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Auxiliary Organizations

GAAP Questions and Answers (Q&A)

Effective June 30, 2007
Q -- SAS 112 - Can you quantify “material” and “consequential” as a percentage of the balance of the line item?
A -- It will need to be evaluated by each auxiliary organization auditor.

Q -- SAS 112 - If there is a weakness, will the auditor discuss mitigations?

A -- When a control deficiency is identified, the auditor considers other mitigating controls that may be in place to achieve the same control objective.

If significant deficiencies or material weaknesses are identified, that information will need to be communicated to the Chancellor’s Office so it can take it into account and evaluate it on the overall report of the campus stand-alone as well as the systemwide report.  Therefore, in addition to providing the audited financial statements, please also provide any report on significant deficiencies or material weaknesses.
Q -- With SOX, SEC companies got a sort of "free pass" in the first year after implementation because of the large volume of comments under the new auditing standards.  Will this be the same under SAS 112?
A -- No, not to our understanding.  Although SAS112 brings up some of the same components as SOX, it is not at the same level.
Q -- Are significant deficiencies or material weaknesses at auxiliaries "attributed" to the campus automatically, even though the campus uses audited financial statements to prepare their financial statements?
A -- The first step is to capture all of the significant deficiencies and material weaknesses from each of the campus’ auxiliary organizations.  Next, is to evaluate them collectively to determine if there is any reporting that needs to take place at the campus level.
Q -- Can we print the SAS 112 slides?
A -- Yes, the SAS 112 PowerPoint presentation is available in Chapter 8 of the 2007 GAAP Manual, which can be found at:  http://www.calstate.edu/sfsr/gaap/
Q -- What is the deadline of the management letters for the auxiliaries?
A -- Management letter comments are due at the same time with the audited financial statements.
Q -- If some of the items in the troubleshooting checklist do not apply to our auxiliary, do we still need to initial the box?
A --Yes, this will avoid any question whether it was accidentally omitted.  If any item on the troubleshooting check list is not applicable, please indicate “N/A” and initial the box. 
Q -- How do we submit the troubleshooting checklist?
A -- A hard copy of the completed troubleshooting checklist should accompany the audited financial statements to the campus, and to the Chancellor’s Office.
Q -- Will we be able to have access to this recording?
A -- A recording of the 2007 Auxiliary GAAP Training is available on the FAST-ED portal at:  https://zeta.calstate.edu:8250/portal/page?_pageid=74,1&_dad=portal&_schema=PORTAL 
Q -- Are the supplemental schedules available on the CSU website?
A -- Yes, the supplementary schedules template is available in Chapter 8 of the most recent GAAP manual, which can be found at:  http://www.calstate.edu/sfsr/gaap/
Q -- Some auxiliaries were given an early deadline by the campuses of their supplemental data and inquire from other auxiliaries if they have similar experience.
A -- The deadline for the supplementary schedules in and with the audited financial statements is due to the campus and the Chancellor’s Office by September 30 (September 28 for 2007).  It is strongly recommended that the campus is provided a draft copy of the financial statements, including the supplementary schedules for review prior to its issuance.
Q -- Our auxiliaries expressed some concern about knowing exactly what address they should use in mailing their audited financial statements to the CO.

A -- Please forward 3 hard copies of each Auxiliary Organization’s financial statements to:

Office of the Chancellor

401 Golden Shore, 5th Floor

Long Beach, CA  90802-4210

Attn:  Systemwide Financial Standards and Reporting

Q -- Do we need to include each of the supplemental footnote disclosures even if it’s not applicable?
A -- Yes, all of the supplemental footnote disclosures in the audited financial statement supplemental schedule shall be included.   If the entire footnote is not applicable, only include the # and title of the footnote in the supplemental schedule with a "not applicable" following the title of the footnote.  If any portion of a footnote is applicable, include the entire footnote and include the appropriate information.  Do not delete or add any lines to the footnotes.

However, if this is not acceptable practice with your auxiliary organization auditor, then exclude those footnote disclosures that are not applicable.
Q -- What is the definition of Current and Non-Current under GASB 34 and 35 and do restrictions on assets affect their classification?  

A -- This issue was addressed in a correspondence from our external auditor on April 18, 2001

Subject:  Classification of Current and Non- Current Assets/Liabilities Under GASB 34 and 35

Guidance from Literature

GASB 35

GASB 35 does not provide specific guidance on the definition of current and non-current.  Paragraph 43 of the statement permits public colleges to use guidance provided for special purpose governments in GASB 34.  The only other guidance that is provided in GASB 35 is the non-authoritative example financial statements.  These examples seem to suggest that restricted assets and endowment assets are non-current.  However, the reasoning for them being categorized in this fashion is not explained in the literature.

GASB 34

Paragraph 138 of GASB 34 gives guidance for those special purpose governments engaged only in business type activities.  It states that these governments should present only financial statements required for enterprise funds.  It then refers you to further guidance in paragraphs 91-105 in GASB 34.  

In reviewing paragraphs 91-105 in GASB 34, some guidance is given regarding classification of assets and liabilities into non-current and current in paragraphs 97 and 99.  Paragraph 97 states, “assets and liabilities of proprietary funds should be presented in a classified format to distinguish between current and long-term assets and liabilities as discussed in Chapter 3 of ARB 43, Restatement and Revision of Accounting Research Bulletins.”

Paragraph 99 gives guidance on reporting restrictions on asset use.  It states, “restricted assets should be reported when restrictions on assets use change the nature or normal understanding of the availability of the asset.  For example, cash and investments normally are classified as current assets, and a normal understanding of these assets presumes that restrictions do not limit the government’s ability to use the resources to pay current liabilities.”  This paragraph seems to suggest that classifying an asset or liability as restricted is more important than classifying it as current or non-current.  In addition, it seems to suggest that because of the restriction, items such as cash and cash equivalents that normally would be classified as current would be non-current because of their restriction.  

Chapter 3 of ARB 43, Restatement and Revision of Accounting Research Bulletins

Paragraph 4 of Chapter 3 of ARB 43, defines a current asset for accounting purposes as those resources “which are reasonably expected to be realized in cash or sold or consumed during the normal operating cycle of a business,” (which is typically one year).  It further explains that this term comprehends in general such resources as “a) cash available for current operations and items which are the equivalent of cash …b) trade accounts, notes and acceptances receivable c) receivables from officers, employers, affiliates, and others, if collectible in the ordinary course of business within a year….d) marketable securities representing the investment of cash available for current operations…”

Further, paragraph 7 of Chapter 3 of ARB 43 defines a current liability as items that are “used principally to designate obligations whose liquidation is reasonably expected to require the use of existing resources properly classifiable as current assets…”.  It also states “other liabilities whose regular and ordinary liquidation is expected to occur within a relatively short period of time, usually twelve months, are also intended for inclusion…”

GASB Statement 9, Statement of Cash Flows

GASB Statement 9 on cash flow statements does not give specific guidance on classification of assets and liabilities as current or non-current; however, it does not give guidance that is contradictory to the guidance in the other literature cited above.  GASB 9 does give guidance on the classification of items as either a cash and cash equivalent or an investment.  Paragraph 9 of Statement 9 provides the following definition of cash equivalents: a) Items that are “readily convertible to known amounts of cash”, b) Items that are “so near to their maturity that they present insignificant risk of changes in value because of changes in interest rates. Generally, only investments with originally maturities of three months or less met this definition.” 

Additionally, Paragraph 11 of Statement 9 allows some cash equivalents to be treated as investments.  “Not all investments that qualify are required to be treated as cash equivalents.  An entity should establish a policy concerning which short-term, highly liquid investments (that satisfy the definition of cash equivalents in paragraph 9) it will treat as cash equivalents.  An entity should disclose its policy for determining which of those items are treated as cash equivalents.  Any change in that policy is a change in accounting principle that should be reported by restating financial statements for earlier years presented for comparative purposes.”

Questions 15 and 17 of the GASB 9 Implementation Guide give guidance on classification of pooled cash and investments as a demand deposit account and restricted cash.  It states that unless the participant is able to withdraw cash at any time without prior notice and penalty, these items are better classified as investments.  With regards to restricted assets, it states that” even though the governmental agency may not be able to access its equity in the pool because the assets are legally restricted, it is able to withdraw cash by directing the bond paying agent to pay bondholders or other for whom the assets are restricted… Statement 9 disregards restriction of use as a factor determining whether an asset meets the definition of cash or cash equivalent.

Conclusions:

Based on the above cited literature, the following conclusions have been drawn:

· The definition of current assets and liabilities has not changed under GASB 34 and 35.  The definition of current assets and liabilities as discussed in ARB 43, are resources that are expected to be realized in cash, sold or consumed during the normal operating cycle of the business, which is typically one year.  The definition of current liabilities is resources that will be liquidated with items classified as current assets or items that are expected to be liquidated within a short period of time (typically 1 year).

· As inferred in paragraph 99 of GASB 34 and the illustrative financial statements in GASB 35, restrictions on resources tend to make them non-current; however, restrictions on items do not affect whether resources should be categorized as cash and cash equivalents or an investment. Therefore, an entity could have non-current-restricted cash and cash equivalents. With regards to the classification of endowment investments and restricted investments, we recommend that they be classified as non-current assets.

Cash and investments that are pooled as part of an investment pool and appear to act as a demand deposit account should only be categorized as a cash and cash equivalent if the amounts can be withdrawn without prior notice and penalty and for a known amount.  If they cannot, they are better classified as an investment.  Regardless of an entity’s decision to categorize such items, the policy for classifying cash equivalents should be disclosed in the notes to the financial statements.   
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