ISSUE

04
2013

In this issue
AICPA Conference Recap P.1
FASB Update P.1
Your Auditor & You P.2
Audit Trail P.2

2013 AICPA National
Conference on Credit
Unions Recap
This October the American Institute
of Certified Public Accountants
(AICPA) held their annual “National
Credit Union Conference” in Las
Vegas, NV. The conference was a
big success!!! There were over 480
CFOs, practitioners, and credit union
volunteers who gathered to attend
the educational sessions and network with their peers. The objective
of this conference is to enhance the
technical knowledge of public practitioners, internal auditors, supervisory
committee members, and credit union management, particularly CFOs.
An overwhelming majority of those
attending believe we met this objective.
A sample of this year’s speakers
included Chip Filson, Chairman and
co-founder of Callahan & Associates, the National Credit Union Administration’s Chief Accountant, Karen Kelbly, and Bob Hoel, a Senior
Scholar with the Filene Research
Institute. Bob delivered an insightful
message on the health of the credit
union industry in a very entertaining
way. Other session topics included
a workshop on troubled debt restructurings, a roundtable discussion on
the allowance for loan losses, and
an update on accounting and regulatory issues. Attendees were very
pleased with the sessions and have
given excellent input for next year’s
conference.
Next year’s conference will be October 20th – 22nd in Denver, CO. As
the Chairman of the Conference
Steering Committee, I invite you to
join us in Denver for another excellent conference.
See you in 2014!
Chris Vallez, CPA, MBA, CICA, Partner
Nearman, Maynard, Vallez, CPAs, P.A.
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FASB Proposed Liquidity and Interest Rate Risk Disclosure
On June 27, 2012, the Financial Accounting Standards Board (FASB) issued a proposed Accounting Standards Update (ASU) for disclosing liquidity and interest rate risk to enhance financial reporting about these risks associated with financial institutions. FASB’s proposed liquidity and interest
rate risk disclosures are intended to provide information that would help financial statement users
understand the institution’s exposure to risks and the ways in which executives manage those risks.
The information provided by the ASU would address members’ and stakeholders’ concerns about
how institutions disclose their exposures to these risks. Liquidity and interest rate risks were at the
forefront of the recent crisis that swept thru the financial industry.
Liquidity risk is defined as the risk that an institution cannot easily sell, unwind, or offset a particular
position at a fair price due to the lack of marketability of an investment. Typically, liquidity risk is
associated with inadequate market depth where an investment cannot be purchased or sold swiftly
enough to avert or minimize a loss. The proposed ASU amendment would require financial institutions to disclose the following:






Carrying amounts of classes of financial assets and liabilities in a table, segregated by their
expected maturities, including off-balance sheet financial commitments and obligations.
Information about time deposits (CDs and savings accounts), including the cost of funding time
deposits in a table or list from the previous four quarters.
Available liquid funds in a table, including cash that is free and clear of an encumbrances, highquality liquid assets, and borrowing availability.
Additional narrative or quantitative information about the institution’s exposure to liquidity risk in
relation to associated significant changes and how the institution managed the changes during
the period

Interest rate risk is the exposure of an institution’s current and future earnings and capital arising
from adverse changes in the interest rate environment. Such changes affect earnings adversely
and can be diminished thru diversifying portfolios. FASB’s proposal for the interest rate risk disclosure applies only to financial institutions and is designed to offer essential information about the
exposure of the institution’s assets and liabilities to variances in interest rates. The ASU’s proposed
modification would require:





Disclosing carrying amounts of classes of financial assets and liabilities.
Disclosing an interest rate sensitivity table that presents the effects on net income and member’s equity of theoretical, immediate shifts of interest rate curves.
Additional narrative or quantitative disclosure of the institution’s exposure to interest rate risk
and how the institution managed the changes during the period
Continued on page 4
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Your Auditor and You...Common Communication Barriers
Have you ever felt as if your auditor was
speaking Spanish and you were speaking Italian? They are saying words that
sound very similar, but you just can’t
understand enough to know what it is
they’re asking for. Here are a few common communication barriers and just
what they mean to the auditor.
Reconciliation: When an auditor requests reconciliations, they are not
looking for GL History. Now, we understand that not every account reconciliation has the general ledger balance
on one side and bank statement balance on the other side, with debit and
credit differences. However, you should
have support for every account in the
balance sheet, whether that is subledger, asset listing, bank statement,
outstanding payable items, etc. The two
most important things to keep in mind
when
compiling
the
support/
reconciliation are:
1. You should show how the support
balances to the amount in the general
ledger.
2. The reconciliation should be signed
and dated by both the preparer and
reviewer on a timely basis.

Audit year: For three-fourths of our
clients, we perform an audit for a year
end date other than December 31st.
When testing the balance sheet, this
does not make much difference. However, for income statement items, this can
be a little confusing. If you are one of
the three-fourths, the audit year is the
twelve months preceding your year-end
date. When your auditor approaches
you with a question regarding income/
expense variances between two audit
years, you may have to go back three
actual years to come up with the right
picture. I.e. to look at 2013 vs. 2012,
you’ll need to look at October 2011 thru
September 2012 to see the twelve
months ending September 30, 2012.

ion’s Supervisory Committee, and your
members. We do our best to test your
controls and your financial statements,
so that ultimately, we can report back to
your members that their money is safe
with you. If you ever come across a
communication barrier, please be patient. Give us the time to get on the
same page. After all, accounting is 10%
numbers and 90% communication!
Angie Lara, Senior Auditor
Nearman, Maynard, Vallez, CPAs

Securities: When categorizing investments, securities are not just Federal
Securities. Anything with a CUSIP
number, which can be traded at market
value, is considered a security. These
should be classified as either: Held-toMaturity, Available-for-Sale or Trading.
With all that being said, your auditor is
not an alien or the enemy. We are ambassadors. We represent Nearman,
Maynard, Vallez, CPAs, the Credit Un-

Audit Trail...Where to Start and End
In the accounting industry, an audit trail
is the sequence of paperwork that validates or invalidates accounting entries.
An audit trail consists of corporate records that documents the process and/or
steps in a business transaction. In a
sense, an audit trail paints a picture for
external and internal auditors that depict
the intent of financial transactions. This
may involve receipts or invoices for payments issued or sales contracts documenting revenue. Hence, a complete
audit trail proves to investors or lenders
the validity of information on financial
statements and ensures the institution is
in compliance with Generally Accepted
Accounting Principles (GAAP).

Where to start with an audit trail? An
audit trail starts with internal controls,
personnel involvement, and technology
tools. Essentially, a reliable audit trail
draws on internal controls that are effective, adequate, adapted to operating
activities and in line with regulatory
guidelines. For an example, a detail
loan policy that highlights interest rates,
terms, collateral codes, and guidelines
for underwriting provides an audit trail
that explains the following:






Types of loans that the institution
can offer members
Loan officer authority limits
Corresponding interest rates and
credit scores
Exceptions

the document is tracked through accounts payable, all the way through the
issuance of the check or electronic payment to settle the debt.
To recapitulate, before an audit trail is
established, a scope is determined. The
scope determines what items will be
tracked and for how long. For an accounting audit, the scope may be a
class of items or a separate trail for
each item over a certain dollar amount.
The audit trail should end when the
scope of the audit is accomplished.
Paul J. Edwards, III, MBA, MAFM,
CICA, Senior Auditor
Nearman, Maynard, Vallez, CPAs

*The bullets listed above are only a few items
that a loan policy explains, but depicts an
audit trail for the institution.

Where does an audit trail end? An audit
trails ends when all the necessary
chronological steps are completed to
end a transaction. For an example,
beginning with the receipt of an invoice,
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Fixed Asset Accounting:
Creating A Well Defined Capital Asset Policy For Consistency
In Financial Reporting

Happy
Holidays
At the close of another
year, our entire firm
would like to wish you a
warm and happy holiday
season with every good
wish for the new year.
Please take note of our
2013 holiday hours:
For Thanksgiving our
firm’s offices will be
closed Thursday, November 28th and Friday,
November 29th.
In addition, our offices
will be closed Monday,
December 23rd - Friday,
December 27th for the
Christmas holiday.
Our offices will re-open
on Monday, December
30th, but will be closed
on Wednesday, January
1, 2014 in observance of
New Year’s Day.

Accounting for fixed assets may seem like an
elementary task for today’s sophisticated credit
union accounting team. However, consistency in
the recording and depreciating of fixed assets is
still of great importance as it relates to an organization’s financial statements and key ratios. Without a well defined fixed asset policy, depreciation
expense and asset amounts can be grossly misstated. Such misstatements can have an effect
on key operating ratios and organization’s ability
to manage and analyze operating performance.
In creating a fixed asset policy, an organization
should first establish a capitalization threshold for
its fixed assets. This amount defines a limit for
which purchases an organization will expense
and which they will choose to capitalize. Without
a prescribed limit the organization could be overstating its operating expenses and creating unnecessary work in accounting for its fixed assets.
While there is no defined amount for an organizations to use in establishing a threshold, management and its Board should set a threshold that it
deems to be of financial importance.
Once a threshold has been established, an organization should define a set of specific categories
for its fixed assets to be classified into. A typical
organization would have the following:
*Buildings

*Software

*Building Improvements

*Computers

*Leasehold Improvements

*Land

*Vehicles

*Furniture

After establishing categories, an organization
should determine the useful lives of each asset
category. This depends much on the intent of the
organization when it comes to the asset class.
For example, a prudent organization would not
capitalize a leasehold improvement over 30 years
when the organization intends to end the lease in
the next 5 years. Likewise, in today’s ever changing world of technology, it would be unlikely for an
organization to establish a useful life for software
and computers for greater than 7 years. The improper estimation of an assets useful life can directly skew fixed assets carrying amounts and
drastically have an effect on its depreciation expense in the short term.
Having defined a capitalization threshold, categories, and useful lives, an organization should define how it will handle salvage values. For many
organizations such values will be immaterial and
an organization may choose to depreciate all assets without incorporating salvage values into
their fixed asset equation. However, should an
organization have the intent of selling a large asset or a great number of assets in the future, then

salvage values may be incorporated into the assets book value. This can be of great effect in
estimating depreciation amounts for buildings
and/or vehicles. Organizations, may wish to define salvage values on a case by case basis or for
vehicles it may wish to choose a defined salvage
amounts, as these assets rarely are disposed of
without receiving some amount of proceeds.
Whatever, an organization decides to define in
relationship to fixed asset salvage values; such
definition should be reasonable and reflective of
reality. By doing such, an organization will better
estimate its depreciation expense and more accurately improve reporting and better facilitate its
ability to accurately analyze overall performance.
Lastly, an organization should define its method
of depreciation. Generally, organizations choose
the straight-line method of depreciation due to its
simplicity and appropriateness. The straight line
method implies that an assets purpose will be
used evenly over its useful life. And for Credit
Unions, this is generally the case. Buildings,
Equipment, Vehicles, and other categories of
fixed assets held by Credit Unions generally provide use evenly over their useful life. As such, the
straight line method generally provides the most
accuracy and simplicity for reporting its fixed assets.
In summary, having a well defined capital asset
policy creates a more accurate picture of an organizations fixed asset carrying amounts and
their associated depreciation expenses. By having a well defined policy, organizations are able to
more accurately reflect the reality and intent in
their fixed asset numbers and reduce unnecessary work associated with assets to small to be
considered for fixed asset accounting.
Outlined below are the key ingredients an organization should have in their fixed asset policy:
(Amounts and specific useful lives should be adjusted to reflect the organizations own estimates
and preferences)
Example of a Fixed Asset Policy
Capitalization Threshold:
Any fixed asset purchases over $1,000 will be
capitalized and depreciated over their defined
useful life. Purchases below this threshold will be
expensed through the normal expenditure process.

Continued on page 4
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FASB Proposed Liquidity and Interest Rate Risk Disclosure
Continued from page 1

The effects of the FASB’s proposed ASU disclosures will afford financial statement users a better
understanding of liquidity and interest rate risk, along with how both these risks affect financial institutions and organizations. The disclosure will provide insight into how institutions manage these
risks during the period, along with narrative information about the entity’s exposure level. The proposal also recommends formats and particular information that should be included, thus allowing the
disclosure presented to be comparable. As of November 7, 2012, which was FASB’s last meeting
on the topic, no decision has been reached and comments on the topic were still being reviewed.
Once FASB has finished accepting and reviewing comments, an effective date of the disclosure will
be decided upon.
Jeffrey Burdette, Auditor
Nearman, Maynard, Vallez, CPAs

Aඊඝග Uඛ
Since
1979,
Nearman,
Maynard, Vallez, CPAs has
provided auditing and consulting services exclusively
to credit unions throughout
the United States.
Our
dedication to credit unions
has given us the unique
ability to provide exceptional
service at a reasonable
price. Our primary objective
is to assist our clients in
accomplishing their goals
through our experience,
service, & commitment. If
your Supervisory/ Audit
Committee or Management
is interested in obtaining
information on the subjects
in this issue or about our
many services, call or email
us today.
Website:
www.nearman.com
E-mail: info@nearman.com
Toll-free: 800.288.0293
Atlanta: 205 Brandywine
Blvd., Suite 100,
Fayetteville, GA 30214
770.461.5706
770.719.1888 fax
Miami: 10621 N. Kendall
Dr., Suite 219,
Miami, FL 33176
305.598.1730
305.595.9316 fax

This newsletter is for information purposes only and
is not intended to provide
investment, legal or accounting advice. Edited by
Erin Doolittle, Marketing
Coordinator. No part of
this newsletter may be
reproduced without the
written consent of Nearman, Maynard, Vallez,
CPAs.

Fixed Asset Accounting
Continued from page 3
Useful lives:
Buildings
Building Improvements
Furniture and Equipment
Software
Leasehold improvements

30 years
30 years (or remaining life of building at date of
purchase)
7 years
5 years
Remaining life of lease

Salvage values:
The book value used for depreciation purposes will be adjusted for any proceeds expected to be received at the assets retirement. (For example: an organization may wish to establish a set value for
vehicle or equipment proceeds anticipated to be received upon disposal of the asset. Or the organization may wish to delegate such estimate to those overseeing the accounting for fixed assets)
Depreciation Method:
All capitalized assets will be depreciated using the straight line method over the assets defined useful
life, using the assets purchase value less any salvage value established.
James Brewer, CPA, Auditor
Nearman, Maynard, Vallez, CPAs

NCUA Issues Letter on Enterprise Risk Management
The National Credit Union Administration (NCUA) released Letter to Credit Unions 13-CU-12 and a
corresponding Supervisory Letter, illustrating its supervisory expectations for credit unions’ risk
management processes.
Enterprise risk management (ERM) is not a regulatory requirement for natural person credit unions,
however, credit unions are expected to have comprehensive processes in place to manage risks related to their business strategies and goals.
For further detail regarding the NCUA’s expectations you can download the letters from NCUA’s website at http://www.ncua.gov/Resources/Pages/LCU2013-12.aspx.
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