ILLINOIS

GOVERNMENT FINANCE
OFFICERS ASSOCIATION
Incorporated 1958

October 27, 1995

David R. Bean

Director of Research

Project No. 3-4

Government Accounting Standards Board
401 Merritt 7, P.O. Box 5116

Norwalk, Connecticut 06856-5116

Dear Mr. Bean:

The Illinois 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. 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 (TARC) 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 Government Accounting Standards
Board. The following is our response to the Preliminary Views
(PV), Governmental Financial Reporting Model: Core Financial
Statements. Furthermore, we would like to make an oral presenta-
tion before the GASB at the hearing scheduled for November 10,
1995, in Elmhurst, Illinois. The matters discussed below will form
the basis for our presentation.

In October of 1994, we responded to your Invitation to Comment

(ITC), Government Financial Reporting Model. In our response, we

expressed our serious concerns about both models under consider-
ation at that time. Many of the concerns we expressed then
continue to apply to the model addressed in the PV.
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Measurement Focus and Basis of Accounting

We recognize the dual-perspective approach taken in the PV is an
attempt to meet the needs of a diverse group of financial statement
users. However, we believe that presenting essentially the same
financial information on two different bases will not be more
informative to financial statement users. Any brief explanation
which might be provided in a Management Discussion and Analysis
notwithstanding, the use of two different bases of accounting would
be far more likely to confuse financial statement users, particu-
larly those who are not highly sophisticated.

Several practical problems are evident to us with the dual-perspec-
tive approach. First, the question will be asked by some users,
"Which financial statements are the ’‘real’ ones?" Although as
public finance professionals we can answer this question, it should
not need to be asked. Having two sets of financial statements
gives the impression that governmental accounting and reporting are
imprecise. Second, the fact that numbers appearing in fund
perspective statements could not be traced to the entity-wide
perspective statements would suggest to some financial statement
readers that something has been lost. Requiring that a reconcilia-
tion be included in the financial report to detail the differences
between the two sets of financial statements would remedy this
problem to a degree. However, such a reconciliation would be
complicated and difficult to prepare for anything other than the
most simple financial statements.

Third, the dual-perspective approach would undoubtedly increase the
amount of time necessary to prepare financial reports and would
increase audit costs. The preparation of financial reports is
already an onerous task, especially for small governments. Dual-
perspective reporting will be more than many governments can handle
with the staff resources available. Because auditing firms would
be asked to opine on financial statements prepared on two different
bases of accounting, additional testing would be required. This
additional testing would certainly lead to higher audit costs.

In our response to the ITC, we presented an alternative model which
simplified the current top-of-pyramid reports but retained the
measurement focus and basis of accounting of the underlying fund
statements. At the November 10 hearing, we will be submitting a
revised version of that model to you. The revised IGFOA model will
incorporate most of the suggestions which we will make below. It
will again use the flow of current financial resources measurement
focus and modified accrual basis of accounting in the "tax-financed
funds" (renamed "governmental funds" in the revised model) and the
flow of economic resources measurement focus and accrual basis of
accounting in the "fee-financed funds" (renamed "business-type
funds" in the revised model). We ask that you reconsider our
model. We assert that the measurement focus and basis of account-
ing which is appropriate at the fund level is also appropriate at
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the top of the pyramid. At the same time, reports can be simpli-
fied by preparing top-of-pyramid statements with only two columns
(or three columns if nonblended component units are involved as
discussed below), as we did in our model.

We suspect that the entity-wide perspective described in the PV was
inspired by the popular reports which are now issued by some
governments. We do not deny that some individuals find such
reports helpful or instructive. However, as we have illustrated
above, adopting the concepts underlying popular reporting as
generally accepted accounting principles and incorporating them
into a government’s standard financial statements would create more
problems than would be solved.

Fixed Assets and Infrastructure Reporting

Consistent with our discussion above concerning measurement focus
and basis of accounting, we do not believe that fixed assets and
infrastructure belong in the financial statements of governmental
funds. Our experience has been that the users of these financial
statements rely on them to provide information concerning the flow
of current financial resources. However, we do acknowledge that it
would be helpful for financial statements to communicate how much
of a government’s fixed assets (motor vehicles, computer hardware,
etc.) have been consumed in providing services. We maintain that
the best way to do this, without degrading the usefulness of the
financial statements of the governmental funds, is to require that
governmental fund fixed assets be recorded in a "plant fund." This
fund would be an internal service fund.

The revised IGFOA model which we will present to you on November 10
will include a plant fund. 1In that fund, we will record all of
governmental fund fixed assets through debits and their funding
sources through credits. 1In the case of fixed assets purchased
with operating revenues, fund equity will be credited.

We propose that depreciation or a capital use charge be recorded
for the fixed assets in the plant fund. The revenue of the fund
would be operating charges or transfers from the appropriate
governmental funds. Of course, governments would have the option
of actually assessing the charges or making the transfers.
However, a government’s funding practices will give financial
statement readers some insight into how well future fixed asset
replacements are being funded.

We believe that infrastructure, as defined by NCGA Statement No. 1,
should be recorded in the plant fund at the option of the reporting
entity. We take this position because it can be argued that infra-
structure is not directly related to a government’s provision of
services. In addition, recording infrastructure in the plant fund
would likely cause the fund’s balance sheet to show negative equity
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