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• Jerry is an Assistant Director for the State of Tennessee, Comptroller of the Treasury, Division of Local Government Audit. The division has
statutory responsibility for audits of approximately 1800 local governments and related organizations in Tennessee.  A 35-year veteran of
the division, Jerry has served as an auditor, audit supervisor, training instructor, technical manager, and assistant director. Jerry is a
Certified Public Accountant (CPA), Certified Government Financial Manager (CGFM), and a Certified Fraud Examiner (CFE).  In his role as
assistant director, he is responsible for developing professional compliance procedures and monitoring the division’s quality performance
under GASB, AICPA, OMB, and GAO accounting and auditing standards.  Jerry also has responsibility for supervising the contract review
process within the division.  Most recently, Jerry assisted the division in implementing GASB Statements 67 and 68.   In addition, Jerry
teaches training classes for the Tennessee Department of Audit (Yellow Book and Audit Findings).  He has been selected as Instructor of the
Year four times.  Jerry has made training presentations for several other professional organizations including the Tennessee Society of
Certified Public Accountants; Tennessee Government Finance Officers Association; National Association of State Auditors, Comptrollers
and Treasurers;  Association of Government Accountants; County Technical Assistance Service; Southeastern Intergovernmental Audit
Forums; Nashville Chapter of the Association of Certified Fraud Examiners; and various county official’s associations.  Jerry currently serves
on GFOA’s CAAFR Committee, NASACT’s Financial Management and Intergovernmental Affairs Committee, and NSAA’s Audit Standards
and Reporting Committee, Auditor Training Committee, and Peer Review Committee.  He has served the National State Auditors
Association External Peer Review program as a reviewer, team leader, and concurring reviewer and serves on the Special Review
Committee for GFOA’s Certificate of Achievement for Excellence in Financial Reporting program.  Jerry has also provided training for the
New York City Comptroller’s Office and state auditors in Arkansas, Idaho, Kentucky, Minnesota, Mississippi, North Dakota,  Montana,
Arkansas, West Virginia, and North Carolina.  In addition to these duties, Jerry currently serves on the state’s Interagency Cash Flow
Committee which operates under the authority of the Tennessee State Funding Board.

• Jerry was a partner in the accounting firm of Crosthwaite Durham and Associates.  He also served as controller for Rural Healthcare of
America, Inc., and taught accounting as a member of the adjunct faculty for Columbia State Community College and Austin Peay State
University.

• Jerry received his accounting degree from the University of Tennessee at Martin.  He is a member of the American Institute of Certified
Public Accountants (AICPA); the Association of Government Accountants (AGA) and the Nashville Chapter where he served as chair of
the CGFM committee; the Government Finance Officer’s Association (GFOA) and  the Tennessee Government Finance Officers Association
(TGFOA) where he serves as state liaison to the Board of Directors; the Association of Certified Fraud Examiners (ACFE) and the Nashville
Chapter of ACFE.  Jerry is also a graduate from the Tennessee Government Executive Institute (TGEI) which is a training program for
government leaders through the University of Tennessee.

• Jerry is married and has three children and four grandchildren.
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• 2017
• Statement 73—Pensions Amendments to Certain Provisions of 67 & 68

• Statement 74—Financial Reporting – OPEB Plans

• Statement 77—Tax Abatement Disclosures

• Statement 78 – Pensions Provided through Certain Multiple-Employer Defined
Benefit Plans

• Statement 79 – Certain Investment Pools and Participants

• Statement 80 - Blending Requirements for Certain Component Units

• Statement 82 – Pension Issues
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• 2018
• Statement 75—Accounting and Financial Reporting – OPEB – Employers
• Statement 81 – Irrevocable Split-Interest Agreements
• Statement 82 – Pension Issues (Certain Provisions related to Assumptions)
• Statement 85 – Omnibus 2017
• Statement 86 – Certain Debt Extinguishment Issues
2019
• Statement 83 - Certain Asset Retirement Obligations

2020
• Statement 84 – Fiduciary Activities

2021
• Statement 87 – Leases

2022 Tentative
• Final Statement XX – Reporting Model Due 1st Quarter 7



• Actuarial Reports – Local Government Plans
• Footnotes and RSI
• Journal Entries



• If you put “OPEB” in your computer, Spell Check will not
like that word.

• You will come to dislike the word as well.

• Once you understand what the Governmental
Accounting Standards Board (GASB) is asking you to
record for Other Postemployment Benefits (OPEB), that
may be an understatement.



•Because we really do have
a long-term liability!



• GASB, in Concept Statement Number 4, Paragraph 17-19,
issued in June of 2007, defined what a liability is:

• A liability is a present obligation to sacrifice resources that the
government has little or no discretion to avoid.

• An obligation is a social, legal, or moral requirement, such as a
duty, contract, or promise that compels one to follow a
particular course of action.  Example: Overtime Pay.

• Even if the agreement may not be legally enforceable, the
government may have a liability due to social, moral, or
economic consequences.  Examples:  Vacation Pay, Sick Pay,
Deferred Compensation, or Retiree Health Care benefits.



• GASB 45, Paragraph 7, States that OPEB arises from an
exchange of salaries and benefits for employee services,
and it is part of the compensation that employers offer for
services received.

• Simply put, GASB says OPEB meets the definition of a
liability.



• GASB was established in 1984.
• The OPEB Project began in 1988 because of a growing concern about the

potential magnitude of employer obligations.
• Pushed along by FASB Statement 81, Disclosure of Postretirement Health Care and
Life Insurance Benefits, which was considered, Level B GAAP for Governments,
because GASB did not have a standard.

• Most Governments did not apply the FASB standard.
• By 1988, FASB had issued a more comprehensive standard. FASB 106 was titled
Employer’s Accounting for Postretirement Benefits Other than Pensions. The new
standard essentially reflected the same measurement for OPEB as was required in
FASB 87, Employer’s Accounting for Pensions, issued in December, 1985.

• GASB stated that governments should not apply FASB 87, because GASB was
making progress on its own statement that was anticipated in the near future.



• GASB issued an interim Statement - Statement 12, Disclosure of Information on
Postemployment Benefits Other than Pension Benefits by State and Local
Government Employers, in May of 1990. GASB 12 was effective for 7/1/90 to
6/30/91 financial statements.

• Statement 12 specifically stated that governmental employers were not required
to implement FASB 106.

• Subsequently, GASB provided employers the option of applying GASB 27,
Accounting for Pensions by State and Local Governmental Employers, which was
issued in November of 1994.

• In November of 1994, GASB issued a second interim Statement, Statement 26,
Financial Reporting for Postemployment Healthcare Plans Administered by
Defined Benefit Pension Plans. It required separate reporting.

• Deliberations continued in 1994 and 1995. The project was placed on hold in 1997
pending completion of GASB 34.



• GASB resumed discussions in 1999.
• GASB issued two exposure drafts, one for OPEB Plans and One for Employers in

February of 2003. A revised exposure draft was issued in January 2004 requiring
the concept of an implicit rate subsidy.

• And GASB 43, Financial Reporting For Postemployment Benefits Plans Other Than
Pensions, was issued in April, 2004 and GASB 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions, was
issued in June, 2004.

• And the rest as they say, is History.
• GASB 74 and 75 were issued in June, 2015.
• GASB 74 was effective for June 30, 2017.
• GASB 75 is effective for June 30, 2018.
• This history takes us from 1988 to 2015. Approximately 27 years.



• Fund Financial Statements – Modified Accrual?

• Or

• Government-wide Financial Statements and
Proprietary Fund – Full Accrual?



• Statement No. 75, Accounting and Financial Reporting
for Postemployment Benefits Other Than Pensions,
establishes new accounting and financial reporting
requirements for governments whose employees are
provided with OPEB, as well as for certain
nonemployer governments that have a legal
obligation to provide financial support for OPEB
provided to the employees of other entities.

Is effective for the year ended June 30, 2018.
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• Post Employment Benefits - Employers:

• The Gist of the Employer Standard is to require
recording of the Net OPEB Liability, OPEB
Expense, and related Deferred Outflows and
Inflows.

• Currently only a Net OPEB Obligation is
recorded (Example, making the minimum
payment on a credit card).

• Increased Notes Disclosures and RSI (Pages
and Pages).
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• Post Employment Benefits -
Employers:

• In essence, just like GASB 67 and 68.
• Except, the numbers will be much

bigger!
• Will supersede GASB Statement 45.
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• You take out a house mortgage of $200,000 (i.e. you
promise to pay $200,000)

• The Mortgage is Payable over 20 years at $10,000 per year
• (Assume no interest for this illustration)
• $10,000 is the cash disbursed during a year, but this is not

what you owe.
• After the first year, you still owe $190,000 even though you

have funded your mortgage payments for the current
year.



40

The Basic Three-Step Approach for Defined
Benefit Pensions

25 62 80

1) Project Benefit Payments

2) Discount Future
Payments

Present Value of Payments

3) Attribute to Employee Service Periods
21

For Active and Inactive Employees

TOL
How much money would I
need to invest today to
cover all the expected
OPEB Benefits for

this employee?

Healthcare Trend Rate





• You hire 10 new employees and promise to pay their
medical insurance premiums after retirement. This is
projected to cost $200,000 at some date in the future.

• You make current contributions to the plan by paying a
premium during the current year. (Pay as you go)

• However, if the contributions are not enough to cover the
actuarially required premiums, you have a liability that
GASB 45 says needs to be recorded today. (but 45 has
been superseded by 75)

• Under GASB 75, you owe $200,000 for the new employees.
But what if you already owed $500,000 to current
employees, that had never been recorded, what
happens?
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Net OPEB Liability (Obligation) is based on GASB 45.
The Net OPEB Liability under GASB 75 will be greater because of
the lower discount rate and projected benefits.

13,153,24021,255,579

59,965,795

573,012

452,520
535,743

7,339,500

10,581,072
1,913,404

401,407
695,581

175,677,086

6/30/2017 6/30/2017

Liability



• We have held meetings with Finance and Administration (F&A)
• We are in the process of sending out Census Data.
• Will utilize a valuation and measurement date one year previous to the

financial statement date.
• An Actuarial Study will be provided.
• Template Notes disclosures and RSI will be provided.
• Journal Entries will be supplied.
• We are in the process of placing this information on our website at

https://www.comptroller.tn.gov/la/



• Question,
• Do local governments have to provide OPEB

Benefits?

• Question,
• What can I do to reduce my Net OPEB Liabilities?



• For State Local Government Plans:

• No new OPEB employees after July 1, 2015, so what will
that mean?

• Liabilities will eventually be decreasing.



Now this will be considered a special funding situation.



• Accounting:
• As much as is possible, do not allow Component Units or other

entities, such as E-911 Districts, joint ventures, authorities,
nonprofits, chambers of commerce, tourism offices, etc. on your
OPEB Plan.

• They are normally legally separate from the local government
and should establish their own plans.
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• Accounting:
• Ensure that all payments to the State Insurance Program (or

private vendor) are properly classified in your general ledger.
• Make sure all payments to the TSBA OPEB Trust are properly

classified.
• If you participate in the TSBA OPEB Trust, these assets will be

included as fund assets but will not offset your OPEB Liability
(Implementation Guide 2017, Q 4.62 and 4.53-54).
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• Accounting:
• Ensure that all payments to your self-insurance plan are properly

classified.
• If you operate a self-insurance plan that includes an OPEB

component, you should get an actuarial study performed for the
OPEB component. You may need to have an audit performed
by a CPA Firm for the OPEB Component and the Actuary's
Report.

• You should separate insurance claims paid from OPEB Claims
Paid.
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So What Should I Be Doing?
• Accounting:

• The beginning GASB 45 Net OPEB Obligation will be reversed off
the books and a new GASB 75 Net Pension Liability will be
calculated and recorded.

• This will be a “restatement” of beginning net position. It is a one
time “hit” to your financial statements.
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So What Should I Be Doing?

• Accounting:
• But, I don’t know how to calculate and record

plan net position, the Net OPEB Liability, OPEB
Expense, and related deferrals. And who will
write the Notes to the Financial Statements and
include the RSI Tables?

• Your auditors will help!
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Implementation Guides 2017-2,
and 2017-3

Other Guidance



Questions!
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Latest Inventions from the Mind of GASB

October 11, 2018

Jerry E. Durham, CPA, CGFM, CFE



GASB Exercise
• Bend and stretch reach to the sky, stand on tippy toes oh so high!

• Do we need GASB or should we just follow FASB standards?

• Would you be in favor of having big GAAP and little GAAP?

• Do you think that GASB should have a board just dedicated to
small governments?

• Do you think that each new standard should have a section
dedicated to just small governments, less implementation?

• Do you think state governments should be able to set their own
GAAP?



GASB Exercise
• Do you think we need RSI?

• Do you think we need a cash flow statement?

• Are the reconciliations between fund and government-wide
statements useful?



81
Irrevocable Split-Interest Agreements - 2018
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Irrevocable Split-Interests
 Accounting and Reporting for Irrevocable Split-

Interest Agreements:
 GASB 81 Issued March 2016
 Effective for Periods beginning after 12/15/2016 (i.e.

calendar year 2017, fiscal year July 1, 2017 to June
20, 2018)

 Definition of Irrevocable Split-Interests:
 A split-interest agreement in which the donor has

not reserved, or conferred to another person, the
right to terminate the agreement at will and have the
donated assets returned to the donor or third party.



Irrevocable Split-Interests

 Accounting and Reporting for Irrevocable
Split-Interest Agreements:
 Irrevocable split-interest agreements are a

specific type of giving arrangement used by
donors to provide resources to two or more
beneficiaries, including governments.

 Examples include charitable lead trusts,
charitable remainder trusts, charitable
annuity gifts, and life-interests in real
estate.



Irrevocable Split-Interests
 Accounting and Reporting for Irrevocable

Split-Interest Agreements:
 Since there are different types of

agreements, a determination has to be
made about the type.
 When does the interest begin and terminate?
 Is the Government the intermediary or is the

intermediary a third party?
 If the donation is capital property (e.g. land),

how do I plan to use the property?  Capital
Asset or Investment.

 Will I use fair value or acquisition value?



Irrevocable Split-Interests

 Accounting and Reporting for Irrevocable
Split-Interest Agreements:
 Since there are different types of

agreements, a determination has to be
made about the type (cont’d).
 Do you have the lead interest or the remainder

interest?
 If the government is the Intermediary and has a

remainder interest normally debit an asset,
credit a liability for the lead interest, and   credit
a deferred inflow for the difference (i.e. the
government’s remainder interest).



Intermediary
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Irrevocable Split-Interests

 Accounting and Reporting for Irrevocable
Split-Interest Agreements:
 The most common type of spilt-interest

agreement stipulates that the donor will receive
a fixed payment (often expressed as a
percentage of the initial contribution) every year
for a period of time, either a fixed number of
years or the remaining life of the donor.



Irrevocable Split-Interests
 Accounting and Reporting for Irrevocable

Split-Interest Agreements:
 For example, I give $100,000 to the

NFP/Government but stipulate that they must
pay me 7.5% interest each year for the
remainder of my life. NFP/Government will
have full use of the $100,000 but will have to
pay me $7,500 each year. When I die the
stipulation expires and the organization no
longer has to make any interest payments.





Irrevocable Split-Interests

 Charitable Annuity Gifts:



Irrevocable Split-Interests

 Charitable Remainder Trust:
 You (as the donor) receive an

immediate charitable income tax deduction.
The trustee then sells the asset at full market
value, paying no capital gains tax, and re-
invests the proceeds in income-producing
assets. For the rest of your life, the trust pays
you an income. ... That's why it's called
a charitable remainder trust.



Irrevocable Split-Interests

 Accounting and Reporting for Irrevocable
Split-Interest Agreements:
 Since there are different types of

agreements, a determination has to be
made about the type (cont’d).
 If the government is the Intermediary and has a

lead interest normally debit an asset, credit a
liability for the remainder interest, and credit a
deferred inflow for the difference (i.e. the
government’s lead interest).



Charitable “Lead” Trust
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Charitable “Remainder” Trust
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Irrevocable Split-Interests

 Accounting and Reporting for Irrevocable
Split-Interest Agreements:
 Since there are different types of

agreements, a determination has to be
made about the type (cont’d).
 If a third party is the Intermediary and the

government has a beneficial interest, normally
debit an asset and credit a deferred inflow when
the government becomes aware of the
agreement and has sufficient information to
measure the beneficial interest.



Irrevocable Split-Interests
 Accounting and Reporting for Irrevocable Split-Interest

Agreements:
 If a third party is the Intermediary and the government

has a beneficial interest, what is sufficient information:
 Government is specified by name
 Government has an unconditional beneficial interest
 The donation agreement is irrevocable
 The donor has not granted variance power to the

intermediary with regard to the donated resources
 The intermediary is not under the control of the donor
 The government’s ability to assign its beneficial

interest is not subject to approval of the intermediary
 The government’s attempt to assign its beneficial

interest does not invalidate the government’s
beneficial interest and thereby terminate the
agreement



Irrevocable Split-Interests

 Accounting and Reporting for Irrevocable
Split-Interest Agreements:

 Obviously, there are many variations of the
scenarios we have looked at that require
different entries and calculations.

 The statement does not mention disclosure
requirements!



Certain Asset Retirement Obligations - 2019
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ARO

 Certain Asset Retirement Obligations (ARO):
 Statement 83 Issued November 2016
 Effective for periods beginning after June 15, 2018, July

1, 2018 to June 30, 2019

 FASB Statement 143, Accounting for Asset
Retirement Obligations (2001) has been followed.

 Should costs be capitalized, what should be
disclosed?



ARO
 Asset retirement obligation

 Includes:
 Nuclear power plant decommissioning
 Coal ash pond closure (those that are not landfills)
 Contractually required land restoration such as removal

of wind turbines
 Sewage Treatment Facilities
 Other similar obligations
 But not the pollutions they cause!
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ARO

 Asset retirement obligation

 Excludes:

 Landfills (GASB 18), However this is the most common
ARO

 Pollution remediation obligations from abnormal
operation (GASB 49)

 Conditional obligations to perform asset retirement
activities, such as most asbestos removal
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ARO

 Asset Retirement Obligations (ARO):

 Legally enforceable liability
 Internal obligating event
 Associated with a tangible capital asset
 Recognize a liability when incurred and reasonably estimable
 Use probability weighing of all potential outcomes or if this is not available at a

reasonable cost, then use most likely amount
 Record a deferred outflow = to liability
 Remeasure the liability for effects of inflation and deflation annually and other

relevant factors. Book if significant
 Special recognition for minority interests calculated under other than GASB

GAAP



ARO

 Asset Retirement Obligations (ARO) - Disclosures:
 Disclose funding requirements and amounts accumulated

and restricted for payment of the liability
 Nature of government’s AROs
 Methods and assumptions used for estimates of liabilities
 Estimated remaining useful life of associated tangible

assets
 Disclose the fact and reasons why a liability is not

reasonably estimable
 Similar disclosures for minority interests



ARO
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Omnibus 2017
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Omnibus 2017
 Omnibus 2017 – Various Topics

 Statement 83 Issued November 2016
 Effective for periods beginning after June 15, 2017, July 1, 2017

to June 30, 2018 (certain topics may be early implemented)



Component Units & Government Combinations
 Component unit presentation: Requirements for blending component

units for single-column business-type activities
 Component units must meet a criterion for blending in paragraph 53 of

Statement 14, as amended
 Government combinations: Treatment of goodwill and “negative”

goodwill
 Reclassify existing goodwill as deferred outflows of resources
 Include existing negative goodwill as part of restatement of beginning net

position



Fair Value Measurement & Application
 How to classify real estate held for both operations and investment

purposes by insurance entities
 Based on whether unit of account meets the definition of an investment

 Measuring certain money market investments and participating
interest-earning investment contracts at amortized cost
 May be measured at amortized cost to the extent permitted by paragraph 9 of

GASB 31



Pensions & OPEB
 Timing of the measurement of pension and OPEB liabilities and

related expenditures in financial statements prepared using the
current financial resources measurement focus
 Based on reporting period (rather than measurement period)

 Recognition of on-behalf payments for pensions or OPEB in employer
financial statements
 Primarily clarifies that expenditures and revenue should be recognized in

employers’ financial statements prepared using the current financial resources
measurement focus



OPEB
 Presentation of payroll-related measures in required supplementary

information for purposes of reporting by OPEB plans and employers that provide
OPEB
 OPEB plans present covered payroll, if contributions are based on pay; otherwise, no

measure
 OPEB Employers present covered payroll, if contributions are based on pay; otherwise,

covered-employee payroll

 Requirements for employer-paid member contributions for OPEB
 If employer makes payments to satisfy contribution requirements identified by OPEB plan

terms as plan member contribution requirements, amounts should be classified as plan
member (employee) contributions



OPEB (continued)

 Simplifications related to the alternative measurement method
 Applicability of GASB 75 for employers whose employees are

provided with OPEB through multiple-employer defined benefit OPEB
plans that have characteristics similar to those identified in GASB 78



Certain Debt Extinguishment Issues
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Certain Debt Extinguishment Issues
• Statement 86 Issued November 2016
• Effective for periods beginning after June 15, 2017, July 1, 2017 to June

30, 2018

Certain Debt Extinguishment Issues

35



Debt is considered defeased in substance (like advance refundings) if
only existing resources are used to fund an irrevocable trust that is
restricted to owning only essentially risk-free monetary assets (like for
refundings)
Recognize the difference between the net carrying amount of the debt

and the reacquisition price as a gain or loss in the period of defeasance
(unlike advance refundings, which defer and amortize the difference)

In-Substance Defeasance Using
Only Existing Resources
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Notes to the financial statements:
Describe the transaction in the period it occurs (like refundings)
Disclose remaining outstanding balance in each period the defeased

debt remains outstanding (may combine with refunded amount)

In-Substance Defeasance Using
Only Existing Resources (continued)
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At the time debt is extinguished/defeased, any related prepaid
insurance that remains should be included in the net carrying amount
of the debt for the purpose of calculating the difference between its
reacquisition price and net carrying amount

Prepaid Insurance for All Debt Extinguishments
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Applies to all in-substance defeasances
 If substitution of the essentially risk-free monetary assets in escrow with

monetary assets that are not essentially risk-free is not prohibited, a
government should disclose in the notes to the financial statements:
In the period of the defeasance: the fact that substitution is not prohibited
In subsequent periods: the amount of debt defeased in substance that remains

outstanding for which that risk of substitution exists

Note Disclosure on Substitution Risk
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88
Certain Disclosures Related to Debt including Direct
Borrowings and Direct Placements - 2019
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Debt Disclosures
 GASB 88 Disclosures:

 Statement 88 Issued April 2018
 Effective for periods beginning after June 15,

2018, July 1, 2018 to June 30, 2019

 This standard is about disclosures, not
accounting.



Debt Disclosures
 GASB 88 Disclosures:
 Definition of debt for purposes of Disclosures
 For purposes of disclosures in notes to financial

statements, debt is defined as a liability that arises from
a contractual obligation to pay cash (or other assets
that may be used in lieu of cash) in one or more
payments to settle an amount that is fixed at the date
the contractual obligation is established.

 For disclosure purposes, debt does not include leases,
except for contracts reported as a financed purchase of
the underlying asset, or accounts payable.



Debt Disclosures
 GASB 88 Disclosures:
 Additional Debt Disclosures under GASB 88
 Amount of unused lines of credit
 Assets pledged as collateral for debt
 Terms specified in debt agreements related to

significant (1) events of default with finance-related
consequences, (2) termination events with finance
related consequences, and (3) subjective acceleration
clauses.



Debt Disclosures
 GASB 88 Disclosures:
 Additional Debt Disclosures under GASB 88
 In notes to financial statements, a government should

separate information in debt disclosures regarding (a) direct
borrowings and direct placements of debt from (b) other debt.



Disclosure Example
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Disclosure Example
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Disclosure Example
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89
Accounting for Interest Cost Incurred before the End of a
Construction Period

48



 Construction Period Interest Costs
 Statement 89 Issued June 2018
 Effective for periods beginning after December

15, 2018 July 1, 2019 to June 30, 2020

 Objectives:
 To enhance the relevance and comparability of

information about capital assets and the cost of
borrowing for a reporting period, and to simplify
accounting for interest cost incurred during the
period of construction.

 Should interest costs be capitalized?

Construction Period Interest Costs



 Accounting for Interest Cost during the Period of Construction
 In financial statements prepared using the economic resources

measurement focus, interest cost incurred during the period of construction
should be recognized as an expense in the period in which the cost is
incurred. Such interest cost should not be capitalized as part of the historical
cost of a capital asset.

 In financial statements prepared using the current financial resources
measurement focus, interest cost incurred during the period of construction
should be recognized as an expenditure on a basis consistent with
governmental fund accounting principles.

Construction Period Interest Costs



Construction Period Interest Costs
 Prior to the issuance of this Statement, governments capitalized

interest cost incurred during the period of construction in
business-type activities and enterprise funds. Those
requirements, as incorporated into GASB Statement 62, were
based on Financial Accounting Standards Board (FASB)
Statements No. 34, Capitalization of Interest Cost, and No. 62,
Capitalization of Interest Cost in Situations Involving Certain Tax-
Exempt Borrowings and Certain Gifts and Grants, which were
issued in 1979 and 1982, respectively.



Construction Period Interest Costs
 The approach taken with respect to incorporating FASB literature

into GASB Statement 62 was to adopt accounting and reporting
requirements essentially as they existed in the applicable pre-
November 30, 1989 FASB and American Institute of Certified
Public Accountants pronouncements. The language of those
pronouncements was modified as appropriate to recognize the
effects of the governmental environment without affecting the
substance of the provisions. As a result, at that time, the Board
did not consider consistency of the provisions with GASB
Concepts Statements.



Construction Period Interest Costs

 GASB’s Conclusions in Accordance with Concepts Statement
Number 4
 Does not meet the definition of an Asset
 Does not meet the definition of a Deferred Outflow
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Majority Equity Interests
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 Majority Equity Interests
 Statement 90 Issued August 2018
 Effective for periods beginning after December

15, 2019, July 1, 2020 to June 30, 2021

 Objectives:
 To enhance the relevance and comparability of

information about capital assets and the cost of
borrowing for a reporting period, and to simplify
accounting for interest cost incurred during the
period of construction.

 Should interest costs be capitalized?

Majority Equity Interests



 Equity Interests Ownership Issues:
 Example:

 Assume that Government A acquires 80 percent of the voting
stock of a for-profit enterprise (the corporation). Government A
appoints 8 of the 10 members of the governing body of the
corporation and is able to impose its will on the corporation.
Furthermore, the corporation is expected to provide financial
benefits to, and impose financial burdens on, Government A.
Under Statement 14, the corporation meets the financial
accountability criteria for a component unit of Government A.
However, if the sole purpose behind the acquisition of the
corporation is to produce income or profit for Government A,
should the definition of an investment in paragraph 64 of
Statement 72 prevail, regardless of the fact that Government A is
financially accountable for the corporation?

Majority Equity Interests



GFOA Summary

 MEMORANDUM

 DATE: November 13, 2017

 TO: CAAFR

 FROM Michele Mark Levine
 Todd Buikema

RE: GASB ED: Accounting and Financial Reporting for Majority Equity Interests


 On November 1, 2017, the Governmental Accounting Standards Board (GASB) issued an Exposure Draft
(ED) entitled Accounting and Financial Reporting for Majority Equity Interests for public comments, which are
due by January 19, 2018.

 The ED addresses situations where a government owns a majority interest in a legally separate entity,
and was issued because governments were questioning if such interests should be accounted for as
Investments in accordance with GASB 72 or as Component Units in accordance with GASB 14, as amended
(Cod. Sec. 2100.119-144).

 The proposed guidance would distinguish between majority equity interests that are investments, as
defined by Statement 72, paragraph 64 (Cod. Sec. I50.103) and those that are not.




GFOA Summary
 MEMORANDUM



 Investments:

 For majority equity interest Investments* held by a special-purpose government (such as

special districts or authorities that exist separate and apart from the general government)
engaged only in fiduciary activities, a fiduciary fund, an endowment or a permanent fund,
the value of the interest should be determined in accordance with the requirements in
paragraph 64 of Statement 72, generally at fair value.


 For the majority equity interest Investments of other governments, the ED proposes that

they should be accounted for as investments using the Equity Method, as defined in
paragraphs 205 – 209 of GASB 62 (Cod Sec. I50.116). In these cases, the entity in
which the majority equity investment is held should not be reported as a component unit,
even if the entity meets the criteria to be a component unit.




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



GFOA Summary
MEMORANDUM

 Non-Investments:

 Where the majority equity interest does not meet the definition of an investment,
the entity should be reported as a component unit and the government or fund
that holds the majority interest should also report an asset using the equity
method. If the component unit is a blended component, the asset and net
position of the component unit should be eliminated as part of the blending
process.

 The ED also proposes special requirements for reporting a component unit in
which the primary government acquires a 100% interest.


 Such wholly-owned component units should measure assets, liabilities, deferred

items in accordance with paragraphs 29-42 of GASB 69 (Cod. Sec Co10.126-
139), generally at acquisition value, at the date of acquisition.


 The flows statements of the component unit would then only report activity that

took place after the date of acquisition.



GFOA Summary
MEMORANDUM


The ED proposes to become effective for reporting periods
beginning after December 15, 2018 (calendar years beginning
January 1, 2019 and fiscal years beginning July 1, 2019) and that it
should be applied retroactively where possible, restating prior
periods with an adjustment to beginning net position in the earliest
year.

For such investments held in governmental funds, the reporting of the equity investment
would be in accordance with the current financial resources/modified accrual MFBA.



Majority Ownership Interests

 Equity Interests Ownership Issues:
 Final Standard Issued August 2018
 Effective Date:
 The requirements of this Statement are effective for reporting periods

beginning after December 15, 2018. Earlier application is encouraged. The
requirements should be applied retroactively, except for the provisions
related to (1) reporting a majority equity interest in a component unit and (2)
reporting a component unit if the government acquires a 100 percent equity
interest. Those provisions should be applied on a prospective basis.

 July 1, 2019 to June 30, 2020



 Equity Interests Ownership Issues:
 Majority Interest?
 Meets the definition of a component unit under

GASB 14, because of financial accountability.
 Question, if the purpose of holding a majority

equity interest (i.e.  an investment), does the
investment meets the definition of an
investment under GASB 72?

 Report as an investment and a component
unit?

 Which Standard has the hierarchy?

Majority Ownership Interests



Equity Interests Ownership Issues:
 What is the intent of ownership
 To enhance its ability to provide services?
 Does the equity interest have present service

capacity?

Majority Ownership Interests



Equity Interests Ownership Issues:
 Does Statement 69, Government

Combinations and Disposals of Government
Operations apply?

Majority Ownership Interests



Coming Soon to a
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Questions
Jerry E. Durham, CPA, CGFM, CFE

Assistant Director
TN Division of Local Government Audit
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Procrastinators, these Standards Are
For You!
October 11, 2018



84
Fiduciary Activities - 2020

Effective Date, Calendar Year 2019, Fiscal Year Ended
June 30, 2020



Fiduciary Activities

 Statement No. 14, The Financial Reporting Entity, Paragraph 19
 Include “if the primary government has a fiduciary responsibility for them”

 Statement No. 61, The Financial Reporting Entity: Omnibus
 Fiduciary activities broader than reporting entity considerations –so not

addressed

 Existing standards
 Fiduciary responsibilities not defined
 Inconsistent application
 Business-type activities

 Governmental Accounting Standards Advisory Council (GASAC)
 High priority to address fiduciary activities



 Improve guidance regarding the identification of fiduciary activities for
accounting and financial reporting

 Focus is on:
 (1) whether a government is controlling the assets, and
 (2) the beneficiaries with whom the relationship exists

 Separate criteria for fiduciary component units and postemployment benefit
arrangements that are fiduciary activities

 4 fiduciary funds that should be reported:
 Postemployment trust funds
 Investment trust funds
 Private-purpose trust funds
 Custodial funds

Fiduciary Activities



 Objective:
 Improve consistency and comparability of fiduciary activities

reporting
 Increase usefulness of fiduciary activity information for

assessing a government’s accountability in its role as a
fiduciary

 Applies to all state and local governments

Fiduciary Activities



 Defines and clarifies fiduciary activities

 Introduces “custodial” funds, eliminates agency funds

Fiduciary Activities



What: The Board issued Statement 84 to clarify when a government has a
fiduciary responsibility and is required to present fiduciary fund financial
statements

Why: Existing standards require reporting of fiduciary responsibilities but  do not
define what they are; use of private-purpose trust funds and agency  funds is
inconsistent; business-type activities are uncertain about how to  report fiduciary
activities

When: Effective for fiscal years beginning after December 15, 2018.
Earlier application is encouraged.



Four paths to making this determination:

Component units that provide postemployment benefits
Component units that do not provide postemployment

benefits
 Postemployment benefit arrangements that are not

component  units
All other activities

When Should a Government Report
Assets in a Fiduciary Fund?



Four paths to making this determination:

When Should a Government Report
Assets in a Fiduciary Fund?

9

Are the assets held by a component unit?

Yes No

Are the assets held for a pension or
OPEB arrangement?

Yes No Yes No

1 2 3 4



 Meets component unit (CU) criteria of GASB 14
 Fiduciary if it is one of the following arrangements:

Pension plan
administered through

a trust
(GASB 67 paragraph 3)

Assets accumulated for
pensions not in a trust

from entities not part of
the reporting entity

(GASB 73 paragraph 116)

OPEB plan
administered through

a trust
(GASB 74 paragraph 3)

Assets accumulated for
OPEB not in a trust from
entities not part of the

reporting entity
(GASB 74 paragraph 59 - 116)



 Normally, Pension and OPEB plans that are in GASB 67 and
74 compliant trusts are separate legal entities
 Primary government considered to have financial burden

if it makes contributions to the plan
• Legally required or assumed the obligation

Ability to impose will

 Component unit (CU) criteria of GASB 14

Fiscal accountability

Board appointment Fiscal dependence

Financial benefit or
burden

Financial benefit or
burden



• Dedicated to provide benefits to recipients per the benefit terms
• Legally protected from the government’s creditors

 If not a pension or OPEB arrangement

 Considered fiduciary CU if the assets have one or more of
following characteristics:

• Administered through a trust or equivalent,
government not beneficiary

1

2
• Benefit of individuals and government does not have administrative

or direct financial involvement with the assets
• Not derived from provision of goods and services to those

individuals
• Benefit of organizations or other governments not part of

reporting entity
• Not derived from provision of goods and services to those

organizations or other governments

3



 Control is not a factor in determining whether the activity is
fiduciary if the entity is a Component Unit.



Pension and OPEB that are not CUs

 The government controls the assets of the  pension or OPEB arrangement

Pension plan
administered through a

trust
(GASB 67 paragraph 3)

OPEB plan administered
through a trust
(GASB 74 paragraph 3)

Assets accumulated for
pensions not in a trust from

entities not part of the
reporting entity

(GASB 73 paragraph 116)

Assets accumulated for OPEB
not in a trust from entities
not part of the reporting

entity
(GASB 74 paragraph 59)



Control for those pension or OPEB
arrangements that are not component  units
must be evaluated.

 GASB 84 defines Controls as:
◦ Government holds the assets
◦ Government (or designee) has the ability to direct the use, exchange, or employment
 Having a designee does not cause the government to relinquish fiduciary responsibility



Fiduciary if all three of the
following are met:
The government controls the assets

Those assets are not derived either:
◦ Solely from the government’s own-source revenues
◦ From government-mandated nonexchange transactions or voluntary

nonexchange transactions with the exception of pass-through grants and
for which the government does not have administrative or direct financial
involvement, and



• Dedicated to provide benefits to recipients per the benefit terms
• Legally protected from the government’s creditors



 and one of the following criteria are met:

• Administered through a trust or equivalent,
government is the not beneficiary

1

2
• Benefit of individuals and government does not have administrative or

direct financial involvement with the assets
• Not derived from provision of goods and services to those

individuals

• Benefit of organizations or other governments not part of reporting entity
• Not derived from provision of goods and services to those

organizations or other governments
3



◦ Own-source revenues are revenues that are generated by a
government itself:
 Exchange and exchange-like revenues (for example, water and sewer

charges) and  investment earnings.

 Derived tax revenues (such as sales and income taxes)

 Imposed nonexchange revenues (such as property taxes) also are
included.



GASBS 84, Footnote 2 - A government has
administrative involvement if,  for example, it

◦ Monitors secondary recipients for compliance with program-specific requirements,
◦ Determines eligible secondary recipients or projects, even if using grantor-established

criteria, or
◦ Has the ability to exercise discretion in how the funds are allocated.

A recipient government has direct financial involvement if, for example, it
finances some direct program costs because of a grantor-imposed matching
requirement or is liable for disallowed costs.



PropertyTax
◦ Collected by county
◦ Assessment for other local governments (e.g. municipalities)

 Not the County’s tax levy

City Sales Tax Collected by County
Inmate Funds
Student Activity Accounts
Pass-through Grants
Customer Deposits
IRC 457 Plans
City Sales Tax Collected by County



Escheat Funds?
Tax Increment Financing
Patient Accounts
Retainage Payable on Contracts
Courts (Litigants, Heirs, Others)
Etc.
What about Retainage for Contracts?



New definitions for pension trust funds, investment trust
funds, and private-purpose trust funds that focuses on
the resources that should be reported  within each.

◦ Trust agreement or equivalent arrangement should be present for an activity to be
reported in a trust fund.

Custodial funds would report fiduciary activities for which there is no trust
agreement or equivalent arrangement.
◦ External portions of investment pools that are not held in trust should be reported in a

separate column under the custodial fund umbrella



 Required to report for Custodial Funds:
• Agency funds did not report this statement.

 If resources held for three months or less
• Option to report single aggregated totals for

o Additions
o Deductions

• Example – County collects and remits property taxes
to other taxing bodies
oAddition – Property taxes collected for other governments

oDeduction – Property taxes remitted to other governments



Recognize a liability to the beneficiaries in a fiduciary
fund when an event has occurred that compels the
government to disburse fiduciary resources

◦ Events that compel a government to disburse resources occur when a demand for the
resources has been made or when no further action, approval, or condition is required
to be taken or met by the beneficiary to release the asset.

Liabilities other than those to beneficiaries should be recognized in accordance with
existing accounting standards using the economic resources measurement focus



A stand alone BTA’s fiduciary activities should be reported in
separate fiduciary fund financial statements.

Resources expected to be held 3 months or less can be reported
instead in the statement of net position, with inflows and outflows
reported as operating cash flows in the statement of cash flows



 Government controls the assets of an activity if that government:
 Holds the assets
 Has the ability to direct the use, exchange or employment of

the assets
 Restrictions that stipulate that the assets can be used only for a

specific purpose do not negate a government’s control



Typical Government
Typical Address
Typical Zip Code



Typical Trust Company
Typical Address
Typical Zip Code











GASB Governments
Overview of Reporting Units and Opinion Units

FOR DISCUSSION PURPOSES ONLY

Fund
Categories

Reporting
Units

Governmental
Activities

Business-
type

Activities

Discretely Presented
Component Units

Each Major
Governmenta

l Fund

Aggregate
Nonmajor

Governmental
Funds

Each Major
Enterprise

Fund

Aggregate
Nonmajor
Enterprise

Funds

Internal
Service
Fund
Type

Pension
(and

Other
Employee
Benefit)

Trust
Funds

Investment
Trust
Funds

Private-
Purpose

Trust
Funds

Agency
Funds

Separate unit
Separate

unit
Separate unit

for each

Separate
unit for

each

Aggregate all as single
unit

Option to
combine

Fund Financial Statements

---------------------------------------------------------------------------------------Basic Financial Statements------------------------------------------------------------------------------------
--

Opinion Units

Financial
Statements Government-wide Financial Statements

Governmental Funds Proprietary Funds

"Remaining fund information": Aggregate all as a single unit

Fiduciary Funds



 GASB 84
 Memo written to CPA’s dated October 2016.
 Proposed Solution – Pension and OPEB Trust Funds:
 The Division believes current standards support the reporting of a fiduciary fund in

the situations discussed above and we may question an entity’s financial statement
presentation and a CPA’s audit response in certain obvious situations. However,
the Division will continue to allow discretion when making determinations about
fiduciary responsibility and financial statement presentation as it relates to Pension
and OPEB Trust Funds until the effective date of the Exposure Draft. Our office
will not require financial statements to be restated and resubmitted until the
Fiduciary Activities Exposure Draft is finalized into an Accounting Standard and
that Standard becomes effective.

 Effective Date (Calendar Year 2019, Fiscal Year July 1, 2019 to June 30, 2020,
Earlier Application Encouraged.



87
Leases - 2021

Effective Date, Calendar Year 2020, Fiscal Year Ended
June 30, 2021





 What: GASB Statement No. 87, Leases, revises existing
standards on lease accounting and financial reporting
(primarily Statement 62) based on public comments
received on the November 2014 Preliminary Views and
January 2016 Exposure Draft

 When:

- Issued June 2017
- Effective for periods beginning after December 15, 2019
- July 1, 2020 to June 30, 2021
- Earlier application is encouraged

3
7

Background



 Why:
- The existing standards had been in effect for decades without review

to determine if they remain appropriate and continue to result in
useful information; FASB and IASB conducted a joint project to
update their lease standards; opportunity to increase comparability
and usefulness of information and reduce complexity for preparers

 Relevant Guidance Considered:

- GASB Statement 62 leases guidance (from FASB Statement 13)

- GASB Conceptual Framework

- FASB and IASB 2010 and 2013 Leases Exposure Drafts and Final
Statements

5

Background (continued)



 Why (continued):

- Governmental lessees

• Over 89,000 state and local governments, including states, counties,
cities, ports, hospitals, universities, and special-purpose governments

• Over 500 federally recognized tribal governments

- Governmental lessors

• About 390 primary commercial airports

• Sports stadiums

• Tribal casinos

• Ports and marinas

• Utilities’ power poles

3
9

Background (continued)



 Lessee - determines type of lease – Capital or Operating

Transfer of ownership
at conclusion

Bargain purchase
option

Lease term >= 75% of
economic life of asset

PV of future minimum
lease payments >=

90% of FMV

Capital Lease if one criteria met,
otherwise Operating Lease

Lease Type Accounting – accrual basis Disclosure
Capital Debit: capital assets

Credit: long-term debt for PV of
future minimum payments

Disclose future minimum payments

Operating Expense payments as made Disclose future minimum payments
(if noncancelable)



New Definition of a Lease

4
1

 A contract that conveys control of the right
to use another entity’s nonfinancial asset
(the underlying asset) as specified by the
contract for a period of time in an exchange
or exchange-like transaction.



Definition of a Lease (continued)

4
2

 Control requires both of the following:
- (1) the right to obtain the present service capacity from use of the  underlying asset,

and
- (2) the right to determine the nature and manner of use of the underlying asset

 Control applied to the right-to-use lease asset (a capital asset)
“specified in the contract”
- Control criteria NOT limited to contracts that convey substantially all  of the present

service capacity from use of the underlying asset
• Right-to-use lease assets include rights to use underlying assets for portions of time, such

as certain days each week or certain hours each  day



Leases Scope Exclusions

43

 Intangible assets (mineral rights, patents, software,
copyrights)—except for the sublease of an intangible right-to-
use asset

 Biological assets (including timber, living plants, and living
animals)

 Inventory

 Service concession arrangements (see GASB Statement 60)



Leases Scope Exclusions (continued)

44

 Assets financed with outstanding conduit debt unless both the  asset and
conduit debt are reported by lessor

 Supply contracts (such as typical power purchase agreements, which do not
convey control of the right to use the underlying power generating facility)



Unified Reporting Model for Leases

 No classification of leases into operating/capital or other  categories

 Underlying assumption that leases are financings

 Exceptions (lessors and lessees)
- Short-term leases
- Leases that transfer ownership and do not contain termination options

 Exceptions for lessors
- Leases of assets that are investments
- Certain regulated leases (e.g., airport-airline agreements)



Common Leased Assets



2017 Tennessee CAFR

47



2017 Tennessee CAFR

48



2017 Tennessee CAFR
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 GFOA Advisory

50



Statement of Net Position - Lessee



Statement of Net Position - Lessor



Short-Term Lease Exception (continued)

53

 Accounting for Short-term Leases:
LESSEE — lease payments recognized as expenses/expenditures
based on the payment provisions of the contract

No recognition of assets or liabilities associated with the right to use the
underlying asset for short-term leases

LESSOR — lease payments recognized as revenue based on
the payment provisions of the contract

No recognition of receivables or deferred inflows associated with the lease

No resource flows recognized during rent holiday periods
No required disclosures



www.gasb.org



Transition Guidance – Paragraph 94

 94. Leases should be recognized and measured using the facts
and circumstances that existed at the beginning of the period of
implementation. If applied to earlier periods, leases should be
recognized and measured using the facts and circumstances that
existed at the beginning of the earliest period restated.

55



Leases - General



Leases - General
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Questions
Jerry E. Durham, CPA, CGFM, CFE

Assistant Director
TN Division of Local Government Audit

Jerry.Durham@cot.tn.gov
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Say it ain’t True

October 11, 2018

Jerry E. Durham, CPA, CGFM, CFE



You Make the
Call!

Jerry E. Durham, CPA, CGFM, CFE
May 21-22, 2018
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Financial Reporting Model

 Financial Reporting Model Reexamination:
 Research approved August 2013.
 ITC Issued December 2016
 PV Issued September 2018
 ED expected 2nd Q, 2020, Final Statement expected 1st Q, 2022
 Reexamine Statements 34, 35, 37, 41, 46 and Interpretation 6.
 Rank #1 Priority for Research by Governmental Accounting

Standards Advisory Council (GASAC)

 Objective:  Evaluate the current model and issues to
improve/enhance the effectiveness of the overall financial
reporting model



Financial Reporting Model
 Financial Reporting Model Reexamination:
 MD&A
 Government-wide F/S Format
 Major Funds – Debt Service Funds
 Governmental Fund F/S Measurement Focus (Near-Term

Focus?)
 BTA Financial Statement Format – Operating vs.

Nonoperating Revenue of Expenses
 Classification/Measurement Focus for Permanent Funds
 Budgetary Comparisons
 Reduce Complexity and Permit more timely F/S



Financial Reporting Model

 Financial Reporting Model Reexamination:
 MD&A
 Explore options for enhancing the financial

statement analysis component, consider the
elimination of requirements that are boilerplate and
no longer necessary for understanding the financial
reporting model, and clarify guidance for
presenting currently known facts, decisions, or
conditions that are expected to have a significant
effect on financial position or results of operations.

 More analysis = the Why



Financial Reporting Model
 Financial Reporting Model Reexamination:
 Government-wide F/S Format
 Explore alternatives for the format of the statement of

activities and consider whether a government-wide
statement of cash flows should be required, and if so,
how those cash flows should be presented.



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Major Funds – Debt Service Funds
 Explore options for providing additional

information about debt service funds, either
individual or in aggregate.

 Debt Service Funds are sometimes not even
presented when a CAFR is not presented.



Financial Reporting Model
Financial Reporting Model Reexamination:
 Governmental Fund F/S Measurement Focus (Near-Term

Focus?)
 Current Guidance

 Current financial resources measurement focus – modified accrual basis of
accounting

 Question:
 Do we need a more consistent approach?  Yes!

 Suggested solution:
 Near-term - Financial Resources Approach
 Short-term (formerly Working Capital Approach)
 Long-term (formerly Total Financial Resources Approach)



 Near-Term Financial Resources Approach?  60 days?

 Short-term (Working-Capital Approach)?  1 year?

 Long-term (Total Financial Resources Approach)?  No Capital
Assets or Debt?

The Candidates

10



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Near-term financial resources approach:
 Symmetrical recognition using 60 days for Assets,

Liabilities, Revenues, and Expenditures
 Assets:

 Record receivables that are due within 60 days
 Other financial resources that will convert to cash within the near-term (i.e. 60 days)

 Liabilities:
 Obligations normally due and payable within 60 days



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Near-term approach – What would change?
 Do not report prepaids
 Do not report inventory – (no option to use the consumption

method)
 Special assessment tax receivables would only be recognized

only for the portion that is due in the near-term
 Accrued Interest on Long-Term Debt

 Liability for the portion that would be due and payable within the near-
term

 Short-term operational borrowings (TANs)
 Inflow of Resources (vs. Fund Liability)



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Short-term (Working Capital Approach):
 Symmetrical recognition using 1 year for Assets,

Liabilities, Revenues, and Expenditures
 Assets:

 Record receivables that are due within 1 year
 Prepaids and inventory consumed in one year
 Other financial resources that will convert to cash within the one year

 Liabilities:
 Obligations normally due and payable within 1 year including accrued

interest on long-term debt and long-term debt



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Short-term – What would change?
 Must report prepaids and inventory if consumed within one

year
 Special assessment tax receivables would only be

recognized only for the portion that is due in one year
 Accrued Interest on Long-Term Debt

 Liability for the portion that would be due and payable within one
year

 Long-Term Debt
 Liability for the amount due in the following year

 Would require a statement of Cash Flows!



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Long-term (Total Financial Resources Approach):
 Symmetrical recognition – Full Accrual except for

Capital Assets and Capital-Related Long-Term Debt
 Assets:

 Full Accrual except for Capital Assets

 Liabilities:
 Full Accrual except for Capital-Related Long-Term Debt
 Record OPEB and Pensions??



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Long-term Approach – What would change?
 Inclusion of Long-term Debt that is not capital related
 YES, Include Net Pension and Net OPEB Liability!!
 Would require a statement of Cash Flows!

 This method represents a “material” difference
from present accounting.  Huge Change!!



Financial Reporting Model

 Financial Reporting Model Reexamination:
 BTA Financial Statement Format
 Evaluate operating indicator alternatives in

conjunction with evaluating the guidance for the
separate presentation of operating and nonoperating
revenues and expenses.

 Current Guidance
 Distinguish between operating and nonoperating
 Disclose policy used to distinguish

 Question?
 Do we need more guidance on how to distinguish?



Financial Reporting Model

 Financial Reporting Model Reexamination:
 Budgetary Comparison Reporting – Presentation of

Budgetary Variances
 Current Guidance
 Encourage reporting of budgetary variances

 Question?
 Should budgetary variance reporting be required?
 If so, which variance?
 Final Budget to Actual
 Original Budget to Actual
 Other



Tentative Decisions

19



Budget
 In developing a Preliminary Views document, the Board tentatively decided

to propose that:
 Budgetary comparison information be presented using a single primary

method of communication.
 Budgetary comparison information be reported as required supplementary

information.
 Governments present specific budget variances as part of budgetary

comparison information.
 Governments report the variances between:
 Final budget and actual amounts
 Original budget and final budget amounts.

20



Business Type Activities and Proprietary Funds
 Financial statements for business-type entities continue to distinguish between operating and

nonoperating revenues and expenses.
 Both the resource flows statement and the statement of cash flows be presented using the same

definition of operating activities
 The definition of nonoperating revenues and expenses be directly defined and to derive the definition

of operating revenues and expenses from the definition of nonoperating revenues and expenses.
 The definition of nonoperating revenues and expenses include (1) subsidies received and provided,

(2) revenues and expenses of financing, (3) resources from the disposal of capital assets and
inventory, and (4) investment income and expenses.

 Subsidies be defined as “resources provided by another party or fund for the purpose of keeping the
rates lower than otherwise would be necessary for the level of goods and services to be provided.”

 Resources provided for the purchase of capital assets meet the definition of subsidies.
 A subtotal for operating income (loss) and noncapital subsidies be presented.

21



Government-wide Statements
 The existing format of the government-wide statement of

activities be presented with a schedule of natural classification of
expenses by function or program.

 The information conveyed in a schedule of natural classification
of expenses be presented in general purpose external financial
reports as supplementary information.

22



Recognition Alternatives
 Three recognition alternatives proposed in the feedback received

to the Invitation to Comment (current financial resources
recognition approach with modifications, the economic resources
recognition approach, or presentation outside of the basic
financial statements) not be pursued.

 Financial resources be defined as “cash, resources that are
expected to be converted to cash, and resources that are
consumable in lieu of cash.”

23



Governmental Funds
 Governmental fund financial statements present information that:
 Reflects a shorter time perspective than information in the

government-wide financial statements
 Facilitates comparison with a government’s budgetary

information.

24



Governmental Funds (cont’d)
 The recognition approach for governmental funds be a based on a

combination of the near-term and short-term recognition approaches with
the following characteristics:
 One-year (operating cycle) period of availability
 Accrued interest will be recognized when payable and normally due

within one year, which may not necessarily align with the recognition of
principal payments on the related debt

 Recognition of tax and revenue anticipation notes as liabilities
 Exclusion of the recognition of the current portion of long-term assets

and liabilities.
 The recognition approach be referred to as short-term financial resources.

25



Financial Statement Presentation
 An explanation that the statement presents a short-term view of the

governmental fund activities and excludes items of a long-term nature be
presented after the governmental fund financial statement titles

 The element titles and line item descriptions proposed for the short-term
approach in the ITC be carried forward.

 The governmental fund financial statement titles proposed for the short-term
approach in the ITC be carried forward.

 The current and noncurrent (long-term) activity format be proposed in the
Preliminary Views and that the potential inconsistency in the usage of the
term long-term be resolved by describing the capital assets and long-term
debt activity as noncurrent, rather than long-term, activity.

26



Reconciliations
 The Preliminary Views not propose that the reconciliation between information in

governmental fund statements and government-wide information be presented on the same
page.

 The reconciliations of the information in governmental fund financial statements to
information in government-wide statements continue to be communicated with the
governmental fund financial statements.

27



Cash Flows
 A statement of cash flows not be required for governmental funds.
 The information about noncash investing, capital, and financing activities continue to be

communicated as a schedule to the statement of cash flows.
 The reconciliation of operating income to net cash flows from operating activities continue to

be communicated with the proprietary fund statement of cash flows.
 A statement of cash flows not be required for governmental funds.

28



Miscellaneous
 The tentative decisions made in relation to the short-term financial resources recognition

approach applied by governmental funds not change the classification of permanent funds
as governmental funds.

 The governmental fund financial statements present the financial information of nonmajor
funds, as currently required.

 When it is not feasible to present major component unit financial statements in a separate
column in the reporting entity’s statements of net position and activities, the financial
statements of the major component units be presented as combining financial statements
after the fund financial statements.

 The tentative Board decisions reached to date not provide opportunities at this time to
develop specific recognition-approach-related and presentation proposals for small
governments in the Preliminary Views.
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Small Governments
 The tentative Board decisions reached to date on (1) budgetary

comparison information, (2) business-type activities and
proprietary funds, (3) the format of the statement of activities and
supplementary schedule of natural classifications not provide
opportunities to develop specific proposals for small governments
in the Preliminary Views, and (4) the format of the governmental
funds resources flows statement do not provide opportunities to
develop specific proposals for small governments in the
Preliminary Views.
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What: Development of a comprehensive application model for
recognition of revenues and expenses from nonexchange,
exchange, and exchange-like transactions

 Why: Stakeholders have raised questions about how to
account for revenues from transactions that are neither
fully exchange or nonexchange; the revenue recognition
standards incorporated in Statement 62 have not been
revised for governments in nearly 50 years; current
literature does not provide guidance for exchange and
exchange-like expenses

When: ?????

3
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ITC discuss the following two
primary  models:
◦ Exchange/nonexchange model

◦ Performance/no performance obligation model

Also request comment on potential other
models

3
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Classification

3
4

Is the transaction an exchange?

Exchange Transaction NonExchange Transaction

Recognize based earnings recognition
approach:

 Government controls a resource,
or incurs an obligation to sacrifice
a resource, and

 The change in net assets is
not  applicable to a future
reporting period

Recognize based on Statement 33
provisions
for:
•Derived tax revenues
•Imposed nonexchange revenues
•Government-mandated
nonexchange  transactions
•Voluntary nonexchange
transactions

Yes No

Re
co
gn
iti
on



Revenue recognized if both criteria met:
◦ Government is controlling a resource (asset)
◦ Increase in net assets resulting from the transaction is

not applicable to a future reporting period.

 Expense recognized if both criteria met:
◦ Government has incurred an obligation to sacrifice

resources (a liability) that the government has little or no
discretion to avoid.

◦ Consumption of net assets resulting from the
transaction is not applicable to a future reporting
period.

3
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GASB Statement No. 33 would be followed:
◦ Derived tax revenues
 Income taxes & Sales Taxes

◦ Imposed nonexchange revenues
 Property tax & Fines

◦ Government-mandated nonexchange revenues &
expenses
 Federal grants for programs local govt is required to

peforem/enabling
◦ Voluntary nonexchange revenues and expenses
 Grants

3
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 Terminology – Same terminology that has been
applied in passed and incorporation of the same as
with GASB 33 and exchange/nonexchange.
“Familiarity”

 Single principles-based model for revenue
and expense
◦ Consistency and comparability

 Improve recognition of when earned
3
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Keeps classification approach exchange and
nonexchange which has had inconsistent
application in practice
◦ exchange like transactions
◦ equal value

Continue to require determination of eligibility
for certain nonexchange transactions

Require considerable implementation guidance
◦ New single principle approach
◦ Inconsistency of application existing guidance
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Classification

3
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Does the transaction contain a performance obligation in a binding arrangement?

Performance Obligation No Performance Obligation

Recognize based on performance obligation
recognition approach:
•Determine consideration
•Allocate consideration to performance
obligation(s)
•Recognize revenue or expense as each
performance obligation is satisfied (at a point
in time or over time) and the transaction is
applicable to the reporting
period(s)

Recognize based on Statement 33
provisions
for:
•Derived tax revenues
•Imposed nonexchange revenues
•Government-mandated
nonexchange  transactions
•Voluntary nonexchange transactions

Yes No

Re
co
gn
iti
on



Performance obligation:
◦ A promise in a binding arrangement between a

government and another party to provide distinct
goods or services to a specific beneficiary.

 Binding arrangement:
◦ a legally enforceable mutual understanding between two or

more parties regarding their identifiable rights and
obligations. Those rights and obligations would articulate
in equivalent terms.

4
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Distinct good or services:
◦ Separately identifiable and can provide benefits on their

own. Distinct goods or services also can be bundled or
provided in a series

 Specific beneficiary:
◦ party that receives the benefit of the goods or services

provided and with characteristics that can be identified and
distinguished from the general public
 Can be an individual, entity, group of individuals/entities, or the

government.
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This agreement can be formal or informal:

◦ Informal and binding
 Creation of customer water account
 Agreement has standing in court of law

The arrangement articulates the rights and
obligations in equivalent terms
◦ University football game tickets vs Tax of purchase

of gasoline
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Consideration:
◦ Determine the amount of consideration that a govt expects

to receive or pay pursuant to the binding arrangement.

 Allocation:
◦ Allocate the consideration to each performance

obligation identified in the binding arrangement

 Recognition
◦ Recognize rev/exp as each obligation is satisfied

and applicable to the reporting period.
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Single principles based model

◦ Improve classification process

Disciplined recognition point for performance
obligation
◦ Point in time or over time vs existing when earned

guidance.
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New terminology and concepts
◦ Yet still refers to old terminology with GASB 33 –

nonexchange

 Significant application guidance
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Keep Exchange/Nonexchange terminology
◦ First step of evaluation

 If transaction is Exchange
◦ Incorporation Performance obligation criteria for

recognition
 If transcation is Nonexhange

◦ Follow guidance in GASB Statement No. 33
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Project doesn’t address issues existing with  GASB
Statement No. 33 as both models still  refer back if
nonexchange or no performance  obligation

Other recognition issues still exist:
◦ Endowment Pledges
◦ Beneficial Interest in Perpetual Trust

4
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Example
 Building Permit Office Collects:
 Building Permit Fee
 Impact Tax or Fee ($1.00 per sq. foot)
 And Sets up 3 Building Inspections.  One

at the beginning of the project, one in the
middle, and one at the end.

 How would you record the revenue?
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Coming Soon to a
Government Near You!
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GASB Exercise
Bend and stretch reach to the sky, stand on tippy toes oh so

high!

Do we need GASB or should we just follow FASB standards?

Would you be in favor of having big GAAP and little GAAP?

Do you think that GASB should have a board just dedicated to
small governments?

Do you think that each new standard should have a section
dedicated to just small governments, less implementation?

Do you think state governments should be able to set their own
GAAP?



GASB Exercise
Do you think we need RSI?

Do you think we need a cash flow statement?

Are the reconciliations between fund and government-wide
statements useful?



Questions
Jerry E. Durham, CPA, CGFM, CFE

Assistant Director
TN Division of Local Government Audit

Jerry.Durham@cot.tn.gov
615.401.7951
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