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Chapter One

INTRODUCTION

Section 101 - Organization

101.01 An Overview - It is appropriate in this introductory chapter of the accounting manual

to review the philosophy of organization of the Seventh-day Adventist Church, the levels of organization with

their respective areas of responsibility, and the relationship both between organizations on these levels, and

within the organizations themselves.  As this manual deals with the accounting and reporting function, it is

important that its users understand just how these activities fit into the overall organizational scheme.  The

various points discussed in this chapter will in most cases be dealt with in more detail in later portions of the

manual.  At this juncture we are interested in gaining a perspective of the entire church organization and the

way in which the functions of each entity fit into that organization.

101.02 Four Organizational Levels - The Seventh-day Adventist Church consists of four

levels leading from the individual believer to the world-wide organization of the work of the church.

1. A local church is a united organized body of individual believers.

2. A local conference/mission/field is a united organized body of local churches in a state, province,
or territory.

3. A union conference/mission is a united body of conferences/missions/fields within a larger
territory.

4. “The General Conference is the largest unit of organization, embracing all union
conferences/missions and other church organizations in all parts of the world. . . the General
Conference conducts its work in division sections. . . a division section embraces all the local or
union conferences/missions/fields in its assigned area of the world field.” General Conference
Working Policy B 01.

Throughout this manual it is understood that when a “conference” is mentioned, the reference will

apply equally to local and union conferences.

101.03 Relationships Between Organizations

“The General Conference is the highest organization in the administration of the worldwide
work of the church, and is authorized by its constitution to create subordinate organizations
to promote specific interests in various sections of the world; it is therefore understood that
all subordinate organizations and institutions throughout the world will recognize the General
Conference in session as the highest authority under God.  When differences arise in or
between organizations and institutions on matters not already addressed in the constitution
and bylaws, in the policies of the General Conference, or in its Executive Committee actions
at Annual Councils, appeal to the next higher organization is proper until it reaches the
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General Conference in session, or the Executive Committee in Annual Council.  During the
interim between these sessions, the Executive Committee shall constitute the body of final
authority on all questions where a difference of viewpoint may develop, whose decisions shall
control on such controverted points, but whose decision may be reviewed at a session of the
General Conference or at an Annual Council of the Executive Committee.”  Ibid.

101.04 Model Constitution - The North American Division Working Policy (NADWP), Section

CA, contains model constitutions and bylaws for union conferences and local conferences.  It is most

important that the officers of each of these organizations be acquainted in detail with these models, and where

minor variations exist in specific fields, these variations, too, be kept in mind in the administration of the

organization.  The model constitution authorizes conferences to carry out their mission through the use of

other organizations and institutions, either incorporated or unincorporated, as they deem necessary.  These

other organizations typically include book centers, literature distribution entities, academies, and colleges.

Approval is to be obtained from the North American Division (NAD) before forming any legal organization.

101.05 The Chief Financial Officer - It is especially important that the specifically-assigned

duties of the chief financial officer (CFO), as embodied in the constitution or other governing document of the

organization, be thoroughly understood, since much of the basis for the accounting, financial reporting, and

internal controls are based on this delineation of responsibility.  For example, Article VII, Section 4 of NADWP

CA 10 10 provides:

Section 4 Treasurer:  The treasurer shall work under the direction of the Executive
Committee.  It shall be the duty of the treasurer to receive all funds, to disburse them in
harmony with the actions of the Executive Committee, to remit all required funds to the union
and the Division/General Conference in harmony with NAD policy, and to render such
financial statements at regular intervals as may be desired by the president of the conference
or by the Executive Committee. Copies of these financial statements shall be furnished to the
officers of the Union Conference.

101.06 Accountability - Two aspects of accountability should be kept in mind.  First is the

responsibility to have the financial statements of the organization audited annually by the General Conference

Auditing Service (GCAS).  Second is the annual audit or review of the records of all other subsidiary or

affiliated denominational organizations for which the organization has some responsibility.  The first of these

two will be discussed in Section 103 of this manual.  Note that organization audits and local church reviews

are required to be done annually and that the results of these exercises are to be presented to the respective

controlling committee.
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101.07 Glossary of Abbreviations - Throughout this manual, repeated reference will be made

to particular organizations or publications.  To minimize repetition, the following abbreviations will be used:

AICPA - American Institute of Certified Public Accountants; the national body in the United States of
America governing auditing standards, accountant’s ethics and accounting standards
subordinate to those issued by FASB.

CICA - Canadian Institute of Chartered Accountants; the Canadian national body governing
accounting and auditing standards.

CFO - Chief Financial Officer; the individual carrying primary responsibility for direction, control, and
reporting of the finances of an organization.  (Job title may vary, e.g., treasurer, business
manager, vice president for finance.)

FASB - Financial Accounting Standards Board; the standard-setting body in the United States of
America, for non-governmental accounting.

FAS - Statement of Financial Accounting Standards, issued by the FASB.
GCAS - General Conference Auditing Service; the Seventh-day Adventist entity responsible for the

audit function of the Church.
IS - Information Systems; the department and function for processing financial information

through a computerized system (formerly known as electronic data processing or EDP).
NAD - North American Division of the General Conference of Seventh-day Adventists.
NADWP - Working Policy of the North American Division of the General Conference of Seventh-day

Adventists.
SOP - Statement of Position, issued by the AICPA

Section 102 - The Accounting System

102.01 The Stewardship Function - The CFO's function is one of stewardship.  CFO’s

authority stems from the constituency and the controlling committee, between meetings of the constituency.

CFOs are generally required to make periodic reports to that committee on the discharge of their

responsibilities.  Their handling and safeguarding of all the assets of the organization must be in harmony with

the policies of the General Conference, other senior organizations and their own organization.  The total

organization of the CFO's work, including the accounting and reporting system and the underlying internal

controls, must of necessity be such as to demonstrate the faithful discharge of this responsibility.

102.02 Custody of Assets - While the accounting system has to do principally with the

recording of transactions and reporting thereon, it is basic to the system that it provide for the proper

accountability of the assets of the organization.  Pertinent provisions of NADWP as to the safeguarding of

assets will be discussed in Chapter 4, as will the various elements of internal control which ensure such

safeguarding, and the disbursement of funds in accordance with general or specific authorization of the

controlling committee and the officers.  It is sufficient at this point to emphasize that the implementation of

these policies and principles is an integral part of the stewardship function and of the accounting and reporting

practices which support it.
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102.03 Financial Reports - The description of the duties of CFOs, require among other things

that they render periodic reports to their controlling committees of the financial condition and operations of the

organization.  It must be kept in mind, though, that financial reports are of interest to others besides the

controlling committee, and that the committee, too, has a fiscal responsibility to church members and other

donors, and to senior organizations.  Thus it is important that the financial reports be organized in such a way

as to be understandable to the average well-informed constituent. They should comply with generally accepted

accounting principles and conform to the standards of uniformity required for integration with the reports of

other denominational organizations.  There will always be questions as to the degree of detail required for

adequate disclosure of information in these reports.  It is a part of the CFO's responsibility, through constant

contact with the users of the statements, to determine the dividing line between too much and too little

information.  This is to some degree a subjective judgment, and no hard-and-fast guidelines can be laid down.

The CFO must determine when the point is reached of submitting so much detail as to be confusing, and

when the restriction of detail might result in financial statements which are misleading or not in compliance

with minimum standards for disclosure.

102.04 Generally Accepted Accounting Principles - Until recently, accounting principles for

not-for-profit organizations in the United States were contained in several different publications, each focusing

on a specific type of organization.  In recent years, the AICPA and FASB issued guidance that applies to all

not-for-profit organizations. More recently, similar guidance has been issued by the CICA for Canadian not-for-

profit organizations.  See Appendix E for details.  Following the declared objectives of the Seventh-day

Adventist denomination in the financial area, this manual sets forth accounting and reporting standards in

conformity with these authoritative pronouncements.

Section 103 - Intra-Organizational Relationships

103.01 CFO as Administrative Officer - It is clear that the CFO, as one of the administrative

officers, carries a good deal of weight in organizational decision-making.  As a member of the “management

team,” it is the CFO’s duty to guide and counsel in plans and decisions affecting financial matters.  As

mentioned previously, however, his responsibilities grow out of general or specific authorizations from the

constituency or controlling committee, and he must be aware of the fine line between too little control on one

hand and unilateral decision-making on the other hand.  Within the framework of controlling committee



103.04

directions, budget authorization, and general objectives, operations can be conducted on a day-to-day basis

without reference, generally, to either the committee or fellow-officers.  This should not encourage the making

of far-reaching financial decisions without agreement of fellow officers and, when conditions warrant, specific

direction from the controlling committee.  This is in no sense a restriction of authority; rather, it should be

considered a protection against criticism, for carrying more weight than the stewardship responsibility

warrants.

103.02 Operating Departments - NADWP P 15 15 reads in part, “All denominational

organizations shall follow the budget plan of financial operating.  The annual operating budget shall be

approved by the controlling committee.”  This means, ordinarily, that the approval of a budget by a controlling

committee or board constitutes a general authorization for the administration to spend specified sums of

money to accomplish various functions.  Such an authorization should not be construed as carte blanche for

the respective functions within the total limits of their budgets, however.  It is incumbent on the CFO, through

tactful counsel and the exercise of wise leadership, to work with the various operating personnel to help

ensure that budgetary allocations of funds are efficiently and effectively expended.  There needs to be a fine

balance between “nit-picking” by the CFO and the judicious guidance which an experienced financial executive

can render.

103.03 The Controlling Committee - In a very real sense, the controlling committee is the

“employer” of the organization's officers, and the CFO is well advised to keep this relationship in mind.  This

is not to say that the CFO should accept without question the dicta of the controlling committee on financial

matters; frequently it is the CFO’s responsibility--and an important one-- to give guidance to the committee

as it deliberates and reaches its decisions.  The ultimate decision-making power, though, within the framework

of denominational policy, rests with the controlling committee.  Among other things, NADWP requires

controlling committee action in the following matters:  appropriations to other organizations, response to

auditor’s reports, adopting budgets, and monitoring results.

103.04 Related Organizations - When related organizations are under common control, their

financial statements are normally combined to provide more meaningful information.  In situations where an

organization controls other related organizations, generally accepted accounting principles require the

controlling organization to consolidate the controlled organization’s financial information in the parent

organization’s financial statements.  This is discussed more fully in Chapter 12.
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103.05 Audits and Auditors - NADWP P 60 05 requires an audit of all organizations' financial

records by  GCAS.  It is the responsibility of management to ensure that the accounting records are

maintained, and financial statements are produced, all in proper form and in accordance with generally

accepted accounting principles.  The auditor is charged with the duty of examining the financial statements,

related records, and underlying evidence for the purpose of expressing an opinion on the fairness of

presentation of the financial statements.  In connection with the examination, the auditor will also report to

management and the controlling committee any reportable conditions that have been observed in the internal

control of the organization.  In addition to these assigned functions, GCAS is available to give significant

assistance to CFOs in accounting problems which they encounter and in related decision making. This is

particularly true in such areas as development of a process of internal control, in contemplated changes in

the accounting system, in methods of processing accounting data, in the degree of disclosure in financial

statements, the appropriate wording of informative notes to the statements, and in the solution of specific

accounting problems.  The CFO should consider GCAS to be an important source of information and

guidance.  

103.06 Financial Audit Review Committee - NADWP P 60 40 requires each organization's

controlling committee to establish a Financial Audit Review Committee.  This committee is to study the

auditor's reports and letters to management, and management's response to the auditor.  This committee then

makes recommendations to the organization's controlling committee. 
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Chapter Two

OVERVIEW OF THE SYSTEM

Section 201 - Introduction

201.01 Users of Financial Statements - The published financial statements of the

organization are of interest to a wide variety of persons and groups:  management, governing board or

committee, constituents, contributors, affiliated organizations, banks, and others.  It follows that the financial

reports and the accounting system from which they are derived must be organized to supply the information

which these various users require in language and format which is understandable to them.

201.02 Objectives of the Financial Statements - The objectives of the financial statements

of not-for-profit organizations are considerably different from those of profit-oriented entities.  For a business

operation, the emphasis is usually in the direction of reporting on the uses of the available assets for the

production of income for the benefit of shareholders.  A principal purpose of a not-for-profit organization's

financial statements, on the other hand, (and this is specifically true of the financial reports of church-related

organizations) is to communicate the ways resources have been used to carry out the organization's

objectives.  The nature and amount of available resources, the uses made of the resources, and the net

change in the totals of various types of resources, are all of interest.  The financial statements should, in

addition, identify the organization's principal functions and the resources allocated to these functions.  A third

aspect of financial reporting is the restrictions imposed by donors over the use of resources.  Finally, the

financial statements should enable the reader to evaluate the organization's ability to carry out its fiscal

objectives.  

201.03 Financial Statement Format - Generally accepted accounting principles have

established standards for financial statements provided by not-for-profit organizations.  For the United States,

this comes from FAS #117, Financial Statements of Not-for-Profit Organizations, which was issued in 1993.

For Canada, this comes from revised CICA Handbook Section 4400, which was issued in 1996.  Not-for-profit

organizations are required to provide certain financial statements and certain minimum information in those

financial statements, including classifying an organization’s net assets and its revenues, expenses, gains,

and losses based on the existence or absence of donor imposed restrictions.  In accordance with the minimum
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requirements of generally accepted accounting principles, the Seventh-day Adventist denomination has

established specific financial statement formats for various types of organizations.  These standard formats

help to ensure comparability between financial statements of similar organizations.

201.04 Accrual Basis of Accounting - The accrual basis of accounting is widely accepted

as providing a more complete record of an entity's transactions during a given period of time than the cash

basis.  For financial reports to be presented in accordance with generally accepted accounting principles, the

accrual basis is required.  Accordingly, it is the basis of accounting assumed throughout this manual.

201.05 Examples of Accrual Basis Accounting - Under the accrual basis goods and services

purchased should be recorded as assets or expenses at the time the liability is incurred, not when the account

is paid.  In the same way assets are acquired and incomes are recorded when the transactions are

consummated and the defined ownership of the asset passes, not when the physical transfer takes place.

Encumbrances representing outstanding purchase orders and other commitments for materials or services

not yet received are not liabilities and should not be reported as expenses or included in the liabilities on the

balance sheet.  This does not preclude the disclosure of significant commitments of funds in notes to the

financial statements, nor does it prevent the designation in the statement of financial position of the portion

of the net assets so committed.

Section 202 - Financial Statement Structure

202.01 Required Financial Statements - Organizations are required to prepare financial

statements that display in one set of statements all the assets, liabilities, net assets, and financial activities

of the organization as a whole.  For organizations using fund accounting, the data for individual funds will be

grouped in columnar form with a total column for the entire organization.  The required statements, which are

those to which the auditor appends an opinion based on the annual audit, are as follows:

Statement of Financial Position
Statement of Changes in Net Assets
Statement of Cash Flows
Notes to Financial Statements (including, as Note 1, Organization Description and Summary of
Significant Accounting Policies)
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For organizations using fund accounting, statements for individual funds will include each of the above

formal financial statements and, in lieu of Notes to Financial Statements for each set of individual fund

statements, such supporting schedules as management may deem necessary to afford adequate disclosure

of detailed composition of the individual fund.  The following paragraphs summarize the content of the

statements enumerated, and in most cases apply to both the organizational financial statements and individual

fund financial statements.  An illustrative set of specimen financial statements for an organization and

individual funds is shown in the Appendices for each type of organization, and a full discussion of their

makeup and interrelationship is found in Chapters 12 and 13.

202.02 Statement of Financial Position - The statement of financial position should

summarize the assets, liabilities, and net assets of the entity.  Net assets are classified into one of three

classes based on the existence or absence of donor restriction - unrestricted, temporarily restricted, and

permanently restricted.  Unrestricted net assets represent the net amount of resources available without

restriction for carrying out the organization's objectives.  Unrestricted net assets may be further segregated

to indicate portions allocated by board action for specific purposes.  Temporarily restricted net assets

represent the unspent portion of resources which is limited by donor-imposed stipulations that either expire

with the passage of time or can be fulfilled by actions of the organization.  Permanently restricted net assets

represent resources which are limited by donor-imposed stipulations that neither expire with the passage of

time nor can be fulfilled or removed by actions of the organization.  See Appendix E-2.03 for comparable

Canadian definitions of net assets.

202.03 Self-Imposed Restrictions - The term “restricted” applies only to those resources

which have been restricted as to their use by a donor.  It is not proper to consider as “restricted” those

amounts which have been allocated for stated purposes by the governing committee.  Such actions may be

reflected by defining a certain portion of the unrestricted net assets as “allocated.”

202.04 Statement of Changes in Net Assets - This statement can be equated with the

familiar income statement of a profit-oriented entity.  As the title denotes, its scope is broader than that of an

income statement.  It includes revenue, expense, gains, losses, and transfers between funds.  Thus the

statement of changes in net assets combines a report of normal operational activity, as well as all other
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changes in net assets.  The statement indicates the net increase or decrease from regular operations,

nonoperating additions or deductions, and transfers between funds, which will net to zero for the organization

as a whole.  The information should be presented so that changes in each of the three classes of net assets

can be clearly accounted for.

202.05 Statement of Cash Flows - The statement of cash flows focuses on the inflows and

outflows of cash and cash equivalents from operating activities, investing activities, and financing activities.

The statement also indicates the beginning and ending balances of cash and cash equivalents.

202.06 Schedule of Working Capital and Liquidity - NADWP P 75 05 outlines the amount

of working capital recommended to be maintained by various types of denominational organizations.  A

schedule of working capital and liquidity is required as a part of the notes to the financial statements of each

organization.  It presents data as to actual working capital on hand for operations, a comparison with the policy

recommendation, and a computation of the percentage of the recommended amount on hand at the financial

statement date.  Further, a computation of liquid assets available for operations is presented as a second part

of this statement.  Net liquid assets are defined as cash and cash equivalents, certain investments,

receivables from senior organizations, and church remittance receivables collected within one month after

fiscal year end, less all current liabilities and balances of all capital functions.

202.07 Form of Presentation - Generally accepted accounting principles provide for some

flexibility in the form of presentation of the basic financial statements.  For purposes of uniformity between

organizations within the Seventh-day Adventist Church, it is desirable that a degree of uniformity in financial

reports be maintained; therefore, in organizational financial statements, the columnar form of reporting for

funds or groups of funds is required, as is the general grouping for operating versus nonoperating activity.

This is illustrated in the Appendices for each type of organization.  For conferences and commonly controlled

corporations/associations, and for academies that have commonly controlled independent operations, the

titles will indicate “combined” financial statements.  For organizations that use fund accounting, but consist

of a single entity, the word “combined” will not be used.  Organizations that include controlled related

organization’s financial data in their financial statements will use the term “consolidated” in the statement titles.

(See Section 103.04)
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Section 203 - The Accounting System

203.01 Ledger Structure - The structure of the chart of accounts is presented in Chapter 3

with more detail provided in the Appendices.  The financial statements are compiled from the ledger; it follows,

therefore, that the ledger must be so organized as to group and identify accounts in such a way that financial

statements can be prepared in proper form and in adequate detail.  It is never appropriate to organize the

ledger first and then to determine the form of presentation of data in the financial reports.  Rather, the end

product, the financial reports, must be determined and the ledger structured to meet the needs of the reporting

system.

203.02 Internal Control - The formulation of adequate internal control will be dealt with in

detail in Chapter 4.  At this point the basic components of such a system, which is always a responsibility of

management, are spelled out.  Internal control consists of five interrelated components:  control environment,

risk assessment, control activities, information and communication, and monitoring.  The following excerpts

from AICPA Professional Standards, help define these five elements.

a. Control environment sets the tone of an organization, influencing the control consciousness
of its people.  It is the foundation for all other components of internal control, providing
discipline and structure.

b. Risk assessment is the entity’s identification and analysis of relevant risks to achievement
of its objectives, forming a basis for determining how the risks should be managed.

c. Control activities are the policies and procedures that help ensure that management
directives are carried out.

d. Information and communication are the identification, capture, and exchange of information
in a form and time frame that enable people to carry out their responsibilities.

e. Monitoring is a process that assesses the quality of internal control performance over time.

203.03 Computerized Information System - It is an error to conclude that the use of a

computerized information system negates the need for other internal control considerations.  All five

components work together to meet the objectives of internal control, which is to provide reasonable assurance

regarding the reliability of financial reporting, the effectiveness and efficiency of operations, and compliance

with applicable laws and regulations.  Although information systems can be an important part of the process

of internal control, they can never substitute for the entire process.
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Section 204 - Financially Related Organizations

204.01 Organizational Relationships - The organizational plan of the Seventh-day Adventist

Church comprises several levels of organization, ranging from the local church congregation, through the local

conference/mission to the union conference/mission, and thence to the General Conference division.  These

organizations are closely related in many respects:  operating under uniform denominational working policies,

having overlapping memberships on operating boards, and giving and receiving appropriations of resources.

The degree to which the financial statements of these various levels of organizations should be consolidated

raises interesting questions.  Should each entity report its financial affairs separately, or should there be a

combining of the sisterhood of churches in a given conference/mission with the affiliated conference?  Or

should the local conference organizations be combined with the union conference of which they are a part?

Historically, the only report combining financial data from all levels of organization has been the annual

statistical report of the General Conference, prepared by the Department of Archives and Statistics.

204.02 Consolidation of Entities - Generally accepted accounting principles provide the

standards of consolidation for not-for-profit organizations, including church organizations.  The basic principle

is a controlling organization (parent) is required to consolidate all entities that it controls (subsidiaries).

Typically in the Seventh-day Adventist denomination, due to its democratic form of organization, entities on

one level of organization do not control entities on another level of organization.

204.03 Application of the Standard - The goal of meaningful, credible, and informative

financial statements makes it desirable for organizations to maintain the time-honored practice of separate

reporting by churches, local conference/missions, union conference/missions, divisions, and General

Conference, leaving the matter of inter-level consolidation to the Department of Archives and Statistics.

However, generally accepted accounting principles require denominational organizations, especially

conferences, to analyze their relationships with related organizations, especially book centers and academies.

Further guidance on consolidations is given in Chapter 12, for the United States, and Appendix E-3.06 for

Canada.

204.04 Combination of Entities - The consolidation principles discussed in the previous

paragraphs do not apply to commonly controlled organizations such as conferences and their related
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associations or corporations.  The controlling committee of each organization is typically chosen by the same

constituency, which exercises the common control.  A conference association commonly has two functions:

administration of conference-owned properties, and a fiduciary responsibility for the handling of funds in its

trustee capacity.  The first of these is so closely related to the operation of the conference itself that it is

considered desirable for the financial affairs of the conference and those of conference-owned properties and

funds carried on the records of the association to be combined for reporting purposes.  The same principle

applies to other commonly controlled organizations.  Although not required by generally accepted accounting

principles to consolidate, commonly controlled organizations will frequently find combined financial statements

more meaningful.  Additional guidance is given in Chapter 12 and in the Appendices for each type of

organization.

204.05 Related Party Transactions - It is important that full disclosure be made in the

financial reports of material transactions such as appropriations, subsidies, borrowing or lending of funds, etc.,

where the transactions involve related denominational organizations which are not consolidated with the

reporting organization.  Contributions made to an organization by its governing board members, officers, or

employees need not be separately disclosed if the contributors receive no reciprocal economic benefit.

Section 205 - Fund Accounting

205.01 Need for Fund Accounting  - When the stewardship responsibility of an administration

can best be discharged and reported upon by segregation of resources into funds, fund accounting should

be used.  Generally accepted accounting principles do not require the use of fund accounting, but allow it to

be used if deemed necessary.  The denomination has decided that fund accounting should be used by

conferences, senior academies, and colleges and universities.  Fund accounting is not required for publishing

houses, book centers, and literature evangelism organizations.

205.02 Definition of Fund Accounting - Fund accounting is the procedure by which resources

for various purposes are classified for accounting and reporting in accordance with activities or objectives

specified by donors, in accordance with limitations imposed by outside sources, or by direction of the

governing board.  Thus, for applicable organizations, the chart of accounts enumerates one or more operating
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funds, a separate fund for the property, plant, and equipment accounts, and funds for each of several other

categories of activities.  This segregation within the total accounting system allows separate reports of

segments of the organization in accordance with significant activities or objectives.  See Appendix E-3.02 for

the Canadian version of fund accounting.

205.03 Definition of a Fund - A fund, in this context, is defined as a separate accounting entity

with a self-balancing set of accounts for recording assets, liabilities, net assets, and changes in net assets.

While separate funds are maintained as stated in this definition and in the chart of accounts, it is permissible

to combine funds with similar characteristics for reporting purposes.  Examples of such combining are given

in the illustrative financial statements in the Appendices for each type of organization.

205.04 Plant Funds - Organizations using fund accounting will use separate funds to account

for (1) investment in land, buildings, furnishings and equipment; (2) investment assets segregated and

designated for the retirement of indebtedness related to plant assets; and (3) investment assets segregated

to be used specifically for the acquisition of additional plant assets.  In the absence of an active program of

segregation of funds for retirement of debt, it is frequently found to be unnecessary to carry “Retirement of

Indebtedness” as a separate fund.  The divisions of the Plant Fund are separately self-balancing and are

reported as separate funds in the individual financial statements of the Plant Fund.

Section 206 - Summary

206.01 The Stewardship Function - Looking at the accounting system from the point of view

of the end product - the financial statements - two points must be kept in mind:  (1) The published financial

statements are of concern to a wide variety of persons and groups.  Not only must they be understandable

to management, to members of the governing committee, or to senior organizations; they must also be

sufficiently clear and informative that they can be understood by well-informed church members and other

contributors.  Disclosure must not only be adequate; it must be set forth in such a way that the ordinary well-

informed individual can read and evaluate the information.  (2) A principal purpose of the financial reports of

any not-for-profit organization, and specifically of church-related entities, is to report on the faithful discharge

of the stewardship function:  the receipt of funds of various types, the custody of those funds and of other

assets which may be acquired by their use, and the expenditure of the funds for the purposes intended.
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206.02 Form Follows Function - As discussed in Section 203.01, the basic accounting

system must be organized and operated at all times to achieve the end purpose of the production of financial

statements which will achieve the objectives enumerated in the preceding paragraph.

206.03 An Introductory Chapter - Most of the points brought out in the sections of this chapter

have been dealt with only in summary.  In the remaining chapters of this manual the specific treatment of a

multitude of routine business transactions will be discussed in detail, as will the recommended form of

financial statements and the necessary disclosure of pertinent information.  Responsibilities of management

in both the administrative and the internal control areas will be covered, and illustrative working models of

financial statements will be presented.
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Chapter Three

THE CHART OF ACCOUNTS

Section 301 - Introduction

301.01 Account Number Structure - The chart of accounts for denominational organizations

is built on a four-segment structure that allows a variety of reports to be generated for management and

external use.  The following guidelines are intended to be general in nature; the specific numbering of the

accounts may vary with each type of organization.  As mentioned in Section 203.01, the purpose of the

accounting system is to produce financial reports that are useful and timely.  Each organization and

accounting software vendor can create their own numbering system, as long as it conforms to the four

segments outlined below, and creates the required financial reports that are described in Chapters 12 and 13.

Section 302 - Definitions

302.01 Essential Segments - There are four essential segments to the account number:

Funds, Functions, Classifications, and Objects (or Specific Accounts).  The account number should list the

segments in this order.

302.02 Funds - Funds are large groups of accounts that have all the necessary elements of

a self balancing ledger; assets, liabilities, net assets, revenue, and expenses. Regardless of how many funds

there are, each one must follow this principle of self-balancing.  Some kinds of organizations use only one

fund, while others use a number of funds within the concept of fund accounting. For each fund, the chart of

accounts should provide for generation of a trial balance, financial reports, and supporting schedules as

described in Chapter 13.  For organizations with multiple funds, the charts of accounts should be uniform, so

that they can easily generate the combined financial statements described in Chapter 12.

302.03 Functions - Functions are groups of accounts within a given fund that identify the

financial activity for a specific function or cost center.  Each function will contain related accounts for beginning

balance of each class of net assets, revenue, expenses, and if applicable, transfers.  For each function, the

chart of accounts should be able to produce a schedule of financial activity, as described in Chapter 13.
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Functions are grouped into specific categories for reporting purposes.  Functions may be added as needed,

but must fit within the categories specified in the required financial statements for each type of organization.

302.04 Classifications - Classifications are a means of identifying types or classes of assets,

liabilities, balances, income, expenses, gains, losses, or transfers regardless of fund or function.

Classifications may be divided into general, specific, and sub-classifications, as necessary.  Again, the

numbering of the classifications must be designed to sort accounts and produce financial reports in the

required formats.

302.05 Objects - Objects are the detail identifying portion for specific accounts.  By their

nature, similar objects will be repeated across different functions and funds.  Depending on the report desired,

the object number will be either the least significant or the most significant segment to be sorted.

Section 303 - Financial Report Organization

303.01 Combined Reports - The chart of accounts must ultimately support preparation of the

required financial statements.  This includes combining all funds of an organization which uses fund

accounting and consolidating or combining related organizations.  The required statements consist of the

statement of financial position, statement of changes in net assets, and statement of cash flows.  For

organizations using fund accounting, these statements will generally group funds into columns, as illustrated

in the Appendices for the different types of organizations.  In all cases, the last two columns of the statements

represent comparative totals for the organization as a whole for the current and prior year.

303.02 Fund Reports - As building blocks for the organizational statements, the chart of

accounts must provide for generation of the three basic financial statements for each fund in existence.  In

addition, it should provide for generation of supporting schedules for each line item on the financial

statements.  As a link between these supporting schedules and the financial statements, the system should

also be able to generate a summary of financial activity by function, as illustrated by Appendix A-11.04.

303.03 Asset and Liability Schedules - The statement of financial position normally contains

a line for each specific classification of asset, liability, and net assets.  Subtotals and totals are calculated for

major classifications.  To support this data, the chart of accounts should provide for generation of schedules
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listing the individual accounts and balances that make up each classification total or sub-total.  Although it

should have the capability of producing schedules for all classifications, the system should have the flexibility

to allow management to produce only selected schedules, based on the needs of management and the

organization's controlling committee.

303.04 Financial Activity Schedules - The statement of changes in net assets contains a line

for each category of revenue, each expense activity function, and each gain, loss, or transfer category.  To

support this data, the chart of accounts must provide for production of schedules of financial activity for each

function or cost center used.  Each schedule of financial activity for a function should list the accounts and

balances that make up the totals for beginning balance, revenue, expense, gain, loss, transfers, and ending

balance.  These schedules for individual functions are linked to the statement of changes in net assets by the

summary of financial activity by function.

303.05 Statement of Cash Flows - The statement of cash flows is an analytical tool that

focuses on inflows and outflows of cash and cash equivalents.  Because it presents data that is calculated

or taken from both of the other financial statements, it is not generated solely from the chart of accounts.

Section 304 - Account Number Structure

304.01 Account Relationships - Since the account number is the key by which general ledger

records are retrieved, this section will discuss an organization of the account numbers that will facilitate the

production of the financial statements.  In a properly designed system the account number given to any

account, in relation to other account numbers, will determine where that account balance will show up on the

reports.  Different parts of the number will determine which account balances will be grouped together and

totaled for different levels of reporting.  For this reason it is important to understand which reports are desired

at each level of reporting and how they build on and reconcile to each other.

304.02 Account Structure - Activity is reported by function and/or classification, depending

on which report is being produced.  This means that any computerized system must sort and retrieve data on

both paths (functions and classifications).  The sort sequence for production of the chart of accounts, trial

balance, general ledger detail, and supporting schedules for financial activity should be: Fund; Function;
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Classification; Object.  The sort sequence for production of the financial statements, and supporting schedules

for assets and liabilities, however, will be: Classification; Fund; Function; Object.  By following this structure,

accounting software can be designed to allow management to produce financial reports with a wide range of

scope and content.

304.03 Segments Illustrated - The following outline shows how the four segments of the

account number fit together, with definitions of each one.  As mentioned earlier, the actual account numbers

can be designed to fit each organization, as long as they conform to the four segments, and allow the financial

statements to be produced properly.

XX-XXX-XX-XXXX Account number; 9 to 12 digits as necessary, segments separated by hyphen, period,
or similar character.  Each individual account will have a separate unique number.

XX Fund; 1 or 2 digits as necessary, to separate the respective self-balancing groups of
accounts.  Can be omitted for entities that do not use fund accounting.

      XXX Function or cost center; 3 or 4 digits, numbered in sequence to group accounts
according to program and support functions, or other activity.  Numbered so that
similar functions within different funds will be combined on the same line on the
financial statements.

        XX Classification; usually 2 digits, numbered in sequence to group accounts according
to their character as asset, liability, revenue, expense, or transfer.

                 XXXX Object; 4 or 5 digits, identifying specific account.  Numbered so that similar objects
within different functions can be regrouped to provide object totals for the organization
as a whole.
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Chapter Four

ORGANIZATION AND CONTROL

Section 401 - Overview of Internal Control

401.01 The Goal of Internal Control - Every organization uses various methods, procedures,

and practices to ensure it is operating according to sound business principles.  The overall purpose of internal

control is to safeguard the assets of the organization and report on their custody and their use in the

attainment of the announced objectives of the organization.  As organizations and the environment in which

they operate become more complex, the way to manage or control these organizations also becomes more

involved.  Reliable financial data is essential to management for the evaluation of past actions and present

conditions and to guide in the making of decisions for the future.  Any entity without factual, timely financial

information is quite literally like a ship without a compass, unsure of its present location, in doubt as to the

route it has followed, and most important, incapable of setting a sure course to reach its destination.

401.02 Management Responsibility - Generally an entity’s governing committee expects

management to institute, maintain, and improve the organization’s internal control.  The development of a

satisfactory system of internal control is one of the primary responsibilities of the CFO in the fulfillment of the

stewardship function.  While the CFO has access to help from various sources—published accounting

textbooks and authoritative guides, the conference, union, or General Conference treasury staff, and the

GCAS—the primary responsibility remains with the CFO.  While the mechanics of recording transactions and

the standards of accounting are dealt with in considerable detail in later chapters of this manual, internal

control pervades every aspect of the discussion.  It is well, therefore, that a close examination of this matter

take place in this early chapter, with further specific reference to control measures to follow as specific

accounting and procedural matters are dealt with.

Section 402 - Internal Control:  Definition and Objectives

402.01 Introduction - What is internal control?  Professional standards define internal control

as  “a  process—effected  by an entity’s  board of directors, management, and other personnel—designed

to  provide  reasonable assurance regarding the  achievement of  objectives in the following  categories:
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(a) reliability of financial reporting, (b) effectiveness and efficiency of operations, and (c) compliance with

applicable laws and regulations.”

402.02 Professional Guidance - The following selected paragraphs are quoted from AICPA

professional standards issued in December, 1995.

Definition of Internal Control

7. Internal control consists of the following five interrelated components.

a. Control environment sets the tone of an organization, influencing the control
consciousness of its people.  It is the foundation for all other components of
internal control, providing discipline and structure.

b. Risk assessment is the entity’s identification and analysis of relevant risks to
achievement of its objectives, forming a basis for determining how the risks
should be managed.

c. Control activities are the policies and procedures that help ensure that
management directives are carried out.

d. Information and communication are the identification, capture, and exchange of
information in a form and time frame that enable people to carry out their
responsibilities.

e. Monitoring is a process that assess the quality of internal control performance
over time.

Relationship Between Objectives and Components

 8. There is a direct relationship between objectives, which are what an entity strives to
achieve, and components, which represent what is needed to achieve the objectives.
In addition, internal control is relevant to the entire entity, or to any of its operating units
or business functions. . . .

 9. Although an entity’s internal control addresses objectives in each of the categories
referred to in. . . [Section 402.01], not all of these objectives and related controls are
relevant to an audit of the entity’s financial statements.  Also, although internal control
is relevant to the entire entity or to any of its operating units or business functions, an
understanding of internal control relevant to each of the entity’s operating units and
business functions may not be necessary.

Financial Reporting Objective 

10. Generally, controls that are relevant to an audit pertain to the entity’s objective of
preparing financial statements for external purposes that are fairly presented in
conformity with generally accepted accounting principles or a comprehensive basis of
accounting other than generally accepted accounting principles.
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Operations and Compliance Objectives

11. The controls relating to operations and compliance objectives may be relevant to an
audit if they pertain to data the auditor evaluates or uses in applying auditing
procedures.  For example, controls pertaining to nonfinancial data that the auditor uses
in analytical procedures, such as production statistics, or pertaining to detecting
noncompliance with laws and regulations that may have a direct and material effect on
the financial statements, such as controls over compliance with income tax laws and
regulations used to determine the income tax provision, may be relevant to an audit.

12. An entity generally has controls relating to objectives that are not relevant to an audit
and therefore need not be considered.  For example, controls concerning compliance
with health and safety regulations or concerning the effectiveness and efficiency of
certain management decision-making process (such as the appropriate price to charge
for its products or whether to make expenditures for certain research and development
or advertising activities), although important to the entity, ordinarily do not relate to a
financial statement audit.

Safeguarding of Assets

13. Internal control over safeguarding of assets against unauthorized acquisition, use, or
disposition may include controls relating to financial reporting and operations
objectives. . . .  In obtaining an understanding of each of the components of internal
control to plan the audit, the auditor’s considerations of safe-guarding controls is
generally limited to those relevant to the reliability of financial reporting.  For example,
use of a lockbox system for collecting cash, or passwords for limiting access to
accounts receivable data files may be relevant to a financial statement audit.
Conversely, controls to prevent the excess use of materials in production generally are
not relevant to a financial statement audit.

Limitations of an Entity’s Internal Control

16. Internal control, no matter how well designed and operated, can provide only
reasonable assurance to management and the board of directors regarding
achievement of an entity’s control objectives.  The likelihood of achievement is affected
by limitations inherent to internal control.  These include the realities that human
judgment in decision making can be faulty and that breakdowns in internal control can
occur because of such human failures as simple error or mistake.  Additionally,
controls can be circumvented by the collusion of two or more people or management
override of internal control.

17. Another limiting factor is that the cost of an entity’s internal control should not exceed
the benefits that are expected to be derived.  Although the cost-benefit relationship is
a primary criterion that should be considered in designing internal control, the precise
measurements of costs and benefits usually is not possible.  Accordingly, management
makes both quantitative and qualitative estimates  and judgments in evaluating the
cost-benefit relationship.

18. Custom, culture, and the corporate governance system may inhibit irregularities by
management, but they are not absolute deterrents.  An effective control environment,
too, may help mitigate the probability of such irregularities. For example, an effective
board of directors, audit committee, and internal audit function may constrain improper
conduct by management.  Alternatively, the control environment may reduce the
effectiveness of other components.  For example when the presence of management
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incentives creates an environment  that could result in material misstatement of
financial statement, the effectiveness of control activities may be reduced.  The
effectiveness of an entity’s internal control might also be adversely affected by such
factors as a change in ownership or control, changes in management or other
personnel, or developments in the entity’s market or industry.

The following sections expand on the five components of internal control mentioned above.  Each begins with

additional quoted material from an appendix to the above-mentioned professional guidance, and is

supplemented with suggestions on how to apply this guidance to denominational situations.

Section 403 - Control Environment

403.01 Professional Guidance

2. The control environment sets the tone of an organization, influencing the control
consciousness of its people.  It is the foundation for all other components of internal
control, providing discipline and structure.

 3. The control environment encompasses the following factors.

a. Integrity and ethical values.  The effectiveness of controls cannot rise above the
integrity and ethical values of the people who create, administer, and monitor
them.  Integrity and ethical values are essential elements of the control
environment, affecting the design, administration, and monitoring of other
components.  Integrity and ethical behavior are the product of the entity’s ethical
and behavioral standards, how they are communicated, and how they are
reinforced in practice.  They include management’s actions to remove or reduce
incentives and temptations that might prompt personnel to engage in dishonest,
illegal, or unethical acts.  They also include the communication of entity values
and behavioral standards to personnel through policy statements and codes of
conduct and by example.

b. Commitment to competence.  Competence is the knowledge and skills
necessary to accomplish tasks that define the individual’s job.  Commitment to
competence includes management’s consideration of the competence levels for
particular jobs and how those levels translate into requisite skills and knowledge.

c. Board of directors or audit committee participation.  An entity’s control
consciousness is influenced significantly by  the entity’s board of directors or
audit committee.  Attributes include the board or audit committee’s
independence from management,  the experience and stature of its members,
the extent of its involvement and scrutiny of activities, the appropriateness of its
actions, the degree to which difficult questions are raised and pursued with
management, and its interaction with internal and external auditors.

d. Management’s philosophy and operating style.  Management’s philosophy and
operating style encompass a broad range of  characteristics.  Such
characteristics may include the following: management’s approach to taking and
monitoring business risks; management’s attitudes and actions toward financial
reporting (conservative or aggressive selection from available alternative
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accounting principles, and conscientiousness and conservatism with which
accounting estimates are developed); and management’s attitudes toward
information processing and accounting functions and personnel.

e. Organizational structure.  An entity’s organizational structure provides the
framework within which its activities for achieving entity wide objectives are
planned, executed, controlled, and monitored.  Establishing a relevant
organization structure includes considering key areas of authority and
responsibility and appropriate lines of reporting.  An entity develops an
organizational structure suited to its needs.  The appropriateness of an entity’s
organizational structure depends, in part, on the size and the nature of its
activities.

f. Assignment of authority and responsibility.  This factor includes how authority
and responsibility for operating activities are assigned and how reporting
relationships and authorization hierarchies are established.  It also includes
policies relating to appropriate business practices, knowledge and  experience
of key personnel, and  resources provided for carrying out duties.  In addition,
it includes policies and communications directed at ensuring that all personnel
understand the entity’s objectives, know how their individual actions interrelate
and contribute to those objectives, and recognize how and for what they will be
held accountable.

g. Human  resource  policies and practices.  Human resource policies and
practices  relate to hiring,  orientation, training, evaluating, counseling,
promoting, compensating, and remedial actions.  For example, standards for
hiring the most qualified individuals--with emphasis on educational background,
prior work experience, past accomplishments, and evidence of integrity and
ethical behavior--demonstrate an entity’s commitment to competent and
trustworthy people.  Training policies that communicate prospective roles and
responsibilities and include practices such as training schools and seminars
illustrate expected levels of performance and behavior. Promotions driven by
periodic performance appraisals demonstrate the entity’s commitment to the
advancement of qualified personnel to higher levels of responsibility.

Application to Small and Midsized Entities

 4. Small and midsized entities may implement the control environment factors differently
than larger entities.  For example, smaller entities might not have a written code of
conduct but, instead, develop a culture that emphasizes the importance of integrity and
ethical behavior through oral communication and by management example.  Similarly,
smaller entities may not have an independent or outside member on their board of
directors.  However, these conditions may not affect the auditor’s  assessment of
control risk.

403.02 Controls Not Employee Specific - Especially in smaller organizations, the subject of

internal control could be a sensitive one; improperly handled, it can generate resentment and ruin employee

morale.  Employees may think, "We're all honest here, and don't need internal control to keep us that way,"

or "All of our employees are trustworthy."  The present staff may have "grown up with the organization" and

be completely dependable.  But employees come and go; when the old, trusted employee leaves, it may be
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necessary, even with all reasonable efforts to hire persons of competence and integrity, to settle for someone

who is relatively untried in these respects.  How embarrassing it is, when the new person comes in, to then

introduce a set of internal control measures which did not exist with the previous employee!  The system

should be devised to meet basic needs and to accomplish a set of stated objectives, regardless of who the

individuals are.

403.03 Errors and Irregularities - The objective of the system is not solely—perhaps not even

primarily—to apprehend the dishonest employee.  The whole plan is designed to safeguard assets and to

enhance the reliability and efficiency of the operation.  The system of internal control is designed just as much

to detect unintentional errors as to discover deliberately-conceived irregularities.  Even the most trustworthy

employee will readily admit the possibility of an occasional error, and the need to detect and correct them on

a timely basis.

403.04 Exposure to Temptation - Every Christian is a target for Satan's attacks.  It is a distinct

disservice to employees to put them in positions, or to allow them to work under circumstances, which expose

them constantly to temptation and make it easy for them to yield.  If one eventually succumbs to the pressure,

those who have permitted that exposure must bear a share of the responsibility.  "For evils that we might have

checked, we are just as responsible as if we were guilty of the acts ourselves." Desire of Ages, p. 441.

403.05 Fidelity Bond - NADWP P 30 10 recommends that "denominational organizations

protect church assets by utilization of a commercial blanket fidelity bond of adequate limits."  Adventist Risk

Management makes such a bond available.  This same policy also reminds us that "employees who have

committed prior acts of theft or dishonesty are not covered under fidelity bonds."

403.06 Financial Audit Review Committee - NADWP P 60 40 requires the governing

committee to establish a Financial Audit Review Committee to study reports submitted by the auditors as well

as management’s responses to those reports.  This committee is empowered to make recommendations to

the governing committee to respond to auditor’s reports, and constitutes an important element in setting the

control environment of the organization.
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403.07 Conflict of Interest - An important control activity which should be the concern of the

governing committee of every organization is discussed in NADWP P 35 05.  This policy places a duty upon

employees and committee members to be free of conflicts of interest.  It also requires the administration to

obtain signed statements of acceptance of the conflict of interest policy every year from administrators,

department leaders, and board members.  A model statement of acceptance is included in the policy.

Section 404 - Risk Assessment

404.01 Professional Guidance

5. An entity’s risk assessment for financial reporting  purposes is its identification,
analysis, and management of risks relevant to the preparation of financial statements
that are fairly presented in conformity with generally accepted accounting principles.
For example, risk assessment may address how the entity considers the possibility of
unrecorded  transactions or identifies  and analyzes significant estimates recorded in
the financial statements.  Risks relevant to reliable financial reporting also relate to
specific events or transactions.

 6. Risks relevant to financial reporting include external and internal events and
circumstances that may occur and adversely affect an entity’s  ability to  record,
process, summarize, and report financial data consistent with the assertions of
management in the financial statements.  Once risks are identified, management
considers their significance, the likelihood of their occurrence, and how they should be
managed.  Management may initiate plans, programs, or actions to address specific
risks or it may decide to accept a risk because of cost or other considerations.  Risks
can arise or change due to circumstances such as the following.

a. Changes in operating environment.  Changes in the regulatory or operating
environment can result in changes in competitive pressures and significantly
different risks.

b. New personnel.  New personnel may have a different focus on or understanding
of internal control.

c. New or revamped information systems.  Significant and rapid changes in
information systems can change the risk relating to internal control.

d. Rapid growth.  Significant and rapid expansion of operations can strain controls
and increase the risk of a breakdown in controls.

e. New technology.  Incorporating new technologies into production processes or
information systems may change the risk associated with internal control.

f. New lines, products, or activities.  Entering into business areas or transactions
with which an entity has little experience may  introduce new risks associated with
internal control.

g. Corporate restructuring.  Restructuring may be accompanied by staff reductions
and changes in supervision and segregation of duties that may change the risk
associated with internal control.
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h. Foreign operations.  The expansion or acquisition of foreign operations carries
new and often unique risks that may impact internal control, for example,
additional or changed risks from foreign currency transactions.

i. Accounting pronouncements.   Adoption of new accounting principles or
changing accounting principles may affect risks in  preparing financial
statements.

Application to Small and Midsized Entities

 7. The basic concepts of the risk assessment process should be present in every entity,
regardless of size, but the risk assessment process is likely to be less formal and less
structured in small and midsized entities than in large ones.  All entities should have
established financial reporting objectives, but they may be recognized implicitly rather
than explicitly in smaller entities.  Management may be able to learn about risks related
to these objectives through direct personal involvement with employees and outside
parties.

Section 405 - Control Activities

405.01 Professional Guidance

8. Control activities are the policies and procedures that help ensure that necessary
actions are taken to address risks to achievement of the entity’s objectives.  Control
activities have various objectives and are applied at various organizational and
functional levels

 9. Generally, control activities. . . may be categorized as policies and procedures that
pertain to the following.

a. Performance reviews.  These control activities include reviews of actual
performance versus budgets, forecasts, and prior period performance; relating
different sets of data--operating or financial--to one another, together with
analyses of the relationships and investigative and corrective actions; and review
of functional or activity performance, such as a bank’s consumer loan manager’s
review of reports by branch, region, and loan type for loan approvals and
collections.

b. Information processing.  A variety of controls are performed to check accuracy,
completeness, and authorization of transactions.  The two broad groupings of
information systems control activities are general controls and application
controls.  General controls commonly include controls over data center
operations, system software acquisition and maintenance, access security and
application system development and maintenance.  These controls apply to
mainframe, minicomputer, and end-user environments.  Application controls
apply to the processing of individual applications.  These controls help ensure that
transactions are valid, properly authorized, and completely and accurately
processed.

c. Physical controls.   These activities encompass the physical security of assets,
including adequate safeguards, such as secured facilities, over access to assets
and records; authorization for access to computer programs and data files; and
periodic counting and comparison with amounts shown on control records.  The
extent to which physical controls intended to prevent theft of assets are relevant
to the reliability of financial statement preparation, and therefore the audit,
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depends on the circumstances such as when assets are highly susceptible to
misappropriation.  For example, these controls would ordinarily not be relevant
when any inventory losses would be detected pursuant to periodic physical
inspection and recorded in the financial statements. . . 

d. Segregation of duties.  Assigning different people the responsibilities of
authorizing transactions, recording transactions, and maintaining custody of
assets is intended to reduce the opportunities to allow any person to be in a
position to both perpetrate and conceal errors or irregularities in the normal
course of his or her duties.

Application to Small and Midsized Entities

10. The concepts underlying control activities in small or midsized organizations are likely
to be similar to those in large entities, but the formality with which they operate varies.
Further, smaller entities may find that certain types of control activities are not relevant
because of controls applied by management.  For example, management’s retention
of authority for approving credit sales, significant purchases, and draw-downs on lines
of credit can provide strong control over those activities, lessening or removing the
need for more detailed control activities.  An appropriate segregation of duties often
appears to present difficulties in smaller organizations.  Even companies that have only
a few employees, however, may be able to assign their responsibilities to achieve
appropriate segregation or, if that is not possible, to use management oversight of the
incompatible activities to achieve control objectives.

405.02 Job Descriptions - Effective internal control can be implemented only if clear job

descriptions are formulated for each position in the Treasury area.  This means that the CFO and all other

accounting personnel should have their duties and responsibilities clearly defined, the limits of their authority

specified, and their position in the chain of command clearly explained.  The job descriptions should be written

cooperatively by the personnel themselves; it is essential that each individual know what is expected, and how

far their responsibility extends.  It is desirable that, upon completion of the job description, a copy be given

to the individual and copies of job descriptions for all accounting employees be held in the treasurer's custody.

405.03 Evaluation of Personnel - With a complete file of job descriptions, and a mutual

understanding between all accounting personnel as to standards of performance, it is a logical step to institute

a program of annual evaluation of all personnel.  Such a program, if not properly handled, can give rise to a

great deal of discontent and criticism;  if, on the other hand,  it is approached in a spirit of constructive

exchange of views and with an attitude of helpfulness, it can have highly beneficial results in effecting a

smooth operation and building the morale of the employees.
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405.04 Segregation of Duties - Particular attention must be drawn to the mention of

“segregation of duties” in the “control activities” component listed in Section 405.01.  Admittedly, it is often

more efficient to assign one whole area of the accounting operation to a single individual, who is thereby

enabled to become acquainted with every transaction from beginning to end.  It is obvious that such an

approach, while it may be efficient, leads to serious risk insofar as the control aspect is concerned.  Where

the size of the organization permits, a small degree of “efficiency” can well be dispensed with in the interest

of more effective control.  The problem becomes more difficult in the case of small organizations where an

ideal segmentation of accounting operations is not feasible. 

405.05 Reasonable Assurance - Note that the internal control definition discussed in Section

402.01 refers to "reasonable assurance" that certain objectives are attained.  Practical considerations of cost,

relative risk, and relative efficiency must be balanced, and the best possible solution reached under existing

circumstances.  Management should give thought to ways in which duties can be arranged and work

assignments allocated to achieve the optimum degree of control consistent with the size of the organization.

405.06 Information Systems Personnel - It is not unusual to find only one or two employees

responsible for preparing data for processing, operating the computer, and handling and distributing the

output.   As far as practical, these duties should be segregated to minimize the opportunity for irregularities

to occur and be undetected.  To help address this issue, some questions related to computer systems are

presented as Exhibit 408.02.  The CFO can also request assistance of GCAS in planning for the processing

of accounting data through an IS installation.

Section 406 - Information and Communication

406.01 Professional Guidance

11. The information system relevant to financial reporting objectives, which includes the
accounting system, consists of the methods and records established to record,
process, summarize, and report entity transactions (as well as events and
conditions) and to maintain accountability for the related assets, liabilities, and equity.
The quality of system-generated information affects management’s ability to make
appropriate decisions  in managing and controlling the entity’s activities  and to
prepare reliable financial reports.
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12. In information system encompasses methods and records that--

a. Identify and record all valid transactions.

b. Describe, on a timely basis, the transactions in sufficient detail to permit proper
classification of transactions for financial reporting.

c. Measure the value of transactions  in a manner that permits recording their
proper monetary value in the financial statements.

d. Determine the time period in which transactions occurred to permit recording of
transactions in the proper accounting period.

e. Present properly the transactions and related disclosures in the financial
statements.

13. Communication involves providing an understanding of individual roles and
responsibilities pertaining to internal control over financial reporting.  It includes the
extent to which personnel understand how their activities in the financial reporting
information system relate to the work of others and the means of reporting exceptions
to an appropriate higher level within the entity.  Open communication channels help
ensure that exceptions are reported and acted on.

14. Communication takes such  forms as policy manuals, accounting and financial
reporting manuals, and memoranda.  Communication also can be made orally and
through the actions of management.

Application to Small and Midsized Entities

15. Information systems in small or midsized organizations are likely to be less formal than
in larger organizations, but their role is just as significant.  Smaller entities with active
management involvement may not need extensive descriptions of accounting
procedures, sophisticated accounting records, or written policies.  Communication may
be less formal and easier to achieve in a small or midsized company than in a larger
enterprise due to the smaller organization’s size and fewer levels as well as
management’s greater visibility and availability.

Section 407 - Monitoring

407.01 Professional Guidance

16. Monitoring is a process that assesses the quality of internal control performance over
time.   It involves assessing the design and operation of controls on  a timely basis
and taking necessary corrective actions.  This process is accomplished through
ongoing monitoring activities, separate evaluations, or a combination of the two.

17. Ongoing monitoring activities are built into the normal recurring activities of an entity
and include regular management and supervisory activities.  Managers of sales,
purchasing, and production at divisional and corporate levels are in touch with
operations and may question reports that differ significantly from their knowledge of
operations.
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18. In  many entities, internal auditors or personnel  performing similar  functions
contribute to  the monitoring of  an entity’s activities through separate  evaluations.
They regularly provide information about the functioning of internal control, focusing
considerable attention on evaluating the design and operation of internal control.
They communicate information about strengths and weaknesses and
recommendations for improving internal control.

19. Monitoring activities  may include using information from communications from
external parties.  Customers implicitly corroborate billing data by paying their invoices
or complaining about their charges.  In addition,  regulators  may communicate with
the entity concerning matters that affect the  functioning of  internal control, for
example, communications concerning  examinations by bank regulatory agencies.
Also, management may consider communications relating to internal control from
external auditors in performing monitoring activities.

Application to Small and Midsized Entities

20. Ongoing monitoring activities of small and midsized entities are more likely to be
informal and are  typically performed as a part of the overall management of the
entity’s operations.  Management’s close involvement in operations often will identify
significant variances from expectations and inaccuracies in financial data.

407.02    Management Involvement - One solution to effective internal control in a small entity

is in the involvement of management at critical control points.  This would mean having the CFO act in the

position similar to an internal auditor.  Aside from the internal control benefit, this might mean that by

discharging these control functions the CFO would become better acquainted with the day-to-day financial

operations of the organization, rather than being absorbed completely in high-level planning and policy

functions.

407.03 The Auditor's Review - In their annual examination of the financial records of the

organization, GCAS staff will obtain an understanding of the internal control process.  They do this to help

determine the extent of their own procedures for verifying recorded transactions.  Also, auditing standards

require them to submit a written report to management and the governing committee identifying observed

material weaknesses in the system.  This report should be accepted by the administration and the committee

in the spirit of constructive criticism.  It is one of the ways in which the auditor can assist management in

attaining its objectives and in discharging its stewardship responsibility.

407.04 Questions to Ask - As an aid to management, a modified internal control questionnaire

is included in this manual as Exhibit 408.01.  Note that each question is so phrased that an affirmative answer

represents a desirable condition; a negative reply indicates a potential weakness in the control.  Included

further, as Exhibit 408.02 is an informal questionnaire about computer systems.  These questionnaires can

be a beginning, to assist the CFO to organize the system of internal control to maximize its effectiveness.
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INTERNAL CONTROL QUESTIONS

The following questions are designed to assist in evaluating internal control for material weaknesses.  Yes 
answers indicate desirable conditions, and no answers indicate potential weaknesses.

YES   NO   N/A    
  I.   Control Environment

  1. Are management decisions made by an effective oversight group?                            

  2. Are financial reporting assumptions considered to be conservative?                            

  3. Is the integrity of key personnel unquestionable?                            

  4. Does management display a positive control consciousness?                            

  5. Has management responded to reported control weaknesses and significant
accounting issues?                                

  6. Is management's attitude on policy compliance supportive?                            

  7. Is management turnover, including senior accounting personnel, nominal?                            

  8. Is the entity's reputation in the business community healthy?                            

  9. Is the entity's profitability adequate and consistent?                            

10. Is the entity relatively insensitive to interest rate changes or inflation?                            

11. Are the financial statements free of contentious accounting issues?                            

12. Is the organization free of contentious legal issues?                            

13. Is the organization able to continue financially, into the future?                            

14. Is there a current organization chart?                             

15. Do job descriptions exist that detail specific responsibilities for key personnel?                            

16. Are background checks made before hiring key employees, and are the 
results of these investigations adequately considered by management?                            

17. Do personnel appear to have the background, education, and experience 
appropriate for their assigned duties?                            

18. Are accounting personnel required to take mandatory vacations?                            

19. Is there a lack of external influences (e.g., regulatory authorities, bank loan 
officers) that may result in pressure to modify normal accounting and 
reporting policies?                             
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YES   NO   N/A    
II.   Risk Assessment

  1. Has management identified risks relevant to the financial reporting process?                            

  2. Is management aware of risks related to noncompliance with laws, 
regulations, and denominational policy?                             

  3. Has management identified risks associated with safeguarding of assets?                            

  4. Does management have a plan to manage the risks they have identified?                             

  

III.   Control Activities

  1. Has management established a control environment that minimizes biases 
that may affect accounting estimates and other judgments?                            

  2. Do employees (including Management) keep personal accounts and 
transactions separate from those of the entity?                            

  3. Are financial statements prepared at frequent intervals?                            

  4. Are budgets or forecasts used for planning and controlling operations?                            

  5. Are actual results compared with budgets or forecasts?                            

  6. Does someone independent of the related accounting function analyze and 
reconcile significant accounts on a timely basis?                            

  7. Are periodic comparisons made between actual assets and recorded assets?                            

  8. Are all journal entries approved before entry?                            

  9. Are significant accounting estimates reviewed and approved by senior treasury 
personnel?                             

10. Is segregation of duties sufficient, given the size and complexity of the 
organization and treasurer involvement, to avoid incompatible duties within:

the accounting function?                             

computer operations and programming functions?                             

11. Are employees who handle cash, securities, and other valuable assets bonded?                            
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YES   NO   N/A    
IV.  Information and Communication

  1. Is the structure of data processing relatively unsophisticated (stand-alone PC's 
rather than networks or large central computers)?  If no, consider the information 
system’s impact on the control environment.                            

  2. Have appropriate information systems contingency plans to ensure continued 
operation in the event of a disaster, been developed?                            

  3. Has management established back-up and recovery procedures for programs 
and data?                             

  4. Have appropriate methods for authorizing transactions, including preventing 
unauthorized changes to data files and programs, been developed?                            

 

 V. Monitoring

 1. Is there a board of directors, audit committee, or other ad hoc committee that
actively monitors the financial reporting process and entity's internal controls?                            

 2. Is there an internal audit function in operation?                            

 3. Does management adequately consider recommendations from external auditors?                            

 4. Has management established policies to properly value and utilize comments/
complaints from customers?                             
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A Place to Start:  Some Questions that Should be Asked
About Internal Controls over Computer Systems

There are a number of questions that can be asked to help raise the level of assurance in the computer information
system.  There are four types of problems that might be occurring  with any computer system; human errors,
hardware or software failures, computer abuse, and catastrophe.  Raising the awareness of the possibility of these
dangers prior to a loss by using a series of internal control questions could be time well spent.

The following questions should be considered as basic or minimal in building an understanding of the computer
information system.  Sometimes one question leads to another.  Some questions only apply to the larger system.
And of  course in all internal control matters  the cost of implementing controls should not exceed the possible
losses.

 1. Does the IS department report to an administrator who has sufficient authority to insure adequate support,
management and review?

 2. Is the purchase and use of new equipment and/or software controlled by management?

 3. Are all changes to the software approved by management in writing?

 4. Is there sufficient testing and debugging for any changes?

 5. Are operators restricted from making any changes to programs?

 6. Are personal software programs or those obtained from bulletin boards or public domain denied installation
to the institution's system?

 7. Do instruction manuals exist for all systems, software and procedures and are they updated as changes are
made?

 8. Are references verified for all job applicants?

 9. Are employees trained adequately to handle the assigned tasks?

10. Are job assignments for IS personnel clearly assigned in writing?

11. Are job assignments rotated on occasion?

12. Is there a sufficient separation of duties between:
a. initiation and authorization of transactions
b. recording of transactions
c. custody of assets?

13. Are procedures established for the mechanics of terminating IS employees considering the possibility of
destruction or theft of information?

14. Are data files protected from unauthorized changes both while on-line and off?

15. Are employees allowed to take data away from the office on electronic media? (i.e. financial, membership, etc.)

16. Are passwords used and changed regularly?

17. Is the computer or system in a secure area away from general traffic and are the terminals secured?

18. Are logs kept and reviewed by management showing by time and person who has accessed the computer?
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19. Are any transactions originated by the IS department?

20. Are forms such as checks and receipts printed with a number sequence and is the sequence verified  either
manually or by the computer?

21. Are all pre-printed forms secured?

22. Are output control totals produced and compared to input totals by someone outside of the IS department?

23. If errors are found is there a predetermined acceptable method for correcting the error and reentering it into
the system?

24. Are "audit trails" present for all transactions or is it possible for information to appear and disappear?

25. Is there substantial information recorded on the computer that is never printed on hard copy?

26. Are backups made on a regular basis and are these off-site?

27. Is a minimum supply of pre-printed forms also kept off-site?

28. Do procedures exist to detect and identify mistakes?

29. Are controls in place to guard against excesses of humidity, temperature or other similar hazards?

30. Is the computer room protected from fire?  Are there detection devices, alarms, (non-water base)
extinguishers?

31. Are the procedures documented that are to be followed in case of emergency?

32. Have contingency plans been formulated if operating equipment is destroyed or severely damaged?

33. Have anti-virus programs been installed on the system?

34. Is there an adequate level of insurance?

35. Has a plan been formulated/implemented for the protection and preservation of hard copies (print-outs) of
general ledgers, payroll records and other records requiring long-term preservation?

36. Does management have a policy against the use of illegally copied software?

The responses to these questions will perhaps reveal weaknesses management was not aware of.  With the
proliferation of computing equipment, prudent managers will start asking these questions and more, to prevent
untimely loss of information or embarrassing loss of dollars.

References used in preparation of this article:

"An Audit Approach to Computers" A. Pinkney, F.C.A, The General Educational Trust of the Institute of Chartered
Accountants in England & Wales
"Computer Audit Guidelines" Canadian Institute of Chartered Accountants
"Computer Control & Audit" William C. Mair, Touche Ross & Co.
"Controlling Your Computer"  Ernst & Young
"Evaluating Internal Controls" Kenneth P. Johnson & Henry R. Jaenicke, John Wiley & Sons
"General Conference Auditing Manual"
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Chapter Five

ACCOUNTING FOR CASH AND CASH EQUIVALENTS

Section 501 - Introduction

501.01 End-Product of Operations - In activities of a financial nature, cash and its equivalent

tends to be the focal point of the operation.  Cash is the beginning of the expenditure cycle and the end of the

sales or collection cycle; no matter what the nature of the individual transaction and the number of stages

through which a given transaction may go, somehow it always ends up with either a debit or a credit to cash.

Thus it is appropriate that the discussion of detailed accounting procedures begin with a discussion of the

handling of cash, both in a physical sense and as it relates to the accounting system.

501.02 Definition of Cash and Cash Equivalents - Of course, “cash” involves currency and

coin, bank checks, bank drafts, travelers checks, and all such instruments which can be routinely negotiated

by deposit in a commercial bank, for operating purposes.  In this discussion, it is also applied to balances in

bank accounts, both checking and savings, and deposits in savings and loan associations under

arrangements similar to those with commercial banks.  Cash equivalents, are short-term, highly liquid

investments that are both readily convertible to known amounts of cash and so near maturity that there is an

insignificant risk of change in value due to changes in interest rates. Generally, only investments which have

a maturity of less than three months from the date of acquisition meet this definition. (Typical examples are

Treasury Bills, commercial paper, and money market funds.)  These investments are generally part of an

organization’s cash management rather than investing activities.  If an investment does not meet this

definition, it must be classified as investments, not cash and cash equivalents.  Also, cash and cash

equivalents do not include cash or investments designated for purchase of non-current assets or payment of

long-term debt. 

501.03 Accounting Options - Not all investments that qualify to be treated as cash and cash

equivalents are required to be treated as such.  Each organization should establish a policy concerning which

highly liquid investments that qualify  to be treated as cash and  cash equivalents will be chosen for
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presentation as such.  For example, an organization may choose to classify all money market mutual funds

as investments, even if they qualify to be treated as cash and cash equivalents.  In the notes to the financial

statements, each organization should disclose its policy for determining which of the qualified items are

treated as cash and cash equivalents.  This policy should be followed consistently from year to year.  Any

change in that policy is a change in accounting principle that would require restatement of prior year's data,

if presented in comparative statements.

501.04 Cash Flow and Cash Custody - The discussion in the following sections of this

chapter will deal with the receipt, custody, disbursement, and verification of cash on all levels including petty

cash funds, general cash and bank accounts, special bank accounts, and cash deposit accounts.  This will

necessitate an examination, too, of the required records of receipt and disbursement of funds and the

management of cash balances to ensure that the earning potential of available funds is maximized.

501.05 Internal Control - Chapter 4 dealt in general terms with the subject of internal control.

The discussion of cash and cash accounting will point up specific areas of internal control and will give

emphasis to particular measures of control which are especially important in the handling of cash, which can

be the most sensitive of all assets on the records of any organization.

501.06 Incompatible Functions - The third component of internal control discussed in Section

405, has to do with the segregation of duties among personnel.  In applying this principle to the area of cash,

it means that, as far as possible, consistent with the number of personnel available, the same person should

not be assigned responsibility for receipting incoming cash, writing or signing checks, or maintaining

accounting records related to incoming cash (accounts receivable, for example).  Reference will be made to

some of these points in the detailed discussion which follows.

501.07 Forms Control - One of the internal control measures commonly employed involves

the use of receipt and disbursement forms which are prenumbered by the printer.  A general caution should

be registered:  the actual users of these forms should not have access to the entire stocks of unused forms.

The bulk stock should be kept in locked storage in the custody of an individual who does not have

responsibility for their use, and issues of relatively small blocks of forms should be made from this bulk stock

with the user required to sign for and be responsible for the numbers issued.
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501.08 Cash in Various Funds - The discussion in this chapter will center generally around

the handling of cash transactions in an operating fund.  Although cash in other funds is not cash and cash

equivalents, the same principles of handling and safeguarding apply, and the documentation and control of

all cash transactions should be just as complete and just as careful whether it be unexpended plant, agency,

revolving, or any other fund.  It is assumed that each fund handling cash will have ledger accounts within that

fund for whatever cash accounts are necessary.  There may be instances in which a single bank account will

carry money belonging to two or more funds.  If the activity in the separate funds is not large, this practice may

be permissible.  It is highly important, however, that insofar as the separate funds are concerned, each fund

carry the record of the cash transactions pertaining to it.

Section 502 - Petty Cash Funds

502.01 The Imprest Principle - There is seldom an occasion when an office can function

efficiently without a small cash fund to care for minor expenditures.  The most satisfactory way to handle this

need is by setting up a separate petty cash fund on the imprest principle--establishing a fixed balance for the

fund and maintaining the fund at that level at all times.  The amount of actual cash on hand plus vouchers for

expenditures which have been made will add up to the total of the fund.  When the actual cash balance runs

low because of accumulating expenditures, the vouchers are tabulated and totaled, and a check is drawn by

the cashier for the amount of the expenditures, payable to the custodian of the fund.  The custodian of the

fund cashes this check and puts the money in the fund, which now has in actual cash the established amount

of the fund.

502.02 Commingling Prohibited - In no case should the incoming receipted cash (discussed

in Section 503) be mixed with a petty cash fund; receipted cash should be kept entirely separate in the

possession of its custodian until it is deposited.  Ideally the individual receipting incoming cash should not be

the custodian of a petty cash fund as well.  While the principle is valid, it is recognized that, with the limited

number of personnel in many of our organizations, practical considerations require that the general cashier

handle both a petty cash fund and incoming receipted cash.  The two types of cash should nonetheless be

kept separate at all times.
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502.03 Petty Cash Balances - The balance in any petty cash fund should be set at a figure

which makes available enough money to care for the disbursement requirements of the fund, and no more.

There are several reasons for this: (1) Cash in a petty cash fund is idle cash, earning no income for the

organization. (2) If too large a balance is carried, there is little pressure to reimburse the fund frequently.  It

must be remembered that any disbursements from a petty cash fund are unrecorded until the reimbursement

check is drawn and entered.  For this reason it is desirable that  reimbursement be made preferably every

week or two and always at the close of a fiscal period.  (3) If the fixed balance of the fund is excessive, there

is a temptation to use it for unauthorized purposes: acceptance of employee IOUs, cashing of post-dated

checks, etc.

502.04 Disbursements - In handling disbursements from petty cash funds, the necessity for

proper authorization of the expenditures should not be overlooked.  It is desirable for the organization to have

a written policy specifying the purposes for which disbursements can be made, the maximum amount

allowable for individual disbursements, and the individuals designated to authorize such disbursements.  The

most satisfactory type of voucher in support of a disbursement is an invoice or memo from the firm or

individual receiving the cash.  In the absence of an externally-originated form, disbursement can be made on

a printed voucher form (preferably prenumbered), either typewritten or written in ink, and signed by the

individual receiving the money.  In either case the voucher should indicate clearly the reason for the

expenditure.

502.05 Reimbursement - As mentioned in Section 502.03, expenditures from the fund do not

become a part of the formal accounting record until the fund is reimbursed; for this reason it is important that

reimbursement take place at fairly short intervals and in all cases at the end of each fiscal period.  (One

method of filing the supporting information is to use a standard Manila envelope with an appropriate form

printed or attached on the face as a master voucher for these periodic reimbursements.  The individual

vouchers are tabulated on the front of the envelope; the vouchers are placed inside, and the envelope plus

vouchers becomes the supporting document for the reimbursement check voucher.)  Before the check is

drawn, the required procedure for authorization of a check disbursement as described in Section 506 will be

followed.  The check should be drawn to “                                       , Custodian” for the total amount of the

disbursement vouchers, and the custodian of the petty cash fund should cash the check and put the proceeds

in the fund.
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502.06 Custody - Regardless of the nature or size of the petty cash fund, it should be assigned

to one and only one person for custody.  The chart of accounts assigns numbers for petty cash funds, and

each fund should be carried under a separate object number with the name of the custodian appearing in the

account title.  As a fund is opened for a person, that person should sign a receipt for the amount of the fund;

when the designated custodian surrenders the fund or leaves the organization, that account should be closed

out and a new account opened for a successor.  If a custodian turns over the cash box to another for a short

period of time, a lunch break or a day off, for example, the fund should be counted over to the temporary

custodian who should give a receipt to the registered custodian.  When the temporary custodian returns the

fund to the regular custodian, the receipt should be given back after the regular custodian has determined that

the fund is intact.  Under no circumstances should more than one person be allowed access to a petty cash

fund without this documentation.

502.07 Other Applications - The foregoing discussion has dealt with petty cash funds

managed on the imprest basis.  The same principle is frequently applied in the administration of fixed-balance

bank accounts, a practice most commonly encountered where a separate payroll bank account is established.

This arrangement is generally satisfactory where a large number of homogeneous transactions must be

processed; the matter of approvals, reconciliations, and dispersion of control rather than centralization are

handled efficiently.  The application is very similar to that of a petty  cash fund operated on the imprest

principle:  a fixed balance for the bank account is established; a group of checks (an entire payroll list, for

example) is drawn on the fixed-balance bank account, and a single check for the total amount of the list is

drawn on the general account and deposited in the fixed-balance bank account when the individual checks

are released.  The same requirements for authorization of such special bank accounts, authorization and

changes of signatories, and closing of the accounts must be applied as are outlined for other bank accounts

of the organization (see Section 505.)

Section 503 - Cash Inflows

503.01 Control of Mail Cash - In most organizations, a designated individual sorts and opens

all incoming mail.  It is highly desirable that the mail-opener (an individual who has no other responsibility for

handling of cash) segregate all checks in the incoming mail  and make a list or an adding machine tape of
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them.  This list is then passed to a responsible individual (probably the CFO) who is not directly involved in

the handling or depositing of cash, while the checks themselves go to the cashier for receipting.  It is then

possible for the pre-listing to be compared with the cash receipt record and the bank deposit to ensure that

all checks are promptly and properly recorded and deposited.

503.02 Over-the-Counter Cash - Cash sales and other cash received by the cashier should

be subject to specific controls.  Checks should have sufficient data to identify the maker in case the check is

later returned by the bank.  All checks received should be restrictively endorsed immediately.  As mentioned

in Section 502.02, currency and checks held for deposit should not be commingled with petty cash.

503.03 The Receipting Function - One person should be designated as the general cashier,

and should have responsibility for the receipting of all incoming cash.  This is not to say that certain specific-

project cash cannot be delegated to some other individual or office.  It sometimes happens that one of the

departments promotes a project which involves numerous small remittances, and with proper controls, such

incoming funds can be receipted by the department.  Similarly, an academy may have an independent

operation that generates separately-identifiable cash revenue.  Even in such cases, though, the department

should have prenumbered receipts, should write an individual receipt for each amount received, and should

daily turn over these cash collections with the receipt book to the general cashier for receipting in the formal

records.  The cashier will issue a receipt to the departmental employee for the total cash received and will

record the departmental receipt numbers so that a continuous record of departmental receipts covered by

general cash receipts can be maintained.  The principle prohibiting the commingling of funds ( Section 502.02)

applies to these departmental activities too.  If the departmental employee happens also to be custodian of

a petty cash fund, the receipted funds should not be commingled with it.

503.04 Non-Routine Receipts - In addition to the normal inflow of cash from accounts

receivable, monthly church reports, cash sales, etc., there are always a few non-routine items such as checks

for appropriations from senior organizations, interest and principal payments on notes, and so on, which may

for one reason or another not come directly to the cashier through the mail or over the counter.  The individual

who receives such funds must turn them in promptly and personally to the cashier who will write a receipt for

them.  Direct credits to bank accounts for interest earned on investments or for other moneys channeled
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directly to the bank without going through the cashier may be covered by a journal voucher with the copy of

the bank credit voucher attached.  It is essential that such items be properly documented so that they can be

checked back to the bank statement and forward to the proper revenue or asset account in the ledgers.

503.05 Bank Deposits - All cash recorded by the cashier should be deposited daily (or at

some other reasonably frequent interval) in the same form in which it is received.  The cashier should not be

permitted to cash checks from the general cash on hand for deposit.  If the record shows that currency has

been receipted, that amount of currency should appear on the bank deposit for the day.  There should be no

reason for delaying the deposit of any check received and recorded.  If a post-dated check is received, it

should not be receipted until the specified date, for strictly speaking it is not cash until that date.  The end

result of following through on the principle of daily intact deposit of funds is two-fold.  First and most obvious,

the total of all receipts written for the day will correspond exactly with the total of the bank deposit for that day;

and second, the composition of the deposit, in individual checks listed and in total currency and coin, can

be traced back to the individual receipts written.  This precludes any possibility of holding out a check received

on a particular day and substituting cash or other checks for it so as  to make the total deposit and total

receipts agree.

503.06 General Cash Account - In addition to providing for petty cash accounts in the ledger,

the chart of accounts also provides for the use of a clearing account for receipted cash.  This account is

provided so that the daily total of cash receipts can be posted as a debit, and the daily deposit as a credit.

Under this plan, if the provisions for intact daily deposit are followed, each day will see a debit balance in this

account of the amount of cash received that day; the balance in the account should at no time show more or

less than the amount of one day's receipts held over for deposit the following day.  Some organizations prefer

to treat all cash received as automatically deposited with the accounting entry simply a debit to the bank

account for the total receipts.  This plan is acceptable; however, the use of a general cash account affords

a cross-check to reveal any possible discrepancy between the amount of the receipts and the amount of the

deposit.  Regardless of which process is used, the accounting records for receipts and deposits should carry

a cross-reference to the range of receipt numbers that make up each deposit.
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503.07 Cash Receipt Cutoff - The statement of financial position of the organization will bear

a date, such as December 31, 19X1, and a line “Cash, $xxxx.”  If the organization follows the practice of

holding open the cash receipt record for a day or two or a week or ten days, it is quite evident that the “Cash”

shown on the statement of financial position is not that of December 31, but possibly of January 3 or January

10.  In order for the financial statements to be factual, the record of cash received should be cut off at the

close of business on the last day of the fiscal period to reflect actual cash received up to that time and no later.

Cash received in the mail within the week or so following year end should be recorded as accounts receivable,

not cash, at December 31, if it represents old year business.  This principle should be followed at the end of

each month as well as at year end.

Section 504 - Custody of Cash

504.01 Office Cash - The principles of custody of petty cash funds were discussed in Section

502.06.  Attention is called again to these principles in this section.  It is important that individuals entrusted

with any funds of the organization understand they are personally responsible for the amount they hold.  This

is equally true whether that person is the general cashier having custody of a separate petty cash fund (apart

from receipted cash) to cover incidental disbursements, or the manager of a youth camp located many miles

from conference headquarters.  When the fund is turned over to the custodian, it should be recorded in that

person’s name (not merely the position), and the individual should sign a receipt for the money.  The same

principle of sole custody and sole responsibility applies to the receipted cash in the possession of the general

cashier.  The writing of a receipt charges the cashier with the specified amount of money; the total of all such

receipts is a charge against the cashier until the money is deposited in the bank, and a validated copy of the

bank deposit ticket discharges the cashier from this responsibility.  This principle of charge-and-discharge

should govern in all handling of cash and other property.  The individual entrusted with the asset, whatever

it may be, acknowledges responsibility, and bears that responsibility until relieved of it by proper

documentation.  To assist in this custody of cash, each custodian of petty cash, or general cash, should have

a locking cash box or tray.  When the individual custodian is not on duty, that box should be locked and kept

in a safe or vault.  The supply of rolled coin available to cash register custodians should never be unattended,

but should be kept under lock and key.
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504.02 Bank Accounts - NADWP P 30 35 and the model constitutions and bylaws require

bank accounts to be opened only on specific authorization of the controlling committee, with signatories

specifically authorized by the same body.  Although the policy does not specifically say so, it follows naturally

that closing out or discontinuing accounts in banks or other savings institutions should be accomplished only

by action of the controlling committee.

504.03 Changing Signatories - A point that is often overlooked is the necessity for specific

committee action to discontinue the authorization of a signature of an individual who has severed connection

with the organization by transfer or for any other cause.  Not only is it important that new signatories be

authorized; it is equally important that individuals no longer functioning in their custodial positions be

discontinued as signatories.  Such terminated employees should also be required to immediately surrender

keys and other security devices.

504.04 Special Accounts - Another point frequently overlooked in the administration of bank

accounts is the necessity for the usual committee authorization on temporary, special, or small accounts.  For

example, a temporary bank account may be opened for a special one-time project--perhaps for the annual

camp meeting or a conference-sponsored general evangelistic rally.  It is just as necessary to secure

controlling committee authorization for such an account as for one of the regular operating or savings

accounts.  Also, the usual authorization should be secured for the opening of each separate bank savings

account or savings and loan deposit account, even though the controlling committee may have voted blanket

authorization for the transfer of temporarily idle funds from operating accounts to savings accounts.

504.05 Check Signing - A more complete discussion of the procedures covering cash

disbursements is given in Section 506.  At this point, and because the check-signing operation involves the

custody of cash, several cautionary observations are necessary: (1) Checks should be signed only after they

have been written and the check amount imprinted.  It is never proper to sign a check in blank or in advance

of specifying the date, payee, and amount.  (2) Checks should be prepared and signed on the office premises.

Only on rare and special occasions should personnel take checks away from the office, and write and sign

them somewhere out in the field.  On those rare occasions  when this may be necessary, these personnel

should be particularly diligent in returning to the general ledger accountant the file copies of the check and all
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necessary documentation; the accountant is warranted in insisting that this information be submitted

promptly.  (3) If a check-signing machine is used, its control features should be employed.  The signature plate

should be kept in the personal custody of the signatory (not entrusted to an administrative assistant,

accountant, or cashier) and should be released only for the signing of a specific number of checks.  The

number of checks to be signed should be tallied by the signatory, and that number should be seen to agree

with the reading taken from the counter on the machine itself.

504.06 Passbooks and Certificates - As stated previously, deposits in bank savings accounts,

savings and loan association deposits, certificates of deposit, and similar investments are all included in the

general category of cash or investments.  The documents themselves--passbooks and certificates--should

be kept under lock and key in a vault, or in a safety deposit box.  Under no circumstances should control of

such documents be so lax that unauthorized individuals have access to them.

Section 505 - Cash Disbursements

505.01 Routine Disbursements - Any active office will have a normal volume of day-by-day

disbursements for the purchase of supplies and services and for the multitude of other calls for funds from

employees, constituent churches and schools, vendors, and others.  It is important that authorization for the

handling of such transactions be spelled out in specific terms.  The individual charged with the responsibility

of writing checks should know who to look to for specific authorization for payment of funds in varying

circumstances.  (Quite possibly different individuals will be responsible for authorizing payment of invoices

for supplies and for advances on salary to employees.)  Dollar limits on authorizations should be a matter of

policy too.  As to purchases of supplies, materials, and services, it is frequently arranged that one individual

has authority to execute purchase orders for routine items while another is charged with final approval for the

payment of such invoices.  All of these policies should be adopted by competent authority and should be

reduced to writing.  And of course, each employee governed by these policies should have a copy of the

policies in their possession.

505.02 Non-Routine Disbursements - In addition to the types of transactions discussed in

the previous paragraph, there will always be disbursements of major amounts or for major or specific non-
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routine purposes.  Examples include transmittal of funds on a monthly tithe and offering report to the senior

organization, checks for capital appropriations of funds, purchases of property for organizational use, and

similar one-time or major recurring items.  Generally the CFO will authorize such items specifically (printed

authorization forms are commonly used in such instances), and before making such authorization, will ensure

that if the item is of such nature as to require specific committee action, that such action has been taken,

properly recorded in the minutes, and properly indicated on the documentation authorizing the issuance of the

check.

505.03  Standing Order Payments - In many cases arrangements must be made for the

issuance of a check each month in a fixed amount for a stated purpose.  There is no objection to setting up

a “standing order” file as authorization to the disbursing cashier to write such checks on certain dates and at

certain intervals.  There is an element of risk in the plan, however, which should be recognized.  Unless the

“standing order” file is checked regularly and frequently by an individual in a position to  judge the validity of

the payments, and unless the checks themselves are scrutinized with considerable care during the signing

and mailing process, it is possible for standing orders to be carried in the active list after their validity has

expired.  Obviously, each standing order should specify the name of payee, the amount of periodic payment,

the reason for the payment, the necessary accounting information, and a definite expiration date.  Such orders

should not be drawn to be effective “until cancelled.”  Even though the payment is to continue for an indefinite

period, the standing order should be made for no more than six months, and a new authorization should be

given on expiration.

505.04 Transfers Between Funds - Occasions arise when it is necessary to transfer cash

between funds.  Such transfers are entirely legitimate; however, it is highly important that they be authorized

by a competent individual with appropriate reference to the committee action covering the transfer.  The basis

of a fund accounting system is the existence of separate self-balancing ledgers for each  fund; therefore, if

cash is to be transferred, it must be recorded as a disbursement in one fund with a debit to the appropriate

“Transfers Out” account.  A corresponding entry to a “Transfers In” account must be made in the receiving

fund, evidenced by a formal cash receipt which becomes the basis for a debit-and-credit entry.  Obviously,

if one fund records a “Transfer” and the other fund records a “Revenue” or “Expense,” then the transfers
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section of the combined financial statement of the organization will be out of balance.  Transfers between all

funds must net to zero.

505.05 Documentation - The foregoing discussion of various types of disbursement brings

out quite clearly the point that for each check written, documents must be filed with the file copy of the check

which will establish the validity of the disbursement.  In the case of payments to outside vendors, this

documentation will normally include a copy of the purchase order, a receiving report or other evidence to

indicate that the material ordered has been received and placed in stock, and in all cases the original invoice

from the vendor.  If receiving reports are not used, the invoice should bear evidence that the material or

services have been received, by whom, the date received, and indication that the pricing, extensions, and

totals are correct.  These documents should also include initials or signature of the individual who authorizes

payments to be made.  It is worth repeating, that every disbursement must be authorized by an appropriate

individual.  It is always preferable that disbursements be supported by documentation originating outside the

organization--a vendor invoice, for example.  In the case of such non-routine disbursements as were

discussed in pars. 505.02 and 505.03, this may not be possible.  Every disbursement, though, should have

sufficient explanation, support, and authorization--if not from an external source, then from competent

individuals within the organization--to establish its validity.

505.06 Cancellation of Documents - When a check is written for an authorized disbursement,

all supporting documents should be conspicuously stamped “Paid” with the date of payment.  This step is

necessary to eliminate the risk of a particular invoice or authorization finding its way back into the payment

system and being paid a second time.  This applies to all disbursements, including the reimbursement of petty

cash items to the petty cash custodians.  The mechanics of these reimbursements were discussed in Section

502.05.  All individual petty cash vouchers enclosed in the voucher jacket or envelope should be stamped

“Paid” as described above.

505.07 Check Payees - The disbursing cashier should be instructed that no checks are to be

drawn payable to “cash” or to “Bearer,” and no checks are to be released with the payee's name omitted. A

good rule to follow is to state the name of the payee in such a way that individuals to whom checks are given

will have to sign their name in endorsement in order to receive the money.  Checks drawn to employees as
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custodian of a petty cash fund, for example, should be drawn to, for example, “Jane Doe, Petty Cash

Custodian.”  A check for establishment of a special bank account for an evangelistic effort might be made

payable to “Elder John Brown, Evangelism Expense Account.”  Only when a check is given to an employee

in discharge of the organization's obligation to the employee--for salary, allowances, reimbursement of

expenses, etc--should it be made payable simply to the individual with no other designation.

505.08 Cash Disbursements Cutoff - The principles brought out in Section 503.07 as to cutoff

of cash receipts apply with equal force to the matter of cash disbursements.  Checks written on the last day

of the fiscal period (month or year) should be recorded as withdrawals from the bank accounts in that period.

Checks written on the first day of the following period should not be recorded in the old period, nor should

checks written after the end of the period be back-dated so as to be recorded in the previous period.  The

accounting record of cash in the bank, in short, should reflect all deposits in the bank and all checks drawn

on the bank for the period indicated in the financial statements, and no others.  In this connection it must be

observed, too, that the practice of writing checks in  a given fiscal period, recording them as disbursements

in that period, and then holding them in the office to be released at some later date cannot be condoned.

Checks should be written only when there are funds in the bank to cover them and when it is the drawer's

intention to turn them over promptly to the payee.  Checks written after year end for old year business should

be represented in accounts payable at year end.

Section 506 - Accounting for Cash

506.01 Receipts and Disbursements Journals - No attempt is made in this manual to

prescribe a form for journals of receipts and disbursements.  Detailed accounting procedures as to the entry

of day-to-day data vary so widely, and there are so many acceptable methods of accomplishing the objective,

that it seems unnecessary to specify detailed methods.  The increasing use of computer information systems

for accounting represents another entirely different approach and must be considered apart from the

traditional hand-or machine-maintained records.

506.02 Individual Transaction Entry - Some systems are designed for entry to the general

ledger of each cash receipt and of each check disbursement.  Under this method the general cash account
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will show a debit for each receipt written with the related credits posted to the appropriate accounts as

indicated on the copy of the receipt.  In the same way each check written will be posted as a credit to the bank

account in the general ledger with debits to the various asset, liability, and expense accounts.  Usually, the

daily bank deposit is posted in connection with the posting of the receipts;  the entry is to credit the general

cash account (which at that point should show a zero balance) and to debit the bank ledger account.  There

is nothing intrinsically wrong with this system, and in relatively small organizations it is perfectly satisfactory.

Its limitation comes with the increase in number of individual transactions.  In an active organization, the

general cash and bank ledger accounts become quite voluminous, and the amount of detail in the general

ledger increases to the point where finding a particular transaction may be cumbersome.

506.03 Columnar Receipt Book - A step away from the individual-entry system is found in

the columnar (or “pegboard”) receipt book.  Typically, numerous receipts are imprinted on a single page

(perforated so that they can be separated), and the carbon record of each page may then show 15 to 20

individual receipts.  These forms are arranged in columns, and each receipt is  extended into the proper

column to indicate the general ledger account to be credited.  The total of all receipts, of course, is debited

to the general cash account.  In organizations where subsidiary ledgers are maintained for church accounts

receivable, student or employee accounts receivable, and other frequently-used accounts, this makes it

possible to post the individual credits to the individual accounts and to post only one credit (the column total)

to the general ledger control account.  It is desirable to post daily debit totals of all receipts to the debit of the

general cash account.

506.04 Entering Cash Disbursements - Normally, the volume of checks written is not as large

as the number of receipts for incoming cash; thus the problem of individual entry of checks is not quite so

pressing.  This is particularly true if the organization has a separate bank account operated on the imprest

principle for payroll checks.  (See Section 502.07.)  It is perfectly acceptable, though, to use a system which

produces a cash disbursements journal; this plan is frequently found in an office which uses a pegboard

system or an accounting machine to write checks and simultaneously produce a journal.  It is important that

such a journal be so organized that the amounts posted from it and the accounts to which these amounts are

posted are clearly shown.  The total of all checks written will be credited to the bank ledger account, and the
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debits from columns representing accumulations of entries for particular ledger accounts plus individual debit

entries from a “General Debit” column will equal the total credit to the bank.

506.05 Computerized Information Systems - Most organizations using IS facilities operate

on what is known as the “batch” mode: A certain number of transactions are grouped or “batched” together,

control totals for those transactions are determined, and the entire group is processed simultaneously to the

ledgers.  It is highly desirable in the processing of cash receipts that a batch consist of those receipts

corresponding to each specific bank deposit.  Checks should be batched and processed at frequent intervals--

certainly no less than once a week.  When the transactions are prepared for processing, the input data is

turned over to the computer operator who processes  it according to the computer program.   It is essential,

for all accounting operations handled through the computer, that the end-product of the processing be printed

out in such form that the actions of the processing unit can be translated into conventional journal entries.

It is not enough to know that a certain batch of receipts, disbursements, or journal vouchers have been

recorded according to the applicable program.  The print-out should show clearly and specifically what

accounts in the general ledger and subsidiary ledgers have been debited or credited and with how much.

Always remember that the information system is not the accounting system, but rather a means of maintaining

the accounting system.  The accounting system must at all times maintain its identity and its validity.

Section 507 - Cash Management and Control

507.01 Bank Reconciliations - The preparation of bank reconciliations is an important control

activity (see Section 405.)  Note that if possible, this operation should be performed by someone who does

not handle bank deposits, check disbursements, or the general ledger accounts.  In addition to ensuring that

no incompatible functions are involved, it is important to require that all bank accounts be reconciled monthly,

that the work be done promptly, and that reconciliations be presented to a responsible individual for review

and approval.  The review of reconciliations will include an examination to determine that necessary

adjustments revealed in the previous month's reconciliations have been taken care of so that they need not

be carried forward to the current month's reconciliation.  It is vital that bank reconciliations be done promptly,

because this is one of the primary defenses against potential misuse of funds.
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507.02 Cash Status Report - The need for information on the part of the CFO or other officers

of the organization is nowhere more pressing than in the matter of the balance of cash available for the

organization's needs.  Because the scope of operations varies so widely, it is not possible to give specific

requirements or recommendations as to how the CFO will monitor this  vital segment of responsibility.  It

seems basic that a complete report of cash and bank transactions should be submitted to the CFO no less

often than weekly; in many cases, twice-weekly or even daily reports may be desirable.  A set form should be

developed, and the information presented should include, at a minimum, the beginning balance in the

operating bank account from the previous report, a summary of cash received and deposited, a summary of

disbursements (including itemization of major items), and the new bank balance.  If several working accounts

are in use, this information should be presented for each one.  Also included should be a report of inactive

accounts, savings accounts, and other cash items.

507.03 Cash Cycles - CFO’s should be well acquainted with the cyclical nature of cash flow

for their organizations.  Typically, organizations have high points and low points that repeat their sequence

year after year.  There are exceptions and modifications to this pattern, but a CFO can, by charting weekly

cash status reports or month-end balances of bank checking and savings accounts, determine in fairly specific

terms just what the pattern is in the organization.  In addition to the yearly cycle of fluctuating balances, there

is ordinarily a monthly cycle as well; it, too, can be charted on the basis of weekly or daily cash status reports.

507.04 Utilization of Funds - Intelligent application of the information developed in analysis

of the cash-flow cycle can result in additional earnings for the organization.  The fact that cash in itself is a

completely unproductive asset is sometimes overlooked.  Until it is put to work, it gains nothing.  Evidence of

consistently large balances in checking accounts is not an indication of good planning; on the contrary, it may

indicate lost opportunity for maximizing income.  It is particularly important in an organization operating on the

fund accounting plan, where individual funds may each have fairly substantial amounts on deposit in bank

checking accounts, to study means of combining these balances so that in combination they may represent

a basic amount necessary to be carried in non-interest-bearing deposits and an excess which can be put to

work for the benefit of the organization as a whole.
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507.05 Investment Policies - The foregoing discussion is not meant to encourage hand-to-

mouth operation of bank accounts.  A simple way to determine the amount of money necessary to be carried

in working accounts is to examine the record of daily balances available as shown on the bank statements

themselves.  A cyclical pattern can be worked out, and careful study of the movement of balances within each

month's cycle may indicate the possibility of profitable investment of funds for a few days, or a week or two,

each month.  The CFO must be familiar with the provisions of the working policy for acceptable investment

vehicles.  The policy is found in NADWP P 30 40 and is discussed in Chapter 6.
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Chapter Six

SECURITIES AND INVESTMENTS

Section 601 - Nature of Securities and Investments

601.01 Segregation by Funds - In this manual we are dealing with procedures and

considerations relating to a number of distinct funds:  the operating, plant, endowment, pooled investment,

and various other funds.  The basic matters of accounting, custody, and valuation are the same in all these

circumstances.   The discussions in this chapter apply equally to all securities and investments regardless of

in which funds they may be carried.

601.02 Current and Long-Term Classifications - While it is generally quite obvious that some

investment vehicles are clearly of a long-term nature (installment notes, loans to churches, schools, and

employees for capital investment), other types of investments may be either current assets or long-term

assets, depending on specific criteria.  According to generally accepted accounting principles, the term current

assets is used to designate cash and other assets that are reasonably expected to be realized in cash or sold

or consumed during the normal operating cycle of the business.  Thus the term includes such resources as

marketable securities and other investments which could be used for current operations.

601.03 Management Intention - The criteria outlined above would require the exclusion from

current assets of securities held for purposes of capital investment, liquidation of long-term debt, or any use

other than current operations.  While it may be the hope of management that current investments will not have

to be drawn upon for operating purposes, they should be classified as current if they are available for

operations if and when needed and do not bear any committee-imposed allocation for noncurrent use.

Classifying such assets as other than current would remove them from working capital.

601.04 Scope of the Chapter - The types of investments approved by denominational working

policy are itemized in very specific terms, and it will be necessary to look at these policies first.  The matter

of purchase and sale of securities, the investment of funds within the framework of the policies, and the

safeguarding of the evidences of investment of funds, will also be discussed.  The issue of valuation of the

investments for the statement of financial position is especially important to marketable securities.  The

principles of valuation and illustrative entries to record changes in  valuation will be covered in Sections 604

and 606 and Appendix E-2.01.
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Section 602 - Investment Policies

602.01 Introduction - The complete policy as to “Safeguarding the Funds of the Cause and

Investments” is found in the NADWP P 30.  Every financial officer involved in the handling of funds of the

organization should study carefully all portions of P 30.  This policy is discussed but not quoted in the following

paragraphs.

602.02 NADWP P 30 40 Investment of Funds - This policy section lists the allowed short-term

investments that can be made by denominational entities, and unless specifically stated otherwise in P 30 45

and 50, every entity is limited to the investments listed in this policy section.

602.03 NADWP P 30 45 Other Investments - This section lists a menu of long-term

investment vehicles that certain entities can use.  Not all of these investments are available to all

denominational entities as is the case with P 30 40.

602.04 NADWP P 30 50 Investment Policy by Entity - This section lists various

denominational entities showing which long-term investment vehicles of P 30 45 are permissible for each

entity.  Administrators must understand clearly which investments  are allowed for the organization under

their care.

602.05 Definition of Investments - As mentioned in Section 501.02, liquid investments with

maturity dates of three months or longer must be classified as investments.  This means that time deposits

of cash and marketable debt securities, that have maturity dates of three months or more from the date of

acquisition, will be classified as investments, not as cash and cash equivalents.  As mentioned further,

organizations may choose to classify certain investments with maturity of less than three months from

acquisition as investments, rather than as cash equivalents.  Time deposits with maturity between three and

twelve months will still be considered liquid assets and current assets for purposes of calculating liquidity and

working capital.  All marketable securities with maturity dates of three months or longer from the date of

acquisition will be classified as investments.

602.06 Summary of Investment Policies - The Treasury department of the North American

Division publishes annually a schedule that summarizes the allowable investments for the various types of

entities and/or funds, according to NADWP P 30 50.  The CFO of each organization should obtain a copy of

this schedule each year and use it as a guide to maintain investments in the allowable investment vehicles.
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Section 603 - Custody of Securities

603.01 Transaction Authorizations - Considerations regarding the custody of cash and cash

equivalents were dealt with in Section 504.  In general, the same rules of internal control apply to the handing

of transactions for the purchase and sale of investments and for the custody of the evidence of investment.

Each purchase and sale authorization must be supported by specific action of the controlling committee.

NADWP P 30 25 states:

  The investment of allocated funds, trust funds, and irrevocable trustee funds that
must be held in  conferences and missions, institutions, and other organizations  shall be
made only under the direction of authorized committees or boards.  These investments shall
be disposed of by similar authorizations.  A careful and complete record shall be kept of the
purchase and sale of all investments.

603.02 Identification of Securities - In order for the principles of this policy to be carried out,

it is necessary that each transaction of purchase include a record of the serial numbers of the bonds, notes,

stock certificates, or other evidences.  All securities records are maintained on the basis of specific

identification and each instrument must be so identified to be accounted for throughout the processes of

purchase, custody, and sale.

603.03 Ex Post Facto Actions - The policy requirement quoted above in Section 603.01 is

not properly carried out if the action follows the transaction itself.  No transaction should be entered into unless

the authorization of the committee is made a matter of record prior to the transaction.  Sometimes the

controlling committee delegates this responsibility to a subcommittee.

603.04 Broker Custodial Accounts - In those cases where the organization utilizes the

services of a licensed broker as custodian of securities purchased, the periodic statements of the broker's

custodial account must be maintained, available for inspection at the time of the annual audit and for direct

confirmation by the auditor.  Although there may be no change in the record of securities carried in custody

over the period of many months, this fact in itself is important in supporting the handling of the investment

portfolio.  All custodial statements should be retained in a secure file.

603.05 Safety Deposit Boxes - Working policy is specific in its requirements as to the handling

of safety deposit boxes.  NADWP P 30 20 requires that two authorized persons be present to gain admittance
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to safety-deposit boxes and their contents.  It should be added that instructions to the bank or other institution

maintaining the safety deposit facility, as voted by the committee or board, should require that access to the

box not be granted except when two authorized individuals are present.  Routinely, the bank will require both

individuals to sign the log before access is granted.  Needless to say, both authorized individuals should be

actively involved in the addition to or withdrawal of any documents from the box.  The control objective is not

achieved if one of the two simply stands idly by while the other does all the handling of the documents.

603.06 Safety Deposit Box Log - The bank maintains a log of dates and times when access

to a safety deposit box is granted and to whom.  In addition to this, the box holder should keep a record,

preferably in the safety deposit box itself.  This need not be a complicated record:  All that is required is a

columnar form providing for listing on separate lines, each document or group of documents, with serial

numbers where applicable; a column for date deposited and signatures or initials of individuals present; a

column for date(s) inventoried and initials of person inventorying; and a final column for date withdrawn and

signatures or initials of individuals present.

603.07 Safety Deposit Box Diary - It has been found helpful, too, especially in cases where

activity is fairly heavy, to have a diary of safety deposit box transactions.  This is a chronological record,

supplementing the record described in the previous paragraph.  There should be an entry for each visit which

will correspond with the bank's record of dates on which access to the box was afforded.  Under each day's

entry would appear a list of documents added to inventory, documents withdrawn, and such other activities

as examination of documents without withdrawal, clipping of interest coupons on bonds, etc.

603.08 Temporary Withdrawals - It is sometimes necessary to temporarily withdraw a

document from the safety deposit box for use in the organization’s office.  It must be emphasized that such

withdrawals should be recorded just as though they were permanent and that the document be reentered in

the inventory list when it is replaced.  While the document is out of the safety deposit box, it should be passed

from one individual to another only on the exchange of a signed receipt for the document.  This is the only

sure way to prevent important documents from being “lost” in an organization's offices.
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Section 604 - Valuation of Securities

604.01 Non-Marketable Investments - The treatment of securities that can readily be bought

or sold in an open market  will be the subject of most of this section.   It is necessary to discuss briefly,

however, the valuation to be placed on non-marketable investments.  Many of these are fixed-dollar claims

on related parties (churches, schools, and institutions) or investments in real estate for future projects.  Loans

to denominational employees and investments in trust deeds negotiated with denominational employees are

also included in this category.  It is important that the portfolio of these items be reviewed frequently and

critically to determine the collectibility of the various accounts and the fair value of each of them.  Accounting

principles require these investments to be recorded at the lower of cost or net realizable value.  Provision for

losses on such investments can be made applying the same accounting procedures and using the same

criteria of evaluation as are typically employed in setting up an “Allowance for Uncollectible Accounts” related

to accounts receivables.

604.02 Marketable Securities  - Debt or equity securities that can readily be bought or sold

on an open market may be held for operating or nonoperating and/or long-term purposes, according to

NADWP P 30 40, 45 & 50.  When investments are held in denominational unitized funds, they will be

considered as marketable equity and debt securities.  The valuation of securities held by unitized funds is in

accordance with the principles of valuation discussed herein; from the point of view of the unit holding

organization, units in the unitized fund are simply “marketable securities” one stage removed.  Accounts

receivable and real estate or commercial loans receivable do not meet the definition of marketable debt

securities.

604.03  Not-for-Profit Organizations - FAS 124, specifically requires all not-for-profit

organizations in the United States to account for equity securities with readily determinable fair values and all

debt securities at fair value.  Fair value is defined as the amount at which the asset could be bought or sold

in a current transaction between willing parties.  See Appendix E-2.01 for distinct valuation rules that apply

to organizations in Canada.  (Organizations in Canada are essentially using the lower of cost or market

method.)
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604.04 Calculating Fair Value - Investments must first be separated into marketable current-

asset securities and marketable long-term-asset securities, the latter classified as either Investments, Other

Assets, or Long-Term Assets, and properly identified according to their designated long-term use (See Section

601.03).  Then, the valuation is computed separately for each of these portfolios.  Each marketable security

within each portfolio is listed with its cost in one column and its current fair value in a second column.  Fair

value should be obtained from published securities price quotations or from broker-supplied data.  The

carrying value of the whole portfolio is simply the total of the fair value column.  The difference between total

cost and total value is recorded in a valuation account.  Accounting principles require disclosure of the net

carrying amount of investments grouped by type of instrument; for example, government securities, corporate

bonds, and common stock.  This manual illustrates such disclosure in the notes to the financial statements

(see Appendix A-10.07).

604.05 Valuation Account - When aggregate fair value differs from cost at year end, it is

necessary to recognize the unrealized gain or loss.  (The term “unrealized” signifies that while a gain or loss

has been sustained in the carrying value of the aggregate portfolio, it has not been reduced to a dollars-and-

cents inflow or outflow because the securities are still on hand.  This becomes a “realized” gain or loss if and

when the security is sold.)  It is necessary that an accounting entry be  made of this change in value; a gain

or loss is actually recognized, and the carrying value of the portfolio is adjusted accordingly.  Rather than

change the asset cost account, a separate contra-account is set up (similar to the “Allowance for Uncollectible

Accounts” carried with receivables).  This is a “valuation” account; it is a companion account to the asset cost

accounts and is never found separated from the asset account group.   Because the valuation account can

now be either positive or negative, it will be titled Unrealized Market Appreciation (Decline).  (It was formerly

called Allowance for Decline in Market Value.)  The change in this account from year to year will be recorded

as Unrealized Gain or (Loss) in Value.  The illustrative entries shown in Section 606 will make this clear.

604.06 Recognition of Gains and Losses - Regardless of whether the investment is a current

or non-current asset when fair value changes, an increase or decrease  to net assets must be recognized at

year end.  Under SOP 78-10, for non-current assets, a loss had to be deducted directly from fund balance.

Under FAS 117, changes in either current or non-current securities must be recognized as revenue/gains or

expenses/losses in determining the total increase or decrease to net assets, but FAS 117 provides flexibility
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in whether these changes are considered operating or nonoperating activity.  The NAD has decided that

changes in the fair value of current assets will be an operating revenue or expense, and changes in the fair

value of non-current securities will be considered a nonoperating revenue/gain or expense/loss.

604.07 Unrealized Gains to be Allocated - The denomination voted to make the following

policy part of this manual.  When aggregate market value of an investment portfolio exceeds historical cost,

organizations are required to record unrealized gains on market value in an allocated function within

unrestricted net assets.  This is why it is important to record cost of securities in a separate account from the

valuation account for changes in market value. The balance in this allocated function should always be equal

to any positive balance in the valuation account that accompanies the investment assets.  If the valuation

account balance is negative, the allocated function balance should be zero.  The purpose of this allocated

function is to hold unrealized gains apart from net assets that are available for operating use until the gains

become realized.

Section 605 - Investment Income and Sales

605.01 Ordinary Income - Unrestricted investment income (interest and dividends) from all

funds should be reported as revenue in the statement of changes in net assets when it is earned.  As brought

out in Chapter 10, restricted investment income should be reported as temporarily or permanently restricted

revenue.  When temporarily restricted funds have been expended for the restricted purpose, they are

reclassified as an addition to unrestricted net assets.  If the income on an investment of restricted funds is

available for unrestricted purposes by direction of the donor, the amount of such income should be recognized

as unrestricted revenue in an operating fund rather than as restricted revenue.  An example of this is in the

endowment fund, when the earnings are unrestricted by the donor.  In this case the endowment fund earnings

would appear as unrestricted endowment revenue of the operating fund.  For Canadian organizations, see

Appendix E-3.04.

605.02 Control of Income - It is necessary that an adequate record be kept to show that all

earned income for each security has been either received in cash or accrued as a receivable in the year in

which it is earned.  Dividends on equity securities are recognized as of the date the dividend is declared.  Even
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though the issuing company has a history of payment of regular dividends in fixed amounts, the expected

dividend is not income to the shareholder until the issuing company's board of directors has taken formal

action to declare it.  Interest on debt securities should be recognized as revenue in the year in which it is

earned.  Even though the payment date falls within the following fiscal year, an accrual entry (debiting a

receivable and crediting the revenue account) should be made recognizing interest earned up to the last day

of the fiscal year.

605.03 Interest on Doubtful Investments  - Requirements  for the treatment of accrued

interest on investments of doubtful collectibility are similar to those for notes and loans of doubtful collectibility

which are discussed fully in Section 704, “Notes and Loans Receivable.”

605.04 Sale of Marketable Securities - In general, capital gains and losses on sale of

investments are accounted for similarly to earned income on investments.  Unrestricted and temporarily

restricted gains and losses on sale of investments should be reported in the statement of changes in

unrestricted and temporarily restricted net assets, respectively, after the net increase (decrease) from

operations.  Gains and losses on endowment funds are accounted for in accordance with special rules which

are discussed in Section 1305.03.

Because most investments in equity and debt securities are now carried at fair value, the realized gain

on sale of an investment is no longer simply the sale price minus the original cost.  The total gain or loss on

an investment reflects all fluctuations in value from date of acquisition to date of sale.  Some of that gain or

loss is recognized at the end of each accounting period during which the investment is held, in the form of

unrealized gain or loss in value.  The remainder of that total gain or loss is recognized at  the time of sale of

the investment, in the form of “realized” gain or loss.  Consequently, the realized gain or loss is the sale price

minus the carrying value (fair value) from the most recent preceding financial statement date.  Realized gain

or loss is based on the sale of a specific investment at the time the sale occurs.  Unrealized gain or loss is

based on the fair value of a whole portfolio at the end of an accounting period.

605.05 Assignment of Cost - Where it is possible to identify the specific security sold, cost

should be assigned on the specific identification method.   When this is not possible, the accepted method is

to use the first-in first-out assumption in determining cost of a particular security.
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Section 606 - Illustrative Journal Entries

606.01 Data for Entries - The following illustrative data cover (1) pertinent account balances

as of January 1, 19X1, and (2) activity during the years 19X1, 19X2, and 19X3.  The entries themselves,

flowing out of these data and embodying the recognition of realized and unrealized gains and losses for each

of the three years, are shown in Section 606.02.  Each entry includes the required explanation, and where

necessary, further explanation is included for clarification of the computations.

                                                                                                           Amortized        Fair            Fair      Amortized      Fair 
Investment Portfolios                                                                        Cost           Value        Value          Cost         Value 
by Type of Instrument                                                                  19X1, X2        19X1         19X2          19X3         19X3 
Government Bond            30,000       28,000      31,000       30,000      30,800
Corporate Note                                                                                 25,000       23,000      24,000                  0                 0
Municipal Bond                                                                                            0                  0                 0       24,600      25,400
Common Stock                                                                                 13,900       14,750      12,100       13,900      14,300

Aggregate Cost and Fair Value                                   68,900       65,750      67,100       68,500      70,500

Unrealized Market Appreciation (Decline)  [valuation account]              (3,150)      (1,800)                            2,000

Unrealized Gain (Loss) in Current Year  [gain or loss account]              (3,150)        1,350 2,800

Realized Gain (Loss) in Current Year [gain or loss account]         0                  0    600

606.02 Sample Journal Entries

Journal Entries, December 31, 19X1                                                                                 Debit               Credit            
Unrealized Loss in Value [Gain or Loss Account]                                                                    3,150                                      
   Unrealized Market Appreciation (Decline) [Valuation Account]                  3,150

To record unrealized loss in fair value as of 12/31/X1.
Journal Entries, December 31, 19X2
Unrealized Market Appreciation (Decline) [Valuation Account]                                          1,350                                      
   Unrealized Gain in Value [Gain or Loss Account]                                                                                            1,350           

To record unrealized gain in fair value as of 12/31/X2.
Journal Entries, June 30, 19X3
Cash                                                                                                                                              24,600                                     
Unrealized Market Appreciation (Decline) [Valuation Account]                                          1,000                                     
   Corporate Note                                                                                                                                                   25,000           
   Realized Gain on Sale  [Gain or Loss Account]                                                                                                    600  

To record sale of investment. [Realized gain of 600,
not realized loss of 400, because unrealized loss of
1,000 had been previously recognized.]

Municipal Bond                                                                                                                           24,600                                    
   Cash                                                                                                                                                                       24,600 

To record purchase of new investment.
Journal Entries, December 31, 19X3
Unrealized Market Appreciation (Decline) [Valuation Account]                                          2,800                                    
   Unrealized Gain in Value [Gain or Loss Account]                                                                                             2,800 

To record unrealized gain in fair value as of 12/31/X3.
[Valuation account should be 2,000 (70,500 less 68,500);
unrealized gain at year end is that 2,000 less the balance
in the valuation account after the June 19X3 journal entry.]
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Chapter Seven

RECEIVABLES AND INVENTORIES

Section 701 - Nature of Receivables

701.01 Classification Necessary - Denominational organizations are accustomed to handling

a large number of receivables of various types.  The purpose of this chapter is to describe the nature of

receivables, the procedures necessary in accounting for them in varied circumstances, and the adequate

disclosure in the financial statements of their distinctive characteristics.

701.02 Routine Current Receivables - The most familiar assets in this category are those

routine accounts receivable representing money due from students, customers, employees, and affiliated

organizations, for current transactions.  These funds are due and payable on a recurring monthly basis, and

the assets are properly classed as current assets.  For adequate disclosure in the financial statements, they

should be categorized to show from whom the amounts are due.  These matters will be discussed in more

detail in Sections 702 and 703.

701.03 Non-Current Advances - Distinct from current accounts receivable are the accounts

representing funds advanced, usually to subsidiary organizations, on a basis which involves an understanding

that the advances need not be repaid on the usual current basis.  Sometimes these advances are represented

by notes, issued by the advance recipients, and are payable on demand; frequently there is no written

evidence of indebtedness, even though there should be.  A number of factors need to be considered in

classifying such advances as current or non-current.  What is the intention of the creditor and the debtor?  Is

the advance for the purchase of equipment or other non-current assets, or perhaps to provide working capital

on a long-term basis?  Also, even though the advance may be payable on demand, does the debtor

organization have the ability to repay if demand is made?  A creditor organization may be lulled into a false

sense of security by classifying demand advances as current assets and thus a part of working capital when

there is manifestly an inability on the part of the debtor to meet the obligation without notice.  The classification

as current or non-current assets must be made with all these factors in mind and not simply on the surface

evaluation of the indebtedness.
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701.04 Notes Receivable - The organization may hold notes receivable which set forth

formally the due date(s) of the obligation, interest rates, security, and other essential details.  Here again, it

is important to look beyond the form of the agreement to its substance.  Such notes commonly provide for

payment of the principal in installments.  In such cases only those installments due within one year after the

date of the financial statements can be classed as current assets; the remainder of the principal amount is

considered a non-current asset.  It may not be correct to classify installments becoming due during the next

year as current assets.  If the note is seriously in default, installments past due and to become due within the

next year may not, in fact, be current assets.  Depending on the circumstances, such assets should perhaps

be written down by providing an allowance for uncollectible notes, and/or reclassified as non-current assets.

701.05 Classification of Receivables - Careful attention should be given to the classification

of receivables of all types.  Sub-classifications for all current accounts receivable should be maintained in the

general ledger so that proper groupings can be brought through to the financial statements.  There should be

sub-classifications for notes and loans unsecured and secured, respectively, with current amounts including

only the current portion of long-term loans.  The remainder of long-term receivables should be carried in other

sub-classifications for unsecured and secured amounts, respectively. In all these cases it is important that the

particular account, note, or loan be placed in its proper category as to students, customers, employees,

unrelated parties, denominational institutions, etc. Proper categorization of such receivables in the ledger itself

is a necessary first step to provide for proper disclosure in the financial statements.

Section 702 - Accounts Receivable, Current

702.01 Sources of Charges - Section 701.02 briefly referred to routine current receivables

representing amounts due from students, employees, related organizations, etc.  For book centers and

academies, a significant portion of accounts receivable are from customers or students, based on sales or

services.  Typically, book centers also have receivables from churches for sales, and academies have

receivables from churches for subsidies.  For conferences, most accounts receivable are from charges for

payroll advances, amounts owing from elementary schools for salaries and other expenses, amounts due

from churches for the monthly tithe and offering report, and a multitude of other charges based on
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denominational policy.  This being the case, control of charges is considerably more complicated than in a

sales organization where practically all the receivables arise from routine billing for merchandise or services.

Consideration will be given in Section 703 to some of these problems and their solutions.

702.02 Receivables and Fund Accounting - Because of the wide variety of charges recorded

in accounts receivable, it is inevitable that accounts receivable from a single individual or entity may be

maintained in several funds.  A particular church, for example, may be carried as a receivable in the

conference operating fund and in the association operating fund.  This will need to be kept in mind each month

when statements are sent out.

702.03 Collectibility of Receivables - All organizations are exposed to the possibility of loss

on uncollectible accounts receivable.  Good management will recognize such a possibility and provide for it.

Detailed procedures will be outlined in Section 703 for recognition of such losses.  One must consider, too,

those occasions when receivables are recorded for transactions when it is understood in advance that the

amount will not be repaid, but will rather be covered by later appropriations or other credits.  Any account listed

as a receivable should be just that.  The amount should, in the normal course of time,  be received in cash

from the debtor.  If that is not the case, it is incorrect to report the amount as a receivable in the financial

statements.

Section 703 - Accounting and Reporting Procedures

703.01 Tithe and Offering Reports - In Section 503.07 and Appendix A-9 the matter is

discussed of holding open the cash receipt record after the close of the month to record as cash received the

amount of tithe and offerings reported by constituent churches.  This is not in accord with generally accepted

accounting principles, and this manual does not provide for such a practice.  Rather, as described in Appendix

A-9, the details of each church report should be recorded as a receivable with appropriate credits to the

respective revenue and trust fund accounts at the end of the month (or year).  Cash received should then be

recorded as of the date of actual receipt as a debit to cash and a credit to the account receivable.  Further

guidance on this topic is found in Appendix A-9.
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703.02 Student Receivables - For educational organizations, student charges are the primary

source of revenue. Consequently, management of student receivables to generate maximum cash flow is a

vital function.  The accounting system should be structured to accommodate receivables from a large number

of individuals, as well as to separate the related charges into categories, such as tuition, dormitory, cafeteria,

supplies, and fees, etc.  Further guidance is found in Appendix B-2.

703.03 Customer Receivables - Frequently organizations allow customers to have goods or

receive services immediately, and then collect money from them subsequent to the transaction.  Some

organizations, such as publishing houses or book centers, have many recurring transactions with the same

customers.  Other organizations, particularly those employing literature evangelists, may have credit sales

which are collected over a number of months.  In all of these situations, there should be a written credit policy

to help ensure that credit is granted appropriately.  Obviously, managing the extension of credit and the

collection of receivables is critical to the continued existence of these types of organizations.

703.04 Employee Receivables - Applying the principle that “form follows function,” the nature

of the accounting record for employee accounts receivable will vary according to the circumstances in the

particular organization.  Some organizations limit financial transactions with employees to monthly payroll

settlement and the monthly expense report.  In other cases employees have the privilege of securing cash

advances against payroll and purchasing gasoline, food products, and other items on credit.  Naturally, the

scope of the accounting will vary depending on these circumstances.  The general rule must be that when a

transaction involving an employee is consummated, it must at that time be recorded as a charge to the

employee in a formal account receivable.  The practice of holding cash advances to employees in limbo

without entry until the monthly payroll is prepared should not be permitted.  This is not to say that transactions

such as purchases of merchandise cannot be accumulated throughout the month in subsidiary records and

entered in total at the close of the month, in coordination with the preparation of the monthly payroll.  Such

charges should be recorded as debits to the employee receivable accounts at the time, and not “short-

circuited” simply as direct deductions through the payroll journal.

703.05 Elementary School Accounts - Ordinarily transactions with the constituent elementary

schools of a conference will be handled through a function in the conference operating fund.  (In some states
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the conference educational operation must be handled through an entirely separate fund; if so, the chart of

accounts is flexible enough to accommodate this.)  Some conferences bill the schools for all or a specific

portion of the total expense of the school-related payroll.  Some add an amount for other expenses paid for

the benefit of the school.  In some cases, an agreed-upon amount per month is billed to the school.  Credits

are passed to the individual schools for regular assistance in operating and for special appropriations or

subsidies.  These various types of transactions are best recorded in a journal designed to meet the needs of

the individual organization.  The exact nature of every charge and credit to the individual school should be

evident in this journal.

703.06 Billing and Monthly Statements - Every individual and entity carried in the current

accounts receivable categories is entitled to a monthly statement of account.  If entries to a particular account

are numerous or if the accounts receivable in general are active, it is well to prepare an invoice for each

charge entered to the account.  The monthly statement should either itemize the nature of the charges or be

accompanied by copies of invoice forms which include such itemization.  The statements should be sent to

the debtors promptly at the close of the month; each statement should be in agreement with the balance in

the ledger.  The statements should be compared with the ledger accounts and mailed to the debtors by a

responsible individual who is not involved in either the maintenance of the accounting records or the receipting

of incoming cash.  For those accounts which are not paid up routinely month by month, it may be advisable

for the CFO to request confirmation from the debtors of the correctness of the balance shown in their

statements.  This could be done at least once a year; the confirmation procedure, including all responses

received to confirmation requests, should be under the direct control of the CFO or designee—an individual

not involved in either the accounting or cash receipting procedures.

703.07 Subsidiary Ledgers - From the foregoing discussion it appears that in some cases

subsidiary ledgers for specific groups of accounts may be useful, with the account number in the chart of

accounts representing a control over a particular category of receivables.  Obviously, the balance in the control

account should always agree with the total of all balances in the subsidiary ledgers.  No transaction should

be recorded in one without a corresponding entry in the other.  There are a number of advantages to

maintaining subsidiary ledgers.  It is possible for one individual to operate a subsidiary ledger or ledgers, while
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another is responsible for the general ledger and the control accounts.  Locating errors in a group of

homogeneous accounts in a subsidiary ledger may be easier than locating the same error when it is buried

in the general ledger.  Separation of functions for purposes of satisfactory internal control is more easily

accomplished with subsidiary ledgers separate from the general accounting routine.  It is possible for the

individual assigned to a subsidiary ledger or ledgers to become highly knowledgeable and expert in that

particular field, thus leading to greater efficiency.

703.08 Bad Debt Losses - Two methods of recognizing losses on uncollectible accounts are

generally accepted:  (1) Setting up an allowance for future losses based on a percentage of sales or charges

in a given period, with the actual uncollectibility, when recognized, charged against the allowance; and (2)

writing off the specific recognized uncollectible account as an expense in the period in which the loss is

recognized.  The two methods are known as the “allowance” and “direct write-off” methods, respectively.  They

are illustrated in the following paragraphs.  Using the allowance method requires a detailed analysis of the

receivable accounts, together with an analysis of past history.  An aged trial balance of the accounts

receivable is an invaluable tool in this analysis.

703.09 The Allowance Method - Generally used when the principal activity in the accounts

receivable arises from sales of goods and services:

Assume sales of $100,000 in year 19X1, with estimated losses, based on past experience, 2% of
sales.  In year 19X2 a debtor declares bankruptcy, and the account of $525 is deemed uncollectible.

Entry, 19X1

Debit Credit
Bad Debts Expense X-6-500-3500 2,000

Allowance for Uncollectible X-0-129-0000  2,000

To record estimated loss on bad debts for 19X1 @ 2% of total sales of $100,000.

Entry, 19X2

Debit Credit
Allowance for Uncollectible X-0-129-0000    525

Accounts Receivable, Misc. X-0-128-0159               525

To record uncollectibility of account of John Brown Services, Inc.  Brown was declared
 bankrupt April 28, 19X2.
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703.10 The Direct Write-Off Method - Generally more applicable to situations other than sales

of goods or services, where losses from uncollectible accounts are usually isolated cases rather than routine

risks.

Assume certain long standing charges against the Faultless Vision Church School, disputed by it on
the basis that it did not authorize the charges, are deemed uncollectible and written off as a loss.  The amount
involved is $139.

Entry, 19X2
Debit Credit

Bad Debts Expense X-6-500-3500    139
Accounts Receivable, Church School X-0-105-0163                 139

To record adjustment on Faultless Vision Church of disputed amount, as authorized
by  conference Executive Committee action x2-47, April 28, 19X2.

703.11 Authorization for Write-Offs - In every instance of the write-off of an uncollectible

account, specific approval must be granted by the controlling committee or its designated sub-committee.

It is not permissible that write-offs be authorized either by a member of the accounting department or

unilaterally by the CFO or other officer.

703.12 Fragmentation of Receivables - Section 702.02 mentioned the sending of monthly

statements to all debtors and the problem occasioned by carrying a receivable for an entity in more than one

fund.  To monitor the situation, the review of monthly statements of accounts for all funds should be assigned

to one individual so that the amounts carried as receivable of the separate funds may all be reviewed together.

Such analytical review can highlight accounts that may be increasing in the aggregate, but not be noticeable

in any single funds.

703.13 Reporting Accounts Receivable - A certain amount of the detail of accounts

receivable should be disclosed in the supporting notes to the financial statements.  It is not considered either

necessary or advisable that a detailed list by name of individual or organization be supplied.  Under normal

circumstances it should be sufficient to provide a breakdown of receivables by type of customer, or

organization, or employees.
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Section 704 - Notes and Loans Receivable

704.01 Account Classifications - Some introductory remarks about notes and loans

receivable were included in Sections 701.03 and 701.04.  Discussion in this will extend the consideration of

these items.  Initially, it is important to distinguish between (a) current and non-current, (b) secured and

unsecured, and (c) category of debtor.  The chart of accounts provides for all of these types of differentiation,

and no note or loan receivable should be recorded in the accounts until a responsible individual is satisfied

that it is properly identified as to all three of these characteristics.

704.02 Notes vs. Loans - A formal promissory note as evidence of indebtedness is preferable

to an open-account advance.  Without formalization of the indebtedness, there is a constant risk that with the

passage of time and changes in personnel, misunderstandings as to the terms of the indebtedness may arise.

Assuming that such transactions bear the formal authorization of the controlling committees of both the lender

and the borrower (and this should always be the case) there seems to be no reason why the transaction

should not be evidenced by a promissory note.  Authorizations for these transactions should specifically

include the amount involved, the arrangements for payment including specific due dates, the interest rate and

provisions for payment of interest or its addition to principal, understandings as to renewal on maturity,

understandings as to conditions and contingencies, and a clear statement as to security offered and accepted,

if any.  Be aware that NADWP P 30 45 and P 30 60 contain numerous provisions which must be followed for

certain types of loans.

704.03 Current and Long-Term Portions - There are sub-classifications in the chart of

accounts for current unsecured and secured notes.  A note which will be fully collected within the ensuing year

will be carried in these sub-classifications.  The current portion of long-term loans is also recorded in these

sub-classifications.  These sub-classifications correspond with other sub-classifications for long-term notes

and loans, unsecured and secured.  The usual procedure is to carry the total amount of the obligation in the

long-term category during the year and to transfer that portion of the total which is due for collection during

the next succeeding year to the proper current classification at the end of the year.  For example, the portion

of a secured employee home loan which falls due within the next year would be transferred at the close of the

current year from an account in the long-term of the general ledger to an account in the current section.
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704.04 Interest Income on Notes and Loans - Interest payment dates seldom correspond

with fiscal-year closing dates.  This means that at the end of a fiscal year, interest earnings may have

accumulated since the last interest payment date on both current and long-term receivables.  It is essential

that such accrued interest income be recognized as revenue in the period in which it is earned, and that the

amount be recorded as a receivable.  The accounting entry is routine:  The receivable will be recorded in the

appropriate fund as a debit to accrued interest receivable.  The balancing credit will be entered to

miscellaneous revenue or interest revenue.  To simplify the later recording of the receipt of the interest

payment, this entry may be reversed on the first day of the new fiscal year.  Actual payments of interest will

then be credited directly to the interest revenue account.

704.05 Doubtful Receivables - It is generally recognized in the financial community that

accrual of interest on doubtful or uncollectible receivables, and the recognition of such interest as current

revenue, is not acceptable.  While the decision about collectibility is frequently difficult and painful, it is

important to take an objective view of this evaluation, and to report the condition accordingly.  The usual

practice, when an interest-bearing receivable is deemed uncollectible, or when payments of principal and/or

interest have ceased, is to (1) stop accruing interest as of the date of the decision; (2) reverse entries for

interest accrual for the current year; and (3) as to interest accrued and unpaid from previous years, either (a)

write them off against a previously-established allowance for uncollectible, or (b) set up such an allowance

in the full amount of the accrued interest receivable.  At the same time, the allowance for uncollectible should

be analyzed, to ensure it is adequate to cover the principal balance of the account currently in question.  As

discussed in Section 704.07, full financial statement disclosure of the conditions of uncollectibility of both

principal and interest is required.

704.06 Disclosure - In preparing financial statements, it is not sufficient simply to compile a

schedule showing names of debtors and amounts due.  The additional details as to type of borrower, terms

of payment, interest rates, and security, if any, are essential for adequate disclosure of these assets.

Disclosure is also required of amounts due from officers, employees, and related parties.  The amount of

allowance for doubtful accounts should also be disclosed.  If this information cannot be satisfactorily displayed

in the financial statement, it should be embodied in notes to the financial statements.
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704.07 Notes and Loans in Default - Adequate disclosure must be made in the financial

statements of notes and loans or accrued interest thereon which are significantly past due.  As noted in

Section 701.04, it is not correct to show as a current asset the portion of a long-term indebtedness which may

be due within the next year (or may have come due in the past year) unless the amount can reasonably and

objectively be expected to be liquidated during the coming year.  The same applies to accrued interest

receivable.  It is manifestly misleading to report as “current” assets accrued interest on notes and loans which

represents an accumulation of unpaid interest over a period of years.  Not only should such items, both

principal and interest, be carried outside the current asset classification, there should also be specific

disclosure as to which items are in default, the principal balance, and the amount of any related allowance.

Section 705 - Inter-Fund Transactions

705.01 Current Transactions - There will be numerous transactions between funds in the

ordinary course of business.  Two cautions must be highlighted:  (1) Any inter-fund transaction recorded in

a given fund, be it “due from” or “due to,” should be supported by a compensating entry in the other fund.

Obviously there is something wrong with an accounting system that reports in an operating fund a “Due from

Plant Fund, $2,380" while the plant fund shows a “Due to Operating Fund, $1,591.”  In a computerized

accounting system, controls should be built into the program to ensure that compensating entries are made

where two funds are involved.  (2) Entries in inter-fund receivable/payable accounts such as are being

discussed here, should be strictly on a current basis and should not involve formal borrowing between funds.

This means that either the normal debit-credit entries in the two funds will approximately balance out (or “roll

over”) from one period to another, or there will be a cash settlement at least at the end of each month.  Note

also that in the combined financial statements for the organization as a whole, inter-fund receivables and

payables should be eliminated to zero.

705.02 Inter-Fund Borrowing - The foregoing discussion relates primarily to current

transactions between funds in the ordinary conduct of business of the entity.  There are occasions when the

controlling committee feels a need for and authorizes a loan from one fund to another on a longer term basis.

In making such a decision, the committee should be aware of any legal restrictions against loaning the
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resources of a particular fund.  Such transfers of funds should not be carried in the same accounts with the

ordinary due to/from accounts, but should be separately identified and separately titled.  This formal borrowing

between funds should be subject to the same requirements for repayment terms and documentation as loans

from conventional lenders.  If it becomes apparent that the borrowing fund will not likely repay the amount,

it should be removed from the due to/from accounts, and recorded as a transfer, reducing net assets in the

“lending” fund and increasing net assets in the “borrowing” fund.

Section 706 - Inventories

706.01 Introduction - Inventory may appear to be a significant asset to only book centers,

literature evangelism organizations,  and publishing houses.  However, conferences and other organizations

also may have significant amounts in inventory.  Inventory is not limited to merchandise held for sale.  It can

include printed forms for various departments, stocks of forms for church and school treasurers and

secretaries, Pathfinder materials, and similar supplies.  This chapter will discuss characteristics of inventory

accounting that will apply to all organizations.  More specific procedures will be addressed in Appendix C, the

supplementary guidance for book centers.

706.02 Materiality - The guidelines for inventory accounting in the following paragraphs should

be applied only if the inventories are material in amount.  This means that the CFO will be selective in the

application of these principles.  If the inventory of a given category of materials is low in value and if it tends

to remain relatively unchanged from year to year, it may be permissible to omit recognition of the inventory

as an asset.  Such items could be charged to expense.  On the other hand, if the value is significant in relation

to other working assets of the organization, or if there are fluctuations in value from year to year, it is well to

take the necessary steps to recognize the distinction between “expensed” items—those used up in a given

period—and those carried over the year-end to be used in subsequent periods.

706.03 Expense vs. Accrual - On the assumption that certain categories of inventory are

material in value and need to be recognized in the accounting records, it is necessary to establish a uniform

procedure to account for the purchase and use or resale of the materials involved.  The best procedure is to

charge all purchases in those inventory categories to an asset account and to record monthly usages from
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the inventory as credits to the inventory account and charges to an appropriate expense account.  Again, if

the monthly usages are small or if the total inventory in a particular category is small at any given time, it may

be permissible to expense purchases as they are made and to make an annual adjustment to credit the

expense account and debit the asset account with the inventory value at the close of the year.  It is not

required that the procedure be uniform for all inventory categories.  Small or relatively inactive accounts can

be handled with an annual adjustment; other very active accounts or accounts involving considerable sums

of money should be handled by monthly adjustments, transferring the value of material used during the month

from the inventory account to the expense account.

706.04 Purchasing Procedures - The administration should establish definite procedures for

purchasing of materials.  Printed purchase order forms should be used, and the authority to execute purchase

orders for various types of inventory should be designated in writing and should be understood by all

concerned.  It is advisable, too, to prescribe procedures for securing bids for sizeable purchases and to

establish a review committee to oversee the bid-and-purchase process.  Purchase orders should be prepared

at least in triplicate, with the original going to the vendor, a copy to be retained by the department head who

originates the order (if authorized to issue the order), and a third copy to go immediately to the CFO for review

and thence to a designated person in the accounting department who will later process the vendor invoice.

Purchase orders should be clear as to quantities and description of materials ordered, unit prices, terms of

payment, and discounts.

706.05 Payment of Invoices - Vendor invoices will ordinarily be routed to a designated person

in the accounting department for review.  This review should include a matching of the invoice with the related

purchase order to determine that all aspects of the transaction as billed are in agreement  with the

authorization in the purchase order.  The individual or department originating the order should, either by

forwarding a receiving document to the accounting department or by indication on the invoice itself, certify that

the material has been received and accepted.  After these steps have been completed, the invoice should be

transmitted to the CFO or a delegated assistant for final approval prior to payment.  When the invoice is paid,

all the supporting documents (vendor invoice, purchase order copy, and receiving document if any) should

be attached to the check voucher.
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706.06 Inventory Custody - One of the objectives of a system of internal control is the

safeguarding of assets of the organization.  This requirement applies with special force to the custody of

inventoried materials.  Sometimes all the supplies of an organization are kept together in a room or

warehouse, and any individuals who require access to any particular item are automatically permitted access

to all inventories.  Each inventory category should be under the specific custody of a designated individual who

is held responsible for materials drawn from that category.  As is the case with cash, multiple access simply

means that no one person can be held responsible for custody of the asset.  If the Sabbath School

department, for example, maintains an inventory of Child Evangelism supplies, only the personnel of that

department should have custody of those supplies, and no others should be permitted to withdraw them

without their knowledge and approval.  As another example, if an academy has a book and supply store for

student use, it should not be so accessible that individuals can pass through unattended.

706.07 Record of Withdrawals - If the system is to operate satisfactorily, it is necessary that

an accurate record of withdrawals from each inventory category be maintained.  Depending on the activity in

a particular area, this may be done by having the individual requiring the material fill out a requisition for the

items needed, sign the requisition when the items are received, and all requisitions for the month priced and

totaled as documentation for the month-end entry transferring the value from the inventory account to the

expense account.  In some cases, rather than using individual requisitions, a log is kept listing all withdrawals,

with each item identified as to date withdrawn, description, value, and initials of the person receiving the

material.  A certain degree of latitude is not only permissible but necessary in this respect.  The activity in the

various inventory categories varies so widely that a system should be devised which is complete and adequate

without being unduly burdensome.

706.08 Physical Inventory - The CFO should arrange with each inventory custodian for the

taking of a physical inventory of stock at the end of the fiscal year.  It is desirable that someone other than the

custodian take this inventory.  An effective plan is to have the custodian work with an individual from the

accounting department in the counting and recording process.  It is well for inventory counting instructions to

be in writing, and for the individuals who will be doing the counting to receive appropriate orientation or

training.  The inventory should be in writing and should include a description of each item, including shelf
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location, quantity on hand, unit price, and extension.  If the quantity of inventory is extensive, the inventory

count sheets should be pre-numbered, and all sheets should be accounted for at the conclusion of counting.

Some form of shelf tags or labels should be used to be sure all items are counted once, and no items are

counted more than once.  The cost per unit and the multiplication of that amount by the number of units on

hand should be verified in the accounting department.  The total inventory value as determined from the

physical count then becomes the asset value in the year-end statement of financial position.  Any discrepancy

between the computed inventory cost and the balance in the general ledger should be adjusted by an

appropriate entry to the related expense account.

706.09 Excessive or Obsolete Stock - Care must be taken to eliminate from the inventory

any material which is, for any reason, unusable or valueless.  Frequently promotional material is purchased

for a particular program.  When that program has been completed, the promotional material is no longer

usable, and should not be included in the inventory.  Stationery with outdated information, material which has

deteriorated to the point where it cannot be used, and any other items of inventory which will not at a future

time be charged to expense as used should be eliminated when the physical inventory is taken.  Also,

inventory quantities that likely will not be used before they become obsolete should be written down to their

net realizable market value.

706.10 Prepaid Expense - The above discussion relates specifically to material in inventory.

It should not be overlooked that other items of expense, of an intangible nature, may be handled in a similar

way.  Premiums paid on insurance policies, for example, should be “inventoried” at year-end to determine the

amount applicable to the current year, and the unused balance to be carried forward as an asset to the

succeeding year.  Equipment maintenance contracts present a similar situation.  If a contract for office

equipment maintenance has been paid in advance and extends beyond the end of the current year, that

portion of the contract which is unexpired and which therefore represents an asset should be recognized.  A

discussion of the adjusting entries necessary for such accounts is found in Section 1103.02.
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Chapter Eight

PROPERTY, PLANT, AND EQUIPMENT

Section 801 - Overview

801.01 Introduction - All property, plant, and equipment of the organization should be

recorded in specific groups of accounts, apart from operating accounts.  All assets and liabilities related to

plant assets should correspond to specific net asset accounts.  This will be true whether the organization uses

fund accounting or not.

801.02 Types of Accounts - There should be a group of accounts for recording the cost of

plant assets, together with respective accumulated depreciation.  There will be a group of accounts for debt

that is related to these plant assets.  In addition, there will be a group of accounts for investment assets that

have either been received with donor restrictions or been allocated by controlling committee action, for use

in acquiring assets or liquidating plant asset debt.  As further described in  Section 1002.03, these groups of

assets and liabilities will correspond to one or more of the three net asset classes.

801.03 Fund Accounting - Conferences and other organizations that have complex groupings

of plant assets will use fund accounting to assist in recording and reporting on plant asset balances and

activity.  Further guidance on this topic is found in Chapter 13.

Section 802 - Nature of Property, Plant, and Equipment

802.01 Types of Assets - All property, plant, and equipment assets that are used in the normal

operations of the organization and its affiliates are included in the groups of accounts described above.  This

includes land, land improvements, buildings, equipment, furnishings, motor vehicles, and any other long-lived

assets that are used in day-to-day operations.  Any long-lived assets that are held for investment or until they

can be sold, should be recorded in a grouping with other assets, not with operating assets.

802.02 Land - Land is commonly considered a non-depreciable asset.  Its usability does not

diminish with the passage of time, and it remains on the records at its historical cost.  As with other long-lived

assets, this “cost” includes, in addition to the cash paid or other objectively-determined fair value at date of

acquisition, the incidental costs of acquisition, such as fees and taxes; in short, any direct costs involved in
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securing title to the property.  In those cases where a “package” price is paid for land and buildings, a fair

apportionment of the total cost between the non-depreciable land and the depreciable building and

improvements is recorded in the respective asset accounts for Land, Land Improvements, and Buildings.

802.03 Title to Real Property - To protect denominational assets, whenever land and related

structures are acquired, it is essential that the title deed be recorded promptly in the name of the respective

denominational association or corporation.  Such proof-of-title documents should be filed in secure, fireproof

storage.  Access to such documents should be available only to responsible financial or administrative

officers, and every occasion on which they are withdrawn from the file, together with the date, name of

individual handling the document, and reason for withdrawal, should be made a matter of record.

Accounting principles generally accepted by the denomination require real property to be recorded

in the financial statements of the legal title holder.  As an alternative for real property that is titled in the name

of one entity but is used by a related entity, NADWP P 15 80 will allow organizations to report in the same

manner as before adoption of this manual.  (Church and elementary school properties were listed only in notes

to the association financial statements, and academy properties were carried in the academy financial

statements.)  However, it is recognized that this alternative presentation is a departure from accounting

principles, and auditors will be required to modify their opinions on the respective financial statements

accordingly, but this departure is an acceptable alternative allowed by NADWP.

802.04 Land Improvements - While land itself is not a depreciable asset, the same does not

apply to physical improvements attached to the land; roadways, parking lots, sidewalks, curbs and gutters,

exterior lighting, sprinkler systems, and permanent landscaping.  Such items by their nature are “wasting”

assets, and it is necessary to record them separately (either upon acquisition as separate items, or as an

apportionment of total cost of property in the case of a “package” purchase), to maintain a record of the

individual items involved, and to depreciate them at an appropriate rate.

802.05 Buildings - Each identifiable building or structure should be assigned a separate value,

a separate expected life and depreciation rate, and an individual account.  As mentioned in the discussion of

cost of land, the total cost of a structure includes such incidental outlays as are necessary to bring the

structure to a condition in which it can perform its expected function.  For example, if repairs or improvements
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to a building are necessary at the time of its acquisition to put it into usable condition, such costs should be

included in building cost.  Another important item of cost is the interest paid on borrowed funds for the

construction of a building until the time when the building is ready for occupancy.  Interest during the period

of construction becomes a part of building cost, while interest on borrowing after the building is occupied and

in use is an expense in the statement of changes in net assets.  In assigning an expected life and depreciation

rate, all the above items are included in the gross cost.  They are reduced by the eventual estimated salvage

value of the structure (net of the cost of removal) to arrive at the depreciation base.

802.06 Equipment and Furnishings - In general, the same rules of cost and depreciation

which apply to land improvements and buildings also apply to equipment and furnishings.  Individual records

should be maintained for each item of equipment and furnishings including motor vehicles.  More will be said

about the details of such records in  Section 804.01.

802.07 Donated Assets - Any plant assets (land, buildings, or equipment) donated to the

organization are recorded in appropriate accounts at their fair market value at the date of acquisition, and are

depreciated in the same manner as assets acquired by purchase.  This includes the fair value of labor

donated to construct plant assets.  The entry for donated assets is to debit the appropriate asset account and

credit a non-cash contribution revenue account.  This account will appear in the Nonoperating section of the

statement of changes in unrestricted net assets, if it is unrestricted, or in the statement of changes in

Temporarily Restricted Net Assets, if it is restricted and depreciable.

802.08 Minimum Cost Policy - There may be a matter of doubt as to the recording of

purchases of minor items of equipment which, because of their small original cost, may not warrant recording

and depreciating over a period of years.  The organization should have a written policy spelling out (1) the

minimum cost of an item to qualify it for recording in the equipment asset account and (2) the minimum

expected life of an item in order for it to qualify.  For example, a minimum life of three years and a minimum

cost of $500 could be the policy. Any item with a shorter life or a lower cost would be expensed on acquisition.
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Section 803 - Depreciation Principles and Policies

803.01 Nature of Depreciation - Accounting principles require expenses and costs to be

matched with revenues of each accounting period.  For long-lived plant assets, which benefit a number of

periods, the respective cost is recognized by using depreciation.  Depreciation methods calculate a pro-rata

share of the cost of each asset over segments of its useful life and apply such costs to each accounting period

in a systematic manner.  The recognition of depreciation expense by not-for-profit organizations has been

required by generally accepted accounting principles for many years and was required by NADWP prior to

that.

803.02 Allocation of Expense - Whether an organization uses fund accounting or not,

depreciation expense should be allocated among the program and supporting services that use the underlying

assets.  For equipment and furnishings, this allocation is typically calculated in the subsidiary ledger by

arranging the assets according to department or function.  For real estate, the allocation is typically calculated

from the general ledger accounts using supporting schedules that allocate buildings or floor space according

to the departments that use them.  When depreciation is posted to the control accounts, the appropriate

portions are recorded in expense accounts for each affected department.

803.03 Accumulated Depreciation - Each depreciable asset control account (land

improvements, buildings, equipment and furnishings, etc.) will have a valuation account related to it for

accumulated depreciation.  These valuation accounts will contain the accumulated depreciation expense that

has been taken on the assets in each respective category.

803.04 Expense vs. Funding - It is important to distinguish between two commonly confused

terms.  (1) Depreciation Expense is the systematic recognition in each accounting period of the pro-rata share

of plant asset costs over their useful lives.  As an expense, this results in a decrease to the net assets of the

organization as a whole.  Depreciation expense is required for all organizations.  (2) Depreciation Funding

is a denominational policy that provides for allocating, or setting aside, certain resources to be used in future

periods for acquisition or replacement of plant assets.  As an allocation or transfer, this results in only a

reclassification, not a decrease, to the net assets of the organization as a whole.  Funding is recommended

by policy, but actual amounts are subject to budgetary decisions of each organization's controlling committee.

Funding will be covered in detail in Section 804.
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803.05  Depreciation Rates - The recording of depreciation on long lived assets is described

as the “systematic, rational allocation” of the cost of the asset over its estimated life.  The following rates on

building, furnishings, and equipment are published primarily as guidelines; in exceptional circumstances rates

somewhat different may be appropriate.  These guidelines provide a range of possible life rates.

Organizations should analyze the characteristics of each asset, to select an appropriate rate.

Buildings
    Life    Rate

Well-constructed brick, stone, or
  reinforced cement buildings 75 yrs       1 1/3%
Brick veneer or thin-wall cement 50 yrs       2%
Frame stucco buildings on good
   foundation 40 yrs       2 1/2%
All other buildings 20 - 30 yrs  3 - 5%

Furnishings and Equipment

Durable office furnishings 10 - 20 yrs    5 - 10%
Light office furnishings 10 - 15 yrs   7 - 10%
Durable heavy institutional furnishings 15 - 20 yrs   5 - 7%
Light school and institutional furnishings   8 - 12 yrs   8 - 12%
Carpets, rugs, etc.   5 - 10 yrs         10 - 20%
Office Equipment    5 - 10 yrs         10 - 20%
Dormitory Furnishings   5 - 10 yrs         10 - 20%
Engines & Boilers   5 - 20 yrs           5 - 20%
Desktop & Portable Computer Systems   3 - 5 yrs         20 - 33%
Large Central Computer Systems   5 - 7 yrs         14 - 20%
Audio-Visual Equipment   3 - 5 yrs               20 - 33%

Section 804 - Other Plant Asset Accounting Principles

804.01 Subsidiary Records - Each of the parent asset accounts and its related accumulated

depreciation account represent controls in the general ledger.  It is highly important that the individual assets

in each of these categories be carried as separate accounts in a subsidiary  ledger.  The individual asset

record should show the name and number of the asset; an adequate description including location, serial

number if applicable, and sufficient other detail to distinguish that particular item from other similar items; total

cost and record of voucher number and date reflecting the original purchase; details as to depreciation

(estimated life, annual percentage write-off, etc.) and a year-by-year record showing the carrying value at the

beginning of the year, amount of depreciation recorded, and carrying value at the end of the year.  The

individual subsidiary records supporting each parent asset account in the general ledger should be in

reconciliation at all times with the parent accounts, for both original cost and total accumulated depreciation.
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While monthly depreciation entries may be made to the general ledger accounts with allocation to appropriate

expense accounts as illustrated in Section 805.04, these monthly entries will at best be only close estimates.

It is essential that at the close of the year the actual amount of depreciation recorded for the year be adjusted

to agree with the detail as entered in the individual asset records.  The annual reconciliation of these

subsidiary ledgers with their related control accounts should be made a matter of record in the accounting

office.

804.02 Liabilities for Plant Assets - In most cases, purchases of equipment will be made

without immediate cash payment; that is, an account payable will be opened.  It follows that the liabilities

representing such accounts will be grouped with the plant assets/liability accounts, rather than with operating

accounts.  When property is purchased on a long-term loan or contract basis, the principal amount of the

liability is carried in the plant liability group.  The total cost of the property acquired is recorded in the Land and

Buildings accounts; the loan is recorded by crediting a loan payable account; and only the difference is

recorded as a transfer to net assets invested in plant.

804.03 Net Asset Components - As mentioned in  Section 1002.03, resources may be

designated at various times for various capital functions.  That being the case, it is necessary to identify and

separate portions of net assets to show the capital functions for which the related assets are to be expended.

Each organization will separate the overall net assets accounts in such a way as to disclose in the financial

statements, by capital function, the internal allocations of the available assets.  Such segregation does not,

of course, affect the basic fact that all of these accounts are part of total net assets.

804.04 Physical Inventories - Property, Plant, and Equipment represent important asset

values of the organization, and the actual physical presence of the assets should be compared periodically

with the book record.  In other words, there should be a physical count of these items at reasonable intervals.

It is recommended that such a reconciliation be completed on a basis of not longer than once in three years.

This can be accomplished by a complete  count each three years or by counting one-third of the total record

each year.

804.05  Funding Arrangements - NADWP P 55 seems to assume funding of depreciation,

and specifies that funded depreciation is to be used for construction or replacement of plant assets.
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Traditionally, “funding depreciation” has been defined as setting aside or allocating investment resources in

amounts equal to the annual depreciation expense.  As a result of setting these resources aside, money is

available when it is needed to acquire new plant assets.  In practice, the amounts set aside range from zero

to more than the current depreciation expense, depending on budgetary decisions of each organization's

controlling committee.

In all organizations, these allocations of resources represent reclassifications of unallocated

unrestricted net assets into allocated unrestricted net assets.  As further detailed in Chapter 13, for

organizations using fund accounting, these allocations also involve transfers of resources from one or more

funds into the plant fund.  They typically also involve the payment of “rent” from conferences and book centers

to conference corporations, which then transfer funding to plant funds.  All of these movements of resources

should not be recorded as revenue and expense, but rather as transfers between funds.

Section 805 - Accounting Entries Illustrated

805.01 Introduction - The following paragraphs illustrate some of the common entries which

would be made in recording plant asset transactions.  Further examples for use with fund accounting are given

in Chapter 13.

805.02 Acquisition of Assets

(1) Assume purchase of residential property, house and lot valued at $100,000, of which
$30,000 is paid in cash, the remainder on a long-term note and trust deed.  The total
valuation is divided $20,000 for the land, $80,000 for the building.

Account Debit Credit
Employee Housing - Land 20,000
Employee Housing - Buildings 80,000

Cash in Bank  30,000
Mortgage Payable-Housing  70,000

To record acquisition of house and lot, in exchange for cash down payment and trust
deed note for balance.

(2) Assume purchase of an office desk, no trade-in, at a price of $800.

Office Equipment       800
Cash in Bank            800

To record acquisition of desk.  Equipment Inventory #xxxx.

(3) Assume the above desk was donated instead of being purchased.  For donated assets
a fair value must be determined on as objective a basis as possible—usually by
comparison with prices available on the open market for equivalent articles.  Acceptance
of such gifts must be recorded at full fair value and the asset thereafter depreciated
exactly as if it had been purchased.
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Debit Credit
Office Equipment    800

Plant Assets Donated        800
To record donated desk.  Equipment Inventory #xxxx.

805.03 Construction in Progress

Assume expenditure in 19X1 of $150,000 as progress payments to contractors on construction
of a conference office.  The building is completed in 19X2, and the remaining balance on the full
contract price, $275,000, is paid in 19X2.  Land value is already on the records.

Account, 19X1:              Debit Credit
Office Building in Progress   150,000

Cash in Bank      150,000
To record payments to date on new conference office.

Account, 19X2:
Office Building in Progress   275,000

Cash in Bank      275,000
(Explanations same as in 19X1)

Conference Office Building   425,000
Office Building in Progress            425,000

To record completed conference office building, and to close out Buildings in Progress.

805.04 Depreciation of Assets - The organization should have a recorded policy stating the

approved practice of recording depreciation during the year of acquisition of an asset.  Commonly for major

assets—buildings, major items of equipment (motor vehicles, for example)—depreciation is recorded for the

fraction of the year in which the asset was acquired, either on a monthly or quarterly basis.  For routine

purchases of equipment, it is acceptable to begin recording depreciation with the first of the year following

acquisition.  Following are examples:

Buildings: Equipment:
Conference Office    9,250 Evangelism      950
Campground    7,200 Youth Camp   2,700
Employee Housing  10,800 Info. Systems   1,800
Youth Camp    4,600 Conference Office   5,200
Total  31,850 Total 10,650

Depreciation Entries: Debit Credit
Deprec Exp, Build Conf Office        9,250
Deprec Exp, Build Campmeeting        7,200
Deprec Exp, Build Housing      10,800
Deprec Exp, Build Youth Camp        4,600

Accum Deprec, Conf Office               9,250
Accum Deprec, Campmeeting               7,200
Accum Deprec, Housing                  10,800
Accum Deprec, Youth Camp          4,600

To record depreciation on buildings for the year 19X1.
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Debit Credit
Deprec Exp, E & F, Evangelism           950
Deprec Exp, E & F, Youth Camp        2,700   
Deprec Exp, E & F, Info. Systems        1,800
Deprec Exp, E & F, Conf Office        5,200

Accum Deprec Evangelism      950
Accum Deprec Youth Camp   2,700
Accum Deprec Info. Systems   1,800
Accum Deprec Conf Office   5,200

To record depreciation on equipment and furnishings for the year 19X1.

805.05 Disposition of Assets

(1) Assume sale of surplus desk and chair for $200 cash.  Cost of the two items was $875;
accumulated depreciation to date of sale, $800; net carrying value, $75.  Gain on the sale
is therefore $125 (the difference between the $200 cash received and the $75 net
carrying value.)  Note that in the following entries, no recognition of this gain as such is
given.

Account:  Debit Credit
Cash in Bank           200

Proceeds of Sale           200

Accum Deprec, E & F, Conf Office           800
Net Value, Asset Sold             75

E & F, Conf Office          875
To record sale of desk (Inv. #----) and chair (Inv. #----).  See Cash Receipt #----,
$200, dated 12/31/X1.

(2) Assume purchase of a new pickup truck for $20,800; terms cash down $18,000, trade-in
of old pickup truck, $2,800.  The old truck is recorded at a cost of $6,500, accumulated
depreciation to date, $4,500, net carrying value $2,000.  As in case #1 above, no
recognition as such is given to the $800 difference between the carrying value and the
trade-in value.  Note that the amount rolled over from the old truck to the new truck is its
actual book value, not the trade value allowed by the dealer.

Account:        Debit Credit
Accum Deprec, Motor Vehicles        4,500
Net Value of Plant Assets Sold        2,000
  Motor Vehicles  6,500
To clear from the records the cost and accumulated depreciation on old pickup truck
traded in on new vehicle.

Motor Vehicles      20,000
Cash in Bank                                  18,000
Plant Assets Acq'd-Trade In                           2,000

To record acquisition of new pickup truck at cost of $20,000; cash, $18,000, trade-in of
old truck, $2,000.
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805.06 Payment of Long-Term Liabilities -  In our present example, a long-term obligation

was incurred for the purchase of employee housing.  It is assumed that at the end of 19X2 an annual payment

of $15,000, principal and interest, is made. Of this amount, $7,000 is interest, which is a deduction from plant

group allocated net assets.

Account:  Debit Credit
Mortgage Payable - Housing       8,000
Residences- Interest Expense       7,000

Cash in Bank             15,000
To record annual payment of principal and interest on trust deed note.
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Chapter Nine

LIABILITIES

Section 901 - Current and Long-Term Payables

901.01 General Observations - The points made in Chapter 7 in the discussion of routine

accounts receivable apply in general terms to routine payables as well.  Classification of accounts payable

as a current liability is well understood; differentiation between the current and long-term portions of note and

loan indebtedness applies generally in the same manner to liabilities as it does to receivables.  The liabilities

section of the chart of accounts, including the breakdown into accounts payable, notes and loans payable,

unsecured and secured, current and long-term will follow the same format as the similar categories in the

receivables section.  In order to disclose these matters properly in the financial statements without extensive

analysis, it is important that each account be properly identified and placed in its correct category in the

accounting records. 

901.02 Accounts Receivable Credit Balances - The sub-classifications of accounts payable,

will be the same (with minor exceptions) as those shown for accounts receivable.  It is not intended that a

particular account will be changed from one location to another in the general ledger as the account balance

moves from a debit to a credit or vice versa.  Ordinarily accounts are located within the receivable or payable

section of the ledger depending on whether the balance is usually a debt or credit, but it is acceptable to carry

all accounts with denominational organizations and employees in the asset section of the ledger.  At the close

of the period the total of all credit balances in receivables should be transferred by journal entry into the liability

section so that they can be shown as payables in the financial statements.  Also all debit balances in the

accounts payable section should be transferred by journal entry to the receivable section to provide for correct

presentation in the financial statements.  Immediately following the close of the fiscal period, the transfer entry

is reversed to move these balances back to the section of the general ledger where they were originally.

901.03 Long-Term Payables - The entire Section 704 - Notes and Loans Receivable, contains

guidelines which, in general, are equally applicable to payables.  Identification of each note or loan payable

must involve three criteria:  short- or long-term, secured or unsecured, and related or unrelated nature of the

creditor.  It is always important that the governing committee action describing the transaction give enough
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detail as to amount, terms of repayment, interest rate, security if any, and so on.  Many of these formalized

agreements are long-term obligations, repayable in annual installments.  In such cases, the current portion

(the amount due and payable within the next ensuing year) should be reclassified out of the long-term

category and placed in the current liability section at year-end.  The only exception to this is when assets have

been set aside, and properly classified as non-current, to repay long-term obligations.

901.04 Authorization - It is essential that no liability be incurred for other than routine

operating purposes without specific authorization of the governing board of the organization.  This rule applies

whether the borrowing is from an outside entity—a bank, perhaps—or from a related party, such as an officer

or an affiliated organization.  It applies whether the obligation reflects the borrowing of cash, or the assumption

of an installment or long-term debt for the purchase of capital assets.  It is effective whether the obligation is

to be paid within the current year, or extends over a longer period of time.  The authorization in every case

should include the amount of the obligation, the purpose for which the debt is incurred, terms of payment,

interest rate and interest payment dates, and security, if any.

901.05 Operating and Plant Activity - Specifying the purpose for which the obligation is

incurred is particularly important for organizations that use fund accounting.  The purpose will determine

whether it will be recorded in the operating funds or in the plant funds.  The distinction is a clear one.

Borrowing for the purpose of acquiring capital assets is obviously a plant fund item, and the liability will be

shown in the net invested in plant fund.  A short-term bank loan to provide working capital for the summer

months, on the other hand, will be carried in the operating fund.

901.06 Installment Purchases - Occasionally, large items of equipment are purchased on the

installment plan, with payments extending over a period of months or years.  The full amount of the obligation

must be recorded at the time the purchase is made, and the full value of the equipment recorded as an asset.

Periodic payments then reduce the amount of the outstanding obligation.  It is an error to ignore the

commitment for payment of installments and to treat each installment payment as a separate addition to the

equipment account.  It is also an error to consider the total amount of all installments on such a purchase as

the amount of the liability at the time of purchase.  A portion of each payment  represents interest on the

unpaid balance, and will be recorded as expense, while the remainder is applied to the principal.  It is incorrect
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to include the interest factor (which, over a period of time may be more than the principal amount) as a part

of the cost of the equipment.

901.07 Capital Leases - It is also important to analyze any equipment leases to see if they

qualify as capital leases.  A capital lease is any lease that meets any one of the following criteria:  (1) Title

transfers automatically at the end of the lease term, (2) there is a bargain purchase option, (3) the lease term

is 75% or more of the equipment's useful life, or (4) the net present value of all lease  payments is 90% or

more of the current market value of the equipment.  Equipment acquired under capital leases must be

recorded like regular installment purchases.

901.08 General Disclosure - In preparation of the financial statements, it is not sufficient

simply to present a schedule showing the names of creditors and amounts due.  The additional details as to

terms of payment, interest rate, and security, if any, are an essential part of adequate disclosure for these

obligations.  In the case of a long-term indebtedness, a schedule should show the total amount due at the

reporting date with a division into current and long-term portions.  The schedule should also show the amount

of principal due in each of the five years following the financial statement date.  The required information

should be embodied in explanatory notes to the financial statements if it is not shown on the face of the

financial statements.  

901.09 Capital Lease Disclosure - Capital leases require some additional disclosures.  First,

the gross amount of assets recorded under capital leases at the date of each balance sheet should be

presented by major asset categories.  Second, the total future minimum lease payments at the date of the

latest balance, the amount due in each of the next five fiscal years, and the amount of imputed interest used

to reduce the total lease payments to present value should be disclosed.  Thirdly, if any of the assets are

subleased, the total amount of sublease payments to be received at the date of the latest balance sheet

should be presented.  Lastly, all assets recorded due to a capital lease and the related accumulated

amortization should be separately identified in the balance sheet or in the footnotes.  Also, the liability should

be separately identified in the balance sheet.  The amount of amortization of assets under capital lease which

is included in the statement of changes in net assets should be disclosed, unless the amortization is included

with depreciation and that fact is disclosed.
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901.10 Inter-Fund Transactions - For the proper treatment of all inter-fund transactions, be

they receivable or payable insofar as a specific fund is concerned, the reader is referred to Section 705.

Section 902 - Routine Accounting

902.01 Recording Accounts Payable - Generally, all purchase invoices will be recorded

immediately upon approval.  The recommended entry is to credit the liability account (Accounts Payable) and

debit appropriate purchase and expense accounts.  Regrettably, some organizations may hold purchase

invoices without entry until the actual check is written in payment, at which time the entry is made to debit the

various purchase and expense accounts and credit Cash in Bank.  While such a plan eliminates an accounts

payable journal or vouchers payable journal and saves a little bookkeeping time and effort, it has a number

of disadvantages.

1. It only yields correct results when all bills are paid as of the last day of the month.  Frequently bills

are paid early in the following month.  When entries are back dated to  purchase date it results

in more money in the bank than is shown on the ledger, and liabilities which actually existed at

the end of the month, not shown at all.  When entries are dated at the payment date it results in

merchandise purchased which does not show in the accounts, and expenses incurred which are

not on the ledger until the date of the payment.

2. Only rarely is every outstanding invoice paid either on the last day of the month or early in the

following month.  Almost inevitably, for one reason or another, some invoices are held over.  This

may be because of a shortage of funds or because of a dispute as to a particular invoice.  In

either case a liability does exist; short-circuiting the accounts payable journal requires a special

procedure to record such outstanding invoices.

3. Telescoping two series of entries into one not only creates an erroneous record of what actually

happened, it throws the whole process of entering the details of all purchases of the preceding

month into the early days of the new month, when all the mechanics of adjusting and closing the

records and producing financial statements brings a peak load to the accounting personnel, thus

exacerbating the usual peak-load problem.
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902.02 Accounts Payable Journal - For the above reasons, the most satisfactory way of

handling accounting for purchases and expenses is through an Accounts Payable journal.  Whether

maintained manually or on a computer, the journal should contain a listing of vendor name, vendor invoice

number, and date; an amount column for the total invoice representing a credit to accounts payable; and one

or more columns designated for debits to the various purchase and expense accounts affected.  All invoices

will be recorded in this journal immediately upon approval.  At appropriate intervals, including the end of each

month, the journal is totaled, and postings are made to the respective accounts in the general ledger.

902.03 Unpaid Invoices - Since most invoices are expected to be cleared during the month

of purchase or soon thereafter, it may not be necessary to maintain a subsidiary ledger for accounts payable,

although there is certainly nothing wrong with doing so.  It is usually found satisfactory to maintain a file of

unpaid invoices which virtually becomes the subsidiary ledger.  This file contains individual folders for each

vendor commonly dealt with and a general file under each letter of the alphabet for  invoices from vendors

used only occasionally.  As invoices are entered in the accounts payable journal, they are filed in this open

file.  When they are assembled for payment, they are taken from the file, attached to the voucher copy of the

check drawn in payment, subjected to a final review by the CFO who also determines that the checks are

signed, and the invoices are filed in the check disbursement file.  This leaves only the unpaid invoices in the

open file.  If the original recording of all invoices in the accounts payable journal and the recording of the debit

to accounts payable from the cash disbursements journal have been made properly, the balance in the

accounts payable control account will agree with the total of all invoices remaining in the open file.  Thus the

file itself becomes a subsidiary ledger.  It is important that the filing and extraction of invoices from this file be

carefully controlled.  No invoices should be either filed or removed without a corresponding entry being made

in the control account.

902.04 Trial Balance of Accounts Payable - A trial balance of the open accounts payable

should be prepared at the end of each month, just as with accounts receivable.  The accountant should

provide the CFO with a copy of this trial balance so that they may know at the end of the month just what

demands will be made on cash within the following few days.
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Section 903 - Accrued Liabilities

903.01 Nature of Accrued Liabilities - An accrued liability is one which recognizes the

existence of an expired cost for which no billing has been received, or on which payment is not yet due.

Common examples would include accrued payroll (for services rendered but not yet paid, or not yet due for

payment); accrued taxes (estimated tax liability for a portion of a year, on which no bill has been received);

and accrued interest (amount of interest accumulated on an obligation from the last interest-payment date to

the end of the accounting period).

903.02 Liability for Compensated Absences - Denominational policy provides for granting

vacations of specified length to employees who have rendered stated numbers of years of service.  At the

close of a given year, the institution has a liability to its employees for the value of the vacation time accrued

up to that point, and this liability must be recognized.  The basis for this requirement is that, for each pay

period of service which the employee renders, the right to a certain amount of vacation time has been earned.

That is, the vacation entitlement is a part of the compensation earned during the year.  If the earned vacation

is not taken, the employer has a liability for this vacation carried over at the end of the fiscal year.  This should

be computed and recorded for both salaried and eligible hourly employees.  Organizations can avoid or at

least limit this liability by requiring employees to take vacation in the fiscal year in which it is earned and

specifically approving any exceptions.

903.03 Accrued Interest Payable - Interest on debt is recognized as an expense in the period

during which the funds are in the hands of the borrower.  Interest payment dates frequently do not coincide

with fiscal period closing dates.  Accordingly, at the end of the fiscal year a computation of interest accrued

on payables from the last payment date to the closing date must be made, and that amount recognized as

a current liability and as an expense of the current period.

903.04 Other Accrued Liabilities - The accounting personnel must be alert to recognize other

situations which involve unrecorded accrued liabilities.  One such case that is frequently overlooked involves

recognition of an outstanding obligation at year-end for payments of medical benefits related to employees.

When costs are incurred and unpaid before year-end, a liability actually exists at year-end; the fact that

employees may not have submitted their reports of claims until after the end of the fiscal year does not
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mitigate the fact.  The amounts to be accrued can be obtained from one or more of the following sources:

Risk Management reports of the month or two following year-end, employee reports submitted after year-end,

other unpaid invoices on file, and payments made after year-end.  This can usually be estimated fairly closely

at year-end by reviewing prior year-ends and considering any unique circumstances at year-end.

903.05 Retirement Plan Contributions - All SDA organizations participate in providing funding

for payments to retirees of the denomination according to the provisions of NADWP Z 10 25 and Z 10 30.

Local and union conferences make contributions based on stated percentages of tithe received each month.

All other types of organizations make contributions based on stated percentages of basic payroll expense.

Contributions based on tithe are remitted in the month following receipt of the tithe.  Contributions based on

payroll are paid monthly, but with a two-year lag from the base period.  For example, an academy’s total basic

payroll for fiscal year ended June 30, 19X4, will be the base for its retirement contributions payable each

month during calendar year 19X6.  Regardless of the method of calculation, each organization should accrue

a liability as incurred each month for its retirement contribution payable.

Section 904 - Trust, Agency, and Deposit Accounts

904.01 Trust Funds and Trustee Funds - References in the following paragraphs to “trust

funds” should not be confused with “trustee funds.”  The former are funds held on a temporary basis subject

to instructions from the depositor; trustee funds, on the other hand, are assets covered by a formal trust

agreement wherein the custodian is legally designated and liable as a trustee.

904.02 Funds Passed On - A distinctive part of the fund flow picture of conference

organizations is money which simply passes through the conference records on its way to higher

organizations.  In the strict sense of the word, these might be termed Agency Funds; for purposes of our

accounting system, they are identified as offering trust funds.  The accounting procedure is a simple one.  The

liability accounts identifying the various types of offerings are credited as a part of the journal entry which

records the tithe and offerings reports from the local churches.  When the remittance check is drawn to pass

the funds on through denominational channels, the debit side of that entry is to the respective trust fund

accounts.  This means that at the close of any fiscal period, if proper cutoff of cash transactions is employed,



904.03

the various offerings accounts will carry credit balances representing the amounts reported by local churches

as of the end of the period which remain to be passed on to the next higher organization.

904.03 Other Trust Funds - Funds of another nature are carried as liabilities.  These accounts

represent moneys deposited by individuals outside the organization to be used or disbursed as may be

directed from time to time by the individual depositor or to be returned to him at his request.  The organization

holds these funds for and administers them according to instructions of the depositor.  This includes

appropriations received from a higher organization, with specific instructions to pass it on to other

organizations.  These accounts are commonly titled as either trust funds or agency funds.  Section 1003.05

provides guidance on distinguishing between a contribution and an agency transaction.

904.04 Deposit Accounts - Some organizations accept from employees and others cash

funds to be carried as personal deposits repayable to the depositor on demand.  Temporary deposits are also

received for specific project purposes; advance deposits on campmeeting or youth camp facilities or academy

room deposits are typical examples.  Obviously, they are always liabilities and remain such until they are

refunded to the depositor or transferred to the organization for its use by request of the depositor, or by

performance of related services by the organization.

Section 905 - Organization Tax Liability

905.01 Taxes in General - Since the laws governing tax assessment and the responsibility

for collection and payment of taxes to government entities on various levels are constantly changing, it is not

intended that this section embody a definitive discussion of these matters.  The following paragraphs set forth

general principles only; the organization's chief financial officer is responsible for maintaining records

adequate to meet all government requirements and for submitting the proper reports as to tax liability, together

with timely payments of taxes due.  This applies to the familiar federal income tax withholding, employee and

employer liability for U.S. Social Security contributions, and similar withholding and salary-related taxes for

state, provincial and local government entities, for employee unemployment and disability insurance, for sales

taxes, goods and services tax, and for any other tax assessments for which the  organization may be liable

by law.  Tax laws of the individual states, provinces, and local governments vary widely.  The treasurer or
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other financial officer of each organization should be constantly alert as to the specific requirements in the

geographical area in which his organization operates.

905.02 Exemption from Federal Income Tax - Not-for-profit organizations in the U.S.A. are

recognized under Sec. 501 (c) (3) of the Internal Revenue Code as being exempt from federal income tax on

all income related to their exempt purpose.  They are not exempt from federal income tax on income that is

unrelated to their exempt purpose.  They are also exempt from payment of federal unemployment taxes on

behalf of their employees.

905.03 Income Tax Withheld - Most SDA organizations in the U.S.A. fit the definition of an

employer as defined in the current edition of the Internal Revenue Service Employer's Tax Guide, Circular E.

This identification carries with it the responsibility of the organization to withhold federal income tax on the

earnings of individuals considered to be employees.  Similar guidance is available to organizations in Canada

and Bermuda.  Most states/provinces operate on a withholding plan substantially similar to that required by

the federal government.  It is incumbent on the financial officer of the organization to see that these

withholdings are properly made and that the amounts thus withheld are properly recorded as liabilities, and

are then timely deposited with the designated government agency or depository.

905.04 FICA (Social Security) Contributions - It is also required of employers that they

withhold from the earnings of each employee a stated percentage of gross earnings and that these

withholdings together with a like amount contributed by the employer be deposited along with the federal

income tax withheld.  Note that both the employee and the employer are subject to this tax; while the

employee's share is an “agency” transaction, the amount contributed by the employer is a direct operating

expense of the organization.  Contributions based on earnings have an upper limit or ceiling which is changed

periodically by law.  Earnings above that ceiling are not subject to contribution by either employee or employer.

Current information is provided each year by the Internal Revenue Service in its Circular E.

905.05 Tax Status for Ministers - In the U.S.A. ordained ministers and licensed ministers

engaged in pastoral or evangelistic work for the denomination are considered to be self-employed persons

rather than employees, for purposes of application of laws relating to income tax and Social Security tax

liability.  As such, they are not subject to the withholding provisions of the law as described above.  The
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Internal Revenue Code provides that “ministers of the gospel” may have their living accommodations or

“parsonage” provided to them by their church.  If the actual facilities are not available, an equivalent allowance

may be granted in lieu of parsonage.  This allowance may be provided in an amount adequate to cover all

expenses in connection with providing the minister's living quarters including such items as rent, down

payment, mortgage payments, repairs and maintenance, utilities, garbage removal, purchase of furniture and

fixtures, interest and taxes, etc.  The employing or governing organization must take action annually to

designate the specific amount or percentage of salary which is to be considered as “parsonage allowance.”

It is then the responsibility of the individual to substantiate that the amount so designated has actually been

used for the purpose of providing living quarters; if not, any excess allowance over the amount actually

expended for this purpose is considered as taxable income and must be reported as such by the individual.

These provisions relate solely to federal income tax matters; the regulations within a state or local government

entity may not be consistent with the federal law.

905.06 Wages and Allowances - All persons employed by the organization except those

covered by denominational credentials as outlined in Section 905.05 are subject to withholding on all wages

paid to them.  For the purpose of this definition and in the context of denominational terminology, wages would

include, in addition to salary (package) or wages, any allowance granted for which the employee is not

required to substantiate that the amount received is actually a reimbursement of an expense incurred in

carrying out the assigned responsibilities of an employee.  From time to time, the denomination has published

a schedule expressing the denomination’s understanding as to the taxability or otherwise of such allowances

in the United States.  CFO's should contact the treasury department of the NAD to obtain a copy of the latest

version of this schedule.

Section 906 - Contingent Liabilities

906.01 Basic Principles - Because of the highly debatable nature of contingent losses and

occasional misunderstanding of their nature, the following excerpts of accounting principles are given as

guidance for situations encountered in denominational organizations (Paragraph references are to FASB

Current Text, Section C59):
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.101 . . . a contingency is defined as an existing condition, situation, or set of circumstances
involving uncertainty as to possible gain. . . or loss . . . to an enterprise that will ultimately be
resolved when one or more future events occur or fail to occur . . .

.104 When a loss contingency exists, the likelihood that the future event or events will
confirm the loss or impairment of an asset or the incurrence of a liability can range from
probable to remote.  This Statement uses the terms probable, reasonably possible, and
remote to identify three areas within that range, as follows:

a. Probable - The future event or events are likely to occur.

b. Reasonably possible - The chance of the future event or events 
occurring is more than remote but less than likely.

c. Remote - The chance of the future event or events occurring is slight.

.105 An estimated loss from a loss contingency (as defined in the  paragraph .101) shall
be accrued by a charge to income if both of the following conditions are met:

a. Information available prior to issuance of the financial statements 
indicates that it is probable that an asset had been impaired or a liability 
had been incurred at the date of the financial statements . . . .

b. The amount of the loss can be reasonably estimated.

.109 If no accrual is made for a loss contingency because one or both of the conditions
of paragraph .105 are not met . . . disclosure of the contingency shall be made when 
there is at least a reasonable possibility that a loss or an additional loss may have been 
incurred . . . 

.122 Examples of loss contingencies include:

a. Collectibility of receivables.

e. Pending or threatened litigation.

h. Guarantees of indebtedness of others.

It will be evident to the reader that the above quotations are highly selective and do not constitute the full

pronouncement.  CFO's are urged to familiarize themselves with the complete text of Section C59 of FASB

Current Text.

906.02 Uncollectible Receivables - The loss contingency arising from the probable

uncollectiblity of a certain portion of the receivables quite clearly falls within the category of probable

uncertainties and will therefore be recognized by a charge against income to cover the estimated amount of

the ultimate loss.  This is a common procedure:  We routinely set up an allowance for uncollectible accounts

by a charge to an expense account and a credit to a valuation or contra account to recognize the expected

loss even though the specific loss cannot be predicted, and the amount must be estimated based on past

experience.
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906.03 Pending or Threatened Litigation - In most cases it is required that adequate

disclosure be made in notes to the financial statement of the details and (where possible) the probable

outcome of such legal action.  This is usually an item in the “reasonably possible” category.  However, if a

pending legal issue is resolved after the financial statement date, but before the statements are issued, such

resolution should be disclosed.

906.04 Guarantees of Indebtedness of Others - From time to time organizations sign as co-

makers, endorsers, or guarantors on loans negotiated by subsidiary organizations—academies, constituent

churches, etc.  Also, on occasion such secondary liability is assumed for individual employee loans.  In these

cases the following guidelines for adequate disclosure should be followed:

1. In cases where officers of an organization have signed a loan document as borrower,
disclosure must be made in full of the liability in the statement of financial position of
the organization.  In this situation the organization is the primary debtor, and the
amount of the loan must be set up on its records as a liability.  If the loan proceeds are
used by a related organization, the liability should be offset by a receivable from the
related organization.

2. In cases where officers have signed a loan document as guarantor, disclosure must
be made of the contingent liability in notes to the financial statements, with adequate
cross-references.

3. In cases where officers have co-signed a loan document with a related organization,
such as an academy, disclosure must be made of the contingent liability in notes to the
financial statements.  In addition, a liability should be recorded, and offset by a
receivable from the related organization.

4. Where other arrangements for guarantee or secondary liability for loans have been
made, a review of the particular circumstances with a representative of the GCAS
should be made, to insure that necessary disclosure, if any, is set forth in the financial
statements or notes thereto. 
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Chapter Ten

NET ASSETS

Section 1001 - Definition of Net Assets

1001.01 Historical Concept - Most accountants are familiar with the accounts for capital stock

or net worth in profit-oriented accounting.  For the following reasons, not-for-profit organizations have

traditionally used different terminology to identify the difference between total assets and total liabilities.  First,

the basic idea of stewardship in the not-for-profit organization assumes that the net properties of the operation

are not capital or net worth in the conventional meaning of the term.  Instead, they represent resources held

for the performance of a mission.  Second, for many organizations, the various types of assets and liabilities

are separated into distinct segments or funds of the organization as a whole.  Thus, the balancing amount in

any one fund cannot be represented as net worth apart from the balancing amounts of all other funds of the

organization.  Prior to 1993, this difference was called Fund Balance, for each individual fund and for the

organization as a whole.

1001.02 Current Standards - As mentioned in Section 201.03, accounting principles for not-

for-profit organizations were revised in 1993 for the United States and 1996 for Canada.  One objective of the

current standards is to put a greater focus on the existence or absence of donor-imposed restrictions on

resources available to the organization.  Another objective is to focus attention and reporting on the

organization as a whole, rather than on any particular fund.  Consequently, the term fund balance was

replaced by the term net assets whether an organization uses fund accounting or not.  Further, the net assets

within each fund and for the organization as a whole, will be separated into three classes, depending on the

existence or absence, and the type, of donor-imposed restrictions.  See Appendix E-2.03 for Canadian

definitions.

1001.03 Unrestricted Net Assets - Unrestricted net assets represent the net amount of

resources available without restriction for carrying out the organization's objectives.  Unrestricted net assets

may be further segregated to indicate portions allocated for specific purposes by the organization's governing

body.  Additions or deductions to this class of net assets will result from regular operations of the organization,
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including the use of specific portions of restricted resources during the current fiscal year.  Also part of this

concept is that all operating expenses of the organization will be recorded as decreases in unrestricted net

assets.  While various types of operating activity will be recorded in individual accounts, all such transactions

will be closed into unrestricted net assets at the close of the fiscal year.

1001.04 Temporarily Restricted Net Assets - Temporarily restricted net assets represent

resources whose use is limited by donor-imposed stipulations that either expire with the passage of time or

can be fulfilled by actions of the organization.  Additions to this class of net assets will result from receipt of

restricted donations or appropriations.  As implied previously, no expenses are charged directly to this class

of net assets.  As funds are spent for restricted purposes, or time limits elapse, corresponding amounts of

temporarily restricted net assets are released from restrictions, and in effect, transferred to the unrestricted

net assets accounts.

1001.05 Permanently Restricted Net Assets - Permanently restricted net assets represent

resources whose use is limited by donor-imposed stipulations that neither expire with the passage of time nor

can be fulfilled or removed by actions of the organization.  This class of net assets works much like described

above for temporarily restricted net assets, except that this class is by definition permanent.  This class would

be used primarily for endowments, but would also apply to donations of land or works of art, for example, if

received with stipulations that they be used for a specified purpose, be preserved, and not be sold.

Section 1002 - Allocated Net Assets

1002.01 Allocations of Net Assets - Previous discussions in this manual have made it clear

that restricted funds are those bearing a restriction imposed by a donor.  In the definition of the term, it is not

possible for the administration or the governing committee to place a “restriction” on resources, but it can

“allocate” certain portions of unrestricted funds to be used for specific purposes.  It is important to keep in

mind that such action simply “allocates” or separates a portion of the unrestricted net assets for the specified

function.  As the governing committee has taken action to designate the intended use of such funds, it is

equally competent to remove such designation whenever it wishes to do so.
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1002.02 Practical Application - In practice, conferences maintain a larger number of allocated

functions than other types of denominational organizations because of the need for accountability for

numerous different activities.  For conferences, all expenses are charged to appropriate allocated functions,

and two major unallocated functions are decreased only by use of transfers.  For all other types of

organizations, all expenses are charged to appropriate unallocated functions, and any allocated functions are

decreased only by use of transfers.  Additional guidance can be found in the Appendices for each type of

organization.

1002.03 Plant Net Assets - Like operating resources, net assets related to property, plant, and

equipment will be separated among the three classes.  See Appendix E-2.02 for Canadian differences.

(1) The net book value of unrestricted property, plant, and equipment minus any related debt will be

classified as Unrestricted Net Assets: Net Invested in Plant.  This will be true whether the organization uses

fund accounting or not.  The net book value of depreciable plant assets that were donated for a specific

purpose or time period will be classified as Temporarily Restricted Net Assets.   Any undepreciable plant

assets that were donated with stipulations that they be used only for specific purposes, or never be sold, would

be classified as Permanently Restricted Net Assets.

(2) The unspent balance of depreciation funding and acquisition funding from transfers of allocated

operating resources should be classified as Unrestricted Net Assets: Allocated (within the unexpended plant

fund, if used).  The unspent balance of resources that have come from restricted donations for purchase or

replacement of specified plant assets or types of assets would be classified as Temporarily Restricted Net

Assets.  In many organizations, the temporarily restricted net assets line on the financial statement will

represent the total of a whole group of accounts that are restricted for various acquisition projects. 

1002.04 Allocated Working Capital Function - Organizations may follow the practice of

allocating a certain portion of unrestricted net assets to a working capital function.  The goal would be for this

allocated function to be equal to the amount of working capital recommended by NADWP P 75 05.  Allocating

these resources in this manner indicates to the governing committee that this amount is needed to maintain

recommended working capital and should not be committed to any other use.  This allocated function would

also draw attention during the budgeting process to any need for additional working capital.
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Section 1003 - Guidance on Contributions

1003.01 Introduction - Generally accepted accounting principles prescribe proper accounting

for contributions.  This guidance applies equally to both commercial and not-for-profit organizations and was

established in 1993 by FAS 116.  The guidance on this topic is very comprehensive, so the remainder of this

section will quote specific Sections of FAS 116.  In addition, flowcharts taken from FAS 116 are included as

Exhibits 1007.01 to 1007.04 to assist readers in analyzing contribution transactions.

1003.02 What is a Contribution? 

 (5)  A contribution is an unconditional transfer of cash or other assets to an entity, or a
settlement or cancellation of its liabilities, in a voluntary nonreciprocal transfer by another
entity acting other than as an owner.  Other assets include securities, land,  buildings, use of
facilities or utilities, materials and supplies, intangible assets, services, and unconditional
promises to give those items in the future.

(6) A promise to give is a written or oral agreement to contribute cash or other assets to
another entity; however, to be recognized in financial statements there must be sufficient
evidence in the form of verifiable documentation that a promise was made and received.  A
communication that does not indicate clearly whether it is a promise is considered an
unconditional promise to give if it indicates an unconditional intention to give that is legally
enforceable.

1003.03 Conditions vs. Restrictions  

(7) A donor-imposed condition on a transfer of assets or a promise to give specifies a
future and  uncertain event whose occurrence or failure to occur gives the promisor a right
of return of the assets transferred or releases the promisor from its obligation to transfer
assets promised.  In contrast, a donor-imposed restriction limits the use of contributed
assets; it specifies a use that is more specific than broad limits resulting from the nature of
the organization, the environment in which it operates, and the purposes specified in its
articles of incorporation or bylaws or comparable documents for an unincorporated
association.

(57) This Statement distinguishes between unrestricted gifts, restricted gifts, and transfers
of cash or other assets with conditions, which are similar to conditional promises to give.  A
donor-imposed restriction limits the use of donated assets; however, a condition creates a
barrier that must be overcome before assets transferred or promised become contributions
received or made.  The distinction between a restriction and a condition, although clear in
concept, sometimes is obscure in practice.

(58) The Board concluded that a donor-imposed restriction, which limits or directs the use
of donated assets, is not fundamentally different from an explicit or implied stipulation that
donated assets be used to support an organization's broad charitable, educational, religious,
or similar purposes.  Both are expressions or directives that the donated assets be used to
support an organization's activities, and both are gifts that increase the organization's
capacity to provide services.  A donor's directive may be more prescriptive; for example, that
donated assets be used to support a particular program service, to support the acquisition
of long-lived assets, or to create a permanent endowment or term-endowment fund.  That
prescription, however, does not change the fundamental and underlying event - the voluntary
nonreciprocal transfer of economic benefits from a donor to a donee.
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(60) The Board concluded that a transfer of cash or other assets with a stipulation that the
assets be returned if a specified future and uncertain event occurs or fails to occur is
fundamentally different from both an unrestricted gift and a restricted gift.  Imposing a
condition creates a barrier that must be overcome before the recipient of the transferred
assets has an unconditional right to retain those promised assets.  For example, a transfer
of cash with a promise to contribute that cash if a like amount of new gifts is raised from
others within 30 days and a provision that the cash be returned if the gifts are not raised
imposes a condition on which a promised gift depends.

(61) By imposing a condition, the transferor of assets not only retains a right of return of the
transferred assets, but also casts doubt on whether the intent of the transfer  was to make a
gift, to conditionally promise a gift, or at the extreme, not to make a gift.  Because donors
impose very different kinds of conditions, the likelihood of meeting a condition can range from
probable too remote.  The Board concluded that if a transferor imposes a condition, a
reasonable possibility exists that the condition will not occur and the transferred assets will
be returned and, thus, should be accounted for as a refundable advance.

1003.04 Contributed Services 

(9) Contributions of services will be recognized if the services received (a) create or
enhance nonfinancial assets or (b) require specialized skills, are provided by individuals
possessing those skills, and would typically need to be purchased if not provided by donation.
Services requiring specialized skills are provided by accountants, architects, carpenters,
doctors, electricians, lawyers, nurses, plumbers, teachers, and other professionals and
craftsmen.  Contributed services and promises to give services that do not meet the above
criteria shall not be recognized.

1003.05 Contributions vs. Agency Transactions 

(52)  A transfer of assets also may appear to be a contribution when a donor uses an
intermediary organization as its agent or trustee to transfer assets to a third-party donee,
particularly if the agent indirectly achieves its mission by disbursing the assets.  Although the
transaction between the donor and the donee may be a contribution, the transfer of assets
from the donor is not a contribution received by the agent, and the transfer of assets to the
donee is not a contribution made by the agent.

(53) The recipient of assets who is an agent or trustee has little or no discretion in
determining how the assets transferred will be used.  For example, if a recipient receives
cash that it must disburse to any who meet guidelines specified by a resource provider or
return the cash, those receipts may be deposits held by the recipient as an agent rather than
contributions received as a donee.  Similarly, if a recipient receives cash that it must disburse
to individuals identified by the resource provider or return the cash, neither the receipt nor the
disbursement is a contribution for the agent, trustee, or intermediary.

(54) In contrast, if the resource provider allows the recipient to establish, define, and carry
out the programs that disburse the cash, products, or services to the recipient's beneficiaries,
the recipient generally is involved in receiving and making contributions.

Section 1004 - Recording Restricted Revenues

1004.01 Introduction - Section 1001 indicated that contributions affect the three classes of net

assets based on the presence or absence of donor-imposed restrictions.  Understandably, a question may
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arise about the sequence of accounts these contributions are recorded in.  Do we first credit accounts in an

unrestricted section, and at month or year-end move any unspent portion to a temporarily or permanently

restricted section?  Or do we credit all restricted receipts in a temporary or permanently restricted section, and

at month or year-end move amounts equal to what was spent into an unrestricted section?  The latter

procedure is the one which will yield correct results.

1004.02 Sequence of Recording - All restricted revenue is to be recorded in temporarily or

permanently restricted revenue accounts associated with particular functions as it is received during the year.

At the end of each month and the year, amount equal to what has been spent for each temporarily restricted

function will be reclassified or transferred to the unrestricted net assets section.  This reclassification is

identified on the statement of changes in net assets as “Amounts Released from Restrictions.”  This line item

will appear as an increase in the statement of changes in unrestricted net assets and as a decrease in the

statement of changes in temporarily restricted net assets.  See Appendix E-3.01 to 3.03 for distinct principles

for Canadian organizations.  Restricted revenue transactions are illustrated in the sample financial statements

in the Appendices for each type of organization.

1004.03 Value of Contributions - All contributions  should be recorded at their fair market

values.  This is easy to accomplish for cash or cash equivalents, but takes more effort for non-cash

contributions.  Each organization should have a policy in place to determine when independent appraisals of

value will be obtained for contributions of more than a specified value. In the United States, treasurers should

also be aware there are IRS reporting requirements (Form 8283) for non-cash contributions over $500 and

over $5,000.

1004.04 Contributions vs. Exchanges - If a donor receives something from the donee, the

transaction must be analyzed to determine if part or all of the transaction is an exchange instead of a

contribution.

(1) If the resource provider receives nothing of value, the transaction is a contribution.

(2) If value is received by the donor indirectly or incidentally, such as reduced crime from a drug-

awareness campaign, the transaction is a contribution.

(3) If the donor receives something of value, but it is not in exchange for the assets transferred, it is

a contribution.  For example, some charities send key chains or bookmarks with their solicitation mailings.
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The potential donors can keep these items whether they make contributions or not.  Any donations received

are contributions, and the cost of token “gifts” mailed out is fund-raising expense.

(4) If donors receive something of nominal value in exchange for their gifts, it is still a contribution.

For example, organizations frequently give cups or shirts with their logo to donors who give more than a

certain dollar amount.  Following IRS guidelines for deductibility, if the fair value of the thank-you object is less

than the smaller of either $50 or 2% of the donation, it is a contribution.  The full amount received would be

a contribution, and the cost of the thank-you items would be fund-raising expense.

(5) If the resource provider receives something of more than token value, the value given must be

compared to the value received.  If the relative values are commensurate, it is a normal business transaction,

with no contribution.  In contrast, there is a contribution element if the resource provider gives something to

the organization and receives something in return of substantially lower value.

For example, a person sells a building to a charity for much less than market value.  The transaction

is part exchange, part contribution.  The organization would record a property asset at full market value, a

credit to cash for the price paid, and contribution revenue for the difference.  (If fund accounting  is used; in

the unexpended plant fund, debit assets purchased and credit cash;  in the net invested in plant fund, debit

the asset at market value, credit assets acquired for the cash portion, and credit contribution revenue for the

difference.)

As another example, a donor gives property to the organization but reserves the right to live in it for

the remainder of his life.  The organization would record an asset at full market value, with a credit for the

same amount as temporarily restricted contribution revenue.

1004.05 Endowment Contributions - By their nature, endowment donations can be either

perpetual or for a specified term.  If the endowment instrument specifies permanent existence, it would be

recorded as an increase in permanently restricted net assets.  If the endowment instrument specifies a term

to its existence, it would be recorded as an increase in temporarily restricted net assets.  At the end of its term,

it would then be transferred as assets released from restriction, and moved to unrestricted net assets.

In addition, endowments can specify that revenue earned on the principal is to be either restricted or

unrestricted.  Any investment earnings that are restricted for use would be recorded as restricted support, and
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would be reclassified as assets released from restriction only as they are used for the specified purposes.

Any unrestricted investment earnings would be recorded in an unrestricted investment revenue account.  

Section 1005 - Other Changes to Net Assets

1005.01 Revenue / Expense vs. Net Gain / Loss - Most of an organization's activity will be

normal revenue or expense related to its tax-exempt purpose.  Many organizations, however, will have

occasional unusual transactions that have elements of both revenue and expense.  Can these events be

recorded at their net effect on the organization, or do their revenue and expense elements  need to be

recorded separately?  Under certain conditions, outlined in the following paragraphs, revenue and expense

may be reported at a net amount.

1005.02 Peripheral or Incidental Transactions - Activity that results from peripheral or

incidental transactions or from events beyond the control of the organization may be reported at their net effect

on the financial statements.  Examples include occasional sale of buildings or equipment, gains or losses from

settlement of lawsuits, gain or loss after insurance for damage from casualties, and changes in market value

of investments.  Net gains or losses are reported as increases or decreases to unrestricted net assets unless

they represent assets that were donor-restricted for specific use.  In that case, the net gain or loss would be

recorded in the applicable restricted class.

1005.03 Special Events - Events such as banquets, telethons, and golf tournaments need to

be analyzed to determine if they are peripheral or incidental, or if they are a major and ongoing activity.  A

once-a-year telethon, although infrequent, may still be major and ongoing if it typically raises a significant

portion of the organization's annual budget.  In contrast, a food fair held three or four times  a year may still

be incidental if it typically draws a small participation or insignificant amounts of donations.

If the event  is a peripheral or incidental activity,  the organization has a choice of reporting either

(a) the net gain or loss or (b) the gross receipts and total costs.  If the event is a major and ongoing activity,

the organization must report the gross amounts of revenue and expense,  but has two alternative methods

of presentation.  One alternative is to report line items for revenue and expense, with possibly a subtotal for

net support provided by the event.  The other alternative is to consider the event as part exchange (fair value
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the participants received) and part contribution (excess of payments received over fair value given), and

report the two parts separately.  The following illustrates these two alternatives:

Alumni Golf Tournament Alternative #1     Alternative #2    
Green Fees Collected $ 1,200                  $ 600        
Golf Course Use Fee (500)                   (500)       
   Net Tournament Revenue 700                     100        
Contributions Received                                                                                                          600  

Section 1006 - Split-Interest Agreements

1006.01 Definition - The principles discussed in Sections 1003 and 1004 present unique

challenges in accounting for what is known as “split-interest agreements.”  When a donor enters into a trust

or other arrangement under which a not-for-profit organization receives benefits that are shared with other

beneficiaries, this is a split-interest agreement.  Unitrusts, annuity trusts, pooled income agreements, and

revocable trusts are some of the types of split-interest agreements that exist.  The Seventh-day Adventist

denomination in the United States currently administers a large number of such agreements.  Split-interest

agreements are written documents that frequently include the following characteristics:

1. A donor transfers specified assets to a not-for-profit organization, or third party which acts as
trustee.

2. The trustee invests the assets and manages them in accordance with the agreement.
3. The agreement may be revocable by the donor, or it may be irrevocable.
4. The trustee may or may not be a beneficiary, but is not the sole beneficiary.
5. The agreement is for a time period that is either a specified number of years, or until the

demise of a specified individual.
6. During the term of the agreement, distributions of income (and principal, if allowed) are made

to the income beneficiaries designated by the agreement.
7. At the end of the agreement’s term, the remaining assets are distributed to the stated

remainder beneficiaries according to the agreement.
8. The charitable gift portion may consist of either the income (a charitable lead interest) or the

principal (a charitable remainder interest).

1006.02 Basic Accounting Rule - Prior to FAS 117, NPO’s were allowed to account for trusts

and similar agreements in separate funds of the organization, and not combine such accounts or funds with

their operating financial statements.  Under FAS 117, with its focus on the organization as a whole, the

organization should include in its financial statements the assets, liabilities, and net assets of all funds under

its control and should recognize contribution revenue for all unconditional interests it has in irrevocable

agreements.  Therefore, the basic accounting rule for split-interest agreements is that the trustee of a split-

interest agreement should record the assets and liabilities under their control, and the unconditional
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beneficiary of a split-interest agreement should recognize any contribution revenue associated with that

agreement in their general purpose financial statements.

1006.03 Control of Assets - If the trustee does not have control of the irrevocable or revocable

trust assets, the trustee is not required to include any related asset or related  liability in its financial

statements.   Most revocable trusts, for which denominational organizations are trustee,  specify that the

trustor retains the right to control the investment of the trust’s assets.

1006.04 Assets and Liabilities - (a) The assets received under split-interest agreements should

be recorded by the trustee at their fair value as of the date the gift is received.  (b) If the gift is a remainder

interest, a liability should be recorded for the net present value of the future payments due to the income

beneficiaries under the agreement.  The value of the remainder interest is obtained by subtracting the present

value of future payments to the income beneficiary from the fair value of the assets.  A liability should also be

recorded for any amounts that will be paid to remainder beneficiaries other than the trustee.  A contribution

should be recorded for the value of the assets received, less the value of the related liabilities.  (c) If the gift

is a lead interest, the net present value of the future income payments to the charitable trustee should be

recorded as a contribution.  Then liabilities to any other income beneficiaries and to the remainder

beneficiaries should be recorded as the difference between the total assets and the contribution amount.

1006.05 Present Value Discount Rate - When a trustee calculates the present value of the

payments to the beneficiaries, it should use a “risk-free” discount rate that is appropriate for the expected

term of the agreement.  At the end of each year, the present value should be recalculated based on any

changes in the expected future payments to beneficiaries, based on life expectancies and other actuarial

assumptions.  Note, however, that the discount rate used for each agreement should not be changed from

the rate established when the agreement was first recorded.

1006.06 Calculation of Present Value - The present value of a specific future dollar amount

is equal to the amount of funds that would have to be invested presently, at a stated rate, to yield that  dollar

amount at a particular date in the future.  Although, the easiest way to calculate present value is to use

software designed for that purpose, the formula to calculate it is as follows: PV = FV /( 1+ r )n.

PV is the present value.
FV is the future value.
r is the discount (interest) rate per period.
n is the number of periods. 
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1006.07 Contribution Revenue - The trustee should record contribution revenue for the

difference between the fair value of the assets received and the total of all liabilities related to the agreement.

This contribution should be classified as temporarily restricted revenue, unless the donor has permanently

restricted the purpose for which it can be used (such as an endowment), or unless the donor has given the

trustee the immediate right to use the assets without restrictions (such as a charitable gift annuity).  If the

purpose for which the gift can be used is unrestricted, it is recorded as restricted revenue if the organization

is not free to use the resources until some future event specified by the donor.

1006.08 Conditional Agreements - For revocable and irrevocable agreements that are

conditional (see Section 1003.03), no amount is to be recognized as revenue initially.  An amount equal to the

total assets of the agreement should be recorded as a liability, in the form of a refundable advance.  Only

when the condition has been substantially met should the relevant amount be recorded as revenue.

1006.09 Beneficiaries Other Than Trustee - A charitable beneficiary that is not the trustee of

an irrevocable agreement should record in its general purpose financial statements an account receivable

asset and a temporarily restricted contribution for its beneficial interest in the agreement.  The transaction

should be valued and recorded at the date when the organization is notified by the trustee that the agreement

names the organization as a beneficiary.  It should be considered a fiduciary responsibility of the trustee to

notify the respective charitable beneficiaries when split-interest agreements are established.

Section 1007 - Decision Flowcharts

The following four exhibits are flowcharts, taken from FAS 116, that should be helpful in analyzing

various aspects of transactions to determine if they are contributions and how to record them.
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Exhibit 1007.01 Identifying a Contribution Transaction

Does the resource provider enter into
the transaction voluntarily?

Not a contribution.

Is the transfer unconditional?
Not a contribution but may

become one.

Does the organization have
discretion in the use of assets

received?

Not a contribution.
  May be an agent, trustee,

or intermediary.

Does the resource provider
receive value in exchange? Contribution.

Is the value received by the resource
provider more than nominal when

compared to the assets transferred?
Contribution and expense.

Is the value received commensurate
with the value given?

Contribution to the extent that
the value received exceeds the

value given.

Not a contribution, an
exchange transaction.

Assumptions: The transaction is not a tax incentive, tax exemption, or tax abatement.  The resource
provider is not acting as an owner of the recipient organization.
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Is the transfer income or
gains/losses from

investing restricted net
assets?

Exhibit 1007.02 Classifying Receipts of Assets

Does retaining the
transferred assets depend
on a future and uncertain
event (a donor-imposed

condition)?

Transfer is recognized
as a refundable advance

until the condition
substantially met.

Recognize as an increase
in temporarily rstricted net

assets in the current
period.

Can the restriction ever be
removed by the passage of
time or by the action of the

organization?

Recognize as an increase in
permanently restricted net

assets in the current period.

Has the donor limited the
organization’s use of the

transferred assets (a donor-
imposed restriction)?

Recognize as an increase in
unrestricted net assets in the

current period.

Recognize as an increase in
unrestricted net assets in the

current period.  Consider
disclosing any contractural

limitations.

Is the transfer voluntary and
nonreciprocal?

Does the Transfer increase net
assets? Assets and liabilities are not

required to be classified.

Yes   º

No   º

No

Yes

Yes

No   º

No   º

No   º

Yes

Yes

Yes

No

Assumption: Transfer of cash or assets (other than collection items or contributed services) from an entity
acting other than as an owner.  Organization reports contributions whose restrictions are met in the same
reporting period as temporarily restricted revenues and reclassifications to unrestricted net assets rather than
adopting a policy of reporting these contributions as unrestricted revenues.



Exhibit 1007.03 Identifying Promises to Give

Receive a communication
from a potential donor.

Is the communication
evidenced by a form of

verifiable documentation?

Is the communication
a promise?

Is the communication
legally enforceable?

Assume the communication
is a promise to give.

Does the communication
indicate an unconditional

promise to give?

If unable to resolve
the ambiguity with the

donor, assume
the promise is conditional.

Is the possibility
that the condition

will not be met
remote?

Do not record.
Recognize the promise

when the condition
is substantially met.

Recognize the promise.
Classify as described

in Statement 116,
paragraphs 14 and 15.

No

No

No

No

No

Yes

Yes

Yes

Yes

Yes

Unsure

Unsure



Exhibit 1007.04 Contributed Services

Received donated
services or a promise
to give services from

an individual.

Does the contributed
service enhance the

organization's
nonfinancial assets?

Does the service
provided require

specialized
skills?

Does the provider
possess the

required
specialized skills?

Would this service
be purchased if not

provided by
the donor?

Revenues
recognized
at fair value

of services received.

Revenues recognized at
fair value of services

received or fair value of
asset enhancement.

Do not recognize
contributed services.
Disclose in financial

statements.

Yes

No

Yes

Yes

Yes

No

No

No
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Chapter Eleven

THE ACCOUNTING CYCLE

Section 1101 - Introduction

1101.01 The First Ten Chapters - So far, this manual has discussed general organizational

characteristics, the structure of internal controls, the chart of accounts of the general ledgers, and the various

specific asset and liability accounts with emphasis on detailed accounting procedures and control measures.

All of this is necessary, but it must be viewed as preliminary to the total objective of the accounting system:

the preparation and submission of informative, timely, and relevant financial reports.

1101.02  Drawing to a Conclusion - This chapter is devoted to the mechanics of putting it all

together, summarizing and organizing all the information accumulated in the accounting records before

publishing it in the required financial statements.  In a reasonably active organization, individual entries by the

thousands will have been made.  It is obviously necessary that all of these entries be properly classified,

totaled, and summarized so that they can be put in digestible form for the interested reader of the financial

statements.

1101.03  Office Organization and Control - Recognizing that this process of summarization

must take place at the close of each fiscal period, it is only reasonable to organize the work flow and the

coordination of effort throughout the period to make the final work of summarizing and reporting as simple and

problem-free as possible.  It should be kept in mind that, while our discussions center mainly on the annual

financial statements, most of the procedures will be employed each month in the production of interim financial

reports.  If the principle of written job descriptions discussed earlier in this manual has been carried out, each

individual will know exactly what to do and how it is to be done.  There should be no overlapping of activity nor

should there be any details of office procedure which have not been specifically assigned.  For example, the

cashier will understand that he/she is responsible for generating daily totals of cash credits to the various

subsidiary ledgers - church, employee, or school accounts receivable, and so on.  The custodians of those

individual ledgers will recognize that it is incumbent on them to verify the total credits posted to such ledgers

each day with the daily total furnished by the cashier.  Even better, both the cashier and the ledger clerk

should hand these totals to a third person who will independently verify that the figures in each case are in
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agreement.  The important point (and the above is only an example of its application) is that each office

procedure, each function, should be specifically assigned and that all such procedures should be coordinated

and employed on a current, day-to-day basis.

1101.04 Schedule of Operations - A great deal of emphasis has been placed on the

importance of timeliness in publishing the financial statements.  If the statements are to be used to assist the

administration in decision-making, the information in the statements must be made available as soon as

possible after the close of the month.  Financial statements which become available three, four, or six weeks

after the close of the month may be interesting, but their usefulness has diminished considerably with the

passage of time.  It is only reasonable that all the work throughout the month should be planned and

scheduled looking toward the prompt and early preparation of the financial statements.  The wise CFO or

office manager will have a schedule of all operations which must be performed each month and will have

assigned dates on which each duty should be completed.  Some procedures are carried on from day-to-day

and should be kept current at all times; certain items can be taken care of several days before the close of

the fiscal period; certain reports from other departments or from outside entities can be scheduled to be

received, say, by the 2nd or 5th of the following month rather than on the 10th or 15th.  Even this matter of

daily scheduling will not eliminate the month-end peak load, of course.  But as all the items which must be held

for completion at month-end are listed, it becomes just a bit easier to see that the decks are cleared of all non-

essentials during that period, so that total attention can be given to the closing and reporting procedures.  A

schedule, as described above, should be reduced to writing and should be kept before the CFO or office

manager throughout the month.

Section 1102 - Handling Current Transactions

1102.01 Recording Transactions - In planning work flow it is important to consider the relative

merits of daily recording of routine transactions versus the accumulation of such transactions and recording

them either individually or in summary at the close of the month.  No hard-and-fast rule can be adopted;

sometimes, although daily recording may take more time in total, the advantage of eliminating one more task

for the peak-load period at the end of the month may make such an investment of additional time profitable.
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Cash receipts should be entered immediately; the requirement of daily cash balancing and daily intact deposit

of funds makes this necessary.  Frequently, cash disbursement transactions are not recorded as promptly as

cash receipts; this delayed recording of disbursements can give rise to a number of problems, not the least

of which is the lack of information about the status of the bank checking accounts.  Routine billings for various

transactions relating to churches, schools, students, and employees should not be accumulated, but should

be handled currently whenever possible.  Even regular monthly charges, which technically are to be billed as

of the end of the month, can be prepared in advance of that date.  The whole emphasis in the recording of

transactions should be: DO IT NOW!  Every item of work done before the month-end closing procedures begin

to pile up will alleviate the peak-load pressure and expedite the completion of the accounting and reporting

cycle.

1102.02 Posting the Ledgers - Much of what has already been said about the recording of

transactions applies with equal weight to the posting operation.  Generally, with special journals for cash

receipts, cash disbursements, and certain routine and repeating billing transactions, etc., the posting of the

totals to the general ledger accounts can be deferred until the end of the month without adding too much

burden to the month-end procedures.  The individual transactions affecting subsidiary ledger accounts should,

however, be posted currently; daily posting of such transactions is recommended.

1102.03 Computerized Information Systems - The discussion in the previous paragraph is

from the viewpoint of a manual or mechanical operation.  Similar principles apply to a computerized

information system, and in some instances are even more important.  Recording and posting are quite

frequently handled as a single operation with the computer producing customer billing, updating the accounts

receivable ledger, and updating the general ledger control accounts.  The basic idea of current recording, daily

if possible, is still applicable.  Most of the actual recording, posting, and updating is done electronically and

may not necessarily leave the kind of complete record which is required for accounting purposes.  It is

imperative that every transaction processed through the computer be reported in proper form on a printout

produced at the time the transaction is processed.  For example, if cash receipt credits are being entered and

posted to the ledger accounts, a printout should be produced at the close of each processing run showing

receipt number, name and/or number of account credited, the amount credited, and the total credits posted
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with a corresponding debit to the cash account.  The same sort of information should be produced in readable

form for every transaction batch processed.  It is not sufficient that the printout show only totals updated on

general ledger accounts or only individual debit or credit postings to detail accounts without a total entry to

balance off the debits or credits.  To put it another way, the computer printout should be in sufficient detail and

in proper form to represent a balanced accounting entry.  The raw data should be totaled in the originating

department, and the predetermined totals should be compared after computer processing with the totals

generated by the computer system.

1102.04 Division of Functions - In Sections 405.01 and 405.04 as part of the discussion of

internal control, an explanation of “segregation of duties” is given.  Wherever the accounting function is

sufficiently large that several people are employed, it is important that the assignment of duties and the plan

of work-flow be such that no individual handles a transaction from its inception to its conclusion.  For example,

the cashier should not also be assigned the duty of posting cash receipt credits to the accounts receivable

ledgers; the individual who prepares the disbursement checks and accumulates the supporting documentation

should not also record and post the related accounting entries.  If the same individual handles the same group

of figures two or three or four times (as would be quite possible, say, in preparing customer billing,

summarizing and posting, preparing customer statements, and reconciling the subsidiary ledger), there is a

strong tendency to see the same figure for a given transaction at every point, even though the original

recognition of that figure may have been wrong.  A debit entry of $387.78 may be erroneously recognized as

$837.78 the first time through; if the same person handles the same transaction in other contexts, the

tendency will be to repeat the error.  Keep in mind that the objective of internal control is not solely to detect

irregularities but to identify and correct unintentional errors as well.

Section 1103 - Completing the Accounting Cycle

1103.01 Preparation for Financial Statements - Remember that the whole accounting process

is carried out for the purpose of producing usable information:  financial statements which management can

use to evaluate its past operations, determine its present position, and make wise decisions and plans for the

future.  If the data going into the summarized financial statements is incomplete or inaccurate, then to that
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degree the usefulness of the statements themselves is marred.  Completing the accounting cycle before

producing financial statements, then, is simply a matter of careful review of all the basic data, adjustment of

those items which need to be corrected or more exactly defined, and determination that the financial data are

internally consistent.

1103.02 Adjusting Entries - An examination of certain general ledger accounts will make it

quite evident that adjustments need to be made.  The following paragraphs discuss some of the situations

which require recognition before compilation of the financial statement.

Prepaid Insurance.  The practice of recording the payment of insurance premiums varies; some

organizations debit the Prepaid Insurance account when the premium is paid, while others debit an expense

account.  Either practice as an interim matter is acceptable, but either will require an adjustment at the close

of the fiscal period.  The premium payment will in most cases apply to more than one fiscal period, and at the

closing date a portion of the payment will represent an expired coverage while the remainder is still unexpired

or prepaid.  Thus, if the original debit was to Prepaid Insurance (an asset), an adjustment must be made to

remove the expired portion from the asset account and record it as an expense.  The entry is to debit

Insurance Expense, and credit Prepaid Insurance.

Inventory.  The situation described for prepaid insurance is applicable, too, in the matter of inventories

of merchandise, office supplies, promotional material, and various other types of supplies.  Either the original

debit at the time of purchase was to an inventory account, in which case the year-end balance will represent

both inventory used or sold and inventory still on hand; or the original debit was to an expense account so that

the expense debit at year-end represents both used and unused inventory.  The same condition may apply

if the organization uses a postage meter; the unused balance in the postage meter represents a prepaid

expense at the end of the period, and the prepaid amount should be carried as an asset.  The journal entries

to effect these adjustments will follow the same pattern as illustrated for the insurance adjustment above.

Keep in mind that if the original debit was to the expense account rather than to the asset, the adjustment will

be to credit the expense account and debit the asset account for the unused portion.

Rentals.  Many organizations rent properties to employees or others.  Where such rentals are on a

month-to-month basis, simply recording the rent for the current month reflects the actual condition.  If,
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however, rental is collected in advance (either the common first-and-last-month arrangement or advance

payment of several months' rent), it must be recognized that part of the rent so paid is revenue for the current

period, and the remainder is unearned revenue (a liability) at the closing date.  The accounting entries follow

the pattern illustrated above.  If the original credit was to the revenue account, that account must be

decreased (debited) and the Unearned Revenue account increased (credited) to reflect the amount of revenue

attributable to future periods.  If the original credit was to the Unearned Revenue account, the procedure is

reversed, debiting the Unearned Revenue and crediting a current revenue account for the amount attributable

to the current period.

Interest Accruals.  Interest on notes receivable and payable accrues at the stated rate with the

passage of time.  Only rarely is the interest paid exactly at the date closing the fiscal period.  For interest

accrued, adjusting entries must be made to recognize the expense (related to Notes Payable) or the revenue

(related to Investments and Notes Receivable) from the date of last payment of interest to the date of closing

of the fiscal period.  The entry for interest accrued on Notes Receivable is to debit Accrued Interest Receivable

and credit Interest Revenue, and for interest accrued on Notes Payable to debit Interest Expense and credit

Accrued Interest Payable.  If the organization holds interest-bearing investment instruments, the accrued

interest at the closing date on these investments will be recognized in a similar manner.  An entry can be

made to reverse the above adjusting entries on the first day of the new fiscal period.  In that way any interest

received currently can be credited in its entirety to the income account; there would be no need to split up an

interest payment and credit a portion to current earnings and a portion to the receivable.

Maintenance Contracts.  Equipment maintenance contracts frequently run for a period of a year or

more with the contract dates not coinciding with the closing dates of the organization's fiscal period.  Here

again, it is necessary to recognize a portion of the total payment as expense in the current period and the

remainder as a Prepaid Expense attributable to subsequent periods.  The adjusting entries will follow the

pattern of those described for prepaid insurance.

Depreciation.  Section 804 discusses depreciation accounting in detail.  In the present context it is

necessary to say only that the depreciation entries at the close of the year should be so adjusted or modified

that the total depreciation recorded for the year agrees with the total depreciation assigned to all items of
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equipment, buildings, or land improvement assets carried in the subsidiary records.  If the monthly

depreciation entries are made on an estimated basis, the final entry for the year must be modified so that the

total for the year will agree with the subsidiary ledger detail.

Allowance for Doubtful Accounts.  Receivables in many organizations are confined to employees or

other denominational entities, and it is not ordinarily necessary to recognize a factor of uncollectibility.

Sometimes other receivables are carried, though, and sometimes even a denominational receivable may turn

out to be uncollectible.  A review of receivables should be made at or near the close of the fiscal period, and

if a reasonable possibility of uncollectibility exists, it should be recognized by debiting Bad Debts Expense and

crediting Allowance for Uncollectible for an appropriate amount.  Schools and sales organizations, of course,

should review closely their receivables and adjust the respective allowance account if necessary.  More is said

about this in Section 703.

Vacation and Sick Time Accrual.  Accounting principles require that a liability be accrued for

compensation for future absences if (a) the employer's obligation is attributable to employee services already

rendered, and (b) if the employee's right to such compensation either vests or accumulates.  Vested means

an employer must pay even if an employee terminates.  Accumulate means unused benefits earned may be

carried forward to subsequent periods.  In denominational organizations, a liability must be recorded each

year-end for accumulated vacation benefits for employees.  No accrual is required for non-vesting

accumulating rights to receive sick pay benefits.  This is discussed more fully in Section 903. 

Securities Fluctuation.  Sections 604 and 605 discuss the standards for recognition of unrealized

gains or losses arising from the change in value of marketable securities.  An adjustment is necessary to

credit a valuation (allowance) account related to the asset group to bring the net carrying value of the

investment portfolio down to the current market value, if the value is less than cost.  When the market value

exceeds cost the valuation account is debited and an unrealized gain is recognized.  Illustrative entries for

these adjustments are given in Section 605.
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Section 1104 - Reconciliations

1104.01 Need for Reconciliation - An essential step in the preparation for compilation of the

financial statements is the reconciliation of various general ledger accounts with the supporting detailed

information from other sources.  This includes (1) reconciliation of bank ledger accounts with the reported

bank balances according to statements from the banks; and (2) reconciliation of subsidiary ledger details with

the control accounts in the general ledger.  These reconciliations should be performed on a monthly

basis, not delayed until the close of the fiscal year.  The volume of transactions involved in either the bank

accounts or the subsidiary ledgers make it highly important that any errors or inconsistencies be detected on

a monthly basis so that timely corrections can be made.  If reconciliations are delayed, the volume of business

to be reviewed makes the reconciliation process a discouraging and at times hopeless one.

1104.02 Reconciliation of Equipment Records - A possible exception to the requirement for

monthly reconciliations is the equipment ledger, which is actually a subsidiary ledger supporting the control

accounts for equipment and furnishings and for accumulated depreciation.  In this case the volume of

transactions is not usually large, and an annual reconciliation may in most instances be sufficient.  Included

in the reconciliation of accumulated depreciation will be the final annual adjustment for depreciation provision

mentioned in Section 1103.02 under the heading “Depreciation.”

1104.03 Bank Reconciliations - All bank checking accounts should be reconciled monthly with

the statements received from the bank.  This will include not only the general operating bank account, but

imprest bank accounts for payroll and similar purposes as well (see Section 502.07).  It will also include all

bank checking accounts maintained for other funds of the organization.  In accordance with the internal control

activity of segregating duties, it is well that the reconciliations be prepared by an individual who is not

responsible for deposits or withdrawals from the bank account or for maintaining the accounting records

thereon.

1104.04 Method of Reconciliation - Most experienced accountants are well acquainted with

the necessary procedures for reconciliation.  As a guide for those who have this responsibility, and to

emphasize certain steps which are sometimes overlooked, the following step-by-step outline is recommended:
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1. Compare all canceled checks and copies of debit memos against the bank statement.  This
should be done first.  Compare the amounts shown on the bank statement against the amount
which your organization has written on the check itself.  Electronic postings to bank statements
are from the magnetic ink amount imprinted in the lower right-hand corner of the check by bank
personnel, not from the amount you have typed on the check.

2. Sort returned checks in numerical order, keeping debit and credit memos separate.

3. Compare returned checks against (1) last month's bank reconciliation, which listed outstanding
checks at the end of last month, and (2) against the current check disbursements journal,
which lists all checks written during the current month.  This procedure should not be solely by
number; the amounts also should be compared for agreement.

4. Compare deposits as recorded by the bank against (1) any deposit in transit at the end of last
month as shown on last month's reconciliation and (2) deposits recorded in the current month's
cash receipts journal.

5. Compare debit and credit memos (returned checks, service charges, interest credited direct
by the bank, etc.) against the receipts and disbursements journals.  Returned checks may
already have been entered; bank service charges and miscellaneous credits by the bank may
not have been entered in the accounting records and must be segregated for future entry. (See
Step 7.)

6. Prepare the bank reconciliation as follows:

   a. Starting with the final balance shown by the bank, add any deposits not credited by the
bank.  Deduct all checks outstanding (written and recorded by the organization, but not
cleared through the bank):  Pick up from last month's reconciliation those checks which
were outstanding then and still have not cleared; complete the list by picking up from the
current month's disbursements journal all checks written which have not been checked
off (step 3) as cleared through the bank this month.  Compute the adjusted bank
balance:  Balance per bank statement + deposits not entered by bank - checks written
but not cleared by bank = adjusted bank figure.

     b. Starting with the final bank balance according to the ledger, add any credit memos
from the bank which you have not previously entered, and deduct any debit memos
which have not been checked off as already entered.  (Step 5)  Compute the adjusted
ledger balance:  Balance per ledger + bank credits not entered on your books - bank
debits not entered on your books = adjusted ledger figure.

c. The adjusted bank balance and adjusted ledger balance should now agree and represent
the amount of money actually available in the bank at the end of the month.  Steps a and
b above have corrected the bank statement balance by including all entries which you
have made which have not yet been taken up by the bank and have corrected the ledger
figure to include all entries made by the bank which have not yet been recorded on your
accounts.

d. If the two balances are not in agreement, review last month's bank reconciliation to see
that (a) any deposits in transit have since been entered by the bank; (b) all outstanding
checks are either checked off as cleared or carried over to the current reconciliation; (c)
all debit and credit memos shown on last month's reconciliation as unentered have either
been entered in the current month's business or are carried over to the current
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reconciliation.  Then review current business to determine that all entries made by the
bank have either been recorded in your accounts or are included in the current
reconciliation and that all entries which you have recorded during the month are either
shown on the bank statement or are carried over to the reconciliation.

7. After the reconciliation is completed, the preparer should make sure that any unentered bank
debits or credits (step 6b) are cleared for entry in the current month.

1104.05 Accounts Receivable Reconciliation - While the bank reconciliation involves

adjusting the organization's records and those of an outside entity (the bank) to bring them into agreement,

the reconciliation of subsidiary ledgers such as those maintained for accounts receivable is concerned with

bringing two internally-maintained records (the subsidiary ledger and the control account)  into agreement.

It is simply a process of determining that all entries made to the subsidiary ledger in detail are reflected in the

control account in daily or batch totals and that all entries in the control account are reflected in the related

subsidiary ledger accounts.  Ideally the general ledger accounts and the subsidiary ledgers will be maintained

by separate individuals; proper coordination of their activities will make the reconciliation process a simple

one.  In many cases a simple comparison of the control account balance with the written detail of account

balances in the subsidiary ledger will reveal that they are in agreement; when that happens, the preparation

of the reconciliation worksheet simply involves showing at the end of the detailed listing of individual account

balances the total of the detail and a written listing of the control account balance in the same amount.

1104.06 Discrepancies in Totals - What is indicated if the subsidiary ledger listing does not

agree with the control account balance?  What is implied in a discrepancy between the two?

Subsidiary total greater than control account total:

1. Charges posted to subsidiary account but not included in income journal or batch
figures posted to control.

2. Cash payments recorded in control account but not posted to account in the subsidiary
ledger.

3. General journal voucher crediting control account without a similar entry or entries in
individual accounts in the subsidiary.

4. As to 1, 2, or 3 above, postings were made, but in incorrect amounts.

5. Individual account or control account incorrectly totaled.
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Control account total greater than subsidiary total:

1. Charges included in income journal or batch totals not posted to subsidiary accounts.

2. Cash credits posted to subsidiary accounts in excess of amount recorded in cash
receipts journal.

3. An entry made in an individual account in the subsidiary ledger without a general
journal entry in the control account.

4. As to 1, 2 or 3 above, postings were made, but in incorrect amounts.

5. Individual account or control account incorrectly totaled.

1104.07 Locating Errors - It should be kept in mind that the process of reconciliation is not

designed to detect the invalidity of any of the component figures; such errors may need to be corrected, but

so long as the same figures are reflected in both the subsidiary and the control, the two figures should agree.

In any of the cases mentioned in Section 1104.06, the only effective way to locate the error is to retrace the

actual operations in reverse order.  It is not ordinarily efficient to try a shortcut such as dividing by 9 to discover

a transposition, or leafing at random through the subsidiary ledger or the basic documents in the hope of

stumbling on an identifiable error.

1104.08 Back-Checking Procedure - Checking the work in the reverse order in which the

original operations were performed entails the following:  (References are to the subsidiary ledger, but the

same plan should be followed to verify the control account.)

1. Verify addition of trial balance of subsidiary ledger.

2. Verify listings of individual accounts in trial balance.

3. Recheck totals of individual accounts.

    (Items 1, 2 and 3 may be done concurrently.)

4. Check journal voucher postings.  Review each journal voucher posting to the control
account, and determine that each has been posted to a subsidiary account or
accounts.  (Be very sure that control account debits are posted as subsidiary debits,
etc.)  This omission is a frequent cause of out-of-balance subsidiary ledger.

5. Verify batch totals or income journal column totals, and check individual postings to
subsidiary ledger accounts.

6. Verify cash receipt batch totals or receipt journal columnar totals, and check individual
postings to subsidiary ledger accounts.
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1104.09 Avoiding Trouble - When all of the above steps have been performed, every item

entered in the control account will have been verified as to its detail posting to the individual accounts in the

subsidiary ledger, and the two should be in agreement.  The rechecking of all transactions can be a time-

consuming and tiresome task to be avoided if at all possible.  This leads to the reiteration of two cautions

previously emphasized:  (1) Be particularly careful to determine in making detail postings that the totals of

these postings correspond with predetermined totals which will be entered in the general ledger control

account; and (2) Reconcile the subsidiary ledger with its related control account every month.  Permitting this

operation to go for two or three months presents one with such an indigestible mass of detail transactions that

it becomes an almost hopeless task to go through all of the necessary steps outlined above.

Section 1105 - Inter-Fund Reconciliations

1105.01 Inter-Fund Transactions - As mentioned in Section 705.01, many organizations have

numerous transactions between funds.  Each fund is a self-balancing, independent ledger, and if an advance

of funds is made from one set of accounts to another involving an amount which must be repaid, the entry in

one fund must be balanced by a similar entry in the related fund.  Obviously, if one fund shows a receivable

from another, the second fund must show a payable in the same amount to the first.

1105.02 Combining Fund Statements - Discrepancies between the “Due to” and “Due from”

accounts can become particularly embarrassing in the process of combining the accounts of the various funds

for reporting purposes on the statement of financial position.  To avoid this problem, all inter-fund receivables

and payables should be reconciled in preparation of the compilation of the financial statements.  The

reconciliation will involve simply comparing the balance in the various fund ledgers, and where there are

differences, tracing down the component transactions to ensure that all inter-fund transactions on each ledger

are accounted for in related entries in the other ledgers involved.  A working paper, listing for each fund all

receivables and payables involving all other funds, should zero out.  The total of inter-fund receivables should

balance out against the total of inter-fund payables.
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Section 1106 - Review and Compilation

1106.01 Review of Adjustments - An important step prior to the compilation of the financial

statements is a careful review of the account balances to determine that all necessary adjustments have been

made.  These adjustments tend to multiply, and it is easy to overlook one or more in the final adjustment

process.  Many accountants find it effective to maintain a list of necessary adjustments, revising and extending

the list through the fiscal period as situations arise which indicate the need for pre-closing adjustments.  This

checklist can then be followed in preparing adjustments and making the final trial balance review.

1106.02 Trial Balance Review - In addition to reviewing adjustments, it is wise to review the

overall trial balance for reasonableness and internal consistency.  Obviously, a trial balance should be in

balance.  The net increase or decrease from all the financial activity accounts should agree with the

cumulative difference between current and prior year of all the financial position accounts.  The beginning net

assets accounts should agree with the final net assets from the prior year audited financial statements.  If

there are any significant differences in the distribution between current vs long-term receivables or payables

for the current year compared to prior year, there should be reasonable explanations for such differences.

Similarly, if there are significant variances between any account this year vs last year, there should be an

explanation available.  For organizations that use fund accounting, this review process must be done for each

fund before they can be combined into the overall financial statements.

1106.03 Compilation of Financial Statements - When all the reviewing has been completed,

there is one more important step to do before compilation of the financial statements.  In some computerized

accounting applications, a reprint of the current period's financial activity cannot be obtained once the activity

has been “closed” into net assets.  For all organizations, before compiling the financial statements, a complete

printing should be obtained of the pre-closing trial balance and of the general ledger detail.  Then the formal

financial statements can be compiled, whether they are produced from the accounting software, prepared

manually from the final trial balance, or produced in some other manner.  Detailed coverage of the form and

content of the financial statements is given in Chapters 12 and 13.
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1106.04 Interim Statements - The discussion of the accounting cycle in the foregoing sections

of this chapter has dealt primarily with the preparation for producing year-end financial statements.  Some

additional points must be considered relating to the publication of interim statements, which should be

presented on a monthly basis.  Certain of the adjustments called for in Section 1103 must be recognized each

month; it is not necessary, though, that they be recorded in the ledger accounts themselves unless the

statements are produced automatically by the equipment in use.  This is true, for example, of accruals for

interest receivable and interest payable.  As was noted in Section 1103.02, these entries made at the close

of the year should be reversed on the first day of the new year.  This process of ledger entry and reversal can

be omitted if the adjusting entries are made only on a compilation and not in the ledger.  The result would be

that the interim statements would not relate directly to ledger balances at month-end, but only to the “Adjusted

Trial Balance” entries in a worksheet.  There is no objection to this so long as the work sheet shows clearly

the transition from ledger balances to amounts in the financial statements.  It must be emphasized that, for

the year-end statements, all adjusting entries should be reflected in formal journal entries posted to the ledger

so that the ledger balances after adjustment are identical with financial statement data.

Section 1107 - Preparing for the Annual Audit

1107.01 Cooperation with GCAS - If all of the procedures outlined in the previous chapters,

and in the portions of this chapter having to do with year-end adjusting and closing entries, have been carried

out promptly and accurately, no special preparation for the auditor’s visit is necessary.  It is well, of course,

for the CFO to work closely with the District Director of GCAS to coordinate the schedule of the audit.

Generally, if the accounting records are properly maintained and kept up to date in every respect, the CFO

will be pressing GCAS for an early audit.  The sooner the audit is completed, and the auditor’s opinion is

rendered on the financial statements, the sooner they can be published and distributed.  Very few things

improve the standing of CFOs with their own administration and with all echelons of the organization more

effectively than a set of financial statements, professionally presented, bearing an unqualified opinion from

the auditor, and placed in the hands of administration reasonably soon after the close of the year.  Ideally, the

auditor should be the CFO’s best friend insofar as accounting and reporting practices and problems are

concerned.  There should be no adversarial relationship between the two; their objectives are not conflicting,

but complementary, and working together, both can be successful.
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1107.02 Auditor’s Opinion on the Financial Statements - The CFO should understand just

what the purpose of the auditor’s examination is, and what the auditor is looking for as the records, the

accounting system, and the activities of the organization are examined.  It should be said at the outset that

the auditor’s examination leads to the expression of an opinion on the financial statements for the period

under review.  The following four points are a summary of the four “standards of reporting” for all professional

auditors.  The examination enables the auditor to:

1. State whether the financial statements are prepared in accordance with generally
accepted accounting principles.

2. Identify circumstances in which such principles have not been consistently observed
in the periods presented.

3. Assume, in the absence of any statement to the contrary, that informative disclosures
are reasonably adequate.

4. Express an opinion regarding the financial statements taken as a whole, or assert that
such an opinion cannot be expressed, with reasons therefore.

1107.03 Auditor’s Report on Internal Control - In spite of the fact that a good deal of space

has been given in this manual to points of internal control, it is noted that nothing specifically is said about the

system of internal control in the expression of the opinion.  This does not mean that it is unimportant; in fact,

the condition of the system of internal control has much to do in determining the scope of the auditor’s

examination.  In some cases, internal control may be so deficient that the auditor will be unable to express

an opinion on the financial statements.  In that case the deficiency and its impact on the scope of the auditor’s

work must be mentioned in the auditor’s report as the reason for the disclaimer of opinion.  In addition to this,

current standards of auditing require that the professional auditor communicate to management (which means

the CFO, other officers, and the governing committee) observed material weaknesses in the system of internal

control.  This is ordinarily done in the auditor’s management letter.

1107.04 Closing Process Not to be Delayed - The outlined procedures for adjusting and

closing the financial records should be followed by the organization’s staff under the direction of the CFO

without waiting for the auditor’s visit.  Scheduling pressures in the offices of GCAS make it impossible for

auditors to reach every organization in their territory immediately following the close of the fiscal period, and

it is certainly not desirable that organizations delay proceeding with the recording of the business for the new



1107.04

year for a period of weeks or months.  The closing procedures should be followed as outlined, and drafts, at

least, of the financial statements should be prepared in good form, as promptly as possible.  If the auditor

notifies the CFO that there will be a delay in the completion of the audit, the CFO may wish to produce formal

financial statements without waiting for the auditor’s opinion.  If that is done, every page of the financial

statements should be conspicuously marked, “Unaudited.”
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Chapter Twelve

 FINANCIAL STATEMENTS

Section 1201 - Introduction

1201.01 Required Financial Statements - Section 202 contains a list of required financial

statements differentiating between those to which the auditor appends an opinion and those individual fund

statements prepared by management for internal use.  This and the following chapter include a more detailed

listing of the organizational and individual fund statements and a discussion of the form and content of each.

Only the following are to be included in the statements to which the auditor attests:

Statement of Financial Position
Statement of Changes in Net Assets
Statement of Cash Flows
Notes to the Financial Statements

The statements may be “combined” that is, a combination of two or more commonly controlled entities, such

as a conference and its related corporation, or an academy and its related independent operation (if both are

controlled by the same entity).  See Section 1207 for further discussion about consolidations.   Voluntary

health and welfare organizations are required to prepare an additional statement that reports  expenses by

their functional and natural classifications in a matrix format.   An example of this kind of statement can be

found at Appendix A-11.13.  In addition, organizations using fund accounting will prepare supplementary

statements for each fund for management purposes, and will include relevant detailed schedules.

1201.02 Comparative Statements - Particular attention is drawn to the requirement for

comparative statements in each case.  The statement will include not only the figures for the current year-end

(for the statement of financial position) and operations for the current year (for the statement of changes in

net assets), but also similar figures for the previous year and year-end.  When comparative statements are

prepared, it is not necessary to provide an additional statement for the current year alone.

1201.03 Notes and Supporting Schedules - Notes to the financial statements are an integral

part of the financial statements.  A Summary of Significant Accounting Policies should always precede the

notes or be presented as Note 1.  The denomination has chosen to also include an Organization Description

in Note 1.  Remaining notes embody the disclosures necessary to make the statements informative and
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understandable.  Detailed schedules are not to be presented with the basic statements, but are submitted in

support of the individual fund statements, as illustrated in Appendix A-11.  Obviously, there will be some

duplication in the notes to the financial statements of data presented in supporting schedules.  The schedules

are usually in considerable detail, while the notes are intended to be summaries.  Financial statements in

themselves do not always present all the desired information and must be supplemented by notes.  A familiar

example is the presentation of long-term liabilities.  Since the financial statements do not include disclosure

of all terms of the liability agreement (terms of repayment, interest, security for the liability or encumbrance

of assets, and a schedule of maturities), this data should be presented in a note to the combined statements.

It is essential that each note be cross-referenced by number in the statement to which it relates.

1201.04 Interim Statements - The requirements outlined in the preceding paragraphs apply

primarily to the year-end statements.  Management must decide how much of this information is required for

adequate disclosure in interim statements, which are usually prepared primarily for the use of management

and the Organization's governing board or committee.  Generally, for example, the inclusion of the statement

of significant accounting policies and some of the details in other notes to the financial statements may be

omitted in interim statements.  The basic question to be answered is, how much detailed information is

necessary in these interim statements to insure that adequate information is available to the readers of those

statements to enable them to discharge their executive responsibilities and lead them to the formulation of

sound interim financial decisions?

 1201.05 Readiness for Preparation  - Before the financial statements  are prepared in draft

form, it is well that a final review of the steps outlined in Chapter 11 be performed to make sure that all

necessary adjustments have been made and that the completed trial balance is a valid instrument for the final

step of preparation of the statements.

1201.06 Internal Consistency - It must be kept in mind that the financial statements are a unit,

each of them presenting an aspect of a complete story of operations and financial position.  Special caution

must be exercised to ensure that the statements tie together.  If the statement of financial position shows a

given total for net assets, the statement of changes in net assets should show the same totals.  The statement

of cash flows should show the same net change in cash and cash equivalents as is reported in the
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comparative statement of financial position.  And of course, supporting schedules should support; the total

of each of these schedules must be in agreement with the related figure shown in the basic financial

statement.

1201.07 Illustrative Specimen Statements - The remainder of this chapter will deal with a

detailed examination of general purpose financial statements.  Specimen statements are presented in

Appendices for each major type of entity, and may represent combinations of various fund groupings.  Since

there are only two publishing houses in the North American Division, no specimen statements are presented

for them.  It is anticipated that they can adopt the general guidance of this manual to their particular needs.

Also, this manual contains no specimen statements for colleges and universities.  The existing guidance in

the manual prepared by the National Association of College and University Business Officers (NACUBO)

should be used by all denominational colleges and universities, to prepare their financial statements.

Statements and supporting schedules of individual funds will be dealt with in Chapter 13.  In all of the

discussion in this chapter and Chapter 13, the reader should combine the discussion with constant item-by-

item reference to the specimen financial statements in the Appendices.

Section 1202 - Statement of Financial Position

1202.01 The Heading - As an example, look at Appendix A-10.01, a combined statement of

financial position.  Note that the heading includes (a) name of the organization, (b) title of the statement, and

(c) the dates.  For the statement of financial position the dates are specific:  December 31, 19X1 and 19X0.

As this is a comparative statement, the dates of both years must be shown.   The statement of financial

position presents a picture of the assets, liabilities, and net assets at a particular point in time; it is wrong to

show the date line as “Years ended December 31, 19X1 and 19X0,” which refers to a period of time rather

than a specific date.

1202.02 Body of the Statement - The statement of financial position is presented in what is

known as the “report form.”  Assets are listed first with a total followed by a double-ruled line; the second
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section lists all liabilities (classified as current and other with a sub-total for all liabilities); and net assets

(classified as unrestricted, temporarily restricted, and permanently restricted, with a sub-total of all net assets),

and a total of liabilities and net assets combined.  The total assets must equal the total liabilities-and-net

assets.

1202.03 Total Columns - Note that the “Total” columns at the extreme right of the statement

represent, in most cases, the cross-total of each line.  The asterisks in the total columns are explained by a

note at the foot of the statement stating that inter-fund borrowing amounts have been eliminated.

1202.04 Reference to Notes - In all cases where one of the notes to financial statements

presents additional data or clarifying explanations, the line item in the statement of financial position is

referenced to that note.  Each of the statements should bear a sentence to the effect that “Notes to the

Financial Statements are an integral part of this statement.”  This is to put the reader on notice that the formal

statements are not complete in themselves, but must be read in conjunction with the notes.

1202.05 Note Disclosures - A later section of this chapter will discuss in detail the disclosures

embodied in the notes.  In studying the financial statements it is essential that all cross-reference to notes

should be traced through to the notes, in order to form a clear idea of details which must be disclosed, in

addition to the basic data shown in the formal statement itself.  Examples would include an analysis of

investments including cost and market value, the various types of accounts receivable and related allowances,

details of terms and maturities of long-term liabilities, and details of receivables and payables from related

parties.

1202.06 Sequence of Preparation - The discussion of the financial statements in this chapter

assumes that organizations that use fund accounting will transfer amounts from individual fund financial

statements to appropriate columns in the statements for the whole organization.  Keep in mind that the

individual statements for each fund (discussed in Chapter 13) must be prepared first with essential data from

them transferred to the columnar arrangement in the combined statements.

1202.07 Fund Group Statements - As noted in Section 1201.07, an organizational statement

of financial position of all funds is supplemented by groupings of similar funds in separate statements.  The

groupings are largely self-explanatory.  Operating Funds include all those funds which are available for normal
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operating purposes; Other Funds are those which must be held for specific purposes.  See Appendix E-3.02

and E-5.04 for Canadian fund grouping.  Tracing items from any of these group statements to the

organizational statement of all funds will demonstrate that individual  items are transferred intact from the

group statement to the organizational statement.  Source of data for each of these is the individual statements

of the separate funds.

Section 1203 - Statement of Changes in Net Assets

1203.01 General Observations - Much of what has  been said in the previous section applies

to a combined statement of changes in net assets as shown in Appendix A-10.02.  The columnar arrangement

is similar to that of the statement of financial position--separate columns for each fund, a total column for the

current year's activity, and a total column for the previous year.  Note that the date line of the heading is not

the same as for statement of financial position.  Because this statement presents activity over a period of time,

the proper wording is “Years Ended December 31, 19X1 and 19X0.”  In interim statements, it is not correct

for the date line to read “For the Period Ended. . .”  The length of the period must be defined, for example, “For

the Six Months Ended . . .”

1203.02 Scope of the Statement - This statement, designed particularly for not-for-profit

organizations, goes considerably beyond the conventional income statement of a profit-oriented entity.  It

includes not only a listing of operating revenues from various sources (classified as restricted or unrestricted)

and operating expenses, but also shows  nonoperating revenues and expenses and transfers between funds

and between functions, if applicable.  The statement concludes with a pickup of the previous year-end net

assets for each fund group, to which is applied the net increase or decrease in the individual fund for the

current year, yielding the final year-end net assets for the current year.  Briefly, the statement embodies all

activities of a financial nature, for all funds of the organization.  See Section 1302.05 for further discussion

about the grouping of revenues, expenses, and other financial activity.

1203.03 Fund Group Statements - As in the case of the statement of financial position, the

statement of changes in net assets is presented first for all funds, then when applicable for specific fund

groupings:  Operating Funds, Plant Funds, and All Funds other than Operating and Plant Funds (See
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Appendices A-10, A-11, and E-5).  In each case, the statements for the whole organization represent a

combination of all line item amounts from each of the individual fund statements.  See Chapter 13 for

discussion of individual fund statements.

1203.04 Reference to Notes - In those instances where line items in the statement of changes

in net assets are explained in more detail in notes to financial statements, it is important that the face of the

statement carry a cross-reference to the particular note involved.  Also, the statement should include a

sentence at its close, as in the statement of financial position, that “Notes to the Financial Statements are an

integral part of this statement.”

1203.05 Internal Consistency - There must be no inconsistency between data shown in the

individual fund statements and that shown in the organizational statements; the combining process involves

simply transferring line items from each of the individual funds to the columnar arrangement of the

organizational statement.  Also, it is essential that the final net assets (shown as the last line of the statement

of changes in net assets) agree with the “Total Net Assets” line of the statement of financial position.

Section 1204 - Statement of Cash Flows

1204.01 Introduction - As mentioned in Section 202.05, this statement replaced what was

formerly the statement of changes in financial position.  The former statement focused on changes in working

capital.  The statement of cash flows focuses on gross inflows and outflows of cash.  It classifies these inflows

and outflows as either operating activity, investing activity, or financing activity.  The statement concludes by

showing the beginning and ending balances of cash and cash equivalents.  Refer to Section 501.02 for a

definition of cash and cash equivalents.  Illustrative statements of cash flows can be found in the appendices

for each type of organization.

1204.02 Operating Activity - Cash flows from operating activity consist of all receipts and

payments that relate to the regular, ongoing operations of the organization.  Operating cash flows include any

activity that does not meet the definition of investing or financing activity.  The definition of operating activity,

for classifying cash flows, has no connection to the definition of operating income and expense used on the

statement of changes in net assets.  Following are examples of cash flows from operating activities.
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* Receipts for sales of goods or services
* Interest and dividends received (not restricted to long-term purposes)
* Most cash contributions received (those not restricted to long-term purposes)
* Receipts for settlement of lawsuits
* Proceeds of insurance settlements other than those related to investing or financing activity (such

as building damage)  
* Refunds from regular suppliers
* Payments to suppliers and vendors, taxes, duties, fines, fees, penalties, refunds
* Contributions to other not-for-profit organizations
* Payments to employees
* Interest paid on all indebtedness
* Student aid payments
* Payments to settle lawsuits

1204.03 Investing Activity - Cash flows from investing activity consist of all receipts and

payments that relate to investment in debt or equity securities, loans receivable, and purchase or sale of

property, plant, and equipment.  Following are examples of cash flows from investing activities.

* Receipts from sale of marketable debt or equity securities
* Receipts from liquidating dividends or other returns of investment on marketable securities
* Receipts from sale of property, plant, and equipment
* Receipts from insurance on losses to property, plant, and equipment
* Collections on loans receivable, including employee loans
* Receipts from sale of works of art or historical treasures
* Payments to acquire marketable debt or equity securities
* Payments to acquire property, plant, and equipment
* Payments for loans to other organizations or individuals, including employee loans
* Purchases of works of art or historical treasures

1204.04 Financing Activity - Cash flows from financing activity consist of all receipts and

payments that relate to borrowing money and repaying principal, and contributions that are restricted to use

for long-term purposes.  Following are examples of cash flows from financing activities.

* Contributions received that are restricted for long-term purposes, such as permanent or term
endowments, purchases of property, plant, and equipment, or revolving student loan funds

* Interest, dividends, and other investment income that by donor stipulation must be re-invested
in endowments

 * Investment income that by agreement must be held to make payments to beneficiaries of life
income funds

* Interest income that must be re-invested in revolving loan funds
* Proceeds from issuing notes, mortgages, or other short- or long-term borrowing
* Repayments of principal on debt
* Payments to beneficiaries under life income agreements
* Refunds to donors of gifts that were limited to long-term purposes

1204.05 Noncash Activities - The following kinds of activity do not represent inflows or outflows

of cash, but must be disclosed either on the face of the financial statements or in the notes to the financial

statements.
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* Gifts of securities that are held for long-term investment
* Donated services that create long-term assets
* Gifts of long-lived assets
* Refinancing or renegotiation of long-term debt
* Acquisition of assets by assuming liabilities, such as capital leases

1204.06 Preparation of Statement of Cash Flows - The accompanying Exhibit 1208.01 is a

step-by-step worksheet to guide in the preparation of the statement of cash flows.  In addition, there is an

illustrative statement of cash flows in the appendices for each type of organization.  For purposes of

illustration, Exhibit 1208.01 uses amounts from Appendix A-10.

Section 1205 - Schedule of Working Capital and Liquidity

1205.01 Nature of the Schedule - The schedule of working capital and liquidity is not one of

those required for adequate disclosure by generally accepted accounting standards; however, denominational

policy sets standards as to the maintenance of recommended working capital, and for all denominational

organizations this schedule is required as a part of the notes to the financial statements.  Appendix A-10.12

shows a specimen schedule covering the particular elements of working capital and liquidity.  While optional

columns are displayed for the operating funds, only the organizational totals are used for comparison with the

previous year and for evaluation of the financial position of the organization.

1205.02 Working Capital Schedule  - This schedule has two parts:   (a) a computation of

working capital, and comparison with the amount recommended by policy; and (b) as a note at the bottom of

the schedule, a section for the computation of the policy recommendation.  Working capital is calculated on

the accepted basis of current assets minus current liabilities.  By definition, current assets and current

liabilities include only accounts that are held for operating purposes.  The amount recommended varies by

type of organization.  This is illustrated in the Appendices for each type.  The schedule includes a computation

of the percent of recommended working capital actually on hand (actual working capital divided by

recommended working capital) and a computation of the current ratio (current assets divided by current liabilities).

1205.03 Liquidity Schedule - Liquid assets, for purposes of this schedule, are defined as cash,

certain investments, church remittance receivables collected within one month after year end, and accounts

receivable from senior organizations.  In the case of a local conference, this would include amounts due from



1206.03

the union conference or the General Conference.  Against the total of liquid assets so defined is set off the

total of current liabilities and the total net assets allocated for capital purposes.  The resulting figure is

designated as Net Liquid Assets (Deficit), and the percentage of liquid assets to commitments is shown

immediately below the dollar amount of surplus or deficit.

Section 1206 - Notes to Financial Statements

1206.01 The Purpose of Notes  - The unadorned financial data, as tabulated in the

organization’s financial statements, tell only a part of the story of the financial operations and financial

condition of the organization.  A multitude of questions are raised as one reads through the statement of

financial position, the statement of changes in net assets, the statement of cash flows--questions as to basic

approaches to the accounting and reporting procedures and questions as to details which, by their very nature,

cannot be expressed simply in dollars and cents.  We start with the assumption that the combined financial

statements are prepared and distributed to communicate information to a broad spectrum of interested

readers.  That being the case, all data and facts necessary to make the information intelligible and usable

must be included.

1206.02 Adequate Disclosure  - One of the generally accepted  standards of reporting states

that “Informative disclosures in the financial statements are to be regarded as reasonably adequate unless

otherwise stated in the (auditor's) report.”  AICPA Professional Standards, vol. 1 Section AU 431.01.  Nowhere

is there a comprehensive definition of “reasonably adequate” in this context, although generally accepted

accounting principles specify a number of things which must be disclosed.  Adequacy of disclosure must rest

with the judgment of the preparers of the financial statements and the auditors who review them.  Generally,

it can be said that no questions of material significance should be left without an answer, either in the

statements or in the notes which are an integral part of the financial report.

1206.03 Required Notes - Sections 202.01 and 1201.03 of this manual mention that an

organization description and summary of significant accounting policies must be included in the financial

reports, usually as Note 1.  Any organization in carrying out its record-keeping functions, is confronted with

various options in the application of generally accepted accounting principles:  methods of depreciation,
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valuation of certain assets, methods of consolidation or combination, and many others.  For an adequate

understanding of the significance of the accounting data, it is necessary that the reader be informed as to just

what choices have been made in these matters and just what basic policies are followed.  The first note is

confined to the enunciation of principles; it does not include analysis of substantive financial data.  Such

information should be held for presentation in subsequent notes to the financial statements.  Accounting

principles require disclosure of the following information in the notes.

For all organizations:

‚ Organization Description (principal services provided and major sources of revenue) [usually the
first part of Note 1: see Appendix A-10, note 1 as an example]

‚ Accounting Policies (significant principles used and how they are applied) [usually the last part of
Note 1: see Appendix A-10, note 1, at least paragraphs a, b, c, d, e, f, & g]

‚ Temporarily Restricted Net Assets (brief description of restricted purposes and balances held for
each one, if any) [ see Appendix A-10, note 16]

‚ Permanently Restricted Net Assets (brief description of restricted purposes and balances held for
each one, if any) [see Appendix A-10, note 17]

‚ Retirement Plan (brief description of plan, total contributions during the reporting period, and
disclosure about funding for future obligations) [see Appendix A-10, note 21]

For organizations that have balances in the following types of accounts:

‚‚‚‚ Investments - other than cash and cash equivalents (carrying value and fair value by type of
instrument, and summary of total investment return) [see Appendix A-10, note 3]

‚ Accounts/Notes Receivable/Payable with Related Parties (balances at financial statement date,
and amounts of significant transactions during the year) [see Appendix A-10, notes 4, 5, 7, & 18]

‚ Property, Plant, and Equipment (cost, accumulated depreciation, and current period depreciation
expense by type of asset) [see Appendix A-10, note 6]

‚ Notes and Loans Payable (current portion, long-term portion, total balance, payment terms, and
amount of principal due in each of the next five years) [see Appendix A-10, notes 11 & 12]

‚ Split-interest Agreements (summary of accounting principles for such agreements, changes in
value of investments, gift portion of new agreements, gain or loss on investments, changes in
liabilities during the year, and balances of liabilities) [see Appendix A-10, notes 1i, 13, & 14]

‚ Contingent Liabilities and Concentrations of Risk (brief description of exposure to certain types
of risks) [see Appendix A-10, note 22]

1206.04 Other Note Disclosures - This manual differentiates between notes to the financial

statements which are an integral part of the combined financial statements on which the auditor expresses

an opinion and which are designed for rather broad distribution, and the supporting schedules which

accompany the individual fund statements prepared primarily for the use of management and the governing

committee.  It is not necessary that information embodied in the supporting schedules be repeated verbatim

in the notes.  It is important that all required disclosures set forth in detail in the supporting schedules be

summarized in the notes to financial statements.
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1206.05 Specimen Notes to Financial Statements -  Rather than multiply words in this section,

specific examples of wording of significant accounting policies and other notes are given in the Appendices

for each type of organization.  The wording of most of these notes is suggestive only;  it is not intended that

they be copied verbatim by  any organization unless, after careful study, it is found that the particular wording

is applicable.  Except as noted earlier, the specimen notes are generally not obligatory, nor are they intended

to be complete.  In each case the organization's administration will identify certain notes which are not

applicable in their circumstances and should be omitted.  It will also be found that other items of information

not in the specimen notes must be set forth to make the financial statements clear and usable.

Section 1207 - Consolidation of Organizations

1207.01 Professional Guidance  - Standards for consolidation of not-for-profit  organizations

in the United States is contained in SOP 94-3.  See Appendix E-3.06 for Canadian Accounting Principles.

Following is the basic text of SOP 94-3, including paragraph reference.

Conclusions

 3. This SOP provides guidance for reporting (a) investments in for-profit majority-owned
subsidiaries, (b) investments in common stock of for-profit entities wherein the not-for-
profit organization has a 50 percent or less voting interest, and (c) financially inter-
related not-for-profit organizations.

 4. Whether the  financial statements of a reporting not-for-profit organization  and those
of one or more other entities should be consolidated,  whether those other entities
should be reported using the equity method, and the extent of the disclosure that
should be required, if any, should be based on the nature of the relationships between
the entities.

Investments in For-Profit Majority-Owned Subsidiaries

 5. Not-for-profit organizations with a controlling financial interest in a for-profit entity
through direct or indirect ownership of a majority voting interest in that entity should
follow the guidance in ARB 51, as amended by FASB Statement 94, in determining
whether the financial position, results of operations, and cash flows of the for-profit
entity should be included in the not-for-profit organization's financial statements.

Investments in Common Stock . . . 50 Percent or Less Voting Interest

 6. Investments in common stock of for-profit entities wherein the not-for-profit
organization has 50 percent or less of the voting stock in the investee should be
reported under the equity method in conformity with APB Opinion 18,  if the guidance
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in that Opinion requires use of the equity method, subject to the exception in paragraph
7 of this SOP.  Also, not-for-profit organizations should make the financial statement
disclosures required by APB Opinion 18 if the guidance in that Opinion requires them.

 7. Some AICPA audit guides applicable to some not-for-profit organizations permit
investment portfolios to be reported at market value.  Not-for-profit organizations that
choose to report investment portfolios at market value in conformity with the AICPA
audit guides may do so instead of applying the equity method to investments covered
by paragraph 6 of this SOP.

Financially Interrelated Not-For-Profit Organizations

 8. Not-for-profit organizations may be related to one or more other not-for-profit
organizations in numerous ways, including ownership, control, and economic interest.

 9. As discussed in paragraphs 10-13, the various kinds and combinations of control and
economic interest  result in various financial reporting.  Certain kinds of control result
in consolidation (paragraph 10).  Other kinds of control result in consolidation only if
coupled with an economic interest (paragraph 11).  Still other kinds of control result in
consolidation being permitted but not required if coupled with an economic interest
(paragraph 12).  The existence of control or an economic interest, but not both, is
discussed in paragraph 13.

10. Not-for-profit organizations with a controlling financial interest in another not-for-profit
organization through direct or indirect ownership of a majority voting interest in that
other not-for-profit organization should consolidate that other organization, unless
control is likely to be temporary or does not rest with the majority owner, in which case
consolidation is prohibited, as discussed in paragraph 13 of FASB Statement No. 94.

11. In the case of (a) control through a majority ownership interest by other than ownership
of a majority voting interest,  as discussed in paragraph 10, or control through a
majority voting interest in the board of the other entity and (b) an economic interest in
other such organizations, consolidation is required, unless control is likely to be
temporary or does not rest with the majority owner, in which case consolidation is
prohibited, as discussed in paragraph 13 of FASB Statement No. 94.

12. Control of a separate not-for-profit organization in which the reporting organization has
an economic interest may take forms other than majority ownership or voting interest;
for example,  control may be through contract or affiliation agreement.  In
circumstances such as these,  consolidation is permitted but not required,  unless
control is likely to be temporary, in which case consolidation is prohibited, as discussed
in paragraph 13 of FASB Statement No. 94.  If the reporting organization controls a
separate not-for-profit organization through a form other than majority ownership or
voting interest and has an economic interest in  that other organization, and
consolidated financial statements are not presented, notes to the financial statements
should include the following disclosures:

* Identification of the other organization and the nature of its relationship with
the reporting organization that results in control

* Summarized financial data of the other organization, including-
- Total assets, liabilities, net assets, revenue, and expenses

 - Resources that are held for the benefit of the reporting organization or that are
under its control

* The disclosures set forth in FASB Statement No. 57, Related Party Disclosures
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13. In the case of control and an economic interest, the presentation of consolidated
financial statements, as discussed in paragraph 11, or the disclosures, as discussed
in paragraph 12, are required.  The existence of control or an economic interest, but
not both, precludes consolidation, except as stated in the next sentence, but requires
the disclosures set forth in FASB Statement No. 57.  Entities that otherwise would be
prohibited from presenting  consolidated financial statements under  the provisions of
this SOP, but that currently present consolidated financial statements in conformity
with the guidance in SOP 78-10, may continue to do so.

14. If consolidated financial statements are presented,  they should disclose any
restrictions made by entities outside of the reporting entity on distributions from the
controlled not-for-profit organization to the reporting organization and any resulting
unavailability of the net assets of the controlled not-for-profit organization for use by the
reporting organization.

Glossary

Control.  The direct or indirect ability to determine the direction of management and policies
through ownership, contract, or otherwise.

Economic Interest.  An interest in another entity that exists if (a) the other entity holds or
utilizes significant resources that must be used for the unrestricted or restricted purposes of
the not-for-profit organization, either directly or indirectly by producing income or providing
services, or (b) the reporting organization is responsible for the liabilities of the other entity.
The following are examples of economic interests:

* Other entities solicit funds in the name of and with the expressed or implied approval
of the reporting organization, and substantially all of the funds solicited are intended
by the contributor or are otherwise required to be transferred to the reporting
organization or used at its discretion or direction.

* A reporting organization transfers significant resources to another entity whose
resources are held for the benefit of the reporting organization.

* A reporting organization assigns certain significant functions to another entity.

* A reporting organization provides or is committed to provide funds for another entity
or guarantees significant debt of another entity.

Majority voting interest in the board of another entity.  For purposes of this SOP, a
majority voting interest in the board of another entity is illustrated by the following example.
Entity B has a five-member board, and a simple voting majority is required to approve board
actions.  Entity A will have a majority voting interest in the board of entity B if three or more
entity A board members, officers, or employees serve on or may be appointed at entity A's
discretion to the board of entity B.  However, if three of entity A's board members serve on
the board of entity B but entity A does not have the ability to require that those members
serve on the entity B board, entity A does not have a majority voting interest in the board of
entity B.

1207.02  Definition Examples - Control:  If a conference committee has authority to direct that

a separately organized book center will not carry certain types of merchandise, that is likely to be considered

control.  If the conference committee has authority to close the book center, control exists.
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Economic Interest:  Academies exist primarily to advance the religious education of the youth of the

conference and to evangelize youth who are not yet church members.  Most academies and some separately

organized book centers receive significant operating and/or capital appropriations from the conferences.

Many conferences have significant receivables due from academies and/or book centers.  These are

indicators of economic interest.

Majority voting interest in the board:  If the conference committee has authority to appoint the majority

of academy board members, the conference has majority voting interest in the board of the academy.  In

contrast, if the constituency of the conference appoints a majority of the academy board, the conference does

not have majority voting interest in the board of the academy (even if the same individuals are also members

of the conference committee).  If the same constituency elects both the conference committee and the

academy board, both organizations are commonly controlled and exempt from the requirement to consolidate.

1207.03 Application - It is apparent that the requirement to consolidate will rest heavily on the

circumstances of each case.  It will be vital to examine the constitution and by-laws of both the reporting entity

and the related entity to see how they compare to the definitions of control, economic interest, and majority

voting interest in the board.  The following paragraphs discuss how these rules may apply to denominational

organizations.  The accompanying flowchart, Exhibit 1208.02, taken from SOP 94-3, should also help in this

analysis.

1207.04 Adventist Book Centers - It should be recognized that book centers vary in size and

operating structure.  Some book centers do not have any separate organizational structure, they are just a

department of a conference.  Those that have a separate structure must be analyzed individually to decide

whether to consolidate with the conference.  If all three conditions are met (control, economic interest, and

board membership) the book center must be consolidated on the conference financial statement.  If control

and economic interest exist, but not majority board membership, consolidation is permitted but not required.

In this case, if not consolidated, extensive disclosures are required in the notes to the conference financial

statement. 

1207.05 Academies - Historically, conferences have provided substantial financial support for

academies.  This alone, however, does not mean that consolidation is required.  Academies exhibit a greater
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variety of size and structure than book centers do.  Many academies receive economic support and

management input from constituent churches in addition to influence from the conference.  It is possible that

in these cases, the conference does not have the degree of control or economic interest that would require

consolidation.  As with book centers, each academy will have to be analyzed individually to determine if

consolidation is required.

1207.06 Literature Evangelism Organizations - In recent years, some literature evangelism

organizations have undergone significant reorganization.  The current structure of each of these entities will

have to be analyzed.  If a union, publishing house, or conference has a relationship with a literature

evangelism organization that satisfies the criteria of control, economic interest, and board membership, they

will have to be consolidated with the controlling organization.

1207.07 College Industries - Some colleges operate commercial industries through wholly-

owned for-profit corporations.  As quoted earlier, SOP 94-3 indicates that not-for-profit organizations in this

situation are subject to FASB Statement 94.  Each college will have to analyze its situation to determine if its

industry should be consolidated with the college financial statement.  The following are excerpts from

Statement 94.

101. There is a presumption that consolidated statements are more meaningful than
separate statements and that they are usually necessary for a fair presentation when
one of the enterprises in the group directly or  indirectly has a controlling financial
interest in the other enterprises.

102. The usual condition for a controlling financial interest is ownership of a majority voting
interest, and, therefore, as a general rule ownership by one enterprise, directly or
indirectly, of over fifty percent of the outstanding voting shares of another enterprise
is a condition pointing toward consolidation. . . A majority-owned subsidiary shall not
be consolidated if control is likely to be temporary or if it does not rest with the majority
owner (legal reorganization or. . . governmentally imposed uncertainties).

103. All majority-owned subsidiaries--all companies in which a parent has a controlling
financial interest through direct or indirect ownership of a majority voting interest--shall
be consolidated, except those described in the last sentence of paragraph 102.

1207.08 Retirement and Nursing Centers - Some denominational organizations are affiliated

in one way or another with retirement or nursing centers.  In these cases, the constitutions and bylaws of these

organizations also will have to be analyzed case by case to determine if they meet the criteria for

consolidation. In this type of entity, there may also be need for legal counsel to clarify relationships between

organizations.
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1207.09 Universities and Colleges - Union Conferences and/or the General Conference have

historically exercised varying degrees of control over colleges and universities.  Each of these relationships

will have to be analyzed in light of SOP 94-3, to determine whether consolidation will be required.

1207.10 Included, Combined, or Consolidated? - Most of the questions about grouping

financial statements of related organizations will involve entities within a conference territory.  Most sets of

accounting records will fit into one of the following three scenarios:  (1) a department or function that should

be included within the overall financial statements of an entity; (2) a separately organized or managed entity

that is controlled by another, and should be consolidated with it; or (3) two separate entities that are commonly

controlled, and may elect to combine their financial statements.  To simplify the following illustrations, we will

use the terms ABC and XYZ, but be aware that various types of entities could be organized in a way to fit each

of the three scenarios.

(1) Department or Function - If ABC has no separate organizational structure, and is closely
managed or directed by the governing body of XYZ, it would be defined as just a department
or function of XYZ.  Such a conclusion would be indicated if, for example, ABC’s manager
reported to and received direction from XYZ’s committee, or if decisions related to ABC were
discussed and acted upon during specified periods of XYZ’s committee meeting.  If this were
the case, the accounts and activity of ABC should be included within the financial statements
of XYZ as just another fund or operating segment.  This would comply with the principles of
FAS 117 for reporting on the organization as a whole.  Inclusion of ABC in XYZ’s financial
statements would not in itself result in the statements being referred to as either “combined”
or “consolidated.”

(2) Directly Controlled - If ABC has a separate organizational structure that is actively managed
by a separate committee, but a majority of the members of that committee are appointed by
XYZ’s committee, ABC would be defined as a related organization that is controlled by XYZ.
If in addition to this control, XYZ has an economic interest in ABC, the accounts and activity
of ABC should be consolidated with XYZ to get general purpose financial statements of XYZ.
This would comply with the principles of SOP 94-3 for related organizations.  As an
alternative, if XYZ did not need general purpose financial statements, and did not wish to
consolidate the accounts and activity of ABC, it could issue unconsolidated parent-only
financial statements that would be limited to distribution within the denomination.  At the
same time, separate financial statements could be issued for ABC, identifying it as a
subsidiary of XYZ.

(3) Commonly Controlled - If ABC and XYZ are separate entities, but their separate controlling
committees are elected by the same constituent body, then ABC and XYZ would be defined
as commonly controlled entities.  In this case, ABC and XYZ would not be required to
consolidate under SOP 94-3, but would be permitted to be combined under other accounting
principles.  Combined financial statements are permitted if they are likely to be more
meaningful than separate statements.  Putting two or more commonly controlled entities
together result in combined financial statements.
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PREPARATION OF THE STATEMENT OF CASH FLOWS

To prepare a statement of cash flows an organization  must gather the following sources of
information:

> Comparative statements of financial position
> Statement of changes in net assets
> Transaction data from the general ledger
> Contributions, investment and property records

(For purposes of illustration, this exhibit will use the data from Appendix A-10.)

Step 1: Calculate change in cash and cash equivalents
> Compute the increase or decrease in the cash balance from last year to the current year.
 C Statement of cash flows will reconcile to this amount after all operating, investing, and

financing  transactions have been identified.

Step 2: Prepare a cash flows worksheet:
> A worksheet format similar to the one on page 4 of 6 of this section will be helpful in

identifying amounts to be reported in the statement of cash flows and supplemental data.
> List all balance sheet items for the current and prior years.
> Calculate the changes in the balances from prior year to this year.
> Identify the gross cash flows that caused the increases and decreases for all of the

noncurrent assets and liabilities.
 C The identified components should explain the entire change in the balance sheet.
> For example, the net increase in land, buildings, and equipment of $348,000 comprises

four components
C Purchase of equipment (outflow) for $474,000
C Proceeds from sale of assets of $42,000
C Net gain on assets sold of $18,000
C Depreciation of expense (a noncash item) of $102,000

> Identify the transaction as either operating, investing, or financing activities.

Step 3: Reconcile the total change in net assets to cash flows from operating activities
> Use the total change in net assets from the statement of activities as a starting point
> Make the appropriate adjustments to reconcile the change in the net assets to net cash

used or provided by operating activities
> Look at those items on the cash flows worksheet marked operating, and incorporate those

transactions
C Add or deduct those items that are noncash transactions

* Depreciation and amortization
C Contributions and investment income that are restricted by donor stipulations to long-

term purposes are cash flows from financing activities.
* Items are included  in the change in net assets; they must be subtracted to

reconcile cash flows from operating activities
* Contributions and investment records will probably be the best source for

identifying the cash  and noncash flows from these transactions
C Add or deduct items that are adjustments related to investing or financing activities
C Add or deduct the changes in balances of current asset and current liability items

* Increases of current asset items represent an outflow of cash
< Purchase of inventory or prepayment of insurance
< Decreases in current asset accounts provide cash
< Maturity of investments                

C Decreases of current liability items represent outflows of cash
< More accounts payable were paid

C Increases in current liabilities represent inflows or conservation of cash
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Step 4: Determine the cash flows from investing and financing activities
> Review items in the cash flows worksheet that are  marked as investing and financing

activities
> Investing activities--usually the result of changes in noncurrent assets, other than operating

flows
C Purchases and sales of  investments and land, buildings, and equipment are examples

of investing cash flows
> Financing activities--usually the result of changes in liabilities, other than operating items

C Proceeds from issuing the long-term borrowing
C Cash received for creation of endowment funds
C In Step 3, contributions and investment income were subtracted from change in net

assets because they were to be included as financing activities
* Report the cash portion of those transactions as financing inflows
* For example, to arrive  at net  cash used by operating activities, in this  example

$434 of cash contributions restricted for long-term investment was subtracted
(transaction m).
< The cash proceeds from these contributions are reported as financing activities

(transaction m).  Note that the new annuity is  reported at its gross cash flow of
$60 rather than the net contribution portion.

Step 5: Reconcile the change in balances of cash and cash equivalents for the period to the
cash provided or used by operating activities, investing activities, and financing
activities

> Calculate the sum of cash flows provided or used by operating activities, investing activities,
and financing activities.

> Sum should agree to the change in cash and cash equivalents.
> Reconcile cash at the beginning of the period to cash at the end of the period on the face of

the statement of cash flows

Step 6: Disclose supplemental data
> Disclose data about noncash investing and financing activities along with the statement of

cash flows.  This includes such items as donated equipment, or donated labor on
construction of assets.

> Disclose cash payments, if any, for interest expense and income taxes paid and refunded
during the period.  (Do not include interest on borrowing between funds within the
Organization.)
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Reconciling Items for Computing Operating Cash Flow

These are examples of items that are either added back to or deducted from the change in net assets in
order to reconcile to net cash provided or used by operating activities.

Additions Deductions

Items That Do Not Result from Cash Receipts and Disbursements

Depreciation expense
Actuarial adjustment on annuities

Items That Are Related to Investing or Financing Activities

Loss on sale of plant assets Gain on sale of plant assets
Net realized and unrealized loss on Net realized and unrealized gains on

 investments investments
Purchase of works of art, historical Contributions restricted to long-term

treasures, and similar assets if not investment or purchase of long-lived
capitalized assets

Changes in Current Assets and Liabilities

Decrease in receivables Increase in receivables
Decrease in inventories and prepaid Increase in inventories and prepaid
Decreases in other current assets Increase in other current assets
Increase in accounts payable Decrease in accounts payable
Increase in refundable advances Decrease in refundable advances
Increases in other current liabilities Decreases in other current liabilities

Reminders

* Starting point of the reconciliation of change in net assets to cash flows from operating activities is 
“change in total net assets” from the statement of activities.

* Unique to the cash flows of not-for-profit organizations are cash flows from contributions.  Cash flows that
result from gifts restricted by the donor for long-term purposes are financing cash flows.  Other
contributions are operating cash flows.

* Also unique to not-for-profit organizations are noncash contributions such as gifts of long-lived assets,
consumable assets, and donated services that create nonfinancial assets.  These transactions need to
be evaluated to determine if they require disclosure or result in adjustments to changes in net assets.

* Avoid misclassification within the three types of cash flows.  Cash flows from operations may not
necessarily correspond to a particular organization's definition of “operations.”

* Investment income is not an “investing” activity, but rather part of operations.  This includes interest
earned on loans.

* Generally, cash flows should be reflected gross instead of net.
* The change in accounts and contributions receivable is computed using the amount net of the allowance

for uncollectibles when reconciling between change in net assets and operating cash flows.
* Losses on sales of assets are added back to the change in net assets to arrive at cash flows from

operations.  Any gains on sales of assets must be used as reductions.  The proceeds of the sale are
reported as investing cash flows.
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Local Conference and Association of Seventh-day Adventists
Worksheet for Preparation of Statement of Cash Flows

Year Ended December 31, 19X1
(in thousands)

Assets
Balance

12/31/XO
Balance
12/31/X1

Net
Change Inflow Outflow

Type of
Activity

Cash and Equivalents 629 1,236 607 607(a)

Investments 541 526 (15) 15(b) NC/O

Accounts Receivable 414 426 12 12(c) O

Notes Receivable, Current 16 18 2 2(j) I

Inventory and Prepaid 16 15 (1) 1(d) O

Plant Assets 1,057 1,405 348 102(e) 18(f) NC/O
42(g) 474(h) I

Notes Rec. - Long-term 51 86 35 9(i) 44(j) I

Nonoperating Investments 1,916 2,090 174 638(k) 812(l) I

Nonoperating Donations 434(m) O

434(m) F
Nonoperating Notes Rec.      611     525      (86)     86(n)                         I

Total Assets    5,251    6,327   1,076

Liabilities

Accounts Payable 356 261 (95) 95(o) O

Notes Payable, Current 16 64 48 48(q) F

Trust Funds 50 57 7 7(p) O

Notes Payable, Long-term 18 254 236 252(q) 16(r) F

Nonoperating Accts Pay. 3 5 2 2(s) F

Nonoper. Notes Payable 1,948 1,610 (338) 80(t) 418(u) F

Annuity Liability 166 232 66 54(v) NC/O

60(w) 19(x) F

42(w) 71(x) F

Agency Liability         32         77        45      45(y)                            F

Total Liabilities     2,589    2,560       (29)

Net Assets

Unrestricted Unallocated 308 290 (18)

Unrestricted Allocated 1,119 1,736 617

Unrestricted in Plant 1,057 1,217 160

LEGEND:TYPES OF ACTIVITIES
O - Operating 

I - Investing
F - Financing 

NC - Non-cash    

Temporarily Restricted 158 424 266

Permanently Restricted          20       100       80

Total Net Assets     2,662    3,767 1,105(z)

Total Liabilities and Net     5,251    6,327    1,076
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Local Conference and Association of Seventh-day Adventists
Worksheet for Preparation of Statement of Cash Flows

Year Ended December 31, 19X1
(in thousands)

Transactions:

(a) Change in cash and cash equivalents: Ending point for cash flow statement.  $607.
(b) Non-cash adjustment for increase in allowance for market value.  $15.
(c) Increase in accounts receivable.  $12.
(d) Decrease in inventories and prepaid expense.  $1.
(e) Non-cash adjustment for depreciation expense.  $102.
(f) Non-cash adjustment for net gain on assets sold.  $18.
(g) Cash received from sale of assets.  $42.
(h) Cash used to purchase plant assets.  $474.
(i) Cash received in payments on operating notes receivable.  $9.
(j) Cash used to issue new notes receivable.  $46.
(k) Cash received from maturity of nonoperating notes receivable.  $638.
(l) Cash used to purchase nonoperating investments.  $812.
(m) Reclassification of cash received as restricted donations.  $434.
(n) Cash received in payments on nonoperating notes receivable.  $86.
(o) Decrease in accounts payable.  $95.
(p) Increase in trust funds.  $7.
(q) Cash received from new operating borrowing.  $300.
(r) Cash used to make payments on operating debt.  $16.
(s) Increase in nonoperating accounts payable.  $2.
(t) Cash received from new plant borrowing.  $80.
(u) Cash used to make payments on nonoperating debt.  $418.
(v) Actuarial adjustments to annuity liability present value.  $54.
(w) Cash received from new annuities and annuity investment income.  $60 & $42.
(x) Cash used to make annuity payments and distributions.  $19 & $71.
(y) Increase in agency liability to depositors.  $45.
(z) Net increase in total net assets:  Starting point for cash flow statement.  $1105.
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Local Conference and Association of Seventh-day Adventists
Worksheet for Preparation of Statement of Cash Flows

Year Ended December 31, 19X1
(In thousands)

Statement of Cash Flows
Cash flows from operating activities:
Change in net assets $1,105 (z)
Adjustments to reconcile change in net assets to net
cash used by operating activities:

Depreciation expense 102 (e)
Gain on Sale of Assets (18) (f)
Actuarial adjustment on annuity obligations 54 (v)
Increase in accounts receivable (net) (12) (c)
Decrease in inventories and prepaid expenses 1 (d)
Decrease in accounts payable (95) (o)
Increase in trust funds 7 (p)
Contributions restricted for long-term investment (434) (m)
Net unrealized loss on long-term investments   15 (b)

Net cash used by operating activities June 17, 1996 725

Cash flows from investing activities:
Proceeds from sale of assets 42 (g)
Purchase of assets (474) (h)
Proceeds from sale of investments 638 (k)
Purchase of investments (812) (l)
New notes receivable issued (46) (j)
Payments received on notes receivable    95 (i&n)

Net cash used by investing activities (557)

Cash flows from financing activities:
Proceeds from contributions restricted for

Investment in endowment 80 (m)
Investment in plant 354 (m)
Investment subject to annuity agreements 60 (w)

Proceeds from operating borrowing 300 (q)
Proceeds from plant borrowing 80 (t)
Increase agency liability 45 (y)
Interest and dividends restricted for reinvestment 42 (w)
Payments of annuity obligations and distributions (90) (x)
Payment of notes payable - operating (16) (r)
Payment of long-term debt - plant (418) (u)
Increase nonoperating accounts payable     2 (s)

Net cash used by financing activities 439

Net decrease in cash and cash equivalents 607 (a)
Cash and cash equivalents at beginning of the year    629
Cash and cash equivalents at end of the year 1,236

Supplemental data:
Interest paid on long-term debt $3
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 Chapter Thirteen

FUND ACCOUNTING STATEMENTS

Section 1301 - Introduction

1301.01 Individual Funds Involved  - As mentioned in Section 205.01, conferences, colleges

and universities, and academies use fund accounting.  In this chapter we shall look at the financial statements

of the individual funds for these types of organizations, and consider their compilation and their

interrelationships.  The funds will be considered as falling into two groups:  operating funds, and other than

operating funds.

1301.02  Statements Presented - Our discussion of each of these funds will focus on the three

basic financial statements: financial position, changes in net assets, and cash flows.  In funds with significant

complexity, there is also an intermediate step between the statement of changes in net assets and the

supporting schedules of individual functions (a schedule titled “Summary of Financial Activity by Function”)

which requires special attention.  As discussed later, some funds are further divided into self-balancing sub-funds.

1301.03 Supporting Schedules - Sections 1201.03 and 1206.04 discuss the distinction in our

reporting system between notes to financial statements which are presented with the financial statements

only, and supporting schedules which are in more detail and are made to accompany the individual fund

statements prepared for use by management.  As this chapter deals with individual fund statements, we shall

be studying the supporting schedules related to these statements.  It will be noted throughout that the financial

statements of each fund are cross-referenced by number to the supporting schedules containing the related

detailed information.  This cross-referencing is an essential part of the statements, for it enables the readers

to find their way through what is unavoidably a large amount of detail.

Section 1302 - Operating Fund

1302.01 Scope of the Fund - The operating fund, as the title indicates, receives and

administers all operating income of the organization.  It retains, invests, and disburses the funds in

accordance with the financial plan of the organization within denominational policy.  It handles the transfer of

funds to senior organizations according to policy, and disburses funds required for operating functions.  A part
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of the administration of this fund involves transfer of resources between funds.  The following explanations

of statements and schedules will apply to the operating funds of each type of organization.  For purposes of

example,  the following Sections refer to the illustrative statements for a conference operating fund

(Appendix A-11).

1302.02 Statement of Financial Position - All statements of the operating fund are shown in

the appendices for each type of organization; the discussion in this chapter should be read with constant

reference to these statements.  This applies not only to the operating fund, but to each of the funds discussed

in the various sections of this chapter.  Although presented for a single fund, the general content of this

statement will be the same as described at Sections 1202.01 to 1202.03 for the organization’s statements.

As discussed in Chapter 10, the statement of financial position displays net assets according to their character

as either unrestricted, temporarily restricted, or permanently restricted. The unrestricted net assets are

classified as either unallocated or allocated.  As mentioned in the introductory section of this chapter, it is

important to note that line items are identified with a cross-reference to supporting schedules.

1302.03 Supporting Schedules - The supporting schedules to the statement of financial

position are relatively uncomplicated and in most cases require no comment.  Supporting schedules should

be prepared for only those line items that are complex enough to need more detail, or are of interest to the

organization's governing committee.  The following observations are made about certain possible schedules.

S-1 Cash - A detailed listing of  individual investments in banks and savings and loan associations

may be helpful; additional information should include maturity dates on time deposits and rate of return in

each case.

S-2 Investments - A listing of investments by type serves the accountability function by making it

possible to compare actual practice with policy.  Here, also, maturity dates and rates of return should be given.

Note that the adjustment account for unrealized appreciation or decline is added to or deducted from the

aggregate cost of these investments.

S-4 Notes Receivable - Notes receivable are carried in both the current and long-term asset sections,

in the current category they are designated “Current Portion” indicating that the amount is only a part of the

total of notes carried.  The long-term portion is followed by the word “Net” to indicate that an allowance for
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uncollectible has been deducted from the total long-term amount outstanding.  Both the division into current

and long-term and the allowance for uncollectibles are shown in the supporting schedule S-4.  Also shown

is the type of loan and whether it is from a related party.

S-8 Notes Payable - The total amount of the note payable is divided into current and long-term

portions, and the statement of financial position lists the total in two places: a portion as a current liability, and

the remainder as a long-term liability.  This distinction is important in the case of an obligation scheduled to

be paid off in installments.  The schedule also shows the interest rate on the loan and information about the

repayment schedule of the long-term portion.

S-10 Due From (To) Other Funds - This inter-fund payable is divided into amounts due to operating

and nonoperating funds.  We should expect to find corresponding amounts in the respective other funds.  This

schedule will be similar to Note 9 illustrated in Appendix A-10.09.  This schedule supports the fact that inter-

fund receivables and payables balance each other out to zero, as reported in the organization’s statement of

financial position.  (See Appendix A-10.01).  This is an important point of reconciliation, as has been stated

in several instances throughout this manual.

S-15 Net Assets - Schedule 15 is in essence a supporting schedule to  the statement of changes in

net assets, and will be examined in detail in connection with that discussion.  Its relation to the statement of

financial position is in the last column on the right, “Net Assets 12/31/X1.”  It is evident that the totals for

unallocated functions and for the allocated functions agree between the financial statements and the

supporting schedules.  Here we have again that element of internal consistency which is so important in all

these statements.

1302.04 Statement of Changes in Net Assets - As is also mentioned in our discussion of

combined statements (see Section 1203) this statement, in the not-for-profit organization, takes the place of

the familiar income statement of a for-profit operation.  It goes considerably further, though, for it reports not

only routine revenues and expenses involved in the operating functions, but nonoperating revenues and

expenses, gains and losses, and transfers between funds as well, and closes with a figure representing the

total net assets at the close of the year.  Thus it is roughly equivalent to a combination of an income statement

and a statement of retained earnings.
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1302.05 Reporting Details - Examination of the specimen statement in Appendix A-11.02

brings to light a number of points.  Note that revenue is displayed according to the three classes of net assets,

and reflects the amount “released from restrictions” as part of unrestricted support.  Also note that expenses

are displayed only within unrestricted net assets.  Expenses are reported, not by object or category (such as

payroll or office supplies), but by function (such as Pastors or School Operating).

For a conference, which typically uses many functions, the functions would be grouped into categories

of similar types, such as Church Ministries, Educational, Publishing, Supporting Services (which would include

an administration function), and any other appropriate categories.  For an academy, the functions would

include Instructional, Student Services, Student Financial Aid, Institutional Support, Auxiliaries, and if

applicable, Independent Operations.  For any organization that incurs fund-raising expenses, such items would

be reported in a separate function.  If an activity or project involves both fund-raising and other purposes, the

costs of the activity must be allocated between the functions according to prescribed criteria.  Under FAS 117,

“operation and maintenance of plant” is not to be considered a separate “function.”  All plant-related operating

and upkeep expenses are to be allocated to the functions or departments that are benefitted by those

expenses.  For all entities, the functions are further separated into two categories; Program Functions and

Supporting Services Functions.

The statement shows a sub-total of net increase or decrease in net assets attributable to operations.

The nonoperating revenue and expense and gains/losses are shown for those organizations with capital

functions held in the operating fund.  This is followed by inter-fund transfers.  After presenting the changes

in unrestricted net assets, the changes in temporarily and permanently restricted net assets are shown.  The

statement closes by combining the net change this year with beginning net assets to yield net assets at end

of the year.  Note again that certain items are cross-referenced to supporting schedules.  The references to

expenses are to Schedule 15, which will be discussed in considerable detail in the following Sections.

1302.06 Budget Comparison - An important feature of this statement of changes in net assets,

and of the functional statements of financial activity which accompany Schedule 15, is the inclusion of a

budget comparison column.  Note that for the financial statements of the organization as a whole, the budget
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column is sometimes omitted.  However, any time financial statements are presented for one fund, or a group

of funds less than the whole, the budget column is required.  Chapter 14 of this manual discusses the

responsibility of management for preparing and operating under a budget approved by the governing

committee.  The stewardship responsibility of the administration includes a specific mandate to present

financial operating statements complete with budget comparisons.  As an example, see Appendix A-11.02.

1302.07 Supporting Schedules - As with the statement of financial position, supporting

schedules for the statement of changes in net assets should be presented for complex or significant areas.

The following schedules are described below and some are illustrated in Appendix A-11.

S-11 Restricted Revenue - As mentioned in Section 1004.02, restricted revenue is  recorded first in

the temporarily restricted net assets section, and then as it is spent or time restrictions expire, it is reclassified

to unrestricted net assets.  As shown in Appendix A-11.02, this revenue is displayed according to its type or

the source it came from.  To provide a link between the statement of changes in net assets and the summary

of activity by function (Schedule 15), Schedule 11 lists restricted revenue and balances for each function that

either had a beginning balance of temporarily restricted net assets or received restricted revenue during the

year.  This schedule shows beginning balance, restricted revenue received, amount of restrictions released,

and ending balance, for each function.  This schedule will look essentially the same as the note for temporarily

restricted net assets in the organization’s financial statements.  See Note 16 in Appendix A-10.11.

S-12 Matured Trusts and Wills - This schedule simply lists the amounts received by the organization

from various matured trusts and wills.  This would indicate whether they were restricted or unrestricted.

S-13 Investment Earnings - This is the total income from investments of operating funds.  As with

Schedule 2, this list serves an accountability function for return on investment.

S-14 Tithe and World Mission Statement - This schedule is presented for conferences only.  It would

include a listing of all churches in the conference, with the amount of tithe and world mission funds received

during the current year and a last-year column for comparison.  Certain statistical data (membership, per

capita figures) are included.  Note that not only does the total tithe figure for this year agree with the basic

statement of financial activity, the total of world mission funds agrees with the related figure in Schedule 9 -

Trust Funds.
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S-15  Summary of Financial Activity by Function - This schedule (see Appendix A-11.04) is probably

the most important, from the standpoint of comprehensive operating data contained, of any statement in the

reporting system for individual funds, and should be thoroughly understood.  This schedule includes a

summary of the operation of each function in the fund—revenue restricted and unrestricted, total expense of

each function, net transfers between functions, net transfers from (to) other funds, net increase or decrease

after transfers.  Then follows the beginning balance of each function which, when combined with the net

increase or decrease, yields the ending balance of each function.  It is evident that the columnar arrangement

of this schedule follows exactly the sequence of presentation of the items in the basic statement of changes

in net assets (Appendix A-11.02).  It will help the reader, at this point, to compare the figures, item by item,

with the basic statement.  The process of cross-addition (subtraction) requires no explanation.  Note that the

column showing transfers between functions comes out to a zero balance; this is necessarily true as these

items are transfers within the same fund and do not affect other funds.  The companion column showing

transfers between funds involves the moving of credits in or out of the operating fund to other funds (which

funds will be disclosed as we look at the sub-schedules to Schedule 15).  The total of these transfers,

$10,959, shows on the basic statement as a decrease in net assets of the operating fund, and the final net

assets figure agrees with the figure at the close of the statement of changes in net assets and the total net

assets line in the statement of financial position.

S-15-12 View of Church School Operating Line Item - Each of the line items in the schedule is

supported by a detailed sub-schedule; as each line item represents a particular function or activity of the

organization, it is in these sub-schedules that all the activity of a particular function is found.  Let us follow

through one of the line items in S-15 to see how the supporting schedule explains the data shown in the basic

schedule.  We shall look at Church School Operating, S-15-12. (See Appendix A-11.08).

The sub-schedule shows the source of restricted revenue: church offering, miscellaneous donations,

and GC K-12 reversion subsidy.  The total $62,121 shows as temporarily restricted revenue.  Unrestricted

revenue of $373,386 represents the amount paid in from the church schools as their allotted portion of the

total support.  Expenses are itemized, with a total of $584,441 agreeing with that in Schedule 15.  This gives

a net decrease from operations (excess of expense over revenue) of $148,934.  The transfers section of the
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statement shows $12,000 was allocated to the Church School operation from the Unallocated Non-tithe

function and that transfers were made from the Unallocated Tithe function of $160,000 to assist with the

payment of salaries and allowances in church school operations.  (The maximum amount of tithe allowable

for this purpose is 30 percent of the total salaries and allowances; the $160,000 round figure is slightly less

than 30 percent.)  The remainder of Schedule 15-12 corresponds with the column headings in S-15; Net

Increase (Decrease) after Transfers: beginning Unrestricted Net Assets, and ending Unrestricted Net Assets.

As the total expense far exceeds the amount of restricted revenue in this function, the $62,121 is released

from restrictions, and there is no ending balance in Temporarily Restricted Net Assets.

S-15-33 View of Ingathering Reversion Line Item - So much has been said about recording restricted

revenue that it is well to look at an example.  The Ingathering Reversion statement (Schedule 15-33) gives

us an example.  (See Appendix A-11.11).  It is seen from the sub-schedule that a total $142,038 of restricted

funds was received and credited to the temporarily restricted revenue account.  There was no unrestricted

revenue.  At the close of the year, actual expenses totaled $51,632, and transfers to other functions, where

funds were expended for the restricted purpose, totaled $35,000.  This means that only $86,632 can be

released from restrictions, to cover the expenses and transfers.  The difference between restricted revenue

received and the amount released from restrictions, $55,406, is shown as the increase in temporarily

restricted net assets for the year.

1302.08 Statement of Cash Flows  - The reader is referred to Section 1204 where the

combined statement of cash flows is explained in detail.  The operating fund statement of cash flows is found

in Appendix A-11.03 and should be studied in light of the material in Section 1204.

Section 1303 - Plant Fund

1303.01 Preliminary Observations - In this discussion we are dealing with a minimum of two,

possibly three individual self-balancing sub-funds.  As far as the accounting procedures are concerned, each

of these sub-funds is handled as a separate fund; they are combined into one fund for reporting purposes

because they are so closely related.  The illustrative financial statements in Appendix A-10 include

unexpended plant and net invested in plant funds.  In those instances where long-term debt is involved in
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acquisition of plant assets and where the program for repayment includes a specific plan for accumulation of

funds for debt extinguishment, a third sub-fund, retirement of indebtedness, may also be carried.  The two (or

three) sub-funds make up one plant fund; as will be seen, they are reported in a single set of statements, but

each sub-fund's assets, liabilities, and net assets are separately identified and self-balancing.

1303.02 Scope of the Fund - The titles of the sub-funds explain in general what activities are

carried in each of them.  A brief additional discussion will emphasize the activities and limitations of each sub-

fund.  Unexpended plant assets are typically cash, investments, accounts receivable, and amounts due from

other funds.  Its revenue will all be direct donations for capital purposes, revenue from investments, and

transfers from other funds for capital appropriations and depreciation funding.  Its disbursements generally

will be for acquisition of plant assets and for servicing and repayment of debt attributable to plant assets.  Net

invested in plant handles no cash transactions at any time; it is used only for recording the acquisition of long-

lived assets, their depreciation and disposition, and their related debt.  All of these details will be made clear

as we look at the individual financial statements and their supporting schedules.

1303.03 Statement of Financial Position - A classified balance sheet showing current and

long-lived assets and liabilities separately identified is not necessary for the plant fund since all assets and

liabilities are noncurrent.  As is to be expected, the unexpended plant column shows only two assets:  cash

and due from other funds.  The assets of the net invested in plant column are only the net depreciated value

of the various categories of long-lived assets.  On the liabilities side the unexpended plant column shows a

small amount for current accounts payable.  The net invested in plant sub-fund has all debt related to plant

assets.  A portion of the total is due within the next succeeding year, but as it will be paid from unexpended

plant funds, not from operating funds, it is not divided as to current and long-term.  The unexpended plant net

assets consist of one or both of two possible components.  Any unspent resources that have been allocated

and transferred from operating funds will show as unrestricted allocated net assets.  Any unspent donations

that have been restricted to plant fund use will show as temporarily restricted net assets.  The net assets of

the net invested in plant sub-fund is the organization’s equity in plant assets.  

1303.04 Statement of Changes in Net Assets - It is evident from the specimen statement of

the organization (Appendix A-10.02) that neither of the sub-funds had any operating revenue.  The statement
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is divided into two sections: Depreciation Expense which, as brought out previously, is an operating expense

and affects only the net invested in plant sub-fund; and nonoperating revenue and expense and gains/losses

involves both sections of the plant fund.  A review of Note 19 appearing in Appendix A-10.12 will explain the

way in which transactions are recorded in one sub-fund or the other and sometimes in both.  For example,

this note shows the consequences of selling assets; Proceeds from Sale of Plant Assets, which is an inflow

of cash recorded in the unexpended plant fund; and Net Value of Assets Sold, representing divestiture of the

depreciated value of the assets disposed of, a decrease in the amount invested in plant.  The purchase of

assets also effects both sub-funds.  This same note shows a disbursement of cash ($283,907) from

unexpended plant for the acquisition of new plant assets.  At the same time the total value of the assets

acquired, $473,907 is recorded with an offsetting loan of ($190,000) resulting in a net amount invested in plant

of $283,907.  The total value is recorded as a long-lived asset, but since a portion of that total was borrowed

money, only the net amount representing the organization's investment of its own funds will increase net

invested in plant net assets.

1303.05 Transfers - All inflows to the plant fund other than those already considered in the

Nonoperating Revenue and Expenses and Gains/Losses section comprise transfers from other funds.  These

are identified as, first, depreciation funding by operating funds, and second, plant asset acquisition funding

from operating funds. 

1303.06 Net Assets - In order to preserve the identity of the net assets of the two sub-funds,

separate computations are shown to arrive at the year-end balance of net assets for unexpended plant and

for net invested plant.  These individual net assets balances tie in with the related figures in the statement of

financial position.

1303.07 Summary of Activity by Asset Class - This schedule, and any necessary related

sub-schedules, detail all transactions as to plant asset additions, retirements, and depreciation for the year.

Thus it ties in with the statement of financial position, showing net depreciated value of each category of plant

assets, and with the statement of changes in net assets, which lists depreciation expense by function.  While

additions and retirements with their related cash involvements are shown in other schedules, the historical
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costs and required depreciation adjustments are shown in this and its sub-schedules.  While the volume of

information may be large, the pattern is fairly obvious, it summarizes beginning balances, acquisitions,

retirements, and depreciation transactions for each category of plant assets, with sub-sections or sub-

schedules for individual assets within each category.  The amount of detail presented will depend on the

needs of the governing committee, although the basic accounting records will include this detail for each

capitalized asset.  The total additions, retirements, and depreciation expense  from this schedule all

correspond with figures in the parent statement of changes in net assets, illustrated in Appendices A-10.08

and A-10.12 (notes 6 and 19).  These schedules include churches, schools, and other church properties.

1303.08 Summary of Net Assets by Function - If the unexpended plant net assets consist of

a significant number of components for either allocated or temporarily restricted classes, a schedule should

be prepared to show the related detail.  This summary would use separate columns to display types of activity

within each of the net asset classes:  restricted and unrestricted income, deductions (not expenses), transfers

from other funds, net increase or decrease, beginning function balance, and the ending function  balance.

This schedule would use the same format as described for the operating funds as Schedule 15.

1303.09 Accounting Entries Illustrated - The following paragraphs illustrate some of the

routine entries which will be made in the maintenance of the plant fund accounts and the related involvement

of other funds as well.

Acquisition of Assets

(1) Assume purchase of residential property, house and lot valued at $100,000, of which
$30,000 is paid in cash, the remainder on a long-term note and trust deed.  The total
valuation is divided $20,000 for the land, $80,000 for the building.

Unexpended Plant Sub-fund Entries:       Debit             Credit
Conference Housing (a net asset account)      30,000

Cash in Bank            30,000
To record payment from unexpended plant fund of $30,000 cash.

Net Invested in Plant Sub-Fund Entries:
Conference Housing - Land      20,000
Conference Housing - Building      80,000

Plant Assets Acquired-Cash (a net asset account)           30,000
Mortgage Payable-Conf Housing           70,000

To record acquisition of house and lot, in exchange for cash down payment and
trust deed note for balance.
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(2) Assume purchase of an office desk, no trade-in, at a price of $800.

Unexpended Plant Sub-Fund Entries:       Debit                    Credit   
Conference Office Equipment (a net asset account)           800

Accounts Payable          800
Accounts Payable                        800

Cash in Bank           800
To record purchase of desk on open account and subsequent payment in cash.

Net Invested in Plant Sub-Fund Entries:
Conference Office Equipment              800

Plant Assets Acquired - Cash (a net asset account)         800
To record acquisition of desk.  Equipment Inventory #xxxxx.

Construction in Progress

Assume expenditure in 19X1 of $150,000 as progress payments to contractors on
construction of a conference office.  The building is completed in 19X2, and the remaining
balance on the full contract price, $275,000, is paid in 19X2.  Land value is already on the
records.

Unexpended Plant Sub-Fund Entries, 19X1:               
Conference Office Building (a net asset account)                150,000

Cash in Bank       150,000
To record progress payments during 19X1 on construction contract for new
conference office building.

Net Invested in Plant Sub-Fund Entries, 19X1:
Conf Office Building in Progress                 150,000

Plant Assets Acquired (a net asset account)       150,000
To record payments to date on new conference office.

Unexpended Plant Sub-Fund Entries, 19X2:
Conference Office Building (a net asset account)               275,000

Cash in Bank       275,000
(Explanations same as in 19X1)

Net Invested in Plant Sub-Fund Entries, 19x2:
Conf Office Building in Progress               275,000

Plant Assets Acquired (a net asset account)       275,000

Conference Office Building               425,000
Conf Office Building in Progress       425,000

To record completed conference office building, and to close out Buildings in
Progress.

Depreciation of Assets - Each organization should have a recorded policy stating the
approved practice in recording depreciation during the year of acquisition of the asset.
Commonly for major assets—buildings, major items of equipment (motor vehicles, for
example), depreciation is recorded for the fraction of the year  in which the asset was
acquired, either on a monthly or quarterly basis.  For routine purchases of equipment, it is
acceptable to begin writing off the asset through depreciation starting with the first of the year
following acquisition.



1303.09

Buildings: Equipment:
Conference Office    9,250 Evangelism      950
Campground   7,200 Youth Camp   2,700
Conf Housing 10,800 Data Processing   1,800
Youth Camp   4,600 Conference Office   5,200
Total 32,850 Total 10,650

Net Invested in Plant Sub-Fund Depreciation Entries:            Debit      Credit
Depreciation Expense, Office Building (a net asset account)         9,250
Depreciation Expense, Campmeeting Buildings (a net asset account)         7,200
Depreciation Expense, Housing Buildings (a net asset account)       10,800
Depreciation Expense, Youth Camp Buildings (a net asset account)         4,600

Accumulated Depreciation, Office Building       9,250
Accumulated Depreciation, Campmeeting Buildings       7,200
Accumulated Depreciation, Housing Buildings                   10,800
Accumulated Depreciation, Youth Camp Buildings       4,600

To record depreciation on buildings for the year 19X1.
Depreciation Expense, E & F, Evangelism (a net asset account)            950
Depreciation Expense, E & F, Youth Camp (a net asset account)         2,700
Depreciation Expense, E & F, Data Process (a net asset account)         1,800
Depreciation Expense, E & F, Conf Office(a net asset account)         5,200

Accumulated Depreciation, Evangelism Equipment             950
Accumulated Depreciation, Youth Camp Equipment        2,700
Accumulated Depreciation, Office Equipment        5,200
Accumulated Depreciation, Data Processing Equipment        1,800

To record depreciation on equipment and furnishings for the year 19X1.

Disposition of Assets

(1) Assume purchase of a used pickup truck for $10,800;  terms cash down $8,000, trade-
in of old pickup truck, $2,800.  The old truck is recorded at a cost of $6,500,
accumulated depreciation to date, $4,500, net carrying value $2,000.  No recognition
as such is given to the $800 difference between the carrying value and the trade-in
value.

Unexpended Plant Sub-Fund Entries:          Debit         Credit
Plant Assets Purchased (a net asset account)          8,000

Cash          8,000
Cash payment on purchase of pickup truck; total price, $10,800; trade-in of old
truck, $2,800.

Net Invested in Plant Sub-Fund Entries:
Accum. Deprec., Motor Vehicles          4,500
Net Value of Plant Assets Sold (a net asset account)          2,000

Motor Vehicles          6,500 
To clear from the records the cost and accumulated depreciation on  old pickup
truck traded in on newer vehicle.

Motor Vehicles                           10,000
Plant Assets Acquired-Cash (a net asset account)          8,000
Plant Assets Acquired - Trade in (a net asset account)          2,000

To record acquisition of new pickup truck at cost of $10,000; cash, $8,000, trade-in
of old truck, $2,000.
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(2) Assume write-off of old office chair at youth camp, thrown away because it was
unusable and of no scrap value.  Cost $90, accumulated depreciation $89, net carrying
value, $1.

Net Invested in Plant Fund Entries:                             Debit         Credit
Accum Depr, E & F, Youth Camp               89
Net Value of Plant Assets Sold (a net asset account)           1

Equipment & Furn., Youth Camp                   90
To record discard of chair, Invt. #---, thrown away as unusable and of no value.

Rental Payments - Assume a conference pays its related association operating fund $4,500
per month or $54,000 per year as blanket rental on conference properties.  The actual entries
will be made monthly; for purposes of this illustration they are annualized.

Conference Operating Fund Entries:
Transfer to-Assoc Oper-Rental        54,000

Cash in Bank         54,000
To record payment of annual rental of  conference properties to association
current fund.

Association Operating Fund Entries:     
Cash in Bank        54,000

Trans Fr-Conf Oper Fund-Rental         54,000
To record receipt of cash for annual rental payment on conference properties.

The above method will apply in case of any negotiated rental payments between funds.
Under this arrangement, the Association Operating Fund will be responsible for funding
depreciation on conference properties according to policy.

Direct Funding of Depreciation 

(1) As stated in the foregoing paragraph, the Association Operating Fund must provide,
out of the rental payments received, funding of depreciation on conference properties
as entered in the Plant Fund (see entries recorded in the above par.).  The amount of
depreciation is $31,850 for 19X1.  This amount must be transferred in cash as shown
in the following entries.  (Presumably the difference between the $31,850 depreciation
and the  $54,000 annual rental paid by the conference covers such necessary
expenses from the Association Operating Fund as insurance, maintenance, etc.)

Association Operating Fund Entries:          Debit                    Credit
Trans To-Plant Fund-Dep funding 31,850

Cash in Bank         31,850
To transfer to Unexpended Plant Fund Cash for total of depreciation on
conference properties for 19X1.

Unexpended Plant Sub-Fund Entries:
Cash in Bank        31,850

Trans Fr-Assoc Oper Fund-Depr.        31,850
To record receipt of funded depreciation on conference properties, 19X1.
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(2) Depreciation of equipment and furnishings in use by the conference may be funded
directly by the conference to the Unexpended Plant Sub-Fund, from the Conference
Operating Fund.  The amount for 19X1 is $10,650.

Conference Operating Fund Entries:         Debit                   Credit 
Trans To-Plant Fund-Depr Funding 10,650

Cash in Bank         10,650
To record receipt of cash to fund depreciation on equipment and furnishings for
19X1.

Unexpended Plant Sub-Fund Entries:
Cash in Bank        10,650

Trans Fr-Assoc Oper Fund-Depr.       10,650
To record receipt of funded depreciation on conference properties, 19X1.

Payment of Long-Term Liabilities - The Retirement of Indebtedness Fund has no sources
of cash other than those transferred from the operating funds of the organization or specific
capital donations.  In our present example, a long-term obligation was incurred for the
purchase of housing.  It must be assumed that at that time, a commitment was made to
channel into the Retirement of Indebtedness Fund sufficient cash to meet the payments on
this property as they became due.  Taking for granted that cash inflows to the Retirement of
Indebtedness Fund have taken place, the entries to record annual payments on the obligation
are as illustrated below.  It is assumed that at the end of 19X2 an annual payment of
$15,000, principal and interest, is made.  Of this amount, $7,000 is interest, which is a
deduction from the retirement of indebtedness fund balance.

Retirement of Indebtedness Plant Sub-Fund Entries:          Debit                    Credit
Residences-N/P-Principal (a net asset account)   8,000
Residences-N/P-Interest (a net asset account)    7,000

Cash in Bank         15,000
To record annual payment of principal and interest on trust deed note.

If the Retirement of Indebtedness Plant sub-fund is not used, the above entries would
be made in the Unexpended Plant sub-fund.

Net Invested in Plant Sub-Fund Entries:
Mortgages Notes Payable-Housing   8,000

Principal Payment, Housing (a net asset account)         8,000
To record liquidation of portion of the trust deed note and addition of same to the
fund balance.

Section 1304 - Pooled Investment Fund

1304.01 Nature of the Fund - Several points render the pooled investment fund different from

the other funds which we have discussed in this chapter.  The fund is maintained solely for the purpose of

investing money belonging to other funds of the organization.  Money pooled from other funds is recorded as

formal promissory notes.  All such assets are held temporarily in bank accounts or are invested according to

denominational policy.  All revenue from such investments, net of t he interest paid to the other funds on
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money borrowed from them, is recorded as an increase to unrestricted allocated net assets in the pooled fund.

This is not a unitized fund.  When directed by committee action, pooled fund net assets can be transferred

to operating fund unrestricted net assets.  Because of a variety of concerns, pooled investment funds are used

by very few organizations.  There may come a point in time when this fund will not be used by any

denominational organization.

1304.02 Statement of Financial Position and Supporting Schedules - The statement of

financial position is relatively uncomplicated.  It should be unclassified; that is, there is no separation between

current and long-term assets or liabilities.  Each line item of assets and liabilities can be supported by a related

schedule.  A schedule of cash would show, among other information, the interest rate on each investment and

the maturity date of each—details which are essential for accountability.  The notes payable are classed as

demand notes and yet there is a repayment schedule expressing an understanding as to minimum amounts

of principal and interest due each year; however, the total amount can be called for at any time.  Interest is

accrued on receivables to the end of the year.  Typically interest on payables is paid as of the year-end so

there usually is no Accrued Interest Payable balance.

1304.03 Statement of Changes in Net Assets and Supporting Schedules - Again, the

statement and its schedules are straightforward and require only one or two comments.  A budget comparison

column is included for information as in all individual fund statements.  Actual interest income and interest

expense, as categorized in the parent statement, can be supported in detail in schedules, each of which

includes a column for interest income or interest expense.  All transfers to other funds should be included in

this statement.  In the example statement for conferences in Appendix A, $45,810 is indicated as a transfer

to the operating funds, and $71,555 is net assets balance at the end of the year.  This transfer of $45,810 to

the operating fund will be found also in the operating fund statement of changes in net assets,

Appendix A-11.02.

Section 1305 - Endowment and Gift Annuities Fund

1305.01 Endowment Funds Definition - True endowment funds are established by donors

who make a gift with the stipulation that the principal is to be maintained inviolate and in perpetuity and be
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invested for the purpose of producing revenue for a specific function of or for the general operation of the

organization.  Term endowment funds are the same as true endowment funds with the exception that upon

the passage of a certain amount of time or of a particular event, all or part of the principal may be expended.

Quasi-endowment funds (funds functioning like an endowment) are funds which the controlling committee,

rather than a donor, has determined are to be invested similarly to an endowment.  Since these funds are

allocated by the committee, the principal can be expended at any time by action of the committee. In the case

of true endowment or term endowment funds, it is mandatory that the principal be maintained intact in

accordance with the terms of the agreement.

1305.02 Endowment Accounting Principles  - For true and term endowments, each

endowment agreement should be accounted for as a separate function within the endowment fund.  The

principal amount of true endowments will be recorded as permanently restricted net assets and term

endowment’s principal amount will be recorded as temporarily restricted net assets.  The financial activity will

be recorded as illustrated in Section 1305.04.  Each endowment function will have its own accounts for cash

and investments unless the investments are pooled.  Endowment funds must be separately invested if the

gift instrument requires it.  Also, the type of investment and the use of investment revenue, including realized

capital gains and losses, must be in accordance with the terms of the gift instrument.  Further, the accounting

for unrealized gains and losses in market value must follow any terms that may be specified in the gift

instrument.

For quasi-endowments only, the principal will be recorded as allocated unrestricted net assets.  The

financial activity and net assets may be recorded in either the operating fund or the endowment fund.  It is

suggested that quasi-endowments be recorded in an endowment fund if the organization also holds true or

term endowments, but be recorded in the operating fund if the organization holds no other endowments.

1305.03 Endowment Revenue and Capital Gains and Losses  - The endowment gift

instrument should clearly state the donor’s desire about the use of investment revenue earned on the

endowment principal, as well as about gains and losses from sale of investments and gains and losses in fair

value.  If investment earning is unrestricted, it will be credited as unrestricted revenue of the operating fund.

If investment revenue is restricted by the donor, it will be credited as restricted endowment income in the
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temporarily restricted activity section of the appropriate function, department, and fund.  Realized and

unrealized gains are to be given the same unrestricted or temporarily restricted classification as the

corresponding investment income on each endowment, unless donor stipulations or state law require such

gains to be permanently restricted.  It is presumed that investment earnings will be used before net realized

gains are used.

Net gains (including unrealized market value appreciation) on the investment of donor-restricted

endowments should be accounted for as additions to temporarily or permanently restricted net assets.  Net

losses on the investment of donor-restricted endowments should first reduce temporarily restricted net assets,

to the extent of any unspent appreciation gains.  Any remaining loss should be accounted for as a decrease

in unrestricted net assets.  Subsequent gains, that restore the value of the endowment portfolio, should be

classified as additions to unrestricted net assets until the donor stipulated level is again achieved.  The

following paragraphs will illustrate journal entries and financial statement presentation to comply with these

accounting principles.

1305.04 Endowment Accounting Illustrated

Sample Journal Entries     Debit                 Credit
Year 1 - Operating Fund

Cash    50,000
Temporarily Restricted Investment Revenue         50,000

To record investment earnings.
Unrestricted Program Expense   32,000

Cash      32,000
Temporarily Restricted - Restrictions Released          32,000
Unrestricted - Restrictions Released         32,000

To record use of restricted resources.

Year 1 - Endowment Fund
Investment Securities          1,000,000                                

Permanently Restricted Contributions        1,000,000     
To record new endowment donation.

Unrealized Appreciation (Decline) [valuation account]   47,000
 Temporarily Restricted - Unrealized Gain in Value         47,000

To adjust carrying value to market at year end.

Year 2 - Operating Fund
Cash          55,000

Temporarily Restricted Investment Revenue           55,000
To record investment earnings.

Unrestricted Program Expense     75,000
Cash         75,000
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           Debit                 Credit
Temporarily Restricted - Restrictions Released          75,000

Unrestricted - Restrictions Released         75,000
Cash            2,000

Transfer Between Temporarily Restricted Funds      2,000
To record use of restricted resources.
[To illustrate the use of investment earnings first, then realized gains
 if allowed; and all disbursements recorded as unrestricted activity.]
Investment income in year 1        50,000                                                       
Disbursements in year 1                                        (32,000)                                                       
Investment income in year 2                                   55,000                                                        
Investment income available                                  73,000                                                        
Disbursements in year 2                                        (75,000)                                                       
Needed from gains in year 2;

(up to 5,000 available)                                         2,000                                                        

Year 2 - Endowment Fund
Cash                 30,000

Investment Securities       25,000      
Temporarily Restricted - Realized Gain on Sale      5,000      

To record sale of investment securities.
Investment Securities                     27,000 

Cash              27,000
To record purchase of investment securities.

Transfer Between Temporarily Restricted Funds                   2,000 
                 Cash                2,000      

To record use of restricted resources.
[See corresponding entry in operating fund.]

Temporarily Restricted - Unrealized Loss in Value                 50,000
Unrestricted - Unrealized Loss in Value                 10,000

Unrealized Appreciation (Decline) [valuation account]       60,000      
To adjust carrying value to market at year end.
[To illustrate a loss greater than the balance of unspent
previous gains in Temporarily Restricted Net Assets.  This
unspent amount should equal total temporarily restricted net
assets in the endowment fund just prior to this journal entry. ]

Gain from year 1                                             47,000                                                          
Gain from year 2                                               5,000                                                          
Gain used in year 2                                         (2,000)                                                         
Cumulative unspent gains                             50,000                                                          
Unrealized loss in year 2                              (60,000)                                                         
Portion of unrealized loss to be
   recorded as unrestricted                             10,000                                                          

Year 3 - Operating Fund
Cash                 56,000

Temporarily Restricted Investment Revenue              56,000
To record investment earnings.

Unrestricted Program Expense          50,000
   Cash              50,000

 Temporarily Restricted - Restrictions Released                  50,000                                
Unrestricted - Restrictions Released              50,000

 To record use of restricted resources.
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                  Debit                 Credit
Year 3 - Endowment Fund

Cash                 38,000                                
Investment Securities                               31,000

    Temporarily Restricted - Realized Gain on Sale      7,000
 To record sale of investment securities.

Investment Securities                 35,000                                
Cash              35,000

 To record purchase of investment securities.

     Unrealized Appreciation (Decline)  [valuation account]                  18,000
Unrestricted - Unrealized Gain in Value                               10,000
Temporarily Restricted - Unrealized Gain in Value                                 8,000

To adjust carrying value to market at year end.
[To illustrate recovery of previous loss that exceeded
unspent gains in Temporarily Restricted Net Assets.
Excess loss should equal any negative balance of total
unrestricted net assets in the endowment fund. ]

Total gain in year 3                                              18,000                                                       
Prior losses held in unrestricted;

to be recovered as unrestricted gain        (10,000)                                                      
Balance of gain to be recorded

as temporarily restricted gain                        8,000                                                       

Operating     Endowment    Organization  
Sample Statement Presentation     Fund               Fund                 Totals     

Year 1
Endowment Donation Received                 0       1,000,000        1,000,000 
Temporarily Restricted Investment Revenue         50,000                     0             50,000
Unrealized Gain in Market Value               0              47,000              47,000 
Restrictions Released - Program Expense         (32,000)                          0             (32,000)

Net Increase (Decrease), Year 1          18,000          1,047,000         1,065,000 
    
Restricted Cash          18,000                         0              18,000
Investments, at Fair Value                     0           1,047,000         1,047,000
       Total Assets, End of Year 1          18,000         1,047,000        1,065,000

Temporarily Restricted Net Assets          18,000               47,000              65,000
Permanently Restricted Net Assets                     0           1,000,000        1,000,000

Net Assets, End of Year 1           18,000          1,047,000        1,065,000 
    

Year 2  
Temporarily Restricted Investment Revenue            55,000                          0             55,000
 Realized Gains on Sale of Investments 0                5,000             5,000 
Transfer between Temp.  Rest.  Funds               2,000                (2,000)                      0
 Restrictions Released - Program Expense           (75,000)                         0          (75,000)
Unrestricted - Unrealized Loss in Value                        0              (10,000)         (10,000)
Temporarily Restricted - Unrealized Loss in Value                        0             (50,000)         (50,000)

Net Increase (Decrease), Year 2           (18,000)          (57,000)         (75,000)

Restricted Cash        0                  1,000             1,000 
Investments, at Fair Value                       0              989,000         989,000

Total Assets, End of Year 2                       0              990,000         990,000
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       Operating     Endowment    Organization 
      Fund               Fund                Totals    

Unrestricted Net Assets                  0             (10,000)              (10,000)
Temporarily Restricted Net Assets    0                         0                          0 
Permanently Restricted Net Assets                  0         1,000,000           1,000,000

 Net Assets, End of Year 2                  0            990,000              990,000
  
 Year 3
Temporarily Restricted Investment Revenue        56,000                         0                56,000
Realized Gains on Sale of Investments     0                 7,000                  7,000
Restrictions Released - Program Expense       (50,000)                        0              (50,000)
Unrestricted - Unrealized Gain in Value        0               10,000                10,000
Temporarily Restricted - Unrealized Gain in Value                   0                 8,000                  8,000 

Net Increase (Decrease), Year 3           6,000               25,000                31,000
       
Restricted Cash           6,000                 4,000                10,000
Investments, at Fair Value                   0         1,011,000           1,011,000

Total Assets, End of Year 3           6,000          1,015,000          1,021,000
       
Unrestricted Net Assets                    0                        0                          0 
Temporarily Restricted Net Assets            6,000               15,000                21,000
Permanently Restricted Net Assets                    0          1,000,000          1,000,000

Net Assets, End of Year 3            6,000          1,015,000          1,021,000
 

1305.05 Gift Annuities Definition  - Gift annuities are funds received from a donor subject to

an agreement whereby certain assets are made available to the organization on condition that the organization

binds itself to pay certain stated amounts at specific times in the future to designated individuals.  These

payments are to terminate at the time or event specified in the agreement.

1305.06 Gift Annuities Accounting - Because of the complex nature of gift annuities, they

contain elements of both contribution and exchange.  Also, the contribution portion can be restricted or

unrestricted.  Further, the unrestricted portion may be subject to state laws about when it can be withdrawn

and spent, and investment and management of annuity assets may also be subject to state laws.  At the date

of gift, two or more amounts should be recorded:

(1) The asset(s) received should be recorded at fair market value.

(2) The net present value of the actuarially determined liability payable  to the annuitant
should be recorded as a liability.

(3) If the gift is unrestricted, the difference between (1) and (2) should be recorded as an increase
in unrestricted allocated net assets.

(4) If the gift is restricted, the difference between (1) and (2) should be recorded as an
increase in temporarily restricted net assets.
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No attempt will be made in this manual to cover the writing of a gift annuity agreement.  This is covered in

detail in the Trust Services Manual.  However, this manual is concerned with the recording of gift annuities

in the financial records of the organization.  As stated above, the assets received for each gift annuity are to

be recorded at fair value at the date of the gift, and the credit side of the entry is to be divided between the

present value of the annuity liability and the gift factor, which increases a class of net assets.  The

denomination requires (see NADWP P 25 10) the original gift factor to be maintained until the annuity liability

has been fully paid.  Increases in annuity net assets consist of the gift factor of new annuity agreements,

investment earnings, and net gains in excess of annuity payments made.   Decreases include transfers to

other funds upon maturity of annuity funds.  Additional changes in the net assets occur annually when

adjustments are made between the liability and the net assets for changes due to revised life expectancy.

Appendix A-10.10 illustrates the above accounting principles in Note 13.  The accounting records should be

organized to provide this kind of activity detail for each annuity agreement.

1305.07 Gift Annuity Payments - Gift annuity payments are set at the time of the writing of the

agreement.  These payments are not made subject to the earnings generated by annuity investments.  In fact,

should the annuity payments exceed the earnings and eventually deplete the annuity assets, the organization

must continue to make the agreed-upon payments until the annuity matures.

1305.08 Gift Annuity Investments - Administrative officers must be familiar with state laws or

any other governmental regulations concerning the writing or investing of gift annuities.  A copy of the state

law should be on file and understood clearly, not only by those who write the agreements, but also by those

who must account for them once they have been written.

Section 1306 - Agency Fund

1306.01 Nature of the Fund  - This fund is in many respects similar to the pooled investment

fund discussed in Section 1304.  It represents a program of investment of funds entrusted to the organization

by depositors, the liability to the depositors evidenced by formal notes.  There are some important differences,

however, the liabilities are directly to depositors, not to other funds of the organization.  All interest income is

distributed to the depositors; there is no revenue to the organization itself.  These two factors--all money

borrowed and invested, and all income from investments distributed to depositors--mean that there is no net

asset balance.
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1306.02 Interest Arrangements -Interest on deposits is paid based on one of two plans.

(a) Certain depositors receive interest on the principle amount of their notes as
specifically stated in the note itself.  In this case the  funds can be loaned to the
pooled investment fund at the specified interest rate.

(b) Other depositors agree to accept interest based on each depositor's pro rata share
of interest income from pooled investment of their money by the agency fund.

1306.03 Statement of Financial Position - The statement of financial position will reflect the

above-mentioned characteristics.  There will be cash and investments that in total will equal all liabilities to

depositors for prorated notes.  There will be a balance due from the pooled fund equal to the total liabilities

to depositors for stated rate notes.

1306.04 Statement of Changes in Net Assets  - The supporting schedules to the statement

of financial position afford data which also supports the line items in the statement of changes in net assets.

The statement indicates interest income on funds invested and distribution of interest to the depositors.  As

previously noted, all revenue is distributed; there is no excess or deficiency of income versus expense, and

the net asset balance is always zero.

Section 1307- Statements of Fund Groups

1307.01 Need for Grouping - The total system discussed in this chapter comprises a number

of separate funds to be used by those organizations that are complex enough for fund accounting to be

necessary.  Some of these, in turn are broken down into two or more sub-funds.  While a comprehensive

picture of the organization as a whole requires that a single statement be presented which includes all these

funds, it may be desirable for a better grasp of the various distinctive activities of the entity, that intermediate

combinations of certain closely related funds be presented.  The compilation of these group statements must

come after the preparation of the individual statements for the funds that are used by the organization.  It

involves simply arranging data from the individual fund statements in columnar form, and cross-adding each

line to arrive at totals for all funds presented in the particular statement.  As is customary in combinations,

inter-fund receivables and payables are eliminated in stating the Total figures.  Only those inter-fund items

relating to the funds in the particular grouping are eliminated.

1307.02 Combined Statements, All Funds - The preparation of an organization’s statement

of all funds or a consolidated or combined statement for multiple organizations was described in the preceding

chapter.
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Chapter Fourteen

FINANCIAL ADMINISTRATION

Section 1401 - Introduction

1401.01 Accounting vs. Management - The discussion so far in this manual has focused on

accounting standards, procedures, and controls.  This is reasonable, for we are dealing with an accounting

manual.  The treatment of the subject would be incomplete, though, if we did not point out specific uses to

which the financial data should be put by the administration.  Numerous references have been made to the

fact that accounting is a tool of management.  This chapter will give some suggestions as to how this tool can

be used in the hands of capable financial administrators.

1401.02 Financial Statement Trends - A set of financial reports for a single year is of some

value, of course.  That value is enhanced if comparative information is submitted, that is why two-year

comparative statements are required by this manual.  Even better than a two-year comparison is a

summarized statistical review of critical figures and relationships taken from the financial statements of at least

a four-year period.  The organization is a going concern; movement along all lines is experienced from year

to year, and one of the best ways for administration to make valid projections as to what will happen next year

or the year after is to review what has been happening in the past few years.  More will be said in a later

section of this chapter on the matter of analysis of trends.

1401.03 Planning and Decision-Making - If administrators have current, relevant information

as to what has been going on and what is now transpiring, they are better able to lay plans for the future of

the organization and make decisions as to how available funds can be most wisely used.  Plans for future

action based solely on hopeful expectations and blind, unreasoning faith are not only quite likely to run into

difficulty, they are also an abrogation of the responsibility which the Lord places upon His chosen servants for

faithful, wise stewardship of funds.  So when we speak of financial reports as tools of management for

decision-making and planning, the concept goes deeper than a superficial review of the bare facts.  It involves

thoughtful analysis and prayerful submission to the will of God.
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Section 1402 - Financial Statement Analysis

1402.01 The Need for Analysis - Most of the remaining sections of this chapter will deal with

budgeting and budgetary control.  An essential preliminary to the budgeting process, though, is a sound

knowledge of present conditions and past performance which can be gained only by a thorough analysis of

financial statements, current and past.  The subject of financial analysis is a broad one and cannot be covered

in depth in this manual.  Some suggestions and leads will be of help and are discussed in the following

paragraphs.  It is well to remember that a thorough analysis cannot be done by rote, it will vary with the

individual organization, its condition, and its needs.  Analysis has to do not only with the computation of ratios,

percentages, and relationships, but with the interpretation of those figures.  This manual provides some of

the tools, which are formulas and procedures.  The matter of interpretation of the significance of the data, we

can only lead into by asking questions which the analyst must answer in light of the data and personal

knowledge of the organization.

1402.02 Financial Position Ratios - Listed below are several financial indicators which will be

helpful in evaluating the financial condition of the organization.  It is recommended that these items be

computed for each year and tabulated for at least a four-year period.  Such a time-span will afford a good

opportunity of observing trends which may be expected to continue during the coming year or years.

Accompanying each of the items listed is a formula for its computation.

% Liquid Assets to Commitments = (Unallocated Cash + Investments + Current
Accrued Church Remittances Receivable +
Receivables from Higher Organizations) divided by
(Current Liabilities)

% of Recommended Working Capital = Actual Working Capital divided by Recommended
Working Capital

 (Both the above items are shown, for the current and prior year, in a footnote to the financial
statement; see Appendix A-10.12, Note 20.)

% Receivables to Operating Net Assets = Net Current Accounts and Notes Receivable
divided by Operating Net Assets

% Fixed Asset Investment =

Current Ratio =

Property, Plant, and Equipment (net) divided by
Total 
Net Assets

Total current Assets divided by Total Current
Liabilities
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Debt Percentage = Total Operating Liabilities divided by Total
Operating Net Assets

Equity Percentage = Total Net Assets divided by Total  Assets

1402.03 Operating Activity Ratios - The ratios and percentages in the previous paragraph

relate to financial position at any particular point in time.  The administrators are inevitably interested, too, in

analytical data about the financial activity over a period of time.  For that type of analysis, the following

additional ratios are helpful.

% Self-Support =
Earned Income (without subsidies)  divided by
Total Income (including subsidies)

% Net Income to Net Sales =
   (or Total Earned Income)

Net divided by Net Sales (or Total Earned Income)

Rate of Return on Equity = Net Income divided by Total Net Assets

% Cost of Goods Sold to Sales = Cost of Goods Sold divided by Net Sales

% Gross Profit on Sales = Gross Profit divided by Net Sales

(The two items immediately preceding will total 100%)

% Operating Expense to Net Sales = Total Operating Expense Divided by Net Sales

Collection Percentage (student A/R) = Net Collections (A/R beginning + student charges -
Write-offs - A/R ending) divided by student
charges

Accounts Receivable Turnover = Total Credit Sales or Total Student Charges
divided by Average Accounts Receivable (A/R
beginning + A/R ending divided by 2)

Inventory Turnover = Cost of Goods Sold divided by Average Inventory
(Invt. beginning + Invt. ending divided by 2).

1402.04 Significance of Analytical Data - As mentioned in Section 1401.02, the significance

of any of the data calculated as above is enhanced by the observance of a trend over a period of years.  For

that reason we recommend a four-year trend summary of these items and of other items which the

administration in their particular circumstances feel are significant.  For example, a history of fairly constant

maintenance of percentage of recommended working capital, coupled with a downward trend over the same

period in the liquidity percentage or ratio, would probably indicate that the organization is becoming more

deeply involved in receivables.  It rests with management, of course, as to whether this trend can or should
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be corrected.  It must be remembered that the ratios themselves are simply arithmetic, the trend of

performance, the underlying reasons for the trend, and the possibility or advisability of slowing, halting, or

reversing the trend, are all matters for management decision.

1402.05 Additional Data - It must be emphasized that the ratios and percentages listed in the

foregoing paragraphs are not all-inclusive.  Some of those listed may not be of particular value in a given

instance, other comparisons may be particularly relevant in some organizations. Most financial administrators

will want to study carefully other trends in this statement.  What is the fluctuating percentage of expense to

income accounted for by program services functions compared to supporting services functions?  Why are

some individual program services functions using up a constantly-increasing percentage of available income?

What is the trend of expenditure for the general administration or institutional support function?  The

possibilities of analysis brought to view in this section should be accepted only as suggestions or guides to

considerably deeper analysis of all pertinent financial data as a prelude to making wise plans for future

operations, changing emphasis, and correcting trends which might predict future financial embarrassment.

In today's computer environment, management should consider presenting the various ratios and trends with

the use of charts and graphs.  If prepared carefully, such visual aids will make the significant data easier to

understand.

Section 1403 - Use of Budgets

1403.01 The Budget Plan - Based on management's analysis of financial condition, operating

results, and management's plans for the future, various sorts of budgets are prepared  as a blueprint for day-

to-day operations for the coming year.  This requirement is clearly specified in NADWP P 15 15, which reads:

All denominational organizations shall follow the budget plan of financial operating.
The annual operating budget shall be approved by the controlling committee.  It shall be the
responsibility of the officers of each level of organization to require subsidiary organizations
in their territory to follow the budget plan.  

Also, GCWP S 27 20 reads:  

           The budget is to serve as the primary instrument of financial authorization and control
for every organization.  The treasurer is to provide timely financial information to fellow
officers and the controlling committee, comparing actual operating results with budgeted
projections.
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1403.02 Types of Budget - The above references deal with an operating budget—a prediction

of incomes by source for the coming year and an outline of how those incomes will be used for the normal

functioning of the organization.  While the operating budget is basic to any organization's financial operation,

two other types of budget will be discussed in later sections of this chapter:   the capital budget, which

provides, sometimes on a one-year basis and sometimes for an extended period of time, for allocations of

available funds for the acquisition of properties and equipment; and the cash budget, which represents a

prediction of cash flow month by month, with an indication of those periods during which temporarily excess

cash may be on hand and those other occasions when the cash requirements are expected to exceed cash

available.  All three of these types of budgets, operating, capital, and cash flow, are essential elements of

financial planning.  Each will be discussed in this chapter.

Section 1404 - The Operating Budget

1404.01 Nature of the Operating Budget - Basic to the entire budgeting process is the

preparation of the annual operating budget, this is the budget apparently prescribed in the policy quoted

above.  It is based on anticipated income for the ensuing year and allocates all such expected income to the

various program and supporting services of the organization.  It is for this reason that it is the basic budget

instrument.  Any funds which the organization will have available to spend must come from anticipated

incomes, and the scope and pattern of the activity overall will depend in every respect on these expectations

and allocations.  All organizations are bound by the same constraints of matching projected expenditures

against anticipated income.

1404.02 Preparation of the Budget - Because the budget, after approval by the controlling

committee, becomes the authorization to the officers for carrying forward the work of the organization, it is

important that it be prepared and approved by the controlling committee before the beginning of the year which

it is intended to govern.  Keeping in mind the mechanics of compilation of the original budget, the negotiations

and trade-offs which are necessary before it takes its final form, and the presentation to the controlling

committee for approval, actual work should be started on it no later than the beginning of the third month

preceding the new year.
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1404.03 Estimating Donor-Based Income - Each year typically shows an increase in tithe or

donation income over the previous year, two principal influences bring this about:  (1) increase in membership

in the constituent churches and (2) an inflationary trend which means that, on the average, the earnings and

thus the tithes and offerings per capita, will increase each year.  It is easy to conclude that income can be

budgeted for the ensuing year at a figure representing a percentage increase over the current year's total

income.  Keep in mind that, if budget preparation begins three months before year-end, we do not have an

accurate figure of total income from tithes and other funds for the full year and must either extrapolate the total

based on actual nine months' income in the current year plus an estimate of the fourth quarter's income, or

use as a total the actual figures for the last four complete quarters (the fourth quarter of the previous year plus

the three quarters of the current year).  Probably the second of these two methods is the more dependable,

as it takes into consideration, on an actual basis, the increased level of donations which usually reach an

organization in the fourth quarter of the year.  The first reaction is to take this estimated income for the current

year, add a factor for expected increase for the next year, and use the resultant figure as budgeted income.

Conservatism, though, dictates that budgeted income for the new year should not exceed estimated actual

income for the current year.

1404.04 Estimating Student-Based Income - Each year typically shows an increase in

expense over the previous year, aggressive planning, improvement of programs, and the inflation which has

become a fact of life, all combine to bring this about.  Necessarily, if expenses are to be met, income will have

to increase.  The estimate of income for the coming year should be made on an extremely objective basis.

How many students can reasonably be expected to enroll?  What are the commitments from the conference

and constituent churches for operating subsidies?  Based on these preliminary figures, what will have to be

the charge for student tuition, and can the patrons be expected to accept this charge?  If there is a short-fall

in income, it is obviously no solution simply to raise the estimate of number of students expected to enroll for

the new year in order to “generate” an additional income which will never materialize.  Every factor going into

the final estimate of income should be supported by experience and defensible assumptions.

1404.05 Estimating Sales Income - An analysis of prior years' sales, including the historical

trend and the reasons for it, is a good place to start.  A preliminary sales projection should be adjusted for
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anticipated changes in the economy, the customer mix, the product mix, and any other factors which might

impact the sales forecast.  This process should be done as objectively as possible.  There should be no

deliberate effort to either understate or overstate expected sales, but if any amount within a range is equally

probable of achieving, the more conservative amount should be used.

1404.06 Estimating Operating Expense - The easiest approach to budgeting expense in the

various functions is to use the current year's expense figures, and if they total to less than the budgeted

income, add an across-the-board percentage increase to bring the total budgeted expense up to total

budgeted income.  The easy way is not usually the effective way, however.  Ordinarily some functions will,

because of plans for the new year, require increases more than the overall  percentage increase would

warrant, in other cases it will be appropriate to leave the new budget unchanged from the current year's actual

or to reduce the budget for the new year.  Setting the expense budget for the various functions must never

be a matter of simple arithmetic, needs and plans should in every case be balanced against available funds,

and the new budget built, within the limitations of available income, on requirements for carrying out plans for

the future. 

1404.07 Wage Scale Adjustment - At the time of preparation of the budget, the annual

adjustment in the wage scale, as voted by the Annual Council, is known to the administration, and this

anticipated increase in wage and salary expense must be recognized in preparing the new year's budget.  If

income is budgeted at no more than the current year's actual amount and there is an obligatory increase in

wage and salary levels, the accommodation of this increase represents a real squeeze in the expense portion

of the budget.  There is no simple solution, required increases in expenses in one category will frequently

require reductions in other categories in order that the budget as a whole may be balanced.

1404.08 Budgeting for Functions - The operating activity centers in the various functions.

Income may include restricted funds which come in as specifically-identified donations or appropriations,

unrestricted income, and transfers between the various functions.  All of these incomes must be included in

the budget, and budgeted outlays must be set off against them. Within each function, a separate budget will

be formulated identifying all the enumerated sources of income, detailing the budgeted expenses, and

determining any applicable transfers.
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1404.09 Inter-Action and Negotiation - It is a serious mistake for the administration to develop

the budget without conferring with the responsible individuals in the organization who are expected to live

within the budget in the discharge of their functions.  Lengthy discussion and negotiation must be carried on

continuously during the process of development of the budget with all these individuals.  A budget which is

imposed by fiat from above stands very little chance of being accepted with good grace by those who are

expected to be governed by it.  Before the budget is submitted to the controlling committee, it must be

supported by broad general agreement of all individuals involved.

1404.10 Approval of the Budget - After formulation of the budget, as described in the previous

paragraphs and in the following section dealing with the capital budget, the complete instrument is presented

to the controlling committee for approval.  At this point it becomes evident that broad agreement by the

management team, and all others involved in implementation, pays dividends.  Unpleasant crises are sure

to be encountered in the discussion of the budget in the controlling committee meeting unless the

administration and operating personnel can present a united front.  The budget, regardless of how much work

has been put into it, is not an official instrument of control until it has been approved by the controlling

committee.

Section 1405 - The Capital Budget

1405.01 Recurring and Non-Recurring Expenditures - In practice, provision for capital

functions within an organization is handled integrally with the operating budget.  However, it should be kept

in mind that these are two separate budgets, the operating portion to provide for recurring expenses of

operating functions and the capital portion to provide for one-time outlays for purchase of buildings and

equipment.  Obviously, both categories of expenditure must come from whatever funds are available.

Recurring expenses must be provided for first, however, and non-recurring items must be accommodated

from whatever funds remain.  This is not to say that there will not be trade-offs between the two types of

budget commitments.  It is frequently true that budgets for operating functions will have to be pared down in

order that funds may be available for capital functions.  Capital appropriations to subsidiary organizations,

constituent churches, church schools, academy, etc., are considered an operating function of a conference.

However, they would be classed as non-recurring operating functions.
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Section 1406 - Budgetary Control

1406.01 Monthly Budgets - Only rarely do incomes flow in or expenditures occur on a uniform

basis through the year.  The more typical situation sees incomes varying from month to month and calls upon

the budget for various activities arising on a seasonal or cyclical basis through the year.  An annual budget

which is simply broken down into twelve equal increments is therefore usually misleading, and one-month

budget comparisons with actual inflows and outflows of funds can be meaningless.  Where this is a real

problem, a solution can be reached by breaking down the annual budget into twelve separate monthly budgets

to reflect actual operational expectations.  Such a breakdown would show budget for January, for February

and total for two months, for March and total for three months, and so on for the entire year.  Then, when the

monthly statement of financial activity and budget comparison is prepared, it will relate expectations for the

year-to-date with actual performance.  Monthly comparisons can then be balanced with year-to-date

comparisons for better interpretation of the financial data.

1406.02 Budget Comparison Statements - A rereading of NADWP P 15 15, quoted in Section

1403.01, points up the requirement for monthly statements of financial activity, including a comparison with

the budget, to be submitted to the governing committee.  As mentioned in Section 1302.06, budget

comparisons are optional for the overall combined financial statements, but are required for any single fund

or fund group financial statements.  Appendix A-11 contains specimen financial statements which illustrate

detailed budgets for the various functions of a conference.  Two points should be emphasized in this

connection:  (1 ) The financial statements should be prepared and submitted as soon after the close of the

month as possible, consistent with reasonably complete accumulation of the necessary information, and the

entire accounting process should be planned to facilitate the early preparation of these statements.  (2) The

minutes of the controlling committee should disclose that the statements have been submitted by the treasurer

and approved by the committee.

1406.03 Corrections and Adjustments - These monthly budget comparison statements should

be analyzed closely by the financial administration, and wherever important variations in either incomes or

expenses are disclosed, prompt corrective action should be taken.  It is an error to consider that variations

from the budget are inevitable and not susceptible of control.  The monthly comparisons provide check-points

for evaluation of the operation and should be used as a tool to guide the administrators in tailoring the actual
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operation to coincide as closely as possible, not with the budget solely, but also with the actual realized data.

If expenses are consistently exceeding actual income regardless of the budgeted expectations, timely action

must be taken during the year to bring the expenses into line.  Of course, if developing circumstances indicate

that revisions in the budget as already approved must be effected, a revised budget should be submitted to

the controlling committee for its approval.

1406.04 Cost Accounting - A commendable move has been noted in many organizations to

identify all areas of cost with the particular function involved.  In some cases there has not been a planned

program of accounting to reveal the total cost of any specific function.  Occasionally salaries and allowances

of a department or other function are not included in the budget of that function.  Other expenses of a

somewhat incidental nature are at times included in a general administration function, rather than being

allocated to the benefiting department or other function—such things as telephone expense, stationery and

supplies, postage, photocopy expense, etc.  The structure of the chart of accounts makes it possible to

apportion all expenses to the using department or other function, and it is recommended that this potential

be used fully so that the total cost of each activity is disclosed in the accounting records. As this sort of cost

accounting is developed, it should include ultimately an apportionment of such costs as equipment

maintenance, use of  buildings, and all other operating expenses.  Admittedly, some of these apportioned

costs are not controllable by the using functions.  All expenses are controllable, though, at some level of

administration, and the availability of total cost figures makes it possible to evaluate the cost-effectiveness of

the various segments of the operation.

1406.05 Annual Payroll Summary Report - NADWP D 45 25 indicates that an annual report

should be given to the controlling committee with payroll and related expense data itemized for each employee

of the organization.  Because of the confidential nature of this data, this schedule is not a component part of

the organization’s financial statements or any individual fund statements or schedules.  It should be submitted

to the controlling committee as a separate report.  An illustrative example is shown as Appendix A-11.14.
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Section 1407 - Cash Budget and Cash Management

1407.01 Cash Flow Budget - In most cases, the budgeted revenue of a conference or book

center is realized immediately in cash—remittances from churches, tithe funds exchanged, appropriations,

sales, etc.  In contrast, the budgeted revenue of an academy or a college does not flow in immediately as

cash.  Except for registration and graduation periods, school revenue is based on billings to patrons, which

cycle through accounts receivable with a time lag in the realization of cash.  On the basis of experience, and

starting from the monthly breakdown of the budgeted incomes and expenses, it is possible to predict with

some accuracy the availability of cash and the requirements for cash expenditures for each month of the year.

This cash flow budget can be only a fair approximation, however, and will have to be revised month by month

as actual performance figures become available.

1407.02 Cash Management - Preparation of a cash flow budget will in all cases indicate

whether the cash inflow for the given month is sufficient to cover expected outlays for that month, that is, at

the close of February, will we have a sizeable surplus of cash, or will there be a short-fall?  These monthly

results will be a guide to the CFO in making advance provision or short-term borrowing to cover any expected

deficiencies in cash, or conversely, in planning for short-term investment of temporarily idle funds.  Cash in

the bank in a non-interest-bearing account is a completely unproductive asset and should be kept to an

absolute minimum.  Even when banks pay a small percentage of interest on checking account balances, it

is more profitable to plan to put temporarily idle cash into other acceptable investments which will bring in a

larger return.  Section 602 of this manual identifies the denominational standards for the investment of funds;

these standards should in all cases be adhered to.  The whole objective is to put to work every possible dollar

of denominational funds.  The wise implementation of this general plan can result in a significant addition to

the earned income of the organization.

Section 1408 - Conclusion

1408.01 A Note of Encouragement - All experienced administrators will agree that there is

never enough money to meet all the needs, and to press into all the providential openings.  There is no

mathematical solution to this problem.  The following words from God's messenger should be a source of
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encouragement to every person, on every level of organization, who faces this insoluble situation:

  In our work for God there is danger of relying too largely upon what man with his
talents and ability can do.  Thus we lose sight of the one Master Worker. . . The means in our
possession may not seem to be sufficient for the work; but if we all move forward in faith,
believing in the all-sufficient power of God, abundant resources will open before us.  If the
work be of God, He Himself will provide the means for its accomplishment.  He will reward
honest, simple reliance upon Him.  The little that is wisely and economically used in the
service of the Lord of heaven will increase in the very act of imparting.  In the hand of Christ
the small supply of food remained undiminished until the famished multitude were satisfied.
If we go to the Source of all strength, with our hands of faith outstretched to receive, we shall
be sustained in our work, even under the most forbidding circumstances, and shall be
enabled to give to others the bread of life.

    Desire of Ages, pp. 370-371
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Appendix A

CONFERENCE AND ASSOCIATION SUPPLEMENT

Section A-1 - Introduction

A-1.01  Terminology - Chapters 1 to 14 of this manual have discussed accounting principles

to be followed by all denominational organizations.  This Appendix discusses further topics that are unique

to conferences.  Routine conference operations are financed from two sources:  tithe funds and non-tithe

funds.  Both the Scriptures and latter-day inspiration have delineated the purposes for which tithe moneys can

appropriately be used, and it is our sacred responsibility to preserve the limitations on the expenditure of tithe

funds.  It is appropriate, therefore, that our approach to the fund accounting concept should provide for a clear

presentation of the use of all funds representing tithe, whether they come directly from the individual

contributor through the local church channels or are received as appropriations according to denominational

policy from senior organizations.  In addition to these tithe funds are non-tithe moneys received from various

sources which are available for the furtherance of either all programs or specific programs of the church.  The

conference operating fund includes both tithe and non-tithe funds.  The use of tithe funds and non-tithe funds

received is clearly recorded in the accounting records and reported on the financial statement.  Even though

the assets and liabilities of the conference operating fund commingle tithe and non-tithe funds, the net assets

are divided between tithe funds and non-tithe funds.  This division is disclosed in the Summary of Activity by

Function (see Appendix A-11.04).

A-1.02 Funds Received - Some of the inflowing funds of the conference are by their nature

the property of the conference, subject to certain restrictions and commitments.  Other funds are intrinsically

the property of others—other organizations or individuals.  In the first category is the tithe.  In addition, certain

offerings and gifts received belong to the conference to be used by it in its various program activities.  Of this

latter group certain offerings are restricted; the terms under which they are solicited require that they be used

for specified purposes.  These are “restricted income,” as explained in Section 1004.02, and can be

reclassified to unrestricted net assets only to the extent that expenditures for the specified purposes are made

in the current period.  All other revenues inuring to the conference are considered as unrestricted funds and

can be “allocated” for certain purposes by action of the conference governing committee.  Besides these

conference-owned funds, other offerings, for the World Mission Fund and for other specified purposes on the
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General Conference and union conference levels, are considered trust funds.  They are liabilities of the

receiving conference until they are remitted through appropriate channels to the organization that has the

authority to establish, define, and carry out programs that disburse the funds.  At this organization which can

spend the money, the funds will ultimately be considered as revenue.

A-1.03  Disposition of Conference-Owned Funds  - The funds of the conference are

disposed of in several ways.  First, certain percentages of the tithe, according to denominational policy, must

be passed on to senior organizations.  These tithe percentages are considered, not as expenses, but as

deductions from gross tithe revenue.  The remainder, the net tithe, is retained by the conference for use within

the basic denominational policy limitations on the use of tithe funds. (See Section A-2.06.)  From this

remainder and from other conference funds received, appropriations are made to other entities in accordance

with actions of the governing committee or as agreed by representative bodies of the church.  These

appropriations are shown as expenses in the statement of changes in unrestricted net assets.  The

contribution made to the “frozen” defined benefit retirement plan, although calculated as a percentage of tithe,

is treated in the accounting system as an expense.  This is because part of the ultimate benefit inures to

conference employees and is an expense of maintaining employees at any given time similar to FICA

expense.  In addition, part of the contribution to the defined benefit retirement plan is to supplement payments

made by other conference entities, so it cannot be allocated to various functions like direct payroll expenses.

In contrast, all employer contributions to the new defined contribution retirement plan should be allocated to

various functions on the same basis as the underlying payroll expense.

A-1.04 Financial Statement Presentation - Summarizing the treatment of various conference

fund inflows, the chart of accounts indicates the placement of these items in the financial statements.  The

following is only a general view of this placement; the various types of funds are carried in individual accounts.

Tithe Income: Statement of Changes in Net Assets
Gross Tithe Revenue Income Section of Changes in Unrestricted Net Assets
Less Tithe Percentages Income Section of Changes in Unrestricted Net Assets

Expense:
DB Retirement Plan Contribution Expense Section of Changes in Unrestricted Net Assets

Other Conference-owned Revenue:
Restricted Income Section of Changes in Temporarily Restricted

(Transferred to Unrestricted only as it is spent during the period)          Net Assets
Unrestricted Income Section of changes in Unrestricted Net Assets
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Conference Non-Owned Inflows: Statement of Financial Position
World Mission Offerings Liability Section
Other Offerings Liability Section
Other Trust Funds Liability Section

A-1.05 Church and School Properties -   It is important that a formal accounting record be

made of all property that is owned by the Association.  This includes churches, elementary schools, junior

academies, and other land and buildings used by local congregations.  This also includes all senior academies

(day schools and boarding schools) for which legal title to the property is held in the name of the association.

A complete file of the title documents should be maintained by the conference legal organization.

When land and building are received together, the total value should be apportioned between the land

and building components.  Land is recorded as a non-depreciable asset.  The accounting entry that should

be made at the time of the acquisition or completion of a local building is to debit the local building asset

account for the total cost of acquisition or construction (including a reasonable estimate of donated labor), and

credit a contribution revenue account “Value of Church and School Received” for the same amount.  This

procedure records permanently the original cost of the property.  This accounting record is now a part of the

depreciable plant assets group, and therefore will be included in the statement of financial position.  Since the

depreciation expense of church and school properties is not considered part of the regular operations of a

conference, it will normally be included as a nonoperating expense in the statement of changes in unrestricted

net assets.  All other changes to the value of church and school properties would also normally be shown as

nonoperating revenue or expense in the statement of changes in unrestricted net assets.  This is illustrated

in Appendix A-10.08 (Note 6) and A-10.12 (Note 19).

A-1.06 Review of Local Church and School Records - Most conference revenue comes

through remittances and payments from constituent churches and schools. To ensure that donors’ intentions

are followed from the local level to the conference and beyond, some method of monitoring local records is

necessary.  To do this, NADWP P 62 05 requires that accounting records of local churches and schools be

reviewed biennially by qualified individuals employed by the controlling conference.  The governing committee

should budget accordingly for personnel, so that the benefits of such review may be realized.
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Section A-2 - The Tithe

A-2.01 Basic Conference Revenue - All transactions related to the tithe are reflected in the

Conference Operating Fund.  The tithe is the basic revenue of the conference for its operating purposes and

is so shown in the statement of changes in unrestricted net assets. Gross tithe revenue is to be recorded in

a separate specific general ledger account.

A-2.02 Tithe Percentages -  As described in the previous section, certain percentages of tithe

revenue as mandated by policy are shown, not as expenses, but as deductions from gross tithe revenue.  Ten

percent (10%) of gross tithe revenue is passed on to the union conference and becomes its revenue for

operating purposes.  An additional 20 percent (20%) of gross tithe revenue is remitted through the union

conference to the North American Division, to be shared with the General Conference, for use in its worldwide

mission.  Another 1 percent (1%) of gross tithe which exceeds a specific dollar amount goes through the union

conference to the North American Division for the Special Assistance Fund, described in more detail in

Section A-2.04.  Each of these three tithe percentage groups is to be recorded in a separate specific general

ledger account.

A-2.03 Retirement Plan - As mentioned in Section A-1.03, the fixed percentage of tithe

contributed to the “frozen” Defined Benefit Retirement Plan is considered an expense rather than a tithe

percentage.  This expense is considered a supporting services function, and appears in the statement of

changes in net assets as the last line in the supporting services section of expenses.

A-2.04 Special Assistance Fund - This fund is administered by the North American Division.

Details of the sources of the fund and of its distribution are outlined in detail in NADWP P 80.  As we are

interested at this point only in tithe percentages paid by conferences to the fund, we quote only P 80 05:

P 80 05 - Source of Fund - Local conferences and missions contribute 1 percent on annual
tithe receipts in excess of the minimum annual tithe as adjusted annually on the same basis
using the latest figure set for the distribution of the fund.  Union conferences contribute 1
percent on the amounts contributed by the local conferences and missions, and 1.01 percent
on the amount of tithe contributed directly to union conferences.  The General Conference
contributes to the fund an amount up to the total received from the local and union
conferences and missions. 

As mentioned above, this remittance is carried as a deduction from gross tithe revenue.
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A-2.05 Tithe Exchange - The rationale for the exchange of tithe funds of the local and union

conferences/missions in the North American Division is given in NADWP T 10 05, par. 4 as follows:

As the work of the church develops around the world, some conferences with larger
membership and relatively more tithe funds have urgent needs which require non-tithe funds,
while at the same time situations exist in other areas where additional tithe funds can be used
to meet appropriate needs.  This is particularly true where needs arise which cannot properly
be met from tithe funds, such as expanding church or school facilities, certain educational
needs, or land, buildings, or equipment costs.  Therefore it is permissible for unions and local
conferences to pass on such additional tithe to the General Conference beyond the regular
tithe percentages within certain limits, with the understanding that a special appropriation of
an equal amount will be made to the requesting organization from non-tithe funds.

The accounting treatment of tithe exchanged with the General Conference involves a debit to Tithe Exchanged

with General Conference.  This appears in the unallocated tithe function as a deduction from gross tithe

revenue.  At the same time it will be credited as a revenue to the unallocated non-tithe function as Non-tithe

Funds from General Conference.  It also appears as an account receivable from the General Conference until

the non-tithe funds have actually been received.  From time to time, the General Conference determines what

limits exist on the amount of non-tithe funds available for exchange.

A-2.06 Permissible Uses of Tithe - Conferences typically receive many requests for

appropriations and expenditures for various purposes.  It is important to know whether a given disbursement

can be charged against tithe funds.  The following partial list reflects the current understanding as to

permissible and non-permissible expenditures from tithe, according to NADWP T 20:

Purposes for which Tithe may be used:

Pastors, Evangelists, Ministers
World Missions through tithe sharing
Soul-winning support personnel
Conference operating expense
Other workers with ministerial credentials/licenses
Literature Evangelist's Benefit Fund
Subsidies for specific activities - such as, Youth Camp and campmeetings
Evangelistic and conference office equipment
Bible/Religion teaching and support personnel in schools:

Elementary church schools - limited to a maximum of 30 percent (30%) of total salaries and
allowances of principals and teachers.
Secondary church schools - limited to a maximum of the total salaries and allowances of
Bible teachers, chaplains, guidance counselors, residence hall deans/staff, business
managers, vice-principals, and principals; plus 20 percent (20%) of instructional employees
(excluding contract employees).
Church-operated colleges and universities - limited to a maximum of the total cost of (1) the
departments of Bible or Religion, Chaplain/Outreach Ministries, and Deans of Students, (2)
the president’s office, (3) the salaries/benefits of the residence hall deans/staff, VP for
Finance/staff, and VP for Academic Administration/staff, and (4) 20 percent (20%) of
instructional departments salaries/benefits (excluding contract employees).
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Purposes for which Tithe shall not be used:

Maintenance and other operating expense of local churches and schools
Local church and school employees (secretaries, janitors, etc.)
Capital expenditures for buildings and facilities
Equipment - except evangelistic and conference office

A-2.07 Internally Exchanged Tithe - Certain salaries of workers in areas of the conference

endeavor are properly a charge against tithe funds, yet they are financed from non-tithe funds.  A common

example is found in the Adventist Book Center whose employees are appropriately paid from the tithe but who

must be financed by non-tithe funds generated by the ABC (ie, sales of merchandise).  These individuals will

be carried on the conference payroll, and the disbursements will show up in the Conference Operating Fund.

The reimbursement from the ABC will show in the Salary Returns account of the Conference Operating Fund.

An amount equal to the Salary Returns received from the ABC may then be transferred from the Unallocated

Tithe Function to the Unallocated Non-tithe Function as non-tithe funds.  The actual cost of the salaries is

recorded as expense in the ABC records.

Section A-3 - Offerings

A-3.01 Nature of Offerings - Offerings received by the conference are of various sorts—those

earmarked specifically for various captions of the World Mission Fund, those for other specific funds

administered by the General Conference, and those for local conference or union conference programs.  All

funds which the local conference has little or no discretion over, other than to transfer to another organization,

are entered as Trust Funds (see Section 904 and 1003.05), which appear in the statement of financial position

as current liabilities until they are properly remitted.  Offerings which represent restricted revenues to the local

conference are identified as restricted revenue in the various functions.  Restricted revenue increases

temporarily or permanently restricted net assets.  The handling of Ingathering funds represents a special

situation and will be treated separately in Section A-4.

A-3.02 World Mission Offerings - World Mission Fund is defined in NADWP U 5 05 as follows:

1. World Mission Fund—The Sabbath School in all its division has long been recognized as the
church organization that gives weekly emphasis to the worldwide program, and funds received
through Sabbath School mission offerings constitute a significant portion of the world mission
fund.



A-4.01

2. General Conference Funds—All Sabbath School mission offerings are General Conference
offerings and are to be passed on in their entirety by the church treasurer to the
conference/mission for transfer to the General Conference.  These mission offerings include the
regular weekly offering, Thirteenth Sabbath offering, Sabbath School Investment, and the
Birthday-Thank offering.  They are all mission offerings.  Each of these mission offerings is to be
identified as a separate fund in the regular system of records from the local church to the General
Conference.

Not included in the above enumeration is the World Budget offering which is used in some areas.  Instead of

contributing to a variety of separate offerings for the world field, some contributors are simply identifying their

donation as World Budget.  Funds so identified are to be apportioned by the conference to individual offerings

on a percentage basis established by the General Conference Annual Council.  All world mission and offerings

and World Budget are entered as trust funds when received.

A-3.03 Other Non-Owned Offerings - All other offerings not retained by the local conference

for its program activities are also entered as trust funds when received, using appropriate accounts.

A-3.04 Conference Offerings - Those offerings received for conference use may be restricted

by the donor to a particular purpose or time period to which they are to be applied.  As mentioned in Section

1004.02, such offerings should be credited upon receipt to the appropriate restricted revenue account.  At the

end of the fiscal period, any portion of the restricted revenue so received, that has been expended for the

designated purpose, will be released to unrestricted net assets.  This procedure should always be followed

for the year-end statements, and it is also recommended for interim statements.  

Section A-4 - Ingathering

A-4.01 The Policy in General - Handling of Ingathering funds, from the time they are solicited

from the public and from members, until they are placed in the hands of the General Conference and then

reverted in part to the soliciting fields, is outlined in specific terms in NADWP Section V.  Because a significant

portion of Ingathering money is solicited from the general public and carries with it an obligation to administer

the funds in agreement with the terms of the solicitation, it is essential that all provisions of the policy be clearly

understood and that the accounting procedures be carried out in such a way as to abide by the spirit as well

as the letter of the policy.  All those who are involved in the handling of or accounting for Ingathering funds

should be fully conversant with all provisions of this policy.
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A-4.02 Collection and Remittance - NADWP V 20 05 and V 20 10 contain accounting

principles for collecting Ingathering.  There are three concepts that apply to all organizations that handle

Ingathering.  (1) Separate accounts are to be used to record amounts received and amounts remitted to senior

organizations.  (2) Ingathering is collected at the local church level, and is remitted through senior

organizations until it reaches the General Conference.  The General Conference distributes it according to

policy formulas to designated organizations.  (3) Ingathering collected is to be recorded in trust fund accounts

as a liability.  Ingathering remitted is to be recorded in a contra-account to the trust fund.  Separate trust funds

are to be used for collections from members and nonmembers of the Seventh-day Adventist Church.

A-4.03 Distribution and Disbursement - The distinction between solicited funds (those from

contributors other than members of the Seventh-day Adventist Church) and contributed funds (those which

are gifts from Seventh-day Adventist church members) must be maintained at every level of organization.

NADWP V 20 15 and V 20 20 contain guidelines for distribution and disbursement.  Ingathering reversions

received back from senior organizations are to be recorded as temporarily restricted revenue.  Expenditure

of ingathering reversion is to be recorded as expense in appropriate functions.  

 A-4.04 Use of Ingathering Funds - As mentioned in Section A-4.01, the solicitation of funds

from the general public may carry with it a slightly different responsibility, both moral and legal, to administer

the funds due to possibly different terms and representations of the solicitation.  It is for this reason that the

distinction between “solicited” and “donated” funds is maintained, not only in the remittance of the funds

through denominational channels, but in their reversion to the originating fields as well.  For this reason,

NADWP V 20 25 specifies that no more than 50% of the ingathering reversion may be used for elementary

and secondary education and youth camps.  Similarly, it specifies that at least 50% of the ingathering

reversion is to be used for specified conference and local church community services programs.

A-4.05 Restricted or Unrestricted Revenue - It is necessary to decide whether Ingathering

Reversion is restricted or unrestricted revenue; that is, have specific requirements been placed upon the funds

by an external source which must be met in their disbursement?  If so, we will be required to treat them as

temporarily restricted net assets until expenditures are made within the limitations of the gift.  Because of the

methods of solicitation and the promotional literature used in Ingathering campaigns, it is evident that such
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a restriction is implicit in the acceptance of contributions for the Ingathering program, either from those not

of our faith or from members of our church.  Therefore, both member and non-member funds should be

recorded as restricted revenue.  The accounting procedures will follow those outlined in Section 1004.02.

A-4.06 Apportionment of Funds - Ingathering reversion funds are not expended from the

function into which they are received; rather, the practice is to transfer such funds to specific functions within

the framework of policy.  This means that no actual expenditures are made from the Ingathering Reversion

function as such; credits are transferred to other functions for specific uses.  An exception to this is any

amounts appropriated directly to churches.  As allocations of Ingathering funds are voted by the governing

committee, the assignment of such funds to the various allocated functions is entered as a debit to the

Transfers Between Functions of the Ingathering Reversion function and as a credit to the Transfers Between

Functions accounts of the various functions receiving the funds.  It is important, though, that all funds thus

transferred be no more than what has been expended; as these are restricted revenues, any unexpended

portion will be kept in Temporarily Restricted Net Assets.  These accounting principles are further described

in Section 1302.07 and illustrated in Appendices A-11.10 and A-11.11.

Section A-5 - Operating Subsidies

A-5.01 Nature of Subsidies - A subsidy has been defined as “a grant, as by a foundation, to

an individual or organization for some charitable, literary, scientific, or other purpose.”  The connotation is that

the amount received as a subsidy is a contribution granted for a specific purpose or use.  Our denominational

plan of finance involves the extensive use of subsidies, usually from a senior to a junior organization and

usually for specified operating purposes.  When subsidies to conferences are for specific uses or future time

periods, they must be treated as restricted revenue.

A-5.02 Subsidies from Senior Organizations - The chart of accounts provides for subsidies

received from senior organizations in both the restricted and unrestricted revenue section.  Three common

subsidies are:  Intern Salary, Tithe Reversion for Evangelism, and K-12 Reversion.  In each case the purpose

for which the grant is made is implicit in the title of the account.  The amount of the subsidy in each case is

determined according to a formula and will seldom agree exactly with the amount spent for intern salaries,
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for evangelism, or for other specified outlays.  In this respect subsidies of this nature are different from salary

returns, which are reimbursements of salary outlays in exact amounts.  Salary Returns are discussed in

Section A-6.

A-5.03 Capital Appropriations Received - The discussion in the foregoing has referred

primarily to subsidies received for operating purposes.  It must be recognized, too, that appropriations are

commonly received for capital purposes, such as purchase of equipment, acquisition of land, purchase or

construction of buildings.  Such appropriations will be credited to the appropriate temporarily restricted capital

function as received, and released to unrestricted net assets as they are disbursed for the restricted purposes.

A-5.04 Other Subsidies - The discussion has covered only a few of the subsidies commonly

handled by the conference.  The principles involved must not be lost sight of:  The particular subsidy or

appropriation must be identified as either restricted or unrestricted and thus placed in the proper sub-

classification; further, if restricted, it must be identified as to the function to which it pertains and carried in that

program function.

Section A-6 - Salary Returns

A-6.01 Definition - Salary Returns are defined as financial reimbursements for specific

services rendered by conference employees to other organizations; this includes the service of the Adventist

Book Center employees, hospital chaplains, and individuals serving operating functions of the association

operating funds.

A-6.02 Rationale of the Plan - Even though the salary and related expense of some

employees is carried by other entities or other conference activities, it is desirable from an administrative point

of view to have the full expense of all conference-related employees shown in a single consolidated payroll

system and to bill other entities or other functions for the cost of employees attributable to them. 

A-6.03 Expense Contra-Accounts - This rationale necessitates the use of expense contra-

accounts to record amounts included in the gross payroll expense accounts which are not truly expenses of

the conference but are reimbursed from other entities or other functions.  Provision is made for these contra-

accounts in the chart of accounts immediately following the account assignments for employee salaries and

related expense.  The salary returns accounts use similar titles as the salary expense accounts except that



A-6.05

the returns use a different object number.  The function number is used to identify the particular program

function from which the returns are coming.  The conference will find it necessary to open contra-accounts

to accommodate each reimbursing entity or other functions.  Two points should be kept in mind:  (1) Except

for an occasional correcting entry, all entries made in these contra-accounts will be credits; that is, they will

be partial offsets to the gross expenses recorded in the employees’ salaries and related expense accounts

of the conference.  (2) These contra-accounts are intended only for dollar-for-dollar reimbursement of salary

outlays from the tithe fund; it is important to distinguish between such reimbursement arrangements and

operating subsidies which may be granted to assist in the support of conference employees.  The treatment

of operating subsidies has been discussed in Section A-5.

A-6.04 Illustration, Reimbursement - One of the most common of the reimbursement

arrangements involves employees of the Adventist Book Center, carried for record purposes on the payroll

of the conference.  Let us suppose that in a given month the total salaries and related expense for ABC

employees are as follows:

Remuneration 8,807.66
Travel, Regular 300.00
Travel, Special 337.58
Medical Expense 165.07
Social Security Expense 673.79
Worker's Compensation Insurance Expense       74.12

Total Expense, ABC 10,358.22

The total amount would be billed to the ABC by the conference, and the accounting entry would be made as

follows:

Adventist Book Center Receivable 10,358.22
Salary Returns, ABC 10,358.22

A-6.05 Illustration, Program Activity Transfer - In case certain salaries and related expenses

are to be financed from functions of the association operating fund, the basic procedure is the same as

described above.  However, as two funds are involved, two sets of entries must be made.  Let us assume that

certain payroll-related expenses are to be charged against the Trust Services function in the association

operating fund.  The expenses for a given month are as follows:
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Remuneration 5,448.25
Travel, Regular 435.00
Social Security Expense 416.79
Worker's Compensation Insurance       45.85

Total, Trust Services  6,345.89

The entry in the conference operating fund, to record the offset of gross expense, is much the same as for

the ABC transaction previously illustrated, except that the debit, instead of being a receivable from another

entity, is a receivable from another fund.

Due from Association Operating Fund 6,345.89
Salary Returns, Trust Services 6,345.89

An entry must also be made in the association operating fund to record the payable to the conference

operating fund and the detail of salaries and expense:

Trust Services:  Salaries          5,448.25
     Regular Travel                435.00
     FICA                416.79
     Worker's Comp                    45.85

Due to Confer Operating Fund                  6,345.89

Section A-7 - Inter-Fund Transactions

A-7.01 Definition of a Fund - A fund in the context of fund accounting is defined as a separate

accounting entity with a self-balancing set of accounts for recording assets, liabilities, net assets, and changes

in net assets.  This definition makes it clear that every entry in a particular fund must be complete within that

fund; it is conceptually impossible to have a single accounting entry affecting two funds.

A-7.02 Due From and Due To - As explained in Chapter 7 and illustrated in Section A-6.05,

inter-fund transactions are recorded through Due From and Due To accounts.  As explained in Chapter 3,

these accounts are identified by the use of specific account numbers.

A-7.03 Inter-Fund Transfers - In addition to inter-fund receivables and payables, assets can

also be transferred from one fund to another with the related equity.  Provision is made in the chart of

accounts for this type of transaction, with a separate classification for transfers between funds; that is, credits

for transfers in of cash or other assets actually received from another fund within the system and debits for

transfers out.  It is important that the transfers in from a given fund be in exact agreement with the related

transfers out on the books of the other fund.  Thus, when all transfers in and transfers out accounts for all
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funds in the system are combined, the net result should be a zero balance.  This netting effect is reported in

the financial statements, as illustrated in Appendix A-10.02.  Note that the first digit of the object code denotes

the number of the fund to which or from which the transfer is made.  The last three object code digits (digits

7, 8, and 9) are used to designate the function number of the fund from which or to which the transfer is made.

A-7.04 Transfers Between Functions - Each fund may be divided into a number of functions,

each function having a net asset balance.  Transfers can be made between these functions in the same way

as transfers are made between funds, the chart of accounts reserves a separate classification for transfers

in and transfers out between functions.  In this case the last three object code digits (digits 7, 8, and 9) are

used to designate the function number from which or to which the transfer is made.  As with inter-fund

transfers, for any fund, inter-function transfers should net to zero.

Section A-8 - Summary of Functions

A-8.01 Use of Functions - It will be evident from a reading of the earlier sections of this

appendix that the operating activity of the typical conference is recorded in various functions.  It is important

that there be a thorough understanding of the use of these segments of the account system.  This section

summarizes the procedures necessary for proper operation of functions.

A-8.02 Conference Operating Fund - The chart of accounts provides for the conference

operating fund to be identified as fund one (the first digit of the account number).  While other funds also carry

particular functions, it is in the conference operating fund that this arrangement is used the most.  The

conference operating fund, has both tithe and non-tithe funds.  Certain transfers are commonly made from

the unallocated tithe function to various functions for designated purposes for which the use of tithe money

is permissible.  The unallocated non-tithe function receives unrestricted non-tithe amounts which have not

been specifically restricted as to their use for a designated function.  Although the assets and liabilities of tithe

and non-tithe funds are commingled, the accounting records clearly show how the tithe was used and what

portion of the net assets is unspent tithe as distinguished from unspent non-tithe.

A-8.03 Allocation of Funds - The use of allocated functions is necessary when a specific

inflow of revenue or a specific allocation of total available funds is earmarked for a specific functional purpose.
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Since all expense must be reported by specific function, the conference administration must clearly define its

functions and report accordingly.  There are at least two allocated functions which are set up to accommodate

purposes other than current operations:  Recommended Working Capital and Revolving Loan Sinking Fund.

Entries to increase or decrease the net assets of these functions by transfers are made at least at the close

of each year to reflect the application of the working policy relating to working capital and loan funds.  The

balances carried in these accounts represent allocation of a portion of the overall net assets for the named

purposes.

A-8.04 Summary of Activity by Function - The distinction between tithe and non-tithe,

unallocated or allocated, is disclosed in the Summary of Activity by Function (see Appendix A-11.04).  Note

that for each function there is reported either restricted or unrestricted revenue, releases of temporarily

restricted net assets, expenses, net transfers in (out) between functions, beginning functional net assets, and

finally, the ending functional net assets.  Both unallocated and allocated functional net assets make up the

total unrestricted net assets of the conference operating fund.  Note also, that although this summary is not

a part of the required statements of the organization as a whole, it should be included whenever financial

statements of the conference operating fund are presented.  A very useful related schedule that can be

presented whenever considered necessary, is the Summary of Expense by Function and Object (see

Appendix A-11.13).

A-8.05 Working Capital Impact - Because most of the functions represent allocations of

portions of the net assets for operating purposes, it is natural that actual assets available to cover these

allocations are included in the normal working capital of the organization.  This is not true, however, of those

allocations of funds made from time to time by the conference executive committee for capital functions, an

accumulation of net assets, for example, for the eventual construction of conference buildings or for major

equipment purchase.  The formula for computation of recommended working capital for a local conference

includes 25 percent (50 percent for the union conference) of unrestricted revenue (which is presumed to be

sufficient to provide working capital for normal operations) plus the amount allocated for capital additions, plus

temporarily restricted net assets, plus operating long-term loans or notes payable.
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Section A-9 - Cash Receipt Cutoff

A-9.01 Recording the Facts - There can be a temptation to date the receipt of cash to cover

the monthly remittances of tithes and offerings from the local churches as of the last day of the month covered

by the tithe and offering reports.  This would be a failure to honestly record when the cash was received and

would result in an inaccurate cutoff of cash receipts.  The intention may not be to misstate facts or to

misrepresent the financial condition of the organization, but to insure that credit for tithe revenue actually

accruing to the conference was given in the proper month.  While the objective may be valid, and the revenue

from these monthly church reports should be brought into the record in the month in which it is accrued, such

a method of changing the receipt date is not in accord with the facts.  As of the end of the month, certain sums

are actually due from the churches, and significant portions must be held as trust funds until they are passed

on to higher organizations.  At the end of the month, the conference has a receivable in the true sense of the

word; balancing that receivable, it has certain revenue credits and has incurred certain obligations to others.

But it does not have the cash.  The actual payment takes place, not on December 31, for example, but on

January 8, 9 or 10, and the records should show that fact.

A-9.02 The Accrual Entry - Accounting principles generally accepted by the denomination

require clean year-end cutoffs of cash receipts and disbursements.  To accomplish this for church tithe and

offering reports, the following procedures should be followed:

1. Local church remittances received by a conference in the month following the close of
the year, which pertain to the prior fiscal year, should be recorded in an account
receivable for the amount of those remittances, with appropriate trust fund and revenue
accounts credited.  The conference should also estimate unremitted amounts from
churches that have not submitted all reports for the prior fiscal year, and make similar
entries, if material.

2. An account payable should be recorded for the conference's remittance to the union
conference after December, with appropriate tithe percentage and retirement expense
accounts debited.

3. Appropriate entries should be made in the accounts of the union and General
Conference in harmony with the above.

While the above description covers only the year-end situation, the same procedure should be followed each

month, thus ensuring a clean cutoff of cash transactions at the close of each month rather than only at the

close of the fiscal year.



A-9.03

A-9.03 Sample Entries - Illustrative journal entries for church remittances would be as follows:

Debit Credit
Faithful SDA Church Remit. Receivable XXXXXX

Unrestricted Revenue - Gross Tithe XXXXXX
Mission Extension Trust Fund    XXXXX
Sabbath School Trust Fund XXXXXX
Thirteenth Sabbath Trust Fund    XXXXX
Andrews University Trust Fund    XXXXX
Voice of Prophecy Trust Fund    XXXXX

To record the Tithe and Offering report of
             the Faithful SDA Church for the month of
             December, 19X1, received January 8, 19X1.
             (Journal entry dated January 30, 19X1)

Debit Credit
DB Retirement Plan Contribution Expense    XXXXX

Retirement Plan Contribution Payable    XXXXX
To record DB Retirement Plan Contribution

             Expense and Retirement Plan Contribution
             Payable (as a percentage of Tithe)

20% Tithe Remittance to NAD/GC XXXXXX
10% Tithe Remittance to Union    XXXXX
Special Assistance Remittance    XXXXX

Tithe Percentages Payable to Union XXXXXX
To record the Tithe Percentages required by

             policy for the month of December, based on
             all T & O reports received and recorded as above.

First State Bank XXXXXX
Faithful SDA Church Remit. Receivable XXXXXX

To record the receipt of remittance covering
             Faithful SDA Church T & O report for December,
             19X1: (Cash receipt entry dated January 8, 19X1)

This illustration deals with the required entries for a single church.  If the procedure outlined is followed, a

similar entry must be made for each church in the conference each month.  This is best accomplished by

making a manual or computerized summary of all tithe and offering reports received and using the totals from

this summary as the basis for a consolidated journal entry similar to those illustrated above.  Although not

illustrated in the above entries, any remittances from churches including payments on account would be

credited to the specified accounts receivable.

A-9.04 Remittances Receivable - Regrettably, there are occasions when for one reason or

another a church is not able to remit cash for the amount of funds indicated in the monthly report of tithe and
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offerings.  It is also common for small or remote churches to delay submitting their monthly reports.  This is

generally a temporary matter, and the remittance is made after a delay of a month or so.  Following the

procedure outlined above, the report from every constituent church should be entered each month even

though the cash may not be forthcoming as promptly as called for by policy.  This ensures that the conference

takes credit for its revenue in the month in which it accrues to the benefit of the conference; also, liability for

funds to be passed on to other organizations is recorded in a timely manner.  It should be the CFO's

responsibility to establish appropriate procedures and to encourage timely reporting, as well as to monitor and

control untimely payments, from the churches.
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     Appendix A-10.01
          LOCAL CONFERENCE AND ASSOCIATION OF SEVENTH-DAY ADVENTISTS
          Combined Statement of Financial Position
          December 31, 20X0 and 19X9

19X920X0OtherPlantOperating
TotalTotalFundsFundFunds      ASSETS

Current Assets
629,0241,236,240001,236,240Cash (Note 2)
540,968525,69600525,696Investments (Note 3)
413,720425,47400425,474Accounts Receivable (Note 4)
15,67317,6200017,620Notes and Loans Receivable (Note 5)
16,83316,0860016,086Inventories & Prepaid Expense 

1,616,2182,221,116002,221,116  Total Current Assets

5,164,1356,620,27606,620,2760Plant Assets, Net  (Note 6)

Other Assets
51,49086,2500086,250Notes Receivable, Long-term (Note 5)

100,000150,00000150,000Irrevocable Split-interest Agree. (Note 13)
For Other Than Operating Funds:

1,218,3231,522,4831,028,970493,5130Cash & Investments (Note 3)
582,000500,000500,00000Notes & Loans Receivable (Note 7)
28,60524,53424,53400Accrued Interest Receivable

00108,00059,3740Inter-Fund Receivables (Notes 8, 9)
1,980,4182,283,2671,661,504552,887236,250  Total Other Assets

8,760,77111,124,6591,661,5047,173,1632,457,366    Total Assets

      LIABILITIES
Current Liabilities

356,107260,60400260,604Accounts Payable (Note 10)
15,90960,3810060,381Notes Payable, Current (Note 11)
49,60756,8060056,806Trust Funds

000013,164Due To Other Funds (Note 9)
421,623377,79100390,955  Total Current Liabilities

Other Liabilities
18,000257,61900257,619Notes Payable, Long-term (Note 11)
50,00075,00075,000Irrevocable Due To Others (Note 13)

For Other Than Operating Funds:
1,253,9751,047,650967,65080,0000  Notes Payable (Note 12)

165,667232,543232,54300  NPV, Annuity Liability (Note 13)
32,00077,00077,00000  Agency Liability to Depositors (Note 15)

0046,210108,0000  Inter-Fund Payables (Notes 8, 9)
1,519,6421,689,8121,323,403188,000332,619  Total Other Liabilities
1,941,2652,067,6031,323,403188,000723,574    Total Liabilities

      NET ASSETS
308,074289,73600289,736Unrestricted:  Unallocated

1,118,9781,735,648161,924327,8871,245,837Unrestricted:  Allocated
5,164,1356,432,27606,432,2760Unrestricted:  Net Invested in Plant
6,591,1878,457,660161,9246,760,1631,535,573  Total Unrestricted 

208,319499,39676,177225,000198,219  Temporarily Restricted (Notes 13, 16)
20,000100,000100,00000  Permanently Restricted (Note 17)

6,819,5069,057,056338,1016,985,1631,733,792    Total Net Assets

8,760,77111,124,6591,661,5047,173,1632,457,366    Total Liabilities & Net Assets

Notes to the financial statements are an integral part of this statement.
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         Page 1 of 2          LOCAL CONFERENCE AND ASSOCIATION OF SEVENTH-DAY ADVENTISTS

          Combined Statement of Changes in Net Assets
          Years ended December 31, 20X0 and 19X9

ActualBudgetActual    Changes in Unrestricted Net Assets
19X920X020X0OtherPlantOperating
TotalTotalTotalFundsFundsFunds  Unrestricted Revenues and Support:

2,700,2812,565,0002,767,767002,767,767Gross Tithe Income
(832,340)(790,150)(853,008)00(853,008)Tithe Percentages Passed On

1,867,9411,774,8501,914,759001,914,759Net Tithe Income
(100,000)(200,000)(200,000)00(200,000)Tithe Exchanged with Gen Conf
100,000200,000200,00000200,000Non-Tithe Funds from Gen Conf

0048,7100048,710Matured Deferred Gifts
46,42974,08976,9540076,954Investment Earnings

345,000356,000373,38600373,386Church Schools Salary Share
88,16488,00089,1310089,131Departmental Fees and Sales
12,89323,00028,2510028,251Residence Rent Income
45,81047,72571,55571,55500Pooled Investment, Net Earnings

0037,46037,46000New Irrevocable Split-interest Agree.
5,140039,55639,55600Change in Irrevocable Agree. (Note 13)

2,411,3772,363,6642,679,762148,57102,531,191  Total Unrestricted Revenues
433,936546,558550,85000550,850Released from Restrictions (Note 16)

2,845,3132,910,2223,230,612148,57103,082,041Total Unrestricted Revenues & Support

  Expenses and Losses: 
Program Services Functions

966,733993,716992,188066,087926,101Church Ministries
851,778973,4341,002,86609,427993,439Educational

46,76148,32048,3200048,320Publishing
121,806175,036107,97101,048106,923Special Services

64,10465,63367,0450067,045Other
2,051,1822,256,1392,218,390076,5622,141,828  Total Program Services Function

Supporting Services Function
144,168162,793171,23401,676169,558Administration-Office Resources

6,1956,3004,765004,765Conventions and Meetings
30,08034,34333,67704,39329,284Moving Van Operations
12,89325,92028,090019,4808,610Residence Rental

216,022205,200221,42100221,421Retirement Contribution to DB Plan
409,358434,556459,187025,549433,638  Total Supporting Services Function

2,460,5402,690,6952,677,5770102,1112,575,466Total Expenses and Losses

  Net Increase (Decrease)
384,773219,527553,035148,571(102,111)506,575  from Operations

  Nonoperating Activity
41,879925,6501,246,8971,246,897Nonoperating Revenue (Note 19)

(82,140)(89,275)(97,203)(97,203)Nonoperating Expense (Note 19)
5,2760(25,169)(11,461)(13,708)Net Gain (Loss) on Investments (Note 19)

12,27539,60018,41318,413Net Gain (Loss) Sale of Assets (Note 19)
00170,500164,0006,500Released from Restrictions (Note 16)
000(70,945)101,384(30,439)Net Transfers Between Funds (Note 19)

  Net Increase (Decrease)
(22,710)875,9751,313,438(82,406)1,419,783(23,939)  from Nonoperating Activity

  Increase (Decrease)
362,0631,095,5021,866,47366,1651,317,672482,636  Unrestricted Net Assets

Notes to the financial statements are an integral part of this statement.
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Page 2 of 2          LOCAL CONFERENCE AND ASSOCIATION OF SEVENTH-DAY ADVENTISTS

          Combined Statement of Changes in Net Assets
          Years ended December 31, 20X0 and 19X9

ActualBudgetActual
19X920X020X0OtherPlantOperating
TotalTotalTotalFundsFundsFunds

    Changes in Unrestricted Net Assets
  Increase (Decrease)

362,0631,095,5021,866,47366,1651,317,672482,636  Unrestricted Net Assets

    Changes in Temporarily Restricted Net Assets
Restricted Income:

93,195107,500109,60900109,609Subsidies
187,057227,400245,97400245,974Offerings

28,97521,65029,4450029,445Donations
4,75014,75015,2500015,250Endowment Income

015,00015,0000015,000Matured Deferred Gifts
0047,59522,595025,000New Irrevocable Split-interest Agree.

6,691052,89852,1480750Change in Irrevocable Agree. (Note 13)
4,7770(11,584)(10,834)0(750)Unrealized Gain (Loss) Investment Value

000(46,210)046,210Matured Restricted Annuity Distributed
128,341130,000142,03800142,038Ingathering Reversion

00366,2020354,00012,202Restricted Capital Additions
453,786516,3001,012,42717,699354,000640,728  Restricted Income Received (Note 16)

(433,936)(546,558)(550,850)00(550,850)Released from Rest. - Oper. (Note 16)
00(170,500)0(164,000)(6,500)Released from Rest. - Cap. (Note 16)

  Increase (Decrease)
19,850(30,258)291,07717,699190,00083,378  Temporarily Restricted Net Assets

    Changes in Permanently Restricted Net Assets
20,000080,00080,00000Endowment Fund Donations

  Increase (Decrease)
20,000080,00080,00000  Permanently Restricted Net Assets

401,9131,065,2442,237,550163,8641,507,672566,014Increase (Decrease) in Net Assets

2,039,9796,693,3276,819,506174,2375,477,4911,167,778Net Assets, Beginning, Previously Stated
4,377,61400000Prior Period Adjustment *
6,417,5936,693,3276,819,506174,2375,477,4911,167,778Adjusted Net Assets, Beginning of Year

6,819,5067,758,5719,057,056338,1016,985,1631,733,792  Net Assets, End of Year

Notes to the financial statements are an integral part of this statement.

* A prior period adjustment will be necessary in the year that FAS 116 & 117 are adopted.   The amount of the adjustment will
  include total Deferred Restricted Income, net book value of all Church and School properties, and net assets of all unconditional
  irrevocable trusts, as of the end of the year preceding adoption of FAS 116 & 117.  For this illustration, the adjustment consists
  of Deferred Restricted Income of $138,469 ($56,459 Operating, $35,000 Plant, and $47,010 Annuity), Church and School
  properties of $4,189,145, and unconditional irrevocable trusts of $50,000 (assets $100,000 less due to other $50,000); for the
  total prior period adjustment of $4,377,614.
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          LOCAL CONFERENCE AND ASSOCIATION OF SEVENTH-DAY ADVENTISTS
          Combined Statement of Cash Flows
          Years ended December 31, 20X0 and 19X9

19X920X0OtherPlantOperating
TotalTotalFundsFundsFunds    Cash Flows from Operating Activities:
401,9132,237,550163,8641,507,672566,014Increase (Decrease) in Net Assets

4,377,6140000Prior Period Adjustment
Adjustments to reconcile change in net
assets to net cash provided:

171,217199,3140199,3140  Depreciation Expense
0(18,413)0(18,413)0  (Gain) Loss on Sale of Plant Assets

(4,266)(45,569)(45,569)00  Annuities Actuarial Adjust. (Note 13)
7,065(34,845)(34,845)00  Annuity Fund Income less Payments

0(25,000)00(25,000)  New Irrevocable Split-interest Agree.
(20,000)(434,000)(80,000)(354,000)0  Nonoperating Donations

(4,189,145)(1,205,000)0(1,205,000)0  Church & School Properties Added
(10,553)51,27522,29513,70815,272  Unrealized (Gain) Loss in Market Value
(74,059)(11,754)00(11,754)(Increase) Decrease Accounts Receivable

(1,614)74700747(Increase) Decrease Inventories & Prepaid
(53,943)(95,503)00(95,503)Increase (Decrease) Accounts Payable

(500)7,199007,199Increase (Decrease) Trust Funds
603,729626,00125,745143,281456,975  Net Cash Provided (Used) from Operating

    Cash Flows from Investing Activities:
22,573600,525600,52500Proceeds from Maturity of Investments

(356,535)(826,075)(520,000)(306,075)0Purchase of Investments
75041,865041,8650Proceeds from Sale of Plant Assets

(125,830)(473,907)0(473,907)0Purchases of Plant Assets
0(46,000)00(46,000)New Notes Receivable Issued

23,94491,29382,00009,293Payments Received on Notes Receivable
(435,098)(612,299)162,525(738,117)(36,707)  Net Cash Provided (Used) from Investing

    Cash Flows from Financing Activities:
104,374380,000080,000300,000Proceeds from External Borrowing

00(61,790)158,933(97,143)Proceeds (Payments) Inter-Fund Borrowing
(56)1,90301,9030Proceeds (Payments) on Accounts Payable

060,05560,05500Proceeds from New Gift Annuities
22,70664,85764,85700Annuities Investment Income

(15,641)(18,722)(18,722)00Annuity Payments (Note 13)
0(71,345)(71,345)00Matured Annuities Distributed (Note 13)

20,000434,00080,000354,0000Donations for Plant Assets & Endowments
(15,909)(302,234)(286,325)0(15,909)Principal Payments on Notes Payable
10,00045,00045,00000Net Proceeds from Depositors

125,474593,514(188,270)594,836186,948  Net Cash Provided (Used) from Financing

294,105607,21600607,216Increase (Decrease) Cash and Equivalents
334,919629,02400629,024Cash and Cash Equivalents, Beginning 
629,0241,236,240001,236,240  Cash and Cash Equivalents, Ending

Supplemental Cash Flow Data:
    Cash paid during the year for interest (other than for inter-fund borrowing) was $58,403:
    ($2,862 from Operating Fund to banks, and $55,541 from Pooled Fund to various trustors).

    Revenue for the year includes non-cash donations received, in the form of church and
    school properties added, of $1,205,000.

Notes to the financial statements are an integral part of this statement.
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     LOCAL CONFERENCE AND ASSOCIATION OF SEVENTH-DAY ADVENTISTS
     Notes to Combined Financial Statements
     Years ended December 31, 20X0 and 19X9

Note 1 - Organization Description and Summary of Significant Accounting Policies

Organization Description

Conference and the Association are commonly controlled, their financial statements are combined (the Organization).
Adventists (the Conference) and the Local Conference Association of Seventh-day Adventists (the Association).  Because the
Seventh-day Adventist congregations within [briefly describe the territory] have formed the Local Conference of Seventh-day

of its merchandise.]
the form of contributions from individuals in its constituent congregations.    [The ABC receives most of its revenue from the sale
religious literature and related merchandise to constituents and their families.]    The Organization receives most of its revenue in
certain fiduciary duties.    [The Conference also operates Name Adventist Book Center (ABC) as a department.  The ABC sells
Seventh-day Adventists.  The Association holds legal title to all denominational property located within its territory, and performs
operation of all the churches and schools in its territory, and is a member organization of the Area Union Conference of 
The Organization's primary purpose is to spread the gospel of Jesus Christ throughout its territory.    The Conference supports the

except for taxes on Unrelated Business Income as described in Sections 511-514 of the Internal Revenue Code. 
provisions of Section 501 (c) (3) of the Internal Revenue Code and corresponding sections of applicable state and local codes;
The Organization is a religious not-for-profit organization, and is exempt from Federal, State, and Local income taxes under the

Summary of Significant Accounting Policies

The financial statements of the Organization have been prepared on the accrual basis of accounting.
Certified Public Accountants.  The significant policies are described below to enhance the usefulness of the financial statements. 
for not-for-profit organizations as promulgated by the Financial Accounting Standards Board and the American Institute of
(a)  The significant accounting policies of the Organization are essentially the same as generally accepted accounting principles

period.  Actual results could differ from those estimates.
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
(b)  The preparation of financial statements, in conformity with generally accepted accounting principles, requires management to

and reported in the statement of activities as net assets released from restrictions.
restriction ends or purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net assets
donor stipulations that limit the use of the donated assets.  When a donor restriction expires, that is, when a stipulated time
(c)  Restricted Resources:  The Organization reports gifts of cash and other assets as restricted support if they are received with

donor restrictions when the donated or acquired long-lived assets are placed in service.
explicit donor stipulations about thow long those long-lived assets must be maintained, the Organization reports expirations of
used, and gifts of cash or other assets that must be used to acquire long-lived assets, are reported as restricted support.  Absent
how the donated assets must be used.  Gifts of long-lived assets with explicit restrictions that specify how the assets are to be
The Organization reports gifts of land, buildings, and equipment as unrestricted support unless explicit donor stipulations specify

expense reported by various Program and Supporting Services functions in the statement of changes in unrestricted net assets.
basis.  Depreciation expense is recorded in the Net Invested in Plant Fund, and in cross-totaling is included in total operating
improvements, buildings, and equipment is provided over the estimated useful lives of the respective assets on a straight-line
Fund.  Plant assets are recorded at cost when purchased or at fair market value at date of gift.  Depreciation of land
recorded as restricted support.  Both principal and interest payments made to retire plant fund debt are recorded in the Plant
operating funds to plant funds.  Restricted proceeds from sale of assets and restricted income from plant fund investments are
committee approved transfers to plant funds.  Such transfers include depreciation funding as well as additional movements of
(d)  Plant Assets & Depreciation:  Uses of operating funds for plant acquisitions and debt service payments are accounted for as

recorded as nonoperating expense in the Statement of Changes in Unrestricted Net Assets.
church congregations.  The book value of these properties is included in the Plant Fund, and the related depreciation expense is
In its corporate capacity, the Local Conference Association holds legal title to the church and school properties used by local
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Note 1 - Summary of Significant Accounting Policies (continued)

reported in the statement of cash flows as proceeds or purchases of investments.
Operating are not classified as cash and cash equivalents.  The increase or decrease in nonoperating cash and investments is
cash and have a maturity date of less than three months from date of acquisition.  Cash and investments of Funds other than
(e)  Cash and Equivalents:  Cash equivalents are highly-liquid assets of the Operating Funds, which are readily convertible to

(f)  Fair Value of Financial Instruments:  Following are the major methods and assumptions used to estimate fair values:

equivalents, accounts receivable, and certain current liabilities.
reasonable estimates of fair value due to the relatively short period to maturity of the instruments.  This applies to cash, cash
Short-term financial instruments are valued at their carrying amounts included in the statement of financial position, which are

recorded in a valuation account.  The change in this valuation account during each period is recognized as a gain or loss.
date for those or similar securities.  The difference between aggregate market value and historical cost for each type of security is
Investment securities are valued at quoted market price or other reasonably obtainable market value estimate at the reporting

affiliated entitites approximates fair value.
independent substantiation, management has concluded that the amortized face value of loans receivable from related or
received.  Because of the difficulty and inherent subjectivity involved in determining fair values, which is not susceptible to
are expected to be held to maturity, the carrying amount approximates the discounted value of future cash flows expected to be
recorded based on an estimate of amounts which are not expected to be collected.  Because these loans, by intent and practice,
Notes and loans receivable are valued at the amortized amount receivable at the reporting date.   An allowance has been   

related or affiliated entities.
incurring excessive costs, management has not attempted to estimate the fair value of any loans payable to creditors that are not
or affiliated entities approximates their fair value.  Further, because a reasonable estimate of fair value could not be made without
susceptible to independent substantiation, management has concluded that the amortized face value of loans payable to related
flows expected to be paid.  Because of the difficulty and inherent subjectivity involved in determining fair values, which is not
and practice, are expected to be amortized to maturity, the carrying amount approximates the discounted value of the future cash
Notes and loans payable are valued at the amortized amount payable as of the reporting date.   Because these loans, by intent

liabilities of the plant, pooled investment, endowment, annuity, or agency funds are classified as current.
less current liabilities) for the Organization usually reflects working capital of only the operating funds, since usually no assets or
extent covered by designated plant fund liquid assets, or amounts held as fiscal agent for others.  Working capital (current assets
This excludes from current liabilities the long-term portion of all debt, plant fund debt payable within the next fiscal year to the
allocated for the acquisition or construction of plant assets or for the liquidation of plant fund debt, or held as agent for others.  
This excludes from current assets, cash and claims to cash that are restricted to use for other than current operations, committee
(g)  Current Assets & Liabilities:  Assets and liabilities are classified as current or long-term depending on their characteristics. 

restricted net assets until spent for the restricted purpose designated by the endowment instrument.
operating fund.  Restricted income on endowment fund investments is accounted for as restricted support and temporarily
except for the endowment fund.   Unrestricted income on endowment fund investments is accounted for as income of the
(h)  Investment Income:  Ordinary income from investments, loans, and the like is accounted for in the fund owning the assets,

liabilities.  Standard actuarial tables and conservative interest rates are used to compute liabilities due to annuitants.
beneficiaries and other remainder beneficiaries. Conservative discount rates are used to compute the present value of such
gift or acceptance of agreement.  For those agreements, liabilities are recorded for the present value of the amount due to income
those agreements that are irrevocable, the respective donated assets are recorded by the Organization at fair value at the date of
annuities, and/or other split-interest agreements.  Other organizations are partial beneficiaries of some of these agreements.  For
(i)  Split-interest Agreements:  The Organization acts as a trustee of and/or has a beneficial interest in various kinds of trusts,

see Notes 13 and 14.)
liability is recorded as a refundable advance in an amount equal to the value of the respective trust assets. (For additional details,
temporarily restricted depending on the terms of each agreement.   For those irrevocable agreements that are conditional, a
For those irrevocable agreements that are unconditional, the Organization's remainder interest is classified as unrestricted or

financial transactions involving appropriations and loans are detailed in Notes 7 and 18 below.  These other organizations are:
business are handled through current accounts receivable and payable, and are settled generally on a monthly basis.  Other
organizations are not consolidated with this Organization.  Inter-organization transactions carried on in the ordinary course of
economic interest and/or shared membership on the respective governing committees.  The financial statements of these other
(j)  Affiliated Organizations:  The Organization operates through several organizations with which it is affiliated by reason of
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Note 1 - Summary of Significant Accounting Policies (continued)

Association.
Conference Association of Seventh-day Adventists.  The value of that property is included in the financial statements of the
by the governing committee of the Organization.  Legal title to real property used by the Academy is vested in the Local
territory.  It is governed by a committee whose chairman is the president of the Organization, and whose members are selected 
S.D.A. Boarding Academy:  A Christian secondary school, which is a separate unincorporated entity serving the Organization's

statements of the Association.
is vested in the Local Conference Association of Seventh-day Adventists.  The value of that property is included in the financial
territory.  Two of the Organization's administrative staff serve on the committee.  Legal title to real property used by the Academy 
territory.  It is governed by a committee that is chosen by the members of certain constituent churches within the Organization's
S.D.A. Day Academy:  A Christian secondary school, which is a separate unincorporated entity serving part of the Organization's

that described above for the Academy, and being generally self-supporting.
SDA Retirement Home:   A separately incorporated entity, with a Board of Trustees having Organization membership similar to

for the Organization as a whole.  The funds and fund groups are described in further detail below.
each fund; however, in the accompanying financial statements, funds have been combined into groups, and totals are presented
accounting and reporting into funds established according to their nature and purposes.  Separate accounts are maintained for
Organization, the accounts are maintained in accordance with the principles of fund accounting.  Resources are classified for
(k)  Fund Accounting:  To ensure observance of limitations and restrictions placed on the use of resources available to the

information.
department].  Separate financial statements for each of these funds are prepared by the Organization as supplementary
operating activity of the Conference Operating Fund and the Association Operating Fund [and the Adventist Book Center
Operating Funds:  Unrestricted and restricted resources available for current operations.  This fund group reflects the combined

respective debt.  A separate Plant Fund financial statement is prepared by the Association as supplementary information.
earnings.  The Net Invested in Plant Fund represents plant assets acquired, respective accumulated depreciation, and any
additional funds transferred for plant acquisitions, proceeds from sale of plant assets, and unrestricted plant fund investment
section of Net Assets, and appear as Allocated Net Assets.  This balance includes the unused portion of funded depreciation,
conference committee can be returned to the Operating Funds by action of the committee, they are included in the Unrestricted
were donor restricted or conference committee allocated for plant acquisitions.  Since Operating Funds allocated by the
Plant Funds:  The Unexpended Plant and Net Invested in Plant Funds.  The Unexpended Plant Fund represents resources that

for each of these funds are prepared by the Association as supplementary information.  Following are descriptions of them.
Other Funds:  A combination of the Pooled Investment, Endowment, Annuity, and Agency funds.  Separate financial statements 

action.  Any losses in excess of allocated net assets would be covered by a transfer from operating funds.
expense are reported as operating income, and appear as allocated net assets until transferred to another fund by committee
in excess of interest paid to depositors, and is responsible for all losses from investment and operating.  Excesses of income over
demand, interest-bearing basis, with the rate not to exceed specified limits.  This is not a unitized fund: it can accumulate income
hold assets of revocable trusts.  It does not accept investments from operating or plant funds.  The pooled assets are held on a
permissible, this fund pools assets of irrevocable trusts, and endowment and annuity funds.  Under certain conditions, it can also
Pooled Investment Fund:  An accounting entity regulated by the investment policies of the denomination.  When desired and

Permanently Restricted Net Assets.  Committee-directed quasi-endowments are reported as Allocated Unrestricted Net Assets.
perpetuity, be invested, and only the income from such investments be used.  The principal of true endowments is reported as
Endowment Fund:  Represents funds that are subject to restrictions of gift instruments requiring that the principal be held in

annuity payments when they exceed the earnings from investment of Annuity Funds.
funds received are to be held until maturity,  and no portion of such funds received may be used except to meet the regular
Annuity Fund:  Represents funds that are subject to the conditions stated in Annuity Agreements.  By denominational policy all

These funds may be loaned to the Pooled Investment Fund or otherwise invested as directed.
Agency Fund:  An accounting entity where funds received by the conference as fiscal agent for other organizations are held. 

irrevocable trust agreements that name the Organization as a beneficiary.
Trust Fund:  An accounting entity where assets are held in a trustee capacity.  This fund is limited to certain unconditional,
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19X920X0AssocConferenceNote 2 - Cash & Cash Equivalents
TotalTotalOperatingOperating

1,6001,6001,000600Imprest Cash
97,424184,64015,717168,923Checking Accounts @ 2.25%

530,0001,050,000160,000890,000Saving & Money Market Accounts @ 4.25%
1,236,240176,7171,059,523Total Cash, 20X0

629,024179,082449,942Total Cash, 19X9

Note 3 - Investments - All Funds

19X920X0Carrying Amount and Fair Value
MarketCostMarketCost

Investments Held for Operating Purposes
100,000100,000100,000100,000Certificates of Deposit (term 3+ months)
128,750125,000125,500125,000U.S. Government Bonds
95,34595,00099,89595,000Corporate Bonds

108,045105,068102,177105,068Government Securities Mutual Funds
108,828105,82998,124105,829Denominational Unitized Funds

530,897530,897Total Cost - for Operating Purposes
10,071(5,201)Unrealized Appreciation (Decline) in Value

540,968540,968525,696525,696Carrying Amount at Fair Value

Investments Held for Other than Operating
50,75050,750195,500195,500Money Market Accounts

245,000245,000185,000185,000Certificates of Deposit
256,904253,000238,374236,000U.S. Government Bonds
147,496140,000216,200230,000Corporate Bonds
143,971140,004137,259140,004Government Securities Mutual Funds
374,202363,890550,150563,153Denominational Unitized Funds

1,192,6441,549,657Total Cost - for Other than Operating
25,679(27,174)Unrealized Appreciation (Decline) in Value

1,218,3231,218,3231,522,4831,522,483Carrying Amount at Fair Value

TotalTotalNonoperatingOperatingComposition of Investment Return
19X920X0ActivityActivity
129,273277,413200,45976,954Investment Income (Interest and Dividends)

(9,471)16,85016,8500Realized Gain (Loss) on Sale of Investments
25,825(68,125)(52,853)(15,272)Unrealized Gain (Loss) in Value of Investments

Net Gain (Loss) on Investments
16,354(51,275)(36,003)(15,272)for which carrying value is fair value *

145,627226,138164,45661,682Total Investment Return

* The Organization did not have any gain or loss on investments for which carrying value is not fair value.

19X920X0AssocConferenceNote 4 - Accounts Receivable
TotalTotalOperatingOperating

260,000292,4000292,400Church Remittances
28,70932,982032,982Church Schools
6,5568,87508,875Adventist Book Center

19,27626,085026,085Employees' Accounts
99,17965,1325,98359,149SDA Academy

425,4745,983419,491Total Accounts Receivable, 20X0

413,7208,247405,473Total Accounts Receivable, 19X9
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Note 5 - Notes and Loans Receivable - Operating
19X920X0

TotalLong TermCurrentTotalLong TermCurrentConference Operating Fund
11,260011,26054,20042,07012,130Unsecured Church & School Loans
(1,000)0(1,000)(1,820)(1,820)0Allowance for Uncollectible
10,260010,26052,38040,25012,130Total Conf. Oper. Notes & Loans

Association Operating Fund
56,90351,4905,41351,49046,0005,490Secured Employee Home Loans @ 8%

Total Operating
67,16351,49015,673103,87086,25017,620Notes & Loans Receivable

Note 6 - Plant Assets
    Depreciation ExpenseAccumulatedTotal

OtherOperating Net Value DepreciationCost   20X0
00240,8560240,856LandConference Use:
011,116159,14096,851255,991Land Improvements
054,495803,437652,8291,456,266Buildings
036,500202,041201,930403,971Equipment & Vehicles
001,794,05001,794,050LandChurches & Schools:

97,20303,420,7522,411,4085,832,160Buildings
97,203102,1116,620,2763,363,0189,983,294Plant Assets, 20X0

   19X9
00174,8560174,856LandConference Use:
08,33380,92485,735166,659Land Improvements
049,334646,644610,2911,256,935Buildings
031,420154,706169,875324,581Equipment & Vehicles
001,492,80001,492,800LandChurches & Schools:

82,14002,614,2052,314,2054,928,410Buildings
82,14089,0875,164,1353,180,1068,344,241Plant Assets, 19X9

Note 7 - Notes & Loans Receivable - Other than Operating
19X920X0

TotalLong TermCurrentTotalLong TermCurrentPooled Investment Fund
Loans Receivable (Unsecured)

120,000100,00020,000100,00080,00020,000SDA Academy; Interest at 7% 
60,00050,00010,00050,00040,00010,000SDA Church; Interest at 7%

180,000150,00030,000150,000120,00030,000Total Loans Receivable
Notes Receivable (Secured)

163,000136,00027,000136,000109,00027,000SDA Academy: Interest at 7%
239,000214,00025,000214,000189,00025,000SDA Academy: Interest at 9%
402,000350,00052,000350,000298,00052,000Total Notes Receivable
582,000500,00082,000500,000418,00082,000Total Notes & Loans Receivable

Note 8 - Loans Due From (To) Other Funds
19X920X0

TotalLong TermCurrentTotalLong TermCurrent
Plant Fund Loans Due To

00038,00034,0004,000Annuity #XXX; Interest at 11%
00070,00063,0007,000Annuity #XXX; Interest at 12%
000108,00097,00011,000Total Notes Payable to Annuity Fund

Pooled Investment Fund Loans Due To
12,000012,00027,000027,000Agency Fund - 3 Notes @ 5% to 6%



     Appendix A-10.09

Note 9 - Inter-Fund Receivable/Payable
19X920X0AnnuityPlant
TotalTotalFundFundDue From (To) Operating Funds

110,30711,164(46,210)57,374Conference Operating Fund
02,00002,000Association Operating Fund

110,30713,164(46,210)59,374

Note 10 - Accounts Payable
19X920X0   AssocConference
TotalTotalOperatingOperating
85,80097,500097,500Union Conference, Tithe & Offerings
10,4096,51006,510Employee Accounts

02,66902,669SDA Academy
236,352143,4787,798135,680Commercial Accounts

07507500Local Churches
23,5469,6972,9306,767Miscellaneous

260,60411,478249,126Total Accounts Payable, 20X0

356,10714,904341,203Total Accounts Payable, 19X9

Note 11 - Notes Payable (Unsecured - Operating)
19X920X0

TotalLong TermCurrentTotalLong TermCurrentConference Operating Fund
Security Bank; $200,000 at 9% interest,

000200,000166,83433,16660 monthly payments of $4,152.
XYZ Corp.; $100,000 at 9% interest,

7,50007,500100,00078,25621,74448 monthly payments of $2,489.
Association Operating Fund
First State Bank; $18,000 at 9% interest,

26,40918,0008,40918,00012,5295,47136 monthly payments of $572.
33,90918,00015,909318,000257,61960,381Total Notes Payable - Operating

Note 12 - Notes Payable - Other than Operating
19X920X0

TotalLong-TermCurrentTotalLong-TermCurrentPlant Fund (Secured by Trust Deed)
First National Bank; $80,000 at 8.5% interest,

00080,00072,7047,29696 monthly payments of $1,151.
Pooled Invest. Fund (Unsecured - Demand)

385,7500385,750224,4250224,4258 Revocable Trusts @ 4.5-6.0%
868,2250868,225743,2250743,22520 Irrevocable Trusts @ 4.0-5.0%

1,253,97501,253,975967,6500967,650Total Notes Payable to Trusts
Total Notes Payable -

1,253,97501,253,9751,047,65072,704974,946Other than Operating

PooledPlantAssoc.Conf.For Notes 11 & 12:  Amounts due on principal
FundFundOper.Oper.during the next five years are as follows:

967,6507,2965,47154,91020X1
07,9415,98460,06120X2
08,6436,54565,69620X3
09,407071,85920X4
010,239047,47420X5
036,47400Future

967,65080,00018,000300,000Total
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Note 13 - Change in Irrevocable Split-interest Agreements
TotalTotalTemporarily
19X920X0RestrictedUnrestrictedChanges in Gift Portion - Operating Fund

5,0007,5007,500Investment Income on Irrevocable Assets
500750750Actuarial Adjustment from (to) Present Value

(5,000)(7,500)(7,500)Required Payments to Income Beneficiaries
500750750Net Adjustment to Value

025,00025,000Gift Portion of New Agreements Added
000Realized Gain (Loss) on Sale of Investments

(500)(750)(750)Unrealized Gain (Loss) in Value of Investments
025,00025,000Increase (Decrease) for the Year

Changes in Liability to Others - Operating Fund
40,50040,00040,000NPV Liability to Income Beneficiaries, Beginning

(500)(750)(750)Actuarial Adjustments (including Maturities)
025,00025,000Liability of New Agreements Added

40,00064,25064,250NPV Liability to Income Beneficiaries, Ending
10,00010,75010,750Liability Due to Other Remainder Beneficiaries
50,00075,00075,000Total Liability to Others

Changes in Gift Portion - Annuity Fund
22,70664,85731,51633,341Investment Income on Annuity Assets
4,26645,56930,65714,912Actuarial Adjustment from (to) Present Value

(15,641)(18,722)(10,025)(8,697)Required Payments to Annuitants
11,33191,70452,14839,556Net Adjustment to Value of Annuities

060,05522,59537,460Gift Portion of New Annuities Added
0000Realized Gain (Loss) on Sale of Investments

10,553(22,295)(10,834)(11,461)Unrealized Gain (Loss) in Value of Investments
0(46,210)(46,210)0Distributions from Matured Restricted Annuities

21,88483,25417,69965,555Increase (Decrease) for the Year
86,543108,42758,47849,949Net Assets, Beginning

0(25,135)(25,135)Transfer of Unrestricted Maturity to Operating Fund
108,427166,54676,17790,369Net Assets, Ending

Changes in Liability to Annuitants
169,933165,66789,17976,488Present Value of Liability, Beginning

(4,266)(45,569)(30,657)(14,912)Actuarial Adjustments (including Maturities)
0112,44552,40560,040Liability of New Annuities Added

165,667232,543110,927121,616Present Value of Liability, Ending

Note 14 - Split-interest Agreements

As of December 31, 20X0 and 19X9, respectively, the Organization served as trustee of xx and xx charitable remainder trusts,
and xx and xx other unconditional irrevocable trusts.  In accordance with accounting principles generally accepted by the
denomination, the assets, liabilities, and net assets related to these trusts have been included in these financial statements.

As of December 31, 20X0 and 19X9, respectively, the Organization served as trustee of xx and xx conditional irrevocable
trusts totaling $xxx and $xxx, and of xx and xx other irrevocable trusts of which the Organization was not a named
beneficiary.  In accordance with accounting principles generally accepted by the denomination, the assets of these trusts,
and appropriate liabilities totaling an equal amount, have been included in these financial statements.

As of December 31, 20X0 and 19X9, respectively, the Organization served as trustee of xx and xx revocable trusts.  Since
the trustors of these agreements have reserved the right to direct and control investment of the related assets, no assets or
liabilities related to these trusts are included in these financial statements.

The Organization is generally a remainder beneficiary of at least a portion of these various trust assets. Also, the Organization
may be a beneficiary of wills or trusts administered by other trustees, of which the Organization may not be aware.
The General Conference Auditing Service has performed a review of the Organization's fiduciary administration of the
agreements for which the Organization is trustee, and has issued a separate report thereon dated (month day, year).
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Liability to DepositorsIncreaseNote 15 - Agency Fund Liability to Depositors
20X019X9 (Decrease)WithdrawalsAdditions
27,00012,00015,0001,60016,600Depositors with Interest by Note:
50,00020,00030,0005,30035,300Depositors with Interest Prorated:
77,00032,00045,0006,90051,900Total Agency Liability

Note 16 - Temporarily Restricted Net Assets

BalanceRestrictionsRestrictedBalanceTemporarily restricted net assets are available
20X0 Released Income19X9for the following purposes or periods:

036,60936,6090Pastors and Bible Workers
0127,329127,3290General Evangelism

26,38915,90542,2940Radio-TV Evangelism
1,9864,0295,118897Sabbath School & Youth Activities

018,64918,6490Campmeeting
08,3558,3550Youth Camp Operating
062,12162,1210Church School Operating

50,00020,68020,68050,000Church & School Building & Equipment
036,53836,5380Academy Operating
064,24564,2450Academy Building & Equipment
021,75321,7530Worthy Student

1,1201,6941,1281,686Literature Evangelist Literature
15,46032,91124,21024,161Religious Liberty

8723,0803,292660Health and Temperance
2,1728,84310,0151,000Inner City
6,6431,4774,1523,968Community Services-General

81,81686,632142,03826,410Ingathering Reversion
186,458550,850628,526108,782   Sub-total Conference Operating Functions

6,0004,0006,0004,000Evangelistic Equipment
5,7612,5006,2022,059Youth Camp Equipment

11,7616,50012,2026,059   Sub-total Conference Capital Functions
198,219557,350640,728114,841   Total Operating Fund Temporarily Restricted

100,0000100,0000Conference Office Building
034,00034,0000Conference Office Equipment
080,00080,0000Conference Office Land Improvement

65,000050,00015,000Campmeeting Buildings
50,000050,0000Conference Housing
10,00050,00040,00020,000Youth Camp Buildings

225,000164,000354,00035,000   Total Plant Fund Temporarily Restricted

Note 17 - Permanently Restricted Net Assets
BalanceRestrictionsRestrictedBalance

20X0 Released Income19X9Permanently restricted net assets are restricted to:
100,000080,00020,000Conference True Endowment

Note 18 - Related Party Transactions

As explained in Note 1, the Conference is affiliated with the Seventh-day Adventist Academy.  Balances receivable from and
payable to the Academy are disclosed in Notes 4, 7, & 10.  During the years 20X0 and 19X9, appropriations were made to
the Academy as follows:  operating subsidies $64,000 and $60,000, scholarship funds $6,000 and $1,000, and capital
appropriations $138,000 and $70,000; for total appropriations of $208,000 and $131,000, respectively.
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19X920X0OtherPlantOperatingNote 19 - Unrestricted Nonoperating Activity
TotalTotalFundsFundsFunds
23,87941,89741,897Investment Income
18,00000Donated Plant Assets

01,205,0001,205,000Church & School Properties Added
41,8791,246,89701,246,8970Nonoperating Revenue

000Interest Paid on External Borrowing
(82,140)(97,203)(97,203)Depreciation on Ch. & Sch. Properties
(82,140)(97,203)0(97,203)0Nonoperating Expense

(9,471)16,85016,85000Realized Gain (Loss) Investments Sold
14,747(42,019)(28,311)(13,708)0Unrealized Gain (Loss) Investment Value
5,276(25,169)(11,461)(13,708)0Net Gain (Loss) on Investments

12,75041,86541,865Proceeds from Sale of Plant Assets
(475)(23,452)(23,452)Net Value of Plant Assets Sold

12,27518,413018,4130Net Gain (Loss) on Sale of Assets

0068,446(68,446)Depreciation Funding
0032,938(32,938)Plant Acquisition Funding

(125,830)(283,907)(283,907)Unexpended Plant Resources Spent
125,830283,907283,907Purchases Added to Net Invested in Plant

00(45,810)045,810Pooled Funds to Operating
00(25,135)025,135Unrestricted Matured Annuities
00(70,945)101,384(30,439)Net Transfers Between Funds

Note 20 - Working Capital and Liquidity
Organization Totals **AssociationConference

19X920X0 Operating OperatingWORKING CAPITAL
1,616,2182,221,116188,6902,031,426Total Current Assets
(531,930)(390,955)(18,949)(372,006)Total Current Liabilities

1,084,2881,830,161169,7411,659,420Total Working Capital
798,9651,315,47518,9501,296,525  Recommended Working Capital *
285,323514,686150,791362,895Working Capital Excess (Deficit)

135.71%139.13%895.73%127.99%Percent of Recommended Working Capital

3.045.689.965.46Current Ratio

LIQUIDITY
629,0241,236,240176,7171,059,523Cash
540,968525,6960525,696Investments
260,000292,4000292,400Accounts Receivable-Church Remittances

1,429,9922,054,336176,7171,877,619Total Liquid Assets
(531,930)(390,955)(18,949)(372,006)Current Liabilities
(80,000)(240,622)0(240,622)Capital Functions Net Assets

(114,841)(198,219)0(198,219)Temporarily Restricted Net Assets ***
(726,771)(829,796)(18,949)(810,847)Total Commitments
703,2211,224,540157,7681,066,772Liquid Assets Surplus (Deficit)

196.76%247.57%932.59%231.56%Percent Liquid Assets to Commitments

* Calculation of Recommended Working Capital:
586,124612,5940612,59425% of Conf. Unrestricted Income ****

06,4216,421020% of Assoc. Unrestricted Income
18,000257,61912,529245,090Long-Term Payable
80,000240,6220240,622Capital Functions Allocated Net Assets

114,841198,2190198,219Temporarily Restricted Net Assets ***
798,9651,315,47518,9501,296,525Total Recommended Working Capital

** Interfund borrowing is eliminated in the Organization totals.
*** Excluding amounts covered by specific non-current assets. 
**** Excluding matured trusts and wills, and excluding releases from restrictions.
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Note 21 - Pension and Other Post-Retirement Benefits

Defined Benefit Plans

Income Security Act of 1974 as a multiple-employer plan of a church-related agency.
the General Conference of Seventh-day Adventists in Silver Spring, Maryland, and is exempt from the Employee Retirement
Plan of the North American Division."  This plan, which covers substantially all employees of the Organization, is administered by
The Organization participates in a non-contributory, defined benefit pension plan known as the "Seventh-day Adventist Retirement

church-related agency.
Spring, Maryland, and is exempt from the Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a
substantially all employees of the Organization, is administered by the General Conference of Seventh-day Adventists in Silver
Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American Division."  This plan, which covers
The Organization also participates in a non-contributory, defined benefit health care plan known as the "Health Care Assistance

years ended December 31, 20X0 and 19X9, respectively.
The Organization contributed $221,421 and $216,022 to these plans (for retiree pension and retiree health care benefits) for the

Assistance Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American Division.
exceeded the estimated market value of plan assets, for that plan.  No actuarial evaluation has been obtained for the Health Care
Plan of the North American Division, as of December 31, 1998, the actuarially computed value of accumulated plan benefits
apart from other plan participants.  However, based on the latest actuarial evaluation of the Seventh-day Adventist Retirement
possible, to determine the actuarial present value of accumulated benefits or plan net assets for employees of the Organization
These plans are defined by the Financial Accounting Standards Board as multiemployer plans.  As such, it is not required, nor is it

1999.  Certain employees will continue to be eligible for future benefits under these plans.
2000.  The Organization is scheduled to continue making contributions (at a reduced rate) to the frozen plans after December 31,
except for employees who choose the career completion option, and to start a new defined contribution plan effective January 1,
The North American Division Committee voted to freeze accrual of service credit in these plans effective December 31, 1999,

Defined Contribution Plan

Security Act of 1974 as a multiple-employer plan of a church-related agency.
Conference of Seventh-day Adventists (GC) in Silver Spring, Maryland, and is exempt from the Employee Retirement Income
Retirement Plan."  This plan, which covers substantially all employees of the Organization, is administered by the General
Effective January 1, 2000, the Organization participates in a defined contribution retirement plan known as "The Adventist

the accumulated contributions designated for each employee is provided under an agreement between the GC and VALIC.
employee's earnings and a stated matching percentage of certain employee voluntary contributions.  Investment management of
The Organization contributed $46,562 to the plan for the year ended December 31, 20X0, based on a stated percentage of each

Note 22 - Contingent Liabilities and Concentrations of Risk

consitituencies were delinquent on their payment schedules.
scheduled to be made by the local congregations and constituencies.  At December 31, 20X0, no church congregations or school
$1,430,500 and $1,039,750 at December 31, 20X0 and 19X9, respectively.  Principal and interest payments on these loans are
[Some of these properties are recorded as collateral for some of these loans.]  The total balance due on these loans was
Revolving Fund.  These loans were used to acquire certain assets that are included within church and school properties in Note 6. 
The Conference has guaranteed certain liabilities of local church congregations and school constituencies payable to the Union

subject to decrease if any significant number of individuals cease to be active members.
contributions are subject to economic conditions that could cause loss of income among church members, and could also be
The Organization receives most of its revenue in the form of contributions from members living within its territory.  The amount of

loans could be subject to a similar economic impact as mentioned above for contributions.
employees.  These loans represent 5.2% of the Organization's total assets.  Management's estimate of the collectibility of these
The Organization's assets include $552,380 of loans receivable from related organizations and $51,490 of loans receivable from

high-credit-quality financial institutions.
Cash, which exceeded the federally insured limits at certain times during the year and at year end, is deposited with
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LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - STATEMENT OF FINANCIAL POSITION
December 31, 20X0 and 19X9

ACTUALACTUAL
19X920X0     ASSETS

Current Assets
449,9421,059,523Cash and Cash EquivalentsS-1
540,968525,696InvestmentsS-2
405,473419,491Accounts ReceivableS-3

10,26012,130Notes and Loans ReceivableS-4
7,7027,926Supplies Inventory
7,6316,660Prepaid ExpenseS-5

1,421,9762,031,426   Total Current Assets

Other Assets
040,250Notes Receivable, Long-termS-4

1,5001,500Land Held for Future Use
1,50041,750   Total Other Assets

1,423,4762,073,176   Total Assets

     LIABILITIES
Current Liabilities

341,203249,126Accounts PayableS-7
7,50056,000Notes Payable, CurrentS-8

49,60756,806Trust FundsS-9
1,000500Due To Assoc Operating Fund

110,30711,164Due To Other FundsS-10
509,617373,596   Total Current Liabilities

Other Liabilities
0244,000Notes Payable, Long-termS-8

509,617617,596   Total Liabilities

     NET ASSETS
179,969166,779Unrestricted:  Unallocated
589,049924,960Unrestricted:  Allocated Operating

80,000240,622Unrestricted:  Allocated Capital
849,0181,332,361   Total Unrestricted

64,841123,219   Temporarily Restricted
913,8591,455,580   Total Net AssetsS-15

1,423,4762,073,176   Total Liabilities & Net Assets
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               Page 1 of 2LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS

OPERATING FUND - STATEMENT OF CHANGES IN NET ASSETS
Years Ended December 31, 20X0 and 19X9

ACTUALBUDGETACTUALUNRESTRICTED NET ASSETS
19X920X020X0

Unrestricted Revenues and Gains   S-15
2,700,2812,565,0002,767,767Gross Tithe Income
(832,340)(790,150)(853,008)Tithe Percentages Passed On

1,867,9411,774,8501,914,759   Net Tithe Income
0048,710Matured Trusts and Wills

43,39170,98973,102Investment Earnings
345,000356,000373,386Church Schools Salary Share

88,16488,00089,131Departmental Fees and Sales
2,344,4962,289,8392,499,088   Total Unrestricted Revenues

433,936546,558550,850Net Assets Released from Restrictions

2,778,4322,836,3973,049,938   Total Unrestricted Support   S-15

Expenses and Losses   S-15
902,684927,629926,101Church Ministries
842,643964,006993,439Educational

46,76148,98548,320Publishing
116,644169,589102,203Special Services

64,10465,63367,045Other
1,972,8362,175,8422,137,108   Total Program Services Functions

142,545161,117169,558Conference Administration
6,1956,3004,765Conventions and Meetings

27,32029,95029,284Moving Van Operations
216,022205,200221,421Retirement Contribution to DB Plan
392,082402,567425,028   Total Supporting Services Functions

2,364,9182,578,4092,562,136   Total Expense   S-15

413,514257,988487,802Net Increase (Decrease) from Operations

Nonoperating Activity:   S-15
22,9414,0006,500Net Assets Released from Restrictions

Transfers Between Funds, In (Out):
(76,155)(81,904)(81,904)   Plant Fund - Depreciation Funding

042,53145,810   Pooled Fund - Operating Distribution
0025,135   Annuity Fund - Maturity Distribution

(76,155)(39,373)(10,959)     Net Transfers Between Funds, In (Out)

(53,214)(35,373)(4,459)Net Nonoperating Activity

360,300222,615483,343Increase (Decrease) Unrest. Net Assets
488,718849,018849,018Unrestricted Net Assets, Beginning

849,0181,071,6331,332,361Unrestricted Net Assets, Ending   S-15
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               Page 2 of 2LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS

OPERATING FUND - STATEMENT OF CHANGES IN NET ASSETS
Years Ended December 31, 20X0 and 19X9

ACTUALBUDGETACTUALTEMPORARILY RESTRICTED NET ASSETS
19X920X020X0

Restricted Income   S-15
93,195107,500109,609Subsidies

177,057227,400245,974Offerings
28,97521,65029,445Donations
14,75014,75015,250Endowment Income

0046,210Matured Annuity
015,00015,000Matured Trusts and Wills

128,341130,000142,038Ingathering Reversion
0012,202Restricted Capital Additions

442,318516,300615,728Total Restricted Income Received   S-11

Net Assets Released from Restrictions   S-11
(433,936)(546,558)(550,850)   Operating Functions

00(6,500)   Capital Functions

8,382(30,258)58,378Increase (Decrease) Temp. Res. Net Assets
56,45964,84164,841Temporarily Restricted Net Assets, Begin.

64,84134,583123,219Temporarily Restricted Net Assets, Ending   S-15

TOTAL NET ASSETS

360,300222,615483,343Increase (Decrease) Unrestricted
8,382(30,258)58,378Increase (Decrease) Temp. Restricted

368,682192,357541,721Increase (Decrease) Net Assets
545,177913,859913,859Total Net Assets, Beginning

913,8591,106,2161,455,580Total Net Assets, Ending



     Appendix A-11.03
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - STATEMENT OF CASH FLOWS
Years Ended December 31, 20X0 and 19X9

ACTUALACTUAL
19X920X0

Cash Flows from Operating Activities:
368,682541,721Increase (Decrease) in Net Assets

56,459Prior Period Adjustment
Adjustments to reconcile change in net
assets to net cash provided:

15,272   Unrealized (Gain) Loss in Market Value
(75,632)(14,018)(Increase) Decrease Accounts Receivable

(1,614)747(Increase) Decrease Inventory and Prepaid
(56,439)(92,077)Increase (Decrease) Accounts Payable

(500)7,199Increase (Decrease) Trust Funds

290,956458,844   Net Cash Provided (Used) from Operating

Cash Flows from Investing Activities:
00Proceeds from Maturity of Investments
00Purchase of Investments
0(46,000)New Notes Receivable Issued

3,5403,880Payments Received on Notes Receivable

3,540(42,120)   Net Cash Provided (Used) from Investing

Cash Flows from Financing Activities:
0300,000Proceeds from External Borrowing

(11,330)(99,643)Proceeds (Payments) on Inter-Fund Borrowing
0(7,500)Principal Payments on Notes Payable

(11,330)192,857   Net Cash Provided (Used) from Financing

283,166609,581Net Increase (Decrease) Cash and Cash Equivalents
166,776449,942Cash and Cash Equivalents, Beginning of Year

449,9421,059,523Cash and Cash Equivalents, End of Year

Supplemental Cash Flow Data:
Cash paid during the year for interest (other than for inter-fund borrowing) was $2,862.



         Appendix A-11.04
Page 1 of 2LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS

OPERATING FUND - SUMMARY OF ACTIVITY BY FUNCTION
Year Ended December 31, 20X0

Schedule 15
NetNetNetTransfers In (Out)

 Assets AssetsIncreaseBetweenBetweenTotalRestrictionsUNRESTRICTED
20X019X9 (Decrease)FundsFunctionsExpenseReleasedIncome

UNALLOCATED
107,534134,931(27,397)0(1,742,156)001,714,759Tithe
59,24545,03814,20770,945(378,550)00321,812Nontithe

166,779179,969(13,190)70,945(2,120,706)002,036,571Total Unallocated

ALLOCATED

Church Programs
16,4944,86811,626(8,799)498,800514,98436,6090Pastors & Bible Wkrs
21,21218,4932,719(710)6,000129,900127,3290Gen Evangelism

0000015,90515,9050Radio-TV
69149(80)004,1094,0290Sabbath School

2,10010,480(8,380)(16,324)2,59549,59718,64936,297Campmeeting
4,3993,842557(6,589)3,00028,4188,35524,209Youth Activities
8,6712,6006,071018,00020,2758,3460Church Buildings

14,087014,0870177,000162,91300Church Min Office
67,03240,43226,600(32,422)705,395926,101219,22260,506   Total Church

Education Programs
45,08932,76312,326(9,428)179,000592,75362,121373,386Church School Operating
12,9232,38510,538044,00070,00036,5380Academy Operating

000020,00020,00000College Operating
4,7436,409(1,666)09,00023,00012,3340School Bldgs/Equip
2,73816,493(13,755)060,000138,00064,2450Academy Bldgs/Equip

36728186048,00047,91400College Bldgs/Equip
5,8614,8611,000016,00015,00000Teacher Training
1,75301,753020,00040,00021,7530Worthy Student
7,2285006,728053,50046,77200Education Office

80,70263,69217,010(9,428)449,500993,439196,991373,386   Total Education

Publishing Programs
865086507,2008,0291,6940L E Operating
7090709041,00040,29100Publishing Office

1,57401,574048,20048,3201,6940   Total Publishing

Special Svc Programs
0000032,91132,9110Religious Liberty
000003,0803,0800Health / Temperence

1,00001,00001,0008,1928,1920Inner City
000025,00026,4771,4770Community Services

2,4812,42061(1,047)32,00031,5436510Health/Temp Office
3,4812,4201,061(1,047)58,000102,20346,3110   Total Special Svc

Other Programs
2,42002,420015,00012,58000Tithe Appropriations
4,4242,2572,16705,0002,83300Nontithe Appropriations

0000(35,000)51,63286,6320Ingathering Reversion
6,8442,2574,5870(15,000)67,04586,6320   Total Other

Supporting Services
9,58510,619(1,034)(1,676)170,200169,55800Administration
9,1349,899(765)04,0004,76500Meetings
5,0742,1262,948(4,393)8,00029,284028,625Moving Van Oper
1,5579785790222,000221,42100DB Retirement Plan

25,35023,6221,728(6,069)404,200425,028028,625   Total Support Svc

Working Capital
497,625422,27475,351075,351000Tithe
242,35234,352208,0000208,000000Nontithe
739,977456,626283,3510283,351000   Total Working Capital
924,960589,049335,911(48,966)1,933,6462,562,136550,850462,517Total Allocated Oper

1,091,739769,018322,72121,979(187,060)2,562,136550,8502,499,088Total Operating



          Appendix A-11.04
Page 2 of 2LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS

OPERATING FUND - SUMMARY OF ACTIVITY BY FUNCTION
Year Ended December 31, 20X0

Schedule 15
NetNetNetTransfers In (Out)

 Assets AssetsIncreaseBetweenBetweenTotalRestrictionsUNRESTRICTED
20X019X9 (Decrease)FundsFunctionsExpenseReleasedIncome

ALLOCATED

Allocated Capital
195,00070,000125,000(6,500)125,00006,5000Conf Office Bldgs
40,000040,000040,000000Campground Bldgs

010,000(10,000)(10,000)0000Youth Camp Bldgs
5,62205,622(16,438)22,060000Equipment

240,62280,000160,622(32,938)187,06006,5000Total Allocated Capital

1,332,361849,018483,343(10,959)02,562,136557,3502,499,088Total Unrestricted

RESTRICTED

Church Programs
000(36,609)36,609Pastors & Bible Wkrs
000(127,329)127,329Gen Evangelism

1,38901,389(15,905)17,294Radio-TV
1,9868971,089(4,029)5,118Sabbath School

000(18,649)18,649Campmeeting
000(8,355)8,355Youth Activities
000(8,346)8,346Church Buildings

3,3758972,478000(219,222)221,700   Total Church

Education Programs
000(62,121)62,121Church School Operating
000(36,538)36,538Academy Operating
000(12,334)12,334School Bldgs/Equip
000(64,245)64,245Academy Bldgs/Equip
000(21,753)21,753Worthy Student
000000(196,991)196,991   Total Education

Publishing Programs
1,1201,686(566)000(1,694)1,128LE Operating

Special Svc Programs
15,46024,161(8,701)(32,911)24,210Religious Liberty

872660212(3,080)3,292Health / Temperence
2,1721,0001,172(8,192)9,364Inner City
6,6433,9682,675(1,477)4,152Community Services

000(651)651Health/Temp Office
25,14729,789(4,642)000(46,311)41,669   Total Special Svc

Other Programs
81,81626,41055,406000(86,632)142,038Ingathering Reversion

Capital Functions
11,7616,0595,702000(6,500)12,202Conf Office Bldgs

 Total Temporarily
123,21964,84158,378000(557,350)615,728   Restricted

1,455,580913,859541,721(10,959)02,562,13603,114,816Total Net Assets



      Appendix A-11.05
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - UNALLOCATED TITHE FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-1
ACTUALBUDGETACTUAL

19X920X020X0UNRESTRICTED INCOME
2,700,2812,565,0002,767,767Gross Tithe Income

Less Tithe Percentages Passed On:
(540,056)(513,000)(553,553)   20% Tithe to North Amer. Division
(270,028)(256,500)(276,777)   10% Tithe to Union Conference
(22,256)(20,650)(22,678)   Special Assistance Fund

(832,340)(790,150)(853,008)Total Tithe Percentages Passed On
1,867,9411,774,8501,914,759   Net Tithe Income
(100,000)(200,000)(200,000)Less Tithe Exchanged with Gen Conf

1,767,9411,574,8501,714,759Total Unrestricted Income

TRANSFERS IN (OUT): Between Functions
Unall Nontithe - Internal Tithe Exchange:

(61,256)(63,000)(63,280)   Adventist Book Center
00(10,547)   Valley Hospital

(495,615)(498,800)(498,800)Pastors & Bible Workers
(30,250)(35,250)(5,000)General Evangelism

(1,885)(1,300)0Radio-TV Evangelism
(800)(1,000)(1,000)SS Child Evangelism

(5,942)(2,350)(2,595)Campmeeting
(158,681)(177,000)(177,000)Church Ministries Office
(156,650)(167,000)(167,000)Church School Operating
(24,000)(25,000)(25,000)Academy Operating
(20,000)(20,000)(20,000)College Operating
(43,773)(47,500)(47,500)Education Office

(6,125)(7,000)(7,000)Liter Evang Operating
(38,736)(41,000)(41,000)Publishing Office
(27,038)(29,000)(29,000)Health/Temperence Office

(216,000)(220,000)(222,000)DB Retirement Plan
(12,470)(15,000)(15,000)Miscellaneous Appropriations

(144,075)(168,200)(168,200)General Administration
(5,750)(4,000)(4,000)Conventions and Meetings
(2,500)(3,000)(3,000)Moving Van and Vehicles

(189,685)(107,050)(221,234)Tithe Working Capital
(10,376)(14,000)(14,000)Conf Office Equipment Capital

(1,651,607)(1,646,450)(1,742,156)Net Transfers Between Functions

116,334(71,600)(27,397)Net Increase (Decrease) After Transfers
18,597134,931134,931Unrestricted Net Assets, January 1

134,93163,331107,534Unrestricted Net Assets, December 31



      Appendix A-11.06
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - UNALLOCATED NON-TITHE FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-2
ACTUALBUDGETACTUAL

19X920X020X0UNRESTRICTED INCOME
100,000200,000200,000Nontithe Funds from Gen Conf

0048,710Matured Trusts and Wills
43,39170,98973,102Investment Earnings

143,391270,989321,812Total Unrestricted Income

TRANSFERS IN (OUT)
Transfers Between Functions:
Unall Tithe - Internal Tithe Exchange:

61,25663,00063,280   Adventist Book Center
0010,547   Valley Hospital

(10,000)(18,000)(18,000)Church Building/Equipment Approp
(11,500)(12,000)(12,000)Church School Operating
(16,000)(19,000)(19,000)Academy Operating

(5,500)(7,000)(7,000)Church School Bldg/Equip Approp
(46,000)(55,000)(55,000)Academy Building/Equipment Approp
(45,500)(48,000)(48,000)College Building/Equipment Approp
(15,000)(15,000)(16,000)Teacher Training

0(16,000)(20,000)Worthy Student
(2,000)(10,000)(6,000)Misc. Educational Appropriations

0(200)(200)L E Literature
0(1,000)(1,000)Inner City

(3,000)(3,000)(3,000)Health/Temperence Office
(3,000)(3,000)(3,000)Miscellaneous Appropriations
(2,000)(2,000)(2,000)Misc. Building/Equipment Approp
(4,000)(2,000)(2,000)General Administration

(200)(5,000)(5,000)Moving Van Operating
87,19226,550(62,117)Nontithe Working Capital

(70,000)(125,000)(125,000)Conference Office Building
0(40,000)(40,000)Campground Buildings

(10,000)00Youth Camp Buildings
00(8,060)Equipment Capital

(95,252)(291,650)(378,550)Net Transfers Between Functions

Transfers Between Funds
045,81045,810Pooled Fund - Net Earnings
0025,135Annuity Fund - Unrestricted Maturity
045,81070,945Net Transfers Between Funds

(95,252)(245,840)(307,605)Net Transfers In (Out)

48,13925,14914,207Net Increase (Decrease) After Transfers
(3,101)45,03845,038Unrestricted Net Assets, January 1

45,03870,18759,245Unrestricted Net Assets, December 31



      Appendix A-11.07
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - PASTORS & BIBLE WORKERS FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-3
ACTUALBUDGETACTUAL

19X920X020X0INCOME
30,50035,50036,609Net Assets Released from Restrictions

EXPENSE
401,450403,725403,710Salaries and Wages

632650654Auto Insurance Allowance
5,1126,0005,289Moving Allowance

600625575Misc. Allowances
18,75015,00015,150Health Care Assistance
10,0028,5008,807Tuition Assistance

436,546434,500434,185Total Remuneration & Allowances
39,89830,85031,336Travel, Regular
4,1824,5005,626Travel, Special

44,08035,35036,962Total Travel
016,15016,148Retirement Contribution - DC Plan

4,6754,8004,706Med. Insur. & Survivor Ben.
13,16514,00013,915Social Security Contribution
1,2391,3001,310Workers' Compensation Insurance

19,07936,25036,079Total Undistributed Benefits
499,705506,100507,226Total Remuneration & Related

3,5663,7853,491Maintenance and Repairs
4,3594,6254,267Utilities
7,9258,4107,758Total Miscellaneous Expense

507,630514,510514,984Total Expense

(477,130)(479,010)(478,375)Net Increase (Decrease) From Operations

TRANSFERS IN (OUT)
495,615498,800498,800Unallocated Tithe Function

(8,181)(8,799)(8,799)Unexpended Plant Fund
487,434490,001490,001Net Transfers In (Out)

10,30410,99111,626Net Increase (Decrease) After Transfers
(5,436)4,8684,868Unrestricted Net Assets, January 1

4,86815,85916,494Unrestricted Net Assets, December 31

RESTRICTED INCOME
20,40822,00022,668Intern Salary Subsidy

03,0003,394Return Missionary Salary Subsidy
10,09210,50010,547Salary Subsidy from Hospital
30,50035,50036,609Restricted Income Received

(30,500)(35,500)(36,609)Released from Restrictions
000Net Increase (Decrease)
000Temporarily Restricted Net Assets, Jan 1

000Temporarily Restricted Net Assets, Dec 31



     Appendix A-11.08
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - CHURCH SCHOOL OPERATING FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-12
ACTUALBUDGETACTUAL

19X920X020X0INCOME
345,000356,000373,386Church Schools Salary Share

56,27557,00062,121Net Assets Released from Restrictions
401,275413,000435,507Total Unrestricted Support

EXPENSE
360,200370,000374,877Contract Salaries

91,08990,00096,904Hourly Wages
3,4094,5005,461Moving Allowances

14,9699,76014,447Health Care Assistance
13,0076,0006,778Tuition Assistance

9761,0001,210Travel, Special
34,52335,20036,091Social Security Tax

014,24014,935Retirement Contribution - DC Plan
3,4105,3005,595Medical & Survivor Insurance
4,0894,0003,220Workers' Comp. Insurance

12,019014,286Local Employee Wages
(12,019)0(14,286)Salary Returns

3,8214,0553,740Maintenance and Repairs
4,6714,9564,572Utilities

19,95620,00024,923General Supplies & Expense

554,120569,011592,753Total Expense

(152,845)(156,011)(157,246)Net Increase (Decrease) From Operations

TRANSFERS IN (OUT)
156,650167,000167,000Unallocated Tithe Function (30% Limit)

11,50012,00012,000Unallocated Nontithe Function
(8,766)(9,428)(9,428)Unexpended Plant Fund

159,384169,572169,572Net Transfers In (Out)

6,53913,56112,326Net Increase (Decrease) After Transfers
26,22432,76332,763Unrestricted Net Assets, January 1

32,76346,32445,089Unrestricted Net Assets, December 31

RESTRICTED INCOME
14,52515,00018,330Church Offering
3,7504,0004,791Donations - Miscellaneous

38,00038,00039,000G.C. - K-12 Reversion Subsidy
56,27557,00062,121Restricted Income Received

(56,275)(57,000)(62,121)Released from Restrictions
000Net Increase (Decrease)
000Temporarily Restricted Net Assets, Jan 1

000Temporarily Restricted Net Assets, Dec 31



     Appendix A-11.09
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - ACADEMY OPERATING FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-13
ACTUALBUDGETACTUAL

19X920X020X0
INCOME

25,15932,00036,538Net Assets Released from Restrictions

EXPENSE

38,00040,00040,000Academy "A" Regular Subsidy
22,00024,00024,000Academy "B" Regular Subsidy

5001,0003,000Academy "A" Scholarships
5001,0003,000Academy "B" Scholarships

61,00066,00070,000Total Expense

(35,841)(34,000)(33,462)Net Increase (Decrease) From Operations

TRANSFERS IN (OUT)

24,00025,00025,000Unallocated Tithe Function
16,00019,00019,000Unallocated Nontithe Function
40,00044,00044,000Net Transfers In (Out)

4,15910,00010,538Net Increase (Decrease) After Transfers
(1,774)2,3852,385Unrestricted Net Assets, January 1

2,38512,38512,923Unrestricted Net Assets, December 31

RESTRICTED INCOME
22,68325,00028,297Church Offering
2,4762,0003,241Donations - Individuals

05,0005,000Union Conference Donation - Subsidy
25,15932,00036,538Restricted Income Received

(25,159)(32,000)(36,538)Released from Restrictions
000Net Increase (Decrease)
000Temporarily Restricted Net Assets, Jan 1

000Temporarily Restricted Net Assets, Dec 31



     Appendix A-11.10
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - COMMUNITY SERVICES FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-28
ACTUALBUDGETACTUAL

19X920X020X0INCOME

2,6341,7501,477Net Assets Released from Restrictions

EXPENSE

439500465General Supplies and Expense
227250249Uniform Expense

61,96891,00025,763Community Serv Approp to Churches
62,63491,75026,477Total Expense

(60,000)(90,000)(25,000)Net Increase (Decrease) From Operations

TRANSFERS IN (OUT)

60,00090,00025,000Ingathering Reversion Function

000Net Increase (Decrease) After Transfers
000Unrestricted Net Assets, January 1

000Unrestricted Net Assets, December 31

RESTRICTED INCOME
4,0534,0003,865Church Offerings

95100287Donations - Miscellaneous
4,1484,1004,152Restricted Income Received

(2,634)(1,750)(1,477)Released from Restrictions
1,5142,3502,675Net Increase (Decrease)
2,4543,9683,968Temporarily Restricted Net Assets, Jan 1

3,9686,3186,643Temporarily Restricted Net Assets, Dec 31



     Appendix A-11.11
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - INGATHERING REVERSION FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-33
ACTUALBUDGETACTUAL

19X920X020X0INCOME

116,891149,90086,632Net Assets Released from Restrictions

EXPENSE
48,89149,90051,632Ingath Rev Approp to Churches (2)

68,000100,00035,000Net Increase (Decrease) From Operations

TRANSFERS IN (OUT)
(1,500)(2,000)(2,000)Church School Building Function (1)
(4,000)(5,000)(5,000)Academy Capital Function (1)
(2,500)(3,000)(3,000)Youth Camp Operating Function (2)

(60,000)(90,000)(25,000)Community Services Function (2)
(68,000)(100,000)(35,000)Net Transfers In (Out)

000Net Increase (Decrease) After Transfers
000Unrestricted Net Assets, January 1

000Unrestricted Net Assets, December 31

(1) Member Donated.
(2) Non-member Solicited.

RESTRICTED INCOME
128,341130,000142,038Ingathering Reversion for the Year

(116,891)(149,900)(86,632)Released from Restrictions
11,450(19,900)55,406Net Increase (Decrease)
14,96026,41026,410Temporarily Restricted Net Assets, Jan 1

26,4106,51081,816Temporarily Restricted Net Assets, Dec 31



     Appendix A-11.12
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - GENERAL ADMINISTRATION FUNCTION
STATEMENT OF FINANCIAL ACTIVITY
Years Ended December 31, 20X0 and 19X9

Schedule 15-36
ACTUALBUDGETACTUAL

19X920X020X0
EXPENSES AND LOSSES

68,09168,60069,020Salaries and Wages
4,3204,5004,500Area Travel

642680653Miscellaneous Allowances
3,8193,8003,946Health Care Assistance
2,5952,7002,628Tuition Assistance

79,46780,28080,747Total Remuneration & Allowances
19,35518,00018,150Travel, Regular
7,5056,8406,630Travel, Special

26,86024,84024,780Total Travel
02,7402,761Retirement Contribution - DC Plan

765790791Medical & Survivor Insurance
3,3573,4003,399Social Security Contribution

210215218Workers' Compensation Insurance
4,3327,1457,169Total Undistributed Benefits

110,659112,265112,696Total Remuneration & Related

2,2473,4503,567Supplies: Public Affairs
2,3534,0003,859Supplies: Treasury
7,4759,3007,338General Office Expense
3,1724,0002,407Entertainment & Subscriptions

04,5005,635Interest Expense
05,0001,950Legal Expense

1,4252,0001,825Postage
680721665Maintenance and Repairs
830881813Utilities

13,16415,00013,531Telephone
54000Realized Loss, Sale of Assets

0015,272Unrealized Loss, Securities Value
31,88648,85256,862Total Miscellaneous Expense

142,545161,117169,558Total Expenses and Losses

(142,545)(161,117)(169,558)Net Increase (Decrease) From Operations

TRANSFERS IN (OUT)
144,075168,200168,200Unallocated Tithe Function

4,0002,0002,000Unallocated Nontithe Function
(1,558)(1,676)(1,676)Unexpended Plant Fund

146,517168,524168,524Net Transfers In (Out)

3,9727,407(1,034)Net Increase (Decrease) After Transfers
6,64710,61910,619Unrestricted Net Assets, January 1

10,61918,0269,585Unrestricted Net Assets, December 31



     Appendix A-11.13
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - SUMMARY OF EXPENSE BY FUNCTION AND OBJECT
Year Ended December 31, 20X0

Schedule 16
SupportSpecialPublishingEducationChurch

BudgetActualServices& OtherProgramProgramProgram
20X020X0FunctionsFunctionsFunctionsFunctionsFunctionsPayroll and Related

1,147,9451,164,05277,73520,40029,097501,566535,254Salaries and Wages
4,5004,5004,5000000Area Travel
1,4501,437573000864Auto Insurance
8,0008,4310004617,970Moving Allowance
1,0001,000105405060745Holiday Gift

40,00042,1544,349067514,85622,274Health Care Assistance
20,00022,9552,737007,52812,690Tuition Assistance

1,222,8951,244,52989,99920,44029,822524,471579,797Basic Pay & Allowances

88,50092,16819,7221,5093,0663,25064,621Travel, Regular
30,00030,43010,1292502621,76018,029Travel, Special

118,500122,59829,8511,7593,3285,01082,650Total Travel

45,91846,5623,1098161,16420,06321,410Retirement Cont. - DC Plan
13,84213,9848721651655,7357,047Med & Surv Insurance
60,85061,6923,5291,0201,45737,55818,128FICA Contribution
6,1755,41524440553,3141,762Workers' Comp Insurance

126,785127,6537,7542,0412,84166,67048,347Taxes and Benefits

1,468,1801,494,780127,60424,24035,991596,151710,794Total Payroll and Related

General Expense

21,5008,1002,4072,648003,045Promotion & Entertainment
48,00044,81014,3511,6121,8979,74517,205Phone & Utilities
19,45017,42448330202,71113,928Repair & Maintenance
64,05065,871000065,871Evangelistic Programs

513,800478,8570100,3080355,41423,135Appropriations
4,5005,6355,6350000Interest Expense

015,27215,2720000Unrealized Loss Sec Value
205,200221,421221,4210000Retirement Cont. - DB Plan
233,729209,96637,85540,13810,43229,41892,123Supplies & General Exp.

1,110,2291,067,356297,424145,00812,329397,288215,307Total General Expense

2,562,136425,028169,24848,320993,439926,101Total Expense, 20X0

2,578,409402,567235,22148,985964,006927,630Total Budget, 20X0



     Appendix A-11.14
LOCAL CONFERENCE OF SEVENTH-DAY ADVENTISTS
OPERATING FUND - REPORT OF REMUNERATION EXPENSE BY EMPLOYEE
Year Ended December 31, 20X0

TotalSpecialRegularTuition HealthcareVariousSalaries
20X0TravelTravelAssist. Assist.Allow.& WagesChurch Program Functions

Pastors & Bible Workers
29,8354611,9872,5011,2192,36721,300Adkins, Jacob S. . . .

471,8853,62634,9266,80716,2986,518403,710   Total Pastors
General Evangelism

14,4351752,5301253201,11510,170Hastings, Lester . . .
51,58468210,1006811,6401,33037,151   Total Evangelism

Campmeeting
8,238092020233606,780Brown, H. W. . . .

16,3015,97192020233608,872   Total Campmeeting
Youth Camp

3,921000003,921   Misc. Employees
Church Ministries Office

35,2161,1844,2551,5001,8422526,410Smith, L. M. . . .
118,7567,75018,6755,0004,0001,73181,600   Total Church Min Office

662,44718,02964,62112,69022,2749,579535,254Total Church Programs

Education Program Functions
Church School Operating

30,86950102,6702,56237524,761Anderson, M.A. . . .
494,5491,21006,77814,319461471,781   Total Church School

Education Office
23,8035502,8507503376019,256Green, M. R. . . .
34,9325503,2507505376029,785   Total Education Office

529,4811,7603,2507,52814,856521501,566Total Education Programs

Publishing Program Functions
27,7521522,67503755024,500Clark, Jones . . .
33,1502623,06606755029,097   Total Publishing Office

Special Services Functions
17,1992501,509004015,400Retzer, H. K. . . .
22,1992501,509004020,400   Total H/T Office

Supporting Services Functions
Administration

37,5102,6153,4268761,2991,44027,854Anderson, John . . .
105,1795,63018,8022,6283,9465,15369,020   Total Administration

Conventions & Meetings
4,4994,49900000   Various Employees

Moving Van
10,1720920109403258,715   Crandall, E. J.

119,85010,12919,7222,7374,3495,17877,735Total Supporting Services

1,367,12730,43092,16822,95542,15415,3681,164,052Total Remuneration, 20X0
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     Appendix A-12.01
LOCAL CONFERENCE AND RELATED ORGANIZATIONS
Consolidated Statement of Financial Position
December 31, 20X0 and 19X9

ConsolidatedInter-AdventistConference
19X920X0OrganizationAdventistBookand
TotalTotalEliminationsAcademyCenterAssociationASSETS

Current Assets
776,3991,480,6160186,92057,4561,236,240Cash (Note 2)
540,968525,696000525,696Investments (Note 3)
661,687637,757(74,007)207,27279,018425,474Accounts Receivable (Note 4)

16,67318,62001,000017,620Notes & Loans Receivable (Note 5)
375,830377,3800130,116231,17816,086Inventory & Prepaid Expense 

2,371,5573,040,069(74,007)525,308367,6522,221,116Total Current Assets

8,061,1329,639,06402,940,98577,8036,620,276Plant Assets, Net  (Note 6)

Other Assets
58,49092,25006,000086,250Notes Receivable, Long-term (Note 5)

100,000150,000000150,000Irrevocable Split-int. Agree. (Note 1j)
For Other Than Operating Funds:

1,368,8791,721,8360194,2035,1501,522,483Cash & Investments (Note 3)
57,00050,000(450,000)00500,000Notes & Loans Receivable (Note 7)
28,60524,53400024,534Accrued Interest Receivable

1,612,9742,038,620(450,000)200,2035,1502,283,267Total Other Assets

12,045,66314,717,753(524,007)3,666,496450,60511,124,659Total Assets

LIABILITIES
Current Liabilities

530,777424,261(74,007)69,855167,809260,604Accounts Payable (Note 8)
18,50663,194002,81360,381Notes Payable, Current (Note 9)
49,60756,80600056,806Offering Trust Funds

598,890544,261(74,007)69,855170,622377,791Total Current Liabilities

Other Liabilities
18,000257,619000257,619Notes Payable, Long-term (Notes 9, 10)
50,00075,00000075,000Irrevocable Due To Others (Note 11)

For Other Than Operating Funds:
1,263,9991,054,861(450,000)450,0007,2111,047,650Notes Payable (Notes 9, 10)

165,667232,543000232,543NPV, Annuity Liability (Note 11)
33,05079,45002,450077,000Agency Liability to Depositors

1,530,7161,699,473(450,000)452,4507,2111,689,812Total Other Liabilities
2,129,6062,243,734(524,007)522,305177,8332,067,603Total Liabilities

NET ASSETS
914,014948,5820459,003199,843289,736Unrestricted:  Unallocated

1,232,8381,774,776039,12801,735,648Unrestricted:  Allocated
7,523,5118,991,04002,490,98567,7796,432,276Unrestricted:  Net Invested in Plant
9,670,36311,714,39802,989,116267,6228,457,660Total Unrestricted 

220,694609,6210105,0755,150499,396Temporarily Restricted (Notes 11, 13)
25,000150,000050,0000100,000Permanently Restricted (Note 14)

9,916,05712,474,01903,144,191272,7729,057,056Total Net Assets

12,045,66314,717,753(524,007)3,666,496450,60511,124,659Total Liabilities & Net Assets

Notes to the financial statements are an integral part of this statement.



Appendix A-12.02
Page 1 of 2LOCAL CONFERENCE AND RELATED ORGANIZATIONS

Consolidated Statement of Changes in Net Assets
Years ended December 31, 20X0 and 19X9

ConsolidatedInter-AdventistConference
19X920X0OrganizationAdventistBookandChanges in
TotalTotalEliminationsAcademyCenterAssociationUnrestricted Net Assets

Unrestricted Revenue and Support:
2,700,2812,767,7670002,767,767Gross Tithe Income
(832,340)(853,008)000(853,008)Tithe Percentages Passed On

1,867,9411,914,7590001,914,759Net Tithe Income
048,71000048,710Conf Operating Donations

345,000373,386000373,386Church Schools Salary Share
89,057104,68212,70000117,382Conf Dept Fees, Sales, & Rent
14,226112,57136,00000148,571Other Funds Operating Income

1,168,0791,238,323001,238,3230Total ABC Sales
(927,021)(965,155)00(965,155)0ABC Cost of Goods Sold

21,02124,7000024,7000ABC Shipping & Finance Charges
565,521605,0640605,06400Academy Tuition and Fees

5,5127,02007,02000Academy Misc Income
544,030578,3400578,34000Academy Auxiliary Income
958,1381,031,50301,031,50300Acad Independent Oper Income

46,68079,05402,100076,954Investment Earnings
4,698,1845,152,95748,7002,224,027297,8682,679,762Total Unrestricted Revenues

446,136578,925028,0750550,850Released from Restrictions (Note 13)
5,144,3205,731,88248,7002,252,102297,8683,230,612Total Unrestricted Revenue & Support

Expenses and Losses: 
966,733992,188000992,188Conf Church Ministries Programs
720,778794,866(208,000)001,002,866Conf Educational Programs

46,76148,32000048,320Conf Publishing Programs
121,806107,971000107,971Conf Special Services Programs

64,10467,04500067,045Conf Other Programs
141,107153,40100153,4010ABC Sales Program Expenses
409,938442,3780442,37800Academy Instructional Expense

40,58044,887044,88700Academy Student Services Expense
30,50036,720036,72000Academy Student Financial Aid

2,542,3072,687,776(208,000)523,985153,4012,218,390Total Program Service Functions
150,363175,999000175,999Conference Office Administration

42,97361,76700061,767Conf Other Supporting Services
216,022221,421000221,421Conf DB Retirement Plan Contrib.

82,41692,574(12,700)0105,2740ABC Admin. Support. Services
111,020153,9780153,97800Acad Institutional Support Expense

30,99734,066034,06600Acad Fund-raising Expense
536,566613,5300613,53000Academy Auxiliary Expense
927,213999,9440999,94400Acad Independent Oper Expense

2,097,5702,353,279(12,700)1,801,518105,274459,187Total Supporting Service Functions
4,639,8775,041,055(220,700)2,325,503258,6752,677,577Total Expenses and Losses

504,443690,827172,000(73,401)39,193553,035Increase (Decrease) from Operations

Net Increase (Decrease) from
(1,069)1,353,208(172,000)204,8856,8851,313,438Nonoperating Activity (Note 16)

Increase (Decrease)
503,3742,044,0350131,48446,0781,866,473Unrestricted Net Assets



Appendix A-12.02
Page 2 of 2LOCAL CONFERENCE AND RELATED ORGANIZATIONS

Consolidated Statement of Changes in Net Assets
Years ended December 31, 20X0 and 19X9

ConsolidatedInter-AdventistConference
19X920X0OrganizationAdventistBookandChanges in
TotalTotalEliminationsAcademyCenterAssociationTemporarily Restricted Net Assets

Restricted Income Received
93,195109,609000109,609Conf Subsidies & Appropriations

349,123432,707000432,707Conf Offerings and Donations
015,00000015,000Matured Deferred Gifts
047,59500047,595New Irrevocable Split-interest Agree.

6,69152,89800052,898Change in Irrevocable Agree. (Note 11)
4,777(11,584)000(11,584)Unrealized Gain (Loss) Invest. Value

0366,202000366,202Restricted Capital Additions
15,0001,000001,0000ABC Restricted Donations
45,000228,5000228,50000Acad Subsidies & Appropriations
28,00043,750043,75000Acad Restricted Donations

0250025000Restricted Endowment Income
541,7861,285,9270272,5001,0001,012,427Restricted Income Received

Released from Restrictions (Note 13):
(399,126)(578,925)0(28,075)0(550,850)Operating
(63,425)(318,075)0(139,350)(8,225)(170,500)Capital

Increase (Decrease)
79,235388,9270105,075(7,225)291,077Temporarily Restricted Net Assets

Changes in
Permanently Restricted Net Assets

25,000125,000045,000080,000True Endowment Donations
Increase (Decrease)

25,000125,000045,000080,000Permanently Restricted Net Assets

CONSOLIDATED TOTALS

Increase (Decrease):
503,3742,044,0350131,48446,0781,866,473Unrestricted Net Assets

79,235388,9270105,075(7,225)291,077Temporarily Restricted Net Assets
25,000125,000045,000080,000Permanently Restricted Net Assets

607,6092,557,9620281,55938,8532,237,550Increase (Decrease) in Net Assets
9,308,4489,916,05702,862,632233,9196,819,506Net Assets, Beginning of Year
9,916,05712,474,01903,144,191272,7729,057,056Net Assets, End of Year

Notes to the financial statements are an integral part of this statement.
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LOCAL CONFERENCE AND RELATED ORGANIZATIONS
Consolidated Statement of Cash Flows
Years Ended December 31, 20X0 and 19X9

ConsolidatedInter-AdventistConference
19X920X0OrganizationAdventistBookand
TotalTotalEliminationsAcademyCenterAssociation

Cash Flows from Operating Activities:
560,5992,557,9620281,55938,8532,237,550Increase (Decrease) in Net Assets

4,377,61400000Prior Period Adjustment
Adjustments to reconcile change in
net assets to net cash provided:

304,913339,346129,40510,627199,314Depreciation Expense
0(17,105)01,308(18,413)(Gain) Loss on Sale of Plant Assets

(4,266)(45,569)00(45,569)Annuities Actuarial Adj. (Note 11)
7,065(34,845)00(34,845)Annuity Fund Income less Payments

0(25,000)00(25,000)New Irrevocable Split-int. Agree.
(90,000)(510,000)(75,000)(1,000)(434,000)Nonoperating Donations
(14,437)0000Assets Acquired by Financing

(4,189,145)(1,205,000)00(1,205,000)Church & School Properties Added
(10,553)51,2750051,275Unreal (Gain) Loss Invest. Value
(97,668)(15,377)(12,149)8,526(11,754)(Increase) Decrease Accts Receivable

9,008(1,550)7,885(10,182)747(Incr) Decr  Inventory & Prepaid
(52,509)(67,209)9,33418,960(95,503)Increase (Decrease) Accounts Payable

(650)8,59901,40007,199Increase (Decrease) Trust Funds
799,9711,035,5270342,43467,092626,001Net Cash Provided (Used) Operating

Cash Flows from Investing Activities:
22,573607,75007,225600,525Proceeds from Maturity of Investments

(413,910)(882,097)(56,022)0(826,075)Purchase of Investments
75041,91505041,865Proceeds from Sale of Plant Assets

(255,505)(737,088)(240,060)(23,121)(473,907)Purchases of Plant Assets
0(46,000)00(46,000)New Notes Receivable Issued

19,94417,293(75,000)1,000091,293Pmts Received on Notes Receivable
(626,148)(998,227)(75,000)(295,082)(15,846)(612,299)Net Cash Provided (Used) Investing

Cash Flows from Financing Activities:
104,374380,00000380,000Proceeds from External Borrowing

00000Proceeds (Pmts) Interfund Borrowing
(56)1,903001,903Proceeds (Payments) Accts Payable

060,0550060,055Proceeds from New Gift Annuities
22,70664,8570064,857Annuities Investment Income

(15,641)(18,722)00(18,722)Annuity Payments
0(71,345)00(71,345)Distribution of Matured Annuities

90,000510,00075,0001,000434,000Donations for Plant & Endowment
(17,725)(304,831)75,000(75,000)(2,597)(302,234)Principal Payments on Notes Payable
10,00045,00000045,000Net Proceeds from Depositors

193,658666,91775,0000(1,597)593,514Net Cash Provided (Used) Financing

367,481704,217047,35249,649607,216Increase (Decrease) Cash, Equivalents
408,918776,3990139,5687,807629,024Cash and Equivalents, Beginning 
776,3991,480,6160186,92057,4561,236,240Cash and Equivalents, Ending

Supplemental Cash Flow Data:
Cash paid during the year for interest,

66,99059,319(36,000)36,00091658,403on external borrowing only:

Notes to the financial statements are an integral part of this statement.



                                                                                                                                                                          Appendix A-12.04
LOCAL CONFERENCE AND RELATED ORGANIZATIONS
Notes to Consolidated Financial Statements
Years ended December 31, 20X0 and 19X9

Note 1 - Organization Description and Summary of Significant Accounting Policies

Organization Description

Seventh-day Adventist congregations within [briefly describe the territory] have formed the Local Conference of Seventh-day
Adventists (Conference), Local Conference Association of Seventh-day Adventists (Association), Name Adventist Book Center
(ABC), and Name Adventist Academy (Academy).  Because of the relationship between these entities, their financial statements
are consolidated (the Organization).

The Organization's primary purpose is to spread the gospel of Jesus Christ throughout its territory.  The Conference supports the
operation of all churches and schools in its territory, and is a member organization of the Area Union Conference of Seventh-day
Adventists.  The Association holds legal title to all denominational property in its territory, and performs certain fiduciary duties.
The ABC sells religious literature and related merchandise to constituents and their families.  The Academy provides secondary
education to its students, in a religious boarding school environment.

The Conference receives most of its revenue in the form of contributions from individuals in its constituent congregations.  The
Association performs certain fiduciary duties related to trusts, estates, and wills established by members.  The ABC receives
most of its revenue from sales of its merchandise.  It also receives a subsidy in the form of reduced rent on space it occupies
in the Conference office building.  The Academy receives most of its revenue in the form of tuition and other charges from the
parents or guardians of its students.  It also operates a printing press and a laundry to employ students and provide additional
revenue, and it receives operating and capital appropriations from the Conference.

The Organization is a religious not-for-profit organization, and is exempt from Federal, State, and Local income taxes under
the provisions of Section 501 (c) (3) of the Internal Revenue Code and corresponding sections of applicable state and local
codes; except for taxes on Unrelated Business Income as described in Sections 511-514 of the Internal Revenue Code.

Summary of Significant Accounting Policies

(a)  The significant accounting policies of the Organization are essentially the same as generally accepted accounting principles
for not-for-profit organizations as promulgated by the Financial Accounting Standards Board and the American Institute of
Certified Public Accountants.  The significant policies are described below to enhance the usefulness of the financial statements.
The financial statements of the Organization have been prepared on the accrual basis of accounting.

(b)  The preparation of financial statements, in conformity with generally accepted accounting principles, requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period.  Actual results could differ from those estimates.

(c)  Restricted Resources:  The Organization reports gifts of cash and other assets as restricted support if they are received
with donor stipulations that limit the use of the donated assets.  When a donor restriction expires, that is, when a stipulated
time restriction ends or purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions.

The Organization reports gifts of land, buildings, and equipment as unrestricted support unless explicit donor stipulations
specify how the donated assets must be used.  Gifts of long-lived assets with explicit restrictions that specify how the assets
are to be used, and gifts of cash or other assets that must be used to acquire long-lived assets, are reported as restricted support.
Absent explicit donor stipulations about how long those long-lived assets must be maintained, the Organization reports
expirations of donor restrictions when the donated or acquired long-lived assets are placed in service.



                                                                                                                                                                         Appendix A-12.05
Note 1 - Summary of Significant Accounting Policies (continued)

(d)  Plant Assets & Depreciation:  Uses of operating funds for plant acquisitions and debt service payments are accounted for
as committee approved transfers to plant funds.  Such transfers include depreciation funding as well as additional movements
of operating funds to plant funds.  Restricted proceeds from sale of assets and restricted income from plant fund investments
are recorded as restricted support.  Both principal and interest payments made to retire plant fund debt are recorded as Capital
Additions and Deductions.  Plant assets are recorded at cost when purchased or at fair market value at date of gift.  Depreciation
of land improvements, buildings, and equipment is provided over the estimated useful lives of the respective assets on a
straight-line basis.  Depreciation expense is included in operating expense reported by various program and supporting services
in the statement of changes in unrestricted net assets.

In its corporate capacity, the Local Conference Association holds legal title to the church and school properties used by local
church congregations.  The value of these properties is included with plant assets, and the related depreciation expense is
recorded as nonoperating expense in the statement of changes in unrestricted net assets.

(e)  Cash and Equivalents:  Cash equivalents are highly-liquid assets of the operating funds, which are readily convertible to
cash and have a maturity date of less than three months from date of acquisition.  Cash and investments of funds other than
operating are not classified as cash and cash equivalents.  The increase or decrease in nonoperating cash and investments is
reported in the statement of cash flows as proceeds or purchases of investments.

(f)  Fair Value of Financial Instruments:  Following are the major methods and assumptions used to estimate fair values:

Short-term financial instruments are valued at their carrying amounts included in the statement of financial position, which are
reasonable estimates of fair value due to the relatively short period to maturity of the instruments.  This applies to cash, cash
equivalents, accounts receivable, and certain current liabilities.

Investment securities are valued at quoted market price or other reasonably obtainable market value estimate at the reporting
date for those or similar securities.  The difference between aggregate market value and historical cost for each type of security
is recorded in a valuation account.  The change in this account during each period is recognized as a gain or loss.

Notes and loans receivable are valued at the amortized amount receivable at the reporting date.  An allowance has been
recorded based on an estimate of amounts which are not expected to be collected.  Because these loans, by intent and practice,
are expected to be held to maturity, the carrying amount approximates the discounted value of future cash flows expected to be
received.  Because of the difficulty and inherent subjectivity involved in determining fair values, which is not susceptible to
independent substantiation, management has concluded that the amortized face value of loans receivable from related or
affiliated entities approximates fair value.

Notes and loans payable are valued at the amortized amount payable at the reporting date.  Because these loans, by intent
and practice, are expected to be amortized to maturity, the carrying amount approximates the discounted value of the future cash
flows expected to be paid.  Because of the difficulty and inherent subjectivity involved in determining fair values, which is not
susceptible to independent substantiation, management has concluded that the amortized face value of loans payable to related
or affiliated entities approximates their fair value.  Further, because a reasonable estimate of fair value could not be made without
incurring excessive costs, management has not attempted to estimate the fair value of any loans payable to creditors that are not
related or affiliated entities.

(g)  Current Assets & Liabilities:  Assets and liabilities are classified as current or long-term depending on their characteristics.
This excludes from current assets, cash and claims to cash that are restricted to use for other than current operations, committee
allocated for the acquisition or construction of plant assets or for the liquidation of plant fund debt, or held as agent for others.
This excludes from current liabilities, the long-term portion of all debt, plant fund debt payable within the next fiscal year to the
extent covered by designated plant fund liquid assets, or amounts held as fiscal agent for others.  Working capital (current
assets less current liabilities) for the Organization usually reflects working capital of only the operating funds, since usually
no assets or liabilities of the plant, pooled investment, endowment, annuity, or agency funds are classified as current.

(h)  Inventory:  Inventory is stated at the lower of cost or fair value, under the first-in, first-out method.

(i)  Investment Income:  Ordinary income from investments, loans, and the like is accounted for in the fund owning the assets,
except for the endowment fund.  Unrestriced income on endowment fund investments is accounted for as income of the
operating fund.  Restricted income on endowment fund investments is accounted for as restricted support and temporarily
restricted net assets until spent for the restricted purpose designated by the endowment instrument.
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Note 1 - Summary of Significant Accounting Policies (continued)

(j)  Split-interest Agreements:  The Organization acts as a trustee of and/or has a beneficial interest in various kinds of trusts,
annuities, and/or other split-interest agreements.  Other organizations are partial beneficiaries of some of these agreements.  For
those agreements that are irrevocable, the respective donated assets are recorded by the Organization at fair value at the date of
gift or acceptance of agreement.  For those agreements, liabilities are recorded for the present value of the amount due to income
beneficiaries and other remainder beneficiaries.  Conservative discount rates are used to compute the present value of such
liabilities.  Standard actuarial tables and conservative interest rates are used to compute liabilities due to annuitants.  For those
irrevocable agreements that are unconditional, the Organization's remainder interest is classified as unrestricted or temporarily
restricted depending on the terms of each agreement.  For those irrevocable agreements that are conditional, a liability is
recorded as a refundable advance in an amount equal to the value of the respective trust assets.  (See Notes 11 and 12.)

(k)  Affiliated Organizations:  As discussed in Note 1, the Organization operates through several organizations with which it is
affiliated, by reason of economic interest and/or shared membership on the respective governing committees.  Inter-organization
transactions carried on in the ordinary course of business are handled through current accounts receivable and payable, and
are settled generally on a monthly basis.  Other financial transactions involving appropriations, loans, and other long-term
financing, are detailed in Notes 4, 7, 8, 10, and 15 below.  Inter-organization balances receivable and payable, and appropriations
received and made, are eliminated from Organization totals in the consolidated financial statements.

(l)  Fund Accounting:  To ensure observance of limitations and restrictions placed on the use of resources available to the
Organization, the accounts are maintained in accordance with the principles of fund accounting.  Resources are classified for
accounting and reporting into funds established according to their nature and purposes.  Separate accounts are maintained for
each fund; however, in the accompanying consolidated financial statements, funds have been combined within each entity, and
totals are presented for the Organization as a whole.  The various funds are described in further detail below.

Operating Funds:  Unrestricted and restricted resources available for current operations.  For a conference, this fund group
reflects the conference and association operating funds.  For an academy, this fund group reflects the academy operating and
independent operations funds.

Plant Funds:  The Unexpended Plant and Net Invested in Plant Funds.  The Unexpended Plant Fund represents resources
that were donor restricted or committee allocated for plant acquisitions.  Since operating funds allocated by the committee
can be returned to the operating funds by action of the committee, they are included in the unrestricted section of net assets
and appear as Allocated Net Assets.  This balance includes the unused portion of funded depreciation, additional funds
transferred for plant acquisitions, proceeds from sale of plant assets, and unrestricted plant fund investment earnings.  The
Net Invested in Plant Fund represents plant assets acquired, respective accumulated depreciation, and any respective debt.

Pooled Investment Fund:  An Association fund that is regulated by denominational investment policies.  When desired and
permissible, this fund pools assets of irrevocable trusts, and endowment and annuity funds.  Under certain conditions, it can
also hold assets of revocable trusts.  It does not accept investments from operating or plant funds.  The pooled assets are held
on a demand, interest-bearing basis, with the rate not to exceed specified limits.  This is not a unitized fund:  it can accumulate
income in excess of interest paid to depositors, and is responsible for all losses from investment and operating.  Excesses of
income over expense are reported as operating income, and appear as allocated net assets until transferred to another fund
by committee action.  Any losses in excess of allocated net assets would be covered by a transfer from operating funds.

Endowment Fund:  Represents funds that are subject to restrictions of gift instruments requiring that the principal be held in
perpetuity, be invested, and only the income from such investments be used.  The principal of true endowments is reported as
Permanently Restricted Net Assets.  Committee-directed quasi-endowments are reported as Unrestricted Allocated Net Assets.

Annuity Fund:  Represents funds that are subject to the conditions stated in Annuity Agreements.  By denominational policy
all funds received are to be held until maturity, and no portion of such funds received may be used except to meet the regular
annuity payments when they exceed the earnings from investment of Annuity Funds.

Agency Fund:  An accounting entity where funds received by the organization as fiscal agent for other organizations are held.
These funds may be loaned to the Pooled Investment Fund or otherwise invested as directed.

Trust Fund:  An Association fund where assets are held in a trustee capacity.  This fund is limited to certain unconditional,
irrevocable trust agreements that name the Organization as a beneficiary.
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Consolidated
19X920X0EliminationsAcademyABCConf & AssocNote 2 - Cash & Cash Equivalents

4,5004,50009002,0001,600Imprest Cash
76,899235,052046,0204,392184,640Non-interest-bearing Accounts

695,0001,241,0640140,00051,0641,050,000Interest-bearing Accounts
1,480,6160186,92057,4561,236,240Total Cash & Equivalents, 20X0

776,3990139,5687,807629,024Total Cash & Equivalents, 19X9

Note 3 - Investments

ConsolidatedAcademyABCConf & AssocCarrying Amount and Fair Value - 20X0

Investments Held for Operating Purposes
100,00000100,000Certificates of Deposit (term 3+ months)
125,50000125,500U.S. Government Bonds

99,8950099,895Corporate Bonds
102,17700102,177Government Securities Mutual Funds

98,1240098,124Denominational Unitized Funds
525,69600525,696Total Carrying Amount at Fair Value, 20X0

530,89700530,897Total Cost - Held for Operating Purposes
(5,201)00(5,201)Unrealized Appreciation (Decline) in Value, 20X0

Investments Held for Other than Operating
579,853194,2035,150380,500Money Market Accts. and Cert. of Deposit
238,37400238,374U.S. Government Bonds
216,20000216,200Corporate Bonds
137,25900137,259Government Securities Mutual Funds
550,15000550,150Denominational Unitized Funds

1,721,836194,2035,1501,522,483Total Carrying Amount at Fair Value, 20X0

1,749,010194,2035,1501,549,657Total Cost - Held for Other than Operating
(27,174)00(27,174)Unrealized Appreciation (Decline) in Value, 20X0

Composition of Investment Return - 20X0

79,0542,100076,954Investment Income (Interest and Dividends) - Operating
204,9583,615884200,459Investment Income (Interest and Dividends) - Other than Operating
284,0125,715884277,413Total Investment Income (Interest and Dividends), 20X0

0000Realized Gain (Loss) on Sale of Investments - Operating
(15,272)00(15,272)Unrealized Gain (Loss) in Value of Investments - Operating
16,8500016,850Realized Gain (Loss) on Sale of Investments - Other than Operating

(52,853)00(52,853)Unrealized Gain (Loss) in Value of Investments - Other than Operating
Total Net Gain (Loss) on Investments

(51,275)00(51,275)for which carrying value is fair value, 20X0

232,7375,715884226,138Total Investment Return, 20X0

Carrying Amount and Fair Value - 19X9

Investments Held for Operating Purposes
100,00000100,000Certificates of Deposit (term 3+ months)
128,75000128,750U.S. Government Bonds

95,3450095,345Corporate Bonds
108,04500108,045Government Securities Mutual Funds
108,82800108,828Denominational Unitized Funds
540,96800540,968Total Carrying Amount at Fair Value, 19X9

530,89700530,897Total Cost - Held for Operating Purposes
10,0710010,071Unrealized Appreciation (Decline) in Value, 19X9
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Note 3 - Investments (continued)

ConsolidatedAcademyABCConf & AssocCarrying Amount and Fair Value - 19X9

Investments Held for Other than Operating
446,306138,18112,375295,750Money Market Accts. and Cert. of Deposit
256,90400256,904U.S. Government Bonds
147,49600147,496Corporate Bonds
143,97100143,971Government Securities Mutual Funds
374,20200374,202Denominational Unitized Funds

1,368,879138,18112,3751,218,323Total Carrying Amount at Fair Value, 19X9

1,343,200138,18112,3751,192,644Total Cost - Held for Other than Operating
25,6790025,679Unrealized Appreciation (Decline) in Value, 19X9

Composition of Investment Return - 19X9

46,6800046,680Investment Income (Interest and Dividends) - Operating
85,4162,57225182,593Investment Income (Interest and Dividends) - Other than Operating

132,0962,572251129,273Total Investment Income (Interest and Dividends), 19X9

0000Realized Gain (Loss) on Sale of Investments - Operating
11,0780011,078Unrealized Gain (Loss) in Value of Investments - Operating
(9,471)00(9,471)Realized Gain (Loss) on Sale of Investments - Other than Operating
14,7470014,747Unrealized Gain (Loss) in Value of Investments - Other than Operating

Total Net Gain (Loss) on Investments
16,3540016,354for which carrying value is fair value, 19X9

148,4502,572251145,627Total Investment Return, 19X9

Consolidated
19X920X0EliminationsAcademyABCConf & AssocNote 4 - Accounts Receivable

289,603292,400000292,400Church T&O Remittances
109,908116,1020083,12032,982Church & School Accounts

85,37190,629089,2311,3980Customer Accounts
195,063204,1580204,15800Student Accounts

24,83626,5600475026,085Employees' Accounts
00(8,875)008,875Adventist Book Center
00(65,132)0065,132Adventist Academy

(43,094)(92,092)0(86,592)(5,500)0Allowance for Uncollectible
637,757(74,007)207,27279,018425,474Net Accounts Receivable, 20X0

661,687(34,700)195,12387,544413,720Net Accounts Receivable, 19X9

Note 5 - Notes and Loans Receivable - Operating

10,67352,3800052,380Unsecured Church & School Loans
64,49058,49007,000051,490Secured Employee Home Loans @ 8%
75,163110,8707,0000103,870Operating Notes & Loans Receivable
16,67318,62001,000017,620Current Portion
58,49092,25006,000086,250Long-term Portion
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Note 6 - Plant Assets

DepreciationAccumulatedTotal
Expense Net Value DepreciationCost   20X0     

0240,8560240,856LandConference Use:
11,116159,14096,851255,991Land Improvements
54,495803,437652,8291,456,266Buildings
36,500202,041201,930403,971Equipment & Vehicles

01,794,05001,794,050LandChurches & Schools:
97,2033,420,7522,411,4085,832,160Buildings

199,3146,620,2763,363,0189,983,294Conference Plant Assets, 20X0

10,62777,80329,309107,112Equipment & VehiclesAdventist Book Center:

073,000073,000LandAdventist Academy:
8,723130,81942,021172,840Land Improvements

61,9072,236,572300,0572,536,629Buildings
58,775500,594338,542839,136Equipment & Vehicles

129,4052,940,985680,6203,621,605Academy Plant Assets, 20X0

339,3469,639,0644,072,94713,712,011Consolidated Plant Assets, 20X0

   19X9     
0174,8560174,856LandConference Use:

8,33380,92485,735166,659Land Improvements
49,334646,644610,2911,256,935Buildings
31,420154,706169,875324,581Equipment & Vehicles

01,492,80001,492,800LandChurches & Schools:
82,1402,614,2052,314,2054,928,410Buildings

171,2275,164,1353,180,1068,344,241Conference Plant Assets, 19X9

9,02366,66719,14185,808Equipment & VehiclesAdventist Book Center:

073,000073,000LandAdventist Academy:
8,404138,80834,032172,840Land Improvements

59,6432,133,581243,0082,376,589Buildings
56,626484,941274,175759,116Equipment & Vehicles

124,6732,830,330551,2153,381,545Academy Plant Assets, 19X9

304,9238,061,1323,750,46211,811,594Consolidated Plant Assets, 19X9

Note 7 - Notes & Loans Receivable - Other than Operating
Consolidated

19X920X0EliminationsAcademyABCConf & AssocLoans Receivable (Unsecured)
57,00050,00000050,000SDA Church; Interest at 7%

Notes Receivable (Secured)
00(236,000)00236,000SDA Academy: Interest at 8%
00(214,000)00214,000SDA Academy: Interest at 8%
00(450,000)00450,000Total Notes Receivable (Secured)

57,00050,000(450,000)00500,000Total Notes & Loans Receivable

Note 8 - Accounts Payable

85,80097,50000097,500Union Conference, Tithe & Offerings
00(74,007)54,12119,8860Local Conference, Charges

10,4096,5100006,510Employee Accounts
415,286307,135015,734147,923143,478Commercial Accounts

19,28213,11600013,116Miscellaneous
424,261(74,007)69,855167,809260,604Total Accounts Payable, 20X0

530,777(34,700)60,521148,849356,107Total Accounts Payable, 19X9
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Note 9 - Notes Payable (Unsecured - Operating)

Consolidated
19X920X0EliminationsAcademyABCConf & Assoc

Security Bank; $200,000 at 9% interest,
0200,000000200,00060 monthly payments of $4,152.

XYZ Corp.; $100,000 at 9% interest,
0100,000000100,00048 monthly payments of $2,489.

First State Bank; $18,000 at 9% interest,
33,90918,00000018,00036 monthly payments of $572.
33,909318,000000318,000Total Notes Payable - Operating
15,90960,38100060,381Current Portion
18,000257,619000257,619Long-term Portion

Note 10 - Notes Payable - Other than Operating

Plant Debt (Secured)
First Bank; $80,000 at 8.5% interest,

080,00000080,00096 monthly payments of $1,151.
Lessor Corp., $14,500 at 8.0% interest,

12,62110,0240010,024060 monthly payments of $293.
Local Conf. Assoc.; 8% int. payable

00(450,000)450,00000monthly, princ. due 75,000 per year.
12,62190,024(450,000)450,00010,02480,000Total Secured Plant Debt

Assoc. Pooled Fd (Unsecured - Demand)
385,750224,425000224,4258 Revocable Trusts @ 4.5-6.0%
868,225743,225000743,22520 Irrevocable Trusts @ 4.0-5.0%

1,253,975967,650000967,650Total Demand Notes Payable

1,266,5961,057,674(450,000)450,00010,0241,047,650Total Notes Payable - Nonoperating

1,038,140(75,000)75,0002,8131,035,32720X1For Notes 9 & 10:
77,032(75,000)75,0003,04673,98620X2Principal due during
84,182(75,000)75,0003,29880,88420X3the next five years:
82,133(75,000)75,00086781,26620X4
57,713(75,000)75,000057,71320X5
36,474(75,000)75,000036,474Future

1,375,674(450,000)450,00010,0241,365,650Total

Note 11 - Change in Annuities and Irrevocable Split-interest Agreements
TotalTotalTemporarily
19X920X0RestrictedUnrestrictedChanges in Gift Portion - Conf Assoc Operating Fund

5,0007,5007,500Investment Income on Irrevocable Assets
500750750Actuarial Adjustment from (to) Present Value

(5,000)(7,500)(7,500)Required Payments to Income Beneficiaries
500750750Net Adjustment to Value

025,00025,000Gift Portion of New Agreements Added
000Realized Gain (Loss) on Sale of Investments

(500)(750)(750)Unrealized Gain (Loss) in Value of Investments
025,00025,000Increase (Decrease) for the Year

Changes in Liability to Others - Conf Assoc Operating Fund
40,50040,00040,000NPV Liability to Income Beneficiaries, Beginning

(500)(750)(750)Actuarial Adjustments (including maturities)
025,00025,000Liability of New Agreements Added

40,00064,25064,250NPV Liability to Income Beneficiaries, Ending
10,00010,75010,750Liability Due to Other Remainder Beneficiaries
50,00075,00075,000Total Liability to Others
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Note 11 - Change in Annuities and Irrevocable Split-interest Agreements (continued)

TotalTotalTemporarily
19X920X0RestrictedUnrestrictedChanges in Gift Portion - Conf Assoc Annuity Fund

22,70664,85731,51633,341Investment Income on Annuity Assets
4,26645,56930,65714,912Actuarial Adjustment from (to) Present Value

(15,641)(18,722)(10,025)(8,697)Required Payments to Annuitants
11,33191,70452,14839,556Net Adjustment to Value of Annuities

060,05522,59537,460Gift Portion of New Annuities Added
0000Realized Gain (Loss) on Sale of Investments

10,553(22,295)(10,834)(11,461)Unrealized Gain (Loss) in Value of Investments
0(46,210)(46,210)0Distributions from Matured Restricted Annuities

21,88483,25417,69965,555Increase (Decrease) for the Year
86,543108,42758,47849,949Net Assets, Beginning

0(25,135)0(25,135)Transfer of Unrestricted Maturity to Operating Fund
108,427166,54676,17790,369Net Assets, Ending

Changes in Liability to Annuitants - Conf Assoc Annuity Fund
169,933165,66789,17976,488Present Value of Liability, Beginning

(4,266)(45,569)(30,657)(14,912)Actuarial Adjustments (including maturities)
0112,44552,40560,040Liability of New Annuities Added

165,667232,543110,927121,616Present Value of Liability, Ending

Note 12 - Split-interest Agreements

As of December 31, 20X0 and 19X9, respectively, the Organization served as trustee of xx and xx charitable remainder trusts,
and xx and xx other unconditional irrevocable trusts.  In accordance with accounting principles generally accepted by the
denomination, the assets, liabilities, and net assets related to these trusts have been included in these financial statements.

As of December 31, 20X0 and 19X9, respectively, the Organization served as trustee of xx and xx conditional irrevocable
trusts totaling $xxx and $xxx, and of xx and xx other irrevocable trusts of which the Organization was not a named
beneficiary.  In accordance with accounting principles generally accepted by the denomination, the assets of these trusts,
and appropriate liabilities totaling an equal amount, have been included in these financial statements.

As of December 31, 20X0 and 19X9, respectively, the Organization served as trustee of xx and xx revocable trusts.  Since
the trustors of these agreements have reserved the right to direct and control investment of the related assets, no assets or
liabilities related to these trusts are included in these financial statements.

The Organization is generally a remainder beneficiary of at least a portion of these various trust assets.  See Note 1j for a
description of the method used to determine fair value of the assets and liabilities related to these trusts.  Also, the Organization
may be a beneficiary of wills or trusts administered by other trustees, of which the Organization may not be aware.

The General Conference Auditing Service has performed a review of the Organization's fiduciary administration of the
agreements for which the Organization is trustee, and has issued a separate report thereon dated (month day, year).

Note 13 - Temporarily Restricted Net Assets
BalanceRestrictionsRestrictedBalance

20X0 Released Income19X9Temporarily restricted for the following purposes:

Conference & Association:
28,375210,876238,354897Church Programs
50,000205,337205,33750,000Education Programs

108,083134,637184,83557,885Special Services
186,458550,850628,526108,782Sub-total Operating Functions

080,00080,0000Land Improvements
225,00050,000240,00035,000Buildings
11,76140,50046,2026,059Equipment

236,761170,500366,20241,059Sub-total Capital/Plant Functions
423,219721,350994,728149,841Total Conf. & Assoc. Temporarily Restricted

Adventist Book Center:
5,1508,2251,00012,375New Branch Equipment



     Appendix A-12.12
Note 13 - Temporarily Restricted Net Assets (continued)

BalanceRestrictionsRestrictedBalance
20X0 Released Income19X9Temporarily restricted for the following purposes:

Adventist Academy:
7,00016,50023,5000Educational & General
2,42511,57514,0000Student Financial Aid
9,42528,07537,5000Sub-total Operating Functions

95,650109,350205,0000Educ. & Gen. Capital Improvements
030,00030,0000Indep. Oper. Capital Improvements

95,650139,350235,0000Sub-total Capital/Plant Functions
105,075167,425272,5000Total Academy Temporarily Restricted

Note 14 - Permanently Restricted Net Assets
BalanceRestrictionsRestrictedBalance

20X0 Released Income19X9Permanently restricted net assets are restricted to:
100,000080,00020,000Conference & Association True Endowment
50,000045,0005,000Adventist Academy True Endowment

150,0000125,00025,000Total Permanently Restricted

Note 15 - Related Party Transactions

As explained in Note 1, the Conference is affiliated with the Seventh-day Adventist Academy.  Balances receivable from and
payable to the Academy are disclosed in Notes 4, 7, & 10.  During the years 20X0 and 19X9, appropriations were made to the
Academy as follows:  operating subsidies $70,000 and $61,000, and capital appropriations $138,000 and $70,000; for total
appropriations of $208,000 and $131,000, respectively.  These amounts are eliminated in the consolidated totals.

Note 16 - Unrestricted Nonoperating Activity
Consolidated

19X920X0EliminationsAcademyABCConf & Assoc
21,91346,39603,61588441,897Investment Income
31,00027,920(70,000)97,92000Unrestricted Subsidies Received
18,00000000Donated Plant Assets

01,205,0000001,205,000Church & School Properties Added
70,9131,279,316(70,000)101,5358841,246,897Nonoperating Revenue

(818)(916)36,000(36,000)(916)0Interest Paid on External Borrowing
(82,140)(97,203)000(97,203)Church & School Prop. Depreciation
(82,958)(98,119)36,000(36,000)(916)(97,203)Nonoperating Expense

(9,471)16,85016,850Realized Gain (Loss) Sale of Invest.
14,747(42,019)(42,019)Unrealized Gain (Loss) Value of Invest.
5,276(25,169)000(25,169)Net Gain (Loss) on Investments

12,75041,915005041,865Proceeds from Sale of Plant Assets
(475)(24,810)00(1,358)(23,452)Net Value of Plant Assets Sold

12,27517,10500(1,308)18,413Net Gain (Loss) on Sale of Assets
(255,505)(523,967)0(240,060)0(283,907)Unexpended Plant Resources Spent
255,505523,9670240,0600283,907Purchases Added to Net Invested

000000Net Transfers Between Funds
(6,575)180,075(138,000)139,3508,225170,500Released from Restrictions (Note 14)
(1,069)1,353,208(172,000)204,8856,8851,313,438Net Nonoperating Activity

Note 17 - Contingent Liabilities and Concentrations of Risk

The Conference has guaranteed certain liabilities of local church congregations and school constituencies payable to the Union
Revolving Fund.  These loans were used to acquire certain assets that are included within church and school properties in Note 6.
[Some of these properties are recorded as collateral for some of these loans.]  The total balance due on these loans was $1,430,500
and $1,039,750 at December 31, 20X0 and 19X9, respectively.  Principal and interest payments on these loans are scheduled to be
made by the local congregations and constituencies.  At December 31, 20X0, no church congregations or school constituencies
were delinquent on their payment schedules.
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Note 17 - Contingent Liabilities and Concentrations of Risk (continued)

The Conference receives most of its revenue in the form of contributions from members living within its territory.  The amount
of contributions are subject to economic conditions that could cause loss of income among church members.  The amount of
contributions could also be subject to decrease if any significant number of individuals cease to be active members.

The Conference's assets include $552,380 of loans receivable from related organizations and $51,490 of loans receivable
from employees.  These loans represent 5.2% of the Conference's total assets.  The amounts due from related organizations
are eliminated in the consolidated totals.  Management's estimate of the collectibility of these loans could be subject to a
similar economic impact as mentioned above for contribution revenue.

Cash held by the Conference, which exceeded the federally insured limits at certain times during the year and at year end,
is deposited with high-credit-quality financial institutions.

The Adventist Book Center receives most of its revenue from sales of merchandise.  It is subject to the effect of economic
trends that may decrease the ability of customers to purchase its merchandise.  Also, it purchases most of its inventory from
three major suppliers.  There is a risk that suppliers' pricing and product decisions could conflict with the entity's sales
and operating objectives.

The Adventist Academy receives most of its revenue from student-related activity.  Budget and staff employment decisions
each year typically must be made before actual enrollment is known.  There is a risk that actual enrollment will be less than
anticipated, which would reduce the ability of the Academy to finance its budgeted level of operations.

Note 18 - Working Capital and Liquidity - Operating Funds
Consolidated

19X920X0EliminationsAcademyABCConf & AssocWORKING CAPITAL
2,371,5573,040,069(74,007)525,308367,6522,221,116Total Current Assets
(598,890)(557,425)74,007(69,855)(170,622)(390,955)Total Current Liabilities

1,772,6672,482,6440455,453197,0301,830,161Total Working Capital
1,545,0311,992,704(450,000)817,575309,6541,315,475* Recommended Working Capital

227,636489,940450,000(362,122)(112,624)514,686Working Capital Excess (Deficit)

114.73%124.59%55.71%63.63%139.13%Percent of Recommended

3.965.457.522.155.68Current Ratio

LIQUIDITY
776,3991,480,6160186,92057,4561,236,240Cash
540,968525,696000525,696Investments
289,603292,400000292,400Accts Receivable-Church Remittances

1,606,9702,298,7120186,92057,4562,054,336 Total Liquid Assets
(598,890)(557,425)74,007(69,855)(170,622)(390,955)Current Liabilities
(204,122)(240,622)000(240,622)Capital Functions Net Assets
(120,694)(216,969)0(18,750)0(198,219)Temporarily Restricted Net Assets **
(923,706)(1,015,016)74,007(88,605)(170,622)(829,796) Total Commitments
683,2641,283,69674,00798,315(113,166)1,224,540 Liquid Assets Surplus (Deficit)

173.97%226.47%210.96%33.67%247.57%Percent Liquid Assets to Commitments

* Calculation of Recommended Working Capital:
586,124612,594000612,59425% of Conf. Unrestricted Income ***

2,5796,4210006,42120% of Assoc. Unrestricted Income
306,722348,8250348,8250015% of Acad. Operating Expense

87,54479,0180079,0180ABC Accounts Receivable, Net
219,246230,63600230,6360ABC Inventory

18,000257,619(450,000)450,0000257,619Long-Term Payable
204,122240,622000240,622Allocated Net Assets - Capital
120,694216,969018,7500198,219Temporarily Restricted Net Assets**

1,545,0311,992,704(450,000)817,575309,6541,315,475Total Recommended Working Capital

** Excluding amounts covered by specific non-current assets.
*** Excluding matured trusts and wills, and excluding releases from restrictions.
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Note 19 - Pension and Other Post-Retirement Benefits

Defined Benefit Plans

Income Security Act of 1974 as a multiple-employer plan of a church-related agency.
the General Conference of Seventh-day Adventists in Silver Spring, Maryland, and is exempt from the Employee Retirement
Plan of the North American Division."  This plan, which covers substantially all employees of the Organization, is administered by
The Organization participates in a non-contributory, defined benefit pension plan known as the "Seventh-day Adventist Retirement

church-related agency.
Spring, Maryland, and is exempt from the Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a
substantially all employees of the Organization, is administered by the General Conference of Seventh-day Adventists in Silver
Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American Division."  This plan, which covers
The Organization also participates in a non-contributory, defined benefit health care plan known as the "Health Care Assistance

years ended December 31, 20X0 and 19X9.
The Organization contributed the following amounts to these plans (for retiree pension and retiree health care benefits) for the

                                Contributions            Conf. & Assoc.          ABC           Academy          Consolidated
                                       20X0                    $221,421             $14,093          $44,878               $280,392
                                       19X9                    $216,022             $15,565          $54,752               $286,339

Assistance Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American Division.
exceeded the estimated market value of plan assets, for that plan.  No actuarial evaluation has been obtained for the Health Care
Plan of the North American Division, as of December 31, 1998, the actuarially computed value of accumulated plan benefits
apart from other plan participants.  However, based on the latest actuarial evaluation of the Seventh-day Adventist Retirement
possible, to determine the actuarial present value of accumulated benefits or plan net assets for employees of the Organization
These plans are defined by the Financial Accounting Standards Board as multiemployer plans.  As such, it is not required, nor is it

1999.  Certain employees will continue to be eligible for future benefits under these plans.
2000.  The Organization is scheduled to continue making contributions (at a reduced rate) to the frozen plans after December 31,
except for employees who choose the career completion option, and to start a new defined contribution plan effective January 1,
The North American Division Committee voted to freeze accrual of service credit in these plans effective December 31, 1999,

Defined Contribution Plan

Security Act of 1974 as a multiple-employer plan of a church-related agency.
Conference of Seventh-day Adventists (GC) in Silver Spring, Maryland, and is exempt from the Employee Retirement Income
Retirement Plan."  This plan, which covers substantially all employees of the Organization, is administered by the General
Effective January 1, 2000, the Organization participates in a defined contribution retirement plan known as "The Adventist

contributions designated for each employee is provided under an agreement between the GC and VALIC.
Assoc. $46,562, ABC $5,368, Academy $32,638, and Consolidated $84,568.  Investment management of the accumulated
percentage of each employee's earnings and a stated matching percentage of certain employee voluntary contributions.  Conf. &
The Organization contributed the following amounts to the plan for the year ended December 31, 20X0, based on a stated



          Appendix A-12.15LOCAL CONFERENCE AND RELATED ORGANIZATIONS
Consolidated Statement of Financial Position
December 31, 19X9

ConsolidatedInter-AdventistConference(PRIOR YEAR WORKSHEET)
19X9OrganizationAdventistBookand
TotalEliminationsAcademyCenterAssociationASSETS

Current Assets
776,3990139,5687,807629,024Cash (Note 2)
540,968000540,968Investments (Note 3)
661,687(34,700)195,12387,544413,720Accounts Receivable (Note 4)

16,67301,000015,673Notes and Loans Receivable (Note 5)
375,8300138,001220,99616,833Inventory & Prepaid Expense 

2,371,557(34,700)473,692316,3471,616,218Total Current Assets

8,061,13202,830,33066,6675,164,135Plant Assets, Net  (Note 6)

Other Assets
58,49007,000051,490Notes Receivable, Long-term (Note 5)

100,000000100,000Irrevocable Split-int. Agree. (Note 1j)
0For Other Than Operating Funds:

1,368,8790138,18112,3751,218,323Cash & Investments (Note 3)
57,000(525,000)00582,000Notes & Loans Receivable (Note 7)
28,60500028,605Accrued Interest Receivable

1,612,974(525,000)145,18112,3751,980,418Total Other Assets

12,045,663(559,700)3,449,203395,3898,760,771Total Assets

LIABILITIES
Current Liabilities

530,777(34,700)60,521148,849356,107Accounts Payable (Note 8)
18,506002,59715,909Notes Payable, Current (Note 9)
49,60700049,607Offering Trust Funds

598,890(34,700)60,521151,446421,623Total Current Liabilities

Other Liabilities
18,00000018,000Notes Payable, Long-term (Notes 9, 10)
50,00000050,000Irrevocable Due To Others (Note 11)

0For Other Than Operating Funds:
1,263,999(525,000)525,00010,0241,253,975Notes Payable (Notes 9, 10)

165,667000165,667NPV, Annuity Liability (Note 11)
33,05001,050032,000Agency Liability to Depositors

1,530,716(525,000)526,05010,0241,519,642Total Other Liabilities
2,129,606(559,700)586,571161,4701,941,265Total Liabilities

NET ASSETS
914,0140438,442167,498308,074Unrestricted:  Unallocated

1,232,8380113,86001,118,978Unrestricted:  Allocated
7,523,51102,305,33054,0465,164,135Unrestricted:  Net Invested in Plant
9,670,36302,857,632221,5446,591,187Total Unrestricted 

220,6940012,375208,319Temporarily Restricted (Notes 11, 13)
25,00005,000020,000Permanently Restricted (Note 14)

9,916,05702,862,632233,9196,819,506Total Net Assets

12,045,663(559,700)3,449,203395,3898,760,771Total Liabilities & Net Assets

Notes to the financial statements are an integral part of this statement.



          Appendix A-12.16LOCAL CONFERENCE AND RELATED ORGANIZATIONS
Consolidated Statement of Cash Flows
Year Ended December 31, 19X9
(PRIOR YEAR WORKSHEET)

ConsolidatedInter-AdventistConference
19X9OrganizationAdventistBookand
TotalEliminationsAcademyCenterAssociation

Cash Flows from Operating Activities:
560,5990117,69740,989401,913Increase (Decrease) in Net Assets

4,377,6140004,377,614Prior Period Adjustment
Adjustments to reconcile change in
net assets to net cash provided:

304,913124,6739,023171,217Depreciation Expense
0000(Gain) Loss on Sale of Plant Assets

(4,266)00(4,266)Annuities Actuarial Adj. (Note 11)
7,065007,065Annuity Fund Income less Pmts.

0000New Uncond. Irrevocable Agree.
(90,000)(55,000)(15,000)(20,000)Nonoperating Donations
(14,437)0(14,437)0Assets Acquired by Financing

(4,189,145)00(4,189,145)Church & School Properties Added
(10,553)00(10,553)Unreal (Gain) Loss in Fair Value
(97,668)(9,885)(13,724)(74,059)(Increase) Decrease Accts Receivable

9,0084,0036,619(1,614)(Incr) Decr  Inventory & Prepaid
(52,509)8,994(7,560)(53,943)Increase (Decrease) Accounts Payable

(650)0(150)0(500)Increase (Decrease) Trust Funds
799,9710190,3325,910603,729Net Cash Provided (Used) Operating

Cash Flows from Investing Activities:
22,5730022,573Proceeds from Maturity of Investments

(413,910)(45,000)(12,375)(356,535)Purchase of Investments
75000750Proceeds from Sale of Plant Assets

(255,505)(124,462)(5,213)(125,830)Purchases of Plant Assets
0000New Notes Receivable Issued

19,944(5,000)1,000023,944Pmts Received on Notes Receivable
(626,148)(5,000)(168,462)(17,588)(435,098)Net Cash Provided (Used) Investing

Cash Flows from Financing Activities:
104,37400104,374Proceeds from External Borrowing

0000Proceeds (Pmts) Interfund Borrowing
(56)00(56)Proceeds (Payments) Accts Payable

0000Proceeds from New Gift Annuities
22,7060022,706Annuities Investment Income

(15,641)00(15,641)Annuity Payments
0000Distribution of Matured Annuities

90,00055,00015,00020,000Donations for Plant & Endowment
(17,725)5,000(5,000)(1,816)(15,909)Principal Payments on Notes Payable
10,00000010,000Proceeds from Depositors

193,6585,00050,00013,184125,474Net Cash Provided (Used) Financing

367,481071,8701,506294,105Increase (Decrease) Cash, Equivalents
408,918067,6986,301334,919Cash and Equivalents, Beginning 
776,3990139,5687,807629,024Cash and Equivalents, Ending

Supplemental Cash Flow Data:
Cash paid during the year for interest,

66,990(2,000)2,00090666,084on other than interfund borrowing:



A-13.01

Section A-13 - Sample Chart of Accounts

A-13.01 Account Number Examples - The following is an illustration of how the account

number structure may be set up for a conference operating several funds.  This illustration uses ranges of

possible numbers, to show the flexibility for each organization to establish numbers that fit is situation.

Fund
   01     Conference Operating Fund
   02     Association Operating Fund
   03     Unexpended Plant Fund
   05     Net Invested in Plant Fund
   06     Pooled Investment Fund
   07     Endowment Fund
   08     Annuity Fund

                   Function
000 to 099   Assets and Liabilities  (may use 000 throughout)
     110      Unallocated Tithe  (may use 101 or other)
     120      Unallocated Nontithe  (may use 102 or other) 
200 to 299    Church Program Functions
     200 Pastors and Bible Workers
     240 Sabbath School Ministries
300 to 399 Education Program Functions
     305 Church School Operating
     360 Education Department Administration
     390 Academy Building and Equipment
400 to 499 Publishing Program Functions
     445 Literature Evangelist Operating
500 to 599 Special Service Program Functions
     510 Community Services
     575 Trust Services Administration
600 to 699 Other Program Functions
     635 Ingathering Reversion
     670 Retirement Plan
700 to 799 Supporting Services Function
     750 Office Bldg. Operation and Maintenance
     790 Conf. Administration - Personnel
     795 Conf. Administration - General Expense
800 to 899 Miscellaneous Supporting Functions
     810 Tithe Working Capital
     820      Nontithe Working Capital

                             Classification
01 to 09 Current Assets
     01 Cash and Cash Equivalents
     03 Accounts Receivable
     04 Notes/Loans Receivable - Current Portion
10 to 19 Other Assets
     10 Notes/Loans Receivable - Long-Term Portion
     12 Property, Plant, and Equipment
     14 Nonoperating Cash and Investments
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                             Classification
20 to 26 Current Liabilities            
     22 Accounts Payable
     23 Notes/Loans Payable - Current Portion
     24 Trust Funds
27 to 39 Other Liabilities
     27 Notes/Loans Payable - Long-Term Portion

      31 Plant Fund Notes/Loans Payable
     32 Other Nonoperating Notes/Loans Payable
40 to 49 Net Assets
     40 Unallocated Unrestricted Net Assets
     41 Allocated Unrestricted Net Assets - Operating
     42 Allocated Unrestricted Net Assets - Nonoperating

      43 Unrestricted Net Assets - Net Invested in Plant
     46 Temporarily Restricted Net Assets
     48 Permanently Restricted Net Assets
50 to 59 Unrestricted Income
     50 Gross Tithe Income
     51 Unrestricted Offerings and Donations
     53 Investment Earnings
     54      Church Schools Salary Share
     55 Departmental Fees and Sales
     59 Net Assets Released From Restrictions (In)
60 to 69 Temporarily Restricted Income
     60 Restricted Offerings and Donations
     61 Restricted Subsidies and Appropriations
     62 Ingathering Reversion
     64 Restricted Endowment Earnings
     65 Annuities Restricted Additions
     69 Net Assets Released From Restrictions (Out)
70 to 75 Permanently Restricted Income
     72 Endowment Principal Donations
76 to 89 Expenses
     76 Employee Salaries and Wages
     79 Payroll Taxes and Related Expense
     82 General Operating Expense
     83 Office Supplies and Expense
     86 Operation and Maintenance of Plant Assets
     87 Depreciation Expense
90 to 96 Capital Additions (Deductions)
     92 Unexpended Plant Additions (Deductions)
     94 Net Invested in Plant Additions (Deductions)
97 to 99 Transfers
     97 Transfers Between Functions
     98 Transfers Between Funds (may include Depreciation)
     99 Depreciation Funding (if desired separate)
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  Object
0000 to 0299      Current Assets
0300 to 0399 Property, Plant, and Equipment
0400 to 0499 Other Assets
0500 to 0799 Current Liabilities
0800 to 0899 Plant-Related Liabilities
0900 to 0999 Other Liabilities
1000 to 1599 Unrestricted Net Assets
1600 to 1899 Temporarily Restricted Net Assets
1900 to 1999 Permanently Restricted Net Assets
3000 to 3199 Tithe-Related Income
3200 to 3899 Unrestricted Offerings and Donations
3900 to 3999 Unrestricted Investment Income
4000 to 4399 Restricted Offerings and Donations
4400 to 4799 Restricted Subsidies and Appropriations
4800 to 4899 Restricted Endowment Earnings
4900 to 4999 Restricted Annuity Additions
6000 to 6599 Salaries and Wages Expense
6600 to 6699 Taxable Employee Benefits
6700 to 6799 Non-Taxable Employee Benefits
6800 to 6899 Payroll Taxes and Related Expense
6900 to 6999 Travel and Related Expense
7000 to 7299 General Operating Expense
7300 to 7599 Office Supplies and Expense
7600 to 7699 Evangelism and Related Expense
7700 to 7899 Operation and Maintenance of Plant
7900 to 7999 Depreciation Expense
8000 to 8199 Unexpended Plant Additions
8200 to 8499 Unexpended Plant Deductions
8500 to 8799 Net Invested in Plant Additions
8800 to 8999 Net Invested in Plant Deductions
9000 to 9499 Transfers Between Functions
9500 to 9999 Transfers Between Funds
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Appendix B

ACADEMY SUPPLEMENT

Section B-1 - Accounting System

B-1.01 Introduction - North American Division statistics reveal boarding academies and day

academies with a wide range of financial condition and student enrollment.  Obviously, with the wide range

of size and the presence or absence of dormitories, cafeterias, student centers, farms, dairies, and other

industries, there will of necessity be variations in the sophistication of the accounting systems.  Most

academies now have computerized accounting systems, but these range from the very simple to the very

complex.  These variations will mean, too, that the accounting staff may range from one part-time person to

several people, perhaps with portions of the accounting function being carried on in offices around the campus

rather than centralized in one location.  Given all these possibilities, the standards of accounting procedures

and reporting should be the same:  accurate, closely-controlled accounting procedures and reports submitted

on a timely basis to those in need of the information, and tailored to those varied needs.  For this reason, all

denominational organizations should follow the general guidance in Chapters 1 to 14 of this manual.  In

addition, this Appendix covers some topics that are unique to Academies.

B-1.02 Form Follows Function - Each accounting system should be designed to cope with

the specific conditions under which it operates.  In a day academy with comparatively few activities outside

of the normal conduct of the academic program, a revenue register, for example, will be required only to

record charges to the students.  On the other hand, in an academy which operates various auxiliaries and

industries, provisions must be made to record sales of merchandise or services to outside organizations.  It

would also be necessary to have a separate ledger to maintain the accounts of these industry customers

distinct from the ledger that carries the student accounts receivable.  As a further example, the administration

and the governing board will want to know for each industry and the academic program whether funds are

available from each of these areas to finance the purchase of new equipment, or fund other future projects.

Thus, as the scope of the operation grows, the accounting system must keep pace.  As management's need

for information expands or changes, the accounting system must expand and change.

B-1.03 Timely Reports - As mentioned in Chapters 2, 12, and 13, the accounting reports must

be rendered promptly if they are to be of value.  Procedures should be devised which will generate reports
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that tell each level of management exactly what it needs to know in order to make intelligent decisions about

future operations, and to produce those reports promptly enough and frequently enough to enable

management to take appropriate action in time for it to be effective.  This will probably involve setting up

schedules for the timely inflow of information to the accounting office; sometimes it may necessitate recording

carefully-prepared estimates of data rather than waiting additional days or weeks for accurate-to-the-penny

information to be available.  The two criteria which must be kept in mind are relevance and timeliness.

B-1.04 Financial Reports - As mentioned in Chapters 2 and 3, the purpose of the accounting

system and chart of accounts is to produce the required financial statements and other reports needed by

management and the controlling committee.  The principles governing assembly of the financial reports are

given in Chapters 12 and 13.  An illustrated example of the financial statements for an academy are given in

Section B-3 of this Appendix.  The North American Division’s Department of Education has produced a

document entitled Understanding Academy Financial Reports.  This document is an extremely useful tool for

preparing, analyzing, and presenting financial information.

B-1.05 Recording Real Property - As mentioned in Section 802.03 and A-1.05, accounting

principles generally accepted by the denomination require real property to be recorded in the financial

statements of the legal title holder.  Historically, the denomination has recorded academy real property in the

academy financial statements, even though it may have been titled in the name of the respective conference

corporation.  Academies that use property which is titled in the name of a related entity can continue to record

such property as they have in the past and, under certain circumstances, receive an unqualified audit opinion.

There are at least three approaches available to academies for the recording of real property.  Each of these

approaches involves legal transactions between related entities, so they must agree to the terms and be

aware of both the legal and accounting consequences.

a. Owned by conference corporation and used by academy - unqualified audit opinion.

Property that is titled in the name of the corporation should not be on the academy records, but
be recorded entirely in the corporation records.  If there were no written agreement between the
corporation and academy, a contribution for use of the property, and offsetting rent, would have
to be recorded on the basis of “fair rental value.”  Because of the subjective nature of fair rental
value, this manual strongly recommends that entities adopting this alternative prepare some form
of property use agreement.  Such an agreement would identify the corporation as the owner, the
academy as the tenant, and would define the nature and amount of rent payments.  For example,
rent payments could be defined as all amounts the academy spends for materials and labor to
maintain and care for the specified property.  To keep the accounting simple when the rental
value exceeds the rent payments, the life of the use agreement could be stated in relative terms,
ie: “as long as the constituents operate the school,” rather than something definite like 40 or 50
years.
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b. Owned and used by academy, but title held by corporation as trustee - unqualified audit opinion.

The corporation and the academy could prepare a legal document establishing a relationship in
which the corporation holds legal title to the academy property in only a trustee capacity.  The
corporation would record a long-term trust asset and an offsetting agency liability.  The
corporation would record the trust asset at fair value at the date of the agreement, review its value
annually, and adjust the recorded value whenever fair value was materially different at year end.
The academy would continue to record all property cost, depreciation, and related expenses.

c. Owned by corporation, but included in academy records - qualified audit opinion (unless
consolidated).

Property that is titled in the name of the conference corporation could be included in the financial
statements of the academy, as it has been recorded in the past.  Although the denomination has
allowed this to be an alternative, it has also recognized that it is a departure from GAAP, and the
auditors would have to report it as such in their opinion on the financial statements of the
corporation and the academy.  However, if the corporation and academy were consolidated in
one set of financial statements, it would not matter which of the entities carried the real property
in its records.  Such a consolidated financial statement could receive an unqualified audit opinion.
If the academy financial statements were also presented separately, with the property included,
such separate financial statements would receive a qualified audit opinion.

B-1.06 Property Accounting Illustrated - Because each alternative could be appropriate,

depending on the facts of the situation, it is possible for an academy to start with one option and change to

another one later.  The following sample journal entries are included to illustrate the accounting under each

alternative.

Alternative a. Debit                     Credit               

Corporation: Academy real property cost 2,706,000                                           
   Accumulated depreciation 405,900             
   Net assets (contributed property received) 2,300,100             

Academy: Net assets (property contributed) 2,300,100                                           
Accumulated depreciation 405,900                                           
   Real property cost 2,706,000             

To record a prior period adjustment for the movement of
   property assets from academy to corporation records.

Corporation: Maintenance expense 91,950                                           
   Rental revenue 91,950             
Depreciation expense 69,600                                           
   Accumulated depreciation             69,600

              Academy:      Rent expense - building maintenance     47,050
                 Rent expense - groundskeeping     44,900

                Cash          91,950
                    To record property upkeep and related expenses according to agreement
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 Alternative b.          Debit                   Credit

              Corporation: Long-term trust assets                         3,000,000
   Agency liability due to academy 3,000,000           

To record establishment of legal trustee agreement.

Corporation: Long-term trust assets 100,000                                       
   Agency liability due to academy 100,000           

To increase trust asset to fair value at subsequent year end.

Academy: Depreciation expense 69,600                                       
   Accumulated depreciation 69,600           
Maintenance expense 47,050                                       
Groundskeeping expense 44,900                                       
   Cash 91,950           

To record property upkeep and related expenses.

Alternative c.

Academy: Depreciation expense 69,600                                       
   Accumulated depreciation 69,600           
Maintenance expense 47,050                                       
Groundskeeping expense 44,900                                       
   Cash 91,950           

To record property upkeep and related expenses.

Section B-2 - Receivables and Revenue

B-2.01 Focal Point of the System  - The accounting for student revenue and other sources

of support of the academy represents the focus of the entire academy accounting system:  No revenue, no

academy.  Following the premise that the accounting function is a tool of management, then accounting for

revenue and receivables must represent an essential element of the accounting system, around which all

other procedures revolve.

B-2.02 Sources of Revenue - The primary source of revenue is, of course, the student:  tuition

charges, various fees, dormitory and cafeteria charges, purchases of books and supplies, and so on.  Many

academies operate industries which are not a part of the academic program, but which offer opportunity for

student employment and whose revenue is used to support the academic program.  Other types of revenue

might include rentals of housing facilities to staff members, miscellaneous sales of educational or auxiliary

materials and services, and grants or subsidies from the parent conference and from patrons and constituent

churches.  These types of revenue will be dealt with in later paragraphs.
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B-2.03 Semester Billing - It is common practice to prepare billings for each student at the

beginning of each school semester to include preset charges for tuition, certain fees, cafeteria, and dormitory

for the entire semester.  Depending on the scope of operations of the academy, the semester billing will

include whichever revenue accounts are applicable.  The form of the accounting system and the general

ledger will always be adapted to meet the needs of the particular institution.

B-2.04 The Revenue Journal - The journal used to record the semester billing will include,

at a minimum, the following information:  student name; debit amounts for (a) total amount of bill and (b) any

discounts allowed by policy; and credit amounts for tuition, for such fees as are billed at this time, and for

cafeteria and dormitory charges if applicable.  It will be kept in mind that this revenue journal, whatever form

it may take, represents a balanced journal entry, with debits to accounts receivable and to various discount

accounts equaling total credits to tuition, fees, and other revenue accounts.

B-2.05 Deferred Operating Revenue  - If the student billing is prepared at the beginning of

the semester, the revenue is not at that time earned revenue; it will be earned only with the passage of time.

For that reason, the credits from the revenue journal will be posted, not to current revenue accounts, but to

a deferred revenue account.  This is a liability account, not a revenue; the credits will be carried as liabilities

until the services represented have actually been performed and the revenue earned.  At the end of each

month during the semester a journal entry will be made to debit the deferred revenue accounts and to credit

the various unrestricted revenue accounts for that portion of the total billing which has been earned.  For

example, let us assume that a full semester comprises four months.  At the end of the first calendar month

of the semester, a journal entry will be made to debit deferred revenue accounts and to credit unrestricted

revenue accounts for one fourth of the total amount billed.  The second month an entry will be made to

transfer another fourth of the total from the deferred category; and so on through the semester.  The point of

this procedure is that we take credit each month for that portion of the total billing which has been earned

during that month.  At the end of the semester, of course, all the deferred revenue accounts reflecting billing

for that semester will have been closed out. In addition to this, many schools have procedures for pre-

registering students for the following school year.  Consequently, at the end of a school year, the deferred

revenue accounts will include any pre-registration or advance tuition fees that have been received for the

following year.  This deferred revenue liability should not be confused with the treatment of unspent donations
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as temporarily restricted net assets.  Deferred tuition is still a liability because it is payment for services that

the academy is obligated to render.

B-2.06 Variations in Amortization - The discussion in the foregoing paragraph has assumed

that all categories of revenue will be earned ratably throughout the semester.  This may not always be true;

it may be that certain fees do not apply evenly throughout the semester; under some circumstances cafeteria

or dormitory charges are not earned consistently through the period.  In such cases a separate schedule of

amortization will be followed for those items which depart from the norm.  The basic point is that the earned

revenue accounts are to be credited as the services are rendered and that the entire billed amount will be

transferred out of the deferred revenue accounts (the liabilities) into the earned revenue accounts by the end

of the semester.

B-2.07 Interim Student Billings - Not all student charges are included in the initial billing at

the beginning of the semester.  Occasionally a student will enter school when the semester is partially

completed. The billing for tuition and fees will then have to be amortized at a rate which will deplete the

deferred account by the end of the semester.  In some academies students are permitted to make purchases

of books and supplies or are charged for music lessons or other services on an individual-purchase basis.

All of these transactions necessitate the preparation of an revenue journal month by month.  The basic format

will be the same as that which records the initial semester billings except that most of these fees and sales

are recorded entirely as current revenue in the month they occur.

B-2.08 Conference and/or Church Subsidies - If an arrangement exists with the conference

or local churches to make unconditional promises each month for operating subsidies and if this arrangement

is covered by formal controlling committee action, it is permissible for the academy to record these promises

in the appropriate revenue account each month, with a debit to an account receivable from the provider.

When the provider’s check is received, it will be receipted in, of course, as a credit to the receivable.  This plan

is preferable to receipting the remittance direct to an revenue account as it provides a running record in the

account receivable of the payments due from the providers, regardless of the date received.  It should be

noted, too, that if a conference or church loans any amounts which may be donated later, it should not be

credited to the revenue account until the month in which it is actually donated.  In this case, it would be

credited to a refundable advance account similar to deferred tuition.  If the conference or other donors make
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monthly contributions, but make no promises to continue the subsidies,  the revenue would be recognized

only when received.

Another form of subsidy often occurs in academies that operate a combined elementary and

secondary program (K-12 schools).  Typically, the school pays the full amount of academy-related payroll.

However, for elementary-related payroll, either the conference pays the full amount and bills the academy for

only a portion of it, or the academy pays the full amount and receives a subsidy from the conference for part

of it.  The K-12 school should record contributed services revenue, and an offsetting contributed payroll

expense, for the amount of any payroll covered by the conference but not actually billed to the school.  The

result will be that the K-12 school will report a more complete picture of its operations, including the full cost

of its payroll as well as the types of revenue that finance that cost.

B-2.09 Non-Cash Credits - Credits for adjustments, returned goods, errors in billing, etc.

should be closely controlled, and no such credits should be entered to student or customer accounts without

approval by specific individuals (or specific positions) designated by management policy.  Credits for

adjustments should be authorized by an individual other than those who handle incoming cash or have access

to the accounts receivable records.  If an adjustment is necessary on a student or customer account because

of an error in billing, the adjustment should be made by journal voucher directly against the account which

received the original credit for revenue.

B-2.10 Limitation on Carrying Value - Historically, the denomination has set limitations on

the carrying value of receivables in academies.  It should be noted that these are recommended maximum

carrying values; if objective analyses indicate that actual recoverability is more or less than the amount

permitted, the allowance should be adjusted so that the net carrying value will be properly stated.

Educational Institutions - The carrying amount of students’ accounts receivable in the statement
of financial position at the end of the year shall be not more than 10% of the total student charges for
the year.  The difference between the gross receivable balance and the carrying amount should be
set up as an allowance for doubtful accounts.

Academies and Colleges, Commercial and Industrial Accounts - For academies and colleges the
carrying amount of accounts receivable from commercial or industrial accounts, after recording the
allowance for bad and doubtful accounts, shall be not more than 8% of the annual business of the
institution.  In exceptional cases, where there is a marked seasonal fluctuation in the business of a
particular industry, or where credit terms in excess of the usual 30 day terms are granted to
municipalities or other public corporations, an appropriate adjustment may be made by the
administration of the institution in counsel with the union officers and General Conference auditor.
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     SEVENTH-DAY ADVENTIST ACADEMY
     Statement of Financial Position
     June 30, 20X0 and 19X9

19X920X0EndowmentPlantOperating
TotalTotalFundFundFunds     ASSETS

Current Assets
60,830206,92000206,920Cash (Note 2)

185,831197,27200197,272Accounts Receivable (Note 3)
1,0001,000001,000Notes Receivable, Current Portion

129,429132,11600132,116Inventories (Note 4)
2,0003,000003,000Prepaid Expense 

379,090540,30800540,308   Total Current Assets

2,757,3832,830,33002,830,3300Plant Assets, Net , (Note 5)

Other Assets
8,0007,000007,000Notes Receivable, Long-term

Cash and Investments Held For: (Note 2)
1,0002,000002,000Agency Funds

88,030246,1280246,1280Unexpended Plant Fund
030,00030,00000Endowment Fund

97,030285,12830,000246,1289,000   Total Other Assets

3,233,5033,655,76630,0003,076,458549,308   Total Assets

     LIABILITIES
Current Liabilities

48,11574,8550074,855Accounts Payable (Note 6)
00000Notes Payable, Current Portion

48,11574,8550074,855   Total Current Liabilities

Other Liabilities
0100,00000100,000Notes Payable, Long-term (Note 7)

1,0002,000002,000Agency Funds
78,00088,000088,0000Notes Payable, Plant Fund (Note 7)
79,000190,000088,000102,000   Total Other Liabilities

127,115264,855088,000176,855   Total Liabilities

     NET ASSETS
338,975350,95300350,953Unrestricted: Unallocated

88,030131,1280131,1280Unrestricted: Allocated
2,679,3832,742,33002,742,3300Unrestricted: Net Invested in Plant
3,106,3883,224,41102,873,458350,953   Total Unrestricted 

0136,5000115,00021,500   Temporarily Restricted (Note 10)
030,00030,00000   Permanently Restricted (Note 11)

3,106,3883,390,91130,0002,988,458372,453   Total Net Assets

3,233,5033,655,76630,0003,076,458549,308   Total Liabilities & Net Assets

   Notes to the financial statements are an integral part of this statement.
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Page 1 of 2   SEVENTH-DAY ADVENTIST ACADEMY

   Statement of Changes in Net Assets
   Years Ended June 30, 20X0 and 19X9

ActualBudgetActual
19X920X020X0EndowmentPlantOperatingChanges in Unrestricted Net Assets
TotalTotalTotalFundFundsFund

Unrestricted Revenues and Support:
524,740540,500550,00000550,000Tuition

40,78042,10043,2000043,200Fees
1,5001,7502,000002,000Investment Income

002,400002,400Endowment Income
3,7153,9254,630004,630Miscellaneous Income

570,735588,275602,23000602,230Educational & General Income
543,400566,575567,00000567,000Auxiliaries
933,183936,6711,011,277001,011,277Independent Operations

2,047,3182,091,5212,180,507002,180,507   Total Unrestricted Revenues
12,20011,70012,7750012,775Released from Restrictions (Note 10)

2,059,5182,103,2212,193,282002,193,282   Total Unrestricted Revenues & Support

Expenses and Losses: 
Educational & General Program Services

429,159448,662468,166030,250437,916Instructional
38,55040,92044,00701,25042,757Student Services
27,50027,50036,0000036,000Student Financial Aid

495,209517,082548,173031,500516,673   Total Program Services
Supporting Services

30,99735,00034,0660034,066Fund-raising
79,10496,783115,82808,000107,828Institutional Support

605,310648,865698,067039,500658,567Educ & Gen Oper Expense
535,945566,700601,500052,500549,000Auxiliaries
903,063902,959980,337034,233946,104Independent Operations

2,044,3182,118,5242,279,9040126,2332,153,671   Total Operating Expenses and Losses
15,200(15,303)(86,622)0(126,233)39,611Net Increase (Decrease) Without Subsidy
91,50092,00096,0000096,000Unrestricted Subsidies Received (Note 8)

   Net Increase (Decrease)
106,70076,6979,3780(126,233)135,611   from Operations

Nonoperating Activity
3,1303,8755,01505,0150Nonoperating Revenue (Note 9)

(5,550)(10,000)(8,820)0(8,820)0Nonoperating Expense (Note 9)
000000Net Gain (Loss) on Investments (Note 9)

(825)500(1,550)0(1,550)0Net Gain (Loss) Sale of Assets (Note 9)
60,800107,300114,0000114,0000Released from Restrictions (Note 10)

0000123,633(123,633)Net Transfers Between Funds (Note 9)
   Net Increase (Decrease)

57,555101,675108,6450232,278(123,633)   from Nonoperating Activity

     Increase (Decrease)
164,255178,372118,0230106,04511,978     Unrestricted Net Assets

   Notes to the financial statements are an integral part of this statement.
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Page 2 of 2   SEVENTH-DAY ADVENTIST ACADEMY

   Statement of Changes in Net Assets
   Years Ended June 30, 20X0 and 19X9

ActualBudgetActual
19X920X020X0EndowmentPlantOperating
TotalTotalTotalFundFundsFund

Changes in Unrestricted Net Assets
   Increase (Decrease)

164,255178,372118,0230106,04511,978   Unrestricted Net Assets

Changes in Temporarily Restricted Net Assets

0023,0000023,000Restricted Operating Subsidies
0011,2750011,275Restricted Operating Donations

45,00090,000163,0000163,0000Conference Capital Appropriations
28,00029,00066,000066,0000Restricted Capital Donations

000000Restricted Endowment Income
73,000119,000263,2750229,00034,275   Total Restricted Income (Note 10)

(12,200)(11,700)(12,775)00(12,775)Released from Rest. - Oper. (Note 10)
(60,800)(107,300)(114,000)0(114,000)0Released from Rest. - Cap. (Note 10)

   Increase (Decrease)
00136,5000115,00021,500   Temporarily Restricted Net Assets

Changes in Permanently Restricted Net Assets

0030,00030,00000Endowment Fund Donations
   Increase (Decrease)

0030,00030,00000   Permanently Restricted Net Assets

164,255178,372284,52330,000221,04533,478Increase (Decrease) in Net Assets

2,942,1333,106,3883,106,38802,767,413338,975Net Assets, Beginning, Previously Stated
000000Prior Period Adjustment *

2,942,1333,106,3883,106,38802,767,413338,975Adjusted Net Assets, Beginning of Year

3,106,3883,284,7603,390,91130,0002,988,458372,453Net Assets, End of Year

   Notes to the financial statements are an integral part of this statement.

   * This prior period adjustment will be necessary only in the year that FAS 116 & 117 are adopted.  The amount of the
      adjustment will equal the total Deferred Restricted Income at the end of the year preceding adoption of FAS 116 & 117.
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   SEVENTH-DAY ADVENTIST ACADEMY
   Statement of Cash Flows
   Years Ended June 30, 20X0 and 19X9

19X920X0EndowmentPlantOperating
TotalTotalFundFundsFund

Cash Flows from Operating Activities:
164,255284,52330,000221,04533,478Increase (Decrease) in Net Assets

00000Prior Period Adjustment
Adjustments to reconcile change in net
assets to net cash provided:

123,112126,2330126,2330   Depreciation Expense
18,00019,0750019,075   Provision for Uncollectible A/R

8251,55001,5500   (Gain) Loss on Sale of Plant Assets
0(259,000)(30,000)(229,000)0   Nonoperating Donations

(55,450)(30,516)00(30,516)(Increase) Decrease Accounts Receivable
(19,430)(3,687)00(3,687)(Increase) Decrease Inventories & Prepaid

7,00026,7400026,740Increase (Decrease) Accounts Payable
0(1,000)00(1,000)(Increase) Decrease Agency Fund Cash
01,000001,000Increase (Decrease) Agency Fund Liability

238,312164,9180119,82845,090 Net Cash Provided (Used) by Operating

Cash Flows from Investing Activities:
00000Proceeds from Maturity of Investments

1,0001,000001,000Payments Received on Notes Receivable
(75,000)(188,098)(30,000)(158,098)0Purchases of Investments

30055005500Proceeds from Sale of Plant Assets
(113,540)(201,280)0(201,280)0Purchases of Plant Assets

(187,240)(387,828)(30,000)(358,828)1,000 Net Cash Provided (Used) by Investing

Cash Flows from Financing Activities:
0130,000030,000100,000Proceeds from External Borrowing
00000Proceeds (Payments), Interfund Borrowing
0259,00030,000229,0000Donations for Plant Assets & Endowment

(20,000)(20,000)0(20,000)0Principal Payments on Notes Payable

(20,000)369,00030,000239,000100,000 Net Cash Provided (Used) by Financing

31,072146,09000146,090Increase (Decrease) Cash and Equivalents
29,75860,8300060,830Cash and Cash Equivalents, Beginning

60,830206,92000206,920Cash and Cash Equivalents, Ending

   Supplemental Cash Flow Data:
   Cash paid during the year for interest was $4,000 on operating debt, and $8,820 on capital debt.

   Notes to the financial statements are an integral part of this statement.



                                                                                                                                                               Appendix B-3.04     
   SEVENTH-DAY ADVENTIST ACADEMY
   Notes to the Financial Statements
   Years ended June 30, 20X0 and 19X9

Note 1 - Organization Description and Summary of Significant Accounting Policies

Organization Description

Seventh-day Adventist Academy (the Organization) is operated by the Local Conference of Seventh-day Adventists
to provide a Christian education in a boarding school environment to secondary level students within its territory.

The Organization receives most of its revenue in the form of tuition and other charges from the parents or guardians
of its students.  It also receives operating and capital subsidies from the Local Conference of Seventh-day Adventists,
the City Seventh-day Adventist Church, and the Suburb Seventh-day Adventist Church.  In addition, the Organization
operates a printing press and a laundry, to provide employment for its students, and to generate additional revenue.

The Organization is a religious not-for-profit organization, and is exempt from Federal, State, and Local income taxes under
provisions of Section 501 (c) (3) of the Internal Revenue Code, and corresponding sections of applicable state and local
codes; except for taxes on Unrelated Business Income as described in Sections 511-514 of the Internal Revenue Code.

Summary of Significant Accounting Policies

(a)  The significant accounting policies of the Organization are essentially the same as generally accepted accounting principles
for not-for-profit organizations as promulgated by the Financial Accounting Standards Board and the American Institute of
Certified Public Accountants.  The significant policies are described below to enhance the usefulness of the financial statements.
The financial statements of the Organization have been prepared on the accrual basis of accounting.

(b)  The preparation of financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period.  Actual results could differ from those estimates.

(c)  Restricted Resources:  The Organization reports gifts of cash and other assets as restricted support if they are received
with donor stipulations that limit the use of the donated assets.  When a donor restriction expires, that is, when a stipulated
time restriction ends or purpose restriction is accomplished, temporarily restricttied net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions.

The Organization reports gifts of land, buildings, and equipment as unrestricted support unless explicit donor stipulations
specify how the donated assets must be used.  Gifts of long-lived assets with explicit restrictions that specify how the assets
are to be used and gifts of cash or other assets that must be used to acquire long-lived assets are reported as restricted
support.  Absent explicit donor stipulations about how long those long-lived assets must be maintained, the Organization
reports expirations of donor restrictions when the donated or acquired long-lived assets are placed in service.

(d)  Plant Assets and Depreciation:  Uses of operating funds for plant acquisitions and debt service payments are accounted
for as board approved transfers to plant funds.  Such transfers include depreciation funding as well as additional movements
of operating funds to plant funds.  Restricted proceeds from sale of assets and restricted income from plant fund investments
are recorded as restricted gains.  Interest payments made to retire plant fund indebtedness are recorded as nonoperating
expense.  Plant assets are recorded at cost when purchased or at fair market value at date of gift.  Depreciation of land
improvements, buildings, and equipment is provided over the estimated useful lives of the respective assets on a straight-line
basis.  Depreciation expense is recorded in the Net Invested in Plant Fund, and in cross-totaling is included in total operating
expense reported by various Program and Supporting Services in the statement of changes in unrestricted net assets.

(e)  Cash and Equivalents:  Cash equivalents are highly-liquid assets of the Operating Funds, which are readily convertible to
cash and have a maturity date of less than three months from date of acquisition.  Cash and investments of Funds other than
Operating are not classified as cash and cash equivalents.  The increase or decrease in nonoperating cash and investments
is reported in the statements of cash flows as proceeds or purchases of investments.
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Note 1 - Summary of Significant Accounting Policies, (continued)

(f)  Fair Value of Financial Instruments:  Following are the major methods and assumptions used to estimate fair values:

Short-term financial instruments are valued at their carrying amounts included in the statement of financial position, which
are reasonable estimates of fair value due to the relatively short period to maturity of the instruments.

Investment securities are valued at the quoted market price or other reasonably obtainable market value estimate at the
reporting date for those or similar securities.  The difference between aggregate market value and cost for each type of
investment is recorded in a valuation account.  The change in this account each year is recognized as gain or loss.

(g)  Current Assets and Liabilities:  Assets and liabilities are classified as current or long-term, depending on their characteristics.
This excludes from current assets, cash and claims to cash that are: restricted to use for other than current operations, committee
allocated for the acquisition or construction of plant assets or for the liquidation of plant fund debt, or held as agent for others.
This excludes from current liabilities: long-term portion of all debt, plant fund debt payable within the next fiscal year to the
extent covered by designated plant fund liquid assets, or amounts held as fiscal agent for others.  Working capital (current
assets less current liabilities) for the Organization usually reflects working capital of only the operating funds, since usually
no assets or liabilities of the plant, endowment, or agency funds are classified as current.

(h)  Investment Income:  Ordinary income from investments, loans, and the like is accounted for in the fund owning the assets,
except for the endowment fund.  Unrestricted income on endowment fund investments is accounted for as income of the
operating fund.  Restricted income on endowment fund investments is accounted for as restricted support and temporarily
restricted net assets until spent for the restricted purpose designated by the endowment instrument.

(i)  Related Organizations:  the Organization is an affiliate of the Local Conference of Seventh-day Adventists because:
   1.  Certain officers and other employees of the Conference are members of the Organization's Board of Trustees;
   the President of the Conference being the Chairman of the Board.
   2.  Legal title to all real property of the Organization is vested [by agreement] in the name of the Local Conference
   Corporation of Seventh-day Adventists [in a trustee capacity].  Asset values and related depreciation accounts are
   maintained in the financial records of the [Corporation -or- Organization].
   3.  A significant degree of financial support for both operating and capital purposes is received by appropriation
   from the Local Conference and from constituent churches, as set forth in Notes 8 & 10 below.  Details of amounts due
   from or payable to the Local Conference are set forth in Note 7 below.  Financial statements of the Organization
   are not consolidated with those of the Local Conference.

(j)  Concentrations of Risk:  The Organization receives most of its revenue from student-related activity.  Budget and staff
employment decisions each year typically must be made before actual enrollment is known.  There is a risk that enrollment
will be less than anticipated, which would reduce the ability of the Organization to finance its budgeted level of operations.

(k)  Fund Accounting:  To ensure observance of limitations and restrictions placed on the use of resources available to the
Organization, the accounts are maintained in accordance with the principles of fund accounting.  Resources are classified
for accounting and reporting purposes into funds established according to their nature and purposes.  Separate accounts
are maintained for each fund; however, in the accompanying financial statements, funds have been combined into groups,
and totals are presented for the Organization as a whole.  The funds and fund groups are described in further detail below.

Operating Funds; include unrestricted and restricted resources available for current operations.  These funds reflect the
educational and general, auxiliaries, and independent operations operating activities.  Since the amount is not material,
the operating fund also shows the total held as fiscal agent for others. 

Plant Funds; include the Unexpended Plant and Net Invested in Plant Funds.  The Unexpended Plant Fund represents
resources which were donor restricted or board allocated for plant acquisitions.  Since Operating Funds allocated by the
board can be returned to the Operating Funds by action of the board, they are included in the Unrestricted section of Net
Assets, and appear as Allocated Net Assets.  This balance includes the unused portion of funded depreciation, additional
funds transferred for plant acquisitions, proceeds from sale of plant assets, and unrestricted plant fund investment earnings.
The Net Invested in Plant Fund represents plant assets acquired, respective accumulated depreciation, and respective debt.
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Note 1 - Summary of Significant Accounting Policies (continued)

Endowment Funds; are assets subject to restrictions of gift instruments requiring that the principal be held in perpetuity,
be invested, and only the income from such investments be used.  The principal of true endowments is reported as
Permanently Restricted Net Assets.  Unspent income is recorded as Unrestricted or Temporarily Restricted Net Assets.

Note 2 - Cash
19X920X0IndepEducation
TotalTotalOperationGen & AuxOperating Funds

500900700200Imprest Cash
40,33066,02040,94025,080Checking Accounts
20,00020,000020,000Savings Account @ 4%

0120,00020,000100,000Money Market Account @ 6%
206,92061,640145,280   Total Operating Cash, 20X0

60,83037,47023,360   Total Operating Cash, 19X9

   Unexpended Plant   
19X920X0IndepEduc, Gen
TotalTotalAgency EndowOper   & AuxOther than Operating Funds
74,030103,1282,000026,02875,100Checking Account
15,000175,000030,00030,000115,000Money Market Account @ 6%

278,1282,00030,00056,028190,100   Total Other Funds Cash, 20X0

89,0301,000050,13037,900   Total Other Funds Cash, 19X9

19X920X0IndepEducationNote 3 - Accounts Receivable
TotalTotalOperationGen & Aux
137,600144,8150144,815Current Student Accounts

39,40055,340055,340Former Student Accounts
177,000200,1550200,155   Total Student Accounts
(66,110)(84,135)0(84,135)Allowance for Doubtful Accounts
110,890116,0200116,020Net Student Accounts

4103500350Faculty & Staff Accounts
56,03350,45050,4500Commercial Accounts - Press
27,59840,60240,6020Commercial Accounts - Laundry
(9,100)(10,150)(10,150)0Allowance for Doubtful Accounts

197,27280,902116,370   Total Accounts Receivable, 20X0

185,83174,531111,300   Total Accounts Receivable, 19X9

Note 4 - Inventory

1,2053,27503,275Instructional
2,1503,70003,700Office
6,0009,00009,000Bookstore

30,00025,000025,000Food Service
1,0001,50001,500Dormitory

87,56188,40388,4030Press
1,5131,2381,2380Laundry

132,11689,64142,475   Total Inventory, 20X0

129,42989,07440,355   Total Inventory, 19X9
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Note 5 - Plant Assets
DepreciationAccumTotal

ExpenseNet ValueDeprecCost     20X0     
Educational, General, & Auxiliaries:

073,000073,000Land
8,500134,00031,000165,000Land Improvements

52,9001,845,000148,9001,993,900Buildings
30,600194,20088,600282,800Equipment
92,0002,246,200268,5002,514,700   Total Educ., Gen., & Aux., 20X0

Independent Operations:
2221,1196,7217,840Land Improvements

8,273312,222121,157433,379Buildings
25,738270,789219,540490,329Equipment
34,233584,130347,418931,548   Total Independent Operations, 20X0

126,2332,830,330615,9183,446,248   Total Plant Assets, 20X0

     19X9     
Educational, General, & Auxiliaries:

073,000073,000Land
8,500142,00022,500164,500Land Improvements

52,6751,808,00096,0001,904,000Buildings
27,824180,00064,000244,000Equipment
88,9992,203,000182,5002,385,500   Total Educ., Gen., & Aux., 19X9

Independent Operations:
2221,3416,4997,840Land Improvements

8,153264,754112,884377,638Buildings
25,738288,288195,750484,038Equipment
34,113554,383315,133869,516   Total Independent Operations, 19X9

123,1122,757,383497,6333,255,016   Total Plant Assets, 19X9

19X920X0IndepEducationNote 6 - Accounts Payable
TotalTotalOperationGen & Aux
29,68562,30025,35536,945Commercial Accounts
18,43012,555012,555Student Credit Balances
48,11574,85525,35549,500   Total Accounts Payable

19X920X0Note 7 - Notes Payable
TotalTotalLong-termCurrent

Operating Fund
Unsecured Note Payable to Local Conference,
8% interest payable quarterly,

0100,000100,0000principal due October 1, 20X2.

Plant Fund
Unsecured Note Payable to Security Bank,
$10,000 principal plus 9% interest

020,00010,00010,000payable annually on June 30.

Unsecured Note Payable to Local Conference,
$10,000 principal plus 9% interest

78,00068,00058,00010,000payable annually on June 30.
78,00088,00068,00020,000   Total Plant Fund Notes Payable
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Note 7 - Notes Payable (continued)

PlantOperating
20,000020X1Payments due on principal during the next five years are as follows:
20,000020X2
10,000100,00020X3
10,000020X4
10,000020X5
18,0000Future
88,000100,000Total

Note 8 - Subsidies Received
19X920X0PlantOperating
TotalTotalFundFund
44,00046,000046,000Local Conference - Operating Subsidies
47,50050,000050,000Constituent Churches - Operating Subsidies
91,50096,000096,000   Total Unrestricted Subsidies Received

45,000163,000163,0000Local Conference - Restricted Subsidies
023,000023,000Constituent Churches - Restricted Subsidies

45,000186,000163,00023,000   Total Restricted Subsidies Received

ActualActualNote 9 - Nonoperating Activity
19X920X0PlantOperating
TotalTotalFundsFunds

Nonoperating Revenue:
3,1305,0155,0150   Investment Income

Nonoperating Expense:
(5,550)(8,820)(8,820)0   Interest Paid on Plant Debt

Realized Gain (Loss) Investments Sold
Unrealized Gain (Loss) Investment Value

0000   Net Gain (Loss) on Investments
300550550Proceeds From Sale of Plant Assets

(1,125)(2,100)(2,100)Net Value of Plant Assets Sold
(825)(1,550)(1,550)0   Net Gain (Loss) on Sale of Assets

0073,633(73,633)Depreciation Funding
0050,000(50,000)Plant Acquisition Funding

(129,675)(171,280)(171,280)0Unexpended Plant Resources Spent
129,675171,280171,2800Purchases Added to Net Invested in Plant

00123,633(123,633)   Net Transfers Between Funds

Note 10 - Temporarily Restricted Net Assets

BalanceRestrictionsRestrictedBalanceTemporarily restricted net assets are available
20X0ReleasedIncome19X9for the following purposes or periods:

Operating Funds
21,5001,50023,0000Constituent Churches - Restricted Subsidies

011,27511,2750Restricted Operating Donations
21,50012,77534,2750   Total Operating Fund Temporarily Restricted

Plant Funds
115,00023,000138,0000Conference Capital Appropriations, Educ. & Gen.

061,00061,0000Restricted Capital Donations, Educ. & Gen.
025,00025,0000Conference Capital Appropriations, Ind. Oper.
05,0005,0000Restricted Capital Donations, Ind. Oper.

115,000114,000229,0000   Total Plant Fund Temporarily Restricted
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BalanceRestrictionsRestrictedBalance
20X0ReleasedIncome19X9Note 11 - Permanently Restricted Net Assets

30,000030,0000Academy True Endowment

Note 12 - Working Capital and Liquidity - Operating Funds
19X920X0Education
TotalTotal IndependGeneral &

OperatingOperatingOperationAuxiliaryWorking Capital

379,090540,308232,183308,125Total Current Assets
(48,115)(74,855)(25,355)(49,500)Total Current Liabilities

330,975465,453206,828258,625Actual Working Capital
306,648463,486147,051316,435Recommended Working Capital *

24,3271,96759,777(57,810)Working Capital Excess (Defecit)

108%100%141%82%Percent of Recommended Working Capital

7.97.29.26.2Current Ratio

Liquidity

60,830206,92061,640145,280Cash and Investments
0000Accounts Receivable - Conference

60,830206,92061,640145,280   Total Liquid Assets

48,11574,85525,35549,500Current Liabilities
0000Allocated Net Assets

48,11574,85525,35549,500   Total Commitments

12,715132,06536,28595,780Liquid Assets Surplus (Defecit)

126%276%243%293%Percent Liquid Assets to Commitments

 * Calculation of Recommended Working Capital:
306,648341,986147,051194,93515% of Operating Expense

0100,0000100,000Long-term Payables
021,500021,500Temporarily Restricted Net Assets

306,648463,486147,051316,435   Total Recommended Working Capital
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Note 13 - Pension and Other Post-Retirement Benefits

Defined Benefit Plans

Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a church-related agency.
administered by the General Conference of Seventh-day Adventists in Silver Spring, Maryland, and is exempt from the
Retirement Plan of the North American Division."  This plan, which covers substantially all employees of the Organization, is
The Organization participates in a non-contributory, defined benefit pension plan known as the "Seventh-day Adventist

church-related agency.
Spring, Maryland, and is exempt from the Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a
substantially all employees of the Organization, is administered by the General Conference of Seventh-day Adventists in Silver
Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American Division."  This plan, which covers
The Organization also participates in a non-contributory, defined benefit health care plan known as the "Health Care Assistance

years ended June 30, 20X0 and 19X9, respectively.
The Organization contributed $44,878 and $54,752 to these plans (for retiree pension and retiree health care benefits) for the

Health Care Assistance Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American Division.
benefits exceeded the estimated market value of plan assets, for that plan.  No actuarial evaluation has been obtained for the
Retirement Plan of the North American Division, as of December 31, 1998, the actuarially computed value of accumulated plan
Organization apart from other plan participants.  However, based on the latest actuarial evaluation of the Seventh-day Adventist
it possible, to determine the actuarial present value of accumulated benefits or plan net assets for employees of the
These plans are defined by the Financial Accounting Standards Board as multiemployer plans.  As such, it is not required, nor is

31, 1999.  Certain employees will continue to be eligible for future benefits under these plans.
2000.  The Organization is scheduled to continue making contributions (at a reduced rate) to the frozen plans after December
except for employees who choose the career completion option, and to start a new defined contribution plan effective January 1,
The North American Division Committee voted to freeze accrual of service credit in these plans effective December 31, 1999,

Defined Contribution Plan

Security Act of 1974 as a multiple-employer plan of a church-related agency.
Conference of Seventh-day Adventists (GC) in Silver Spring, Maryland, and is exempt from the Employee Retirement Income
Retirement Plan."  This plan, which covers substantially all employees of the Organization, is administered by the General
Effective January 1, 2000, the Organization participates in a defined contribution retirement plan known as "The Adventist

the accumulated contributions designated for each employee is provided under an agreement between the GC and VALIC.
employee's earnings and a stated matching percentage of certain employee voluntary contributions.  Investment management of
The Organization contributed $32,638 to the plan for the year ended June 30, 20X0, based on a stated percentage of each
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Note 14 - Summary of Operating Expense by Function and Object

InstitutionalStudent
BudgetActualIndependentSupport &Services
20X020X0OperationsAuxiliariesFund-raising& Fin. AidInstructional

760,620816,005330,915130,25581,39019,100254,345Salaries and Wages
163,880180,30067,27864,33715,4023,53529,748Student Labor

6,8457,35602,329005,027Moving Allowance
48,02451,64129,4916,8951,79129513,169Health Care Assistance
24,00025,81013,7154,9002,21204,983Tuition Assistance
13,22514,2215,8862,8002,98902,546Travel Expense
23,45025,22412,7042,6152,47107,434Employee Insurance
58,18762,42225,3149,9646,2261,46119,457Employer FICA Tax
41,83444,87818,2007,1644,4761,05013,988Retire. Cont. - DB Plan
30,42532,63813,2365,2103,25576410,173Retire. Cont. - DC Plan

1,170,4901,260,495516,739236,469120,21226,205360,870   Total Payroll Related

532,910573,023325,742211,7312,4266,70026,424Materials and Supplies
45,06048,44924,55912,5004,1604,0523,178Office and General
19,04020,4753,6001,1250015,750Bad Debt Expense
84,67491,04832,75840,1106,7131,6509,817Phone and Utilities
93,320100,34639,14142,4403,129015,636Repair and Maintenance
18,44019,8353,5654,6251,2544,1506,241Liab & Prop Insurance
33,48036,00000036,0000Student Financial Aid
3,7204,000004,00000Interest Expense

117,390126,23334,23352,5008,0001,25030,250Depreciation Expense

948,0341,019,409463,598365,03129,68253,802107,296   Total General Expense

2,279,904980,337601,500149,89480,007468,166   Total Expense, 20X0

2,118,524902,959566,700131,78368,420448,662   Total Budget, 20X0
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Section B-4 - Sample Chart of Accounts

B-4.01 Example Account Numbers - The following is an illustration of how the account number

structure may be set up for an academy.  This illustration gives ranges of possible numbers, for flexibility.

Fund
  01 Academy Operating Fund
  02 Unexpended Plant Fund
  03 Net Invested in Plant Fund
  05 Endowment Fund
  07 Independent Operations Fund

     Function
   000 to 099 Assets and Liabilities  (may use 000 throughout)
  200 to 299 Instructional Program Functions
  300 to 399 Student Services Program Functions
  400 to 499 Operation & Maint. of Plant Functions
   500 to 599 Student Financial Aid Functions
   600 to 699 Institutional Support Functions
   700 to 799 Auxiliaries Functions
   800 to 899 Independent Operations Functions

                          Classification
   01 to 09 Current Assets
     10 to 19 Other Assets
   20 to 26 Current Liabilities
   27 to 39 Other Liabilities
      40 to 49 Net Assets
           40     Unallocated Unrestricted Net Assets
          41     Allocated Unrestricted Net Assets - Operating
           42     Allocated Unrestricted Net Assets - Nonoperating
           43     Unrestricted Net Assets - Net Invested in Plant
           46     Temporarily Restricted Net Assets
           48     Permanently Restricted Net Assets
      50 to 59 Unrestricted Revenue
           50     Tuition and Student Fees Revenue
           53     Auxiliaries Revenue
           59     Net Assets Released From Restrictions (In)
       60 to 69 Temporarily Restricted Revenue
           61     Restricted Subsidies and Appropriations
           69    Net Assets Released From Restrictions (Out)
      70 to 75 Permanently Restricted Revenue
           72     Endowment Principal Donations
      76 to 89 Expenses
           76     Employee Salaries and Wages
          79     Payroll Taxes and Related Expense
           83     Office Supplies and Expense
          86     Operation and Maintenance of Plant Assets
          87     Depreciation Expense
      90 to 96 Capital Additions (Deductions)
           92     Unexpended Plant Additions (Deductions)
          94     Net Invested in Plant Additions (Deductions)
       97 to 99 Transfers
           97     Transfers Between Functions
          98     Transfers Between Funds   (may include deprec.)
           99     Depreciation Funding  (if desired separate)
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                                    Object
     0000 to 0299 Current Assets
    0300 to 0399 Property, Plant, and Equipment
     0400 to 0499 Other Assets
     0500 to 0799 Current Liabilities
     0800 to 0899 Plant-Related Liabilities
      0900 to 0999 Other Liabilities
       1000 to 1599 Unrestricted Net Assets
        1600 to 1899 Temporarily Restricted Net Assets
         1900 to 1999 Permanently Restricted Net Assets
        3000 to 3299 Tuition and Fees Revenue
          3300 to 3699 Other Educational & General Revenue
          3700 to 3999 Auxiliaries Revenue
          4000 to 4299 Independent Operations Revenue
          4400 to 4699 Restricted Operating Revenue
          4700 to 4899 Restricted Capital Revenue
          4900 to 4999 Permanently Restricted Revenue
         6000 to 6599 Salaries and Wages Expense
          6600 to 6699 Taxable Employee Benefits
          6700 to 6799 Non-Taxable Employee Benefits
          6800 to 6899 Payroll Taxes and Related Expense
          6900 to 6999 Travel and Related Expense
          7000 to 7299 Instructional Operating Expense
          7300 to 7599 General Operating Expense
          7600 to 7699 Office Supplies and Expense
          7700 to 7899 Operation and Maintenance of Plant
          7900 to 7999 Depreciation Expense
          8000 to 8199 Unexpended Plant Additions
          8200 to 8499 Unexpended Plant Deductions
          8500 to 8799 Net Invested in Plant Additions
          8800 to 8999 Net Invested in Plant Deductions
          9000 to 9499 Transfers Between Functions
          9500 to 9999 Transfers Between Funds
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Appendix C

ADVENTIST BOOK CENTER SUPPLEMENT

Section C-1 - General Guidelines

C-1.01 Introduction - Chapters 1 to 14 of this manual have discussed accounting principles

to be followed by all denominational organizations.  This Appendix discusses further topics that are unique

to book centers.

C-1.02 Self-Supporting Basis - The Adventist Book Center (ABC) has been known from its

inception as a denominational service organization.  Its mission is to supply the needs of our laity, schools and

institutions, and its parent conference organization, with the types of Christ-centered books and other

publications which they require to strengthen them in the Christian way or to accomplish their own assigned

organizational objectives.  This mission is normally expected to be achieved on a self-supporting basis.  The

reasonable margin of profit on its sales of merchandise is expected to cover all operating expense, to permit

the ABC to operate free of debt, and to provide additional funds for improvements and expansion.

C-1.03 Part of Conference Program - The self-support concept has led, unfortunately, to a

tendency to consider the ABC as an organization somewhat apart from the conference itself.  It has its

manager and staff and pays them from its own funds; it makes its own day-to-day operating decisions; it

maintains its own accounting records; it pays its own bills; it seems to have a great deal of autonomy.  In some

unusual situations the ABC may even be a separate organization.  There is another side to the coin; the ABC

is established to perform a function which is an integral part of the total program of the conference, and which

must fit into the other conference activities in such a way that the program as a whole advances evenly,

consistently, successfully.  Each individual employee in the conference, the pastor, the departmental leader,

the administrator, and the ABC manager has been entrusted with particular responsibilities by the

constituency, not to carry out one program simply, but to carry out a segment of the total program.  The fact

that the ABC manager's task includes the handling of funds and the sale of merchandise at a profit, which

most of the other conference department leaders do not, does not negate this basic trustee relationship; in

reality, it reinforces it.  All of us are “stewards of the manifold grace of God.” (1 Peter 4:10) In most situations,

the ABC is only a department of the conference.  In these cases the ABC’s financial information should be

included in the conference’s financial statement so that the financial statements include all departments.
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C-1.04 Payroll Billings from Conference - An important expense billing is that received from

the conference operating fund, usually at the close of each month, to cover salaries and allowances for ABC

staff carried on the conference payroll and charges for other services provided by the conference.  The matter

of salaries and allowances generally presents no problems, as these items are set by policy and by committee

action.  A complication may result in the case of an individual working part time in the ABC and the remainder

in another conference department.  In such cases, it is well that an accurate record of the individual's time

spent in each place be kept, and that the total cost of carrying the employee be prorated on that basis.

C-1.05 Other Billings from Conference - Similar record-keeping applies to other expenses

charged by the conference operating fund to the ABC; rent, use of duplicating or printing facilities, postage

and mailing services, telephone, and any other services shared between the ABC and the rest of the

conference.  The bases for distribution of these charges should be as totally objective as possible under the

circumstances, recognizing that the two accounting entities operate so closely together that it is not always

possible to account accurately for every envelope, every postage stamp, every telephone call.  On the other

hand, it is possible to arrive at a fair rental value for premises which the conference furnishes to the ABC, and

this fair rental should be recorded as an expense, rather than a token rental which is sometimes charged by

the conference.  The point is that the ABC should be charged a fair and reasonable price for all its legitimate

operating expenses; the conference should not lessen or mitigate these charges simply to “give the ABC a

break.” If the ABC for any reason is not able to realize sufficient margin on sales to cover its legitimate

operating expenses, the conference could agree to an operating subsidy to the ABC, and the financial

statements should reflect this credit as donated operating revenue, not as an understatement of operating

expense.

C-1.06 Recording the Conference Billing - The conference billing should be received and

recorded regularly each month, especially since it may include a major portion of the total operating expense

of the ABC.  If for some reason the conference is unable to present the monthly bill to the ABC in time for

inclusion in the month's business, the ABC manager should estimate as closely as possible the expected

amount of the bill, and record the estimate.  Most ABCs are able to pay their obligation to the conference

monthly in cash.  Even in such cases, it is well to record the liability to the conference, and the debit to the
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appropriate expense accounts by journal voucher, and to draw a check in payment of the liability.  There are

two reasons for this:  (1) This is a recurring transaction, and it is well that the conference liability account show

a complete record of every bill received, even though it is paid immediately in cash. (2) In most cases, this

monthly bill does not reach the ABC so as to be paid by check within the month in which the charges accrued;

thus it is necessary to record the liability in one month, and the payment by check in the following month.  The

cash disbursement record should not be held open in order to record a check written for this or any other

purpose after the last day of the month.

C-1.07 Sole Custody of Cash - As mentioned in Chapter 5, each imprest fund should be in

the custody of a single individual.  The practice of having a single change fund at the cash register, with

several sales clerks adding to it the proceeds of their cash sales, and all making change out of the same fund,

results in a situation of no meaningful control of the fund.  Each sales clerk should and must be, the custodian

of a separate fund.  Refer back to Sections 502 to 504 for these principles.

C-1.08 Assets of Branch Locations - It is neither practicable nor necessary that the accounts

be identified throughout so as to produce a complete statement of financial position for each branch.  The

account structure is flexible enough so that separate cash and bank accounts, separate inventory accounts,

and if desirable, separate accounts for equipment and furnishings can be maintained for any branch locations.

The division of accounts receivable into separate subsidiary ledgers for customers of the branches is not

ordinarily recommended.  While individual accounts for branch assets are provided for, it is not contemplated

that such accounts will be used in the overall financial statements, but only in supporting schedules or notes.

Section C-2- Custody and Recording of Inventories

C-2.01 Physical Layout of Salesroom - Serious consideration should be given to the physical

layout and arrangement of the retail sales room.  It is highly advisable that the number of entrances to the

sales room available to the public (and this includes anyone not an employee of the ABC itself) be limited as

far as possible, consistent with the desire to make the salesroom readily available to prospective customers.

In some cases there are as many as five separate entrances to some salesrooms; of course this means that

there are five ways for the customers to leave after they have made their purchases.  Quite obviously, such



C-2.02

an arrangement poses serious problems of control of the stock.  Wherever possible, the salesroom should

be limited to two entrances.  Further, the ABC manager can many times, by exercising thought and ingenuity,

arrange the displays in the salesroom so that even though there may be two or three entrances and exits, all

customers are required to go past a checkout counter, where the cash register is located, and where one

salesperson is constantly on duty.

C-2.02 Checkout Counter - Besides effectively controlling the possibility of merchandise being

removed without having been paid for or having been billed for, this arrangement can be tied to a specific

assignment of one person for the handling of cash, another feature which strengthens the matter of internal

control.  Salespersons on the floor to assist the customers need not, in an arrangement of this sort, also make

the cash collection; that can be handled at the checkout counter.  Thus it is not necessary for every

salesperson to have a change fund in their custody.

C-2.03 Sole Custody of Merchandise - The typical ABC has, or should have, an individual

who is assigned the responsibility of custody of all resale materials in the stockroom.  Often this person

combines the duties of receiving, shipping, and custody, and it is only reasonable that, just as is the case with

custodians of cash, this person alone be afforded access to the assets entrusted to them.

C-2.04 Limited Access to Stockroom - If the stock clerk is charged with responsibility for the

bulk inventory carried in the stockroom, it is not unreasonable to limit access to the stock room to ABC

employees.  No individual, by virtue of their position, has automatic, unrestricted access to the ABC

stockroom.  Conference employees should not be permitted into the stockroom unless they have business

with the stock clerk.  It should be evident that proper safeguards must be instituted to preclude customers

from entering the stockroom.  It might be well to have the door between salesroom and stockroom locked,

and equipped with an electrical lock release to be operated by the stock clerk.  This at least permits the stock

clerk to know who is entering the stockroom and for what purpose.

C-2.05 Replenishing Salesroom Stock - How should replenishment of goods in the

salesroom be handled?  It can only be said that practicality must be blended with adequate controls; the

business must operate, and personnel frequently is so limited that complete division of function cannot be

effected.  Ideally, replenishment should be handled on the basis of a written list from designated salesroom
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personnel, the list handed to the stock clerk and filled.  It is not desirable for several individuals from the

salesroom personnel to share the responsibility for replenishing salesroom stock, and as so frequently

happens, to make many trips per day to the stockroom.  In time of peak loads of shipping work, it may be

necessary that everyone help to get the mail orders out.  As far as possible, the additional individuals should

recognize that they are working under the direction of the stock clerk during this temporary rush, and that the

clerk is still solely responsible for the stockroom and its contents.

C-2.06 Authorization for Purchases - The authority to purchase goods and services is both

a privilege and a responsibility.  The individual who has this authority not only makes decisions as to what

types of merchandise are needed, and in what quantities, but also commits the organization to the payment

of money.  As mentioned in Chapter 7, job descriptions should delineate very specifically who is authorized

to originate purchase orders, and for what types of goods and services.  These details should be spelled out,

and should be understood by the individuals involved.

C-2.07 Goods and Services - It is preferable that formal purchase orders be issued for all

goods and services ordered from outside vendors, everything for which it is anticipated payment will be made

by cash or check.  The use of these forms should not be confined to the purchase of resale merchandise,

although it must be emphasized that all orders of that nature should be covered by formal purchase orders,

including orders telephoned to the vendor, in which case a confirming purchase order should be issued.

Purchases of supplies of various sorts, and of outside services as well, should be authorized by use of the

purchase order.  Refer back to Section 706.04 for further guidance.

C-2.08 Receiving Function - A copy of the purchase order should be forwarded immediately

on release of the original to the receiving clerk.  It is understood that this receiving function, in practically all

ABCs, is combined with the duties of the shipping clerk; these two areas of responsibility should be kept

conceptually separate, even though they are combined in one person.  All purchase order copies received by

the receiving clerk from the individual originating them should be kept in an open file until the material is

received.  The receiving clerk should actually count to confirm the quantity of merchandise received, and not

simply accept the quantity indicated on the vendor's packing list.  At that time, the purchase order is compared

with both the packing list and the actual quantities received; if all are in agreement, the order and the packing
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list are stapled together, the receiving clerk marks the packing list “Received” with the date, and signs the

form.  It is then forwarded to the accounting department, to the individual who has already received a copy

of the purchase order.

C-2.09 Non-Merchandise Receipts - There are necessarily some exceptions to this

procedure.  Frequently office supplies and other small items may be picked up personally by someone other

than the receiving clerk.  In such cases, a copy will be held by the individual handling the pickup until the

material arrives at the ABC premises, at which time this individual will sign the copy of the purchase order,

or the packing list, and give it to the accounting department.

C-2.10 Periodical Subscription Orders - Commonly, billing for periodical subscriptions is

handled by a designated individual in the organization.  That person should be authorized to issue purchase

orders for periodical subscriptions only, and should then, insofar as the functions outlined above are

concerned, take the place of the receiving clerk:  review the publishing house billing when received, checking

it against the purchase order, authenticating it, and turning it over to the accounting department for further

processing.

C-2.11 Categories of Purchases - Section C-4.01 discusses breaking down sales into

separate categories such as SDA materials, periodicals, other publisher materials, and foods.  In order for

such a sales breakdown to be significant, it is necessary that purchases and all costs related thereto be

similarly categorized.  The chart of accounts has the flexibility to do this, within the category segment of the

account number.  The identification of accounts to be charged for purchases may be handled either by the

person originating the purchase order, or by the accountant who matches the documents prior to entry.  In

either case, the individual charged with this responsibility should be adequately instructed as to what account

numbers are available and the significance of each number.  It is essential to accurate cost-finding that the

revenues and the costs related to those revenues be consistently identified.

C-2.12 Freight-In on Purchases - A part of the procurement of  merchandise entails the

payment of costs of transportation from the vendor's point of shipment to the ABC stockroom.  The Freight-In

must be considered an integral part of the cost of the merchandise.  The reasoning behind this stand is this:

the cost of merchandise includes all costs required to put it in place and in condition for sale.  Obviously, the
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merchandise is not available for sale by the ABC until it is delivered to the ABC premises; therefore the cost

of freight or other transportation is a part of the merchandise cost.  Freight on incoming merchandise, then,

should be accumulated in accounts related to the categories of merchandise, in the costs of goods sold

section of the chart of accounts.

C-2.13 Manager's Approval - All purchase invoices, before being entered in the records,

should be scrutinized and approved by the manager or a designated representative.  Some organizations

delay this step until the due date for payment arrives; then the checks are made out, and checks plus invoices

are placed on the manager's desk for review and signature on the check.  This practice is deficient in two

respects: (1) Most bills are paid at one time--usually around the first to the tenth of the month.  This means

the manager is confronted with a sizeable pile of checks and an even larger pile of invoices to be reviewed.

With such a quantity of paperwork all at one time, it is the natural tendency to examine the documentation

rather cursorily, instead of carefully, as the importance of the operation warrants.  Channeling these invoices

to the manager without delay, throughout the month, gives the manager more of an opportunity to look the

invoices over carefully.  (2) The manager's approval on the invoices is an authorization to record the invoices

as liabilities, which is consent to formally committing the organization to the payment of money at a future

time.  This being the case, the authorization should be given before the invoices are entered as liabilities, not

at some time subsequent to entry.  

Section C-3 - Year-End Inventory Count

C-3.01 Planning for Inventory Count - A physical inventory of all stock on hand is necessary

at the close of the fiscal year.  Although the inventory process is not an easy task, it can be lightened to a

considerable degree, however, if proper plans are made in advance of the actual time of inventory-taking.

Generally, all employees are called on to help with the job; this means that some of the individuals involved

may not be well acquainted with the items in stock, and will require instruction if they are to do their part in an

acceptable manner.  It is profitable to put inventory instructions in writing well in advance of the inventory date,

to survey the premises to delineate specific areas to be covered by each inventory team, and to call all

individuals together a day or two in advance of the inventory date to go over the written instructions with them,

and to answer any questions they may have.
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C-3.02 Survey of Premises - Of course it is essential that all goods be included.  This is so

self-evident as to seem not to require discussion.  However, it has occurred that after the inventory was

completed and the records were adjusted that goods stored in an out-of-the way place, or items which may

not have been readily visible, were missed.  The manager and/or stock clerk would do well, somewhat in

advance of the inventory date, to go over the entire premises, including storage areas in outlying warehouses

or other locations not immediately connected with the stockroom or salesroom, to pinpoint areas that might

otherwise be overlooked.  A fresh look at the entire inventory (both merchandise and supplies) is always

beneficial, and it is by no means unheard of that some items, tucked away in a corner, may have been

completely forgotten.

C-3.03 Arranging Stock by Categories - For convenience in later breakdown of the total

inventory, it is most helpful if the stockroom can be so arranged that various categories of merchandise, SDA

materials, other-publisher materials, foods, and whatever other categories have been indicated for sales

breakdowns, are arranged in separate sections.  If inventory sheets are used, no sheet should contain items

of more than one category.

C-3.04 Closing for Inventory - The inventory task is undeniably a burdensome one, but it can

be simplified. The manager should consider the advisability of closing the ABC for normal business while the

inventory is counted to minimize any distracting duties and movement of inventory.  Many ABCs do this.  It

is well-nigh impossible to get a proper cutoff on the physical inventory in relation to sales, shipments, and

receipts of goods if a “business as usual” policy is followed.  If sufficient advance notice of the closing for

inventory is publicized, the inconvenience to customers is minimal.

C-3.05 Cutoff of Receipts and Shipments - One of the advantages of closing the salesroom

on inventory day was mentioned above:  the simplification of the problem of cutoff of sales and receipts of

goods and the coordination of these inflows and outflows with the inventory count itself.  Quite evidently

incorrect figures of inventory, sales, and/or cost of goods sold will result if, for example, billing to a customer

has gone through and been entered as a sale while the goods are still on the premises, and are included in

the inventory.  The same thing applies to incoming merchandise, if it is included in the inventory, it must have

been recorded as a purchase and a liability set up for it.  Individuals who are responsible for receiving, for
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shipping, and for salesroom activity should be briefed on this point, if goods have been set aside for a

customer, it is imperative that they either be billed and recorded as sales, or be included in inventory.

C-3.06 Goods in Transit - A question sometimes arises about inclusion in inventory of goods

in transit from the supplier on inventory day.  The principle involved is quite clear:  If the fob point of the

purchase is the seller's (that is, if the ABC pays the freight or other carriage charge, whether it is paid

separately to the common carrier, or added to the vendor's invoice as a separate item), the goods belong to

the buyer (the ABC) when the vendor makes shipment. This means that, even though the goods are not

physically present on the ABC premises on inventory day, the transaction must be recorded as a liability, and

the invoice cost of the goods be included in inventory.  If, on the other hand, the price of goods includes

transportation to the ABC address (the fob point is the ABC, not the vendor's location) the transaction is not

complete until the goods are delivered to the ABC by the common carrier.  A legal point is involved here, title

to the merchandise in the first case (fob vendor's address) passes to the purchaser when the vendor turns

the goods over to the common carrier.  In the second case, title remains with the vendor until the goods are

delivered, and only then passes to the ABC.

C-3.07 Pricing the Inventory - At the completion of the counting and tabulation of goods on

hand, the inventory cards or count sheets will be assembled preparatory to pricing out the inventory.  All cards

or count sheets will have been pre-numbered, and all numbers will now be accounted for, to ensure that

nothing has been omitted.  Quite commonly, in pricing the inventory, items are arranged as to the discount

allowed from list price by the supplier; individual items are then extended at full list price, and the appropriate

discount is taken on the whole category.  This saves a great deal of effort and the possibility of errors in

computing extensions on individual items.  There is a danger involved, though, while the discount on a

particular type of SDA publication may regularly be 40%, it is possible that a special deal offered by the

publishing house resulted either in certain titles in that category being sold to the ABC at a higher discount,

or in the list price itself being changed.  A common example is the granting of an additional discount at camp

meeting or holiday time.  It is not correct to list an item in the 40% discount group if it involves one of these

additional discount arrangements, nor is it correct to list the entire inventory of a given title at one list price

when a portion of the books may have been purchased, say, at a list price of $5.95 and the remainder at a
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$6.95 list.  The point is that the pricing of the inventory must reflect a figure no higher than that which was

actually paid for the specific goods, not what would normally be paid, or what might have been paid if

conditions had been different.  As mentioned in Section 706.09, provision must also be made for reducing the

inventory value of those items which are obsolete stock or overstocked, and which will in normal

circumstances have to be sold at significant reduction from the regular price. 

C-3.08 Contracted Counting Services - To save time and expense, a number of ABCs use

commercial inventory counting services to perform the physical count of the retail sales areas, and sometimes

portions of the stockrooms as well.  Using such a service does not remove the responsibility from the ABC

manager to oversee all inventory counting procedures, to assure that the count is properly performed.  The

areas to be counted by ABC staff and counting service personnel, respectively, should be defined in writing

and communicated to all involved, so that there will be no confusion during the process. 

C-3.09  Completed Inventory Tabulation - When all inventory items have been priced and

extended, the inventory sheets should be individually footed and adequate summaries prepared, to arrive at

the value of the entire inventory.  Again it must be emphasized that, whatever categorization has been set up

in the accounting system for sales and purchases, the same breakdown must be carried through in the

inventory.

C-3.10 Auditor's Observation of Count - One of the responsibilities of the GCAS auditor is

to observe personally the inventory process.  The ABC personnel should understand that the auditor does not

expect to take any active part in the inventorying, nor is the auditor acting as a policeman to detect inefficiency

or carelessness.  It would be well for the ABC manager to review with the auditor the written inventory

instructions referred to earlier; the auditor will then devote attention to observing the way in which these

instructions are carried out, and the adequacy of the safeguards against either duplication or omission of

counts.  Subsequently, the auditor may spot-check some of the counts against the inventory cards or count

sheets, and will also check, on a sampling basis, pricing, extensions, and footings.



C-4.04

Section C-4 - Sales and Cost of Goods Sold

C-4.01  Categories of Sales - A recurring question has to do with the degree to which sales

are classified or categorized.  Some ABCs make no attempt to account separately for sales of Seventh-day

Adventist publications (books and periodicals) as distinct from merchandise from other publishers, or from

food products.  Recognizing that these breakdowns of sales, to be significant in the information they afford,

must be tied to corresponding breakdowns in inventory, purchases, and related factors making up the cost

of goods sold, it is essential that the structure of the accounting system be such as to identify by

predetermined categories not only the sales, but all elements entering into cost of goods sold as well. 

C-4.02 Changes in Sales Mix - Commonly the margins of gross profit (markup) on various

types of merchandise vary quite significantly; periodicals, for example, have a smaller margin than SDA books.

If the sales mix or relative percentages in various categories change during the current year from what it was

last year, it is quite possible that, on an increased sales volume, there may be a smaller gross trading margin.

This possibility, and the capability of making important management decisions on sales promotion based on

relative profitability, point up the advantage of a categorization of sales revenue.  Sales and related cost

elements should be divided into a number of categories appropriate to the circumstances of each ABC.

C-4.03 Credit Card Sales - Most of the ABCs in the North American Division accept one or

more of the more widely used credit cards, such as Visa and MasterCard.  As far as the handling of sales on

these credit cards by the sales person is concerned, they may be treated as cash sales.  The credit card ticket

which the customer signs should be handled as cash, and should be turned in (separately listed on the daily

cash report) along with the daily cash-up.  The general cashier may deposit these separately in the bank;

practices vary, but ordinarily they are deposited at full face value, and a charge is made by the bank at the end

of the month for the stated handling charge.  The cashier will record this monthly charge as a bank

disbursement when notified of the charge by the bank.

C-4.04 Billings for Periodicals - Billing for periodicals represents some problems which differ

from those for the shipment of merchandise.  Quite commonly a different form is used for billing periodicals,

or in other cases the individual charged with this responsibility uses the same sales invoice form, but has a

separate block of numbers for this use.  In those cases where billing of periodical subscriptions is based on
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an invoice from the publishing house, it is of course important that every item on the publishing house billing

be covered by a sales invoice.  If this is not done, the charge to purchases (and hence to cost of goods sold)

does not have a corresponding credit to an revenue account, and the revenue statement is penalized to the

extent of the unrecorded sale.  The converse is equally true, and arises with some frequency in the case of

billings sent directly to the subscriber in advance of any billing from the publishing house.  If the subscriber

pays the advance bill in cash, and the cash is recorded immediately as a sale, revenue is overstated until such

time as the bill from the publishing house is received.

C-4.05 Deferred Periodical Revenue - From an accounting point of view, the correct way to

handle such a situation is to record the advance payment as a deferred revenue, not as a sale.  When the

billing is received from the publishing house, and properly recorded as a purchase, the corresponding credit

in the deferred revenue account is transferred to Periodical Sales.  The only permissible exception to this

procedure must be hedged about with certain provisos: if experience has shown that publishing house billings

for such items are received promptly, and if a close and constant supervision over these types of transactions

is maintained, then recording the cash received in advance of publishing house billing as an immediate sale

may be justified.  Even in such cases, an additional caution is necessary, at the close of a fiscal period (month

or year) any items so recorded as sales, but on which billing has not been received, should be transferred out

of sales and credited to a deferred revenue account.  This entry can be reversed as of the first of the new

fiscal period.

C-4.06 Recording Sales Tax - A separate column should be provided in both the sales journal

and in the cash receipts journal for the recording of sales tax.  The amount of tax collected should in no case

be credited to a revenue account; the collection of the tax is an agency function, and the proceeds of the

collection does not belong to the organization, but to the governmental entity assessing the tax.  It is a liability,

and will be credited to an appropriate account until it is paid.

C-4.07 Truth in Lending Act - If an ABC (in the U.S.) allows customers to purchase

merchandise on an open-end time payment plan, they come under the federal Truth in Lending Act.  For

details, see coverage of this topic in Appendix D-2.11.
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C-4.08 Legal Requirements - Sections C-4.06 and C-4.07 refer to necessary accounting for

state and local sales taxes, and for required disclosure of terms of financing on divided-payment plan sales.

These are only two examples of necessary compliance with Federal, State/Provincial, and local regulations.

It is incumbent on the ABC manager to keep abreast of these and similar developments in legislation, and to

be sure at all times that the business which is conducted is in full compliance with all tax laws, and with all

other regulations, on every level of government, which affect the accounting, reporting, and fiscal liability.

C-4.09 Unrelated Business Income Tax - NADWP I 55 85 requires the ABC operating board

to periodically review the regulations for reporting unrelated business income, and assure compliance with

them.  Any merchandise that is not inherently religious in character has the potential to be classified as

unrelated.  If an ABC determines that it has more than the specified threshold amount of unrelated business

income, an unrelated business income return must be filed with the IRS.  This does not necessarily mean that

there will be any unrelated business income tax to pay.  There is provision for offsetting the revenue with

appropriate costs and expenses.  The ABC manager and conference treasurer should work closely with legal

and accounting professionals to prepare these reports where required, and pay any tax that may be due.

C-4.10 Income of Branch Locations - In the numerous organizations which operate

branches, it is highly desirable that the accounting system be expanded to record sales, costs of goods sold,

and to some extent operating expenses, in such a way that separate net income determination for each

branch is possible.  In the chart of accounts, this can be accomplished by using, only for those revenue and

cost accounts which can be properly identified as pertaining to a specific branch, separate numbers in the

function segment of the account number.  This preserves the significance of the basic account number, while

still providing for recapture in either a manual or computerized information system, of all revenue and cost

accounts related to a particular branch.  Thus all transactions relating to a given branch can be segregated;

the ledger accounts can also be physically segregated; and an income statement for each branch can be

produced.  Of course the income statement for the ABC as a whole will simply add all revenues of like account

numbers, all elements of cost and of expense, and present a single statement of changes in net assets for

the entire organization.
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C-4.11 Expenses of Branch Locations - Ideally, this plan should be carried through to include

all operating expense accounts; in some operations this may be feasible, and where this is so, again the

function segment of the account number will do it.  Very frequently though, it is not possible to allocate all

expenses objectively between the main outlet and the branch or branches.  It is generally felt that no allocation

at all is better than an allocation on a purely subjective basis.  It is not ordinarily difficult to identify cost of

goods sold as related to the sales dollar of the individual branch; thus we can determine the gross trading

profit for each branch by using the above described modification of the basic chart of accounts.  Application

of the principle beyond the point of gross trading profit must be left to the determination of the individual ABC;

a complete allocation is desirable, but not always objectively feasible.  If done, such an allocation would

produce a schedule similar to that illustrated at Appendix C-5.09.
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ADVENTIST BOOK CENTER
Special Purpose Schedule of Financial Position
December 31, 20X0 and 19X9

19X920X0
TotalTotalASSETS

Current Assets
7,80757,456Cash and Cash Equivalents (Note 2)

87,54479,018Accounts Receivable, net (Note 3)
220,734230,636Inventory (Note 4)

262542Prepaid Expense 
316,347367,652Total Current Assets

Other Assets
85,808107,112Equipment, at Cost (Note 6)

(19,141)(29,309)Accumulated Depreciation
66,66777,803Equipment, Net
12,3755,150Cash Held for Purchase of Equipment
79,04282,953Total Other Assets

395,389450,605Total Assets

LIABILITIES
Current Liabilities

113,106132,999Accounts Payable (Note 5)
35,74334,810Accrued Expenses
2,5972,813Current Portion, Capital Lease

151,446170,622Total Current Liabilities

Other Liabilities
10,0247,211Capital Lease (Note 6)

161,470177,833Total Liabilities

NET ASSETS
167,498199,843Unrestricted: Unallocated

54,04667,779Unrestricted: Net Invested in Plant
221,544267,622Total Unrestricted 

12,3755,150Temporarily Restricted (Note 7)
233,919272,772Total Net Assets

395,389450,605Total Liabilities & Net Assets

Notes to the financial schedules are an integral part of this schedule.
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ADVENTIST BOOK CENTER
Special Purpose Schedule of Changes in Net Assets
Years Ended December 31, 20X0 and 19X9

Percent19X9Percent20X0
of SalesTotalof SalesTotalChanges in Unrestricted Net Assets

Revenue from Operations:
100.0%1,168,079100.0%1,238,323Total Sales (Note 10)
-79.4%(927,021)-77.9%(965,155)Total Cost of Goods Sold (Note 10)
20.6%241,05822.1%273,168Gross Profit on Sales (Note 10)

1.6%18,5301.8%22,153Shipping and Handling Income
0.2%2,4910.2%2,547Finance Charges

22.4%262,07924.1%297,868   Gross Revenue from Operations

Operating Expenses: 
Program Function:

12.1%141,10712.4%153,401Merchandising Expense (Note 10)
Supporting Services Function:

8.1%94,4168.5%105,274Administrative Expense (Note 10)
20.2%235,52320.9%258,675Total Operating Expense

2.3%26,5563.2%39,193Net Revenue from Operations

0.0%2510.1%884Investment Income
0.1%(818)-0.1%(916)Interest Expense on Capital Lease
0.0%0-0.1%(1,308)Loss on Sale of Equipment
0.2%2,6250.7%8,225Net Assets Released from Restrictions (Capital)
0.2%2,0580.6%6,885Net Nonoperating Activity

2.4%28,6143.7%46,078Increase (Decrease) Unrestricted Net Assets

Changes in Temporarily Restricted Net Assets
15,0001,000Restricted Capital Donations Received
(2,625)(8,225)Net Assets Released from Restrictions (Note 7)

Increase (Decrease)
12,375(7,225)Temporarily Restricted Net Assets

40,98938,853Increase (Decrease) in Net Assets
192,930233,919Net Assets at Beginning of Year

233,919272,772Net Assets at End of Year

Notes to the financial schedules are an integral part of this schedule.
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ADVENTIST BOOK CENTER
Special Purpose Schedule of Cash Flows
Years Ended December 31, 20X0 and 19X9

19X920X0
TotalTotal

Cash Flows from Operating Activities:
40,98938,853Increase (Decrease) in Net Assets

Adjustments to reconcile change in net
assets to net cash provided:

9,02310,627Depreciation Expense
01,308(Gain) Loss on Sale of Plant Assets

(15,000)(1,000)Nonoperating Donations
(14,437)0Assets Purchased by Capital Lease
(13,724)8,526(Increase) Decrease Accounts Receivable

6,619(10,182)(Increase) Decrease Inventory & Prepaid
(7,560)18,960Increase (Decrease) Accounts Payable

5,91067,092 Net Cash Provided (Used) by Operating Activities

Cash Flows from Investing Activities:
07,225Proceeds from Maturity of Investments

(12,375)0Purchases of Investments
050Proceeds from Sale of Equipment

(5,213)(23,121)Purchases of Equipment

(17,588)(15,846) Net Cash Provided (Used) by Investing Activities

Cash Flows from Financing Activities:
15,0001,000Donations for New Equipment
(1,816)(2,597)Principal Payments on Capital Lease

13,184(1,597) Net Cash Provided (Used) by Financing Activities

1,50649,649Net Increase (Decrease) Cash and Cash Equivalents
6,3017,807Cash and Cash Equivalents, Beginning of Year

7,80757,456Cash and Cash Equivalents, End of Year

Supplemental Cash Flow Data:  Cash paid during the year for interest was $916.

Notes to the financial schedules are an integral part of this schedule.
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          ADVENTIST BOOK CENTER
          Notes to the Special Purpose Financial Schedules
          Years ended December 31, 20X0 and 19X9

Note 1 - Organization Description and Summary of Significant Accounting Policies

Organization Description

Conference in the form of reduced rental rates for the space it occupies in the Conference building.
The ABC receives most of its revenue in the form of sales of its merchandise.  It also receives a subsidy from the
operated to sell and distribute Christian literature and related merchandise to its constituents and congregations. 
Adventist Book Center (ABC) is a department of Local Conference of Seventh-day Adventists (Conference) that is

below.
from or payable to other departments or Funds of the Conference or Corporation are set forth in Notes 3 and 5
negotiated amount to the Corporation Operating Fund for rent and utilities (see Note 10). Details of amounts due
building that is owned by Local Conference Corporation of Seventh-day Adventists (Corporation). The ABC pays a
payroll cost, which is then recorded as expense by the ABC (see Note 10).  The ABC's home office is located in a
processed by the Conference.  The ABC reimburses the Conference Operating Fund for its share of the total
of the Conference are the members of the ABC governing committee.  The ABC payroll is included in total payroll
The ABC manager is appointed by the Conference executive committee, and certain officers and other employees

511-514 of the Internal Revenue Code.
of applicable state and local codes; except for taxes on Unrelated Business Income as described in Sections
income taxes under the provisions of Section 501(c)(3) of the Internal Revenue Code, and corresponding sections
Since the ABC is a department of a religious not-for-profit organization, it is exempt from federal, state, and local

Summary of Significant Accounting Policies

on the accrual basis of accounting.
usefulness of the special purpose financial schedules.  These financial schedules of the ABC have been prepared
American Institute of Certified Public Accountants.  These significant policies are described below to enhance the
principles for not-for-profit organizations as promulgated by the Financial Accounting Standards Board and the
(a)  The significant accounting policies of the ABC are essentially the same as generally accepted accounting

amounts of revenues and expenses during the reporting period.  Actual results could differ from those etimates.
and liabilities and disclosure of contingent assets and liabilities at the date of the financial schedules and reported
principles requires management to make estimates and assumptions that affect the reported amounts of assets
(b)  The preparation of special purpose financial schedules in conformity with generally accepted accounting

restrictions.
reclassified to unrestricted net assets and reported in the schedule of activities as net assets released from
when a stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted net assets are
received with donor stipulations that limit the use of the donated assets.  When a donor restriction expires, that is,
(c)  Restricted Resources:  The ABC reports gifts of cash and other assets as restricted support if they are

placed in service.
maintained, the ABC reports expirations of donor restrictions when the donated or acquired long-lived assets are
reported as restricted support.  Absent explicit donor stipulations about how long those long-lived assets must be
the assets are to be used, and gifts of cash or other assets that must be used to acquire long-lived assets, are
specify how the donated assets must be used.  Gifts of long-lived assets with explicit restrictions that specify how
The ABC reports gifts of land, buildings, and equipment as unrestricted support unless explicit donor stipulations
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Note 1 - Summary of Significant Accounting Policies, (continued)

operating expense in the statement of changes.
estimated useful lives of the respective assets on a straight-line bases.  Depreciation expense is recorded as
cost when purchased or at fair market value at date of gift.  Depreciation of equipment is provided over the
payments made to retire plant indebtedness are recorded as nonoperating expense.  Equipment is recorded at
equipment and restricted income from plant related investments are recorded as restricted gains.  Interest
accounted for as cash flows from investing and financing activities.  Restricted proceeds from the sale of
(d)  Equipment and Depreciation:  Use of funds for equipment acquisitions and debt service payments are

cash and investments is reported in the statement of cash flows as proceeds or purchases of investments.
other than operating are not classified as cash and cash equivalents.  The increase or decrease in nonoperating
cash and have a maturity date of less than three months from date of acquisition.  Cash and investments held for
(e)  Cash Equivalents:Cash equivalents are highly-liquid assets held for operating, which are readily convertible to

(f)  Fair Value of Financial Instruments:  The methods and assumptions used to estimate fair values are:

cash, cash equivalents, accounts receivable, and certain current liabilities.
reasonable estimates of fair value due to the relatively short period to maturity of the instruments.  This applies to
Short-term financial instruments are valued at their carrying amounts in the financial statements, which are

recognized as gain or loss.
type of security is recorded in a valuation account.  The change in this account at the close of each year is
reporting date for those or similar securities.  The difference between aggregate market value and cost for each
Investment securities are valued at quoted market price or reasonably obtainable market value estimate at the

reflects operating working capital, since usually no plant assets or liabilities are classified as current.
amounts held as fiscal agent for others.  Working capital (current assets less current liabilities) for the ABC usually
fund debt payable within the next fiscal year to the extent covered by designated plant fund liquid assets, or
plant fund debt, or held as agent for others. This excludes from current liabilities long-term portion of all debt, plant
current operations, committee allocated for the acquisition or construction of plant assets or for the liquidation of
characteristics. This excludes from current assets, cash and claims to cash that are restricted to use for other than
(g)  Current Assets and Liabilities:  Assets and liabilities are classified as current or long-term, depending on their

decisions could conflict with the ABC's sales objectives.
Herald Publishing Association, and Worthington Foods.  There is a risk that suppliers' pricing and product
purchases most of its inventory from three major suppliers; Pacific Press Publishing Association, Review and
effect of economic trends that may decrease the ability of customers to purchase its merchandise.  Also, it
(h)  Concentrations of Risk:  The ABC receives most of its revenue from sales of merchandise.  It is subject to the

uncollectible are charged to the allowance.
additions based on sales, historical bad debt experience, and aging of receivables.  Accounts deemed to be
(i)   Provision for Uncollectible Accounts:  An allowance for uncollectible accounts is provided through routine

(j)  Inventory:  Inventory is stated at the lower of cost or fair value, under the first-in, first-out method. 

(k)  Investment Income:  Investment income is accounted for as unrestricted nonoperating income.

department apart from the rest of the entity.
general use financial statements.  The Conference believes this special presentation is useful to analyze this
Standards No. 117 of the Financial Accounting Standards Board requires the whole organization to be included in
activity of the ABC, which is a department of the Conference.  Compliance with Statement of Financial Accounting
(l)  Basis of Special Presentation:  The accompanying special purpose schedules include only the accounts and
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19X920X0Note 2 - Cash
TotalTotal

Unrestricted Funds
2,0002,000Imprest Cash
5,8074,392Checking Account

051,064Money Market Account at 5%
7,80757,456Total Unrestricted Cash

Restricted Funds
12,3755,150Money Market Account at 5%

Note 3 - Accounts Receivable

41,40238,113Church Accounts
50,12545,007School Accounts
2,0171,398Miscellaneous Accounts

(6,000)(5,500)Allowance for Doubtful Accounts
87,54479,018Net Accounts Receivable

19X920X0Note 4 - Inventory
TotalTotalBranch BBranch A
85,94989,98327,37162,612SDA Literature
45,65241,14216,45724,685Non-SDA Literature
36,21839,11016,62122,489Multi-media Merchandise
52,91560,40129,14031,261Food Products

220,734230,63689,589141,047Total Inventory

19X920X0Note 5 - Accounts Payable
TotalTotal
54,66163,202SDA Vendors
42,34649,911Non-SDA Vendors
16,09919,886Local Conference

113,106132,999Total Accounts Payable

Note 6 - Leased Equipment and Capital Lease Payable

Certain equipment was acquired during 19X9 under the terms of a capital lease.  The cost of the equipment was
recorded at the net present value of the lease at the time of acquisition, which was $14,437.  This amount is
included in total equipment cost reported in the schedule of financial position.  At December 31, 20X0 and 19X9,
accumulated amortization on this equipment was $5,053 and $2,166, respectively.  For the years ended December 31,
20X0 and 19X9, amortization expense was $2,887 and $2,166, respectively.  The lease terms are as follows:

19X920X0
TotalTotalLong-termCurrent

Payable to XYZ Corp.  Payments of $293 per month
12,62110,0247,2112,813for 60 months, at 8% interest, beginning April 1, 19X9.

Principal amounts due in each of the next five years are: 20X1: 2,813; 20X2: 3,046; 20X3: 3,298; 20X4: 867; 20X5: 0.
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Note 7 - Temporarily Restricted Net Assets

BalanceRestrictionsRestrictedBalanceTemporarily restricted net assets are available
20X0ReleasedIncome19X9for the following purposes or periods:

5,1508,2251,00012,375New Branch Equipment

Note 8 - Working Capital and Liquidity
TotalTotal
19X920X0Working Capital
316,347367,652Total Current Assets

(151,446)(170,622)Total Current Liabilities
164,901197,030Actual Working Capital
308,278309,654Recommended Working Capital *

(143,377)(112,624)Working Capital Excess (Deficit)

53.5%63.6%Percent of Recommended Working Capital

2.12.2Current Ratio

Liquidity
7,80757,456Cash and Investments

00Accounts Receivable - Conference
7,80757,456Total Liquid Assets

151,446170,622Current Liabilities
00Allocated Net Assets

151,446170,622Total Commitments

(143,639)(113,166)Liquid Assets Surplus (Deficit)

5%34%Percent Liquid Assets to Commitments

* Calculation of Recommended Working Capital:
87,54479,018Accounts Receivable, net

220,734230,636Inventory
308,278309,654Total Recommended Working Capital
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Note 9 - Pension and Other Post-Retirement Benefits

Defined Benefit Plans

church-related agency.
and is exempt from the Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a
the Organization, is administered by the General Conference of Seventh-day Adventists in Silver Spring, Maryland,
Adventist Retirement Plan of the North American Division."  This plan, which covers substantially all employees of
The Organization participates in a non-contributory, defined benefit pension plan known as the "Seventh-day

Income Security Act of 1974 as a multiple-employer plan of a church-related agency.
Conference of Seventh-day Adventists in Silver Spring, Maryland, and is exempt from the Employee Retirement
Division."  This plan, which covers substantially all employees of the Organization, is administered by the General
Care Assistance Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American
The Organization also participates in a non-contributory, defined benefit health care plan known as the "Health

benefits) for the years ended December 31, 20X0 and 19X9, respectively.
The Organization contributed $14,093 and $15,565 to these plans (for retiree pension and retiree health care

Seventh-day Adventist Retirement Plan of the North American Division.
for that plan.  No actuarial evaluation has been obtained for the Health Care Assistance Plan for Participants in the
the actuarially computed value of accumulated plan benefits exceeded the estimated market value of plan assets,
evaluation of the Seventh-day Adventist Retirement Plan of the North American Division, as of December 31, 1998,
employees of the Organization apart from other plan participants.  However, based on the latest actuarial
required, nor is it possible, to determine the actuarial present value of accumulated benefits or plan net assets for
These plans are defined by the Financial Accounting Standards Board as multiemployer plans.  As such, it is not

benefits under these plans.
reduced rate) to the frozen plans after December 31, 1999.  Certain employees will continue to be eligible for future
contribution plan effective January 1, 2000.  The Organization is scheduled to continue making contributions (at a
December 31, 1999, except for employees who choose the career completion option, and to start a new defined
The North American Division Committee voted to freeze accrual of service credit in these plans effective 

Defined Contribution Plan

agency.
from the Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a church-related
administered by the General Conference of Seventh-day Adventists (GC) in Silver Spring, Maryland, and is exempt
Adventist Retirement Plan."  This plan, which covers substantially all employees of the Organization, is
Effective January 1, 2000, the Organization participates in a defined contribution retirement plan known as "The

provided under an agreement between the GC and VALIC.
contributions.   Investment management of the accumulated contributions designated for each employee is
percentage of each employee's earnings and a stated matching percentage of certain employee voluntary
The Organization contributed $5,368 to the plan for the year ended December 31, 20X0, based on a stated
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Note 10 - Revenue, Expense, and Budget Comparisons

19X920X020X0
ActualBudgetActualBranch BBranch A

Sales:
439,198445,000449,610140,413309,197SDA Literature
274,499280,000287,514106,521180,993Non-SDA Literature
184,556195,000200,27487,153113,121Multi-media Merchandise
269,826275,000300,925150,097150,828Food Products

1,168,0791,195,0001,238,323484,184754,139   Total Sales
Cost of Goods Sold:

330,506335,000333,475100,447233,028SDA Literature
235,796240,000241,73989,478152,261Non-SDA Literature
153,078160,000163,94570,03293,913Multi-media Merchandise
207,641210,000225,996112,445113,551Food Products
927,021945,000965,155372,402592,753   Total Cost of Goods Sold

Gross Profit on Sales:
108,692110,000116,13539,96676,169SDA Literature

38,70340,00045,77517,04328,732Non-SDA Literature
31,47835,00036,32917,12119,208Multi-media Merchandise
62,18565,00074,92937,65237,277Food Products

241,058250,000273,168111,782161,386   Total Gross Profit on Sales

18,53020,00022,1536,64615,507Shipping and Handling Revenue
2,4912,0002,54702,547Finance Charges

262,079272,000297,868118,428179,440Gross Revenue from Operations

Operating Expenses:
Sales Program Function:

88,95191,00093,96735,70758,260Salaries and Wages
14,48014,70015,2975,8139,484Payroll-related Expense
10,8969,5559,8663,7496,117Retirement Contribution - DB Plan

03,6403,7581,4282,330Retirement Contribution - DC Plan
11,88211,90513,7696,8666,903Advertising and Selling
10,38610,80011,4303,8707,560Building Rent Expense
4,5125,2505,3142,3912,923Depreciation Expense

141,107146,850153,40159,82493,577   Total Program Expenses
Admin. Support Svcs. Function:

38,12239,00040,27115,30324,968Salaries and Wages
6,2066,3006,5562,4914,065Payroll-related Expense
4,6694,0954,2271,6062,621Retirement Contribution - DB Plan

01,5601,610612998Retirement Contribution - DC Plan
17,20717,74519,8245,91013,914Postage and Shipping
22,54723,20026,20310,20116,002General and Administrative
1,1541,2001,270430840Building Rent Expense
4,5115,2505,3132,3912,922Depreciation Expense

94,41698,350105,27438,94466,330   Total Supporting Expenses
235,523245,200258,67598,768159,907   Total Operating Expense

26,55626,80039,19319,66019,533Net Revenue from Operations

(567)500(1,340)(1,994)654Nonoperating Revenue (Expense)
2,6257,5008,2258,2250Net Assets Released from Restrictions

Increase (Decrease)
28,61434,80046,07825,89120,187Unrestricted Net Assets
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Appendix D

LITERATURE EVANGELISM ORGANIZATION SUPPLEMENT

Section D-1 - General Matters

D-1.01 Introduction - Denominational policy changes since 1991 have had a major impact

on the literature distribution ministry.  Different organizational structures and sales techniques were authorized,

with the goal of increasing contact with the general public and sales to non-SDA members, while decreasing

subsidies from conferences and unions.  In this environment of change and experimentation, accountability

is still a vitally important principle.

D-1.02 Accounting Principles - As has been mentioned in previous chapters, all SDA

organizations are to follow the guidelines enumerated in Chapters 1 to 14 of this manual.  In addition, this

Appendix discusses certain matters that are unique to the literature ministry.  This will include any SDA

organization that distributes subscription literature to/for the general public, whether it sells on time contracts

or for cash.  Because of the flexibility of structure now allowed, this appendix will refer to Literature Evangelism

Organizations (LEOs) rather than HHES/FHES entities.

D-1.03 Relationship to Senior Organization - Every LEO will be an extension of some senior

organization, whether it be a conference, union, publishing house, or some combination thereof.  Because

the nature of this relationship may vary from one LEO to another, it is important that the details be clearly

spelled out in the LEO's constitution and bylaws (or comparable organizing document).  These details should

include, but are not limited to, the membership of the LEO controlling committee, the membership and duties

of any executive or operating sub-committee, the titles and duties of all LEO officers or administrators, and

the delegation of authority to set prices, commissions, and benefits.

Section D-2 - Sales and Related Accounts

D-2.01 Focus of the System - Since the purpose of an LEO is to sell or distribute literature

to the general public, the primary focus of its accounting system will be on the sales cycle.  A secondary focus

will be on commissions and other selling expenses.  For LEOs that sell on time contracts, the sales cycle will

include accounting for contracts submitted by literature evangelists (LEs), processing and shipping inventory,
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accounting for returns, adjustments, and write-offs, and collection and valuation of accounts receivable.  For

LEOs that sell primarily on a cash basis, the sales cycle will include accounting for total sales made by LEs

to the general public, processing inventory, and accounting for movements of cash and inventory to and from

the LEs.

D-2.02 Sales Categories - The management of an LEO may desire to account for sales

activity by type of merchandise.  If this is done, the chart of accounts should be expanded enough to account

for cost of goods sold and direct selling expense in categories that match those of the sales.  This will allow

management to analyze profitability on each indicated type of merchandise.

D-2.03  Weekly LE Reports - Most LEOs work with the LEs on a weekly schedule.  There is

a definite deadline for the end of the sales week and for the submitting of completed sales documents to the

LEO.  Sales documents are then processed, shipments are made, and LE settlements are computed on a

fixed schedule.  This allows the LEs to follow an organized schedule of operation, permits scheduling of

various functions at the LEO in a most efficient way, and gives the LEs a feeling of security in anticipation of

prompt weekly settlement of their accounts.  It also helps assure that all documented sales are recorded

promptly and without exception.

D-2.04 Sales Processing - The sales documents received from each LE are ordinarily

accompanied by a summary of all sales documents for the week.  As the report goes to the processing

clerk(s), the initial step must be to check sales documents against the summary report, and to check cash

received against the individual sales documents and the report summary.  Further processing of the cash

should follow the guidance in Chapter 5.  The processing clerk(s) should sequentially number all sales

documents received from every LE, and this number should carry through to all subsequent transactions

relating to that specific sale.  It is vital that this numbering process take place at the beginning of the

processing cycle, so that any given sales document can be traced throughout the accounting system.

D-2.05  Processing Steps - The specific procedures followed to record sales documents and

process merchandise may vary from one LEO to another.  In general, though, as soon as the sales

documents are verified and numbered, a chain of activity is set in motion.  If the merchandise is not left with

the customer by the LE, a copy of each sales document or some other kind of authorization form should be
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given to the shipping department to initiate movement of inventory to the customer.  (The original sales

document should be kept in the processing office, since it is an important legal document.)  If the sale is on

a time-payment plan, information about the customer and the sale are entered in the accounting records, and

trigger the beginning of accounts receivable activity and computations of LE commission and benefits.

Whether manual or computerized, the system should produce weekly reports that summarize all sales

processed.  This summary should include sales document numbers, sales amounts (by product type, by LE,

and/or by territory), amounts financed, and cash received.  The person responsible for reconciling cash and

bank accounts should use this report of cash received to compare with the sales document processor's record

of weekly cash received and the record of bank deposits.

D-2.06 Cash Sales - In some LEOs, most sales are by cash rather than by a time-payment

plan.  The LEs may initiate the shipping of merchandise after receiving cash from the customer, or the LEs

may leave merchandise with the customer immediately upon receiving cash.  In any case, the processing

should follow a similar procedure as outlined previously.  Because the LEs are legally, and by denominational

policy, employees of the LEO, a record should be kept of the total retail sales to the general public, in addition

to the amount of inventory in the custody of the LEs.  Even though sales may be on a cash basis, the LEs

should use sales documents and report weekly cash sales made to the general public.  Thus, the weekly LE

report will be supported by some form of receipt or invoice for each sale.  Without this documentation, there

is no support for the gross sales amount, or the amount retained as a commission by the LE.  Further, without

such a trail, there is a risk that the LEO's financial statements and the tax reporting of the LE’s commission

could be either inaccurate or misleading because the amounts cannot be verified.  Some LEOs may choose

to allow their LEs to report some small sales without documentation, as long as these sales are a small part

of the LE’s total sales.

D-2.07 Cost of Goods Sold - A basic accounting principle consists of recording reductions

in inventory, and corresponding cost of goods sold, only when actual sales are recorded.  If inventory is taken

by LE leaders from the LEO to district or branch locations, it should remain classified as inventory until sales

are recorded.  Separate inventory accounts should be used to keep track of inventory that exists in various

locations in addition to the LEO main office.  When sales are recorded, the appropriate inventory account

should be reduced.
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D-2.08 Credit for Returns and Corrections - Credits for adjustments, returned goods, errors

in billing, etc., should be closely controlled.  No such credits should be entered to the customer accounts

without approval by specific individuals designated by LEO policy.  For example, credit for returned goods

should be granted only upon evidence from the stock clerk that the goods have actually been received back

into inventory.  In the case of returned goods, the amount should not be debited to the sales account, but

rather to a separate contra-account for returns and allowances.  The amount would be credited to either

customer accounts receivable or refunds payable.  On the other hand, adjustments to customer accounts for

accounting errors in billing should be recorded in the regular sales account.

D-2.09 Repossessed Merchandise - Merchandise that has been repossessed from

customers is once again property of the LEO, and must be recorded as inventory.  Immediately upon receipt

of such items from the customer or the LE, they should be examined as to condition, and a value placed upon

them consistent with their condition.  The value set on the books should provide for a margin for the necessary

expenses of resale, as well as a reasonable profit, when the books are resold.  This value should be debited

to a specific inventory account for repossessed merchandise, and credited to cost of goods sold.  It should

also be debited to sales returns and allowances (not the regular sales account), and credited to customer

accounts receivable.   

D-2.10 Sales Tax - The matter of sales tax requires special consideration.  The CFO should

be well acquainted with the sales tax regulations in effect in each jurisdiction served by the LEO, and institute

appropriate procedures to be sure all LEs abide by them.  If sales tax is added to the sales price, the debit

to cash and accounts receivable will, of course, equal the total of merchandise price and sales tax.  The sales

tax, however, must not be included in the credit to sales income; it must be credited to a liability account,

because the LEO is merely acting as a collection agent for the respective government agency.

D-2.11 Truth in Lending Act - All LEO's that sell on time contracts (in the U.S.) are subject

to the federal Truth in Lending Act.  Regulation Z, published by the Board of Governors of the Federal Reserve

System, lists the following requirements as to information to be furnished to the customer:

  When the account is opened (Reg. Z/226.7 (a):

  1. The conditions under which the finance charge may be imposed and the period in which

payment can be made without incurring a finance charge.
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  2. The method used in determining the balance on which the finance charge is to be imposed.

  3. How the actual finance charge is calculated.

  4. The periodic rates used and the range of balances to which each applies.

  5. The conditions under which additional charges may be made along with details of how they are

calculated.

  6. Descriptions of any lien which you may acquire on a customer's property.

  7. The minimum payment that must be made on each billing.

  8. A statement of the customer's rights under the Fair Credit Billing Act.  Reg. Z/226.7 (a) (9).

  With each monthly statement:

  1. The debit or credit balance at the start of the billing period.

  2. A copy of the sales voucher or written identification of the transaction.

  3. Amounts and dates of payments made by a customer, as well as other credits, including

returns, rebates and adjustments.

  4. The finance charge, shown in dollars and cents.

  5. The rates used in calculating the finance charges plus the range of balances to which they

apply, the corresponding annual percentage rate in each case calculated by multiplying the rate

for the time period by the number of periods you use each year, and any minimum charge.

  6. The annual percentage rate, when a finance charge is imposed.

  7. The unpaid balance on which the finance charge was calculated.

  8. The closing date of the billing cycle and the debit or credit balance at the time.

  9. A statement of the customer's rights under the Fair Credit Billing provisions. (Reg. Z/226.7 (d))

10. An address to which billing error inquiries may be sent.

The regulations further provide that some items of information furnished with each monthly statement, as listed

above, must appear on the actual face of the statement; others may be shown on the reverse side, or on a

separate form enclosed in the same envelope.  CFOs are urged to secure a copy of Regulation Z from their

local bank or from the nearest Federal Reserve Bank.
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Section D-3 - Literature Evangelist Compensation

D-3.01 General Concepts - Historically, LEs have received compensation consisting of two

distinct components.  First, all LEs receive a commission based by formula on the actual sale amount.  Where

retail sales are by cash, the LEs may be allowed to keep a part of the gross receipts as their commission.

Second, LEs who qualify receive allowances for health care assistance, tuition assistance, and other benefits

according to denominational policy and employing LEO policy.

D-3.02 Computation of Commission - The rate and method of calculation of the commission

may vary based on a number of criteria; time-payment term, status of LE’s customer accounts, amount of the

sale, etc.  Some LEOs may also increase the commission rate to include incentives or rewards for cumulative

performance or for other sales volume indicators.  Whatever the formula is, it must be applied uniformly to

each contract or sale that is recorded, and the resulting commissions should be recorded as an expense at

the same time as the weekly sales data.  As a result, the weekly summary reports generated by the

accounting system will include sales data and related commission data.

D-3.03 Allowance for Doubtful Accounts - For all LEOs that sell on time-payment contracts,

there must be a provision for customers who will ultimately not pay their accounts.  The common way to

establish this allowance is to record an addition to it based on a percentage of each contract sale.  The

amount of the addition is typically based on such criteria as each LE's history of customer collections, the

credit rating of each customer who is extended credit, or similar predictors of collectibility.  The accounting

system should be able to track the collection history for each LE’s sales, to assist management in monitoring

and controlling the collection of accounts.  Some LEOs pay a higher commission rate to LEs with good

collection histories, as a reward to the LEs and as a way to generate good collections on accounts.

D-3.04 Income Tax Reporting - For employees who earn salaries and wages, the LEO should

follow the general guidance in Chapter 9, Section 905.  This will include withholding appropriate taxes from

gross wages, and reporting total taxable compensation on Forms W-2.  For LEs, special rules apply.  As

mentioned earlier, for legal and organizational control purposes, LEs are employees of the LEO.  However,

for federal tax reporting purposes only, in the United States they can be treated as if they were self-employed,

provided substantially all of their remuneration is related to sales rather than hours worked and the work is
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performed pursuant to a written contract that specifies that the LE will not be treated as an employee for

federal tax purposes.  This means three things:  (1) Taxes are not withheld from LE compensation; (2) Total

taxable compensation is reported on Forms 1099 instead of W-2; and (3) The LEs are personally responsible

for reporting their income and paying both income tax and social security tax.  The CFO should follow all

applicable regulations to be sure that all elements of compensation that are taxable are reported on the W-2's

and 1099's.  For example, regardless of how it is computed, anything that is defined by the accounting system

as sales commissions should be reported as taxable compensation.

D-3.05 Retirement Plan Contributions - As mentioned in Section 903.05, certain

organizations make retirement contributions based on a stated percentage of basic payroll.  In addition, LEOs

make retirement contributions based on a percentage of commissions paid to LEs.  NADWP Z 10 25 indicates

this is based on all commissions paid to LEs (excluding students).  Whether the commission is a simple

percentage of a time-payment sale, a percentage retained on a cash sale, or any other formula, if it is paid

to the LE based on a sale made, it is part of the base for retirement contributions.  As mentioned in Section

903.05, all retirement contributions should be accrued as a liability each month, regardless of when they are

actually paid.

Section D-4 - Employee Versus Independent Contractor

D-4.01 Common Law Factors - A question arises occasionally about the status of LEs.  This

is a legal question that the courts in the United States have decided based on the degree of control in the

relationship.  The following twenty common law factors are used to evaluate the degree of control in the

activity:

 1. Is the individual providing services required to comply with instructions concerning when,
where, and how the work is to be done?

   2. Is the individual provided with training to enable him or her to perform a job in a particular
manner or method?

 3. Are the services performed by the individual integrated into the business’ operations?

 4. Must the services be rendered personally?

 5. Does the business hire, supervise, or pay assistants to help the individual performing services
under contract?



D-4.02

 6. Is the relationship between the individual and the person from whom he or she performs
services, a continuing relationship?

 7. Who sets the hours of work?

 8. Is the individual required to devote full time to the person for whom he or she performs
services?

 9. Does the individual perform work on another’s business premises?

10. Who directs the order or sequence in which the work must be done?

11. Are regular oral or written reports required?

12. What is the method of payment - hourly, weekly, commission, or by the job?

13. Are business or traveling expenses reimbursed?

14. Who furnishes tools and materials necessary for the provision of services?

15. Does the individual performing services have a significant investment in facilities used to
perform services?

16. Can the individual providing services realize both a profit or loss?

17. Can the individual providing services work for a number of firms at the same time?

18. Does the individual make his or her services available to the general public?

19. Is the individual providing services subject to dismissal for reasons other than nonperformance
of contract specifications?

20. Can the individual providing services terminate his or her relationship at any time without
incurring a liability for failure to complete a job?  

Based on these factors, the denomination has determined that LEs are employees and not independent

contractors.

D-4.02 Independent Contractors - The foregoing discussion does not preclude an LEO from

allowing individuals to purchase books or magazines for resale.  Any individual can purchase books or

magazines from an ABC or LEO and attempt to resell them.  In this type of situation the ABC or LEO would

record the sale at the price sold to the reseller (either wholesale or retail), would record no commission

expense, and would have no further involvement with the merchandise sold to the reseller.  The LEO would

not record any assumed retail equivalent or retained commission expense for wholesale sales.  Essentially,

this is the typical sale of publishing houses and ABCs.  The selling organization provides no supervision or

control, and provides no commission or employment benefits.  In the United States, the only tax reporting

obligation is to report the total amount of merchandise the independent contractor purchased for resale.
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D-4.03 Effects of Classification - Whether an individual is determined to be an employee or

independent contractor has numerous consequences.  The table below compares some of these differences:

 Employee Independent Contractor

Sales Date When sold to consumer When sold to reseller

Sales Amount Amount sold to consumer Amount sold to reseller

Incentives (typically) Commissions/benefits Deeper discounts

Service Credit for Retirement Eligible to earn Not eligible to earn

Adherence to “list price” Can be required Cannot be required

Discuss pricing with LEs/resellers Permitted Possible Violation of Antitrust Act

Responsible to check imigration status Yes No

As shown above, it is imperative that all individuals are properly classified as either an employee or

an independent contractor.  LEs are denominational employees, as stated previously.  It should be fairly easy

to properly classify any other individuals that resell merchandise.  If a relationship is hard to classify,

competent legal counsel should be consulted.  This course of action will minimize the risk of errors and the

associated cost.
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LITERATURE EVANGELISM ORGANIZATION
Statement of Financial Position
December 31, 20X0 and 19X9

19X920X0
TotalTotalASSETS

Current Assets
167,723185,034Cash and Cash Equivalents (Note 2)
620,606698,331Trade Accounts Receivable, net (Note 3)

69,90376,706Other Accounts Receivable, net (Note 4)
197,087185,415Inventory (Note 5)

6,56611,838Prepaid Expense 
1,061,8851,157,324Total Current Assets

Equipment
132,693121,742Equipment, at Cost
(30,297)(44,906)Accumulated Depreciation
102,39676,836Equipment, Net

1,164,2811,234,160Total Assets

LIABILITIES

Current Liabilities
165,266184,587Accounts Payable (Note 6)

4,2277,614Accrued Expenses
22,11231,901LE Deposit Accounts
40,00048,000Loans Payable, Current Portion (Note 7)

231,605272,102Total Current Liabilities

Other Liabilities
110,00094,000Loans Payable, Long-term Portion (Note 7)

341,605366,102Total Liabilities

NET ASSETS

788,280842,222Unrestricted: Unallocated
34,39625,836Unrestricted: Net Invested in Plant

822,676868,058Total Net Assets

1,164,2811,234,160Total Liabilities & Net Assets

Notes to the financial statements are an integral part of this statement.
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LITERATURE EVANGELISM ORGANIZATION
Statement of Changes in Net Assets
Years Ended December 31, 20X0 and 19X9

Percent19X9Percent20X0Changes in Unrestricted Net Assets
of SalesTotalof SalesTotal

Revenue from Operations:
100.0%2,109,293100.0%2,591,460Total Sales (Note 11)
-23.6%(497,338)-23.1%(598,907)Total Cost of Goods Sold (Note 11)
76.4%1,611,95576.9%1,992,553Gross Profit on Sales
10.1%213,88811.3%292,837Finance Charges

0.9%18,5151.4%36,979Other Operating Revenue
8.6%182,0556.2%160,169Subsidies from Unions (Notes 1i, 11)

96.1%2,026,41395.8%2,482,538   Gross Revenue from Operations

Operating Expenses: 
Selling Expense

43.2%910,94742.7%1,106,204LE Commissions on Sales (Note 11)
13.0%273,51212.1%313,131LE Benefits

5.1%107,8275.1%133,768Bad Debt Expense
9.0%18,2200.9%22,124LE Retirement Contributions - DB Plan (Note 10)
0.0%01.0%26,626LE Retirement Contributions - DC Plan (Note 10)

10.4%218,47311.5%296,888District Leader Payroll & Related
1.5%31,4981.6%40,387Shipping and Handling
2.8%59,5772.3%60,606Advertising and Promotion

76.8%1,620,05477.2%1,999,734Total Selling Expense
General & Administrative

9.8%207,0168.9%229,967General Payroll & Related
1.0%21,3490.7%19,624Retirement Contributions - DB Plan (Note 10)
0.0%00.3%7,476Retirement Contributions - DC Plan (Note 10)
6.3%133,3865.6%147,145Supplies & General Expense
0.4%8,4000.3%6,560Interest Expense, Operating Debt
0.6%12,0000.5%12,600Building Rent
0.6%12,9520.6%14,609Depreciation Expense

18.7%395,10316.9%437,981Total General & Administrative
95.5%2,015,15794.1%2,437,715Total Operating Expense

0.5%11,2561.7%44,823Net Revenue from Operations

Nonoperating Activity:
0.3%7,0010.2%5,999Nonoperating Revenue - Investment Income

-0.3%(6,800)-0.2%(5,440)Nonoperating Expense - Interest Paid on Debt
0.1%1,6570.0%0Net Gain (Loss) Sale of Plant Assets (Note 8)

0.10%18580.10%559Net Nonoperating Activity

0.6%13,1141.8%45,382Increase (Decrease) Net Assets
809,562822,676Net Assets at Beginning of Year

822,676868,058Net Assets at End of Year

Notes to the financial statements are an integral part of this statement.
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LITERATURE EVANGELISM ORGANIZATION
Statement of Cash Flows
Years Ended December 31, 20X0 and 19X9

19X920X0
TotalTotal

Cash Flows from Operating Activities:
13,11445,382Increase (Decrease) in Net Assets

Adjustments to reconcile change in net
assets to net cash provided:

12,95214,609Depreciation Expense
1,6570Gain (Loss) on Sale of Plant Assets

15,550(84,528)(Increase) Decrease Accounts Receivable
(14,957)6,400(Increase) Decrease Inventory & Prepaid

4,08922,708Increase (Decrease) Accounts Payable
(10,464)9,789Increase (Decrease) LE Deposits

21,94114,360 Net Cash Provided (Used) by Operating Activities

Cash Flows from Investing Activities:
00Proceeds from Maturity of Investments
00Purchases of Investments

1,65710,951Proceeds from Sale of Plant Assets
00Purchases of Plant Assets

1,65710,951 Net Cash Provided (Used) by Investing Activities

Cash Flows from Financing Activities:
00Donations for Plant Assets
032,000Proceeds from New Borrowing

(40,000)(40,000)Principal Payments on Notes Payable

(40,000)(8,000) Net Cash Provided (Used) by Financing Activities

(16,402)17,311Net Increase (Decrease) Cash and Cash Equivalents
184,125167,723Cash and Cash Equivalents, Beginning of Year

167,723185,034Cash and Cash Equivalents, End of Year

Supplemental Cash Flow Data:  Cash paid during the year for interest was
$6,560 on operating debt, and $5,440 on capital debt.

Notes to the financial statements are an integral part of this statement.
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LITERATURE EVANGELISM ORGANIZATION
Notes to the Financial Statements
Years ended December 31, 20X0 and 19X9

Note 1 - Organization Description and Summary of Significant Accounting Policies

Organization Description

Literature Evangelism Organization (the Organization) is operated jointly by the XX and YY Union
Conferences of Seventh-day Adventists to sell and distribute Christian literature and related merchandise
to members of the general public within their territory.  The Organization receives most of its revenue in
the form of sales of its merchandise.  It also receives operating and/or capital subsidies from the Union
Conferences mentioned above.

The Organization is a religious not-for-profit organization, and is exempt from Federal, State, and Local
income taxes under the provisions of Section 501(c)(3) of the Internal Revenue Code, and corresponding
sections of applicable state and local codes; except for taxes on Unrelated Business Income as described
in Sections 511-514 of the Internal Revenue Code.

Summary of Significant Accounting Policies

(a)  The significant accounting policies of the Organization are essentially the same as generally accepted
accounting principles for not-for-profit organizations promulgated by the Financial Accounting Standards
Board and the American Institute of Certified Public Accountants.  These significant policies are
described below to enhance the usefulness of the financial statements.  The financial statements of the
Organization have been prepared on the accrual basis of accounting.

(b)  The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period.  Actual results could differ
from those estimates.

(c)  Restricted Resources:  The Organization reports gifts of cash and other assets as restricted support if
they are received with donor stipulations that limit the use of the donated assets.  When a donor restriction
expires, that is, when a stipulated time restriction ends or purpose restriction is accomplished, temporarily
restricted net assets are reclassified to unrestricted net assets and reported in the statement of activities
as net assets released from restrictions.

   The Organization reports gifts of land, buildings, and equipment as unrestricted support unless explicit
donor stipulations specify how the donated assets must be used.  Gifts of long-lived assets with explicit
restrictions that specify how the assets are to be used and gifts of cash or other assets that must be used
to acquire long-lived assets are reported as restricted support.  Absent explicit donor stipulations about how
long those long-lived assets must be maintained, the Organization reports expirations of donor restrictions
when the donated or acquired long-lived assets are placed in service.
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Note 1 - Summary of Significant Accounting Policies, (continued)

(d)  Equipment and Depreciation:  Uses of funds for equipment acquisitions and debt service payments
are accounted for as cash flows from investing and financing activities.  Restricted proceeds from sale of
equipment and restricted income from plant related investments are recorded as restricted support.
Interest payments made to retire plant indebtedness are recorded as nonoperating activity.  Equipment
is recorded at cost when purchased or at fair market value at date of gift.  Depreciation of equipment
is provided over the estimated useful lives of the respective assets on a straight-line basis.  Depreciation
expense is recorded as operating expense in the statement of changes in net assets.

(e)  Cash Equivalents:  Cash equivalents are highly-liquid assets held for operating purposes, which are
readily convertible to cash and have a maturity date of less than three months from date of acquisition.
Any other cash and investments are classified as investments.

(f)  Fair Value of Financial Instruments:  The methods and assumptions used to estimate fair values are:

Short-term financial instruments are valued at their carrying amounts in the financial statements, which
are reasonable estimates of fair value due to the relatively short period to maturity of the instruments.
This applies to cash, cash equivalents, accounts receivable, and certain current liabilities.

Investment securities are valued at quoted market price or reasonably obtainable market value estimate
at the reporting date for those or similar securities.  The difference between aggregate market value and
cost for each type of security is recorded in a valuation account.  The change in this account at the close
of each year is recognized as a gain or loss.

(g)  Current Assets and Liabilities:  Assets and liabilities are classified as current or long-term, depending
on their characteristics.  This excludes from current assets, cash and claims to cash that are: restricted to
use for other than current operations, committee allocated for the acquisition or construction of plant assets
or for the liquidation of plant fund debt, or held as agent for others.  This excludes from current liabilities:
long-term portion of all debt, plant fund debt payable within the next fiscal year to the extent covered by
designated plant fund liquid assets, or amounts held as fiscal agent for others.  Working capital (current
assets less current liabilities) for the Organization usually reflects operating working capital, since usually
no plant-related assets or liabilities are classified as current.

(h)  Investment Income:  Investment income is accounted for as unrestricted nonoperating income.

(i)  Related Organizations:  The Organization is affiliated with the XX Union and YY Union Conferences
of Seventh-day Adventists by reason of the following circumstances:

1.  Certain administrative employees of the Unions are members of the Organization's Board of Trustees.
2.  The Organization's office is located in a building owned by the XX Union Conference of Seventh-day

Adventists.  The Organization pays rent for the use of this space.  See Note 11 below.  Details of
amounts due from or payable to the Union Conferences are set forth in Notes 4, 6, and 7 below.

Financial statements of the Organization are not consolidated with those of the Union Conferences.
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Note 1 - Summary of Significant Accounting Policies, (continued)

(j)  Concentrations of Risk:  The Organization receives most of its revenue from sales of merchandise.
It is subject to the effect of economic trends that may decrease the ability of customers to purchase its
merchandise.  Also, it purchases most of its inventory from two major suppliers; Review and Herald
Publishing Association, and Pacific Press Publishing Association.  There is a risk that suppliers' pricing
and product decisions could conflict with the Organization's sales objectives.

(k)  Provision for Uncollectible Accounts:  An allowance for uncollectible accounts is provided through
routine additions based on a percentage of contract sales, historical bad debt experience, and aging of
receivables.  Accounts deemed to be uncollectible are charged to the allowance.

(l)  Inventory:  Inventory is stated at the lower of cost or fair value, using the first-in, first-out method.

(m)  Revenue Recognition:  Time contract sales are recognized as income at the date of acceptance of
customer contracts.  Cash sales are recognized as income when merchandise is transferred to Literature
Evangelists, and are recorded as sales at full retail price, with offsetting charges representing Literature
Evangelists' commissions realized from sale to the ultimate consumers.

(n)  Contracts:  Contract sales by literature evangelists to ultimate customers are handled on a recourse
basis, with a stated responsibility for collection resting with the literature evangelist.  Contract sales are
apportioned according to stated policy to (a) literature evangelist commission, (b) provision for estimated
uncollectible accounts, and (c) contribution to the Retirement Plan of the North American Division of the
General Conference of Seventh-day Adventists.

(o)  Finance Charges:  Finance charges added to customer accounts in compliance with the contract terms
are shown separately as other operating income.  These charges are made currently on a monthly basis,
computed on the unpaid balance of the contract, and no deferral of earned income is involved.

19X920X0Note 2 - Cash and Equivalents
TotalTotal

700700Imprest Cash
27,00329,304Checking Accounts

140,020155,030Money Market Account at 5%
167,723185,034Total Cash and Equivalents

Note 3 - Trade Accounts Receivable

507,181520,667Customer Accounts, District X
389,233479,286Customer Accounts, District Y

(275,808)(301,622)Allowance for Doubtful Accounts
620,606698,331Trade Accounts Receivable, Net
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19X920X0Note 4 - Other Accounts Receivable
TotalTotal
72,36576,996LE Accounts

(14,474)(15,399)Allowance for Doubtful Accounts
7,05410,094Union Conferences
4,9585,015Miscellaneous

69,90376,706Other Accounts Receivable, Net

19X920X0Note 5 - Inventory
TotalTotalDistrict YDistrict X

155,183150,17867,58082,598New Merchandise
12,01811,4275,1426,285Repossessed Books
20,89418,4338,29510,138Promotional Materials
8,9925,3772,4202,957General Supplies

197,087185,41583,437101,978Total Inventory

19X920X0Note 6 - Accounts Payable
TotalTotal
108,238108,320SDA Publishing Houses

14,58116,427Non-SDA Vendors
12,08914,413Sales & Payroll Taxes
28,02038,223Union Conferences
2,3387,204Retirement Plan

165,266184,587Total Accounts Payable

Note 7 - Loans Payable

Payable to XX and YY Union Conferences for operating and capital purposes.
Interest is payable monthly on each note at a rate of 8% per annum.  Principal
on each note is payable in 5 equal annual installments, due December 31.

19X920X0
TotalTotalLong-termCurrent
72,00054,00036,00018,000XX Union Conference, operating (90,000)

032,00024,0008,000XX Union Conference, operating (32,000)
10,0005,00005,000YY Union Conference, operating (25,000)
68,00051,00034,00017,000YY Union Conference, capital (85,000)

150,000142,00094,00048,000Total Loans Payable

48,00020X1Amounts due on principal in each of the next five years are:
43,00020X2
43,00020X3
8,00020X4

020X5
0Future

142,000Total
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19X920X0Note 8 - Net Gain (Loss) Sale of Plant Assets
TotalTotal

1,65710,951Proceeds From Sale of Plant Assets
0(10,951)Net Value of Plant Assets Sold

1,6570Net Gain (Loss)

Note 9 - Working Capital and Liquidity
19X920X0
TotalTotalWorking Capital

1,061,8851,157,324Total Current Assets
(231,605)(272,102)Total Current Liabilities
830,280885,222Actual Working Capital
887,596960,452Recommended Working Capital *
(57,316)(75,230)Working Capital Excess (Deficit)

94%92%Percent of Recommended Working Capital

4.34.3Current Ratio

Liquidity
167,723185,034Cash and Equivalents

7,05410,094Accounts Receivable - Unions
174,777195,128Total Liquid Assets

(231,605)(272,102)Current Liabilities
(56,828)(76,974)Liquid Assets Surplus (Deficit)

75%72%Percent Liquid Assets to Commitments

690,509775,037* Accounts Receivable, net
197,087185,415Inventories
887,596960,452Total Recommended Working Capital
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Note 10 - Pension and Other Post-Retirement Benefits

Defined Benefit Plans

plan of a church-related agency.
Maryland, and is exempt from the Employee Retirement Income Security Act of 1974 as a multiple-employer
of the Organization, is administered by the General Conference of Seventh-day Adventists in Silver Spring,
Adventist Retirement Plan of the North American Division."  This plan, which covers substantially all employees
The Organization participates in a non-contributory, defined benefit pension plan known as the "Seventh-day

Retirement Income Security Act of 1974 as a multiple-employer plan of a church-related agency.
General Conference of Seventh-day Adventists in Silver Spring, Maryland, and is exempt from the Employee
Division."  This plan, which covers substantially all employees of the Organization, is administered by the
Care Assistance Plan for Participants in the Seventh-day Adventist Retirement Plan of the North American
The Organization also participates in a non-contributory, defined benefit health care plan known as the "Health

benefits) for the years ended December 31, 20X0 and 19X9, respectively.
The Organization contributed $41,748 and $39,569 to these plans (for retiree pension and retiree health care

Participants in the Seventh-day Adventist Retirement Plan of the North American Division.
assets, for that plan.  No actuarial evaluation has been obtained for the Health Care Assistance Plan for
1998, the actuarially computed value of accumulated plan benefits exceeded the estimated market value of plan
evaluation of the Seventh-day Adventist Retirement Plan of the North American Division, as of December 31,
for employees of the Organization apart from other plan participants.  However, based on the latest actuarial
required, nor is it possible, to determine the actuarial present value of accumulated benefits or plan net assets
These plans are defined by the Financial Accounting Standards Board as multiemployer plans.  As such, it is not

future benefits under these plans.
a reduced rate) to the frozen plans after December 31, 1999.  Certain employees will continue to be eligible for
contribution plan effective January 1, 2000.  The Organization is scheduled to continue making contributions (at
December 31, 1999, except for employees who choose the career completion option, and to start a new defined
The North American Division Committee voted to freeze accrual of service credit in these plans effective

Defined Contribution Plan

church-related agency.
exempt from the Employee Retirement Income Security Act of 1974 as a multiple-employer plan of a
administered by the General Conference of Seventh-day Adventists (GC) in Silver Spring, Maryland, and is
Adventist Retirement Plan."  This plan, which covers substantially all employees of the Organization, is
Effective January 1, 2000, the Organization participates in a defined contribution retirement plan known as "The

provided under an agreement between the GC and VALIC.
contributions.  Investment management of the accumulated contributions designated for each employee is
percentage of each employee's earnings and a stated matching percentage of certain employee voluntary
The Organization contributed $34,102 to the plan for the year ended December 31, 20X0, based on a stated
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Note 11 - District and Budget Comparisons

19X920X020X0
ActualBudgetActualDistrict Y District XSales:

1,274,6631,400,0001,514,682681,607833,075Contract Sales
833,554950,0001,075,456483,955591,501Cash Sales

11,83312,00014,5386,5427,996Repossessed Books
(10,757)(12,000)(13,216)(5,947)(7,269)Returns & Allowances

2,109,2932,350,0002,591,4601,166,1571,425,303   Total Sales
Cost of Goods Sold:

296,451334,000340,186154,334185,852Contract Sales
192,118216,000247,948112,826135,122Cash Sales

8,7699,00010,7734,8485,925Repossessed Books
497,338559,000598,907272,008326,899   Total Cost of Goods Sold

Gross Profit on Sales:
967,4551,054,0001,161,280521,326639,954Contract Sales
641,436734,000827,508371,129456,379Cash Sales

3,0643,0003,7651,6942,071Repossessed Books
1,611,9551,791,0001,992,553894,1491,098,404   Total Gross Profit on Sales

232,403290,000329,816148,417181,399Finance Charges and Other Income
182,055165,000160,16972,07688,093Subsidies from Unions

2,026,4132,246,0002,482,5381,114,6421,367,896Gross Income from Operations

Selling Expenses:
552,367600,000665,656299,545366,111LE Commissions on Contract Sales
358,580400,000440,548198,247242,301LE Commissions on Cash Sales
273,512275,000313,131144,961177,174LE Benefits
107,827125,000133,76860,19673,572Bad Debt Expense

18,22020,00022,1249,95512,169LE Retirement Contributions - DB Plan
025,00026,6267,9309,692LE Retirement Contributions - DC Plan

218,473265,000296,888133,599163,289District Leader Payroll & Related
31,49836,00040,38718,17422,213Shipping and Handling
59,57760,00060,60627,27333,333Advertising and Promotion

1,620,0541,806,0001,999,734899,8801,099,855   Total Selling Expense
General & Administrative Expenses:

174,280177,000186,90084,105102,795Salaries and Wages
32,73641,00043,06719,38023,687Payroll Related Expense
21,34918,58519,6248,83110,793Retirement Contributions - DB Plan

07,0807,4763,3644,112Retirement Contributions - DC Plan
133,386138,335147,14566,21580,930Supplies and General Expense

8,4006,5606,5602,6243,936Interest Expense, Operating
12,00012,60012,6005,4007,200Building Rent
12,95213,00014,6096,5748,035Depreciation Expense

395,103414,160437,981196,493241,488   Total General Expense
2,015,1572,220,1602,437,7151,096,3731,341,343   Total Operating Expense

11,25625,84044,82318,26926,553Net Income from Operations
7,0017,0005,9992,1903,809Investment Income

(5,143)(5,000)(5,440)(2,400)(3,040)Net Capital Additions (Deductions)
13,11427,84045,38218,05927,322Increase (Decrease) Net Assets
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Appendix E

CANADIAN ORGANIZATION SUPPLEMENT

Section E-1 - General Concepts

E-1.01  Introduction - As mentioned in previous sections, the first 14 chapters of this manual

discuss general accounting principles that apply to all denominational organizations in the North American

Division.  Although the accounting principles in Canada and the United States are very similar, there are some

differences.  Consequently, at appropriate points, the general guidelines refer to this supplement, which

discusses the Canadian accounting principles.  While this appendix discusses elements unique to Canada,

there are general denominational principles contained in Appendixes A to D that should be followed wherever

they do not conflict with Canadian accounting principles.

E-1.02 Professional Accounting Authority - Similar to what has happened during the mid-

1990's in the United States, Canadian accounting standards for not-for-profit organizations have been revised,

particularly as they apply to the areas of restricted revenue and financial statement presentation.  The

Canadian standards are found in the CICA Handbook Section 4400-4460.  The changes contained therein

are effective for all not-for-profit organizations in Canada for years beginning on or after April 1, 1997.

E-1.03 Overall Focus and Presentation - For both Canada and the US, the overall focus of

the financial reporting system is on the organization as a whole.  If fund accounting is used in combination with

the deferral method, totals should be presented for each financial statement item for all funds combined.  On

the other hand, if the restricted fund method is used, such totals would not be required in the statement of

operations, provided that there is a total for each financial statement item for each of: all endowment funds,

all restricted funds other than endowments, and unrestricted funds.  Accounting systems should enable the

tracking of contributions according to the presence or absence of donor restrictions over the use of resources.

The standards allow some flexibility in the use of statement and line titles.  For comparability, the

denomination has chosen to use “Statement of Financial Position” in place of the former Balance Sheet;

“Statement of Changes in Net Assets” in the US, and “Statement of Operations and Changes in Net Assets”

in Canada, in place of the former Statement of Financial Activity; and “Net Assets” in place of the former Fund
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Balance.  In both countries, a Statement of Cash Flows is required.  The use of fund accounting is allowed

in general, but Canada also offers a specific adaptation to fund accounting called the Restricted Fund Method.

Section E-2 - Financial Position

E-2.01 Investments in Securities - A specific difference for Canada is the carrying value of

investment securities.  The new “fair value” rules in the US are generally not allowed in Canada.  For Canada,

temporary or liquid investments in securities are to be recorded at the lower of cost or market (which is

generally what has been followed in the past).  The basic concepts illustrated in Sections 604.05 and 606.01

can still be followed, but the valuation account will never be a positive number, and gains will be recognized

only to the extent of recovering negative amounts in the valuation account.  Whether aggregate cost is higher

or lower than market, the market value is to be disclosed in the notes to the financial statements.

Long-term investments generally are to be recorded at cost.  This would include long-term

investments of Annuity and Endowment Funds that the organization intends to hold to maturity.  Purchases

of debt securities should be recorded at face amount with discounts or premiums recorded in other accounts.

Any discount or premium should be amortized over the remaining life of the security.  The net carrying value

of investments may be written down using valuation accounts, but only for non-temporary declines in value,

and is not to be written back up, even if the value recovers.

E-2.02 Property, Plant, and Equipment - There are a few accounting principles related to

property, plant, and equipment that are unique to Canada.  First, the amount of net assets invested in capital

assets is required to be reported separately from other net assets in the statement of financial position.

Second, the amortization (depreciation) rates for each class or group of capital assets is required to be

disclosed in the notes to the financial statements.  Third, the deferral method requires that externally restricted

contributions used to acquire depreciable plant assets, and the value of donated depreciable plant assets, be

deferred and then amortized and recognized as income on the same basis as the depreciation expense on

the respective plant assets.

E-2.03 Classes of Net Assets - Although the Canadian terminology is slightly different from

that used in the US, net assets are similarly classified according to their purpose and the presence or absence
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of donor restrictions.  The net asset section of the financial statements is to distinguish between invested in

capital assets, permanent endowments, other restricted net assets, and unrestricted net assets.  In addition,

an organization may choose to provide a net asset balance for internally restricted net assets.  Under the

restricted fund method, net assets are to be further separated between “externally restricted” and “internally

restricted.”  As the name implies, externally restricted net assets are those which carry restrictions imposed

by donors or other organizations outside the control of the recipient organization.  Similarly, internally restricted

net assets are those which have been set aside by the controlling committee of the organization for specific

purposes.

Section E-3 - Financial Activity

E-3.01 Classes of Contributions - Contributions are classified in a manner to coincide with

the classes of net assets described in the preceding paragraph.  Contributions that are restricted for

permanent endowments are to be called permanently restricted.  All other contributions that are restricted for

specific purposes or time periods are to be called externally restricted.  If there are no donor restrictions, of

course, the contributions are called unrestricted.

E-3.02 Recognition of Contribution Revenue - Canadian accounting principles allow

organizations to choose between two methods of accounting for contributions; the Restricted Fund Method

and the Deferral Method.  The restricted fund method recognizes contributions as revenue when they are

received, similar to the US method under SFAS 116.  Under this method, externally restricted contributions

are recorded as revenue in an appropriate restricted fund, and unrestricted contributions are recorded in a

general fund.  Where there is no appropriate restricted fund for a particular externally restricted contribution,

the deferral method is to be used.  The deferral method, in contrast, recognizes contributions as revenue

when they are spent or used, similar to the method used by most denominational organizations prior to the

accounting pronouncements referred to in Section 201.03.  Under this method, externally restricted

contributions are recorded as deferred revenue until the corresponding expense is recognized, in an

appropriate fund if fund accounting is used.  For the purpose of comparability, the denomination has decided

to require its organizations in Canada to use whichever method is more similar to the US accounting.  Since
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both methods have similarities as well as differences, Canadian organizations have chosen the deferral

method.  Consequently, the deferral method is used in the illustrated financial statements in Section E-5.

E-3.03 Unspent Restricted Contributions - The treatment of unspent restricted contributions

is distinctly different between the restricted fund and deferral methods.  Because the restricted fund method

recognizes contributions as revenue when received, all unspent amounts are kept in the class of net assets

in which they were recorded as revenue (unrestricted or externally restricted).  Because the deferral method

recognizes externally restricted contributions as revenue when they are spent or used, all unspent amounts

are held in liability accounts, similar to the “deferred restricted income” accounts used prior to the accounting

pronouncements referred to in Section 201.03.  As mentioned above, the denomination’s Canadian

organizations have chosen the deferral method, so organizations will report unspent restricted contributions

as liabilities titled Deferred Contributions.  Similarly, for restricted contributions that have been spent to acquire

plant assets, the portion that has not yet been amortized under the guidance of Section E-2.02 will be reported

as Deferred Capital Contributions.  This is illustrated in Notes 15 and 16 at Appendix E-5.10. 

E-3.04 Investment Income - Net investment income that is not externally restricted is to be

recorded as revenue within the general fund group.  Externally restricted investment income that is required

to be added to endowment principal is to be recorded as direct additions to endowment net assets if the

deferral method is used, or as revenue of the endowment fund if the restricted fund method is used.  Other

externally restricted net investment income is to be recorded as revenue in the same manner as externally

restricted donations.

E-3.05 Presentation of Operating Expense - Under the restricted fund method, operating

expenses are reported within either the general funds column or the restricted funds column, depending on

whether the expense was related to unrestricted or restricted programs.  Under the deferral method all

expense is reported within the fund column related to each program.  It is presumed that restricted resources

will be used first, for any functions that have both restricted and unrestricted resources available.  Since the

US and Canada both require totals for all funds combined, total expense for the organization as a whole will

be similar in both countries.
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E-3.06 Related Organizations - Canadian organizations are required to analyze their

relationships with other organizations similar to the way US organizations are.  Related organizations are

defined in very similar terms; controlled, commonly controlled, and significantly influenced.  However,

Canadian accounting principles allow organizations the option to either consolidate controlled related entities,

or to present certain summarized financial data of the controlled entity in the notes to the financial statements

of the controlling organization.  Significantly influenced entities are not to be consolidated.  In addition, for all

related organizations, the notes are to disclose the nature of the relationship between the related

organizations, the extent of any significant receivables, payables, sales, appropriations, and other transactions

between them, and the reasons for consolidating or separately reporting their financial statements.

When an organization does not have control or significant influence over another entity, consideration

should be given to whether the organization has an economic interest in the other entity.  Economic interest

exists if the other entity holds resources that must be used to produce revenue or provide services for the

reporting organization, or if the reporting organization is responsible for the liabilities of the other entity.

Organizations are required to disclose the nature and extent of any economic interest.

 E-3.07 Contributions Receivable - A contribution receivable should be recorded as an asset

when the amount to be received under a pledge can be reasonably estimated and ultimate collection is

reasonably assured.  This is similar to the requirement in the US that all unconditional promises to give be

recorded as receivables.  Because promised contributions are generally freewill gifts, typically their ultimate

collection is not reasonably assured until the funds are actually collected.  Therefore, this type of receivable

will be recorded only in unique circumstances.  When an organization has recognized contributions receivable

there should be disclosure of the amount recognized as revenue during the fiscal year, and the amount

included in assets at the close of the period.

Contributions receivable for pledges or promises to give should not be confused with accounts

receivable for contributions that have been received by related entities for the benefit of senior organizations

but have not yet been remitted to them.  Contributions received by churches for tithe and designated offerings

for the benefit of senior organizations should be recorded as accounts receivable on a timely basis by the

senior organizations according to the principles discussed in Appendix A-9.



Section E-4 - Accounting Principles for Not-for-Profit Organizations
Comparison Between Canada and the United States

(includes more than denominationally selected alternatives in each country)

         Item       Canada     United States

Page 1 of 5

Source CICA Handbook Sec. 4400-4460 SFAS 116, 117, 124; SOP 94-3

Effective Date Years beginning on or after
April 1, 1997

Years beginning after
December 15, 1994

(1)
Financial Position

Essentially the same.  Fund
columns are not required on the
statement of financial position even
if used on statement of activity.
Requires totals for all funds used.

Focus is on the organization as a whole.
Use of fund accounting is acceptable, as
long as totals are reported for the whole
organization.

(2)
Statement Title

Essentially the same. Title is flexible; the denomination has
chosen to use “Statement of Financial
Position” rather than Balance Sheet.

(3)
Classifying Assets
and Liabilities

Essentially the same. Each organization can choose to classify
assets and liabilities as current or long-
term, operating or nonoperating.  The
denomination has chosen to use a
classified format.

(4)
Asset and Liability
Sequence

Essentially the same. Assets and liabilities are to be presented in
order of their liquidity, from most liquid to
least liquid.

(5)
Investments in
Securities

Temporary and liquid investments
are to be recorded at the lower of
cost or market.  Long-term
investments generally are to be
recorded at cost; and written down
for only nontemporary declines.

Investments in all equity securities with
readily determinable fair values and all
debt securities are to be carried at fair
value.  Consequently, the valuation
account can be either positive or negative.

(6)
Property, Plant, &
Equipment (Capital
Assets)

Essentially the same. Plant assets are to be recorded at cost, if
purchased, and at fair value, if donated.
All assets used by the organization are to
be depreciated systematically over their
useful lives. 

(7)
Note Disclosure

Essentially the same, plus  disclose
the amortization rates for each class
or group of capital assets.

The cost, accumulated depreciation, and
net value for each class or group of plant
assets is to be disclosed either on the face
of the statement or in the notes thereto.

(8)
Expensing Option

Organizations with under $500,000
annual revenue can choose to
expense capital asset purchases.

n/a

(9)
Inter-fund Balances

Essentially the same, but amounts
and terms of interfund loans are to
be disclosed even though balances
are eliminated in the total columns.

Inter-fund receivables and payables are to
be reported if fund columns are used; but
in all cases are to be eliminated from the
organization totals.



Section E-4 - Accounting Principles for Not-for-Profit Organizations
Comparison Between Canada and the United States

(includes more than denominationally selected alternatives in each country)

         Item       Canada     United States

Page 2 of 5

(10)
Deferred Operating
Revenue

Essentially the same. Unrestricted revenue (not donations) that
has not yet been earned (such as prepaid
tuition or advance registration fees) is to be
reported as deferred income (a liability).

(11)
Unspent Restricted
Income

Unspent restricted contributions are
to be reported as deferred revenue
(under the deferral method), or net
assets (under the restricted fund
method).

Unspent restricted donations are no longer
to be reported as liabilities, but must be
included within either temporarily restricted
or permanently restricted net assets.

(12)
Net Assets

Either term “net assets” or “fund
balance” can be used.

The term “net assets” is to be used instead
of “fund balance.”

(13)
Net Asset
Components

All net assets of the organization
must be separated between
invested in capital assets,
permanent endowments, other
restricted net assets, and
unrestricted net assets.  Distinction
must also be made between
externally restricted and internally
restricted. “Internally restricted” is
essentially the same as
“unrestricted allocated.”

All net assets of the organization must be
classified as either unrestricted,
temporarily restricted, or permanently
restricted.  The organization can further
separate unrestricted net assets to identify
amounts that have been designated or
allocated by the controlling body for
specific purposes. 

(14)
Unrestricted
Components

The denominational grouping will be
modified to accommodate the
Canadian terminology.

The denomination has chosen to separate
unrestricted net assets into three groups:
unallocated, allocated, and net invested in
plant.

(15)
Additional Net
Asset Disclosure

Essentially the same. Notes are to disclose the nature and
changes in amounts of major types of
restricted net assets, according to purpose
and/or time restrictions.

(16)
Financial Activity

The focus is on the organization as
a whole.  All financial activity from
regular or program functions is to be
reported in a statement of
operations.  Limited types of activity,
such as interfund transfers, are to
be reported in a statement of
changes in net assets.  These two
statements can be combined into
one if desired by the organization.

The focus is on the organization as a
whole.  All financial activity is to be
reported in a statement of activity that
concludes with the net increase or
decrease to total net assets.  Intermediate
measures of changes to each class of net
assets are also required.  Each type of
organization can arrange operating and
nonoperating details within unrestricted
activity, to suit its own needs. 



Section E-4 - Accounting Principles for Not-for-Profit Organizations
Comparison Between Canada and the United States

(includes more than denominationally selected alternatives in each country)

         Item       Canada     United States

Page 3 of 5

(17)
Statement Title

Essentially the same.
“Statement of Operations and
Changes in Net Assets”

Title is flexible; the denomination has
chosen to use “Statement of Changes in
Net Assets.”

(18)
Fund Accounting

Essentially the same, under the
Deferral Method.  Under the
Restricted Fund Method, totals are
required for specific fund groups.

Fund accounting is not required, but may
be used.  Fund columns must be totaled to
present overall activity.

(19)
Changes in Net
Assets

The statement is to report changes
in invested in capital assets,
endowment, other restricted,
unrestricted, and total net assets.

The statement is to report the net increase
or decrease in unrestricted, temporarily
restricted, permanently restricted, and total
net assets.

(20)
Revenues and
Expenses

Revenues and expenses should be
reported at their gross amounts,
except for activities that are not the
responsibility of the reporting entity.
For ancillary operations, an entity
may choose to record the results of
the activities on a net basis in the
statement of operations, in which
case gross amounts should be
disclosed in the notes to the
financial statements.

Revenues and expenses should be
reported at their gross amounts, except for
activities that are only incidental or
peripheral to the main purposes of the
organization.

(21)
Depreciation
Expense

Essentially the same. Depreciation expense on all assets used
by the organization is to be recognized as
operating expense in the current period.

(22)
Contributions

Essentially the same. 
Contributions with donor restrictions
are called externally restricted.
They are defined either as
permanently restricted for
endowments or as other restricted.

Contributions are defined as voluntary,
non-reciprocal transfers.  They are defined
as temporarily or permanently restricted if
they carry donor stipulations about when or
how they are to be used.

(23)
Contribution Value

Essentially the same, except the
receiving organization can choose
whether to record contributed
services when certain criteria are
met.

Contributions are recognized at their fair
value at the date of gift, and are recorded
as assets at that time.  Contributed
services are recorded as revenue and
expense when certain criteria are met.
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(24)
Revenue
Recognition

Externally restricted contributions
are recognized as revenue either at
the time they are used, under the
deferral method, or at the time they
are received, under the restricted
fund method.  Organizations can
choose which method to adopt, but
must apply that method uniformly
and consistently.

Under the deferral method,
externally restricted contributions
spent for plant assets, and
contributions of depreciable plant
assets are amortized and
recognized as income over the
useful life of the respective plant
assets.

Contributions are recognized as revenue
when they are received, and are recorded
in one of the three classes of net assets at
that time.

(25)
Unspent Restricted
Contributions

The deferral method is essentially
the same as the deferred restricted
income liability method that the
denomination has been using.
Unspent externally restricted
contributions are recorded as
deferred revenue.

The restricted fund method is
essentially a modification of the new
method being adopted in the U.S.
Unspent contributions will remain in
net assets in the fund where they
were first recorded.

Since contributions are recognized when
received, any unspent portion of restricted
contributions at the end of a period will
remain within the class of net assets where
they were originally recognized as
income.

(26)
Unrestricted
Contributions

Essentially the same. Unrestricted contributions are recognized
as revenue in the period in which they are
received.

(27)
Operating Expense

For the Deferral Method, all
expenses are reported within the
statement of operations.  When
fund accounting is used, expenses
are recorded within appropriate fund
columns.  For the Restricted Fund
method, expenses associated with
restricted functions are presented
within the Restricted Fund column.

All expenses are presented within the
unrestricted activity section.  To the extent
expenses have used restricted resources,
an equal amount is shown as “released
from restrictions” in the temporarily
restricted activity section.
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(28)
Statement of
 Cash Flows

Essentially the same. Statement must report changes in cash
and cash equivalents, and gross inflows
and outflows from operating, investing, and
financing sources.

(29)
Basic Note
Disclosures

Essentially the same. All organizations are to disclose their
nature and purpose, the territory they
serve, their legal and tax status, and
significant accounting policies.

(30)
Related
Organizations

Essentially the same. Financial  statements of  re lated
organizations are to be combined or
consolidated depending upon the nature of
the relationship between them.  The key
factors to consider are control and
economic interest.  If consolidation is an
option, but is not chosen, other significant
disclosures are required.

(31)
Rules for Grouping
Related Entities

Controlled:
Controlling entity can choose to
consolidate or to present
summarized financial data of the
controlled entity.  If multiple
separate entities share the same
governing board, one of the entities
is presumed to be a controlling
entity. 

Not a defined concept.

S i gn i f i can t l y  I n f l uenced :
Consolidation not allowed.
Economic Interest: Consolidation
not permitted unless indicative of
control.  In any case, significant
disclosures are required.

Directly Controlled:
Must consolidate on general purpose
financial statements.  If the controlling
entity does not wish to consolidate, it can
issue limited distribution, parent-only
statements.

Commonly Controlled:
The entities can choose to combine their
financial statements or issue separate
financial statements.

Either Control or Economic Interest:
The entities can choose to consolidate or
not.  If not, significant disclosures are
required.

(32)
Related Party
Disclosures

Essentially the same, but also
disclose the measurement basis for
related party transactions, and any
contractual obligations and
contingencies that may exist with
respect to related parties.

At a minimum, the notes must disclose the
nature of the relationship with related
entities, the extent of economic interest
(amounts of appropriations, receivables,
and payables, etc.), and the reasons for
consolidating, combining, or separate
reporting.

(revised - October 1997)
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     Appendix E-5.01
CANADIAN CONFERENCE OF THE SEVENTH-DAY ADVENTIST CHURCH
Statement of Financial Position
December 31, 19X1 and 19X0

19X019X1OtherPlantOperating
TotalTotalFundsFundsFundsASSETS

Current Assets
622,9651,224,479001,224,479Cash (Note 2)
540,968525,69600525,696Investments (Note 3)
413,720425,47400425,474Accounts Receivable (Note 4)
15,67317,6200017,620Notes and Loans Receivable (Note 5)
16,83316,0860016,086Inventories & Prepaid Expense 

1,610,1592,209,355002,209,355Total Current Assets

5,164,1356,620,27606,620,2760Capital Assets, Net  (Note 6)

Other Noncurrent Assets
151,490236,25000236,250Notes Receivable, Long-term (Note 5)

For Restricted Purposes:
523,202992,573487,299505,2740Cash & Investments (Note 7)
582,000500,000500,00000Notes & Loans Receivable (Note 8)
28,60524,53424,53400Accrued Interest Receivable

00059,3740Inter-Fund Accounts Receivable
00108,00000Inter-Fund Loans Receivable (Note 9)

1,285,2971,753,3571,119,833564,648236,250Total Other Noncurrent Assets

8,059,59110,582,9881,119,8337,184,9242,445,605Total Assets

LIABILITIES
Current Liabilities

356,107260,60400260,604Accounts Pay. & Accrued Liab. (Note 10)
15,90960,3810060,381Notes Payable, Current (Note 11)

000013,164Inter-Fund Accounts Payable
49,60756,8060056,806Agency Funds

421,623377,79100390,955Total Current Liabilities

Noncurrent Liabilities
208,319499,39676,177236,761186,458Deferred Contributions (Notes 14, 15)

2,614,2053,574,20203,574,2020Deferred Capital Contributions (Note 16)
68,000332,61900332,619Notes Payable, Long-term (Note 11)

For Restricted Purposes:
080,000080,0000Notes Payable (Note 12)

165,667232,543232,54300NPV, Annuity Liability (Note 14)
584,795502,979502,97900Agency Liability to Depositors

0046,21000Inter-Fund Accounts Payable
000108,0000Inter-Fund Loans Payable (Note 9)

3,640,9865,221,739857,9093,998,963519,077Total Noncurrent Liabilities
4,062,6095,599,530857,9093,998,963910,032Total Liabilities

NET ASSETS
308,074289,73600289,736Unrestricted Unallocated

1,118,9781,735,648161,924327,8871,245,837Internally Restricted
1,427,0522,025,384161,924327,8871,535,573Sub-total Unrestricted
2,549,9302,858,07402,858,0740Invested in Capital Assets

20,000100,000100,00000Permanently Restricted
3,996,9824,983,458261,9243,185,9611,535,573Total Net Assets  (Note 17)

8,059,59110,582,9881,119,8337,184,9242,445,605Total Liabilities & Net Assets

Notes to the financial statements are an integral part of this statement.
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CANADIAN CONFERENCE OF THE SEVENTH-DAY ADVENTIST CHURCH
Statement of Operations and Changes in Net Assets
Years ended December 31, 19X1 and 19X0

ActualBudgetActual
19X019X119X1OtherPlantOperatingGeneral Activity
TotalTotalTotalFundsFundsFunds

Unrestricted Revenue and Support:
2,700,2812,565,0002,767,767002,767,767Gross Tithe Income
(832,340)(790,150)(853,008)00(853,008)Tithe Percentages Passed On

1,867,9411,774,8501,914,759001,914,759Net Tithe Income
(100,000)(200,000)(200,000)00(200,000)Tithe Exchanged with Gen Conf
100,000200,000200,00000200,000Non-Tithe Funds from Gen Conf
70,308102,559108,243031,28976,954Investment Earnings

345,000356,000373,38600373,386Church Schools Salary Share
88,16488,000137,84100137,841Departmental Fees and Sales
12,89323,00028,2510028,251Residence Rent Income
45,81047,72571,55571,55500Pooled Investment, Net Earnings
10,416065,55565,55500Annuities, Net Income (Note 14)

2,440,5322,392,1342,699,590137,11031,2892,531,191Total Unrestricted Revenue

Restricted Revenue Used:
325,991409,308339,78100339,781Offerings & Donations
93,195107,500109,60900109,609Subsidies & Appropriations

015,00086,2100086,210Matured Deferred Gifts
14,75014,75015,2500015,250Endowment Income

433,936546,558550,85000550,850Restricted Revenue Used (Notes 15, 16)

2,874,4682,938,6923,250,440137,11031,2893,082,041Total Revenue and Support

Expenses and Losses: 
Program Services Functions

950,282976,507964,231045,888918,343Church Ministries
834,152954,995996,527011,400985,127Educational
46,76148,32048,3200048,320Publishing

119,848172,987105,99900105,999Special Services
280,126270,833288,46600288,466Retirement and Other

2,231,1692,423,6422,403,543057,2882,346,255Total Program Services Function
Supporting Services Function

141,035159,515168,08000168,080Administration-Office Resources
6,1956,3004,765004,765Conventions and Meetings

39,16840,97539,422020,95018,472Bldg & Equip Operations & Maint
30,08034,34333,67704,39329,284Moving Van Operations
12,89330,19531,190022,5808,610Residence Rental

229,371271,328277,134047,923229,211Total Supporting Services Function

2,460,5402,694,9702,680,6770105,2112,575,466Total Expenses and Losses

Excess (Deficiency) of
413,928243,722569,763137,110(73,922)506,575General Revenue over Expense

Notes to the financial statements are an integral part of this statement.
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CANADIAN CONFERENCE OF THE SEVENTH-DAY ADVENTIST CHURCH
Statement of Operations and Changes in Net Assets
Years ended December 31, 19X1 and 19X0

ActualBudgetActual
19X019X119X1OtherPlantOperating
TotalTotalTotalFundsFundsFunds

Excess (Deficiency) of
413,928243,722569,763137,110(73,922)506,575General Revenue over Expense

Capital Activity

Capital Revenue and Support:
82,140100,000114,2530114,2530Capital Contributions Amortized
30,27539,60018,413018,4130Net Gain (Loss) on Sale of Plant Assets

112,415139,600132,6660132,6660Capital Revenue
Capital Expenses

82,14085,00097,203097,2030Church & School Properties Function

Excess (Deficiency) of
30,27554,60035,463035,4630Capital Revenue over Expense

Excess (Deficiency) of  Total
444,203298,322605,226137,110(38,459)506,575Revenues over Expenses

0425,000301,2500301,2500Church & School Properties Added  *
20,000080,00080,00000Endowment Fund Contributions (Note 17)

000(70,945)94,884(23,939)Transfers Between Funds (Note 13)

3,532,7793,996,9823,996,982115,7592,828,2861,052,937Net Assets, Beginning  **

3,996,9824,720,3044,983,458261,9243,185,9611,535,573Net Assets, End of Year  (Note 17)

Notes to the financial statements are an integral part of this statement.

Church and school properties added to net assets during the current year comprise the value of the land portion of the property *
acquired or contributed during the year.  The value of the building portion of the property is added to deferred capital contributions.
(See Notes 1e, 16, and 17)

If the beginning net assets have been restated due to the adoption of new accounting principles, explain the changes in a section**
added to the end of Note 1 about significant accounting policies, and cross-reference it here.
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CANADIAN CONFERENCE OF THE SEVENTH-DAY ADVENTIST CHURCH
Statement of Cash Flows
Years Ended December 31, 19X1 and 19X0

19X019X1OtherPlantOperating
TotalTotalFundsFundsFundsCash Flows from Operating Activities:

Excess (Deficiency) of Total
444,203605,226137,110(38,459)506,575Revenues over Expenses

Adjustments to reconcile excess (deficiency)
of revenue over expense to net cash provided:

171,217199,3140199,3140Depreciation Expense
(82,140)(114,253)0(114,253)0Amortization of Def. Cap. Contributions
(30,275)(18,413)0(18,413)0Gain on Sale of Plant Assets

4,26645,56945,56900Annuities Actuarial Adjust. (Note 14)
08,7578,75700New Annuities NPV Liability
015,2720015,272Unreal Apprec (Decline) Market Value

(74,059)(7,683)4,0710(11,754)(Increase) Decrease Accounts Receivable
(1,614)74700747(Increase) Decrease Inventories & Prepaid

(53,943)(95,503)00(95,503)Increase (Decrease) Accounts Payable
(500)7,199007,199Increase (Decrease) Agency Funds

30,07495,37517,699077,676Increase (Decrease) Deferred Contributions
00(70,945)94,884(23,939)Net Transfers Between Funds - In (Out)

407,229741,607142,261123,073476,273Net Cash Provided (Used) from Operating

Cash Flows from Investing Activities:
033,834033,8340Proceeds from Maturity of Investments

(317,300)(503,205)(173,205)(330,000)0Purchase of Investments
18,75041,865041,8650Proceeds from Sale of Plant Assets

(125,830)(473,907)0(473,907)0Purchases of Plant Assets
(2,696,345)(903,750)0(903,750)0Donated Plant Assets Placed in Service

0(102,380)00(102,380)New Notes Receivable Issued
23,94497,67382,000015,673Payments Received on Notes Receivable

(3,096,781)(1,809,870)(91,205)(1,631,958)(86,707)Net Cash Provided (Used) from Investing

Cash Flows from Financing Activities:
104,318405,000080,000325,000Proceeds from External Borrowing

00(61,790)158,933(97,143)Proceeds (Payments) Inter-Fund Borrowing
(15,909)(15,909)00(15,909)Principal Payments on Notes Payable

0366,2020366,2020Deferred Capital Contributions Received
2,696,345903,7500903,7500Donated Plant Assets Received

060,05560,05500Proceeds from New Gift Annuities
33,25942,56242,56200Annuities Investment Income

(15,641)(18,722)(18,722)00Annuity Payments
0(71,345)(71,345)00Distribution of Matured Annuities

20,00080,00080,00000Donations for Endowments
(131,240)(81,816)(81,816)00Proceeds (Payments) Agency Depositors

2,691,1321,669,777(51,056)1,508,885211,948Net Cash Provided (Used) from Financing

1,580601,51400601,514Increase (Decrease) Cash and Equivalents
621,385622,96500622,965Cash and Cash Equivalents, Beginning 
622,9651,224,479001,224,479Cash and Cash Equivalents, Ending

Supplemental Cash Flow Data:  Cash paid during the year for interest was $3,100.

Notes to the financial statements are an integral part of this statement.
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     CANADIAN CONFERENCE OF THE SEVENTH-DAY ADVENTIST CHURCH
     Notes to the Financial Statements
     Years ended December 31, 19X1 and 19X0

Note 1 - Organization Description and Summary of Significant Accounting Policies

Organization Description

territory, and performs certain fiduciary duties.
member of the Seventh-day Adventist Church in Canada.  The Organization holds legal title to all denominational property in its
throughout its territory.  The Organization provides services to all church congregations and schools in its territory, and is a
Seventh-day Adventist Church (the Organization).  The Organization's primary purpose is to spread the gospel of Jesus Christ
Seventh-day Adventist congregations within [briefly describe the territory] have formed the Canadian Conference of the

statements.  The Organization does not control the operating, investing, or financing operations of the local congregations.
congregation is operated by a local board, they are not considered controlled entities subject to consolidation in these financial
Organization certain contributions designated for its larger territory and related world-wide functions.  Because each member
These congregations carry out the Organization's mission within their respective local communities and remit to the
The Organization receives most of its revenue in the form of contributions from individuals in its constituent congregations. 

[If the Organization operates an ABC as a department, describe the ABC here.]

from income taxes.  [See Note 1k for description of affiliated organizations.]
The Organization is incorporated under the laws of the province of (name) and is a registered Canadian charity which is exempt

Summary of Significant Accounting Policies

prepared on the accrual basis of accounting.
described below to enhance the usefulness of the financial statements.  The financial statements of the Organization have been
for not-for-profit organizations as promulgated by the Canadian Institute of Chartered Accountants.  The significant policies are
(a)  The significant accounting policies of the Organization are essentially the same as generally accepted accounting principles

the Organization as a whole.  The funds and fund groups are described in further detail below.
each fund; however, in the accompanying financial statements, funds are combined into groups, and totals are presented for
accounting and reporting into funds established according to their nature and purposes.  Separate accounts are maintained for
Organization, the accounts are maintained in accordance with the principles of fund accounting.  Resources are classified for
(b)  Fund Accounting:  To ensure observance of limitations and restrictions placed on the use of resources available to the

resources of an operating nature.
Operating Fund:  includes current operating assets, liabilities, and transactions emanating from restricted and unrestricted

depreciation, any respective debt, and the unamortized portion of deferred capital contributions.
earnings.  The Net Invested Fund consists of the cost of plant assets acquired or contributed, respective accumulated
additional funds transferred for plant acquisitions, proceeds from sale of plant assets, and unrestricted plant fund investment
operating funds by action of the committee.  The allocated balance includes the unused portion of funded depreciation,
allocated (held as internally restricted net assets) for future plant acquisitions.  Allocated operating funds can be returned to the
Unexpended Fund consists of resources that were donor restricted (held as deferred contributions) or conference committee
acquisitions, and the Net Invested in Plant Fund for accounts related to capital assets that have been acquired.  The
Plant Funds:  consist of two sub-funds; the Unexpended Plant Fund for resources that are held for use in future plant

statements for each of these funds are prepared as supplementary information.]  Following are descriptions of them.
Other Funds:  a combination of the Pooled Investment, Endowment, Annuity, and Agency funds.  [Separate financial

pro-rata share of all pooled fund earnings.]
net assets would be covered by a transfer from operating funds.  [Endowment assets held in the pooled fund receive their
internally restricted net assets until transferred to another fund by committee action.  Any losses in excess of internally restricted
investment activity.  Excesses of revenue over expense are reported as revenue in the statement of operations, and appear as
paid.  This fund can accumulate income in excess of interest paid to depositors, and is responsible for all losses from its
repayable to the other funds on a demand basis, at X% interest.  Denominational policy limits the maximum rate that can be
permissible, this fund pools assets of endowment, annuity, and agency funds.  The investments held in the pooled fund are
Pooled Investment Fund:  an accounting entity regulated by the investment policies of the denomination.  When desired and
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Note 1 - Summary of Significant Accounting Policies (continued)

(b) Fund Accounting (continued)

below.)
permanently restricted net assets.  (Accounting principles for investment income on endowments are described in paragraph (j)
Permanently Restricted Net Assets.  Contributions received for endowment principal are recorded as direct additions to
perpetuity, be invested, and only the income from such investments be used.  The principal of true endowments is reported as
Endowment Fund:  represents funds that are subject to restrictions of gift instruments requiring that the principal be held in

restricted net assets, if unrestricted by the donor.  The net present value of the liability due to the annuitant is revalued annually.
and the remainder, which is the gift portion, is recorded as either deferred contribution, if externally restricted, or internally
assets are recorded at fair market value, a net present value liability is recorded for the actuarial liability due to the annuitant,
annuity payments when they exceed earnings from investment of the annuity funds.  When an annuity agreement is accepted,
all funds received are to be held until maturity, and no portion of such funds received may be used except to meet the regular
Annuity Fund:  represents funds that are subject to the conditions stated in Gift Annuity Agreements.  By denominational policy

pro-rata to depositors, and is not recorded as revenue or expense of the Organization.
These funds may be loaned to the pooled investment fund or otherwise invested as directed.  Investment income is distributed
Agency Fund:  an accounting entity where funds received by the conference as fiscal agent for other organizations are held. 

period.  Actual results could differ from those estimates.
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
(c)  The preparation of financial statements in conformity with generally accepted accounting principles requires management to

plant assets.
contributions, and are amortized and recognized as revenue on the same basis as the depreciation expense on the related
as deferred contributions.  Deferred contributions that have been spent to acquire plant assets are reported as deferred capital
liability account as deferred contributions.  Gifts of cash or other assets that must be used to acquire plant assets are reported
are recognized as income and reported in the statement of operations.  Until recognized as income, they are recorded in a
donated assets.  When such assets are used for the restricted purpose or a stipulated time restriction expires, restricted assets
other assets are reported as externally restricted contributions if they are received with donor stipulations that limit use of the
(d)  Restricted Resources:  The Organization follows the Deferral Method of accounting for contributions.  Gifts of cash and

portion of donated depreciable plant assets is recorded as deferred capital contributions.
donated land is recognized as an increase to net assets invested in capital assets at the time of the gift.  The unamortized
amortized and recognized as revenue on the same basis as depreciation expense on the related plant assets.  The value of
(e) Donated Plant Assets:  The value of donated depreciable plant assets, whether or not restricted, is also deferred, and

the Plant Fund.
unrestricted operating funds to plant funds.  Both principal and interest payments made to retire plant fund debt are recorded in
committee approved transfers to plant funds.  Such transfers include depreciation funding and other committee allocations of
(f)  Plant Assets & Depreciation:  Uses of operating funds for plant acquisitions and debt service payments are accounted for as

statement of operations and changes in net assets.
recorded in the Plant Fund within various program, supporting services, and local church and school properties functions in the
equipment is provided over the estimated useful lives of the respective assets on a straight-line basis.  Depreciation expense is
congregations.  The value of these properties is included in the Plant Fund.  Depreciation of land improvements, buildings, and
Conference of the Seventh-day Adventist Church holds legal title to the church and school properties used by local church
Plant assets are recorded at cost when purchased or at fair market value at date of gift.  In its corporate capacity, the Canadian

The following ranges of estimated useful lives are assigned to plant assets:
     Land Improvements: 10 to 40 years; Buildings: 30 to 50 years; Equipment & Furnishings: 3 to 20 years.

as proceeds from the sale/maturity or as purchases of investments.
cash or cash equivalents.  The increase or decrease in noncurrent highly-liquid assets is reported in the statement of cash flows
externally restricted purposes or for internally restricted long-term purposes are classified as noncurrent assets, rather than as
cash and have a maturity date of less than three months from date of acquisition.  Highly-liquid assets that are held for
(g)  Cash and Equivalents:  Cash equivalents are highly-liquid assets of the Operating Funds, which are readily convertible to
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Note 1 - Summary of Significant Accounting Policies (continued)

(h)  Carrying Value of Financial Instruments:  Following are the major methods and assumptions used to record investments:

significant credit risk to any individual organization.
of financial instruments other than investment securities was not deemed to be significant.  The Organization does not have
agency funds and deposits.  At December 31, 19X1 and 19X0, the difference between fair market value and the carrying value
notes and loans receivable, investment securities, accounts payable and accrued liabilities, notes and loans payable, and
The financial instruments recorded in the statement of financial position consist of cash, term deposits, accounts receivable,

value, in which case they are written down to market value.
securities classified as noncurrent are normally carried at cost unless there has been an other than temporary decline in market
Investment securities classified as current assets are valued at the lower of cost or market at the reporting date.  Investment

deemed to be significant.
be held to maturity.  At December 31, 19X1 and 19X0, the difference between fair market value and the carrying value was not
made for notes which are not expected to be repaid.  All related party notes receivable, by intent and practice, are expected to
Notes receivable from related parties are valued at the amortized amount receivable at the reporting date.  Allowance has been

liabilities of the plant, pooled investment, endowment, annuity, or agency funds are classified as current.
current liabilities) for the Organization usually reflects working capital of only the operating funds, since usually no assets or
covered by designated plant fund liquid assets, or amounts held as fiscal agent for others.  Working capital (current assets less
excludes from current liabilities the long-term portion of all debt, plant fund debt payable within the next fiscal year to the extent
for the acquisition or construction of plant assets or for the liquidation of plant fund debt, or held as agent for others.  This
excludes from current assets, cash and claims to cash that are restricted for other than current operations, committee allocated
(i)  Current Assets & Liabilities:  Assets and liabilities are classified as current or noncurrent, depending on their nature.  This

endowment principal is recorded as direct additions to net assets in the endowment fund.
restricted purpose designated by the endowment instrument.  Restricted investment income that is required to be added to
operating fund.  Restricted income on endowment fund investments is accounted for as deferred contributions until spent for the
except for the endowment fund.  Unrestricted income on endowment fund investments is accounted for as income of the
(j)  Investment Income:  Ordinary income from investments, loans, and the like is accounted for in the fund owning the assets,

evidenced by other financial transactions involving appropriations and loans, which are detailed in Notes 8 and 18.
authority to select a majority of the members of the respective governing committees as described below.  Economic interest is
through current accounts receivable and payable, and are settled generally on a monthly basis.  Control is evidenced by
control and/or economic interest.  Inter-organization transactions carried on in the ordinary course of business are handled
(k)  Affiliated Organizations:  The Organization operates through several organizations with which it is affiliated by reason of

Because the Organization exercises control over the academy, summarized financial data is presented in Note 18.
those of this academy because it is deemed more useful to present separate financial statements of the parent organization. 
for in the financial statements of the Organization.  The Organization has chosen not to consolidate its financial statements with
Academy real property is vested in the Canadian Conference of the Seventh-day Adventist Church; asset values are accounted
by the governing committee of the Organization.  It is a registered charity which is exempt from income taxes.  Legal title to
territory.  It is governed by a committee whose chairman is the president of the Organization, and whose members are selected
S.D.A. Boarding Academy:  A Christian secondary school, which is a separate unincorporated entity serving the Organization's

statements.
Organization does not exercise control over the academy, summarized financial data is not presented in these financial
Seventh-day Adventist Church; asset values are accounted for in the financial statements of the Organization.  Because the
charity which is exempt from income taxes.  Legal title to Academy real property is vested in the Canadian Conference of the
Organization's territory.  Two of the Organization's administrative staff serve on the committee.  The academy is a registered
Organization's territory.  It is governed by a committee that is chosen by the members of certain constituent churches within the
S.D.A. Day Academy:  A Christian secondary school, which is a separate unincorporated entity serving part of the
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19X019X1Note 2 - Cash & Cash Equivalents
TotalTotal

1,6001,600Imprest Cash
91,365172,879Chequing Accounts

530,0001,050,000Saving & Money Market Accounts
622,9651,224,479Total Operating Cash

19X019X1Note 3 - Investments
MarketMarket
ValueCostValueCost
100,000100,000100,000100,0002 year Term Deposit
236,025235,060233,050235,060Cdn. Government Bond
206,100205,908192,646205,908Gen. Conf. Investment Fund
542,125540,968525,696540,968Total Investments at Cost and Market

The Carrying Value of Total Investments
540,968525,969is the Lower of Cost or Market

The term deposit at a face value of $100,000 at 19X1 and 19X0 has a maturity date of November 19X2 and bears a weighted
average interest rate of 6%.  The government bond at a face value of $230,000 at 19X1 and 19X0 has a maturity date of
June 19X4 and bears a weighted average interest rate of 7%.  The Gen. Conf. Investment Fund at a face value of $205,908
at 19X1 and 19X0 is an investment in a type of mutual fund that holds investments primarily of government and corporate debt
and equity securities (equity securities by policy never exceed 75% of the total portfolio).

19X019X1Note 4 - Accounts Receivable
TotalTotal
260,000292,400Church Remittances
28,70932,982Church Schools
6,5568,875Adventist Book Centre

19,27626,085Employees' Accounts
99,17965,132SDA Academy

413,720425,474Total Accounts Receivable

Note 5 - Notes and Loans Receivable - Operating
                 19X0                                19X1               

TotalLong TermCurrentTotalLong TermCurrent
000100,00088,00012,000Unsecured Church & School Loans, 6% Int.,

payments of principal and interest
at a total of $1,000 per month.

61,26050,00011,26054,20054,070130Unsecured Church & School Loans, 6% Int.,
payment of principal on demand,
payment of interest monthly.

(1,000)0(1,000)(1,820)(1,820)0Allowance for Uncollectible
60,26050,00010,260152,380140,25012,130Sub-total Unsecured

Secured Employee Home Loans, 8% Int.,
payments of principal and interest

106,903101,4905,413101,49096,0005,490at a total of $1,200 per month.

167,163151,49015,673253,870236,25017,620Total Operating Notes & Loans Receivable

Loans receivable are from member organizations or employees of the Conference.  Terms of the loans vary between 10
and 20 years.  Collateral on the secured employee home loans consists of mortgages on the respective properties.  At
December 31, 19X1 and 19X0, the difference between market value and carrying value was not deemed to be significant.
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Note 6 - Plant Assets

Depreciation ExpenseAccumulatedTotal
CapitalGeneral Net Value DepreciationCost   19X1   

00240,8560240,856LandConference Use:
011,116159,14096,851255,991Land Improvements
054,495803,437652,8291,456,266Buildings
036,500202,041201,930403,971Equipment & Furnishings
001,794,05001,794,050LandChurches & Schools:

97,20303,420,7522,411,4085,832,160Buildings
97,203102,1116,620,2763,363,0189,983,294Plant Assets, 12-31-X1

   19X0   
00174,8560174,856LandConference Use:
08,33380,92485,735166,659Land Improvements
049,334646,644610,2911,256,935Buildings
031,420154,706169,875324,581Equipment & Furnishings
001,492,80001,492,800LandChurches & Schools:

82,14002,614,2052,314,2054,928,410Buildings
82,14089,0875,164,1353,180,1068,344,241Plant Assets, 12-31-X0

Note 7 - Noncurrent Cash and Investments

19X019X1AgencyAnnuityEndowmentUnexpended
TotalTotalFundFundFundPlant

273,202246,57350,00021,2990175,274Money Market Accounts
250,000746,0000316,000100,000330,000Term Deposits and GIC's

992,57350,000337,299100,000505,274Total Noncurrent Cash 12-31-X1

523,20220,000274,09420,000209,108Total Noncurrent Cash 12-31-X0

Note 8 - Notes & Loans Receivable - Other than Operating
19X019X1
TotalTotalPooled Investment Fund

Loans Receivable (Unsecured)
120,000100,000SDA Day Academy; Interest at 7%, principal due 19X7,

payments of principal and interest at a total of $1,650 per month.
60,00050,000Local SDA Church; Interest at 7%, principal due 19X7,

payments of principal and interest at a total of $800 per month.
180,000150,000Total Loans Receivable

Notes Receivable (Secured)
163,000136,000SDA Boarding Academy: Interest at 7%, principal due 19X9,

payments of principal and interest at a total of $2,100 per month.
239,000214,000SDA Boarding Academy: Interest at 9%, principal due 2002,

payments of principal and interest at a total of $2,000 per month.
402,000350,000Total Notes Receivable
582,000500,000Total Notes & Loans Receivable

82,00082,000Current Portion

Loans receivable are from member organizations of the Conference.  SDA Day Academy and SDA Boarding Academy are described
in Note 1(k).  Local Church is one of the congregations described in Note 1 (second paragraph).  Collateral for the secured notes
consists of term deposits pledged for that purpose.  At December 31, 19X1 and 19X0, the difference between market and carrying
value was not deemed to be significant.
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Note 9 - Interfund Loans Payable

19X1 Total19X1 Total
Plant Fund Loans Payable To

038,000Annuity #XXX; Interest at 11%, principal due 19XX, payments of principal & interest at $xxx per month.
070,000Annuity #XXX; Interest at 12%, principal due 19XX, payments of principal & interest at $xxx per month.
0108,000Total Notes Payable to Annuity Fund
011,000Current Portion

Pooled Investment Fund Loans Payable To
564,795452,979Agency Fund; Interest at 6% payable monthly, principal payable on demand.

19X019X1Note 10 - Accounts Payable and Accrued Liabilities
TotalTotal
85,80097,500Union Conference, Tithe & Offerings
10,4096,510Employee Accounts

02,669SDA Academy
236,352143,478Commercial Accounts

0750Local Churches
23,5469,697Miscellaneous

356,107260,604Total Accounts Payable and Accrued Liabilities

Note 11 - Notes Payable  - Operating
             19X0                               19X1                

TotalLong TermCurrentTotalLong TermCurrentOperating Fund (Unsecured)
000225,000191,83433,166Security Bank; $225,000 at 9% interest,

principal due 12-31-X7, principal and
interest payable at $4,056 per month.

7,50007,500100,00078,25621,744XYZ Corp.; $100,000 at 9% interest,
principal due 12-15-X6, principal and
interest payable at $2,076 per month.

76,40968,0008,40968,00062,5295,471National Bank; $68,000 at 9% interest,
principal due 12-20-X8, principal and
interest payable at $996 per month.

83,90968,00015,909393,000332,61960,381Total Notes Payable - Operating

Note 12 - Notes Payable - Other than Operating
             19X0                               19X1                  

TotalLong-TermCurrentTotalLong-TermCurrentPlant Fund (Secured by Mortgage)
National Bank; $80,000 at 8.5% interest,

principal due 12-10-X9, principal and
00080,00072,7047,296interest payable at $1,151 per month.

PlantOperatingFor Notes 11 & 12:  Amounts due on principal
FundFundduring the next five years are as follows:

7,29660,38119X2
7,94164,22119X3
8,64368,41619X4
9,40773,01919X5

10,23978,08819X6
36,47448,875Future
80,000393,000Total Due

19X1OtherPlantOperatingNote 13 - Transfers Between Funds
TotalFundsFundsFunds

094,884(94,884)Depreciation / Acquisition Funding
0(45,810)45,810Pooled Fund Excess Net Assets
0(25,135)25,135Unrestricted Matured Annuities
0(70,945)94,884(23,939)Net Totals - In (Out)
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TotalTotalExternallyNote 14 - Gift Annuities
AnnuitiesAnnuitiesUnrestrictedRestricted

19X019X1AnnuitiesAnnuitiesChanges in Gift Portion
33,25942,56221,88020,682Annuity Investment Income

060,05537,46022,595Gift Portion of New Annuities Added
4,26645,56914,91230,657Actuarial Adjustment from (to) Present Value

(15,641)(18,722)(8,697)(10,025)Required Payments to Annuitants
0(46,210)0(46,210)Distributions from Matured Annuities

21,88483,25465,55517,699Increase (Decrease) for the Year
58,478Deferred Contributions, Beginning
76,177Deferred Contributions, Ending

49,949Internally Restricted Net Assets, Beginning
0(25,135)(25,135)Transfer of Unrestricted Maturity to Operating Fund

90,369Internally Restricted Net Assets, Ending
86,543108,427Total Annuity Gift Portion, Beginning

108,427166,546Total Annuity Gift Portion, Ending

Changes in Liability to Annuitants
169,933165,66776,48889,179Present Value of Liability, Beginning

(4,266)(45,569)(14,912)(30,657)Actuarial Adjustments
0112,44560,04052,405Liability of New Annuities Added

165,667232,543121,616110,927Present Value of Liability, Ending

Note 15 - Deferred Contributions
DeferredAmountTotalDeferred
BalanceUsedReceivedBalanceUnspent externally restricted contributions are
12/31/X119X119X112/31/X0available for the following purposes or periods:

28,375210,876238,354897Church Program Functions
50,000205,337205,33750,000Educational Program Functions
26,26748,00542,79731,475Special Services Functions
81,81686,632142,03826,410Ingathering Reversion

186,458550,850628,526108,782Sub-total Operating Activity
86,76156,500102,20241,059Church Program Capital Functions

150,000114,000264,0000Educational Program Capital Functions
236,761170,500366,20241,059Sub-total Capital Functions (Note 16)  *
76,177017,69958,478Restricted Annuities (Note 14)

499,396721,3501,012,427208,319Total Deferred Contributions

The $170,500 used for capital functions represents externally restricted contributions that were spent during the year for acquisition*
of new plant assets.  This amount is moved from the Deferred Contributions section (Note 15) into the Deferred Capital Contributions
section (Note 16), and is then amortized and recognized as revenue over the useful life of the respective plant assets.

Note 16 - Deferred Capital Contributions

DeferredAmountTotalDeferredExternally restricted contributions used for
BalanceAmortizedAddedBalanceacquisition of plant assets, and donated
12/31/X119X119X112/31/X0plant assets consist of the following:

50,8505,65056,5000Spent for Church Program Functions
102,60011,400114,0000Spent for Educational Program Functions

3,420,75297,203903,7502,614,205Donated Church and School Properties
3,574,202114,2531,074,2502,614,205Total Deferred Capital Contributions

The amount spent from externally restricted contributions to acquire plant assets and the amount of donated assets are amortized
and recognized as revenue over the useful life of the respective plant assets.
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19X019X1OtherPlantOperatingNote 17 - Components of Net Assets
TotalTotalFundsFundsFunds

1,031,1171,427,05295,759278,3561,052,937Unrestricted Net Assets, Beginning
503,015671,874137,11028,189506,575Excess (Deficiency) of Total Revenues over Expenses

(107,080)(73,542)0(73,542)0Plant Assets Purchased with Unrestricted Resources
00(70,945)94,884(23,939)Transfers Between Funds

1,427,0522,025,384161,924327,8871,535,573Unrestricted Net Assets, Ending

2,501,6622,549,9302,549,930Invested in Capital Assets, Beginning
(58,812)(66,648)(66,648)Excess (Deficiency) of Total Revenues over Expenses
107,08073,54273,542Plant Assets Acquired with Unrestricted Resources

0301,250301,250Church and School Properties Added
2,549,9302,858,07402,858,0740Invested in Capital Assets, Ending

020,00020,000Permanently Restricted Net Assets, Beginning
20,00080,00080,000Endowment Fund Contributions
20,000100,000100,00000Permanently Restricted Net Assets, Ending

3,996,9824,983,458261,9243,185,9611,535,573Total Net Assets, Ending

Note 18 - Unconsolidated Related Party

As explained in Note 1, the Conference is affiliated with SDA Boarding Academy.  Balances receivable from and payable to the
Academy are disclosed in Notes 4, 8, & 11.  During the years 19X1 and 19X0, appropriations were made to the Academy as
follows:  operating subsidies $64,000 and $60,000, scholarship funds $6,000 and $1,000, and capital appropriations $138,000
and $70,000; for total appropriations of $208,000 and $131,000, respectively.  The following represents summarized financial data
for the Academy for its fiscal years ended June 30, 19X1 and 19X0:

6/30/X06/30/X16/30/X06/30/X1
1,271,1581,575,559   Total Revenues1,103,8141,226,105Total Assets

(1,159,601)(1,364,002)   Total Expenses
111,557211,557    Excess (Deficiency)561,571472,305Total Liabilities

542,243753,800Total Net Assets
   Total Cash provided (used):1,103,8141,226,105Total Liab. & Net Assets

190,332342,434      Operating Activities
(168,462)(295,082)      Investing Activities
(20,000)(50,000)      Financing Activities

1,870(2,648)       Total Cash Provided (Used)

Note 19 - Pension Plans

The Organization is a member of a noncontributory, defined benefit pension plan and a supplemental benefit plan known as the
Seventh-day Adventist Church Retirement Plan for Canadian Employees.  The noncontributory pension plan covers substantially
all employees who have completed four years of service and provides a defined benefit pension based on length of service and the
employee's final average earnings.  The supplemental benefit plan provides post-employment benefits such as medical benefits.
The cost of supplemental benefits, except for pension benefits, is charged to expenses as payments are made by the Conference.

The cost of defined pension benefits earned by employees is determined using the projected benefit method prorated on services
and management's best estimate assumptions.  Adjustments to pension costs are amortized to income on a straight-line basis over
the expected average remaining service lives of the respective employee group.

At December 31, 19X1 and 19X0, respectively, the Organization's share of the actuarial present value of accrued pension benefit
liability was estimated to be $xxx,xxx and $xxx,xxx, and the Organization's share of the market related value of pension fund assets
was $xxx,xxx and $xxx,xxx.  For the years 19X1 and 19X0, respectively, pension expense was $xxx,xxx and $xxx,xxx, and actual
contributions made to the plan were $xxx,xxx and $xxx,xxx for current and past service.  The difference between the pension
expense and actual contributions made to the plan reduced the Organization's prepaid pension cost.

Each member organization of the SDA Church in Canada provides a retirement allowance up to a maximum of five months of salary
based on years of service.  The retirement allowance is paid by the organization where the individual was employed at the time of
retirement.  The Organization expenses retirement allowances in the year they are incurred.
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[Use this note only if the known number of wills is significant.]Note 20 - Beneficial Interest in Wills

The Organization is a remainder beneficiary of at least a portion of the assets of xxx wills written by some of the members within
its territory.  These assets are not included in the financial statements of the Organization.  Also, the Organization may be a
beneficiary of other wills that the Organization may not be aware of.

Note 21 - Contingent Liabilities

The Conference has guaranteed certain liabilities of local church congregations and school constituencies payable to the Canadian
Union Revolving Fund.  These loans were used to acquire some of the church and school plant assets listed in Note 6.  The
balance due on these loans was $1,430,500 and $1,039,750 at December 31, 19X1 and 19X0, respectively.  None of this property
is pledged as collateral for any of these guaranteed loans.  Principal and interest payments on these loans are scheduled to be
made by the local congregations and constituencies.  At December 31, 19X1, no church congregations or school constituencies
were delinquent on their payment schedules.

Note 22 - Concentrations of Risk

The Organization receives most of its revenue in the form of contributions from members living within its territory.  The amount
of contributions are subject to economic conditions that could cause loss of income among church members.  The amount of
contributions could also be subject to decrease if any significant number of individuals cease to be active members.

The Organization's assets include $652,380 of loans receivable from related organizations and $101,490 of loans receivable
from employees.  These loans represent 7.1% of the Organization's total assets.  Management's estimate of the collectibility
of these loans could be subject to a similar economic impact as mentioned above for contribution revenue.

Note 23 - Working Capital and Liquidity - Operating Funds

The following is a summary of working capital and liquidity as recommended by the Working Policy of the North American Division
of the General Conference of Seventh-day Adventists.  Recommended working capital is defined as 25% of unrestricted revenue,
plus long-term payables, deferred contributions, and any internally restricted net assets for capital functions.  Liquid assets are
defined as cash, short-term marketable securities, and receivables from senior organizations.  Liquidity commitments are defined
as current liabilities and any internally restricted net assets for capital functions.

Total 19X0Total 19X1WORKING CAPITAL
1,609,1592,209,355Total Current Assets

421,623377,791Total Current Liabilities
1,187,5361,831,564Total Working Capital

846,8891,392,497** Recommended Working Capital
340,647439,067Working Capital Excess (Deficit)

140.22%131.53%Percent of Recommended Working Capital
3.825.85Current Ratio

LIQUIDITY
622,9651,224,479Cash
540,968525,696Investments
260,000292,400Accounts Receivable-Church Remittances

1,423,9332,042,575 Total Liquid Assets
Less Commitments as defined by policy:

421,623377,791Current Liabilities
80,000240,622Capital Functions Net Assets, if any

501,623618,413 Total Commitments
922,3101,424,162 Liquid Assets Surplus (Deficit)

283.87%330.29%Percent Liquid Assets to Commitments

** Calculation of Recommended Working Capital:
590,107632,79825% of Unrestricted Revenue
68,000332,619Long-Term Payable

108,782186,458Deferred Contributions
80,000240,622Capital Functions Net Assets

846,8891,392,497Total Recommended Working Capital



THE FOLLOWING NOTE IS FOR USE ONLY IN THE YEAR OF ADOPTION OF NEW ACCOUNTING PRINCIPLES

Note 1(x) - Summary of Significant Accounting Policies - Change in Accounting Policies

During 19X1 the Organization changed its method of accounting to adopt the Deferral Method of accounting as promulgated by the
Canadian Institute of Chartered Accountants.  The Deferral Method establishes accounting standards for contributions received and
reporting standards for general purpose external financial statements of not-for-profit organizations.  The new reporting standards
also require the financial statements to focus on the organization as a whole.  The statements of financial position, operations and
changes in net assets, and cash flows replace the balance sheet and statements of financial activity and changes in financial
position which were previously issued.  The information previously displayed in the balance sheet and statement of financial
activity for 19X0 has been restated to conform with the new requirements.

The nature of the restatement for contributions was to recognize unspent externally restricted contributions of $208,319 and $178,245
at January 1, 19X1 and 19X0, respectively, as deferred revenue (a liability) rather than as nonexpendable fund balance (equity) as
previously reported.

The nature of the restatement for the organization as a whole was to recognize the net value of church and school properties in the
statement of financial position rather than in the notes to the financial statements as previously reported.  As a result, at January 1,
19X0, the net value of capital assets increased $4,189,145 (for the total property), deferred capital contributions increased $2,696,345
(for the donated buildings), and net assets invested in capital assets increased $1,492,800 (for the donated land).

The cumulative effect on net assets at January 1, 19X0 is as follows:
2,218,224Beginning net assets, previously stated
(178,245)Change nonexpendable fund balance to deferred contributions

1,492,800Add nondeferred portion of net value of church and school properties
3,532,779Beginning net assets, restated

RestatedThe restated balances and related activity
DeferredAmountTotalDeferredfor the year 19X0 are as follows:
BalanceUsedReceivedBalance
12-31-X019X019X01-1-X0Deferred Contributions

897173,101160,54213,456Church Program Functions
50,000115,403135,40330,000Education Program Functions
31,47528,54128,01232,004Special Services Program Functions
26,410116,891113,98529,316Ingathering Reversion Function

108,782433,936437,942104,776Sub-total General Program Functions
41,059016,05925,000Church Programs Capital Appropriations Function

0000Education Programs Capital Appropriations Function
41,059016,05925,000Sub-total Capital Functions
58,478010,00948,469Externally Restricted Gift Annuities

208,319433,936464,010178,245Total Deferred Contributions

Restated
DeferredAmountTotalDeferred
BalanceAmortizedAddedBalance
12-31-X019X019X01-1-X0Deferred Capital Contributions
2,614,20582,14002,696,345Donated Church and School Properties
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Schools, Elementary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.05
Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.06
Students . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.02,  App. B-2
Subsidiary Ledgers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.07, 1104.05

Accrual
Basis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201.04-.05
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 706.03
Tithe & Offering Reports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.01, App.  A-9
Vacation-Sick Time . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 903.02, 1103.02

Accrued Interest Computation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.02
Accumulated Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.03
Adjusting Entries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.02
Advances, Non-Current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 701.03
Adventist Academy Supplement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. B
Adventist Book Center Supplement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C
Agency Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 904
Agency Fund

Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1306
Nature of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1306.01

Allocated Function, Recommended Working Capital . . . . . . . . . . . . . . . . . . . . . . 1002.04
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Allocated Net Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1002.01-.02
Allocation of Funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-8.03
Allowance for Doubtful Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.02
Allowances, Employee Taxability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.06
Amortization, Deferred Charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.02
Analysis, Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1402
Analytical Data, Significance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1402.04
Annuities (see Gift Annuities)
Appropriations, Authorizations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-1.03
Appropriations Received . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-5
Assets

Access to . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 405.01
Account Numbers . . . . . . . . . . . . . . . . . . . . . . . . . . 301.01, Sec. 304, App. A-13, B-4
Custody of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.02

Association/Conference Relationship . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204.04
Association Operating Fund

Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1302
Audits, Annual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.06, 103.05

Audit Review Committee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103.06, 403.06
Preparing for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1107

Authorizations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 403
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 603.01
Note Indebtedness . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 704.02
Write-Offs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.11
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Bad Debts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.08-.11
Allowance for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.09, 1103.02

Balance Sheet (See Statement of Financial Position)
Bank and Savings Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 504

Signatures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504.03, 504.05
Special Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504.04

Bank Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.05
Bank Reconciliations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .507.01,1104.03-.04
Bank Time Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504.06
Billing, Accounts Receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.06
Bond, Fidelity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403.05
Borrowing, Inter-Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 705.02
Branch Locations, ABC’s

Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-1.08
Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-4.11
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-4.10

Broker Custodian Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 603.04
Budgetary Control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1406

Budget and Expense by Object . . . . . . . . . . . App. A-11.13, B-3.11, C-5.09, D-5.10
Budgets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Chap. 14

Approval of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1404.10
 Capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1405

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1407
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Comparison . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1403.01, 1406.02
Correction, Adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1406.03
Monthly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1406.01
Negotiation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1404.09
Operating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1404
Operating Expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1404.06
Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1403.01
Preparation of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1404.02
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1404.03-.05
Types of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1403.02
Variable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1406.01

Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 802.05
Church and School Properties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-1.05
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Canadian Organization Supplement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. E
Capital Appropriations Received . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-1.02
Capital Budget . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1405
Capital Leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 901.07
Cash, Accounting for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Chap. 5

Custody of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 504
Definition of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.02
Electronic Data Processing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506.05
Internal Control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.05
Investment of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 507
Mail, Received in . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.01
Receipting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.03
Receipts Cutoff . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.07, App. A-9
Utilization of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507.04

Cash Budget . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1407
Cash Cycles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507.03
Cash Disbursements (See Disbursements)
Cash Flow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.04
Cash Management . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 507
Cash Status Report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507.02
Categorizing Sales and Cost of Goods Sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-4
Chart of Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Chap. 3

Academy Illustration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. B-4.01
Account Number Structure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 304
Conference and Association Illustration . . . . . . . . . . . . . . . . . . . . . . . . App.  A-13.01

Check Payees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.07
Checks, Signing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504.05
Chief Financial Officer

Duties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.05, 103.01
Responsibility, Control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103.01, 401.02

Church Accounts Receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.01
Church and School Records, Review of . . . . . . . . . . . . . . . . . . . . . . . 101.06, App. A-1.06
Church Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-1.05
Circular E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.03-.04
Classification, Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 901.01
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Classification, Receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 701.05
Classification Numbers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 301.01, 302.04, 303.03
Collectibility, Receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 702.03
Combined Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1201.01, App. A-10
Commingling Funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.02
Commissions, LE’s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  App. D-3.01-.02
Committee (See Executive Committee)
Comparison Between Canada and USA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. E-4
Compensated Absences . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 903.02, 1103.02
Computer (See Electronic Data Processing)
Conference/ABC Relationship . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-1.01-.06
Conference/Association Combined Financial Statement Presentation . . . . . . . . App. A-10
Conference/Association Relationship . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204.04
Conference/Association Supplement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A
Conference Fund Flows . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-1.01-.03
Conference Offerings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-3
Conference Operating Fund (see Operating Funds)
Conflict of Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403.07
Consolidation, Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1207, App. A-12
Construction in Progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 805.03
Contingent Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 906
Contributed Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1003.04
Contributions

General Guidance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1003
Restricted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1003.03, Sec. 1004
Split-Interest Agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1006

Control (see Internal Control)
Corporation, Conference (See Association)
Cost Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1406.04
Credit Balance, Receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 901.02
Current Accounts Receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 702
Custody of Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 402.02, Sec. 504, 706.06

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 504
Imprest Funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.06, App. C-1.07
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 706.06
Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 603

Cutoff Dates
Disbursements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.08
Receipts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.07
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Cycles, Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507.03
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Deferred Operating Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. B-2.05
Deferred Periodical Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-4.05
Deferred Restricted Revenue (See Restricted Revenue)
Deposit Accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 904.04
Deposits, Banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.05
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Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 803
Accumulated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.03

 Adjusting Entry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.02
Allocation of Expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.02
Canadian Principles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. E-2.02
Denominational Policy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.01
Expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.01-.04
Funding of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.04, 804.05
Illustrative Entries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 805.04
Nature of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.01
Rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.05

Disbursements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 505
Cutoff . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.08
Documentation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.05-.06
Imprest Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.04
Journal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506.01
Non-Routine . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.02
Standing Order . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.03
Transfers Between Funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.04

Disclosure, Adequate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1202.05, Sec. 1206
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 901.08, 901.09, 906.04

Disposition of Plant Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 805.05
Distribution, Ingathering Funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4.03-.04
Division of Functions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1102.04
Documentation, Disbursements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.05-.06
Documents, Cancellation of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.06
Donated Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 802.07, 1004.04, 1004.05
Due-From, Due-To . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 705, App. A-7.02

- E -

Electronic Data Processing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203.03
Cash Transactions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506.05
Internal Control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 405.06, 408.02
Recording and Posting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1102.03

Employee
Accounts Receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 703.04
Integrity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 403
Taxability of Pay and Allowances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.06

Endowment Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1305
Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.02, .04
Capital Gains & Losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.03
Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.01
Financial Statements, Combined . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-10
Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.03
Investment Policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 602

Equipment & Furnishings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 802.06
Ledger, Reconciliation of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1104.02

Equipment Maintenance Contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.02
Equity (see Net Assets)
Errors & Irregularities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403.03
Evaluation of Personnel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 405.03
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Exchange of Tithe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-2.05, A-2.07
Executive Committee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.01, 103.03
Exemption, Income Tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.02
Expense

Budgeted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1404.06
Fund-Raising . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1302.05, App. B-3.02
General, Account Numbers . . . . . . . . . . . . . . . . . . . 301.01, 302.03, 302.05, 303.04
Prepaid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 706.10

Expenses, Grouped by Function . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1203.02, 1302.05

- F -

FICA Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.04
Fidelity Bond . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403.05
Financial Activity by Function

Conference Operating Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-11.04-.12
Financial Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Chap. 14
Financial Audit Review Committee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103.06, 403.06
Financial Indicators . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1402.02-.03

Analysis of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1402
Financial Planning . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1401.03
Financial Statements

(See also under each specific statement title)
Agency Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1306
Analysis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1402
Association Operating Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1302
Budget Comparison . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1406.02
Canadian Principles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. E
Combined . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1201.01
Comparative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1201.02
Compilation of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1106
Endowment & Gift Annuity Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1305
Form of Presentation . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201.03, 202.07, Sec. 1201
Fund Accounting Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Chap. 13
General Purpose Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Chap. 12
Interim . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1201.04
Notes to . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1201.03, Sec. 1206
Objectives of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201.02
Organization of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1201.01-.03
Plant Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1303
Pooled Investment Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1304
Preparation for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1103.01
Required . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202.01, 1201.01-.03
Specimen Statements

Academy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. B-3
Adventist Book Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. C-5
Canadian Organizations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. E-5
Conference Combined . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-10
Conference Operating Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-11
Consolidated Entities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-12
Literature Organization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. D-5

Users of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201.01
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Fixed Assets (see Property, Plant, and Equipment)
Forms Control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.07
Formulas, Analytical Data . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1402
Functions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-8

Account Numbers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 301.01, 302.03, 303.04
Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-8, A-11.04-.12
Balances and Budgets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1302.06-.07
Description . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1302.05
Transfers Between . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1302.07, App. A-7.04
Use of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-8.01

Fund Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 205, 1301, App. E-1.03
Account Numbers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 301.01, 302.02, 303.02

Fund Balance (see Net Assets)
Fund Flows, Conference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-1.04
Fund Group, Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1307
Funding Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 803.04, 804.05
Fund-Raising

Accounting Principle . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1302.05
Financial Statement Presentation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. B-3.02

Furnishings & Equipment (see Property, Plant and Equipment)

- G -

G A A P . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.04
General Cash Account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.06
General Conference Auditing Service . . . . . . . . . . . . . . . . . . . . 101.06, 103.05, 1107.01
General Conference Subsidies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-5.02
General Expense, Account Numbers . . . . . . . . . . . . . . . . 301.01, 302.03, 302.05, 303.04
Gift Annuities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 1305

Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.06
Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.05
Financial Statements, Combined . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-10
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.08
Payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1305.07

Grounds Improvements (see Land Improvements)
Guarantee, Loan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 906.04

- H-I -

Imprest Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 502
Balances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.03
Custody of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.06, App. C-1.07
Disbursements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.04
Principle . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.01, 502.07
Reimbursement of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502.05

Income (see Revenue)
Income Tax Withheld . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.03
Incompatible Function . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 405, 1102.04

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.06
Indebtedness, Guarantee of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 906.04
Indicators, Financial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1402.02-.03
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Ingathering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4
Distribution, Disbursement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4.03
Policy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4.01
Restricted Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4.05
Reversion Apportionment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4.06
Use of Funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . App. A-4.04

Installment Notes Receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 701.04, Sec. 704
Insurance, Prepaid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 706.10, 1103.02
Integrity, Employee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Sec. 403
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Interest on . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 903.03
Long-Term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 901.03
Plant Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 804.02, 901.05-.07
Related Organizations . . . . . . . . . . . . . . . . . . . . . . 204.05, 704.06, App. C-1.04-.06
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