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Executive Summary

This guide is meant to complement the Government Accounting Standards Board (GASB) Statement 35 Implementation Guide issued in 2002, which is documented in various other policies and procedures, including, but not limited to, Capital (Fixed) assets guidance.  This guide is being issued with regard to the Commonwealth’s issuance of its Comprehensive Annual Financial Report (CAFR) for FY 2011.
The audit must be performed in accordance with Governmental Accounting Standards.

Worksheets must be completed for FY11 audits and submitted on a timely schedule (see FY’11 Internet Reporting Instructions for submission timetable) please include all proper disclosures in your notes to the basic financial statements, as described on p.11.  Financial Statements are due by October 14, 2011
The Summary of Significant Accounting Policies - note to the financial statements needs to clearly indicate that your institution is “an agency (or department) of the Commonwealth of Massachusetts”.  Sample language is as follows:  The financial statements herein presents the financial position, results of operations, changes in net assets, and cash flows of the xxxxx (name of your institution), an agency of the Commonwealth of Massachusetts.
Some notes for FY 2011 reporting:  
1)  As implemented in FY 2010, all Higher Education (Hi-Ed) Schedules should be accessed through the Comptroller Office’s PartnerNet site for completion and filing.  Please make ensure you have your user ID and password to log in to PartnerNet.  If you need assistance with PartnerNet, please contact the Help Desk at 617-973-2468.
2)  Changes related to the Attachment HE-4 “Financial Statements”, are listed below:

a) To populate prior year data for your institution, please select your MMARS acronym from the dropdown list as referred to the following cells:
Tab “FST” – cell H20
Tab 3 “Capital Assets” – cell O1
Tab 10 “Restricted Assets” – cell O1

b) Compensated Absences should be reported on tab “FST” as follows:
        Current portion – on line 111
        Long-Term portion –on line 121
c) Depreciation expense on tab “FST” – cell G186 should agree to the amount in HE-4 Tab 3 cell G145.  Amortization expense in tab “FST” should be reported in cell G185.

d) Workers’ Compensation should be reported on tab “FST” as follows
i. Current portion (due within 1 year) is on line 98 (along with accounts payable and other liabilities). Please use tab 7 to provide breakdown of line 97.
ii. Long-Term portion – is on line 130 (along with other liabilities).
e) Eliminating entries between Hi Ed Institution and Foundation have a separate worksheet and referencing.
f) Cash Flow Statement is added to tab “FST”

i. Operating income (loss) per Cash Flow should tie to Income statement

ii. Depreciation expense per Cash Flow should tie to Depreciation per HE-4 tab 3. 

g) Environmental remediation liability is separated by long-term and short-term (refer to tab FST, lines 116 and 128).  If your institution has identified a polluted or contaminated site, you are required to calculate remediation liability as of July 1, 2010 and June 30, 2011 based on probability and cost scenario, refer to GASB Statement # 49 - Implementation guide.
h) Intangibles – depreciable and non-depreciable  - are added to tab 3

i) Receivables are broken down by category (loans, grants, etc.).  Each of these categories has a separate line for uncollectible amounts.  Refer to tab 2 HE-4.
j) A new worksheet is added for Restricted Net Assets, refer to tab 10 at HE-4.
k) A new worksheet is added for statistical data – degrees conferred and fall enrollments, as well as tuition fees – refer to tab 11 at HE-4.
l) Capital leases should separately present principal and interest, as requested in tab 4 HE-4.
m) Investment ratings and risks are disclosed in the attachment HE-4A, tab 4.
3)  Implementation of GASB Statement 51 “Accounting and Financial Reporting of Intangible Assets”.  An electronic survey was placed on PartnerNet earlier this year asking institutions to identify intangible assets to be included in an institution’s annual financial report.  Based on the results of the survey, all institutions that indicated they had intangible assets must include them in their capital assets footnote.
4)  GASB Statement 52 “Land and Other Real Estate Held as Investments by Endowments” was implemented in FY2009.  This statement requires endowments to report land and other real estate investments at fair value.  Changes in fair value must be reported as investment income.  Institutions must also disclose the methods and significant assumptions used to determine fair value.
5)  We have added a section in tab “FST”, “Derivative Reporting”, pursuant to GASB Statement 53 as amended by GASB Statement 59.

6)  Depreciation and Amortization Expense should be presented separately in the Operating Expenses section of the Statements of Revenue, Expenses, and Changes in Net Assets, refer to p. 10 of this guide.  They should be reported separately on HE-4 <TAB> FST.
7)  Compensated Absences and Accrued Workers’ Compensation liability should be presented separately in the liability section of the Statement of New Assets, refer to p. 5 and 6 of this guide.  The current portion of workers’ compensation should be reported as part of accounts payable accrued worker’s compensation and accrued liabilities and the non-current portion of compensation as part of other liabilities on HE-4 <TAB> FST.
8)  If your institution received ARRA funds in FY 2011, please refer to the Comptroller’s website for reporting requirements at ARRA Guidance:
.  Please note, ARRA activity must be reported in a separate column of SCHEDULE 8 in the Attachment HE-3.

Note for Foundation Reporting:  For any activity reported in the audited financial report for an institution’s foundation that could have footnote implications, there should be a footnote disclosure in the note section of the report for the foundation’s activity.  This includes cash and investments, loans and accounts receivable, capital assets, notes payable and capital leases.  Also, the corresponding tabs footnote information for the foundation needs to be completed in HE-4 and HE-4a. 
Considerations

The Office of the Comptroller (CTR) prepares the Comprehensive Annual Financial Report (CAFR) annually.  Reporting standards require that all Higher Education Institutions’ financial statements be included as part of the Higher Education discrete presentation.  Due to the tight timetable for completing the CAFR and the large number of Higher Education Institutions, we are requesting that each audited Institution read the Audit Guidance and complete the financial statement package.  The package is due by October 14, 2011.
Statement 39 requires that private foundations related to Institutions of Higher Education and other related entities (hereafter referred to as “Component Units”) of the Institutions of Higher Education be reported in the audited financial statements of the Institutions.  To facilitate this reporting, these entities’ audited financial statements are recommended to be submitted on a timely basis to the Institution, (typically one month prior to October 14, the due date for the Institution’s completed audited financial statements to be received at the Office of the Comptroller (CTR).  Completed audits are defined as audits in final form, represented to the Office of the Comptroller as ready for acceptance by or accepted by the Board of Trustees of the Institution.  Various reporting changes and footnote disclosures are necessary for proper reporting.

OTHER FY 2011 GUIDANCE

Reporting Requirements

The Commonwealth is scheduled to issue its audited CAFR no later than December 31st, annually.  As the Institutions’ audited financial statements will be included as part of the Commonwealth’s, the Institutions’ copy of the financial statements must be submitted to the CTR by the October 14th annually.  The financial statements of the Institution must be received by the Office of the Comptroller in a form ready for acceptance by the Board of Trustees or audited and have received an unqualified audit opinion.  The Commonwealth’s financial statements are at risk of being qualified by our auditors if you do not meet the above requirements.

Independence Letter

The Institution’s audited financial statements must be transmitted to the Office of the Comptroller with an Independence Letter (Attachment A).  It is necessary for your auditors to confirm to our auditors (currently KPMG), their independence with regard to your financial statements.  This requirement is mandatory and any lack of response may result in a qualification of the Commonwealth’s CAFR audit opinion.  As the component units of the Institution are also audited, these component units must also transmit their audits to the Institution’s auditor containing a similar letter.  The letter that the Institution needs to transmit to the Commonwealth’s auditors and the component unit(s) need(s) to transmit to the Institution can be found at the end of this document, see Attachment A
.  In the case of a letter from the Institution’s auditor to the Commonwealth, the addressee would change if addressed from the component unit of the Institution to the Institution’s auditor.

Audit Opinion

The opinion for all years will reference the work of the auditor of the agency (department) and the level of reliance on that work.  Finally, the audit opinion must reference Government Auditing Standards.
The financial statements should include all of the Institution's activities, which include all appropriated and non-appropriated activity as measured and reported in conformity with GAAP, including any component unit(s) of the Institution.

Relevant GASB Standards

The financial statements must be prepared in accordance with Generally Accepted Accounting Principles (GAAP) as promulgated by the Governmental Accounting Standards Board (GASB).  All relevant standards must be followed.

Standardized Financial Reporting Items

For Institutions receiving federal funding:

· Reporting requirements require entities that receive federal funding need to be audited in accordance with generally accepted governmental auditing standards.  The audit opinion of these entities should read, “audited in accordance with Governmental Auditing Standards.”  If your institution received ARRA funds in FY 2011, please refer to the Comptroller’s website for reporting requirements: American Recovery and Reinvestment Act.  Please note, HE-3 <TAB> Schedule 8 has added a separate column to report ARRA activity. 
· For pensions, as departments of the Commonwealth, no separate reporting is required from higher education as all information is reported at the Commonwealth level.

Additional Guidance for reporting
The following items should be excluded from the Institution’s financial statements:

· For State Colleges, the State College Building Authority should be excluded from an individual Institution's financial statements.  This authority is included in the Commonwealth’s CAFR as a blended component unit.  However, individual State College financial statements should reflect payments to the State College Building Authority in the appropriate expenditure category.  In some cases, this may be reported in auxiliary enterprises.  Please review this with your auditor.

· Employee deferred compensation plan assets will be carried by the Commonwealth as an Expendable Trust fund item.  Individual Institutions should not carry the assets on their Financial Statements.
The following items must be included in the Institution’s financial statements (reported on HE-4):

· Accounts Payable - The portion of this liability to be paid from state appropriations should be offset by an asset labeled "Cash held by The State Treasurer".

· Compensated Absences - Institutions must accrue the vacation and sick leave buyback liability related to all employees, i.e., employees paid from appropriated and non-appropriated funds without regard to the future funding mechanism.  This liability should be calculated in accordance with GASB Statement No. 16, Accounting for Compensated Absences, and displayed consistent with the guidance in GASB Technical Bulletin 92-1, Display of Governmental College and University Compensated Absences  The HR/CMS statewide system includes all Institutions of Higher Education and is the official books and records of the Commonwealth with regard to payroll.  Compensated Absences are reported from this system on the report HMBEN008 on view direct.  Please note, the lines in the liability section of the Statement of Net Assets for Compensated Absences should be for compensated absences only and agree to the amounts in the Long-Term Liabilities footnote for compensated absences.  The current liabilities amount should agree to the current portion and the noncurrent liabilities amount should agree to the long-term portion in the footnote.  The amounts should be reported on your institution’s individual schedule, current portion line 111 and long-term portion line 121.  These lines should not include workers’ compensation.
· Fringe benefit expenditures - Institutions must record expenditures for the cost of fringe benefits.  For employees paid from non-appropriated funds, fringe benefits have already been charged against these funds at the approved fringe benefit rate.
· Liability for Workers’ Compensation - Institutions must record this information derived from reports prepared from information available from the Human Resources Division.  This information is disseminated to Institutions in early September by the Comptroller’s Office.  Please note, there should be separate lines in the liability section of the Statement of Net Assets for Accrued Workers’ Compensation and they should agree to the amounts in the Long-Term Liabilities footnote for workers’ compensation.  The current liabilities amount should agree to the current portion and the non-current liabilities amount should agree to the long-term portion in the footnote.  The amount should be reported on your institution’s individual schedule, current portion in the accounts payable section on the line Accounts payable, accrued worker compensation and other liabilities (line 98) and the long-term portion in the Amounts Due in More Than One Year section on the line Other Liabilities (line 130).
· Depreciation and Amortization - Institution must report these activities as two separate amounts on the Statement of Activities.  Line 188 should report the depreciation expense and line 187 should report the amortization expense as part of other operating expenses.  On the Statement of Cash Flows, depreciation and amortization expense must also be reported on two separate lines. Line 282 reports the depreciation expense and line 294 reports the amortization expense as part of other liabilities.
Reformatting of Component Unit Financial Statements

In all likelihood, the financial statements of the component unit are presented in accordance with Financial Accounting Standards Board (FASB) Statements 116 and 117.  Reformatting is sometimes necessary to be presented in accordance with GASB standards.  Do not change the underlying basis of accounting for the Component Unit from FASB to GASB.  These entries will largely consist of geographical moves of information within the statement of net assets.  The independent auditor of the Institution will take responsibility for these changes in disclosure.  Communication between the auditor of the Institution and the auditor of the component unit is absolutely vital for an unqualified opinion for the Institution.

Footnote Disclosures from Your Component Units
Statement 34 and Statement 14 (as amended by Statement 39) require that an overview of the Institution should distinguish between the Institution and the Component Unit(s).  For each major component unit, the nature and amount of significant transactions with the Institution should be disclosed, along with any other transactions between Component Units.

Capital Lease/Capital Expenditure guidance

Reference:  The following reference is available from the GASB codification:

.122
Capital lease arrangements between the primary government and public authorities reported as discretely presented component units (or between those component units) should be treated in the same manner as any other lease agreement of a state or local government.  These agreements, therefore, should be considered long-term contracts for accounting and financial reporting purposes and afforded capital lease treatment if they meet the criteria of this section and FASB Statement 13.  However, related receivables and payables should not be combined with other amounts due to/from component units or with capital lease receivables and payables with organizations outside the reporting entity.  [NCGAS 5, ¶24, as amended by GASBS 34, ¶61; GASBS 14, ¶58].
Conclusion:  Based on the reference above: If it is a capital lease, the expenditures, if material, should be treated as capital expenditures and depreciated accordingly over the term of lease or life of the improvement, which ever is shorter.  If it is an operating lease, the costs should be expensed (see Comptrollers’ website Capital (Fixed) Assets acquisition policy for guidance)
Also, for reporting of the lease arrangement between the primary government (the Institution) and its component unit (the foundation):  The capital lease payable amount has to be reported separately from other lease payables to outside parties (GASB Q&A 4.37.1).
Applicable GASB Standards
GASB Statement 39 brings the concept of component units to Institutions of Higher Education.  Typically these component units will include, but are not limited to, private foundations that support the Institutions’ activities.  In no way is the legally separate status of the foundation being called into question. 

GASB Statement 49 was implemented in 2009.  The Statement addresses accounting and financial reporting standards for pollution (including contamination) and remediation obligations, which are obligations to address the current or potential detrimental effects of existing pollution by participating in pollution remediation activities such as site assessments and cleanups.  The scope of the document excludes pollution prevention or control obligations with respect to current operations, and future pollution remediation activities that are required upon retirement of an asset, such as landfill closure and post-closure care and nuclear power plant decommissioning 

GASB Statement 52 was implemented in 2009.  This Statement establishes standards for accounting and financial reporting for land and other real estate held as investments by endowments.  Endowments include permanent and term endowments and permanent funds.  This Statement does not apply to lands granted by the Federal government in connection with a state being admitted to the United States.  It also does not apply to quasi-endowments.  This Statement applies to all state and local governments Higher Education.  Typically these component units will include, but are not limited to, private foundations that support the Institutions’ activities.  In no way is the legally separate status of the foundation being called into question.
GASB Statement No. 51, Accounting and Financial Reporting of Intangible Assets was implemented in FY’10.  It provides the definition of an intangible asset and required the inclusion of intangible assets as part of the capital assets footnote.  Intangible assets are defined as assets that lack physical substance, non-financial in nature and have an initial useful life extending beyond a single reporting period.  Intangible assets include patents, copyrights, trademarks, easements and local use rights and computer software, purchased, licensed or internally generated to be included in an institution’s annual financial report.  
GASB Statement No. 53, Accounting and Financial Reporting for Derivative Instruments was implemented in FY10 to provide financial reporting standards for derivative instruments and was effective starting with FY’2010.  Per the Statement the classification of derivative instruments depends on whether they represent an asset or liability and should be reported on the statement of net assets.  Derivatives should be measured at fair value, except for fully benefit-responsive synthetic guaranteed investment contracts (SGICc). Changes in fair value for effective hedges that are achieved with derivative instruments will be recognized in the reporting period to which they relate.  The changes in fair value of these hedging derivative instruments do not affect current investment revenue, but are instead reported as deferrals in the statement of net assets or the balance sheet. Derivative instruments that either do not meet the criteria for an effective hedge or are associated with investments that are already reported at fair value are classified as investment derivative instruments for financial reporting purposes.  Changes in fair value of those derivative instruments are reported as part of investment revenue in the current reporting period.  The Statement requires disclosing a summary of the government’s derivative instrument activity, its objectives for entering into derivative instruments, and their significant terms and risks.
GASB Statement 59, Financial Instruments Omnibus, is being implemented in Fiscal Year 2011 and includes amendments to GASB Statement 53 as listed below: 
· Emphasizes the applicability of U.S. Securities and Exchange Commission requirements to certain external investment pools—known as 2a7-like pools—to provide users more consistent information on qualifying pools.
· Addresses the applicability of Statement No. 53, Accounting and Financial Reporting for Derivative Instruments, to certain financial instruments to clarify which financial instruments are within the scope of that pronouncement and to provide greater consistency in financial reporting,
· Applies the reporting provisions for interest-earning investment contracts of Statement No. 31, Accounting and Financial Reporting for Certain Investments and for External Investment Pools, to unallocated insurance contracts to improve the consistency of reporting by pension and OPEB plans. 

The following standards have been issued as of the date of posting and will be implemented in the following fiscal years:

	Statement
	Description
	Implementation FY

	59
	Financial Statement Omnibus
	2011

	60
	Accounting and Financial Reporting for Service Concession Arrangements Instruments 
	2012

	61
	The Financial Reporting Entity: Omnibus
	2013



	62
	Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements
	2012


GASB Statement 60 – FY’2012

Statement 60 addresses how to account for and report service concession arrangements (SCAs), a type of public-private or public-public partnership that state and local governments are increasingly entering into. 

Common examples of SCAs include long-term arrangements in which a government (the “transferor”) engages a company or another government (the “operator”) to operate a major capital asset—such as toll roads, hospitals, and student housing—in return for the right to collect fees from users of the capital asset.  In these SCAs, the operator generally makes a large up-front payment to the transferor.  Alternatively, the operator may build a new capital asset for the transferor and operate it on the transferor’s behalf.

The Statement provides guidance on whether the transferor or the operator should report the capital asset in its financial statements, when to recognize up-front payments from an operator as revenue, and how to record any obligations of the transferor to the operator.  The Statement also provides guidance for governments that are operators in an SCA. 

The Statement improves financial reporting by establishing recognition, measurement, and disclosure requirements for SCAs for both transferors and governmental operators.  It requires governments to account for and report SCAs in the same manner, which improves the comparability of financial statements.  In addition, it is designed to alleviate the confusion that can arise when determining what guidance should be applied in complex circumstances, which previously were not specifically addressed in GASB literature. 

The requirements for Statement 60 are effective for financial statements for periods beginning after December 15, 2011.  In general, its provisions are required to be applied retroactively for all periods presented.  More information on Statement 60 is available at www.gasb.org.
GASB Statement 62– FY’2012

In December 2010, the GASB issued Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.  That Statement supersedes Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting. Statement 62 is effective for financial statements for periods beginning after December 15, 2011, with early application encouraged.
GASB Statement 61– FY’2013

Statement 61 is designed to improve financial reporting for governmental entities by amending the requirements of Statements No. 14, The Financial Reporting Entity, and No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for State and Local Governments, to better meet user needs and address reporting entity issues that have come to light since those Statements were issued in 1991 and 1999, respectively.

The Statement will improve the information presented about the financial reporting entity, which is comprised of a primary government and related entities (component units).  The amendments to the criteria for including component units allow users of financial statements to better assess the accountability of elected officials of the primary government by ensuring that the financial reporting entity includes only organizations for which the elected officials are financially accountable or that the government determines would be misleading to exclude.

In addition, the Statement amends the criteria for blending—that is, reporting component units as if they were part of the primary government—in certain circumstances.  The amendments to the criteria for blending will help ensure that the primary government includes only those component units that are so intertwined with the primary government that they are essentially the same as the primary government, and will clarify which component units have that characteristic. 

For primary governments that are business-type activities reporting in a single column (for example, a state university), the new guidance for reporting blended component units will require condensed combining information to be included in the notes to the financial statements, which will allow users to better distinguish between the primary government and its component units. 

Lastly, the new requirements for reporting equity interests in component units help ensure that the primary government’s financial statements do not understate financial position and provide for more consistent and understandable display of those equity interests. 

The requirements of Statement 61 are effective for financial statements for periods beginning after June 15, 2012. Earlier application is encouraged. More information on Statement 61 is available at www.gasb.org.

OTHER GUIDANCE
Receivable Recognition and Reconciliation (for detail guidance please refer to MMARS policy on Receivable reporting)

Summary Reporting

Departments that have approved delegated billing and accounts receivable systems are required to utilize MMARS to maintain one summary receivable that accurately represents the net value of the earned revenue/accounts receivable by revenue source code, across fiscal years.  Departments are required to maintain their approved delegated accounts receivable systems at a sufficient level of detail to verify the accuracy of summary reporting.  By the close of each accounting period each department is required to adjust the summary receivable amount. Adjustments that are supported in MMARS are: 

· Cash collections, which reduce the summary receivable, using a Cash Receipt (CR) transaction;

· Increases in the receivable amount for new services, claims, etc., for the month or to record errors resulting in increases, which are accomplished by creating a new version of the existing Receivable Event (RE) transaction;

· Decreases in the receivable amount to record errors resulting in decreases or other downward adjustments, which are accomplished by creating a new version of the existing Receivable Event (RE) transaction;

· Uncollectible amounts approved by the Office of the Comptroller (CTR) for write off, using a Write Off (WO) transaction. 

 

Summary receivables should not be adjusted for factors affecting the ability to collect, such as historical collection experience, deferred revenues, disallowances, or write offs at the time the receivable is created. Departments (or CTR for write offs) will reduce the summary receivable during the course of the year for such collection factors by using the appropriate MMARS transaction.

Mid-Year Summary Aging Receivable Report

CTR requires departments to prepare and transmit a mid-year Summary Aging Receivable Report which details the age of all receivables contained in the MMARS summary receivable by revenue source code.  This report will be utilized by the CTR Revenue Unit in the General Accounting Bureau (GAB) and its Financial Reporting Bureau (FRAB) for its semi-annual reporting activity and to ensure that departments are maintaining their internal revenue/receivable recording and accounting systems at the required level of detail. 

Reconciliation of the Institution’s Financial Statements to the MMARS appropriated fund activity

In order to prepare the Institutions of Higher Education audited financial statements, the Institutions must combine internal activity (non-appropriated Fund 0900 and Fund 0901) with the activity posted to MMARS (appropriated) and controlled by the Comptroller.  The Comptroller’s Office then compiles all audited financial statements for the CAFR.  An important part of this process is to have the same activity reported consistently between Institutions.  The footnotes refer to the fact “no right to offset exists under State statute” and therefore no “offsetting” is done.  The authoritative literature referencing “offsetting” relates only to balance sheet items where two entities owe each other money.  In addition, the Institutions of Higher Education are not separate legal entities (Component Units) but are presented as business – type activities on an aggregate basis by system in the Commonwealth’s CAFR.

Refer to the Attachment B “Draft Reconciliation of Financial Statements to MMARS”
The Commonwealth will present Institution State Appropriations as follows:  

Expenditures from appropriations, total tuition receipts and other state appropriated revenue will be reclassified to transfers out of the governmental funds and will be shown as a mandatory transfer in/out to the College and University fund. 

Institution financial statements should present Tuition Revenue and state appropriations in total.

Note 1:  For the fiscal year, review the BQ89 and 82 screens on MMARS, which list your school’s expenditures and revenues, respectively on MMARS (see example at Exhibit #5).  We need you to cross reference MMARS data with your on campus data and you should trace the revenue/expenditures into your accounting records.  We need you to tell us where these revenues and expenditures are recorded (see attachment B).  

Note 2:  Section 15C of Chapter 15A of the Massachusetts General Laws requires Commonwealth Colleges and Universities to report activity of campus based funds to the Comptroller of the Commonwealth on the Commonwealth’s Statewide Accounting System, Massachusetts Management Accounting and Reporting System (MMARS). 
All Colleges should include this information as a footnote disclosure so the Commonwealth can make the necessary adjustments on its financial statements. 
Capital (Fixed) Assets on MMARS (NOTE THAT THIS DOES NOT AFFECT FUND 900 / 901 ACTIVITY)
Institutions of Higher Education that issue separate, independent audits completed and filed with the Office of the Comptroller on or before October 14th annually, have to record capital (fixed) assets on MMARS.  These Institutions must have an auditable capital (fixed) assets system available for inspection by the State Auditor’s Office and/or the Office of the Comptroller.  At a minimum, the system must be capable of tracking additions, betterments, changes, disposals, with gains and loses thereon.  Institutions must follow other guidance related to fixed assets issued by the Office of the Comptroller with regard to, but not limited to:

· Acquisition

· Recording

· Accounting and Management

· Reporting

· Software

· Infrastructure (if applicable)

· Depreciation and Useful Lives

Via their independent audits and their footnote disclosure, Institutions are representing that they comply with these practices. (see Comptrollers’ website Capital (Fixed) Assets acquisition policy for guidance)
Instructions for Facilities to be Constructed by, or in conjunction with, the Division of Capital Asset Management (DCAM)

Because long–term construction in process (CIP) will still be audited at the Commonwealth, if DCAM constructs a project on your entity’s behalf, the Construction in Progress (CIP) should be reported on your entity’s financial statements. 

Institution Projects where DCAM delegates Authority
If an Institution is delegated by DCAM to construct a project, DCAM and the Executive Office for Administration and Finance (ANF) will create a major program and appropriations on MMARS for this construction for the purpose of controlling allotments and spending.  However, the setup of this program will not create a fixed asset in MMARS.  It is up to the Institution to record this construction in process activity as it is spending these funds.  The audit of this activity will also be done at the Institution level.
Projects greater than $1 Million

If an Institution is approved for a project that is GREATER than $1 million, DCAM and ANF will create a major program in MMARS.  If a betterment project is constructed on an asset that was removed from MMARS, DCAM will assign the old statewide fixed asset number for its internal tracking purposes.

Annually, on or about July 30th, DCAM will certify to each Institution the amount of construction in process by project to help facilitate the audit of CIP for any amount CIP.  Upon completion of the project, DCAM will send a final certification to the Institution detailing the following:

1. The required asset identification number that is needed for DCAM purposes for the project.
2. The cost of the project.
3. The date of the memo – which will serve as the “in service date” for depreciation purposes.
It will be on this certification date that the construction in process is intended to be transferred from MMARS.

The line in the operating expenses section of the Statements of Revenue, Expenses, and Changes in Net Assets for Depreciation Expense should be for depreciation expense only and not include amortization expense.  The amount for depreciation expense should agree to the amount of depreciation expense in the Capital Asset footnote.  There should be a separate line in the operating expense section for amortization expense.  The amount for depreciation expense should be reported on your institution’s individual schedule Statement of Activity in the total program expense section on the line Depreciation (line 185).  The amount for amortization expense should be reported on your institution’s individual schedule Statement of Activity in the total program expense section on the line Other operating expenses (line 184).
On the Statements of Cash Flows in the Reconciliation of Net Operating Loss to Net Cash and Equivalents, end of year: section there should be separate lines for depreciation and amortization expense.

Impairment of Capital (Fixed) or Other Assets and Insurance Recoveries

The Government Accounting Standards Board (GASB) released Statement No. 42 Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries, applicable starting in FY06.  The Commonwealth is required to evaluate prominent events or changes in circumstances affecting fixed or other assets, such as cash, to determine whether impairment has occurred.

In the case of theft, fire, flood, obsolescence or other event regarding the usefulness of an asset, be it fixed or non-fixed such as cash, departments need to evaluate the usefulness or availability of that asset in the future.  This may require outside assistance from an appraiser and or CTR to determine significance and applicability.  Impairment must be conspicuous – e.g. known to the Commonwealth that a material event has occurred.  These events may be known by management or the media.

All impaired assets if significant (greater than $100,000 in value) need to be reported to the CTR Financial Reporting and Analysis Bureau within 7 days of event occurrence.  For all unaccounted for variances, losses, shortages or thefts of funds or property, the rules established under Chapter 647 of the Acts of 1989 apply.  The CTR Financial Reporting and Analysis Bureau will work with you to determine if impairment exists and if there is an event that needs to occur in MMARS.

Other Footnote Disclosure Requirements of a Higher Education Institution

Please be reminded that the financial statements must, at a minimum, include the following footnote disclosures:

· Summary of Significant Accounting Policies

With respect to the Component Unit, the Summary of Significant Accounting Policies should include:

· A description of the Component Unit

· The relationship between the Component Unit and the Institution

· The criteria for inclusion of the Component Unit in the financial statements of the Institution

· How the separately audited financial statements may be obtained.  This is a general reference to the Chief Financial Officer of the Institution.

If there are different fiscal year ends for the Component Unit and the Institution, a reconciliation of significant transactions between the Component Unit and the Institution needs to be included for the period between the Component Unit’s year-end and June 30th.

Other GASB note disclosures for the Component Unit are generally NOT required.  If there are significant items that are found in the Component Unit’s footnotes, they would translate up to the Institution’s footnotes in their applicable sections.  If they are presented, do NOT reformat their footnote from FASB to GASB format.  Instead, present a separate subsection within the footnote clearly labeled “discretely presented component unit(s).”

Other footnotes for the Institution should be:
· Disclosures for Cash Deposits and Investments

· Receivables

· Fixed Assets 

· Advance Refunding and Short and Long Term Debt
· Leases 

· GASB 49

· GASB 51 accounting and financial reporting of intangible assets

· GASB 52 significant assumptions used to determine the fair value

· GASB 53 (amended by GASB 59) accounting and financial reporting for derivative instruments

· MMARS Reconciliation (see above)

· Related Party Disclosures 

· Subsequent Events
· Commitments and Contingencies - This should include lawsuits pending against the Institution and a disclosure of the lawsuits’ possibility of success categorized as probable or reasonably possible.  Suits categorized as remote can be ignored.  The estimated costs of lawsuits deemed probable must be accrued as a liability.

Only an approved special assistant attorney general (from AGO) can represent the Institution in litigation.  All litigation or potential litigation matters must be noted in the annual legal letter from the AGO.
· HEFA Agreements

The agreements within Massachusetts Health and Educational Facilities Authority will be treated as a lease purchase of fixed assets.  In other words, the asset and the liability for the payment should be recorded as a fixed asset and a capital lease payable.  Fees pledged to support principal and interest payments should also be recorded.

· SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

As required by the Single Audit Act of 1996, the Comptroller will prepare the Schedule of Expenditures of Federal Awards (SEFA) for the year.  The SEFA includes all federal assistance provided, in the form of either grants or loans, directly to Institutions of Higher Education and recorded in any of their non-appropriated Fund Groups.

As part of SEFA, which is required by the Federal Government, you must complete schedules with SEFA information about Federally Funded Student Loan, and The Federal Family Education Loan and Federal Direct Loan Programs respectively (formerly the Guaranteed Student Loans).  Off MMARS information will be required to complete the schedules.

FEDERAL STUDENT LOANS (Schedule HE-3)
Institutions of Higher Education currently participate in at least two major federal student loan programs: Perkins Loan Program and Nursing Student Loans.  This information is recorded in MMARS Fund 901 - Campus-Managed Cash.  

The following information should ONLY be reported on this schedule:

· Loans outstanding at June 30 of the previous year
· Loans canceled (written off) during the fiscal year

· Cash receipts

· Federal Government receipts

· Perkins Student Loan Program revenue

· Nursing Student Loan Program revenue

· Loan Principal Repaid during the fiscal year

· Cash Disbursements

· Loans disbursed to students

· Loans outstanding at June 30 of the current year
Federal Family Education Loans (FFEL) and Direct Student Loans (Schedule 8)
The Federal Family Education Loans (FFEL) and Direct Student Loans consist of the Federal Family Education Loan Program (CFDA #84.032); and the William D. Ford Federal Direct Loan Program (CFDA #84.268).  Each program includes Stafford Loans, PLUS (Parent) Loans and the Supplemental Loans for Students (SLS).  Institutions may require the assistance of their Financial Aid Office Personnel in determining the appropriate figures to be reported in these two programs.  

Internal Controls

Internal Controls
Information Sources

      Related Procedure – None

      Legal Authority – M.G.L. C.7A, M.G.L. C. 29; U.S. General Accounting Office Standards; Government Accounting Standards Board Statements; Audit Standards Board Statements of Auditing Standards; AICPA State and Local Audit Guide
       Attachments – 


A:  Audit Independence Letter


B:  Draft Reconciliation of Financial Statements to MMARS

       Links – PartnerNet Electronic Instructions
· Contacts – MMARS Helpline 617-973-2468.  
· MMARS CTR Web Portal Homepage
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