












































































































ANNUAL MEETING SCHEDULE -2-

Tuesday, October 24 

1:30 - 4:00 p.m.
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Room io

COD/CAS/COTH Joint Program Ballroom D

Session I

"The Interplay of Governmental
Regulation, Professional Responsibility
and Market Forces in the Field of Health"

Alfred F. Dougherty, Jr.
Director, Bureau of Competition
Federal Trade Commission

Julius R. Krevans
Dean, University of California,

San Francisco
School of Medicine

Session II

"Biomedical Research and the Public
Interest: The Role of Public Sector
Regulation"

Laura Nader
Professor of Anthropology
University of California, Berkeley

Joshua Lederberg
President
Rockefeller University
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faculty will include:
Don L. Arnwine
President
Charleston Area Medical Center
Charleston, WV

James A. Campbell, M.D.
President
Rush Presbyterian St. Lukes Medical Center
Chicago, IL

Edward J. Connors
President
Sisters of Mercy Health Corporation
Farmington Hills, MI

Jacques Cousin
President
Detroit Medical Center
Detroit, MI

Richard M. Knapp, Ph.D.
Director
Department of Teaching Hospitals
American Association of Medical Colleges
Washington, DC

Mark Levitan
Executive Director
Hospital of the University of Pennsylvania
Philadelphia, PA

Glenn R. Mitchell
Executive Director
Medical Center Hospitals
Norfolk, VA

Merlin L. Olson
Executive Director
University of Colorado Medical Center
Denver, CO

Hiram C. Polk, Jr., M.D.
Professor and Chairman of Surgery
University of Louisville Medical School
Louisville, KY

C. Thomas Smith
President
Yale-New Haven Hospital
New Haven, CT

Samuel 0. Thier, M.D.

Chairman of Medicine
Yale-New Haven Hospital
New Haven, CT

Gail L. Warden
Executive Vice President
American Hospital Association
Chicago, IL

Donald C. Wegmiller
President
Health Central, Inc.
Minneapolis, MN

John H. Westerman
General Director and Associate Professor
University of Minnesota Hospitals and Clinics
Minneapolis, MN

MULTIHOSPITAL
SYSTEM
UNIVESITY
TEACHING HOSPITAL
CONIEENCE

AUGUST 21 — 22, 1978
Rush Presbyterian St. Luke's Medical Center Academic Facility

Chicago, IL

Sponsored By

The Center for Multihospital Systems and
Shared Services Organizations
American Hospital Association

Chicago, IL

Department of Teaching Hospitals
Association of American Medical Colleges

Washington, DC

Rush Presbyterian St. Luke's Medical Center
Chicago, IL
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conference objectives

• t, inform academic health science centers and their teaching
hospitals of the changing configuration in the structure of

the hospital industry.

• to evaluate the potential impact of this evolving configuration on

the medical schools and their teaching hospitals.

• to explore the dimensions of the interface, both in the public and

private sectors, on the programs of the medical schools and their

teaching hospitals in the areas of levels of care of patients and in

the development of medical manpower.

monday, august 21, 1978
8:00 - 8:45 a.m.

8:45 - 9:00

9:00 - 9:30

9:30 - 10:00

10:00 - 11:00

11:00 - 12:00

12:00 - 1:00

1:00 - 2:30

2:30 - 3:00

3:00 - 4:00

4:15 - 7:00 p.m.

Registration

Welcome Address

Keynote Address

Conference Rationale

Coffee

University Teaching Hospitals

and
Multihospital Systems

Reactors Panel

Lunch

Multihospital System Implications

Coffee

Reactors Panel

Cocktails/Dinner

Speaker

tuesday, august 22, 1978
9:00 - 10:30 a.m. Multihospital Systems Models James A. Campbell, M.D.

Jacques Cousin
James A. Campbell, M.D. Glenn R. Mitchell

Gail L. Warden John H. Westerman

10:30 - 11:00 Coffee

11:00 - 12:00 Reactors Panel Merlin L. Olson

Mark Levitan
12:00 - 2:00 Lunch

Hiram C. Polk, Jr. M.D. Summary and Discussion Edward J. Connors
Samuel 0. Thier, M.D.

Adjournment
Richard M. Knapp, Ph. D.

Don L. Arnwine

Donald C. Wegmiller

C. Thomas Smith
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PROGRAM

Multihospital Systems/University Teaching Hospital Conference
Chicago, Illinois

August 21 - 22, 1978

Time

9:00 - 9:30 A.M.

9:30 - 10:00

Monday, August 21, 1978 

Activity 

Moderator: Dr. Samuel Levey

General Session
Keynote Address - Gail L. Warden

Location 

Room 434A
Academic Facility

Coffee Room 600

10:00 - 11:00 General Session Room 434A
Mark Levitan Academic Facility
Hiram C. Polk, Jr., M.D.
Samuel 0. Thier, M.D.
Joseph M. White, M.D.

11:00 - 12:00 Reactors Panel
Red Group Room 434A
Blue Group Room 435A
Green Group Room 438

Academic Facility

12:00 - 1:00 P.M. Lunch Room 600

1:00 - 2:30

2:30 - 3:00

3:00 - 4:30

5:00 - 7:00

Moderator: David G. Dickenson, M.D.

General Session
Don L. Arnwine
Robert E. Toomey
Donald C. Wegmiller

Room 434 A
Academic Facility.

Coffee Room 600

Reactors Panel
Red Group
Blue Group
Green Group

Room 434A
Room 434A
Room 438
Academic Facility

Reception/Dinner Room 600
Speaker - Robert M. Sigmond
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Time 

8:30 - 10:00 A.M.

10:00 - 10:30

10:30 - 12:00

12:00 - 2:00 P.M.

Tuesday, August 22, 1978 

Activity Location

Moderator: David L. Everhard

General Session
James A. Campbell
Jacques Cousin
Glenn R. Mitchell
John H. Westerman

Room 434A
Academic Facility

Coffee Room 600

Reactors Panel
Red Group
Glue Group
Green Group

Lunch
Summary and Discussion:
Richard M. Knapp, Ph.D.

Room 434A
Room 435A
Room 438
Academic Facility

Room 600

•
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FASB DISCUSSION MEMORANDUM

an analysis of issues related to

Conceptual Framework for Financial
Accounting and Reporting:
Objectives of Financial Reporting
by Nonbusiness Organizations

June 15, 1978

Financial Accounting Standards Board
HIGH RIDGE PARK, STAMFORD, CONNECTICUT 06905
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Types of Financial Information to Satisfy User Needs  6

Criteria to Set Boundaries for Objectives of
Financial Reporting 9
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I

OBJECTIVES OF THIS PROJECT

On May 11, 1978, the Financial Accounting Standards Board (
FASB) added to its tech-

nical agenda a project to determine the objectives of financial r
eporting by organizations

other than business enterprises. This project is part of the Board'
s effort to develop a con-

ceptual framework for financial accounting and reporting 
and, as such, will deal with

broad conceptual issues rather than specific standards. The 
project is intended to result in

an FASB Statement of Financial Accounting Concept
s setting forth the objectives of fi-

nancial reporting for organizations other than busines
s enterprises. Implicit in that broad

goal are two narrower objectives, namely, (1) to de
termine whether the objectives of fi-

nancial reporting by nonbusiness organizations (gove
rnmental units and private nonprofit

organizations) are the same as or different from those
 of business enterprises and (2) to

determine whether the objectives of financial reportin
g are the same for all nonbusiness

organizations or are different for various classes of n
onbusiness organizations, such as

governmental units and private nonprofit organizations.

On December 29, 1977, the FASB issued an Expos
ure Draft of the first Statement

of Financial Accounting Concepts, "Objectives o
f Financial Reporting and Elements of

Financial Statements of Business Enterprises." The p
urpose and standing of the series was

explained in that Exposure Draft as follows:

. . . The purpose of the series is to set forth fun
damentals on which financial accounting

and reporting standards will be based. More specifi
cally, Statements of Financial Accounting

Concepts are intended:

• To establish the objectives and concepts that th
e Financial Accounting Standards

Board will use in developing standards of financial a
ccounting and reporting.

• To provide guidance in resolving problems of finan
cial accounting and reporting that

are not addressed in authoritative pronouncements.

• To enhance the assessment by users of the content
 and limitations of information pro-

vided by financial accounting and reporting and 
thereby further their ability to use

that information effectively.

Unlike a Statement of Financial Accounting Standa
rds, a Statement of Financial Accounting

Concepts does not establish accounting principles
 within the meaning of Rule 203 of the

Rules of Conduct of the AICPA (or any successor
 rule or arrangement of similar scope and

intent). Like other pronouncements of the Boar
d, a Statement of Financial Accounting

Concepts may be amended, superseded, or withdr
awn by appropriate action under the

Board's Rules of Procedure.1

The Statement resulting from this project is expecte
d to have a similar standing.

Coincident with its decision to add this project to its 
technical agenda, the FASB de-

cided to defer, pending further study, adding project
s involving specific accounting stand-

ards for nonbusiness entities, either private or governme
ntal.
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This project will consider four broad qutions abou the objectives of financial

reporting of nonbusiness organizations:

• Who uses their financial reports?

• For what purposes is the information in those reports used?

• What types of financial information help satisfy those needs?

• What, if any, criteria should be employed to differentiate various kinds of organiza-

tions in establishing objectives of financial reporting?

Those matters, along with others, are considered in an FASB Research Report, "Fi-

nancial Accounting in Nonbusiness Organizations, An Exploratory Study of Conceptual

Issues" (the Research Report) prepared by Professor Robert N. Anthony of the Harvard

Business School. That report was published by the FASB on May 15, 1978. The inside

cover of this Discussion Memorandum gives details on how copies of the Research Report

may be obtained.

PURPOSE OF THIS DISCUSSION MEMORANDUM

The purpose of this Discussion Memorandum is to:

• Focus on certain specific issues in the Research Report upon which the FASB de-

sires public comment.

• Identify relevant sections of the Research Report containing arguments on both

sides of each issue.

• Amplify certain aspects of those issues.

• Provide specific information about dates and places of public hearings.

The Discussion Memorandum considers all of the issues raised in the Research Re-

port except those raised in Chapter 4 (Issues 9 - 13) which deal more with questions of

specific accounting standards than with objectives. Since this project does not involve

standards, this Discussion Memorandum does not explicitly consider those issues. None-

theless, respondents should study those issues as practical aids in framing objectives and

as specific implementation issues that must fit within the underlying conceptual frame-

work. In addition, respondents should feel free to comment on those issues and relate

them to the specific issues included in this Discussion Memorandum.

RELATIONSHIP OF THE DISCUSSION MEMORANDUM TO

THE RESEARCH REPORT

This Discussion Memorandum does not stand alone It is intended to be used with the

Research Report, and respondents should read the entire Research Report before re-

-60-



• sponding to the issues in the Discussion Memorandum. Respondents should particularly

note that:

1. Dr. Anthony has taken pains to use a uniform terminology in his discussion of
 the

issues. He gives his reasons in the preface to the Research Report:

Of the many problems that had to be dealt with, one of the most perplexing, from a

practical standpoint, was to decide on terminology. Among various nonbusiness organ-

izations, different terms are used for the same ideas, and the same term for different

ideas. For the purpose of communicating in this study, it was necessary to develop a

standard set of terms. These changed with each successive draft because of unintended

inferences that advisors pointed out. The terms in the final report are intended to be

both understandable and also free from an implicit bias in favor of one point 
of view.

sD, Readers may find it difficult to adjust to terms with which they are unfamilia
r, but I

'5 trust they will appreciate the necessity for a standard nomenclature.2

-0 2. This Discussion Memorandum adopts the terminology of the Research 
Report.

Respondents, accordingly, should bear in mind the definitions given to terms in th
e

-0
0 Research Report, which are listed below. In certain cases, these definitions 

differ
sD,

from ones currently employed in certain nonbusiness organizations. Use o
f the

0 Research Report definitions in this Discussion Memorandum does not i
mply that

the FASB agrees or disagrees with these definitions.0

11110 a) Financial Resource Inflows. All financial resources made available during an ac-

counting period that increase the organization's equity. They consist of (1) opera-

ting inflows and (2) capital inflows.

b) Operating Inflows. Financial resource inflows that are related to operating activities

of the current period. They include (1) revenues and (2) other operating inflows.

(Gains and losses are excluded from the discussion in the interests of simplicity.)

c.)
(I) c) Revenues. Amounts realized in exchange for goods and services during the current

period. More technically, "gross increases in assets or gross decreases in liabilities

(or a combination of both) from delivering or producing goods, rendering services,

'5 
or other earning activities of an enterprise during a period."

(E)
d) Other Operating Inflows. (Or nonrevenue inflows.) All operating inflows other th

an

121 
revenues. Examples are contributions, appropriations made by another entity,

grants, and taxes, to the extent that these inflows are related to the operating activ-

ities of the current period.

e) Capital Inflows. All financial resource inflows other than operating inflows. Exam-

ples are contributions, appropriations made by another entity, grants, and taxes, to

the extent that these inflows are intended for the benefit of activities of 
future

periods, rather than those of the current period.

f) Asset Conversions. Transactions that convert an asset or liability into 
another asset

or liability but that do not result in a change in the organization's equity.

-61-



g) Expenses. A monetary measure of the amounts of goods and services used for

operating activities of the current period.

h) Expenditures. A monetary measure of the amounts of goods and services acquired

during the current'period, whether or not used in operating activities of that period.

i) Operating Statement A financial statement that reports operating inflows, expenses,

and the difference between them during the current period.

j) Financial Flow Statement. A financial statement that reports some or all of the fi-

nancial resource inflows, expenditures, and/or asset conversions during the current

period.3

k) Spending has to do with the resources used in an accounting period. It is an inten-

tionally vague term, broad enough to encompass the alternative specific concepts of

encumbrance, expense, expenditure, or cash disbursement. Its only purpose is to

permit statements to be niade that do not imply a preference for one of these spe-

-o cific concepts. It is not recommended for use in a concepts statement; a concepts

c.) statement should use one or more of the specific terms, depending on the approach

-o that is finally decided upon.4

sD,

3. Dr. Anthony uses a specific methodology in discussing issues whi
ch is explained

0 in Chapter 1 of the Research Report.
0

a) Background material is given that describes the nature of the problem and various

alternative approaches that have been proposed for resolving it. This material is

intended to be entirely descriptive; if any value judgments are inferred, their inclu-

sion is unintentional.

b) Based .on this background, the issue itself is stated briefly. This brief statement pro-

vides a convenient way of referring to the issue, but the reader should recognize
c.)

that in the interest of brevity, nuances described in the background material may

-51 have been slighted or overlooked.

c) Relevant considerations relating to the issue are listed. Essentially, these are pros

and cons for each of the alternative ways of resolving the issue.6

4. Dr. Anthony also adopts certain limitations on the scope of the Research Report

0 and certain premises that underlie it. Those matters are discussed on pages 7 - 27
121

of the Research Report. Respondents should review that section of the Research

Report carefully because the limitations on scope and premises are important in

understanding how Dr. Anthony has framed the issues. For example, the over-

riding scope limitation is that:

This study is limited to objectives and concepts for general purpose financial reporting

by nonbusiness organizations. [Emphasis added.] 6

Because of that focus, the following matters, among others, are excluded from

the Research Report (and from this Discussion Memorandum): internal account-

ing, special purpose reports, and human resource and social accounting.

•

-62 -



S

•

•

5. Dr. Anthony, in the interests of concreteness and clear exposition, also uses in

Chapter 3 of the Research Report several sche atic financial statements, and

poses certain issues in terms of them. This project is concerned with the general

type of information included in financial statements and not with format or de-

tails of the statements. Accordingly, the project does not involve questions about

which financial statements should be required or their specific format.

The format of the Discussion Memorandum, in listing and discussing the issues raised i
n

the Research Report, is as follows: First, the issues are grouped under four headings

which are similar to the broad questions about the objectives of financial .rep
orting of

nonbusiness organizations described on page 2 of the Discussion Memorandum. Next
,

for some issues, a brief discussion of the background of the issue is included. Then, th
e

issue is stated (as it appears in the Research Report), and relevant discussion in
 the Re-

search Report is cited. Finally, for most issues, certain parts of the issue are amp
lified to

encourage comments by respondents on particular aspects of Dr. Anthony's issues.

SUGGESTIONS TO RESPONDENTS

The issues presented in this Discussion Memorandum have been designed to elici
t answers

to questions about the objectives of financial reporting of nonbusiness o
rganizations.

However, the structure of the issues is not intended to inhibit discussion, and respond
ents

may address other matters they believe to be relevant. Respondents are urged to reply t
o

all of the issues presented. Evaluation of responses will be facilitated if respondent
s set

forth not only their conclusions on each issue, but also their reasons for those con
clusions.

It will be particularly helpful if, in presenting their reasons for those conclusi
ons, respon-

dents refer, where appropriate, to:

1. Any empirical evidence that supports their conclusions or shows why alterna
tive

conclusions should be rejected.

2. The qualities of useful financial information referred to on page 27 
of the

Research Report, e.g., relevance, reliability, comparability, and understandabi
lity.

3. The potential economic and other consequences of adoption of the f
inancial re-

porting objectives they advocate and the objectives they reject. In 
reflecting on

potential economic and other consequences, respondents are urged to 
consider

the potential relative impacts of alternative objectives on their own 
organization,

organizational group, or other organizational groups, and on the U.S. 
economy

and society as a whole, and to submit any evidence of those 
potential impacts

that is available to them.

4. The probable accounting and administrative costs of implementing the objectives

they advocate, compared with the costs of implementing alternative objectives.



ISSUES TO BE ADDRESSED BY RESPONDENTS

Us9rs of Financial Statements of Nonbusiness Organizations

ISSUE ONE: Is the following list of primary users of financial report information

adequate for the purpose of identifying needs for such information: governing bodies, i
n-

vestors and creditors, resource providers, oversight bodies, and constituents? (Research

Report — Chapter 2, pages 39 - 46.)

The FASB also encourages respondents to set forth their views on:

a. The importance of classes of users (i) in general and (ii) for particular types of or-

ganizations.

b. Differences in importance of various classes of users among different types of or-

ganizations. For example, are investors and creditors (as a class) equally impor
-

tant users of financial reports of philanthropic organizations and go
vernmental

units?

User Needs — Purposes for Which Information Is Used

ISSUE TWO: Is the following list of the types of financial report informa
tion needed by

users adequate as a basis for deciding how best to meet these needs:
 financial viability,

fiscal compliance, management performance, and cost of services 
provided? (Chapter 2,

pages 47 - 53.)

The FASB also encourages respondents to comment on:

a. The importance of each of the needs.

b. Whether those needs differ in importance for different organizati
ons or classes

of organizations.

Types of Financial Information to Satisfy User Needs

This general topic includes all the issues (numbers 3 - 8) raised by 
Dr. Anthony in Chap-

ter 3 of the Research Report. In that Chapter, Dr. Anthony sets up vari
ous types of finan-

cial statements with rigorously defined content, and arranges issue
s relating to those

statements in an order that is intended to facilitate the discussion of
 various arguments

pertaining to the kinds of financial information needed by users. Respon
dents should keep

that use of financial statements in mind in responding to Issues T
hree through Eight. That

is, respondents should not address questions of financial stateme
nt format, but rather

should address the usefulness of the different kinds of information
 contained in the dif-

ferent types of financial statements. Respondents should relate their 
views on the desira-

bility of providing certain types of information to users with th
eir views on how that in-

formation is useful to various kinds of users and for various purposes.
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ISSUE THREE: Do users need a report of operating flows that is separate from a report
of capital flows? (Chapter 3, pages 71 - 76.)

The FASB also encourages respondents to comment, both for this issue and for later
issues, on various aspects of this "separation" issue, namely:

a. The relevance and significance of separating operating and capital flows in report-
ing financial resource inflows of nonbusiness organizations. Respondents should
specifically consider and comment on Dr. Anthony's definitions of "operating

inflows" and "capital inflows" in answering that question (page 3 of this Discus-
sion Memorandum). Examples of capital inflows under those definitions are in-
flows of financial resources restrictPd to use as endowment or plant funds and
capital grants in enterprise funds of governmental units.

1) Respondents should describe how the separation or lack of separation in re-
porting resource inflows relates to their views on users and their needs.

2) Respondents should indicate whether this problem is the same for private
nonprofit organizations and governmental units.

b. The relevance and significance of separating operating and capital flows in report-
ing spending (see definition of that term on page 4 of this Discussion Memoran-

dum). This aspect of the "separation" issue is considered in greater detail in
Issues Four, Five, and Six of this Discussion Memorandum.

ISSUE FOUR: Do users need an operating statement? (Chapter 5, pages 76 - 93.)

The FASB also encourages respondents to review carefully Dr. Anthony's definition of
an operating statement (page 4 of this Discussion Memorandum) before commenting on

this question. The statement reports operating inflows and expenses and has a "bottom
line" (the difference between operating inflows and expenses). The FASB is especially
interested in and specifically requests respondents' views on how, if at all, the above in-
formation, taken together or displayed individually, helps satisfy the user needs enumer-
ated in previous issues or raised independently by respondents. In that regard, Dr. Anthony
notes on page 82 of the Research Report:

The question of whether spending should be measured in terms of expenditures or in
terms of expenses is often stated as a controversy between the "flow of resources
approach" and the "cost determination approach."

Respondents should review carefully the arguments on pages 82 - 85 of the Research
Report and address the controversy referred to in the above quotation. Thus, views on
the following matters would be helpful.

a. Is the nature of this controversy similar for all parts of the nonbusiness sector,
or does it differ for different organizations or classes of organizations? Is the
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controversy principally limited to aspects of financiFt reporting for governmental
units? If so, why?

b. How do budgetary considerations (the need to report fiscal compliance) impact
on this issue?

ISSUE FIVE: Do users need a report of cost of services performed? (Chapter 3, pages 93
and 94.)

ISSUE SIX: Should financial flow statements report encumbrances as well as, or instead
of, expenditures? (Chapter 3, pages 94 - 98.)

The FASB also requests that respondents comment on:

a. The way in which reporting on encumbrances (defined on page 95 of the Re-
search Report) helps satisfy the user needs discussed in previous issues.

b. Whether this Issue is significantly more important for governmental units than for
nongovernmental organizations. Is it a significant Issue in private nonprofit organ-
izations?

ISSUE SEVEN: Do users need a single, aggregated set of financial statements for the
organization rather than separate financial statements for each fund group? If the latter,
what criteria should determine the composition of fund groups? (Chapter 3, pages 98 - 114.)

The FASB also requests that respondents relate their answer to this Issue to their previous
views on users and their needs. In this regard, respondents are reminded that the Research
Report on pages 18 - 21 excludes issues about defining the organization from its scope.
This Discussion Memorandum has a similar exclusion. Accordingly, a Statement of Finan-
cial Accounting Concepts issuing from this project will not speak directly to that topic.

ISSUE EIGHT: Are there conceptual issues related to the balance sheet? (Chapter 3, pages

114 and 115.)

The FASB also requests that respondents consider the ways that issues relating to the
balance sheet affect the formulation of objectives of financial reporting of nonbusiness
organizations. In this regard, respondents may wish to review the tentative definitions of
assets and liabilities which are presented in paragraphs 47 - 50 of the FASB Exposure
Draft of a Statement of Financial Accounting Concepts, "Objectives of Financial Report-
ing and Elements of Financial Statements of Business Enterprises" and consider in what
respects those definitions should be the same or different for nonbusiness organizations.
Alternatively, respondents may wish to address this Issue independent of the Exposure
Draft. In either case, respondents should address the following questions:

•
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a. What types of information do balance sheets of nonbusiness organizations convey

to users that is important in helping to satisfy their information needs?

• b. Is that information different from inforniation conveyed in the balance sheets of

business enterprises?

c. Is that information different for different types of nonbusiness organizations?

d. Respondents are also encouraged to relate their comments on the balance sheet to

their comments on the flow concepts of expense, expenditure, and encumbrances

covered in Issues Three through Seven. In what ways do differing flow and stock

concepts interact in conveying information to users of financial reports of non-

business organizations?

Criteria to Set Boundaries for Objectives of Financial Reporting

ISSUE FOURTEEN: How, if at all, should business organizations be distinguished from

other organizations for the purpose of developing accounting concepts? (Chapter 5, pages

159- 175.)

The FASB also encourages respondents to:

a. Relate the discussion in the Research Report to the questions of users and their

information needs and show whether the profit/nonprofit approach or the source

of resources approach coincides with differences in users and their needs.

b. Indicate other possible criteria that should be employed to differentiate various

kinds of organizations in establishing objectives of financial reporting.

ISSUE FIFTEEN: Should the federal government and/or the state governments be ex-

cluded from the pplicability of financial accounting concepts for nonbusiness organiza-

tions? (Chapter 5, pages 175- 179.)

ISSUE SIXTEEN: Should a single set of concepts apply to all types of nonbusiness or-

ganizations, or should there be one set for governmental organizations and one or more

additional sets for nongovernmental nonbusiness organizations? (Chapter 5, pages 180 -

194.)

The FASB also encourages respondents to relate their answer to this question to their pre-

vious views on users and information needs. •
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NOTES

1F inancial Accounting Standards Board, Proposed Statement of Financial Accounting Concepts, "Objec-
tives of Financial Reporting and Elements of Financial Statements of Business Enterprises" (Stamford,
Conn.: FASB, December 1977), p. i.

2Anthony, Robert N., Research Report, "Financial Accounting in Nonbusiness Organizations, An Ex-
ploratory Study of Conceptual Issues" (Stamford, Conn.: FASB, May 1978), p. vi.

3Ibid., pp. 60 and 61.

4Ibid., p.30.

5Ibid., p. 29.

6Ibid., p. 7.
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Financial Accounting Standards Board

Financial Accounting in
Nonbusiness Organizations

An Overview of the
Research Report by
Robert N. Anthony

This summary document is provided for
persons interested in a capsulized view of
the Research Report on Financial Accounting
in Nonbusiness Organizations issued by
the Board in May 1978.
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INTRODUCTION

This overview has been prepared by the staff of the FASB for
those who wish to be generally informed of the purpose and
broad thrust of Dr. Anthony's study but do not wish to read
the full study. Some of the issues from the study are repeated
verbatim in this overview. To minimize perceived bias and
disputes about semantics, Dr. Anthony has rigorously defined
for purposes of the study many of the terms used in stating
those issues. It is doubtful whether a reader can adequately
interpret those issues without reading them in the context of
the definitions and limitations which are spelled out in the
study, and the serious reader is advised to read the full study
before considering a response to the issues.

BACKGROUND

The decade of the 1970's has witnessed growing concern over
the accountability of "nonbusiness organizations" — private
nonprofit institutions and governmental units. Against the
backdrop of the New York City fiscal crisis, the escalating
costs of higher education, medical care, and social welfare
programs, and widely publicized assertions of mismanagement
in some governmental and philanthropic organizations, a
growing number of private citizens and public officials have
questioned the reliability and the relevance of the financial
accounting and reporting by those organizations.

Public concern has been expressed through several avenues.
Legislative initiatives have included proposals calling for uni-
form accounting principles for some organizations, such as
charities, municipalities, and hospitals. Much has been written
questioning the accounting and reporting practices of non-
business organizations. Others have defended the traditional
practices and a general, albeit somewhat unfocused, debate has
ensued. Finally, persons representing diverse interests have
called upon the Financial Accounting Standards Board
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(FASB) to play a role. In its April 1977 report, the Structure

Committee of the Financial Accounting Foundation said "the

Board must deal with municipal accounting." Others have

suggested that the FASB expand its "conceptual framework"

project to include a consideration of organizations other than

business enterprises.

Those concerns led the FASB in August of 1977 to com-

mission Professor Robert N. Anthony of Harvard University

to undertake an exploratory study of the objectives and con-

cepts underlying financial accounting and reporting for organi-

zations other than business enterprises. The FASB also in-

vited 53 advisors drawn from the broad universe of private

and governmental organizations and groups to assist Dr.

Anthony. Working with the advisors, in the relatively brief

time span of nine months, Professor Anthony has produced

the study Financial Accounting in Nonbusiness Organizations,

An Exploratory Study of Conceptual Issues published in May

1978 by the FASB.

PURPOSE AND CONTENT OF THE STUDY

The aim of the study is to identify and define the issues in

order to stimulate and focus public discussion. As such, the

study is intended to assist the FASB to evaluate whether it is

feasible and desirable for it to become involved in specific

projects relating to accounting for nonprofit organizations

and, if so, the nature and scope of the projects. With this

purpose in mind, the study is organized to raise substantive
issues and give arguments on each side, with no attempt to

resolve the issues. The study broadly covers the following
topics:

2

• It explores the current state of financial accounting and

reporting by nonbusiness organizations.

• It attempts to identify the users of external financial

statements of nonbusiness organizations and their in-
formation needs.



•• It relates those user needs to information supplied by dif-
ferent types of financial statements.

• It explores certain specific financial accounting and re-
porting areas that are controversial and non-uniform,
such as pensions and depreciation.

• It concludes by exploring the appropriate boundaries for
a set of accounting concepts for nonbusiness organiza-
tions, including the question of whether separate ac-
counting concepts are needed for nonbusiness organiza-
tions, and whether separate concepts may be needed for
the governmental, nongovernmental, or other categories
of the nonbusiness spectrum.

Current State of Nonbusiness Accounting

Accounting principles have developed differently for nonbusi-
ness organizations and business enterprises. For the latter
group, accounting principles have, since the 1930's, been
established primarily by one authoritative body. Today it is the
FASB. The force of the accounting profession's rules of ethics
and the regulations of the Securities and Exchange Commis-
sion stand behind these principles of accounting and reporting
for business.

For nonbusiness organizations, however, accounting prin-
ciples have evolved along institutional lines. Therefore, dif-
ferent, and sometimes contradictory, accounting principles
have developed for federal, state, and local governments, uni-versities, hospitals, social welfare organizations, churches,museums, and others. These principles have been recom-
mended by industry accounting groups, committees of theAmerican Institute of Certified Public Accountants, and others,notably the National Council on Governmental Accounting(NCGA) and its predecessors. In government, the diversityis accentuated by the fact that some state legislatures haveestablished accounting rules and practices that are differentfrom those recommended by NCGA. Moreover, in general,the recommendations of these standards groups have not hadthe force of the accounting profession's rules of ethics, or an

3
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institution comparable to the SEC to stand behind their ap-

plication in practice.
Currently, major projects are underway by the NCGA, The

Council of State Governments, and various AICPA commit-

tees, among others, to improve and make more uniform the

accounting principles followed in various nonbusiness spheres.

Some of those involved in these projects acknowledge that the

lack of an agreement on basic objectives and concepts hampers

their efforts.

Users and Uses of Nonbusiness Financial Statements

In exploring the users of financial statements, Dr. Anthony

identifies five groups who use financial statements of non-

business organizations. These groups, as fully defined in the

study, include governing bodies, investors and creditors, re-

source providers, oversight bodies, and constituents. As the

first issue of the study, Dr. Anthony asks if there are other

significant users of financial reports.

The study then asks what information about nonbusiness

organizations the users need that financial statements might

furnish. It considers four broad categories of information:

4

1. Financial viability — "information that indicates the

organization's ability to continue to provide the ser-

vices for which it exists."

2. Fiscal compliance — "The management of a nonbusi-

ness organization ordinarily must comply with a number

of spending mandates, such as budgetary constraints in

government. Users want assurance that these mandates

have been complied with and that resources have been

used for the intended purpose."

3. Management performance — "Management's responsi-

bility is greater than merely complying with the rules.

Management is fundamentally responsible for spend-

ing money wisely. Thus, users are interested in how

well the money was spent, to the extent that accounting

can shed light on this."



4. Cost of services provided — "In most organizations

the amount of spending for various programs is im-

portant information to users. Citizens are interested in

how much their government spends for recreational

facilities as compared with roads; prospective donors

may be interested in the amount a college spends for its

library as compared with its athletic programs."

Relating User Needs to Financial Statements

In this discussion, Dr. Anthony sets up various types of finan-

cial statements (rigorously defined as to content) and arranges

issues relating to these statements in an order that is intended

to facilitate the discussion of the arguments that have been

raised about financial information to satisfy user needs. The

reader is asked to consider six issues relating to the most

meaningful information about financial resource flows, includ-

ing arguments for and against a conventional "operating state-

ment" similar to the income statement in a business enterprise.

Here Dr. Anthony also discusses the aggregation issue—do

users need a single, aggregated set of financial statements for

the organization rather than separate financial statements for

each fund group?

Selected Issues

The study considers five selected issues of financial accounting

and reporting in nonbusiness organizations. As Dr. Anthony

indicates, the issues selected are not intended to be a complete

list. "Rather they were selected as indicative of the type of

problems that should be addressed in arriving at accounting

concepts and standards for nonbusiness organizations." These

issues include:

1. How should the nonrevenue operating inflows (such as

taxes and contributions) of an accounting period be

measured?

2. How should endowment earnings be measured?

5



3. Under what circumstances, if any, should depreciationbe recorded?

4. Should pension costs be accounted for in the period inwhich the related services were rendered?

5. Under what circumstances, if any, should donated orcontributed services be recorded?

Boundaries for Nonbusiness Accounting Concepts

Certain fundamental issues are discussed in the last chapter ofthe study. Herein, Dr. Anthony notes that the conceptualframework currently being developed by the FASB relatesspecifically to business enterprises, though the term "businessenterprises" is not defined. His study points up the difficultiesin drawing a sharp line between business enterprises and otherorganizations so that each entity will be seen clearly to belongin one group or the other. He explores the advantages anddisadvantages of two approaches: one based on legal definition— profit versus nonprofit — and the other based on sourcesof financial resource inflows — revenues from the sale ofgoods and services versus taxes, contributions, and the like.He asks for suggestions on other possible approaches. He alsoexplores the premise that a single set of accounting conceptsshould apply to all enterprises, whether business or nonbusi-ness.
Resolution of those issues is fundamental to a definition, orstratification, of a universe of enterprises that share enoughcommon economic characteristics that they may properly sharea common conceptual framework for financial accounting andreporting.
The boundary issues are stated as:

6
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• How, if at all, should business organizations be distin-guished from other organizations for the purpose ofdeveloping accounting concepts?

• Should the federal and/or the state governments be ex-
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cluded from the applicability of financial accounting con-
cepts for nonbusiness organizations?

• Should a single set of concepts apply to all types of non-
business organizations, or should there be one set for gov-
ernmental organizations and one or more additional sets
for nongovernmental nonbusiness organizations?

CONCLUSION

The FASB hopes that all who are involved or interested in
improving financial accounting and reporting — whether as
users, issuers, attestors, or educators — will take the time to
study Dr. Anthony's important work and give the Board the
benefit of their views on the issues. The Board expects in the
near future to solicit formal responses and announce dates and
places for public hearings on at least some of the issues.

7
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