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Mr. David R. Bean 

Director of Research and Technical Activities

Governmental Accounting Standards Board (GASB)

401 Merritt 7, P. O. Box 5116

Norwalk, CT  06856-5116

Dear Mr. Bean:
On behalf of the Association of Government Accountants (AGA), the Financial Management Standards Board (FMSB) appreciates the opportunity to provide comments to the Governmental Accounting Standards Board (GASB or the board) on its exposure draft of the proposed Statement entitled, The Financial Reporting Entity, an amendment of GASB statements No. 14 and No. 34. 
The FMSB, comprising 21 members with accounting and auditing backgrounds in federal, state and local government, academia and public accounting, reviews and responds to proposed standards and regulations of interest to AGA members. Local AGA chapters and individual members are also encouraged to comment separately. 
Concerning Appendix B: Basis for Conclusions, the FMSB fully concurs with GASB’s approach and decision as to amending paragraph 21b to improve fiscal dependency criteria. We think they did an excellent job on the background and basis for conclusions sections. Here are the FMSB’s comments on the proposed guidance on the exposure draft.

Enhancements to Blending 

In proposed amendments to paragraph 53 of Statement No. 14 the board has added the following criteria in paragraph a. “and (1) there is a financial benefit or burden relationship between the primary government and the component unit, as described in paragraphs 27-33 or (2) management of the primary government has operational responsibility for the component unit.  Management of a primary government has operational responsibility for a component unit if it manages the activities of the component unit in essentially the same manner in which it manages its own programs, departments, or agencies.  Management, for purposes of this determination, consists of the person(s), below the level of the governing board, responsible for the day-to-day operations of the primary government (for example, a county executive or city manager).” 

We are supportive of item (1) in this proposed change.  We are also supportive of item (2); however, we believe this condition is so persuasive that it should be elevated to be a stand-alone separate criterion.  If management of the primary government has the degree of oversight indicated by this description, we have concluded the component unit should always be blended since this would result in a presentation that is reflective of the degree of oversight exercised by the primary government.  It would also be consistent with the manner in which the component unit is managed.   

Making this a stand-alone criterion would address an emerging situation in which the primary government is the impetus for the creation of a separate legal entity that is essential to the primary government to provide the services for which it is responsible, yet for political, legal, or other considerations, the Board of the legal entity is not the same as the Board of the primary government.   In these emerging situations, the component unit is operated as an essential part of the primary government in the manner described in the proposed change (2) above and blending seems to us to be the appropriate reporting.  Expanding this criterion to stand-alone status would achieve this more appropriate outcome in the financial statements of the primary government.   

The ED proposes no changes to footnote 7 to paragraph 53 which defines ‘substantively the same’.  The fourth sentence in that footnote states “On the other hand, the board of a public housing authority composed of the city mayor and two council members (from a total of ten) ordinarily would not be substantively the same as the city’s governing body.”  In the interest of balance, we suggest another example should be added to this footnote in which two of the three board members of the authority are members of the city council or mayor and thus the conclusion would be that this would represent a situation in which the board is substantively the same as the governing body of the primary government.  This change would directly address situations that have been treated inconsistently by preparers.   

Finally, the last sentence of footnote 7 states “This criterion will rarely, if ever, apply to a state government because of the impracticality of providing sufficient representation of the state’s entire governing body.”  We suggest this sentence should be deleted since it is inconsistent with the proposed change (2) discussed above after it is elevated to stand-alone status as a criterion for blending.   

Improve Timeliness of Reporting 

As preparers we are under increasing pressure to produce annual reports more quickly.  Traditionally, producing a report within six months of our fiscal year end was considered best practice and acceptable to the user community.  However, this is no longer the case.  With public companies able to produce annual reports within 75 days and quarterly reports within 45 days, and federal entities able to produce annual reports within 45 days and the federal government itself producing its report within 90 days, the traditional timing of local government reporting is under pressure.  The MSRB has proposed changes relating to EMMA filings such that any issuer that is able to produce its report within 120 days would be given a ‘gold star’ in its record.  The pending federal financial reform legislation has proposals for several studies relating to the municipal bond marketplace and timeliness is expected to be one of the items addressed.   

In view of this increased pressure on timeliness, we believe the board has a unique opportunity to help preparers address this pressure during its contemplation of changes to Statements No. 14 and 34.  The need to accumulate and assimilate reports of numerous component units is frequently cited as the primary deterrent to more timely reporting.  If governments were permitted to issue primary government-only statements through an updated GASB standard, this change would go a long way toward addressing timeliness of reporting.  Obviously, this would require the board to contemplate a significant change that is not included in the ED; however, we believe this is a unique opportunity that the board should take advantage of.   

We believe that changes could be added to the current ED authorizing such a presentation which would be accompanied by the additional disclosures that would be necessary to ensure the primary government-only presentation is not misleading.  While we have not had exhaustive discussions regarding what such disclosures might entail, we would presume they would include a listing of the discretely presented component units (DPCU) that will be included in the general-purpose financial statements when issued, an estimate of the date that report will be available, a description of the relationship between these DPCUs and the primary government, information about how to obtain the separate reports of the DPCUs, and discussion of large and/or unusual transactions between certain DPCUs and the primary government.  In addition, we believe any component units that are blended should be included in the primary government-only financial statements and, accordingly, disclosures about these component units would also have to be provided if material. 

We appreciate the opportunity to comment on this document and would be pleased to discuss this letter with you at your convenience. No member objected to the issuance of this letter. If you have questions concerning the letter, please contact Anna D. Gowans Miller, CPA, AGA’s director of research and staff liaison for the FMSB, at amiller@agacgfm.org or 703.684.6931 ext. 313. 

Sincerely,
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Robert L. Childree, Chair 
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