital financing, capital financing and investing). Moreover, the FASB encourages, but does not require, the direct method of presentation; the GASB requires the direct method.

11.
The AICPA statement of position was directed at not-for-profit organizations that claim to be spending resources on programmatic activities when they are, in fact, spending them on fund-raising. The SOP requires that all costs of materials and activities that include a fund-raising appeal be considered fund-raising costs, unless three criteria are satisfied:

· Purpose. A key purpose of the combined activity is to fulfill a program, management, or general function in addition to fundraising and public education.

· Audience. The audience for the materials or activities is selected principally on its need for the program or for its ability to advance program goals in ways other than by financial support.

· Content. If the materials or activities are in support of a program, then they must call for specific action that will help accomplish the entity’s mission beyond providing financial support.

12.
The fundraising ratio indicates the proportion of revenues spent on fund raising activities.  It is of concern to donors because virtually all donors want their contributions to support the main mission of the entity, not excessive fund raising expenditures.  It is of concern to financial analysts because if donors reduce their donations, then the fiscal health of the organization may be in jeopardy. 
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EX 12-3

Possibility #1 — the letter provides no indication that the gift is restricted for any specific programs or activities.

a.
Pledges receivable
$100,000

Revenue from contributions

$100,000

To record the receipt of an unrestricted contribution (temporarily restricted fund inasmuch as the pledge would not be fulfilled in the same period)

b.

Program expenses
$100,000

Cash

$100,000

To record the expenses incurred in the legal assistance program (unrestricted fund)
c.

Cash
$100,000

Resources released from restriction

$100,000

To record the receipt of the cash previously pledged (unrestricted fund)
Resources released from restriction
$100,000

Pledges receivable

$100,000

To release the resources from restriction upon receipt of cash (temporarily restricted fund)
Possibility #2 — the letter makes clear that the gift is restricted for a specific program.
a.

Pledges receivable
$100,000

Revenue from contributions

$100,000

To record the receipt of a restricted contribution (temporarily restricted fund inasmuch as the gift’s purpose is restricted)
b.

Program expenses
$100,000

Cash

$100,000

To record the expenses incurred in the legal assistance program (unrestricted fund—all expenses are recognized in an unrestricted fund)

c.

Cash
$100,000

Resources released from restriction

$100,000

To record the receipt of the cash previously pledged (unrestricted fund)
Resources released from restriction
$100,000

Pledges receivable

$100,000

To release the resources from restriction upon receipt of cash (temporarily restricted fund)
Possibility #3 — Contribution is conditional upon establishing a specific program.
a.

No entry would be necessary to record the pledge because of the condition imposed.

b.

Program expenses
$100,000

Cash

$100,000

To record the expenses incurred in the legal assistance program (unrestricted fund)
c.

Cash
$100,000

Revenue from contributions

$100,000

To record the receipt of cash upon satisfying the conditions of the contribution (unrestricted fund)

d. Minor differences in wording determine whether the gift is unrestricted (in which case it can be recognized when the pledge is made and in an unrestricted fund — unless, as in this situation, the pledge would not be fulfilled in the same period as it is received), whether it is restricted (in which case it can be recognized when the pledge is made but only in a restricted fund) or whether it is conditional (in which case it can be recognized only when the conditions are satisfied and, inasmuch as it is no longer restricted when recognized as revenue, in an unrestricted fund).

EX 12-4

1.
Advertising

Advertising expense
$1,000

Revenue from contributed services

$1,000

(To recognize revenue and the related expense from contributed services)
Contributions encompass all nonreciprocal receipts of assets or services. They include donations of cash, marketable securities, property and equipment, utilities, supplies, intangible assets (such as patents and copyrights) and the services of professionals and craftsmen. The donation of air time clearly qualifies as an asset or service received in a nonreciprocal transaction.

2.
Delivery of meals

No entry. The organization should not recognize the contributed services of volunteers as revenue because they are not of a professional nature and of the type which the organization would otherwise have purchased.

3.
Accounting services

Professional fees expense
$240

Revenue from contributed services

$240

(To recognize revenue and the related expense from one week of contributed services)
The services are clearly of a professional nature. They require specialized skills and would have to be purchased if not provided by donation.

4.
Use of equipment

Construction expense
$1,400

Revenue from contributed services

$1,400

(To recognize revenue and the related expense from contributed services)
The donation of equipment enhances a nonfinancial asset.

EX 12-5

1.
Entry to record unrealized gains (in a temporarily restricted fund)

Investments
$ 32

Investment earnings—appreciation in fair value

$ 32

To record the increase in fair value
At year-end, the investment portfolio would be shown on the balance sheet in two categories:

Temporarily restricted
$  32

Permanently restricted
  718
  Total (i.e., fair value)
$750
2.
Entries to record sale of Northwest Industries for $280.

Cash
$260

Investments

$260

To record the sale of securities in the permanently restricted endowment fund (This entry replaces the initial cost of the securities with cash)

Cash
$ 20

Investments

$ 15

Investment earnings—appreciation in fair value

5

To record the sale of securities in the temporarily restricted fund. (Of the previous $32 increase in fair value of securities, $15 was attributable to Northwest Industries. This entry replaces with cash the $15 of previously assigned securities, plus the $5 of additional appreciation during the year.)

3.
The fair value of the two securities as of December 31, 2008 was $500; as of December 31, 2007 it was only $475. Hence, the unrealized gain during the year was $25. The following entry, in a temporarily restricted fund, records the gain during the year:

Investments
$ 25

Investment earnings—appreciation in fair value

$ 25

To record the increase in fair value
The investment portfolio would be shown on the balance sheet as follows:

Temporarily restricted (including $20 cash)
$  62

Permanently restricted (including $260 cash)
  718

  Total (i.e., fair value)
$780
The temporarily restricted assets represent the total earnings from the securities over the two year period ($32 + $5 +25 = $62). The permanently restricted assets represent the initial value of the portfolio.

EX 12-6
Cash
$30,000

Revenues from contributions

$30,000

To record a temporarily restricted gift (in a restricted fund)
Resources released from restriction
$21,000

Cash

$21,000

To record the release of restricted assets to acquire the computers (in a restricted fund)
Equipment
$21,000

Resources released from restriction

$21,000

To record the purchase of the computer (in an unrestricted fund)
Depreciation expense
$7,000

Accumulated depreciation

$7,000

To record first year depreciation (in an unrestricted fund)
Problems
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1. The following entries would have been made during the year.

(1)

Investments
$10,000,000


Contribution revenue

$10,000,000

To record the endowment contribution (in a permanently restricted fund)
(2)

Cash

$ 3,000,000


Contribution revenue

$ 3,000,000

To record the restricted contributions (in a temporarily restricted fund)
Cash

$ 2,300,000


Contribution revenue

$ 2,300,000

To record the restricted  contributions (in an unrestricted fund)
(3)

Furniture, fixtures and equipment
$   800,000


Cash

$   800,000

To record the acquisition of long-lived assets (in an unrestricted fund)
(4)

Depreciation expense
$     80,000

Accumulated depreciation

$     80,000

To record depreciation (in an unrestricted fund)
(5)

Educational expenses
$ 2,400,000


Cash

$    400,000


Resources released from restriction

   2,000,000

To record educational expenses, $2,000,000 from restricted net assets; the balance from unrestricted net assets (in an unrestricted fund)
Resources released from restriction
$  2,000,000


Cash

$   2,000,000

To record the resources released from restriction (in a temporarily restricted fund)
(6)

Cash

$   300,000


Investment income 

$   300,000

To record dividends and interest (in an unrestricted fund)
(7)

Investments
$    600,000


Investment income

$    600,000

To record appreciation of investments (in an unrestricted fund)
(8)

Administrative expenses
$ 1,300,000


Cash

$ 1,300,000

To record administrative expenses (in an unrestricted fund)
(9)

Pledges receivable
$ 4,009,518


Contribution revenue

$ 4,009,518

To record a contribution to be received over a three-year period, discounted at 6 percent (in a temporarily restricted fund)
b.


Statement of Activities
Revenues

Contributions
$ 2,300,000
$ 7,009,518
$10,000,000
$19,309,518

Investment income
      900,000
                  
                    
       900,000
   Total revenues
   3,200,000        7,009,518
  10,000,000
  20,209,518
Expenses
Programs (education)
   2,400,000


    2,400,000

Administration (including

   depreciation)
   1,380,000


    1,380,000
   Total expenses
   3,780,000


    3,780,000
Excess of revenue over 

   Expenses
(    580,000)


(     580,000)


Resources released from

  restriction
   2,000,000
( 2,000,000) 
___________
__________                    
  Increase in net assets
$ 1,420,000
$ 5,009,518
$10,000,000
$16,429,518
Statement of Financial Position
Cash

$ 1,100,000

Pledges receivable
   4,009,518

Investments
  10,600,000

Furniture, fixtures and equipment   $800,000

Less: Accumulated depreciation         80,000
       720,000
    Total assets
$16,429,518
Net Assets
Unrestricted
$ 1,420,000

Temporarily restricted
   5,009,518

Permanently restricted
 10,000,000

Total net assets
$16,429,518
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1.

Northwest Ballet Association

Statement of Activities

December 31, 2007
(in millions)



Temporarily

Unrestricted
Restricted
Revenues
Contributions

$6.00

Interest from investments
$0.52
        
      Total revenues
  0.52
  6.00

Expenses
Interest
    .32
        
Excess of revenue over expenses
  0.20

Resources released from restrictions
  3.40
 (3.40)
Net increase in fund balance
$3.60
$2.60
Northwest Ballet Association

Statement of Financial Position

December 31, 2007
(in millions)



Temporarily

Unrestricted
Restricted
Assets
Investments
$3.50
$2.60

Cash designated for repayment of long-term debt
    .70

Construction in process
  3.40
         
Total assets
$7.60
$2.60
Liabilities and Fund Balance
Note payable
$4.00
Net assets

Designated for repayment of debt
    .70

Undesignated
  2.90
         
Total fund balances
  3.60
$2.60
Total liabilities and fund balance
$7.60
$2.60
2.
The contributions were reported as restricted resources, because they were donor restricted. By contrast, the proceeds from bonds, although also restricted for construction, were reported as unrestricted; they were restricted by creditors, not donors and hence per FASB criteria should not be classified as restricted.

3.
The $.7 million in the reserve was also classified as unrestricted for the same reason; it was restricted by creditors, not donors.
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1.
Research grant (contractual arrangement) This grant has the characteristics of an exchange transaction rather than a contribution. It is not donor restricted and therefore would be reported in an unrestricted fund.

2007

No entry would be required when the grant is received (the contract signed). In essence, the grant is a contract. At the time the grant is received, the research association has not yet performed its promised research services; the manufacturers’ association has not yet made any payments.

2008
Unrestricted fund
Research expenses (direct)
$4

Cash (or accounts payable)

$4

To record research expenses
Grants and contracts receivable
$6

Revenue from sponsored research

$6

To recognize revenue from the sponsored research

Cash
$6

Grants and contracts receivable

$6

To record collection of cash
2.
Restricted contribution. This contribution is restricted by the donor for a specific purpose.

2007
Temporarily restricted fund
Pledges receivable (from NSA)
$6

Revenues from contributions

$6

To record the restricted pledge from the NSA
2008
Unrestricted fund
Research expenses (direct)
$4

Cash (or accounts payable)

$4

To record research expenses
Due from restricted fund
$6

Resources released from restrictions

$6

To record anticipated reimbursement from restricted fund
Cash
$6

Due from restricted fund

$6

To record collection of cash from restricted fund

Temporarily restricted fund
Cash
$6

Pledges receivable (from NSA)

$6

To record fulfillment of pledge by NSA
Resources released from restrictions
$6

Cash

$6

To record payment to unrestricted fund
Other combinations of entries would also lead to the same end result.

3.
The grant (contract) revenue from the SGMA was recognized only as the research was carried out. It is an ordinary commercial “cost plus” contract. The restricted contribution from the NSA was recognized when the pledge was made. It is not conditioned on any specific activities on the part of the CAA.

4.
FASB Statement No. 116 stipulates that revenue from conditional contributions should not be recognized until the conditions are satisfied. Therefore, CAA would not recognize revenue from NSA’s contribution until it had completed the research.
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1.  Standard practice
Cash 









$500,000


Contribution revenue








$500,000

To record the cash contribution (temporarily restricted fund)
Resources released from restriction




$500,000


Cash












$500,000

To release the resources from restriction upon the purchase of the plant and equipment (temporarily restricted fund)
Plant and equipment







$500,000


Resources released from restriction






$500,000

To record the acquisition of plant and equipment (unrestricted fund)
Depreciation expense






$ 50,000


Plant and equipment









$ 50,000

To record depreciation (unrestricted fund)
2. Time restriction policy
a.  Journal entries
Cash 









$500,000


Contribution revenue








$500,000

To record the cash contribution (temporarily restricted fund)
Plant and equipment







$500,000


Cash












$500,000

To record the acquisition of plant and equipment (temporarily restricted fund)
Resources released from restriction




$ 50,000


Plant and equipment









$ 50,000

To release the resources from restriction upon the recognition of depreciation (temporarily restricted fund)
Depreciation expense






$ 50,000


Resources released from restriction






$ 50,000

To record depreciation (unrestricted fund
b.
The alternative approach will have no impact on the entity’s cash balance — not in unrestricted funds and not in temporarily restricted funds.  It will, however, reduce the amount of net assets available for expenditure in each of the years until the plant and equipment is fully depreciated.  
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1. Journal Entries

a.  Recognition of grant

Grant receivable
$5,346,024


Grant revenue

$5,346,024

To recognize the grant, valued as the present value of an annuity of $2,000,000 for three periods discounted at 6 percent (restricted fund)

b. Recognition of contributions

Contributions receivable
$1,000,000


Contribution revenue

$1,000,000

To recognize the contributions (restricted fund)

Allowance for uncollectibles
$    50,000


Resources released from restriction

$    50,000

To establish an allowance for uncollectibles (restricted fund)

Bad debt expense
$    50,000


Resources released from restriction

$     50,000

To record the bad-debt expense (unrestricted fund)   

c. Recognition of collection of contributions and write-off of uncollectibles


Cash

 $  900,000



Contributions receivable

$  900,000


To record fulfillment of pledges (restricted fund)

Allowance for uncollectibles
$     25,000



Contributions receivable

$     25,000


To write-off uncollectibles (restricted fund)
d. Recognition of receipt of grant money

      Year 1


Cash

$2,000,000



Interest revenue

$   320,761



Resources released from restriction

  1,679,239


To record the collection of the first grant payment and interest — 6 percent of $5,346,024 (unrestricted fund)

Resources released from restriction
$1,679,239



Grants receivable

$1,679,239


To record the collection of the first grant payment (restricted fund)


Year 2

Cash

$2,000,000



Interest revenue

$    220,007 



Resources released from restriction

   1,779,993


To record the collection of the second grant payment and interest — 6 percent of remaining balance of $3,666,785 (unrestricted fund)

Resources released from restriction
$1,779,993



Grants receivable

$1,779,993


To record the collection of the second grant payment (restricted fund)


Year 3

Cash

$2,000,000



Interest revenue

$    113,208 



Resources released from restriction

   1,886,792


To record the collection of the third grant payment and interest — 6 percent of remaining balance of $1,886,792 (unrestricted fund)

Resources released from restriction
$1,886,792



Grants receivable

$1,886,792


To record the collection of the third grant payment (restricted fund)
2. The 6 percent rate would probably not be appropriate inasmuch as this should be a rate that takes into account the risk that the funds will be uncollectible.  By contrast, if an allowance for uncollectibles is established there is no need to take into account the risk that the funds will be uncollectible.  To do so, would be to reduce the net balance of the receivable twice — once by establishing an allowance and a second time by increasing the discount rate.  Hence, the appropriate discount rate would be a risk-free rate.  

12-6

1.
The association need not record the value of Nellie Wilson’s services. Although the services are provided by a professional, they would probably not have been purchased if not provided by donation.

2.
Assuming that the camp would otherwise have to hire physicians, then it should recognize as revenue the difference between the fair market value of the physicians’ services and the cost of the room and board. The services are unquestionably provided by professionals.

3.
The festival should recognize as revenue and an asset the contributions of both the merchants and the volunteers. They enhance nonfinancial assets. (Because the contributions enhance nonfinancial assets it is not relevant that the volunteers are not professionals.)

4.
The neurologist is a professional and was no doubt asked to be on the board because of his professional expertise. They key issue in this example is whether the foundation would have hired another neurologist if he did not volunteer his services. If it would have had to hire another expert to evaluate grant proposals, then the value of his services should be recognized as revenue. If not, then the neurologist could be considered another unpaid board member.

5.
The hospital should recognize the value of the services contributed by the nurses —  the difference between the prevailing wage rates and the cost of the nurses’ room, board and allowances. It should not, however, recognize the value of the services of the candy stripers and other volunteers. Although their services may be valuable to the hospital, the volunteers are not professionals.
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1. The promises to give would be reported as temporarily restricted net assets.  They are subject to a time restriction in that they cannot be used until actually fulfilled, which will be sometime beyond the current year.

2. Interest on the contributions (only those due in one to five years) would be 6 percent of $843,726 (which is $1,083,975 less the discount of $240,249 – $50,624).  The difference between that amount and the $200,000 collected would represent the portion of the contributions receivable that are released from restriction.

Resources released from restriction



 $149,376

Contributions receivable








$149,376
To record the release of the contributions receivable upon collection of $200,000 (temporarily restricted fund)
Cash






 


 $200,000


Contributions — interest revenue






$  50,624

Resources released from restriction



   


  149,376
To record the collection of cash, the interest on the contributions receivable, and the resources released from restriction (unrestricted fund)

3. The foundation does not establish an allowance for uncollectibles.  Therefore the discount rate must be risk-adjusted, which of course is higher than a risk free rate.  In discounting the grants payable there is no need to adjust the rate for risk.  Hence, a risk free rate is appropriate.  
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a.
Liquidity can best be measured by the quick ratio (cash, short-term investments, and current receivables to current liabilities) and the  current ratio(current assets to current liabilities).   



Cash






                                 $  6,519,938


Promises to give

    

    
                             3,782,886


Accounts receivable

     


                             2,323,865

      Investment securities

 

 
                   42,182,908
 
          Total





                                    54,809,597
              Less: Permanently restricted net assets     $1,658,936
                        Temporarily restricted net assets       2,325,913      3,984,849   
                   Net quick assets                                                        $50,824,748 

      Accounts payable and accrued expenses

         $  2,440,292


Quick ratio





           20.8 to 1


There are no definitive guidelines as to which particular accounts should be included in the calculations of the rations.  However, in calculating the quick ratio it would appear reasonable to include only unrestricted net assets.  Hence, temporarily and permanently restricted net assets were deducted the itemized assets (based on the assumption that the temporarily and permanently restricted net assets included only cash, noncurrent receivables and investments and excluded noncurrent assets).  


The current ratio would appear to be the same with the exception that inventories of $7,410,117 would be added to the assets.  Hence:

           
Total current assets
  

                          $58,234,865



Total current liabilities                                            2,440,292
                Current ratio



                                23.9 to 1

                By any reasonable standards, the foundation is exceedingly liquid.

b. Burden of debt as measured by total assets to total debt:

Total assets



   
                            $64,437,458
Total liabilities (including deferred items)
              12,017,166
Ratio of total assets to total liabilities                                5.4 to 1

Most commonly a ratio of 2 to 1 is considered more than adequate.  Hence, the foundations burden of debt is extremely light.

c. Adequacy of available resources to meet expenditures.  This is typically assessed by comparing unrestricted net assets (excluding capital assets) to total expenses.

Total assets






                 $64,437,458
Less:  Equipment



        $   716,536
          Temporarily restricted net assets
  2,325,913
          Permanently restricted net assets
  1,658,936
     4,701,385      
   Unrestricted net assets




         $59,736,073
 Total expenses





                  $40,114,451
Ratio of total assets to expenses                                                    1.49 to 1
The foundation has sufficient resources, most of which are liquid to cover 1½ years of expenses.

d. The foundation’s current performance has been strong as indicated by two years of healthy surpluses.

e. Contributions are generally considered to be more uncertain than sales of merchandise and investment income.  Of the foundation’s $55,367,076 in revenues, a substantial portion, $18,613,337 – 34 percent — were attributable to contributions.

2.
The ability of the Lance Armstrong Foundation to sustain revenues over the long-term is extremely difficult to assess because the foundation’s success to date is associated with a single individual.  Unquestionably the Foundation’s revenues can be attributable in large part to Armstrong’s setting the record for most consecutive Tour de France victories.  Now that Armstrong has retired from cycling, it is uncertain whether the foundation will be able to sustain its momentum.   Moreover, any organization that relies heavily on a particular celebrity faces the risk that he or she will abruptly fall from public favor.    
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Fund raising expenses as a percentage of total revenues


     2005       
      2004        

Fund-raising expenses

$ 6,586,283
$ 2,655,310


Revenues:

    Unrestricted
 52,449,985
39,531,783


    Temporarily restricted
2,462,747
1,581,783


    Permanently restricted
    1,063,575      
       305,617
         
        Total revenues
$55,976,307
$41,419,190


Fund-raising expenses as a percent of total

     revenues
11.8%
6.4%

The foundations spent a substantially larger portion of its revenues on fund-raising in 2005 than it did in 2004.

2.  Program expenses as a percentage of total expenses.


     2005       
      2004        

Program expenses
$31,386,771
$13,218,690


Total expenses
$40,114,451
16,892,214


Program expenses as a percentage of total expenses
78.2%
78.3%

The foundation spent approximately the same proportion of total expenses in mission-oriented activities in 2005 as in 2004.

3.

The Better Business Bureau suggests that fund-raising expenses should be no more than 35% of total revenues.  With its fund-raising expenses of only 11.8% and 6.4% the foundation is far better than that.    It also says that program expenses should be at least 65% of total expenses.  With program expenses of 78.2% and 78.3% the foundation is also far better in that regard.  
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1.
Commercials to run on Real World
a.
Physical units

Mission-related programs:
45/60 of $50,000
=
$37,500

Fundraising:
15/60 of $50,000
=
$12,500

      Total


$50,000
b.
Stand-alone costs. Total stand-alone costs = $60,000

Mission-related programs:
$40,000/$60,000 of $50,000
=
 $33,333

Fundraising:
$20,000/$60,000 of $50,000
=
$16,667

      Total


$50,000
2.
Whereas Real World is directed at an audience which could benefit from the message to avoid alcohol, the Lawrence Welk Show is aimed primarily at potential contributors. Accordingly, the joint appeal does not satisfy the audience criterion and the entire $50,000 should be reported as a fund-raising cost.
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No solution presented as it depends on each student’s choice of organizations.
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