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April 26, 2018
Mr. David R. Bean
Director of Research and Technical Activities
Government Accounting Standards Board (GASB)
Project No. 4-6I
401 Merritt 7, PO Box 5116
Norwalk, CT 06856-5116
Re: Invitation to Comment on the Governmental Accounting Standards Board on major
issues related to Revenue and Expense Recognition
Dear Mr. Bean,
The Association of Local Government Auditors (ALGA) appreciates the opportunity to
respond to GASB’s invitation to comment on Revenue and Expense Recognition. ALGA
represents more than 350 organizational members comprised of more than 2,500
individuals. This topic is of interest to our members, and we encourage individual audit
organizations and members to comment independently should they choose to do so.
We have reviewed the invitation to comment (ITC) in its entirety. Overall, we concur that
a comprehensive revenue and expense recognition model will provide more principlesbased guidance and more useful information. However, we believe expanding guidance
related to the existing exchange/nonexchange model is the most prudent path forward.
As noted in the ITC, the majority of governmental revenues are nonexchange and there is
existing, long-standing guidance for such transactions. Clarifying existing definitions as
needed would save time for financial statement preparers as well as build on existing
knowledge. It is possible that certain governments, such as utilities, may require more
specific guidance for classification. Still, moving towards the performance obligation
model would require creation of new definitions and structures which would need to be
learned and implemented by all state and local governments. Due to this, we believe the
cost of developing and implementing a performance obligation model would outweigh the
benefits. Below we address the specific questions identified in the ITC.
Question 2.1 – Do you believe the exchange/nonexchange model would provide a suitable
basis for classifying transactions and recognizing revenue and expense? Why or why not?
Yes. The exchange/nonexchange model employs already generally understood and
defined concepts and terminology. Under the exchange/nonexchange model, basic
transactions are already relatively easy to classify and recognize. The additional
criteria of the government having control over a resource that applies to the current
reporting period would provide a tangible basis for classification for the more complex
situations. Centralizing existing guidance for exchange transactions within the
conceptual model would create additional efficiencies for financial statement
preparers.

For financial statement preparers and users in governmental settings, exchange and nonexchange
categories make intuitive sense. Even if equal value is difficult to pin down, most situations can be
analyzed and value approximated. Additional training and/or guidance in this area could strengthen
consistency among preparers and comparability among financial statements while avoiding the need for
stakeholders to learn a new model.
Question 3.1 – Do you believe performance obligation/no performance obligation model would provide a
suitable basis for classifying transactions and recognizing revenue and expense? Why or why not?
Yes, with reservations. On the surface the performance obligation/no performance obligation model
appears to simplify the classification and recognition of revenue and expense for items with performance
obligations. However, significant areas calling for professional judgement still exist including the definition
of a binding arrangement, distinct goods and services, specific beneficiary, and even another party, as such
a classification could potentially apply to intragovernmental transactions.
Also, determination of revenue allocation in situations where multiple performance obligations exist in a
binding arrangement, particularly if contracts or purchase agreements are unclear, would require an
application of professional judgment. Lastly, financial statement preparers still have the challenge of
making a determination of equal value and specific beneficiaries.
Grant-funded contracts or purchase agreements with various performance obligations built in as
milestones over the course of the agreements could become more cumbersome for financial statement
preparers to manage. Determining recognition of revenue and expenses in these instances would require
a higher degree of collaboration with program managers who may not understand the importance of
timely and accurate reporting. Adding this level of complexity could increase recognition errors.
Question 4.1 Do you believe that the alternative model considered as an example in this chapter could provide
a suitable basis for classifying transactions and recognizing revenue and expense? If so, what are the potential
benefits and challenges of that model?
No. Although this approach would potentially solve the need for better classification of exchange revenues
and expenses the challenges that apply to the performance obligation/no performance obligation
classification would still exist. In addition, blending a different concept of performance obligation/no
performance obligation with the “redefined” familiar terminology exchange/nonexchange may ultimately
create more confusion.
Respectfully submitted,

Nicole Rollins
Chair, Professional Issues Committee
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