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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 
General 
 
Narrow Gate Foundation (the “Foundation”) is a nonprofit organization chartered in the State of 
Tennessee in 2004 to provide a Christian discipleship experience for young men ages 18-25 
desiring to take a pause from the distractions of life to discover who they are and what their 
purpose here on earth is all about. This includes living in a wilderness environment, participating 
in daily chores and community work projects to build teamwork and developing good work 
disciplines, going on challenging adventures, and most importantly, studying the Bible and other 
Christian curriculum to help shape them into godly young men. The Foundation is supported 
primarily through individual and business contributions. 
 
Narrow Gate Artisans (“Artisans”), is a wholly-owned subsidiary of the Foundation whose 
purpose is to demonstrate discipleship in the workplace, provide employment opportunities for 
our graduates and create a sustainable model for revenue generation. 
 
Principles of Consolidation 
 
The consolidated financial statements include the accounts of the Foundation and Artisans, 
(collectively, the “Organization”).   All significant intercompany accounts and transactions have 
been eliminated in consolidation. 
 
Basis of Presentation 
 
The accompanying consolidated financial statements are presented on the accrual basis of 
accounting in conformity with accounting principles generally accepted in the United States of 
America (“GAAP”). 
 
Resources are classified as unrestricted, temporarily restricted or permanently restricted net assets, 
based on the existence or absence of donor-imposed restrictions, as follows: 
 
 Unrestricted net assets are free of donor-imposed restrictions.  All revenues, gains and losses 

that are not temporarily or permanently restricted by donors are included in this classification.  
All expenditures are reported in the unrestricted class of net assets, since the use of restricted 
contributions in accordance with the donors’ stipulations results in the release of the restriction. 

 
 Temporarily restricted net assets are limited as to use by donor-imposed restrictions that expire 

with the passage of time or that can be satisfied by use for the specific purpose.   
 
 Permanently restricted net assets are amounts required by donors to be held in perpetuity, 

including gifts requiring that the principal be invested and the income, or specific portions 
thereof, be used for operations. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Basis of Presentation (continued) 
 
The Organization had no temporarily or permanently restricted net assets as of December 31, 2016 or 
2015. 
 
Contributions and Support 
 
Contributions are considered to be available for unrestricted use unless specifically restricted by the 
donor.  Amounts received that are restricted by the donor for future periods or for specific purposes 
are reported as temporarily restricted or permanently restricted support that increases those net asset 
classes.  When a restriction is fulfilled (that is, when a stipulated time restriction ends or purpose 
restriction is accomplished), temporarily restricted net assets are reclassified to unrestricted and 
reported in the consolidated statement of activities as net assets released from restrictions. 
 
The Organization reports any gifts of equipment or materials as unrestricted support unless explicit 
donor restrictions specify how the assets must be used.  Gifts of long-lived assets with explicit 
restrictions as to how the assets are to be used or funds restricted for the acquisition of long-lived 
assets are reported as restricted support.  Expirations of donor restrictions are recognized when the 
donated or acquired long-lived assets are placed in service. 
 
Contributions Receivable 
 
Unconditional promises to give that are expected to be collected within one year are recorded as 
contributions receivable at their net realizable value. Unconditional promises to give that are expected 
to be collected in future years are recorded at the present value of estimated future cash flows. The 
discount on those amounts is computed using a risk-free interest rate applicable to the year in which 
the promise is received. Amortization of the discount is recognized on the interest method over the 
term of the gift and included in contribution revenue. Conditional promises to give are not included 
as support until such time as the conditions are substantially met.  
 
An allowance for uncollectible contributions is determined by management based on historical loss 
experience and current economic conditions. Delinquent contributions receivable are charged off 
against the allowance when management deems further collection efforts will not produce additional 
recoveries. Subsequent recoveries of previously charged off accounts are credited to the allowance in 
the period received. 
 
The Organization did not have any contributions receivable as of December 31, 2016, or 2015; 
accordingly, no allowance for uncollectible contributions has been recorded. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Tuition Revenue 
 
Tuition and program fees are recorded as revenues during the year the related payments are received. 
Tuition and program fees may be reduced by sponsorships, foundation grants, individual contributions 
and business contributions.   
 
The Organization does not accept or deny any student based on their ability to financially support 
the ministry. However, students and their families are expected to do all they can to off-set the cost 
of their stay while at the Organization’s facilities. The Organization receives conditional promises 
from students and their families to make tuition payments on behalf of the student in monthly 
installments or a lump sum. Nevertheless, the collectability of these payments is not reasonably 
assured and, therefore, tuition revenue is recognized when it is received.  
 
In 2016, the Organization decided to discontinue charging tuition fees beginning with the May 2016 
class. Tuition payments received prior to this change were recorded as revenue when received.   
 
Cash 
 
Cash consists principally of checking account balances. 
 
Inventory 
 
Inventories consist of raw materials and finished goods and are reported at the lower of cost or net 
realizable value, with cost determined by the first-in, first-out (“FIFO”) method, with the exception of 
all wood included in raw materials, where cost is determined by the moving average cost method. 
 
Property and Equipment 
 
Property and equipment are reported at cost at the date of purchase or at estimated fair value at the 
date of gift to the Organization.  The Organization’s policy is to capitalize expenditures with a cost of 
$5,000 or more and an estimated useful life greater than one year.  Depreciation is calculated by the 
straight-line method over the estimated useful lives of the assets (leasehold improvements - 15 years; 
furniture and fixtures, equipment, and vehicles - 5 to 7 years). Expenditures for repairs and 
maintenance are charged to operations when incurred. 
 
Donated Services 
 
The Organization’s policy is to record support and expenses for contributed services that require 
specialized skills and would be purchased if not provided by the donor, at the estimated fair value of 
the services received. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Program and Supporting Services 
 
The following program and supporting services are included in the accompanying consolidated 
financial statements: 
 

Program Services - include programs to provide a Christian discipleship experience for young 
men ages 18-25 desiring to take a pause from the distractions of life to discover who they are and 
what their purpose here on earth is all about. 

 
Supporting Services: 

 
Management and General - relates to the overall direction of the organization.  These 
expenses are not identifiable with a particular program or with fundraising, but are 
indispensable to the conduct of those activities and are essential to the organization.  Specific 
activities include organization oversight, business management, recordkeeping, budgeting, 
financing, and other administrative activities. 
 
Fundraising - includes costs of activities related to obtaining resources.  These costs 
include staff time, materials and other related expenses. Activities related to obtaining 
financial support include the annual fundraising campaign and certain events. 

 
Allocation of Functional Expenses 
 
Expenses that can be directly attributed to a particular function are charged to that function. Expenses 
that relate to more than one function are allocated among applicable functions on the basis of objective 
evaluation of financial and nonfinancial data or reasonable subjective methods determined by 
management. 
 
Income Taxes 
 
The Foundation qualifies as a not-for-profit organization exempt from federal income taxes under 
Section 501(c)(3) of the Internal Revenue Code and files a U.S. Federal Form 990.  Accordingly, 
income taxes are not provided.   
 
Artisan is a disregarded entity for tax purposes and any activities of the subsidiary is included in the 
Form 990 filed by the Foundation. 
 
Management performs an evaluation of all income tax positions taken or expected to be taken in the 
course of preparing the Organization’s income tax returns to determine whether the income tax 
positions meet a “more likely than not” standard of being sustained under examination by the 
applicable taxing authorities.  Management has performed its evaluation of all income tax positions 
taken on all open income tax returns and has determined that there were no positions taken that do not 
meet the “more likely than not” standard.  Accordingly, there are no provisions for income taxes, 
penalties or interest receivable or payable relating to uncertain income tax positions in the 
accompanying consolidated financial statements.  
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Use of Estimates in the Preparation of Financial Statements 
 
The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenue and expenses during the reporting period.  Actual results could differ from those estimates. 
 
Events Occurring After Reporting Date 
 
The Organization has evaluated events and transactions that occurred between December 31, 2016 
and June 29, 2017, the date the financial statements were available to be issued, for possible 
recognition or disclosure in the consolidated financial statements. 

 
 
NOTE 2 - CONCENTRATIONS OF CREDIT RISK  

 
The Organization maintains cash balances at financial institutions whose accounts are insured by 
the Federal Deposit Insurance Corporation (“FDIC”) up to statutory limits. The Organization’s cash 
balances may, at times, exceed statutory limits. The Organization has not experienced any losses in 
these accounts and believes it is not exposed to any significant credit risk on cash balances. 
 
The Organization received contributions from three donors that approximated 35% and 47% of total 
contributions for year ended December 31, 2016 and 2015. Contributions receivable from these 
donors amounted to $20,000 at December 31, 2015 (none in 2016). 
 

 
NOTE 3 - INVENTORY 

 
Inventory consists of the following as of December 31, 2016 and 2015: 
 

2016 2015

Raw materials 27,295$           22,006$           
Finished goods 2,209               3,702               

29,504$           25,708$           
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NOTE 4 - PROPERTY AND EQUIPMENT 

 
Property and equipment consisted of the following as of December 31, 2016 and 2015: 
 

2016 2015

Leasehold improvements 446,653$         388,372$         
Furniture and fixtures 61,825             61,825             
Equipment 121,683           121,683           
Donated lumber -                     19,640             

Vehicles 122,450           122,450           

752,611           713,970           

Less: accumulated depreciation (417,492)          (365,734)          

335,119$         348,236$         

 
 
NOTE 5 - OPERATING LEASES 

 
The Organization is obligated under an operating lease agreement for residential property, which is 
owned by a member of the board of directors. The lessor will decide at each fiscal year end whether 
or not to forgive the annual rent owed by the Organization for its use and occupancy of the property. 
For fiscal year end December 31, 2016 and 2015, rent expense totaled $30,600 respectively.  The 
lessor has forgiven the rent for the current fiscal year end, which is recognized and recorded as an 
in-kind contribution in the accompanying consolidated statement of activities. The lease expires 
September 30, 2017. 
 
Future lease obligations, assuming the Organization is not forgiven its annual rent requirement, at 
December 31, 2016 follows: 
 

Year ending December 31,

2017 22,950$           

22,950$          

 
The Organization operates under a one-year lease at $2,600 per month for the Artisan property which 
ran through July 2014, with an option to renew.  The lease has continued on a month-to-month basis 
as the lessor and the Organization work to finalize an extension. 
 
Total rent expense was approximately $61,800 for the year ended December 31, 2016 and 2015. 
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NOTE 6 - IN-KIND DONATIONS 

 
The Organization received in-kind donations for the year ended December 31, 2016 and 2015 as 
follows: 
 

2016 2015

Facilities rental 30,600$           30,600$           
Professional accounting services 12,000             12,000             
Lumber -                     56,113             
Inventory 2,217               7,790               

44,817$           106,503$         

 


