GASB 34/35 TRAINING

FEBRUARY 12 & 13, 2001

Questions that if answered prior to training could be incorporated within the training – Mostly policy issues.

The following are informal tentative responses for discussion purposes as GASB 34/35 are still being studied and implementation policies are yet to be established.  These responses also need to be reviewed with KPMG.  The responses are based on the assumption that CSU will elect to report as a special purpose government entity engaged only in business-type activities.

1.
What are considered operating revenue items?

(According to GASB 34, paragraph 102, the institution makes the policy regarding what is and what is not operating that matches the mission of the University.)

Example:  Will the campus be able to report endowment spending policy revenue as operating?

· Fees and tuition (NOTE: We need to do further research as to whether all fee waivers are to be deducted from this line item and shown parenthetically therein.)

· Federal grants and contracts

· State grants and contracts

· Private grants and contracts

· Sales and service of educational activities

· Sales and service of auxiliary enterprises

· Other operating revenue

· NOTE:  Any revenue related to capital project expenditures is to be treated as non-operating

· NOTE:  Any Gifts (e.g., Federal, State, Private, etc.) are to be treated as non-operating revenue


What are considered non-operating revenue?

· State appropriations (NOTE: We may wish to show a subtotal after this line, and before all other “Non-operating Revenue” items, in this section of the Statement of Revenue, Expenses and Changes in Net Assets  - we need to discuss this subtotal and what its title might be.)

· Investment income

· Endowment income

· Gifts

· Other non-operating revenue (NOTE: We will need to review the appropriate category for reporting pass-downs from the Chancellor’s Office related to capital projects managed by the C.O. on behalf of campuses; “Other Revenue” has been used up to now.)

· Interest on capital-asset related debt (Does not include interest on G.O. bonds)

· State appropriations for capital projects

· Capital grants and gifts

· Additions to permanent endowments

· NOTE: “Expended for Plant Facilities Revenue” and “Retirement of Indebtedness Revenue” are no longer to be reported as separate revenue categories under the BTA reporting model.

2. What are the lives being assigned to fixed assets?

This requires more research and analysis.  Except for non-depreciable capital assets (e.g., land or improvements to the land), the depreciation life may vary approximately from 3 to 50 years, depending on the type of assets.

We may need to consider how the State Controller’s Office (SCO) will require us to report depreciation for legal/budgetary reports and the state GAAP financial statements.

We will also need to review the depreciation lives and methods currently used by some auxiliary organizations that have reported depreciation expenses in their financial statements prior to GASB 34/35. 

3. Is straight-line depreciation to be used?

We will probably use the straight-line method since it is the simplest to administer and logically supportable given the operating characteristics of a public university (i.e., based on the assumption that the university will continue to exist and use the assets over their useful lives rather than try to determine the replacement or liquidation values, or minimize income taxes.)

4.
Can buildings be componentized so that different lives can be assigned to different components of a building?


ex.:  Typically roofs are replaced before the structure, thus should have a shorter depreciation life.


It is doubtful that we currently keep the information at this detail level or would want to in the future.  We can separately identify the costs of new buildings, the costs of equipment, and the costs of later additions or remodeling.


This question requires further research since some campus auxiliary organizations may be interested in componentizing the capital asset costs.

5.
What categories of fixed assets should be reported in the statement of net assets?

Capital assets, net of accumulated depreciation, will be reported as a line item on the statement of net assets.  The note disclosure with more detailed information would include the following categories of capital assets:

· Land

· Infrastructure

· Buildings

· Improvements other than buildings or infrastructure (QUESTION: Is it appropriate to show this as a separate fixed asset category, or should all improvements be connected to another asset category and reported therein?)

· Furniture, fixtures, and equipment

· Library materials

· Capitalized collections (QUESTION: Our current GAAP statements group this category together with Library materials; is separate reporting necessary or is “material-ity” to be considered?)

· Construction in progress

· QUESTION:  Is Construction Work in Progress to be considered as a separate category until the building/infrastructure asset is placed in service?

6. Will we be using Functional or Natural classification?

Whichever way the expenses are presented on the face of the statements, will a note disclosure be required to display the other information?  (NACUBO is about to recommend this.)

Currently revenues are classified by source, and expenditures are classified by function (i.e., program) in the financial statements.  Under the GASB 34/35 model, we will probably continue to classify revenues by source, but we are not sure whether to report expenses by function or by object (i.e., “natural”).  For GAAP financial statements, IPEDS, and some other external reports, we will probably need to go with the format NACUBO recommends.  Regardless of whichever way the expenses are presented in the financial statements, we need to possess the ability to use both classification methods for the note disclosure as well as for internal and other reporting purposes.  (If there are any changes in accounting that must be made to comply with the “Natural classification” approach, we need to know ASAP so that all existing financial information systems - FRS, Banner, Oracle, PeopleSoft, FIRMS – can be modified accordingly.)

QUESTION:  What approach can/should be taken regarding reporting depreciation expense using either Natural or Functional Classification?  Do we need to attempt to allocate depreciation to Functional categories, or can it be left as one distinct total (e.g. be shown as “dis-functional”)?

COMMENT:  It is our understanding that if the depreciation expenses are specifically identifiable with a program or function, they should be reported under the appropriate functional category.  If they are not, they can be either allocated to the applicable functional categories or reported as a separate line item by itself.

7. Does the CSU System have an indirect cost specialist, and who would that be?  How does the CSU system get involved in the indirect cost negotiations for each of the campuses?

CSU does not have an indirect cost specialist at the system level.  There seems to be a disagreement as to what is meant by indirect costs.

Costs such as state pro rata charges and some Chancellor’s Office overhead costs are allocated among the campuses by the Chancellor’s Office Accounting based on some formula.

Also there may be campus specific indirect costs that are determined by individual campuses.  For example, indirect costs for Federal and state programs and grants are negotiated independently by each campus.

8. What revenue and expense categories are to be used in the direct presentation of operating activities on the statement of cash flows?

This requires further study.  The statement of cash flows should separately identify cash receipts and payments for operating, non-capital financing, capital and related financing, and investing, as required by GASB 9.  Inflows of cash would probably be presented by source or major classes of source (e.g., fees and tuition, grants and contracts, auxiliary enterprise, loan collections, etc.).  Outflows of cash could be presented by major expense object class, or by the payee type or purpose of the payments similar to the example on page 29 of GASB 35.  The CSU presentation format should be comparable to that of other educational institutions.
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