Appendix D

Guidelines for GASB 34
What you should know.
In June, 1999 the Governmental Accounting Standards Board (GASB) unanimously adopted Statement No. 34, Basic Financial Statements-and Management's Discussion and Analysis-for State and Local Governments. GASB is a private sector organization formed in 1984 to establish financial accounting and reporting standards for state and local governments. The reporting model established by Statement No. 34 includes many time-tested aspects of conventional governmental financial reporting and several new features (including government-wide financial statements and management's discussion and analysis) to enhance the usefulness of governmental financial reports. This statement was developed to make financial reports easier to understand and more useful for oversight bodies, investors and citizens. GASB 34 will significantly change annual financial reporting. The most significant changes and additional information requirements include:

Management discussion and analysis (MD&A)

MD&A is an introductory narrative analysis of the financial statements and an analytical review of financial activities. The MD&A's goal is to give readers an objective and easily readable overview of the government's financial performance. Although it is required supplemental information (RSI), governments are required to present MD&A before the basic financial statements.

Government-wide and fund financial statements

Government-wide financial statements consist of a statement of net assets and a statement of activities. Prepared using the economic resources measurement focus and the accrual basis of accounting, these statements should report all of the assets, liabilities, revenues, expenses, and gains and losses of the government. Each statement should distinguish between the governmental and business-type activities of the primary government and between the total primary government and its discretely presented component units by reporting each in separate columns. Fiduciary activities, whose resources are not available to finance the government's programs, should be excluded from the government-wide statements. In addition, GASB has decided to continue requiring fund basis accounting. This means fund financial statements and government-wide statements will be prepared as well as a reconciliation between the two statement types. The focus of the fund financial statements changed from fund types (general, enterprise, special revenue, etc.) to major individual funds. Non-major funds will be grouped together.

GASB feels these reporting changes will help users assess:

Whether citizens paid for the services they received in the current year, or if the costs of services were shifted to future-years;

Whether a government's financial position has improved or deteriorated as a result of the year's operations.
Budgetary reporting

Governments are required to include a comparison of original budget (adopted as of the start of the fiscal year, July 1) to final budget (as revised, including any supplemental budgets as of the end of the fiscal year, June 30) to actual as part of the basic financial statements. The intent is to provide analytical information for assessing the organization's ability to estimate and manage its resources. The standard requires budget to actual comparisons on fund statements for the general fund and individual major special revenue funds.  CDE requires fund statements for all funds that have bolded codes in the chart of accounts, except for Agency Funds and Foundation Funds.
State requires that each school district shall annually prepare an itemized reconciliation between the fiscal year end fund balances based on the budgetary basis of accounting used by the school district and the fiscal year end fund balances based on the modified accrual basis of accounting.  The reconciliation shall include, but need not be limited to, the liability for accrued salaries and related benefits.  The reconciliation shall be included with the final version of the amended budget and the annual audited financial statements.
Infrastructure and depreciation reporting

Governments will now need to report all capital and infrastructure assets, the latter of which include roads, bridges, storm sewers, etc., in the government-wide financial statements. In most instances, these assets are required to be depreciated; however, an alternative is to employ an asset management system and document that infrastructure assets are being preserved at a specified level.

Capital assets are those assets that have a useful life extending beyond a single reporting period. Capital assets should be recorded at their original cost (historical cost). Some examples of capital assets are:

· Land and easements 

· Buildings 

· Equipment 

· Machinery 

· Vehicles 

· Infrastructure (roads, bridges, sewers, dams, lighting systems, sidewalk systems and tunnels). 

Infrastructure assets that are part of a network or subsystem of a network are not required to be depreciated as long as the government manages those assets using an asset management system that has certain characteristics and the government can document that the assets are being preserved. 

In order to comply with the reporting requirement for capital assets, you will need complete capital asset records that include the acquisition date and cost, asset lives and depreciation method for all capital asset classifications. You'll also need to depreciate capital assets and produce detailed capital asset reports that help you complete the Statement of Activities required by GASB Statement 34.

Link to free depreciation calculator software:  http://www.PublicPropertySoftware.com/download.html 
Summary
Governmental Accounting Standards Board Statement No. 34 established financial reporting standards for state and local governments, including states, cities, towns, villages, and special-purpose governments such as school districts and public utilities. It established that the basic financial statements and required supplementary information (RSI) for general purpose governments should consist of:

Management's discussion and analysis (MD&A). MD&A should introduce the basic financial statements and provide an analytical overview of the government's financial activities. Although it is RSI, governments are required to present MD&A before the basic financial statements.

Basic financial statements. The basic financial statements should include:

Government-wide financial statements, which consist of a statement of net assets and a statement of activities. Prepared using the economic resources measurement focus and the accrual basis of accounting, these statements should report all of the assets, liabilities, revenues, expenses, and gains and losses of the government. Each statement should distinguish between the governmental and business-type activities of the primary government and between the total primary government and its discretely presented component units by reporting each in separate columns. Fiduciary activities, whose resources are not available to finance the government's programs, should be excluded from the government-wide statements.

Fund financial statements which consist of a series of statements that focus on information about the government's major governmental and enterprise funds, including its blended component units. Fund financial statements also should report information about a government's fiduciary funds and component units that are fiduciary in nature. Governmental fund financial statements (including financial data for the general fund and special revenue, capital projects, debt service, and permanent funds) should be prepared using the current financial resources measurement focus and the modified accrual basis of accounting. Proprietary fund financial statements (including financial data for enterprise and internal service funds) and fiduciary fund financial statements (including financial data for fiduciary funds and similar component units) should be prepared using the economic resources measurement focus and the accrual basis of accounting.

Notes to the financial statements which consist of notes that provide information that is essential to a user's understanding of the basic financial statements.

Required supplementary information (RSI). In addition to MD&A, this Statement requires budgetary comparison schedules to be presented as RSI along with other types of data as required by previous GASB pronouncements. This Statement also requires RSI for governments that use the modified approach for reporting infrastructure assets.

Special-purpose governments that are engaged in only governmental activities (such as some library districts) or that are engaged in both governmental and business-type activities (such as some school districts) generally should be reported in the same manner as general purpose governments. Special-purpose governments engaged only in business-type activities (such as utilities) should present the financial statements required for enterprise funds, including MD&A and other RSI.

Important Aspects of MD&A
MD&A should provide an objective and easily readable analysis of the government's financial activities based on currently known facts, decisions, or conditions. MD&A should include comparisons of the current year to the prior year based on the government-wide information. It should provide an analysis of the government's overall financial position and results of operations to assist users in assessing whether that financial position has improved or deteriorated as a result of the year's activities. In addition, it should provide an analysis of significant changes that occur in funds and significant budget variances. It should also describe capital asset and long-term debt activity during the year. MD&A should conclude with a description of currently known facts, decisions, or conditions that are expected to have a significant effect on financial position or results of operations.

Important Aspects of the Government-wide Financial Statements

Governments should report all capital assets, including infrastructure assets, in the government-wide statement of net assets and generally should report depreciation expense in the statement of activities. Infrastructure assets that are part of a network or subsystem of a network are not required to be depreciated as long as the government manages those assets using an asset management system that has certain characteristics and the government can document that the assets are being preserved approximately at (or above) a condition level established and disclosed by the government.

The net assets of a government should be reported in three categories: invested in capital assets net of related debt, restricted, and unrestricted. This Statement provides a definition of the term restricted. Permanent endowments or permanent fund principal amounts included in restricted net assets should be displayed in two additional components: expendable and nonexpendable.

The government-wide statement of activities should be presented in a format that reports expenses reduced by program revenues, resulting in a measurement of "net (expense) revenue" for each of the government's functions. Program expenses should include all direct expenses. General revenues, such as taxes, and special and extraordinary items should be reported separately, ultimately arriving at the change in net assets for the period. Special items are significant transactions or other events that are either unusual or infrequent and are within the control of management.

Important Aspects of the Fund Financial Statements

To report additional and detailed information about the primary government, separate fund financial statements should be presented for governmental and proprietary funds. Required governmental fund statements are a balance sheet and a statement of revenues, expenditures, and changes in fund balances. Required proprietary fund statements are a statement of net assets; a statement of revenues, expenses, and changes in fund net assets; and a statement of cash flows. To allow users to assess the relationship between fund and government-wide financial statements, governments should present a summary reconciliation to the government-wide financial statements at the bottom of the fund financial statements or in an accompanying schedule.

Each of the fund statements should report separate columns for the general fund and for other major governmental funds.  Enterprise funds will continue to be reported separately. Major funds are funds whose revenues, expenditures/expenses, assets, or liabilities (excluding extraordinary items) are at least 10 percent of corresponding totals for all governmental or enterprise funds and at least 5 percent of the aggregate amount for all governmental and enterprise funds. Any other fund may be reported as a major fund if the government's officials believe that fund is particularly important to financial statement users. Non-major funds should be reported in the aggregate in a separate column. Internal service funds also should be reported in the aggregate in a separate column on the proprietary fund statements.

Currently, fund balances for governmental funds should be segregated into reserved and unreserved categories.  As provided for under GASB Statement No. 54, fund balances for governmental funds will be segregated into five specific components:  Nonspendable; Restricted; Committed; Assigned; and Unassigned.   Proprietary fund net assets should be reported in the same categories required for the government-wide financial statements. Proprietary fund statements of net assets should distinguish between current and non-current assets and liabilities and should display restricted assets.

Proprietary fund statements of revenues, expenses, and changes in fund net assets should distinguish between operating and non-operating revenues and expenses. These statements should also report capital contributions, contributions to permanent and term endowments, special and extraordinary items, and transfers separately at the bottom of the statement to arrive at the all-inclusive change in fund net assets. Cash flows statements should be prepared using the direct method.

Separate fiduciary fund statements (including component units that are fiduciary in nature) also should be presented as part of the fund financial statements. Fiduciary funds should be used to report assets that are held in a trustee or agency capacity for others and that cannot be used to support the government's own programs. Required fiduciary fund statements are a statement of fiduciary net assets and a statement of changes in fiduciary net assets.

Interfund activity includes interfund loans, interfund services provided and used, and interfund transfers. This activity should be reported separately in the fund financial statements and generally should be eliminated in the aggregated government-wide financial statements.

Required Supplementary Information (RSI)

To demonstrate whether resources were obtained and used in accordance with the government's legally adopted budget, RSI should include budget to actual comparison schedules for the general fund (if not reported as part of the basic financial statements) and for each major special revenue fund that has a legally adopted annual budget. The budgetary comparison schedules should present both (a) the original and (b) the final appropriated budgets for the reporting period as well as (c) actual inflows, outflows, and balances, stated on the government's budgetary basis. This Statement also requires RSI for governments that use the modified approach for reporting infrastructure assets.
CDE requires a district, using any of the funds identified in the Financial Policies and Procedures Chart of Accounts with bolded fund codes, to report those funds in RSI or as supplemental information (SI), except for Agency Funds and Foundation Funds.

Requirements of the Management Discussion & Analysis Section

The requirements of GASB No. 34 mandate that all local government financial statements include a Management Discussion and Analysis section (MD&A). The MD&A is considered Required Supplemental Information (RSI) which will be presented before the financial statements. This section will provide an introduction to the financial statements, a narrative analysis of the statements and an analytical review of current financial activities. The goal of the MD&A is to give readers an objective and easily readable overview of the government's financial performance. This section will give management an opportunity to present both short-term and long-term financial analysis.

According to GASB No. 34, the MD&A should include the following:

A brief discussion of the basic financial statements, including the relationships of the statements to each other, and the significant differences in the information they provide.

Condensed financial information from the government-wide financial statements comparing the current year to the prior year.
An analysis of the government's overall financial position and results of operations to aid users in assessing whether financial position has improved or deteriorated as a result of the year's operations.
An analysis of the balances and transactions of individual funds.
An analysis of significant variances between original and final budget amounts and between final budget amounts and actual results for the general fund.
A description of significant capital asset and long-term debt activity during the year. This would include a discussion of commitments made for capital expenditures, changes in credit ratings, and debt limitations that may affect the financing of planned facilities or services.
A discussion by governments that use the modified approach to report some or all of their infrastructure assets.  A modification disclosure is not required when interest is capitalized for “qualifying assets”.

A description of currently known facts, decisions, or conditions expected to have a significant effect on financial position or the results of operations.

The local government's financial management is responsible for preparing the MD&A section. Producing the MD&A section will take a considerable effort. Therefore, before you begin the process we recommend you review GASB No. 34, and subsequently issued questions and answers from GASB, AICPA and the MD&A example provided, then consult with your auditors. The example provided by GASB 34 is to be used for guidance only and is not intended to be used as a template.

For districts that already produce a letter of transmittal in their comprehensive annual financial report, there appears to be some redundancy between the two requirements. If a letter of transmittal is included, it should not duplicate what is already in the MD&A but should expand on that information or focus on other areas not normally covered by the letter of transmittal. Additional guidance has been reported by GASB 34.   New developments have been communicated through illustrations and questions and answers. 
Governmental Accounting Standards Board 
Statement No. 34 (Selected Sections)
Basic Financial Statements - and Management's Discussion and Analysis - for State and Local Governments

Introduction
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Purpose
The primary purpose of GASB Statement No.34, Basic Financial Statements-and Management's Discussion and Analysis-for State and Local Governments, is to establish a basic financial reporting model: 
To provide more relevant information that will result in greater accountability by state and local governments, and 
To enhance the understandability and usefulness of the annual financial reports to the users of these reports, to enable them to make more informed economic, social, and political decisions. 
1.1.1Background
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Accountability
Accountability is a broad concept but is generally used to describe the process and procedures used to hold an organization responsible for its performance. The Governmental Accounting Standards Board (GASB) has recognized accountability as the primary objective of government financial reporting. 
Government financial statements, have in the past, focused on two different forms of accountability:

Fiscal accountability for governmental activities, and

Operational accountability for business-type and certain fiduciary activities.

Fiscal Accountability - has been defined as the responsibility of governments to ensure that their current period actions have complied with public decisions concerning the raising and spending of public moneys in the short term. 

Operational Accountability - represents the responsibility of governments to report the extent to which services are being provided efficiently and effectively using all resources available for that purpose, and whether they can continue to meet objectives in the foreseeable future.
10.1.1.1 Users
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GASB has recognized a wide variety of users of a government's annual financial reports. Users can be broadly categorized into three groups namely: 

The Citizenry - to whom the government is principally answerable

The Legislative and Oversight Bodies - who are representatives of the citizens

The Financial Community - includes investors and creditors 

Users' needs are many and diverse. Some users require information for short-term financial decisions that focus on resource allocation and legal and contractual compliance such as a government's short-term financial position and liquidity, current year resource outflows compared with inflows, compliance with budgetary and other legal limitations on the sources and uses of financial resources, and amounts available for appropriation. Other users, in contrast, require information with a longer-term focus and from an economic viewpoint. Additionally, there is a difference in the extent of information required by users. Some users are interested only in a synopsis of the government's resources and activities, others require more in-depth information, such as data on a particular fund. 

10.1.1.2 GASB Statement No. 34
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For governments to achieve their objective of accountability it is essential that they provide financial information that is both relevant and reliable to reasonably informed users. GASB concluded that to meet the varied needs of a wide range of users it was important for financial statements to report information by fund as well as to focus on the entire government as an economic entity.

Accordingly, in June 1999, GASB introduced the financial reporting model in Statement No. 34, Basic Financial Statements - and Management's Discussion and Analysis - for State and Local Governments ("GASB 34"). The Statement integrates the traditional focus of government fund financial statements, relating to fiscal accountability and the modified accrual basis of accounting, with new forms of reporting to meet users' needs for longer-term financial information, and to ensure that the operational accountability objective of governments is fulfilled

10.1.2 Major Contents of Financial Statements Under The GASB 34 Financial Reporting Model
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GASB Statement No. 34 does not change the option for governments to prepare and publish the Comprehensive Annual Financial Report (CAFR). The Statement establishes financial reporting requirements for governments by restructuring much of the information that governments have presented in the past. The impact of GASB Statement No. 34 on the presentation of the CAFR is as follows in Exhibit 1.

Exhibit 1: Overview Of Contents of Financial Statements Under GASB Statement No. 34 
	
	Contents of the CAFR Under the Reporting Model per GASB 34 as Modified by CDE

	
	INTRODUCTORY SECTION 

Required
Table of Contents

Optional 
Letter of Transmittal 
GFOA Certificate of Achievement and/or ASBO Certificate of Excellence
Organization Chart 
Principal Officials

	
	FINANCIAL SECTION 

Management's Discussion & Analysis

Auditor's Report
Basic Financial Statements 
Government-Wide Financial Statements
Statement of Net Assets

Statement of Activities

Fund Financial Statements
Governmental Funds 
Balance Sheet 

Statement of Revenues, Expenditures, and Changes in Fund Balances

Required Reconciliation Schedules



	
	Proprietary Funds 
Statement of Net Assets

Statement of Revenues, Expenses, and Changes in Fund Net Assets

Required Reconciliation schedules

Statement of Cash Flows (using the direct method)

Fiduciary Fund (and similar Component Units) 

Statement of Fiduciary Net Assets

Statement of Changes in Fiduciary Net Assets 

Discretely Presented Component Units 
Fund Financial Statements as SI if component unit does not issue separate financial statements. 

Notes to Financial Statements 
Refer to additional 
disclosures per GASB 34
General Disclosure Requirements 
Additional Disclosures in Summary of Significant Accounting Policies 
(Paragraph 115 of the Statement ) 
Description of government-wide financial statements including measurement focus & basis of accounting used

Description of types of transactions included in program revenues, policies for and elimination of internal activity in the statement of activities

Policy for asset capitalization and estimation of their useful lives separately from historical cost.

Required Disclosures about Capital Assets 


(Paragraphs 116-120 of the Statement)

Beginning and ending balances and acquisitions and dispositions for the year for each major class of capital asset and the related accumulated depreciation reported



	
	Required Disclosures on Long-term Liabilities 
(Paragraphs 116-120 of the Statement)

Beginning and ending balances and increases and decreases for the year for each major long-term liability.

Additional disclosure is required for portion of items due within one year

Information on governmental funds that have liquidated the long-term operating liabilities in the past 

Policy for authorizing and spending investment income

Disclosures for Donor-Restricted Endowments 
(Paragraph 121 of the Statement)

Amounts of net appreciation on investment available for authorization for expenditure

How amount are reported in net assets

State Law relating to ability to spend net appreciation

	
	Segment Reporting 
(Paragraph 122 of the Statement)

Provision of Condensed Financial Statements in the Notes

Required Supplementary Information (RSI) Other than MD&A 
Budgetary Comparison Schedules 
(Paragraph 130 of the Statement)

Original budget (Adopted by July 1) & final appropriated budget (As of June 30)
Actual amounts (Budgetary basis) 

Reconciliation of Budgetary basis as required per Colorado statute.

Column to report the variance between the final budget and actual amounts is encouraged

Must include all funds identified in the “Chart of Accounts” with bolded codes that are used by the district, except for Agency Funds and Foundation Funds.

Modified approach to infrastructure disclosures (if applicable)

	
	Combining and Individual Fund Statements

Combining statements are limited to non-major funds and are not required under GASB Statement No. 34

CDE Required Schedules 


ADE transmission will be based on Fund Statements not on GASB 34 government-wide Statements

	
	STATISTICAL SECTION 


The following statistical tables should be included in the CAFR unless clearly inapplicable in the circumstances:

Schedules should include presenting government-wide information, as well as fund accounting information.

General Governmental Expenditures by Function

General Revenues by Source

Property Tax Levies and Collections

Assessed and Estimated Actual Value of Taxable Property

Property Tax Rates-All Overlapping Governments

Special Assessment Billings and  Collections

Ratio of Net General Bonded Debt to Assessed Value and Net Bonded Debt per Capita

Computation of Legal Debt Margin

Computation of Overlapping Debt 

Ratio of Annual Debt Service for General Bonded Debt to Total General Expenditures

Revenue Bond Coverage

Demographic Statistics

Property Value, Construction, and Bank Deposits

Principal Taxpayers

Miscellaneous Statistics


Financial Statement Elements 
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The main components of GASB Statement No. 34 are:

Management's Discussion & Analysis (MD&A) as Required Supplementary Information (RSI)

Basic Financial Statements 
Government-Wide Financial Statements 
Fund Financial Statements 
Notes to Financial Statements

Required Supplementary Information other than MD&A

The basic financial statements and the required supplementary information constitute the minimum requirements for external financial statements under GASB Statement No. 34. 

Exhibit 2: User Group that the Financial Statement Components are Aimed at:
	Financial Statement Components
	User Group Primarily Aimed At 

	Required Supplementary Information (including MD&A)

Government-Wide Financial Statements
	Citizenry, Legislators and Oversight Bodies, Financial Community

Citizenry and Legislators

	Fund Financial Statements
	Oversight Bodies and Financial Community


10.2.1 Measurement Focus and Basis of Accounting

The modified accrual or accrual basis of accounting, as appropriate, should be utilized in measuring financial position and operating results of each fund.  The appropriate measurement focus is described under each fund type that follows.

10.2.2 Government-Wide Financial Statements

The focus of the government-wide statements is on reporting the operating results and financial position of the government as an economic entity.  These statements should distinguish between the governmental and business-type activities of a primary government and between the primary government and its discretely presented component units.  Activities accounted for in the fiduciary funds and component units that are fiduciary in nature should not be included in the government-wide financial statements.

Government-wide financial statements should be used to obtain information about operating results; how current-period activities were financed; financial position, including capital and financial assets and long-term as well as short term liabilities;  the districts’ economy, efficiency, and effectiveness of operations; the effect of operations on financial position and condition; and the extent to which inter-period equity is being achieved.
10.2.3 Fund Financial Statements
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Governmental Fund Financial Statements

Under GASB Statement No. 34, governmental fund financial statements (including financial data for the general fund and special revenue, capital projects, debt service, and permanent funds) should be prepared using the current financial resources measurement focus and the modified accrual basis of accounting. Under this measurement focus and basis of accounting, revenues should be recognized in the accounting period in which they become available and measurable and expenditures should be recognized in the accounting period in which the fund liability is incurred, if measurable, except for unmatured interest on general long-term debt, which should be recognized when due.

Proprietary Fund Financial Statements

Proprietary fund financial statements (including financial data for enterprise and internal service funds) should be prepared using the economic resources measurement focus and the accrual basis of accounting. Accordingly, revenues should be recognized in the accounting period in which they are earned and become measurable, and expenses should be recognized in the period incurred, if measurable.

Fiduciary Fund Financial Statements

Like proprietary fund financial statements, fiduciary fund financial statements (including financial data for fiduciary funds and similar component units) should be prepared using the economic resources measurement focus and the accrual basis of accounting. Revenues should be recognized in the accounting period in which they are earned and become measurable, and expenses should be recognized in the period incurred, if measurable.

Exhibit 3: Measurement Focus and Basis of Accounting for Financial Statements
	Financial Statements
	Measurement Focus
	Basis of Accounting

	Government-Wide Financial Statements
	Economic Resources
	Accrual

	Governmental Funds Financial Statements
	Current Financial Resources
	Modified Accrual

	Proprietary Funds Financial Statements
	Economic Resources
	Accrual

	Fiduciary Funds Financial Statements
	Economic Resources
	Accrual


10.3 Presentation Of Financial Statements

10.3.1 Management's Discussion & Analysis
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The management's discussion and analysis (MD&A) is part of the required supplementary information (RSI) that precedes the financial statements. It should be based on currently known facts as of the date of the audit report and should: 

Provide a concise, unbiased, and easily readable description of the district's financial activities

Help users understand the relationship of the results reported in the governmental activities in the government-wide financial statements and the results reported in the major governmental funds financial statements. 

10.3.1.1 Contents
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An analysis of the government's overall financial position and results of operations to aid users in assessing whether financial position has improved or deteriorated as a result of the year's operations.

The following is a list of required information that should be included and addressed in the MD&A. MD&A is restricted to the following topics although there is no limit to the information that may be presented about these topics.

Information and discussion on the basic financial statements presented, their relationship to one another, and the significant differences in the information they provide. The discussion could include the different methods of accounting utilized in the government-wide and fund financial statements.

Condensed financial information comparing current year to prior year. The analysis should include specific economic factors that contributed to the change from the prior year. Charts and graphs may be used to supplement information in the condensed statements but should not be used in place of them.

Objective analysis of the district's financial condition as a whole. Analysis of the government's overall financial position and results of operations should address both governmental and business-type activities separately.

An analysis of balances and transactions on a fund basis addressing the reasons for significant changes in fund balances or fund net assets. The analysis should also include information on whether restrictions, commitments, or other limitations significantly affect the availability of fund resources for future use.

A discussion on significant variances between the district's original budget (adopted as of the start of the fiscal year, July 1), final budget (as revised, including supplemental budgets as of the end of the fiscal year, June 30), and actual expenditures, and the impact of these variances on the government's future liquidity.

A description of activity relating to the district's capital assets and long-term debt activity during the year. This discussion should include commitments made for capital expenditures, changes in credit ratings, and debt limitations affecting the financing of planned facilities or services.

A description of currently known facts, decisions or conditions expected to impact the district's financial position and results of operation. The term `currently known' is limited to events or decisions that have occurred, been enacted, adopted, agreed upon, or contracted as of at the date of the auditor's report. The discussion should address expected effects on both governmental and business-type activities.

Information that does not address the above requirements should not be included in the MD&A but could be reported as supplementary information or could be included in the letter of transmittal.

10.3.1.2 Letter of Transmittal and MD&A
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The district should ensure that information contained in the MD&A is not duplicated in the letter of transmittal.

Exhibit 4: Important Distinction between Letter of Transmittal and MD&A

	Letter of Transmittal
	MD&A

	Presented as part of the Introductory Section in the Comprehensive Annual Financial Report (CAFR).

Not limited to topics described in GASB Standards 
	Presented as part of the Financial Section in the financial statements or CAFR

Must only present topics required by GASB 34 

	  
	Purpose is to provide a summary and analysis of the government's overall financial position and operations.

	Provides an opportunity to discuss future plans.
	Highly structured and requires information only on currently known facts, conditions, or decisions.


Comment 
If the district provides comparative financial statements by presenting basic financial statements and RSI for two years, then a separate MD&A for each year is not required but the MD&A is required to address both years presented in the comparative financial statements. The MD&A should include comparative condensed financial information and related analysis for both years.

10.3.2 Basic Financial Statements
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The basic financial statements include: 

Government-wide Financial Statements

Fund Financial Statements

Notes 

Districts are required to present both the government-wide and the fund financial statements as basic financial statements. Additionally government-wide statements should not be combined with fund financial statements.
10.3.3 Government-Wide Financial Statements 
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The purpose of government-wide financial statements is to present the financial position and the operating results of the district as a whole. The statements are expected to provide users with operational accountability information and to enable them to:

Understand the true financial position of the district including capital and financial assets and long term as well as short term liabilities.

Determine if the district is able to continue to provide current service levels and meet liabilities as they become due.

Determine the operating results of the district, including the economic cost and the net cost of services, and assess the economy, efficiency, and effectiveness of operations.

The government-wide financial statements include:

Statement of Net Assets

Statement of Activities

10.3.3.1 Measurement Focus and Basis of Accounting
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Information in the government-wide financial statements should be reported using the flow of economic resources, measurement focus and the accrual basis of accounting.

Comment

GASB Statement No. 20 allowed governments to choose whether to apply FASB Statements and Interpretations issued after November 30, 1989 except for those that conflict with or contradict GASB pronouncements for all enterprise funds. GASB 34 does not provide an opportunity to change that election. The option used in the past for a district's proprietary funds must now be used in accounting for the information included in the government wide financial statements. 
10.3.3.2 Statement of Net Assets 
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The statement of net assets is intended to present the financial position of the primary government and of its discretely presented component units. This statement is accordingly required to present all financial and capital resources. GASB 34 encourages the net assets format which displays assets less liabilities equal net assets (not fund balances or fund equity).

Exhibit 5: Key Elements of the Statement of Net Assets Under the Reporting Model per GASB 34
	
	Statement of Net Assets Under the Reporting Model

	
	Focus is on governmental and business-type activities.

	
	Reporting is on economic resources measurement focus and accrual basis of accounting for all assets and liabilities.

	
	The statement includes general capital assets and general long-term liabilities.

	
	Infrastructure assets must be reported. Refer to Section 10.3.3.5.

	
	Accumulated depreciation must be reported for all capital assets.


Presentation
Data is required to be reported in separate columns for governmental activities and business-type activities of the primary government which is the reporting entity.

Exhibit 6: Distinguishing between Governmental Activities and Business-Type Activities
	Governmental Activities
	Business-Type Activities

	Activities financed by taxes and intergovernmental revenues, and other non-exchange revenues.
	Activities for which fees are charged to external parties for goods or services

	Activities reported in governmental funds and internal service funds
	Activities reported in Enterprise funds and internal service funds (as applicable - see note below)

	Internal clearing account funds, for example payroll clearing, should be reported in the governmental activities column. Funds used to account for tax collections on behalf of other entities should be accounted for as private purpose trust funds and therefore excluded from the government-wide financial statements.
	  


Note: GASB Statement 34 states that although internal service funds are reported as proprietary funds of the government, the activities accounted for in them are usually more governmental than business-type in nature. If enterprise funds are the predominant or only participants in an internal service fund, however, the district should report that internal service fund's residual assets and liabilities within the business-type activities column in the statement of net assets

Discretely presented component units are required to be presented in total in a separate column. 

A total column is required for the primary government. A total column for the reporting entity as a whole, including the discretely presented component units, may be presented but is not required.

Comparative data is not required but may be presented at the option of the district. If comparative data is presented, all columns must be included for both years.

Fiduciary funds and fiduciary component units are not included in the government-wide statements, as fiduciary resources cannot be used to support the government's programs or other services.

GASB 34 encourages presentation of assets and liabilities based on their relative liquidity. The classified presentation distinguishing between current and long-term assets and liabilities is allowed but not encouraged. 

Exhibit 7: Determining Liquidity of Assets and Liabilities
	Assets
	Liabilities

	Determined by how readily the asset is expected to be converted into cash and whether restrictions limit use of resources.
	Based on its maturity, or when cash is expected to be used to liquidate it.

	  
	Liabilities whose average maturities are greater than one year should be reported in two components-the amount due within one year and the amount due in more than one year.



The difference between a district's assets and liabilities is its net assets. Terms such as equity, net worth, or fund balance should not be used in the statement of net assets. The three components of net assets are: 

     -Invested in capital assets, net of related debt 
     -Restricted net assets 
     -Unrestricted net assets

Exhibit 8: Net Asset Classification
	Invested in Capital Assets, Net of Related Debt
	Restricted Net Assets
	Unrestricted Net Assets

	All capital assets (including restricted) net of accumulated depreciation and reduced by outstanding balances of debt relating to the acquisition, construction, or improvement of these assets

If the district has capital assets but no related debt the account should be titled `invested in capital assets' so as not to mislead readers
	Assets on which limitations have been placed by creditors, grantors, contributors, laws and regulations.

Must Include: Tabor Reserve, Bond Proceeds, Bond Redemption and Grants

Districts may include other items identified as being restricted
	All other assets not included in `Invested in capital assets net of related debt' category or `Restricted net asset' category. Internal designations may not be shown at this level. 


Comment 
Assets held for others included in a governmental or proprietary fund may be eliminated against the related liability though elimination is not required for the statement of net assets.

10.3.3.3 Capital Assets
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Definition
Capital assets relate to all assets of the district regardless of the associated fund or activity and have been defined as tangible and intangible assets that are used in operations and that have useful lives extending beyond a single reporting period. Capital assets include, but not limited to: 

1) Land and Land Improvement

2) Buildings and Building Improvement

3) Machinery and Equipment

4) Vehicles

5) Easements

Comment
GASB 34 does not prescribe a minimum level for the capitalization of assets. Different classes of assets may have different capitalization policies and different thresholds may be set for management control purposes or for compliance with laws and regulations. However districts are required to disclose the capitalization policy i.e. the dollar value above which asset acquisitions are added to the capital accounts which is up to $5,000 per unit (threshold to be determined by the entity). Reference:  Circular A-87  2) "Equipment" means an article of nonexpendable, tangible personal property having a useful life of more than one year and an acquisition cost which equals the lesser of (a) the capitalization level established by the governmental unit for financial statement purposes, or (b) $5,000.

Reporting
Depreciable capital assets should be reported in the Statement of Net Assets at historical cost net of accumulated depreciation.

The historical cost, on a prospective basis, should include supplementary charges necessary to place the asset into its intended location and condition including freight and transportation charges, site preparation costs, and professional fees that directly relate to the acquisition of the asset. 

Depreciable capital assets may be reported on the face of the statement as a single item or in major classes. 

Non depreciable capital assets that are either inexhaustible, such as land, or infrastructure assets reported using the modified approach should be reported as separate line items on the Statement of Net Assets. GASB has defined an inexhaustible capital asset as one whose economic benefit or service is used up so slowly that its estimated useful life is extraordinarily long. Construction in progress should be included with the non depreciable capital assets in the Statement of Net Assets.

Accumulated depreciation should be reported in the Statement of Net Assets on the face of the statement (parenthetically or as separate line item reducing capital assets). Regardless of the presentation in the Statement of Net Assets, the notes to the financial statements should disclose accumulated depreciation separately in addition to changes in accumulated depreciation. 

10.3.3.5 Infrastructure Assets (Note:  Limited, if any, application for Colorado School Districts)
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Definition
Infrastructure assets are defined as long lived capital assets that are normally stationary in nature and which can normally be maintained for a significantly greater number of years than most capital assets. Infrastructure assets include:

Roads 





Water and sewer systems
Bridges 




Dams
Tunnels 




Drainage systems
Lighting systems

Note: Parking lots and lighting systems may be defined by the district as part of the associated building, rather than as infrastructure. Wiring for networks in buildings are not defined as infrastructure. 
Reporting
Districts are required to capitalize and report major general infrastructure assets that were acquired in fiscal years ending after June 30, 1980, or that received major renovations, restorations, or improvements during that period.

GASB Statement No. 34 defines major general infrastructure at the network or subsystem level to be determined based on the following criteria:

The cost or estimated cost of the subsystem is expected to be at least 5 percent of the total cost of all general capital assets reported in the first fiscal year ending after June 15,1999.

or                                                              

 The cost or estimated cost of the network is expected to be at least 10 percent of the total cost of all general capital assets reported in the first fiscal year ending after June 15, 1999

The reporting of non-major networks is encouraged, but not required.

Valuation of Infrastructure Assets
Historical Cost

Estimated Historical Cost (see website for historical cost calculator http://www.bls.gov/cpi/ ) 

If determination of the historical cost is not viable due to incomplete records, an estimated historical cost may be used by:  Calculating the current replacement cost of a similar asset, and deflating this cost back by using price-level indexes to the year of acquisition.  

Infrastructure assets are depreciated using the basic standard depreciation approach used for capital assets or governments can adopt a modified approach and eliminate the need to depreciate eligible general infrastructure assets. It is to be noted that the modified approach may not be feasible for certain school districts because of the effort involved in gathering the information required under this approach. 

In order to use the modified approach for eligible infrastructure assets, i.e. infrastructure assets that are part of a network or subsystem of a network, the following two requirements must be met:


1)
The district has a qualifying asset management system which includes the: 

a) Existence of an up to date inventory of infrastructure. 

b) Performance of consistent and complete condition assessments every three years the results of which are summarized using a measurement scale. 

c) Ability to estimate, on an annual basis, the cost to maintain and preserve the infrastructure assets at the disclosed condition level.

2) The district documents that the eligible infrastructure assets are being preserved approximately at or above a condition level established and disclosed by the government.

Comment
The modified approach is not limited to general infrastructure assets- that are infrastructure assets associated with governmental activities. Eligible infrastructure assets of enterprise funds that were previously depreciated may also be reported using the modified approach.

If the district chooses the modified approach for reporting general infrastructure assets it is required to present RSI on condition level and on estimated versus actual maintenance.

If the district will report eligible infrastructure assets using the modified approach, the following schedules and disclosures are required as RSI:

The assessed condition, performed at least every three years, for at least the three most recent complete condition assessments. The dates of the assessments must be disclosed.

The estimated annual amount calculated at the beginning of the fiscal year to maintain and preserve at or above the condition level established and disclosed by the district. This estimated amount must be compared with actual expensed amounts for each of the past five reporting periods.

The basis for the condition measurement and the measurement scale used to assess and report condition.

The condition level at which the agency intends to preserve its eligible infrastructure assets reported using the modified approach.

Factors significantly affecting the trends in the information reported above, such as changes in the measurement scale, the basis for the condition measurement, or the condition assessment methods used during the period covered by the schedule should be reported. If the condition level at which the agency intends to preserve infrastructure assets changes, an estimate of the effect of the change on the estimated annual amount to maintain and preserve those assets for the current period should be disclosed. 

The district may adopt new condition assessment methods, beginning with the next condition assessment, as new methods of condition assessment become available and as the knowledge base of asset management grows. System upgrades that do not change the basic assessment methodology are not considered to be a change in assessment methodology.

Works of Art and Historical Treasures (including historical buildings)
GASB has stated that districts should capitalize works of art, historical treasures, and similar assets at their historical cost or fair value at date of donation (estimated if necessary) whether they are held singly or in collections.

Districts are encouraged, but not required to capitalize a collection that meets all of the following conditions in accordance with paragraph 27 of GASB 34 as follows:

a. Held for public exhibition, education, or research in furtherance of public service, rather than financial gain

b. Protected, kept unencumbered, cared for and preserved

c. Subject to an organization policy that requires the proceeds from sales of collection items to be used to acquire other items for collections.

Monuments are capital assets that may qualify as works of art, historical treasures, or similar assets if they meet the requirements above.

Depreciation is not required for those capitalized collections or individual items that are considered to be inexhaustible. Inexhaustible collections of individual works of art or historical treasures are those with extraordinary long useful lives. Because of their cultural, aesthetic, or historical value, the holder of the asset applies efforts to protect and preserve the asset in a manner greater than that for similar assets without such cultural, aesthetic, or historical value. 

Appropriate disclosures should provide a description of the collection and whether the assets are capitalized or not. (GASB 34, Paragraphs 116-118)

