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Mission of the Coordinating Board

The Texas Higher Education Coordinating Board’s mission is to work with the Legisla-
ture, Governor, governing boards, higher education institutions and other entities to
help Texas meet the goals of the state’s higher education plan, Closing the Gaps by
2015, and thereby provide the people of Texas the widest access to higher education
of the highest quality in the most efficient manner.

Philosophy of the Coordinating Board

The Texas Higher Education Coordinating Board will promote access to quality higher
education across the state with the conviction that access without quality is medioc-
rity and that quality without access is unacceptable. The Board will be open, ethical,
responsive, and committed to public service. The Board will approach its work with a
sense of purpose and responsibility to the people of Texas and is committed to the
best use of public monies. The Coordinating Board will engage in actions that add
value to Texas and to higher education. The agency will avoid efforts that do not add
value or that are duplicated by other entities.

The Texas Higher Education Coordinating Board does not discriminate on the basis of race, color, national origin, gender,
religion, age or disability in employment or the provision of services.
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INTRODUCTION AND HIGHLIGHTS

INTRODUCTION

HIGHLIGHTS

GASB 45
STATEMENT

BUDGET
REPORTING
REQUIREMENTS

REPORT OF
FUNDABLE
OPERATING
EXPENSES
(RFOE)

FY2 and FY1

INTRODUCTION AND HIGHLIGHTS

This manual provides a comprehensive set of definitions, rules, formats, and
illustrations for Texas public community and junior colleges to use for consistent
and uniform reporting. This manual is in conformity with Governmental Accounting
Standards Board (GASB) Statements 34, 35, 37, 38, 39, 40, 43, 44 and 45. ltis
intended that each public community and junior college adopt the business-type
activities (BTA) model for use in preparing its annual financial reports and follow
these guidelines.

The concepts and formats attempt to comply with Generally Accepted Accounting
Principles (GAAP), which include pronouncements of the GASB and Financial
Accounting Standards Board (FASB), where applicable. Any deviation from the
reporting requirements specified in this manual or GAAP caused by institutional
policy should be minimal and not mislead an informed reader. Section 7, Notes to
the Financial Statements, includes examples that may need to be modified to fit
each particular institution's actual circumstances. If a footnote is clearly not
applicable, a negative assurance footnote is not required.

Deviations from the concepts and/or formats presented in this manual should be
approved by the Texas Higher Education Coordinating Board staff prior to the
submission of the annual financial report. Deviations should be disclosed in the
Notes to the Financial Statements.

These requirements have been reviewed and approved for use by the Community
College Annual Financial Reporting Requirements Committee, which is comprised
of community college business officers, representatives from public accounting
firms, and Coordinating Board staff. Questions may be directed to the Coordinating
Board staff at (512) 427-6130.

The institution's bound and audited financial statements (in the quantity indicated)
should be forwarded to each agency listed in Section 2.1 of this manual by January
1st of each year.

GASB Statement 45 is implemented as note 28.

The reporting requirements for the Annual Budget are provided in the financial
reporting manual.

The reporting requirements for the Report of Fundable Operating Expenses
(RFOE) are not provided in the financial reporting manual. They will be published
at a later date.

The acronym of FY2 is used as references to current year information; FY1 is used
for references to prior year information. To expedite revisions to future manuals, it
was decided to use acronyms to denote fiscal years. The institution’s audited
report would need to show the four digit year where FY2 and FY1 are used in the
manual.

Page 1



INTRODUCTION AND HIGHLIGHTS

CHANGES

GASB 45 Implementation

Professional Nursing
Shortage Reduction
Funding

Scholarship amounts
reported in Schedule B

A note was added in order to comply with provisions of GASB Statement 45. In a
meeting last year between ERS, GASB and the State Comptroller, it was decided
that the community colleges participate in a cost sharing, multiple employer plan.
As such, they are only required to add a note to their AFRs describing the plan,
its funding policy, listing their current and immediate past two years of
contributions and pointing readers to the financial statements for ERS.

The community colleges do not need to provide an actuarial estimate of their own
for ERS health benefits. The schools will have to provide an estimate for other
postemployment benefits they might offer should those benefits be considered
material.

It was determined by the AFR Manual Review Committee that funding for
Professional Nursing Shortage Reduction should be treated like all other
restricted state grants.

While conducting the most recent cost study, it was observed that four schools
reported negative amounts in the unrestricted section of Schedule B for
scholarships. For future presentations, scholarship amounts should be netted
against the restricted revenue programs and reported in the restricted section of
Schedule B in order to eliminate inconsistencies across all schools. This is
consistent with guidance provided by NACUBO in Advisory Report 2000-05.
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SECTION 1: BUDGET REPORTING REQUIREMENTS

11 Budget Filing Requirements and Distribution List
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BUDGET REQUIREMENTS 11
Budget Filing Requirements

BUDGET FILING
REQUIREMENTS
AND DUE DATE

The annual budget requirements are contained within a rider in the general
appropriation act. For the current reporting period, the requirement may be found in
House Bill 1, 80th Legislature Regular Session, Art. 1ll, Public Community/Junior
Colleges, rider 3.d.:

“Each community/junior college must file by December 1 of each
fiscal year directly with the Governor, Legislative Budget Board, the
Legislative Reference Library, and the Texas Higher Education
Coordinating Board, a copy of an annual operating budget, and
subsequent amendments thereto, approved by the
community/junior college governing board. The operating budget
shall be in such form and manner as may be prescribed by the
board and/or agency with the advice of the State Auditor providing,
however, that each report include departmental operating budgets
by function and salaries and emoluments for faculty and staff listed
by position.”

BUDGET
DISTRIBUTION LIST

Please send the budgets along with the list of salaries and emoluments to the
offices indicated, and not en masse to the Coordinating Board. The delivery
instructions are contained in Coordinating Board rules, Ch. 13., section 13.43 and

13.44
Number Mailing Address Street Address
of Copies
One (1) Governor’s Budget & Planning Governor’'s Budget &
Office Planning Office
Office of the Governor State Insurance Bldg.
PO Box 12428 1100 San Jacinto, 4th
Austin, TX 78711 Floor
Austin, TX 78701
One (1) Legislative Budget Board Legislative Budget Board
PO Box 12666, Capitol Station Robert E. Johnson Bldg.
Austin, TX 78711 1501 North Congress,
Fifth Floor
Austin, TX 78701
One (1) Legislative Reference Library Legislative Reference
PO Box 12488, Capitol Station Library
Austin, TX 78711 1100 Congress, Room
2N.3
Austin, TX 78701
Two (2)  Texas Higher Education Texas Higher Education

Coordinating Board

Finance and Resource Planning
PO Box 12788

Austin, TX 78711

Coordinating Board
Finance and Resource
Planning

1200 East Anderson Lane
Austin, TX 78752
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SECTION 2: ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS

2.1 Filing Requirements

2.2 Report Content

2.21 Technical Specifications

2.22 Sample Table of Contents

2.23 Sample Organizational Data

2.3 FAQ's (Frequently Asked Questions) — Report Requirements
2.4 Checklist — AFR Requirements
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS

2.1
Filing Requirements

REPORT DUE The bound audited annual financial report as described In Section 2.2 of this
DATE manual is due by January 1 of each year.

DISTRIBUTION The following addresses are to be used when mailing or delivering the college’s
LIST bound Annual Financial Report by January 1 of each year.

Number of
Copies

Mailing Address

Street Address

Three (3)

Texas Higher Education Coordinating
Board

Finance and Resource Planning

PO Box 12788

Austin, TX 78711

Texas Higher Education
Coordinating Board
Finance and Resource
Planning

1200 East Anderson Lane
Austin, TX 78752

One (1)

Comptroller of Public Accounts
Fund Accounting Division
Financial Reporting Section
PO Box 13528

Austin, TX 78711

Comptroller of Public
Accounts

LBJ State Office Building
111 E. 17th Street

Room 901

Austin, TX 78774

Three (3)

State Auditor’'s Office
PO Box 12067
Austin, TX 78711

State Auditor’s Office
Robert E. Johnson Bldg
1501 North Congress, Suite
4.224

Austin, TX 78701

One (1)

Governor’s Budget & Planning Office
Office of the Governor

PO Box 12428

Austin, TX 78711

Governor's Budget &
Planning Office

State Insurance Bldg.

1100 San Jacinto, 4th Floor
Austin, TX 78701

One (1)

Legislative Budget Board
PO Box 12666, Capitol Station
Austin, TX 78711

Legislative Budget Board
Robert E. Johnson Bldg.
1501 North Congress, Fifth
Floor

Austin, TX 78701

One (1)

House Appropriations Committee

PO Box 2910, Capitol Station
Austin, TX 78769

House Appropriations
Committee

1100 Congress Ave., E1.032
Austin, TX 78701

One (1)

Senate Finance Committee
PO Box 12068, Capitol Station
Austin, TX 78711

Senate Finance Committee
1400 N. Congress, E1.072
Austin, TX 78701

One (1)

Legislative Reference Library
PO Box 12488, Capitol Station
Austin, TX 78711

Legislative Reference
Library

1100 Congress, Room 2N.3
Austin, TX 78701

Federal Audit Clearinghouse
Bureau of the Census

1201 E. 10th Street
Jeffersonville, IN 47132

See the following note for
Federal Single Audit Report
Filing Requirements
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.1

Filing Requirements

FEDERAL SINGLE
AUDIT REPORT
FILING
REQUIREMENTS

Federal Audit Clearinghouse: Each College is required by OMB Circular A-133 to
file with the Federal Audit Clearinghouse a Federal "Data Collection Form" and one
copy of the "Reporting Package" which is essentially the AFR and an additional copy
of the AFR for each Federal awarding agency that has a related audit finding...as
reported by the auditor in the schedule of findings and questioned costs. In addition
an AFR must be provided to each pass through agency where there is an audit

finding.

Pass Through Agencies: Also notification that there was no finding is to be
provided to each Pass Through Agency (a copy of the AFR may be provided in lieu
of this notification.) Some pass through agencies require a copy of the AFR
regardless (the CB requires a copy of the AFR.)
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.2

Report Content

REPORT CONTENT
& ORDER

Each published audited financial report must be bound and include the items
listed below (examples are included in Sections 2 thru 10). The items should be
arranged in the order below and as shown in Section 2.2 through Schedule D.
The arrangement of the remaining items are at the discretion of the institution.

o Table of Contents
o Name and Terms of the Board of Trustees
o Principal Administrative Officers and the Business and Financial Staff

o Independent Auditor's Opinion on the General Purpose Statements,
including report on Schedule of Expenditures of Federal Awards and
report on Schedule of Expenditures of State Awards (except in specified
conditions (see AICPA pro forma reports))

) Management Discussion and Analysis

o Statement of Net Assets (Exhibit 1)

o Statement of Revenues, Expenses, and Changes in Net Assets (Exhibit 2)
o Statement of Cash Flows (Exhibit 3)

. Notes to Financial Statements

o Supplementary Schedules A through F as listed in Sections 8 and 9 of this
manual

e  Audit Reports Required by OMB Circular A -133: (Web address:
http://www.whitehouse.gov/omb/circulars/al133/a133.html)

o Report on Compliance and on Internal Control over Financial
Reporting Based on an Audit of Financial Statements Performed in
Accordance with Governmental Auditing Standards

o Report on Compliance with Requirements Applicable to Each Major
Program and Internal Control over Compliance in Accordance with
OMB Circular A-133

o Report on Fraud, Abuse, or lllegal Acts (Only when observed)

o Schedule of Findings and Questioned Costs (see OMB Circular A -
133 for items required to be included, Sec.__.505, (d)(1-3))

o Schedule of Corrective Action for Audit Finding and Questioned
Costs (if needed)

o Summary Schedule of Prior Audit Findings (if needed)

e  Audit reports required by the State of Texas Single Audit Circular (similar
to reports required by OMB Circular A-133), Sec.___ .310 Financial
statements [especially subparagraph (b)]. The circular is Section 1V of the
UNIFORM GRANT MANAGEMENT STANDARDS. (Web address:
www.governor.state.tx.us/divisions/stategrants/quidelines/files/lUGMS0120

01.doc)

o Required Statistical Supplementary Schedules, Section 10
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.2

Report Content
COMPARABLE Texas community colleges are required to present comparative statements.
DATA The statements, footnotes and MD&A will all need to be comparative. The

Schedules A through D need to contain memorandum totals only for the
previous year.

REQUIRED The information and financial statements required above include the schedules
SUPPLEMENTARY listed below. These audited schedules should be included in the published
SCHEDULES audited financial report after the Notes to the Financial Statement. Examples of

these schedules are included in Section 8, Required Supplemental Schedules
A-D and Section 9, Required Schedules of Expenditures of Federal Awards
and State Awards .

Schedule A — Schedule of Operating Revenues

Schedule B — Schedule of Operating Expenses by Object

Schedule C — Schedule of Non-Operating Revenues and Expenses

Schedule D — Schedule of Net Assets by Source and Availability

Schedule E — Schedule of Expenditures of Federal Awards
(See OMB Circular A -133, Sec._.320 (d))

Schedule F — Schedule of Expenditures of State Awards
(See State of Texas Single Audit Circular, Sec.__ .310 (b) (1)-(7))

REQUIRED The implementation of GASB 44 has changed the requirements for this section.
STATISTICAL Each of these supplemental schedules includes statistics for the last 10 years,
SUPPLEMENTAL except where a change in reporting requirements makes this impossible.
SCHEDULES Statistical schedules should be displayed in a table format and graphical

presentation is optional. For required topics for statistical schedules please see
Section 10, Required Statistical Schedules.

Additional schedules may be included in the published financial report as
required for internal management needs. Optional supplemental schedules
should not be numbered in a way that would confuse them with the numbering
scheme for required exhibits and schedules.
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.21

Technical Specifications

ROUNDING

ORDER OF CONTENTS

PAGE NUMBERS

The dollar amounts on the primary financial statements, required
supplementary schedules, and the federal assistance schedule
should be rounded to the nearest dollar. The exhibits and
schedules must add. Do not include a footnote saying that the
statements may not add due to rounding.

Optional supplemental schedules may be rounded to the nearest
dollar at the option of the institution.

The items should be arranged in the order as shown in Section 2.22
through Schedule D. The arrangement of the remaining items is at
the discretion of the institution.

In general, all pages of the audit report should be numbered and
these numbers should agree with the pages as listed in the table of
contents
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.22
Sample Table of Contents

Table of Contents
Organization Data
Names and Terms of the Board of Trustees/Regents
Principal Administrative Officers and the Business and Financial Staff

Independent Auditor's Opinion on the Basic Financial Statements (and on Federal and State Schedules)

Management’s Discussion and Analysis

Exhibits
1 Statement of Net Assets
Affiliated Organizations Statement of Financial Position
2 Statement of Revenues, Expenses, and Changes in Net Assets
Affiliated Organizations Statement of Activities
3 Statement of Cash Flows

Notes to the Basic Financial Statements

Schedules
A Schedule of Operating Revenues
B Schedule of Operating Expenses by Object
C Schedule of Non-Operating Revenues and Expenses
D Schedule of Net Assets by Source and Availability
E Schedule of Expenditures of Federal Awards
F Schedule of Expenditures of State Awards

Report on Compliance and on Internal Control over Financial Reporting Based on an Audit of Financial
Statements Performed in Accordance with Governmental Auditing Standards

Report on Compliance with Requirements Applicable to Each Major Program and Internal Control over
Compliance in Accordance with OMB Circular A-133

Report on Fraud, Abuse, or lllegal Acts (Only when observed)

Schedule of Findings and Questioned Costs

Schedule of Corrective Action for Audit Finding and Questioned Costs (if needed)
Summary Schedule of Prior Audit Findings (if needed)

Statistical Supplement (19 Schedules — see Section 10 for details)

NOTE: Zero amount line items in Exhibits and Schedules are shown for illustrative purposes only
and should be omitted from the face of the statement.
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.23
Sample Organizational Date

SAMPLE COMMUNITY COLLEGE

ORGANIZATIONAL DATA
For the Fiscal Year YYYY

Board of Trustees/Regents

Officers
Full Name Board Title
Full Name Board Title
Members
Term Expires
August 31

Full Name City, State YYYY
Full Name City, State YYYY
Full Name City, State YYYY
Full Name City, State YYYY
Full Name City, State YYYY
Full Name City, State YYYY
Full Name City, State YYYY

Principal Administrative Officers
Full Name President
Full Name Vice President of Academic Affairs
Full Name Vice President of Business Affairs
Full Name Vice President of Development
Full Name Vice President of Student Services
Full Name Dean of Academic Instruction
Full Name Dean of Vocational Education
Full Name Controller
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.3

FAQ’s (Frequently Asked Questions) — Report Requirements

QUESTION 1

ANSWER 1

QUESTION 2

ANSWER 2

What exhibits and schedules are required to be included in the financial presentation
for the Annual Financial Report?

Answer 1 : The required financial presentation includes:

Exhibit 1
Exhibit 2

Exhibit 3

Schedule A
Schedule B
Schedule C
Schedule D

Schedule E
Schedule F

Statement of Net Assets (Comparative)

Statement of Revenues, Expenses and Changes in Net Assets
(Comparative)

Statements of Cash Flows (Comparative)

Schedule of Operating Revenues (memo comparative)
Schedule of Operating Expenses by Object (memo
comparative)

Schedule of Non-Operating Revenues and Expenses (memo
comparative)

Schedule of Net Assets by Source and Availability (memo
comparative)

Schedule of Expenditures of Federal Awards

Schedule of Expenditures of State Awards

Because Community Colleges will be presenting comparative financial statements,
which exhibits and schedules need to be comparative?

Basic financial statements (Exhibit 1, 2, and 3) and notes to the financial statements
should be fully comparative. Schedules A, B, C, and D must disclose memorandum
totals for the prior year.
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ANNUAL FINANCIAL REPORT (AFR) REQUIREMENTS 2.4

Checklist — AFR Requirements

Please note that item numbers tie to complete checklist in Appendix D.

THE ANNUAL FINANCIAL REPORTING REQUIREMENTS CHECKLIST
Yes or S
N/A # Criteria
GENERAL
1. Due date for the audited annual financial report recipients listed in Section 2.1 is January 1.
2. Is a table of contents included that encompasses the entire report? (NCGAS 1:139)
3 Does the table of contents identify each statement and schedule by its full name in accordance with the
' THECB reporting manual?
4 The financial statements must be arranged in numeric order. All pages must be numbered
' consecutively and agree with the table of contents.
5 The names and terms of the Board of Trustees and key administrative officers, including business and
' financial staff, must be included in the financial report. [See Section 2.23]
6. Report should be proofread for typographical and grammatical errors.
REPORT OF THE INDEPENDENT AUDITOR
7. Are the basic financial statements accompanied by the report of the independent auditor?
8. Is the report of the independent auditor presented as the first item in the financial section of the report?
Does the auditor’s report on financial include reference to generally accepted auditing standards and
9. generally accepted government auditing standards issued by the Comptroller General of the United
States?
10 Did the independent auditor express an unqualified opinion on the fair presentation of the basic
' financial statements?
11. Did the Independent auditor sign and date the report?
12 Did the auditor include all paragraphs and wording as required by the AICPA in the Statement of
' Position 98-3?
BASIC FINANCIAL STATEMENTS
29 Is a full set of basic financial statements presented (i.e., a statement of net assets, a statement of revenues,
' expenses, and changes in net assets/equity, and a statement of cash flows)? [GASB 34 91]
30. Are all of the basic financial statements referred to by their appropriate title? [GASB 34 91; THECB]
3L Do all of the basic financial statements include a reference to the notes?
32 Do all of the basic financial statements foot and tie? (Adding a footnote that indicates your statements
' do not tie is not acceptable)
33. Is the difference between assets and liabilities reported as net assets? [GASB 34: 30]
34 Ensure that amounts reported in the notes are correct and that they agree with applicable amounts in the
' financial statements.
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SECTION 3: MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)

3.1 Introduction

3.2 Overview of MD&A Requirements
3.3 Additional MD&A Guidance

3.4 Checklist — MD&A
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) 3.1

Introduction

INTRODUCTION

ORDER OF CONTENTS

PAGE NUMBERS

Management’s Discussion and Analysis (MD&A) is an analysis of
the financial condition and operating results of the college written by
its financial managers. Although it is required supplementary
information, GASB requires that MD&A be presented before the
basic financial statements because it introduces the statements and
notes. GASB 34, paragraph 8, states that MD&A should provide an
“objective and easily readable analysis of the financial activities
based on currently known facts, decisions, or conditions.”

The information presented here should be confined to the topics
discussed in items 1 through 8. below according to GASB
Statement 37, paragraph 4. Institutions are encouraged to use
MD&A to share their knowledgeable insights on the transactions,
events, legislation, and conditions that are reflected in the college’s

financial report.

The items should be arranged in the order listed below.

In general, all pages should be numbered and these numbers
should agree with the pages as listed in the table of contents
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) 3.2
Overview of MD&A Requirements

The following is an outline of the requirements for MD&A. The
information presented here should be confined to the topics
presented below:

1. BRIEF DISCUSSION OF a. Explain the relationships of the statements to each other and
BASIC FINANCIAL significant differences in the information they provide.
STATEMENTS b. Identify GASB references from which the statements were

fashioned.

c. Include descriptions of the major components of the basic
financial statements (at least in the first few years that GASB

39 is applied).
2. CONDENSED This required information must be presented in the form of
COMPARATIVE FINANCIAL comparative condensed financial statements. This format may not
INFORMATION be replaced by a graph. This list is prescribed by GASB 34, 11b,

and ensures that two years worth of financial information will be
available at a glance to financial statement users. The required
elements are as follows:

a. Total assets, distinguishing between capital and other assets

b. Total liabilities, distinguishing between long-term liabilities and
other liabilities

c. Total net assets, distinguishing among amounts invested in
capital assets, net of related debt; restricted amounts; and
unrestricted amounts

d. Operating revenue by major source and Total operating
revenues

e. Operating expenses by function and Total operating expenses
f.  Operating income (loss)
g. Non-operating revenues and expenses
h. Income before other revenues, expenses, gains, and losses
i Capital contributions
J- Contributions to term and permanent endowments
k.  Other contributions
I.  Special and extraordinary items
m. Change in net assets
n. Ending net assets
3. OVERALL FINANCIAL The third component of MD&A is the required analysis of the
POSITION college’s overall financial position and results of operations. This

component is perhaps the most important of the eight. It should
assist users in assessing whether the college’s financial position
has improved or deteriorated as a result of the year’s operations.
The emphasis is on assist for this component. GASB does not
require management to determine—and report—whether the
college’s financial position improved or deteriorated during the
period. At best, this is a subjective assessment and must include
“significant” factors that caused the variations.

The underlying concept of the term “significant” is the same as
“material.” The definition of materiality follows:

The omission or misstatement of an item in a financial report is
material if, in the light of surrounding circumstances, the
magnitude of the item is such that it is probable that the
judgment of a reasonable person relying upon the report would
have been changed or influenced by the inclusion or correction
of the item.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) 3.2

Overview of MD&A Requirements

ANALYSIS OF BALANCES
AND TRANSACTIONS OF
INDIVIDUAL FUNDS

ANALYSIS OF SIGNIFICANT
BUDGET VARIATIONS

SIGNIFICANT CAPITAL
ASSET AND LONG-TERM
DEBT ACTIVITY

SIGNIFICANT CHANGES IN
INFRASTRUCTURE ASSETS

CURRENTLY KNOWN
FACTS, DECISIONS, OR
CONDITIONS

Several important things should be considered when preparing this
component of MD&A.

a. The analysis should use as its starting point the condensed
financial information discussed previously.

b.  The analysis should include both the amounts and
percentages of changes and the reasons for significant
changes from the prior year.

c. The analysis should not be limited to the figures reported in the
financial statements. Important economic factors, such as
changes in the tax or employment bases, that significantly
affected operating results for the year should be discussed.

d. As financial managers for the college, the authors of MD&A are
in the best position to know why things changed financially.
MD&A gives the authors an excellent opportunity to share their
expertise.

Not applicable to community colleges

Not applicable to community colleges

This section should essentially be a summary of the information
contained in the note disclosures for capital assets and long-term
liabilities and refer the reader to these required disclosures.

Three types of information are required for this component of
MD&A. These are as follows (as applicable):

a. Significant commitments made for capital expenses. This
discussion should also indicate how the college intends to
finance planned expenses.

b. Changes in credit ratings. Both positive and negative changes
should be discussed, including a brief description of the reason
for the change.

c. Debt limitations that may affect the financing of planned
facilities or services.

Only if applicable to your institution

The final component is the requirement to report on currently known
facts, decisions, or conditions that are expected to have a significant
effect on the college’s financial position (net assets) or results of
operations (revenues, expenses, and other changes in net assets).
This information is intended to help users assess future operations
of the college. However, financial managers are not asked to make
projections. The term “currently known” means information that
management is aware of as of the date of the auditor’s report. There
is no need to repeat items in this component if they have already
been mentioned elsewhere.

Page 23



MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) 3.3

Additional MD&A Guidance

REPORTING
COMPONENT UNIT
INFORMATION IN MD&A

MAKE MD&A EASILY
READABLE

CHARTS, GRAPHS, AND
TABLES

AVOIDING
BOILERPLATE

LETTER OF
TRANSMITTAL

Community colleges are considered to be special purpose primary
governments according to the definition in GASB 14. Therefore, they must
distinguish between the primary government and its discretely presented
component units in their reports. The requirements for MD&A are no
different from those of reporting in the basic financial statements. GASB 34,
paragraph 10, requires that MD&A distinguish between the primary
government and its discretely presented component units.

The focus of MD&A should be on the primary government. Discretely
presented component unit information should be discussed in MD&A when
necessary to present a financial analysis of the primary government, but
only after giving consideration to the component unit’s significance to the
total of all discretely presented component units and that component unit’s
relationship with the primary government. In all cases, it is appropriate to
refer the reader of MD&A to the MD&A's presented in the component units’
own separately issued financial reports.

MD&A should be written for a reader with some knowledge of finances and
a willingness to put forth the effort to understand the financial statements.
Avoid adding information not required in the MD&A.

Financial managers should use “plain English” when possible and give
explanations of advanced accounting terms.

Using visual displays of information increases the clarity of MD&A by
cutting down on the amount of text that has to be presented.

Institutions should avoid making their MD&A appear like others by the use
of duplicate language.

If your college prepares a Comprehensive Annual Financial Report
(CAFR), a letter of transmittal is required. The following guidelines are
suggested for presentation and minimum content:

a. The letter should be included in the introductory section of the CAFR

(that is, before the financial section).

b. The letter must be signed by the government’s chief financial officer.
c. The minimum contents include the following:

1. Management's responsibility for financial information.

2. An explanation of the sections of a CAFR.

3. Definition of the financial reporting entity.

4. Economic condition and outlook including such topics as (1)
overview of the local economy, (2) information regarding major
industries affecting the local economy, and (3) future economic
outlook.

5. Major initiatives including such topics as (1) current-year projects,
(2) future projects, and (3) service efforts and accomplishments
information for selected departments or activities.

6. Financial information including such topics as (1) discussion of
internal control framework and budgetary controls, (2) general
government functions, (3) proprietary operations, (4) debt
administration, (5) cash management, (6) risk management, and (7)
fiduciary operations.

7. Other information including such topics as (1) independent audit, (2)
awards, and (3) acknowledgements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) 3.4

Checklist - MD&A

Please note that item numbers tie to complete checklist in Appendix D.

THE ANNUAL FINANCIAL REPORTING REQUIREMENTS CHECKLIST
Yes or S
N/A # Criteria
13 Is MD&A presented and does it follow the report of the independent auditor and precede the basic
' financial statements? [GASB 34 11b]
14 Does MD&A present condensed financial data for both the current fiscal period and the preceding fiscal
' period? Does condensed financial data include: [GASB 34 11b]
15. Total assets (distinguishing between capital and other liabilities)? [GASB 34 11b]
16. Total liabilities (distinguishing between long-term liabilities and other liabilities)? [GASB 34 11b]
17 Total net assets/equity (distinguishing invested in capital assets, net of related debt; restricted net
' assets; and unrestricted net assets)? [GASB 34 11b]
18. Operating revenues (by major source)? [GASB 34 11b(4)]
19. Non-operating revenues (by major sources)? [GASB 34 11b (5)]
20. Program expenses by function? [GASB 34 11b (5)]
21. Change in net assets?[GASB 34 11b(13)]
22. Ending net assets? [GASB 34 11b 14)]
23. Contributions? (including capital, contributions to endowments, and other) [GASB 34 11b(10)]
Does MD&A provide an overall analysis of the entity's financial position and results of operations to
24. assess whether financial position has improved or deteriorated during the year, including reasons for
significant changes? [GASB 34 11c]
o5 Does MD&A describe significant capital asset and long-term debt activity during the year, including a
' change in credit rating, commitments made for capital expenses? [GASB 34 11f]
26 Does the MD&A include a description of currently known facts, decisions, or conditions that are expected
' to have a significant effect on the financial position (net assets) or results of operation? [GASB 34 11]
27. Do the amounts reported in MD&A agree with related amounts in the basic financial statements?
Has the college refrained from addressing in MD&A topics not specifically prescribed by GASB 34?
28. [GASB 37]
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SECTION 4: STATEMENT OF NET ASSETS
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STATEMENT OF NET ASSETS 4.1
Introduction and Discussion

INTRODUCTION The primary purpose of the Statement of Net Assets is to provide
information about an institution’s assets, liabilities, and net assets at a
moment in time, generally at the end of a reporting period. The
information provided helps users assess, among other things, the
institution’s liquidity, its ability to meet its obligations, and its needs for
external financing.

MINIMUM REQUIREMENTS  GASB Statement 34 sets forth certain minimum requirements for the
Statement of Net Assets in three areas, namely:

¢ Classified format
¢ Components of net assets
¢ Display of restricted net assets

CLASSIFIED FORMAT Assets and liabilities must be presented in a classified format that
distinguishes between current and long-term assets and liabilities.

The “current” classification applies to those assets that will be realized in
cash, sold or consumed within one year and those liabilities that will be
discharged by use of current assets or the creation of other current
liabilities within one year (Accounting Research Bulletin 43).

REFERENCE TO NOTES Each financial statement should include a reference to the notes.

ORDER OF LIQUIDITY Noncurrent liabilities should be listed on the Statement of Net Assets in
their order of liquidity.

COMPONENTS OF NET The net assets must be displayed in three broad components:

ASSETS 1) Invested in capital assets, net of related debt,

2) Restricted, and
3) Unrestricted.

DISPLAY OF RESTRICTED Within this component, institutions should distinguish between major
NET ASSETS categories of restrictions (e.g. student financial aid, instructional
programs, loans, debt service).

When permanent endowments (those that must be maintained in
perpetuity) are included in this component, restricted net assets must be
further divided and displayed in two subcomponents — expendable and
nonexpendable.

NOTE: GASB Statement 34 does not permit showing designations of
unrestricted net assets to be reported on the face of the Statement of Net
Assets. Such information (e.g. governing board designations of
unrestricted net assets for certain uses) is required to be disclosed in
Schedule D.
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STATEMENT OF NET ASSETS

4.21

Report Format — Sample of Exhibit 1 — Statement of Nets Assets

Sample Community College

Statement of Net Assets
August 31, FY2 and August 31, FY1

ASSETS

Current Assets:

Cash and cash equivalents
Short terminvestments
Accounts receivable (net)
Deferred charges

Notes receivable
Inventories

Prepaid expenses

Total Current Assets

Noncurrent Assets:

Restricted cash and cash equivalents
Endowment Investments

Other long-terminvestments

Notes receivable

Deferred charges

Deposit with Bond Trustee

Capital assets (net) (See Note 5):

Total Noncurrent Assets

Total Assets

LIABILITIES

Current Liabilities:

Accounts payable

Accrued liabilities

Accrued compensable absences - current portion
Funds held for others

Deferred revenues

Notes payable - current portion

Bonds payable - current portion

Total Current Liabilities

Noncurrent Liabilities:
Accrued compensable absences
Notes payable

Bonds payable

Total Noncurrent Liabilities

Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt
Restricted for:
BExpendable
Unexpended Bond Proceeds
Debt service
Unrestricted

Total Net Assets (Schedule D)

The accompanying notes are an integral part of the financial statements.
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Exhibit 1

EY2 EYl
$ 41,361,447 $ 217,885,226
24,919,195 20,885,439
11,820,137 11,353,525
16,862 25,550
571,347 586,646
1,159,577 1,193,178
79,848,565 61,929,564
4,918,097 12,502,111
120,535,852 146,090,803
2,875,685 3,216,285
5,005,089 4,900,590
273,235,290 246,390,268
406,570,013 413,100,057
486,418,578 475,029,621
24,319,514 20,297,764
19,048,802 17,919,361
4,773,684 4,323,280
1,521,906 1,503,596
32,678,823 29,395,229
169,502 162,485
9,080,000 3,635,000
91,592,231 77,236,715
2,326,055 1,447,372
805,954 975,456
58,525,000 57,755,000
61,657,009 60,177,828
153,249,240 137,414,543
215,480,290 188,181,468
- 310,000
6,486,525 9,733,554
111,202,523 139,390,056

$ 333,169,338

$ 337,615,078




STATEMENT OF NET ASSETS

4.22

Report Format — Sample of Affiliated Organizations — Statement of Financial Position

Sample Community College

Affiliated Organizations
Statement of Financial

Position
ABC
College ABC College College
Health
Research Foundation Alumni Clinic
Corporation Association
FY June30 FY June30 FY June 30 FY Dec 31

Assets
Cash and cash equivalents $ 680,427 4,997,739 274,492 43,237
Investments 3,082,318 103,544,195 1,101,038 387,428
Accounts receivable 1,690,781 146,046
Capital assets (net) 8,907,571 44,849 332,271
Prepaid expenses 4,581 29,283
Other 91,214 3,450,578 3,909

Total Assets 3,858,540 122,590,864 1,420,379 942,174
Liabilities
Accounts payable 362,189 222,330
Debt obligations 3,736,368 864,772 127,465
Deferred revenue 724,942 370,260
Other 1,709,545

Total Liabilities 3,736,368 3,661,448 127,465 592,590
Net Assets
Unrestricted 122,172 11,615,700 505,673 318,382
Temporarily Restricted 55,871,728 662,241 26,050
Permanently Restricted 51,441,988 125,000 5,152

Total Net Assets $ 122,172 118,929,416 1,292,914 349,584

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF NET ASSETS 431

Current Assets

For Current Assets, the Statement of Net Assets should contain at a minimum the following levels of

detail:

CASH AND CASH
EQUIVALENTS

SHORT TERM
INVESTMENTS

RECEIVABLES

Includes cash on hand, cash in banks (demand deposits, time deposits,
and certificates of deposit), treasury bills, and treasury notes with original
maturities of less than 90 days.

Cash on Hand -- any cash on hand at the end of the fiscal year.

Cash in Bank -- total amount of cash in local bank accounts. Note: this
should reflect only cash in demand accounts.

Cash Equivalents -- any short term, highly liquid investments that are
readily convertible to known amounts of cash and are so near their
maturity that they present insignificant risk of changes in value from
changes in interest rates. Investments in public funds investment pools
would usually be reported as cash and cash equivalents.

Investments with maturities greater than three months but less than one
year based on the original date of purchase, or other investments with
longer maturity dates, if the entity plans to sell the investment during the
next fiscal year. Public funds investment pools may be reported here if
the governing board so designates.

GASB 31 requires that investments be reported at fair market value on
the Balance Sheet (See Section 7.4 for more information).

Report each of these types of receivables on their respective line items if
material.

Accounts Receivable -- includes only the amount net of allowances of
accounts receivable. Allowances for Doubtful Accounts should be
disclosed as described in footnote 17 of this manual.

The calculation of the allowance for doubtful accounts should be on a
reasonable, realistic, and supported basis. The remaining balance may
be reflected as a reserve for accounts receivable (or non-liquid assets if
combined with other non-monetary assets).

Tuition and Fees Receivable -- includes only the net amount of tuition
and fees receivable. Allowances for Doubtful Accounts should be
disclosed as described in footnote 17 of this manual.

The calculation of the allowance for Doubtful Accounts should be on a
reasonable, realistic and supported basis. The remaining balance may be
reflected as a reserve for tuition and fees receivable (or non-liquid assets
if combined with other non-monetary assets).
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STATEMENT OF NET ASSETS 431
Current Assets

Taxes Receivable - includes the net amount of current and delinquent
taxes receivable. Allowances for Doubtful Accounts should be disclosed
as described in footnote 17 of this manual.

DEFERRED CHARGES Includes expenses paid in advance that pertain to the subsequent fiscal
year. An example is Pell scholarships disbursed to students in August for
fall classes.

NOTES RECEIVABLE Written contractual agreements containing an unconditional promise to

pay a certain sum of money under terms specified in the note for a period
of one year or less.

Notes receivable should be separately disclosed as a line item on the
Statement of Net Assets and not included with bond proceeds.

INVENTORIES Report on separate line items if material:

Goods for Resale -- finished goods purchased by an entity for sale to
another entity at an increased price. The total cost of goods for resale on
hand as of a reporting date should be the amount reported as Inventories
for Resale.

Consumable Supplies -- goods and/or items purchased for daily

operations (i.e., office supplies) and not for resale. The method used in
costing the inventory must be explained in detail in the footnotes.
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STATEMENT OF NET ASSETS 4.32
Noncurrent Assets

For Noncurrent Assets, the Statement of Net Assets should contain at a minimum the following levels of
detail:

RESTRICTED CASH AND Includes unexpended cash balances restricted by donors or other outside

CASH EQUIVALENTS agencies for specific purposes. They originate from income on restricted
endowment funds, gifts whose donors have placed limitations on their
use, grants from private or governmental sources for research, training,
bond proceeds, and other sponsored funds.

ENDOWMENT The resources for which donors, external agencies, or the governing

INVESTMENTS board have stipulated that the principal of the fund is not expendable and
is to be invested for the purpose of producing present and future income.
That income may be expended or added to principal.

OTHER LONG TERM Assets held by an institution to produce revenues. Common market
INVESTMENTS investments are corporate bonds and common or preferred stock.

These assets should be considered long-term investments by definition
and should not be confused with the investment of a temporary cash
surplus. Management intent should also be a factor in determining
whether an investment should be classified as long term.

GASB 31 requires that investments be reported at fair market value on

the Statement of Net Assets (See Section 7.4 for more information).

NOTES RECEIVABLE Written contractual agreements containing an unconditional promise to
pay a certain sum of money under terms specified in the note for a period
greater than one year.

Notes receivable should be separately disclosed as a line item on the
Statement of Net Assets and not included with bond proceeds.

DEFERRED CHARGES Long term prepayments of expenses subject to amortization. Examples
are the cost of issuing bonds and certain pension costs.
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STATEMENT OF NET ASSETS 4.321
Capital Assets Classifications

CAPITAL ASSETS (NET) Real or personal property that has a value equal to or greater than the
capitalization threshold for the particular classification of the asset and
has an estimated life of greater than one year. Capitalization records the
value of a capital item or the costs incurred to build or acquire the item as
a capital asset. Capital assets that have a cost of $5,000 or more and
have an estimated life greater than one year are capitalized. Major
building repairs and maintenance of at least $100,000 or that significantly
extend the building’s useful life also are capitalized. (See Section 7.2,
Section 7.6 and Appendix C for list of assets and estimated useful

life).
NOT SUBJECT TO Land -- real property acquired by purchase or gift to be used in the
DEPRECIATION operations of the institution. Land is characterized by an unlimited life.

The value of land purchased includes the amount paid, any costs
involving the purchase, such as legal fees and recording fees, and any
costs in the preparation of the land for its intended use, such as grading
and clearing. The value of land acquired by gift is the fair market value at
the time of the gift.

Museums and Art Collections -- all museum items, art and scientific
collections, slide collections, etc., wherever located, are included. Library
books that are considered “collections” similar to works of art and historical
treasures, consistent with the provisions of GASB Statement 34, may or
may not be capitalized depending on whether the item is exhaustible or
inexhaustible. Refer to GASB Statement 34, paragraphs 27-29 for further
information.

Construction in Progress -- this classification includes construction of
buildings, other improvements, and equipment that are in progress at the
end of the fiscal year. The amount completed during the fiscal year
should be capitalized. Capitalization of Interest on Construction -- per
GASB Statement 34, net interest must be capitalized on construction in a
proprietary fund as long as there is any outstanding debt, even if the
outstanding debt has no relationship to the new project. Refer to GASB
34 for further information.

ASSETS SUBJECT TO Infrastructure -- long-lived capital assets that normally are stationary in

DEPRECIATION nature and typically may be preserved for a significantly greater number
of years than most capital assets, such as roads, bridges, and sewer
systems.

Note: THECB recommends that community colleges only report
infrastructure if the existing infrastructure is deemed material to the
financial statements taken as a whole or if it is likely that material
infrastructure components will be added to existing immaterial
infrastructure assets. Refer to GASB 34 if infrastructure is reported.

Buildings and Real Estate Improvements, including

(a) the cost of permanent structures used in the operations of the
institution. This includes any permanently attached fixtures or machinery
that cannot be removed without impairing the use of the building. All
direct costs of construction are included in the cost of the building.
Building improvements should be capitalized based on institution’s
accounting policy.
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STATEMENT OF NET ASSETS 4.321
Capital Assets Classifications

(b) all improvements to land other than buildings. This category includes
parking lots, fencing and gates, athletic fields, fountains, landscaping,
etc.

(c) improvements that meet or exceed the capitalization threshold (on a
project basis) made to a leased structure for better utilization of the
property over the term of the lease. Improvements made in lieu of rent
will be expensed in the period incurred.

Land Improvements - all improvements to land other than buildings.
This category includes parking lots, fencing and gates, athletic fields,
fountains, landscaping, etc. (see Section 10, Appendix C for a more
comprehensive listing).

Leasehold Improvements -- improvements that meet or exceed the
capitalization threshold (on a project basis) made to a leased structure for
better utilization of the property over the term of the lease. Improvements
made in lieu of rent will be expensed in the period incurred.

Library Books -- all professional, academic, and research library books,
and other library items are included, regardless of the source of funds
used in acquiring them. Book collections that are considered to to be
works of art are not depreciable. Library acquisitions are valued at cost
or other reasonable basis and capitalized when purchases for the year
reach a recommended $5,000 threshold and have a useful life of greater
than one year. Depreciation should be calculated based on a useful life of
15 years. The general library should maintain records of all books and
other library items. These records will suffice as detailed inventory
records and should not be duplicated in the inventory records of the
business office. Donated books should be recorded at fair value as of
the date of the gift. Periodicals and subscriptions, including those in
electronic form, should be expensed as incurred.

THECB recommends using the group depreciation method to depreciate
library books. The group method uses an average rate of depreciation
applied to the entire group of library books. Depreciation expense is
computed by multiplying an average depreciation rate by the balance in
the group asset control account at year end. Deletions are valued at
annually adjusted average cost. An unweighted or weighted method may
be used to estimate the rate. Refer to paragraphs 163-166 of GASB
Statement 34 for further information.

When books are retired, the group asset account is credited for the
average cost and the accumulated depreciation account is debited for the
same amount; no losses or gains are recognized. Depreciation expense
in subsequent years would change as items are added or useful life
estimates revised. Note: accumulated depreciation should not exceed the
reported cost of the assets.

Equipment

Equipment represents personal property that is movable. Examples
include furniture, office and teaching equipment, telecommunications and
peripheral equipment, and livestock. Equipment includes all personal
property having all of these characteristics: (1) an acquisition value in
excess of a specific minimum (dollar amount) for each unit (It is
recommended that the equipment have a useful life of one or more years
and an acquisition cost of $5,000 or more per unit. This definition is
consistent with federal requirement outlined in Circular A-21.), (2) an
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STATEMENT OF NET ASSETS

Capital Assets Classifications

expected useful life in excess of a specific minimum period, and (3) an
identity which is not altered materially through use. Portable buildings
are also a component of this category.

ASSET GROUPS The CB’s GASB Task Force has recommended the following
SUMMARY classification of capital assets for Texas community and technical

colleges. It has also made recommendations concerning useful life and

residual value for each classification to aid in determination of

depreciation expense. Each community college district is allowed to
establish its own policy for useful life and residual value.

USEFUL RESIDUAL

ASSET GROUPS SUBJECT TO DEPRECIATION LIFE VALUE

I. Buildings And Real Estate Improvements
Buildings and Building Improvements 50 Years 10%
Land Improvements 20 Years 10%
Leasehold Improvements Lease Term None

Il. Infrastructure (if reported separately) See GASB 34 None

[ll. Library Books 15 Years None

IV. Equipment Lease Term None
Furniture, Machinery, Vehicles, and Other Equipment 10 Years None
Telecommunications and Peripheral Equipment 5 Years None

ASSET GROUP See Section 10, Appendix C, for a detailed list of capital assets by classification

CLASSIFICATION
DETAILS
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STATEMENT OF NET ASSETS 4.33

Current Liabilities

For Current Liabilities, the Statement of Net Assets should contain at a minimum the following levels of

detail:

ACCOUNTS
PAYABLE

ACCRUED
LIABILITIES

ACCRUED
COMPENSABLE
ABSENCES-
CURRENT PORTION

FUNDS HELD FOR
OTHERS

DEFERRED
REVENUES

NOTES PAYABLE-
CURRENT PORTION

BONDS PAYABLE-
CURRENT PORTION

A liability or amount owed to a creditor for goods or services received that
resulted from an oral or implied promise to pay. Most accounts payable result
from the purchase of goods, supplies, equipment, and/or services received.

Obligations that accumulate systematically over time. The recording of these
liabilities and the accompanying expenses is usually deferred to the end of the
accounting period. An accrued expense is an expense that has been incurred
during the accounting period but has neither been paid nor recorded. Examples
of accrued liabilities would be payroll, payroll taxes, and interest.

The portion of compensable absences due within one year. The estimate could
be based on historical trends or budgeted amounts, and may be affected by other
factors such as the institution’s policy regarding the unused leave amounts from
prior years.

Funds in the custody of the institution but not belonging to it. Colleges and
universities often serve as depositories or fiscal agents for student organizations,
faculty committees, or for other groups connected with the institutions. An
example would be federal funds received, but not expended in the same fiscal
year. Funds held for others could also be classified as a Noncurrent Liability.

Payments received by the institution in advance, for goods or services to be
rendered in a subsequent period. Deferred Revenue should only be reported
when cash has been received and should not be reported as revenue until
earned.

An example of deferred revenues would be tuition and fees collected from
students near the end of a fiscal year for the next term that begins in the next
fiscal period.

Result from issuing an interest bearing certificate or making a loan to derive
resources to finance acquisition of long-lived assets that are payable within one
year or less. Any debt instrument considered to be Commercial Paper or
Variable Rate Notes refinanced for less than one year should be classified as
Notes Payable.

Amounts due within one year on interest-bearing certificates issued to derive
resources to finance acquisition of long-lived assets.
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STATEMENT OF NET ASSETS 4.34

Noncurrent Liabilities

For Noncurrent Liabilities, the Statement of Net Assets should contain at a minimum the following levels of

detail:

ACCRUED
COMPENSABLE
ABSENCES-
NONCURRENT
PORTION

NOTES PAYABLE-
NONCURRENT
PORTION

BONDS PAYABLE-
NONCURRENT
PORTION

The portion of compensable absences expected to be paid after one year or
more. The estimate could be based on historical trends or budgeted amounts
and may be affected by other factors such as the institution’s policy regarding
unused amounts from prior periods.

Result from issuing an interest-bearing certificate or making a loan to derive
resources to finance acquisition of long-lived assets that are payable in
installments greater than one year. Any debt instrument considered to be
Commercial Paper or Variable Rate Notes refinanced for greater than one year
should be classified as Notes Payable.

Amounts due beyond one year on interest-bearing certificates issued to derive
resources to finance acquisition of long-lived assets.
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STATEMENT OF NET ASSETS 4.35

Net Assets

For Net Assets, the Statement of Net Assets should contain at a minimum the following levels of detail:

INVESTED IN CAPITAL
ASSETS, NET OF
RELATED DEBT

RESTRICTED
NONEXPENDABLE

RESTRICTED

EXPENDABLE

UNRESTRICTED NET
ASSETS

Consists of capital assets including restricted capital assets, net of accumulated

depreciation and reduced by the outstanding balances of any bonds, mortgages,
notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets.

Net assets that are required to be retained in perpetuity such as permanent
endowments or permanent fund principal amounts. Some examples of
nonexpendable assets are Scholarships and Fellowships and Research.

Net assets that are restricted due to constraints placed on the assets either by
external creditors such as debt covenants, grantors, or imposed by laws or
regulations of other governments. This does not include net assets restricted by
the college’s governing board. Some examples are Scholarships and
Fellowships, Research, Instructional department uses, Loans, Capital Projects,
and Debt Service.

Consist of net assets that do not meet the definition of “restricted” or “invested in
capital assets, net of related debt.” The distribution of these net assets must not
be presented on the face of the financial statement, but may be presented in the
notes.
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STATEMENT OF NET ASSETS 4.4
FAQ’s (Frequently Asked Questions) — Statement of Net Assets

QUESTION 1 Do we disregard Mandatory and Non-mandatory transfers between funds,
because they zero each other out?

ANSWER 1 Yes, for the core financial statements (assuming you have no separately reported
component units re: GASB 34).

QUESTION 2 Do we report Land and Site Improvements on a separate line called Investments
in Real Estate, which is separate from Capital Assets, net, - on the Statement of
Net Assets?

ANSWER 2 If the land is being held for the production of income or future sale, it should be

reported as a separate line in the noncurrent assets section. It should not be
included in the capital assets.
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STATEMENT OF NET ASSETS 4.5

Checklist — Statement of Net Assets

Please note that item numbers tie to complete checklist in Appendix D.

THE ANNUAL FINANCIAL REPORTING REQUIREMENTS CHECKLIST
Yes or S
N/A # Criteria
STATEMENT OF NET ASSETS (EXHIBIT 1)
35. Are assets and liabilities classified as current and noncurrent?[GASB 34 97]
36 Are restrictions on cash or investments properly disclosed (SFAS No 5) and are restricted amounts
' appropriately segregated from other cash items? Show as noncurrent assets. [ARB 43]
37. Are bank overdrafts reported as liabilities?
38 Are investment in TexPool, Lone Star, and other investments with original maturities of three month or
' less considered to be cash equivalents?
39. Is there a subtotal for "total liabilities?" [NCGAS I, appendix A. example 1; G-94, p. 443]
40 Has the College refrained from reporting changes in the fair value of investments as a contra-equity
' account (instead of including the change as part of investment income)? [GASBS 31 13]
Is the balance of net assets subdivided into the following categories, as appropriate 1) net assets
41. invested in capital assets, net of related debt, 2) restricted net assets, and 3) nonrestricted net assets?
[GASB 34 98]
42 Has the College refrained from reporting designations of unrestricted net assets on the face of the statement
' of net assets? [GASB 34 37]
43 Net assets reported on Statement of Net Assets (Exhibit 1) must tie to amount reported on the
' Statement of Revenues, Expenses, and Changes in Net Assets (Exhibit 2)
44. Do the amounts per the Statement of Net Assets tie to the appropriate footnotes?
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.1

Introduction

INTRODUCTION

The intent of the GASB statement of activities is to report the burden of the
government’s functions on non-operating revenues, defined as the amount of the
functions that are not supported by charges to users (GASB 34 38).

Establishing the financial burden on the reporting government’s citizenry or
taxpayers as a financial reporting focus has introduced a new dimension to
governmental financial reporting. The GASB believes that this clearly defined
presentation of governmental operations provides an opportunity for analysis and
insight previously not possible (GASB 34 344(c)).

The Statement of Revenues, Expenses, and Changes in Net Assets should be
presented in the following sequence using the all-inclusive format (GASB 34 101):

Operating revenues (detailed)
o] Total operating revenues
Operating expenses (detailed)
o] Total operating expenses
L] Operating income (loss)
Non-operating revenues and expenses (detailed)
o] Income before other revenues, expenses, gains, and losses

Capital contributions (grant, developer, and other), additions to
permanent and term endowments, and special and extraordinary items
(detailed)

o] Increase (decrease) in net assets
Net assets—beginning of period

. Net assets—end of period
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Report Format — Sample of Exhibit 2 - SRECNA

Sample Community College

Statements of Revenues, Expenses and Changes in Net Assets

Years Ended August 31, FY2 And August 31, FY1

Operating Revenues

Tuition and Fees (net of discounts of $11,788,738

and $6,388,960, respectively)

Federal Grants and Contracts
State Grants and Contracts
Local Grants and Contracts
Non-Governmental Grants and Contracts
Sales and Services of Educational Activities
Investment Income - Program Restricted
Auxiliary Enterprises (net of discounts)
General Operating Revenues

Total Operating Revenues (Schedule A)

Operating Expenses

Instruction
Public Service
Academic Support
Student Services
Institutional Support
Operation and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises
Depreciation
Total Operating Expenses (Schedule B)

Operating Loss

Non-Operating Revenues (Expenses)
State Appropriations

Maintenance Ad Valorem Taxes
Gifts

Investment income

Gain on sale of investment
Contributions in aid of construction
Interest on Capital Related Debt
Loss on Disposal of Fixed Assets
Other Non-Operating Revenues
Other Non-Operating Expenses

Net Non-Operating Revenues (Schedule C)

Income Before Extraordinary Item

Extraordinary Item:
Accrual for legal expense

Decrease in Net Assets

Net Assets
Net Assets - Beginning of Year
Net Assets - End of Year

The accompanying notes are an integral part of the financial statements.

Exhibit 2

EY2 EYl
$ 39,771,189 $ 43,608,060
40,719,357 34,837,518
4,657,441 3,494,612
4,133,147 2,521,797
446,968 497,918
6,975,428 6,970,033
1,177,256 1,007,198
97,880,786 92,937,136
121,450,160 118,222,376
9,954,204 9,684,907
14,823,518 14,941,981
26,635,350 24,993,208
45,741,192 44,267,563
21,086,945 19,735,934
32,013,809 24,661,506
10,447,407 10,206,724
10,066,975 8,929,414
292,219,560 275,643,613
(194,338,774) (182,706,477)
100,623,986 105,376,873
76,921,860 74,531,105
723,092 279,721
3,073,000 9,545,818
78,220 -
495,952 -
(735,065) (1,966,747)
(238,206) (2,033,987)
52,225 70,771
(453,827) (38,162)
180,541,237 185,765,392
(13,797,537) 3,058,915
- (9,588,038)
(13,797,537) (6,529,123)
333,021,704 339,550,827
$ 310,224,167 333,021,704
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.22
Report Format — Sample of Affiliated Organizations — Statement of Activities

Sample Community College
Affiliated Organizations
Statement of Activities

College ABC College ABC College
Research Foundation Alumni Health Clinic
Corporation Association

FY June 30 FY June 30 | FY June 30 FY Dec 31

Revenue

Sales and Senice $ 606,278

Grants and Contracts 3,334,966 413

Interest Income 11,977 57,362 16,385

Unrealized Investment Income (2,879,949) 23,415

Gifts 28,595,789 638,548

Other 298,030 3,270,758 37,950
Total Revenue 310,007 | 28,986,598 719,325 661,026

Expenses

Salary and wages 396,548 300,264

Senices and supplies 35,407 21,879 214,662

Interest 256,267 308,851 5,480 13,923

Depreciation 10,135 3,210 39,795

Scholarships and research support 17,349,066 568,754

Other 37,009 66,519
Total Expenses 301,809 17,694,926 599,323 635,163

Change in net assets 8,198 11,291,672 120,002 25,863

Net Assets at beginning of year 113,974 | 111,299,192 1,172,912 323,721

Net Assets at end of year $ 122,172 @ 122,590,864 1,292,914 349,584
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.3

Revenues

INSTRUCTIONS

OPERATING
REVENUES

NON-OPERATING
REVENUES

Revenues are required to be presented in the following manner
(GASB 34 100-103):

. Operating Revenues

. Non-Operating Revenues

. Capital contributions, additions to endowments, and special and
extraordinary items.

In determining which of the above categories community college revenues fall
under, the GASB advises that each institution establish a policy defining
operating revenues. Revenues not defined as operating revenues automatically
fall to the other categories.

As business-type activities, public community college operating revenues should
be defined as the results of exchange transactions with those who purchase,
use, or directly benefit from the goods or services of the college. Revenues are
recorded on the accrual basis of accounting. Revenues are recognized when
earned; e.g., when goods are received or services are performed. Operating
revenues should be reported gross of related expenses and net of any discount
or sales allowance.

Operating Revenues consist of the following categories: Tuition and Fees (net
of discounts); Sales and Services of Educational Activities; Federal/State/Local
Grants; Non-Governmental Grants and Contracts; Auxiliary Enterprises, and
Other Operating Revenues.

Funds held for third-party beneficiaries (e.g. students) that may not be used to
support the college’s programs should not be considered revenues or expenses.
These resources should be reported as cash and/or short-term investment
assets and as a liability on the Statement of Net Assets. (GASB 34 69).

Non-Operating Revenues derive from non-exchange transactions or those that
are not reported as operating activities in the Statement of Cash Flows, such as
investment income. Non-exchange transactions are recognized in accordance
with the standards in GASB 33.

Non-Operating Revenues consist of the following categories: state
appropriations (including restricted revenues such as state insurance and benefit
allocations); taxes levied by the college: funds provided by other entities for
unrestricted purposes (other than state allocations); gifts (other than capital
contributions); investment income not restricted to a specific program; and other
non-operating, non-capital revenues.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.3

Revenues

OTHER REVENUE

REVENUE
REPORTING ISSUES

Revenues from capital contributions, additions to endowments, and special and
extraordinary items (GASB 34 100, 377-378).

State Funds as Non-Operating Revenues -- State funds should be defined as
non-operating revenues in the revenue policy of the colleges and reported
accordingly. Both restricted and unrestricted appropriations are to be treated in
this manner.

Tuition and Fee Discounting -- Tuition, fees, and other college charges should
be reported net of discounts as defined by NACUBO in Advisory Report 2000-05.
This requires revenues from tuition, fees, and other student charges to be
“discounted” when paid by Pell and other funds reported as operating revenues.
Tuition, fees, and other college charges paid by the student or a third-party payer
should be reported as revenues.

Examples of tuition discounts are TPEG, institutional scholarships, PELL grants,
TEXAS grants, and privately gifted scholarship awards not to exceed the billable
tuition & fees. Any awards to students that exceed the billable tuition and fees
should be reported as scholarship expense.

District Taxes (Ad Valorem) -- District taxes should be classified as non-
operating revenues.

Investment Income -- Investment income should be classified as non-operating
revenue, unless the income is legally restricted to a specific program. In that
case it should be reported as operating revenues of the program, as in the case
of endowment income restricted to specific programs.

Restricted Revenues -- The reporting for restricted revenues falls under the
same revenue reporting categories listed earlier in this report. Under the single-
column reporting format these revenues would be included in the major source
categories:

. Operating Revenues
. Non-Operating Revenues
. Capital contributions, additions to endowments, and special and

extraordinary items.
Auxiliary Enterprises -- Auxiliary Enterprise revenues are considered a “major

revenue source”, and should be reported as a separate line in the operating
revenue section.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.4

Expenses

EDUCATIONAL AND
GENERAL

A Texas public community college is considered a single governmental program
business-type activity. The college is sub-categorized into functional areas with
direct expenses attributed to each area. Functional expenses are defined as the
“direct” expenses specifically associated with a function, and would not include
allocations of indirect expenses.

The functional categories for expenses will continue to be the current categories
of:

Instruction

Research

Public Service

Academic Support

Student Services

Institutional Support

Operation and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises

Depreciation

Although reporting by natural classifications (salaries, equipment, etc.) is an option,
and considered by some to be more meaningful from a user’'s standpoint, the
functional presentation permits comparability with statements prepared prior to
GASB 34.

Definitions of these categories have not changed under GASB 34/35; however,
expenses are now reported rather than expenditures. GASB believes that
expenses (i.e., consumption basis) provide more complete, objective, and
comparable information about an institution’s costs than do expenditures (i.e.,
acquisition basis). Following is an explanation of each functional expense
category:

Instruction -- includes expenses for all activities that are part of an institution's
instructional program. Expenses for credit and non-credit courses, for academic,
vocational, and technical instruction, for developmental and tutorial instruction,
and for regular, special, and extension sessions should be included.

Expenses for departmental research and public service that are not separately
budgeted should be included in this classification.

Expenses of department chairmen, in which instruction is still the primary role of
the administrator, are included in this category.

This category should exclude expenses for academic administration when the
primary assignment is administration -- for example, academic deans.

Research -- this category should include all expenses for activities specifically
organized to produce research outcomes. Expenses included in this category
may be either internally or externally sponsored, but must be separately
budgeted.

Public Service -- This category should include funds expended for activities that

are established primarily to provide non-instructional services beneficial to
individuals and groups external to the institution.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.4

Expenses

AUXILIARY
ENTERPRISES

EXPENSE
REPORTING ISSUES

Academic Support -- This category should include funds expended primarily to
provide support services for the institution's primary missions -- instruction,
research, and public service. It includes: (1) the retention, preservation, and
display of educational materials, i.e., libraries, museums, and galleries; (2)
academic administration, i.e., deans’ salaries and office expenses; (3) technical
support, i.e., computer services and audio-visual information; and (4) separately-
budgeted support for course and curriculum development, and related items.

Student Services -- This category should include funds expended for offices of
admissions and the registrar and activities that primarily contribute to students'
emotional and physical well-being and to their intellectual, cultural, and social
development outside the context of the formal instruction program.

Institutional Support -- This category should include expenses for (1) central
executive level management and long-range planning of the entire institution; (2)
fiscal operations; (3) administrative data processing; (4) space management; (5)
employee personnel and records; (6) logistical activities that provide
procurement, storerooms, safety, security, printing, and transportation services to
the institution; (7) support services for faculty and staff that do not operate as
auxiliary enterprises; (8) activities concerned with community and alumni
relations, including development and fundraising; and (9) bad debt related to
tuition and fee revenue.

Operations and Maintenance of Plant -- This category should include all
expenses of current funds for the operation and maintenance of physical plant,
net of amounts charged to auxiliary enterprises, hospitals, and independent
operations.

Scholarships and Fellowships -- This category should include expenses for
scholarships and fellowships including tuition remissions and exemptions in grants
to students either from selection by the institution or from an entitlement program.
If the institution does not select the recipient of the award and is only custodian of
the funds, as with ROTC scholarships, the funds should be reported as a fiduciary
activity on the Statement of Net Assets.

Recipients of grants are not required to perform service to the institution as
consideration of the grant, nor are they expected to repay the amount of the grant
to the funding source. When services are required in exchange for financial
assistance, as in the federal College Work-Study Program, the charges should be
classified as expenses of the department or organizational unit to which the
service is rendered.

Should include all expenses relating to the operation of auxiliary enterprises,
including expenses for operation and maintenance of plant and institutional

support.

Allocation of General Expense Not Required -- Community colleges should
continue to report direct expenses as they have in the past under currently
existing functional categories, and not allocate general expenses to the functional
categories.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.4
Expenses

Depreciation Expense -- Depreciation should be reported as a separate line
under Operating Expenses, rather than allocated to the functional categories.

Interest Expense -- Interest expense should be shown as a separate line item,
similar to the presentation for depreciation expense, under the rationale that it
benefits the college’s single program as a whole (GASB 34, Paragraph 46).
Interest expense is reported as a non-operating expense. It may not be allocated
to other functional expense categories.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.5

Other Reporting Issue — Component Units

COMPONENT UNITS

GASB 34, Paragraphs 124-128 addresses reporting for component units. The
requirements generally refer back to GASB 14, “The Financial Reporting Entity”.
GASB 39, effective FY 2004, clarifies when affiliated organizations should be
reported as component units. Comparative information for the component unit
must be presented.

Many Texas public community colleges have legally separate fundraising
organizations that may qualify as component units. If the college determines that
a legally separate component unit should be presented in its financial statements,
the component’s Statement of Financial Position and Statement of Activities
should be presented on a separate page behind the primary institution’s
Statement of Net Assets, and SRECNA.

For purposes of reporting under GASB 39, the component unit should have either
5 percent of the net assets or 5 percent of the revenues of the primary institution
to have its financial information included in the primary institution’s annual
financial report.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.6

FAQ’s (Frequently Asked Questions) - SRECNA

QUESTION 1

ANSWER 1

QUESTION 2

ANSWER 2

QUESTION 3

ANSWER 3

What would comprise discounts for Other Operating Revenues? It is shown as
"net of discounts" on the Statement of Revenues, Expenses and Changes in Net
Assets. Are bookstore sales a part of auxiliary enterprises/discounts. Do we have
to separate out the division sales/discounts and report them as other operating
revenues/discounts? That would be a very large job.

Bookstore sales are a part of auxiliary enterprises/discounts. Total auxiliary
enterprises/discounts should be reported separately only if the amount is material.
A better example of discounts reported under "Other Operating Revenues" would
be discounts on registration fees for seminars or conferences sponsored by
instructional departments. Again, separate reporting of total "Other Operating
Revenues - Discounts" is necessary if the amount is material.

If a grant or contract provides for equipment acquisitions, how should the amounts
provided for equipment and other capital items be reported?

The primary purpose of the grant or contract dictates whether the transaction will
be reported as operating or nonoperating. If the agreement represents an
exchange transaction, and the equipment is merely incidental to the program
activity, it will be classified as an operating activity. If the primary purpose is
equipment acquisition, it is considered a capital grant and the transaction is
reported as capital financing in the Statement of Cash Flows and as non-operating
revenue in the Statement of Revenues, Expenses and Changes in Net Assets, if
the acquisition exceeds the fixed asset capitalization threshold. If the acquisition
does not meet the capitalization threshold, that portion of the transaction must be
reported in the operating activities section of the Statement of Cash Flows.

How is the TPEG set-aside from tuition reported? Do we show the tuition and
fees net of the TPEG set aside? The CB’'s GASB Task Force recommendations
direct us to record TPEG as tuition when it is awarded and applied to the student's
account and tuition discounts are offset at the same time.

On Exhibit 2 - Statement of Revenues, Expenses and Changes in Net Assets,
tuition should be reported net of the set-aside (based on a certain percentage of
gross tuition). On the Schedule A - Schedule of Operating Revenues, the TPEG
set-aside is broken out and reported separately under the total tuition section, and
the total actual award amount is listed as a deduction under the Scholarship
Allowances and Discounts section in the process of presenting Total Net Tuition
and Fees. See Section 8.1 of this manual.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 5.7
Checklist - SRECNA

Please note that item numbers tie to complete checklist in Appendix D.

THE ANNUAL FINANCIAL REPORTING REQUIREMENTS CHECKLIST

Yes or

N/A # Criteria

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS (EXHIBIT 2)

Does the statement distinguish between operating and non-operating revenues and expenses?

45. [GASB 34 100]

46 Has the college refrained from including taxes and gifts within the operating category?
' [GASB 34 102]

47. Is operating income/loss reported as a separate line item? [GASB 34 100]

48. Are state funds shown as non-operating revenue?

49. Total operating revenues must tie to Schedule of Operating Revenues (Schedule A).

Are expenses shown by functional classification on face of statement? Reported amounts must tie to

50. Schedule of Operating Expenses by Object (Schedule B)?

51. Is depreciation expense reported separately from other expense? [APB 12 5]

52. Has bad debt expense been netted out of the appropriate functional category?

53. Is change in net assets reported as a separate line item?

Page 55




THIS PAGE INTENTIONALLY LEFT BLANK

Page 56



SECTION 6: STATEMENT OF CASH FLOWS

6.1 Description of Statement of Cash Flows

6.2 Five Sections of the Statement of Cash Flows

6.21 Operating Activities

6.22 Non-Capital Financing Activities

6.23 Capital and Related Financing Activities

6.24 Investing Activities

6.25 Reconciliation of Net Operating Income (loss) to net Cash

Provided (used) by Operating Activities

6.3 Increase (Decrease) in Cash and Cash Equivalents

6.4 Report Format

6.41 Sample of Cash Flow Worksheets

6.42 Sample of Exhibit 3

6.5 FAQ's (Frequently Asked Questions) — Statement of Cash Flows
6.6 Checklist - Statement of Cash Flows
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Statement of Cash Flows

6.1
Statement of Cash Flows General Information

DESCRIPTION OF
STATEMENT OF
CASH FLOWS

SECTIONS OF THE
STATEMENT OF
CASH FLOWS

OTHER GUIDELINES

For the Statement of Cash Flows, operating cash outflows are reported as a
deduction from cash inflows to derive net cash provided (used) by various
activities of the entity. Both cash outflows and inflows are usually reported at
gross. However, net reporting is permitted in limited instances when quick
turnover, short maturity, and large amounts characterize the transactions.

The Statement of Cash Flows also shows factors contributing to the change in
cash from the beginning to the end of the reporting period. The direct method
converts accrual basis net income (loss) to a cash basis. Essentially the inflows
and outflows follow the line items from the Statement of Revenues, Expenditures
and Change in Net Assets. But they are adjusted for non-cash transactions as
well as for changes between the prior year and the current year in Statement of
Net Assets line items such as receivables, inventories, payables, etc. that reflect
the amount of cash inflow and outflow for the period.

The Statement of Cash Flows is divided into five sections:

Cash Flows from Operating Activities

Cash Flows from Non-Capital Financing Activities

Cash Flows from Capital and Related Financing Activities

Cash Flows from Investing Activities

Reconciliation of Net Operating Income (loss) to Net Cash Provided
(used) by Operating Activities

agrwNE

e GASB Statement 34, paragraph 105, prescribes the direct method of
presenting cash flows from operating activities.

e Cash and cash equivalents are items that are readily convertible to cash,
while carrying an insignificant risk of change in value. Cash equivalents
have original maturities of three months or less and include public funds
investment pools unless the governing board has issued a policy that
deems them to be short-term investments. The definition of cash and
cash equivalents should be included as part of the institution’s significant
accounting policy disclosure.

e Generally, all activities should be reported gross.

e The Statement of Cash Flows should include a reference to the notes.
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Statement of Cash Flows 6.21
Operating Activities

CASH FLOWS FROM The Cash Flows from Operating Activities section should include at a minimum

OPERATING the following inflows and outflows:
ACTIVITIES
1. Inflows:
. Receipts from students and other customers
. Receipts from grants and contracts
. Collection of loans to students and employees
. Other cash receipts
2. Outflows:
. Payments to suppliers for goods and services
. Payments to or on behalf of employees
. Payments for scholarships and fellowships
. Loans issued to students
. Other cash payments

RELATIONSHIP OF Basic information for the inflows and outflows related to operating activities will
SRECNA TO CASH come from the Statement of Revenues, Expenses, and Changes in Net Assets
FLOWS operating revenues and expenses. Shown below are the operating revenue and

expense line items from the Statement of Revenues, Expenses, and Changes in
Net Assets (SRECNA) and the inflow or outflow to which each line typically

relates.

SRECNA Line ltem

Cash Flow Line Item

Revenues

Tuition and Fees

Receipts of tuition and fees

Federal Grants and Contracts

Receipts from federal grants and contracts

State Grants and Contracts

Receipts from state grants and contracts

Non-governmental Grants and
Contracts

Receipts from Non-Governmental grants and
contracts

Sales and Services of
Educational Activities

Receipts from sales and services of educational
activities

Auxiliary Enterprises

Receipts from auxiliary enterprises

General Operating Revenues

Other receipts

Receipts from collections of loans to employees

Receipts from collections of loans to students
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Statement of Cash Flows

6.21

Operating Activities

SRECNA Line ltem

Cash Flow Line Item

Expenses

Instruction

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments to students under federal grants
Payments for loans issued to employees
Payments for loans issued to students

Public Service

Payments to suppliers for goods and services
Payments to or on behalf of employees

Academic Support

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments to students under federal grants
Payments for loans issued to employees
Payments for loans issued to students

Student Services

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments to students under federal grants
Payments for loans issued to employees
Payments for loans issued to students

Institutional Support

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments to students under federal grants
Payments for loans issued to employees
Payments for loans issued to students

Operation and Maintenance of
Plant

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments to students under federal grants
Payments for loans issued to employees
Payments for loans issued to students

Scholarships and Fellowships

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments for scholarships and fellowships

Auxiliary Enterprises

Payments to suppliers for goods and services
Payments to or on behalf of employees
Payments to students under federal grants
Payments for scholarships and fellowships
Payments for loans issued to employees
Payments for loans issued to students
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Statement of Cash Flows 6.21
Operating Activities

Depreciation, although in the operating expense section of the SRECNA, is a non-cash
transaction and will appear as an adjusting item on the reconciliation of net operating
income (loss) to net cash provided (used) by operating activities.

The functional expense areas are split between the amounts for salaries and benefits
paid to employees and the amounts paid to suppliers for goods and services. The
breakdown of the expense information may be found on the Schedule of Operating
Expenses by Object (Schedule B).

Many of the amounts for line items for both revenues and expenses on the SRECNA
will be further adjusted for the Statement of Cash Flows by changes in accounts
receivables, allowance for doubtful accounts, prepaid expenses, inventories, accounts
payable, other liabilities, etc. during the reporting period. The changes are found by
comparing the current and prior year columns of the Statement of Net Assets (SONA).
However, assets and liabilities are not broken down on the SONA by operating and
non-operating activities. Therefore care must be given in considering the source of
change in these categories in order to assign such changes to the appropriate section
of the Statement of Cash Flows.
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Statement of Cash Flows

6.22
Non-Capital Financing Activities

CASH FLOWS FROM
NON-CAPITAL
FINANCING
ACTIVITIES

Non-capital financing activities include borrowing money for purposes other than
acquiring or improving capital assets and repaying those amounts borrowed,
including interest. Line items for inflow and outflow of cash in this section may
include:

1. Inflows:
. Receipts from state appropriations®
. Receipts from ad valorem taxes levied for maintenance and
operation
. Receipts from student organizations and other agency
transactions
Proceeds from non-capital loans
Receipts from non-capital gifts and non-exchange grants
Contribution from foundation
Endowment interest
Endowment gift
Proceeds from insurance claims
Receipts from note borrowings for other than capital
purposes
Receipts from federal grants for non-operating activities
o Receipts from gifts or grants for other than capital purposes

2. Outflows:
. Payments to student organizations and other agency
transactions
Payments for non-capital loans-principal
Payments for non-capital loans-interest
Payments for collections of taxes
Payments on note borrowings

Amounts for non-capital financing activities will come primarily from the non-
operating revenues and expenses section of the SRECNA but with adjustments
from changes between the prior year to the current year in accounts receivable,
notes payable, etc. in the Statement of Net Assets. However, because assets and
liabilities are not reported separately on the SONA as related to operating or non-
operating activities, special care should be given to report amounts in the
appropriate section of the Statement of Cash Flows.

! State Appropriations should be treated as non-operating revenues for Statement of Revenues, Expenses
and Changes in Net Assets. See Section 11.1 for a full discussion on this determination.
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Statement of Cash Flows

6.23
Capital Financing Activities

CASH FLOWS FROM
CAPITAL AND
RELATED FINANCING
ACTIVITIES

Capital financing activities include acquiring and disposing of capital assets used
in providing goods and services as well as monies borrowed and repaid
(including interest) in connection with the acquisition or construction of capital
assets. Line items for this section may include the following cash inflows and
outflows:

1. Inflows:

. Proceeds from the sale of capital assets

. Proceeds from capital debt (net of issuance costs)

. Receipts from capital contracts, gifts and grants

. Proceeds from insurance for stolen or destroyed capital
assets

. Receipts from ad valorem taxes for debt service

. Contribution received for capital assets

. Insurance Recoveries from capital asset loss

2. Outflows:

. Purchases of capital assets including payments for
constructions costs

. Payment on capital debt and leases-principal

. Payment on capital debt and leases interest

. Payment on capital leases — principal

. Payment on capital leases — interest and fees

. Bond issue costs paid on new capital debt issue

. Cash paid to advance refunding escrow agent for capital
transaction

. Defeasance of capital debt

. Expense incurred in disposal of capital asset

. Repay funds held for other non-capital agency funds
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Statement of Cash Flows

6.24
Investing Activities

CASH FLOWS FROM
INVESTING
ACTIVITIES

Investing activities include transactions related to acquiring and disposing of debt
or equity investment instruments, including associated interest, and making and
collecting loans (except for loans related to programs, which are included in
operating activities). Line items for inflow and outflow of cash for investing
activities include:

1. Inflows:

. Proceeds from sales and maturities of investments (other
than cash equivalents)

. Receipts of interest and dividends on debt instruments,
equity securities, and cash management or investment
pools

2. Outflows:
. Payments to acquire debt instruments and equity securities
. Deposits into investment pools that the institution is not

using as demand accounts per policy

The amounts for the section of the Statement of Cash Flows on investing
activities come mainly from the changes in investments found on the Statement
of Net Assets. However, the investment income amount is obtained from the

SRECNA.
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Statement of Cash Flows

6.25
Reconciliation of Net Operating Income

RECONCILIATION OF
NET OPERATING
INCOME (LOSS) TO
NET CASH PROVIDED
(USED) BY
OPERATING
ACTIVITIES

A reconciliation of net operating income (loss) to net cash provided (used) by
operating activities must be included at the bottom of the Statement of Cash
Flows. The reconciliation is like the indirect method of preparing a statement of
cash flows as it adjusts the operating net income (loss) for items not having an
effect on cash to arrive at net cash provided (used) by operating activities.

1. Operating income (loss)
2. Adjustments to reconcile net income (loss) to net cash provided (used) by
operating activities

. Amortization expense
. Amortization of deferred charges
. Depreciation expense
. Bad debt expense
. Gain on sale of assets (only if part of operating activities)
. Health insurance and benefits paid by the State
. Non-cash revenues (only if part of operating activities)
. Non-cash expenses (only if part of operating activities)
o Other revenues
. Prior period adjustment related to operating activities
. Remissions and exemptions
) State waivers
3. Changes in Assets and Liabilities (only the portions relating to operating
activities)

Accounts Receivable
Deferred Expenses
Inventories
Notes Receivable
Prepaid Expenses
Accounts Payable
Accrued Liabilities
Compensable Absences
Deferred Revenue
Deferred Credits — Other
Deferred Credits — Student Related
Deferred Expenses
Deposits
Due from other governments
Federal grants
Funds held for others
Inventories for resale
Loans to employees
Loans to students
Payroll and related payables
Retirement incentive program payable
State grants
Utility escrow
Other assets
Other liabilities
oncash investing, capital and financing activities
Proceeds from capital lease (must be compensating transactions)
Acquisition of equipment from capital lease (must be compensating

e > 6 06 0 6 06 0 0 0 0 0 0 0 0o O 0o 0 0o O 0o 0o 0o 0o o o O

transactions)
. Proceeds from note payable (must be compensating transactions)
. Acquisition of equipment from note payable (must be compensating
transactions)
. Net effect of noncash transactions
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Statement of Cash Flows 6.3
Increase (Decrease) in Cash and Cash Equivalents

INCREASE The cash provided (used) by operating activities, hon-capital financing activities,
(DECREASE) IN CASH  capital financing activities, and investing activities should equal the increase or
AND CASH decrease in cash and cash equivalents from the beginning of the year to the end
EQUIVALENTS of the year.
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6.4
Statement of Cash Flows Report Content

WORKSHEETS FOR
PREPARING
STATEMENT OF
CASH FLOWS
(EXHIBIT 3)

A series of worksheets are provided to assist in the preparation of the Statement
of Cash Flows. Within these worksheets, the following conventions are used to
trace entries: A — Asset Section; L — Liabilities Section; R — Revenue Section;
and, E — Expense Section.

1.

Reconciliation of Net Operating Income (Loss) to Net Cash Provided
(Used) by Operating Activities

This reconciliation is really a schedule that “indirectly” reconciles the
operating income (loss) found on the SRECNA with the net cash provided
(used) by operating activities as reported in the first section of the Statement
of Cash Flows using the direct method. The reconciliation is accomplished
by adding or deducting transactions that do not provide or use cash and by
adding or deducting changes in assets and liabilities that affect cash
collected or paid during the reporting period for operations. Depreciation
expense and bad debt expense are examples of transactions included in the
reconciliation because they do not provide or use cash. Changes in assets
and liabilities that are not used are those related to investments and capital
items.

Walk Forward of Statement of Net Assets and Statement of Revenues,
Expenses, and Changes in Net Assets

A typical walk forward from the Statement of Net Assets and the Statement
of Revenues, Expenses, and Changes in Net Assets is provided. Each line
item on the statements is broken down into component parts that affect the
Statement of Cash Flows and labeled so that the components may be
traced through to the Statement of Cash Flows.
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6.41

Sample of Cash Flow Worksheets

Sample Community College
Cash Flow Worksheet

For the Fiscal Year Ended August 31, FY02

STATEMENT OF NET ASSETS Beginning Balance Ending Balance Difference SONA Entries to Cash Flow
Current Assets
Cash and Cash Equivalents 27,885,226 41,361,447 13,476,221 A-Al 13,476,221  Increase (decrease) in Cash
Investments - - - A-B1 -
* |Accounts Receivable 16,100,616 16,882,510 781,894 A-D1 (229,660) Accts Rec-General
A-D5 (899,886) Interest Receivables
A-D3 1,901,524 Contract/Grant Receivables
A-D6 9,916 = Bond Receivable
Tuition and Fees Receivable 3,906,004 6,947,622 3,041,618 A-D2 3,041,618 @ Tuition Receivables
Taxes Receivable 878,819 1,089,063 210,244 A-D4 987,292 ' Tax Receivables
A-D4 (777,048) Net of Bad Debt
Inventories 586,646 571,347 (15,299) A-E1l (15,299) Payments to suppliers
* [Notes Receivable 25,550 16,862 (8,688) A-F1 37,485  New loans given
A-F2 (32,071) Loans repaid
A-F3 (14,102) Loans written off
Deferred Charges 11,353,525 11,820,137 466,612 A-Q1 466,612 Payments to suppliers
Prepaid Expenses 1,193,178 1,159,577 (33,601) A-H1 (175,714) Payments to suppliers
A-H2 142,113 | Payments to employees
Total Current Assets I 61,929,564 7 79,848,565 17,919,001 17,919,001
Non-Current Assets
Restricted Cash and Cash Equivalents 12,502,111 4,918,097 (7,584,014) A-J1 (7,584,014) Increase (decrease) in Cash
* [Long-term Investments 146,090,803 120,535,852 (25,554,951) A-K1 80,799,000 = Purchases
A-K2 (104,000,000) Sales
A-K3 (58,560) Interest on investments
A-K4 (2,295,391) Unrealized Loss
* |Notes Receivable (net) - - - -
Deferred Charges 3,216,285 2,875,685 (340,600) A-M1 (340,600) Other expense
Deposit with Bond Trustee 4,900,590 5,005,089 104,499 A-N1 104,499  Fee for capital debt
* |Capital Assets (net) 246,390,269 273,235,290 26,845,021 A-P1 35,331,960 Purchases
A-P2 170,460 Donated Assets
A-P3 (478,654) Sales/Disposals
A-P4 (10,066,975) Accum. Depreciation
A-P5 1,888,230 Capitalized interest
Total Non-Current Assets I 413,100,058 7 406,570,013 (6,530,045) (6,530,045)
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Statement of Cash Flows

6.41
Sample of Cash Flow Worksheets

Sample Community College
Cash Flow Worksheet

For the Fiscal Year Ended August 31, FY02

STATEMENT OF NET ASSETS Beginning Balance Ending Balance Difference SONA Entries to Cash Flow
Current Liabilities
* [Accounts Payable (20,297,764) (24,319,514) (4,021,750) L-Al (2,981,384)| Suppliers of Goods/Senices
L-A2 584,197 | Employees (Deferred Comp)
L-A3 (1,624,563) Scholarships/Fellowships
* |Accrued Liabilities (17,326,139) (18,314,913) (988,774) L-B1 134,123 | Students/customers
L-B2 (547,974) Employees
L-B3 (8,587) Scholarships/Fellowships
L-B4 (644,370) Suppliers of Goods/Senices
L-B5 (6,002) Fee related to bonds
L-B6 8,401 | Accrued interest
L-B7 75,635 | Special accruals
Accrued Compensable Absences (4,323,280) (4,773,684) (450,404) L-C1 (450,404) Payments to employees
* |Funds Held for Others (1,503,596) (1,521,906) (18,310) L-D1 (4,148,503)| Funds received
L-D2 4,130,193 | Funds paid out
* |Deferred Revenue (29,395,229) (32,678,823) (3,283,594) L-E1 (3,400,874) Students/customer prepayments
L-E2 117,280 @ Contract/Grant deferred rev
Notes Payable - Current Portion (162,485) (169,502) (7,017) L-J6 (7,017) Transferred from note payable
* |Bond Payable - Current Portion (3,635,000) (9,148,024) (5,513,024) L-F1 (5,445,000) Transferred from bond payable
L-F2 (68,024) Bond Prem transferred from bond pay

Total Current Liabilities

Non-Current Liabilities

(76,643,493)"

(90,926,366)

(14,282,873)

(14,282,873)

Restricted Accrued Liabilities - (31,169) (31,169) L-K1 (31,169) Accrued interest payable
* Deferred Revenue - - - L-G1 -
Accrued Compensable Absences (1,447,372) (2,326,055) (878,683) L-H1 (878,683) Payments to employees
* |[Notes Payable (975,456) (805,954) 169,502 L-J4 - Amt borrowed
L-J5 162,485 | Principle paid
L-J6 7,017 | Transferred to current portion
* |Bond Payable (58,348,222) (59,159,696) (811,474) L-J1 3,635,000 | Principle paid
L-J2 (9,850,000)| Proceeds of maintenance tax notes
L-J3 (145,129) Bond Premium
L-J4 35,631 | Interest Payables
L-F1 5,445,000 | Transferred to current portion
L-F2 68,024 ' Bond Premium transferred to current
Total Non-Current Liabilities (60,771,050)” (62,322,874) (1,551,824) (1,551,824)

Net Assets  (Basically fund balances)

* Invested in capital assets, net of related debt

Restricted for:

(188,181,469)

(215,480,290)

(27,298,821)

(27,298,821)

Expendable

Unexpended Bond Proceeds (310,000) - 310,000 310,000
* Debt Service (9,733,554) (6,486,525) 3,247,029 3,247,029
* |Unrestricted (139,390,056) (111,202,523) 28,187,533 28,187,533

Total Net Assets r (337,615,079)” (333,169,338) 4,445,741

Check - Totals should be zero r o’ o’ 0 R-T1 (4,445,741)

NOTE! Current Cash and Cash Equivalents Diff. 13,476,221
Restricted Cash and Cash Equivalents Diff. (7,584,014) A- Asset Section
Net Change in Cash for Cash Flow State. 5,892,207 L- Liabilities Section
* |Reconcilations required for these accounts R- Revenue Section
E- Expense Section

Ck Figure

(4,021,750)

(988,774)

(18,310)

(3,283,594)

(5,513,024)

169,502
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Statement of Cash Flows 6.41
Sample of Cash Flow Worksheets

Sample Community College
Cash Flow Worksheet
For the Fiscal Year Ended August 31, FY2

STATEMENT OF REVENUE, EXPENSE AND CHANGES IN NET ASSETS

Operating Revenues SRECNA Entries to Cash Flow Ck figure

Tuition and charges (net of discounts of $ ) (39,771,189) R-Al 39,771,189 ' Receipts from students and other customers

Federal Grants and Contracts (40,719,357)| R-B1 40,719,357 ' Receipts from grants and contracts

State Grants and Contracts (4,657,441) R-C1 4,657,441 Receipts from grants and contracts

Non-Governmental Grants and Contracts (4,133,147), R-D1 4,133,147 = Receipts from grants and contracts

Sales and Senices of Educational Activities (446,968) R-E1 446,968 = Receipts from students and other customers

Auxiliary Enterprises (Bookstore) (6,975,428) R-F1 6,975,428 | Receipts from students and other customers

Other Operating Revenue (1,177,256) R-G1 1,162,849 | Misc. Oper. Rev.

R-G2 14,407 = Revenue to loan fund 1,177,256
Total Operating Revenues (97,880,786) 97,880,786

Operating Expenses

Instruction 121,450,160 E-Al (15,256,194) Suppliers

E-A2 (106,193,966) Employee salaries and fringe (121,450,160)
Public Senice 9,954,204 E-B1 (5,473,139) | Suppliers

E-B2 (4,481,065) Employee salaries and fringe (9,954,204)
Academic Support 14,823,518 | E-C1 (3,687,245) Suppliers

E-C2 (11,136,273), Employee salaries and fringe (14,823,518)
Student Senvices 26,635,350 E-D1 (5,448,598) Suppliers

E-D2 (21,186,752)| Employee salaries and fringe (26,635,350)
Institutional Support 43,391,428 E-E1 (7,347,474) Suppliers

E-E7 (539,705) Suppliers bad debt for disputed amt

E-E3 (47,300) Customers bad debt

E-E2 (34,904,317)| Employee salaries and fringe

E-E6 (552,632) Donated equipment (43,391,428)
Operation and Maintenance of Plant 21,086,945 E-F1 (13,555,368)| Suppliers

E-F2 (7,531,577), Employee salaries and fringe (21,086,945)
Scholarships and Fellowships 25,011,776 = E-G1 (25,011,776) Scholarships and fellowships (25,011,776)
Auxiliary Enterprises 10,447,407 | E-H1 (4,950,617) Suppliers

E-H3 (432,736)| Customers bad debt (sales to customers)

E-H4 290,340 | Bad debt for 3rd party bkstore legal exp

E-H2 (5,354,394) Employee salaries and fringe (10,447,407)
Depreciation 10,066,975 E-J1 (10,066,975) Other Receipts

Total Operating Expenses r 282,867,763 (282,867,763)
Operating Loss 184,986,977
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Sample of Cash Flow Worksheets

Sample Community College
Cash Flow Worksheet
For the Fiscal Year Ended August 31, FY2

STATEMENT OF REVENUE, EXPENSE AND CHANGES IN NET ASSETS SRECNA Entries to Cash Flow Ck figure
Non-Operating Revenues (Expenses)
State Appropriations (100,623,986), R-H1 100,623,986 | State Appropriations
Ad Valorem Taxes (76,921,860)) R-J1 79,271,624 | Receipts from ad valorem taxes
R-J2 (1,572,716)  Related to taxes collect. Fee
R-J3 (777,048)| Bad debt for tax receivable 76,921,860.00
Gifts (723,092) R-K1 723,092 Donated assets
Investment Income (3,073,000) R-L1 6,588,548 ' Investment income
R-L2 (3,515,548) Unrealized market loss 3,073,000.00
Gain on Sale of Investment (78,220) R-Y1 78,220 | Proceeds on sale of investments
Contributions in Aid of Construction (495,952) R-Z1 495,952 | Contribution for capital assets
Interest on Capital Related Debt 735,065 R-M1 (689,269) Interest on bonds
R-M2 (45,796) Interest on note payable (735,065)
Loss on Disposal of Fixed Assets 238,206 R-N1 (478,653) Disposed items
R-P1 240,447 ' Proceeds from sale of disposed items (238,206)
Other Non-Operating Revenues (52,225) R-P2 52,225 = Other revenue
Other Non-Operating Expenses 453,827 | R-P3 (321,457) Non-capital construction costs
R-P4 (95,984) Bond expenses
R-P5 (36,386) Misc bond expenses (453,827)
Net Non-Operating Revenues (Expenses) r (180,541,237) 180,541,237
Income Before Extraordinary ltems 4,445,740 (4,445,740)

Extraordinary Item
Accrued Expense for Liability] - R-S1 - Expense associated with accrued liab.

Total Extraordinary Item - -

(Increase) Decrease in Net Assets 4,445,740 R-T1 (4,445,740)

A- Asset Section

L- Liabilities Section
R- Revenue Section
E- Expense Section
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Sample of Cash Flow Worksheets

Sample Community
Cash Flow
For the Fiscal Year Ended August 31,

CASH FLOWS FROM OPERATING Entries from Statement of Net Assets & Statement of Revenues, Expenses and Changes in Net Check
Receipts from students and other 47,168,34 A- 229,66 R- 39,771,18 R- 446,96 R- 6,975,42
A- (3,041,618 E- (47,300 E- (432,736
L- (134,123 L- 3,400,87 47,168,34
Receipts from grants and 47,491,14 A- (1,901,525 R- 40,719,35 R-C1 4,657,44 | R-D1 4,133,14
L- (117,280 47,491,14
Payments to suppliers for goods and (52,226,869 A- 15,29 E- (15,256,194 E- (5,473,139  E- (3,687,245
E- (4,950,617 L- (75,635
A- 175,71 E- (5,448,598 | E- (7,347,475  E- (13,555,368
E- 290,34 E- (539,705
L- 2,981,38 L- 644,37 (52,226,869
Payments to or on behalf of (189,637,593 L- 547,97 E- (106,193,966 E- (4,481,065  E- (11,136,273
L-H1 878,68 E- (21,186,752 E- (34,904,317  E- (7,531,577
L-C1 450,40 A- (142,113 E- (5,354,394 L- (584,197 (189,637,593
Payments for scholarships and (23,845,238 E- (25,011,776 L- 8,58 L- 1,62456 | A- (466,612 (23,845,238
Payments of loans issued to (37,485 A- (37,485
Receipts from collection of loans to students and 60,58 A- 32,07 R- 14,40 A- 14,10 60,58
Other Receipts 1,162,84 R- 1,162,84 1,162,84
Net cash provided (used) by Operating I (169,864,273

CASH FLOWS FROM NONCAPITAL FINANCING

Receipts from State 100,623,98 R-H1 100,623,98
Receipts Ad Taxes - Maintenance & 78,284,33 R-J1 79,271,62 A- (987,292 R-J3 (777,048  ADJ (1) 78,284,33
A- 777,04
Payments for collection of (1,572,716 R-J2 (1,572,716
Receipts from gifts or grants for other than capital f -
Receipts from student organizations and other agency 4,148,50 L-D1 4,148,50
Payments to student organizations and other agency (4,130,193 L-D2 (4,130,193
Receipts from private gifts for endowment -
Receipts from note - L-J4 -
Payments on note - (162,485 L-J5 (162,485 (162,485
Payments on notes - (45,796 R- (45,796
Other 71,36 R- 52,22 A- 340,60 R- (321,457 | ADJ 1 71,36
Other - A- 478,65 R-N1 (478,653 | ADJ 1)
Net cash provided by Noncapital Financing 177,217,00
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
Receipts from the issuance of capital 9,911,99 L-J2 9,850,00 L-J3 145,12 A- (9,916 R- (95,984 9,911,99
L- (8,401 L- 31,16
Receipts Ad Taxes - Debt
Contribution received in aid of 495,95 R- 495,95
Receipts from capital -
Receipts from capital grants and - R- 723,09 E- (552,632 A- (170,460 -
Receipts from the sale of capital 240,44 R- 240,44
Payments for purchases of capital (35,331,960 A- (35,331,960 (35,331,960
Payments of principal paid on capital debt and (3,635,000 L-J1 (3,635,000
Payments of nterest and fees on capital debt and (2,748,013 R- (689,269 L- 6,00 L-J4 (35,631 A- (1,888,230
R- (36,386 E- (10,066,975 A- 10,066,97
A- (104,499 (2,748,013
Net cash used by Capital and Related Financing (31,066,577
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6.41
Sample of Cash Flow Worksheets

Sample Community College
Cash Flow Worksheet

For

CAS

For

Net
Ope

the Fiscal Year Ended August 31, FY2
H FLOWS FROM INVESTING ACTIVITIES Entries from Statement of Net Assets & Statement of Revenues, Expenses and Changes in Net Assets
Receipts from sales and maturities of investments 104,078,220 A-K2 104,000,000 R-Y1 78,220 104,078,220
Receipts from interest on investments 6,326,837 R-L1 6,588,548 A-D5 899,886 A-K3 58,560 R-L2 (3,515,548) 6,326,837
A-K4 2,295,391
Payments for purchase of investments (80,799,000) A-K1 (80,799,000)
Net cash provided by Investing Activities 29,606,057
Net Decrease in Cash 5,892,207 A-Al 13,476,221 A-J1 (7,584,014) 5,892,207
Cash and cash equivalents- September 1, 2001 40,387,337
Cash and cash equivalents- August 31, 2002 46,279,544
Change in Cash Check Figure: 5,892,207 -
Sample Community College
Cash Flow Worksheet
the Fiscal Year Ended August 31, FY02
Reconciliation of net operating revenues (expenses) to
cash provided (used) by operating activities:
rating income (loss) (184,986,977)
Adjustments to reconcile net income (loss) to net cash
provided (used) by operating activities:
A | Depreciation Expense 10,066,975 E-J1 10,066,975
B Bad Debt Expense 729,401 E-H4 (290,340) E-H3 432,736 E-E3 47,300
E-E7 539,705 f 729,401
Changes in Assets and Liabilities:
Receivables (adjusted for non-cash and non-operating amts) (4,601,198) (4,033,756)  E-H3 (432,736) E-E3 (47,300)  A-D5 (899,886)
A-D4 987,292
Inventories 15,299
Notes Receivable 8,688
Deferred Expenses (466,612)
Prepaid Expenses 33,601
Accounts payable 4,021,750
Accrued Liabilities (adjusted for non-cash and non-operating amts 702,119 988,774 E-H4 290,340 E-E7 (539,705) Misc (39,689) *
L-B5 6,002 L-B6 (8,401)
Compensated absences 1,329,087 L-C1 450,404 L-H1 878,683 f 1,329,087
Deferred revenue 3,283,594

Net Cash Provided (used) by operating activities

Check

(169,864,273)

Notes to Reconciliation of Net Operating Revenues (Expenses) to Net Cash Provided by Operating activities
A Depreciation Expense is a non-cash item and therefore added back to Operating Activities
B |Bad Debt Expense consists of non-cash items and therefore added back to Operating Activities

*

miscellaneous amts related to bonds, which are not operating
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6.41
Sample of Cash Flow Worksheets

Sample Community College
Statement of Cash Flows
For the Fiscal Year Ended August, 31, FY2

CASH FLOWS FROM OPERATING ACTIVITIES

Receipts from students and other
Receipts from grants and
Payments to suppliers for goods and
Payments to or on behalf of
Payments for scholarships and
Payments for loans issued to
Receipts from collection of loans to
Other receipts
Net cash provided (used) by operating

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Receipts from state

Receipts from ad valorem

Payments for collection of

Receipts from student organizations and other agency
Payments to student organization and other agency
Proceeds from note

Payments on notes -

Payments on notes -

Non capital

Net cash provided (used) by non-capital financing
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Proceeds on issuance of capital
Contribution received in aid of
Proceeds from the sale of capital
Purchases of capital
Payments on capital debt and leases-
Payments on capital debt and leases-interest and
Net cash provided (used) by capital and related financing

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sales and maturities of
Receipts from interest on
Purchase of

Net cash provided (used) by investing

Increase (decrease) in cash and cash
Cash and cash equivalents- September 1,

Cash and cash equivalents- August 31,

Reconciliation of net operating income (loss) to net cash provided
by operating
Operating income
Adjustments to reconcile net income (loss) to net
provided (used) by operating
Depreciation
Bad Debt
Changes in Assets and
Receivables
Deferred

Notes
Prepaid
Accounts
Accrued
Compensated
Deferred
Net Cash Provided (used) by operating

$  47,168,34

47,491,14
(52,226,869
(189,637,593
(23,845,238
(37,485

60,58

1,162,84

(169,864,273

100,623,98
78,284,33
(1,572,716
4,148,50
(4,130,193
(162,485
(45,796
71,36

177,217,00

9,911,99
495,95
240,44

(35,331,960

(3,635,000
(2,748,013

(31,066,577

104,078,22
6,326,83
(80,799,000

—_29,606,05 _

5,892,20

40,387,33

$__4627954

$ (184,986,977

10,066,97
729,40

(4,601,198

(466,612
15,29
8,68
33,60
4,021,75
702,11
1,329,08
3,283,59

$_(169,864,273_
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6.5

FAQ’s (Frequently Asked Questions) — Statement of Cash Flows

Sample Community

Statements of Cash Flows
Years Ended August 31, FY2 and August 31, FY1

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from students and other
Receipts from grants and
Payments to suppliers for goods and
Payments to or on behalf of
Payments for scholarships and
Loans issued to
Collection of loans to
Other

Net cash used by operating

CASH FLOWS FROM NON-CAPITAL FINANCING
Receipts from state
Receipts from ad valorem
Payments for collection of
Receipts from student organizations and other agency
Payments to student organizations and other agency
Proceeds from note
Payments on notes -
Payments on notes -
Non capital
Disposal of fixed

Net cash provided by noncapital financing

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Proceeds on issuance of capital
Contribution received in aid of
Proceeds from the sale of capital
Purchases of capital
Payments on capital debt -
Payments on capital debt -

Net cash used by capital and related financing

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of
Interest on
Purchase of

Net cash provided by investing

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS—September 1
CASH AND CASH EQUIVALENTS—August 31

RECONCILIATION OF NET OPERATING LOSS TO NET CASH

PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating
Adjustments to reconcile net loss to net cash provided (used) by operating
Depreciation
Bad debt
Changes in assets and
Receivables
Deferred

Notes
Prepaid
Accounts
Accrued
Compensated
Deferred

Net cash used by operating

The accompanying notes are an integral part of the financial

Page 76

EY

$ 47,168,34

47,491,14
(52,226,869
(189,637,593
(23,845,238
(37,485

60,58

1,162,84

EXHIBIT 3

EY

$ 49,709,39

41,872,72
(51,449,949
(179,202,422
(21,901,063
(56,461

63,21

1,001,72

(169,864,273

(159,962,840

100,623,98 105,376,87
78,284,33 75,811,47
(1,572,716 (1,530,189
4,148,50 4,526,24
(4,130,193 (4,016,069

- 341,25
(162,485 -
(45,796 -
71,36 70,77
- (1,086,658
177,217,00 179,493,71
9,911,99 -
495,95 -
240,44 8,68
(35,331,960 (33,015,483
(3,635,000 (2,470,000
(2,748,013 (3,269,638
(31,066,577 (38,746,438
104,078,22 67,350,00
6,326,83 10,701,67
(80,799,000 (75,000,000
29,606,05 3,051,67
5,892,20 (16,163,889
40,387,33 56,551,22
"$ 4627954 | $ 40,387,33

$(184,986,977

10,066,97
729,40

(4,601,198

(466,612
15,29
8,68
33,60
4,021,75
702,11
1,329,08
3,283,590

$(178,113,103

8,929,41
1,457,76

(577,120
(2,627,553
(61,443
1,27
52,46
9,793,12
(1,302,734
1,312,18
1,172,88

¥ $(169,864,273

¥ $(159,962,840




Statement of Cash Flows 6.5

FAQ’s (Frequently Asked Questions) — Statement of Cash Flows

QUESTION 1

ANSWER 1

QUESTION 2

ANSWER 2

QUESTION 3

ANSWER 3

QUESTION 4

ANSWER 4

QUESTION 5

ANSWER 5

QUESTION 6

ANSWER 6

How should scholarship tuition discounts be shown on the Statement of Cash Flows?

The tuition net of discount shows on the Statement of Cash Flows less any
outstanding receivables. Scholarship tuition discounts are non-cash adjustments so
that only those scholarships that represent disbursements are reported as an expense
and the tuition amount is the revenue earned. Federal financial aid is reported as
grant/contract income. When it is used to satisfy tuition accounts it is a discount
because no disbursement was made. This procedure also assures that the income is
only reported once in the financial statement (contrary to prior periods when it was
reported both as grant revenue and as tuition revenue when the student’s fee bill was
satisfied).

What guidance is available with respect to the reporting of cash flows?

GASB Statement 9, Reporting Cash Flows of Proprietary and Nonexpendable Trust
Funds and Governmental Entities that Use Proprietary Fund Accounting, was issued
in September 1989. The GASB staff issued an implementation guide for GASB
Statement 9 dated June 1992 that addresses many specific implementation questions.

How is interest collected on student loans reported in the Statement of Cash
Flows?

Because student loans are program activities, interest collected on these loans is
reported as operating revenues in the Statement of Revenues, Expenses, and
Changes in Net Assets and as cash flows from operating activities in the Statement of
Cash Flows.

How should the sale of fixed assets be shown in the Statement of Cash
Flows?

The proceeds from the sale of fixed assets are displayed in the capital financing
activities section. Removal of the fixed asset and accumulated depreciation are not
cash items and thus would not be reflected in the recognition of the cash inflow.
Additionally, depreciation expense is displayed as a reconciling item in the
reconciliation of net operating revenues (expenses) to net cash provided (used) by
operating activities.

Are there situations where information may be reported net instead of gross in the
Statement of Cash Flows?

Generally, all activities should be reported gross in the Statement of Cash Flows.
However, there are some circumstances where net reporting is appropriate because
(1) their turnover is quick, (2) their amounts are large, and (3) their maturities are
short. Examples include loans receivable and debt (if the original maturity of the asset
or liability is three months or less). In addition, investment income may be recognized
net of the amount charged for external investment management fees (See GASB 9,
Paragraph 13).

What basic information is needed to report cash flows from investment activity in the
Statement of Cash Flows?

Four components are needed to report cash flows from investments.
. gross purchases of investments

. gross sales of investments

. proceeds from the sale of donated investments

) investment income received on investments
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Statement of Cash Flows 6.5

FAQ’s (Frequently Asked Questions) — Statement of Cash Flows

QUESTION 7

ANSWER 7

QUESTION 8

ANSWER 8

QUESTION 9

ANSWER 9

QUESTION 10

ANSWER 10

QUESTION 11

ANSWER 11

How are gains and losses from endowments or other long-term investments reported
in the Statement of Cash Flows?

Only realized cash inflows are reported in the investing section in the Statement of
Cash Flows. Unrealized gains are not reported in the reconciliation of net operating
revenues to net cash flows provided by operating activities because the reconciliation
begins with operating income (loss) and such transactions are deemed to be non-
operating revenues.

If a grant or contract provides for equipment acquisitions, how should the amounts
provided for equipment and other capital items be reported?

The primary purpose of the grant or contract dictates whether the transaction will be
reported as operating or nonoperating. If the agreement represents an exchange
transaction, and the equipment is merely incidental to the program activity, it will be
classified as an operating activity. If the primary purpose is equipment acquisition, it is
considered a capital grant and the transaction is reported as capital financing in the
Statement of Cash Flows and as non-operating revenue in the Statement of
Revenues, Expenses and Changes in Net Assets, if the acquisition exceeds the fixed
asset capitalization threshold. If the acquisition does not meet the capitalization
threshold, that portion of the transaction must be reported in the operating activities
section of the Statement of Cash Flows.

Where are gains (losses) on the disposal of capital assets reported in the Statement of
Cash Flows?

The total amount of cash received is displayed as an inflow in the cash flows from the
capital financing activities section of the Statement of Cash Flows. The gain (loss) is
reported as non-operating revenue on the Statement of Revenues, Expenses, and
Change in Net Assets.

How are collection costs and penalty and interest revenue associated with ad valorem
taxes reported on the Statement of Cash Flows?

For maintenance and operating taxes, related collection costs and incidental revenue
should be netted against the ad valorem tax revenue and reported in the non-capital
financing activities section. For debt services taxes, related collection costs and
incidental revenue should be netted against the ad valorem tax revenue and reported
in the capital and related financing activities section.

How are employee reimbursement payments for travel, continuing education, etc.
reported on the Statement of Cash Flows?

These payments are reported as payments to suppliers for goods and services in the
operating activities section.
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Statement of Cash Flows 6.5

FAQ’s (Frequently Asked Questions) — Statement of Cash Flows

QUESTION 12

ANSWER 12

QUESTION 13

QUESTION 13

QUESTION 14

ANSWER 14

QUESTION 15

ANSWER 15

QUESTION 16

ANSWER 16

QUESTION 17

ANSWER 17

Do we disregard Mandatory and Non-mandatory transfers between funds, because
they zero each other out?

Yes

How is amortization of bond issuance costs shown on the Statement of Revenues,
Expenses, and Changes in Net Assets?

The amortization will show as a non-cash operating expense on the Statement of
Revenues, Expenses, and Changes in Net Assets and will not show on the Statement
of Cash Flows because it is a hon-cash transaction.

How do we handle "Other non-operating revenues" in the Statement of Cash Flows?
Examples included: library fine revenue, facility rental revenue, miscellaneous income,
ticket sales, copier revenue, advertising sales, discount on sales tax, and collection
fees received.

Everything except discount on sales tax is an operating revenue. The library (as well
as copier revenue) is a part of the college’s ongoing mission. The facility rental, ticket
sales, advertising sales are probably part of the auxiliary activities also an ongoing
part of the institution’s mission. GASB 9 defined collection fees received as operating
so that is operating as well. The discount on sales tax is pass-through (neither
revenue nor expense — a contra account to revenue) and will not show in the
Statement of Cash Flows.

How should Bad Debt Expense be shown on the Statement of Cash Flows?

Bad Debt Expense is a non-cash expense and will not appear in the reconciliation
section on the Statement of Cash Flows.

How should Donated Building Rental ($204,000) be shown on the Statement of Cash
Flows? On the SRECNA, building rental expense is shown as an operating expense
and the revenue is shown as a gift under non-operating revenues. Is this correct?

Both the rental income and expense should be shown as operating on the Statement
of Cash Flows. The revenue should not be under non-operating revenue.

How should a donated capitalized asset be shown on the Statement of Cash Flows?
It is shown as a gift under non-operating revenues on the Statement of Revenues,
Expenses, and Changes in Net Assets.

The donated capitalized asset should not be shown on the Statement of Cash Flows

because there was no cash transaction involved. It should be shown as a capital
contribution on the Statement of Revenues, Expenses, and Changes in Net Assets.
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Statement of Cash Flows 6.5

FAQ’s (Frequently Asked Questions) — Statement of Cash Flows

QUESTION 18

ANSWER 18

QUESTION 19

ANSWER 19

We have receivables for non-operating activities. How and where should this affect
the Statement of Cash Flows? For example, taxes receivable, interest receivable,
facility rental receivable.

These should show under the reconciliation section of the Statement of Cash Flows. If
the non-operating activity receivable is for interest income, this is a second adjustment
in the reconciliation section of the balance sheet. The change in interest receivable
would then be an adjustment to the investment activity interest income so that only the
cash received for interest is included. A comparable adjustment would be required
with the non-operating activity is interest payable.

Should the reconciliation portion of the Statement of Cash Flows use the change in
total receivables/payables or only the change in operating receivables/payables?

The reconciliation section of the Statement of Cash Flows will use all the receivables
and payables in total, separated by operating and non-operating. Then items that are
not part of operations (such as interest receivable, interest payable, and so on) are
eliminated as a line item so that they may be reported in the appropriate cash flow
activity.

Page 80



Statement of Cash Flows 6.6

Checklist — Statement of Cash Flows

Please note that item numbers tie to complete checklist in Appendix D.

THE ANNUAL FINANCIAL REPORTING REQUIREMENTS CHECKLIST
YijAor # Criteria
STATEMENT OF CASH FLOWS (EXHIBIT 3)
Does the statement categorize cash flows as follows: cash flows from operating activities; cash flows
54. from non-capital financing activities; cash flows from capital and related financing activities; and cash
flows from investing activities? [GASB 9 31]
55 Are cash flows from operating activities reported by major classes of receipts and disbursements (i.e.,
' the direct method)? [GASB 9 31]
Has the college refrained from combining cash flows for non-capital financing activities and cash flows
56. from capital and related financing activities into single cash flows from financing activities category?
[GASB 9 53-54]
57 Has the college reported disbursement for the acquisition of capital assets as cash flows from capital
' and related financing activities? [GASB 9 57a;]
58 Are cash receipts and cash payments generally reported gross rather than net?
' [GASBS9: 12-14]
59 Does the figure reported as cash and cash equivalents at the end of the period trace to a similar
' account or accounts on the Statement of Net Assets (Exhibit 1)? [GASB 9: 8;]
60 Is the statement accompanied by a schedule that reconciles operating income and cash flows from
' operating activities? [GASB 9 7]
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SECTION 7: NOTES TO THE FINANCIAL STATEMENTS

7.1

7.2

7.3

7.4

7.5

7.6

7.7

7.8

7.9

7.10

7.11

7.12

7.13

7.14

7.15

7.16

7.17

7.18

7.19

7.20

7.21

7.22

7.23

7.24

7.25

Reporting Entity

Summary of Significant Accounting Policies
Authorized Investments

Deposits and Investments

Derivatives

Capital Assets (including library books)
Long-Term Liabilities

Debt and Lease Obligations

Bonds Payable

Advance Refunding Bonds

Defeased Bonds Outstanding

Short-Term Debt

Employees’ Retirement Plan

Deferred Compensation Program
Compensable Absences

Pending Lawsuits and Claims
Disaggregation of Receivables and Payables Balances
Funds Held in Trust by Others

Contract and Grant Awards

Self-Insured Plans

Post-Retirement Health Care, and Life Insurance Benefits
Property Tax

Branch Campus Maintenance Tax

Income Taxes

Component Units
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SECTION 7: NOTES TO THE FINANCIAL STATEMENTS (Continued)

7.26

7.27

7.28

7.29

7.30

Related Parties (Not a Component Unit)

Subsequent Events (as needed)

Postemployment Benefits Other than Pensions

FAQ's (Frequently Asked Questions) — Notes to the Financial Statements

Checklist — Notes to the Financial Statements
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Notes to the Financial Statements 7.1

Reporting Entity

REPORTING ENTITY

1. Reporting Entity

Sample Community College (SCC) was established in YYYY, in accordance with
the laws of the State of Texas, to serve the educational needs of the Taxing
Entity and the surrounding communities. The SCC is considered to be a special
purpose, primary government according to the definition in Governmental
Accounting Standards Board (GASB) Statement 14. While the College receives
funding from local, state, and federal sources, and must comply with the
spending, reporting, and record keeping requirements of these entities, it is not a
component unit of any other governmental entity.
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Notes to the Financial Statements 7.2

Summary of Significant Accounting Policies

SUMMARY OF
SIGNIFICANT
ACCOUNTING
POLICIES

REPORTING
GUIDELINES

TUITION
DISCOUNTING

BASIS OF
ACCOUNTING

BUDGETARY
DATA

CASH AND
CASH
EQUIVALENTS

2. Summary of Significant Accounting Policies

The significant accounting policies followed by the College in preparing these
financial statements are in accordance with the Texas Higher Education
Coordinating Board’'s Annual Financial Reporting Requirements for Texas Public
Community and Junior Colleges. The College applies all applicable GASB
pronouncements and all applicable Financial Accounting Standard Board (FASB)
statements and interpretations issued on or before November 30, 1989, unless
they conflict or contradict GASB pronouncements. The College has elected not
to apply FASB guidance issued subsequent to November 30, 1989, unless
specifically adopted by the GASB. The College is reported as a special-purpose
government engaged in business-type activities.

Texas Public Education Grants

Certain tuition amounts are required to be set aside for use as scholarships by
qualifying students. This set aside, called the Texas Public Education Grant
(TPEG), is shown with tuition and fee revenue amounts as a separate set aside
amount (Texas Education Code §56.033). When the award is used by the
student for tuition and fees, the amount is recorded as tuition discount. If the
amount is dispersed directly to the student, the amount is recorded as a
scholarship expense.

Title 1V, Higher Education Act Program Funds

Certain Title IV HEA Program funds are received by the College to pass through

to the student. These funds are initially received by the College and recorded as

revenue. When the award is used by the student for tuition and fees, the amount
is recorded as tuition discount. If the amount is dispersed directly to the student,
the amount is recorded as a scholarship expense.

Other Tuition Discounts

The College awards tuition and fee scholarships from institutional funds to
students who qualify. When these amounts are used for tuition and fees, the
amount is recorded as a tuition discount. If the amount is dispersed directly to
the student, the amount is recorded as a scholarship expense.

The financial statements of the College have been prepared on the accrual basis
whereby all revenues are recorded when earned and all expenses are recorded
when they have been reduced to a legal or contractual obligation to pay.

Each community college in Texas is required by law to prepare an annual
operating budget of anticipated revenues and expenditures for the fiscal year
beginning September 1. The College’s Board of Trustees adopts the budget,
which is prepared on the accrual basis of accounting. A copy of the approved
budget and subsequent amendments must be filed with the Texas Higher
Education Coordinating Board, Legislative Budget Board, Legislative Reference
Library, and Governor's Office of Budget and Planning by December 1.

The College’s cash and cash equivalents are considered to be cash on hand,

demand deposits, and short term investments with original maturities of three
months or less from the date of acquisition.
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Notes to the Financial Statements 7.2

Summary of Significant Accounting Policies

INVESTMENTS

INVENTORIES

CAPITAL
ASSETS

In accordance with GASB 31, Accounting and Financial Reporting for Certain
Investments and External Investment Pools, investments are reported at fair
value. Fair values are based on published market rates. Short-term investments
have an original maturity greater than three months but less than one year at time
of purchase. [The governing board has designated public funds investment pools
comprised of $X,XXX and $X,XXX at FY2 and FY1, respectively to be short-term
investments]. Long-term investments have an original maturity of greater than
one year at the time of purchase.

Inventories consist of consumable office supplies, physical plant supplies, food
service supplies, and bookstore stock. Inventories are valued at (insert inventory
valuation method) and are charged to expense as consumed.

Capital assets are recorded at cost at the date of acquisition, or fair value at the
date of donation. For equipment, the District’'s capitalization policy includes all
items with a unit cost of $5,000 or more and an estimated useful life in excess of
one year. Renovations of $100,000 to buildings and infrastructure and land
improvements that significantly increase the value or extend the useful life of the
structure are capitalized. The costs of normal maintenance and repairs that do
not add to the value of the asset or materially extend assets’ lives are charged to
operating expense in the year in which the expense is incurred.

Depreciation is computed using the straight-line method over the estimated useful
lives of the assets, generally 50 years for buildings, 20 years for land
improvements, 15 years for library books, 10 years for furniture, machinery,
vehicles and other equipment and 5 years for telecommunications and peripheral
equipment.
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Notes to the Financial Statements 7.2

Summary of Significant Accounting Policies

DEFERRED
REVENUES

ESTIMATES

OPERATING
AND NON-
OPERATING
REVENUE
AND
EXPENSE
POLICY

PRIOR
YEAR
RESTATEMENT

Tuition and fees of $XX and $XX and federal, state and local grants of $XX and
$XX have been reported as deferred revenues at August 31, FY2 and FY1,
respectively.

The preparation of the financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

The College distinguishes operating revenues and expenses from non-operating
items. The College reports as a BTA and as a single, proprietary fund. Operating
revenues and expenses generally result from providing services in connection
with the College’s principal ongoing operations. The principal operating revenues
are tuition and related fees. The major non-operating revenues are state
appropriations and property tax collections. Operating expenses include the cost
of sales and services, administrative expenses, and depreciation on capital
assets. The operation of is not performed by the College. (last
sentence may or may not be necessary but relates to bookstores, etc.)

Prior year restatement as necessary in accordance with APB 20. (If restatements
are made they must be described in this section of the notes disclosure.)
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Notes to the Financial Statements 7.3

Authorized Investments

AUTHORIZED
INVESTMENTS

3. Authorized Investments

SCC is authorized to invest in obligations and instruments as defined in the
Public Funds Investment Act (Sec. 2256.001 Texas Government Code). Such
investments include (1) obligations of the United States or its agencies, (2) direct
obligations of the State of Texas or its agencies, (3) obligations of political
subdivisions rated not less than A by a national investment rating firm, (4)
certificates of deposit, and (5) other instruments and obligations authorized by
statute.
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Notes to the Financial Statements 7.4
Deposits and Investments

DEPOSITS AND 4. Deposits and Investments

INVESTMENTS
Note: A reconciliation of deposits and investments between this footnote and
Exhibit 1 for the reporting entity as a whole MUST be included (See below for an
example of the format to follow).

Cash and Deposits included on Exhibit 1, Statement of Net Assets,
consist of the items reported below:

Cash and Deposits

Bank Deposits FY2 FY1
Demand Deposits BXXX, XXX PBXXX, XXX
Time Deposits XXX, XXX XXX, XXX
XXX, XXX XXX, XXX

Cash and Cash Equivalents

Petty Cash on Hand BXXXK, XXX PBXXX, XXX
Reimbursements in Transit XXX, XXX XXX, XXX

XXX, XXX XXX, XXX

Total Cash and Deposits BXXX, XXX BXXX, XXX

Reconciliation of Deposits and Investments to Exhibit 1

Type of Security Market Value Market Value
August 31, FY2 | August 31, FY1

U.S. Government Securities BXXXK, XXX BXXK, XXX
U.S. Instrumentality Securities XXX, XXX XXX, XXX
Real Estate Investments XXX, XXX XXX, XXX
Totals BXXK, XXX BXXK, XXX
Total Cash and Deposits BXXX, XXX
Total Investments $XXX, XXX
Total Deposits and Investments $XXX, XXX
Cash and Temporary Investments (Exhibit 1) BXXK,XXX
Inve;tr_nents BXOOXHK
(Exhibit 1) '
TOTAL DEPOSITS AND INVESTMENTS BXXX, XXX

(Note: Annual Investment Reports must agree with this footnote)
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Notes to the Financial Statements 7.4
Deposits and Investments

{NOTE - The following represents examples of possible disclosures required by
GASB Statement No. 40. Preparers of financial statements should be familiar with
GASB Statement No. 3, GASB Statement No. 31, GASB Statement No. 40, and
GASB 40 Implementation Guide.

Disclosure is required only if the District is exposed to any of the following risk
credit risk, custodial credit risk, concentration of credit risk, interest rate risk, and
foreign currency risk. The District is required to disclose its deposit or investment
policy related to the specific risks that are applicable to the District. Only formally
adopted policies that have been approved by the board or included as part of a
contract are considered policies. If the District does not have a policy for any of
the risk categories, the footnote should indicate that fact.}

As of August 31, FY2 the District had the following investments and maturities

Weight Average

Investment Type Fair Value Maturity (Years)
U.S. Government Securities PBXXX, XXX 1.23
U.S. Treasuries BXXX, XXX 1.32
Commercial Paper BXXX, XXX 0.14
Investment Pool BXXX, XXX 0.22
Certificate of Deposit $XXX, XXX 0.18
Municipal Bonds BXXX, XXX 2.00
Total Fair Value XXX, XXX
Portfolio weighted average maturity 0.75

- OR -
Investment Maturities (in Years)

Investment Type Fair Value Less than 1 1to2 2to3
U.S. Government Securities XXX, XXX PXXX, XXX BXXX, XXX -
U.S. Treasuries BXXX, XXX BXXX, XXX PXXX, XXX -
Commercial Paper BXXX, XXX BXXX, XXX - -
Investment Pool BXXX, XXX PXXX, XXX - -
Certificate of Deposit BXXX, XXX BXXX, XXX - -
Municipal Bonds BXXX, XXX - BXXX XXX XXX, XXX
Total Fair Value BXXX, XXX PXXX, XXX BXXXXXX BXXX, XXX

-OR -

Specific ldentification
-OR -
Duration (probably not commonly used)
-OR -

Sumulation Model (probably not commonly used)
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Notes to the Financial Statements 7.4
Deposits and Investments

{Note

1. Governments are encouraged to select the disclosure method that is most
consistent with the method used to identify and manage interest rate risks.

2. Any assumptions on maturity dates should be disclosed.

3. Debt instruments that are highly sensitive to interest rate changes have
additional disclosures (i.e. Variable Rate Investments, etc).

4. Disclosure should be made by investment type.}

Interest Rate Risk - In accordance with state law and District policy, the District
does not purchase any investments with maturities greater than 10 years.

Credit Ris