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SESSION OBJECTIVES
Discuss and develop and understanding of:
• Environmental and Operating Differences
• How Differences affect Accounting
• Authoritative Standards and Best Practices
• Annual Reporting
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Environmental and
Operating Differences
EMBRACE THE UNIQUENESS
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Why is Government Different?
Lack of Profit Motive
◦ Private Sector -generate a profit
◦ Public Sector-Mission of promoting public health, safety and welfare is more nuanced and difficult to measure

Disconnect Between Revenue and Expense
◦ Large surpluses are not necessarily good
◦ Large deficits not necessarily bad
◦ Less revenue often is accompanied by increased demand for services

Ability to Tax & Operate Monopolies
◦ Powers of government result in:
◦ greater citizens expectations
◦ Significant regulatory accountability
◦ Demonstrating Compliance a major focus
◦ Budgetary Reporting
◦ Use of Fund Accounting
◦ Extensive note disclosure
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Why is Government Different?
Nature of Assets
◦ Private Sector-asset =ability to generate future revenue for the entity
◦ Public Sector-very capital intensive but assets seldom generate revenue and represent a significant
obligation to maintain and eventually replace

Significance of the Budget
◦ Private Sector- budget is a financial plan that can be easily modified as circumstances change
◦ Public Sector-budget is adopted by law, is a statement of public policy

Diversity of Operations
◦ Very few organizations are as diverse as a general purpose local government
◦ Twenty or more lines of business ranging from vital public safety to cemeteries, airports and everything in between
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Accounting Differences
& Basic Approach
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Resulting in Very Different Financial
Statements
Operations segmented by funds
◦ Self balancing accounting units
◦ Different focus and measurement periods dependent on the fund category

Three basic Categories
◦ Governmental (typically tax supported)
◦ General Fund
◦ Special Revenue
◦ Capital
◦ Debt Service

◦ Business Type Activities
◦ Enterprise
◦ Internal Service

◦ Fiduciary (Trust me-this presentation is too brief to cover fiduciary activities)
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Governmental Funds
All funds regardless of category should be kept to a minimum for financial reporting purposes
◦ Many governments use sub-funds for management and tracking purposes but combine them into one
fund for reporting purposes

Governmental Funds have a budgetary and a current funds focus
◦
◦
◦
◦

How much money do or did I need to fund the year’s activities
How much is left over for future year’s activities (aka fund balance)
Capital assets are not recorded in the governmental funds because they are not a spendable resource
Long-term liabilities that are not expected to be paid with current, spendable resources are also not
recorded in the governmental funds
◦ Both these items are recorded and presented as part of the financial statements but not in the funds
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Governmental Funds
General Fund- “Garage” or “Attic” of the government
◦ Any activity not required or more appropriate to be accounted for elsewhere is accounted for here.
◦ Primary funding source will usually be taxes
◦ Activities are divided into “functions” such as public safety, culture and leisure, development

Special Revenue
◦ Accounts for activities funded by a dedicated and restricted revenue source
◦ Primary funding may be a tax restricted for a single purpose or a state or federal grant or other source
of funds restricted by an outside entity.

Capital Projects Funds
◦ Used for acquisition and construction of governmental assets
◦ Accounted for by project not by year with balances carrying over from year to year

Debt Service Fund
◦ Accounts for resources accumulated to pay for general obligation or governmental debt
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Basis of Accounting-Governmental Funds
Governmental Funds use a Current Financial Resources/Modified Accrual Basis of Accounting:
Revenues are only recorded as Revenue when they are available to pay current obligations
◦ Can’t use the term Deferred Revenue-it is either Unearned Revenue or Deferred Inflow for those future
revenues that you are required to record
◦ Sixty-day rule common for accruing revenues

Expenditure term is used to indicate use of modified accrual and short-term focus
◦
◦
◦
◦

Expenditures are recorded when expected to paid with expendable available resources
No depreciation recorded
Special rules for debt service
Purchases of Capital items simply recorded as capital outlay

10

Business Type Funds
Enterprise Funds
◦ Enterprise funds are activities that are either financed primarily with
user fees or there is a desire to measure net income
◦ Common examples are utility funds, solid waste funds or golf courses
◦ Example of a primarily tax supported activity often treated as an enterprise fund is
a transit authority

Internal Service Funds
◦ Internal Service Funds are activities that primarily benefit the
government
◦ Examples include fleet services, Risk Management or Employee Health
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Measurement Focus
Enterprise and Internal Service Funds
◦ Economic Resource Measurement Focus
◦ Traditional Private Sector Model
◦ Enterprise funds may be budgeted but no budget information
reported
◦ Capital Assets and long-term debt recorded in the fund
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Entity-Wide Statements
Legal Restrictions, intent of the governing board and the strong focus
on legally adopted budgets created fund accounting
◦ However, funds also make it difficult to understand how the entity as
whole is doing and how it all fits together
◦ Enter entity-wide statements on an economic resource basis that
provide a more summarized and comprehensive format

Remember:
◦ For most governments EW is a one day a year presentation
◦ Fund reporting is still the starting point with spreadsheets or software
helping with combining the funds and making the adjusting entries to
get to the EW level.
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Sample Entity-Wide Statements
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Sample Entity-Wide Statements
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Sample Entity-Wide Statements
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Authoritative Standards
and Best Practices
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Development of GAAP (cont.)
Financial Accounting Foundation (FAF)
◦ Oversight over GASB and FASB
◦ Select and appoint board members for GASB and FASB (and
advisory councils)
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GAAP Hierarchy
Authoritative

◦ Category A
◦ Fundamental guidance
◦ Lengthy exposure
◦ Majority of Board votes to approve

◦ Category B
◦ Application guidance
◦ Shorter exposure (for GASB documents vs. AICPA)
◦ “Clearance” by Board
◦ Majority of Board does not object to guidance

Nonauthoritative
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GAAP Hierarchy (cont.)
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Nonauthoritative Literature
Sources include
◦ GASB Concepts Statements
◦ Pronouncements and other literature of the
◦ Financial Accounting Standards Board
◦ Federal Accounting Standards Advisory Board
◦ International Public Sector Accounting Standards Board
◦ International Accounting Standards Board
◦ AICPA (if not cleared by the GASB)

◦ Practices that are widely recognized and prevalent in state and local
government
◦ Literature of other professional associations or regulatory agencies
◦ Accounting textbooks, handbooks, and articles
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Use of Nonauthoritative Literature
When evaluating the appropriateness of nonauthoritative
literature, an entity should consider
◦ Consistency with GASB Concepts Statements
◦ Relevance to the particular circumstances
◦ Specificity of the literature
◦ General recognition of the issuer or author as an authority
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Great Non-Authoritative Resource
GFOA’S BLUE BOOK
Comprehensive, Plain English Guide
Includes Sample Annual Report
Frequently Updated Electronic Version
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Keeping Pace With An Evolving GAAP
GAAP is Changing Rapidly
◦ Currently 98 statements
◦ GASB went from Statement 73 to Statement 88 (16 statements) in twenty-six months
◦ Six implementation guides
◦ GASB 74, 75, & 76 and annual updates

The Nature of GAAP is Changing
◦ GASB 76- GAAP Hierarchy has substantially elevated implementation guidance
◦ Most new standards are replacements or amendments of previous standards
◦ GASB 67 & 68 have been modified five times in five years (Statements 71, 73, 78, 82 & 85)
◦ Investment accounting and disclosures are based on five standards

Reliance on the Statements/Original Pronouncements themselves can increase
the risk of missing something
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GASB Codification is the
Best GAAP Source
GASB’s Codification is a comprehensive one stop source

◦ GASB statements, Interpretations, Technical Bulletins,
Implementation Guides and Concept Statements
◦ Applicable NCGA literature
◦ Applicable AICPA accounting guidance
Consists of five parts:
◦ Part 1 (1000 series) General Principles
◦ Part 2 (2000 series) Financial Reporting
◦ Part 3 (3000 series) Measurement
◦ Part 4 (Alpha designations) Specific Topics
i.e. Pensions=P20
◦ Part 5 (Alpha) Stand Alone ReportingSpecial Units & Activities

Volume 1

Volume 2
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GASB Codification is the
Best GAAP Source
In addition to Numeric or Alpha designation:
◦
◦
◦
◦
◦
◦

Paragraphs .101-.499-Standards (authoritative-Category A)
Paragraphs .501-599-Definitions (authoritative-Category A)
Paragraphs .601-699-GASB Technical Bulletins (authoritative-Category B)
Paragraphs .701-.799-GASB Implementation Guides (authoritative-Category B)
Paragraphs .801-.899-AICPA literature cleared by GASB (authoritative-Category B)
Paragraphs .901-.999-Nonauthoritative such as illustrations

Sample References
◦ 2200.102-Minimum Requirements for General Purpose External Financial Reporting
◦ I50 741-11-Implementation Guide Question 11 on Investments
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Annual Reporting
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Financial Reporting
 Who sets the rules?
▪ GASB is the standard setting
body
▪ GFOA provides a checklist
award program

 Who are the users and what is
the purpose?
▪ Citizenry
▪ Legislative and regulatory
bodies
▪ Investors and creditors
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Typical ACFR
Introductory Section
◦
◦
◦
◦

UA

Transmittal Letter
Principal Officials
Organizational Chart
Last Year’s GFOA Certificate

Financial Section

LP

Audited

◦
◦
◦
◦
◦

Independent Auditor’s Report
Management Discussion & Analysis
Basic Financial Statements
Notes to the Basic Financial Statements
Required Supplementary Information

Minimum requirements for
general purpose external
financial statements

LP
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Typical ACFR/ used to be CAFR
Financial Section (continued)
IRT,
A
or
UA

◦ Combining Fund Financial Statements & Schedules
◦ Individual Fund Financial Statements & Schedules

Statistical Section
◦ Ten Year Schedules on:
◦ Financial Trends
◦ Revenue Capacity
UA

◦ Debt Capacity
◦ Demographic and Economic Information
◦ Operating Information

UA= Unaudited, LP= Limited Procedures, IRT= In relation to opinion, A=Audited
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Closing Tips and Tricks
Plagiarism is the sincerest form of flattery
◦ Government financial statements are not copyrighted and
readily available on-line
◦ Great source of disclosure examples or implementation of
new standards
◦ Ask your colleagues-governments are great at helping each
other.

Governmental Accounting Academy is Resuming
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