Complying with GASB 34

All townships in Illinois, if they have not already done so, will be required to be in compliance with Governmental Accounting Standards Board Statement Number 34, “Basic Financial Statements – and Management’s Discussion and Analysis – for State and Local Governments” (GASB 34) by the fiscal year beginning after June 15, 2003.  For most Townships, this means the year ended March 31, 2005.  This also means that Township officials can expect to receive an audit report that has significant changes from the prior year.  What will these changes look like, and what should Township Officials be doing to prepare for this upcoming audit?

1. Financial Statement Changes

Summary of Change

An audit report issued under GASB 34 replaces the general purpose financial statements with the basic financial statements, which include two new statements, the statement of net assets and the statement of activities, collectively referred to as the government-wide financial statements.  These two statements are presented on the full accrual basis of accounting, in which revenues and expenses are recognized when incurred regardless of when the actual cash receipt or disbursement occurred.  This basis of accounting is the same as used in proprietary funds, but differs from the modified accrual basis used with governmental funds, which are the predominant funds of Townships.  The primary difference is in the recognition of revenue, which under modified accrual accounting must be received within a certain period of year end (generally 60 days) to be recognized as revenue in a governmental fund.

The statement of net assets is similar to a balance sheet. The statement of activities classifies expenses and program revenues by major function.  Typical examples of major function classifications for a township would include, but are not limited to, general government or administration, roads and bridges and general assistance.  In addition, interest on long-term debt is always considered a major function.  Program revenues are classified as either charges for services, operating grants and contributions, and capital grants and contributions.  The net revenue or expense is shown for each major function and then in total.  Separately, general revenues are added to the total net major function revenue or expense to determine the overall change in net assets, which is equivalent to the net income or loss of the Township.  General revenues include property taxes, replacement taxes, interest, grants not allocable to a specific program and miscellaneous revenues.

Impact on Township & Road District
This change will not require the supervisor to change daily accounting to the accrual method, such as the checkbook.

As treasurer, the township supervisor should identify the major functions of the township and road district.  Often, this will be similar to the current fund structure.  However, smaller funds should be rolled into other major functions when practical.  Some costs currently being charged to one fund may need to be allocated to more than one major function.  For example, payroll taxes or employer IMRF contributions may be recorded in the General Town Fund but will need to be allocated to each major function that has salary costs.  The supervisor should review their chart of accounts to identify such costs, and work with their auditors to develop a reasonable allocation method.  Consideration may be given to modifying the chart of accounts to better allocate these costs.
After the government-wide financial statements, the audit report will present a balance sheet and statement of revenues, expenditures and changes in fund balance for governmental funds.  These statements look similar to what has been reported in the past with a few differences.  In prior years, each column on these statements represented a governmental fund type (General, Special Revenue, etc) and included account groups for fixed assets and long-term debt, if applicable.  These statements under GASB 34 include a column for each major fund, with all non-major funds combined into a single column.  A major fund is determined based on the percentage of the fund’s assets, liabilities, revenues and expenses as they relate to the total government.  The concept of “major fund” is unrelated to the “major functions” discussed previously.  A fund is considered a major fund if, for any of the four categories (assets, liabilities, revenues and expenses) the funds total is greater than 10% for the fund type (governmental or proprietary) and 5% of the total government.  In addition, the General Town Fund is always considered a major fund and a township can automatically designate any fund as a major fund.  The township supervisor should work with the auditors to identify the major funds.

2. Changes in Capital Asset Reporting

Summary of Change
GASB 34 will significantly change the approach to the recordkeeping and reporting of fixed assets, which are now referred to as capital assets.  GASB 34 defines capital assets as consisting of “land, improvements to land, easements, buildings, building improvements, vehicles, machinery, equipment, works of art and historical treasures, infrastructure and all other tangible and intangible assets that are used in operations and that have initial useful lives extending beyond a single reporting period.”  Infrastructure assets are long-lived assets that are normally stationary in nature, and typically include roads, bridges, tunnels, drainage systems, water and sewer systems, dams and lighting systems.  Under the previous reporting format, capital assets purchased with governmental fund revenues were included in the General Fixed Asset Account Group, and were typically not depreciated.  Also, it was formerly optional to record infrastructure assets purchased with governmental fund revenues. 

Under GASB 34, capital assets other than land will be depreciated and reported in the government-wide statement of net assets at their net book value (original or estimated historical cost less accumulated depreciation).  Depreciation expense will be allocated to the major functions on the statement of activities based on the use of the underlying assets.

Impact on Township & Road District

In order to comply with the new capital asset reporting requirements, Township officials should be taking certain steps at this time.  The Township Board and Highway Commissioner should approve a capital asset policy for the Township and Road District.  This policy should identify the major categories of capital assets from the above listing, and for each category set a capitalization threshold and useful life.  The capitalization threshold is the dollar level below which all items are expensed and not capitalized.  This threshold can vary for each category, or a single threshold may be used for all capital assets.  It should be set at an amount that will capture all significant assets.  The useful life is the period of time the capital asset will be depreciated.  This should approximate the length of time the category of assets is typically in service at the Township.  This should vary by category.  Both the capitalization threshold and the useful lives should be discussed and approved by your auditors. 

Most townships and road districts have likely not been capitalizing infrastructure assets, and accumulating this information may place a burden on township and road district resources.  GASB has provided phase 3 governments (those with annual revenues under 10 million, which would include all townships and road districts in Illinois) the option of recording infrastructure assets prospectively.  In other words townships and road districts do not have to report the value of the old existing infrastructure, just the new infrastructure as of FY 2005 and thereafter. The township board and highway commissioner should determine if this is the approach they would like to take and document this decision when passing the capitalization policy ordinance.

3. Management’s Discussion and Analysis

Summary of Change

The Management’s Discussion and Analysis (MD&A) will likely have the single biggest impact on the township supervisor, particularly in the year of adopting GASB 34.  The MD&A precedes the government-wide financial statements in the audit report and is intended to provide an objective analysis of the government’s financial activities, both on a current and long-term basis, based on current conditions.

Impact on Township & Road District

As the name implies, the township supervisor, will be responsible for the MD&A.  The auditor should not write the MD&A.  The MD&A should discuss current year results in comparison with the prior year, although in the initial year this comparison is not required if prior year information is not available.  In addition, where applicable, the MD&A should refer to specific pages of the audit report for additional information.

At a minimum, the MD&A must address certain topics, as listed in GASB 34:

· a brief explanation of the types of presentations that make up the basic financial statements and their relationship to each other;
· condensed financial information comparing the current and prior fiscal periods;
· analysis of the government’s overall financial position and results of operations;
· analysis of the balances and transactions of major individual funds

· analysis of variations from the original and final amended budget for the General Town Fund and Road and Bridge Fund;
· significant capital asset and long-term debt activity; and 
· any facts, decisions or conditions known as of the close of audit fieldwork that are expected to have a significant effect on financial position or results of operations.

The MD&A is considered required supplementary information, and as such is not covered by the auditor’s opinion.  Rather, the auditor is only required to perform certain limited procedures, consisting principally of inquiries of management regarding measurement and presentation.  

4. Final Thought

As Illinois townships and road districts are phase 3 governments, they represent the final segments of local governments to implement GASB 34.  Consequently, many examples of reports issued in compliance with GASB 34 are available.   
Examples of these reports, including MD&A, can be found at the Government Finance Officers Association website at www.gfoa.org.  Township officials should work with their auditors to ensure a smooth implementation of these new reporting requirements.

AUDIT PREPARATION CHECKLIST
for

TOWNSHIPS AND ROAD DISTRICTS
In order to facilitate the audit, and to permit the preparation of accurate financial statements, try to complete this checklist and have these materials ready PRIOR TO THE ARRIVAL of the auditors.

POLICY AND SELECTION OF AUDITORS

1. Pass ordinance for accounting for fixed assets that includes:
a. Set a Capitalization Threshold – for example:  capitalize items over the threshold - equipment $2,500, buildings $10,000, road improvements $50,000 - Cost for maintenance should be expensed
b. Establish asset life(s) –



Example -
Appliances – 5 years, straight line



Tools – 5 years, straight line



Equipment – 7 years, straight line



Vehicles under 13,000 gross vehicle weight – 5 years, straight line



Vehicles 13,000 gross vehicle weight – 7 years, straight line



Other Improvements – 20 years, straight line



Buildings – 40 years, straight line



Road Improvements – 10 years, straight line



New Infrastructure – 40 years, straight line
c. Establish policy on accounting for infrastructure (Road Districts)
Example - Cost of new infrastructure will be capitalized beginning fiscal year ending March 31, 2005.  Existing infrastructure (including roads and bridges) will not be capitalized, the road district will record infrastructure on a prospective basis (from this point forward)
2. Determine selection of auditor - audit report needs to be GASB 34 compliant.  Statement No. 34 "Basic Financial Statements--and Management's Discussion and Analysis--for state and local governments. You should emphasize to the prospective auditors that the township and road district is a Phase 3 entity for GASB 34 implementation.
GENERAL

1. Prepare a copy of all township board meetings and annual township meeting minutes from the beginning of the fiscal year up to the date of the auditors' arrival.
2. Prepare copies of any existing agreements or contracts. For example: intergovernmental agreements or construction contracts that are not completed.
3. Determine the number of copies of the audit report you would like.

4. Prepare a copy of the Annual Supervisor’s Statement for all funds.
5. Prepare a copy of the Annual Treasurer’s Report for all funds.
6. Prepare a copy of the Highway Commissioner’s Annual Report.

7. Prepare a copy of the Budget and Appropriation Ordinance.
8. Prepare a schedule (list) of interim budget changes if any.
9. Prepare a copy of the Asset Capitalization Ordinance.

10. Prepare a copy of the Tax Levy.
11. Prepare copies of filed statements of economic interest statement for all elected officials.
12. Prepare a copy of the IMRF lift-able discloser information. Township receives report annually from IMRF. (only applies to twps & rds participating in IMRF)
13. Prepare copies of any unfilled purchase commitment.  For example:  Truck ordered but not yet received.
14. Prepare Management's Discussion and Analysis.  Include the following sections (your auditor may not prepare the MD&A for you, but can provide you with examples):

a. Financial Highlights
b. Overview of the Financial Statements
c. Government-Wide Financial Analysis

d. Governmental Fund Financial Analysis
e. General Town Fund Budgetary Highlights
f. Capital Assets and Debt Administration

15. Prepare a copy of the Comptrollers assigned password for internet filing of the Annual Financial Report (AFR).  Additional information needed for filing include:
a. Number of full-time employees

b. Number of part-time employees
c. Population of the township. This can be obtained from TOI website.


CASH & BANK BALANCES
1. Prepare a copy of the reconciliations for all bank accounts for the last month of the fiscal year.
2. Prepare a schedule of bank transfers occurring five business days before and after fiscal year end.

RECEIVABLES

1. Prepare an analysis of the Receivables.  Example:  Amount to be received for real estate taxes, replacement taxes and grants.
2. Prepare copy of motor fuel tax amounts held by the county for your township road district.
RISK MANAGEMENT
Prepare a schedule of insurance in force at fiscal year end, can be obtained from copies of policies.

INVESTMENTS
Prepare a schedule of investments and related income accounts. This would include certificate of deposits, interest and monies invested in the Comptrollers fund. Schedule should have beginning balance, purchases, income, redemptions and ending balance for the fiscal year. 

CAPITAL ASSETS
1. Prepare a list of equipment, buildings and trucks including acquisition date and cost. The list should correspond with the capitalization ordinance adopted by the township and road district.  (A list of assets should have been provided annually to TOIRMA or your insurance company.) 
2. Prepare a detailed list of all capital assets placed in service during the fiscal year.
3. Prepare a detailed schedule of all dispositions for the fiscal year.
4. Prepare copies of all existing lease agreements.

DEBT
1. Prepare copies of unpaid notes payable and obligations under capital leases.
2. Prepare list of any payments or additional debt obtained during the fiscal year.

ACCOUNTS PAYABLE
1. Prepare a detailed listing of any unpaid bills at fiscal year end.
2. Have available for review all invoices paid after fiscal year end.

ACCRUED LIABILITIES
1. Prepare a detailed schedule of wages payable at fiscal year end.
2. Have available for review a file containing all payroll tax returns filed for the fiscal year.  For example:  quarterly 941's, W-2's, W-3 and state unemployment tax returns.

OTHER ITEMS
Prepare a schedule of related party transactions.

LITIGATION
Have available for review documents regarding pending litigation and the name and address of legal counsel.

SUBSEQUENT EVENTS
1. Prepare copies of any new agreements that have been executed after fiscal year end.  For example:  new debt obtained or major assets purchased.

2. Disclose any significant change in financial condition or operation of the township and road district subsequent to fiscal year end.
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This material is not intended to be considered as legal or financial advice. This checklist is intended to assist townships and road districts in preparing for the upcoming audit performed by a certified public accountant.

