Chapter 13

Health Care Providers and Colleges and Universities

Questions for Review and Discussion

1. Although both government and not-for-profit health care organizations are accounted for similarly, there are also significant differences.  Not-for-profit hospitals have to follow the provisions of FASB Statement No. 117 as to the form and content of their financial statements.  Hence the balance sheet of a not-for-profit hospital, but not that of a government hospital, must display the three categories of donor restrictiveness.  Similarly, the statement of changes in net asset must indicate the amount of resources released from restriction and the statement of cash flow must be divided into three categories of receipts and disbursements (operations,  financing and investing) rather than the four required of governments (operations, capital financing, noncapital financing and investing).

2. Capitation fees are those received in exchange for a health organization’s agreement to provide specified services to a specified population.  The fees, based on number of persons covered and on expected costs to be incurred rather than on actual services provided.  They should be accounted for over the covered period, not as services are provided.
3. Charity care results from an entity’s policy to provide health services free of charge to individuals who meet certain financial criteria. Bad debt expense, by contrast, represents what the entity expects to be unable to collect from parties to whom it has extended credit. Contractual adjustments are discounts from standard rates that the entity knowingly and willingly provides to third-party payers.
Health care organizations should report patient care revenues at full established rates. They should deduct contractual adjustments from gross revenues to determine net patient care revenue and should report provisions for bad debts as an expense. However, they should exclude charity care from patient care revenue. Instead, they should disclose in notes to the financial statements their policies as to charitable care and the value of the care provided.


4. Retrospective insurance premiums are premiums that will be adjusted at the conclusion of the policy period based on actual claims experience. Consequently, the insured party may be uncertain as to actual insurance premium expense until after the end of a fiscal year and financial statements have been prepared. The AICPA health care audit guide indicates that an insured party should charge the basic premium as an expense pro rata over the term of the policy. In addition, it should accrue additional premiums or refunds based on the FASB Statement No. 5 criteria for recognition of losses. If it is unable to estimate losses from claims, then it should disclose the contingencies in notes.

5. The hospital must follow the provisions of FASB Statement No. 5 pertaining to contingencies.  Therefore it should  accrue an estimated loss by a charge to operations as soon as both of the following conditions are met:

· It is probable that an asset has been impaired or a liability has been incurred.

· The amount of the loss can be reasonably estimated.

If neither of these conditions are  met, but there is at least a reasonable possibility that a loss will be incurred, then the organization should disclose the nature of the contingency and estimate the possible loss or the range of the loss (or state that an estimate cannot be made).

6. Government universities may elect to report as special purpose entities engaging (1) only in business-type activities, (2) only in governmental activities, or (3) in both.  If they elect to report as a government engaging in both business-type and governmental activities, they will have to present the full range of fund and government-wide statements.  If they elect to report as a special purpose government engaging only in governmental activities they need also present both fund and government-wide statements, but can combine the two.  If they elect to report as a government engaging only in business-type activities — as most government colleges and universities do — then they need present only a statement of net assets, statement of revenues and expenses, and a statement of cash flow.  These would have to be on a full-accrual basis.

7. The answer to this question is basically the same as that to question No.1.  That is, the statements of a not-for-profit university must adhere to the FASB not-for-profit accounting provisions.  Accordingly the statement of net assets and the statement of changes in net assets must report on the three categories of donor-restricted resources and the statement of cash flow must be presented in three, rather than four, categories.

8. State appropriations should be reported as non-operating revenues.

9. A college or university that trains students for jobs in a particular industry faces the risk that owing to decline in the demand for its students enrollments will shrink.  The risk is especially great when most of its students get positions in a particular geographical location.

10. Most government grants are reimbursement grants and hence conditioned on the grantee incurring allowable costs.  Conditional grants should not be recognized as revenue until the grantee has met all eligibility requirements (e.g., by having incurred the allowable costs) and thereby satisfied all the required conditions.  
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EX 13-3
1.
Direct billings to patients

Cash

$  120,000

Patient accounts receivable
280,000

Bad debt expense
 70,000

Patient revenues

$  400,000

Patient accounts receivable—allowance for bad debts

 70,000

To recognize revenue from direct patient care (billed to patients)

2.
Billings to insurance companies and group health plans

Patient accounts receivable—insurance 
companies and health plans
$  650,000

Revenue from patient services—contractual adjustments
170,000

Patient revenues

$  650,000

Patient accounts receivable—allowance 
for contractual adjustments

170,000
To recognize revenue from direct patient care (billed to insurance companies and group health plans)
If the amount to be paid by the insurance companies and health plans is known in advance, then the receivable can be recorded at that amount and the allowance for contractual adjustments would be unnecessary.

3.
Charity care — No entry necessary; should not be recognized as revenue.

4.
Capitation payments

Cash

$1,400,000

Revenue from capitation fees

$1,400,000

To recognize revenue from capitation fees

EX 13-4

1.  Patient billings

Accounts receivable
$6,200,000

Bad debt expense
       64,000




Allowance for contractual discounts

$   600,000


Allowance for bad debts

       64,000


Resident services revenues

  5,600,000

To record resident services revenues, contractual discounts (20% of $3,000,000) and bad debts (2% of $3,200,000) (in an unrestricted fund)
2.   Collections

Cash


$5,100,000



Accounts receivable 

$5,100,000

To record collections (in an unrestricted fund)
3.  Contributions

Cash

$     80,000



Contribution revenue

$     80,000

To record contribution revenue (in an unrestricted fund) (The portion of the contribution that was spent in the same year as it was received may be recorded as unrestricted revenue.)  

Educational and cultural expenses
$    80,000



Cash

$    80,000

To record expenses (in an unrestricted fund)

Cash

$    20,000



Contribution revenue

$    20,000

To record the remaining balance of the contribution (in a restricted fund). 

4. Endowment earnings

Cash

$    40,000


  Investment income

$    40,000

To record investment income (in an unrestricted fund).  The entire amount is unrestricted inasmuch as the spending restriction was imposed by the board, rather than by outside donors.
5.  Increase in market value of investments

Investments
$    10,000



Investment income

$   10,000

To record the increase in market value of investments (in an unrestricted fund).  As indicated in the problem, income from endowments is unrestricted.
6.  Depreciation

Depreciation expense
$   330,000



Accumulated depreciation — building

$   250,000



Accumulated depreciation — equipment

       80,000

To record depreciation expense (in an unrestricted fund)
7.  Other operating expenses

Operating expenses
$5,300,000


Cash

$5,000,000


Accounts payable

     300,000

To record other operating expenses (in an unrestricted fund)
8.  Building fund pledge

Pledges receivable 
$5,154,194


Contribution revenue

$5,154,194

To record contribution revenue (in a temporarily restricted fund) at the present value of an annuity of $2,000,000 for three years, discounted at 8 percent.  

EX 13-5

1. Tuition

Cash

$86,400,000


Tuition revenue

$82,000,000


Deferred tuition revenue

    4,400,000

   

To record tuition revenue for fiscal 2008 (in an unrestricted fund).  Deferred revenue includes 2/3 of the $6,000,000 ($4,000,000) in summer school tuition and $400,000 of fall tuition.
2. Endowment contribution

Investments
$ 1,000,000


Investment revenue

$ 1,000,000

To record an endowment gift (in a permanently restricted fund)
3. Endowment income and dividends

Cash
$     50,000


Investment earnings

$      50,000

To record the endowment dividends and interest, which are restricted for support of a chair in chemistry (in an unrestricted fund, since the funds were spent in the year earned)
Instructional expenses (faculty salaries)
$     50,000


Cash

$     50,000

To record the expenditure of the endowment earnings (in an unrestricted fund)
4. Endowment loss

Due from unrestricted fund
$     80,000


Investments

$     80,000

To record the decline in market value of the chemistry chair endowment investment (in a permanently restricted fund) — which must be charged first to the related restricted fund to the extent that donor-imposed restrictions on net appreciation of that fund have not yet been met (which in this case there is no net appreciation) and then to unrestricted funds.
Loss on endowment investments
$     80,000


Due to endowment (permanently restricted) fund

$     80,000

To charge the endowment loss to an unrestricted fund
5. Acquisition of equipment and depreciation

Equipment
$    150,000


Resources released from restriction

$    150,000

To record the purchase of equipment (in a unrestricted fund)

Resources released from restriction
$    150,000


Cash

$    150,000

To record the outlay of cash and release of resources (in a temporarily restricted fund)
Depreciation expense
$      30,000


Equipment — accumulated deprecation

$      30,000

To record depreciation (in a unrestricted fund)
6. Contributions

Cash

$ 1,500,000


Contribution revenue

$ 1,800,000

To record the contributions collected during the year (in an unrestricted fund)
Pledges receivable
$    300,000


Pledges receivable — allowance for uncollectibles

$      36,000


Contribution revenue

$    264,000

To record the contributions expected to be collected in the future (in a temporarily restricted fund)

EX 13-6

1. Donor contributions

Cash
$ 75,000


Contributions

$ 75,000

To record donor contributions
2. New loans

Student loans receivable
$200,000


Cash

$200,000

To record new loans

Bad debt expense
$ 20,000


Allowance for uncollectible student loans

$ 20,000

To add to the allowance for uncollectible student loans
3. Investment income

Cash
$  6,000

Investments
    3,000


Investment income

$  9,000

To record investment income, including unrealized depreciation
4. Collection of principal and interest

Cash
$180,000


Student loans receivable

$140,000


Interest on student loans

    40,000

To record the collection of student loans and interest thereon
5. Write-off of student loans

Allowance for uncollectible student loans
$  20,000


Student loans receivable

$  20,000

To write-off bad debts

****
Problems
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Brown University

Statement of Financial Position as of June 30
(in thousands)

Fund Balances
Unrestricted
Designated
$  20,445

Unrestricted quasi-endowment
 59,644

Net investment in plant
  115,089

Total unrestricted
  195,178
Temporarily restricted
Current—restricted
28,114

Student loan funds
 23,640

Restricted endowment
 68,352

Life income funds
17,012

Plant—unexpended
19,452

Plant—retirement of indebtedness
      6,306
Total temporarily restricted
  162,876
Permanently restricted
True endowment funds
 369,399
Total fund balances (net assets)
$727,453
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1.
Recast in FASB No. 117 format (plant-funds only)


Temporarily


Unrestricted
  Restricted  

(in thousands)

Assets
Cash
$  34,100
$  1,000 (a)

Investments
  134,700
    3,000 (b)

      Total cash and investments
  168,800
    4,000
Construction in process
   3,500

Equipment
 39,300

Land
 12,000

Buildings
  127,800
   Total plant cost
  182,600

   Less accumulated depreciation
   (78,200)

      Net plant
  104,400
Total assets
$273,200
$  4,000
Liabilities and fund balances
Notes payable
$  20,000

Bonds payable
63,000

Capital lease obligations
 8,500

Fund balances (including net investment in plant)
  181,700
   4,000
Total liabilities and fund balances
$273,200
$  4,000
(a) $4,000/$36,000 of $9,000

(b) $4,000/$36,000 of $27,000

2.
The AICPA format provides greater detail as to the intended use of the resources; the FASB format shows the resources available to the organization as a whole, without regard to any restrictions except those imposed by donors.
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	Sundown State University

Statement of Net Assets
	
	

	
	
	

	Assets:
	
	

	Cash and temporary investments
	
	$81,139 

	Accounts receivable
	
	48,710 

	Inventories
	
	1,990 

	Land, buildings and equipment,
	
	

	 net of accumulated depreciation
	
	283,181 

	      Total assets
	
	$415,020 

	
	
	

	Liabilities:
	
	

	Accounts payable
	          
	24,728 

	Bonds payable
	
	212,971 

	      Total liabilities
	
	$237,699 

	
	
	

	Net Assets:
	
	

	Invested in capital assets, net of
	
	

	    related debt
	
	$94,715 

	Restricted
	
	64,167 

	Unrestricted
	
	18,439 

	      Total net assets
	
	$177,321 


Notes:   

1. Interfund receivables and payables ($15,436) have been eliminated.

2. Invested in capital assets, net of related debt = Land, buildings and equipment of $283,181 less bonds payable of $188,466.  The bonds payable in the loan fund ($24,505) are, presumably, unrelated to capital assets.

3. Restricted net assets = the total restricted fund balance of $158,882 less the $94,715 reported as invested in capital assets.

4. Unrestricted net assets = the unrestricted fund balance of $7,437 plus the fund balance of $11,002 designated by the university.
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1.
Revenue of $8 million less estimated uncollectibles of $1.2 million. The contribution would be reported as unrestricted if it would be fulfilled in the same period as made; otherwise it would be reported as temporarily restricted until it is fulfilled and the resources are available for expenditure.

2.
Revenue of $500,000 as permanently restricted. Endowments are classified as permanently restricted.

3.
Revenue of $100,000 as temporarily restricted. The contribution is restricted for a specific purpose.

4.
Revenue of $25,000 as temporarily restricted. The contribution is restricted for a specific purpose.

5.
No revenue would be recognized, as the pledge is conditional. The land will be given recognition only if and when the college raises the funds required to construct the field house. When the conditions are satisfied, the pledge (of $1 million, the fair market value of the land) will be recorded initially as a restricted pledge, since the resources can be used only for a specified purpose. When the field house is constructed, then both the land and the building will be recorded as unrestricted assets, along with the college’s other capital assets.
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1.
No entry would be required to record the initial pledge inasmuch as it is conditioned upon the business school establishing a program in information technology.

2.
When the conditions for the contribution are fulfilled, the pledge would be recorded in an endowment fund. The receivable would be stated at the fair market value of the securities to be received:

Pledges receivable
$1,000,000

Revenues from contributions

$1,000,000

To record the pledge of securities (in a permanently restricted fund)
3.
When the securities are received, they would be recorded in the same endowment fund:

Marketable securities
$1,000,000

Pledges receivable

$1,000,000

To record the receipt of the pledged securities (in a permanently restricted fund)
4.
The dividends are restricted for the acquisition of computer hardware and software. Therefore, they would be recorded in a temporarily restricted fund:

Cash

$   30,000

Dividend revenue

$   30,000

To record the receipt of dividends (in a temporarily restricted fund)
5.
Both capital assets and all expenses are reported in an unrestricted fund. However, the resources must first be released from the temporarily restricted fund. Then the assets can be recorded in the unrestricted fund:

Resources released from restrictions
$   20,000

Cash


$   20,000

To record the release of restrictions (in the temporarily restricted fund)
Computer equipment
$   20,000

Resources released from restrictions

$   20,000

To record the acquisition of the computers (in an unrestricted fund)

6.
Depreciation for one year would be recorded in the unrestricted fund:

Depreciation expense
$   5,000

Computer equipment—allowance for depreciation

$   5,000

To record one-year’s depreciation on the computers (in the unrestricted fund)

13-6
1. It should report as revenue $920,000:

Amounts billed to 3rd parties


$900,000

Less: 20% contractual discounts

(180,000)       $720,000

Amounts billed to individuals



       
 200,000
    Total


     


           $920,000
The hospital should recognize no revenue from charity care; the estimated uncollectible accounts from individual patients should be reported as an expense. 

2. $58,000.  Only the compensation to the nurses should be recognized as an expense (and as contribution revenue).  The services provided by the nurses, unlike those provided by the others require “specialized skills” — one of the essential conditions for revenues and expenses from contributed services to be recognized.

3. $0.  Inasmuch as the hospital spent at least $100,000 on the restricted activity it can assume that the entire amount of the grant has been used for its intended purpose and can thereby be released from restriction.

4. $438,000.  It should recognize the premium paid of $450,000 less the refund of $37,000 plus the required future payment of $25,000. 

5. $0.  The amount of loss cannot reasonably be estimated.  The claim should be reported in notes to the financial statements.
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1.
Statement of cash flows for a government hospital.

Cash flows from operating activities

Inflows

Patient service fees received

Government grants for operating purposes

Outflows
Salaries and wages

Supplies

Cash flows from noncapital financing activities

Inflows

Government grants for specific research programs

Proceeds of short-term borrowings for operating purposes

Outflows

Interest paid on short-term operating debt

Cash flows from capital financing activities

Inflows

Proceeds of long-term debt to finance a new building

Contribution restricted for construction of a new building

Outflows

Interest paid on long-term debt

Acquisition of capital assets

Cash flows from investing activities

Inflows

Proceeds from sale of marketable securities

Interest received from investments

Dividends received from investments

Outflows

Purchases of marketable securities

2.
Statement of cash flows for a not-for-profit hospital
Cash flows from operating activities

Inflows

Patient service fees received

Government grants for operating purposes

Government grants for specific research programs

Interest received from investments

Dividends received from investments

Outflows

Salaries and wages

Supplies

Interest paid on short-term operating debt

Interest paid on long-term debt

Cash flows from investing activities

Inflows

Proceeds from sale of marketable securities

Outflows

Purchases of marketable securities

Acquisition of capital assets

Cash flows from financing activities
Inflows

Proceeds of short-term borrowings for operating purposes

Proceeds of long-term debt to finance a new building

Contribution restricted for construction of a new building

3.
The GASB opted for a four-way classification to emphasize the distinction between capital and operating transactions. The FASB, while recognizing that this distinction is as important for not-for-profits as for governments, chose the three-way classification to maintain consistency with businesses.
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a.
Journal entries
(1)

Receivables for patient care
$705,943

Revenue from patient services—estimated 
contractual adjustments
$176,486

Bad debt expense
26,473

Patient care revenues

$705,943

Receivables for patient care—allowance
for contractual adjustments

176,486

Patient accounts receivable—allowance for bad debts

26,473

To record patient service revenues (in an unrestricted fund) 

This entry reflects a contra-asset, “Receivables for patient care — allowance for contractual adjustments.” However, for reporting purposes this account will be combined with “Receivables for patient care,” inasmuch as it was similarly combined in the December 31, 2007 balance sheet. If the amount to be paid by the insurance companies and health plans is known in advance, then the receivable can be recorded at that amount, and the allowance for contractual adjustments would be unnecessary.

(2)

Cash

$480,125

Receivables for patient care

$480,125

To record cash collections (in an unrestricted fund)
Patient accounts receivable—allowance for bad debts
$50,000

Receivables for patient care

$50,000

To write-off bad debts (in an unrestricted fund)
(3)

No entry is required. Charity care should not be included in patient care revenue.

(4)

Cash (unrestricted)
$10,080

Cash (temporarily restricted)
 4,960

Investment income (unrestricted)

$10,080

Investment income (temporarily restricted)

4,960

To record investment income (in the fund-types indicated)
(5)

Resources released from restriction
$  242

Cash


$  242

To record the release of restricted assets (in a temporarily restricted fund)
Property plant and equipment
$  242

Resources released from restriction

$  242

To record the purchase of equipment (in an unrestricted fund)
(6)

Depreciation expense
$29,262

Accumulated depreciation

$29,262

To record depreciation (in an unrestricted fund)
(7)

Other receivables (unrestricted)
$2,070

Other receivables (temporarily restricted)
120

Revenue from contributions (unrestricted)

$2,070

Revenue from contributions (temporarily restricted)

  120

To record pledges (in fund-types indicated)

Cash (unrestricted)
$2,070

Cash (temporarily restricted)
  100

Other receivables (unrestricted)

$2,070

Other receivables (temporarily restricted)

  100

To record collections (in fund-types indicated)

(8)

Cash

$135,000

Other operating revenues

$135,000

To record other operating revenues (in an unrestricted fund)
(9)

Wages and salaries expense
$430,650

Cash


$425,000

Accrued wages and salaries

  5,650

To record wages and salaries (in an unrestricted fund)
Other operating expenses
$200,000

Cash


$198,500

Accounts payable

  1,500

To record other operating expenses (in an unrestricted fund)
(10)

Resources released from restriction
$210,200

Cash


$210,200

To record resources released from restrictions relating to contracts and grants (in a temporarily restricted fund)
Expenses related to grants and contracts
$210,200

Resources released from restriction

$210,200

To record expenses related to contracts and grants (in an unrestricted fund)
Although the hospital’s statement of activities combined grants and contracts in a single account, these entries assume that the amounts indicated were entirely for grants.  If they were for contracts (exchange transactions), they would be reported in an unrestricted fund.

Cash

$209,800

Other receivables
  3,400

Revenue from contracts and grants

$210,200

Deferred revenue and other noncurrent liabilities

  3,000

To record reimbursements of, and advances for, grants and contracts (in a temporarily restricted fund)
(11)

Insurance expense
$3,500

Commitments and contingencies (insurance)

$3,500

To record the anticipated additional insurance premiums (in an unrestricted fund)

b.

Mosholu Medical Center

Statement of Activities

For the Year Ending December 31, 2008


Temporarily
Permanently

Unrestricted
Restricted
  Restricted
Revenues
Revenue from patient services
$705,943

Less: Estimated contractual adjustments
  176,486
   Net patient care revenue
529,457

Investment income
10,080
$    4,960

Revenue from contributions
2,070
120

Revenue from contracts and grants

210,200

Other operating revenues
  135,000
               
Resources released from restrictions
  210,442
(210,442)

   Total revenues
  887,049
  4,838
Expenses
Wages and salaries expense
430,650

Other operating expenses
200,000

Expenses related to grants and contracts
210,200

Insurance expense
3,500

Bad debt expense
  26,473

Depreciation
    29,262
   Total expenses
  900,085
Net increase (decrease) in fund balances
($13,036)
$  4,838
Mosholu Medical Center

Statement of Net Assets as of December 31, 2008


Temporarily
Permanently

Unrestricted
Restricted
Restricted
Assets
Current Assets
Cash
$    6,224
$    4,670
$           3

Receivables for patient care ($286,283 
less allowance for contractual 
adjustments and doubtful accounts 
of $198,714)
 87,569

Other receivables
 13,059
14,763

Marketable securities
109,085
61,691
17,133

Other current assets
    27,853
             
             

   Total current assets
  243,790
  81,124
  17,136
Noncurrent assets

Property plant and equipment 
($512,426 less accumulated 
depreciation of $252,521)
259,905

Other assets
     11,522
             
             
   Total noncurrent assets
   271,427
             
             

      Total assets
$ 515,217
$81,124
$17,136
Liabilities and Net assets
Current liabilities

Accounts payable
$ 57,460

Accrued wages and salaries
     62,592
   Total current liabilities
  120,052
Noncurrent liabilities

Long-term debt
 292,370

Deferred revenues and 
other current liabilities
   96,609
$ 13,323

Commitments and contingencies
       3,500
             

   Total noncurrent liabilities
  392,479
   13,323
    Total liabilities
  512,531
  13,323
Net assets
       2,686
  67,801
  17,136
Total liabilities and net assets
$515,217
$81,124 
$17,136
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1.

a.
Private university
Upon receiving the pledge
Pledges receivable
$200,000

Revenue from contributions

$200,000

To record the receipt of a restricted contribution (in a temporarily restricted fund)
Upon receiving the cash
Cash

$200,000

Pledges receivable

$200,000

To record the receipt of cash (in the temporarily restricted fund)
Upon carrying-out the research
Resources released from restrictions
$150,000

Cash


$150,000

To record the release of restrictions (in the temporarily restricted fund)
Research expense
$150,000

Resources released from restrictions

$150,000
To record the expenditure of the funds for the designated purpose (in an unrestricted fund)
b.

(i)
Government university — Accounted for as a government engaging exclusively in business-type activities (i.e., in an enterprise find)

Upon receiving the pledge
Pledges receivable
$200,000

Revenue from contributions

$200,000

To record the receipt of a restricted contribution (The government should identify $200,000 of its enterprise fund net assets as restricted)
Upon receiving the cash
Cash 
$200,000

Pledges receivable

$200,000

To record the receipt of cash
Upon carrying-out the research
Research expenses
$150,000

Cash


$150,000

To record the expenditure of the funds for research (The government need now identify only $50,000 of enterprise fund net assets as restricted)
(ii)
Government university — Accounted for as a full-service government using the standard government model
Upon receiving the pledge
The university would make the following entry that records the pledge but not the revenue because the resources do not satisfy the “available” criterion required under the modified accrual basis. The pledge does meet the asset recognition criteria in GASB Statement No. 33.

Pledges receivable
$200,000

Deferred revenue

$200,000

To record the pledge (in a special revenue fund)
Upon receiving the cash
Cash 
$200,000

Pledges receivable

$200,000
To record the receipt of the cash (in the special revenue fund)
Deferred revenue
$200,000

Revenue from contributions

$200,000

To recognize revenue (The revenue can be recognized even though the contribution is subject to a purpose restriction). Purpose restrictions do not affect the timing of revenue recognition.

Upon carrying-out the research
Research expenditure
$150,000

Cash


$150,000

To record the expenditure of the funds for the designated research (in a special revenue fund)

Of course, in the government-wide statements, the contributions could be recognized when the pledge was received; it would not be subject to the “available” criterion.

2.
It is difficult to argue that similar types of institutions should account for identical transactions differently. However, neither the standard government model nor the not-for-profit standards were developed specifically for colleges and universities. In a broader context, it may be contended that the special characteristics of governments and the interests of their statement users warrant revenue and expenditure recognition criteria different than those of other not-for-profits. To be sure, it is even more difficult to justify the use of different accounting practices by similar types of government entities based entirely on their choice of assumption (i.e., whether they engage in only business-types activities or in both governmental and business-type activities). However, standard setting is a political process, not merely a theoretical exercise, and compromises must sometimes be made.
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1. Tuition and fees:   Net of scholarships = $41,016
Total revenues:  operating revenues of $88,609 + nonoperating revenues of  $52,724 = $141,333
 
   $41,016/$141,333 = 29%

Tuition revenue is a reasonably stable source of revenue.  The largest source of revenue in 2005 was from investments (both designated for operations and nonoperating returns — $70,243) .  The prior year it was $110,464. Given the vagaries of the stock and bond markets that source is clearly not very stable.
2. $22,538 — the investment return included in operating revenues.  The college reported a nonoperating investment return of $47,705.  Hence the total  for the year was $70,243.
3. Auxiliary enterprises typically include housing and food services, book stores and intercollegiate athletics (although not in small liberal arts colleges such as Hamilton where there are no “revenue sports”).  Hamilton had auxiliary revenues of $13,977 and expenses of $15,647 — a loss of $1,670.

4. As indicated by net assets released from restrictions, the college expended $18,324 in temporarily restricted resources.  

5. Total investments: $596,514
      Total assets: $952,040
       Investments as a percentage of net assets = $596,514/$952,040 = 63%

Endowments (permanently restricted net assets):  $139,868
Endowments as a percentage of investments = $139,868/$596,514 = 23%

6. The statement of activities reports expenses by function, rather than by object.  Thus, expenses for salaries (as well as for travel, utilities, depreciation, etc.) are subsumed within categories such as instruction, research, public service, etc. 
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1.
A university must maintain numerous funds, because the resources in each (other than the unrestricted funds) are restricted for specified purposes. The university most probably maintains numerous funds for each of the following categories: scholarships and fellowships; endowments; restricted grants; loans; capital projects; debt service. 

2.
The nonexpendable funds are most likely endowments; only the income, not the principal can be used for the specified purposes. The expendable funds are like governmental funds (other than permanent funds); all fund resources can be spent.

3.
If the specific revenues of an auxiliary enterprise secured the bonds, then it is likely that the university would have to present key elements of the financial statements of the enterprise itself. These might include revenues, expenses, cash flows and net assets. In that way the university could demonstrate compliance with the bond covenants and indicate the amount of revenues available for debt service.

4.
If the university elected to report as a special purpose government engaged in both governmental and business-type activities, then it would have to prepare a full set of government-wide and fund statements (similar to those required of any general purpose government). These statements would be considerably more detailed than the enterprise statements included in the table. The fund statements, for example, would show the balances and changes therein major fund by major fund. Moreover, the government-wide statements would show the revenues and expenses by function (e.g., instruction, academic support, student services, etc.)

5.
Auxiliary enterprises are business-type activities intended to be self-supporting (unlike academic activities for which fees are charged but must be supported by state appropriations and gifts). Examples include dormitories, food services, intercollegiate athletics and bookstores.  

6.
The existence of unrestricted net assets does not necessarily imply the existence of “free” cash or other assets. In fact, as is evident from the statement of net assets, the unrestricted fund balance is composed, at least in part, of accounts receivable, inventories and, most significantly, capital assets — all of which are not readily expendable.

7.
The operating revenues exclude state appropriations.  In preparing its budget, the university unquestionably counts on such revenues.  In fact, it is often contended that colleges and universities should be permitted to classify state appropriations as operating, rather than non-operating, revenues.

8.
The main difference is that the operating expenses include $104 million in depreciation charges which are not reflected in operating cash flow.  By contrast, the acquisition of capital assets is reported as cash flows from capital and related financing operations.  

9.
The university charged  $103 million in depreciation.  Per the statement of cash flows (capital and related activities) it spent $268 million on the acquisition and construction of capital assets.  Hence, the statements themselves do not provide any reason to question whether the university is investing adequately in capital assets. However, inasmuch as depreciation is based on historical costs, the statements do not provide assurance that the university is replacing assets at the same rate as they are consumed.  Moreover, the statements give no indication as whether the amount spent on capital assets is adequate to meet the university’s future needs.      
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1.
Quick ratio:  (Cash + Accounts Receivable + Pledges and Grants Receivable)/Accounts Payable


Pleasant Valley:  (215,999+141,570 + 70,135)/165,809 =  2.58


Ancient Falls:   (441,229+307,252 + 6,331)/183,483 = 4.11



2.
Financial Resources:  Total Expenses/(Net Assets – Fixed Assets)


Pleasant Valley:  2,364,461/(378,676 – 269,298) = 21.62


Ancient Falls:  2,999,832/(5,737,637 – 2,656,105) = 0.97

3.
Fund Raising Percentage:  Fund Raising Expenses/Total Revenues


Pleasant Valley:  38,327/2,497,084 =  1.53%


Ancient Falls:  11,075/3,182,110 =  0.35%

4.
Program Services Expenses:  Program Services/Total Revenues


Pleasant Valley:  1,881,381/2,497,084 = 75%


Ancient Falls:   2,521,516/3,182,110 = 79%

5.
Ancient Falls has a higher quick ratio, and a lower ratio of expenses to assets.  It spends slightly less on fund raising and slightly more on program services.  Hence, it dominates on every measure.   

