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OVERVIEW

Objective of This Session
At the end of this session, you will recognize and understand:
 Who are the users of governmental
financial statements;
 Why they are different;
 Interpreting governmental financial
statements; and
 What’s on the horizon.
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Areas to Discuss:







Organizational Purposes
Sources of Revenues
Longevity
Budgeting Obligations
Stakeholders
Reporting Model
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Organizational Purposes:
 Enhance or maintain well being of citizens by
providing public services such as public
safety, education, parks and transportation;
 Financial return on investment is not a goal of
governments; and
 Reporting needs to focus on accomplishment
of objectives, not wealth creation.
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Sources of Revenues:
 Principal source of revenues for
governments is taxation (legally binding)
non-exchange transaction between citizens
and government rather than voluntary
exchange transactions between buyers and
sellers;
 Ad Valorem Taxes; and
 Intergovernmental revenues (taxes).
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Longevity:
 Due to ongoing power to tax and
ongoing need for public services,
governments rarely liquidate; and
 The ability of governments to exist in
future generally not in doubt (even in
the extreme case of municipal
bankruptcy), but rather can it sustain
level of services.
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Stakeholders:
 Citizens are interested in whether users of
government services fully financed costs of
providing current services;
 Users of governmental financial reports may wish
to evaluate the taxes, user fees, grants and
borrowings that are financed by current services
rather than on increasing shareholders’ equity;
and
 Creditors of governments often look for different
information when lending to a government.

8
0617010FL

Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Role of the Budget:
 Government budgets represent public
policy priorities and legally authorize raising
and spending public resources; and
 Government budgets can be the primary
method by which citizens and elected
officials hold the government’s
management financially accountable, which
is more than an internal financial
management tool.
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Reporting should meet needs of the users:
 Did the government’s ability to provide services
improve or decline from the previous year?
 Were the government’s current-year taxes and
other sources of resources sufficient to cover the
cost of current-year services?
 Was part of the burden of paying for current
services shifted to taxpayers in future years?


How did the government finance its activities and
meet its cash requirements?

 Does the government have the capacity to meet
future financial and service obligations?
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Why Governmental Accounting and
Financial Reporting Is and Should Be Different
Reporting should meet needs of the users:
 What are the government’s spending priorities?
 What sources of resources support the various
programs?
 Has the government obtained and used resources
in accordance with its adopted budget and other
legal requirements?
 What resources currently are available for future
expenditures and to what extent are resources
limited to specified users?
 Has the government provided its services in an
efficient and effective manner?
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REPORTING MODEL

Minimum Reporting Requirements
 General purpose governments present the following basic financial statements
and RSI in order for the financial statements to be in accordance with Generally
Accepted Accounting Principles (GAAP):
 Management's discussion and analysis (MD&A)(RSI);
 Government-wide financial statements;
 Fund financial statements;
 Notes to the financial statements; and
 Required supplementary information (RSI), including budgetary comparison
schedules, pension, OPEB and infrastructure condition data.
 The MD&A and RSI, though not part of the basic financial statements, are
required for general purpose governments.
 The exclusion of items listed above, as minimum requirements, results in an
incomplete presentation of external reporting requirements of a general
purpose government.
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The Financial Reporting Entity
 The financial reporting entity refers to the units of government,
organizations, and activities included in a particular set of financial
statements.
 The financial reporting entity is comprised of a primary government and
organizations for which the primary government has administrative or
operational responsibility (benefit/burden relationship; same or
substantially the same governing body).
 A primary government is a state government, general purpose local
government, or special purpose government that meets certain criteria.
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Government-Wide
 Government-wide financial statements include a Statement of Net Position and
a Statement of Activities and report on the government as a whole, providing a
consolidated financial picture of the government.
 The government-wide financial statements distinguish between the
governmental and business-type activities.
 Governmental activities are those supported by taxes and
intergovernmental revenues.
 Business-type activities rely to a significant extent on fees and charges
for support and generally are self-sustaining (i.e., costs of service are
covered by user charges).
 Fiduciary funds (pension trust funds) are excluded from this presentation
as the assets are held for the benefit of a third party (members and
beneficiaries) and cannot be used to cover activities or obligations
of the government.
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Fund Financial Statements
 The accounts are organized on the basis of funds.
 Each fund is accounted for using a separate set of self balancing
accounts.
 Separate financial statements are provided for governmental funds,
(general, special revenue, debt service, capital projects and
permanent funds), proprietary funds (Enterprise and Internal
Service), and even fiduciary funds, though the latter are excluded
from the government-wide financial statements.
 A governmental entity may only have one general fund.
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Measurement Focus
 Government-wide financial statements are reported using the economic
resources measurement focus and the full accrual basis of accounting –
operational accountability.
 Proprietary funds are reported using the economic resources
measurement focus and the full accrual basis of accounting –
operational accountability.
 Fiduciary funds are reported using the economic resources
measurement focus and the full accrual basis of accounting.
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Measurement Focus (Continued)
 Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of
accounting – fiscal accountability:
 Revenues for governmental funds are recognized as soon as they
are both measurable and available (governments define this);
o Example: Revenues are considered to be available when they
are collectible within the current period or soon enough
thereafter to pay liabilities of the current period (45 to 60 days
for receivables of taxes, for grants can be a longer period); and
 Expenditures are generally recognized in the period in which a
liability is incurred.
18
0617010FL

Things to Remember
 Governmental fund operating
statements (modified accrual)
reflect:
 The issuance of debt as an other
financing source (not a balance
sheet transaction); and
 Expenditures include debt service
principal payments as well as
capital outlay (not a balance
sheet transaction).
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Things to Remember (Continued)
 This is contrary to the proprietary
funds financial statements (full
accrual) where:
 Debt issued is reflected as a
liability;
 Principal payments on debt
reduce the liability; and
 Capital outlay costs are
capitalized.
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Funds Vs. Activities
 Governmental activities generally are
financed through taxes,
intergovernmental revenues, and
other non-exchange resources. These
activities are usually reported in
governmental funds and internal
service funds.

21
0617010FL

Funds Vs. Activities (Continued)
 Business-type activities are
financed in whole or in part by
fees charged to external
parties for goods or services.
These activities are usually
reported in enterprise funds.
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INTERPRETING GOVERNMENT
FINANCIAL STATEMENTS

Interpreting Government Financial Statements
 Government Finance Officers Association (GFOA) Publication from 2016
on how to avoid misinterpreting certain elements of governmental
financial statements.
 We just talked about the importance of governmental financial
statements and who uses them.
 Now we can address the concept of how to read them.
 Then we will follow with potential changes to the financial statements
that may be looming.
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Government-Wide Financial Statements (GW)
Vs. Fund Financial Statements
 Some view the GW as the real financial statements because they include
everything, including capital assets and long-term debt/obligations which aren’t
in the fund financial statements.
 Both important; play (2) different roles (ST vs LT).
 GW = operational responsibility:
o Meeting operating objectives efficiently and effectively;
o Sustainability;
 Fund Level = fiscal accountability:
o Period objectives; budget limitations;
o Complied with legal and contractual on spending; and
 Better decision making if you consider LT impacts of ST decisions.
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Deferred Inflows of Resources Vs. Liabilities
 Private Sector Reporting does not make a distinction between the two.
 For the past few years, state and local governments do.
 Deferred inflows in the government sector are not the same as liabilities.
 Liability = obligation to make future payments:
o Reduction of net resources (going out);
 Deferred inflows = increase in net resources has taken place
(coming in):
o Revenue recognized in the future; and
o Fund level; availability criterion.
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Net Pension Liability (NPL)
 Large NPL does not mean that a state or local government is facing an
impending financial crisis.
 TPL is present value of benefits already earned less what resources are
set aside for these benefits = NPL.
 Actuarial valuations and reasonable assumptions.
 Funded ratio and trends:
 Current funded ratio is important but so is trend; and
 So is funding the actuarially determined contributions (ADC).
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Unrestricted Net Position Vs.
Spendable Resources
 Resources reported in unrestricted net position are spendable
(misunderstanding).
 Applies to GW and proprietary funds.
 Unrestricted fund balance is different (made up of committed, assigned
and unassigned) and actually available for spending.
 Unrestricted net position considers LT receivables and LT
debt/obligations.
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Fund Balance Misinterpretations
1. Fund balance by itself is an adequate measure of financial well-being.
2. Users of financial statements should focus on the total fund balance and
there is a single right answer of how much fund balance is enough.
 High levels of fund balance do not indicate good financial shape;
low levels or deficits could be symptomatic of financial difficulties.
 Borrowing can dramatically increase fund balance.
 Current versus future spending = you may be able to meet current
spending requirements but not future spending if you don’t plan
and accumulate resources.
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Fund Balance Misinterpretations (Continued)
 Need to maintain a healthy FB to meet unexpected or unforeseen
events, but you can’t only look at total fund balance.
 Non-spendable and restricted components of FB.
 Consider operating revenues or operating expenditures as a
measuring stick:
o GFOA recommends no less than two (2) months as
unrestricted FB; and
o Volatility of operating revenues or expenditures should be
considered.
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Revenue in the Government-Wide Financial Statements
Vs. Revenue in the Fund Level Financial Statements
Misinterpretations
1. Revenues are the same at GW level and fund level (expense at GW level
versus expenditure at the fund level).
 GW, long-term perspective; reporting of inflows (revenues) and
outflows (expense) as soon as the underlying event has occurred
regardless of the timing of related cash flows:
o Revenue recognition = accrual basis of accounting (ignores
related cash flows).
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Revenue in the Government-Wide Financial Statements
Vs. Revenue in the Fund Level Financial Statements
Misinterpretations (Continued)
 Governmental funds = near-term inflows and outflows:
o Collection needs to be early enough in the next year to be able
to be used to liquidate of the current period = modified accrual
basis of accounting.
 Accrual basis of accounting = earning/eligibility.
 Modified accrual = earning/eligibility and availability.
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Budgeted Expenditures Vs. Actual
Expenditures
 Misunderstanding - that actual expenditures well below budgeted
expenditures is always good.
 Private sector = provide services to generate revenue.
 Public sector = generate revenue to provide services.
 Spend less than budget = positive or favorable variance.
 GFOA recommends against these terms as spending less may not be
positive or favorable if resulting from not carrying out program (scope
and quality of services provided).
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GASB INVITATION TO COMMENT

FINANCIAL REPORTING MODEL IMPROVEMENTS — GOVERNMENTAL FUNDS, PROJECT NO. 3-25I

What is an Invitation to Comment?
 An Invitation to Comment is a staff document designed to seek
comments at a relatively early stage of a project before the Board has
reached a consensus view.
 As part of that due process, the GASB staff has prepared this Invitation
to Comment to solicit comments on certain issues that will be addressed
in the GASB’s financial reporting model reexamination project.
 In deciding on changes in accounting and financial reporting standards,
the GASB also takes into consideration the costs of preparing and
reporting the information and its benefits to users of financial
statements.
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Why is the GASB Issuing this Invitation to
Comment?
 Under the existing reporting model, governmental fund financial statements
present information using the current financial resources measurement focus
and modified accrual basis of accounting, which has certain conceptual
shortcomings.
 General issues:
1. Some users continue to rely solely on the information in governmental fund
financial statements to inform decisions that have longer term implications;
2. The current financial resources measurement focus and modified accrual
basis of accounting lacks a conceptual foundation; and
3. Because of the lack of a conceptual foundation, it is challenging to establish
guidance for reporting more complex transactions, such as derivative
instruments and service concession arrangements.
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What Does Project No.3-25I Consider?
 Invitation to Comment considers:
a) The measurement focus and basis of accounting of the
governmental fund financial statements;
b) The presentation format of the governmental fund statement of
resource flows;
c) Specific terminology;
d) The reconciliation to the government-wide financial statements;
and
e) Whether a governmental fund statement of cash flows should be
added for some of the measurement focus and basis of accounting
alternatives.
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Three Alternative Recognition Approaches
 Three alternative recognition approaches for governmental fund
financial statements are introduced:
1) Near-term financial resource;
2) Short-term financial resource; and
3) Long-term financial resources.
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NEAR-TERM APPROACH

Near-Term Approach
 This recognition approach would provide information about
spending and resources available for spending that were
acquired during the reporting period.
 Excludes items of a long-term nature.
 The length of time following the end of the reporting period
that would be included in the near-term perspective
generally would be in the range of 60 to 90 days.
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Near-Term Approach (Continued)
 Examples of assets that would be recognized, include:
 Cash and investments; accounts receivable that normally are due
within the near term; property taxes receivable that normally are
due within the near term; and long-term receivables with delayed
payment terms that have matured.
 Examples of assets that would not be recognized, include:
 Prepaid items; inventory; long-term receivables that have not
mature; and capital assets, including intangible assets.
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Near-Term Approach (Continued)
 Examples of liabilities that would be recognized, include:
 Accounts payable and accrued payroll;
 Certain liabilities due within the near term:
o Accrued interest payable;
o Compensated absences payable;
o Any unpaid balances due on long-term operating debt or
capital-related debt and tax anticipation notes or revenue
anticipation notes that matured during the period; and
o Net pension and other post-employment benefit liabilities.
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Near-Term Approach (Continued)
 Examples of liabilities that would not be recognized, include:
 Portions of compensated absences liabilities that normally are not
due within the near term;
 Long-term operating debt or capital-related debt and tax
anticipation notes or revenue anticipation notes that have not
matured;
 Net pension and other post-employment benefit liabilities that
normally are not due within the near term; and
 Asset retirement obligations that normally are not due within the
near term.
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Near-Term Approach (Continued)
 Benefits
 This approach would increase the consistency and comparability of
governmental fund financial statements.
 This approach would provide conceptually consistent recognition principles
for governmental fund financial statements, rather than the existing
collection of accounting conventions. The effects of certain transactions
involving assets and liabilities that are not near term, such as inventories
and long-term receivables, would be removed from the governmental fund
financial statements.
 This approach would provide resource flows information that has some
similarities to cash flow information because the near term is considered to
be a relatively short period and is relatively close to a cash measurement
focus. As a result, a statement of cash flows for governmental funds will not
be necessary with this approach.
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Near-Term Approach (Continued)
 Challenges
 Although some aspects of this approach would eliminate conceptual
inconsistencies in the existing current financial resources measurement
focus, this approach might introduce its own inconsistencies.
 The potential for material inconsistency and systematic management of
reported results from period to period would be greater because a
significant transaction or event may occur or fail to occur in the near-term
time frame as a result of the deliberate action or inaction of a government’s
management.
 It is contemplated that a statement of cash flows would not be presented in
this recognition approach. However, some believe not presenting a
statement of cash flows for governmental funds might omit information
relevant to understanding short-term liquidity and short-term financing
considerations.
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SHORT-TERM APPROACH

Short-Term (Working Capital) Approach
 The short-term approach would present financial resource inflows and
outflows for the period, as well as period-end balances related to shortterm (defined as one year) financial assets and short-term liabilities.
 This approach would assist in:
 Assessing a government’s ability to meet service needs and pay
obligations in the subsequent operating cycle;
 Analyzing whether a government is falling behind or keeping pace in
funding its short-term obligations; and
 Determining whether the government has available resources
(beyond those needed to meet current-year obligations) to meet
new or additional service needs.
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Short-Term (Working Capital) Approach (Continued)
 Examples of assets that would be recognized, include:
 Cash and investments; accounts receivable that normally are due
within the subsequent operating cycle; property taxes receivable
that normally are due within the subsequent operating cycle; longterm receivables that are due within the subsequent operating
cycle; prepaid items; and inventory.
 Examples of items that would not be recognized as assets, include:
 Long-term receivables that are due beyond the subsequent
operating cycle; and capital assets, including intangible assets.
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Short-Term (Working Capital) Approach (Continued)
 Examples of liabilities that would be recognized, include:
 Accounts payable and accrued payroll;
 Amounts payable that normally are due within the subsequent operating
cycle:
o Accrued interest payable;
o Compensated absences payable;
o Principal amounts of long-term operating debt or long-term capitalrelated debt and tax anticipation notes or revenue anticipation notes;
o Net pension and other postemployment benefit liabilities; and
o Asset retirement obligations that relate to a current or past reporting
period and that normally are due within the subsequent operating.
 Examples of items that would not be recognized as liabilities include:
 Liabilities not normally due within the subsequent operating cycle.
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Short-Term (Working Capital) Approach (Continued)
 Benefits
 This approach would recognize all of the obligations that are payable and
normally due within the subsequent operating cycle, along with the existing
resources that are available in the same period to satisfy these obligations.
 This approach may provide a better basis for assessing interperiod equity
than the current financial resources measurement focus because it would
focus on a one-year operating cycle and would present information about
whether the government is able to meet its obligation.
 The presentation of short-term assets and short-term liabilities on the
short-term balance sheet, and the focus on a one-year operating cycle may
aid users in their analysis of the short-term financial health of the
government, as well as in their assessment of the government’s budgetary
cycle, which also may be a one-year cycle.
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Short-Term (Working Capital) Approach (Continued)
 Challenges
 Users may be unaccustomed to the presentation of short-term
flows related to items of a long-term nature on the statement of
short-term resource flows. The appearance of these items may be
counterintuitive to the shorter time perspective of governmental
fund financial statements.
 There may be additional effort and costs related to preparing and
auditing balances for amounts expected to be paid within the
subsequent operating cycle fc. Users may encounter difficulties
making comparisons between governments because of differing
types of arrangements for funding liabilities.
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LONG-TERM APPROACH

Long-Term Approach
 The long-term approach would recognize the effects on
financial resources of transactions or events when they take
place, regardless of when cash is received or paid.
 The long-term approach would show users information
related to financial assets and liabilities from financial
resources, which would help users assess the government’s
ability to meet service needs and pay obligations that have
been incurred related to noncapital activities.

53
0617010FL

Long-Term Approach (Continued)
 Examples of liabilities that would be recognized, include:
a) Accounts payable and accrued payroll;
b) Accrued interest payable;
c) Compensated absences;
d) Principal amounts of long-term operating debt and tax anticipation
notes or revenue anticipation notes;
e) Pension and other postemployment benefit liabilities; and
f) Asset retirement obligations.
 Examples of items that would not be recognized as liabilities, include:
 Principal amounts of long-term capital-related debt.
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Long-Term Approach (Continued)
 Examples of assets that would be recognized, include:
 Cash and investments; accounts receivable; property taxes
receivable; long-term receivables; prepaid items; and inventory.
 An example of an item that would not be recognized as an asset,
includes:
 Capital assets, including intangible assets.
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Long-Term Approach (Continued)
 Benefits
 This approach would provide conceptually consistent recognition principles
for governmental fund financial statements, rather than the existing
collection of accounting conventions. All transactions related to financial
resources would be recognized.
 This approach may provide a better basis for assessing interperiod equity.
 The amount reported for long-term fund balance may better reflect the
results of certain budgetary actions in the view of some stakeholders.
 This approach would provide information related to non-capital-related
liabilities of the government that are expected to be liquidated from
governmental funds.
 This approach may simplify the financial reporting model by having a
measurement approach for the governmental funds that has few
differences from the measurement approach for the government-wide
financial statements.
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Long-Term Approach (Continued)
 Challenges
 Although some aspects of this approach would eliminate conceptual
inconsistencies in the existing current financial resources
measurement focus, this approach may introduce an additional
conceptual inconsistency by treating capital assets and capitalrelated debt differently from other assets and liabilities.
 Using this recognition approach, governmental funds would no
longer present a shorter time perspective of the financial position.
 Preparation of additional financial statements (governmental fund
statements of cash flows )would add to preparation and audit costs.
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Format of the Resource Flows Statement
 Two formats are being considered:
a) The existing statement of revenues, expenditures, and changes in fund
balances format; and
b) The current and long-term activity format.
 Challenge of the existing format
 Is a lack of consistency in the resource flows that are reported as other

financing sources and uses. For example, the resources received from the
issuance of long-term debt are reported as other financing sources, whereas
payments of principal on that debt are reported as expenditures rather than
as other financing uses. Similarly, resources received from the disposal of
capital assets are reported as other financing sources, whereas the original
purchases of the capital assets are reported as expenditures rather than as
other financing uses.
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Governmental Statement of Cash Flow
 For two (2) of the recognition approaches introduced in the short-term
approach and the long-term approach—the governmental fund financial
statements would include a statement of cash flows.
 Benefits:
a) Assessing liquidity and solvency;
b) Identifying cash flow issues;
c) Providing additional information about the issuance of debt and
debt service payments;
d) Assessing the financial strength of a government; and
e) Facilitating a trend analysis.

59
0617010FL

ILLUSTRATIONS
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THANK YOU

for the opportunity to present to you today.

