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Disclaimer

©2021 CliftonLarsonAllen LLP

The information contained herein is general in nature and is not intended, and
should not be construed, as legal, accounting, or tax advice or opinion
provided by CliftonLarsonAllen LLP to the user. The user also is cautioned that
this material may not be applicable to, or suitable for, the user’s specific
circumstances or needs, and may require consideration of non-tax and other
tax factors if any action is to be contemplated. The user should contact his or
her CliftonLarsonAllen LLP or other tax professional prior to taking any action
based upon this information. CliftonLarsonAllen LLP assumes no obligation to
inform the user of any changes in tax laws or other factors that could affect
the information contained herein.
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Pandemic

A public institution panel
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Session and Learning Objectives

©2021 CliftonLarsonAllen LLP

e Learn from experiences shared by higher education leaders
during the pandemic and how it applies to your institution

e |dentify strategies for budgeting and communication in
higher education and how it has been impacted by the
COVID-19 pandemic
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Introductions

Dr. DeRionne Pollard, President
Montgomery College

Dan Durbin, Vice President for
Finance and Administration/CFO

University of Louisville

Katrina Yoakum, Senior Director
for Financial Analysis & Reporting

University of Kansas

Create Opportunities

©2021 CliftonLarsonAllen LLP




Pre-pandemic
oressures
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Impact of COVID-19
on forecast
development
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Strategy for
developing your
model and
communication
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Distance Learning

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors, LLC, an SEC-registered investment advisor

©2021 CliftonLarsonAllen LLP



&

Student assistance
and impact on
budget process
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Shift in capital
Investment

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors, LLC, an SEC-registered investment advisor

©2021 CliftonLarsonAllen LLP



d11 U3||yuosieTuonl|d TZ0Z0




Questions and
Answers
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Tim Warren, Principal
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The information contained herein is general in nature and is not intended, and
should not be construed, as legal, accounting, or tax advice or opinion
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Learning Objectives

©2021 CliftonLarsonAllen LLP

* Recognize the differences between shared services and centralized functions.

* Identify why institutions consider shared services/centralization and the functions
most commonly included in such models.

* Review case studies to understand how other institutions have transformed their
finance and similar functions into shared services/centralization.

» |dentify steps to consider in creating shared services/centralized functions.
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Introductions

©2021 CliftonLarsonAllen LLP

Jennifer Bruntmyer, CPA

e Director of Financial Reporting Services
e University Shares Services Enterprises
e Service Provider to the Oregon Public Universities

Bill Maki

¢ Vice Chancellor for Finance and Facilities
* Minnesota State Colleges and Universities
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Centralization -
Introduction



Panel Question 1:

Describe your current Shared

Services or Centralization
arrangement.

@ Create Opportunities



Shared Services vs. Centralization

Shared Services

Customer service focused model

delivering added value services

that is generally independent of
the business units its serves

Centralization

Compliance and control focused
functions that are often part of the
overall business unit’s management

Create Opportunities
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Shared Services (SS) vs. Centralization

©2021 CliftonLarsonAllen LLP

Accountability

SS: The businesses it serves Centralization: The head or “corporate” office

Goals

"

SS: Provided service excellence and continuous Centralization: Cost reduction and increased
improvement control

Cost Structure

"

SS: Formal agreements, based on volume and/or Centralization: Thought of as a budget line item,
level of effort based on cost

m Create Opportunities
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Shared Services (SS)* vs. Centralization

SS: Neutral location to Centralization: Head or
distinguish business unit “corporate” office

SS: Independent Centralization: CFO that is
management of customers  part of the overall enterprise

©2021 CliftonLarsonAllen LLP

*Note SS’s can be further distinguished between in house vs. outsourced solutions
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Panel Question 2:

Why did your organization consider
implementing either a Shared
Services or Centralization model?

- 4




Why Consider a Change?

Top Considerations

e Lack of systems/processes that are standardized

e Insufficient access to financial information that is meaningful to management due to system
limitations

e Optimizing the cost structure
* Enhance the capabilities of certain roles

©2021 CliftonLarsonAllen LLP

Who Benefits (Characteristics)

e Institutions with multiple/dispersed locations (but not limited to)
e Institutions that have costs rising faster than revenues

e Institutions that do not utilize best practices

e Institutions that have incompatible or limited technology

e Institutions that need to develop their financial reporting
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©2021 Clifto

/Panel Question 3:

What functions are currently handled by Shared Services
or Centralization?

Were there functions originally considered that were
ultimately ruled out?

Are there any new functions being considered for future?J

-
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Most Common Functions Shared/Centralized

Accounts Fixed Assets General
Payable Accounting

Billing and
Accounts
Receivable

Travel and
Expenses

Internal
Financial
Reporting

Student Labor
Financial Aid Relations

Treasury

Create Opportunities
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Common Questions when Considering a Transformation

©2021 CliftonLarsonAllen LLP

Processes e How will processes change?

Value e What value will be created?

e[ d\V/EIErE =gl ¢ Who and how will the project be managed?

System e What systems and IT infrastructure will be necessary?
Site e Where will the people be located?

Structure e How will this be structured? Will this be a separate entity?

A A A A LN A

O =NV ER\ ENET(0a g8 How will we be able to facilitate a change mindset?

@ Create Opportunities
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Panel Question 4:

What process did you organization go
through to get to your current Shared
Services or Centralization model?

Create Opportunities
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Shared Services/Centralization Process Framework

©2021 CliftonLarsonAllen LLP

b 2. Integration

(o Common Systems ) (o Often housed in one )
* Consistent Processes (sometimes new) entity, core
e Improve Financial Reporting e Similar Metrics and teams performing functions
« Policy Alignment (approval Expectations for Functions across entities N
thresholds, capitalization * Cross-Entity Functional * Options for organizing around
threShOIdS, etC) Groups to improve processes' funct|0n5, ent|t|e5, and both
implement best practice, and
build relationships
1 \. Y, 3.

Standardization Implementation
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' Panel Question 5:

Lessons Learned.....If you had
to do the process over again,
what would you do differently?
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Lessons Learned

Best Practices

e When centralizing functions create a consistent approach FIRST, then move to centralizing
functions.

e Even with centralized or shared services, you still need people who know and understand the
individual institutions. Often having staff assigned to support specific entities within a
function enhances the services

©2021 CliftonLarsonAllen LLP

e Procedural (step by step), not just process, is critical documentation for a centralized or
shared service model

Common Challenges

e Communication around the vision, objective and progress

e |[f staff reduction is part of the plan determining the staff structure
e Aligning a consistent approach to processes and procedures

e Losing autonomy within the finance function

@
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Shared Services: J 4
The Starting Point”™



Shared Services: Where to Start?

Develop a vision/consensus along with objectives for establishing

©2021 CliftonLarsonAllen LLP

shared services

Define and agree on processes that need to be performed
individually vs. those that can be centralize

Inventory current technologies and identify potential
opportunities/challenges

Develop a high level road map
Analyze cost/benefits and develop a business case

@ Create Opportunities
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Panel Question 6:

Any advice to give on

Cow to get started?
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CLA exists to

create opportunities’'—

for our clients, our pedp.i‘e",";
and our communities:



References

©2021 CliftonLarsonAllen LLP

= University of lllinois at Chicago, Models of Shared Service Centers and How
they Drive Administrative Efficiencies, 2010

= Deloitte, Shared Services — Hit the Road, 2011

= Luoma Leadership Academy, Minnesota State Colleges and Universities, 2015-
2016

= University Business, Colleges connect once-decentralized functions to improve
efficiencies, August 2013

= Genpact, Eight ways why centralization is not shared services, December 2014

= University Business Executive Roundtable, Making the Case for Shared
Services, 2009
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GASB — Accounting and
Regulatory Update

February 23, 2021
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Disclaimer

©2021 CliftonLarsonAllen LLP

The information contained herein is general in nature and is not intended, and
should not be construed, as legal, accounting, or tax advice or opinion
provided by CliftonLarsonAllen LLP to the user. The user also is cautioned that
this material may not be applicable to, or suitable for, the user’s specific
circumstances or needs, and may require consideration of non-tax and other
tax factors if any action is to be contemplated. The user should contact his or
her CliftonLarsonAllen LLP or other tax professional prior to taking any action
based upon this information. CliftonLarsonAllen LLP assumes no obligation to
inform the user of any changes in tax laws or other factors that could affect
the information contained herein.
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Learning Objectives

©2021 CliftonLarsonAllen LLP

e The objectives of this session are as follows:
— Describe updates to CARES Act compliance requirements.
— Apply GASB guidance on how to account for leases under GASB 87
— Explain the new requirements of GASB 94, Public Private Partnerships

— Apply GASB guidance related to subscription-based information technology
arrangements (GASB 96)
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CARES Act Update

Compliance Requirements

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING
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What Programs Need to be Audited?

©2021 CliftonLarsonAllen LLP

e Generally for fiscal year ends June 30, 2020- if you expended
more than $750,000 for all awards under CFDA 84.425, this
will require audit as a High Risk Type A program.

e For those with expenditures less than $750,000, auditors will
need to perform a risk assessment to determine if further
testing is needed.

@
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All Programs Under CFDA 84.425

CFDA No. Program Name
ESF See Section 1 (ESF) for compliance requirements and auditor guidance. See also other information
below this table.
844254 Educahon Stabihzation Fund-State Educational Agency (Outlying Areas) (ESF-SEA)
343%@5 Governor's Emergency Education Relief (GEER) Fund
,Pﬁf.d?iD Elementary and Secondary School Emerzency Relief (ESSER) Fund
%4.425H Education Stabilization Fund—Governors (Outlying Arcas) (ESF-Governors)

©2021 CliftonLarsonAllen LLP

HEERF See Section 2 (HEERF) for comphiance requirements and auditor guidance. See also other
information below this table.

84.425E Higher Education Emergency Relief Fund (HEERF) Student Aid Portion

Alpha 84.425F | HEERF Institutional Portion

characters #4.425] HEERF Historically Black Colleges and Universities (HBCUs)

required for H4.4252IC HEERF Tr.ibal]_}' Cun@llcd E'-_:ullc.g-:s and Universities (TCCUs)

SEFA 84.42_3L HEERF Mimnornty SF:n'Lng I.nstl.tutmns {MSls)

#4.425M | HEERF Strengthening Institutions Program {SIP)

presentation 84.425N HEERF Fund for the Imﬁmvcmcm of Postsecondary Education (FIPSE) Formula Grant

Not Neither Section | nor Section 2 include discussion of this program. See other information below this Expenditures
Applicable | table. under B and G
?.4.42?3 D:Lscrct:mnar}' Grants: Rct.hink.I{.- 12 E_du::a_ticun Models Qrants are not subject to
84.425G | Duscretionary Grants: Reimagining Workforce Preparation Grants dit thi
84.425p Institutional Resilience and Expanded Postsecondary Opportunity audit this year

@ Create Opportunities 7




Compliance Testing
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Activities Allowed/Allowable Costs (AB)

©2021 CliftonLarsonAllen LLP

Student Portion (section E) Institutional Portion (section F) | HBCU/TCCU/MSI/SIP/FIPSE

Disbursements made directly to  Costs associated with significant  Lost revenues
students for expenses related to  changes to the delivery of

the disruption of campus instruction due to the
operations due to coronavirus coronavirus
Institution had a documented Additional emergency grantsto  Payroll

plan to distribute funds and did  students
not place restrictions on the
funds

Reimburse itself for refunds
made to students

@
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Matching (G)

e 50% of the total received under Student + Institutional
Portion must be spent directly for student grants

©2021 CliftonLarso

e Measured at the end of the Period of Performance. Order in
which spent is not relevant for compliance in 2020

e Presentation in the SEFA may be different than presentation
in the financial statements

@
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nAllen LLP

Period of Performance (H)

©2021 CliftonLarso

e One calendar year from the date of the Grant Award
Notification (GAN)

e Certain pre-award costs if those expenditures would have
been allowable if incurred after the GAN date

— Institutional: From March 13, 2020 through date of GAN
— Student: From March 27, 2020 through date of GAN

@
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Procurement, Suspension, Debarment ()

©2021 CliftonLarsonAllen LLP

e |f you exercised the option to make sole source awards
because the circumstance would not allow for a delay in the
process, institution must have sufficiently documented this
conclusion.

@
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Reporting (L)

©2021 CliftonLarsonAllen LLP

e Annual Report

— Subject to testing if submitted during the time the audit is conducted
(extended due date of 2/8)

e Quarterly Reporting (Institutional Portions)

— Posted to institution’s website on the same page as reporting of student
portion

— Due 10 days after the end of each calendar quarter (except first report due
10/30/20)

e Quarterly Reporting (Student Portion)

— 30 days after the date of award or after May 6 (whichever is later), then every
45 days thereafter (updated to every quarter starting 8/31/20)

@
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Education Stabilization Act —
Higher Education Emergency Relief Funding

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING
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HEERF Il Allocations

e Higher Education Emergency Relief Funding -$22.697 Billion
89% Private and Public Institutions $20.200 Billion
7.5% HBCU’s, TCCU’s, MSI’s, and SIP’s  $1.702 Billion
3% Proprietary Institutions S$681 Million
0.5% FIPSE S114 Million

©2021 CliftonLarsonAllen LLP

e Private, Public and Proprietary allocations
available now
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Initial Awarding

©2021 CliftonLarsonAllen LLP

Application process

. Depeg_ds on CARES HEERF Compliant with HEERF Excise tax on
awarding reporting investment income

® Public/Private and . .
Propri{etary differences requirements during 2019 tax year

¢ 90 Days

S
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Timing of Funding

©2021 CliftonLarsonAllen LLP

e Public
30 Days e Private

e Proprietary

60 Days e HBCU, TCCU, MSI, SIP

120 Days e FIPSE

Create Opportunities




Student Funding

©2021 CliftonLarsonAllen LLP

e No Title IV requirement

e Distance Education students/programs eligible
e Purpose is same as CARES HEERF

e Minimum amount

e Can be applied to student account if affirmative (written or
electronic) consent is provided and disclosed appropriately

@

Create Opportunities




Student Funding (Continued)

©2021 CliftonLarsonAllen LLP

e Policy Considerations
— MUST prioritize grants to students with exceptional [financial] need
— No conditions on funding allowed
— Recommended highest amount be maximum Pell Grant

— Recommended judgement by FA and Schools to remove grants from EFC on a
case-by-case situation

@
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Institutional Funding

©2021 CliftonLarsonAllen LLP

Only for private and public Institutions

meed  Certain procurement policies waived

Purpose is same as CARES HEERF:

Nexus to both pandemic and instruction medium
change

@ Create Opportunities




Institutional Funding (Continued)

©2021 CliftonLarsonAllen LLP

e Allowable uses:

— Lost revenue

— Reimbursement for expenses already incurred

— Technology costs associated with a transition to distance education
— Student support activities

— Additional financial aid grants to students

— Indirect costs

— Reasonable administrative costs

e Unallowable costs similar as CARES with few additions

@
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Special Provisions

e Institutions who paid (or will be paying) excise tax for the 2019 tax year
— Only eligible for 50% of HEERF Il allocation

— MUST be used for:
0 Financial aid grants to students

©2021 CliftonLarsonAllen LLP

0 Sanitation, personal protective equipment, or other expenses associated with the general
health and safety of the campus environment related to the qualifying emergency

e All obligations under the grants must have been incurred on or after
December 27, 2020

e Continue to pay its employees and contractors during the period

@
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Special Provisions (Continued)

e Exclusive distance education institutions must use funding for emergency
student financial aid purposes

CARES Act

Minimum Amount  Section 314(a){1}(E)  Mis [LE

for Emergency & Section forStudentAid  for Institutional

Financial Aid Grants 314(a){1)(F) Portion (CFDA Portion [CFDA
OPEID Institution Name School Type State Total Award  toStudents Allocation B4.425E Allocation)  84.425F Allocation)
00100200 Alabama Agricultural & Mechanical University Public AL 5 14,519,790 5 4,560,601 5 37,515 | & 4560601 5 9,959,189
00100300 Faulkner University Private Non-Profit AL 5 4,333,744 S 1,211,489 5 235,004 |§ 1,211,489 5 3,122,255
00100400 University of Montevallo Public AL § 4,041,651 S$ 1,280,001 % - % 1,280,001 5 2,761,650
00100500 Alabama State University Public AL § 10,072,850 § 3,142,232 § 174255 § 3,142,232 § 6,930,718
00100700 Central Alabama Community College Public AL 5 2,380,348 % 611,026 % 32,512 | & 5 769,
00100800 Athens State University Public AL § 2,140,301 $ 422,517 % 492,066  § 5

e Proprietary institutions can only use funding for emergency financial aid
grants to students

e Unused CARES funding as of December 27, 2020 can be used under the
terms of the CRRSAA terms

Create Opportunities
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Cash Management/Grant Administration

©2021 CliftonLarsonAllen LLP

e Minimize time between draw down in G5 and incurring

eligible expense:
— 15 days Student portion
— 3 days Institutional portion

e One year period of performance from GAN
e Audit requirements
e Accounting treatment

@
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Reporting

©2021 CliftonLarsonAllen LLP

Quarterly reporting (6 months after GAN)

Annual reporting

More information to be Provided

Create Opportunities



GASB 87
Leases




Polling Question

©2021 CliftonLarsonAllen LLP

e Where are you with GASB 87 implementation?
— Donel!
— | have inventoried my leases and started assessing the impact.
— | created an implementation team and read the standard.
— Have not started, there is still over a year to implement.

@
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Why GASB 87 Was Issued

e (Capital vs. operating lease — What is the difference?

— Both create the right of use of an asset

©2021 CliftonLarsonAllen LLP

— Both create a liability to be paid in the future
— Capital normally allows for purchase at the end of lease
— Convoluted criteria to distinguish between the two

0 90% (minimum lease payments) & 75% (useful life) tests
0 Allowed for “creative arrangements” to classify as an operating lease

e Convergence of international and US standards
e Consistency with private sector (FASB) standards

@
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When is GASB 87 Effective?

e Delayed implementation date
— Fiscal years beginning after June 15, 2021

©2021 CliftonLarsonAllen LLP

— June 30 fiscal institutions to adopt for the year ending June 30, 2022
— Early implementation encouraged!?!

e Transition

— Retroactively by restating financial statements of earliest period presented
using facts and circumstances that existed at the beginning of the period

— Lessors should not restate the assets underlying their existing sales-type or
direct-financing leases

@
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Definitions

° Lease

©2021 CliftonLarsonAllen LLP

—  Contract that conveys control of the right to use another entity’s nonfinancial asset for a period of time in an
exchange or exchange-like transaction

— Lease Term

0 Period during which a lessee has a noncancelable right to use an underlying asset, plus the following periods if
applicable

e Lessee extension option if reasonably certain the lessee will exercise the option

e Lessee option to terminate if reasonably certain lessee will not exercise the option

e Lessor extension option if reasonably certain the lessor will extend

e Lessor termination option if reasonably certain lessor will not exercise

e Fiscal funding or cancellation clause only if it is reasonably certain the clause will be exercised
— Most leases will now fall under this rule except for truly short-term leases (e.g. rental car, storage unit, etc)

@ Create Opportunities




Definitions (continued)

©2021 CliftonLarsonAllen LLP

e Lease Term (continued)

— Reassess if at least one of the following occurs

0 Lessee or lessor elect to exercise an option even though it was previously
determined that it was reasonably certain that it would not exercise that
option

0 Lessee or lessor elect not to exercise an option even though it was previously
determined that it was reasonably certain that it would exercise that option

0 An event specified in the lease contract that requires an extension or
termination of the lease takes place

— Short Term Lease
0 Maximum lease term including extensions is 12 months or less

0 Most leases will now fall under this rule except for truly short-term leases
(e.g. rental car, storage unit, etc)

@ Create Opportunities




Implementation Tip

©2021 CliftonLarsonAllen LLP

e Completeness
e Imbedded leases

— Long-term contracts will need to be reviewed
— Food service contracts?

@
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Implementation Tip

©2021 CliftonLarso

e Sub-ledger

— Supporting amounts to
be included on the
financial statements

m m — Excel?

— Lease software

O Decision needs to be
made first

@
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Lease Accounting Basics

©2021 CliftonLarso

e What do we have?
e Lessee

— Right of Use (asset)

— Obligation of future payments (liability)
e Lessor

— Future receipts

0 Receivable
¢ Revenue stream

@
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How do we record?

e Lessee
Liability for present value of expected lease payments

0 Implies an interest component

Intangible asset for right to use the leased asset

©2021 CliftonLarsonAllen LLP

0 Initial measurement of lease liability
0 Any additional payments made at the commencement of the lease
0 Certain direct costs
— Amortization expense for recognizing the asset amount over the shorter of
¢ Lease term
0 Useful life of the underlying asset

Interest expense related to difference between payment and lease liability reduction

@ Create Opportunities




Lessee — What is Included in the Liability?

©2021 CliftonLarsonAllen LLP

e Payments Expected to be paid during the lease term
— Fixed payments
— Variable payments fixed to an index or rate (use index/rate at
inception)
— Amounts expected to be paid as residual guarantees
— Option price if reasonably anticipated to be exercised
— Cancellation fee, if cancellation is likely
— Lease incentives receivable from the lessor
— Any other payments reasonably certain of payment

@
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Lease Accounting - Lessee

©2021 CliftonLarsonAllen LLP

e Liability for present value of expected lease payments

e Intangible asset for right to use the leased asset
0 Initial measurement of lease liability
0 Any additional payments made at the commencement of the lease
0 Certain direct costs

— Amortization expense for recognizing the asset amount
over the shorter of

0 Lease term
0 Useful life of the underlying asset

e Interest expense related to difference between payment and

lease liability reduction

e Note Disclosures

@
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Lease Accounting Lessor

e Receivable for the right to receive payments

©2021 CliftonLarsonAllen LLP

e Deferred inflow to reflect resources related to future periods
e Lease revenue over the term of the lease

e |nterest revenue related to lease receivable

e Note Disclosures

@
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Implementation Tip

©2021 CliftonLarsonAllen LLP

e Discount rate
— Rate provided by lessor (good luck)

— Rate implicit in the lease (hard to
find in real estate lease)

— Lessee’s incremental borrowing
rate (probably will be most used)

e Incremental borrowing rate

— Estimate of the interest rate that
would be charged for borrowing
the lease payment amounts
(reflects credit risk, term, amount,
economic environment)

S
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Financial Statement Notes

©2021 CliftonLarsonAllen LLP

e Lessee
« Description of the arrangement
« Amount of leased assets recognized

« Schedule of future payments
e Principal and interest
e 5single years and 5 yr. increments through maturity

e |essor

« Description of the arrangement
« Total amount of inflows recognized from leases

@
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How does this compare to current accounting

©2021 CliftonLarsonAllen LLP

e Currently we have lease expense related to the monthly payment

e Under the new standard as monthly payment is made, a portion will be
interest expense and a portion will be amortization

e Should get to the same result or relatively close on a monthly basis
— Difference would be related to the interest component

@
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How does this compare to current accounting - lessee

©2021 CliftonLarsonAllen LLP

e Current accounting e New standard

Dr Cr Dr Cr
1 Rent expense XXX 1 Lease Liability XX
Cash XXX Interest Expense X
To record lease payment Cash XXX

To record lease payment

2 Amortization expense XX
Intangible asset XX
To record amortization of intangible asset

@ Create Opportunities




Sheet1

				133485

				113462.25

						Capital				Net AIV				Gross AIV

		Bal @ 1/1/18				1123650				1978924				2274685		 

		Projected addition				113462				170000				170000				 

																		 

		Bal @ 12/31/18				1237112				2148924				2444685				 

						0.1				 

										 				2035909.09090909

						123711.2

														2057003

														2239500

														 

																		27499

														2414685		1724.775

																452

																2176.775

																565

																1229877.875

																1123650

																106227.875

																133485

																27257.125

																66896

																94153.125





Sheet2

								Dr				Cr										Dr				Cr

		1		Rent expense				XXX								1		Lease Liability				XX

				Cash								XXX						Interest Expense				X 

				To record lease payment														Cash								XXX

																		To record lease payment

		 														2		Amortization expense				XX

																		Intangible asset								XX

																		To record amortization of intangible asset

		2

								Dr				Cr

				Lease Liability				XX

				Interest Expense				X 

				Cash								XXX

				To record lease payment

				Amortization expense				XX

				Intangible asset								XX

				To record amortization of intangible asset






Lease Modifications and Terminations

©2021 CliftonLarsonAllen LLP

e Termination

— Reduce the lease asset and liability by lessee or receivable and
deferred inflow by lessor

— Recognize gain (loss) in the period of termination

e Modification

— Adjust (re-measure) the various components of the lessee and
lessor entries to coincide with the changes

— Adjust amortization period as necessary

@
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Other Transactions

e Sublease

©2021 CliftonLarsonAllen LLP

Treat as a separate lease transaction
Lessee in original lease becomes the lessor in a sublease

e Sale-Leaseback

@

Must include a valid sale component
Treat as 2 separate and distinct transactions

Difference between the carrying value of the assets sold and the net proceeds from the
sale should be recognized as a deferred flow (in or out) and recognized over the life of
the lease

Account for as a net transaction, but disclose the gross amounts of each portion
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Implementation Tip

©2021 CliftonLarsonAllen LLP

e |dentify project leader — timetable
e Capture all leases —inventory

e Solicit information from within your entity to complete the
database

e Database or sub-ledger

— Present value of lease payments m m

— Liability amortization schedule
— Intangible asset amortization schedule

@
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Applicability and Effective Date

©2021 CliftonLarsonAllen LLP

e PPP arrangements which are not considered Service Concession Arrangements
(SCA)

— Contract with an operator to provide services by conveying right to use or operate a non-
financial asset for a period of time in an exchange or exchange-like transaction

o Effective for fiscal years beginning after June 15, 2022

— Earlier adoption encouraged

e Consider adopting when the implementing GASB 87

@
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P3 Agreements

©2021 CliftonLarso

e Higher Education Example:

— A third party finances and constructs a dorm and cafeteria on
university property. In exchange the university pays the third party
for a defined period. Payment terms vary in practice. At the end
of the term of the agreement, the ownership of the building
reverts to the university. The two parties generally also sign a land
lease.

@
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P3 Agreements (continued)

©2021 CliftonLarsonAllen LLP

Component

Pubic-Private Accounting Service

; A A Concession
partnership? Considerations e —
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P3 Agreements (continued)

©2021 CliftonLarsonAllen LLP

e GASB 60 — establishes guidance and accounting for Service Concession Arrangements (SCAs).
e To be an SCA, all of the following criteria must be met:

1. University coveys to vendor the right and obligation to provide public services through the
use and operation of a capital asset in exchange for significant consideration (in our
example, new dorm and cafeteria).

Vendor collects and is compensated by fees from third parties (students).

University has the right to modify or approve what services the vendor is required to
provide, who the services are provided to and the price.

4. University is entitled to significant residual interest in the service utility of the facility at the
end of the agreement (building ownership reverts to the University at the end of the
agreement).

@
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P3 Agreements (continued)

©2021 CliftonLarso

e |f SCA criteria are met, the University would record the
facility as its capital asset. It would also recognize a liability
for the present value of significant contractual obligations.
The offset would be a deferred inflow of resources (to be
recognized as revenue over the term of the agreement).

@
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P3 Agreements (continued)

©2021 CliftonLarsonAllen LLP

GASB 87 — new lease standard.

A lease is defined as a contract that conveys control of the right to use another
entity's nonfinancial asset (the underlying asset) as specified in the contract for a
period of time in an exchange or exchange-like transaction. Examples of
nonfinancial assets include buildings, land, vehicles, and equipment.

If the agreement meets the definition of GASB 87, asset and lease liability are

recorded. Under current standards you can have an SCA and a lease. For example,
a dorm could be an SCA and the cafeteria could be a lease (university pays third
party for the right to use the cafeteria).
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P3 Agreements (continued)

©2021 CliftonLarsonAllen LLP

e For purposes of applying this Statement, a PPP is an
arrangement in which a government (the transferor)
G AS B contracts with an operator to provide public services
by conveying control of the right to operate or use a

nonfinancial asset, such as infrastructure or other
9 4 capital asset (the underlying PPP asset), for a period

of time in an exchange or exchange-like transaction.
Analysis

e Only apply lease accounting if 1) existing assets of
the university are the only PPP assets, 2) no
improvements required to be made by the operator
and 3) PPP does not meet the definition of an SCA.
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P3 Agreements (continued)

©2021 CliftonLarsonAllen LLP

If the agreement meets the Not an SCA, however meets the
definition of an SCA: definition of a P3:
0 Record an asset, receivable 0 Record a receivable for the asset

for installment payments, (carrying value of asset fat the date
of future transfer), receivable for

and deferred inflow of installment payments, and
resources. deferred inflow of resources.

@

Create Opportunities




GASB 96

Subscription-based information technology
arrangements

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors, LLC, an SEC-registered investment advisor



Effective Date and Transition

©2021 CliftonLarsonAllen LLP

o Effective dates beginning after June 15, 2022 (June 30, 2023
year-ends). Earlier application is encouraged

e Assets and liabilities should be recognized and measured
using the facts and circumstances that existed at the
beginning of the performance period.

@
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Applicability

©2021 CliftonLarso

e Contract to convey control of the right to use another
party’s software, alone or in combination with tangible
capital assets as specified in a contract for a period of time
in an exchange or exchange-like transaction

e Control of the right to use, as specified in the contract

— Right to obtain present service capacity
— Right to determine nature and manner of use

@
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Not Applicable

©2021 CliftonLarsonAllen LLP

e Standard is not applicable for the following types of
arrangements:
— Short Term (defined on next slide)
— Arrangements that meet the definition of GASB 87

— Governments that provide the right to use their IT software and associated
tangible capital assets through SBITAs

— Arrangements that meet the requirements of public-private and public-public
partnerships under GASB 94

— Licensing arrangements that provide perpetual license under GASB 51

@
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Subscription Term
e Short-term — maximum term of 12 months or less including
options

©2021 CliftonLarsonAllen LLP

e Time period for which the government has non-cancellable right
to use, plus the following:

— Government
0 Option to extend if reasonably certain of extension
0 Option to terminate if reasonably certain not to cancel

0 Fiscal funding clauses — only applicable if reasonably certain it will be
exercised

— Vendor
0 Option to extend if reasonably certain of extension

@
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Accounting
e Dependent on Implementation Stage

— Preliminary Project

©2021 CliftonLarsonAllen LLP

0 Formulation and evaluation of alternatives
0 Accounting treatment: Expense as Incurred
— Initial Implementation
0 Design, configuration, coding, testing and installation

0 Accounting treatment: Capitalize as part of the subscription asset, unless short-term
SBITA

— Operation and Additional Implementation
0 Maintenance, trouble shooting and other activities related to ongoing operation and use
0 Other implementation activities related to additional modules

0 Accounting treatment: Expense costs as incurred unless specific capitalization criteria
are met

@
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Accounting (continued)
e Subscription Assets and Liabilities

— Present value of expected subscription payments
e Qutlays other than subscription payments, should be
expensed as incurred

— Determination of specific objective of the project

©2021 CliftonLarsonAllen LLP

— Feasibility determination

— Demonstration of the ability, intention and presence of effort to enter into an
SBTIA contract

— Training costs

@ Create Opportunities




Accounting (continued)
e Other Outlays (continued)

— Modifications capitalized

0 Increase functionality — perform tasks not previously included

©2021 CliftonLarsonAllen LLP

0 Increase efficiency — increase level of service without ability to perform additional
tasks

@
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Accounting (continued)
e Economic Resource Focus

©2021 CliftonLarso

— Liability and Right to use intangible asset

— Present value of payments to be made
e Other Issues

— Impairments

— Incentives

— Multiple component contracts
— Contract combinations

— Modifications and terminations

@
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Note Disclosures

e General description of arrangement

©2021 CliftonLarsonAllen LLP

e Total amount of subscription assets and related accumulated amortization

— Disclosed separately from other capital assets
e Amount of outflows recognized for variable payments not included in the liability

e  Amount of outflows for other payments (e.g. terminations) not previously
included in liability

e Principal and interest payments for each of 5 yrs. and then 5 yr. increments
through maturity

e Commitments made before commencement of subscription term
e Impairment loss

@
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