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Not-for-Profit Organizations (NPOs) currently apply accounting standards issued by the Accounting
Standards Board (AcSB). The Section 4400 Series of Standards contain specific guidance for NPOs.
Since the issuance of the 4400 series became effective in 1997, there have been very few changes
to the standards applicable to NPOs. This is about to change. In September 2008, the AcSB issued
a number of changes to the 4400 series and other standards applicable to NPOs. In addition, in
December 2008, an Invitation to Comment (ITC) was issued to address the future direction
of standards for NPOs.

The Future Direction of Standards for Not-for-Profit Organizations

The AcSB has the authority to establish standards for private NPOs while the Public Sector Accounting
Board (PSAB) has the authority to establish standards for government NPOs. To date, the PSAB has
required NPOs in the government sector to apply the accounting standards issued by the AcSB in the
current Canadian Handbook.

In December 2008, the AcSB and the PSAB jointly issued an ITC entitled “Financial Reporting by
Not-for-Profit Organizations” which solicits comments from NPOs’ stakeholders on the direction of
standards for NPOs. Until a strategy is developed, all NPOs (private and government) will continue to
apply the current CICA Handbook standards including the 4400 series for NPOs.

Respondents to the ITC are asked to comment on items including: how much, if any, of a linkage to
other sectors’ accounting is needed; whether there should be just one set of standards for all NPOs or
whether there is support for different options for NPOs depending on whether they are in the private
or government sector.

Currently, the AcSB has tentatively concluded that the possible available options for private sector
NPOs are:
e International financial reporting standards (IFRS); or

e Private enterprise standards that will be issued in an Exposure Draft by the end of March 2009
supplemented by standards specific to NPOs (similar to the Section 4400 series in the current
CICA Handbook).
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The AcSB has stated that any NPO could elect to follow IFRS even if option 2 was chosen.

The private enterprise sector Handbook will be based upon the CICA Accounting Handbook in existence at
February 2008 but will contain simplifications in accounting for some of the complex standards (e.g. financial
instruments or goodwill impairment), reduce disclosure and eliminate all EICs and irrelevant standards.
NPO stakeholders should consider reading and responding to the Exposure Draft since it may be the GAAP
they will be using. If the views of the respondents to the Exposure Draft are favourable, then the private
company standards should be issued by the end of 2009.

The PSAB has tentatively concluded that the possible available options for public sector NPOs are:
1. Public sector accounting standards; or

2. Public sector standards supplemented by standards specific to NPOs (similar to the Section 4400s series
in the current CICA Handbook).

It is important that all stakeholders in the NPO sector read the Invitation to Comment and provide their views
to the two Boards on the strategic direction for NPOs. The deadline to respond is June 30, 2009.

Changes to Current Standards

The following new standard and changes to existing standards were issued in September 2008 and are effective
for years beginning on or after January 1, 2009:

Statements of Cash Flows and Interim Financial Statements

The AcSB amended Sections 1540, Statement of Cash Flows, 1751, Interim Financial Statements, and 4400,
Financial Statement Presentation by Not-for-Profit Organizations to require NPOs to apply the same
standards as profit-oriented entities with respect to statements of cash flows and interim financial
statements. Additional guidance on specific items relating to NPOs within statements of cash flows
such as the classification of restricted, unrestricted and endowment contributions and statements of
cash flows for organizations following the restricted fund method have been added to Section 4400.

Net Assets Invested in Capital Assets

The AcSB has eliminated the requirement to treat net assets invested in capital assets as a separate component
of net assets; instead, NPOs are permitted to present net assets invested in capital assets as a category of
internally restricted net assets when they choose to do so. The AcSB decided to make this change because
they concluded that net assets invested in capital assets should be treated in the same manner as reserves in
profit-oriented entities and any other net asset amounts that are internally restricted.

Presentation of Revenues and Expenses

Amendments were made to Section 4400, Financial Statement Presentation by Not-for-Profit Organizations and
Emerging Issues Committee Abstract (EIC) 123, “Reporting Revenue Gross as a Principal Versus Net as an
Agent” to clarify that revenues and expenses must be recognized on a gross basis when an NPO is acting
as the principal in the transaction and on a net basis when an NPO is acting as an agent who essentially
earns a commission, fee or equivalent of a contribution from the transaction. Illustrative examples for
NPOs have been added to EIC-123. Excerpts of the examples have been provided in Appendix A.

Capital Assets Held by NPOs

The AcSB has provided improved guidance in Section 4430, Capital Assets Held by Not-for-Profit
Organizations to clarify the application of the section so NPOs are aware that the relief from the section
was not intended to allow NPOs to choose to capitalize capital assets and not amortize them or to set up
various capital assets and not others. A paragraph was added to explain that organizations that capitalize
their capital assets must comply with all other relevant provisions of the section and other relevant Handbook
sections and thus capitalize, amortize and write down all classes of capital assets in accordance with those
Handbook sections.
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Related Party Transactions

The AcSB amended Section 4450, Reporting Controlled and Related Entities by Not-for-Profit Organizations to make the
terminology used in the scope exemption consistent with that used in the Related Party Transactions
Handbook section for profit-oriented entities. The scope exemption applies to management compensation
arrangements, including employee future benefits accounted for in accordance with Section 3461, Employee
Future Benefits, expense allowances and other similar payments to individuals in the normal course of
operations.

Disclosure of Allocated Expenses

Lastly, the AcSB issued an entirely new Handbook section, Section 4470, Disclosure of Allocated Expenses by
Not-for-Profit Organizations. This Section requires NPOs that make allocations of general support and fundraising
costs to other functions to disclose their accounting policy on the allocation of those costs among the
functions, the nature of the expenses being allocated, the basis on which the allocations have been made, and
the amounts that have been allocated. General support expenses include expenses such as administration
or general office activities such as corporate governance, general management, payroll administration,
budgeting and accounting, information technology, human resources, and financing. An illustrative example
of an accounting policy and note disclosure for an organization that reports its operations by function (e.g.
development, education and fundraising) has been provided in Appendix B.
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Appendix A

lllustrative Examples - Application of EIC-123 ‘“Reporting Revenue Gross as a
Principal Versus Net as an Agent” to Various Not-for-Profit Organization Situations'

Example A - Funded Development

A Not-for-Profit organization (NPO) receives funding to undertake a specific research project. The NPO
contracts with a scientist to perform the research. The NPO would not have undertaken the research project
had the funds not been made available.

Although the NPO would not have undertaken the research project without the availability of the funding, the
NPO acts as the principal in contracting with the scientist. It specifies the details of the research to be carried
out, and has discretion in selecting the scientist and establishing the price to be paid. As a result, the NPO
should recognize the expenses in the statement of operations, and the related funding as revenue.

Example B - Direct Fundraising Activities

A NPO engages in a number of fundraising activities, which include a fundraising telethon, a telephone
campaign, a direct mail campaign, special events and a lottery. The NPO uses an outside fundraising
consultant to conduct the telethon and uses the NPO's own staff and volunteers in the telethon and the
telephone campaign. Funds solicited in each of the activities are raised in the name of the NPO.

Even though the NPO uses an outside fundraising consultant to conduct the telethon, the NPO is the principal
in the relationship with the donors as the funds are raised in its name and the NPO is using its own staff and
volunteers. The NPO has discretion in selecting the outside fundraiser, in establishing the fees to be paid and
in determining the specifications of the telethon. The NPO also has the credit risk if donors to the telethon
do not pay according to their pledge. As a result, the NPO recognizes the gross fundraising amounts raised in
each of the activities as revenue of the NPO and the total expenses of each activity, including the fees charged
by any outside party, as expenses of the NPO.

Example C - Fundraising Conducted by Others

A NPO is given the net proceeds from an event held by others to benefit the NPO without having any control
over, or responsibility for, the gross amounts of revenues or expenses involved.

The gross revenues and expenses are not revenues and expenses of the NPO itself. The NPO is not the
principal in the fundraising event as it was not involved in organizing the event and did not bear any risks in
connection with it. The amount received by the NPO is a donation from the organizers of the event. Neither
the gross revenues nor the gross expenses of the event are recognized in the NPO’s financial statements. The
net proceeds received are recognized as a contribution.

! These examples are from the CICA Handbook, December 2008, EIC-123 Examples 14 to 16.
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Appendix B

lllustrative Example - Disclosure of Allocated Expenses by a Not-for-Profit Organization

NPO A engages in providing relief programs in developing countries and provides educational seminars
on international development issues. They perform the following functions: development, education and
fundraising.

Accounting Policy — Allocation of Expenses

NPO A engages in development, education and fundraising programs. The costs of each program include
the salaries and benefits, supplies, transportation and other expenses that are directly related to providing
the program. The organization also incurs a number of general and administrative support expenses that are
common to the administration of the organization and each of its programs.

Both the education and fundraising programs include the use of the same brochures to further the work of
NPO A. The brochures are designed and intended to achieve a specific educational objective. Some of the
brochure mailings included in direct mail fundraising campaigns are mailed to specific individuals who have
been identified as potential beneficiaries of the educational component of the brochures. The cost of those
specific brochures is allocated from fundraising to the education program.

NPO A allocates certain general support expenses to its development, education and fundraising programs
as follows:

Proportionately on the same percentage as the direct

Human Resources Department Expenses . .
p p salaries and benefits of the program.

Proportionately on the basis of the total costs of the

Information Technology Department Expenses .
sy Lep p program excluding IT department costs.

Note X:Allocation of Expenses

Fundraising expenses reported in the statement of operations of $60,000 (2008 — $52,000) are reported
after an allocation of 510,000 (2008 — $8,000) was made to the education program, representing the cost of
brochures that were part of a direct mail campaign to specific donors who can benefit from the educational
content therein.

General support expenses—which include the human resources and information technology departments—of
$97,000 (2008 — $90,000) have been allocated to other programs as follows:

2009 (%) 2008 (3)
Development 19,000 16,000
Education 35,000 33,000
Fundraising 16,000 15,000
General administration 27,000 26,000
Total $97,000 $90,000
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