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Introduction and Overview

GASB 35 Implementation Guide: Questions and Answers for Public Colleges and
Universities Using Business Type Activity (BTA) Reporting, prepared by the
National Association of College and University Business Officers (INACUBO),
as its name implies, primarily addresses those issues that apply to public
institutions that elect to use BTA reporting, as discussed further below and in
paragraph 15 of GASB Statement 34.

Objectives of GASB 35 Implementation Guide

This guide was prepared for public institution business officers as a
supplement to the Guide to Implementation of GASB Statement 34 on Basic
Financial Statements—and Mzznagemeni’; Discussion and Analysis—for State and
Local Governments, published in April 2000 by the Governmental Accounting
Standards Board (GASB) on GASB Statements 34 and 35. Since GASB
Statement 35 merely amends GASB Statement 34 to make it apply to public
institutions, the GASB Statement 34 implementation guide also addresses
Statement 35. The GASB 35 Guide is the product of a joint effort of the
faculty of NACUBO’s 1999-2000 Reporting Model Implementation
Workshops, its Accounting Principles Council, and the accounting firm of
PricewaterhouseCoopers LLP.

Generally, GASB Statement 35 permits public institutions, in separately
issued external financial statements, to use the GASB Statement 34 guidance
for special-purpose governments engaged only in BTA, engaged only in
governmental activities, or engaged in both governmental and BTA. Under
this guidance, in its separately issued reports, a public institution is required
to include management’s discussion and analysis (MD&A); basic financial
statements, as appropriate for the category of special purpose government
reporting selected; notes to the financial statements; and required

supplementary information other than MD&A, if applicable.

Most public institutions are expected to choose to report as special
purpose governments (described in paragraph 134 of Statement 34) engaged
solely in BTA. GASB Statement 34 provides that enterprise fund reporting
(see paragraph 138 of Statement 34) should be used by special purpose
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governments engaged only in BTA reporting. An entity may elect enterprise
fund reporting for any activity for which a fee is charged to excernal users for
goods or services (see paragraph 67 of statement 34). Most public institutions
cover a major portion of their costs through external user charges for their
services. Therefore, these public institutions are permitted to use BTA
reporting (see paragraph 44 of Statement 35). NACUBO strongly encourages
such reporting by public institutions.

For other public institutions, it may be more appropriate to report using
the guidance for special purpose governments engaged only in governmental
activities or engaged in both governmental and BTA because they operate
similarly to other governments or governmental agencies. Many two-year
public institutions have the power to levy taxes and are subject to the same
public budget laws as are other special purpose governments engaged only in
governmental activities or in both governmental and BTA. Those institutions
could follow the reporting standards set forth in paragraph 135 of GASB
Statement 34, which provides the financial reporting guidance for special
purpose governments engaged in more than one governmental program or in
both governmental and BTA.

As discussed further below, this implementation guide also addresses
certain issues pertaining to GASB Statement 9, Reporting Cash Flows of
Proprietary and Nonexpendable Trust Funds and Governmental Entities That Use
Proprietary Fund Accounting, and Statement 33, Accounting and Financial
Reporting for Nonexchange Transactions. GASB has also issued an implementation
guide on Statement No. 9, dated June 1992.

Organization of GASB 35 Implementation Guide

Section I of this guide features questions and answers that expand on those
questions and answers included in the GASB Statement 34 implementation
guide. The questions and answers will help public institution business officers
apply the applicable provisions of GASB Statement 34. As noted above, not all
parts of GASB Statement 34 are applicable to public institutions that elect
BTA reporting. Section I of this guide also contains questions and answers
pertaining to the statement of cash flows prescribed by GASB Statement 9 and
accounting for nonexchange transactions in accordance with GASB Statement
33 (that many public institutions will address for the first time when they
adopt GASB Statement 35).




INTRODUCTION AND OVERVIEW

Section II expands on the table included on page 22 of GASB Statement
35, which summarizes the pertinent paragraphs of GASB Statement 34 that
apply to public institutions. The expanded table identifies questions and
answers in the GASB 34 implementation guide that are particularly relevant
to institutions selecting BTA reporting. The selection of particularly relevant
questions was made on a judgmental basis and NACUBO recognizes that
some may consider other questions in the GASB implementation guide to be
particularly relevant. Therefore, public institution business officers should
consider all questions in the GASB 34 implementation guide.

Section III presents sample financial statements, and Section IV offers
general guidelines for and examples of the inflows and outflows on the

statement of cash flows.




Section |

Questions
and
Answers
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m What are the reporting requirements for
public institutions under GASB Statement 34?

u Generally, depending on the characteris-
tics of a public institution, the requirements of
GASB Statement 34 permit it to report as:

* special purpose governments engaged
only in business type activities (BTA);

e special purpose governments engaged

only in governmental activities; or

e special purpose governments engaged in
both governmental and business type
activities (GASB Statement 35,
paragraph 26, basis for conclusions).

BT As are those financed in whole or in part
by fees charged to external parties for goods or
services (GASB Statement 34, paragraph 15).

Governmental activities generally are those
financed through taxes, intergovernmental
revenues, and other predominantly
nonexchange revenues.

Because many two-year and some four-year

public institutions have taxing authority, they
may choose to report as special purpose
governments engaged in governmental
activities or both governmental and BTA
(GASB Statement 35, paragraphs 27 and 46,
basis for conclusions). However, most public
institutions regularly receive state
appropriations, and also cover a major portion
of their costs through external user charges for
their services. Therefore, according to basis of
conclusions paragraphs 44—47 of GASB
Statement 35 and related paragraph 67 of
GASB Statement 34, these public institutions
may use BTA reporting. Paragraph 67 of
GASB Statement 34 states: “Governments
should apply each of these criteria in the
context of the activity’s principal revenue
sources.”

Additionally, .public institutions should
contact the appropriate state agency to
determine state-mandated reporting

requirements and transition issues.

m ABC University’s revenues consist of 5
percent special state appropriations earmarked

for a special public-service-type activity with
associated fees and 95 percent tuition and other
revenues. ABC University is currently in the
planning phase for implementation of GASB
Statements 34 and 35 and is attempting to
determine the appropriate reporting type for its
financial statements. What reporting options
are available to ABC University?

m ABC University has the option of report-
ing as BTA only or may report as governmental
and BTA.

Paragraph 15 of GASB Statement 34
specifies that “Governmental activities
generally are financed through taxes,
intergovernmental revenues, and other
nonexchange revenues. These activities are
usually reported in governmental funds and
internal service funds. Business type activities
are financed in whole or in part by fees charged




to external parties for goods or services. These
activities are usually reported in enterprise
funds.”

Paragraph 44 of GASB Statement 35
addresses the determination of the appropriate
reporting model as follows: “With respect to
reporting certain activities as BT As,
respondents point out that most public
institutions meet the principal criterion
established in paragraph 67 of GASB
Statement 34. An entity may elect that
reporting, which is available for any activity for
which a fee is charged to external users for
goods or services. Although most public
institutions are regularly subsidized, they also
cover a portion of their costs through external
user charges for their services. Therefore, these
public institutions are permitted to use BTA
reporting. An additional advantage cited by

QUESTIONS AND ANSWERS

some proponents of BTA reporting for public
institutions is that it may enhance
comparability with their not-for-profit and
for-profit counterparts.”

Additionally, paragraph 67 of GASB
Statement 34 provides certain criteria for
consideration in determining whether an
activity is required to be reported as an
enterprise fund activity/business type activity
under the new reporting model.

It is important to recognize that GASB
Statement 34 primarily addresses
general-purpose governments. Therefore, in
addition to the guidance provided by GASB
Statements 34 and 35, the appendixes of both
statements as well as GASB’s Implementation
Guide should be considered in determining the
appropriate reportihg type and reporting
requirements for public institutions.

m Does GASB Statement 34 apply to gov-
ernmental health care providers affiliated with
public institutions?

u Yes. GASB Codification Section Ho5 has
been revised to require governmental health
care providers to follow GASB Statement 34.
The American Institute of Certified Public
Accountants (AICPA) accounting and auditing

guides, “Audits of State and Local Governmen-
tal Entities” and “Audits of Providers of Health-
Care Services” address the implications of
GASB Statement 34 as they relate to govern-
mental health care providers. Both are being
updated to reflect the requirements of GASB
Statement 34.

m Does the implementation of GASB State-
ment 35 have an impact on the previously filed
Disclosure Statements (Cost Accounting Stan-
dards Board Form DS-2)? .

u Those public institutions that have filed
their Disclosure Statements with the federal
government must file revisions with regard to:

e Part I (accrual accounting); and

e Part IIT and IV for depreciation, if the
institution decides to change from the
use-allowance method to depreciation for
the facilities and administration (F&A)
cost proposal. The depreciation method
used for the F&A cost proposal must be

11
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consistent with the method used in the
financial statements. Public institutions

should also document their depreciation
method and capitalization policies.

m Should public institutions consult with
their state comptroller’s office (or equivalent)
about the implementation of GASB Statement
34?

u Yes. This is highly desirable because:

e first, the effective date for the public
institution generally will be the same as
that of the state government (see question
8 below);

* second, the manner of including the
public institution’s financial statements

in the state’s financial statements may
require the public institution to provide
additional information (e.g., data on
interfund activities) that could be
gathered during the implementation
process; and

third, a state office may have mandated
that certain GASB Statement 34
implementation options are to be
followed by the public institutions
within the state.

m Are the sample financial statements in

GASB Statement 35 prescriptive or illustrative?

u The sample financial statements are illus-
trative. However, the minimum information
required by GASB Statement 34, paragraphs
91-105, must be presented in the financial
statements. Additionally, reporting entities

should consider information needs of readers in
determining reporting formats and level of
detail provided, both on the face of the finan-
cial statements and in the footnotes. Refer to
GASB Statement 35, Appendix D, Illustra-
tions, and GASB Statement 35, paragraph 59,
for additional information.
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Effective Date an Transition

m What is the effective date for implementa-
tion of GASB Statement 35?

“ There are three effective dates based on
the amount of revenues of an institution assum-
ing that it is a stand-alone entity (instead of a
public institution that is a component unit or
department of another entity). GASB State-
ment 35, paragraph 7, states:

For public institutions that are not
component units of another reporting entity,
the requirements of this Statement are effective
in three phases based on a public institution’s
total annual revenues in the first fiscal year
ending after June 15, 1999:

e Phase 1 institutions—with total annual
revenues at $100 million or more—
should apply the requirements of this
Statement for periods beginning after
June 15, 2001;

e Phase 2 institutions—with total annual
revenues at $10 million or more but less

than $100 million—should apply the
requirements of this Statement for
periods beginning after June 15, 2002;

Phase 3 institutions—with total annual
revenues of less than $10
million—should apply the requirements
of this Statement for periods beginning
after June 15, 2003.

Public institutions that are component
units or a department of another entity (e.g., a
state) must adopt GASB Statement 34-35 no
later than the same year as the primary
government. Likewise, component units and
departments of the public institution, e.g.,
foundations, academic medical centers,
hospitals, etc., must adopt GASB Statement
34-35 no later than the same year as the public
institution. The accrual basis provisions of
GASB Statement 33 must be implemented at
the same time as GASB Statements 34 and35.

m For public institutions reporting as
BTAs, what are the implementation dates for
GASB Statements 34—35 as they pertain to
infrastructure?

u If an institution elects to report as BTA,

infrastructure must be reported at the date of
implementation of GASB Statement 35. Other
public institutions should refer to the phase-in
periods specified in paragraph 10 of GASB
Statement 35.

m Will public institutions be required to
restate prior-period financial statements in the
year of adoption?

“ Yes. Adjustments resulting from a
change to comply with GASB Statement 35
should be treated as adjustments of prior peri-

13
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ods, and financial statements presented for the
periods affected should be restated. If
restatement of the financial statements for prior
periods is not practical, the cumulative effect of
applying GASB Statement 34 should be
reported as a restatement of beginning net
assets (GASB Statement 35, paragraph 12).

In the first period that GASB Statement 35
is applied, public institutions are not required
to restate prior periods for purposes of
providing the comparative data for
management’s discussion and analysis

(MD&A). However, public institutions are
encouraged to provide comparative analysis of
key financial statement elements in MD&A for
that period (GASB Statement 35, paragraph
11). For example, institutions can describe
currently known facts, decisions, or conditions
that are expected to have a significant effect on
financial position (net assets) or results of
operations (revenues, expenses, and other
changes in net assets). Other examples include
data on instructional expenses, examples of

student tuition and fee growth, and enrollment.

10

m What type of disclosure is appropriate for
reporting periods prior to implementing the
requirements of the BTA model?

u The significance of the new reporting
model warrants consideration of a footnote sim-
ilar to the following in financial statements
issued in years leading up to the year of imple-

mentation:

New Accounting Pronouncements

¢ In November 1999, the Governmental
Accounting Standards Board (GASB)
issued Statement 35, Basic Financial
Statements and Management’s Discussion and
Analysis for Public Colleges and
Universities—an amendment of GASB
Statement 34. As originally issued,
Statement 34, Basic Financial Statements—
and Management’s Discussion and
Analysis— for State and Local Governments
was not applicable to public institutions.
Rather than issuing separate standards,
GASB decided to provide financial
reporting guidance for public institutions
by amending Statement 34 to extend its

14

applicability to them. Statement 35
supersedes GASB Statement 15, which
currently allows public institutions to
choose one of two models when preparing
their financial statements—the model
contained in the 1973 AICPA Industry
Audit Guide, Audits of Colleges and
Universities (AICPA College Guide
model), or the governmental model. As
component units of a state government,
most public institutions will implement
GASB Statement 35 at the same time as
the state government implements GASB
Statement 34.

e Under the provisions of the GASB
standards, the institution is permitted to
report as a special purpose government
engaged only in BTA. BTA reporting
will require the institution to present
only the basic financial statements and
required supplementary information
(RSI) for an enterprise fund that includes
management’s discussion and analysis
(MD&A), a statement of net assets or a
balance sheet, a statement of revenues,




expenses, and changes in net assets, a
statement of cash flows, notes to the
financial statements, and other applicable
RSI. The required basic financial
statements described above are prepared
using the economic resources
measurement focus and the accrual basis
of accounting. Fund financial statements
are not required for BTA reporting.

Statement 34 will also require the
institution to retroactively and
prospectively report all capital assets, net

QUESTIONS AND ANSWERS

of accumulated depreciation, including
infrastructure assets (long-lived capital
assets such as roads, bridges, etc.), in the
statement of net assets, and report
depreciation expense in the statement of
revenues, expenses, and changes in net
assets. Retroactive reporting of capital
assets will require a prior period
adjustment to net assets. Management
has not yet determined the effect of the
implementation of this statement on the
institution’s financial statements.

15
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Financial Statement Presentation

m What are the minimum reporting
requirements for public institutions reporting
as BTAs?

u For public institutions engaged only in
BTA, the following are required for the general-
purpose external financial statements:

e Management’s Discussion and Analysis
(MD&A);

o Statement of Net Assets;

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

Statement of Cash Flows (using the direct
method);

Notes to the Financial Statements
(including segment reporting if
applicable); and

Required Supplementary Information
other than MD&A (GASB Statement 34,
paragraph 138).

m What are some of the key points that
should be presented by major reporting area?

Some of the key points for major report-
ing areas are:

MD&A (GASB Statement 34, paragraphs
8-11):
¢ must be included as required
supplementary information (RSI);

precedes the basic financial statements;

provides an objective and easily readable
analysis of the institution’s financial
activities based on currently known facts,
decisions, or conditions;

discusses current year results in
comparison with the prior year, with
emphasis on the current year;

discusses positive and negative trends;

may use charts, graphs, and tables to
enhance understandability of the
information;

should avoid “boilerplate” discussion;

should be focused on the primary
government—not component
units—although discussion of component
units may be necessary if they are
material; but

in the first year of implementation,
restatement of prior periods for purposes
of providing the comparative data for
MD&A as required by paragraph 11 is
not required, but presentation of a
comparative analysis of key elements is
encouraged (GASB Statement 34,
paragraph 145).
Statement of Net Assets (GASB Statement
34, paragraphs 97-98):
e uses classified format (current vs.

noncurrent [long term]} classifications);

e requires separation of restricted assets
(e.g., cash and cash equivalents restricted
for repayment of debt);




e has three net asset categories—
— unrestricted,

— restricted (nonexpendable and
expendable),

— invested in capital assets, net of related
debt;

e can use net asset or balanced format; and

e does not display internal designations of
unrestricted net assets on the face of the
statement of net assets (but may disclose
them in the notes to the financial
statements) (GASB Statement 34,
paragraph 37).

Statement of Revenues, Expenses, and
Changes in Net Assets (GASB Statement
34, paragraphs 100-101):

e makes a distinction between

operating/nonoperating;

considers state appropriations as
nonoperating;

may have an optional natural or
funcrional expense classification; and

provides reporting of capital
contributions and additions to permanent

and term endowments.

Statement of Cash Flows (GASB Statement
34, paragraph 105 and GASB Statement 9):

¢ requries direct method;
e has four categories—
— operating,

noncapital financing (e.g., state
appropriations and gifts),

capital and related financing, and
— investing;

gives reconciliation of net operating

QUESTIONS AND ANSWERS

income (loss) to cash flows from (used in)
operating activities; and

e shows significant noncash activity.

Required Supplementary Information
(RSI) other than MD&A:
¢ includes data as required by previous
GASB pronouncements, that is, GASB
Statements 10, 25, 27;

¢ does not require budgetary information
for BTA users; and

e must include infrastructure information
if the modified approach is used.

Segment Reporting (for revenue-backed
debt) (GASB Statement 34, paragraph 122):
e is contained within the notes to the

financial statements;

includes any activity, or grouping of
activities, for which revenue-backed debt
is outstanding and there are identifiable
assets, liabilities, revenues, and expenses
that are required to be accounted for
separately; and

requires—
— condensed statement of net assets,

— condensed statement of revenues,
expenses, and changes in net assets, and

— condensed statement of cash flows.
Capital Assets (GASB Statement 34,
paragraphs 18-22):

® must be capitalized at their actual or

estimated-historic cost;

e are depreciated in most cases over their
estimated useful life—except for—

— noncapitalized collections of works of
art, historical treasures, and similar
assets, and
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— inexhaustible assets (e.g., land); e can treat parking lots and fencing as land

include ancillary costs and capitalized improvements because they are typically

interest; adjacent to the buildings that they

service and have a much shorter life than

use the same depreciation methods to o
long-lived infrastructure assets as defined

calculate the depreciation amounts for
p by GASB. Furthermore, these assets serve

facilities and administrative rate purposes . . )
purp different functions than infrastructure

as are used by the institution for its .
assets and are considered part of the

financial statements (Office of adjacent building. Questions 25 and 46

Management and Budget Circular A-21, of the GASB Implementation Guide

paragraph 12.b.(2)); and address this issue.

record at net book value as of the date of )
Note Disclosures about Capital Assets and

Long-term Liabilities (GASB Statement 34,
— prior periods restated, and paragraphs 116-120):

implementation—

— net assets cuamulatively adjusted. * should provide detail in the notes to the
. ) financial statements about capital assets
Infrastructure Assets (i.e., long-lived

capital assets) (GASB Statement 34,
paragraphs 148-166): statemnent of net assets. The information

and long-term liabilities reported in the

. . . disclosed should be divided into major
¢ have a phase-in period for public )
N . classes of capital assets and long-term
institutions not reporting as BT As (see

paragraph 10 of GASB Statement 35); liabilities. Capital assets that are not

being depreciated should be disclosed
must be implemented at the same time as

GASB Statement 35 for public
institutions that report as BTA;

separately from those that are being
depreciated; and

should provide disclosures about capital
are normally comprised of stationary assets and long-term liabilities of

capital assets that can be preserved for a discretely presented component units if

significantly greater number of years than deemed necessary for fair presentation.

most capital assets, (e.g., roads, etc.); and

13

m Are public institutions reporting as BTAs u The concept of fund balances is no longer
still required to report fund balances in their appropriate for external, general-purpose report-

external financial statements? ing by BTAs. The term ner assets replaces fund
balances.
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14

m Will public institutions that elect BTA
reporting still need to report on a fund account-

ing basis?

u GASB Statement 34 does not require
fund reporting for public institutions that
choose to report as BT As. However, public
institutions have generally structured both

their chart of accounts and fiscal management
processes utilizing the concepts of fund account-
ing. Therefore, fund accounting statements

may still be required to satisfy debt covenant
requirements, Integrated Postsecondary Educa-
tion Data System (IPEDS) reporting require-
ments, accreditation information requests, facil-
ities and administrative rate proposal
information requirements, or other external
reporting requirements and, in many cases,
internal budgets and management reports may
continue to be prepared on a fund accounting
basis.

15

m What are the basic differences between
BTA reporting and reporting as engaged in

governmental activities?

u When reporting as engaged only in BTA,
the primary financial statements are a state-
ment of net assets, statement of revenues,
expenses, and changes in net assets, and a state-
ment of cash flows. No “funds” statements are
required. The budget versus actual reporting

requirement for governmental reporting is not

required for those electing to report as BTA.
When reporting as engaged only in governmen-
tal activities or engaged in both governmental
and BTA, the primary entity-wide financial
statements are a statement of net assets and a
statement of activities. The statement of activi-
ties is presented in the “net program cost” for-
mat. Fund financial statements are required if
reporting as engaged in governmental activities
or as both governmental and BTA.

16

m Does GASB Statement 35 supercede
GASB Statement 15, Governmental College and
University Accounting and Financial Reporting
Models, which allowed the use of the AICPA

College Guide model or the governmental
model as defined in NCGA Statement 1?

u Yes. See paragraph 3 of GASB Statement
35.

19
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17

ﬂ How should public institutions classify
quasi-endowments?

u Resources used to create quasi-endow-
ments (funds functioning as endowments) may
be either restricted or unrestricted. Quasi-

endowments created with restricted resources

must be reported as expendable restricted net
assets. Those created with unrestricted
resources must be reported with unrestricted
net assets, but could be described in a note to
the financial statements indicating that they
have been designated for long-term investment.

m If an institution utilizes commercial

paper or Treasury Notes and rolls over the prin-
cipal amount at maturity, how should this be
treated?

u Many institutions invest in commercial
paper and Treasury Notes as part of their invest-
ment program. Both securities are purchased at
a discount and earnings are realized by a higher
maturity value. For example, a security with a
maturity value of $100,000 is purchased with
six months remaining until maturity at an effec-
tive earnings rate of 6 percent. The institution
would pay $97,000 for the security. Because of
their liquidity and short-term nature, these
securities are usually reported in the statement
of net assets as either cash equivalents or short-
term investments. Both securities may be classi-
fied as a cash equivalent, per GASB Statement
9, if the remaining time to maturity at date of
acquisition is three months or less; an institu-
tion can elect to report all such purchases as
investments even if purchased with a remaining

time to maturity of less than three months.
Both securities should be adjusted to fair value
at the reporting date if they have not matured.

The investment income from the net
increase (decrease) in fair value should be
reported as nonoperating investment revenue
on the statement of revenues, expenses, and
changes in net assets. The fair value at the
reporting date is reported on the statement of
net assets as either cash equivalents or
short-term investment. If a purchase is
classified as a cash equivalent, nothing is
included on the statement of cash flows other
than the change in fair value that is reported as
investment income. If the purchase is classified
as an investment, on the statement of cash
flows the purchase price paid is reported in the
section for cash flows from investing activities
as purchase of investment and the maturity
value is reported as proceeds from the sales and
maturities of investments.




QUESTIONS AND ANSWERS

Statement of Net Assets

m How does one determine the difference
between current and noncurrent assets and lia-
bilities?

u In general, current liabilities are those
that will be paid within one year of the date of
the statement of net assets. Current assets are
those thar are available to satisfy current liabili-
ties. They include assets that will be converted
to cash within one year of the date of the state-
ment of net assets. Typically other assets and
liabilities expected to become due beyond one
year are considered noncurrent. Examples of cur-

rent and noncurrent assets and liabilities are
found on the illustrative statement of net assets
displayed in GASB Statement 35, page 27.

Additionally, it is important to understand
the differences between short-term and long-term
debt and current and noncurrent assets. For
example, an institution may have long-term
debt which matures over 20 years. The
principal portion due within one year of the
date of the statement of net assets should be
classified as a current liability.

m How are restricted cash and cash equiva-
lents reported in the statement of net assets?

Cash and short-term investments not-
mally are classified as current assets. On the
statement of net assets, restricted cash and cash
equivalents that can be used to pay current lia-

bilities (in keeping with restrictions) are classi-

fied as current assets; cash and cash equivalents

that cannot be used to pay current liabilities (in
keeping with restrictions) are classified as non-

current liabilities.

How are sinking funds that are related to
retirement of indebtedness reported under
GASB Statement 34?

u Sinking funds are not reported as sinking
funds, per se, on the statement of net assets,
statement of revenues, expenses, or changes in
net assets, or the statement of cash flows. The
components of a sinking fund (cash and cash

equivalents, short- or long-term investments,
etc.) are reflected on the statement of net assets
under the appropriate net asset category. It is
up to the institution’s administrative systems
to account for sinking funds and the compo-
nents of such funds. Either unrestricted or
restricted net assets may be used to fund a sink-
ing fund.
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m If an institution has bond proceeds that
remain unspent at year-end, should these funds
be reported as current or noncurrent assets?

u The length of the bond indenture has no
bearing on current or noncurrent status of net
assets. In all probability, the cash from the sale
of bonds will be converted to investments with
maturity dates set to match the construction
project’s cash forecast. Some of the investments

(purchased with a 90-day maturity or less) will
be carried as cash equivalents and reported as
current assets. Other investments with matu-
rity dates from 91 days to one year will be car-
ried as short-term investments and reported as
current assets. Still other investments with
maturities of one year or more will be carried as
other long-term investments and reported as
noncurrent assets.
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m In what asset category should funds inter-
nally designated for plant expenditures be dis-
played?

u This depends on the type of net assets
being internally designated for plant expendi-
tures. If expendable restricted net assets are des-
ignated, the amounts are displayed as expend-

able restricted net assets. If unrestricted net

assets are designated, the amounts are displayed
as unrestricted net assets. In any event, internal
designations are not displayed on the face of the
financial statements but may be included in the

notes.
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m Are liabilities for compensated absences

current or noncurrent?

u Compensated absence liabilities that are
expected to be paid within one year are current.
The compensated absence liability calculated
for the periods thereafter would be noncurrent.
A standard computational algorithm for deter-
mining the current portion of the compensated

absences liability does not exist. See GASB
Statement 16 for guidance on the calculation.
A historical analysis of terminations, retire-
ments, and other uses of compensated absences
on an annual basis should provide a reasonable
estimate of the current portion. See GASB
Statement 35 Appendix D, Note 2, for sample
note disclosures, which emphasize the distinc-
tion between current and noncurrent liabilities.
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m Can public institutions show designa-
tions for net assets, such as for quasi-endow-
ments, on the face of financial statements?

u No. GASB Statement 34 prohibits public

institutions from showing designations of unre-
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stricted net assets on the face of financial state-
ments. Designations can be disclosed in the
notes to the financial statements. GASB State-
ment 34, paragraph 37, provides the require-
ments on this issue. Additionally, public insti-






