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F1920-02
MEMORANDUM TO: Departmental Associations Executives and Members-at-Large  

FROM: Stefan Suvajac, VP Finance 

SUBJECT: The Nature and Status of Departmental and AUS Surpluses 
DATE: November 27, 2019 


This document seeks to answer questions regarding the nature of Departmental surplus rollover, the reasons for its cancellation, the nature of surplus or deficits generated by AUS and constituent departments generally, the difficulties in administering surplus, and potential future processes to make organizational surplus accessible to Departments and Executive portfolios in the future. 
1.0 Background

In accounting, surplus (in AUS, sometimes called “rollover”) refers to the excess of revenue over expenses generated over a specified period. A deficit is the opposite: an excess of expenses over revenues generated over a specified period. At Fiscal Year-End, the surplus or deficit either increases or decreases the organization’s Net Assets. 

In past years, it has been common practice for departments to use the surplus generated in previous years included as part of their “revenue” calculations for current year. This practice in AUS was cancelled this year. 
2.0 Justifications for Discontinuing Departmental Surplus Rollover  
The cancellation of the departmental surpluses was implemented for the following reasons:
1. The standards for tracking and implementing departmental surpluses are not outlined in the Financial By-laws: 

The process for determining and administering departmental surplus rollover has not been outlined and entrenched in the Financial By-laws. As such, it is not clear where this process originated nor how it has been administered in previous years. 
Furthermore, the Financial By-laws do not specify the minimum standards for tracking departmental surplus rollover, nor who is responsible (and ultimately accountable) for tracking and implementing it. 

Without the appropriate policy guidance, implementing the surplus rollover is based on arbitrary standards and assumptions which lack democratic consent put themselves beyond the purview of democratic oversight. Allowing rollover allocation would amount to a significant part of AUS’s automatic spending obligations (like departmental allocations, or FMC fund amounts) being determined beyond the scope of the its Financial By-laws. Finally, the potential for applying double standards significantly increases without the aforementioned policy guidance in the Financial By-laws. 
Furthermore, the AUS Financial By-laws specify that all allocated funds must be collected by April 15 of a given fiscal year. Implementing automatic surplus rollover contradicts the April 15 collection deadline. In other words, implementing a non-existent convention contradict an explicit By-law provision. 
2. Departmental Surplus Rollover is technically impossible to administer. Administering surplus rollover transparently and accountably is also impossible: 

There were insufficient records to administer departmental surplus rollover transparently, consistently and accountably. Ignoring the lack of policy guidance outlined above, it is impossible to administer departmental surplus claims for reasons of technical infeasibility, accountably and transparency.   
Firstly, in a technical sense, departmental surpluses generally do not exist. Though in departmental budgets, departmental allocations are counted as revenue, in no sense do departmental allocations represent revenue which creates or increases surpluses (surpluses meaning revenues over expenses). Departmental allocations represent the total expenses that a department is entitled to incur. As such, departmental allocations represent internal transfers; not revenue. In a technical sense, departmental allocations are specifying which segment of the organization (department) is authorized to incur particular debits. These allocations are not credits (and do not increase net assets for AUS). The same is true of FMC funding: when received by an internal AUS department, it is not revenue generated by the department – it is simply a debit allocated to a department (an expense the department has been authorized by FMC to incur).  The only case where departments actually generate a net credit (surplus) for the organization occurs when more revenue is raised than its total departmental allocation. 

Furthermore, at FYE, all revenue and expense accounts must be closed into the Income Summary account and ultimately into Net Assets. Only Statement of Financial Position accounts can have opening balances, not Income Statement Accounts (which must have zero as an opening balance). Given that departments are income and expense accounts (internal transfers), they too, must have an opening balance of zero. Departmental surplus rollover would involve transferring “un-incurred” debits from previous year to the opening balance of the current year. Here there is an inherent contradiction and accounting impossibility. 
This relationship exists because Departmental Associations are not separate organizations from AUS. For the purpose of accounting, there is no difference between a department spending money and AUS spending money (again, because departments are AUS) directly. In most cases, Departments automatically generate deficits. These deficits are approximately the size of the AUS’s total departmental allocations (the AUS budget notes this fact). 

Secondly, using an accurate understanding of the technical nature of departmental allocations, the only possible sources of revenue which could create surpluses are cash sales or non-AUS sponsorships (credits for AUS: corporate sponsorships, DADF, SSMU). Fuller Landau LLP, in its Basis for Qualified Opinion, finds that: “[the] Association derives part of its receipts from the general public in the form of cash receipts, the completeness of which is not susceptible to satisfactory audit verification.” Thus, administering surplus, in-so-far as it would exist [department generate excess revenue collected (cash sales, sponsorships…etc.) in excess of the departmental allocation and FMC allocations] for a particular department, would involve working with records identified as unreliable. 
More broadly, there is dearth of accurate department specific financial information (this information would be necessary to determine accumulated carryover surplus). The most accurate records AUS has on its operation are the Audited Financial Statements. Our archives have information going back numerous years. However, these statements do not make comments on specific departmental spending or revenues. Unfortunately, I only have access to a non-updated versions of last year’s departmental budgets. A complete set of records would constitute updated versions (with actual spending updated) of budgets going back at minimum five years (in accordance with CRA tax record Guidelines). This information does not exist, especially in an updated form. 
Furthermore, the following question must be answered: for those departments that are found to have a net deficit since internalization, what is the appropriate response? From the premise that departments with a net surplus (again, in so far as it exists) should automatically be entitled to count this accumulated “surplus” rollover as “revenue,” it follows that those with a net deficit should automatically be subject to some proportional reduction in “revenue” through allocation predications (unless the explicit decision were made otherwise. However, again, this must be outlined in policy – which is not the case). 
Thus, even if one ignores the technical impossibility (and choose to administer surplus carryover by force), the system would be entirely arbitrary and based on case-by-case trust, not on multi-year accurate records, GAAP, and enforceable & transparent standards/processes. Furthermore, it would significantly increase the projected deficit position of the organization (because it is not actually carryover surplus). 
3. The automatic provision of accumulated surpluses to departments causes volatility in AUS’s net assets and reduce the organization’s ability to budget accurately. The practice encourages that allocated money not be spent. 
Internal departments, assuming that they will receive their unspent departmental allocations in the future, might chose not to spend their full allocation. This is not the case. In passed years, AUS budgets have calculated bb

Finally, most government/public organizations do not allow internal departments to accumulate non-spent budget allocations from previous years. It is standard practice in government agencies and departments to spend money at the FYE because the unspent funding will simply be re-allocated to the treasury and not returned the next year. 
Implementing departmental surplus carryover as practiced in previous years would have a significantly negative impact on budget planning and net assets. This fact, combined with the non-existence of surplus rollover provisions in the Financial By-laws and the technical impossibility (the two facts outlined above), would make implementing surplus carryover as previously practices deeply irresponsible and arbitrary. 

Frequently Asked Questions (beyond the reasons for the decisions): 

Q: Where have the surpluses gone and what is it being used for? 
A: The “surpluses” (where they actually existed – in the vast majority of cases, they would have been accounting deficits) have simply become part of AUS’s Assets. They have not been used for anything in particular. The decision was made strictly for the reasons described above – there were never plans to use the surpluses for any expenditure.  

Q: How was this decision communicated? 

A: The decision (though without the complete reasoning) was communicated in the F1920-01 Memorandum titled Budget Planning and Internal Bookkeeping Changes for Academic Year 2020. This was sent to all departments on September 04, 2019. The Financial Guidebook sent to departments on September 04, 2019 (in the same email as the Memo) removed mention of the rollover included in the previous years’ Financial Guidebooks. Memorandum F1920-01 was included in the VP Finance Council report for September 09, 2019. Finally, this decision was once again communicated during both the September 20, 2019 and October 03, 2019 Departmental VP Finance Orientations. 
Q: How have potential funding pressures for departments being remediated? 

A: To alleviate the concerns of departments who have expressed apprehensions over funding shortfalls, the supplementary fund has received additional funding. The purpose of this funding, as outlined in the Financial By-laws, is to alleviate departments’ funding pressures. Very few departments have expressed concerns over funding pressures. For those that have, there are ample resources available both from AUS and the broader University Community.  
3.0 Surplus and Deficits from an AUS Perspective 
It is clear that information on deficits and surpluses cannot be properly tracked at a departmental level. This can only be accomplished at an organizational level. The simplest, most accurate and most reliable information on yearly surpluses and deficits are found in the Fiscal Year-End Audited Financial Statements. 

The information derived from the Audited Financial Statements suffers from none of the limitations elucidated in section 2.0. Thus, only from these Statements can reliable determinations about surplus and deficit quantities be made. 
It must be noted: I agree that AUS’s accumulated assets should be, like the fees that are collected yearly, allocated to advancing student interests. These assets, for all intents and purposes, belong to the student body. It is our duty to allocate them informed by the desires and needs of AUS’s base-fee-paying students. 

By deploying assets (and this is not a challenge for AUS as most of its assets to be current and liquid) strategically, the AUS can significantly grow the scope and quality of its spaces and operation for students. 
However, this process of allocation should not be arbitrary. The allocation of accumulated assets must be undertaken within a well-regulated and democratically informed framework which facilitates transparent, technically feasible and rule-bound decision making that is reliably implementable year-over-year. 

Primarily, while it is possible to agree in principle that allocating AUS’s Net Assets is a desirable course of action, questions about the methods for allocating accumulated surpluses, the nature of acceptable allocations (only permanent capital investments or year-over-year spending initiatives), the degree to which there should be an automatic component to allocating surpluses (automatic disbursements to departments or executive portfolios) must be considered and answered before AUS’s accumulated net assets should be used for any purpose. 
Furthermore, there are technical considerations. AUS must determine the correct methods for accounting accumulated surpluses and deficits, dividing assets from previous years from revenues of a given fiscal year and the correct methods for tracking those allocations once they are being spent. 
4.0 Future Considerations  
This section briefly explores some options for tracking and allocating AUS’s accumulated assets. Furthermore, there follows a discussion of AUS’s funding challenges generally. 

1. AUS could create and manage an Accumulated Surplus/Endowment fund which would collect surpluses and absorb deficits as determined by the Audited Financial Statements:  
1.1 This fund could be managed and allocated as follows: (1) the fund would bear interest; (2) the fund’s principle would not be eroded unless explicit authorization is given by Council and FMC through an application process; (3) the principle used would only be used for permanent improvements, not year-over-year spending obligations; (4) alternatively, a certain amount of the principle would automatically be removed to fund deficit in proportion to the previous years’ deficit or surplus (i.e. the deficit/surplus compliance figure would change based on the previous year’s deficit or surplus); (5) the fund’s principle could either be actively or passively managed, and; (6) the fund’s yielded interest could automatically be allocated to departments (based on funding formulas) and/or added to FMC as a special fund accessible to internal departments through an application process. 
2. AUS could automatically allocate surpluses to departments and executive portfolios such that net assets would change minimally year-over-year. This option’s significant limitation is all deficits are removed from the base level of net assets: not the accumulation of positive spending. 

3. If it is found that funding pressures are great for services provided year-over-year and consumed during every academic year (i.e. departmental funding, peer-tutoring, new policy enforcement costs…etc.), such that operation was contingent on the “carryover surplus”, it is appropriate to examine changes to the base fee. Indeed, this process involves examining the evidence for such a change. Fees are a powerful tool for AUS to provide unique services and opportunities to AUS fee-paying students at a cost closely approximating zero. 
Remarks on terms, expectations and processes: 
1. AUS does not function like a bank. This fact must be clarified in all future language and communication with departments. I believe the use of this language in the passed has been a source of confusion. Presumably, a clarification along these terms would help clarify why departmental surpluses are not tenable. 

2. Money collected in a current year from students should generally be spent in that year on the cohort of students who have paid their fees. Not only is this democratically sensible, it is also complementary to preserving AUS’s status as a not-for-profit organization (consistently operating on a “break-even” basis). 

3. Any process which outlines how AUS will use its surplus and absorb its deficit must be democratically informed: its birth must come of collaborative committee work and public consultations with the broader AUS community. This process will examine what students’ hopes and aspirations are for the organization and use this information to determine the structure of AUS’s net asset management.  
4. The primary focus of AUS’s broader restructuring process must be focused on educating AUS’s departments on By-laws and practices. Furthermore, there must be better practices for facilitating institutional memory. This message has been heard clearly from Councillors and members.
5.0 Notes 
This Memorandum represents a general discussion of the surplus/deficit issue and possible material for future reference about AUS’s surplus/deficit handling. 
I hope the memo was helpful. Do not hesitate to contact me if you have any questions!

Email: finance.aus@mail.mcgill.ca 
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