


Independent Auditor's Report 



September 28, 1998 

Nfr. AntJ1ony Edmor1dson 
NAWS, Jue. 
J 9737 Nordhoff Place 
Cha1~vor1h, C1\ 913 l l 

l">ear Anthony: 

THOtvlAS 
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l:;OO:t.<')r. 1{J 

Lii'IDQUJST & C OMl'A:<Y LLP 

In response to certain question..s raised by readers or )'Our financial s1l11crner1ts [ 'vantcd to 
elaborate oJt the qual ific:ttions referred to in Olir tn1d it report. 

With respect to t}ie. i11abilil>' l<.> v1i1ness the in,•cn1ory cowlt procedures os of December 31, 1996, 
,,.c \\.·ere not engaged until af\cr lhnt date and tltcreforc v.•itnessit1g t11e COUl\l 'vould ha,•c bC¢J) 
i.J11p<>ssiblc. llUs qualification is standard and not unusual '' 'hen a ne\v nudi1or is retained dl1¢ to 
th~ tirning of retaining the successor auditor. lo the future this qualificiuion \viii not be in the 
report since \VC no"'· \vi mess or test count your inventor}· once }'O\lr stafl~h:i.~ conclud~d tl1eir 
coi111t _procc..:<lures. 

The on1issio.11 offunctionaJ reporting of expenses llS dcscril.>cd ii) the fourth parHgtaph of our 
rc1x:>rt arose fron\ a rcccn1 1:ina.ncial 1\ccountiog St.andards Boa(d s:caten1cnt1 " ·hich .req1lires such 
disclosures for 11on·profi1 ore.-1nizations.. Since \\'orld Service Office. l11c" (\VSO) nc\rer 
rnainlaincd its ge1x:ral ''-"(lgtr to gf.11c~1c 0.J.iS infonna1ion the qua1ific~uion ''-1.\S required. 
Genemting this iofom1a1ion nnd a\-oiding the qualification, solely for pul')>Osts oflhc a\Kfi1 
report, \VOuld ba,,-e been, in my opinion, time consun,ing and not cost beneficial to the 
org;anizn1io11. It should also b~ noted that in coo1plctins our a\ldj1., che: \\1$0 rutd its pcrso1u1el 
J)rovide<.I fl111 ai\d complctc disclosttrc of all rele\'ant infornl<'l(iOJl for ti11ancial rcp<>rtiog purposes. 
Furthcn11ol'e, full ~Uld co1n1llc1e disclosure. \Vas J}l'Oyi<lcd to the. lote.rnal Revenue Service and the 
S101c of CaJiforo;a in the \1/SO' s aooual tax fi lh1gs . . 11 is 11\ y tu1derst::indin,g for NA \\1$, Inc. ,, .. c 
' vi.II de\'tlop a revised chan of nccoullt~~ '''hich '''ill g.cnerate a functional expe,ose bre.akdo,.,.n. 
This '"ill then allov1us10 remO\"<.: 1.he qualification fronl the repon. 

]f you llnve any <JUCSl ions regatding our report, plc~\S..; do not hesitate co c~lll R\e. 

}.>lich.:w:I uackcobusl\ 
Partuer 



EXHllJIT /\ 

WORLD SE.RVlCE omcr. INC. ANO 
>"£1.LOWSl!IP C\'TELLECn:AL PROPE·RTY TRUST 

CONSO!,IDAT&O ST ATEM£1''T Of FINANCIAi. POSITl01' 

llL«mb<:r.ll,Jmand.lli.6 

~SEIS 
ml lfil 

Cumnt ~ts: 
C.sb s 183,US $ 121, 182 

Accounts ~ab&e (1:1c:t ol aUowaac• (Of 

uocoU«tib~ ac:ooua'6 of SJ2,0'J4 
aod $9, 101. ttgpeeti,'Cly) 423,8!0 Z1l.12A 

~ from affiliattd ttttities (Noto 4) 71 , IJ9 l,6)() 

ln\•enca.ry (N oce 2<:) 40S,141 338,882 

Prepaid a penses LS 811 25.IOd 

Total w .rreot llS.Stll! l ,LOZ,92S 761.922 

Property llnd equipment: 
J"tumiture and «1.uipmeot 409,079 381,569 

J..ta.schold impro .. ·emen1s 476,172 475.361 

Total 885,25 l $62,930 

Lc.u accumu.Wod dep1cc1!4tiol'I iaod ~mortizacion S.&7,449 417 441 

Propctty and equipclllP'I • a.:t l37,80Z 445 417 

0.h<rassdS: 
Oq"IO'Siu 19.)07 27,.114 

Tradcnurks aod copyrights, (oct of aoc:u1JM1la1od 
a1norti1.ation of $78, i 4011r1d SS7 ,02$, 
r<ispec•ively) (Noce 2c) 107.63) ll5,0S4 

Tota.I other .11sse1s 126.940 142 528 

Total a.o;.\Cl!I s 1;567,667 s L.349.937 

LIAJlll,lTl.F,S AND NET ASSETS 

Currtnt liabilities: 
A-papl>le 419.•78 s 339.662 

Ace~ salaries and withboldU:a&s payaW. 118.831 135,722 

Cu~t portion of note pa)-.blo (Nolo S) J0.000 )0,000 

Due co affiliated entities (Noto -4) 21 148 

Total CUl'fC.tlt liabililic.1 568.ll6 526,532 

Noc~ pa1a1>1e 40.000 70,000 

Tota) liabili1ies 608,J 16 596,532 

Unresll'l(:i ed net a.s..~t'> 959,lS l 753,405 

TouJ liabiUtes ll.lld net L'iSlel.'I s 1.567.667 s l ,)49.9J7 



EXHllllT 8 

WORU> SERVICE omc t:. L'IC. Al\'l> 
~LLOWSHIP ll\•ELLECTl!AL PROPe llTV TRUST 

CONSOl, IOAT EO SfATEM£1',. OF ACTl\' ITl•:S 

X=.tndL'<lAwn.i....31 • .12l!1..an<U9!!6 

Open.li1" rtVtnut: 
mz 

Saile.$ of p&btica1ioos aod program mwenN:s. 
ocl or di5counu: s •.6$ •. 945 $ 4~.144 

LAM. C06C of salca 1.612,6!9 1.500.219 

Net AJcf ol pc1bbcac.tcA1 and p.•oin,m miar.eria.li: 2,916.256 2,'l0!.025 

Optr.atinic txpm.«"S: 
S11J.an.ca: aod w~e6 i.nc:-htd1n1 paymll tucs 1,523.370 l,1 l9,SS9 
Employ(t;l beidcb bencfil,. IJJ.• IO 162, 123 
l~clirem~ot «intribution •11.885 48.1 63 
Contrnct ll1bor JJ.Sli I J,Sl9 
Occupt.OC)' 306. l?S 3 16,719 
Tr»,•cl 1 l l ,J61 125.867 
Tolepbooo 66,105 44.S46 p- 21.164 31l.6S• 
om~ uprme. 66.19' 66.589 
~ ttd &CDOft1t.MMIO 146,246 ISJ,SSI 
P-ro(Cl564ocW ttu 23.016 34.781 
f.qwpmeat IC'.&.Jc&: 9&.065 98.49S 
Computer $0thni. :a.ad .,.ppliM 29,412 ?7.J6S 
Other 0penciog upeiuc:s 17?.939 115.160 

Tor.al oper.uin2 c:.pcn~, 2,781 ,058 3.017.72·1 

lillceJS (deficiency) of opcMina: tev.::nue 
over opera.ling ci:.pco~ 195 198 (310.699) 

NonOIX'f1IC.i!'fl; revenue: .... ,_ "' 641 

°'"" 10,0)4 15.2<17 

Tocal ftOCIOPttlCinr ~•ue 10,7,g IS.SU 

Ntt inettaSir (decrta.st) W.946 (294,Sll) 

UnttStriftcd ntt a._~: 
Oeeinn.inJ: or year 75),40S l.Q.18,216 

Und of )ear s 95?,JS I s 753 • .JOS 



E:XHfBIT C 

WORLD SERVICE OFFICE, INC. AND 
FltLl.OWSHJP INTELLECTUAL PROPERTY TRUST 

CONSOLIDATED STA TEi"1ENT OF CASU fl.OWS 

Year Ended ~~I. 1997 AND 1996 

1.29.Z J.Wi 
Cash flows from opera.Ciog activities: 

Net increase (decrea.'ie) $ 205,946 $ (294 ,SII) 
Adjustment to reconcile net increase (decrease) to 

net cash provided by operating activities: 
Depreciation and amortization l46,246 15'.1,551 
(Increase) decrease in assets: 

Accounts receivable (l5 I ,756) 248,944 
Due f(on1 affiliated entities (68,509) (2,630) 
Inventory (66,265) 36,697 
Prepaid expenses 6,233 (8,304) 
Dcp0sits 8,167 

Increase (decrease) in J.iabilities: 
Accounts payable 79,816 (29,294) 
Accrued salaries and withholdings payable ( l6,884) 37,633 
Due to affi liated entities (21, 148) (38,782) 

Net cash provided by operating activities 121,846 103.004 

Cash flows fronl tovcsti1.1g activities: 
Purchase of property and equipment (22,322) (25,260) 
Payments to secure copyrights and trademarks (8,818) (16,409) 

Net cash (\lsed in) investing activities (31,140) (4l,669) 

Cash flows from finaoci11g acth·ities: 
Reduction of Jong-term debt (30,000) (30,000) 

Net increase (decrtasc) in cash 60,706 3l,335 
Casb: 

Beginning of yeaJ 123, 182 9l,847 

End of year s 183,888 $ 123,182 

See accon1pau~·io~ notes to coosidated O.oancial statements. 



W0J{LD SER VICI': OFl' ICE, INC. AND 
FELLOWSJUP ~--TELLECTUAL Pl~Ol'ERTY m usT 

NOTES IO FINANCIAL ST1\Tlt~·I EN'f'.~ 

~OTE 1 ~ ~tu re of the Ortanit,.'l1iort: 

EXHllllTD 

World Service Oflice, Jnc, (WSO) was incorporated on January 25, 1977 and 
<>perates its United Stales and \vorld center in Chats1,1,·orth, CaJifomia, \Vhich 
provides communications and information fOr the FellO\VShip of Narcotic$ 
,\nonymous (N,.'\.). The \\'SO achieves ilS purpose by maintaining correspondence 
'vith NA groups and service co1~1n1ittees. by· printing and distributing World Service 
Con ference approvec:l literature .• and l.>y maintaining the arc.hi \'es and fi les of NA. 

ln 1993, the Fellowship of Narcotics Anonymous established the Fellowship 
Intellectual Property Tnist (the Tn1st), The Tn1st was es~1bl ished for the purpose of 
holding and administering an recovery nlaterial and other intellectual properties of 
the Fello\vship of Narcotics . .\nony1nous. The Tn1sl is included in the consolidated 
tlnanciaJ st.1tements of \Y'SO ~s a result of co1n1non control. 

-NOTE. 2 - Sui11rnary of S..i1:nifit;1nt ,\<:co1Jnti11e· Polic.ir.s: 

a. Basis of accounting - The acco1npanying consolida1ed financial state1nents include the 
accounts of \.Y·so and the Trust Significant intercompaoy balances and transactions 
arc elin1inate<I in consolidation. 

The consolidated financial statements are prepared on the accnial basis of 
accounting. ·rhe preparation of ri nancial state1ne.nts in confol'n1ity "'-'ith gene.fally 
accepted accounting principles requires 1nanagen1eo1 to nlake estimates and 
assu111ptions that affect certain reported an1oun1s and disclosures in the financial 
statements. Actual results could differ irom those estin1ates. 

b. Presentation - FinanciaJ staten1ent presentation follo•NS 1he reco11ln1endations of the 
Financial 1\ccou11ting Standards Board in its Statement of Financial . .\coounting 
Standards (SFAS) No. I l 7, f inancial Statements of Not-for-Profit Organizations 
which was adopted during the year ended O<!cember 31, 1995. Under SFAS No, 
I 17, \VSO and Trust are required 10 teport i11for1nation regarding its financial 
position and ac~ivitjc.s according to 1hree classes of net assets: unrestricted net assets, 
1en1pc>rarily restricted net as.sets and per1nanen1Jy restric.ted net assets. As of 
December 31, 1997 and 1996 WSO held no temporarily or permanently restricted 
net assets. 



EXlllBlT D 
(Cont'd) 

WORLD SERVICE OFFICE, INC. AND 
FELLOWSHIP INTELLECTUAL PROPERTY TRUST 

NOTES TO FINANCIA L STATEMENTS 

:"\OTE 2 • Sumn1arv of Sie.niOcant .·\ttou1Llin2 Policies (Cont'<ll: 

Additionally under SFAS No. 117, WSO is required to provide information about 
expe.nses reported by their functional classificalion, such as n1ajor classes of progran1 
service.s and supporting activities. Since the \\lSQ does no1 use activity base<I 
costing an accurate functional classification 'vas unable 10 be <leter1nined. 

c. Inventory .. Publications and other itcrns for resale are included i.n inventories and 
are carried at the lo111er of cost or market, \vit11 cost detern)ine<i by the fi rst-in, flrst· 
out 1nethod. 

d. Prope-rtv and equipment - Leasehold i1nprove1ne11ts and furni ture and equipn1ent are 
stated al cost. f\.tajor additions are capitalized while replacements, n1ain1enance and 
repairs. v.·hich do not improve or extend lhe useful life. of lhe asset, are expensed. 
Depreciation is computed using the straighL-line 1nethod over the estin1ated useful 
li"·is of the related assets. \Vhich ranges as follo\vs: 

Leasehold in1proveme.nts 
f urni ture and equipn1en1 

5 year 
5 - JO year 

c. Tr<.(leinarks and COQ}'1'ights - The cost of acquiring and defending its copyrights and 
trademarks are capilaJizcd and are being written off over the approximate economic 
li te of the copyright or trademark \vhich is estin1ated lO be ten y·ears. 

f. Translation ot foreii?n hranch financiitl statements - Foreign branch operatjons are 
translated throughout the. year to United States currency. Gains or losses resulting 
fro1n translating foreign currency linancial statements are recorded in the 
consolidated statcrnent of activities. 

g . Statement of cash Oo~vs - For pu!')>OSe(j of the statement of cash tlows, cash includes 
onl)' monies held on deposil at banking institutions and petty cash. 



WORLO SERVICE OFFICE, INC. ANO 
FELLO\VSB l:P I NTl: tLECTUAL PROPERTY TRIJST 

NOT!IS TO 'FrNANCIAl, STATltllf&NTS 

NOTE 3 - Income Tu Status: 

[XHrBITD 
(Con I'd) 

WSO has qualified as a tax-exempt organization under Section SOl(cXJ) of the Internal 
Revenue Code and, comparable California RO\'el\UC and Taxation Code and, thcrefO<e, 
has made no provision for federal and state income taxes 

In addition, the Internal llevenue Service has detemlined that th.c orgaui7.atloo is nor a 
private foundati01l \Vithin lhe mean.ins of Section 509(n) ofchc Internal Re.venue Code 

NOTE 4 - Affiliated entitit.s: 

\I/SO has t\.\'O a.ffilia1ed entities. i tax-exempt organiz.ation and an unincorporated 
association. The financial rdated activities of these organiz.atioos are not included in 
the accompanying financial st•tements. 

\VSO pa)·s ceru.in disbursements and rcm"·C$ deposits on behalf of the tYr-0 affiliated 
entities. Amounts are reimbursed among the affiliated. entities. as funds become 
available. 

NOTC S - Note pav>blc: 

WSO obtained a note payable of S150,000 during the year ended December 3 I, 1995 
Principal payments in the Amoum of$2,500 are made monlhly through April 200 1 in 
addicion to interest payments at a rate of 1.5% plus prime. The note is eollateralizell by 
accounts receiv1.blc.. in""Cf\tOC)'. equipment. and bank accounts maintained at 1he lender. 

The principal po<tion of the current oulS!anding no<e is scheduled to mature as follows 
1998 s 30,000 
1999 30,000 
2000 L0.000 

Total S 72.000 

Total interest payments on the note was $8,87 J and $1 1,684 for the years ended 
December 31, 1997 and 1996. respectively. 



WORLD SERVICE OFFICE, INC. AND 
fELLO WSJllP h"TELLECTUAL PRO.PERTY T RUST 

NOl'E 6 - ·1{ctiren1cnt plan: 

EXHIBIT D 
(Cont' d) 

The \\'SO 1naintains a qualified Sa\•ings and retiren1ent de.tined contribution plan 
which covers all employees. Under the terms of the plan, employees may elect 10 
contribute pre-tax earnings up to the maxi1nunl allo\1.:able anlotnlt . \\'SO tnatches up 
to 5% of the deferred e.arnings based on the employoo's nurnbcr of ye..1rs of service. 
The malching con1ribulion to 1he plan for the years ended December 31 , 1997 and 
1996 was $41,885 and $48, 163, respectively. 

NOTE 7 - Qverati112 Leases: 

\VSO has leased equipn1ent and facilitie.s under various operating leases. In the 
spring of 1995 .. the WSO reloca1ed from Van Nuys 10 a new location in Cha1Swonh . 
·f\ .. finimum lease payn1ents on noncancelablc lease comn1it1nen1s subsequent to 
December 31, 1997 were as follows: 

.A.mount 

1998 $ 300,506 
1999 292,506 
2000 205,360 
2001 Sl,652 
2002 9,750 
Thereafter 20,313 

To1al $ 910, IQ~ 

Tolal pay1nen1s n1ade unde( operating leases during che years ended December 3 1, 
1997 and 1996 were$306,174 ar.d $321,0 19, respec1ively. 
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