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A monthly update for exempt organizations


 Pledges are great, but do I record them as income?
Your organization just received a major pledge - great news.  Some period of time will now likely pass before you actually receive the money.  Meanwhile, how does your organization account for the pledge it received in its financial statements?  Can you count it as revenue now or later?  You must ask several specific questions to arrive at the correct answer.  
The authoritative guidance governing this area is Statement of Financial Accounting Standards No. 116 as issued by the Financial Accounting Standards Board:  “Accounting for Contributions Received and Contributions Made.”

There are many different forms and types of contributions.  They can be in virtually any form - cash, securities, real estate or dozens of other assets.  A contribution can also be in the form of a mere promise to give in lieu of an immediate contribution.

Step 1.  In the case of a promise to give, often referred to as a pledge, the initial question to be asked is whether the donor was expressing an intention to give or a promise to give.  This goes to the very essence of a contribution.  A simple intention to give is not allowed to be recorded unless it is enforceable by law.  Distinguishing between an intent to give and a promise to give is very important but is sometimes very subjective.  

Step 2.  If your organization concludes that a promise has been made, the next question that needs to be asked is whether there is proof in the form of verifiable documentation.  FASB 116 specifically mandates that “…to be recognized in financial statements there must be sufficient evidence in the form of verifiable documentation that a promise was made and received.” 

Even though a promise may be oral, there must still be the requisite “verifiable documentation.”  What is clear is that a written pledge letter, a pledge form, or grant award letter is verifiable evidence of a promise to give.                                       

Step 3.  Once you have determined that a promise to give has been made, and that you have verifiable documentation, you now must ask whether the promise contains any donor imposed condition(s).  If there are any donor imposed conditions, the organization should not record any revenue upon receipt of the contribution.  
In the event cash or other assets are actually received with a donor condition, the organization would not record any revenue, but only a corresponding liability.  

It is sometimes difficult to tell whether or not the organization has received a conditional promise to give or it has received a grant award.  Sometimes something that sounds like a condition is really not a condition at all. FAS 116 provides the following guidance:

“A conditional promise to give is considered unconditional if the possibility that the condition will not be met is remote. For example, a stipulation that an annual report must be provided by the donee to receive subsequent annual payments on a multiyear promise is not a condition if the possibility of not meeting that administrative requirement is remote.”  

Step 4.  If there are no conditions attached to a promise, grant, or other contribution, the next question must be: should the revenue be recognized in its entirety at the time of the contribution or promise to give, or recognized ratably as the funds are actually received?  The general rule is that the revenue must be recognized all up front at the time the contribution is made.  
Step 5.  The final question to be asked is whether the contribution is restricted by the donor?  If the answer is yes, then the restricted portion of the contribution must be classified as “restricted revenue.”

There are only two types of restrictions:  permanent restrictions and temporary restrictions.  Permanently restricted gifts are those in which the principal amount must typically be left unspent but where the income thereon may be used for donor determined purposes.  
Temporary restrictions fall into two categories:  (1) time restricted - where funds need to be spent within a particular time period, and (2) purpose restricted - where the funds must be spent for particular purposes - sometimes both occur with the same contribution.

This 5 step process should allow you to answer most questions about when and how you are to record your grants, pledges, and other contributions in your financial statements.
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Other Developments

· Governance.  The IRS has raised the governance bar for public charities. It has issued a revised Form 990, the annual information return filed by most nonprofits based on the premise that good governance produces better tax compliance. The form includes an entirely new governance part, which, in effect, increases scrutiny of the management policies and practices of nonprofit organizations in matters directly and indirectly related to the organization's tax law compliance. Careful responses to the substantial issues raised by these new governance questions will require advance review and planning by the charity, its CPAs and legal advisers.

The revised Form 990 will be effective for tax years beginning after January 1, 2008. Nonprofits should carefully review their organizations' policies so that they are fully prepared to demonstrate compliance with both tax laws and "best practices" of nonprofit governance.

* ** * * * *

· Mileage for charitable purposes.  Congress is considering a dozen different bills which would increase the tax deduction for people who use their automobiles as part of their volunteer charity work.  Under current federal law, those who drive their car for charitable purposes may deduct 14 cents per mile for their car costs or be reimbursed at that rate by the charity without being subject to federal income taxes.
More and more members of Congress are beginning to realize that that rate is simply too low - especially given the historic rise in gasoline prices in the past year.  

Some of the pending bills raise the amount only slightly.  Two of the more likely bills would either (1) raise the amount to 70 percent of the business rate (currently 58.5 cents per mile) or (2) 100 percent of the business rate.  Whichever bill is ultimately passed, the increased rate will be welcome news to the charitable sector and to the volunteers that serve them. 

* ** * * * *

· [image: image2.jpg]Property taxes.  In a somewhat surprising ruling, an Illinois Appeals Court has ruled that Provena Covenant Medical Center is required to pay property taxes.  The Court agreed with the state Department of Revenue and local tax authorities when it concluded that the  
hospital does not provide enough charity care to qualify for a tax exemption.  

This started in 2004 when Provena was denied renewal of its tax exemption by the Department of Revenue and was obligated to pay more than $1-million a year in property taxes.  On first appeal, an administrative judge sided with the hospital, but the Department of Revenue rejected that recommendation.  The appellate court was then asked to consider the matter.

The whole issue revolves around the seemingly simple issue as to what constitutes “charitable care.”  The Department of Revenue Director refused to classify as “charity care” any portion of the more than $10 million of unreimbursed costs for Medicare and Medicaid that Provena claimed to have incurred. The Director further noted that Provena received only $6,938 in donations, or .00067% of collected revenue, and based his decision, at least in significant part, on the fact that most of Provena's revenue came from payment for services rendered rather than from public and private charitable donation support.

Hospitals across the nation have closely watched the Provena case, as many health care institutions are being challenged on their property tax-exempt status.  What is ironic is that under the requirements laid out in the ruling, none of the hospitals in Illinois could be considered a charitable institution.  
* ** * * * *

· Update of Per Diem Rates.  The General Services Administration (GSA) has updated the maximum per diem rates for locations within the continental United States (CONUS).  GSA establishes the CONUS per diem rates to establish the maximum amount which federal employees can be reimbursed for expenses incurred while on official travel. The CONUS per diem rate for an area is actually three allowances in one:  the lodging allowance, the meals allowance and the incidental expense allowance. Most of the CONUS (about 3,000 counties) are covered by the standard CONUS per diem rate of $109 ($70 lodging, $39 meals and incidental expenses). The list is effective for fiscal year (FY) 2009.

For a complete analysis of rates by location, please visit:

http://www.gsa.gov/Portal/gsa/ep/contentView.do?contentId=17943&contentType=GSA_BASIC
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“If you have any comments or would like to see a particular topic covered by a future newsletter, please send an email to � HYPERLINK "mailto:newsletter@eoag.com" �newsletter@eoag.com� or call (213) 972-4033 Ext 5.”
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