Federal Accounting Standards Advisory Board

October 7, 2004

Memorandum

To: Members of the Board

From: Melissa Loughan, Assistant Director

Through: Wendy M. Comes, Executive Director

Subj: Heritage Assets and Stewardship Land Project, Tab H'

The Heritage Assets and Stewardship Land project was last on the agenda in March 2004,
when the public hearing was held on the Exposure Draft Heritage Assets and Stewardship
Land: Reclassification from Required Supplementary Stewardship Information. As you recall,
the participants at the public hearing did not support the Board’s proposal. The testimonies
reiterated many of the issues conveyed in the comment letters, which included the following:
* Need for more specific guidance, especially as it relates to reporting unit information.
* Cost-benefit considerations as the cost to implement and audit the proposed standard
would be significant.
* Agencies would most likely present less information and/or the information would be
disjointed when presented in different sections of the report.

The project has not been on the agenda since March to allow time for staff to research issues
further, review alternatives for an incremental or staggered transition toward implementation of
the proposed standard and develop options for consideration by the Board.

A staff issues paper is included in the binder materials that details key areas for discussion,
such as Accountability and Stewardship Considerations, Categorization and Unitization,
Materiality, Audit Costs, and Possible Phased Implementation Methods. Each topic area
includes a Staff Analysis/Comments Section and Questions for the Board, which will hopefully
guide the discussion.

The main objective for the October Board meeting is to discuss the above areas and related
questions for the Board, so staff will learn the Board’s direction and determine next actions on
the project.

If you have questions or concerns, please contact me at 202-512-5976 or by email at
loughanm@fasab.gov.

! The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is presented for
discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official positions of the FASAB are
determined only after extensive due process and deliberations.
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Status of Heritage Assets & Stewardship Land Project

As it has been several months since the Heritage Assets and Stewardship Land Project has
been on the agenda, staff thought it would be helpful to provide the Board with a brief history
and status of the project.

The ED Heritage Assets and Stewardship Land: Reclassification from Required Supplementary
Stewardship Information was issued on August 20, 2003 with comments requested by
November 10, 2003. The ED proposes that heritage assets and stewardship land information
be classified as basic information, except for condition information which will be classified as
required supplementary information (RSI).

The ED provides for a line item to be shown on the balance sheet for significant heritage assets
and stewardship land, but no financial amount should be shown. Instead, the line item would
reference a note disclosure that would provide minimum reporting requirements. The ED
introduces minor changes to the current disclosure requirements for heritage assets and
stewardship land by requiring additional reporting disclosures about entity stewardship policies
and an explanation of how heritage assets and stewardship land are pertinent to the entity’s
mission. The ED includes disclosure requirements for the U.S. Government-wide Financial
Statement that would provide for a general discussion and direct users to the applicable entities
financial statements for more detailed information on heritage assets and stewardship land. The
ED also incorporates the revised multi-use heritage asset standards of SFFAS 16 and the
deferred maintenance reporting requirements related to heritage assets and stewardship land
from SFFAS 14. Accordingly, the ED proposes rescissions to those standards. As a result, the
ED will provide all current standards for heritage assets and stewardship land.

’

The Board discussed the comments received on the ED at the December 10-11, 2003 FASAB
meeting. Based on the comment letters received, staff determined the following summary of
responses:

* A majority of the respondents do not agree with the Board’s proposal for heritage assets
and stewardship land to be reported as basic information.

* Most respondents agree with the Board’s new disclosure requirements and do not
foresee any problems with the new disclosure requirements about entity stewardship
policies and an explanation of how heritage assets and stewardship land are pertinent to
the entity’s mission.

* Most respondents do not agree with the proposed effective date and believed additional
time was necessary for implementation.

The Board held a public hearing on the ED and comments in conjunction with the March 2004
Board meeting. Individuals from the Library of Congress, U.S. Department of Agriculture,
Department of Interior (including representatives from the CFO, OIG and IPA currently
performing the DOI audit), and a representative from the Institute for Truth in Accounting
provided testimony to the Board.

The major issues conveyed in the comment letters and reiterated at the public hearing included
the following:
* Need for more specific guidance, especially as it relates to reporting unit information.



* Cost-benefit considerations as the cost to implement and audit the proposed standard
would be significant.

* Agencies would most likely present less information and/or the information would be
disjointed when presented in different sections of the report.

The project has not been on the agenda since March to allow time for staff to research issues
further, review alternatives for an incremental or staggered transition toward implementation of
the proposed standard and develop options for consideration by the Board. In addition, the
project has not been on the agenda as next actions on this ED may depend upon and follow the
Board’s decisions regarding the “Systems and Control” and “Stewardship” Objectives in the
Concepts project.

High-level questions for the Board

As noted above, the Board is currently working on a Concepts Project, including an Elements
project that may influence the Board’s decision on the HA & SL project. Accordingly, staff
would like to ensure the Board’s direction on the HA & SL project is consistent and supportive of
those efforts. Therefore, staff believed it would be helpful to ask the following:

» Staff is currently working on a White Paper in the Concepts Project that will look at the
objectives more closely. As this project relates closely to the “Systems and Control” and
“Stewardship” Objectives, does the Board foresee any problems with moving forward
with the HA & SL project?

* In conjunction with the Concepts Project, staff has drafted a potential “assets” section of
a concepts statement on elements. As this project closely relates to the asset definition,
does the Board foresee any problems with moving forward with the HA & SL project? As
envisioned, staff plans to test the working draft definition for asset against heritage
assets and stewardship land.

There are other high-level questions for the Board that will need to be discussed to determine
next actions on the project, but staff believes these questions would best be addressed after the
Board members read the binder materials related to the heritage assets and stewardship land
project.

Staff has included a Staff Analysis/Comments Section and Questions for the Board after each
discussion area, which will guide our Board meeting discussion. Through that discussion, staff
will learn the Board’s direction on various issues and most likely answer the other high-level
questions.

Meaning, after review of the Binder materials and discussion at the Board meeting, does the
Board still want to move forward with the current proposal? More specifically:
* Does the Board agree with the disclosure requirements in the proposed standard?
* Does the Board agree that the heritage asset and stewardship land information should
be classified as basic, except condition information, which is RSI?
* Are there Board members that wish to present alternatives for consideration?



Current Standards for Heritage-type Assets for Other Standard-Setting Bodies

Although provided and discussed in previous Board meetings, staff thought it would be helpful
to include a summary of the current standards for heritage assets for other standard setters.

It is important to note that while FASAB’s proposed standard disclosure and presentation for
heritage assets is very similar to the other standard setting bodies—there are two major
differences. First, GASB and FASB encourage capitalization of collections and the
FASAB proposal does not. The other difference relates to the required disclosures.
Specifically, the Board’s current proposal requires a description of each major category
of heritage assets and specific unit information for those categories. However, the other
standard setters simply require a description of the collections.

Staff would like to note that in our review of museum reporting practices (See Exhibit 1 for
summary), there were very few museums that actually elected to capitalize their collections. In
addition, the description of the collections was very brief in the footnotes. However, many
museums actually listed all of their acquisitions (individually) for the year in their annual reports.

FAS 116 Accounting for Contributions Made and Contributions Received:

FAS 116 defines collections, provides guidance on capitalizing collections, and other works of
art and historical treasures. It provides that works of art, historical treasures and similar items
that are not part of a collection should be recognized as assets in the financial statements.
Although it encourages capitalization of collections, it does not require that items be
capitalized as long as three conditions are met. Those conditions are that collections be: 1)
held for public exhibition, education, or research, 2) protected and preserved, and 3) subject to
a policy that requires that proceeds from sales of items be used to purchase like items. If the
conditions are not met, the collections must be capitalized. FAS 116 encourages entities to
either capitalize retroactively collections acquired in previous periods or capitalize
prospectively.

Those who do not capitalize or who capitalize prospectively must:
* Describe collections
* Describe the relative significance of collections
* Describe collections’ accounting policies
* Describe collections’ stewardship policies
* Describe deaccessed items
* Disclose deaccessed items’ fair value
* Refer to the above disclosures in a line item on the face of the statement of
financial position.

GASB 34 Section--Reporting Works of Art and Historical Treasures

GASB 34 126-27 provides that governments should capitalize works of art, historical treasures,
and similar assets at their historical cost or fair value at date of donation (estimated if
necessary) whether they are held as individual items or in a collection.

Governments are encouraged, but not required, to capitalize a collection (and all additions
to that collection) whether donated or purchased that meets all of the following conditions; the
collection is:



a. Held for public exhibition, education, or research in furtherance of public
service, rather than financial gain

b. Protected, kept unencumbered, cared for, and preserved

C. Subiject to an organizational policy that requires the proceeds from sales of
collection items to be used to acquire other items for collections.

Capitalized collections or individual items that are exhaustible, such as exhibits whose useful
lives are diminished by display or educational or research applications, should be depreciated
over their estimated useful lives. Depreciation is not required for collections or individual items
that are inexhaustible.

For collections not capitalized, disclosures should provide a description of the collection
and the reasons these assets are not capitalized.

Staff Analysis/Comments

Staff notes that there are two major differences between the Board’s current proposal and other
standard setters. First, GASB and FASB encourage capitalization of collections and the FASAB
proposal does not. It should be noted that in our review of museum reporting practices, there
were very few museums that actually elected to capitalize their collections. The other difference
relates to the required disclosures. Specifically, the Board’s current proposal requires a
description of each major category of heritage assets and specific unit information for those
categories. However, the other standard setters simply require a description of the collection.
Although not required, staff noted in their review of museum reports that several museums
actually listed specific individual acquisitions in their annual reports.

Questions for the Board

* Does the Board have any questions or comments about the comparison of FASAB'’s
proposal to FASB and GASB current standards?

Accountability and Stewardship Considerations

As noted in the comparison of the FASAB proposed standard with other current standards, one
main difference is FASAB’s reporting requirement of unit information. It may be logical for the
Board to consider further whether this is an appropriate requirement.

As the Board deliberates this issue further, staff believed the Board would be interested to learn
about some recent initiatives that promote accountability and stewardship over real property
assets and heritage assets. A brief summary of each is included below and more detailed
information on each is attached.

Federal Real Property Asset Management Initiative

The President’s Management Agenda (PMA) is the Administration’s bold strategy for improving
the management and performance of the federal government. The Agenda contains five
government-wide goals along with program initiatives and agency specific goals and to improve
federal management and deliver results that matter to the American people. In February 2004,
the Federal Real Property Management Initiative was added to the PMA.




The initiative resulted from acknowledgement that the Federal Government has never done a
good enough job of managing its real property assets. Specific problems cited in the area of
real property management include: Lack of accountability within the Federal
Government, Lack of useful property information within Federal agencies, and Abundance
of underused or unneeded Federal property. The initiative includes Establishing a Senior Real
Property Officer at Federal agencies, Establishing a Federal Real Property Council, and
Reforming the authorities for managing Federal real property.

For more information on the Federal Real Property Management Initiative, see Exhibit 2.

Executive Order 13327 Federal Real Property Asset Management

In conjunction with the PMA initiative above, the President also signed the Federal Real
Property Asset Management Executive Order. The purpose of the order is “to promote the
efficient and economical use of Federal real property resources in accordance with their value
as national assets and in the best interests of the Nation.” Specifcally, it states that “It is the
policy of the United States to promote the efficient and economical use of America's real
property assets and to assure management accountability for implementing Federal real
property management reforms. Based on this policy, executive branch departments and
agencies shall recognize the importance of real property resources through increased
management attention, the establishment of clear goals and objectives, improved policies and
levels of accountability, and other appropriate action.”

Although the order does exclude “public domain land (including lands withdrawn for military
purposes) or land reserved or dedicated for national forest, national park, or national wildlife
refuge purposes except for improvements on those lands,” it does “incorporate planning and
management requirements for historic property under Executive Order 13287 [Preserve
America] of March 3, 2003.” It also states that “In order to ensure that Federally owned
lands, other than the real property covered by this order, are managed in the most
effective and economic manner, the Departments of Agriculture and the Interior shall
take such steps as are appropriate to improve their management of public lands and
National Forest System lands and shall develop appropriate legislative proposals
necessary to facilitate that result.”

For the complete text of Executive Order 13327 Federal Real Property Asset Management, see
Exhibit 3.

Executive Order 13287 Preserve America

As noted above, the Executive Order 13327 Federal Real Property Asset Management
incorporated the planning and management requirements for historic property under Executive
Order 13287 Preserve America. Issued in March 2003, the order reaffirms the National Historic
Preservation Act that directs the Federal Government to administer federally owned,
administered, and controlled histroic resources in a spirit of stewardship. The Executive Order
includes a number of actions that are intended to encourage better accountability for the use of
federally owned historic properties.

The order provides that it is “the policy of the Federal Government to provide leadership in
preserving America's heritage by actively advancing the protection, enhancement, and
contemporary use of the historic properties owned by the Federal Government, and by
promoting intergovernmental cooperation and partnerships for the preservation and use of
historic properties.” It further states that “The Federal Government shall recognize and



manage the historic properties in its ownership as assets that can support department
and agency missions while contributing to the vitality and economic well-being of the
Nation's communities and fostering a broader appreciation for the development of the
United States and its underlying values.”

One of the intents of the order is to improve federal agency planning and accountability of
historic property. It emphasizes that accurate information on the state of Federally owned
historic properties is essential to achieving the goals of this order and requires “Each agency
with real property management responsibilities shall prepare an assessment of the
current status of its inventory of historic properties required by section 110(a)(2) of the
NHPA (16 U.S.C. 470h-2(a)(2)), the general condition and management needs of such
properties, and the steps underway or planned to meet those management needs.” The
order also requires “Each agency with real property management responsibilities shall, by
September 30, 2005, and every third year thereafter, prepare a report on its progress in
identifying, protecting, and using historic properties in its ownership and make the report
available to the Council and the Secretary.”

The order also requires that “Each agency shall ensure that the management of historic
properties in its ownership is conducted in a manner that promotes the long-term preservation
and use of those properties as Federal assets and, where consistent with agency missions,
governing law, and the nature of the properties, contributes to the local community and its
economy” as a way to improve stewardship over the historic properties.

For the complete text of Executive Order 13287 Preserve America, see Exhibit 4.

Advisory Council Guidelines on Implementing Executive Order 13287 Preserve America

Section 3(c) of Executive Order 13287 requires the ACHP to prepare a report to the President
by February 2006, and every third year thereafter, on the state of the Federal Government’s
historic properties and their contribution to local economic development. The primary basis for
this report will be provided by agencies with real property management responsibilities in
accordance with the provisions of Sections 3(a)-(c) of order. Agencies are to prepare and, not
later than September 30, 2004, submit to the Chairman of the ACHP and the Secretary of the
Interior an assessment of: 1) the current status of their inventory of historic properties as
required by Section 110(a)(2) of NHPA,; 2) the general conditions and management needs of
such properties; 3) the steps underway or planned to meet the management needs of such
properties; and 4) an evaluation of the suitability of the agencies’ types of historic properties to
contribute to community economic development initiatives, including heritage tourism.

In addition, agencies are to review their regulations, management policies, and operating
procedures for compliance with Sections 110 and 111 of NHPA, and provide the results of that
review to the ACHP and the Secretary of the Interior no later than September 30, 2004.
Subsequently, on September 30, 2005, and every third year thereafter, each agency with real
property management responsibilities must prepare and submit to the ACHP and the
Secretary of the Interior a report detailing the progress that the agency has made in
identifying, protecting and using historic properties in its ownership.

The Advisory Council on Historic Preservation (ACHP) published advisory guidelines intended
to assist Federal agencies with real property management responsibilities in preparing the
assessments and reports outlined in the order. Agencies are encouraged to use the advisory
guidelines as a template to ensure that adequate, complete, and useful information is submitted.



See Exhibit 5 for the complete Advisory Council Guidelines on Implementing Executive Order
13287 Preserve America. It is important to note on page 8 of the guidelines, it provides “Does
your agency coordinate its data gathering for historic properties under its ownership or control
with required Federal audit, accounting, and financial management reporting?” as one of the “10
Major Questions to Address in the Section 3 Reports.” In this section, the guide discusses
FASAB'’s reporting requirements for heritage assets.

Becoming Better Stewards of Our Past, Recommendations for Enhancing Federal Management
of Historic Properties, March 2004

As noted above, EO 13287 Preserve America directed the Advisory Council on Historic
Preservation to provide the President and heads of Federal agencies with recommendations on
further stimulation the initiative, creativity, and efficiency in the Federal stewardship of historic
properties.

Their first report Becoming Better Stewards of Our Past, Recommendations for Enhancing
Federal Management of Historic Properties issued in March 2004 included several
recommendations. One of particular interest was “The Federal Government should create or
enhance accountability systems to measure success in the stewardship of federally owned
historic properties.” The recommendation included a discussion of FASAB and suggested
“The Board should review and, if appropriate, revise or clarify its guidance on heritage
asset reporting to improve consistent and comparable data collection and reporting.”
The report also suggested that OMB should consider making specific recommendations to
agencies on improving their management of historic properties.

The excerpt from the report is included at Exhibit 6 for your information. The complete report
can be found at http://www.achp.gov/pubs-2004stewardshipreport.html

National Historic Preservation Act Section 110

Although this Act was last amended in 2000, staff believed Section 110 may be helpful for the
Board’s consideration since Executive Order 13287 Preserve America does reaffirm this Act
and includes many references to this particular section. The purpose of NHPA is to administer
federally owned, administered, and controlled histroic resources in a spirit of stewardship.
Section 110 of NHPA addresses Federal agencies’ responsibility to preserve and use historic
properties. Section 110 requires each Federal agency to establish a preservation program that
ensures that “historic properties under the jurisdiction or control of the agency, are
identified, evaluated, and nominated to the National Register” and that such assets “are
managed and maintained in that considers the preservation of their historic,
archaeological, architectural, and cultural values.”

For excerpt text from the National Historic Preservation Act, see Exhibit 7.

NOTE: There are many other long-standing specific laws, regualtions and policies that
are specific to entities or specific to certain types of assets that are not included here.
This listing pertains to recent government-wide intiatives.

Staff Analysis/Comments

Staff notes that there have been several recent initiatives that promote accountability and
stewardship over real property assets and heritage assets. Staff believes that these initiatives
should be considered as the Board deliberates the issues further. Staff believes these initiatives




provide further support for the Board’s decision to classify the heritage assets and stewardship
land as basic information and the importance of accountability for these types of assets.

Questions for the Board

* Does the Board have any comments or questions about the recent initiatives?
* Are there any areas that the Board would like staff to research further?

Categorization and Unitization Issues

Comment letter respondents and public hearing participants noted unitization as a major
implementation issue. Therefore, the Board directed to staff to research the unitization issue
further.

Staff believes that in looking at the issue of units, it is appropriate to look at categorization first,
as staff believes this is the emphasis of the proposed standard. Staff believes the issue may
better be described as what is the proper aggregation or categorization of assets for
presentation and what is the proper unit of reporting within those categories.

Looking at SFFAS 8

Considering the ED is reclassifying the information previously reported as RSSI for HA and SL,
staff thought it would be appropriate to look at SFFAS 8 for a better understanding of the
Board’s original intent with categorization and unitization.

SFFAS 8 provides considerable latitude on how to present information on HA and SL. Because
of the unique character of this information, agencies are encouraged to experiment with various
narratives, tables and schedules. The lack of specific requirements for heritage asset
information was intended to encourage creativity in reporting the variety of heritage assets held
by federal entities. It should be noted that Appendix B of SFFAS 8 illustrates sample report
formats that entities might refer to when reporting on SL and HA. Appendix B was only intended
as a guideline, since the Board provided entities with "maximum flexibility" when applying the
stewardship standards, according to the Basis for Conclusions to SFFAS 8, paragraph 124.

Specifically, the Basis for Conclusions provides the following:

123. When the Board developed the standards for stewardship reporting, its intention was to
provide overall guidance on definitions, recognition, measurement, and minimum and
recommended reporting. This broad guidance was intended to provide the basic reporting
requirements while allowing each entity maximum flexibility in such areas as determining what
constitutes the individual stewardship items for that entity, which costs are directly attributable to
the stewardship item, and how best to report on multi-use items so that users will gain the best
picture of the entity's financial and performance information.

124. The Board believes that the desire for more specific guidance expressed by several
respondents stems from the belief that without such guidance, an entity's determination of how to
apply the standards could be questioned. Nevertheless, the Board reiterates its position that
entities should be provided maximum flexibility when applying the stewardship standards.
However, entities should make the determination of how best to apply the stewardship
standards based on a thorough analysis of their individual entity, including its mission,



financial practices, and the impact of its mission and operation on financial report users
and on the Nation. Finally, all entity determinations of the applicability of stewardship standards
should be thoroughly documented.

Categorization

The proposed standard (as well as SFFAS 8) emphasizes reporting on asset categories, rather
than individual assets. Par. 28 c) of the proposed standard requires “A concise description of
each maijor category of heritage asset” and then certain reporting requirements for them.
Similarly, par. 44 c) requires “A concise description of each category of major stewardship land
use” and then certain reporting requirements for them.

Based on this, it would appear that entities should designate asset reporting categories that
allow inclusion and aggregation of their SL and HA. Entities should determine the appropriate
level of detail for their categorization. It is helpful if entities designate asset categories that are
meaningful and reflect how the entity views the assets for management purposes. Doing so
increases the likelihood that information about the categories will be readily available from
existing management systems.

The information that is appropriate for reporting SL and HA can vary from one entity to another.
The amount and level of detail of the information presented depends, in part, on the mission of
the entity and the materiality of the assets in question. For example, the extensive and detailed
categories and subcategories reported by the Department of the Interior, which has a
stewardship mission, might be more extensive than is appropriate for the Department of
Defense, which does not.

Unitization

Par. 27 and 43 of the proposed standard, state that categories of SL and HA shall be quantified
in physical units, rather than in monetary terms. However, the proposed standard does not
define the term "physical units" or specify which physical units should be used to quantify the
variety of SL and HA categories held by federal entities. The selection of the physical unit for
quantifying a category is left up to entities. The proposed standard is consistent with the
language and Board’s intent in SFFAS 8.

Although the standard does not specify it, it is logical that entities should select physical units
that are meaningful and based on how they actually manage the assets. Accordingly, quantities
should be measured in a manner consistent with data available from existing management
systems.

Defining physical units as individual items to be counted is not necessary. Particularly for
collection-type heritage assets, it may be appropriate to define the physical unit as a collection,
or a group of assets located at one facility, and then count the number of collections or facilities.
Meaning, the level of detail may differ by entity, however; each entity should measure their
asset quantities in a manner consistent with how they manage.

Based on the proposed standard (as with SFFAS 8) entities have considerable latitude and
flexibility in designating categories and determining a meaningful level of aggregation for
reporting. For example, should a library report that it has Justice Blackman’s collection of
papers or that it has 10,000 pieces of paper in Justice Blackman’s collection? Further, should a
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museum report that is has 10 dinosaur skeletons or 10,000 dinosaur bones, or simply provide a
narrative description of the types of skeletons (other similar items) at a particular facility ?

Ultimately, the answer is influenced by how the entity manages and materiality considerations.
Curators may be required to count the number of individual items in a museum collection for
control purposes. But due to materiality considerations, entities may choose to report a higher
level of aggregation such as the number of collections or facilities in which individual items are
located. Although individual item counts may not be necessary to support the reporting
requirements in the proposed standard, this does not mean that item counts for management
control and safeguarding purposes at specific locations are not necessary. For example, as
discussed in the Accountability and Stewardship Considerations section above, there are public
laws and other regulations that may require such counts.

Heritage Assets Cateqgorization Project

The Board also requested staff to determine if there was a way to provide additional guidance
on the categorization and unitization issue. As presented at previous Board meetings, in 1998-
1999 there was a multi-agency team engaged in a project to identify and define standard
categories and subcategories for heritage assets that would facilitate reporting of complete,
consistent, and comparable heritage asset information by Federal agencies, consolidating
departments, and the U. S. Government. These standard categories and subcategories were
intended to provide an overarching, high-level framework for aggregating the various heritage
asset categories that are reported by agencies throughout the government.

The team developed proposed standard categories, subcategories, and physical units of
measurement for heritage assets based on an analysis of the government’s heritage assets,
and consultation with experts in the field of federal museum management and historic
preservation, representatives from the Departments of Defense and Interior, the Smithsonian
Institution, the GAO, and other entities. The team also developed definitions for the proposed
categories and developed crosswalk to entities’ reports to show how the various categories
reported by Federal agencies fit within the proposed standard categories.

The Proposed Standard Heritage Asset Categories, Subcategories and Related Physical Units
determined by the team are as follows:

Category Subcategories Physical Units'
Natural Heritage Assets
Wildlife Preservation Areas Iltem Count
Land Protection Areas Iltem Count
Cultural Heritage Assets
Structures Iltem Count
Monuments and Memorials Iltem Count
Heritage Sites Iltem Count

Collection-type Heritage Assets

! This chart was drawn from the Heritage Asset Categorization Team’s report. Staff believes that this
would be a good starting point, but certain areas, such as physical units could be expanded upon to show
further levels of aggregation and units at sub-category levels—meaning that item counts could be things
such as the number of museums in that category, number of collections in that category, or individual
items in that category.
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Biology Iltem Count
Geology Iltem Count
Paleontology ltem Count
Archeology Iltem Count
Ethnology Iltem Count
History Iltem Count
Archival Cubic Feet
Artwork Iltem Count

The complete Heritage Asset Categorization project report is included at Exhibit 8.

Staff Analysis/Comments

Staff recognizes that there may be difficulties for agencies in determining the appropriate level
of aggregation for reporting categories of heritage assets. However, staff believes that the
agencies are in the best position to determine the most meaningful level of presentation. Staff
believes that ultimately the presentation would depend upon the specifics of the entity—its
mission, the types of heritage assets, how it manages, and materiality considerations. It would
be difficult for the proposed standard to define such specific reporting requirements, as they
may be unique to each entity.

In drafting the proposed standard, staff had envisioned the required disclosures to be presented
in a concise format similar to the format that most entities present for general property, plant
and equipment—which is also similar to the example illustrations provided in SFFAS 8.

Staff also notes that the Board has tried to limit detailed illustrations and specific examples as
the Board believed there would be the risk in that the auditors would believe that unless the
preparers followed the specific examples, the preparers would not be adhering to the standards
and/or preparers might use the examples as a justification for providing only minimum reporting.

Staff notes that there has been work by various task forces or organizations to address issues
identified such as standardized categories, definitions of units of measurements, and other
areas where prescriptive guidance has been requested. The task forces did contain
representatives from pertinent agencies and experts in the field, which most likely would provide
for a more comprehensive assessment than could be provided by the Board.

Considering the extensive research performed by the Heritage Assets Categorization Team,
their proposed categories and subcategories and related physical units should be a good
starting point for additional guidance that could be included in a Technical Release or Staff
Implementation Guidance. For instance, staff believes that certain areas such as physical units
could be expanded upon to show further levels of aggregation and units at sub-category
levels—meaning that item counts could be things such as the number of museums with that
category, number of collections in that category, or individual items in that category. Staff
believes it would be difficult to include specific categories and units in proposed standard as
there are many items that are unique to each agency. In addition, staff believes that any
guidance would have to include categories and units as “suggested” or “potential”, even in a
Technical Release.
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Staff does believe that additional language could be added to the proposed standard to reiterate
that categorization and unitization is determined by the preparer and the preparer should
document the reasoning for major class determinations.

Staff does believe that additional language could be added to the proposed standard to clarify
that reporting is at the majpr category level, to ensure that readers do not interpret this to mean
an item-by-item count.

Staff does believe that additional explanatory language could be added to the Basis for
Conclusion that conveys the information included in the Categorization and Unitization section
above.

Questions for the Board

* Does the Board wish to reconsider the specific reporting requirements in the proposed
standard—specifically, does the Board still wish to include reporting unit information by
major category?

* Does the Board wish to prescribe specific reporting categories and units in the proposed
standard

* Does the Board wish to include additional specific language about categories or units in
the proposed standard?

* Does the Board wish to include additional specific language about categories or units in
the Basis for Conclusion?

* Does the Board wish to include sample or suggested reporting formats in the proposed
standard?

Materiality Issues

The concept of materiality and how it would apply in the reporting of this type of non-financial
information has come up during several Board discussions of the HA & SL project. Staff wanted
to find out if this is an area that the Board would like to address further in the HA & SL project.

Language in the current proposal

The current proposal has the standard “The provisions of this Statement need not be
applied to immaterial items” included.

Par. 28 and 44 of the proposed standard requires disclosures for “Entities with significant
heritage assets/ stewardship land...” (Note: The ED shows “Entities with significant amounts
of heritage assets/ stewardship land...” but the Board decided to remove the “amounts of” at a
previous Board meeting. In earlier drafts of the ED, the language read “Entities with material
heritage assets/ stewardship land...” but the Board decided to replace material with significant.

AAPC Stewardship Guidance Workgroup

The AAPC Stewardship Guidance Workgroup included a detailed discussion on the application
of materiality in HA and SL in their draft guide that the Board may find helpful. As you may
recall, the AAPC Stewardship Guidance Workgroup has done extensive research and
collaboration on how to report and audit stewardship land and heritage assets, drawing upon
early implementation experience of the Departments of Interior, Defense, Agriculture, and other
agencies. The group developed a Draft guide-- Reporting and Assurances Guide for
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Stewardship Land and Heritage Assets—that was exposed for comments. However, in 2002
the AAPC decided not to finalize the guide based on FASAB'’s decision to reclassify RSSI. The
AAPC plans to re-evaluate the guide and make necessary revisions after FASAB finalizes this
project.

The following is an excerpt from the Reporting and Assurances Guide for Stewardship Land and Heritage
Assets prepared by the Stewardship Guidance Workgroup commissioned by the AAPC. The complete
Guide was provided to Board members at the February 2003 Board Meeting.

SECTION 2. DETERMINING MATERIALITY

In the interest of meaningful and cost effective information, preparers and auditors of SL and HA
information need to understand and apply the concept of materiality in order to decide what is
material and what is not. SFFAS No. 8, paragraph 41, states “The provisions of this statement
need not be applied to immaterial items.” Key issues are (1) how should materiality be applied
to SL and HA that are not reported in dollars, and (2) what is the appropriate level of detail for
reporting and auditing SL and HA information?

The preparer's and the auditor's consideration of materiality is a matter of professional judgment
and is influenced by their perception of (1) the information necessary to demonstrate
accountability for SL and HA, and (2) the needs of a reasonable person who will rely on the
principal financial statements and the stewardship report. This approach incorporates two
fundamental values of federal financial reporting: accountability and decision usefulness.
However, while they operate from the same theoretical framework, the preparer’s and the
auditor’s roles in applying the materiality concept differ.

In formulating the stewardship report, the preparer should identify meaningful levels of
aggregation by determining whether assets are material enough to warrant classification and
presentation in separate categories. In examining SL and HA, the auditor should assess risk,
plan tests, evaluate any omissions or misstatements, and express an opinion in light of his or
her judgments about materiality.

Materiality has both quantitative and qualitative characteristics. Traditional materiality
judgments about financial information are primarily quantitative and focused on dollar amounts.
However, the fact that SL and HA are not reported in dollars requires special attention to
qualitative factors such as the nature of the assets and the circumstances in which the
materiality judgment is made.

The preparer's and the auditor's materiality judgments for SL and HA are concerned with
thresholds. FASB'’s Statement of Financial Accounting Concepts No. 2, paragraph 126 asks, "Is
an item, an error, or an omission large enough, considering its nature and the attendant
circumstances, to pass over the threshold of what separates material from immaterial items?"

ACCOUNTABILITY AND DECISION USEFULNESS
Traditional definitions of materiality for financial information center on “decision usefulness,” a
concept which relates to the needs of a reasonable person who relies on reported information to

make decisions. The focus on decision usefulness originated from the primary objective of
financial reporting for business enterprises established by FASB: “Financial reporting should
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provide information that is useful to present and potential investors and creditors and other
users making rational investment, credit, and similar decisions.”?

However, the users of SL and HA information and their needs are not well understood because
we are in the infancy of stewardship reporting. These needs will likely evolve and be more
clearly identified as the information is made available and attracts users who rely on it for
making decisions.® In the meantime, attempting to make materiality determinations about SL
and HA information based solely on user needs (i.e., decision usefulness) is an uncertain
approach.

A different approach to determining materiality is one based on accountability, the primary value
of federal financial reporting from which decision usefulness flows, according to SFFAC No. 1.
As the standard-setting body for the federal government, FASAB stated that there are two
values that provide the foundation for governmental financial reporting: “accountability” and its
corollary, “decision usefulness.” FASAB explained that “Because a democratic government
should be accountable for its integrity, performance, and stewardship, it follows that the
government must provide information useful to assess that accountability.*

Under an “accountability approach” to materiality, preparer’s and auditors use their professional
judgment to decide, on behalf of users, what information is needed to demonstrate
accountability over SL and HA in keeping with federal accounting concepts and standards.
Materiality is then evaluated in relation to the info