Minutes of the Financial Standards Advisory Committee (FSAC) Meeting

June 6, 2001

LAX Crowne Plaza

1. Attendance

	
	Campus
	Present
	Absent

	1. 
	Bakersfield
	Suzanne Muller
	

	2. 
	Channel Islands
	
	Leah Campbell Kirklin

	3. 
	Chico
	Michelle Korte, Patti Solomon
	

	4. 
	Dominguez Hills
	Brian Dahm
	

	5. 
	Fresno
	Steve Katz
	

	6. 
	Fullerton
	Flora Farzad
	

	7. 
	Hayward
	
	Neal Hoss

	8. 
	Humboldt
	Donna Sorenson
	

	9. 
	Long Beach
	Lily Wang
	Shawn McCown

	10. 
	Los Angeles
	
	Not represented

	11. 
	Maritime Academy
	
	Not represented

	12. 
	Monterey Bay
	
	Pamela Lynch

	13. 
	Northridge
	Robert Barker, Willie Miranda
	

	14. 
	Pomona
	
	Not represented

	15. 
	Sacramento
	Kendal Chaney Buttleman
	

	16. 
	San Bernardino
	Jerry Monahan
	

	17. 
	San Diego
	Leslie Chase, Ellene Gibbs, Lorretta Leavitt, John Borchert (for SD Foundation), Leslie Levinson (for SD Foundation)
	

	18. 
	San Francisco
	Jim Van Ness
	

	19. 
	San Jose
	
	Shawn Bibb

	20. 
	San Luis Obispo
	Bob Dignan
	

	21. 
	San Marcos
	
	Richard Loucks

	22. 
	Sonoma
	Linda Norris, Brian Orr
	

	23. 
	Stanislaus
	Jim Phillips
	

	24. 
	Chancellor’s Office
	Ron Basich, Sean Boylan, Laleh Graylee, Katherine Hughes, Sedong John, Bill Musselman, Cecilia Patz, Ruth Stipp 
	

	25. 
	KPMG
	Kristan Livingston and Mark Thomas
	

	26. 
	FOA
	
	Becka Paulsen


2. Discussion

A. General

· Laleh Graylee opened the discussion as the FSAC chair.

· There were questions and comments concerning certain items in the draft minutes of the 04/24/2001 meeting.  The minutes will be revised to incorporate these comments.

B. GASB 34/35 implementation

(a) Auxiliary Organization Reporting (chaired by Ellene Gibbs)

· John Borchert and Leslie Levinson from San Diego Foundation did a presentation on how GASB 34/35 implementation may impact the F&A rate calculation used in the sponsored research projects.

· Either depreciation or use allowance method may be used in calculating the facilities component of Facilities & Administrative (F&A) rates for sponsored agreements with the Federal Government.  San Diego campus is currently using the use allowance at the annual rate of 2% of the capitalized costs. 

· If depreciation is elected, OMB Circular A-21 requires the same depreciation methods be used for F&A rate calculation as for the GAAP financial statements.

· For depreciation purposes, a building may be treated as a single asset with one useful life for the whole building or be divided into three components with a different useful life for each component.  The three general components are building shell, building service systems, and fixed equipment.  Componentization would result in greater annual depreciation expenses based on the shorter useful lives of building service systems and fixed equipment than the life of a building as a whole.  The aggregate amount of use allowance and depreciation may not be greater than the total acquisition cost of the asset.  Per Mark Thomas of KPMG, componentization of capital costs is allowed under the GASB rules, but if it is used, it should be applied consistently rather than on a pick-and-choose basis.

· Once the F&A rates are determined with the Federal agency, they continue to be used for 5 years.

(b) Financial Reporting Model (chaired by Brian Dahm)

· Chico, San Diego, and Northridge were able to produce the basic financial statements in the new GASB format using the amounts from the previous years.  While Chico and San Diego converted last year’s GAAP financial statements to the new GASB format, Northridge found it easier to start with the legal basis data for the conversion.

· Based on the experience of these campuses, it would take approximately two weeks of dedicated time of one staff person to produce the new financial statements, provided all outstanding issues have been resolved and the needed information is available. 

· Questions were raised during the discussion about proper classification and display of some items on the financial statements.  For example, while Chico reclassified state appropriations for State University Grant (SUG) as gifts, San Diego reported them as part of the state appropriations.  A question was also raised concerning the display of loss on disposal of equipment below the net non-operating revenues as reported by Chico.

· Another pending issue is how to split the accrued compensated absences between current and non-current portions.  The current portion will be an estimate, based on some reasonable metrics, of what is likely to be paid (i.e., used) within the next fiscal year.  We currently have information on accrued compensated absence balances at yearend by campus for the past several years, but it does not separate the amounts between current and non-current as required by GASB 34/35 using the BTA model.  In an effort to develop usable methods to derive the needed information, Chancellor’s Office will send out a survey to campuses about the leave accounting system they are currently using and the ability of their system to generate the necessary information.

· For the next step, the project team needs to clearly define the various technical terms as they apply to CSU and specify what makes up each line item on the financial statements.

(c) Segment Reporting (chaired by Cecilia Patz)

· To meet the segment disclosure requirements under GASB 34/35, revenue bond financial statements will be presented in condensed financial statements in the note disclosure.  The note disclosure to the individual campus financial statements will include segment information on their respective student union and parking revenue bonds.  The housing revenue bond program will not be disclosed as a segment in the individual campus financial statements, but disclosed only in the systemwide combined financial statements.

· The project team converted two separate revenue bond financial statements for parking and student union at San Diego as of 6/30/2000 to the GASB 34/35 format.

· One major issue raised in applying the new GASB standards to the revenue bond financial statements is whether or not to include the capital assets in the financial statements.  KPMG initially had concerns about including the capital assets in the revenue bond financial statements because revenue bonds are not secured by the capital assets and including capital assets in the revenue bond financial statements may result in the expansion of the audit scope beyond the requirements in the bond indenture documents.  The project team, on the other hand, believed that excluding capital assets from the financial statements would present an incomplete picture since capital assets are part of the related assets that can be identified, as described in the GASB statements.  Without the capital assets, the net assets would show negative balances, potentially causing the financial position of the revenue bond programs to be portrayed more unfavorably than it really is and thus adversely affecting the bond rating.  After additional research, KPMG felt that the language of the bond documents was vague enough to allow the inclusion of the capital assets in the revenue bond financial statements if it is clearly stated in the note disclosure that the assets are not pledged to support the revenue bonds.

· Another related issue is the presentation of depreciation expense, which should be reported as an operating expense against the reported capital assets per GASB 34/35, whereas it should be excluded for bond compliance purposes (i.e., in testing the sufficiency of revenues to cover the operating expenses of the bond programs).  It was agreed that this conflict could be resolved by an explanation of depreciation expense in the note disclosure to the revenue bond financial statements.

· Other pending issues include whether or not to report accrued compensated absences and scholarship discounting in the Housing revenue bond financial statements.  KPMG indicated that they should be reported if material.  The project team will further research whether accrued compensated absences and scholarship discounting would be material and appropriate for inclusion in the revenue bond financial statements.

· The project team has drafted segment note disclosures for the CSU systemwide financial statements and campus stand-alone financial statements.

· The project team is documenting the process required to generate the revenue bond financial statements, identifying what information needs to be collected from the Chancellor’s Office and the campuses in order to complete them.

(d) MD&A (chaired by Bill Musselman)

· A draft sample MD&A was developed by the project team as it applies to the CSU financial statements using the BTA only model.

· The draft MD&A lists a check list of required sections followed by more detailed description of each:

· Introduction of the basic financial statements

· Analytical overview of financial activities

· Objective analysis of financial activities based on currently know facts, decisions or conditions

· Discussion of current-year results in comparison with prior year with emphasis on current year

· Focus on the primary reporting entity, with component units included if considered significant to the discussion

· Reference to the component unit’s separately issued financial statements when appropriate

· Analysis of the overall financial position and results of operation

· Discussion of limitations significantly affecting the availability of resources

· Description of significant capital assets and long-term debt activity

· Description of currently known facts, decisions, or conditions that are expected to have a significant 

· Analysis of original budget, final budget, and actual expenditures is not applicable to CSU using the BTA model.

· Although MD&A should avoid ‘boilerplate’ discussion (GASB 34, paragraph 11), campuses can use the general format of the draft since the required sections are common.

(e) Capital Assets & Infrastructure (delegated to Bill Musselman by Brad Wells)

· A summary list with comments and questions about capital assets including infrastructure and depreciation was distributed for discussion and follow-up.

· Although reporting depreciation expense along with accumulated depreciation will be new in the GASB 34/35 model, campuses should have an inventory record of most of their capital assets, except for some infrastructure assets and other assets not currently being reported, as a result of the current GAAP reporting requirements.

· Campuses should save a detailed record of their capital assets, or be able to produce it, as of 6/30/2001 to facilitate the reporting of beginning balances in the new financial statements as of 6/30/2002.

· While it is recognized that CSU as a system needs to adopt uniform depreciation rules for consistency and comparability among the campuses, concerns have also been expressed that excessive rigidity of the rules may inhibit the campus ability to select a method best suited for situations specific to individual campuses.  Depreciation policy for CSU needs to be developed soon, providing at least some level of consistency throughout the system.

· Katherine Hughes will investigate Peoplesoft system’s ability to handle capital assets.

3. Next meeting

· The next meeting will be an in-person meeting at the Lax Crowne Plaza on 8/1/2001.
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