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The Governmental Accounting Standards Board (GASB) has issued Statement No. 88, Certain
Disclosures Related to Debt, including Direct Borrowings and Direct Placements. The goal of this
Statement is to provide users of the financial statements with additional important information related
to debt. The disclosures required by Statement 88 are effective for reporting periods beginning after
June 15, 2018, which for most North Carolina local governments and public authorities means for fiscal
years ending June 30, 2019 or later. GASB Statement 88 provides the following definition of debt for
purposes of disclosure:

For purposes of disclosures in notes to financial statements, debt is defined as a
liability that arises from a contractual obligation to pay cash (or other assets that may
be used in lieu of cash) in one or more payments to settle an amount that is fixed at
the date the contractual obligation is established. For disclosure purposes, debt does
not include leases, except for contracts reported as a financed purchase of the
underlying asset, or accounts payable. (Governmental Accounting Standards Board
Statement No. 88 Certain Disclosures Related to Debt, including Direct Borrowings
and Direct Placements, 2018).

Review of Current Debt Disclosure Requirements

GASB Statement No. 34, paragraph 119 requires certain information about long-term liabilities
(including debt) to be disclosed; this includes: beginning- and end-of-year balances, increases and
decreases, and portions of each item that are due within one year. Statement No. 38, paragraphs 10
and 12 require additional information to be disclosed in the notes. Paragraph 10 requires disclosure of
principal and interest requirements to maturity, presented separately, for each of the five subsequent
fiscal years and in five-year increments thereafter. Paragraph 12 specifically relates to short-term debt
and requires a schedule of changes in short-term debt (disclosing beginning- and end-of-year
balances, increases and decreases), as well as the purpose for which the debt was issued.

New Debt Disclosure Requirements
Statement 88 emphasizes that debt related disclosures in notes to financial statements should

separate information regarding direct borrowings and direct placements from other types of debt. In
addition to currently required disclosures, units should also include information regarding:
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1) amount of unused lines of credit (this disclosure is not limited to lines of credit associated
with debt).

Note: this requirement is not applicable to most units in NC except charter schools.

2) assets pledged as collateral for the debt (this disclosure does not include assets to be
constructed with the related debt proceeds)

3) terms specified in debt agreements related to significant events of default with finance
related consequences, as well as termination events with finance related consequences, and
any subjective acceleration clauses.

If you have question or need further guidance, please contact our staff at 919-814-4299.
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Appendix C
ILLUSTRATION

CA1. This appendix illustrates certain requirements of this Statement. This
example is illustrative only and is not intended to modify or limit the require-
ments of this Statement or o indicate the Board's endorsement of the policies
or practices shown. Disclosures set forth in this Statement and in other GASB
pronouncemeants, in addition to those shown in this illustration, are required, if
applicable.

Note Disclosures Related to Debt

[Mote: This illustration includes note disclosures required, or amended, by this
Statement.]

Assumptions

The County government has outstanding general obligation bonds and notes
from direct borrowings and direct placements related to governmental activities
totaling $12,530,000 and $941,918, respectively, and notes from direct borrow-
ings related to business-type activities totaling $70,400. The County has
pledged an undeveloped lot zoned for commercial use as collateral for the notes
from direct borrowings related to business-type activities. The County’s out-
standing notes from direct borrowings related to business-type activities have a
termination event that changes the timing of repayment of outstanding amounts
to become immediately due if pledged revenues during the year are less than
120 percent of debt service coverage due in the following year. The County’s
outstanding notes from direct borrowings related to business-type activities also
contain a subjective acceleration clause that allows the lender to accelerate
payment of the entire principal amount to become immediately due if the lender
determines that a material adverse change occurs. All outstanding notes from
direct borrowings and direct placements contain an event of default that
changes the timing of repayment of outstanding amounts to become immedi-
ately due if the County is unable to make payment.

The County also has an outstanding line of credit in the amount of $1,500,000.
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Disclosure

Changes in long-term obligations for the year ended June 30, 20X2, are as
follows:

Balarcs at Balance at Dius witiein
Juily 1, 2051 Intraksas Dacreasas Juing 30, 20X Cve Yaar

Govermimaental activities:

Genaral cbligation bords £21500000 5 - 5 ETOODD 5 12530000 E7.050,000
Wiclgs frem dice! Eormwngs and dimct phcamrants 1,412 577 - 470,850 4,018 470,059
Teaal SZGIETT 8 - 3 D400 £ 134TO0IE £ 7520059

Bumiress-type activities:
Foles from dineci bonrowings 5 76,800 5 - ] 3,400 5 T 400 £ 6 400

The County’s outstanding notes from direct borrowings and direct placements
related to governmental activities of $941,818 contain a provision that in an
event of default, outstanding amounts become immediately due if the County is
unable to make payment.

The County’s outstanding notes from direct borrowings related to business-type
activities of $70,400 are secured with collateral of an undeveloped lot zoned for
commercial use. The outstanding notes from direct borrowings related to
business-type activities of $70,400 contain (1) a provision that in an event of
default, the timing of repayment of outstanding amounts become immediately
due if pledged revenues during the year are less than 120 percent of dabt
service coverage due in the following year and (2) a provision that if the County
is unable to make payment, outstanding amounts are due immediately. The
County's outstanding notes from direct borrowings related to business-type
activitias of $70,400 contain a subjective acceleration clause that allows the
lender to accelerate payment of the entire principal amount to become imme-
diately due if the lender determines that a material adverse change occurs.

The County also has an unused line of credit in the amount of $1,500,000.
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Debt service requirements on long-term debt at June 30, 202, are as follows:

Gowornmaental Activites Businpss-Type Activitios
Hotes from Direct Barrowinge

Bonds angl Diract Placamamis Notes Troen Direct Borrowings

Yaar Erding Juna 30, Frimcipal Interast Principal Intarast Primcipal Ink&rest
2003 § 7,080,000 $ 497 700 £ 4Tgss 5 30 e 5 8, 400 5 2 840
20X4 4 880 000 215850 AT05 100008 8,400 2 A0
20E5 50,000 21000 - - .40 2,150
205 50,0040 19,250 - - A 1,820
20x7F 50,000 17,500 . = 400 1,680
20X E-I0YD 250 000 52 500 - - 32,000 4,80
FONI-J0NT 200,000 17 500 - - 8,400 240
512,530, 004 5 841400 5 41918 k-] 40032 3 70400 3 15,840
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Source Appendix C: GASB Statement No. 88 Certain Disclosures Related to Debt, including Direct Borrowings
and Direct Placements



