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November 28, 1995

Mr. David R. Bean
Director of Research
Project No. 18-1i
Governmental Accounting standards
4"01 Merr-i.t~~ .:]-'-p~O" Bex ~5116..

Norwalk, Connecticut 06856-5116

Board

Dear Mr. Bean:

The Il~inois Government Finance Officers Association (IGFOA) is an
organization in excess of 700 members comprised of public finance
officers, auditors, accountants, bankers, and others interested in
public finance in the state of Illinois. The organization is
dedicated to the common objective of promoting and improving
methods of public finance so as to enhance the quality and
efficiency of government.

To assist in achieving its objective, the IGFOA has organized
several committees. The Technical Accounting Review Committee
(TARC) was created for the purpose of reviewing accounting,
auditing, and financial reporting requirements for governmental
entities. In fulfilling this purpose, we have consistently
responded to due process documents issued by the Governmental
Accounting standardsBoard. The followingis our response to the
Exposure Draft (ED), Accountinq and Financial Reportinq for
Capitalization Contributions to Public Entitv Risk Pools. An

~ Intet"J;2.r.et"atf""on""'of-GRSB""Statem~ents-No-.-1O~ and r4". ... - _c....
-

In the ED, comments are requested on three specific issues.
address those issues in turn.

I will

Issue 1 - Reporting a Capitalization contribution as a Deposit or
Prepaid Insurance

a. We believe that reporting a capitalization contribution as a
deposit or as prepaid insurance, depending on the likelihood of the
return of the contribution, is appropriate. However, we recommend
that the interpretation state that financial statement preparers
should consult the by-laws of the risk pools in which they partici-
pate to determine the circumstances under which their capitaliza-
tion contributions will be returned. Reviewing the by-laws will
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provide a sound basis for assessingthe likelihoodof the return of
a capitalization contribution. A capitalization contribution
should only be recorded as a deposit if the risk pool by-laws
suggest that the return of a capitalization contribution is
probable.

b. We believe that the periods for which coverage is expected to
be provided are an appropriate basis for allocating prepaid
insurance over future periods.

I

Issue 2 - Reporting a capitalizatidn contribution as an Equity
Interest

We do not believe that an entity should be allowed or required to
report its participation in, or capitalization contribution to, a
public entity risk pool as an equity interest. We subscribe to the
theory ~e~presseE1-in paragraph 19 of 't::he-EB j'"tha't- is',----the truest
measures of a pool participant's share in a pool's experience are
premiums, required contributions, refunds, and dividends. Further-
more, use of the equity method would effectively permit the
recording of a gain contingency if a pool has net income in a
fiscal period. The recording of gain contingenciesis a direct
contraventionof FASB statementNo.5, paragraph 17.

Issue 3 - Reporting a capi talization contribution Received as a
Liability or Unearned Premiums

a. We believe that reporting a capitalization contribution as a
liability or as unearned premiums, depending on the likelihood of
the return of contribution, is appropriate.

b. We believe that the periods for which coverage is expected to
be provided are an appropriate basis for allocating unearned
premiums over future periods.

We appreciate the opportunity to respond to the ED. If the board
has any questions or needs clarification on any issue, please let
~me-know": T'may' be reached at (708) -882-9100.

-

Sincerely,

~.0. C~
Brian W. Caputo, C.P.A.
Chairman
Technical Accounting Review Committee

cc: Leonard J. Flood, President, IGFOA
Marianne Shank, Executive Director, IGFOA
Each IGFOA TARC member
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TESTIMONY OF

Brian W. Caputo, C.P.A.
Illinois Government Finance Officers Association

Before the
Governmental Accounting Standards Board

November 10, 1995
Elmhurst, Illinois

Concerning
The Governmental Financial Reporting Model:

Core Financial Statements

Good morning. I am Brian Caputo, the Assistant Director of Finance
of the village of Hoffman Estates, Illinois. Today, I am
representing the Illinois Government Finance Officers Association
(IGFOA). At present,I serve as the Chairmanof the IGFOA's
Technical Accounting Review Committee. I very much appreciate the
opportunity to speak to you today concerning the Preliminary Views
(PV) document which you have released, Governmental Financial
ReDorting Model: Core Financial Statements.

First, permit me to briefly tell you about the organization I
represent. The IGFOA is an organization in excess of 700 members
comprised of public finance officers, auditors, accountants,
bankers, and others interested in public finance in the state of
Illinois. Our organization is dedicated to the common goal of
developing better understanding and cooperation among those
concerned with public jurisdictions and other objectives of mutual
interest to public finance officers.

The IGFOA has several committees actively involved in the achieve-
ment of greater success in efficiency and service of government.
The Technical Accounting Review Committee was created for the
purpose of reviewing accounting, aUditing, and financial reporting
requirements as they effect the membership of the IGFOA. In
fulfilling this purpose, we have consistently responded to due
process documents issued by the GASB.

We believe we have become well acquainted with your work on the
financial reporting model. In October of 1994, we responded to
your Invitation to Comment (ITC), Government Financial ReDortinq
Model. In our response, we expressed our serious concerns about
both models under consideration at that time. Many of the concerns
we expressed then continue to apply to the model addressed in the
PV. I would now like to discuss those concerns. My testimony is
organized by major issue areas.




