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XVI. Nonexchange Financial Guarantees

A. Terminology

· Financial Guarantee - A guarantee of an obligation of a legally separate entity or individual, including component units, which requires the guarantor to indemnify a third-party obligation holder under specified conditions.  A financial guarantee  requires the involvement of the following three separate entities: 
1. Holder of the obligation being guaranteed (creditor)
2. Issuer of the obligation being guaranteed
3. Entity extending guarantee (guarantor)
· Nonexchange Financial Guarantee – A financial guarantee in which the guarantor does not receive equal or approximately equal value in return.
· 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.
· Consideration – Value exchanged which can be measured objectively.
· Guarantor – Government that extends a financial guarantee for the obligation of a legally separate entity or individual.
· Issuer – Holder of an obligation guaranteed by a government.
· Qualitative Factors – Predictive events, including negative economic events, such as loss of major revenue source, violation of agreements related to the obligation, or initiation of the process of financial reorganization, including bankruptcy.
· More Likely Than Not – Greater than 50 percent probability that the guarantor will be required to make a payment, based on assessment of qualitative factors, as a result of a guarantee.

B. General Discussion
GASB Statement 70 establishes accounting and financial reporting standards for nonexchange financial guarantees extended or received by a state or local government. This Statement does not apply to guarantees related to special assessment debt within the scope of GASB Statement 6, Accounting and Financial Reporting for Special Assessments. This policy includes nonexchange financial guarantees for discretely presented component units.  For additional guidance involving blended component units, please refer to GASB 70 ¶13.

1. Governments Extending Nonexchange Financial Guarantees:

Recognition and Measurement in Financial Statements Prepared Using the Economic Resources Measurement Focus (Proprietary Funds and Fiduciary Funds):

When qualitative factors and historical data, if any, indicate that it is more likely than not that a government will be required to make a payment related to the nonexchange financial, the government should recognize a liability and an expense in financial statements prepared using the economic resources measurement focus. The amount recognized should be the discounted present value of the best estimate of the future outflows expected to be incurred as a result of the guarantee. If there is no best estimate of the future outflows expected to be incurred but a range of estimated future outflows can be established in which no amount within that range appears to be a better estimate than any other amount, the discounted present value of the minimum amount in that range should be recognized. Classification of expenses related to nonexchange financial guarantees should be determined in the same manner as grants or financial assistance payments to other entities or individuals.

Recognition and Measurement in Financial Statements Prepared Using the Current Financial Resources Measurement Focus (Governmental Funds).

When qualitative factors and historical data, if any, indicate that it is more likely than not that a government will be required to make a payment related to the nonexchange financial guarantees, the government should recognize a fund liability and an expenditure in financial statements prepared using the current financial resources measurement focus, to the extent the liability is normally expected to be liquidated with expendable available financial resources. Liabilities for nonexchange financial guarantees extended are normally expected to be liquidated with expendable available financial resources when payments are due and payable on the guaranteed obligation. Classification of expenditures related to nonexchange financial guarantees should be determined in the same manner as grants or financial assistance payments to other entities or individuals.

2. Governments Issuing Guaranteed Obligations:

Under both the economic resources measurement focus and the current financial resources measurement focus, if a government is required to repay a guarantor for nonexchange financial guarantee payments made on the government’s obligations, the government should reclassify that portion of its previously recognized liability for the guaranteed obligation as a liability to the guarantor. The government that issued the guaranteed obligation should continue to recognize its liability until that portion of the liability is legally released.

When a government issuing an obligation that has received a nonexchange financial guarantee is legally released as an obligor from the obligation and from any liability to the guarantor, the government should recognize revenue to the extent of the reduction of its guaranteed liabilities.

C. Disclosure Requirements

1. Governments Extending Nonexchange Financial Guarantees:

A government extending nonexchange financial guarantees should disclose the following information, by type of guarantee, for all nonexchange financial guarantees, regardless of the likelihood of a payment being required:

· A description of the nonexchange financial guarantee, identifying:
· The legal authority and limits for extending the guarantees and types of obligations guaranteed
· The relationship of the government to the issuer(s) of the obligations that are guaranteed
· The length of time of the guarantees
· Arrangements for recovering payments from the issuer(s) of the obligations that are guaranteed
· The total amount of all guarantees extended that are outstanding at the reporting date

A government that recognizes a nonexchange financial guarantee liability or has made payments during the reporting period on nonexchange financial guarantees extended should disclose the following information:

· A brief description of the timing of recognition and measurement of the liabilities and information about the changes in recognized guarantee liabilities, including the following:
· Beginning-of-period balances
· Increases, including initial recognition and adjustments increasing estimates
· Guarantee payments made and adjustments decreasing estimates
· End-of-period balances
· Cumulative amounts of indemnification payments that have been made on guarantees extended that are outstanding at the reporting date
· Amounts expected to be recovered from indemnification payments that have been made through the reporting date

2. Governments Issuing Guaranteed Obligations:

A government that has one or more outstanding obligations at the reporting date that have been guaranteed by another entity as part of a nonexchange transaction should disclose the following information about the guarantee(s), by type of guarantee:

· The name of the entity providing the guarantee
· The amount of the guarantee
· The length of time of the guarantee
· The amount paid, if any, by the entity extending the guarantee on obligations of the government during the current reporting period
· The cumulative amount paid by the entity extending the guarantee on outstanding obligations of the government
· A description of requirements to repay the entity extending the guarantee
· The outstanding amounts, if any, required to be repaid to the entity providing the guarantee

If a government has issued a guaranteed obligation for which payments have been made during the reporting period by the entity that extended the guarantee and that guaranteed obligation is no longer outstanding at the end of the reporting period, regardless of whether the government has any other outstanding guaranteed obligations at the end of the reporting period, it should disclose:

· The amount paid by the entity that extended the guarantee on obligations of the government during the current reporting period
· The cumulative amount paid by the entity that extended the guarantee on outstanding obligations of the government
· A description of requirements to repay the entity that extended the guarantee
· The outstanding amounts, if any, required to be repaid to the entity that provided the guarantee
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