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Executive Summary

The Island Government Finance Officers’ Association (IGFOA) has met at least annually every year since
1999 to participate in professional development and networking activities and to establish an agenda for
financial management improvement. The conferences also provide a forum for participants to discuss
common issues and strategies, and to develop a shared agenda for training, organizational
development, and technical assistance.

During recent conferences, the IGFOA has focused on improving financial, accounting and budgeting
practices. The current conference presented trainings on ethics and political transitions. Participants
were also updated on new GASB accounting principles, especially those relating to unfunded pension
liabilities, and exchanged best practices on improving finance office performance and single audits.
Finally, the forum provided the opportunity to develop action plans to improve audit performance,
finalize cash management plans, implement accounting standards updates, coordinate federal grants
and review processes and procedures to ensure ethical implementation.

The IGFOA Executive Committee built the agenda for the conference based on input solicited from
IGFOA members, feedback from previous conferences, and current issues facing government
accounting. The goals of the December 2014 IGFOA conference were to:

e Present and discuss best practices in federal program coordination, finance office performance
improvement, single audit improvement, and cash management.

e Review new GASB accounting principles and standards and develop a plan for the
implementation of these principles

e Provide training to IGFOA members on ethics and management.

e Exchange information on the latest Performeter analysis

e Build government specific plans to implement new GASB standards, improve communication
and fiscal capabilities with federal program managers, enhance finance office performance
measures, develop cash management plans, and improve management skills and capabilities.

The 35 IGFOA participants represented nearly all of the insular areas; the Virgin Islands, currently in the
midst of a political transition to a new administration were not able to send an official to the
conference. The conference agenda has been included as Attachment 1.

Welcoming Remarks

Welcoming Remarks: Minister Elbuchel Sadang

Elbuchel Sadang, Minister of Finance for the Republic of Palau, Tom Bussanich, Director of the U.S.
Department of the Interior’s Office of Insular Affairs (DOI/OIA), and Stephen Latimer, Program Manager
for the Graduate School USA’s Pacific and Virgin Islands Training Initiative (PITI-VITI) welcomed
participants to the 2014 IGFOA winter conference.

Minister Elbuchel Sadag from the Republic of Palau reminded conference participants of the importance
of the IGFOA conference, as it plays a vital role in mapping out the way forward to improve financial
management in each respective country. The Minister took time to thank the partners present at the
meeting, including representatives of the Department of Interior, and representatives and resource
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consultants from the Graduate School USA’s PITI-VITI Program, who provide vital assistance and
expertise on management improvement.

Minister Sadang noted that, as small island nations and growing nations with limited resources, we rely
on our partners to provide expertise we lack. We look forward to continuing to work with our partners
to build a financial management system that we all envision to be transparent, compliant, and
financially sound.

The partnerships present at the conference are important for the future of our governments. Too often,
disagreements are focused on rather than the vast mutual interests present. If governments and
partners can find a way to work together, like today and during previous meetings, then differences that
are roadblocks today will become mere speed bumps tomorrow. Gathered together today are
government financial officers and experts. The discussions we have here will inform our decision making
as we plan our financial management improvement projects.

Minister Sadang employed the governments to be active, purposeful, and deliberate in their efforts to
build the kind of financial management systems that we want. If we just sit back and let events control
us, if rely on reaction rather than action, we risk becoming like a boat without an engine or rudder. We
will be swept by the tide, winds, and waves to a place we will not recognize. We cannot afford for this to
happen. Instead, the insular governments need to chart a course for the future that utilizes what we
have, without jeopardizing our resources. Our course must take advantage of the best that the modern
world has to offer, while maintaining best practices and strong links to the traditions that make us who
we are. Only then we can we be sure that our government can run with an open door policy,
transparency, and provide the necessary services to our people.

Minister Sadang further commented that the agenda for this meeting reflects just that—the financial
management improvement training which acts as the backbone of our improvement process. Our
challenge is to develop and create an improvement plan that addresses our problems and provides a
way to implement this plan, as well as make sure that everybody understands the importance of such a
plan. More importantly, we must determine how all our employees participate and benefit from such a
plan. Itis said that a rising tide lifts all boats, but if does not lift a boat that has holes in it. High tide
means nothing to a fisherman who cannot afford to buy gas. We must make sure that everyone isin a
position to benefit from the improvement process that we create.

Finally, Minister Sadang congratulated all of the governments for all of the hard work they have done,
and for the many accomplishments they have achieved. However, the Minister also noted that the
insular governments need to do more. While each government faces big challenges, the Minister
expressed his confidence that each government is up to the task.

Welcoming Remarks: Mr. Thomas Bussanich, Budget Director, Department of the
Interior, Office of Insular Affairs

Mr. Thomas Bussanich, the Budget Director for the Department of the Interior Office of Insular Affairs
(DOI-01A), welcomed IGFOA participants on behalf of DOI-OIA:

Good morning everyone. | am Tom Bussanich, the Budget Officer and Director of the Budget and Grants
Management Division of the Office of Insular Affairs of the Department of Interior. It is my great
pleasure to be back with this group again. Today | bring greetings from our Assistant Secretary, Esther
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Kia’aina, from the director of our office Nikolao Pula, and | am also accompanied by Marina Tinitali from
our office. We've been participating in these meetings with the Island Governments Finance Officers
Association since around 2000, which has grown out of the larger technical assistance program that we
manage. | know | was in this hotel 20 years ago, and | think Elbuchel and others were probably here
when we were addressed by the then mayor of Maui, Linda Lingle, who went on to become the
governor. So who knows? This could be the start of something good for the mayor of Maui.

The goal of the finance officers and the importance of good financial management is really one of the
keystones of performance from our perspective at the Office of Insular Affairs, and an important part of
our overall mission. The words we use, and the planning statements that direct our requests for
appropriations so that Congress funds us over, are “empowering insular communities.” Under that
header we talk about trying to improve quality of life in the communities, creating economic
opportunities, and promoting efficient and effective governments in those communities. Certainly, our
support and our interaction with government finance officers supports efficient and effective
governments. In fact, as you know, the focus on improving the single audits over the last few years has
been a measure of how we look at the islands and also how capital improvement money, including the
resources that are granted to each of you, is distributed.

All those three things—improving quality of life, creating economic opportunity, and promoting efficient
and effective government—I think are intertwined with the activities that we do. I've always believed
that finance people are the heartbeat of the government. Without control of government resources, the
government can’t achieve any of the other goals that it has. When a government is in control of its
resources, it is well-positioned to improve the life quality of its people. A well-managed government
helps establish a community where people want to invest and do business. | think all of our missions are
supported by you and | really appreciate that.

| will be giving a presentation on Wednesday morning on the OIA budget and | will be available to
discuss that and any other issues that might relate to federal programs and management issues related
to the Department of the Interior.

| want to welcome you all and thank you for being here. I’'m sure you all had a Happy Thanksgiving and |
want to wish everybody a Merry Christmas. Thank you.

Welcoming Remarks: Hon. Tulsi Gabbard, United States Congresswoman
Congresswoman Tulsi Gabbard prepared a welcome message for IGFOA conference participants which
was shared by video:

Aloha and good morning. | am Tulsi Gabbard, Hawaii’s representative to the United States Congress. |
am honored to welcome those of you who have traveled to Maui from across the Pacific and the
Caribbean. We are honored to host representatives from the US territories of Guam, the Northern
Mariana Islands, the Virgin Islands, the Marshall Islands, the Federated States of Micronesia, the
Republic of Palau, and American Samoa. Mahalo nui loa to Maui Mayor Alan Arakawa, Kalbert Young,
Sandy Baz, and all of the hosts and guest speakers from Hawaii and Washington DC who are here this
week to share their aloha and knowledge with our guests at this year’s Island Government Finance
Officers Association conference.



Island Government Finance Officers’ Association (IGFOA) , December 2014, Maui

So much has been achieved in the nearly fifteen years since the Association was first established. Each
of the governments represented here today submit timely audited financial statements and six have
received unqualified audit opinions. Because of your dedication to serving the people of your
communities, you work to produce timely and accurate financial statements, which adds greatly to an
atmosphere of transparency that citizens from your islands and US taxpayers surely appreciate.
Congratulations on your successes.

To those here today from the US Department of Interior’s Office of Insular Affairs, thank you for your
department’s continued support of the Island Government Finance Officers Association and for
supporting the Pacific and Virgin Islands Training Initiatives. These important programs invest in these
governments’ most valuable resource, their people.

Please enjoy your stay on Maui and be sure to set aside some time for sightseeing, shopping, and taking
in all that the beautiful Valley Isle has to offer. Best wishes for a productive conference and | wish you all
safe travels back to your home. Aloha.

Welcoming Remarks: Hon. Alan M. Arakawa, Hawaii County Mayor

Maui County Mayor Alan M. Arakawa welcomed everyone to Maui. Mayor Arakawa commented that
this is a critical conference because finance is the basis of a government’s function. The Mayor
mentioned that without financial officers managing everything, nothing would function. There is truth in
the saying “money makes the world go ‘round.” It is important to understand the causes and effects of
what we are trying to do.

The Mayor compared government to a giant, multidimensional jigsaw puzzle with a thousand pieces.
Every part of the community is one little piece of the great puzzle that we have to work with. Budgeting
must account for all the pieces together because if once piece is ignored the picture does not work right.
It is easy to see this puzzle as two dimensional but we cannot forget that we are always working on a
multidimensional project. Governments work must with today, tomorrow, and with one hundred years
from now in mind.

Every government elected group likes to landmark all the buildings and other infrastructure they create,
like libraries and parks, but very few think about the necessary maintenance to keep each of these
upgraded throughout the years. Expansion must happen slowly in order to incorporate all the work that
needs to be performed over the years. Rather than an attitude of “once it is built, it is done,” the
attitude must be “once | built it, | have a starting model to work with,” and then “I have to be able to
modify this model to make sure that it continues to work well in an ever changing world.”

The Mayor stated that not too long ago, nobody would have conceived that we would be able do
calculations on your telephone, play video games, or communicate with someone across the world using
a simple device that you carry around. Each tool we rely on changes with time. Technology has created a
world that we have to see as constantly evolving, meaning we can no longer be fixated on a parameter
that we assume will never change. Those days are long gone. As we plan budgets, we can no longer just
look at what we need to do today, but we must look at how we can take care of the challenges that are
coming for our community. We must incorporate the coming changes in technology into the fixed
structures and rules we have today.
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The way business is done has changed a lot over the years. All the evolutions and developments that
occur require changes in systems that are currently in place. Mayor Arakawa commented that he used
to anticipate that paper work would take a long time. Now, the Mayor can receive what he needs in two
days. When we start looking at where we are going to get business supplies from, we used to have to
hope the shop down the street had what we needed. Today, anyone can get supplies from anywhere in
the world and therefore, everyone has to be able to do payments and financing for almost any place in
the world. In order to be economical, we have to find the most competitive prices, which means
spending money in places we may not have spent before. Third world nations are becoming first world
nations as economic structures change tremendously. Countries we used to ignore because they did not
have technology are now leading the world in technology. The Mayor cited Korea as an example. The
Korean War nearly leveled the entire country. Now, Korea is now one of the world leaders of economics,
manufacturing with great companies like Samsung and LG. Samsung not only produces televisions and
electronic parts, they build bridges and create other huge structures.

Governments have to keep track of spending and manipulate financing to take advantage of the best
market and the best investment processes. It is a big job to keep the economies of your communities
under control, to keep funding to a level that your communities and legislative bodies can understand.
The mayor stated that the group at the conference is probably one of the most powerful groups because
it has the most responsibility of any other government group. The people here control the purse strings.
You are the ones that are accountable for all the taxes, all the revenue that is brought in. You have to
make sure the expenditures are done in a professional way and that it is managed in a professional way
so that all the bookkeeping is in place. Without proper bookkeeping, no government system can survive.
The days where you can just pretend money is coming in and money is going out and governments do
not have to control, understand, or explain it are gone. That was three generations ago. The Mayor
stated that every penny that goes in and comes out has to be accounted for. The government has to
understand why it is spending each penny, and where money will come from for next year, for ten years
from now, for fifty years from now, and for a hundred years from now.

When planning our communities, budgets, and expenditures, we have to look at the multilevel jigsaw
puzzle. If government financial officers can meet this daunting task, the communities will function well
over time. If we do not understand how the pieces fit together, we are going to make a lot of mistakes.
We cannot take pieces from different puzzles, put them together, and expect to get a good a picture.
Each piece of the puzzle has to be worked, massaged, and reformed so that it fits into the puzzle well. If
the pieces are not already formed, we, as governments, have to create these pieces as we go, which is
why the multidimensional jigsaw puzzle may be sort of crazy, and our responsibility may be crazy, but |
applaud all of you for taking on this task.

Governments do run. Governments will continue to run. The way a government is run determines how
and in what form the system will work. We need to be able to use people’s money in the most efficient
way to be able to run the most efficient type of government that we have, so we can create a quality of
life for each of our communities. We want to be able to assure that our families, our friends, and our
neighbors can have kind the lifestyle that we want them to be able to have. How we distribute and
manage our funds will make that really important decision for them.
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The Mayor closed by encouraging guests to try to enjoy the beaches and resorts of Maui. He expressed
his hopes that, at the end of the day, this conference will leave participants with enough information
and energy to be able to go out and run the most efficient types of governments.

Questions and Answers with Hon. Alan M. Arakawa, Hawaii County Mayor
What is the size of Maui’s government and number of government employees?

Maui County has a budget of $603 million and has 2,600 employees. The population is 168,000.

We from the government have to be able to find money. We have to figure out how to economize. In
Maui County, we have switched over to alternative energy options because we are trying to economize,
through changing our systems. Maui is trying to repurpose in order to restrict expenditures. We have to
reorganize, in order to cut expenditures, and change to fit the modern world and to run an efficient
government. For example, many things that we used to rent, we have now built our own in order to
save on rental costs.

Do you have your audits posted?

All of our reports are on the Maui County website at www.mauicounty.gov

What are the two top priorities of the budget and why?

We are working to get infrastructure to level where it makes sense. For instance, our highway system
was on a 50 year maintenance budget, but our roads only last 25 years. We tripled the budget so that
we are on a 25 year maintenance cycle. We are trying to do that with virtually all of our departments.
We are trying to get maintenance to a real cycle, based on actual costs, rather than on a political cycle.
We have to adjust people to what it really costs to live here and maintain infrastructure.

The Mayor encouraged any people with more questions to call or email him.

IGFOA Participant Meeting Expectations

Following opening remarks, IGFOA participants shared their expectations for the three-day IGFOA
meeting. Several topics were highlighted, with a particular emphasis on cash management plans,
Performeter results, and updates on finance office performance measures. The Graduate School
Program Manager, Stephen Latimer, also reminded the group that a pre-conference questionnaire was
shared with each of the finance offices, the results of which assisted with the development of the
conference agenda. The complete list of expectations included:

e Discussing best practices in the finance offices

e Reviewing finance office performance measures

e Learning from professionals

e Ensuring compliance with changing audit standards

e Understanding new GASB updates and finance office implications
e Sharing training and assistance needs

e Getting excited and energized

e Providing ongoing support to office personnel

e Receiving FY13 Performeter results


http://www.mauicounty.gov/
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Reviewing ways to help Component Units reach fiscal compliance
Closing out cash management plans for audit compliance
Improving annual audits, reducing questioned costs, and reducing findings

IGFOA Government Updates and Presentations

Prior to the IGFOA conference, each government was asked to prepare a brief presentation on its
progress on the IGFOA-sponsored financial improvement activities. Specifically, each government
prepared and presented presentations that updated participants on federal grant outreach, government
audit status and performance measures, and cash management plans.

As has been the standard practice at IGFOA conferences, each government prepared a brief
presentation on its progress on the IGFOA-sponsored financial improvement activities, as follows:

Audit status and audit finding resolution

Finance office performance measures

Cash management plans

Outreach to federal grant mangers and federal program coordinators on island

The slides for each government’s presentation have been included as Appendices 2a through 2j.

Audit status and audit finding resolution

s Emeon -
ISLAND GOVERNMENT FINANCE OFFICERS’ ASSOCIATION

Timely Completion of the Audits
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For the first time ever, all eleven insular governments filed their annual audits on time. Two
governments, noted below, received permission to file their audits slightly later than the June 30
deadline. Timely audit completion is a significant achievement and improvement. At the inception of
the audit improvement program in FY2002 the audits were cumulatively 159 months late. It was a
challenge for the governments to organize and push their staffs and their auditors to complete multiple
audits within a single year.

Over the last 10 years, the governments have struggled to balance timeliness with the quality of their
financial statements and audits. On the whole, they have found that timeliness eventually results in
better quality. The finance office is able to address audit and accounting issues quickly and concentrate
on current and future activities rather than continually looking backwards. The results of quality are
reflected in the decrease in the number of financial statement and major federal program qualifications
as illustrated in the tables below.

The majority of financial statement qualifications which remain are due to issues with the governments’
component units. Most federal program qualifications are related to program management, not
financial management. In almost all cases, the Chief Financial Officer for the central government does
not have direct authority over component units or the departments which manage federal programs.
While the Finance Officers can provide training, technical assistance and otherwise highlight issues with
component units and other executive branch departments, the Public Auditors and the Governor or
President are necessary to enforce improvement in those areas.

@] =] [~~e B
ISLAND GOVERNMENT FIQAICE OFFICERS’ ASSOS:IATIDI :
FY2013 Status
FY2002# quals FY2013# quals 1% year for unqualified
83 total 18 total financial audit
14 1 1 qual related to CU
9 7 7 quals related to CU
6 0 FY09
5 0 FYO6
9 0 FYO5
9 2 Close
1 2 FY09
9 0 FYO7
z MARSHALL ISLANDS 10 0 FYO7
(o LU 0 0 FY03
|, | USVIRGIN ISLANDS 11 6 4 quals related to CU
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Finance office performance measures

The finance officers’ presentations highlighted their improvement plans on one or two of their most
challenging performance measure areas. In addition, Guam, Yap, CNMI, Kosrae and Palau prepared
their full financial performance measure dashboards (found at Appendices XX-XX).

The finance office performance measures track those areas which have resulted in a number of audit
findings and those which are most directly related to management of federal funds. Overall, the finance
offices have shown improvement in those problematic areas, yet, as noted in their presentations, each
office still struggles with performance issues.

The table below highlights the areas which each government finance officer determined was their most
problematic. As noted in previous reports, the issues with travel advance collection are long standing
and seemingly resistant to improvement. While the technical and legal issues are not complicated, the
finance officers find enforcement to be difficult without the support of the island leadership.

The IGFOA selected financial measures:

e timeliness of bank reconciliations,

e reduction in overdue travel advances,

e accuracy of estimated revenues compared to actual collections,
e timely completion of the fixed asset physical inventory,

e number of days to process an invoice,
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e timeliness of the SF425 (federal program) reports and
e reconciliation of the federal accounts receivable

were reinforced by Mr Sandy Baz from Maui County. These measures are based upon the criteria that
Sandy noted in his presentation. They are based upon measureable and available data that is numeric,
tells a story of progress (or not) and characterizes the performance of the finance office. Many of the
same measures are also tracked by Maui County.

@[] [ -e I
ISLAND GOVERNMENT FINANCE OFFICERS' ASSOCIATION
Performance Measurement Areas which need Improvement

Fixed Timely Overdue  Federal Invoice
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(not in attendance)

Cash management plans

The island governments finance offices have made significant improvement in the status of their cash
management plans. The Republic of Palau has finalized their plan while noting they would like to make
some improvements and additions. All the other governments have made significant progress in
completing and assembling the components of the plan. Many of the plans are in final draft awaiting a
last review before signature.

The project to develop cash management plans was initiated to address the continuing cash
management findings on the financial audits. The comprehensive cash management plans assemble
the local cash management laws, policies, procedures as well as provide a listing of all cash accounts,
their custodians and their purpose. A major component of the plan is the federal grant cash
disbursement and drawdown procedure.
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While the plan alone will not remove cash management findings, it does allow the government and the
auditor to refer to documented procedures then determine if the government is following those
procedures.

Outreach to federal grant mangers and federal program coordinators on island

The finance officers presented their efforts to train, assist and otherwise reach out to the federal
program coordinators and other departmental finance staff in their government. Some governments
provide regularly scheduled sessions which cover different and timely topics. Some governments rely
almost exclusively on external trainers. Without exception, each finance officer agreed that these
sessions help operations in their own office as well as the local federal program offices. Yet, some
offices are not yet following through with additional sessions.

The challenge remains for every finance office to provide these outreach programs using local staff and
addressing local issues on a regular basis. External trainers should be viewed as the “icing” on a basic
cake of support.

Best Practices

The finance officers’ presentations, the panel discussions, and informal question and answer periods
provided an opportunity for the group to discuss a number of best practices in different areas. Below
are listed some of the highlights of those practices:

Audit relations:

e Use multiyear contracts

e Schedule frequent meetings with the auditors before, during and after the audit

e Insist that the auditors provide findings as they are noted and early in the process

e Meet with the auditors after the completion of the audit to review corrective action plans and
progress towards completing the plans

e Require the auditor prepared cumulative questioned cost summary

e Include requirements noted above in the contract with the audit firm

Fixed Asset Inventory:

e Capture current acquisitions first (stop the bleeding)

e Review capitalization threshold

e Meet with department AOs regularly to emphasize need for and determine the status of fixed
asset inventory

Travel Advances:

e Concentrate efforts on collecting current advances first (stop the bleeding!)

e Ensure you are on firm legal ground for remedies such as withholding from payroll or holding
paychecks

e Withhold a significant fixed amount from paychecks (as opposed to a small dollar or percentage)

e Send collection notice to the head of the department as well as the employee
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Timely payment of invoices using federal monies:

e Segregate federal payments from general and other funds

e Don’t delay processing federal invoices or checks

e Monitor unpaid encumbrance reports

e Meet with department AOs regularly to emphasize need to forward invoices to finance

In general

e Consider an update or review of government financial management regulations

e Select problematic and high profile processes for improvement and review

e Develop a database of all department contacts

e Be proactive and chart your course

e Develop a formal plan with tasks, dates and names for anything you want to get done

Where do we go from here?

After reviewing a short history of the progress in each of the IGFOA project areas, the group was
presented with Citizen Centric Reporting as a possible new project. (See Appendix XX) Citizen centric
reports, as defined by the Association of Government Accountants, are short (4 pages) and highlight the
financial and performance results in areas where the public is most concerned. The argument for such
reports is to provide a means to educate and include the public in budgetary and financial decisions.
The island governments are faced with restricted or diminishing revenues and must make some severe
choices in the types and level of services they provide. Citizens should be part of that decision process.

Since the burden of the preparation of the report is likely to fall primarily on the already busy finance
office, the IGFOA group will carefully consider how to build support in their government and how to pull
in other resources for assistance in the project.

Kalbert Young: Hawaii Transition and Transformation

The Hawaii State Interim Director of the Department of Finance, Kalbert Young, delivered a lunch
presentation on “Hawaii Transition and Transformation: A recap and status of transformative financial
initiatives in Hawaii State government over the last 5 years.”

Mr. Young stated that Hawaii is at a critical transition phase with a new governor taking over. Incoming
Governor David Ige is a fiscally conservative politician that Mr. Young expects to stay the course that
Governor Abercrombie and Interim Director Young have put in place. Mr. Young noted that political
changes happen in government all the time. The main challenge stems from the nature of government
work in a very “target rich” environment—meaning that changes frequently. In addition, government
officials always seem to be working on things from the past. The Interim Director asked, “why are we
still, so to speak, building the ship?”

Interim Director Young reminded participants that government is big business. Government is tasked
with providing a lot of services, often with very little resources, to a public that does not want to pay any
more than they already are. This is why a lot of things that need to happen in government get put off.
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In Hawaii, many things that need to get done have been put off because of under resourcing. The global
recession was less than 4 years ago. The state endured a $220 million revenue decline in 2011 alone.
The Interim Director posed the following question:

“How do you sustain the public services that the public demands and expects, even if they do not
appreciate these services?”

Interim Director Young stated that government finance officials have to make critical decisions to
suspend and cut programs. The State of Hawaii, relative to other states, was in a pretty good position
and, therefore, came out of the recession quickly. By late 2012, Hawaii was fully recovered from the
recession. Interim Director Young is comfortable leaving the office in a much better position than when
he started four years ago. By 2013, the state had already built up its balance to a positive number. This
did not happen organically. The billion dollar increase was created by making difficult decisions.

Now that the state has a positive ending balance, programs have been rebuilt and refunded, but these
funds are not typically stable. The current economic cycle is coming to an end. When is the economy at
the peak? Has the peak already occurred? It is important to know when the peak is coming in order to
prepare for the down turn that occurs after the height. The Interim Director believes the cycle in Hawaii
will be concluding sometime in the next 3-5 years. The next governor is very fortunate to have a strong
state economic situation and an improving economic situation in the federal government. It is easy to
manage government programs when there is a lot of money, but it is difficult when there is little or no
money to spend.

Hawaii currently has the 7th lowest unemployment rates in the country at 4.1%. There are currently
660,000 jobs in Hawaii, which is the largest job count in the history of the state. Construction on the
Rapid Transit System in Honolulu has and will create more jobs and increase revenue.

The other main revenue source for the state, tourism continues to rise. Tourism has peaked in the
following areas:

e largest number of visitors for the third in a row
e highest revenue per available room for the third year in a row
e largest number of air seats coming to Hawaii for the third year in a row

Hawaii needs tourism to continue at this peak!

Mr. Young shared his observation that it is important to look for peaks so that we can prepare for the
downturn that follows. The true work of a financial manager may not be recognized by the general
public or even by elected officials. The true work is how officials manage these downturns.

In the State of Hawaii, transformation issues relate to unfunded liabilities, reserve levels, government
management, and technical resources. Unfunded liabilities relates to pension and other post-
employment benefits (OPEB). Hawaii has led the way in terms of coming up with solutions for unfunded
liabilities. Hawaii also has one of the worst state total unfunded liabilities with pension liabilities of $22
billion and OPEB liabilities of $18 billion. This problem occurred because future liabilities were not
planned for when commitments were made years ago. However the issue must be dealt with now,
before it cripples the future progress of the Hawaii government. Interim Director Young and staff passed
a bill that plans to correct the total unfunded liabilities for the state. Starting in 2015, the bill requires
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that all government employers contribute 20% of their Annual Required Contribution (ARC) to unfunded
liabilities. This increases by 20% every year until 100% of ARC is contributed to unfunded liabilities.
Under this plan, in 30 years, the unfunded liabilities should be minimized.

Transformation takes years of constant pushing and mindful, cognitive attention before any idea gets
traction. Once traction is established though, it is hard to go back. Therefore, once an idea gets going,
the government is on track for change. The State of Hawaii will be challenged to demonstrate the
fortitude to keep this plan going. The challenge of reducing the unfunded liabilities must be planned for
in advance.

Interim Director Young also discussed the current controversy over state pension. The Department of
Finance passed a pension reform that affects new, not-yet-hired employees. These future employees
will receive smaller benefit packages, which is necessary to build a pension system that is sustainable.
There are no easy answers and choices will not always be easily received. The Interim Director urged
financial officers to look across the landscape and see what other states are doing about this problem to
find the most acceptable program for each community and economy.

With regard to technical resources, Interim Director Young mentioned that analytics is more than just
people. It is systems and processes. The State of Hawaii runs a big business with technology from 1980.
Most everything is run on excel. Interim Director Young believes that taxpayers demand and deserve
better than that. Outdated systems are not enough to run the government properly, because the
government needs modern and contemporary systems to make analytical decisions. Only small progress
has been made in updating and modernizing. Financial management system upgrades have to come
from changing the culture of government workers. Without robust, dynamic financial analytics at its
fingertips, a government is not operating in the modern world.

The Interim Director made clear:

“It is imperative to realize that it is not that important who the president is, who the governor is, or who
the director is. Those leaders are not the ones who actually make the changes. It is you and your staff,
the people who are beyond the political transformation. It comes down to the civil servants who have
been there for years and who are committed to government service. They deserve better resources and
tools. These people make transformation work.”

When Interim Director Young steps aside, he knows it is the staff that he has worked with at the State of
Hawaii that will carry forth the transformations that have already been put in place. The faith has to be
in who you leave behind in your government.

Questions and Answers for Kalbert Young: Hawaii Transition and Transformation
What kind of program cuts did you make to help Hawaii recover from the recession?

In 2010 and 2011, a lot of ‘easy’ cuts, like travel and spending, had already been made due to the
recession. When the Interim Director started, there was a hiring freeze, a two day per month furlough,
and a pay freeze for all government employees. Mr. Young looked at many social service programs and
had to cut many of their grants. It was hard, but it was the best practice because it was not affecting
government directly. When the state was able to restore these cut grants, it did. Interim Director Young
augmented the hiring freeze by also not hiring to fill retired employees’ former positions. This put a
crimp on succession planning as the state lost a lot of knowledge. There is now a huge lack of longevity
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among staff, because the state did not hire anybody for three years. Interim Director Young also
refinanced a lot of existing state debt to guard the debt service savings. Rather than kicking the can
down the road to pay later through restructuring, the Director suggested that refinancing is a more
financially responsible choice—so long as payments are not spread out over longer stretches of time.

Did you cut any programs that were not contracted out?

Yes, we suspended and shrank some programs that were not contracted out.
Is there a format or outline to determine whether to cut a program?

Interim Director Young shared his philosophy, which reviewed several metrics:

e Value benefit for every dollar

e Is this a core government function?

e Are there alternative organizations for this service?
e Morality

e Are you okay with cutting this program?

There was a lot of hardship for government employees during this time. We offered all Defined
Contribution (DC) plan participants, who could demonstrate financial hardship, an emergency
withdrawal of retirement funds. A lot of government employees were able to make withdrawals to
mitigate large hardships that the workforce was facing.

Some programs are mandated by law, how did you deal with these during the financial crisis?

We did have to look at federally funded programs, but they were largely spared. We could not cut the
federally required programs. For example, one large expense program we have for to provide is
healthcare for many citizens of the Freely Associated States—so called “Compact Impact.” Hawaii is not
adequately reimbursed for many of these expenses. Hawaii has tried to reduce the burden on the state
to pay for these benefits. This will help put Hawaii on better footing for providing these benefits in the
future. A lot of improvements that have been made have yet to be realized because these changes take
time.

Doesn’t allowing an employee to withdraw from their deferred compensation hurt the employee in the
long run?

We offered this solution to those facing financial hardship from their own 401(k) plans. We allowed
them to withdraw funds from their voluntary retirement programs—not their pension plans. Their
pension plans are different, and employees will still receive their pensions funds upon retirement.

What did you do to address the unfunded expense health program for island nations?

We filed a lawsuit in federal court proposing to have COFA personnel to be qualified under the state
Medicaid program. COFA personnel will have a smaller package of benefits that conforms to Affordable
Care Act requirements.

Would you expand on your plan to reduce unfunded liability?
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The lower the discount rate, the bigger your unfunded liability will be. Some governments are going to
be forced to recognize a bigger unfunded liability because of the discount rate. Starting in 2015, the bill
requires all government employers to pay at least 20% of the Annual Required Contribution to the OPEB
trust fund. Each year this requirement goes up 20% so that in 2016 it will be raised to 40%, then 60%,
80%, and finally 100%. The state will be paying 500 million a year to this deficit over 30 years until the
unfunded liability is paid off. This money will come from government growth.

How does the smaller pension program work?

Employees enter government service knowing the benefits they are going to receive. We are not going
to degrade anyone’s benefit, but future employees will not get the same benefits. The goal is to set the
pension benefit early enough that people can make a decision about whether or not they want to work
for the government. This program gives the pension service a chance to survive.

How do you deal with the political and public backlash?

We live in a different society and people see politics differently. The general population does not
understand that we do not pay enough taxes for the services that are provided by the government. Our
unfunded liability means that we have not been paying enough taxes for 30-40 years. It is important to
convey that the government programs that are in place are not sustainable. Private sector, nonprofit
programs are not government services. Taking away funding from these services is necessary when
there is no money. There was a lot of discussion on increasing the GE tax by .5% to generate income, but
that increases overall tax burden by 20%. The general public had to choose between paying more taxes
and cutting the funds. There was an information campaign to try to get people to understand what their
choices meant.

Sandy Baz: Best Practices in Grants and Performance Management

Sandy Baz, the Budget Director of the County of Maui, addressed the group on his observations of best
practices that have been implemented in Maui to improve grants and performance management. Mr.
Baz’s full presentation has been included as Attachment 3.

Mr. Baz discussed the importance of several best practices that have helped the Maui Finance Office
improve their grants management, financial operations, and performance measurement:

e Strategic Planning. Mr. Baz discussed the importance of both office-wide and county-wide
strategic planning, and its impact in making sure that all parties are working towards common
goals, and encouraging ‘strategic thinking’ among key stakeholders. Mr. Baz made the point
that the outcome document is rarely as important as the process itself. Further, Mr. Baz made
the point that strategic planning should be focused on the present, and should not attempt to
make future decisions, or commit parties to future decisions.

e Performance Measurement. Mr. Baz highlighted the importance of thoughtfully determining
what to measure, and then assessing progress. Mr. Baz helped to develop a performance
measurement document entitled the “Priorities of Maui County” in 2011, which requires
departments to maintain performance measures that link directly to county-wide strategic plan.

e Single Audits. Finally, Mr. Baz suggested that when addressing single audit issues it is often
useful to begin with the end in mind. This notion applies to training, documentation, monitoring
and corrective actions.
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Panel Discussion: Best Practices in Grants and Performance

Management

Following Mr. Baz’s presentation, a panel discussion was convened to discuss the relevancy of Mr. Baz’s
observations, as well as issues and challenges faced by the insular government finance offices. Six
panelists participated, including Kathrine Kakigi (Guam), Juliet Jimmy (FSM National Government),
Vicky Villagomez (CNMI), Levi Reese (American Samoa), Casmir Remengesau (Republic of Palau), and
Sandy Baz (Count of Maui, Hawaii). Ms. Debbie Milks facilitated the panel discussion, asking each
participant to discuss a particular federal compliance issue, and to discuss specific actions taken to
mitigate it.

Cash Management Findings: Levi Reese and Uti Gebauer, American Samoa

Levi Reese first offered an overview of the current American Samoa Treasury. American Samoa has a
new Treasurer, and does not currently have a Comptroller or Deputy Treasurer. From Levi’s perspective,
the current grant problem can be resolved by primarily changing the mindset of people involved in
federal grants. The American Samoa Treasury is trying to grant recipients to consider the bigger picture
of who and what programs are being affected by their money.

Uti Gebauer is in charge of streamline federal grants training to ensure that federal grant recipients
across American Samoa can start to see the bigger picture. Uti commented that the Treasury has
decided to start slowly. The Treasury collected data and began to get to know the key players within
many federal grants. Also, there was a process of learning what the basic Standard Operating
Procedures are. Treasury developed a system for basic processing of documents. The biggest obstacle
was engaging many of the federal grant recipients, so Treasury worked to garner “buy-in,” by invited
inviting every group to openly share issues and problems with Treasury staff. Initially there were no
clear answers and considerable discussion of “your job vs. my job” attitudes. Treasury reiterated that,
without solutions, the government will not grow. In many cases, the central challenge was not that the
employees did not want to do the necessary work, but there were personality issues that were blocking
progress. Treasury now have a streamlined system with basic checklists that make the bigger picture
work.

Period of Availability: Katherine Kakigi, Guam

Katherine Kakigi described several enhancements at the Guam Department of Administration which
have helped with Period of Availability issues. When Guam designed their software enhancements, they
took three common findings into consideration, including cash management. Guam needed a system to
help them because they were underfunded and, therefore, every employee was doing the job of two
people.

As of January 2015, Ms. Kakigi reported that Guam’s federal accountants will able to access the accounts
payable files to tag each invoice that needs to be paid. Then, when the funds are available, AP can see
the accounts that need to be paid. This avoids period of availability problems.

Additional Period of Availability issues will be solved by tagging invoices so that technicians will notice if
there are any problems with grant funds. If there are problems, the point person will be contacted and
informed. This is intended to provide further control over grant cash.
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Sandy Baz, Maui County Budget Director, shared his office’s recent procurement of software called
Amplifund, which tracks incoming and outgoing grants and works with the accounting system to get a
consolidated report on spending. Grant managers can put data into the software to keep track of grant
expenditure.

Fixed Assets: Juliet Jimmy, FSM National Government

Juliet Jimmy, representing the FSM National Government, described the process of logging fixed assets
within her government. Once a fixed asset is processed by procurement, it is given to the various
departments, but then returned to procurement for tagging. If the asset is a laptop, a name is required
so that when the FSM conducts inventory every two years, the government know where that particular
asset is located.

When audit findings relating to fixed assets arise, the main issue usually stems from fixed assets which
were tagged a long time ago, before many current personnel were employed, and these assets cannot
be loacted.

The FSM National government is in discussions with our Department of Justice how to properly take
these lost assets off of their fix assets registry. For those assets that still have value, the government
needs to sign off on them in order to remove these items. For assets purchased with federal funds, the
government will have to communicate with the federal agencies that provided the funds.

Sub-Recipient Monitoring Issues: Vicky Villagomez, CNMI

According to Ms. Villagomez, the CNMI struggles with how to determine a sub-recipient for the
Commonwealth. Pass-through grants require a sub-recipient monitoring agreement, and the CNMI
developed and executed an agreement that outlines the administrative responsibilities for grants.

The CNMI executed a sub-recipient monitoring agreement in FY14, but needs to include an attachment
that explains the purpose of the funds. In FY15, the CNMI executed another SMA with an attachment
that defines the pass-through funding in order to comply with the sub-recipient monitoring funding
requirements.

Ms. Marina Tinitali, Accountability and Insular Policy Specialist from the US Department of Interior’s
Office of Insular Affairs, noted that often the auditors claim that there is a sub-recipient relationship
when in fact there was not one. When is sub-recipient monitoring needed? The easiest way to figure
this out is though a MOA. Governments should monitor to ensure that the distributed funds are being
spent in accordance with the granter.

Timely Reporting: Casmir Remengesau, Republic of Palau

Casmir Remengesau discussed audit findings issues that relate to timely reporting in the Republic of
Palau. In order to ensure timely reporting, Palau has included timely reporting issues in the following
areas of personnel management:

e Annual employee performance evaluations, including both self-assessments and assessments by
supervisors

e Employee oversight frameworks and inter-employee dialogue

e Ensuring the ability to attach PDF files to grant accounts for continuity of reporting

e Annual performance reporting is inclusive of all grant reports
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e Establishing project management units responsible for recipients being in compliance

In addition, Palau is reorganizing the executive branch so that, by the end of December, checklists are in
place to ensure program managers are in compliance with federal grant regulations. Finally, Palau is
implementing measures which create personal liability and adverse action through performance
evaluations when employees are responsible for grant reporting noncompliance.

Government Accounting Standards Board Update: Outside the Pension
Trifecta, Frank Crawford, CPA

Mr. Frank Crawford, from Crawford and Associates, addressed the IGFOA conference on the
implementation of GASB Statements that don't deal with pension issues—namely GASB Statement 65
on Deferred Inflows of Resources and Deferred Outflows of Resources, GASB Statement 69 on
Government Combinations, Acquisitions and Disposals, and GASB Statement 70, dealing with the
accounting and financial reporting issues surrounding non-exchange financial guarantees. The full slides
of Mr. Crawford’s presentation have been included as Attachment 4.

Department of Interior/Office of Insular Affairs Budget Update, Thomas
Bussanich, Director, Budget and Grants Management Division, US

Department of the Interior/Office of Insular Affairs

Mr. Thomas Bussanich, the Director of the Budget and Grants Management Division for the United
States Department of the Interior’s Office of Insular Affairs, delivered a presentation on OIA’s 2015
budget request and budget outlook. Mr. Bussanich’s full presentation is included as Attachment 5.

Mr. Bussanich first commented on the changing nature of the overall budget process in the United
States federal government. In previous years, there was considerable cooperation between the House
and the Senate, and, generally speaking, a much broader level of awareness of the islands. Today, apart
from a few staff members of committees, there’s very little knowledge of what’s happening in the
islands. This situation has only been exacerbated by the death of Senator Inouye, who, as the former
head of the Appropriations Committee, maintained significant knowledge and awareness of island
issues.

Mr. Bussanich reviewed the 2015 budget request from OIA. The 2015 request included a variety of
components, including, Assistance to Territories, Compacts of Free Association (Current), Compacts of
Free Association (Permanent), Palau Compact, and Fiscal Payments. Mr. Bussanich showed that the
discretionary portion of OIA’s budget is limited, and that the vast majority of the budget falls under the
category of “current, mandatory spending.” Given the nature of the small amounts of discretionary
funds, Mr. Bussanich noted that very little of the OIA budget is within his direct control.

The specific budget numbers break down as follows:

Permanent Mandatory - $585.9 million

e Compacts of Free Association - $257.5 million
e Fiscal Payments (Guam Section 30, VI Rum Taxes) - $328.4 million

Current Mandatory - $27.7 million
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e Covenant CIP - $27.7 million

Directed Appropriations - $22.8 million

e American Samoa Operations - $22.8 million

Discretionary Assistance - $32.0 million

e General Technical Assistance - $17.5 million

e Maintenance Assistance Fund - $2.9 million

e Brown Tree Snake Control - $3.0 million

e Coral Reef Initiative - $1.0 million

e Empowering Insular Communities-$3.0 million
e Compact Impact Disc. - $1.3 million

e Federal Services - $2.8 million

e Enewetak - $500,000

OIA S&E- $9.3 million

e Office of Insular Affairs-$9.3 million

Mr. Bussanich discussed the Covenant CIP funds that are distributed in the flag territories of Guam,
CNMI, American Samoa and the United States Virgin Islands. One of the incentives that has grown out
of OIA’s desire to see better fiscal management in the islands is that the allocations of CIP money are
dependent upon competitive criteria that score each of the island government’s financial management.
In 2015. $27 million is anticipated to be spent on CIP funds in 2015.

The “Assistance to Territories” category is the area where OIA provides specific assistance to each of the
island governments. In addition to general Technical Assistance and the Maintenance Assistance Fund,
other programs include the Brown Tree Snake Control, the Coral Reef Initiative, Empowering Insular
Communities, and Compact Impact. Mr. Bussanich noted that the Empowering Insular Communities has
been utilized to fund alternative and sustainable energy projects, primarily through the ENREL program
out of Colorado. While this is a small and competitive program, it is anticipated to grow in 2016 as it is
becoming more a focus for OlIA. Mr. Bussanich also commented on the Insular ABC’'s Program which,
under the Maintenance Assistance Fund, which worked with the Army Corps of Engineers to evaluate
the physical condition of every single school structure in the four U.S Territories, and to then submit a
report to each government. From OIA’s perspective, apart from measuring the structural integrity if
schools, the programs are designed to improve the life and safety conditions at the schools and ensuring
that students are not at risk.

Under the category of Technical Assistance, Mr. Bussanich noted that the Bureau of Economic Affairs
was not sufficiently funded to produce economic statistics in the four territories, and as a result, OIA has
begun funding this activity. Additional activities have included the Graduate School’s PITI-VITI Program,
the Close Up Foundation, Junior Statesman, the Pacific Basin Development Council, the 4 Atoll Health
Care Program (RMI), the Prior Service Benefits Program, Judicial Training, CDC, ,CNMI Ombudsman’s
Office, CNMI Immigration, Labor and Law Enforce. & Forum Economic Labor Dev. (FELD) and, as
mentioned previously, the ABC Schools Initiative.
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Mr. Bussanich discussed the current $2.8 million subsidy to the U.S. Postal Service, and noted that the
actual costs of supplying mail to the Freely Associated States are well in excess of that amount, by many
millions of dollars.

On the issue of Compact Impact, Mr. Bussanich noted that for 2015, OIA was required by the Compact
Act to conduct a remuneration of the number of FAS individuals currently living Guam, CNMI, Hawaii
and American Samoa. OIA allocated $30 million to the four flag territories based on those ratios. Guam
still has the majority of resident Micronesians, followed by Hawaii, CNMI and American Samoa.

After reviewing the permanent appropriations in the FSM and RMI, Mr. Bussanich discussed the current
status of the Palau Compact. The Palau Compact extension which would provide funding through 2024,
has been pending since 2011 before Congress. The current legislative proposal is for $250 million, of
which the direct assistance to Palau is $229 million. While there is currently no opposition to extending
the Palau Compact, the challenge has been in the minutia of budgeting and finding an equivalent
“offset” within the US budget to provide such funding.

Mr. Bussanich noted that fiscal payments relating to the the rum tax in the Virgin Islands has increased
dramatically, due primarily to the relocation of Captain Morgan's to Saint Croix.

Finally, Mr. Bussanich closed by showing the GDP figures for the four flag territories and the three Freely
Associated States.

In response to a question from one of the IGFOA participants, Mr. Bussanich noted that, apart from
sustainable energy and climate change, OIA’s top TA priority is financial management training activities.
OIA would like for governments to highlight the areas that need the most help. Mr. Bussanich suggested
that governments start applications now for 2015 technical assistance grants, as OIA intends to obligate
the money before the end of the fiscal year.

Ethics in Government: Ronald I. Heller

Mr. Ronald Heller addressed the group regarding Ethics in Government. The full content of his
presentation is included as Attachment 6.

Mr. Heller provided an overview of common ethical issues, along with specific examples of ethical lapses
that have occurred in both the private and public sector. Mr. Heller walked participants through the
American Institute of CPA’s (AICPA) Professional Code of Conduct which, in addition to a Code, also
outlines a “conceptual framework” of ethical behavior and responsibility. The AICPA outlines standards
which are designed to protect the profession’s responsibility to the public, to clients, and to colleagues.

With regard to the application of the ethical principles, the AICPA offers specific guidance on consulting
services, and underscores the importance of consultants and accountants maintaining independence.
The relationship between Arthur Anderson and ENRON was provided as one example where more
independence would have been beneficial.

Mr. Heller also covered several ethical issues which are common to the State of Hawaii. Hawaii State
has a formal policy adopted which requires accountants to behave in a manner “consistent with
nationally recognized standards of professional conduct.” Potential disciplinary actions are outlined by
the State for instances in which such standards have not been met. In addition, and in order to ensure
that professional standards are maintained, Hawaii State also requires all licensed CPA firms to
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undertake peer reviews. Maintaining liability insurance and engaging in ongoing ethical training is
required of all state-licensed CPAs on an annual basis. Finally, strict rules governing the security of data,
and outlining civil actions that may occur following data breaches, are embedded in the Hawaii code.

Mr. Heller spent some time discussing Hawaii State’s handling of conflicts of interest. The State of
Hawaii offers guidance as to when a conflict of interest exists, as well as remediable actions that can be
taken to avoid conflicts of interest. Several specific examples were reviewed which provided potential
conflict of interest scenarios.

When considering whether a potential action ethically sound, Mr. Heller recommended the “gut check
test,” in which you ask yourself three questions:

e “How would | feel if my decision were printed in the local newspaper?”
e “How would | feel if my family were to find out about my decision?”
e “How will this decision make me feel about myself?”

Questions and Answers following the Ethics in Government Presentation from Mr. Heller
If there is no mobility rule in Guam, can a US CPA prepare a Guam tax return?

Technically, that would not be allowed. However, Guam is one of the jurisdictions that will pass a
mobility law soon.

Are these confidentiality rules and fines applicable to lawyers as well as CPAs?
Yes. These laws apply to any form that has a client’s personal information on it.
What other kinds of personal information (other than SS number) are protected?

‘Personal information’ is defined in the law. The easiest way to understand it is to think of personal
information in terms of: “Is this information that would assist someone in stealing another’s identity?”
Name of spouse, address, and/or social security numbers of children would be included under personal
information while dollar amounts of accounts might not be. Confidential medical information is
protected under another law.

If you sign a return knowing it is incorrect, but then subsequently make an amendment are you in
violation of the law?

It is only a violation if you are aware of errors when you sign a return. You should refuse to sign an
incorrect return. As an accountant, you have a duty of confidentiality to your client so you cannot report
any wrong information to the IRS.

When do you cross the line when it comes to ethics? Do you violate confidentiality in certain situations?

It is hard to say. You have to use your personal judgment. There are professional standards and human
standards. The courts have ruled against sticking to professional standards. | cannot really answer that
question.

What do you suggest in regards to the issues around travel expenses that many of the governments are
having?
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It’s not so much of an ethics issue, but it is always best to consider the bigger picture of the effects of
any decision. Other things to consider: Is my decision the final one? Or does someone else have final
approval?

Would you allow culture to interfere with professional judgment?

From an accounting standards viewpoint, the rules do not budge much to accommodate cultural norms.

FY13 Performeter Updates: Frank Crawford

In this session Frank Crawford, CPA with Crawford and Associates, offered an overview of the 2013
financial health and success of the islands collectively, as well as the respective “Performeter” score for
each government. The complete slides for Mr. Crawford’s Performeter presentation are included as
Attachment 7.

Mr. Crawford reported that for most governments, the fiscal year ending September 30, 2013 was a
relatively stagnant year, without much change in the overall scores. However, a few governments’ score
slightly increased, some governments slightly decreased, while others virtually stood at the exact same
score as their prior year.

Mr. Crawford opened his presentation with an explanation of “Performeter”:

e The Performeter measures the financial health and success of a government using a scale that
everyone (including decision makers) can understand, 0-10, with 0 = poor, 5 = satisfactory, and
10 = excellent.

e |t uses financial ratios for the evaluation.

e The evaluation is only as reliable as the information found in the annual audited financial
statements and most relevant when the information can be used in a timely manner.

e Relevance and reliability are the key concepts in accountability.

Mr. Crawford reminded participants that the Performeter was developed to enable analysis of financial
information and enable governments to track their score and compare themselves to other
governments of similar size.

Mr. Crawford also reminded participants of the “A.F.T.E.R. Analysis”:

e The A.F.T.E.R. Analysis is very simply an analysis of the status of audit findings, the timeliness of
the submission of the audit and the resolution of certain audit exceptions.

e This analysis can be used to track a government's progress towards eliminating its most
significant findings and exceptions, along with tracking the timeliness of submission to the
Federal Clearinghouse.

Specific to overall FY13 performance, Mr. Crawford offered the following general assessment of the
financial health of the governments:

e One thing that was most noticeable across insular governments was the impact of the rise in the
fair value of investments. For governments with compact trust fund monies, investment income
and the change in fair values of those investments were in the millions.

e Afew governments are continuing expense reductions that were instituted in prior years
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e Pension plan or social security entitlement program woes continue for nearly all, some to a
much greater extent than others

e Fund balance and/or deficits and net position and/or deficits increased for some, decreased for
others, with a few remaining relatively stagnant.

Finally, Mr. Crawford provided an updated overall ranking of the insular governments, as the slide below

indicates:
Current Scores Based on FY13 Audit Data
A 7-10 SCORE INDICATES:
* repetitive positive performances for several years
+ sufficientcash flowsto pay vendors and employees &
+ relatively low tax and debt burdens per capita 4 vap
« ability to consistently live within their means 2 ® com
A 4-6 SCORE INDICATES:
« lower than satisfactory levels of reserves 6 o BONMAES
+ satisfactory capital asset useful lives HOSRAE
remaining s B _at
» moderate levels of tax and debt burdens per ase
CRpeR ® exyor
+ and the beginnings of cash flow issues that s
often delay on-time payments to vendors m i
o 3 [
A0-3 SCORE INDICATES: [ w cuant
« significant unrestricted net position deficitand/or v
a deficitin their general fund unassigned fund 2
bealance
+ a significant tax and/or debt burden per capita

» severe cash flow issues

A Closer Look at the Government Pension Standards, Social Security

Systems and Your Government’s Finances: Frank Crawford, CPA

IGFOA participants reviewed changing GASB standards as they relate to each government’s pension and
social security systems throughout the insular areas. Mr. Frank Crawford, CPA, provided a
comprehensive overview of the upcoming standards, as well as specific information relating to each
government’s unfunded pension liability, and liabilities related to other post-employment benefits
(OPEB.)

This session dealt solely with the accounting and financial reporting issues brought about by GASB
Statements 67, 68 and 71 (the pension trifecta). These standards require that governments begin
reporting their proportionate shares of any unfunded liabilities of government-owned pension plans, in
addition to beefing up note disclosures about the pension plans themselves.
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The complete slides for this presentation have been attached to this document. However, the most
recent information available regarding unfunded pension liabilities has been extracted in the table
below. Collectively, the insular area governments have over $4.9 billion in unfunded pension
liabilities—a growing concern in many insular governments.

Virgin Islands 17.5% 8%-11% 2011  $1.72 bil 59% 46%
Guam DB 23.2% 9.5% 2012 $1.48 bil 36% 47%
Guam DC 5.0% 5.0% - - -

CNMI DC  0.0% 9.5%-11% 2010 $1.57bil  83% 6% - 13%
2:::;:3” DB 8.0% 3.0% 2013 $50.2mil  14% 80%
Palau DB 6.0% 6.0% 2011 $104 mil 39% 26%

Government Action Planning

During a box lunch session, the IGFOA member government representatives assembled in small groups
to develop action plans based on the following main topics:

° Audit Improvement

° Cash Management

° Performance Dashboard
° Departmental Outreach

Each government presented the results of their action planning to the group. Each government’s action
plan has been included as Attachment 10a through 10e of this document.

Conference Close-Out and Evaluations

At the conclusion of the conference, Stephen Latimer, the PITI-VITI Program Manager, distributed
certificates to attendees. Mr. Latimer thanked the conference participants for their engagement, as well
as representatives from the Department of the Interior’s Office of Insular Affairs, for their continued
support of IGFOA.

Conference evaluations were distributed to participants for completion. An evaluation summary has
been included as Attachment 11 to these proceedings.

The next IGFOA Conference will be held in Philadelphia, Pennsylvania, in June, 2015.



Attachment 1: Conference Agenda

Island Government Finance Officers’ Association
Meeting Agenda

December 2 -4, 2014

Wailea Marriott Beach Hotel
Wailea, Maui, Hawaii

The goals of the December 2014 IGFOA conference are to:

e Present and discuss best practices in federal program coordination, finance office performance
improvement, single audit improvement, and cash management.

e Review new GASB accounting principles and standards and develop a plan for the
implementation of these principles

e Provide training to IGFOA members on ethics and management.
e Exchange information on the latest Performeter analysis

e Build government specific plans to implement new GASB standards, improve communication
and fiscal capabilities with federal program managers, enhance finance office performance
measures, develop cash management plans, and improve management skills and capabilities.

Monday, December 1

2:00—-4:00 pm Conference Registration
Registration table located on the Pavilion Lanai outside the Aulani
Ballroom

Tuesday, December 2

7:00 — 8:15 am Breakfast
South Pacific Lanai

8:30-9:00 am IGFOA Conference
South Pacific Ballroom, Mauna Loa Room

Welcome Remarks:
Elbuchel Sadang, Minister of Finance, Republic of Palau
Tom Bussanich, Director, Budget and Grants Management Division,

U.S. Department of Interior/Office of Insular Affairs

Review agenda and introductions

29
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Stephen Latimer, Facilitator

9:00-9:30 am Welcome Remarks
The Honorable Alan M. Arakawa
Mayor, Maui County

9:30-10:15am Government Update Presentations: Status of Single Audits, Finance
Office Performance Measures, Communications with Federal Program
Managers, and Cash Management Plans
Moderator: Debbie Milks, CPA

Presentations (10 minutes each):
Guam
Commonwealth of the Northern Mariana Islands
Federated States of Micronesia
Chuuk
Kosrae
Pohnpei
Yap

10:15-10:30 am Break

10:30-12:00 pm  Government Update Presentations (Continued)
Republic of the Marshall Islands
Republic of Palau
U.S. Virgin Islands
American Samoa

12:00-12:15 pm Group Photo

12:15-1:15 pm Lunch
Puakenikeni Room

"Hawaii Transition and Transformation: A recap and status of
transformative financial initiatives in Hawaii State government over the
last 5 years.”

Speaker: Kalbert K. Young

Director, Department of Finance, State of Hawaii

Questions and Answers

1:15-1:45 pm Best Practices in Finance Office Grants and Performance Management
Presenter: Sandy Baz, Budget Director, County of Maui
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1:45-3:00 pm Panel Discussion: Best Practices in Grants and Performance
Management
Panelists:
Kathrine Kakigi, Guam
Juliet Jimmy, FSM National Government
Vicky Villagomez, CNMI
Levi Reese, American Samoa
Casmir Remengesau, Republic of Palau
Sandy Baz, Maui

Questions and Answers
3:00-3:15 pm Break

3:15-3:45 pm Government Break Out Sessions
Government working groups to develop ideas for eliminating findings
related to federal grants.
(Break-Out Rooms: Vanda and llima Rooms)

3:45 - 4:45 pm Government Accounting Standards Board Update: Outside the Pension
Trifecta
Frank Crawford, CPA

4:45 —5:00 pm Review and Adjourn

5:30 pm Reception:
Pacific Terrace Rooftop

Wednesday, December 3

7:00 - 8:15 am Breakfast
South Pacific Lanai

8:30 — 8:45 am Review results from Tuesday and overview of today’s agenda
Stephen Latimer, Facilitator

8:45-9:15 am Department of Interior / Office of Insular Affairs Update
Tom Bussanich, Director, Budget and Grants Management Division, U.S.
Department of the Interior/Office of Insular Affairs

9:15-10:30 am Ethics in Government
Ronald I. Heller
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10:30-10:45 am

10:45-11:30 am

11:30-12:00 pm

12:00-1:00 pm

1:00 - 2:15 pm

2:15-3:00 pm

3:00 — 3:15 pm

3:15 — 4:45 pm

4:45 — 5:00 pm

5:30 pm

Break

Ethics in Government (cont)
Ronald I. Heller

Small Group Work
Ideas for addressing management and ethics issues in the Finance Office

(Break-Out Rooms: Vanda and Ilima Rooms)

Lunch
South Pacific Lanai

FY 2013 Performeter Updates
Frank Crawford, CPA

Summary of Single Audit Results for FY 2012-2013
Debbie Milks, CPA

Break

A Closer Look at the Government Pension Standards/Social Security
Systems and Your Government’s Finances

Frank Crawford, CPA

Review and Adjourn

Lahaina Trip (Optional)
Bus departs the Wailea Marriott at 5:30 pm.for an evening in Lahaina.

Thursday, December 4

7:00—8:15 am

8:30 —8:45 am

8:45-9:00 am

9:00 - 10:00 am

Breakfast
South Pacific Lanai

Review results from Wednesday and overview of today’s agenda
Stephen Latimer, Facilitator

Marina Tinitali
Accountability and Insular Policy Specialist

U.S. Department of Interior/Office of Insular Affairs

Improving Finance Office Performance: Where do we go from here?
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10:00 —10:15 am

10:15-10:45 am

10:45-11:30 am

11:30-12:30 pm
12:30-1:15 pm

1:15-2:00 pm

2:00 pm Adjourn

Debbie Milks, CPA
Break

Stump the Chumps (CPAs/Auditors)
Debbie Milks CPA, Frank Crawford CPA, Marina Tinitali

Action planning to address (1) audit improvements, (2) cash
management plans (3) accounting standards updates, (4) federal grants
coordination

Government Groups, and (5) ethics training

(Break-Out Rooms: Puakenikeni, Vanda, and Ilima Rooms)

Working Lunch
Report out: Government specific action planning

Conference Wrap-up

e Advancing the plans

e Summary of progress during this session
Next steps
Conference evaluatio
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FY13 Audit Results

# of Financial Statement findings

# of Federal Program findings 29
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35
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FY14 Audit Status

* Contract awarded Deloitte & Touche on October 16, 2014

* Expected issues include interpretation of Small Purchases/Micro-
purchases regulations

* CNMI Single Audit Committee created in June 2014. Committee
includes all department heads and meets once weekly to resolve audit
findings.

* FY 2014 Audit is ongoing

* Expected Audit Draft Completion = March 2015

» Expected Audit Submission = By June 30, 2015
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Federal Programs

“Communicating on Island”

* Formal training and meetings were held during the year by The
Graduate School and independent consultants

Discussions Included:

* Audits

* Emerging Issues in Grant Management

» Review of Omni-Circular (Super Circular)

* Super circular discussion is scheduled for January 2015
* Various program managers attended trainings

Facilitators:
* Mary Beth Saenz, The Graduate School
* Charles Hester, Independent Consultant

Cash Management Plan

Did your government have a cash management finding for

FY2013?
Have you completed the Bank Account Template? NO
Have you documented the Federal Grant Disbursement YES
Process?
Have you documented the Federal Grant Drawdown YES
Process?
Have you documented Other cash procedures (bank NO

reconciliation, deposits, returned checks)?

Was the FY2013 Treasury State Agreement filed on time (if  NO
applicable)?

Is the FY2014 Internal Control Checklist completed and NO
approved?

Is your Cash Management Plan finalized and approved? NO




Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

Performance Measure

Average Number of Days to Process an Invoice
Federal Funds
Target = 30 days from Invoice receipt date to check date
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EY13 Audit Results

# of Financial statement qualifications & findings

# of Single audit qualifications & findings 5 7
Any changes or surprises in the qualifications or findings? No
“ — —
n \ — e ——
gt Financal Statemant Quaiifcations
\ et Federal Program Quuiications
w o —tC Unit Gualé

(=

— months lite

EXYA4 Audit Status

Are the auditors currently engaged?
Not until mid-December.

Any expected Issues or different requests from the auditors?
None.

Any change of procedures or personnel dealing with the audit? No.

Does your government have an audit liaison or an audit committee? Yes, the Pubiic
Auditor from the Office of Public Accountability.

Status of the audit.
FY2013 - Complete.
FY2014 — Begins Mid-December 2074.

Expected completion date of the audit
Before May 31, 2014.
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Eederal Programs

~Communicating on Island:

Describe below any formal training or meetings your office had with your locsl federal program managers in the
last6 months. Discuss plansyou have for future meetings.
Yes, Fixed Assets Policy and Procedures (November 2014).

What were the primary areas of discussion?
The Laws pertaining to Fixed Assets; the Agency's Roles & Responsibilities; and, the SOP required.

Have you discussed or have plans to reviewthe new supercircularwith local federal program managers?

Yes. The University of Guam has invited our office to participate in the Super Circular Workshop.,
In attendance will be 6 Division of Accounts staff, and 7 from BEBMR, DPW, Guam State Clearing
House and GEDA.

How many attendees and/or how many federal programs were
13 attendees. All were representatives of grantees, excep! for the DPW Federal Highway division.

Were the sessions conducted with the aid of extemaltrainers as facilitators?
Yes.

Do you have any follow upissuesorchanges to procedures as & result of the meetings?
None at the moment.

Cash Management Plan

Did your government have a cash management finding for FY2013?

Have you completed the Bank Account Template?
Have you documented the Federal Grant Disbursement Process?
Have you documented the Federal Grant Drawdown Process?

Have you documented Other cash procedures (bank reconciliation, Yes
deposits, returned checks)?

Was the FY2013 Treasury State Agreement filed on time (if applicable)? Filed 08-01-2014

Is the FY2014 Internal Control Checklist completed and approved? No

Is your Cash Management Plan finalized and approved?
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Pernformance Measures

FY 2014 vs FY 2013
_/_/
FY2014 | FY2013 |
@ 9% |

Fixed Assets From 2008-2014 Fixed Assets From 2007-2013
2014 2043
AS400 RedBeam % Tanged AS400 RedBeam % Tagged
2008 242 103 43% 2007 218 65 30%
2009 ] 80 3% 2008 242 103 43%
2010 251 895 3% 2009 26 B0 83%
2011 A 45 49% 2010 251 85 38%
2012 182 113 62% 2011 91 45 4%
2013 402 8z 20% 2012 182 113 82%
2014 755 886 91% 2013 402 B2 20%
2019 1204 0% 1483 583 39%
Why is this measure important?

The measure is important to show the progress of the project. It is a tool that can be used to
examine the triggers for any changes in performances. It is also a decision-making tool to evaluate
the process,

Whatis our plan to improve this measure?
We plan to continue our bi annual fixed assets training. We plan to recruit permanent staffs to
increase our man power for the reconciliation and tagging.

When do we expect to meet our goal?
Our goal is accomplish the task on or before September 2015
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FY13 Audit Results

# of Financial statement qualifications & findings
No qualifications
3 findings

# of Single audit qualifications & findings
3 qualifications
6 findings

Any changes or surprises in the qualifications or findings?
None

FY14 Audit Status

Are the auditors currently engaged?
Yes

Any expected issues or different requests from the auditors?
None so far

Any change of procedures or personnel dealing with the audit? Does your government
have an audit liaison or an audit committee?

Changes to personnel

FSM has an audit resolution committee

Status of the audit.

.Compliance Testing

Expected completion date of the audit

Target May 15, 2015
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Federal Programs

“Communicating on Island”

Describe below any formal training or meetings your office had with your local federal program
managers in the last 6 months. Discuss plans you have for future meetings.

There has been no meetings with the federal program coordinators for the last six months

What were the primary areas of discussion?
Have you discussed or have plans to review the new super circular with local federal program
managers?

How many aftendees and/or how many federal programs were represented?

Were the sessions conducted with the aid of external trainers as facilitators?

Do you have any follow up issues or changes to proceduras as a result of the meetings?

Cash Management Plan

|

Did your government have a cash management finding for
FY2013?

yes

Have you completed the Bank Account Template?

yes

Have you documented the Federal Grant Disbursement
Process?
Yes. Need secretary’s approval

Have you documented the Federal Grant Drawdown
Process?
.yes. Already approved by the secretary

Have you documented Other cash procedures (bank
reconciliation, deposits, returned checks)?

Covered in the draft cash management plan but may need to
be a bit more detailed

Was the FY2013 Treasury State Agreement filed on time (if
applicable)?
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Performance Measure

(insert the area measured where your government has the most problems—as suggested below.)

*Prepare a table or a graph of the change in the measure over the last
several years

*Note your goal for the measure

*Briefly describe why the measure is important

*DETAIL the plans your office has to improve the measure.

OUTSTANDING TRAVEL ADVANCE
AT FISCAL YEAR END
IN MILLIONS

$2.50

$2.00

$1.50
$1.00
$0.50
$0.00

FY2010 | FY2011 FY2012 | FY2013 | FY2014

WOUTSTANDING| o507 | g140 = $150 | $170 | $1.70

AMOUNT
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FY13 Audit Results

# of Financial statement qualifications & findings 1

# of Single audit qualifications & findings
4

Any changes or surprises in the qualifications or findings?  Yes (Period of
Availability — this was
never tested before;
and very strict review
of vendors as nature
of their business.)

A.F.T.E.R. Analysis

2009 2010 2011 2012 2013

Number of F.S. Opinion Qualifications/exceptions 0 0 0 0 0
Number of Major Federal Program Qualifications/Exceptions 0 0 0 0 0
Number of F.S. Findings

A. Internal Control and compliance 0 0 0 0 0

B. Internal Control Only 0 0 0 0 1

C. Compliance Only 0 0 (4] 0 0
Total 0 0 0 0 1
Percentage of findings repeated % k) % % 0%
Number of A-133 Findings

A. Internal Control and Compliance 1 1 1 1 4

B, Internal Control Only 0 0 0 0 0

C. Compliance Only 0 0 0 0 0
Total 1 1 1 1 4
Percentage of A-133 Findings repeated 100% 100% | 100% [100% 25%
Number of months Y/E the F.S. were released 9 9 9 9 9
INumber of qualifications/exceptions related to C.U. 0 0 0 0 0 |
IS of Questioned costs-currant year S0 S0 S0 | SO | $121,682 |
S of Questioned Costs-Cummulative SO SO SO S0 SO ]
S of Questioned Costs Resolved - Current year | SO S0 S0 S0 S0 |
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FY14 Audit Status

Are the auditors currently engaged? Yes

Any expected issues or different requests from the auditors? Yes (Bidding issues,
Federal Compliance — CHC)

Any change of procedures or personnel dealing with the audit? No
Does your government have an audit liaison or an audit committee? Yes (But audit

committee is not active to pursue the FY13 questioned costs)

Status of the audit. - Substantive testing on-going.

Expected completion date of the audit — Before June 30, 2014

Federal Programs
“Communicating on Island”

Describe below any formal training or meetings your office had with your local federal program
managers in the last 6 months. Discuss plans you have for future meetings. — No formal
trainings/meetings conducted. Plan to have a formal training in the next 2 months on new Super
Circular.

What were the primary areas of discussion? — None

Have you discussed or have plans to review the new super circular with local federal program
managers? — To be discussed

How many aftendees and/or how many federal programs were represented? nia

Were the sessions conducted with the aid of external trainers as facilitators? n/a

Do you have any follow up issues or changes to proceduras as a result of the meetings? n/a
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Cash Management Plan

Did your government have a cash management finding for None
FY2013?

Have you completed the Bank Account Template? Yes
Have you documented the Federal Grant Disbursement Yes
Process?

Have you documented the Federal Grant Drawdown Yes
Process?

Have you documented Other cash procedures (bank Yes

reconciliation, deposits, returned checks)?

Was the FY2013 Treasury State Agreement filed on time (if n/a
applicable)?

Is the FY2014 Internal Control Checklist completed and No
approved?

Is your Cash Management Pian finalized and approved? Not vet approved

Performance Measure

Travel Advance
$450 000 00
$400 00000
$350,000.00
$300.000 00
$250.000.00
$200.000.00 PR

$150.000.00
$100 000.00
$50.000.00
S

..:‘:: _____ '2._....‘.'."21:‘...:..

§i585E5EsEEs8 88 RES

§§EES’§§S§EE§"'EE&ZF§

+*Original goal: cut the outstanding by 60%
*Briefly describe why the measure is important: Compliance with FMR, Impact
on General Fund should Federal/Sector TA are not reimbursed on time.
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Detail plans

DETAIL the plans your office has to improve the measure:

*+ Review the list of the Tas

% Recommend write-off of accounts for those not-connected with Government
and payroll allotment for those who are still employed with Government.

% Strict enforcement of the TA policy
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FY13 Audit Results

# of Financial statement qualifications & findings 2
# of Single audit qualifications & findings 3

Any changes or surprises in the qualifications or findings? Our question cost of
194,238.00

FY14 Audit Status

Are the auditors currently engaged? Yes

Any expected issues or different requests from the auditors? None

Any change of procedures or personnel dealing with the audit? None
Does your government have an audit liaison or an audit committee? None

Status of the audit.
Reports and samples were provided and auditors already started with their field work

Expected completion date of the audit

Before June 30, 2014.




Island Government Finance Officers’ Association (IGFOA) , December 2014, Maui

Federal Programs
“Communicating on Island”

Describe below any formal training or meetings your office had with your local federal program
managers in thelast 6 months. Discuss plans you have for future meetings,
None

What were the primary areas of discussion?

Have you discussed or have plans to review the new super circular with local federal program managers?

How many attendees and/or how many federal programs were represented?

Were the sessions conducted with the aid of external trainers as facilitators?

Do you have any follow up issues or changes to procedures as a result of the meetings?

Cash Management Plan

Did your government have a cash management finding for Yes
FYz20137
Have you completed the Bank Account Template? Yes

Have you documented the Federal Grant Disbursement Process? Yes

Have you documented the Federal Grant Drawdown Process? Yes

Have you documented Other cash procedures (bank reconciliation, Yes
deposits, returned checks)?

Was the FY2013 Treasury State Agreement filed on time (if Not Applicable
applicable)?

Is the FY2014 Internal Control Checklist completed and approved? No

Is your Cash Management Plan finalized and appmved? No
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- Performance’'Measure.
~ Chuuk Bank Reconciliation

*Below are 3 measures of our 4 major bank accounts

«Sector Payroll, Non-Sector Payroll, Local General Fund and Sector General
Fund

*1 account is missing because data were not provided on time

+*As for our goal for the 3 measures, we did meet our goals where we were able
to reconcile within our targeted number of days.

*Our goal is to reconcile every month within 30 days

«Data from April 2014 to September 2014 were not provided because recon is
not done on a timely manner

*This measure is important so we’ll be able to identify our weaknesses and
be able to make improvement

*Other reponsibilities were taken away, a partner was immdiately hired to
assist, roles had to be identify and inputted in the recon procedure
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~ Chuuk Bank Reconciliation
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FY13 Audit Results

# of Financial statement qualifications & findings One

# of Single audit qualifications & findings
None

Any changes or surprises in the qualifications or findings?  None

100

-200 |
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w0 of Federal Program Gualdcations
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FY14 Audit Status

Are the auditors currently engaged?
Deloltte was engagedto performthe FY 2014 Single Audit

Any expected issues or different requests from the auditors?

Since FY2014 s a full year that KSG managed US Federal Pass through Grants; more concentration on the major
programs such as Special Education is expected.

Any change of procedures or personnel dealing with the audit? Does your government
have an audit liaison or an audit committee?

NONE.

Status of the audit.

On goeing; the external auditor is currently on site doing the field work.

Expected completion date of the audit

We will target completion before June 30,2015,
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Federal Programs

“Communicating on Island”

Describe below any formal training or meetings your office had with your local federal program
managers in the last 6 months. Discuss plans you have for future meetings.

Conducted workshop on October 15, 2014; the discussions were centered on current procedures on Finance and
Budget. For Federal, the allowable and unallowable costs are further discussed.

What were the primary areas of discussion?

The primary areas discussed were budget preparation including reprogramming. procurements, receiving and
related compliance requirements, inventory of fixed assets and non-capitalized assets, payroll and travel. review
of account classifications, balances and reconciliation, quarterly reporting and other administrative matters.

Have you discussed or have plans to review the new super circular with local federal program
managers?
YES

How many attendees and/or how many federal programs were represented?
22 overall attendees: 4 local federal program

Were the sessions conducted with the aid of external trainers as facilitators?
NO

Do you have any follow up issues or changes to procedures as a result of the meetings?
No changes as of today, but expectingchanges as soon as the revised FMR will be finalized and super circular

Cash Management Plan

Did your government have a cash management finding for

FY2013?
Have you completed the Bank Account Template? YES
Have you documented the Federal Grant Disbursement YES
Process?
Have you documented the Federal Grant Drawdown YES
Process?
Have you documented Other cash procedures (bank YES

reconciliation, deposits, returned checks)?

Was the FY2013 Treasury State Agreement filed on time (if

applicable)?
Is the FY2014 Internal Control Checklist completed and Pending completion and
approved? finalization of cash

management plan
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Kosrae State Government
General Fund
Estimated Revenues vs. Actuals
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* Budget
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Performance Measure

* The State maintains its goal of
meeting the estimated revenues.

GOAL IMPORTANCE

+ To have available resources to
finance Government's obligations
(payroll and non-payroll). To
continue the delivery of servicesto
its constituents without funding
fimitations. To avoid operating the
governmentin a deficit mode.

PLAN
a. The leadership of Kosrae
has requested the FSM National

Government leaders forthe
temporary change in the FSM
Revenue shares distnbution
formula from 50%-50% into much
higher distribution like 80%-20% in
favor of the State; pending the
URA implementation

b. Pro-active approach in
support of forelgn investment to
boostthe private sector.

c. Ensure for FSM National
Government's immediate
implementation of all infrastructure
projects in Kosrae. Infrastructures
triggers increase in both local and
FSM taxes.
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Kosrae State Government
Travel Advance Current and Overdue

$160.000.00
$140.000.00
$120 000.00
$100.000.00

$80.000 00

« Carront

£80.000.00 nTotal Overdue
$40.000 00

£20.000.00

Performance Measure
| GOAL |  IMPORTANCE | PLAN |

+ 50% reductionin overdustravel  + The management believes that * The State's Financial
advances. meeting the target that has been Management Regulation (FMR) is
set is a measure of good currently being reviewed and
governance and its performance.  revised putting emphasis on
several issues including travel
advances. The revision is
expectad to be completed by
January 2015. In consultation with
the State's Attorney General; non-
filing and non-payment of
outstanding advances and
overdrawn TA, will be dealt with
through any available legal means.
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FY13 Audit Results

# of Financial statement qualifications & findings 4
# of Single audit qualifications & findings 2
Any changes or surprises in the qualifications or findings? no

Yap State Government

— Enancis
Statement
CQualficabions

o

— Eorerol
4 Program
Quaticatons

— Comporent Unit
3 Qualficabons

2 w— OTENS |31E

FY14 Audit Status

Are the auditors currently engaged? yes

Any expected issues or different requests from the auditors? no

Any change of procedures or personnel dealing with the audit? Does your government
have an audit liaison or an audit committee? Aim to hire temporary accounting expertise
to put together financial statements for two component units.

Audit committee not active for past three years.

Status of the audit.

Field work vet to begin.

Expected completion date of the audit

Before June 30, 2015.
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Federal Programs

“Communicating on Island”

Describe below any formal training or meetings your office had with your local federal program
managers in the last 6 months. Discuss plans you have for future meetings.

What were the pnmary areas of discussion? Finance office continues to work with local federal

& M E S1d Prog & (O WU alic ZUIAS OSE QUL repo or 'egera
grants.

Have you discussed or have plans to review the new super circular with local federal program
managers? We have requested counte: at FSM National Govt to inate

whole FSM.

How many attendees and/or how many federal programs were represented? No formal trainings
conducted yet,

Waere the sessions conducted with the aid of external trainers as facilitators? No

Do you have any follow up issues or changes to procedures as a result of the meetings? We hope
coordinate future trainings and continue collaboration with grant managers.

Cash Management Plan

Did your government have a cash management finding for
FY2013? yes

Have you completed the Bank Account Template? yes

Have you documented the Federal Grant Disbursement
Process? yes

Have you documented the Federal Grant Drawdown
Process? yes

Have you documented Other cash procedures (bank
reconciliation, deposits, returned checks)? yes

Was the FY2013 Treasury State Agreement filed on time (if
applicable)? not applicable

Is the FY2014 Internal Control Checklist completed and
approved? yes

Is your Cash Management Plan finalized and approved?
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Travel Advance Performance

Yap State Government
Travel Advances Current and Overdue
$600,000 Target = 100% current

$500,000 |
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Why is this measure important?

Outstanding travel advances will become uncollectible
when a grant expires or when a traveler leave
government. When an advance cannot be collected, the
general fund bears the expense even if grant funds could
have been utilized.
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What is our plan to improve this measure?

« We deny perdiem advances to employees who have
outstanding expense reports for prior travel advances
and would only release their advances when they fill out
a payroll allotment application or file the report. We will
collect from paychecks when expense reports are not
filed or withhold from perdiem due to traveler when they
request travel advance.

When do we expect to meet our goal?

4" Quarter FY2015. This specific item had been quite
problematic for us. At first we were tracking both the
outstanding travel advance and the travel accounts
receivable together. Then at the end of FY2013, we
segregated the two and kept track of the outstanding
travel advances only. Unfortunately, we were not able to
segregate the data for those before 9/30/13.







Attachment 2h: Government Update: Republic of the Marshall Islands

73



Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

RMI GOVERNMENT
IGFOA Maui, Hawaii
December 2014

Outline of Presentation

e Audit status and audit finding resolution;
eCash Management Plans;

» Qutreach to federal grant managers and
federal program coordinators on island;

eFinance Office Performance Measures; and

eAction Plan Updates
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Completion Date | Likely to be Totai # of findings | No. of repeated Cumulative
Unqualified? findings Questioned Costs
October 30, 26i4 7Financiai Financial Financial
Yes 15 7 $2,355,004
A-133 A-133 A-133 Total QC forFY13
Yes 7 5 $71.297
Expected | Major issues to address forthe upcoming | Any expected changes in audit
Completion audit qualifications or findings?
date
June 2015 | Yes, replacement of financial advisor and | None
‘ potential delay of same component unit
Document Completed? Reference (regulation#, procedure, etc)
Government Cash Policy On-going
Bank Account Template Complete
General Cash Procedures | Complete
Treasury State Agreement | On-going
Average Clearance Pattern | On-going
Federal Cash drawdown On-going
tracking sheet
Federal Cash drawdown Complete
procedures
Cash Internal Control On-going
checklist
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Performance Measures/Lean Govt

Fixed asset physical
Inventory

Travel Advance Collections

Bank Reconciliations

Invoice Processing Days

Was the physical inventory
completed as of 9.30.20147

% of travel advances over 30
days asof 9.30.14

Whal is the status of your bank
reconciliabons as of 9.30.147
All furxds except GF still
outstanding

How many days does il take
fo process a federal invoece

Apnl 2014=4

Any fixed assel findings on
the audit? Yes repeated

How much improvement is this
over the % as of the previous
year? Quanity

Any audit issues related 1o bank
reconciiabons?Untmely

What is your target # of days?
10 working days

Does your government have a
plan to complese the fxed
asset inventory, If not yet
completed?

Any new pobaies or procedures
Intiated to collect advances?t
Pobkcy on set smourt of payrol
deduction ranging from 75-
250/biwkdy

Any acbon steps initated 10
ensure timely reconcikations?

What does your office doto
reduce the ime It takes 10 get
an ivoice from a department
into finance for processing?

Federal Program Updates

* Ongoing quarterly meeting with RMI Fiscal

Officers Association

« Capacity building

* Indirect cost negotiated rate
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Dec.2014us
# Task Responsibility  Target Date Stat Comments
Sept. 30y [There remains works to be
1 Complete the Cash Plan Clarence 1On-going done
Work with the l2an team and
hink with performance
2 [Employee Engagement Clarence Sept. 30 |On-going measures/ Working with PSC
Conduct an employee satisfaction Sept. 30
survey On-going
3 [Uniform Grant Guidelines il
Review and train on changes in grants Link with SOPs under
management Kayo Sept. 30 development

i

Pension Plan

Develop a plan to amend the
contribution levels and benefits
{including a redefinition of

"dependents") of the RMI Social Sept. 30
Security system Minister Ading
S{Traved Policy lim Hickfins Sept. 30 \With Cabinet for approvl
_Gindirect Cost im Hicklins
Final review by
7llmprest Fund Policy Clarence Dec, 2014  |MOF,
8Lean PR{PO process Kayo/Clarence [Sept. 30 [Completed Implemented Oct. 2014 o FY15,

Kommol tata!

Q&A
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FY13 Audit Results

# of Financial statement qualifications & findings 22 findings
# of Single audit qualifications & findings 8 qualifications
18 Findings

Any changes or surprises in the qualifications or findings? NO

» —

s 2T mancial Statemert Qualficatsons
s Federn] Program Quaificanons
sz Component Urst Qualifications
o Months lace

FWo3 Wog oz FYo6 FYor FYod FYog P Fra P iz

FY14 Audit Status

Are the auditors currently engaged? Yes

Any expected issues or different requests from the auditors? Minor issues

Any change of procedures or personnel dealing with the audit? Does No. However wearein the

your government have an audit liaison or an audit committee? process of forming an audit
committee
Status Of[he audit. Ongoing compliance audit

Irial balance, schedules,
etc, will be submitted end of
Dec 2014

Expected completion date of the audit May 2014

Before June 30, 2014.
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Federal Programs
“Communicating on Island”

Describe below any formal training or meetings your office had with your local federal program
managers in thelast 6 months. Discuss plans you have for future meetings,
“Meetings with Program managers MOH

-FY2013 Compliance Audit Report

What were the primary areas of discussion?
*Findings mainly question cost

Have you discussed or have plans to review the new super circular with local federal program managers?
“We have sent via email the information about it, but we have not schedule a meeting to discuss. We
would nneed help from DOI to do a training course in Palau or give invitation to us for future training on
the new super circular so that the program managers and MOF can attend.

How many attendees and/or how many federal programs were represented?
"Most of the Program managers attended the meeting including their Budget officers and AOs

Were the sessions conducted with the aid of external trainers as facilitators?
*Local

Do you have any follow up issues or changes to procedures as a result of the meetings?

Cash Management Plan

Did your government have a cash management finding for Yes
FYz20137
Have you completed the Bank Account Template? Yes

Have you documented the Federal Grant Disbursement Process? Yes

Have you documented the Federal Grant Drawdown Process? Yes
Have you documented Other cash procedures (bank reconciliation, Yes

deposits, returned checks)?

Was the FY2013 Treasury State Agreement filed on time (if /A
applicable)?

Is the FY2014 Internal Control Checklist completed and approved? No

Is your Cash Management Plan finalized and approved? Yes. We've submitted it
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=

Performance Measure

# of Days to process an invoice

- v of Deys

s Target

Quarters

Performance Measure —

# of Days to process an invoice

Why is this measure important?

The “days to process” should measure if we perform
within our goal of 20 days to process federal grants
invoice. Invoices that require advance payments or
within three days are also included in this measure.

Federal grants invoices should be paid within grants
budget period and liquidation period. Anything beyond
those periods will result in non-compliance of Period of
Availability.
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Performance Measure _——
#-of Days to process an invoice

What is our plan to improve this measure?

Last meeting we noted that:

*To re-establish the process that vendors will directly send the
invoices to Finance-Accounts payable section instead of
giving them to the government agency and then the agency
sends them to finance.

*The accounts payable supervisor and staff will work with
Chief of DF&A and identify any issues that cause delays of
processing and improve them.

*Chief of National Treasury continue to identify payments that
are over due within 30 days and disburse payments within
that given time.

Performance Measure ]

# of Days to process an invoice

* Update:

+ Currently working with vendors to send invoices
directly to MOF.

- We have segregated grants invoices from all other
invoices to be processed as soon as possible.
Grants invoices are priorities when submitted.

+ Invoices get paid when ready for disbursements

When do we expect to meet our goal?
* May 2015
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- SE— ‘/
Mahalo, Sulang & Thank

you!lll
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Intfroduction

Uti Gebauer, Cash Management Specialist /
Analytical Unit Manager

- Levi Reese, Chief Accountant / Accounting Manager

= Carri-Lee Magalei, Senior Accountant / Audit
Coordinator

FY 13 Audit Results:

1 financial statement qualification (component unit)
7 financial statement findings
11 single audit qualifications

10 single audit findings

Surprises? FY13 CMIA not completed




Island Government Finance Officers’ Association (IGFOA) , December 2014, Maui

FY14 Audit Status:

Auditors currently engaged
= Different requests: Analysis worksheets
= Audit liaisons: Carri-Lee and Uti
- Status of Audit: In process

- Expected completion date: Before June 30, 2014

Cash Management Plan:

Yes, we had a finding for FY201 3.
= Yes we completed the Bank Account Template

~ Yes we have documented the Federal Grant
Disbursement Process

~ Yes we have documented the Federal Grant
Drawdown Process

=1 FY2014 control checklist completed and approved
CMIA 2014 is finalized and approved.
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Performance Measures:

=
Grant No more than 1 Steady
reconciliations 30 days past Improvement ﬁ
completed ona due
timely basis
Reconcdiliation Daily Recon 0 % reduction  No significant
and Reduction Oct 1 = Nov improvement ﬂ
in Federal 30, 2014
Grant
Receivable
balance
Outreach Program
=

First Training Session

1 Held on 9/16/2014

w Participants: 5 Grant Analyst, Chief Accountant, Cash
Management Specialist (7 participants)

= Review of Standard Operating Procedures

= Internal Treasury Policies and Procedures

» Expected workflow (Analysts are the driving force)
I Introduced Formal Notices to Grantees

» 15 day Notice - cut off for GL entries

» 30 day Notice — pending closure of program

» Communication to Director, Treasurer, Grants Supervisor &
Department Financial Officer / Program Managers
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Follow up Tasks & Issues
| ==

Monitor Departments with timely submission of
reconciliation reports.

7 If reports are not turned in, Grant Analysts are to
remind Department Financial Officers of duties and
responsibilities.

- Get to know existing and new Financial Officers;
gauge their skill level.

7 Schedule departmental training on grant draw
downs.
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Second Training:

|
-1 Second Training Session (10/15-10/17/2014)

o1 Goal: foster open communication between
Department Officers and designated Grant Analysts.

= Introduce Department Financial Officers to “Check
Lists.”

=1 Establish database for Department Financial
Officers.

2 Create monitoring system to keep Grantees in
compliance.

2 Develop network of Department Financial Officers to
share best practices.

a2 Develop specialized training to promote better
communications between Grant Analysts and designated
Department Financial Officers.
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Thank you
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Single Audit
Starting with the end in mind

Strategic Planning
Performance Measures
Training
Documentation

Monitoring

Corective Actions

Strategic Planning

= Why Do a Strategic Plan?

= What is Strategic Planning?e

= How Strategic Planning Works?
= Countywide Priority Results

» Strategic Thinking

= Strategic Planning Process

= Developintg a Strategic Plan
Documen

= |mplementing Strategic Plans
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Why Do a Strategic Plan?

»Sets a road map

= Budgetary decisions
» |nternal and external communicationstools
» Clear guidelines for accountability

= Compliance

What is Strategic Planning?

» A systematic process through which an

' organization o%rees on, and builds commitment
among key stakeholders to, priorities that are

essential to its mission and are responsive to its

environment. (alison & Kaye, 2005)

\ creative process for identifying and
accomplishing the most important actions in view
of organizational sirengths, weaknesses,
opportunities and threats. (ap. chandier. 1942}

= A systematic way to manage change, create the
best possible future, and guide the acquisition and
allocation of resources to achieve Countywide
priorities. (Conneilly, 2005)
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What is Strategic Planning?

= Simple Sfrategic Planning Model

Interest + Environment = Strategy

Where:
Interests = what the organization wants to
achieve
Environment = conditions controlling decisions

Strategy = plan for attaining interests given
environmental opportunities and constraints

What is Strategic Planning?

= Elements of Strategic Planning:

Formulation of the mission in light of @
changing external environment

Development of a strategy to achieve the
mission

Creation of an organizational structure o
deploy resources to accomplish goals
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What Strategic Planning is
note
= Strive to understand the future but does not attempft to make

| future decisions

= |nvolvesanticipating the future but decisionsare made in the
present

» Sefcounty code orregulation

» Creative process- the decisions made today may aiter those
Mmade yesterday

Key Concepts

Leads to action

= Builds a shared vision- value based

= Allinclusive - participatory process

» Externally focused - sensitive to the external environment
= Bgsed on data

bpenness to questioning the status quo

Key part of effective management
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How Strategic Planning
Works?

= Sets the base of your exisience
= The process calls foran order and a pattern to keep focused

= [t implies that some decisions and actions are more important than
others

» Caoh be challenging, complexand messy

How Strategic Planning
Works?e

= Planninginvolves:
®» Setting goals
®» |Inderstanding what we do now
®» Prediching lulure scenanos
®» ‘Determining the besf responses 1o the future
- Understanding and prontizing resources

= linkage to the Countywide's Pnority Resulls
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Strategic Thinking

= Are we asking the right questions?

= Are we doing the right thing?

” Strategic Thinking
7 @"\
Q Q
Reality Future
o Stratq; m A
Creating Algnment

From Jeonne M. Lsdtia Linkeng Stratege Thikang with Stratege Pameg

Strategic Planning — Process
Considerations
= Aligned

= Goal-oriented

= Fact-based

» Based on Broad Thinking
= fFocused

Agreed upon

» Fngaging

» Adaptable
Implementable
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Bassic Steps in Strategic
Planning Process

Getting ready
Articulating the mission/vision
Assessing the situation

Developing strategies, goals, and objectives

A

Writing the plan

Bassic Steps in Strategic
Planning Process

| 1. Getting ready

Is there fime fo plan?

Who will participate?

Will funds be needed?

Gather data

Identify the data to be collected
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Bassic Steps in Strategic
Planning Process
1. Geftting Ready (Cont'd):

Planning Team: Director, deputy, division chiefs
Timeframe: Two Weeks to One Month

Format: Regular weekly meetings, at minimum
Guidance: Budget Director and Budget Staff
Input: core staff, decision makers, users

Research (Internal): Historical budgets, expenditures,
resource summaries

Research (External): Economic outlook

®» Products: Budget projections, a final written plan

Basic Steps in Strategic
Planning Process
2, Articulating the mission/vision

®» Are they relevant for the work of
the organization?

® Do they reflect the work of the
organization?

®» Are the purpose and values still
relevant?
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Bassic Steps in Strategic
Planning Process

3. Assessing the Sifuation

- Clear eyed look at the current situgtion

=» Who are we?¢
= Where are we now?e

A knowledge - based look af future scenanos
An awareness of resources
SWOI

Highlighting crifical ssues

Pnontizing based on resources

Bassic Steps in Strategic
Planning Process

4, Developing Strategies

Strategies - broad approaches

Goals — general and specific results sought
Objecfives — who, how and when

Can take time and flexibility

Leadership must agree on prorities

New insghts may emerge at this step

May change the thrust of the mission statement

Overall outline of the organization's directions
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Bassic Steps in Strategic
Planning Process

| 5: Writing it Down
- Who drafts the plan?
How long s i1¢
- Who agrees io the plan?

o The plan must provide sufficient detall to serve as g

auide to getting results

Developing a Strategic Plan
Document

Strategic Triangle

S
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Developing a Strategic Plan
Document

Mission Statement

Vision Statement

Values

External Challengesand Opportunities

Internai Capacity and Financial Heaith
/ Performance Analysis

N o RN

Goals

Objectives

Strategles

10. Performance Measures

Developing a Strategic Plan
Document

Mission Statement

» What is a mission statement?

= Brief, high-level description of
your desired outcomes and
values

» |ncludes the business of the
organization to achieve its
purpose




Island Government Finance Officers’ Association (IGFOA) , December 2014, Maui 105

Developing a Strategic Plan
Document

| 5 Mission Statement:

| w Finance (County of Maui)

Developing a Strategic Plan
Document

.‘ 2. What is a Vision Statement?

| » Statement of values that guide the
accomplishment of the mission

/ = The most global concept

= The successful accomplishment of the
mission
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Developing a Strategic Plan
Document

3. Values

| ®» A statement of the organization's beliefs and
behaviors

» Helps establish a reference for how members
- and employees carry out their work

Developing a Strategic Plan
Document

External Challengesand Opporfunities

-

| - Assessment of opportunities and threats [outwaord looking)

-
- Ifwe do not impt =gic pkan, whot are the threots? (e, inan
mergency, we' d to respond. ineligible for federal grants
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Developing a Strategic Plan
Document

s. Internal Capacity and Financial Health
| - Assessment of strengths and weaknesses (in-ward looking)
- What are gur other strengths? (L2, expenenced stalf, funding. autharity,
political support, communications infrastructure, marketing, etc.)
- What are our weaknesses? (Le, lack of stall, lock of funding, lack of

expertse, disagreement on goak and priorities, efc.)

Developing a Strategic Plan
Document

6. Performance Analysis

| = Talls the story of how the department intends fo brdge the distance

between where it s today and where it would like 1o be in the future

- Describes the nature of those gaps
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Developing a Strategic Plan
Document

y £ Goals

' ». Broad, high-level, ssue-criented
- Statermments of outcomes that an organization will strive to achieve
- Should fit well with the mission statement and values
- Must answer the question:
o What must we do to occomplsh our mission or achieve g result?

Developing a Strategic Plan
Document

8. Objectives

| - Breaks down the goals into smaller, more spedcfic pieces
- Describe measurable results
- Provide an operational way to know if your strategies are successfully

moving toward your goal.
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Developing a Strategic Plan
Document

9. Strategies

| - Statements of methods te achieve an objeclive
- State "HOW™ goals and objectives will be achieved
- Guides the near-term work and activities to achieve goals and

objectives,

Developing a Strategic Plan
Document

10. Performance Measures

| - Numernc descriptions of an agency's works and resulls
- Based on daia
- Tells a story about whether a department or agency or aclivity &

achieving the desred objectives, and if progress & being made o

attain goals
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Developing a Strategic Plan
Document

10. Performance Measures (Cont'd)

» Example County of Maui
Department of Finance Handout

Implementing Strategic
Plans

B Ist step: Think about “how' you willapproach the
| Implementation of your Strategic Pian.

- How will you "divide and conquer™ by priontizing strategic goals?

- Who s responsible for deliverng on each goals?
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Implementing Strategic
Plans
» 2nd Step: Phasing and Milestones

» |dentify what is feasible in the operating climate
you are working within.

»  Establish a schedule for implementing your goals.

m»  What is the breakdown of proposed phases and a
timeline with major milestones?

= Based on available time, and in consideration of
resources, what is realistically achievable?

®» Are we looking at a phased implementation?

» What are the target dates for the completion of
each phase?

Implementing Strategic
Plans

39 Step: Budget Plan

Address how you propose 1o obtain funding required o implement
your plan

Understand the budget cycle
How are we funded?

How can we redrect existing funding to achieve our goalse

How can any other required slalf positons be allocaled and
fTunded?

111
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Implementing Strategic
Plans

= 4" Step: Action Plans and Operational Plans

| - Ask divisions or business units 1o prepare achon plans or division wWork
plans.
- Provide concrele steps to implement the agency’s selecied

strategies

- Help management frack effectiveness and success

Performance Measurements

= What is a Performance Measurement?

= Why We Should Measure Performance?
= How We Use Performance Measurement?
» Where are We?

= Where We Want to Go?

How You Can Gef There?
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What is a Performance
Measuremente

| = |nvolves determining what
to measure, identifying data
collection methods, and
collecting the data.

= Evaluation involves assessing
progress toward achieving
performance expectations.

What is a Performance
Measurement?

»Performance Measurement
and Evaluation:

® Components of performance-based management, 4
sysiematic application of informafion generaied by
performance plans, measurement, and evaluation to
strategic planning and budget formulation
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What is a Performance
Measuremente

= \What is a Performance
Measure?

® Quanfifiable expression of the amount, cost, or result of
activities

®» |ndicates how much, how well, and al what level,
products or services are provided to customers dunng a

gven lime penod

What is a Performance
Measurement?

. =Performance Measures (cont'd):

| » Characteristics of Good Performance
Measures:

= Raelevant

®» Understandable
» Timetly

» Comparable

= Rellable

w» Cost effective

- e
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Why We Should Measure
Performance?

. =»Performance Measurement:

' ®» mproves the management and delivery of products and services
®» Improves communications intermaclly ond externally
®» Helps justify programs and ther costs
=’ Demonsirates accountabiity of taxpayer resources
/

/m Possible compliance with laws

How We Use Performance
Measuremente

= Three basic purposes:

1. Providing measurable results to
demonstrate progress towards
goals and objectives

2. Determining the effectiveness of
your department

3. Characterizing the performance
of a work process
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Where are We?¢

. =|n 2011 Budget Office and

. Department of Management
began the process of becoming
more “results-oriented” by
developing the “Priorities of Maui
County"

Where We Want to Go?

. =Develop departments or agencies
| Strategic Plan
»Departments must have performance

,/measurement systems to support their own
/ planning and evaluation activities

Develop a Performance-Based Budget
that links with the County’s Strategic
Plan
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e

How You Can Get There?

Where to Look: Performance Linking

Looking Up: Tying Into Departmental Systems

Looking In the Mirror: Measuring Performance

Looking Down and Across: Coordinating Your Measures

Looking in: What Performance Measures Won't Tell You

Where to Look: Performance
Linking

| “What's the use of running fast if

you're not on the right road?”

Old German Proverb

117
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Where to Look: Performance
Linking

Infernal = within the department, divisions, programs, employees,
| efc.

Annual budget
County’s Priority Results
@ther programs

/ Other departments

External - e.g. customers, confractors, other organizations

Looking Up: Tying Into
Departmental Systems

“You got to be careful if you don’t
know where you're going
because you might not get
there.”

Yogi Berra
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Looking Up: Tying Into Departmental
Systems

| » Sfrategic Management
System

» Department's performance
measurement system is
automatically part of the
Countywide’s Strategic Plan

Looking Up: Tying Info Departmental
Systems

Budget
Formulation

Planning
Budget

Evaluation l Execution
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Looking Up: Tying Into Departmental
Systems

. = Performance Based
Management

/= Displayed with Strategic
"~ Management System

Looking Up: Tying Into
Departmental Systems

Strategic Plans,
Guidance,
| Recommendations

Budget
ulation

Planning

Analysis Resource
and Allocations

Reports

Budget

Evaluation ! Execution
and L

Information e
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Looking Up: Tying Into Departmental
Systems

= Existing departmental
measures

/= Check for applicability

Looking In the Mirror:
Measuring Performance

“If you don’t keep score, you're
only practicing.”

Tom Malone, President

Milliken Company
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Looking In the Mirror:
Measuring Performance

be Frameworks for developing organizational performance
| measures

Developing program performance evaluations
Steps to developing performance measures
Quality Assessment

Looking In the Mirror:
Measuring Performance

1. Frameworks for developing

organizational performance measures:

» Consider conceptual frameworks to stimulate
thought about what should be measured

/ = Needed to organize your thoughts, identify
common vocabulary, and ensure
appropriate coverage
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Looking In the Mirror:
Measuring Performance

,‘ 1. Frameworks for developing
| organizational performance
measures (cont'd):

/= Examples of Useful Frameworks:
" » “Sink and Tuttle" Framework

= “Performance Improvement Measurement
Methodology" Framework

» “Balanced Scorecard" Framework
= “Family of Measures" Framework
» “Program Logic Model" Framework

Looking In the Mirror:
Measuring Performance

. 2. Developing Program
| Performance Evaluations

= Subjective Assessments
" = Future Outcomes

®» Research Roundtable
Methodology
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Looking In the Mirror:
Measuring Performance

3. Steps to Developing
| Performance Measures

= (se a collaborative process

/= Describe your department
' processes

» Design the measurements
» Collect data
» (Jse the data

= Confinually improve the
measurement process

Looking In the Mirror:
Measuring Performance

4. Quality Assessment

» Determination of how well the
department has implemented
a performance based
management system
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Looking Down and Across:
Coordinating Your Measures

| “Coming together is a beginning.
Keeping together is progress.
Working together is success”

Henry Ford, Founder,

Ford Motor Company

\

Looking Down and AcCross:
Coordinating Your Measures

. = |dentify challenges

= Partner with all affected
parts of the department

Focus on desired outcomes
®» |mprove communications




126 Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

Looking In: What
Performance Measures
Won't Tell You

|

| 1. The cause and effect of outcomes are

not easily established

2,/ Poor results do not necessarily point to
poor execution

3. Numerical quotas do not fix defective
processes

Looking In: What
Ferformance Measures
Won't Tell You (Cont'd)

|

| 4. Measurements only approximate
the actual system

5. Performance measures do not
ensure compliance
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Historical Performance
Measures in Finance Department

. = Accounts Program
| FY10 | FY11 FY 12

Performance Measures Actual | Projection | Projection
AP checks processed 49,246 | 50,000 50,000
Average days to process payments 30 45 30
/Am« of payroll checks 62,746 58,000 62,000
processed
Average days to process premium 7 7 7
pay

Single Audit
Starting with the end in mind
| 2
= Training

= Documentation
= Monitoring

=» Comrective Actions
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Mahalo!
Thank you!

Questions?e

Email: sandy.baz@mavicounty.gov




Attachment 4: Slides—Government Accounting Standards Board
Update: Outside the Pension Trifecta, Frank Crawford, CPA

GASB Update:
Changing the Light bulb

2013 IGFOA

Presented by Frank Crawford, CPA
Crawford & Associates, P.C.
www.crawfordcpas.com
frank@crawfordcpas.com
@fcrawfordcpa (twitter)

, ASSOCIATES

129



130 Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

What we will cover in this session (that they
have only given me 60 minutes to cover...)

» GASB Statement 60 - Service Concession Arrangements

» GASB Statement 61 - The Financial Reporting Entity Omnibus

» GASB Statement 62 - Codification of Pre-1989 FASB and AICPA
Pronouncements

» GASB Statement 63 - Reporting of Deferred Inflows, Deferred
Outflows and the Statement of Net Position

» GASB Statement 65 - Items Previously Reported as Assets and
Liabilities

» Statement 66—Technical Corrections—2012, an amendment of GASB
Statements No. 10 and No. 62

» GASB Statement 67 and 68 - Pension Accounting and Reporting
(discussed later in a separate session)

» GASB Statement 69 - Government Combinations and Disposals of
Operations

» GASB Statement 70 - Non-exchange Financial Guarantees

Effective Dates—September 30

» September 30, 2013
Statement 60—Accounting and Financial Reporting for Service
Concession Arrangements
Statement 61—The Financial Reporting Entity. Omnibus (an
amendment of GASB Statements No. 14 and No. 34)
Statement 62—Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30,1989 FASB and AICPA

Pronouncements
lS‘_;talemenl 63—Reporting Deferred Outflows, Deferred Inflows and Net
osition

» September 30, 2014
Statement 65-—Items Previously Reported as Assets and Liabilities

Statement 66—Technical Corrections—2012, an amendment of GASB
Statements No. 10 and No. 62

Statement 67 - Accounting for the pension plan
Statement 70 - Non-exchange Financial Guarantees
» September 30, 2015
Statement 68 - Employer pension accounting
Statement 69 - Government Combinations and Disposals of Operations
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CASB Statement 60 - Service
Concession Arrangements

What is a Service Concession
Arrangement (SCA)?

» Type of public-private or public-public
partnership
» Public-private partnership can be:
Service arrangement

Management arrangement
SCA
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Components of SCAs

» Transferor (insular government) conveys to an operator
the right and related obligation to provide services to the
public through the operation of a capital asset, in
exchange for significant consideration

» Operator collects and retains fees from third parties

» Insular government entitled to significant interest in the
service utility of the capital asset at the end of the
agreement

» Insular government determines or has the ability to
modify or approve:

Services the operator required to provide
To whom services will be provided
Prices or rates that will be charged

Examples of SCAs

*Operator designs and builds a facility and obtains
right to collect fees from third parties

*Operator provides significant consideration in
exchange for right to access existing facility and
collect fees from third parties for usage

*Operator designs and builds facility, finances
construction costs, provides services, collects
fees, and conveys facility to Insular government at
end of arrangement
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Examples of SCAs — Which of these
could be?

+Toll roads/bridges
*Bookstore/cafeteria operations
*Golf courses

*Prisons

*Hospitals

*Parking lots
*Administration buildings
*Convention centers
*Public education
*Garbage collection
*Landfills

. *Public safety — police and fire operations

GASB Statement No. 61

2> The Financial Reporting Entity:
Omnibus
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Financial Reporting Entity Concept

» Elected officials are accountable to their
constituents for their actions
Including the actions of other officials that they
appoint
And the actions of entities that are tied to their
apron strings

» Different from private-sector consolidation
based on control

Project Objectives

» Determine whether the standards for defining
and presenting the financial reporting entity
in Statement 14, as amended:

Include the organizations that shou/d be included
Exclude organizations that shou/d not be included
Display and disclose the financial data of
component units in the most appropriate and
useful manner

Are consistent with the current conceptual
framework
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Overview

» The most significant effects of the proposal
would be to:
Increase the emphasis on financial relationships
- Raises the bar for inclusion

Refocus and clarify the requirements to blend
certain component units

Improve the recognition of ownership interests
« Joint ventures

- Component units

+ Investments

GASB Statement 62 -
Codification of Pre-1989
FASB and AICPA
Pronouncements
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Key Highlights

» Early application is likely to occur since there
will be little change from current practice;

» Now all applicable pre-FASB Codification
standards before FAS-102 (November 30,

1989) will be included in government GAAP
Significance of November 30, 1989 - Date of

Jurisdiction Determination by FAF reaffirming GASB
as official standard setter for governments

» FASB and AICPA references eliminated in the
notes to the financial statements

I » No more GASB-20 Paragraph 7 Election

GASB Statement 63 - Reporting

Deferred Outflows, Deferred Inflows
and Net Position
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Background
» Initiated in May 2010

» Concepts Statement 4 identifies 5 elements
that make up a statement of financial
position:

Assets

Liabilities

Deferred outflows of resources
Deferred inflows of resources
Net position

» Differs from composition required by
Statement 34, assets, liabilities and net

assets

Definitions

» Deferred outflows of resources

A consumption of net assets by the government that is
applicable to a future reporting period

Has a positive effect on net position, similar to assets
» Deferred inflows of resources

An acquisition of net assets by the government that is
applicable to a future reporting period

Has a negative effect on net position, similar to liabilities
» Net position
The residual of all elements presented in a statement of
financial position
= assets + deferred outflows - liabilities - deferred inflows
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Display Requirements

» Deferred outflows should be reported in a separate
section following assets

» Deferred inflows should be reported in a separate
section following liabilities

» Net position components resemble net asset
components under Statement 34, but include the effects
of deferred outflows and deferred inflows

Net investment in capital assets
Restricted
Unrestricted

» Governmental funds will still continue to report fund

balance, but will use the new elements when applicable
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Disclosures

» Provide details of different types of deferred
amounts if components of the total deferred
amounts are obscured by aggregation on the face
of the statements

» If the amount reported for a component of net
position is significantly affected by the difference
between deferred inflows or outflows and their
related assets or liabilities—provide an explanation
in the notes

Current and Future Standards with
Deferred Outflows/Inflows

» CURRENT:

Statement 53 - Accounting and Financial Reporting for
Derivative Instruments

Statement 60 - Service Concession Arrangements (this year)

» FUTURE:
Statement 65 (next)
Statements 67 and 68 - Pension Plans - (Plan and Employer)
Statement 69 - Government Combinations
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Effective Date

» Effective for financial statements for periods
beginning after December 15, 2011

» Earlier application is encouraged

» Accounting changes adopted to conform to the
provisions of this Statement should be applied
retroactively by reclassifying the statement of net
position and balance sheet information for all
periods presented

» In the first year, you should disclose the nature and
effect of any reclassifications

v If you don’t reclassify this information for the prior

eriods presented, you should disclose why

- *

GASB Statement 65 - Items
Previously Recognized as Assets
and Liabilities
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Project Approach

» Review balances to see if they meet the definition of
an asset or a liability as defined in Concepts Statement
4

» If not, do they meet the definition of a deferred
outflow or deferred inflow of resources

» Concepts Statement 4 provides that recognition of a
deferred inflow or outflow of resources should be
limited to those instances identified by the Board in
authoritative pronouncements that are established
after due process

Project Approach

Statement 53—requires the reporting of a deferred
outflow or inflow of resources for the changes in fair
value of hedging derivative instruments.

Statement 60—requires the reporting of a deferred
inflow of resources by a transferor government in a
qualifying service concession arrangement.

» This statement amends the financial reporting
elements previously classified as assets and liabilities
to be consistent with the definitions in Concepts
Statement 4.

25
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Definitions you haven't seen yet

»Assets _
-Resources with present service capacity that the government

presently controls

»Outflow of resources (expenses) _
-A consumption of net assets by the government that is

applicable to the reporting period

»Liabilities o .
-Present obligations to sacrifice resources that the government
has little or no discretion to avoid

»Inflow of resources (revenues)
-An acquisition of net assets by the government that is
applicable to the reporting period

Some Items That Retain the Classification as an Asset

» Prepayments

» Grants paid in advance of meeting eligibility requirements
(other than timing)

» Rights to future revenues acquired from outside the
reporting entity

»"Regulatory” assets (capitalized incurred costs)
»Pension asset (Plan net assets exceed total liabilities)
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Some transactions in which the resulting item should be
reported as a deferred outflow of resources
(currently classified as assets)

»Grant paid in advance of meeting timing requirement
»Deferred amounts from the refunding of debt (debits)
» Costs to acquire rights to future revenues (intra-entity)
»Deferred loss from sale-leaseback

28

Some transactions in which the resulting item should be
reported as an outflow of resources
(currently classified as assets)

»Debt issuance costs (other than insurance)

~Initial direct costs incurred by the lessor for operating leases
»Acquisition costs for risk pools

»Loan origination costs
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Some ltems That Retain the Classification as a Liability

»Resources received in advance of an exchange
transaction

» Derived tax revenue received in advance
» Premium revenues (risk pools)

» Grants received in advance of meeting eligibility
requirements (other than timing)

»Refunds imposed by a regulator

30

Some transactions in which the resulting item should be
reported as a deferred inflow of resources
(currently classified as liabilities)

»Grants received in advance of meeting timing requirement
» Taxes received in advance

»Deferred amounts from refunding of debt (credits)
»Proceeds from sales of future revenues

»Deferred gain from sale-leaseback

»“Regulatory” credits (gains or other reductions)
»"Unavailable” revenue in governmental funds

3
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Some transactions in which the resulting item should be
recognized as an inflow of resources
(currently classified as liabilities)

»Loan origination fees (excluding points)
» Commitment fees (after exercise or expiration)

Effective Date

» Effective for financial statements for periods
beginning after December 15, 2012

» Earlier application is encouraged

» Accounting changes adopted to conform to
the provisions of this Statement should be
applied retroactively by restating financial

statements, if practical, for all periods
presented
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CASB Statement 66

» Technical Corrections—2012, an
amendment of GASB Statements No. 10 and
No. 62

SKIP

Statement 67 and 68

» Government pension plans and employer
accounting

SKIP
(covered later)
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Governmental

Accountmg Standards Series State ment 6 9
Government

combinations and
S disposals of

government operations

Government Combmatang ano
Onposals of Goverrimenl Oparalions

FNGASB

QOVEANMENTAL ACCOUNTING STANDARDS BOARD

<]

<]

Combinations, Transfers &
Disposals

» What: new standards for mergers,

acquisitions, and transfers and disposals of
operations

» Why: becoming more common, but no
government-specific guidance

» When: fiscal years ending December 31, 2014

and later

147
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Scope and Terminology

» Combinations in which no consideration is provided
Government mergers
Transfers of operations

» Combinations in which consideration is provided
Government acquisitions

» Disposal of government operations

» Not included:

Assets and liabilities comprising less than an
operation

Obtaining control of another organization that
remains a legally separate entity (already addressed
in Statement 14)

Acquisition of equity interest (already addressed in
Statement 14)

38

What Is a Government
Combination?

» Government combinations are arrangements
that meet the definition of a government
merger, government acquisition, or transfer
of operations and involve the continuance of
the provision of services

» Service continuation means that the new or
continuing government resulting from the
combination has an obligation or
responsibility to continue to provide services
that were provided by the formerly separate
governments or operations
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GCASB Statement No. 70

Accounting and Financial Reporting for
Nonexchange Financial Guarantee Transactions

Issue

- Governments occasionally extend or receive
financial guarantees on obligations of other
entities without receiving or paying
equivalent value for the guarantees
(nonexchange financial guarantees)

- Current guidance in GASB Statement No. 62
is based on private sector guidance
(exchange transactions)

» FASB Statement No. 5
* FASB Interpretation No. 14
* FASB Interpretation No. 34
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Scope

- Applies to governments that:
» Extend a nonexchange financial guarantee on an
obligation of anther party (a government, not-for-
profit, private entity, or an individual)

= Receive a guarantee from another party on its
obligations

- Does not apply to:

* Financial guarantees provided as part of an
exchange transaction, including guarantees related
to special assessment debt

Recognition

- An extended nonexchange financial guarantee
should be recognized as a liability when
qualitative factors indicate that it is more likely
than not (more than 50%) that a payment will
be required to be made as a result of the
guarantee

- Qualitative factors include, but are not limited
to:

= Initiation of bankruptcy or financial reorganization

* Breach of debt contract on guaranteed obligation

* Other indicators of financial difficulty
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Questions???

Follow me on twitter!

@fcrawfordcpa
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Attachment 5: Slides—Department of Interior Office of Insular Affairs
Budget Update, Tom Bussanich, Director, Budget and Grants
Management Division, U.S. DOI-OIA

2015 Budget Request
Office of Insular Affairs

153



154 Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

2015 Budget Request
Office of Insular Affairs

« 2015 Budget Request Summary
» The Big Picture
— Mission
— Resources
« 2015 Budget Presentation
— Assistance to Territories
— Compacts of Free Association (Current)
— Compacts of Free Association (Permanent)
— Palau Compact
— Fiscal Payments

The Big Picture

OIlA’s Mission

» 98% of OIA’s budget is financial
assistance which:

Empowers Insular Communities
»Improves Quality of Life
» Creates Economic Opportunity
» Promotes Efficient & Effective Governance

- AP N €
[ - e, ey
" . _v”':.. f)fﬁcc of Insular Affairs %

4 R 5
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The Big Picture
Total 2015 Budget Request
(Dolars 0 Thousands)
2015

Budget 2014 President’s
Austhority 2013 A cruad Enacted | Budget 2015 Change from 2014
Currem S 2 §7 ‘ s - 5

: : . 9942 61574 ‘ 64525 2951
Carem y | 2973
A 30,307 40,567 ; 21720 13,347
Total Current 100,809 102,441 | 92,243 -10,196
P | 546,566 538,242 | 585,382 47640
Towl O | 64778 sw0m | ey Ak
FIE:* i’ <0 | <0 0

Olu Natonal Pank of Amencan Samoa

Yap FSM
St Thomas USVI

The Big Picture
OIA 2015 Current Budget Request - $678.1 Million Discretionary Assistance -
Current W
Mandatory, *General Techrical
Gireited Assistance - $17 5 milion

Appropeiations, Maintenance Assistance

5228 Owcretionary Fund - $2.9 millon
Assistunce, 5320

OIASKRE 593 *Brown Tree Snake Controf -
$3.0 milkon

*Coral Reef Intiabve -S1.0
milkon

*Empowering Insular
Cormmunities-S3.0 miion

Compact Impact Disc. - 513
milkon

*Federal Services - $28
milkon

«Enewetak - $500000

QiA SEE-$9.3 million
«Office of Insular Affairs-$9 3
milkon

*Compacts of Free Assocation - $257 5 *Covenant CIP - $27 7 milbon sAmencan Samoa Operations - $22 8
million mdion

*Fiscal Payments (Guam Section 30, W 5
Rum Taxes) - $328 4 milion
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The Big Picture

Budget Authority - Discretionary Grants

35,000

30,000 |
25,000 |
20,000 |
15000 |
10,000 |
5,000 |

ST SO0 @*@*"@@“’
~

Dollars in Thousands

Fiscal Year

FY 2015 Budget at a Glance
Office of Insular Affalrs
(Dalis m e Thowasnds)
Tised Conts
& Naleead Frog sen
2015 Acht 2014 Ermcted  Changes  Changes 2018 Bequest
Assinarce » Tenioe y
Ammericmn S anoa Opemtcre 22,723 ) 0
Coverant Gruds ar,739) o o)
Te oo Assistzce
Ofice of Fusdar A & 768 9 448 ~18 ~ats
Cermeal Techrucal Assotec e 12475 14.50¢ e -3,000
SMatrnac s Assistece T40| 1,081 0 *1,776)
%30 wn Treesewie Control 9% 3,500 0 A
Cor Reet Inittativ e »5 1,000| ) a
Fapo we rng Treuls Comeraaiti s 2.9%5 2.971 o o)
Compect Sopect D tac A 2000 e L 855
Total Assistance 10 T ewisorkes B4 296 A5, 9% 18 280
Compactal me AN Cann CLmes
Yedral Services 2, =00 2,518 ) a zme
T s taic 45| 200 o a 500!
Paians Comgw | Extersion SEETL 13142 2 FESTN g
Total Compect of Free Amociation - Camwm 16,433 16,46 o -13,147] 3o
Total Cumwme Discrationans Mandat cry 100,209 102,441/ +18 -10,214) 92245
Compa Ul ME A CaSC L
Marstul Tlmds Coxrpewt &5, 080 71.825) 0 A2 PEI7T2
Fedecwied 3tates o2 Microrm xa Compact] 106, &6 3 ] 1,543 109793
Palaa Cosrpact (Lagisasve 7o posad o o o 41545 41545
Foleral Sevevees Fervmnent 11,50
Compact Ergact 20,000 30,000 o o 20,000/
Jaticial Traning 347 350 o <5 3az
Total Compacn (P «mna oo 205,300/ 209 825 L ~47 se0) 537 463
Eaca Pacraes
G S ecton 30 Income Taws T8 736 &35.267 o o
VT R Exc e Tases 2621 prERET | 4
Total, Fiscal I* aymwres (I exmwowent | 341 245 328,417 o ol
Geand Tezal - Office af Lnvular Affals AT, 7T 440,64 .18 «17, 426) 7
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Assistance to Territories 2015 Budget Request

| Fized Costs & Frrgrem Change frem
2003 Astasl 014 Tnacted Felowd Changes Changes D00F Raquent 004 {0y
Actreds Sebattaty FI2 Amcan | FIE Amess: | FTE Amous | FTE  Arcoan FIE Ancsu | FIE  Amcem
ASSISTANCE 1O TISRITORES |
2 26 2 275y 21752
|

1. Amwrcan favos Opecxsons

* American Samoa Operations 2014 usage

— Education - $14.0 million
— LBJ Hospital - $7.9 million
— High Court of American Samoa - $855,000

LB] Tropical
Medical Center

American Samoa

2015 Budget Request

Assistance to Territories
{ Fixed Casts & Prgram Chaugs from
2003 Aaruad J0M4 Tuanind Kelatd Changes Changms S0IF Raquent P SRR

B Acvicy Sabatiiily T Awows | PIE - et | PIE Ao | FIE Ascws | FIE  Acewt |PIE Anewt

ASSISTANCE TO TIRRITORES ‘

3 Covesant Goaaty - Manlatony ‘
Narthern Marws ldasds Conutrmenon L Ind M 1 E L 363 0
Amerze fanra Cosurachon 9.984| 10,047 . (758 5287 (758
Goam Constracten w1 sA7 . ] 3 5,798 @)
Vopn Ilards Crrsracton 254 2940 - - [ 1) - 3068 14

Teral Covemaret Graens poie) 27,730 27,70

» Covenant CIP
— General infrastructure construction including water, sewer,

power, schools and hospitals
— Competitive Criteria

Dorothea Fiure Station
Generator, St

Leone HS Cassroom Building, American S -. : CUC 500k Galon Fuel
2 NBESy 0N Viatae Tank, Saipan CNM

Samoa
Resenvor, G
bl Thomas USWI
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Assistance to Territories 2015 Budget Request
‘ Tixed Costs & | Progrem Change v
2083 Acounl 2004 Lnacred Kelasd Changes Changes 20LE Kaquear 2004 §=13
Avvrvd s Dharticity FIt Armoxan ! FIZ Azrezt FIT Aot | FIZ Armoun ! FIZ Amost | FIE Azmovext
I3 -;;;Ji"l::;:-.\'z":'y ’ . 278 ] 3 A’l ) 33 L | i,""\ .‘!.I
» Office of Insular Affairs
— Requested net increase of $331,000
— Oversight resources are crucial
www.doi.gov/ ia AN :
o Y '
¥ - —'aE0 LoFFICE OF INSULAR-AFFAIRS 10
Assistance to Territories 2015 Budget Request
| Fivad Casts & Progrem Change fom
2003 Actual 2004 Enscted Ralawd Chaages Changes 2014 Requeat 2004 (v
Aczreay Sshactinty g5 4 Asiontt iz Amzant Iz Amcurnt | FIZ Asmins 1204 Anesnt | FTE Ameest
ASSISTANCE TO TERXITORM S
i h::::::::..'.\”u 1 nes 18,504 - - 200 1,304 3060
Mt mimres Asssonin Fand T Y1 2} LT 2857 L™
Beown Tews Saaia Contrat .‘_9“' 32008 1900 1,800 (200)|
;:::.:‘1:;‘:4.3:::::\" - l;;;! - _“;(\; - - (LE5E) . _3_:! e (1656
* General Technical Assistance
~ $3 million Increase for insular grants
* Maintenance Assistance Fund
— Requesting $1.8 million increase
— “InsularABCs"
* Brown Tree Snake Control
— $500,000 decrease; one year bump up for automated aerial
bait delivery systemin 2014
« Compact Impact Discretionary
— $1.7 million decrease
— Educat'on DUI’pOSeS Insular ABC's Asaeszment Undorway ¢
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Assistance to Territories 2015 Budget Request

Technical Assistance
Grant Awards 2013/Estimate for 2014 & 2015
(Dollars in Thousands)

Rcpuw p 5]
A 1004 Eremmate 2004 Lirmanm
Dhrect Genats (3 1aeaar Arwas
[N s L] ne oo |
Teoetaes M Seands [O0S) = o T |
Cum 3 3 0 |
FERT 3T ) i) 513 0 |
Fatwrvoed Dim of Vbt wmmwa FOL oY L1 THE
gt of 54 Maeet Winis GO~ (18] ) ’E
LT . = =]
Total Durwet Geamts b davadar Arvan s 8204 a5
Cthar TAT (Prowaden Damefis 3 Aicbigie LRswbar Arussl o
Asmty 1004 Ereanate B

Gead Scaccl PITE VeTl e vt g T e X3
R FAT Conpiir we Beppoet i

TF Fomta of Sommarce, BAA v GoF 1 VI i 3]
Caaty Faatuxe 100 0,100 Ta%
FEPA w5 Comptaras B0 OGA ies (S04Th Sooet (33 [ n%
fom i cfprice ya ) e

P it 1 Tan e i
Pacitc Tasz Deresopomsy Toumed i [ use e
4 Al Mo Cpw Progres (O | P Sl 111
P tera Seatn Preges 1% B3 [
Nacil Treseg 30 03 G
o T e T
| ST Ui s SR L i L)
00 Insipwir, Libor mt Lo Galen & Tons Wit (iL]3 a0 |
Fosaont: Lasor Tox GRADY

ABT Schoch Eztwtre X -
Tatal Ukighe Juchitan Prap st i (3] |
Total Tuhasal Alstitumes Agpreprisime | [ i T

|
Wckdes funds awerded farRant Dore
=ABCs School nbathve wibe Anded Drough the Maktenarce Assstance Pragranin 2015 1 2

Assistance to Territories 2015 Budget Request

Fized Cosuz & Fregram Changs frvm
002 Arvunl 014 Tnacted Relotd Changer Changes 27 Reguent 04 (=3
Actrrey Sabactivity FTE Amomu | FTE Amsest | FYE Amcon | P12 Amews | FYE Ancss |FTE Acce
ASSISTANCE TO IIERITORES
1 Territoral Aavirtenss
Geratal Tackenesl Awistiores 1 12 l‘fi RIS 1000 17,504 3000
Murrerance Asseamnce Faad - T4t - 101 - - - 177 - A5 . L7
Brown Tiee Szade Comtrot - 2994 3,500 E - {500 - 3,000/ (500),
Coral Sand lnstizerrs - o w«ﬂ . : - 100
Empowenryg lesde Cortrramanm - 2545 237 - - . 371
Cerspact Irapact - Duscwsionsry 499 3,000 T KLy (1858

» Budget authority unchanged from 2014 Enacted level
« Sustainable energy Plans completed in 2013
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Compacts of Free Association - Current 2015 Budget Request
TaedToms &
Relaied Progom Change from
2013 Actual 2014 Enscted Chasges Claages 20015 Request | 2014 (=1)
FIE Anomt. FIF Amomt| FIE Apnoapt|FIE Ancst| FIE Amoan|FTE Anoas
COMPACT OF FRET ASSOCIATION - CURRE NT| {
1 Feders] Senvaces - 2500 - bl b - - - - 1x13 ‘
1 Erwwetak e 00! <08

» Federal Services

— Budget authority unchanged from 2014 for USPS mail
service

— Funding shortfall
* Enewetak
— Inline with 2014 Congressional appropriations

:"'v"v"'vvvv'vv""-'-tvv
.

LA A A A e e

Compacts of Free Association 2015 Budget Request
|Fixad Costs Change
2014 |and Related| Program 2015 | fom 2014
2003 Acnsal | Emacted | Chamges C hanges Request (+=)
ActwitySubacrivity FIE Amoure |FTE Amourt [FTE Amoos |FTE  Amount | P71 Amoust |FTE A moost
COMPACT OF FREF ASSOCTATION - PERMANENT
Compacs kmgass 10,000 30,000} 0 0 3,000 0

* Compact Impact
— New Compact Impact enumeration completed
— Updated allocations will begin in 2015

Compact Impact Enumeration Summary

2008 Erumeation 2013 Enumeation Change from 2008 10 2013
COFA Percent Compacs lmpact COFA Purcent Compact COFA Pergent Compact impaca
Populstion  of Tots Funding Popuistion  of Yotal hmnsct Funding] Pooulston _ of Pooulstion funding

Yot 12,60 100% ) 000,000 MS 00N 30000000 1920

Hawall 12215 s 1122842 14700 8% n7er %3 245 SN 41533521
Guam 1836 - 16 827,006 17,570 0% 14505671 13135 aan -1,520,35%
CNMW 2300 (-3 15348 2860 8% 2308352 +560 +13% 0378.913'
AS 15 o 1389 i3 0% 21705 +10 +0.0% 47858
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Compacts of Free Association

2015 Budget Request

« Summary of RMI and FSM assistance

{Fixed Costs Clange
2014  |and Related| Program 2018 flom 2014
2018 Actual | Emacted 1 Changes | Changes | Request e |
ActivieySubac vty VT Aol |FTE Amosnt FTE Amout| TTE. Aot TR Amdust |FTE ‘
COMPACT OF FREE ASSOCIATION - PERMANENT ‘

Asz=ance 10 e Mantall [sands |
Sectur Grares 3.3 na 0 52 37577 523
Ande 00 0 0 ol W00 a
Teust Fund 13367 13,985 x 52 14517 B
Rongelap Resettement 0 a 0 ol 0 }
Kwajalem Lease Payment 17.256 18,000 o 3337 21337 3337
Eeewetaic . 103 1214 < 20 15 24
Subwoml Marshall shinds Asastance; a8 (00! nog (¥ 47 wm - a4 "

A00e 10 G Staws of M

Sector Grares 81,169 815 a 7| 81,792 uu‘l
Trust Fund Mma 2,504 13086 2150 1,306
Aot | 20 0 ¢ v by ¢
Subtotal, FSM Assisuncel - 106663 - l\’lT.S’:-T" - o 1343 - 09793 - LMI
hdoz Tranug 7 354 355 1

= SCc;rmpo:f;org 18

Compacts of Free Association - Palau

2015 Budget Request

Flrod Costs Change
WH and Related| Pmogram 2015 from 1014
2003 Acteal | Enacred Clanges | Changes Request | (v
Activiey Subac gviry FTE  Amoant {572 Amous |F7E Amous [FTE Amount|FTE Amomt [FTE Amous
Palau Compact Extension 13,347 13,147 13,47 0 -13,147
Palau Lepalative Proposal o 0 0 3] 545 a5 41545
! Submtal, A sistance ® Ge Repubbic of Palss 3,357 13,147 9 23308 415450 pX

15 years

113th Congress)
— 2015 enactment funding

scenario

Palau Legislative Proposal totals $250.0 million over

Transmitted to Congress on January 14, 2011
Introduced by the Senate as S. 343 (S. 1268 in the

161




162

Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

Fiscal Payments 2015 Budget Request

[Fixed Cosny

Clange
1014 |and Relsted| Program from 2014
2013 Acual | Emacted Changes Changes 2015 Request (*1
Activity/Subaceiviey FTE Amount |FIE Amonsit | FTE Amows [FTE  Amomti¥TE A moost | FTE A moan)
Goam Seceen 10 [ncome Taees 8736 6287 0 of 63287 ¢
V1 Rum Excite Taxes 23130 263 1308 0 ol 63330 0
Subtonl, Fiscal Paveenss| - 341860 1347 0 0 328417 ¢

« Summary of Fiscal Payments
— Projected increases
— military buildup on Guam
— relocation of Captain Morgan to St. Croix

W
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Island GDP: Freely Associated States
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Attachment 6: Slides—Ethics in Government, Ronald . Heller

Current Issues In Ethics For CPAs

Hawaii 2014

by Ronald Heller, Attorney & CPA

Thanks to Lisa Snyder, CPA, Director, AICPA Professional Ethics Division

Thanks to Cal CPA and

Everyday Ethics
Doing Well by Doing Good

Ronald ). Baker, CPA Daniel D. Morris, CPA
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Thanks also to:

PROFESSIONAL ETHICS
FOR HAWAI CPAS

Gilbert B. Blumenthal, CPA

http:ethics4cpas.com
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“Being an accountant gives him that extra aura of danger.”

Where to get help
ETHICS HOTLINE

The AICPA Professional Ethics Team
maintains a hotline for members
to make inquiries about the Code
of Conduct, and for advice when
facing situations that challenge
their professional ethics. To
access the Ethics Hotline dial
1-888-777-7077 and follow the
prompts to be routed to the

Ethics team,
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Do we need ethics?

Honesty and ethical standards do not always pay off. Thev often have costs. For
moral reasons alone, these costs are worth paying. Also for business reasons, too,
since reputation 1s a priceless asset, and loss of that reputation is the single biggest
risk a company faces, Consider the Johnson and Johnson Credo that the company
turned to during the two Tylenol poisonings in 19582 and 1986, which had a
cumulative effect of $140 million in write-offs. Founder R.W. Johnson wrote this
Credo in 1943 and it has often been cited as precedent for ethical decisions made
since then, and is carved in stone at the company’s New Brunswick, New Jersey,
headquarters:

From ] & ) Credo

We believe that our first responsibility is to the doctors, nurses, hospitals, mothers,
and all others who use our products. Our products must always be of the highest
quality. We must constantly strive to reduce the cost of these products. Our
orders must be promptly and accurately filled. Our dealers must make a fair
proft.

Our second responsibility is to those who work with us—the men and women in
our plants and otfices. They must have a sense of security in their jobs. Wages
must be fair and adequate, management just, hours reasonable, and working
conditions clean and orderly. Employees should have an organized svstem for
suggestions and complaints. Supervisors and department heads must be qualified
and fair-minded. There must be opportunity for advancement for those qualified
and each person must be considered an individual standing on his own dignity
and merit.
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J & ] Update

Johnson & Johnson to pay $2.2 billion in drug-
marketing settlement (Nov. 4, 2013)

Johnson &Hohnson will pay $2.2 billion to resolve civil and
criminal allegations involving the allegedly improper
marketing of prescription drugs for off-label, unapproved
uses , Justice Department officials announced.

The cases involve alleged kickbacks to doctors and
pharmacies to promote the use of certain drugs. The
agreement was one of the largest health-care fraud
settlements in U.S. history.

DELOITTE'S FORMER CHIEF RISK OFFICER HIT WITH TWO-YFAR SUSPENSION

The SEC accused Deloitte's former chief risk officer of violating the auditor independence
rules because of $478,000 in loans he allegedly took out from a casino. Deloitte said it
cooperated with the investigation and that the violations ran against the firm's policies.
The allegations against James Adams, who retired from Deloitte in May 2010, resulted ina
two-year suspension from doing audit work for public companies. Adams consented to the
order without admitting or denying the findings, the SEC said.

“Deloitte fully cooperated with the SEC n its investigation,” the audit firm said ina
statement. “This former partner’s conduct plamnly violated Deloitte’s policies, and he lied to
Deloitte to conceal his actions. Mr. Adams is no longer part of our organization, and we
strongly condemn his conduct.”

“Auditor independence is critical to the integrity of the financial reporting process,” said
Scott Friestad, associate director in the SEC's Division of Enforcement, in a statement.
“Through his extensive use of casino markers, Adams clearly violated the rules and put his
own desires ahead of his client’s interests.”
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What is a profession?

The Characteristics of a Profession

According to Kimball:

By the beginning of the twentieth century, the term [profession] denoted a
dignified vocation with three fundamental characteristics. One topic
concerns the body of functional knowledge, or expertise, associated with a
profession and involves issues of epistemology, utility, and education. A
second topic concerns the profession’s organization into an association and
involves such issues as autonomy, exclusion, licensing, and certification.
The third fundamental topic is the ethic of professional service.

Professional Ethics

Two Latin phrases sum up the ethic of service that is another core value of a

profession: Non sibi sed allis, “Not for ourselves but for others” and Pro bono

publico, “For the public good.” Because society grants professions monopoly
status, it expects members of that profession to put the interests of the public
ahead of its own member’s interests,

In fact, the AICPA Code was modified January 12, 1988 and a public interest
principle was added, which states that conflicts are to be resolved in favor of the
ublic. Even in the absence of codes and principles promulgated by a professional
ody, individual members and firms have been known to hold themselves to
higher standards.
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“Trade” vs. “Profession”

"Trade", as a noun, is not a technical word and in
ordinary language is used in three senses: (1) in that
of exchanging commodities by barter or by buying
and selling for money; (2) in that of an occupation
generally; (3) in that of a mechanical employment, in
contradistinction to the learned professions,
agriculture, or the liberal arts (87 C. J. S., Trade, p.
202). People v. Polar Vent of America, Inc. 174
N.Y.S.2d 789,793 (1957), cited in Black’'s Law
Dictionary, 5" Ed.

12

A revised version of the Code of Professional Conduct is now availatie on a dysamic new onbng platform,

The PEEC adopled 2 revised Code that iz e¥ectve December 15
2014, Tha Conceptual Framawerk for Members in Business and
e Conceptua Framewon 10r Membacs in Pubiic Practice ans
effective Dacemser 15 2015 The revised Code and concepiual
Yameworks mayde Implemensd aarly

Leam more a20ut how the ACFAER

S48 00 Profect les
% chanpes i the Prefaszaonal Code of Conduct

http://pub.aicpa.org/codeofconduct/Ethics.aspx
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Basic Philosophy
Preamble to the AICPA Code of Professional Conduct:

.01 Membership in the American Institute of Certified Public
Accountants is voluntary. By accepting membership, a certified
public accountant assumes an obligation of self-discipline above
and beyond the requirements of laws and regulations.

.02 These Principles of the Code of Professional Conduct of the American
Institute of Certified Public Accountants express the profession's
recognition of its responsibilities to the public, to clients, and to colleagues.
They guide members in the performance of their professional
responsibilities and express the basic tenets of ethical and professional
conduct. The Principles call for an unswerving commitment to honorable
behavior, even at the sacrifice of personal advantage.

Applying the principles

Does Consulting Impair Auditor Independence?

One of the most contentious 1ssues in the auditing profession 1s whether or not
accounting firms that perform consulting services to their clients impair the
independence of the audit function. For instance, Enron paid Arthur Andersen
$25 million for its audit and $27 million for consulting services. This debate has
been going on for a long time, and was even debated in the 1925 issue of the
Journal of Accountancy.
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Another view

But as John Madonna, former CEO of KPMG, states:

If Andersen didn't get a dollar of consulting from Enron, David Duncan
[Andersen’s lead partner on the Enron account] still would have been
under enormous pressure to keep a $25 million audit client (Thid: 14).

pf course, the Sarbanes-Oxley Act of 2002 makes the consulting debate moot, at
least for auditors of public companies, since it prohibits offering consulting
services to audit clients,

Types of Issues

According to Professor Steven Mintz, at least three situations create ethical
dilemmas for accountants:

1) Technical accounting or ethics rules may be unclear;
2) There may be a conflict between the interests of the stakeholders;
3) Contflict exists between the accountants’ self-interest and what moral

principles indicate ought to be done; service and the public trust
should not be subordinated to personal gain and advantage (Mintz,
1997: 21).
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Hawaii State Issues

§466-1 Purpose. It is the policy of this State, and the
purpose of this chapter to promote the reliability of
information that is used for guidance in financial
transactions ...The public interest requires ... that the
professional conduct of persons licensed as having
special competence in accountancy be regulated in a
manner consistent with nationally recognized
standards of professional conduct;
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§466-9 Disciplinary action. (b) In addition to any other
grounds for disciplinary action authorized by law, any one
or more of the following shall constitute grounds for
disciplinary action:

(5) Dishonesty, deceit, fraud, or gross negligence in
the practice of public accountancy or in the filing or failure
to file a licensee's or firm's own income tax returns; ...

(7) Violation of any provision of professional conduct
established by the board under this chapter;

(10) Any conduct reflecting adversely upon the
licensee's or permit holder's fitness to engage in the
practice of public accountancy.

§466-12 Ownership of accountant’s working papers. All
statements, records, schedules, working papers, and memoranda
made by the licensee, partner, shareholder, officer, director, or
employee incidental to, or in the course of rendering servicesto a
client in the practice of public accountancy, except reports submitted
by the licensee to the client and except for records that are part of
the client's records, shall be and remain the property of the licensee
in the absence of an express agreement between the licensee and
the client to the contrary. No statement, record, schedule, working
paper, or memorandum shall be sold, transferred, or bequeathed,
without the consent of the client or the client’s personal
representative or assignee, to anyone other than one or more
surviving partners or stockholders or new partners or stockholders of
the licensee, or any combined or merged firm or successorin
interest to the licensee or operation of law.

21
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§16-71-8 Definitions. As used in this chapter:

"Not in a public accounting practice" or "not in public
practice" means the status of a certified public accountant
licensed under section 466-5, HRS, or a public
accountant licensed under section 466-6, HRS, or a
public accounting firm under section 466-7, HRS, that:

(1) Does not have a permit to practice under chapter 466,
HRS, or this chapter; or

(2) Is not engaged in any form of public accounting in this
State.

§466-10 Prohibited acts. (a) Use of title "certified public
accountant":

(1) Except as otherwise provided in subsection (d) of
this section, no person shall assume or use the title or
designation "certified public accountant" or the
abbreviation "CPA" or any other title, designation, words,
letters, sign, card, or device likely to be confused with
"certified public accountant” or "CPA" or tending to
indicate that the person is a certified public accountant,
unless the person holds a current license of certified
public accountant issued under this chapter and a current
permit to practice issued under this chapter
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(d) Nothing contained in this chapter shall prohibit any
person:

(1) Who holds a current license of certified public
accountant issued under this chapter from assuming and
using the title and designation "certified public accountant"
or "CPA"; provided that if the person does not also hold a
current permit to practice issued under this chapter, the
person shall clearly indicate in assuming and using said
title that the person does not hold the person's self out to
be in the practice of public accountancy

4

)
|__LICENSE NUMBER __EXPIRATION DATE
CPA - 1822 12/31/2015

STATE OF HAWAII DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS
CERTIFIED PUBLIC ACCOUNTANT

PERMIT TO PRACTICE

RONAID T HFITFR
KAILUA HI 96734
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LICENSE NUMBER EXPIRATION DATE
FRIPE = 385 12/31/2015

STATE OF HAWAII DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS
FIRM PERMIT TO PRACTICE

RONALD I HELLER

KAILUA HI 96734

CPA Mobility Quiz

Mobility Basics

Question: Ifyou have a clientin another state and provide services under CPAmobility, can that
state's Accountancy Board sanction you? (Also E & O coverage questions)

Question: I} goto a state that allows mobility, can | practice and work on behalf of any client on any
issue?

Question: True or false, all boards of accountancy use the same list of states that they deem
substantially equivalent?

Question: True or faise, I'm moving from Hawaii to California so | can rely on mobiiity to practice
without the need to get a California CPA license.

Question: True or false, no states penalize Hawaii for not having adopted CPA mobility.
Question: If | prapare a tax return or provide other tax services, does mobility apply to me?

Question: True or false, if | utilize mobidity to serve a client in Washington, | must also comply with
that state’s continuing professional education requirements?

Question: Do out-of-state CPAs performing services for Hawaii clients have to pay the General
Excise Tax?
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§466-13 Peer review. (a) Every firm, including the
Hawaii offices and Hawaii engagements of foreign or
multistate firms, required to obtain a firm permit to
practice pursuant to section 466-7 shall undergo a peer
review every three years on the firm's Hawaii attest work
and submit evidence of such peer review at the time of
the renewal of the firm's permit to practice under section
466-7.

Enacted in 2010; effective 1 yr. after Rules adopted by Board — Must be
enrolled by 2015, review completed by 2017

October 72014
Rorald | Helier, CPA
Dear Mr Haber

Youwr firm has entoled in the AICPA Pear Review Program and you have adwsed us thal (he firm does not
perform engagements cavered by Statements on Auditing Standards; Stataments on Standards for Accounting
and Review Sevvices, Staterments on Standerds for Altestation Engagements, Government Auditing Standivds
(ihe Yelow Book) issued by the US. Governments Accountabibty OMce; and audits of non-SEC issuers
performed pursuant 1o the standards of Public Company Accounting Oversight Board (PCAOB). Since your
firm does not perfonm these serices, you will not be required to have & peer review

However, we wil ask you annually to confirm that you do not have an accounting and auditing pracice If you
pardarn any of the engagements ksted above, your Firm will be requited [0 have a peer review completed
ordknarily withen 18 months, Therefore, please notify Hawaii Society of CPAs if you accept such an

engagemernt
Sincerely,
Kathy Castilo
Executive Director
Fim No. 8427896
. AICPA PEER REVIEW PROGRAM )@\
CPA o &

¥y 1 el £ ot CVS
MRS *a

T (B08) 537475 £ peermsvew@®scos o
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CPE

§16-71-33 Basic requirements of study hours.

(b) The applicant shall include within the eighty hours
of continuing professional education programs, at
least four hours of continuing professional education
in the subject area of ethics or professional conduct;
provided that these hours may also be used to
simultaneously fulfill the requirements to renew the
license of a certified public accountant or public
accountant under section 16-71-2.

Effective 2010

§16-71-4.5 Minimum insurance requirements for a
professional corporation. (a) Pursuant to section 415A-
11, HRS, a professional accounting corporation may
provide security for professional responsibility by
procuring errors and omissions insurance or a surety
bond issued by an insurance company, or any
combination thereof, as the corporation may elect.

(b) The minimum amount of errors and omissions
insurance or surety bond issued by an insurance
company for a professional accounting corporation shall
be $100,000 for each shareholder; provided that the
minimum amount for each professional accounting
corporation shall not be less than $250,000.
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ACT 166 (2009)
House Bill 1739
Tax Return Preparer Penalty HRS §231-36.5

HRS §231-36.5enacted by 2009 Act 166 (House Bill 1739), generally effective
July 1, 2009 but applicable to any return where the statute of limitations has
notexplired.

Preparer penalty: $500 for understatement based on unreasonable position
$1,000if based on willful or reckless understatement
Civil action for injunction may also be brought

Genaerally interpreted in accordance with federal guldance relating to IRC
Section 6694

Penalty for Promoting Abusive Tax Shelters HRS § 231-36.7

Applies to organizing or selling, or participating in organizing or selling, any
partnership, plan or arrangement; and making a false or fraudulent
statement, or gross valuation overstatement, with respect to the tax benefits
of the partnership, plan or arrangement.

Penalty applies if person making the statement "knows or has reason to
know" that it is false or fraudulentor a gross valuation overstatement
Penalty is greater of 100% of the gross income from the activity or $1000.
Each separate transaction Is subject to the penality

“Gross valuation overstatement™ means valued stated exceeds correct
valuation by more than 200%

3
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Act 166, 2009, Section 17

13 "£231-7 Hearings and subpoenas., (a) The director of

14 taxaticon, and any representative of the director duly authorized
15 by the directeor, may conduct any inquiry, investigation, or

16 hearing, relating to any assessment, or the amcunt of any tax,
17 or the collection of any delinguent tax, including any inquiry
I8 or investigation intc the financial resources of any delinquent
19 taxpayer or the |[eeileetdbilisy] collestablility of any

20 delinquent tax.

§487R-2 Destruction of personal information
records. (a) Any business or government agency that
conducts business in Hawaii and any business or
government agency that maintains or otherwise
possesses personal information of a resident of Hawaii
shall take reasonable measures to protect against
unauthorized access to or use of the information in
connection with or after its disposal.
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“Reasonable measures” include:

(1) burning, pulverizing, recycling, or shredding of
papers containing personal information;

(2) destruction or erasure of electronic media and
other nonpaper media containing personal information;
and

(3) having written policies.

§487N-2 Notice of security breach. (a) ... any
business that conducts business in Hawaii that owns or
licenses personal information in any form (whether
computerized, paper, or otherwise), ... shall provide notice
to the affected person that there has been a security
breach following discovery or notification of the

breach. The disclosure notification shall be made without
unreasonable delay, consistent with the legitimate needs
of law enforcement as provided in subsection (c) of this
section, and consistent with any measures necessary to
determine sufficient contact information, determine the
scope of the breach, and restore the reasonable integrity,
security, and confidentiality of the data system.

14
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§487J-2 Social security number protection. (a) Except as otherwise provided in
subsection (b), a business or government agency may not do any of the following:

(1) Intentionally communicate or otherwise make available to the general public
an individual's entire social security number,

(2) Intentionally print or imbed an individual's entire social security number on any
card required for the individual to access products or services provided by the
business or government agency;

(3) Require an individual to transmit the individual's entire social security number
over the Internet, unless the connection is secure or the social security number is
encrypted. For purposes of this paragraph, "encrypted” means that an algorithmic
process has been used to transform data into a form in which the data is rendered
unreadable or unusable without the use of a confidential process or key;

(4) Require an individual to use the individual's entire social security number to
access an internet website, unless a password or unigue personal identification
number or other authentication device is also required to access the internet website;
or

(5) Printan individual's entire social security number on any materials that are
mailed to the individual, unless the materials are employer-to-employee
communications, or where specifically requested by the individual.

[§487J-3] Penalties; civil action. (a) Any business that violates any
provision of this chapter shall be subject to penalties of not more than
$2,500 for each violation. The attorney general or the executive director of
the office of consumer protection may bring an action pursuant to this
section. No such action may be brought against a government agency.

(b) In addition to any penalty provided for in subsection (a), any
business that violates any provision of this chapter shall be liable to the
injured party in an amount equal to the sum of any actual damages
sustained by the injured party as a result of the violation. The court in any
action brought under this section may award reasonable attorneys' fees to
the prevailing party. No such action may be brought against a government
agency.

(c) The penalties provided in this section shall be cumulative to the
remedies or penalties available under all other laws of this State.
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CPA Firm Names

Names that are considered misleading -

» Including the name of individual who is not a CPA if title
“CPAs” is included in the firm name

» Including "& Company" or "& Associate if the firm does not
include, in addition to named partner/owner or member,
at least one other unnamed partner/owner, member, or
employee

» Including name of owner whose license is revoked for
disciplinary reasons by the Board

» Any representation that would likely cause a reasonable
person to have a false/unjustified expectation of favorable
results or capabilities

40

Key provisions of Circular 230: (excerpts; see
www irs gov/oubdrs-pdfpeir230 pdf for full text of Circular 230

§ 10.20 Information to be furnished.

(a) To the Internal Revenue Service.

(1) A practitioner must, on a proper and lawful request by a duly
authorized officer or employee of the Internal Revenue Service,
promptly submit records or information in any matter before the
Internal Revenue Service unless the practitioner believes in good
faith and on reasonable grounds that the records or information are
privileged.

4
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The proposed regs didn't contain a definition of “Federal Tax
Matter.” Under final Reg § 10.37(d), a Federal tax matter is any
matter concerning the application or interpretation or (1) a revenue
provision as defined in Code Sec. 6110(i)(1)(B), (2) any provision of
law impacting a person’s obligations under the internal revenue
laws and regs, including but not limited to the person’s liability to
pay tax or obligation to file returns, or (3) any other law or reg
administered by IRS.

Practitioner Competence. Prop Reg § 10.35 provided thata
practitioner must possess the necessary competence to engage in
practice before the IRS, and that competent practice requires the
appropriate level of knowledge, skill, thoroughness, and preparation
necessary for the matter for which the practitioner is engaged.

In response to comments, the competence standard in final Reg §
10.35 contemplates that practitioners may become competentin a
variety of ways, including, among other things, consulting with
experts in the relevant area and studying the relevant law. (Reg. §
10.35 (a)) Whether consultation and/or research are adequate to
make a practitioner competent in a particular situation depends on
the facts and circumstances of the particular situation. (T.D. 9668,
06/09/14)

49
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§ 10.21 Knowledge of client’s omission. A practitionerwho, having
been retained by a client with respect to a matter administered by the
Internal Revenue Service. knows that the client has not complied with
the revenue laws of the United States or has made an errorin or
omission from any return, document. affidavit, or other paper which the
client submitted or executed under the revenue laws of the United
States, must advise the client promptly of the fact of such
noncompliance, error, or omission. The practitioner must advise the
client of the consequences as provided under the Code and regulations
of such noncompliance. error. or omission.

§ 10.23 Prompt disposition of pending matters.
A practitioner may not unreasonably delay the prompt disposition of any
matter before the Internal Revenue Service.

§ 10.27 Fees.(a) In general. A practitionermay not charge an unconscionable
fee in connection with any matter before the Internal Revenue Service.

§ 10.28 Return of client’s records.

In general, a practitionermust, at the request of a client, promptly return any
and all records of the client that are necessary for the client to comply with his
or her Federal tax obligations. The practitioner may retain copies of the records
returned to a client. The existence of a dispute over fees generally does not
relieve the practitioner of his or her responsibility under this section.

45
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§ 10.33 Best practices for tax advisors.

(b) Procedures to ensure best practices for tax
advisors. Tax advisors with responsibility for
overseeing a firm’s practice of providing advice
concerning Federal tax issues or of preparing or
assisting in the preparation of submissions to the
Internal Revenue Service should take reasonable
steps to ensure that the firm’s procedures for all
members, associates, and employees are
consistent with the best practices set forth in
paragraph (a) of this section.

40

§ 10.36 Procedures to ensure compliance.

(a) Any individual subject to the provisions of this
part who has (or individuals who have or share) principal
authority and responsibility for overseeing a firm's practice
governed by this part, ... must take reasonable steps to
ensure that the firm has adequate procedures in effect for all
members, associates, and employees for purposes of
complying with subparts A, B, and C of this part, as
applicable. ...

(b) Any such individual who has (or such individuals
who have or share) principal authority as described in
paragraph (a) of this section will be subject to discipline for
failing to comply with the requirements of this section ...
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§ 10.37 Requirements for written advice.

Former Section 10.35 “covered opinion”™
rules eliminated - now one set of standards
for all written advice.

Section 10.37 sets forth standards to which
a practitioner must adhere when providing
written advice on any federal tax matter.

4

Section 10.37 allows flexibility in format.

Does not specifically require that the practitioner describe
the relevant facts, identifying representations and
assumptions.

Does not expressly require that the practitioner discuss
relevant legal authorities and relate the law to the relevant
facts. (Butadvice must be based on reasonable factual and
legal basis)

Instead, extent to which facts and law should be set forth

may depend on scope of engagement, type of advice sought
by client, and all other facts and circumstances.

49
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Definition of written advice for 10.37

Does not include submissions to a government entity on
matters of general policy. For example, comments on
proposed regulations.

Does not include materials for Continuing Professional
Education seminars, where the seminar is solely for the
purpose of enhancing the participants' knowledge. (If the
seminar is a disguised commercial promoting or marketing
some transaction or investment, this exception does not

apply.)

Audit Risk and Possibility of Settlement

Practitioner may not give advice based on (or even
suggesting) the possibility that a tax return may not be
audited or that a particular transaction may not be
examined in an audit

The first proposed version of 10.37 said that a practitioner
could not give advice based on the possibility that an issue
might be settled if raised on audit. This was revised: rule
now allows discussion of legitimate hazards of litigation and
the possibility that the presence or absence of such hazards
may make settlement more or less likely. Indeed, this may
be a material issue on which the practitioner has a duty to
inform the client.
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Circular 230 Disclaimers

To comply with certain LLS. Treasury regulations, we inform you that, unless expressly
stated otherwise, any LS. federal tax advice contained in this communication is not
intended to be, and cannot be, used for the purpose of (1) avoiding penalties that may
be imposed on the taxpayer, or (2) promoting, marketing, or recommendingto
another party any transaction addressed herein,

The IRS Office of Professional Responsibility will send letters asking
practitioners to stop using Circular 230 disclaimers saying the disclaimer is
required, OPR Director Karen Hawkins said on June 17, 2014 on a Tax Talk
Today webcast.

"My only concern and my message 1s, if a disclaimer says 'The Internal
Revenue Service says' or 'l am required under Circular 230,' | can promise
you that you will get a letter from my office asking you to cease and desist
using that kind of language because | don't want taxpayers to be
misinformed," Hawkins said. "We do not require that language after last
week."

§ 10.29 Conflicting interests.
(a) Except as provided by paragraph (b) of this section, a practitioner shall nat
represent a client before the Internal Revenue Service if the representation
involves a conflict of interest. A confiict of interest exists if —
(1) The representation of one client will be directly adverse to another
client; or
(2) There is a significant risk that the representation of one or more clients
will be materially limited by the practitioner’s responsibilities to another
client, a former client or a third person, or by a personal interest of the
practitioner.
(b) Notwithstanding the existence of a conflict of interest under paragraph (a)
of this section, the practitioner may represent a client if —
(1) The practitioner reasonably believes that the practitioner will be able to
provide competent and diligent representation to each affected client;
(2) The representation Is not prohibited by law; and
(3) Each affected client waives the conflict of interest and gives informed
consent, confirmed in writing by each affected client, at the time the
existence of the conilict of interest is known by the practitioner.

53
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Four categories of tax practitioner misconduct which
may be subject to disciplinary action by the OPR:

1. Misconductwhile representing a taxpayer,

2. Misconductrelated to the tax practitioner's own return;

3. Giving a false opinion, knowingly, recklessly, or through gross
incompetence; and

4. Other types of tax practitioner misconduct not directly involving IRS
representation.

In 2011, the Internal Revenue Service promulgated the
Registered Tax Return Preparer Rule, which imposed -
for the first time - mandatory federal licensing
requirements and standards of conduct on
approximately 600,000 unenrolled tax return
preparers. Three such preparers brought suit,
claiming that the new regulations fell outside the
scope of the IRS's statutory authority. The USDC for
the District of Columbia agreed and enjoined the IRS
from enforcing its regulatory scheme. See Loving v.
IRS, 917 F. Supp. 2d 67 (D.D.C. 2013), and the D.C.
Circuit subsequently affirmed. See Loving, 742 F.3d
1013.
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In a separate opinion in Loving, denying the IRS's interim motion to
stay the injunction pending appeal, the Court observed that its
ruling did not “requirfe] the IRS to dismantle its entire scheme."
Loving v. IRS, 920 F. Supp. 2d 108 (D.D.C. 201 3). Instead, the
agency “may choose to retain the testing centers and some staff,
as It 1s possible that some preparers may wish to take the exam or
continuing education even if not required to." Id. The Court further
remarked that “[s]uch voluntarily obtained credentials” might allow
preparers to “distinguish” themselves. Id.

The court also modified its order to clarify that the injunction does
not affect the requirement for all paid tax return preparers to
obtain a preparer tax identification number (PTIN).

The AICPA claimed that the Program, even if voluntary, will
allow uncredentialed preparers to “advertise their
credentials in a way that suggests they have special training
from the IRS,” are “preferred vendors” of the IRS, or are
“endorsed" by the Service. The Court noted that a preparer
is permitted to state only that she “holds a valid Annual
Filing Season Program Record of Completion for that
calendar year and that ... she has complied with the IRS
requirements for receiving the Record of Completion,” and
found that “confusion is unlikely to result from any such
advertisement.” The AICPA's claim was dismissed.
American Institute of CPAs v. IRS, et al., 114 AFTR 2d 2014-
6451, (DC Dist.), 10/27/2014
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If a tax practitioner is not participating in the
implementation of the professional advice he or she
has given or has no contractual obligation to report the
effects of future changes, the tax practitioner is not
required to communicate changes that affect the
advice the tax practitioner had previously given.
Addressing this in the engagement letter is a good
idea.

Interpreting ABA Model Rule of Professional Conduct 1.6
the ABA Standing Committee on Ethics and Professional
Responsibility has recognized that the Rule requires
attorneys to use reasonable care to protect the
confidentiality of client information. This includes
information which is contained in E-mail communications.
A recent ABA ethics opinion advises attorneys that they
have a duty to caution their clients about the lack of
privacy when using an employer's technology device
(such as work computer; email account; iPad, etc.).
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“Unless otherwise specifically agreed, you authorize us
to communicate with you using un-encrypted e-mail,
and using cellular telephones, wireless networks, or
other means of electronic transmission. You
understand that there is a possibility that such
communications could be intercepted or monitored by
third parties without our knowledge, but you accept that
risk and agree that we may use these means of
communication. If you wish to change these instructions
at any time, you will advise us in writing.”

§ 10.21 Knowledge of client’s omission. A practitionerwho, having
been retained by a client with respect to a matter administered by the
Internal Revenue Service. knows that the client has not complied with
the revenue laws of the United States or has made an error in or
omission from any return, document. affidavit, or other paper which the
client submitted or executed under the revenue laws of the United
States, must advise the client promptly of the fact of such
noncompliance, error, or omission. The practitioner must advise the
client of the consequences as provided under the Code and regulations
of such noncompliance. error. or omission.

&
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§ 10.23 Prompt disposition of pending matters.
A practitioner may not unreasonably delay the prompt disposition of any
matter before the Internal Revenue Service.

§ 10.27 Fees.(a) In general. A practitionermay not charge an unconscionable
fee in connection with any matter before the Internal Revenue Service.

§ 10.28 Return of client’s records.

In general, a practitionermust, at the request of a client, promptly return any
and all records of the client that are necessary for the client to comply with his
or her Federal tax obligations. The practitioner may retain copies of the records
returned to a client. The existence of a dispute over fees generally does not
relieve the practitioner of his or her responsibility under this section.

§ 10.29 Conflicting interests.
(a) Except as provided by paragraph (b) of this section, a practitioner shall nat
represent a client before the Internal Revenue Service if the representation
involves a conflict of interest. A confiict of interest exists if —
(1) The representation of one client will be directly adverse to another
client; or
(2) There is a significant risk that the representation of one or more clients
will be materially limited by the practitioner’s responsibilities to another
client, a former client or a third person, or by a personal interest of the
practitioner.
(b) Notwithstanding the existence of a conflict of interest under paragraph (a)
of this section, the practitioner may represent a client if —
(1) The practitioner reasonably believes that the practitioner will be able to
provide competent and diligent representation to each affected client;
(2) The representation Is not prohibited by law; and
(3) Each affected client waives the conflict of interest and gives informed
consent, confirmed in writing by each affected client, at the time the
existence of the conilict of interest is known by the practitioner.

Ly
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representing Husband and Wife

This engagement would be to represent both of you jointly. | believe that |
have a duty to point out to you that each of you is entitled to retain your own
separate attorney if you wish to do so. Whether or not you choose to doso is
up to you — | am merely pointing out that you have that option. Of course, each
of you is free to consultindependently with other legal counsel to review your
perscnal objectives and to obtain advice concerning whether it is in your
interests to consent to my representation of both of you jointly. If you have any
doubts or concerns about this, | encourage you to seek such independent
advice now.

Query — is this adequate?

» Tarasoff v. Regents of Univ. of California, 17 Cal. 3d
425 (1976)

» The principal defendant was a psychiatrist. One of his
patients was a disturbed young man, who had
fantasies about attacking his ex-girifriend. When the
young man actually did attack and kill the girlfriend,
her family sued the psychiatrist for failing to warn the
girlfriend that she was in danger. The doctor argued
that (1) he had no duty to a person who was not his
patient; and (2) it would have violated the rules of
doctor/patient confidentiality to tell a third party about
the discussions between himself and his patient. The
doctor lost the case.
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» Helling v. Carey, 83 Wash. 514, 519 P.2d 981 (1974).

» We find this to be a unique case. The testimony of
the medical experts is undisputed concerning the
standards of the profession for the specialty of
ophthalmology. .. The issue is whether the
defendants' compliance with the standard of the
profession of ophthalmology, which does not require
the giving of a routine pressure test to persons under
40 years of age, should insulate them from liability
under the facts in this case where the plaintiff has
lost a substantial amount of her vision due to the
failure of the defendants to timely give the pressure
test to the plaintiff.

L

» Under the facts of this case reasonable prudence required
the timely giving of the pressure test to this plaintiff. The
precaution of giving this test to detect the incidence of
glaucoma to patients under 40 years of age is so
imperative that irrespective of its disregard by the
standards of the ophthalmology profession, it is the duty
of the courts to say what is required to protect patients
under 40 from the damaging results of glaucoma.

» We therefore hold, as a matter of law, that the reasonable
standard that should have been followed under the
undisputed facts of this case was the timely giving of this
simple, harmless pressure test to this plaintiff and that, in
failing to do so, the defendants were negligent, which
proximately resulted in the blindness sustained by the
plaintiff for which the defendants are liable.
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» Brockhouse v. U.S., 83-1 USTC {1 9410 (N.D. IlI.
1983) [Preparer penalty upheld where
professional corp. deducted interest expense but
sole shareholder did not report interest income]

£

» Note that filing a false tax return (or knowingly
preparing one) is a federal crime even if there is
no understatement of taxable income or the
tax due. See U.S. v. DiVarco, 484 F.2d 670 (7'
Circuit 1973), cert. denied 415 U.S. 916.
Deliberate mis-statement regarding the source of
income is a crime even if the amount is correctly
reported. Suppose a client wanted to deliberately,
and falsely, report more income than he actually
earned, so that he could give a copy of his tax
return to the bank and get a loan?

&9
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» Horne v. Peckham, 158 Cal. Rptr. 714 (Cal. App.
1979). When a general-practice attorney
undertook to draft a “Clifford” trust — a type of work
generally done by tax specialists — the attorney
was held to the standards of a specialist for
purposes of determining malpractice liability.

7

» Proper Hiring Practices and Employee
Supervision

+ Verify, Verify, Verify (e.g., transcripts to prove
education, verify licenses)

» Document training and CPE

» Adequate supervision and review

» Be alert for alcohol/substance abuse

)
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The gut-check test

“How would I feel if my decision were printed
in the local newspaper?”

“How would I feel if my family were to find
out about my decision?”

How will this decision make me feel about
myself?”

Some examples - objectivity

¢ A member has been asked to perform litigation services for the plaintiff in
connection with a lawsuit filed against a client of the member's firm.

¢ A member has provided tax or personal financial planning (PFP) services
for a married couple who are undergoing a divorce, and the member has
been asked to provide the services for both parties during the divorce
proceedings.

¢ In connection with a PFP engagement, a member plans to suggest that the
client invest in a business in which he or she has a financial interest.
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Tougher questions?

¢ A member serves on a city's board of tax appeals, which considers matters
involving several of the member's tax clients.

* A member has been approached to provide services in connection with the

purchase of real estate from a client of the member's firm.

¢ A member refers a PFP or tax client to an insurance broker or other service
provider, which refers clients to the member under an exclusive
arrangement to do so.

74

Role of the Professional Ethics Division

» Establish independence and ethics standards
for the CPA profession
® AICPA Code of Professional Conduct
® Non-authoritative guidance (e.g., FAQs)
» Enforcement - investigate potential
violations of the Code
® Bylaws require members comply with Code
® Joint Ethics Enforcement Program
» Educate members on ethics standards
Ethics hotline
Presentations at conferences, etc.

5
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Other U.S. Ethics Standard-
Setters/Regulators

. State boards of accountancy

« Public Company Accounting Oversight Board
(PCAOB)

« Securities and Exchange Commission (SEC)

« Government Accountability Office (CAO)

« Department of Labor (DOL)

« Banking regulators

Ethics Division Case Statistics

Total cases at 1/1/2010 844
Add: cases opened 2010 370
Less: cases closed 2010 430
Total cases at 12/31/2010 784

» Total cases at 12/31/10 includes 177 cases
in litigation deferral
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Disposition of Closed Cases - 2010

L
® Mo further action. oz

169 |

. B Suspend/ bpel
/- 22%

" Other————
3% /
J

0 Completed MonRoring/
8%

B No Violation/Dismiss
19%

T O RCA Letter
319

What causes tax claims:

» Election Errors 37%

» Filing Errors (deadlines) 22%
» Computation Errors 20%

» Engagement Scope 8%

» Misappropriation/Fraud 6%
» Incorrect Advice 5%
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PEEC Projects
» AICPA Ethics Codification Project

» The AICPA's Professional Ethics Executive Committee (PEEC) restructured the
Institute’s ethics standards to improve the AICPA Code of Professional
Conduct (Code) so that members and others can apply the rules and reach
correct conclusions more easily and intuitively. To achieve this, PEEC
restructured the Code into several parts each organized by topic, edited the
Code using consistent drafting and style conventions, incorporated a
conceptual framework for members in public practice and in business, revised
certain Code provisions to reflect the "conceptual framework” approach (also
known as the "threats and safeguard" approach) and where applicable,
referenced existing non-authoritative guidance to the relevant topic.

The Proposed Revised AICPA Code of Professional Conduct was exposed for
comment on April 15, 2013, Comments on the Exposure Draft were accepted

untl August 15, 2013.

Codification - Project Objective

» Old Code
- Was not topically organized and could be difficult to
navigate
Some parts could be written in clearer language
» Goal: Create a more user friendly, intuitively
arranged Code that contains all relevant
guidance by topic
Authoritiave Rules remain unchanged
- Heighten awareness of nonauthoritative guidance

#

205
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Codification - Project Overview

» Considered the international format (IESBA
Code)

Part 1 applicable to members in public practice
Part 2 applicable to members in B&I

» Other matters considered
Impact on state boards that incorporate AICPA rules
International convergence

» On-line Codification with enhanced
functionality

AICPA Code of Professional Conduct

+ Principles
« Provide framework for the Rules
. Rules
« Govern performance of services by members
« Changes require vote by AICPA membership
. Ethics Interpretations
- Provide guidance on scope/application of Rules
« Changes require exposure to membership
. Ethics Rulings

« Summanze application of Rules and Int. to specific set of facts and
circumstances

« Changes require exposure to membership

Ly
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AICPA Code of Professional Conduct

- Rule 101 - Independence
- Must be independent of attest clients

- Rule 102 - Integrity & Objectivity

+ Must maintain integrity and OgjeCtIVltY in all servuces be
free of conflicts of mterest and not knowingly
misrepresent facts or subordinate judgment to others

. Rule 201 - General Standards

+ Must exercise competence, due care, adequately plan &
supervise, obtain sufficient relevant data

- Rule 202 - Compliance with Standards
« Must comply with professional standards (e.g., audit, tax)

AICPA Code of Professional Conduct

- Rule 203 - Accounting Principles

« Must not state f/s are in conformity with CAAP if
contain departures from GAAP

. Rule 301 - Confidential Client Information
- Must not disclose confidential client info

- Rule 302 - Contingent Fees
- Prohibits contingent fees for certain attest clients

- Rule 501 - Acts Discreditable

« Must not commit an act discreditable to profession
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AICPA Code of Professional Conduct

- Rule 502 - Advertising & Other Forms of
Solicitation
» Must not advertise/solicit clients in misleading or
deceptive manner
- Rule 503 - Commissions & Referral Fees
+ Prohibits commissions for certain attest clients

- Rule 505 - Form of Organization & Name
« Must practice in a form of organization permitted by
law/regulation and conform to Council resolution; cannot
practice under a misleading firm name

Case Study 1 - Phil the Controller

Phil is a CPA and Asst. Controller in a mid-sized
company. In January, his friend Mary, Dir. of Sales,
takes Phil to lunch to celebrate making their sales

oal...Back at the office John, the Accountant, tells

hil that the accounting department has not received
all of the December sales contracts. Phil reviews the
contracts and agrees that they are indeed short. Phil's
boss Leslie haﬁpens to walk by and asks what's up.
Phil explains the situation, but without letting him
finish, Leslie instructs Phil to 'just book it' and walks
away. Phil takes a moment to take a deep breath as
he watches John go back to his desk to record the
transactions. What should Phil do?
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SRECORY

“‘Run it by legal.” “Run it by accounting.”

AICPA conferences

Case Study 1 - Phil the Controller
Applicable Guidance - AICPA Code

Int. 102-1—Knowing misrepresentations in the
preparation of financial statements or records.

A member shall be considered to have knowingly
misrepresented facts when s/he knowingly—
b Makesg)ermits/directs another to make, materially false and
misleading entries in an entity’s f/s or records; or
» Fails to correct an entity’s f/s or records that are materially false
and misleading when s/he has the authority to record an entry;

or
» Signs/permits/directs another to sign, a document containing
materially false and misleading information

pr=apemred 5
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AICPA conferences

Case Study 1 - Phil the Controller

Int. 102-4--Subordmation of judgment by a member.

Rute 102 prohibits member from knowingly misrepresenting facts or subordinating his/her judgment when
performing services.
Ifmember and his/her suparvisor have a disagreement or dispute relating to the preparation of f/s or the
recording of transactions, the member should take the following steps to avoid subordination of judgment
Consider whetherthe entry or failure to record transaction in the records, or (b) the f/s presentation or
natureomission of disclosure in the fs, as proposed by supervisor, i5 acceptable aiternative and does
not materially misrepresent the facts. If matter has authoritative support and, or does not resultin
material misrepresentation, don’t need to do anything else.
If the member concludes that the financial statements or records could be materially misstated, the member
should make his or her concerns known to the appropriate higher level(s) of management within the
orgamzation {for example, the supervisor's immediate supernor, senior management, the audit committee or
equivalent, the board of directors, the company's owners). The member should consider documenting his or
her undetstandm? of the facts, the accounting principles invelved, the application of those principlesto the
facts, and the parfies with whom these matters were discussed,

+ If, after discussing his or her concerns with the appropriate person(s) in the organization, the member
concludes that appropriate action was not taken, he or she should consider his or her continuing
relationship with the employer. The member also should consider any responsibility that may exist to
communicate to third parties, such as reggla(ory authorities or the employer’s (former employer's) extemal
accountant. In this connection, the member may wish to consult with his or her legal counsel.

+  The member should at all times be cogmzant of his or her obligations under interpretation 102-3

w0
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AICPA conferences

Case Study 1 - Phil the Controller

The member should take the following steps (cont’d):

» If the member concludes that the f/s or records could be materially
misstated, s/he should make his/her concerns known to the
appropriate higher level(s) of management (e.qg., supervisor's
immediate superior, senior management, audit committee, the
board of directors, owners).

Consider documenting his/ her understanding of the facts, the
accounting principles involved, the application of those principles to the
facts, and the parties with whom these matters were discussed.

» If, after discussing concerns with appropriate person(s) in company,
member concludes appropriate action was not taken, s/h should
consider his/her continuing relationship with employer.

1)
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AICPA conferences
Case Study 1 - Phil the Controller

The member should take the following steps (cont'd):

» Member also should consider any responsibility that may
exist to communicate to third parties, such as regulatory
authorities or the employer's external accountant.

Member may wish to consult with his or her legal counsel.

» Member should at all times be cognizant of his/ her

obligations under Int. 102-3

In dealing with his/her employer's external accountant,
member must be candid and not knowingly misrepresent facts
or knowingly fail to disclose material facts.

=g 2

AICPA conferences

Case Study 2 - Lori the Controller

» Lori is Controller of ABC Co., a troubled company with < 6
months of cash left and liabilities mounting

» XYZ Co. is performing due diligence and plans to acquire ABC and
save it from bankruptcy

» XYZ's consultants prepared pro forma financial projections and
submitted them to XYZ but Lori believes them to be overstated
(Lori was not involved)

» Lori is not certain they are materially misstated but suspects they
might be

» Lori wants to be fair to XYZ but also wants to be fair and loyal to
her employer, colleagues and ABC’s shareholders

» What should Lori do?

e 2
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AICPA conferences
Ethical Decision-Making Model

Step 1. Recognize the Ethical Issue
» As controller Lori is torn between helping her employer and
ensuring XYZ has complete and accurate information. Lori is
experiencing a conflict: loyalty to her employer vs. full/fair
disclosure to XYZ

Step 2. Gather the Critical Facts
+ Itis clear that Lori does not have all of the facts-whether the
information is materia/to the ABC financial projection is a critical
piece of data. Lori should determine this before proceeding.
It is critical because if the financial projections are overstated by a
gziqi._sculeamount, will likely have little or no bearing on XYZ's
ecision.

e u

AICPA conferences
Ethical Decision-Making Model

Step 3. Identify the Stakeholders
» Let’s assume Lori takes further action and determines that
the projection is overstated by a materialamount
» Next, Lori should identify the stakeholders-i.e., those who
will benefit or be harmed by her decision and actions

ABC and its owners/employees, XYZ and its
owners/employees; creditors of ABC, customers/vendors

of ABC and XYZ; XYZ's consulting firm

e 5
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AICPA conferences
Ethical Decision-Making Model

Step 4. Consider Alternatives
» Option 1. Arrange a meeting with XYZ to discuss concerns

» Option 2. Arrange a meeting with the ABC's CFO to discuss
concerns

» Option 3. Send an anonymous letter to XYZ's consulting
firm describing concerns

» Option 4. Take no action

a
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AICPA conferences

Ethical Decision-Making Model
Step 5. Consider the Effect on Stakeholders

» Option I would involve byﬁassing her superior at ABC, which would
likely jeopardize/damage her employment situation

» By avoiding discussion with the CFO of ABC, Lori does not allow the
CFO the chance to respond to her concerns

» On the other hand, if the financial information is incorrect, she may
help XYZ avoid a costly error-their shareholders, creditors, and
other stakeholders would likely benefit from her disclosure. It may
also prevent future litigation against ABC for providing misleading
information to XYZ

» However, without the acquisition, ABC would likely file for
bankruptcy protection and her colleagues would be out of work

.

) -y
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AICPA conferences

Ethical Decision-Making Model
Step 5. Consider the Effect on Stakeholders

» Option 2 allows Lori to air her concerns within ABC and gives her
superior the opportunity to respond before deciding whether to go
to anyone else

+ On the other hand, if meeting with the CFO is unsatisfactory and she
still believes XYZ would be relying on inaccurate financial
information, she would have delayed disclosure to XYZ

» Option 3is similar to Option 1 since it involves Lori reporting her
concerns to a party outside ABC

» However, the consultants will likely approach ABC to obtain more
information and could affect the transaction since it will raise
concerns about ABC's integrity

.
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AICPA conferences

Ethical Decision-Making Model

Step 5. Consider the Effect on Stakeholders

» Option 4, which would maintain the status quo-

» XYZ may purchase ABC on the basis of what they believed
to be true and reliable information

» If the information was misleading, XYZ's purchase of ABC
may cause its owners/employees to suffer financial loss

» This option could possibly result in litigation between the
parties and between XYZ and its consultants.

» XYZ or its consulting firm may bring ethics charges against
Lori and the CFO of ABC

"

) -y
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AICPA conferences

Ethical Decision-Making Model

Step 6. Consider Your Comfort Level

» If Lori had to discuss her decision in public, would she be
concerned about how it reflects on her ethics?

’ Re(?arding Options 1 and 3, would Lori feel embarrassed that she
did not have the nerve to raise these concerns within ABC before
going outside the organization?

» Is Lori very uncomfortable with Option 4-doing nothing?

» Does Lori feel she could explain taking Option 2; does this feel
like a correct decision-at least at this time?

Remember: Option 2 may be only a partial solution; dependin

on her meeting with the CFO, she may need to take additiona
action

o
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AICPA conferences

Ethical Decision-Making Model

Step 7. Consider Rules, Regulations, and Laws
» Are these options consistent with applicable professional ethics
rules, regulations, and laws?
» Do not want to take a course of action inconsistent with the
profession’s rules of conduct
» Lori must weigh her ethical requirements against all proposed
alternative actions
For example, would the ethics rules allow her to divulge
information to outside parties in these circumstances?
» If uncertain of the professional, regulatory, or legal implications
of her actions, Lori should seek appropriate counsel
What's the right decision???

e 1
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AICPA conferences
Ethical Decision-Making Model

Step 8. Make a Decision

» Solori makes her decision-and it is Option 2-she will
meet with the CFO, explain her concerns, and see where
that leads

» Generally, in these situations you should exhaust all of
your options and gain as much information as possible
before you consider disclosing information to outside
parties

» Of course, if that meeting does not resolve the issue, Lori
has some more thinking to do!

AICPA

AICPA conferences

Ethical Decision-Making Model

Step 9. Document Your Efforts

» Once Lori has made a decision, and while it is fresh in her mind,
she should consider documenting her understanding of the
facts, the names of any persons with whom she consulted and
their professional affiliations (if relevant), and her decision

Step 10. Evaluate the Outcome

» Once time has passed, it may be instructive for Lori to re-
evaluate the decision and consider whether, given the outcome
of events, she would have done anything differently

AICPA
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AICPA conferences

Network Firms

» Network = association of firms that cooperate
to enhance capabilities to provide services and
share one or more of the following:

= Common brand name as part of the firm
name

« Common control

= Profits or costs - excludes costs of operating
association, audit methodologies, manuals,
training, immaterial costs

= Common business strategy - ongoing
collaboration amongst firms, responsibility
for implementing strategy, accountability

S

AICPA conferences

(]

Network Firms

» Network firm definition (con’t)
= Significant part of professional resources

- Common QC policies/procedures - firms

required to implement, monitored by
association

» Definition is consistent with international
(IESBA) standard

S
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AICPA conferences

Network Firms

» If part of a network, must be independent of all
other network firms’ audit/review clients

» Network firms cannot have following
relationships with audit/review clients of other
network firms:

- Firm cannot have financial interests (does not
extend to individuals in firm unless they work on or
can influence the engagement);

- Provide prohibited nonaudit services to other
network firms’ audit/review clients;

- Have partners/employees serve as directors/
officers

166
S

AICPA conferences

Network Firms

» For all other attest clients - consider threats
firm has reason to believe may be created by
other network firms

If threats are significant, apply safeguards to reduce
threat to acceptable level

» If subset of firms in association share
network firm characteristics (e.g., common
brand name), only that subset is a network

» Effective for engagements covering periods
beginning on or after July 1, 2011.
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AICPA conferences
Rule 301 - Confidential Client Information
Categories of Information

v Client information that is in the public domain
Not considered confidential; client consent not
required

v Client information not in the public domain
Considered confidential; client consent required even
if information is de-identified

v Other information in the member’s possession
Any information relating to the member’s judgments,
decisions, and actions; client consent not required
- e.g., actual/budgeted audit hours by class of audit team

member, risk assessments, materiality levels

AICPA conferences

Clarifications to Interpretation 101-3,
Nonattest Services
» General Activities that would impair

independence:
Establishing or maintaining internal controls, including
performing ongoing monitoring activities for a client.
“Designing and implementing” clearer than
“establishing”
Accepting responsibilityfor designing, implementing

and maintaining internal control...”
+ Clarify that activities under permitted nonattest services
can be provided even if may be viewed as “establishing”

a control for client

108

S
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AICPA conferences

Clarifications to Interpretation 101-3,
Nonattest Services

» Management “functions” vs. “responsibilities”

General Reqg’t no. 1: The member should not perform

management functions or make management

decisions for the attest client.

Management responsibilities is clearer than

management functions

* Includes guidance in IESBA Code on “management
responsibilities”

+ General activities merged into examples of
management responsibilities

S

AICPA conferences

10

Clarifications to Interpretation 101-3,
Nonattest Services

» Incorporate non-authoritative guidance (FAQs)

Clarify certain services performed as part of the
attest engagement would not be nonattest services
(i.e., not subjectto Int. 101-3)

Independence not impaired if member prepares a
reconciliation (e.g., bank) that identifies reconciling
items for client’s evaluation

S
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AICPA conferences

Int. 101-19, Permitted Employment With
Client Educational Institution

» Limited exception to prohibiting employment with
client
PEEC believes in public interest for members to offer their
expertise by serving as adjunct faculty members
» Permits members to serve as adjunct faculty at an
educational institution client provided member -
Does not hold a key position
Does not participate on the attest engagement team,
Is not in a position to influence the attest engagement,
Is employed on a part-time and nontenure basis, and
Does not assume management responsibilities

12
S

AICPA conferences

Definition: Memberin B & |

Member in business and industry - A member
employed or engaged on a contractual basis or
volunteer basis in an executive, staff, or
administrative capacity in such areas as industry, the
public sector, education, the not-for-profit sector,
regulatory bodies, or professional bodies. This does
not include members while engaged in the practice
of public accounting.

Allows for the fact that a member in public practice

may simultaneously also be a member in B&I (e.g.,

serve as volunteer board member)

S

13
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AICPA conferences
501-9—Confidential information obtained
from employment

» Applies to a// members

» Covers confidential information pertaining to
a current or previous employer as well as
entities for which member works in volunteer
capacity

- Confidential employer information = any proprietary
information pertaining to the employer that is not
known to be in the public domain or available to the
public and is obtained as a result of an employment
relationship

Py 12

AICPA conferences
501-9—Confidential information obtained
from employment

» A member would be considered to have
committed an act discreditable if the member
uses any confidential information acquired as
a result of employment relationships without
consent of the employer unless legal or
professional responsibility exists

Not intended to prohibit member from using

expertise gained through prior employment
relationships

Py 116
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AICPA conferences
501-9—Confidential information obtained
from employment

» Disclosure is permitted to—
Initiate a complaint with, or respond to inquiry
made by disciplinary or regulatory body;

- Protect member’s interests in legal proceedings;
Report concerns on questionable accounting,
auditing, or other matters to employer’s
confidential complaint hotline or those charged
with governance.

Obtain financing with lenders; deal with vendors,
clients, customers, etc. on behalf of employer

) -y

AICPA conferences

501-10—Financial interests

» Addresses threats to integrity and objectivity due to a
member in B&! or their immediate /close family member's
financial interest in or other relationship with employer

Does not prohibit members from having financial interests
in employer

» Examples of circumstances that may cause threats:

Holding financial interest in employer and value is directly
affected by decisions made by member

Being eligible for profit/performance-related bonus and
value is directly affected by decisions made by member

Qualifying for share options if certain targets are achieved

) -y
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AICPA conferences

501-10—Financial interests

» Significance of any threats should be
evaluated and safeguards applied, when
appropriate and reasonable, to eliminate the
threat or reduce it to an acceptable level

» In evaluating significance of threat, member
should evaluate nature and significance of
financial interest

» Examples of safequards include:

Consultation with relevant professional bodies

Up-to-date education on ethical issues and legal
restrictions

) - 118

AICPA conferences

501-10—Financial interests

» Examples of safeguards include (cont’d):
Policies and procedures for a committee
independent of member to determine level or form
of remuneration
Consultation with superiors and/or those charged
with governance
Disclosure of relevant interests and any plans to
trade in relevant shares to those charged with
governance
Internal and external audit procedures
Current knowledge of regulations, e.g., insider
trading and fraud

Py 119
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AICPA conferences

501-11 - False, misleading, or deceptive acts
in promoting or marketing professional
services

» A member in B& would be considered to have
committed an act discreditable if the member
promotes or markets their abilities to provide
professional services or makes claims about their
experience or qualifications in a manner that is
false, misleading, or deceptive

» Includes any claim/representation that would
cause a reasonable person to misunderstand or
be deceived

» Includes representation about CPA licensure or
other professional certification or accreditation

120

The Torkildson Katz Firm

Founded more than 60 years ago, the firm originally concentrated on labor
law. representing management. Today. labor and employment law is still
the firm's largest practice area, but Torkildson Katz offers a wide range of
legal services to business clients: corporate law, tax law, tax litigation, real
estate law (including zoning, land use, and construction matters as well as
real estate financing). contracts, immigration law. mediation and
arbitration. health care law. partnership and LLP/LLC law. bankruptcy
matters (representing creditors), insurance law. and business/commercial
litigation. The firm's business clients range from individual sole
proprietors to some of the world's largest multi-national corporations.
Visit the Torkildson Katz website at v torkiidaon o

12t
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Ronald I. Heller
phone 808 523 6000 fax 808 523 6001

Ronald | Heller practices i the areas of tax Migation, busmess'comemercial Bigation, taxanon and bosmess law, inchiding
the defeese of CPA malpractice clams He received both JD and MBA degrees Srom the Universky of Michigan, and 5 2
tcensed Certified Pubbc Accountart as well as an stormey, Mr Heller is a Fellow of the Amencan College of Tax Comnsel.
and a past Chair of the Tax Section of the Hawali State Bar Assocation He bas lisigated tax cases at the county, state, and
federal fevels. See. e g, Ar Towr Acquistion Coep v. US, 781 F.Supp 669 (D Hawnk 1991), US v Vellakos, 780 F Supp
705 (D Hawad 1992), affirmed wio published opmion 990 F1d 1265 (9th Cir 1997). He bas also handled a wide vanety of
cther business disputes in lmigation or arbitration proceedings In 2005, he was sppomted by Governor Linds Lingle 1o the
Tax Review Cotmmission of the State of Hawad, and was subsequently elected Vice Chaiman of the Commission. In 2004,
Mr. Heller recsived the *Small Business Champion™ award for the State of Hawail from the National Federation of
lndependent Business, then went oe to win the Seall Businsss Champson award for the 7-state Southwest U'S, regon. He
has served ca the Board of Directors of the Hawmi Society of Catfied Public Accomtants smce 1988, md served as the
Society's President for 1994-95 Mr Heber served as one of the two Hawak representatives oa the Counal of the American
lnstitute of Cestified Public Accomntants in 199496 and 2002-04, and was dected again in 2011 Mr Heller has also served
as an appoited member of the AICPA's national committee om Accoustants’ Legal Liabilty He has served as a member of
the Panel of Arbitrators (Commercial) of the Amencan Arbiration Association, md 3 cowt-appomted mbirator m the
Comt-Azeexed Asbieration Programs of the Cacur Coun of the First Cronkt, State of Hawad  He has been an Adject
Professor at the University of Hawna School of Law, and has taught o samber of continuing professional education conrses
ﬁumx.CPAsn!o&at Mr. Heller has been fsted in The Best Lawvers in America for more than 15 years. His o
mal address & 1 Lot kildhen SENDING E-MAIL DOES NOT CREATE AN ATTORNEY-CLIENT
RE.A'HONSHIP
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Topics for today

» A brief review of what the Performeter
and A.F.T.E.R Analysis is (and what it is
not...)

» Review of factors and circumstances

contributing to the 2013 scores and
causes

» Provide an update on the most recent
2013 Performeter scores and A.F.T.E.R
findings for 2013

A brief review...

» The Performeter measures the financial health
and success of a government using a scale that
all users (including decision makers) can
understand, 0-10, with 0 = poor, 5 =
satisfactory, and 10 = excellent

» Uses financial ratios for the evaluation

» The evaluation is only as reliable as the
information found in the annual audited
financial statements, and most relevant when
the information can be used in a timely manner

» Relevance and reliability are the key concepts in
accountability
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A brief review...

» The A.F.T.E.R. Analysis is very simple analysis of
the status of audit findings, the timeliness of the
submission of the audit and the resolution of
certain audit exceptions; this analysis can be used
to track a government's progress towards
eliminating its most significant findings and
exceptions, along with tracking the timeliness of
submission to the Federal Clearinghouse.

Factors and Circumstances for 2013

» For most, the fiscal year ending September 30, 2013 was a
relatively stagnant year, without much change in the overall
scores. However, a few governments score slightly increased,
some governments slightly decreased, while others virtually
stood at the exact same score as their prior year.

One thing that was most noticeable, was the impact of the rise in
the fair value of investments. For governments with compact trust
fund monies, investment income and the change in fair values of
those investments were in the millions.

A few governments are continuing expense reductions that were
institufed in prior years

Pension plan or social security entitlement program woes continue
for nearly all, some to a much greater extent than others

Fund balance and/or deficits and net position and/or deficits
increased for some, decreased for others, with a few remaining
relatively stagnant
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Factors and Circumstances for 2013

Most governments, even when considering
component units, are receiving unmodified
(formerly known as unqualified or clean opinions)
on their financial statements

A few are even receiving unqualified opinions on
their compliance with federal program monies
(Single audit)

A few even have no questioned costs, or very little
questioned costs

What we used to refer to “net assets” is now
referred to as “net position”, so don’t get confused

Current Scores Based on FY13 Audit Data
A 7-10SCORE INDICATES:
* rapetitive positive performances for several years
« sufficient cash flows to pay vendors and employees &
« relatively low tax and debt burdens per capita 4 vap
« ability to consistently live within their means 2 ¢ oM
A 4.6 SCORE INDICATES:
« lower than satisfactory levels of reserves 6 ® COWNAES
« satisfactory capital asset useful lives HORAE
remaining
» moderate levels of tax and debt burdens per s ' ::
CHpeR ° oo
+ and the beginnings of cash flow issues that q
often delay on-time payments to vendors m ARAY
i 3 vovr
A0-3 SCORE INDICATES: [ cuant
« significant unrestricted net position deficitand/or ﬂ e
a deficitin their general fund unassigned fund 2
balance
+ a significant tax and/or debt burden per capita

+» severe cash flow issues
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CNMI Performeters Reading 2013

Overall Reading

T i tes the vl o0
s indi uator's
Siostne: 10 opinion that I(f.
9 - overall flnanrlal heahh
and performance
8 - remained relatuvelr
stagnant but shgh@y
7 - mq')roved during F
3, although it

6 1 continues (? remain wcll
l)ehow s‘ms fac(ogy as of
- 1 an r the fiscal year
Satisfactory 5 endeg September 30,
4 [3.11 The shgh( improvement was
3 - 267 2:70- due, in a large part, 1o

revenue earne

exceeding expenses
mcuned uring ihc year
by $9.4 million, however
many of the lanos
showed sligl
|mprovemems over their
corresponding ratios in
the prior penod.

8
2006 2007 2008 2009 2010 | 2001 | 2012 2013
Marber of¥.5, Opsrson u..ik-memm ] w0 4 3 1 ) 3 !
. e re———— e —————————————————————————————————————
Puv(— nf\hv '—derﬂvoovw 7 % s s L) L] k] 7
’\‘f(n.vm!rw:
'UOE' o!= 5 m)rqx.
A Internal Contred and Corpsiance 2 2 2
8. dntwrrad Contred Orly " 0 13 ] It 1w "] 1
C Comglance Orly (1 1 1 1 1 3 z 4
TOTAL ® n ) ] " 2 B 13
Percantage ofFndngs Resesied 5% 0% S25% TN 10o% % ™ 0%
frarber of A-1335ndngs
A, brtemal Contrd and Corplance » “@ LN 1n n =2 a Q
B, internal Control Onfy - - v - 3 - = =
C. Cormpharce Criy : . B s ’ i
TOTAL » a2 4 14 14 bo o x
Fercantage of A- 133 Pndrgs Repested % n 5% TN 5La% % W% %
MNuarbier afoontte 1£ the £ 5. were Rubsssed v * ' ¢ 2 ] 1 '
e e E = o : ad o | S— i
urt— of QuatficadorsTecentons Seisted %0 C 4 3 3 s i 1 e : 4
$of Quastonad Costs-Cument Yes $1,965.273 $2,215,005 $7,165,%1 Hamm 540008 4225651 85,620 552 $10,258,851
s of Questonad Coots: Cumdaise $5,035,50% 87,249,304 $7.24.54 { 028,938,525 | 535,599,207 $A5.84 208
|
4 of Quastonad Costs Reschad ~Cument Yaur © w0 ) ) T %0 | @0 %0 | 0
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VI Performetere Reading 2013

Overall Readlng The 2013 reidmg of 3.56,
indicates the Tvaluatou 3
?pnmont at the VI's overall
i mafncual ealth and '
Excellen erformance improved when
?omp' rec? ith l%a( old(q_le prior
9 eriod, and represents the
ighest reading smfe FY 200/
However, the overall score still
7 - remains below satisfactory for
the ?verall VI governmentas a
whole.

The increase in lhg rcadm? in the

currentyear 1s due in g large
part to several ratios showing
significant improvements this
year, such as a near breakeven

ear of current revenges and

urrent expenses, an
business-type activity self-
sufficiency. However, mgny of
the other ratl?s remained
relatively unchanged, resulting
in the overall low Treading.

Satsfactory

Poor

10
F.T.E.R. VirginlIslands 201
A.F.T.E.R. VirginIslands 2013
2006 2007 2008 2009 010 2011 2012 2013
Marber of £S5, Opstvens Quadfcations Exceptons ? v Y & ] 9 ) &
Murbe ofMaer FedersiProgram € 1 y & € 5 2 |
Quadhicasons Teomotions
Muarber of® 5 Fndrgs
A, Intwrral Control and Corplance 3 ° 1 1 1 1 L}
B, Intermal Control Only 0 a 10 0 3 7 ) L}
C. Compharce Oriy 1 | ] e g Q I} o
TOTAL 4 2 1 1 3 2 n |
Fercentage of Frdngs Repeated Urabde 1o unable to 0% 100% 0% 00N 0% 0%
determine Oetermre (esvrane) (esvvate) (estreane) (estyvate) (eatrsate] (pabenate)
Murder of A-133Fndegs
A Interrad Contral arel Conptiarscs » = @ o >} ’ 3 L}
0. ntermal Control Onky 0 o ® * Q 15 [
€ Congharce Criy Q ] 2 e q g g
TOTAL b » n * x x (8] "
Percaniage of A- 111 Frelegs Supwalad Urabee o Uralde o % S.5% S5 4% Unadle & Unable & Unatie &
Setwrmre deterrnre determne Oelermine dermrvne
Pharber of ottt after (€ the 5.5, were Relessed ) 3 M 2 x = 1) ]
Marber of Qualficators Ercestiors Related i LA s s | 3 . L | 5 .
$ of Questonad Costs Curvenl Yeu EER N, 5,984, e sl €758 $57,293,304 M4 EaE $2.40A12 53,228 464 -
§ of Questoned Costy- Cursdwtve Ureble to Unable o Unable 1o 0,104,177 | 38,5757 | RIS | SR
[ determee delermre |
of Questones Costs Resolved ~Qurrent Yaur L 9%,2%,4% $5,544,595 891,10 | ST $330,18% 85,700,775
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Palau Performetere Reading 2013

The 2013 reading of 3.92

: indicates the eva u tor's
Overall Reading opinion that the Palau

oveml‘ nt's ove énll
Excellent 1p - clal heailth

pel on m nee ¢ f'"
(a) uring the Escal
ge r ended September 30,

After achuevm(} a score of
? mj a number ?
actors dechned during the
current year. However,
Pa au ldS mamtamed d
relatively con5|stent level
of scoring OY' r the past

SIX years. e current year

maease n

gn'[estncle net position
eficit was the primary

cause for the slight drop in

the current year score.

q
B
7
6
Satisfactory 5 4
K
3
2
i
0

Poor

2004 2005 2006 2007 2008 2005 2010 2011 2012 )leJ

12
I\IF.IOEIRC Palau 20]3
00 | ao0s 2007 4008 { 2000 av1e 011 012 013
Marbe of £S5, Opvent Quadfcations Exceptons a a ¢ 0 [ [ [ 0 0
Number of Mayr FadersiProgram 9 4 5 ] 3 H 7 7 7
Quaifcasers Exootors
Mavber of 5.5, Fndngs
A ndernal Contrd and Corslarce
11, nterral Control Oy ) ] g 0 ¢ ¢ 0 0 0
C Cornplhurxe Orly L a4 1 3 3 7 5 3 3
TOTAL q i 3 - ] i 1 ! 0
2 o 14 o 2 10 5 u 2
ORI T VT Y . eSS i i i TR i UL e —
Percentage of Mindrgs Repeated % 0™ s % i Lo L L o
e ——— . |-
frber of A 1335nangs
A Snterral Contral aed Conpncs n s 7 ® 5 25 | ] n
0. nternal Contrel Orly 0 0 ] i e ° 0
€. Comgiarce Ordy (1 Q [ ] ¢ i 0 0
TOTAL n 5] |8 7 hb o Bl B
Frrcentage of A-13] Findngs Regested I 2.3 ™ b L o 0.1% b1y b2y %
MNarber ofmontre after 7T the 7.5, were Relosged 9 9 9 9 14 el 1 1A} ®
tharber of Qualficasors Ecteptions Relwted LU Q [] [} ] [ - 0 ] 0
§ of Questoned Costs-Clurrent Yeur 01,004 | g9, S $a72977 | gR6r e | fLees0%W | 300,30 [T E8 2 $333,000
$ of Questioned Costs- Cumndotve SLis4 27 ) 1590451 | 201682 | $R0L652 | 82 ISZOW | 1321406 | $1.590. 06 | 82,754,290 | $2450,160
. el e ————
of Questones Costs EMM \\l‘ﬁ'!"" SS 74 | 85030 | 8355, 697 L “W { w §557,945 !‘5"9"9 : i S“‘ 48 | K141
|
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Chuuk Performeters Reading 2013

The 2013 reading of 4.5 indicates
Overall Reading that in the evaTr itor’ s opinion,
Chuuk's overall financia

health and performance is
consideredless than
?dlls acwryaa of and for the
1sca Jear ended September
?0, 2013, but did increase
rom the reading of the prior
year.

Chuuk's df‘.’fl((l} level of
unrestricted net po?mon.
insufficient General Fund
unassigned fund balance, low
revenue dispersion, and
insufficient current and quick
Eanos are the primary reasons
or the continued less than
satisfactory re?dmg of the
current year, thowh other
ratios showe fshg ¢

improvements from their

2005 2006 2007 2008 2009 2010 2011 2012 2013 corqlpa:a{)le ratios of the prior

year.

Satisfactory

S N W e SN D e D

Poor

/\oF.I-E-R- ChUUk 20]3
2006 2007 2008 200% 2010 2011 m12 2013
e ——————————— —————————————————— s
Nurbe of 7.5, Cpmon Quakicatons Exceptons 14 1 | 7 3 ] 1 1 2
terber of Mucor Fecler s Frogram 4 1 | ] 1 t [ ] 1
Quatfiations Eecentions
Marber of 5.5 Frdegs
A, Intwrral Control ared Complance 0 0 ] ° ] ¢ ] 0
0. ntemal Control Ondy 7 1n 2 3 1 5 3 5
€. Complance Ory [ 2 Q % [ % [ Q
TOTAL 7 13 2 3 1 3 4 3
Percertage of Frdros Receated 64.7% s | sm EM% 0% % | % 0%
Murber of A-133Frdegs |
A. Interrasl Contyol and Comglence 14 L] i 7 ] ) |
8, Intemal Contrl Oniy 0 0 0 0 0 ] 0 1
. Compharce Oy 0 L ] e '] 3 Q g
TOTAL 14 B 2 2 i 1 4
Swromtage of A-15) Frviegs Recested =% ™ oY% 0% 10%% W00% | 00% %
Marber ofmontts YE the F 5. mere Released 5.5 9 | 5 s 9 ’ L] 3
Murbar of Quasficatons, Teonphors Raletes 0 | 2 | 3 1 2 1 0 0
cu |
$§ of Quastoned Costs-Curent Yey 558,587 $1,5M.943 | LSH 0 o Ly L] 15420
§ of Questonas Costs- Curniatee B399 | B2 | 20%3% | $105579 S 0 ] $134.00
§ of Questoned Coats Resched ~Cirwnt Yeur ® $1,730,59% | $.207.%0 | $1000007 | §3,08719 2 ® @
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FSM National Performeter® Reading 2013

The 0]{3 ret ding olf 7i43'
indicates the evaluator's
Overall Reading oNplnlon that l%e FSM |
atlo‘ﬁl Covernmeqt S
overall financial I1e§l than
performance was identica
overall to its reading of the
nor penod, and continues
o be well over
satisfactory.

Excellent

The FSM's continued
consistency in unrestricted
net position, GF
unassigned fund balance,
revenue dispersion, ‘\pltal
f;sset rem?]mlpq usefu
ves, and high Tevels of
current and _?mc ratios
are the significant factors
in the well a ovg
satisfactory reading of the
current period,

Satisfactory

-
A.F.T.E.R. FSM National 2013
2006 2007 2008 2000 2010 2011 012 2013
Mnter ofF.5. Opinion L] 8 » 0 0 0 0 0
QuakScatore Excaptons
Maeer of Feders Froyam
Quutfcatom Lareptorn 7 ‘. ‘ 3 ‘ 3 3 3
turser oFP 5 Prdngs
A, Imemy Control and Conglance 5 0 0 0 0 0 0 0
& Imema Conroi Oy 6 2 3 4 3 2 2 3
C. Comptance Only g ) 2 1 2 R 2 ]
TOTA 11 a 3 4 i 2 2 :
Percemiage of Prdings Repesses 4.5 b % i 100% W% %N 0
tarser of A- 1N Prdings
A, Imermy Control and Corphance 15 * 15 » Iz 7 3 7
8. Imama Conrai Ondy 0 0 0 0 0 ? 0 2
C. Complane Only 1 ] ] ] 2 2 2 0
TOTAL 17 4 15 » 2 Q2 9 ]
Perceriiage of A- 133 Fndings flepeated % o " 0% Si% 117 7% 6.7
Muster of monta YE he F.5, weve Relessed 10 9 9 9 9 ] 9 9
Murter of Quatfications Exceptions Related to 2 2 6 0 0 0 0 0
cu
3 of Questioned Costs Ouevent e BLEIZIM | $IMAE | S2372001 | S2.964,400 | S20M.22 | $M10M4 09,783 $2,665,578
§ of Questoned Costs- Darudative KRAR0W SEBILAS | 7005 | 50790 | #6,100.00 | £5,25L0% 3.080.015 §A0642,755
§ of Questiored Costy Rmervid -Current Yew e | fLow e | f2o%ad | £9.550,90 | $2,001,48 | $7,156,008 | 52081000 | §3.002002
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Guam Performeter® Reading 2013

The Z(il 3t reading of 2.?2 (tr&dl&aztes the
z evaluator's opinion tha uam'’s
Overall Reading overall finandral hea t]n an
erformance remamned nearly identical
o 1ts rating of the previous year.

Qltlhough the carrying value of lands
e

Excellent 10 + in trust increased significantly as
exp amec?_m slide 5, thatadjustment
9 h?‘d very little effect in this ramflg
g While some ratings improved shghtly,
ot

ers declined s 'ghtly. netting to a
7 relatively identical Score.

6 The government's continued and
au luﬂanve u:lrest(rilclt) d net position

| el a continu ut Improve
SulaiyS efict’ position of the General Fund
un ssigned fund balance, relatively
ngh taxes and debt per capita ratios
when compared to ?‘ er insular
?ov _mm%nts, a"d the pension plan
unding shortfall are the prnimary
ﬁ“‘ses fgr; the tonnnu%d how sgore.

ough im fore s have been

ade n(i]r man‘; 0 tne bove categories,

the improvements in these ratings
were not enough to c?uset e overall
score to change significantly,

Poor

A.F.T.E.R. Guam 2013
2006 007 2008 200% 2010 2n 012 o1

frber oS, Opervon QualScations Escepions 2 ] 8 e G a ] a
Marber of Fechr sl PFrogram i 0 m L £} ! L) 4
Quatficanors, Exteotions
Marber ofF 5 Fndngs
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0, Iterrsl Control Cnly i 1 9 3 ] 4 1

€. Corvpharxe Ordy 0 i : L g 9 ) q

TOTAL 2 2 ¢ ° 3 4 4 1

Percentage of Fedngs Repeated 0% 5% o % " % 0% 0%
MNarbe of A- 133 ¥ ndegn

A, Internal Contral srd Conglance 3% 4 H 1) 3 b ) )

B, Intemal Control Onky 0 o o [} 0 g 0 a

- Comphance Orty 9 R i 2 4 " 0

ToTAL 1 4 2 10 ‘ 3 3 5

Swrcentage of A- 153 Frdngs Sapeated 15% 1% A E ®% s | % %
Nurber ofwonthe ¥ the F.S. were eltised v E ] L 9 9 9 L
Marber of Qualfcasors Eccaptine Selwted  T.U. I o ® [ [} ] 0 a

§ of Questones Costs-Cument Yesr 8],M%7 $L.007, 59 $1881,95 W 5,7 41,730 95,35 wmm=
$ of Questoned Coats- Cursduten $8,m0.088 | sr0ea s | S2A1 00 | sAs1s@04 | 231808 | sLaMay FILRE S san
$of Questensd Costs Resolved «Ourvent You $7,522,338 $1,908,722 £, 00 3,224,318 $2.306,577 $50%,514 | $L418, 780 0,07
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Kosrae Performetere Reading 2013

The 2013 reading of 5.11

H indicates the evaluator' s
Overall Readmg opinion that Kosrae's
overall financial health and
performance has slightly
decreased from the
4 previous period but still
remains above satisfactory.

Excellent 1

Kosrae showed slight dechines
in intergenerational equity,
unrestricted net position
(deficit), General
unassigned fund balance
(deficit), revenue
dispersion, and the current
ratio, causing the shight
decrease in the overall
reading in 2013.

Satisfactory

O NWLAUNOANODWLO

A.F.T.E.R. Kosrae 2013
2000 w07 2008 2009 2000 | 2011 | 2012 2013
il Faceoreatd Bcronsdll Becwodd Boowat]
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ferber of Mapr Fedaral Program 3 p 2 0 ¢ ¢ ? Q
Quakficqtorm Evorpiore
hunber of F 5, Fndings
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B Inveerl Cortval Oriy L] 3 3 i b 1 1

. Congharce Only Q 1 Q Q g 2 e )

TOTAL ] ‘ 3 1 1 1
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Nmber of A-133 Fndings

A Iroecrad Cortyol and Conglarce: 8 3 2 0 0 ¢ 1 0

B. vt Cortroi Oriy 0 L) g ] a ¢ o )

C. Complance Only Q 2 Q2 Q 'S 2 Q 9

TOTA 8 3 2 0 a g 1 ¢
Percartage af A-11) Pindings Repestec 62.5% % % 0% [0 oS ™% L
Iunber Of mooths ¥ E the F.5 were Rslexsed 9 9 9 92 9 9 ] ]
farbier of QuabScutors Excapbors Ralatad 12 C. L 0 g a a a 0 ] ]
 of Questoned Costy Clmert Ve LRl $i6, ™ ©w w D 0 w Ly
$ of Questioned Coxts. Cumulatne £1,506, 557 $1,955902 T sy L 0 0 w 2
- . . . . -

# 0f Questioned Costs Resoived - Current Yesr 163,632 $15,407 | sL205963 | 9463367 % 0 0 0
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Pohnpei Performeters Reading 2013

The 50](3 re(z;dmg oli Si47'
indicates the evaluator's
Overall Reading pinion that r?hnpelps overall
inancial health and
per ‘""'a"(F 1S (_onydeled
above satisfactory, but a
slfl?Pl decline from the ratio
of the prior year.

Excellent 10

Pohnpei’s posu';we mount of
nass;gneq alance, its
ow tax and debt b r(é)ens per
capita, and its low debt to
assetsratio are the main
reasons for the continyed
e} ov s?]nsfac(oryrcadmg.
e slhight decline in the
current year reading 1s simply
the result of current year
expenses exceedin (umwu
year revenues by $2.3 million.

Satisfactory

Poor

S = N Wb N D

-
ALF.T.ER, Pohnpe|2013
2006 2007 2008 009 2010 2011 2012 2013
Murber ofF 5, Cpeon Qualicatons Exceptons 0 0 - 9 9 o 9 o
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TOTAL 0 0 ° 9 i
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Pwrcmrrisge of A- 133 Frdegs Repeated o "% 0% 100% 0% 100% 0% 1%
Murbar ofmonths VE the F 5. were Relaased 9 9 L ) ° ? ] 3
Murbar of Quatficasons Cecsptions Relased o C A 0 0 [ o o 0 [ 0
§ of Questonas Costs-Tument Yewr s S 0 0 ® | ® L2
$ of Queatoned Costs- Cumdatve ® ® ® ) 2 | w0 3121,682
$ of Questoned Costs Resohed ~Qusment Yeur L] ® % « = | E] 0
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Yap Performetere Reading 2013

. The 201 3 reading of 8.06
Overall Readmg indicates the evaluator's

OPIIIIOI\ that the Government

of Yap's overall financial
Excelient 19 health and performance is

well above satisfactory and
an improvement from the
738 previous period.

Yap's overall unrestricted net
osition, the General Fund's

evel of unassigned fund
balance, low tax and debt
burdens per capita, an
excellent debt-to-asset
ratio, and excellent current
and quick ratios are the
primary reasons for the

20042005 2006 2007 2008 2008 2010 2011 2012 2013 continued favorable reading.

Satisfactory

S - N WA O 0w

Poor
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Releannd
Nurber of QUalficatons Eeceotions Related : 3 2 0 '] 1 2 2
cy
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ASG Performeter- Reading 2013

OvERaisL REaoive
Expecsenrn The 2013 reading of 4.62 indicates the evaluator’s
opindon that the Amerncan Samoa Governmaent's
overall financial health and pertormance
decreasaed shghtly duning the year, to a level just
below the satisfactory readng

SATISFACTORY

-

'

Pogr ¢

&
552 847
] S0/ BOE 4yz SO0 o5, 507 The current yesr reading 1S a resull of some ratios
e improving, such as the decrease i the swe of the

General Fund unassigned fund balance deficit, and
the rese in both the current and quick ratios, while

. others, such as the small increase In unrestricted
ol posstion and the remaining usaful lives of

' capital assets, declined when compared with the

oy prior year. Overall however, the current year

resding is relatively consistant with the readings of
the past several penads

7004 2008 DE 1007 PWE 200D 2P 2 v
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RMI Performeters Reading 2013

. The 2013 reading of 5.10
Overall Reading indicates the evaly tor's
apmlon that ?‘e R I s overall

nancial health an dth
ormance remained the
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Questions?
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Attachment 8: Summary of Single Audit Results for FY 2012-2013,
Debbie Milks, CPA

e
P Audlt Improvement Results
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Q@] - ~~e g
ISLAND GOVERNMENT FINANCE OFFICERS' ASSOCIATION

Timely Completion of the Audits

FY2002 FY2013

Ba¥ AMERICAN SAMOA b 4 v

& U b 4 v
B0 Fsm: NaTIONAL % v
B0 Fsm: KosRAE X v
BB Fsm: PoHNPEI X v
BB Fsm: cHuuk ) 4 v
BEE Fsm:vap 4 v
B X v

Audit completed on time
z MARSHALL ISLANDS but submittedlatetoFAC ¥ 4/2months late

<«

1 month late

(o U X
XK

TR [ US VIRGIN ISLANDS

<4

@] o ~~e B
ISLAND GOVERNMENT FINANCE OFFICERS’ ASSOCIATION
Financial Audit Qualifications

FY2013 Status
FY2002 # quals | FY2013 # quals | 1% year for unqualified
83 total 18 total financial audit
B AMERICAN SAMOA 14 1 1qual relatedto CU
1 oNmi 9 7 7 quals related to CU
PR Fsm: NATIONAL 6 0 FY09
n FSM: KOSRAE 5 0 FYO6
IS FsM: PoHNPEI 9 0 FYOS
n FSM: CHUUK 9 2 Closo
n FSM: YAP 1 2 FY09
N cuav 9 0 FY07
z MARSHALL ISLANDS 10 0 FYO7
u PALAU 0 0 FY03
;1 | US VIRGIN ISLANDS 11 6 4 quals related to CU
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@] ] [=~1e B
ISLAND GOVERNMENT FINANCE OFFICERS' ASSOCIATION _
Number of Major Federal Program Qualifications

FY2013 Status
FY2006 FY2013
67 total 41 total
= ¥ AMERICAN SAMOA 9 15 9 11

(I CNMmI -

8 8 7
B Fsm: NATIONAL 7 3 3 3
BB Fsm: KosrAe 3 0 0 0
BB Fsm: POHNPEI 2 0 0 1
“ FSM: CHUUK 4 0 0 1
B Fsm: vap x . 3
- GUAM 13 5 5 4

PPy MARSHALL ISLANDS g 5 .
& L T
6 5 2

|A%;1 | US VIRGIN ISLANDS

THE AUDIT IMPROVEMENT PROGRAM

Number of Months Late Publishing Annual Audits in Eleven All Eleven US-Affiliated Islands
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THE AUDIT IMPROVEMENT PROGRAM

Number of Qualifications by Category All Eleven US-Affiliated Islands
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THE AUDIT IMPROVEMENT PROGRAM

Total Number of Audit Findings by Fiscal Year all Eleven Insular Governments
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THE AUDIT IMPROVEMENT PROGRAM

Number of Total Qualifications by Government in Flag Tesritories
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THE AUDIT IMPROVEMENT PROGRAM

Number of Total Qualifications by Government in Freely Assoclated States
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THE AUDIT IMPROVEMENT
The Guam AFTER Analysis PROG RAM

2006 2007 2008 2009 2010 2011 2012 2013

Nomber of F 5 Oginion
Qualifcations/Excestions

Number of Major Federas Srogram
Qualifoations/Excestions
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C. Comgfiance Only 0 a 0 0 0 Q 0
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THE AUDIT IMPROVEMENT PROGRAM

Type of Audit Issues as % of Total Findings in Eleven Insular Governments
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THE AUDIT IMPROVEMENT PROGRAM

# of Governments with Compliance Findings by Type
FY2013 Audit







Attachment 9: Slides—A Closer Look at the Government Pension
Standards/Social Security Systems and Your Government’s Finances,
Frank Crawford, CPA

CASB Statements 67, 68 and 71:
The Pension Trifecta

IGFOA 2014

Presented by
Frank Crawford, CPA
www.crawfordcpas.com
frank@crawfordcpas.com
@fcrawford (twitter)

x

=L ¢
& ASSOCIATES

251



252 Island Government Finance Officers’ Association (IGFOA), December 2014, Maui

T e e e

IS ANYONE
TAKING BETS ON
HOW LONG WE
CAN KEEP THIS UP?
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Scope & applicability

» Defined benefit and defined contribution
pensions provided through trusts that meet the
following criteria:

Employer/nonemployer contributions irrevocable
Plan assets dedicated to providing pensions
Plan assets legally protected from creditors

» Excludes all OPEB

» Applies to employers and nonemployer
contributing entities that have a legal obligation
to make contributions directly to a pension plan

Special funding situations
Other circumstances
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Statement No. 67, Financial Reporting
for Pension Plans

an amendment of GASB Statement No. 25

Highlights

» Scope limited to defined benefit and defined
contribution pension plans administered
through trusts that meet certain criteria
(same as criteria in Statement 68)

» Few changes from Statement 25 for financial
statement recognition

» Notes/RSI changes primarily to reflect
changes in measurement of liabilities of
employers
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Highlights (cont.)

» Notable changes in note disclosures/RSI
Annual money-weighted rate of return (10 years in RSI)
RSI for single-employer and cost-sharing pension plans
(10 years):
+ Schedule of changes in NPL by source
+ Components of NPL/related ratios
+ Schedule of actuarially determined contributions
+ Aggregated employer-related information not required for
agent pension plans

» Effective for FYs beginning after June 15, 2013

» RSI schedules prospective (except for
contribution schedule, if presented), if
information not initially available

Statement 68

» Employer accounting and financial reporting
for pensions

an amendment of GASB Statement No. 27
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UNFUNDED LIABILITY
LOOKS WORSE
THROUGH NEW LENS

Reporting of Net Pension Liability

’ 4Definition of Liability according to Concepts Statement No.

L

‘P/'g§g/€{ QQ”Qdi’P”-f to sacrifice %Jsgmrgc that the government
has little or no discretion to avoi

Present - the event that created the liability has taken place 1.e.
employee has provided service,

- Obligation - A social, legal, or moral requirement, such as a duty,
contract, or promise that compels one to follow or avoid a particular
course of action (The American Heritage Dictionary of the English
Language). In the case of a pension obligation, it is a constructive
liability that arnises from an exchange transaction (employee provides
service—employer compensates in the form of a promise to provide
retirement).

Resource - A supply or other means that can be drawn on when needed
(The American Heritage Dictionary of the English Language). 1n a
government, the item drawn on is used to provide services to the
citizenry.

+ Little or not discretion 1o avoid - Can be evidenced hy reliance of others
on the government's actions i.e. employee expects to receive a
retirement check.
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Defined benefit pensions

» Liabilities to the pension plan (payables)

» Liabilities to employees for pensions
“Net pension liability” (NPL)
- Total pension liability (TPL), net of pension plan’s
fiduciary net position

» TPL = actuarial present value of projected benefit
payments attributed to past periods

+ Fiduciary net position as measured by pension plan
Single/agent employers recognize 100 percent of
NPL

Cost-sharing employers recognize proportionate
shares of collective NPL

Changes in NPL

NPL recognized in current reporting period
(NPL recognized in prior reporting period)

Change in NPL for current reporting period

» Recognize most changes as expense in full in
reporting period of change
Examples: service cost, interest on TPL, benefit changes,
projected earnings on pension plan investments
» Exceptions:
(Qri‘f’fl_e)rences between expected and actual experience
Changes of assumptions (TPL)

Difference between projected and actual earnings on
pension plan investments

Employer contributions
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Changes in NPL—TPL exceptions

» Expense recognized in current and future
periods
Systematic and rational method
Closed period
Average of expected remaining service lives of all
employees (active and inactive, including retirees)
» Portion not recognized in expense = deferred
outflow of resources/deferred inflow of
resources related to pensions

Changes in NPL—investment
earnings exception

» Expense recognized in current and future
periods
Systematic and rational method
Closed, 5-year period
» Portion not recognized in expense = deferred
outflow of resources/deferred inflow of
resources related to pensions
» Report net deferred outflow of
resources/deferred inflow of resources from
this source
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Defined contribution pensions

w

Pension expense for amounts defined by benefit
terms as attributable to the reporting period
Net of forfeited amounts removed from employee
accounts
Liability for difference between pension expense
and contributions

Note disclosures
Descriptive information about plan, benefit terms,
contribution rates, amount of expense, amount of
forfeitures, amount of liability

Nonemployer contributing entities with legal

requirements to contribute directly to pension

plan also addressed

-

-

v

Effective date and transition

» Fiscal years beginning after June 15, 2014

» Beginning deferred outflows/deferred inflows
of resources balances will also need to be
restated, along with all other elements

» RSI schedules prospective if information not
initially available
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Calculating Total Pension
Liability
» Discount Rate

Single rate reflective of:

- Long-term expected rate of return to the extent that
plan net position from specified sources is
* Projected to be sufficient to make benefit payments

+ Expected to be invested using a long-term investment
strategy

- Index rate for a tax-exempt 20-year municipal bond
rated AA/Aa (or equivalent) or higher

Calculating Total Pension
Liability
» Long-term expected rate of return

Should consider the nature and mix of current and
expected pension plan investments

For determination of future plan net position:

« Include expected future employer contributions
intended to fund benefits of current plan members

- Exclude expected future employer contributions
intended to fund benefits of future plan members and
expected future contributions by future plan members
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Calculating Total Pension Liability

Mo
.
.,
e,

""‘-., Projected Plan Net Position

(8] G portion dis counted usmg
., tax-exempt bond index mte
Projected Benefits N
e 4 o, ", -
. - e
discounted usmy long-term N "~

= o/
expected fate of rerum W 7:' ~.
e ~
, '~
3 S

S

YEARS

Let’s take a quick look at the current
status of the Insular governments
pension plans and Social Security

systems
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Insular governments

ASG GERS, as of 10-1-13

» Current contribution rates paid (% of covered
payroll)
Employer 8%
Employee 3%
* Total 1%
» Total Contribution rate needed = 14.45%
» Total Unfunded Accrued Actuarial Liability =
$50,224,092 (that’s $50.2 million)
» Funded ratio = 79.9%
» Discount rate = 8% (earned return FY 2013 = 7.27
smoothed
» Estimated crossover date - Most likely not to
crossover
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Calculating Total Pension Liability

u,
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(89 "'-.ﬁ_ portion dis counted usmg
N tan-exempt bond index mte
Projected Benefits ,
e 4 o, 5y <
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discounted usmg long-term = .,
expected rate of rerum W T~

YEARS

Guam GGRF, as of 9-30-12

» Current contribution rates paid (¥ of covered payroll)
Employer 23.17%
Employee 9.50%
+ Total 32.67%
» Total Contribution rate needed- 35.91%
» Total Unfunded Accrued Actuarial Liability = $1,482,646,076
(that’s $1.5 billion, with a b)

» Funded ratio = 47.26%
» Discount rate = 7%

» Estimated crossover date - None, plan closed, with post 1995
hires in a DC plan, which only requires GovGuam to make 5%
contributions annually

» Guam’s next bi? issue? Dealingbwith OPEB liability, currently
measured (as of 2011) as $2.1 billion, unfunded
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Calculating Total Pension Liability
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VI GERS, as of 9-30-11

» Current contribution rates paid (% of covered
payroll)
Employer 17.5%
Employee 8% -11%
- Total 25.5% - 28.8%
» Total Contribution rate needed = 59.1%
» Total Unfunded Accrued Actuarial Liability =
$1,719,110,906 (that’s $1.7 billion, with a b)
» Funded ratio = 45.74%
» Discount rate = 7.5%

» Estimated crossover date 9-30-2023
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Calculating Total Pension Liability

",
3] ""-.\_ portion discounted usmg
., tan-exempt bond index mte
Projected Benefits ~,
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YEARS

ROP CSPP, as of 10-1-11

» Current contribution rates paid (% of covered
payroll)
Employer 6%
Employee 6%
- Total 12%
» Total Contribution rate needed = 39%
» Total Unfunded Accrued Actuarial Liability =
$103,899,191 ($103.9 million)
» Funded ratio = 25.8%
» Discount rate = 7.5%
» Estimated crossover date 9-30-2029
» Palau also has a Social Security trust fund, with
$100 million in net position at 9-30-13
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Calculating Total Pension Liability

",
3] ""-.\_ portion discounted usmg
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YEARS

CNMI NMIRF, as of 10-1-10 (pre-

settlement amounts)

» Current contribution rates paid (% of covered
payroll)
Employer 0%
Employee 9.5% - 11%
- Total 9.5% - 11%

» Total Contribution rate needed = 82.2% - 83.7%

» Total Unfunded Accrued Actuarial Liability =
$1,574,000,000 (that’s $1.6 billion, with a b)

» Funded ratio = 5.5% - 12.7%
» Discount rate = 3.2%
» Estimated crossover date March 2014 - Nov 2016

Haven’t seen any post-settlement actuarial
valuations to see how the fund looks now
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Calculating Total Pension Liability
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What about FSM, RMI and Palau
Social Security Trust Funds?

» Since their “Social Security” trust funds are not technically
“Pension” trust funds, thex don’t have to do the new
accounting for pensions that the rest of us with pension
plans have to do, BUT

| can measure the unfunded lability of their SS plans by doing a
bit of homework
* RMI Social Security Trust Fund
+ Unfunded hability = §222,106,261 (23% funded)
« FSM Social Security Trust Fund
« Unfunded habhility = $245,410,000 (15% funded)
- Palau Social Security Trust Fund, as of 9-30-11
« Unfunded hability = $63,311,000 (56% funded)

» So the grand total of unfunded pension and SS liabilities

$5,458,930,205 billion
(that’s billion with a B...)

» Questions??
» Solutions??
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don't let this
be your
Insular
government

PUBLIC PENSION OVERHAUL







Attachment 10a: Action Plan: Guam

Task
who:
when
Resource

Task
who:
when
Resource

Task
who:
when
Resource

Task
who:
when
Resource

Task
who:
when
Resource

Performance

Update Dashboard

Mike Cabral and Grace Edrosa
Completed

Anita Arile

Department Outreach

Federal Grants Training/AS400 Hands on training
Mike Cabral

Quarterly

Anita, Grace, Rolando and Rey

Communicate with Pension

Educate Executive Branch(Governor)
Benita Manglona (DOA, Director)
Completed

N/A

Debt Guarantee

Communicate with auditor

Kathy Kakigi, DOA Financial Manager
Completed

N/A

Incorporate Youth

Request for DOI/OIA funding for student internship
Kathy Kakigi, DOA Financial Manager

01/31/2015

University of Guam
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Attachment 10b: Action Plan: Republic of Palau

e ey il o
Improvement Program

ACTION PLAN

Ministry of Finance

Fiscal Year 2015

2173
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|. Audit Improvements

* Establish Audit Committee (BNT / Jan 2015)

» Develop Task List (BNT; Audit Committee / Feb 2015)

Il. Cash Management

* Conductevaluation of Cash Management Plan and
revise, as needed (BNT / Jan 2015)

* Develop strategy to strengthen A/R collection efforts
(BNT; BBP / Jan 2015)
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lll. Performance Dashboard

* Review and incorporate performance measures into
work programs (MOF (Apr 2015)

» Expand Annual Performance Reports and Quarterly
Financial Reports to include Citizen Centric Reporting
elements (BNT; BPSS; BBP / Jun 2015)

V. Department Outreach

» Establish quarterly schedule of meetings with line
agencies including issues for follow up (BNT; BPSS;
BPP / Feb 2015)

» Expanding line agency access to FMS (BNT; BPSS;
ISSS; BBP / Sep 2015)
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V. New GASB Reporting Rules

» Compile CSPP financial information required (BNT;
BPSS; BBP / Jun 2015)

* Documentation of ROPNG as “Guarantor” (BNT; BBP
/ Jun 2015)

Mesulang!




Attachment 10c: Action Plan: CNMI

not expired prior to entering
encumbrance

Person
Responsib Target
Action le Division Task Date
Reconciliation Martha C. Recon Document reconciliation procedures; 01/05/15
Procedures provide tracking charts currently in
use; create checklist
NSF Tilia Treasury Document NSF procedures; create 01/05/15
Procedures Kanemoto checklists if needed; compile policies
regarding procedure
Petty Cash Connie A./ Treasury Document petty cash procedures 01/05/15
Procedures Bernie P.
Federal Connie A. Treasury/Fe | Develop drawdown schedule and 01/05/15
Drawdown Agnes C. deral propose implementation; Agnes-
Schedule document current drawdown
procedures
Federal Connie A./ | Treasury/Fe | Finalize procedures already 01/05/15
Disbursement Agnes C. deral documented; create
Procedures checklists/organization chart
Streamline Liz Lebria Payables Develop streamlined process for 01/05/15
Invoicing federal invoicing; document current
procedures
Reporting Agnes C. Federal Develop performance measure to 01/05/15
Compliance monitor timeliness of report
submission; document current
procedures
Compile Cash Tracy N. OMB Consolidate regulations, policies, 01/05/15
regulations memos, directives relating to cash
management
Cash Account Connie Treasury/ | Complete template with information 01/05/15
template A./Bernie P F&A required
Treasury State Connie A./ Treasury/ | Provide update on status of FY 11, 01/05/15
Agreement Bob Schrack Finance 12, 13 TSA
Clearance Connie A. Treasury Provide update on average clearance 01/05/15
Pattern pattern calculations
Period of Connie Federal Develop procedures to ensure grant 01/05/15
Availability A./Agnes C. expiration is in JDE to ensure grant is

2177
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Target
Person Complet
Action Responsible Division Task ion Date
Audit Sheryl Blanco OGM Provide update on resolved 12/15/14
Improvement findings
Cash Larrisa Finance/ Complete cash management 01/05/15
Management | Larson/Connie Treasury draft
Agulto
Performance Tracy N. OMB Create performance 12/15/14
Dashboard dashboard for each
department in SAC
Dept. Sheryl B. OGM Identify all P.O.C for each 12/15/14
Outreach federal agency; communicate
audit process and audit liaison
Communicate | Larrisa Larson OMB Communicate new GASB
with NMIRF requirements (Debt guarantor
disclosure)
Involve Vicky V. OMB Prepare proposal to OIA for 01/15/15
youth/college internship funding
Period of Sheryl B. OoGM Require period of 12/15/14
Availability availability/grant expiration
when establishing new grants
in JDE
Procurement Larrisa Finance/Pro | Finalize procurement forms 12/12/14
forms L./Herman curement | and set implementation
Sablan dates; Develop training plan
for new forms
Inventory Herman Sablan | Procuremen | Develop inventory schedule 01/05/15
t to require inventory
reconciliation of 2
departments per month;
document reconciliation
process
Auditor Tracy N. OMB Review auditor contract to 12/15/14
Contract compare to template
provided by Debbie Milks to
include required auditor
briefings
Audit Briefing | Larrisa Larson Finance Request auditor briefing with 12/9/14

SAC
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Federal Gilbert AG Develop listing of all required | 01/05/15
Contracts Birnbrich contract provisions; Develop
checklist for federal template
Ethics Training Mike Pai OPA Implement ethics training 01/31/15
with program managers







Attachment 10d: Action Plan: Federated States of Micronesia

ACTON GOVERNMENT
PLAN
AUDIT IMPROVEMENT
YAP
CHUUK
POHNPEI
FSM

PERFORMANCE MEASURES
YAP
CHUUK
POHNPEI
FSM
DEPARTMENT OUTREACH
YAP

CHUUK

POHNPEI

FSM
YOUTH

ALL

WHAT

Travel Advances: Reduce
Outstanding (>10 Days) By 50%

Bank Recon

Bank Recon

Procurement

Travel Advances: Collect 25% Of
Outstanding

Dashboard

Reminders of deadline of
procedures/process

Training: Finance forms &
accounting

Travel advance
Finance Conference

TMP = NET
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WHO

Robert Fathal
Elsie W/ Juliet'S
Help

Judy

Edwin
Iva Sylvia

Management

Robert Fathal

CFCC/Finance

Christina/Edwin
Secretary

OUR LEFT-BEHIND
CHILDREN

WHEN

9/30/2015

JAN 2015

JAN 2015
FEB 2015
MAR 2015

Quarterly

12/10/201
4

Completed
NOV 2014

JAN 2015
DEC 204

EVERYTIME






Attachment 10e: Action Plan: Republic of the Marshall Islands

# Task Respons | Target Dec. Comments
ibility Date 2014
Status
1 | Cash Mgmt Clarence/P | Feb. On-going There remains works to
atrick 2015 be done
2 | Audit Improvement ARC On-going Audit Resolution Comm,
Sectors
3 | Youth Program Clarence/K | Jan. On-going CMI/USP
ayo 2015
Performance Dashboard Asst. Sec, March. On-going
MOF 2015
4 | Outreach program Kayo/Mack On-going FOA, MOF wkly program
5 | Employee Engagement Clarence Dec. On-going Work with the lean
2014 team and link with
performance measures/
Working with PSC
6 | Conduct an employee
satisfaction survey
Uniform Grant Guidelines
Review and train on changes | Kayo May-15 | On-going Link with SOPs under
in grants management development
7 | Pension Plan
Develop a plan to amend the | Minister Sept.
contribution levels and Ading 2015
benefits (including a
redefinition of
"dependents") of the RMI
Social Security system
8 | Travel Policy Jim Hicklins | Jan. With Cabinet for
2015 approvl
9 | Indirect Cost Jim Hicklins | ?? On-going
10 | Imprest Fund Policy Clarence Jan. On-going Draft
2015
11 | SOP Asst. Sec, March. on-going Draft
MOF 2015
12 | Lean PR/PO process Kayo/Clare | Sept. Completed Implemented Oct. 2014
nce 2014 or FY15
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Attachment 11: Conference Evaluation Summary

31 evaluations were completed for the IGFOA Conference. The evaluation instructions and results are
included below.

To ensure that conferences and meetings that the Graduate School USA conducts for the PITI and VITI
programs are as responsive as possible, please take a few minutes to fill out this evaluation. Your input
and comments will be very useful to us in planning future events.

On a scale of 1 -5, with 5 being the highest score and 1 being the lowest score, please rate the IGFOA
Meeting by circling the appropriate number.

1) The IGFOA conference sessions were relevant and timely.

Strongly Agree Neutral Disagree Strongly Disagree
81% 19% 0% 0% 0%

OVERALL SCORE: 4.8

2) The conference=s objectives were substantially met.

Strongly Agree Neutral Disagree Strongly Disagree
77% 23% 0% 0% 0%

OVERALL SCORE: 4.8

3) Logistics for bringing participants to and from Maui were handled satisfactorily.

Strongly Agree Neutral Disagree Strongly Disagree
81% 19% 0% 0% 0%

OVERALL SCORE: 4.8

4) The conference site (hotel) was comfortable and conducive to the meeting.

Strongly Agree Neutral Disagree Strongly Disagree
61% 32% 7% 0% 0%

OVERALL SCORE: 4.5
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5) Support services by the Graduate School USA staff during the conference were
handled well and in a timely manner.

Strongly Agree Neutral Disagree Strongly Disagree
84% 16% 0% 0% 0%

OVERALL SCORE: 4.8

6) Overall, this conference of the Island Government Finance Officers’ Association (IGFOA) was:

Excellent Very Good Average Disappointing
87% 10% 3% 0% 0%

OVERALL SCORE: 4.8

7) What sessions of the IGFOA Conference were the most relevant and meaningful to you?

e GASB updates, improving performance measures and audit improvement
e Performance measures by island government and the ethnical issues
e Best practices; Performance measures; GASB updates

8) What are the two most important items that you learned during the week, and how will  you apply
each when you return home?

e Audit Improvement; Best Practices in Finance Offices Grants

e The strategic plan on measurements. It has to be introduced to the supervisor who handles the
measurements we’re presenting. We’ll come up with the strategic plan and proceed on the
process where the measurement will identify their weaknesses or where they poorly perform
and have them come up with solution. Secondly, | would like to share the ethical stories where
finance offices are involved.

e Best practices and performance measures. With best practice, | will apply towards my work
responsibility with GSWA in working openly and communicate effectively to meet all
performance issues.

9) What sessions or aspects during the week were the least relevant and meaningful to you?

e None, all the sessions were meaningful to me as a finance officer
e Ethics presentations. Did not really address our government concerns and issues which can be
applied towards work related issues.

10) Please list any measurable achievement your government has made as a result of being represented
at IGFOA conferences.

e Audit results; Communication improvement within the government; More awareness to finance
office on non-compliances
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e Cash management is almost done and it really helps by combing all the regulations or procedure

and have them all available at one place.
o

We receive the CAFR awards which is a very big accomplishment

11) Please provide any other comments concerning the IGFOA Conference that will make future
conferences and meetings more meaningful and enjoyable.

e To bring more experienced speakers
e Overall satisfy

e |think what IGFOA is doing, is already great and should continue. | have enjoyed every

presentation, assistance and information provided during the conference.






Attachment 12: Conference Participants & Contact Information

American Samoa

Levi Reese

Chief Accountant, Treasury

POB 264. PPG, AS 96799
& levi.reese@tr.as.gov
. 684-633-2187
684-633-4100

Fiafia Faumuina
Finance Office, Department of Health
P.O Box 841, Pago Pago AS 96799

&9 ffaumuina@doh.as

. 684-6334606

684-633-2366

Robert Uti Gebauer

Cash Mgmt Specialist, Treasury

P.O. Box 6972, Pago Pago, AS 96799
& robert.gebauer@tr.as.gov
L. 684-258-8641
684-633-4100

Carri Lee Magalei

senior accountant, Treasury

P.O. Box 1355 Pago Pago AS 96799
£ carrilee.magalei@tr.as.gov
L. 684-633-4181
684-633-4100

Shab Pilcher
Budget Analyst, Office of Program Planning & Budget
PO BOX 997442, Pago Pago AS 96799

49 shab.pilcher@opb.as.gov

. 684-258-4707

684-633-4201

Aitofele Sunia
Legal Counsel, ASG Employees' Retirement Fund
P.O. Box 2448, Pago, AS 96799

&9 ipulasi@yahoo.com

L. 684-633-5851

684-633-1460
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Caroline Wendt
Assistant Director, ASG Employees' Retirement Fund
P.O. Boc 2448, Pago Pagp. AS 96799

& caroline@asgerf.as

. 684-633-5851

684-633-1460

Commonwealth of the Northern Marianas Islands
Vicky Villagomez
Special Assistant for Management & Budget, Office of the Governor
Caller Box 10007, Saipan, MP 96950

&9 vwvillagomez@gmail.com

. (670) 664-2264
(670) 664-2272

Connie Agulto

Treasurer, Department of Finance

P.O. Box 5234 CHRB, Sapan, MP. 96950
& cieagulto@gmail.com
. 670-664-1306
670-664-1331

Nerissa Benavente
Technical Analyst, CIP Office of the Governor
Caller Box 10007, Saipan, MP 96950

8 nerissa.benavente@gmail.com

. 670664-2375

670 664-2408

Tracy Norita
Program Analyst/Single Audit Committee Coordinator, Off. Of Management & Budget
Caller Box 10007, Saipan, MP 96950

£ tracy.norita@gmail.com

. 670-664-2264/65

671 664-2408

Leona Sablan
Technical Analyst, CIP Office of the Governor
Caller Box 10007, Saipan, MP 96950

& leona.cip@gmail.com

. 670664-2375

670 664-2408
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FSM National Government

Juliet Jimmy
Asst. Secretary-National Treasury, Dept. of Finance & Admin
PO Box 2387, Kolonia, Pohnpei FM 96941

&9 jjimmyfsmfinance@hotmail.com

L +691320 2640

Sylvia Edward
Accountant, Dept. of Finance & Admin
PO Box2411,Kolonia,Pohnpei FM 96941
9 edwardssylvia2 @gmail.com
. (691)320-8974
(691)320-8783

FSM — Chuuk State Government

Kathy Sound
Chief of Finance, Dept. of Administration
P.O Box 849, Weno, Chuuk 96942

£ kathy_sound@yahoo.com

. (691) 330-2230

(691) 330-2231

FSM—Pohnpei State Government
Christina Elnei
Acting Director, Dept. of Treasury & Administration
P.0. BOX 1567, Kolonia, Pohnpei 96941

&9 directordota@mail.fm

. 691-320-2243

none

Renselynn Gallen
Acting Budget Officer, Governor's Office
P.0. BOX 1567, Kolonia, Pohnpei 96941
&9 psgbudgetoffice@gmail.com
. 691-3202238
none

Shirley Ann Ligohr
Fed. & Compliance Coord, Governor's Office
P.O Box 1567, Kolonia, Pohnpei 96941

&9 sligohr@yahoo.com

. (691) 320-2235

(691) 320-2505
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FSM—Yap State Government
Maria Laaw
Director, Administrative Services
PO Box 610; Colonia, Yap FM 96943
&9 oasyap@mail.fm

. (691) 350-2307

Robert Fathaltamanbay
Chief of Finance, Department of Administrative Services
PO Box 610, Colonia, Yap, FM 96943

&9 rfathal@hotmail.com

. (691) 350-2307

Pius Talimeisei
Chief of Budget, Office of Planning & Budget
P.O. Box 471, Yap FM 96943

& piustalim@yahoo.com

. (691)350-2166

(691)351-4430

FSM—Kosrae

Alik Isaac
Director, Department of Administration and Finance
P.O. Box 864, Tofol, Kosrae, FM 96944

&9 alikisaac@mail.fm

. +691 370 3004/3400

(691)370-3401

Palokoa George
Accountant/IT Assistant, Department of Administration and Finance
P.O. Box 864, Tofol, Kosrae, FM 96944

9 georgepal_76@yahoo.com

L. +691 370 3004/3400

(691)370-3401

Guam

Benita Manglona
Director, Department of Administration and Finance
P.O. Box 884, Hagatna, Gu

& benita.manglona@doa.guam.gov

L +16714751234

(671) 477-6788
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Kathrine Kakigi
Financial Manager, Dept. of Administration
P.O. Box 884, Hagatna, Gu

£ kathy.kakigi@doa.guam.gov

L (671) 475-1211

(671) 472-8483

Joanne Flores
Management Analyst I, Dept of Administration
P.O. Box 572, Hagatna, Guam 969432

£ joanne.flores@doa.guam.gov

. (671)475-1260

(671)472-8483

Zeny Nace

Controller, University of Guam

303 University Drive, Mangilao GU
& znace@uguam.uog.edu

. (671)735-2942

Grace Edrosa
General Accounting Supervisor, Department of Administration and Finance
P.O. Box 884, Hagatna, Guam

£ grace.edrosa@doa.guam.gov

. +16714751283

6714728483

Republic of the Marshall Islands

Clarence Samuel
Asst. Secretary, Accounting & Admin.
P.O. Box D, Majuro, MH 96960

& csamuel@rmimof.com

L. +692 6258311

(692) 625-3607

Jimmy Kemem
Asst. Secretary, Ministry of Finance, Ebeye
P.O. Box 5082, Ebeye, MH 96970

&9 ebeyefin@gmail.com

L 692-329-8011

692-329-3019
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Republic of Palau

Elbuchel Sadang
Minister of Finance, Ministry of Finance
P.O. Box 6051 Koror, PW 96940

& esadang@gmail.com

. (680) 767-2562

(680)767-2168

Ruth Wong
Director of National Treasury, Ministry of Finance
P.O. Box 6051 Koror, PW 96940

& rswong56@gmail.com

. +680 767 2501

(680)767-2168

Umerang Imetengel
Director of Public Service System, Ministry of Finance
P.O. Box 6051 Koror, PW 96940

&9 umerang@gmail.com

. (680) 767-2415

(680) 767-2416

Caryn Koshiba
Chief of Finance and Accounting, Ministry of Finance
P.O. Box 6051 Koror, PW 96940

& carynk@palaugov.org

. +680 767 2501

(680)767-2168

Casimir Remengesau
Director of Budget and Planning, Ministry of Finance
P.O. Box 6051 Koror, PW 96940

& casmirer@gmail.com

. (680) 767-1270

(680)767-2168

United States Departemnt of the Interior
Tom Bussanich
Director, United States Department of the Interior, Office of Insular Affairs
1849 C Street, N.W., Washington, DC 20240
£ tom_bussanich@ios.doi.gov

. +1202 208 5920
(202) 219-1989

Marina Tinitali
Senior Policy Specialist, United States Department of the Interior, Office of Insular Affairs
1849 C Street, N.W., Washington, DC 20240



Island Government Finance Officers’ Association (IGFOA) , December 2014, Maui 295

£ marina_tinitali@ios.doi.gov
. +1202 2085920
(202) 219-1989

Guest Speakers

Alan Arakawa

Mayor, County of Maui

200 S. High St., Kalana O Maui Bldg 9th Fl., Wailuku, HI 96793
£ Mayors.Office@mauicounty.gov
. (808) 270-7855
(808) 270-7870

Kalbert Young

Director of Finance, State of Hawaii

P. O. Box 150, Honolulu, Hawaii 96810
9 HI.BudgetandFinance@hawaii.gov
L. (808)586-1518
(808) 586-1976

Sandy Baz

Budget Director, County of Maui

200 South High St. Kalana O Maui Bldg 9th FI, Wailuku, HI 96793
& budget.office@co.maui.hi.us
. (808) 270-7855
(808) 270-7870

Graduate School and Resource Consultants

Stephen Latimer

Program Manager, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
£ stephen.latimer@graduateschool.edu
. +1808523 1650
(808) 523-7634

Jason Aubuchon

Program Manager, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
§4 jason.aubuchon@graduateschool.edu
. +1808523 1650
(808) 523-7634

Judith Perry

Administrator, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
£ judith.perry@graduateschool.edu
. +1808523 1650
(808) 523-7634
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Deborah Milks

Consultant, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
£ milksdeb@aol.com
. +1808523 1650
(808) 523-7634

Frank Crawford

Consultant, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
& frank@crawfordcpas.com
. +1808523 1650
8085237634

Mollie Bruhl

Consultant, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
& info@pitiviti.org
. +1808523 1650
(808) 523-7634

Ron Heller

Consultant, Graduate School

900 Fort Street Mall, Suite 1540, Honolulu, HI 96813
&9 rheller@torkildson.com
L. 808523 6000
808 523 6001
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