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Program Overview

Part 1

* Pensions and other postemployment benefits (OPEB)
* Guidance for pensions outside the scope of GASB
Statement No. 68
* Implementation Guide for pension employers
* Impact of GASB Statement No. 68
Audit impact
Funding policy
Explaining to the public
* Pending changes for OPEB (Exposure Drafts — EDs)
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Part 2

* Measuring assets and liabilities

* GASB Concepts Statement No. 6, Measurement of
Elements of Financial Statements

* Fair Value Measurement and Application (GASB ED)

Part 3

* Various due-process documents
« Tax abatement disclosures (GASB ED)
* Leases (GASB Preliminary Views — PV)
* Financial Reporting for Fiduciary Responsibility (GASB PV)

Part 4

* Changes in the GAAP hierarchy

* The Hierarchy of Generally Accepted Accounting Principles
for State and Local Governments (GASB ED)

« Implementation Guide No. 20XX-1 (GASB ED)
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Part 5

* GASB’s ongoing work
* GASB Scope of Authority Consultation Process Policy
(Financial Accounting Foundation policy)
* GASB'’s Technical Plan
Current technical agenda
Potential projects

Part 6

* Financial reporting deficiencies
* GFOA Certificate of Achievement for Excellence in Financial
Reporting Program

Part 1

Pensions and OPEB
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Pensions Not Administered
By Trusts or Equivalent
Arrangements

GASB ED
May 2014

Two separate topics

1. Provide pension guidance for employers and plans not
covered by GASB Statements No. 67 and No. 68
* Plans not administered through trusts or equivalent
arrangements
« Still under GASB Statements No. 25 and No. 27
2. Amend certain aspects of GASB Statements No. 67 and
No. 68 for employers and plans within the scope of
GASB Statements No. 67 and No. 68

()

EMPLOYERS AND PLANS NOT COVERED BY  [§&8]
GASB STATEMENTS NO. 67 AND NO. 68




Overview

* GASB’s analysis
* Pension arrangements not administered through a trust or
equivalent arrangement
Same objectives as other pension arrangements
Only difference = absence of fiduciary net position (FNP)
¢ Conclusion
* Apply the provisions of GASB Statements No. 67 and No. 68
accordingly

(=)

Employer liability

* Total pension liability (TPL) vs. net pension liability (NPL)
* Discount rate

* High-grade municipal rate vs. long-term rate of
return/single blended rate

()

Assets

* Single employer plan
* Report as employer assets
* Multiple-employer plan
* Report employer’s proportionate share of accumulated
resources as employer assets
* No netting against employer liability

()
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Note disclosure

* Eliminate information related to the FNP of the pension
plan, including long-term expected rate of return and its
impact on the determination of the discount rate.

(2]

Required supplementary
information (RSI)

* Modify schedule of employer contributions vs.
actuarially determined contributions (ADC)

* Recognize employer contributions based on amounts paid
by employer (vs. “amount recognized by plan”)

(v)

Defined contribution plans

* Modify employer expense recognition:

1. Contributions or credits to employees’ accounts
attributable to employees’ services in the period, net of
forfeited amounts and

2. A change in the pension liability equal to the difference
between amounts recognized as pension expense and
amounts paid by the employer as the benefits come due
during the fiscal year (vs. “amounts paid by the employer
to the pension plan”)

* Equivalent change for nonemployer contributing entities
in special funding situations

()
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Multiple-employer plan

reporting
* Report in an agency fund (like OPEB)
* Report a liability to participating employers/nonemployer
contributing entities if accumulated assets exceed
Liabilities for benefits that are due to plan members
Accrued investment and administrative expenses

Note: amount reported in the agency fund would exclude any
amount that relates to the government that reports the resources
(government’s proportionate share of the resources). Report instead
as assets of the government (not in a fiduciary fund).

(=)

AMENDMENTS TO GASB STATEMENTS  [€3}
NO. 67 AND NO. 68

Three changes

1. Notes to RSI
* Factors that significantly affect trends
2. Separately financed specific liabilities
* Long-term payables for contractually deferred contributions
with separate payment schedules
Related payments normally deducted from contributions
3. Revenue recognition
* Employer revenue from nonemployer contributors not in a
special funding situation

()
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1. Notes to RSI

* Current requirement
« Information about factors that significantly affect trends in
the amounts presented in schedules of RSI must be
included as notes to the required schedules.
* Clarification
« Limited to factors over which the participating governments
or the pension plan has influence (changes in investment
policies)
Not intended to require explanations of basic economic
factors (changes in market price)

()

2. Separately financed specific
liabilities
* Background

* Repayment normally irrelevant to employer contributions,
but not always

* Proposed clarification
« Define separately financed specific liabilities

* Only exclude from contributions (as presented in RSI) in
defined circumstances

* Proposed new guidance

* Employers should recognize revenue when other employers
or nonemployer contributors make associated contributions

(=)

3. Revenue recognition

* Support of nonemployer contributors not in a special
funding situation
* GASB Statement No. 68 - recognize when contribution
affects net pension liability
Nonemployer contributor may make contribution in a
different period (use of a different measurement date)
* Codification instructions did not reflect change
Default = GASB Statement No. 24 - recognize in period in
which made
* Clarify that GASB Statement No. 68 recognition rule
applies

()

10/31/2014




Effective date

* Guidance for employers and plans not covered by GASB
Statements No. 67 and No. 68

* Fiscal year ended 6/30/17

* Amendments to guidance for employers covered by
GASB Statements No. 67 and No. 68

* Fiscal year ended 6/30/16
* Earlier application encouraged in both cases

Question 1

Under the proposed guidance, employers in pension plans
not administered by trusts or equivalent arrangements
would report which of the following in their statement of
net position?

. Total pension liability

Net pension liability

Accumulated unfunded contributions
None of the above

°O0® >

Question 2

Under the proposed guidance, employers in pension plans
not administered by trusts or equivalent arrangements
would discount their total pension liability using which
rate?

Long-term rate of return on investments
High-grade municipal bond rate

Single blended rate

Either Aor C

o0 ® >

()
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Implementation
Guide

GASB Statement No. 68, Accounting and Financial Reporting
for Pensions

Overview

* New pension Implementation Guide for employers

* To match Implementation Guide for pension plans released
last year

(=]

General guidance

* Essentially matches guidance provided for pension plans
« Defined benefit (DB) vs. defined contribution (DC)
* Types of plans

* Specialized guidance for each category

10/31/2014
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DB plans vs. DC plans

* Three criteria for DC plan
¢ Individual account for each plan member
* Employer contribution defined
* Benefit depends solely on
Actual earnings and contributions
Forfeitures of contributions (other plan members)
Administrative costs

* Otherwise DB plan

(22)

Application of criteria

* DB plans (based on other than actual earnings)
* Fixed interest rate on contributions
* Interest rate on contributions based on index
 Conversion to life annuity (vs. purchase with accumulated
funds)

Types of DB plans

* Single-employer plan
* Multiple-employer plans
* Agent
Employer-specific assets and liabilities
* Assets legally segregated
* Cost-sharing
All assets legally available to pay any member benefit

(=)
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Identification of plans by type

« Cost-sharing (all assets available to pay any benefit)
* Separate rates for separate classes
 Separate valuations and rates for individual employers
* Single employer
* Multiple employers within the same financial reporting
entity

()

Detailed guidance

* Defined benefit plans
* Single and agent without special funding situations
* Cost-sharing without special funding situations
* Single and agent WITH special funding situations
* Cost-sharing WITH special funding situations
* Governmental nonemployer contributing entities when there
is a special funding situation
* Governmental nonemployer contributing entities when there
is NOT a special funding situation
* Defined contribution plans
* Recognition in governmental funds [35 ]

GASB Statement No.
68 Implementation

Challenges

(=)
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Major challenges

* Audit implications
* Funding guidelines
* Explaining the change

GASB Statement No. 68 implementation challenges

AUDIT IMPLICATIONS ()

Responsibility for financial
statements

* Management
* Independent auditors

(=)
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Challenge

* Reasonable basis needed for assuming responsibility
* Systems managed, governed, and audited separately
Impossible to audit numbers that the employer cannot
support or document

(«])

Special challenge - agent plans

* Actuarial information not included in audited pension
plan financial statements for either
* System as a whole
* Individual participating employers
* Required to report fiduciary net position (FNP)
* But not for individual participating employers
Insufficient audit coverage for employers

Why a problem now?

* Employer auditor responsibility for actuarial data
* Technically starting with GASB Statement No. 50
Disclosure of funding progress for most recent year
* Completely overlooked in practice
Result — no prior experience in obtaining sufficient audit
assurance
* GASB Statement No. 68 makes the situation impossible
to overlook
« Significant effect on display
Net pension liability & related deferred outflows/inflows
Pension expense [ 2 ]

10/31/2014
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Meeting the challenge

* Need for cooperation between plan auditor and
employer auditor

* Guidance from AICPA
* Whitepapers (best practices)
* Interpretations of auditing standards

* Forthcoming creation of a pension chapter for State and
Local Governments (“Audit Guide”)

(%)

AICPA approach

Plan auditor provides information/performs audit
procedures on information maintained by the plan

Employer’s auditor reviews census data received from
the plan, based on employer data regarding current
employees

Employer auditor has ultimate audit responsibility

Employer and employer auditor responsible for
reviewing the reasonableness of actuarial assumptions

Solution - cost-sharing plans

* Information needed on the employer’s proportionate
share of total for all employers

* Supplemental schedule of employer allocations (audited by
plan auditor)

* Schedule of plan pension amounts by employer (audited by
plan auditor)

(+)

10/31/2014
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Schedule of employer allocations

Actual Employer
Employer Employer Allocation
Contributions| Percentage
A S 72,000 32%
B S 58,000 25%
C $ 36,000 16%
D $ 8,000 4%
E S 12,400 5%
F $ 16,000 7%
G S 5,000 2%
H S 18,500 8%
1 $ 2,000 1% (46)
Total $ 227,900 100%

Solution - agent plans

* Two-part solution
 Approach for total pension liability (TPL)
 Approach for fiduciary net position (FNP)

Approach for TPL

* Actuary provides report for each participating employer
* Total pension liability
« Deferred inflow/outflow of resources by type and year
* Pension expense
« Discount rate calculation

()

10/31/2014
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Approach for TPL (cont.)

¢ Plan auditor provides support for census data
¢ SOC 1 Type 2 report for applicable period or

* Attest engagement certifying pension data for each
employer

* Employer auditor
* Audits census data for active employees
 Confirms census data used by actuary

()

Approach for FNP

* Plan prepares
* Schedule of changes in FNP by employer

* Plan auditor offers an opinion on the schedule as a
whole

« Insufficient materiality for individual employers
* Method
« Utilize SOC 1 Type 2 to support allocations (plan auditor)

* Substantive testing of allocations among employers (plan
auditor)

(=]

Implications - employers in
agent plans

* SOC 1 Type 2 report would appear most practical
approach
* Must be performed during the period to which it applies

Very doubtful this can be done on time for the first year of
implementation

 Alternatives are available, but could result in
* Greater effort
 Higher costs
* Potential delay in issuing financial statements
* Otherwise modified opinion

(1)

10/31/2014
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GASB Statement No. 68 implementation challenges

Nature of change

* Close historical link between
* Accounting and financial reporting for pensions
* Funding (budgeting) pensions

* GASB 68 breaks this link

« Single actuarial method for accounting and financial
reporting purposes

Amortization periods not well adapted to funding
* Result

* Pension expense # employer contribution

Resulting challenge

* Accounting and financial reporting information no longer
directly useful in assessing the adequacy of funding

(=)

10/31/2014
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Development of common guidelines
for sustainable funding

“Big 7” public interest groups

National Governors Association

National Conference of State Legislatures

Council of State Governments

National Association of Counties

National League of Cities

U.S. Conference of Mayors

International City/County Management Association

GFOA

National Association of State Auditors, Comptrollers, and Treasurers
National Association of State Retirement Administrators

National Council on Teacher Retirement

Essential elements

* Use actuarially determined contributions (ADC) as a basis

for actual employer contributions

* Guidelines for making principled decisions regarding the

calculation of the ADC
* Actuarial cost method
* Asset smoothing

* Amortization

* Provide information needed to assess funding progress

GFOA best practice

* Adopts and adapts funding guidelines

* Specific recommendations on how to apply the guidelines
* Recognition that a transition period may be necessary

()

(=)
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GASB Statement No. 68 implementation challenges

Nothing has “happened”

* The accounting and financial reporting has changed, not
the underlying factual situation

* Essential information already in the note on employer
funding progress

Response to the NPL

« Different liabilities are funded differently

* Compensated absences are not funded in advance because
they are already budgeted as payroll

* Key consideration with pension liabilities = disciplined,
systematic funding over time
* Assured by using actuarially determined contributions
Selection of appropriate actuarial method and assumptions
* Comparison — funding a child’s college education

(=)
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Employer contributions vs.
expense

« Difference

* What something costs (expense)
* How we pay for it (contributions)

Question 3

Which type of pension arrangement faces the most serious

audit challenges as a result of the implementation of GASB
Statement No. 68?

A. Single-employer plans
B. Cost-sharing plans
C. Agentplans

Question 4

Using the AICPA’s approach, which auditor would be
responsible for performing procedures on pension data to

support an opinion on the financial statements of
individual employers?

A. The employer’s independent auditor
B. The plan’s independent auditor
C. BothAandB

21
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Question 5

The only way for an employer auditor to obtain support for

census data is for the plan’s auditor to issue a SOC 1 Type 2
report.

A. True
B. False

(=)

Question 6

It is unlikely that most agent plans will be able to perform a
SOC 1 Type 2 report in time for the first year of
implementation of GASB Statement No. 68.

A. True
B. False

Question 7

An audit of a cost-sharing plan’s financial statements, of

itself, should be sufficient to meet the needs of employer
auditors.

A. True
B. False

(&)
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Question 8

Practically speaking, governments that use the entry-age
actuarial cost method for funding purposes should be able
to use their actuarially determined employer contribution
as the basis for measuring pension expense.

A. True
B. False

Question 9

Prior to GASB Statement No. 68, employers did not include
information on their unfunded obligation for pensions in
their basic financial statements.

A. True
B. False

(&)

Other
Postemployment
Benefits (OPEB)

GASB Exposure Drafts
May 2014

10/31/2014
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Background

* Postemployment benefits
* Pensions
Retirement income

Other benefits provided through a pension plan (other than
healthcare)

 Other postemployment benefits (OPEB)
Employee healthcare
All other forms of postemployment benefits
* Economic substance
* Employee compensation paid in a later period
* All postemployment benefits conceptually equivalent [ - ]

Background (cont.)

« Effect on accounting and financial reporting
* Accounting and financial reporting for OPEB traditionally
patterned on pension accounting
Private sector
Public sector
* Public sector — employers
* GASB Statement No. 27 > GASB Statement No. 45
* Public sector — plans
* GASB Statement No. 25 > GASB Statement No. 43

Recent changes in pension
accounting

* Two new GASB pension standards
* GASB Statement No. 67 — pension plans
* GASB Statement No. 68 - employers

* Fundamental move away from traditional funding-based
approach

* Employer liability for benefits earned to date in excess of
plan assets
* Measurement independent of actuarial method used for
funding
* Reporting by employers in cost-sharing plans similar to that
of employers in agent plans [ - ]
Proportional share of total amounts for all employers

10/31/2014
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GASB EDs on OPEB

* Proposed new guidance for OPEB plans (to replace GASB
Statement No. 43)

* Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans
* Proposed new guidance for employers (to replace GASB
Statement No. 45)

* Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions

(=)

Proposed changes

* Pattern OPEB accounting on the new accounting for pensions
* GASB Statement No. 67 = ED for plans
* GASB Statement No. 68 > ED for employers

* Move away from a funding-based approach

* Employer would report a liability for benefits earned to date in
excess of plan assets

Measurement would be independent of the actuarial method
used for funding

Same treatment for employers in cost-sharing plans

Proportional share of total amounts for all employers

* Includes guidance for OPEB not administered through a trust
or equivalent arrangement [ 74 ]

* Preserves alternative measurement method

Effective date

* Plans

* Fiscal year ending 12/31/16

* Earlier application encouraged
* Employers

* Fiscal year ending 12/31/17

* Earlier application encouraged

10/31/2014
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Part 2

Measuring assets and liabilities

Measurement of
Elements of Financial
Statements

GASB Concepts Statement No. 6
March 2014

Background

* Concepts Statement No. 6
* Does not set GAAP today
* Will affect development of future standards
ED on Fair Value Reporting

10/31/2014
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Measurement

« Definition
 Assignment of a dollar amount to a financial statement
element
* Practical effect limited to assets and liabilities

* All other financial statement elements are derived from
these two elements

(=)

Basic approaches

* Initial amounts
* Based on amount assigned when asset acquired/liability
incurred
Including modifications derived from that amount
* Depreciated/amortized value
* Remeasured amounts
* Based on amount as of the financial reporting date
Determined without reference to initial amount

(=]

Relationship to objectives

* GASB Concepts Statement No. 1

* Information on the cost of current-period services
Initial amounts more useful
* Assets directly used in providing services (capital assets)

* Information useful in assessing financial position
Remeasured amounts more useful
* Financial assets
* Variable-payment liabilities (uncertainty as to timing and amount)

10/31/2014

27



Measurement attributes

 Particular feature or characteristic of an asset or liability
that is being measured

* Four possibilities
* Historical cost
* Fair value
 Settlement amount
* Replacement cost

(=)

Historical cost

* Amount based on an actual exchange transaction
* Price paid to acquire an asset

* Amount received as a result of the incurrence of a liability
(e.g., bond proceeds)

Fair value

* Amount based on a market exit price in an orderly
market transaction

* Amount a government would receive if it were to sell an
asset

* Amount a government would pay if it were to transfer a
liability

(=)

10/31/2014

28



Settlement amount

* Amount based on realization or liquidation value in the
absence of an active market
* Amount for which an asset could be realized
* Amount for which a liability could be liquidated

* Settlement amount equivalent to fair value in the
absence of an active market

(s)

Replacement cost

* Amount based on a market entry price in an orderly
market transaction
* Amount a government would have to pay to acquire an
asset with equivalent service potential

Applicability

* All measurement attributes relevant to the measurement
of initial amounts
* Historical cost = initial amount

* Other methods if applied as of the date an asset is acquired
or a liability is incurred

* Historical cost not relevant for remeasured values

(=)

10/31/2014
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Question 10

Which of the following is an example of an initial amount?

. Carrying value of a capital asset
FIFO-based inventory

LIFO-based inventory
All of the above
Both Band C

moo®w»

Question 11

Which approach would be more useful for valuing a piece
of land?

A. Initial amount

B. Remeasured amount
C. EitherAorB

Question 12

Which of the following focus on an exit price?

. Fair value

Settlement value

Replacement value
All of the above
Both Aand B

mooO®»
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Question 13

Which of the following presume(s) an active market?

Fair value
Settlement value
Replacement value
All of the above
Both Aand C

moow»

Fair Value
Measurement and
Application

GASB Exposure Draft
May 2014

(=)

Scope

* Definition of fair value
* Consistent with GASB Concepts Statement No. 6,
Measurement of Elements of Financial statements, and
other standard-setting bodies
* Measurement of fair value
* Application to specific assets and liabilities that currently
have a fair value reporting requirement

10/31/2014
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Definition of fair value

* The price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between
market participants at the measurement date
* Exit price vs. entry price

* Market-related vs. entity specific

()

Exit price

* Excludes transaction costs

* Includes transportation costs

« If location is a characteristic of the asset (commodity)

* Costs incurred to transport from current location to
principal or most advantageous market

(=)

Market-related

* Financial assets

* Principal market

Typically the market in which the government normally would
enter into a transaction

* Most advantageous market (if no principal market)

Determination takes into account both transaction and
transportation costs

32



Market-related (cont.)

* Nonfinancial assets

* Highest and best use
Use that maximizes the items value
* Regardless of the market participant that would achieve that use
Considerations
* Physically possible
* Legally permissible (current zoning)
* Financially feasible

(+7)

Three approaches to

measuring fair value
* Market approach

* Based on market transactions involving identical or similar
assets and liabilities
Quoted prices from an active market

Market multiples (price earnings ratios of similar companies)
Matrix pricing

Three approaches to
measuring fair value (cont.)

¢ Cost approach

* Based on amount required currently to replace present
service capacity of an asset

* Income approach

* Based on related future amounts converted to a single
amount

Present value of projected cash flows
Option pricing models

(=)

10/31/2014
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Hierarchy of inputs

* Key factor
* Observable inputs vs. unobservable inputs
* Hierarchy
« Level 1 inputs — (highest quality)
* Level 2 inputs
* Level 3 inputs — (lowest quality)
* Basic principle: Maximize use of higher level inputs

Basis for classification at each
level

¢ Level 1 — Directly observable inputs
* Quoted prices in active markets for identical assets or
liabilities
* Level 2 — Inputs observable for the asset or liability either
directly or indirectly

* Quoted price for similar assets or liabilities in active
markets

* Quoted prices for identical or similar assets or liabilities in
markets that are not active

* Other observable inputs (yield curves, credit spreads)

* Market-corroborated inputs (by observable data,
correlation, or other means)

Basis for classification (cont.)

* Level 3 — Unobservable inputs

* Begin with internally generated data
Adjust for factors as would other market participants and for
something only available to the entity (an entity-specific
synergy)

[102]

10/31/2014
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Application to investments

 Fair value generally applicable
* Including restricted investments

* Some specific exceptions

(109)

Definition of investments

* A security or other asset that a government holds
primarily for the purpose of income or profit, and its
present service capacity is based solely on its ability to
generate cash, or to be sold to generate cash.

Clarifications

* Purpose determined by government’s own usage
* Result can be different determinations by different
governments
* Investments generally exclude
* Student loan receivables
Purpose to encourage higher education
* Mortgage loan receivables
Purpose to encourage home ownership
* Property held to preserve the natural environment
Even if related rights sold to generate income (timber)

[105]

10/31/2014
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Special cases

* Investment in a nongovernmental entity without a
readily determinable fair value
* May use net asset value (NAV) per share (or its equivalent)

Example: member units or an ownership interest in partners’
capital

* All debt securities the entity reports as assets are
reported at fair value
* Even if they do not meet the definition of an investment

* Regardless of whether acquired or originated by the
government

[105]

Exceptions to fair value

Money market investments and participating interest-
earning investment contracts with a remaining maturity at
purchase of one year or less (held by entities other than
external investment pools)

Investments in 2a7-like pools

Investments in life insurance (use cash surrender value)

* Other than investments in life settlement contracts

Investments in common stock that meet the criteria for
applying the equity method of accounting

Nonparticipating interest-earning investment contracts
Unallocated insurance contracts

Synthetic guaranteed investment contracts that are fully
benefit responsive

Application to liabilities

* Amount necessary to transfer liability to another party
that would continue to fulfill the obligation
Not the amount to settle or otherwise extinguish
* Only proposed application = derivative instruments that
are reported as liabilities

36



Fair value vs. acquisition value

* Fair value = exit price
* Acquisition value = entry price

* Uses the replacement cost measurement attribute at the
initial transaction date

* ED proposes that certain assets currently reported at fair
value should instead be reported at acquisition value

Change from fair value to
acquisition value

* Donated capital assets

* Including works of art, historical treasures, and similar
assets

* Capital assets received in a service concession
arrangement

[110]

Disclosures

* Applicable to both recurring and nonrecurring fair value
measurements
* Fair value — end of the reporting period
* Level of inputs used
 Description of valuation techniques used

Including any change in a technique and reason for the
change (if result is significantly impacted)
* The effect on investment income for the reporting period
for assets with fair value measurements made using Level 3

inputs (not applicable to investments that calculate NAV or
its equivalent)

[111]

10/31/2014
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Disclosures (cont.)

* The reason for nonrecurring fair value measurements
(capital asset impairment)

* Certain specific disclosures for investments in entities
that calculate NAV per share (or its equivalent)

(12)

Question 14

Under current GAAP, fair value sometimes is based on a

market exit price and at other times on a market entry
price.

A. True
B. False

[113]

Question 15

A market exit price would exclude:

. Transaction costs
Transportation costs
Both

Neither

©0®p

[114]
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Question 16

Transaction costs would always be irrelevant to the
determination of fair value.

A. True
B. False

[115]

Question 17

Which of the following approaches could be relevant to
the measurement of fair value?

. Cost to replace

Present value of projected cash flows
Both Aand B

None of the above

°O0® >

[116]

Question 18

On the hierarchy of inputs, Level 2 and Level 3 would be
distinguished from Level 1 by their common use of
unobservable inputs.

A. True
B. False

[117]
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Question 19

Which of the following would be excluded from fair value
measurement?

A. Restricted investments

B. Debt securities held as assets that do not meet the
definition of an investment

C. Investments in 2a7-like pools
D. All of the above
E. None of the above

(1us)

Question 20

The same asset might qualify as an investment for one
government, but not another.

A. True
B. False

[119]

Question 21

Which liabilities would be subject to fair value reporting?

. Debt securities
Accrued liabilities
Hedging derivatives
All of the above
None of the above

mooO®w»

[120]

10/31/2014
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Question 22

The GASB proposes to change the value at which donated
capital assets are reported.

A. True
B. False

(1)

Part 3

Various due-process documents

[122]

Tax Abatement
Disclosures

GASB Exposure Draft
October 2014

[123]
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Background

* General category — tax expenditures
* Opportunity cost of foregoing taxes
* Tax abatements — subset characterized by
1. Purpose of agreement
2. Type of revenue reduced
3. Existence of an agreement
Contrast with tax exemption and tax deductions

(124)

1. Purpose of agreement

* To achieve a public good
* Economic development
Increasing the property tax base
Revitalizing local economies
Retaining or attracting jobs or companies
Increasing employment by existing employers
 Other purposes
Historical preservation
Environmental incentives
Construction of housing

[125]

2. Type of revenues reduced

* Taxes vs. customer charges

[126]

10/31/2014
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3. Existence of an agreement

* Identifiable agreement between a government and a
specific taxpayer (either an individual or an entity)
* Does not have to be in writing
 Does not have to be legally enforceable (recovery provision)
* Two components
* Government promises to reduce tax liability

 Taxpayer promises to subsequently perform a certain
beneficial action

(127)

Definition of tax abatement

* An agreement between one or more governmental

entities and a taxpayer in which

* One or more governmental entities promise to forgo
revenues from taxes for which the taxpayer otherwise
would have been obligated and

 The taxpayer promises to take a specific action after the
agreement has been entered into that contributes to
economic development or otherwise benefits the
government(s) or its citizens

[128]

General disclosure principles

* Information for similar tax abatements may be provided

individually or in the aggregate

Distinguish

* Agreements of the government

* Agreements of other governments that affect the
government

Agreements of the government should be organized by

each major tax abatement program

Agreements of other governments may be aggregated as

if for a single program

Disclosure should commence with the agreement and

continue until it expires [129]
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General descriptive
information

* Name and purpose of the tax abatement program(s)
* Specific taxes being abated

* Authority for entering into the agreement

* Eligibility criteria

* Mechanism

* How the recipient’s taxes are reduced (reduction of
assessed value or a refund of taxes paid)

» How the amount is determined (specific $ or a specific % of
taxes)

(130)

General description (cont.)

* Recapture provisions (including conditions for recapture)
* For agreements of the government
* Types of commitments made by the recipients

[131]

Other disclosures

* Number of agreements entered into during the reporting
period

* Total number of agreements in effect at reporting date

* The dollar amount of government’s taxes abated during
the reporting period

* Description of any commitments by the government
other than to reduce taxes (until fulfilled)
« Types of commitments
* Most significant individual commitments

[132]
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Effective date

« Fiscal years ended 12/31/16
* Earlier application encouraged

(1)

L.eases

GASB Preliminary Views
November 2014

[134]

Background

* Current authoritative guidance on leases

* National Council on Governmental Accounting (NCGA)
Statement 5, Accounting and Financial Reporting Principles
for Lease Agreements of State and Local Governments

* GASB Statement No. 13, Accounting for Operating Leases
with Scheduled Rent Increases

* GASB Statement No. 62, Codification of Accounting and
Financial Reporting Guidance Contained in Pre-November
30, 1989 FASB and AICPA Pronouncements

* GASB Statement No. 65, /tems Previously Reported as
Assets and Liabilities

[135]
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Background (cont.)

* GASB undertook project to reexamine lease accounting

and financial reporting for governments considering

« Definitions of assets and liabilities from GASB Concepts
Statement No. 4, Elements of Financial Statements

 Expectation that FASB and the International Accounting
Standards Board (IASB) will release final pronouncements in
2015 to replace lease guidance for nongovernmental
entities

(136)

Background (cont.)

* Issuance of PV planned for November 2014 to

* Identify the most fundamental issues related to lease
accounting

* Provide the GASB’s current views on those issues
* Obtain feedback from constituents
* Comment deadline planned for March 2015

[137]

Scope and applicability

* Governmental lessees and lessors
* Lease definition

* A contract that conveys the right to use a nonfinancial asset
(the underlying asset) for a period of time in an exchange or
exchange-like transaction

* Guidance applies when contract meets the definition
* Unless there is a specific exception

[138]
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Excluded from leases

Contracts concerning the rights to explore for or to
exploit natural resources such as oil, gas, minerals, and
similar nonregenerative resources

Leases of biological assets, including timber

Licensing contracts for items such as motion pictures,
video recordings, plays, manuscripts, patents, and
copyrights

Contracts that meet the definition of a service
concession arrangement (GASB Statement No. 60)

(139)

Excluded from leases (cont.)

* Treat as financed purchases
 Contracts that transfer ownership of the underlying asset
« Contracts that contain a bargain purchase option

[140]

Contracts with multiple
components

* Separate lease portion of contract (right to use an asset)
from any service portion (maintenance to be provided by
lessor)

* Account for service component separately

* Treat as separate lease agreements (components)
* Underlying capital assets with different lease terms
* Underlying capital assets in different major classes

[141]

10/31/2014

47



Contracts with multiple
components (cont.)

 Exception to treating components separately
¢ Observable stand-alone prices available for some but not all
lease components
Allocate to components where possible and treat remainder
(multiple components) as a single lease unit
* Observable stand-alone prices not available for any lease
components
Treat as a single lease unit
* Single lease unit treated based on its primary component

(12)

Lease contract combinations

* Multiple contracts with same counterparty at or near the
same time
* Presumed to be separate unless
Contracts are a negotiated package with a single objective OR

Amount to be paid in one contract is dependent on the
performance or price paid in another contract

[143]

Lease term

* Period during which a lessee has a noncancellable right
to use an underlying asset (the noncancellable period)
plus (if applicable) considering
* Lessee’s option to extend the lease when exercise of that

option is probable
* Lessee’s option to terminate the lease when exercise of
that option is not probable
Subject to reassessment if circumstances change

[144]
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Lessee accounting

* Recognize a lease liability at the beginning of a lease
(unless short term)
* Present value of certain payments to be made over the
lease term
* Recognize an intangible asset for the right to use the
capital asset
¢ Value of the lease liability plus
Payments to lessor at or before lease begins
Initial direct costs necessary to place the asset into service
* Recognize interest expense/expenditure on the lease
liability

[145]

* Recognize amortization expense for the asset

Lessee disclosures

* Certain existing disclosures continue, for example
* Debt service to maturity
* Amount of lease assets reported

* New disclosures, for example

* How variable payments not included in the liability are
determined

* Period expense for variable payments not previously in the
liability

* Period expense for other payments, such as residual value
guarantees not previously in the liability

[146]

Lessor accounting

* Recognize a lease receivable at the beginning of a lease
(unless short term)

* Present value of certain lease payments to be received over
the lease term

Reduced by uncollectibles
* Continue to report the capital asset underlying the lease
* Recognize a deferred inflow of resources
* The lease receivable plus

Payments received at or before lease begins that relate to
future periods (rent for the lease’s last month)

* Recognize interest revenue on the lease receivable [147]
* Recognize lease revenue from the deferred inflow
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Lessor disclosures

* Examples of such disclosures include
« Conditions for determining variable lease payments (if any)
* Period amount for lease revenues (including interest)
* Schedule of future lease payments
Each of the next five years
At a minimum, five-year increments thereafter

(108)

Short-term leases
* Definition
* Alease that, at its beginning, has a maximum possible term
under the contract of 12 months or less
Includes options to extend
* Lessees

* Recognize lease payments as expenses/expenditures
primarily on the payment terms of the contract

* Lessor

* Recognize lease payments as revenue primarily on the
terms of the contract

[149]

Lease modifications

* All amendments to contracts unless the lessee’s right to
use the underlying asset decreases (termination)
* Lessee
* Remeasure the lease liability
* Adjust the lease asset (for difference between the
remeasured liability and the liability before
remeasurement)
* Lessor
* Remeasure the lease receivable
* Adjust the deferred inflow of resources (difference between
the remeasured receivable and the receivable immediately [150]
before remeasurement)
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Lease terminations

* Only amendments to contracts that decrease the lessee’s
right to use the underlying asset qualify

* Lessee
 Adjust the carrying value of the lease asset and related
liability and recognize a gain or loss for the difference
* Lessor

* Adjust the carrying value of the lease receivable and related
deferred inflow of resources and recognize a gain or loss for
the difference

* Same for full or partial termination

Related parties

* Recognize based on substance if significantly different
than the form

Intra-entity leases

* GASB Statement No. 14 guidance remains in effect

[153]
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Subleases

* Treat as a transaction separate from the original lease

[154]

Leasebacks

* Must have a qualifying sale to apply sale-leaseback
accounting
* Sale as any other sale

* Any gain or loss would be deferred over the term of the
leaseback

* Leaseback as any other lease
* A lease-leaseback transaction

* Report net lease liability or net lease receivable (as
appropriate)
Disclose gross amounts

[155]

Summary of key changes

* No distinction between capital and operating leases

* Distinguish instead between long-term leases and short-
term leases

* Lease accounting limited to situations where ownership
does not ultimately transfer to the lessee
* Otherwise a financed sale/purchase of an asset

* Lessees report an intangible asset for their right to use a
capital asset, rather than the underlying asset itself

* Lessors continue to report the underlying capital asset
and a lease receivable

[156]
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Financial Reporting
for Fiduciary
Responsibility

Exposure Draft
November 2014

Current challenges

When to report fiduciary activities

Defining fiduciary fund types

Reporting by stand-alone BTAs

Fiduciary component units of fiduciary component
units

Presentation of additions and deductions

Hw N e

o un

. Liability recognition in trust funds

Issue 1

WHEN TO REPORT FIDUCIARY
ACTIVITIES

[158]

[159]
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Current challenge

* Current GAAP (GASB Statement No. 14)
* Must include legally separate organizations in the financial
reporting entity “if the primary government has a fiduciary
responsibility for them”

Even if they do not meet the other criteria for inclusion as
component units

* No definition of fiduciary responsibility
* Result = inconsistent application

(150)

Proposed solution

* Report fiduciary activities if government is a fiduciary

[161]

Defining a fiduciary

* Already satisfactory definition for pensions and other
postemployment benefits

* Separate definition needed for other arrangements

[162]
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Proposed definition of fiduciary

* When a government controls assets in one of the
following ways
* From a pure pass-through grant
No administrative or direct financial involvement (GASB 24)

* Monitor compliance, determine eligibility, have discretion in
allocation of funds

* Matching requirement, liable for disallowed costs
* In accordance with a trust (or equivalent) agreement
Not itself a beneficiary
* For the benefit of outsiders
Individuals not part of the citizenry
Organizations/governments outside the reporting entity [163]

What is needed for control?

* Two considerations
1. Legal structures

2. Responsibility for administering the exchange of assets

[164]

1. Legal structures

* Government directly holds the assets (outside of a trust
or equivalent arrangement)

* Government acts as trustee for the assets

* Legally separate entity is responsible for holding or acting
as trustee

[165]
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2. Responsibility for administering
the exchange of assets

* Government responsible

* Government assigned and can reassign responsibility
* Government not responsible, but can set parameters
* Government not responsible

[166]

Application of criteria

NOT
ASSIGNED AND | RESPONSIBLE, NOT
WEFENEEL | e e | mmeas | erergme
PARAMETERS
DIRECTLY ] Control Control Control
HOLDS

O contrl contrl --
SEPARATE

Control Control
ENTITY

(167)

Issue 2

DEFINING FIDUCIARY FUND TYPES (168)
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Current challenge

« Distinction between private-purpose trust funds and
agency funds unclear
* [Private-purpose trust funds] are distinguished from agency
funds generally by the existence of a trust agreement that
affects the degree of management involvement and the
length of time that the resources are held.

¢ Result = inconsistency in practice

(169)

Proposed solution

* Eliminate agency funds

* Introduce custodial funds

* Distinguish between private-purpose trust funds and
custodial funds based on whether there is a trust or
equivalent arrangement
* Yes? Private-purpose trust fund
* No? Custodial fund

[170]

Issue 3

REPORTING BY STAND-ALONE BTAS (171]
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Current challenge

* Current requirement

* Governments engaged only in business-type activities
should present only the financial statements required for
enterprise funds

* Issue —should they report fiduciary funds?
* Result — inconsistency in practice

(1)

Proposed solution

 BTAs should report fiduciary funds separately in their
basic financial statements

[173]

Issue 4

FIDUCIARY COMPONENT UNITS OF (174]
FIDUCIARY COMPONENT UNITS
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Current challenge and
proposed solution

¢ Current challenge

* Unclear whether the fiduciary component units of fiduciary
component units should be included in the reporting
entity’s report

* Proposed solution
* Include combined information

[175]

Issue 5

PRESENTATION OF ADDITIONS AND (176)
DEDUCTIONS

Current challenge

* Current challenge
* Specific disaggregation required only for pension funds
Administrative costs
Investment costs
* Result

* Important information absent from investment trust fund
(and other fiduciary fund) financial statements

[177]
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Proposed solution

» Disaggregate additions by source
* Net investment income
Display investment income separate from investment costs
* Disaggregate deductions by type
Display administrative costs separately

(9]

Issue 6

LIABILITY RECOGNITION (1)

Current challenge

* Current requirement

* A liability should be recognized in trust funds for claims by
individual beneficiaries

* Issue

* What should be the specific point at which recognition
occurs?

[180]
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Proposed solution

* Recognized in fiduciary funds when an event has

occurred that compels a government to disburse
fiduciary resources

* No further action required or condition to be met by the
beneficiary to be entitled to receive the resources

[181]

Question 23

In the context of pass-through grants, a government would
be a fiduciary.

A. Always

B. Sometimes
C. Never

[182]

Question 24

In the context of a trust or equivalent arrangement, a
government would be a fiduciary.

A. Always

B. Sometimes
C. Never

[183]
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Question 25

In the context of resources held for outsiders, a
government would be a fiduciary.

A. Always

B. Sometimes
C. Never

(194)

Question 26

The result of applying the criteria for control would be the
same, regardless of legal structure, for 1) governments
with direct responsibility for administering the exchange of
assets and 2) governments that assign (and can reassign)
that responsibility to others.

A. True
B. False

[185]

Question 27

A government would never meet the criteria for controlling
assets as a fiduciary if it was not responsible for
administering the exchange of assets.

A. True
B. False

[186]
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Question 28

What would the key difference be between a private-
purpose trust fund and a custodial fund?

A. Whether the government was responsible for
administering the exchange of assets

. The existence of a trust or equivalent arrangement
C. Neither AnorB

(197)

Question 29

When would a liability to beneficiaries be recognized in a
fiduciary fund?

A. When payment to an individual beneficiary is both

probable and measurable

When no further action is required of a beneficiary to
be entitled to the resources

C. When benefits are earned by the beneficiary

[188]

Question 30

Stand-alone business-type activities:

A. Should report fiduciary funds
B. May report fiduciary funds
C. May not report fiduciary funds

[189]
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Question 31

Fiduciary Fund A is a component unit of Fiduciary Fund B,
which in turn is a component unit of a county. Fiduciary
Fund A should be reported in:

Fiduciary Fund B’s financial statements
The county’s financial statements

Both Aand B

Neither A nor B

o0 ® >

[190]

Question 32

Which of the following would be reported as a deduction in
fiduciary fund financial statements?

A. Investment expense

B. Administrative expense
C. BothAandB

[191]

Part 4

Changes in the GAAP Hierarchy

[192]
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The Hierarchy of Generally
Accepted Accounting
Principles for State and Local
Governments

GASB Exposure Draft
December 2013

(199)

Scope

* Exposure Draft (ED) does not propose any specific
standards that require implementation per se
* Proposes a change to the “chain of command” for the
authoritative accounting and financial reporting
literature for state and local governments
* Issued to address concerns raised by respondents during
the due process that led to the issuance of GASB Statement
No. 55, The Hierarchy of Generally Accepted Accounting
Principles for State and Local Governments
 Issued simultaneously with the ED, Implementation
Guide No. 20XX-1

[194]

Current GAAP hierarchy

GASB Statements  GASB Technical AcSEC Practice GASB
and Interpretations Bulletins Bulletins# Implementation
Guides

NCGA Statements  AICPA Audit and GASB-sponsored

and Interpretations Accounting Guides* Consensus Positions# Widely recognized
and prevalent

AICPA Industry Audit AICPA Statements of practice

Guide (as amended Position *

prior to July 1984)

Also identifies sources of other accounting literature that can be used in the
absence of guidance in the four levels of the hierarchy

* Specifically applicable to state and local governments and cleared by the GASB [195]
# None outstanding or anticipated
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Proposed GAAP hierarchy

AUTHORITATIVE GUIDANCE
Levela Level b
GASB Statements?® GASB Technical Bulletins (TB)

GASB Implementation Guides (IG)
AICPA literature (e.g., Audit and

Accounting Guides)*

1All GASB Interpretations heretofore issued and currently in effect are considered
as being encompassed within category (a) and are continued in force until
altered, amended, supplemented, revoked, or superseded by subsequent GASB
pronouncements.

* Specifically applicable to state and local governments and cleared by the GASB [195]

Nonauthoritative literature

* Sources include
* GASB Concepts Statements

* Pronouncements and other literature of the Financial
Accounting Standards Board, Federal Accounting Standards
Advisory Board, International Public Sector Accounting
Standards Board, International Accounting Standards Board,
and AICPA (other than AICPA literature cleared by the
GASB)

Practices that are widely recognized and prevalent in state
and local government

Literature of other professional associations or regulatory
agencies

Accounting textbooks, handbooks, and articles [197]

Nonauthoritative literature
(cont.)

* When evaluating the appropriateness of
nonauthoritative literature, an entity should consider
« Consistency with GASB Concepts Statements
* Relevance to the particular circumstances
* Specificity of the literature
* General recognition of the issuer or author as an authority

[198]
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Summary of change

* Compress hierarchy from 4 levels to 2 levels
* Both authoritative
Level A — affirmative majority
Level B — No objection by majority
* Both require a period of broad public exposure
* Eliminate interpretations as a standard-setting vehicle
* Demote widely recognized and prevalent practice to
nonauthoritative guidance

* Remove references to AcSEC and EITF guidance
(nonexistent)

Effective date

* Effective fiscal years ending 6/30/15
* Early application permitted rather than encouraged
* Subject to availability of a revised Implementation Guide

Question 33

Under the new GAAP hierarchy, which would be the most
relevant consideration in using nonauthoritative
accounting literature?

A. Consistency with GASB Concepts Statements
B. Relevance to particular circumstances
C. Specificity of the literature

(199)
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Question 34

Under the proposed new GAAP hierarchy, widely

recognized and prevalent practice would no longer be a
consideration.

A. True
B. False

(202)

Question 35

Which of the following types of pronouncements would no
longer be issued under the proposed new GAAP hierarchy?

. Technical Bulletins

Interpretations
Both Aand B
None of the above

©O0® >

[203]

GASB
Comprehensive

Implementation
Guide

Recent proposed changes
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GASB Implementation Guides

* Goal — practical guidance for major new standards
* Format -- question & answer
* Process for issuance

* Prepared by GASB staff (aided by advisory panel)
* Cleared by board

Publications

¢ Individual Implementation Guides
* Major standards
* 14 released since 1991

* Comprehensive Implementation Guide
* Incorporates guidance from individual publications
* Updated for changes each year
« Covers other pronouncements as well (“Chapter Z2”)
* Issued annually since 2003

Promotion in authoritative
status

* Under current GAAP hierarchy
e “Level d”

* Under proposed new GAAP hierarchy
* “Category b”

[205]
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Practical result of change

* Need for greater due process

« Starting with the existing Comprehensive Implementation
Guide

* Need to tailor contents to new authoritative status

Exposure draft

* Proposes to eliminate
* Purely transitional guidance
* Restatements and paraphrases
* Information that provides only background or explanation
* Guidance on the applicability of nonauthoritative literature

* Proposes to relocate illustrative material

Cash flows (2.24.2) - interfund
loans

* Background
* Basic premise = interfund cash flows are noncapital
financing
* Exception = receipt of amounts for capital purposes
* Change
* Example provided of application to interfund loans
To cover a temporary cash deficiency = noncapital financing
activity
To purchase new vehicles = capital and related financing
activity (recipient fund only)

[210]
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Interfund loans (cont.)

* Observation

« Interfund debt for capital purposes is not considered

“capital-related” for purposes of calculating net investment
in capital assets

Exception = lease obligation to a blended component unit

[211]

Cash flows (2.27.1) - conduit
debt

* Background
« Definition of conduit debt
* Two options
Report neither asset nor liability
Report both asset and liability
* Change

* Answer previously assumed that the liability was not
reported

Cash flows from operating activities
* Modification to explain that the guidance is limited to
situations where the liability is not reported
* Observation

212
« If reported = cash flows from noncapital financing activities [ ]

Risk financing (3.4.2) - no
transfer/pooling of risk

* Background

* A risk pool does not have to involve the transfer or pooling
of risk

Claims servicing pool/account pool
Banking pool

* Change

* Example provided of a pool that does not transfer risk
* Observation

* Without the transfer/pooling of risk, accounting is very
different

[213]
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Example of no transfer/pooling
of risk

* A group of governments created a pool for losses related
to law enforcement vehicles

* Each participating government makes an annual payment
from which claims against only that participant are paid

* The payment cannot be used to pay claims of other
participants

Risk financing (3.11.2 & 3.65.1)
- retrospective rating

* Background

 Cost recovery or deposit method for revenue recognition
for retrospectively rated policies if

Ultimate premium dependent on future measurement or loss
experience, and

Ultimate premium cannot be reasonably estimated
* Change

* Example of retrospectively rated policy
* Example of cost recovery and deposit methods

[215]

Example of retrospectively
rated policy

* Up-front premium payment

* Possible additional premium payments at a later date
based on loss experience

[216]
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Example of cost recovery and
deposit methods

* Assumptions
» Premium received for fiscal year = $30,000
* Premium subject to adjustment
* Estimated claim costs for insured events of the period =
$10,000
* Cost recovery method
= Revenue = $10,000
+ Additional revenue for estimated claims costs as events
occur until ultimate premium reasonably estimable
* Deposit method
 Revenue = $0 until ultimate premium can be reasonably [217]
estimated

Risk financing (3.17.1 & 3.61.1)
-IBNR

Background
* Incurred but not reported claims (IBNR) must be accrued

Largely an estimate based on historical actual results that
establish a reliable pattern

* Three components
Known loss events that are expected to later be presented as
claims
Unknown loss events that are expected to become claims
Expected future development on claims already reported

* Change
* Example of each component
[218]

Example of components of
IBNR

* Known loss events
* Arisk pool that is aware of an on-the-job injury for which
no formal claim has been filed
* Unknown loss events expected to become claims
* Arisk pool that is unaware of on-the-job injuries that have
occurred and have not been filed but based on historical
experience, has an expectation of claims to be filed
* Expected future development on claims
* Arisk pool that is unaware of the full extent of damages
from a storm for a claim that has been filed

[219]
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Risk financing (3.52.1) -
internal service fund

* Background
* Business-type activities and fiduciary activities normally do
not use funds of other fund types
* How does this fact apply to a risk financing internal service
fund (ISF)?
* Change
« Clarify that use of an ISF not appropriate for
Stand-alone entities engaged only in business-type activities
Stand-alone entities engaged in fiduciary activities
» Component units, however, may participate in the risk
financing ISF of the primary government [220]

Risk financing (3.68.1) - costs
related to claims

* Background
* Claims liabilities
Must include specific, incremental claim adjustment expenses

May include other allocated or unallocated claim adjustment
expenditures/expense

e Change
* Clarifications

Example of first type = adjustment fees for outside counsel
engaged to settle a particular claim

Example of second type = salaries, supplies, and utilities for
the claims department

[221]

Reporting entity (4.16.1 &
4.33.2) - component units

* Background

* Legally separate

* Financially accountable (or misleading to exclude)
* Change

* Examples provided of component units

* Nongovernmental entities must be considered as potential
component units

[222]
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Examples of component units

* Public benefit corporations or public authorities
* Port authorities

* Economic development corporations

* Mass transit systems

* Public colleges and universities

* Foundations

* Financing entities that issue debt for major capital
projects

(223

Reporting entity (4.17.2) -
related organizations

* Background
 Need to distinguish financial accountability (component
unit) from accountability (related organization)
* Financial accountability = board appointment + either
* Ability to impose will, or
* Financial benefit or burden
* Board appointment alone = related organization
* Change

* Example of related organization provided

Example of related
organization

* Board appointment — yes
* Port authority established by city
* Mayor appoints five-member governing board
* Ability to impose will = no
« City does not appoint the port authority’s management
* The board members may not be removed except for cause

 The port authority determines its budget, issues bonded
debt, levies taxes, and sets its rates without the approval of
the city

* Financial benefit or burden — no

[225]
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Reporting entity (4.18.5) - de
jure service

* Background
* Board appointment includes situations in which a voting
majority of an organization’s governing body consists of the
primary government’s officials serving as required by law
Not technically “appointed” by the primary government
* Change
* Example of de jure board appointment provided

(226)

Example of de jure board
appointment

* Housing authority has five board members
* Voting majority = simple majority
* Articles of incorporation designate three members from
city
* Mayor
« City manager
* Economic development director

[227]

Reporting entity (4.20.1) -
imposition of will

* Background
* Imposition of will

Can significantly influence the programs, projects, activities,
or level of services performed or provided by the organization

* Change
* Example of imposition of will provided

[228]
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Example of imposition of will

* Situation
* Primary government has ability to impose budget
amendments to the budget of a special-purpose
government that submits its operating budget to the
primary government for approval
Substantive approval vs. compliance approval
* Analysis
* Ability to impose will not contingent upon previous
demonstration of that ability
Even though the primary government never imposed a budget
amendment in the past, its ability to do so constitutes an
imposition of will [229]

Reporting entity (4.21.1) -
financial benefit

* Background
* Financial benefit
May result from legal entitlements or obligations
May be less formalized and exist because of decisions made
by the primary government or agreements between the
primary government and a component unit
* Change
* Example of financial benefit provided
Gaming enterprise shares revenues through transfers to the
primary government

[230]

Reporting entity (4.22.1 &
4.22.4) - financial burden

* Background
* Financial burden may result from
Legal entitlements or obligations
Decisions made by the primary government

Agreements between the primary government and a
component unit

* Classic forms
Obligation to finance deficits or provide support
Obligated in some manner for debt
* Change
* Examples of financial burden provided
[231]
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Examples of financial burden

* County provides financial support to a park district
* Periodic grants
* Annual appropriations

* County is obligated for the debt of a finance authority
when a revenue stream of the county is secondarily
pledged to retire the debt

(22)

Reporting entity (4.30.3) -
blending

* Background
 Data of blended component units treated as data of
primary government
* Change
* Clarifications
May present a blended component unit fund as a separate
fund of the primary government, or aggregate it with other
funds of the same fund type
A fund of a component unit may qualify as a major fund of the
primary government

[233]

Reporting entity (4.47.1) -
joint ventures

* Background

* Legal entity or other organization that results from a
contractual arrangement

* Owned, operated, or governed by two or more participants
as a separate and specific activity subject to joint control

* Participants retain an ongoing financial interest or an
ongoing financial responsibility
* Change
* Example of joint venture provided

[234]
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Example of joint venture

* Two nearby municipalities contribute resources and land
to create a water district

* Separate legal entity governed equally by both
municipalities

* While the water district’s operations may be considered
self-sufficient, the municipalities agree to share

responsibility for financing the water district’s future
deficits or capital needs, if any

(239)

Reporting entity (4.49.1)
financial responsibility

* Background

* Ongoing financial responsibility for a joint venture

Obligated in some manner for the debts of the joint venture
or

Joint venture’s continued existence depends on continued
funding by the government

* Change

* Example provided of ongoing financial responsibility

Mass transit authority dependent on appropriations from a
city to subsidize recurring operating deficits caused by
insufficient user fee revenues

[236]

Reporting entity (4.56.1) -
pools

* Background

* Apool is a “multijurisdictional arrangement” that has the
characteristics of a joint venture but has additional features
that distinguish it

Investment pool = generally has “open” membership

A participant’s equity interest in the pool already recognized
in financial statements

* Equity interest would be redundant

* Change

* Example of pool provided

[237]
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Example of pool

* State sponsors an investment pool for local governments

* Each local government is able to manage their level of
participation without consent of other participating
governments

(29)

Investments (6.4.6) - mortgage
loans

* Background
* Mortgage loans receivable are not debt securities
Not subject to GASB Statement No. 31
* Change
* If securitized = GASB Statement No. 31 = fair value
« If held for sale = lower of cost or fair value

[239]

Investments (6.18.1) -
valuation

* Background
* Money market investments = short-term, highly liquid debt
instruments

Including commercial paper, bankers’ acceptances, and U.S.
Treasury and agency obligations

* Change
« Clarify that a structured note with a call option does not
meet that definition

Like asset-backed securities, derivative instruments, and
structured notes generally

[240]
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Reporting model (7.9.6) -
ownership of capital assets

* Background

* Ownership of a capital asset = right to “use and enjoy”
property
o “Title”
Ownership
Documentation
e Change

* Clarify that “title” as documentation is not necessarily proof
of ownership

Example = a capital asset acquired through a capital lease

[241]

Reporting model (7.9.8) -
capitalization

* Background

* Capitalization threshold used as practical application of
materiality

* Issue apply to individual items or group of items?
* Change
« Clarify that there are no authoritative requirements on
capitalization policies
* Balance

Need to ensure that all significant capital assets, collectively,
are capitalized

Minimizing the cost of recordkeeping for capital assets

[242]

Reporting model (7.22.17) -
capitalization

* Background

* Change in accounting principles = restatement

* Change in application of an accounting policy = no
restatement

Includes a change in the capitalization threshold
* Change

« Clarify that GAAP does not address the establishment or
application of accounting policies

[243]
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Reporting model (7.13.5) -
accumulated depreciation

* Background
¢ Fully depreciated capital assets

Always disclose asset and accumulated depreciation
separately

* Change
* Clarify that separate display is an option

[244]

Reporting model (7.22.1) -
classification

* Background
* Classified presentation is an option for the government-
wide statement of net position
* Change
* Clarify that deferred outflows of resources and deferred
inflows of resources do not need to be classified into
current and noncurrent components
Illustrated in Appendix 7-2, Exhibit 1

[245]

Reporting model (7.47.5) -
pass-through grants

* Background
* GASB Statement No. 24 requires the recognition of
revenues and expense/expenditures for pass-through
grants
Report revenues and expense/expenditure
* Clarify
* Not applicable to amounts “passed through” to other
agencies within a state

[246]
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Reporting model (7.47.22) -
capital assets

* Background

* Asale of an internal service fund capital asset to another
fund should

Loss = direct expense (or special item)

Gain = general revenue (or special item)

* Change

* Remove guidance on immaterial items

Adjustment made to current-year depreciation expense

[247]

Reporting model (7.55.5) -
combining statements

* Background

¢ Fiduciary funds may not be reported as major funds

* Information on individual funds reported in combining
statements

* Change

« Clarify that combining statements should be presented as
supplementary information

[248]

Reporting model (7.56.11) -
audit adjustments

* Background

* Major fund test applied to adjusted balances
* Change

* Clarify that audit adjustments are part of year-end
adjustments

[249]
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Reporting model (7.72.9) -
Capital assets

* Background
* Special-purpose BTA
Transfers capital assets
Makes capital grants
* Both transactions treated the same
* Change
* Clarify
Normally not operating expense
Exception = main activity = capital grants

[250]

OPEB (8.18.3) - assumptions

* Background
* Plans and employers are subject to constraints in their
choice of actuarial methods and assumptions
* Change
« Clarify that plan and employers cannot use different

actuarial assumptions, even though both fall within the
GASB'’s parameters

Example — discount rates

[251]

OPEB (8.25.1) - assumptions

* Background

* Actuarial assumptions should be based on experience
* Focus needs to be on long-term future trends
Recent experience should not be given undue weight
* Change
* Example provided of recent experience that should not be
given undue weight

Higher termination or retirement rates caused by a one-time

termination benefit provided as an inducement to hasten the
termination of services
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OPEB (8.27.2) — actuarial
method

* Background

* Plans and employers should use the same actuarial method
* Change

* Example provided of use of same actuarial method

Funding policy of the plan uses entry-age actuarial cost
method to determine annual employer contributions

Entry-age actuarial cost method must be used for accounting
and financial reporting purposes

(259

Statistical section (9.12.5) -
pension/OPEB

* Background
* Revenue capacity schedules not required
Additions are not revenues
* Information may be provided on additions
* Change
« Clarify that the voluntary information envisioned is not the
schedule of contributions presented as RSI

[254]

Statistical section (9.27.1) -
per capita

* Background
* Population is normally used for calculating per capita debt
ratios (outstanding debt and general bonded debt)
« Different point of reference may be used for entities
financed by user charges
Customer or client base for a utility
* Change
* An additional example provided of an alternative point of
reference for calculating per capita revenues
Students for a public university

[255]
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Statistical section (9.29.3) -
overlapping percentage

* Background
* Requirement to report overlapping debt
* Normally calculated based on revenue base from which
paid
« Alternatives if information not available
Population
Personal income
Property values
* Change

* An additional example of an alternative base provided

Retail sales [255]

Other (Z.33.3) - donated
services

* Background
* GASB Statement No. 33 applies only to transactions
involving financial or capital resources
* Not applicable to volunteer services
* Change
* Example provided of volunteer service excluded
Volunteer performing operating functions

[257]

Question 36

Enterprise Fund A lends money to Enterprise Fund B that
must be used to acquire a capital asset. How would the
loan be reflected in the statement of cash flows of Fund A
and Fund B?

Cash flows from operating activities

Cash flows from noncapital financing activities

Cash flows from capital and related financing activities
Both Band C

o0 w2z

[258]

10/31/2014

86



10/31/2014

Question 37

Which of the following could be reported in the financial
statements in connection with conduit debt?

Bond payable

Receivable form recipients of proceeds
Both
Neither

o0 w2z

(259)

Question 38

A risk pool with retrospectively rated policies receives its
“minimum” premium of $70,000. It is unable to reasonably
estimate the ultimate premium, but estimates that claims
for the period amount to $40,000. If it uses the cost
recovery method for revenue recognition, how much
premium revenue would the pool recognize?

A. $70,000
B. $40,000
c. S0

[260]

Question 39

By definition, incurred but not reported claims exclude any
amounts related to claims already reported.

A. True
B. False

[261]

87



Question 40

Which of the following may use an internal service fund for
risk financing activities?

A. A stand-alone entity comprising 1 enterprise fund

A stand-alone entity comprising 3 separate enterprise
funds

C. Both
D. Neither

Question 41

Salaries, supplies, and utilities for the claims department
that are unrelated to any specific claim could be included
as part of the liability for claims and judgments.

A. True
B. False

[263]

Question 42

The discretely presented component unit of a component
unit (sub-component unit) should be included in:

A. The separate financial statements of the component
unit

The financial statements of the primary government
C. Both

[264]
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Question 43

There is no need to either display or disclose a potential
component unit with an appointed board unless there is

either ongoing financial benefit or burden or the ability to
impose will.

A. True
B. False

(2s5)

Question 44

The board appointment criterion is not met if:

A. Board members must be selected from a list of
candidates

Board members serve automatically by virtue of their
position

C. BothAandB

[266]

Question 45

Because a blended component unit is a legally separate
entity, it should always be reported as a separate fund in
its own right in the primary fund’s financial statements.

A. True
B. False

[267]
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Question 46

Which of the following statements is true concerning
pools?

A. Pools meet the definition of a joint venture
B. Pools are accounted for as joint ventures
C. BothAandB

(2s9)

Question 47

Holding “title” to a capital asset:

. Always proves ownership of a capital asset
Normally proves ownership of a capital asset
Sometimes proves ownership of a capital asset
Never proves ownership of a capital asset

°©O0® >

[269]

Question 48

In the case of groups of similar items (computers), GAAP
require that a capitalization threshold be applied to:

A. Individual items in the group

B. The entire group of individual items
C. Neither

[270]
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Question 49

The general fund receives a grant that it passes through to

a special revenue fund. Which fund should report
revenue?

A. General fund
B. Special revenue fund
C. Both

[271]

Question 50

Professional service performed on a pro bono basis for a

library should be classified as a voluntary nonexchange
transaction.

A. True
B. False

[272]

Part 5

GASB’s ongoing work

[273]
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FAF Policy on GASB
Scope of Authority

Resolution of GASB oversight issue

[274]

Background

* Oversight role of Financial Accounting Foundation (FAF)
* Both FASB and GASB

* Consensus
* Need for GASB to be independent

* Scope of authority limited to “financial accounting and
reporting information”

* Scope issue raised
« Service efforts and accomplishments reporting
* Financial projections
* Issue
* How to resolve? [275]

Information that might be
considered by GASB

* Three “groups” of information
* Group 1: Clearly within scope of financial reporting
* Group 2: Not clearly within scope of financial reporting
* Group 3: Clearly outside scope of financial reporting

* Issue = Group 2 information

[276]
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Initial proposal

¢ Involve the FAF at various stages in the GASB’s agenda-
setting process for specific projects
* Viewed as potential threat to GASB’s independence

[277]

Ultimate resolution

Pre-agenda consultation process
* GASB
* FAF’s Standard-Setting Process Oversight Committee

Not focused on a specific standard-setting project

Goal: determine whether Group 2 information is financial

accounting and reporting information

Basis for conclusions = accounting and reporting

characteristics currently in the GASB’s Concepts Statements

* GASB Concepts Statement No. 1, Objectives of Financial
Reporting

* GASB Concepts Statement No. 3, Communication Methods in
General Purpose External Financial Reports That Contain Basic [273]
Financial statements

Procedure

* GASB classifies information by group
* To qualify for Group 2, information must meet at least one
of the objectives of GASB Concepts Statements No. 1 and
No. 3
* GASB and the FAF Oversight Committee consult on
whether Group 2 information constitutes financial
accounting and reporting information
* Based on characteristics currently contained in GASB
Concepts Statements No. 1 and No. 3
* FAF has ultimately authority and responsibility to
determine whether information constitutes financial
. L . [279]
accounting and reporting information
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GASB Technical Plan

Current Technical Agenda
Research Agenda

[280]

Current technical agenda

Items covered separately in this year’s update
* Fair value measurement and application (ED)

* Fiduciary responsibilities (PV)

* Leases (PV)

* Pensions outside the scope of GASB 68 (ED)

* OPEB (EDs)

* GAAP hierarchy (ED)

* Tax abatement disclosures (ED)

[281]

Current technical agenda
(cont.)

* Ongoing

1. Conceptual framework: recognition

2. Economic condition reporting: financial projections
* Additional items

3. Asset retirement obligations

4. Blending for certain business-type activities

5. Irrevocable charitable trusts

[282]
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1. Recognition

* Preliminary Views (PV) - 6/11
* Whether and when information should be reported in
financial statements
Measurement focus basis of accounting
* Key issue: governmental funds
* Current status

* On hold since 1/12 pending reexamination of the financial
reporting model

(229)

2. Financial projections

* Preliminary views —11/11
* Focus = fiscal sustainability

* Ability and willingness to generate the inflows needed to
Honor current service commitments
Meet financial obligations as they come due

[284]

Financial projections (cont.)

* Proposed required supplementary information
* Financial projections (vs. predictions) for five years
Cash inflows and outflows
Financial obligations
 Narrative discussion of intergovernmental service
interdependencies
Potential effect on cost and level of services
¢ Current status
* On hold indefinitely pending resolution of scope issues
raised by constituents

[285]
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3. Asset retirement obligations

* Objective
* Recognition and measurement for asset retirement
obligations (ARO), other than landfills
* Issues
* What constitutes an ARO (including what is a retirement)?
* Should any costs be capitalized?
* Note disclosure
* Current status
« Task force being formed

[285]

4. Blending for certain

business-type activities
* Objective

* Presentation of component units in financial reporting of
governments engaged only in business-type activities (BTA)

* Issues

* Blending vs. discrete presentation

* Adequacy of blending criteria for BTAs

* Presentation vs. disclosure
* Current status

* Not yet begun

[287]

5. Irrevocable charitable trusts

* Objective

* Accounting for irrevocable charitable trusts held for the
benefit of governmental entities

* Issues
* Types of irrevocable charitable trust in the public sector
 Types of information currently available to governments
* Specific information needed by financial statement users
* Do they meet the definition of an asset?
* Measurement and recognition

 Current status

« Initial deliberations already begun on project scope [288]

10/31/2014

96



Potential projects

* Accounting for Equity Interests in Component Units—
Acquisition When Legal Separation Is Maintained

* Direct Borrowing

* Emissions Trading (Carbon Credits)

* Exchange and Exchange-Like Financial Guarantees
* Exchange-Like Revenues

* Financial Performance Measurements

[289]

Potential projects (cont.)

Financial Transactions with Characteristics of Both Loans
and Grants

Impairments of Assets Other Than Capital Assets

In-Kind Contributions

Interim Financial Reporting

Popular Reporting
Present Value

Preservation Method

Reporting Unit Presentations

[290]

Twenty States With Agent

Multi-employer Plans
sie penionin

Employees' Retirement System of Alabama 9/30/2013

Corrections Officer Retirement Plan (CORP) 6/30/2013

Public Safety Personnel Retirement System (PSPRS) 6/30/2013

[Arkansas Local Police and Fire Retirement System (LOPFI)  12/31/2012

Public Employees’ Retirement Fund (PERF) 6/30/2013

Fire and Police Affiliated Local Plans 12/31/2012

Georgia Municipal Employees' Benefit System 12/31/2012

 Association County Commissioners of Georgia 1/1/13 state auditor's supplemental report

lllinois Municipal Retirement Fund (IMRF) 12/31/2012
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Twenty States With Agent
Multi-employer Plans

is Municipal Retirement Fund (IMRF)

Consolidated PLD plan 6/30/2013

MERS~Defined Benefit 12/31/2012

MERS-"Hybrid" (0B, DC) 12/31/2012

Statewide Volunteer Firefighter Retirement Plan (SVF)  6/30/2013

Municipal Retirement Systems and Police Disability and  6/30/2013
Relief Fund (MRS)

Missouri Local Government Employees' Retirement 6/30/2012
System (LAGERS)

udicial Retirement System (IRs) 6/30/2013

Twenty States With Agent
Multi-emplover Plans

Pennsylvania [Defined Benefit Plan

12/31/2012

Municipal Employees' Retirement System (MERS) 6/30/2012

Political Subdivisions Pension Plan (PSPP) 6/30/2013

Texas County & District Retirement System (TCDRS) 12/31/2012

Pension Trust Fund 12/31/2012

Public Safety Retirement System 12/31/2012

Virginia Retirement System 6/30/2013

Part 6

Financial reporting deficiencies

[294]

10/31/2014

98



Reporting
Deficiencies

GFOA Certificate of Achievement for Excellence in Financial
Reporting Program

[295]

MD&A - issuance costs

 Explain any discrepancy in comparative data that results
from the recent change in accounting for issuance costs

* Net position end of prior year # net position start of current
year

[296]

Deferred outflows/inflows

* Exclude items not specifically identified as such by GASB
¢ GASB Statement No. 53 (derivatives)
* GASB Statement No. 60 (service concession arrangements)
* GASB Statement No. 65 (reclassifying assets and liabilities)
* GASB Statement No. 68 (employer pensions)

[297]
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Deferred outflows/inflows (cont.)

* Do not include inappropriate items
* Grants for which eligibility requirements other than time
requirements have not been met

Liability vs. deferred inflow of resources

* Issuance costs
Insurance = asset
Other issuance costs = expense of the period

* Premiums and discounts on debt
Netted against related liability

(298]

Deferred outflows/inflows (cont.)

* Do not net against similar deferred amounts
« Deferred outflows/inflows from different debt refundings
« Deferred inflows/outflows from different hedges

[299]

Deferred outflows/inflows (cont.)

* Do not use the term deferred revenue to describe
liabilities
* Unearned revenue

* Grant proceeds for which all eligibility requirements (other
than a time requirement) have not yet been met
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Deferred outflows/inflows in
governmental funds

* Do not confuse with nonspendable fund balance
* Inventories
* Prepaids
* Loans receivable

Incomplete transition to new
terminology

* Remove any remaining references in the CAFR to
* Net assets
« Investment in capital assets, net of related debt

“Specific purpose” of fund
balance components

* Disclose at a level of detail lower than by function if
limitation is narrower

* Public safety vs. fire vehicles and equipment

* Report the purpose of encumbrances rather than the
encumbrances themselves
* Equipment purchases vs. encumbrances

[302]

[303]
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Budgetary appropriations

* Do not report committed fund balance for appropriations
* Do not qualify
Appropriations automatically lapse

Appropriation = authorization to spend vs. limitation on
spending

Disclosure of assignments

* Describe what assigned fund balance actually is, rather
than its mathematical relationship to other fund balance
components
* Not simply “excess of total fund balance over

nonspendable, restricted, and committed amounts” in
funds other than the general fund

[305]

Applicability of private-sector
guidance

* GASB Statement No. 62 has made reference to the
application of private-sector guidance unnecessary and
meaningless
* Some state they are using private-sector guidance issued

subsequent to November 30, 1989

* Some state they are using private-sector guidance issued
prior to November 30, 1989

[306]
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Special revenue fund

« Disclose the core revenue source(s) for each major
special revenue fund

Assigned fund balance

* Clearly specify who has been designated by the highest
decision-making authority to make assignments (when
applicable)

Unassigned fund balance

* Avoid potential confusion by indicating that a positive
balance of unassigned fund balance can be reported only
in the general fund
* Aresidual positive amount in any other governmental fund

would be classified as assigned fund balance
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Stabilization funds

* Specify the type of infrequent circumstances or
conditions that would need to occur to authorize
spending the resources

[310]

Separate budgetary reports

* Reference the separately issued budgetary report with
sufficient clarity
* Location on the government’s website

[311]

Debt refunding

* Do not net refunding debt against the unamortized
gain/loss
« Deferred outflow of resources vs. contra-liability

[312]
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Reimbursements

* Treatment of reimbursements as transfers in the financial
statements

()

Encumbrance disclosure

* Many governments make a disclosure that there are no
encumbrances outstanding at year end.

* Encumbrances that are “reappropriated” need to be
reported by fund type (if significant). [GASB-S54: 24]

[314]

Revenue bond disclosure

* Many of the following revenue bond disclosures are
commonly missing (GASB Statement No. 48, paragraph
21)

* Specific revenue pledged

Approximate amount of the pledge

Identification of the secured debt

General purpose of the secured debt

Period revenue will not be available for other purposes

Proportion of the specific revenue stream that has been

pledged

Comparison of: 1) pledged revenues recognized during the

period; and 2) principal and interest requirements for the

collateralized debt [315]
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Question 51

Which of the following would appropriately be reported as
a deferred inflow of resources?

A. Unavailable revenue

B. Property taxes received in advance of the year for
which levied

C. Grant proceeds received prior to meeting all eligibility
criteria (other than timing)

D. All of the above
E. BothAandB

[315]

Question 52

The issuance cost of bonds is properly treated as a:

. Deferred outflow of resources
Outflow of resources

Asset

All of the above

Both Band C

moow>

[317]

Question 53

The term deferred revenue may properly be applied to:

Unavailable amounts

Unearned amounts
Both Aand B
None of the above

o0 w2

[318]
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Question 54

Budgetary appropriation does not affect the classification
of fund balance.

A. True
B. False

(319)
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