GASB 34 FOCUS GROUP

MEETING 3: August 2, 2000

Members Present:

Terry Adams, Hanover County

John Kroll, Rockingham County
Bruce Chase, Radford University
Walt Kucharski, Auditor of Public Accounts
Rob Churchman, KPMG Peat Marwick
Anne Seward, Isle of White County 

Dale Craver, City of Chesapeake 
Tom Smith, Robinson, Farmer, Cox
J. P. D'Amato, Dept. of Education 
Laura Triggs, City of Alexandria
Ellen Davenport, VACO 
Kim Via, APA
Jeff Franklin, Chesterfield County 
Greg Whirley, Dept. of Transportation
Phil Grant, Town of Vienna 
Carol White, Goodman & Co.
Staci Henshaw, APA 
Nannette Williams, APA 

Bill Johnson, City of Colonial Heights

Guests:

Dwayne Coston, City of Norfolk

Alice Kelly, City of Norfolk
Administration Items

· News from the July 26th NASACT GASB 34 Implementation Committee conference call:

· GASB - estimated date for second implementation guide is December 2001

· GFOA – release date for new blue book has been postponed

Infrastructure Update from VDOT (Greg Whirley)

· VDOT had their first GASB 34 infrastructure meeting on July 13.  The objective was to expose the VDOT staff to the requirements of GASB 34.

· VDOT plans to involve DOA and APA in the process.

· They have established a process to monitor progress and have organized into several committees.  Each committee has been given specific charges and questions from the Focus Group have been assigned to the various committees

· GASB 34 Coordinating Committee - The coordinating committee has two primary goals 1) coordinate activities to implement the requirements of GASB 34 in VDOT, and 2) assist other public entities by providing information on road inventory, researching issues and coordinating the recording and reporting of infrastructure assets (roads, rights of way, bridges, etc.) in the Commonwealth of Virginia.

· Basic Financial and RSI Committee - The financial committee is primarily responsible for developing the basic financial statements and required supplementary information for VDOT in accordance with GASB 34 and the Comptroller of Virginia Financial Statement Directives.  The committee also provides guidance and data to other committees seeking expenditure information to determine the value of the infrastructure assets.  The committee is also charged with identifying and implementing processes, procedures, and enhancements to management information systems to satisfy the accounting and reporting requirements of GASB 34.

· Management Discussion and Analysis ( MD&A ) Committee - The MD&A committee is responsible for preparing the MD&A for VDOT.

· Rights of Way Inventory Committee - The rights of way (ROW) inventory committee is responsible for determining the inventory of ROW or land acquisitions associated with VDOT road projects, and determining a value of the land owned.  The committee is also charged with identifying and implementing processes, procedures, and enhancements to management information systems to satisfy prospective reporting for the road inventory.

· Road Inventory Committee - The road inventory committee is responsible for providing the inventory of roads owned and maintained by VDOT and provides road inventory data to others entities, to the extent it is available.  The committee is also charged with identifying and implementing processes, procedures, and enhancements to management information systems to satisfy prospective reporting for the road inventory.

· Maintaining the Infrastructure Committee - This committee is charged with identifying the maintenance activities and related financial thresholds that require capitalization because the work activities that either improve or extend the life of the asset.  The committee is also charged with determining what policies, procedures and management information systems should be in place for a successful implementation of the modified approach to reporting infrastructure.

· Bridge Inventory Committee - The bridge inventory committee is responsible for providing the inventory of bridges, data to assist in determining the value of the bridges, and the life expectancy.  The committee is also charged with identifying and implementing processes, procedures, and enhancements to management information systems to satisfy the prospective reporting for the bridge inventory.

· VDOT has decided to use the historical cost/depreciation method for reporting infrastructure.  VDOT considered using the modified approach, but found that it was getting very complicated.  Walt Kucharski, APA, added that a downside to the modified approach was that if the infrastructure is not maintained at the established condition level it could result in a qualified opinion.

· Greg has set a target date of June 30, 2001 for completion of inventory methodology.  This should allow time for DOA and APA to review the plan and VDOT to make any requested changes prior to implementation.

· VDOT's next committee meeting is schedule for early September.  Greg will report on any progress made at the next meeting.

· Infrastructure issues discussed:

· How should you determine the cost of right of ways?  You can use a reasonable method to estimate cost.  Remember that right of ways are land and therefore, are not depreciable.  Also, right of ways should not be included in the cost of roads.
· Is the cost to repave a road a maintenance expense, preservation cost, or an improvement, which is capitalizable?   This depends on which approach is being used: the modified approach vs. the depreciation approach.  Questions 41 and 60 in the Implementation Guide address accounting for such costs.  Under the modified approach, maintenance and preservation costs would be expensed unless the project also increases the roadway’s capacity or efficiency.  The portion of costs associated with the increased capacity or efficiency should be estimated and capitalized.  Generally, under the depreciation approach, repaving a road would be considered a maintenance expense unless the repaving project extends the useful life of the road or increases the load capacity/number of lanes.  Increasing the number of lanes would be considered an improvement and would be capitalized.   

· Should streetlights be capitalized as infrastructure?  APA recommended expensing streetlights since they are most likely immaterial.  However, prior to making this decision the local government finance personnel should meet with their public works department and decide on a capitalization policy.  The decision needs to be made at the local level.

· Michigan has gone through the process of determining how to report infrastructure and has placed their methodology on its website.  (www.state.mi.us/dmb/ofm)   This methodology may be useful to localities in determining how to approach infrastructure.
· Where does state maintenance end for drainages?  This should be documented in the housing development plans.  Usually when the property transfers to the owner the county assumes responsibility

· How should the reimbursement from the state to localities for maintenance be reported?  This question will be addressed by VDOT during its implementation planning. 

· In general, for infrastructure assets localities can use a reasonable cost estimation method if actual cost is not available.  However, they should make sure that their CPA firm approves of the method.

Revenue Classification

· Kim Via, APA, is working on a table based on the UFRM to classify revenue as general vs. program revenue.  When it is complete we will post it to the APA GASB 34 website.  Kim agreed to share what she had so far with members of the Focus Group.

· Staci Henshaw, APA, is developing a questions and answers document covering the issues we have discussed so far in the Focus Group meeting.  We will post to the website when it is completed.

School Boards

· Walt Kucharski contacted GASB concerning the presentation of school boards under GASB 14.   Originally, GASB 14 was interpreted as requiring Virginia’s school boards to be reported as component units.  One of the problems that APA has with the interpretation concerns whether the school board can be sued.  The criteria (under paragraph 15 of GASB 14) for being reported as a component unit includes the right to be sued.  While we recognize that school board may be sued, the locality will ultimately have to pay if the school board loses the suit.   Walt revisited this interpretation with GASB.  Based on this meeting, it is unlikely that Virginia local governments will be reported differently.

· If the school boards were brought back in as part of the locality it would create another problem.  Many of the school boards are required by their charter to issue financial statements.  It would be difficult for the school boards to issue financial statements as a governmental fund of the primary government.  There would be no basis of accounting for issuing the statements. 

· Instead of continuing to question the presentation (since a change in reporting would most likely create a new problem) we explored alternatives for reporting the activity.  APA requested that the focus group members consider the alternatives discussed to determine if they foresee any objections or problems.  We will continue the discussion of this issue at future meetings.  

Discussion of questions submitted 

1.
Do localities expect any problems in capturing the legally adopted budget for capital projects since this is a multi-year fund and some accounting systems are set up to carry appropriations forward, in a cumulative fashion, with the new year budget being posted as just another adjustment?


According to Paragraph 130 of GASB 34, budgets are only required to be presented for the general fund and for each major special revenue fund that has a legally adopted annual budget.  Therefore, since governments are not required to be present budgets for capital projects if a locality chooses to report this information as supplemental information the presentation format used is at the discretion of the reporting government.  An option the locality could use would be to present budget to actual information by project for capital projects.  Question 246 of the Implementation Guide addresses this issue, as well.

2.
Chesapeake’s real estate tax rate is $1.28 per $100 for properties in Mosquito Control districts and $1.26 per $100 for properties not served in Mosquito areas.  Chesapeake has 5 Mosquito Control Districts that are component units of the city.  The city collects the entire real estate tax and gives the applicable portion to the districts.  Would the mosquito district portion be general or program revenues?


According to GASB 34 taxes are general revenue unless they are special assessments.  The mosquito tax is not a special assessment for Chesapeake since Chesapeake does not have control over the use.  Chesapeake does not have a mosquito control program/function.  The mosquito district component unit controls the use.  Also, the mosquito control district does not have taxing authority, which would prevent it from collecting the tax.  Therefore, the mosquito district portion would be general revenue to Chesapeake and reported as a transfer to the Mosquito Control District component unit. 

Internal Service Funds

· Under GASB 34, internal service funds should be treated in a manner similar to the Comparative Cost Report presentation.

· Eliminations and allocations (or remaining assets and liability balances) should be made for financial statement purposes only.  Localities should not actually transfer assets and/or liabilities.  

· Method of allocating net income (or net loss) from Internal Service Funds - If immaterial, the locality can allocate all of the net profit/loss to the general government.  If material, the locality should allocate the net profit/loss according to how the revenue was generated (primary users).  

· Internal Service Funds should not have large fund balances unless the government is planning on replacing equipment. 

· Self-insurance is specifically covered in the Implementation Guide Q & A's.  We will return to the self-insurance/workmen's compensation issue.

GASB 33 (Personal Property and Real Estate Tax Collection)

· Localities need to reconsider the impact of GASB 33 when GASB 34 goes into effect.  At this point localities will go to accrual basis accounting for government-wide statements.

· The issue under GASB 33 is when is the tax levied?  The tax is levied when the locality sets the tax rate, not when they make the assessment.
· Fund Statements will still use modified accrual.  Therefore, no change is necessary.  Modified accrual definition is measurable and available = 60 days. 

· Entity-Wide statements are full accrual.  Full accrual definition of current = 1 year.

· Under full accrual, once you make the levy you can accrue the entire amount and take into revenue (12 months)

· Localities need to answer two questions to determine how to report tax revenue: 

1) What period are they funding? 

2) When do they have a legally enforceable claim?

· Real Estate - day after due date have a legally enforceable claim

· Personal Property - As of the bill date you have a legally enforceable claim if it's not paid.  Theoretically could book a receivable for any time after June 30th.  Under 34 you would accrue as accounts receivable.  Whether you take it into revenue (vs. deferred revenue) depends on what period you are funding.  Whether you book it at June 30 is another issue because the levy doesn't become effective until the first of July.  

· It becomes very important to indicate what period you are going to use the money from the collections to fund.  Localities are going to have to designate when they are using those funds.

· Localities should develop a time-line documenting all important events in the tax collection cycle (tax assessment, levy date, bill date and due date).  This will help them determine what is collected and when it is collected. 

· Doesn't apply to sales tax because there is no reasonable way to estimate the accrual.

Other Issues

· Localities need to meet with component units and make sure they are prepared to implement GASB 34 at the same time the locality is required to implement.  If a locality’s component units do not implement GASB 34 at the same time as the locality, the locality could end up with a qualified opinion.  Localities should concentrate on material component units.  Also, if the component unit is not on the same fiscal year they may need to implement earlier than the primary government.  If the component unit is a proprietary fund it may not be as much of a problem since there are not as many changes for proprietary funds under GASB 34.

· A question was asked concerning whether any of the Focus Group members had made presentations about GASB 34 to their local government’s Council/Board. 

· Walt Kucharski and Bill Landsidle, Comptroller of Virginia, have discussed the requirements of GASB 34 with the Senate Finance Committee

· Mary Lechner, City of Norfolk, has done a presentation for Norfolk 

Next Meeting

Thursday, September 14th, J. Sergeant Reynolds, 9:30 - 2:30.

