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Who Uses Governmental Accounting?

State governments

City and county governments

Public colleges and universities

School districts

Police and fire protection districts

Water and sewer districts

Zoo and museum districts

Other special purpose governments



Who Does Not Use Governmental Accounting?

Federal government and its departments

Private colleges and universities

Not-for-profit organizations

For-profit businesses



Purposes of Governmental Accounting

To maintain accurate records of the 
governmentôs assets, obligations, and 
transactions

To provide management with the information 
necessary to make financial decisions

To ensure that the government is using the 
publicôs financial resources responsibly

To ensure that the government is adhering to its 
legally adopted budget

To produce the governmentôs annual financial 
statements



Who Uses a Governmentôs Financial Statements?

Bond rating agencies

Bond trustees

Federal government (if federal grants are 

received)

GFOA

Management

Citizens



Who Establishes Accounting Rules?

Federal government accounting rules are 
established by the Federal Accounting 
Standards Advisory Board (FASAB)

Accounting rules for for-profit businesses and 
not-for-profit organizations are established by 
the Financial Accounting Standards Board 
(FASB)

Accounting rules for governments are 
established by the Governmental Accounting 
Standards Board (GASB)



Governmental Accounting 

Standards Board (GASB)

Establishes ñgenerally accepted accounting 

principlesò or ñGAAPò for governments

Recognized as the standards-setting body for 

governments in 1989

Periodically issues Statements which contain 

additions or modifications to existing GAAP

GASB staff also issues pronouncements such as 

Interpretations and Technical Bulletins which 

clarify certain aspects of GAAP not addressed in 

the Statements



Governmental vs. For-Profit Accounting

Similarities:

Use double-entry system of accounting 

(debits and credits)

Use same five basic types of accounts:  

assets, liabilities, net assets/equity, revenues, 

expenses

Financial statements include a ñbalance 

sheetò or similar statement showing the 

entityôs financial position as of a point in time



Governmental vs. For-Profit Accounting

Similarities (cont.):

Financial statements include an ñincome 

statementò or similar statement showing the 

entityôs financial results over a period of time

Financial statements include notes which 

provide information to supplement the balance 

sheet and income statement

Accrual basis accounting is used, meaning 

revenues are recorded when earned and 

expenses when incurred



Governmental vs. For-Profit Accounting

Differences:

For-profit statements focus on the businessôs 

ability to generate money, while government 

statements focus on the sound management 

of public resources

For-profit businesses generate most of their 

income through exchange transactions, while 

governments generate most of their income 

through non-exchange transactions such as 

taxes or grants



Governmental vs. For-Profit Accounting

Differences (cont.):

Government financial statements involve fund 

accounting

Certain governmental funds use the ñmodified 

accrualò basis of accounting, under which 

certain long-term transactions are not 

recorded until cash is received or paid

Various additional statements, footnote 

disclosures, and supplementary information 

are required for governments
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Funds and Fund Accounting

A ñfundò is a fiscal or accounting entity with a 

self-balancing set of accounts

Represents a portion of the governmentôs 

financial position or activities that is segregated 

for a specific purpose or in accordance with 

special regulations or restrictions

A fund contains all of the cash, other financial 

resources, and related liabilities and activity 

associated with the objective of the fund



Types of Funds

Governmental Funds:  Account for the activities 

typically associated with a government (e.g. 

levying and collecting taxes, providing services)

Proprietary Funds:  Account for activities that 

charge fees to users with the intent that these 

user charges will offset all expenses

Fiduciary Funds:  Account for activities where 

the government holds assets for others in a 

fiduciary capacity



Types of Governmental Funds

General Fund:  The primary fund of the 

government; used to account for all transactions 

not accounted for in another fund.  Governments 

may only have one general fund.

Special Revenue Funds:  Used to account for 

the proceeds of revenues raised for a specific 

purpose (e.g. a tax levied to benefit public parks, 

grants received for a specific health or human 

service purpose)



Types of Governmental Funds

Debt Service Fund:  Used to account for 

resources set aside for, and the payment of, 

general long-term debt principal and interest

Capital Projects Fund:  Used to account for 

financial resources to be used for the acquisition 

or construction of major capital facilities

Permanent Fund:  Used to account for resources 

that are legally required to be invested into 

perpetuity with only the earnings being spent



Types of Proprietary Funds

Enterprise Fund:  Used to account for activities 

where fees are charged to external users.  

Examples include airports, water utilities, and 

parking operations.

Internal Service Fund:  Used to account for 

activities where fees are charged to internal 

users.  Examples include municipal motor pools 

or pooled self-insurance programs.



Types of Fiduciary Funds

Pension and Employee Benefit Trust 

Fund:  Used to account for assets held in 

trust under pension plans, defined 

contribution plans, or other post-

employment benefit plans

Investment Trust Fund:  Used to account 

for investment pools in which other legally 

separate governments participate



Types of Fiduciary Funds

Private Purpose Trust Fund:  Used to account 

for any other trust arrangement where assets 

are held for the benefit of individuals, private 

organizations, or other governments

Agency Fund:  Used to account for assets held 

by the government in a temporary, custodial 

capacity.  Examples include bond posted for 

pending court cases, or property taxes collected 

on behalf of other governmental entities.



Modified Accrual Basis of Accounting

Measurement focus is on current 
financial resources.

Revenues and expenditures are only 
recorded to the extent that they reflect 
near-term inflows and outflows of cash.

Liabilities are recorded for expenditures 
that will be paid in cash in the near-term, 
such as accounts payable and payroll 
transactions.



Modified Accrual Basis of Accounting

Revenue is accrued only if the proceeds will be 
available to pay the liabilities of the current 
period.  (Most governments adopt the 
convention that cash must be received within 60 
days of year-end to be recorded as revenue.)

Payments of debt principal and interest are 
recorded as expenditures when paid.  Long-term 
debt liabilities are not recorded.

Capital outlays are recorded as recorded as 
expenditures when paid.  Capital assets are not 
recorded.



ñFullò Accrual Basis of Accounting

Focus is on the total economic resources

Similar to the basis of accounting used by for-

profit businesses

Revenue is always recorded when earned, and 

expenses are always recorded when incurred

Long-term debt is accrued as a liability

Capital assets are recorded and depreciated (if 

applicable)



When Are Bases of Accounting Used?

Governmental funds use the modified accrual 

basis of accounting.

Proprietary funds use the full accrual basis of 

accounting.

Fiduciary funds use the full accrual basis of 

accounting.

The government-wide financial statements

(which will be discussed in Section 2) use the full 

accrual basis of accounting.



The Financial Reporting Entity

In some instances, GAAP requires governments to 

include the financial information of other 

organizations within its financial statements.

The primary government is the government 

that is the focus of the financial statements.

A component unit is a legally separate 

organization that is required to be included 

within the primary governmentôs financial 

statements.



Criteria for Including a Component Unit

A primary government must report another 

organization as a component unit if at least one

of the following criteria is met:

The primary government appoints a voting 

majority of the organizationôs governing board, 

and the primary government is either able to 

impose its will on the organization or has an 

ongoing financial benefit or burden relationship 

with the organization;



Criteria for Including a Component Unit (cont.)

The organization is fiscally dependent on 

the primary government; or

Excluding the organization from the 

primary governmentôs financial statements 

would result in misleading financial 

reporting.



Ways to Present a Component Unit

There are two ways that a government may present 
component units in its financial statements:

Blended component units:  The financial position and 
activity of the component unit is blended with the position 
and activity of the primary government on the financial 
statements;

Discretely presented component units: The financial 
position and activity of the component unit are presented 
in a discrete column on the primary governmentôs 
government-wide financial statements



Criteria for Blending a Component Unit

A primary government must report a component 

unit as blended if at least one of the following 

criteria is met:

The governing boards of the primary 

government and component unit are 

substantially the same; or

The component unit provides services entirely 

or almost entirely for the primary government.

All other component units are discretely 

presented.



Questions
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Required Financial Statements

The requirements for government financial 
statements come from two sources:

GASB Statement No. 34 establishes the 
requirements for basic financial statements
that all governments must follow.

The GFOA establishes additional requirements 
for comprehensive annual financial reports 
(CAFR) for governments that pursue the 
GFOAôs certificate of excellence in financial 
reporting.



Basic Financial Statements

Government-wide financial statements

Governmental fund financial statements

Proprietary fund financial statements

Fiduciary fund financial statements

Footnotes

Required supplementary information



Government-wide Financial Statements

Consist of two statements:

Statement of Net Assets

Statement of Activities

Use the full accrual basis of accounting

Contain the financial position and results 

of the entire government, excluding 

fiduciary funds

Also include discretely presented 

component units



Government-wide Financial Statements

Separate columns or rows are used to present:

Governmental activities

Business-type activities

Discretely presented component units 

(Governments may present each DPCU in a 

separate column or row, or may combine these 

into one column with supporting detail in an 

additional statement or the footnotes)



Definitions

Governmental activities:

Activities generally financed through taxes, 
grants or disbursements from other 
governments, or other nonexchange 
transactions

Consists of activities recorded in 
governmental funds and internal service funds

Business-type activities:

Activities primarily financed by user charges

Consists of activities recorded in enterprise 
funds



Statement of Net Assets

Essentially the government-wide ñbalance 

sheetò

Can use either the ñassets - liabilities = net 

assetsò or the ñassets = liabilities + net 

assetsò format 

Should indicate the liquidity of assets and 

liabilities, either by presenting them in 

order of liquidity, or by presenting a 

classified statement of net assets.



Statement of Net Assets (cont.)

Liabilities with an average maturities of 

greater than one year should be separated 

into amounts due within one year and 

amounts due in more than one year 

Difference between assets and liabilities is 

presented as net assets.



Components of Net Assets

Net assets are displayed in three components:

Invested in capital assets, net of related debt:  

Equals capital assets less all debt used to 

acquire those assets

Restricted net assets:  Equals net assets 

restricted by external parties or enabling 

legislation

Unrestricted net assets:  All remaining net 

assets.



Statement of Activities

Essentially the government-wide ñincome 

statementò

Uses the ñnet expenseò format:

Expenses are displayed by function

Expenses for each function are reduced by 

program revenues directly attributable to that 

function, resulting in a net functional expense

General revenues offset expenses for the 

government as a whole


