GAAP FINANCIALS COMMITTEE

MANAGEMENT’S DISCUSSION AND ANALYSIS

Final 5-17-07

Attached is an Example Management’s Discussion and Analysis which must be prepared for each college receiving a full audit. This can be somewhat customized to fit each school, with the numbers reflecting the (GAAP) Generally Accepted Accounting Principles financial statement figures for the college at year end.

Statement of Net Assets:
These figures will come directly from the Statement of Net Assets for the year being audited and the prior year, and are presented here in thousands of dollars. Discussion should follow as to the changes (increases or decreases) in Total Assets, Total Liabilities, and Total Net Assets. Analysis of the various accounts that make up a category may have to be done and compared with the previous year to fully determine the reason for the change. An example would be an analysis of Current Liability accounts to see if the change was mainly in Accounts Payable or Salaries Payable, etc. (Remember that any analysis of accounts must be done after the GAAP adjustments are made to them.)

Statement of Revenues, Expenses and Changes in Net Assets
These figures will come directly from the Statement of Revenues, Expenses, and Changes in Net Assets (SRECNA) for the year being audited and the prior year. The first schedule indicates totals from the SRECNA for Operating Revenues and Operating Expenses to arrive at an Operating Gain/Loss. The schedule then indicates the total Non-operating Revenues and Expenses shown on the SRECNA. It adds the Income (Loss) Before Other Revenues, Expenses, Gains, or Losses with the Other Revenues, Expenses, Gains or Losses to get an Increase in Net Assets. This Increase in Net Assets is added to the Beginning Net Assets (taking into account any adjustments) and Net Assets at End of Year is determined.

The totals on this schedule are detailed in a “Revenue by Source” schedule and an “Operating Expenses” schedule. Once again, these figures come from the SRECNA.
Generally, a comment would be made as to whether the SRECNA reflects a positive year with an increase in the net assets at the end of the year. Discussion should follow regarding some of the major changes in the various components of the revenues and expenditures. This can be done by reviewing the GAAP ending balances in the various accounts that make up each reporting source. 
As an example, if a review of the Revenue by Source schedule indicates Tuition and Fees changed drastically, one would look at the make up (accounts) of Tuition and Fees for the year under audit versus the prior year and determine which accounts caused this and why. The below example analysis for Tuition & Fees starts with the accounts that make up the preliminary numbers on the SRECNA and includes GAAP adjusting entries to arrive at the ending GAAP numbers on the SRECNA. This analysis indicates the largest change was a result of a new Technology fee and an increase in Continuing Ed noncredit programs, reduced by a change in the reporting of Child Care revenues from the Tuition & Fees category to a Sales & Services category. The analysis also correlates this category of revenue to the IPEDS and the COC financials.

	CY VS PY REVENUE ANALYSIS
	
	
	CY
	PY
	

	
	
	
	
	
	
	

	OPERATING REVENUES:
	
	
	
	
	

	LINE 1-TUITION & FEES:
	
	FROM ACTUALS:
	
	

	
	TUITION
	60001
	441080
	1,840,717.89
	1,919,426.05
	

	
	GRAD FEES
	60005
	441475
	2,841.00
	2,188.00
	

	
	GRAD FEES
	60015
	441475
	8,295.00
	10,500.00
	

	
	STUDENT ID FEES
	60015
	441476
	4,545.00
	3,225.00
	

	
	MEDICAL FEES-need to reclass
	06520
	441477
	7,514.00
	7,527.30
	

	
	APPL FEES
	60015
	441479
	23,505.00
	22,125.00
	

	
	FUEL FEES
	61001
	441480
	0.00
	1,536.00
	

	
	CON'T ED FEES
	61001
	441481
	1,308,522.96
	938,826.95
	********

	
	PARKING FEES
	60015
	441483
	1,790.00
	3,130.00
	

	
	TEST FEES
	61001
	441484
	84395.50
	74046.00
	

	
	B&I FEES
	60015
	441486
	3,540.00
	3,815.00
	

	
	REG FEES
	60015
	441488
	167,024.00
	188,148.00
	

	
	CHILD CARE REG FEES
	55011
	441488
	1,160.00
	1,535.00
	

	
	ACTIVITY FEES-need to reclass
	06601
	441491
	94,031.00
	
	

	
	TECHNOLOGY FEES
	60135
	441493
	150,220.00
	
	********

	
	COSMETOLOGY-need to reclass
	55002
	441090
	23,007.95
	
	

	
	AUTO BODY-need to reclass
	55005
	441090
	900.00
	0.00
	

	
	AUTO TECH-need to reclass
	55006
	441090
	25.00
	0.00
	

	
	VENDOR COMP-need to reclass
	60015
	441093
	637.14
	
	

	
	SRECNA BEFORE ADJUSTS:
	
	
	3,722,671.44
	3,176,028.30
	

	
	#32EJE and above to reclassify CHILD CARE REG & FEES
	55011
	441100
	-1,160.00
	246,694.80
	********

	
	#31 EJE and above to reclassify COSMETOLOGY
	55002
	441090
	-23,007.95
	
	

	
	# 31 EJE and above to reclassify AUTO BODY
	55005
	441090
	-900.00
	
	

	
	#31 EJE and above to reclassify AUTO TECH
	55006
	441090
	-25.00
	
	

	
	#31 EJE and above to reclassify VENDOR COMP
	60015
	441093
	-637.14
	
	

	
	#14a EJE to reclassify Agency Accounts
	06520
	441477
	-7,514.00
	-7,527.30
	

	
	#14aEJE to reclassify Agency Accounts
	06601
	441491
	-94,031.00
	
	

	
	#26 Adj to FB, to/from Reserve
	
	337000
	 
	-22,164.01
	

	TUITION & FEES-FINAL SRECNA DETAIL
	 
	 
	3,595,396.35
	3,393,031.79
	

	Less SCHOL
	#14 EJE PELL/SEOG DEDUCT
	 
	 
	-135,963.58
	-84,377.91
	

	
	                  NET STUDENT TUITION & FEES
	3,459,432.77
	3,308,653.88
	T&F

	
	             FOR IPEDS/GAAP/COC
	
	
	$150,778.89 DIFFERENCE********
	


Expenditures can be analyzed the same way by creating a spreadsheet of accounts from the Trial Balance and making the GAAP adjustments, then comparing this to the prior year. This will point out some of the larger expense changes that will need to be commented on in the Management Discussion and Analysis. Below is an example of an analysis of the Building & Improvements Expenses.
	
	CY VS PY ANALYSIS OF GAAP EXPENSES
	
	DIFFERENCE

	
	
	CY
	
	PY
	

	724 BLDG PER TB
	0
	
	160,200.00
	

	ADD PY ENC
	275,000.00
	EJE#8
	
	

	LESS CY ENC
	0.00
	
	
	

	LESS CAP ASSETS
	-275,000.00
	EJE#3A
	
	

	725 PER TB
	168,757.44
	
	238,540.00
	

	ADD PY ENC
	253,754.00
	EJE#8
	
	

	LESS PY REDUCTIONS
	0.00
	
	
	

	LESS CY ENC
	-22,537.40
	EJE#9
	
	

	LESS CAP ASSETS
	-297,995.44
	EJE#3A
	-238,540.00
	EJE#3

	GSFIC BOND EXP
	
	
	 
	

	BLDG & IMPROVEMENTS
	101,978.60
	
	160,200.00
	-58,221.40


Statement of Cash Flows

These figures will come directly from the Statement of Cash Flows for the year being audited and the prior year.

Capital Assets

Comments on significant capital asset additions for facilities can be made based on the schedule in Note 5: Capital Assets in the Notes to the Financial Statements. Expectations for GSFIC or other capital funding additions for the upcoming year can also be made here. Note: Receipt of bond funds should be discussed here only if it relates to capitalized assets.
Long-Term Debt
Generally all long-term debt of the technical colleges will be the year end liability for Compensated Absences found in Note 7: Long-Term Liabilities in the Notes to the Financial Statements, with a comment regarding the current amount.

Economic Outlook

Discussion should focus on the awareness of any currently known fact, decision, or condition that is expected to have a significant effect on the financial position or change how the college operates for the next fiscal year. Assurance should be made of the college’s strong financial position and continued good stewardship. Comments on enrollment expectations can be made if appropriate.
EXAMPLE Technical College

Management’s Discussion and Analysis

The following is management’s discussion and analysis of EXAMPLE Technical College’s financial performance for the fiscal year ending June 30, 2006 with comparative data from fiscal year ending June 30, 2005.  This discussion has been prepared by and is the responsibility of management. 

Overview of the Financial Statements and Financial Analysis

This annual report consists of a series of financial statements prepared in accordance with the rules and regulations established by the Governmental Accounting Standards Board. 

There are three financial statements presented: the Statement of Net Assets; the Statement of Revenues, Expenses, and Changes in Net Assets; and the Statement of Cash Flows.  The Statement of Net Assets used in conjunction with the Statement of Revenues, Expenses and Changes in Net Assets contains information concerning the College’s finances and activities as a whole and assists with providing an answer to the question “Is the College as a whole better or worse off as a result of the year’s activities?” These statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting method used by corporations and other private sector companies. All revenues and assets are recognized when the service is provided and expenses and liabilities are recognized when others provide the goods or service, regardless of when cash is exchanged.

The Statement of Cash Flows is a valuable tool when evaluating the ability of the College to meet financial obligations as they mature. This statement presents information related to cash inflows and outflows summarized by operating, non-capital financing, capital and related financing and investing activities. 

This discussion and analysis of the College’s financial statements provides an overview of its financial activities for the year.

Statement of Net Assets

The purpose of the Statement of Net Assets is to present to the users of the financial statements a fiscal snapshot of the Technical College at a specific point in time. The statement presents the assets, liabilities and net assets of the College as of the end of the fiscal year. Assets and liabilities are reported as current and non-current and the difference between assets and liabilities is reported as net assets. Over a period of time the increases and decreases reflected in the Statement of Net Assets, when considered with other non-financial facts such as enrollment levels and the condition of the facilities, can provide a measure to aid in determining whether the Technical College’s financial position is improving or deteriorating. 

Net assets are divided into three major categories. The first category, invested in capital assets, net of debt, provides information concerning the College’s equity in property, plant and equipment owned by the College. The second category is restricted net assets, which is divided into two categories, nonexpendable and expendable.  The corpus of nonexpendable restricted resources is only available for investment purposes.  Expendable restricted net assets are available for expenditure by the College but must be spent for purposes as determined by donors and/or external entities that have placed time or purpose restrictions on the use of the assets.  The final category is unrestricted net assets, which are available for expenditure by the College for any lawful purpose deemed necessary to operate the College. 

Statement of Net Assets (thousands of dollars) 

	

	June 30, 2006
	June 30, 2005

	Assets:
	
	

	     Current Assets
	$


 682
	$
1,117

	     Capital Assets, net
	



6,023
	
5,435

	     Other Assets
	
	

	                Total Assets
	$


6,705
	$
6,552

	
	
	

	
	
	

	Liabilities
	
	

	     Current Liabilities
	$


478
	$
399

	     Non-Current Liabilities
	


128
	
145

	               Total Liabilities
	$


606
	$
544

	
	
	

	
	
	

	Net Assets
	
	

	     Invested in Capital Assets, Net of  Debt      
	$


6,023
	$
5,435

	     Restricted – Nonexpendable
	
	

	     Restricted – Expendable
	
	

	     Unrestricted
	


   76
	
573

	              Total Net Assets
	$
6,099
	$
6,008


The total assets of the College increased by approximately $153,000 from the prior year.  This can be mainly attributed to an increase of approximately $588,000 in capital assets with a corresponding decrease of $435,000 in current assets.  This increase in assets follows the institutional philosophy to use available resources to acquire and improve all areas of the College to better serve the instruction and public service missions of the College. 

Total liabilities for the fiscal year increased by approximately $62,000. The primary reason for the increase was in current liabilities, predominately from the approximate increase of $79,000 in accounts payable at year end. The combination of the increase in total assets of approximately $153,000 and the increase in total liabilities of approximately $62,000 yields an increase in total net assets of approximately $91,000. The increase in total net assets is comprised of the combination of an approximately $588,000 increase in the category of invested in capital assets, net of debt and a corresponding decrease of approximately $497,000 in unrestricted net assets.

Statement of Revenues, Expenses and Changes in Net Assets

The purpose of the Statement of Revenues, Expenses and Changes in Net Assets is to present the revenues received by the College, both operating and nonoperating, and the expenses incurred by the College, operating and nonoperating, and any other revenues, expenses, gains and losses received or spent by the College during the fiscal year. Changes in total net assets as presented on the Statement of Net Assets are based on the information presented in the Statement of Revenues, Expenses and Changes in Net Assets. 

Operating revenues are received for providing goods and/or services to various customers and constituencies of the College. Operating expenses are those expenses paid to acquire or produce the goods and/or services provided in return for the operating revenues, and to carry out the mission of the College. Therefore, non-operating revenue is received when no goods or services are provided in exchange for the revenue. With the issuance of Statement No. 35, new guidelines were established by the Governmental Accounting Standards Board (GASB), which changed the classifications of state appropriations and gifts from operating to non-operating revenue. This change may result in an operating deficit that is offset by a non-operating surplus. 

Statement of Revenues, Expenses and Changes in Net Assets

(Thousands of dollars)

	
	June 30, 2006
	June 30, 2005

	Operating Revenues
	$
5,485
	$
5,417

	Operating Expenses
	
11,398
	11,102

	     Operating Gain/Loss
	$
-5,913
	$
-5,685

	
	
	

	Non-operating Revenues and Expense
	
5,999
	6,061

	
	
	

	Income (Loss) Before Other Revenues, Expenses, Gains or Losses
	$
86


	$
376

	
	
	

	Other Revenues, Expenses, Gains or Losses
	
6
	182

	
	
	

	Increase in Net Assets
	$
92
	$
558

	
	
	

	Net Assets at Beginning of Year, as Originally Reported
	$
6,008
	$
6,155

	Cumulative Effect of Changes in Accounting Principle
	

	-705

	Net Assets at Beginning of Year – Restated
	$

	$
5,450

	Net Assets at End of Year
	$
6,100
	$
6,008


The Statement of Revenues, Expenses, and Changes in Net Assets reflects a positive year with an increase in the net assets at the end of the year. Some highlights of the information presented on the Statement of Revenues, Expenses, and Changes in Net Assets are as follows:

Revenue by Source (thousands of dollars)

	
	June 30, 2006
	June 30, 2005

	Operating Revenue
	
	

	     Tuition and Fees
	$
3,460
	$
3,309

	     Grants and Contracts
	
1,496
	
1,577

	     Sales & Services of Educational 

      Departments                                                       
	
501
	
431

	     Rents
	
9
	
7

	     Other
	
19
	
93

	
	
	

	             Total Operating Revenue
	$
5,485
	$
5,417

	
	
	

	Non-operating Revenue
	
	

	     State Appropriations
	$
4,973
	$
4,916

	     Federal Grants and Contracts -             Non-operating                                                                                 
	
911
	
1,003

	     Gifts
	
127
	
232

	     Investment Income
	
42
	
14

	     Other
	
	
0

	
	
	

	            Total Non-Operating Revenue
	$
6,053
	$
6,165

	
	
	

	Capital Grants and Gifts
	
	


	State
	$
6
	$
133

	Other
	
0
	
49

	
	
	

	Total Capital Grants and Gifts  
	$
6
	$
182

	
	
	

	            Total Revenues
	$
11,544
	$
11,764


Operating Expenses (thousands of dollars) 

	
	June 30, 2006
	June 30, 2005

	Operating Expenses
	
	

	     Instruction
	$
11,398
	$
11,102

	
	
	

	Non-operating Expenses
	
	

	      Interest  Expense(Capital Assets)   
	
	

	      Other
	
55
	
104

	
	
	

	          Total Expenses
	$
11,453
	$
11,206


The sources of operating revenue for the College are tuition and fees, grants and contracts, and educational activities. The increase in operating revenue of approximately $68,000 is directly related to increases in Tuition and Fees and Sales & Services and reductions in Grants and Contracts for fiscal year 2006.

Tuition and Fees increased by $151,000 as a result of the new Technology fee instituted in the second quarter of 2006 and also an increase in Noncredit enrollment in Business & Industry classes related to the Freight Conductor program.

Grants and contracts decreased by $81,000. This is the direct result of an overall decrease in Pell, SEOG, and Federal Work Study scholarships and gifts to fewer credit enrolled students.

Sales and Services increased by $70,000 mainly due to a reclassification of Child Development Center revenues from Tuition and Fees to Sales and Services and a reclassification of Training fees to Tuition and Fees.

Other Operating Revenues decreased from 2005 to 2006 by $74,000, reflecting the reporting of insurance proceeds from lightning damage in 2005.

Some of the items that make up the approximately $247,000 increase in Total Expenses include the following: 

Operating costs increased by approximately $296,000 due mainly to increased advertising for our Freight Conductor program and overall outreach efforts, as well as increased dues and registrations.

Personal Services expenses increased by only approximately $30,000. This increase includes an annual pay raise for College employees of approximately 2% with the associated fringe benefits and also reflects an increased cost to the College for health benefits for instructors and staff. The increase for the pay raise and benefits costs was minimized by retirements and attrition during the year.

Building and Improvement expenses decreased by approximately $58,000 as a result of parking lot expansions for $101,978 in 2006 versus the 2005 purchase of a modular building for $160,200.

Equipment expenses increased by approximately $80,000 as we utilized resources to modernize our classrooms.

Consultant and per-diem fees increased by approximately $99,000 due to our increased activity in the non-credit Freight Conductor program.

Financial aid to students decreased by approximately $129,000 due to decreased credit enrollment; therefore, this decreased Total Expenses.
Non-operating Other Expenses decreased by approximately $49,000, mainly reflecting a reduction in noncapitalized donations from 2005 to 2006.

Under non-operating revenues (expenses) state appropriations increased by approximately $57,000. While it appears that the College received additional new money from the state, given the mandatory cost increases of various expense categories, the College actually had a relatively flat funding year when all things are considered. Non-operating grants and contracts decreased by approximately $92,000 primarily due to the end of a USDA Horticulture program grant and a Child Development Center grant, as well as a one time Perkins grant.

Statement of Cash Flows

The purpose of the Statement of Cash Flows is to provide relevant information concerning the cash receipts and payments of the College during the year. It also provides information concerning the College’s ability to generate future cash flows and to meet its obligations as they come due. The statement is divided into five sections. The first section reports on the operating cash flows and shows the net cash used by the operating activities of the College. The second section reflects cash flows from non-capital financing activities.  The third section deals with cash flows from capital and related financing activities, which reflects the cash used for the acquisition and construction of capital related items. The fourth section reflects the cash flows from investing activities and shows the purchases, proceeds, and interest received from investing activities. The final section reconciles the net cash used to the operating income or loss reflected on the Statement of Revenues, Expenses, and Changes in Net Assets.

Statement of Cash Flows (thousands of dollars)

	
	June 30, 2006
	June 30, 2005

	Cash Provided (used) By:
	
	


	     Operating Activities
	$

-5,520
	$
-5,417

	     Non-Capital Financing Activities
	

 5,938
	
 6,163

	     Capital and Related Financing Activities
	

   -916
	
   -373

	     Investing Activities
	

      43
	
       14

	
	
	

	Net Change in Cash
	$

  -455
	$
    387

	Cash, Beginning of Year
	

    587
	
    200

	
	
	

	Cash, End of Year
	$

    132
	$
    587


Note: If EXAMPLE Technical College did not have an audit for the prior year, then comparative data would not be available for the Statement of Cash Flows.  This may be an optional statement to include in the MDA if this situation arises for your technical college. 
Capital Assets

The College had no significant capital asset additions for facilities in the fiscal year under review other than the addition of a $275,000 modular building and an approximately $298,000 truck driving pad. Projected funding by the GSFIC for fiscal year 2007 is expected to increase as we will break ground for a new Allied Health building, as well as renovate a building in one of our service delivery areas.

Long-Term Debt

EXAMPLE Technical College had a total long-term debt of $319,131.10 of which $190,924.20 was reflected as a current liability at June 30, 2006.

For additional information on Long-Term Debt see Notes 1 and 7 in the Notes to the Financial Statements.

Economic Outlook
The College is unaware of any currently known fact, decision, or condition that is expected to have a significant effect on the financial position or change how the College operates for the next fiscal year. As in prior years, the College’s overall financial position is strong. EXAMPLE Technical College anticipates the next fiscal year will be much like the last and the College will maintain a close watch over resources to maintain the ability to react to unknown internal and external issues.

________________________________, President

EXAMPLE Technical College               
