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September 12, 2005

Wendy Comes, Executive Director

Federal Accounting Standards Advisory Board


Mailstop 6K17V

441 G Street, NW, Suite 6814

Washington, DC 20548

Dear Ms. Comes:

The Association of Government Accountants (AGA) Financial Management Standards Board (FMSB) appreciates the opportunity to provide comments on the FASAB’s Revised Exposure Draft on Accounting for Fiduciary Activities, dated June 27, 2005.   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. 
This is a very important standard that will be valuable regardless of the method of presenting fiduciary information.  The FMSB commends the FASAB for their efforts to bring clarity to one of the most misunderstood concepts in federal financial reporting; this being to differentiate between true fiduciary monies and federal earmarked monies.  While we support the requirement to state that fiduciary assets are not assets of the federal government, we believe there should additionally be a requirement to explain the difference in substance and financial statement treatment of earmarked funds and fiduciary funds.  This requirement should be included both in the MD&A and in footnote disclosure.  

The FMSB has the following comments on the specific questions listed in the section on page 6 of the ED, entitled, “Request for Comments.”
1) Definition in paragraph 10 covering all potential fiduciary activity in which Federal entities engage – Most members agreed that the definition in paragraph 10 would be sufficient to cover all potential fiduciary activities.  Members did have a few questions.  Would this definition include activities such as secondary markets for sales of pooled federally guaranteed loans, such as SBA’s Master Reserve Fund used to administer the 7(a) guaranteed loan secondary market?  Also, a discussion of fiscal agents may be needed.  For example, if a federal entity utilizes a fiscal agent to administer a fiduciary activity are additional disclosures required (e.g., how assurance was gained that fiscal agent’s reported transactions and balances are accurate, nature of relationship, fees paid to fiscal agent).  Finally, must non-Federal parties hold a 100% interest or is a “partial” interest sufficient?
2) Adequacy of description of payroll withholdings and garnishments – The FMSB thinks that the description appears adequate for payroll withholdings and garnishments.  One member recommended expanding the definition of payroll withholdings to include items such as health insurance premiums, federal income taxes, 401-K plans, long-term healthcare accounts, and extended life insurance accounts.
3) Exclusion of payroll withholdings and garnishments from fiduciary reporting requirements – the FMSB agrees that payroll withholdings and garnishments should not be reported as fiduciary.

4)  The FMSB agrees that unearned revenue should not be reported as fiduciary.
5) It is the FMSB’s opinion that if the fiduciary activity is significant/material (in comparison to non-fiduciary activity), then it should be shown on a separate principal financial statement.  (See also our response to question 10.)
6) The FMSB agrees with the requirement in paragraph 17 concerning separate reporting.
7) The FMSB agrees that there should be aggregation of immaterial activities in the applicable footnote for the Financial Report of the U.S.  However, there may be cases where “net assets” or “net liabilities” are immaterial, with the “netting” hiding large assets and large liabilities.  We suggest that the guidance should include some test to ensure that significant items are not being hidden by the “netting.”
8) The FMSB agrees that the proposed standard, together with SFFAS 27, Identifying and Reporting Earmarked Funds, addresses all activities formerly classified as “dedicated collections.”  
9) The FMSB thinks that the lead time and guidance proposed for agency implementation seems appropriate.   Whether the implementation date itself, periods beginning after September 30, 2006, is appropriate depends on when the final standard is adopted.
10) Principal financial statement or footnote disclosure – A majority of the FMSB members prefers the fiduciary activity to be presented in a separate financial statement and not just in notes to the financial statements.  A separate statement would be a better presentation and allow for enhanced visibility and greater audit scrutiny.  Fiduciary activities should be reported in financial statements subject to full audit.  An example that can be cited is of a recent incident with the Individual Indian Trust.  The proposed settlement under Cobell v. Norton is $27.487 billion.  The lack of accountability and full audit review exacerbated this problem by allowing lost and misused payments and collections to go undetected when they otherwise might have been identified, quantified, and then corrected by agency management in a timely manner.  
A minority of FMSB members thinks that sufficient audit coverage could be obtained with a footnote disclosure, especially if OMB Bulletin 01-02, Audit Requirements for Federal Financial Statements, was revised to specifically address the assertions related to the fiduciary disclosure (similar to the requirements listed in 01-02 for performance measure disclosures).  Giving fiduciary activity its own stand-alone financial statement does not ensure increased visibility or utility to users of the financial statements.  Sophisticated users (e.g., independent auditors, GAO, OMB) should be able to obtain needed information from the footnote disclosure.  In addition, a statement of fiduciary activity will not be meaningful to laymen readers (public, legislators) without the narrative disclosures accompanying the financial disclosures.  
FMSB members understand that some fiduciary activities prepare financial statements which are subject to independent audit.  All FMSB members agree that if a separate set of audited financial statements is available, footnote disclosure in the financial statements of the "host" agency is sufficient, with the footnote also referring the reader to the separately available financial statements.
11) Fiduciary activity reporting requirements for the FR consistent with requirements for component entities – Most members think that reporting at more condensed levels enhances the readability of the Financial Report of the U.S.
Other Items Noted:

A – How many “fiduciary activities” exist?  Will this ED and the proposed statement affect many entities or just a few.  The ED mentions fiduciary activities for Indian tribes and individuals and the TSP.  Are there others that are significant in size?  We recommend that the guidance provide additional examples of what would be considered fiduciary activities.
B – The focus of the fiduciary disclosure is on the flow of and status of fiduciary assets.  To present a full picture of the activities administered by the fiduciary activity, presentation and disclosure should be made regarding the long-term solvency of the fund/activity (e.g. as of 9/30/XX do assets exist to pay all beneficiaries).  Potential penalties stemming from the government’s fiduciary responsibility should also be a required disclosure.  
C – Can fiduciary activities be “trust” funds?  The language is confusing in several places, starting in the Executive Summary on page 4.  The sentence starting on the second line, which reads, ‘In addition, by clarifying terminology, the Board hopes to avoid confusion regarding federal “trust” funds that are not “fiduciary” in nature.’  This can mean that “trust” funds are not fiduciary or that certain “trust” funds are fiduciary and others are not.  Similarly paragraph 4 is confusing re “fiduciary” and “trust” funds.  Finally, paragraph 36 refers to “trust fund” activity and fiduciary “trust fund” activity.  We suggest that these be clarified.

D – It is not clear why footnote 5 is necessary.

E – In paragraph 16d, is the “Schedule of Changes” part of the note disclosure or is it a separate Schedule elsewhere in the financial statement?

The FMSB appreciates the opportunity to comment on the exposure drafts.  No members objected to its issuance. This response letter represents a consensus of the views of the FMSB members.  We would be pleased to discuss this letter with you at your convenience.  You can contact me at hintonrw@audits.state.ga.us or (404) 656-2174 or Anna D. Gowans Miller, CPA, AGA’s Technical Manager and facilitator for this project, at amiller@agacgfm.org or (703) 684-6931, ext. 313. 

Sincerely,
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Russell W. Hinton, CGFM, Chair,


AGA Financial Management Standards Board

cc.
Sam M. McCall, MPA, CGFM, CPA, CIA, CGAP
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