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Governmental Accounting 

 

1. Introduction 

a. Proceeds from taxation is unique to governments, no other form of 

organization can do this 

b. The primary authoritative body for determining accounting standards for 

governmental funds is the Governmental Accounting Standards Board 

(GASB) 

c. The primary intended users of governmental financial statements are the 

citizens/taxpayers, school boards, and investors and creditors. Internal 

users are NOT considered primary users 

d. The 2 most important concepts of government financial reporting are: 

i. accountability 

ii. AND interperiod equity 

e. 6 characteristics of effective financial reporting 

i. understandability 

ii. reliability 

iii. relevance 

iv. timeliness 

v. consistency 

vi. comparability 

f. 5 elements of the statement of financial position 

i. assets 

ii. liabilities 

iii. deferred inflow of resources 

iv. deferred outflow of resources 

v. net position (not net assets, not equity) 

g. The legally adopted annual budget has 4 financial reporting implications: 

i. expression of public policy 

ii. expression of financial intent 
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iii. form of control 

iv. may provide basis for evaluating performance 

2. Fund Accounting 

a. A fund is both a fiscal entity and an accounting entity 

b. there are 3 categories of funds: 

i. governmental funds: these accounts for the sources and balances 

of general government financial resources 

ii. proprietary funds: accounts for business-type activities 

iii. fiduciary funds: accounts for resources held by a government as a 

trustee or agent for the benefit others 

c. Governmental funds 

i. general fund: this accounts for everything not required to belong in 

another type of fund 

ii. special revenue funds: these account for revenue sources that are 

restricted or committed to be spent for specific purposes other than 

debt service or capital projects 

iii. capital project funds: funds that are restricted for construction or 

acquisition of capital facilities 

iv. debt service funds: funds restricted or committed for debt service 

principal and interest expenditures 

v. permanent funds: accounts for endowments for which the earnings 

are restricted to support government programs dedicated for a 

public purpose 

d. Proprietary Funds (these are business type funds) 

i. enterprise funds: accounts for business-type activities that the 

public is the primary user of 

ii. internal service funds: business type activities where other 

government agencies are the primary user 

e. Fiduciary Funds (remember fiduciary means money held for others) 

i. pension trust funds: assets held in trust to provide employee 

retirement benefits 
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ii. private purpose trust funds: assets held in trust to benefit 

individuals 

iii. investment trust funds: accounts for assets held in trust for other 

governments 

iv. agency funds: accounts for assets held in a custodial capacity 

3. Basis of Accounting 

a. Modified accrual is a cross between cash basis and accrual basis of 

accounting 

i. revenue is recognized when 

1. it’s measurable or can be reasonably estimated 

2. it’s available 

3. when it’s both measurable and available prior to cash receipt 

ii. the term ‘expenses’ is not used in modified accrual- the term 

‘expenditures’ is used instead 

iii. expenditures are recognized when they are incurred or due to be 

paid from currently available resources in the governmental fund 

b. Governmental accounts use the modified accrual basis of accounting 

c. Proprietary and fiduciary funds use the accrual basis of accounting- you 

can remember this because proprietary and fiduciary funds are more 

similar to regular business entities 

4. Budgetary Accounting 

a. Only certain types of government accounts are budgeted, and therefore 

use budgetary accounting 

i. the general fund is budgeted 

ii. and the special revenue funds are budgeted 

iii. other funds are not usually budgeted 

b. The most important thing to know are the accounts and how they’re used: 

i. ‘estimated revenues’ is the first step in the budgetary process. this 

account has a debit balance. this is the beginning of the budget 

process and is simply the amount of estimated revenue 
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ii. next, they estimate how much of that revenue will be spent, and 

this account is called ‘appropriations. this account has a credit 

balance. so you have estimated revenues and then the estimated 

amount of that revenue that will be spent, and that is called 

appropriations 

iii. next is the ‘estimated other financing sources’ account, and this is a 

debit balance which includes expected inflows that are not 

categorized as revenues 

iv. next is the ‘estimated other financing uses’ account which has a 

credit balance. this estimates other outflows of funds that wouldn’t 

be classified as expenditures, such as transfers to other funds 

v. what’s left over is the ‘budgetary fund balance’. this account doesn’t 

have a normal credit or debit balance, it is debited or credited to 

make the budgetary entry balance 

1. these steps are to setup the budget. there are normally no 

changes to this during the year unless the governing body 

meets and amends the budget or if revenues are much 

different than predicted 

vi. entry to close the budget 

1. in general, the closing entry for the budget is to simply 

reverse the opening entry by now debiting ‘appropriations’ 

and crediting ‘estimated revenues’ 

5. Encumbrance Accounting 

a. appropriations are amounts set aside for certain purposes. an 

‘encumbrance’ is like an appropriation inside an appropriation. if you have 

10,000 appropriated for computer purchases during the year, and then 

you issue a purchase order to actually buy 2,000 worth of computers, you 

would ‘encumber’ 2,000 of the 10,000 appropriation 

b. when the goods are actually received, you reverse the encumbrance and 

record an expenditure 
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c. the amount of an appropriation that is left over after expenditures and any 

encumbrances is called the ‘unencumbered, unexpended appropriation’ 

d. the formula is: 

i. appropriation 

ii. LESS encumbrances 

iii. LESS expenditures 

iv. = unencumbered, unexpended appropriation 

e. REMEMBER: when money from an appropriation is actually going to be 

spent, the first step is an encumbrance (usually initiated with a purchase 

order), when the goods are actually received for that encumbrance, the 

encumbrance is REVERSED and then an expenditure is recorded. so the 

encumbrance is basically turned into an expenditure when the goods are 

received 

i. appropriations are a credit balance 

ii. encumbrances are a debit when recorded (to lower the 

appropriation) 

iii. when encumbrance is reversed it’s credited (to reverse the debit) 

iv. expenditure is a debit 

6. Deferred Outflow/Inflow of Resources 

a. these are a timing issue- they are inflows and outflows of resources in the 

current period that are related to a future period 

b. mainly remember the modified accrual accounting rule of recognizing 

revenue or expenditures when measurable and AVAILABLE. if a 

government will receive $3 million over the next 3 years, only $1 million is 

revenue this year, and the remaining $2 million is a deferred inflow of 

resources 

7. Net Position 

a. after GASB 63, the term ‘net assets’ was replaced with ‘net position’ 

b. net position is the ‘equity’ section of the fund for proprietary and fiduciary 

fund types 

i. there are 3 categories of net position: 
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1. net investment in capital assets (net of accumulated 

depreciation) 

2. restricted 

3. unrestricted 

c. ‘fund balance’: this is the ‘equity’ section for governmental fund types 

i. there are 5 categories of fund balance 

1. non-spendable: not in a spendable form or legally required to 

remain unspent, such as permanent endowments 

2. restricted: reserved for a specific purpose by external parties 

3. committed: constrained by the government’s highest level of 

authority 

4. assigned: intended to be used for a specific purpose but 

doesn’t meet restricted or committed criteria 

5. unassigned: resources available for any purpose 

8. Comprehensive Annual Financial Report (CAFR) 

a. This is the big report issued by a government entity 

b. There are 3 main sections: 

i. introductory: org chart, principal officers, etc 

ii. financial: independent auditor’s report, MD&A, basic financial 

statements, combining statements and fund statements 

iii. statistical: financial trends, revenue & debt capacity, operating info 

c. “Basic financial statements’ include: 

i. government-wide financial statements 

ii. AND fund financial statements 

iii. AND the notes to the financial statements 

d. Government-wide financial statements include: 

i. these report information about the government as a whole 

1. includes 2 statements 

a. statement of net position 
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i. this includes a government-wide balance 

sheet, it’s on the accrual basis, and it has 2 

separate columns: 

1. governmental activities 

2. business activities 

3. (does NOT include fiduciary funds) 

ii. ‘net position’ is the last part of this statement 

b. statement of activities 

i. includes a government-wide statement of 

operations 

ii. it’s on the accrual basis 

iii. sections include: 

1. program expenses 

2. program revenues 

3. net program (expense) or revenue 

4. general revenues 

iv. governmental activities and business-type 

activities are separated on the statement 

v. it does NOT include fiduciary funds either 

e. Fund Statements 

i. remember that the ‘government-wide financial statements’ are 

presented on the accrual basis. the fund statements on the other 

hand are presented in their native accounting basis. so, 

1. the governmental fund category statements are presented 

using the modified accrual basis 

2. the proprietary fund category statements (business-type 

funds) are presented on the full accrual basis 

3. the fiduciary fund statements are presented on the full 

accrual basis 

f. Notes  
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i. these are just like the notes in regular financial statements in that 

they provide information and required disclosures, especially a 

‘summary of significant accounting policies’ 

9. Financial Reporting Entity 

a. You might see questions on the ‘financial reporting entity’, which means 

determining a primary government and its component units. 

b. A component unit is a legally separate organization that the primary 

government officials are financially accountable for, OR, the relationship is 

such that leaving it out of the financial statements would be misleading or 

incomplete 

c. Once component units have been identified, there are 2 ways in which the 

component units are reported in the financial statements: 

i. Blended 

1. if the component unit is part of the primary government in 

substance, then the balances for its funds are included with 

similar funds in the primary government, hence, “blended” 

ii. OR, Discretely 

1. for all other component units, a separate column is added to 

the right of the primary government’s data. this is discrete 

presentation 

10. Major Funds 

a. Major funds are funds where total assets and deferred outflow/inflow of 

resources or liabilities revenues or expenditures are at least 10% of the 

total corresponding amount for all funds in that category (governmental, 

enterprise, or fiduciary) 

b. OR 5% of the corresponding amount for that element for all governmental 

AND enterprise funds combined 

c. The general fund is ALWAYS a major fund 

d. Major funds balance sheet: each major fund has its own column, and all 

non-major governmental funds are aggregated into a single column 
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e. Operating statement: again, major funds are in separate columns and 

non-major funds are combined in a single column 

f. Budget comparison 

i. budget-to-actual comparison is required for the general fund, and 

any annually budgeted major special revenue fund 

g. Proprietary fund statements 

i. the required statements are: 

1. statement of net position 

2. statement of revenues, expenses, and changes in net 

position 

3. statement of cash flows 

4. major fund reporting does not apply to internal service funds 

h. Fiduciary fund statements 

i. the required statements are: 

1. statement of fiduciary net positions 

2. statement of changes in fiduciary net position 

3. fiduciary funds are NEVER major funds 

11. Governmental Funds 

a. The general fund is a required fund. It used modified accrual accounting, 

and uses budgetary and encumbrance accounting 

b. Revenues come from taxes, licenses and permits, charges for services, 

fines 

i. remember that revenue must be measurable and available 

ii. property tax revenues are recorded after they are levied at the 

estimated collectible amount 

c. Expenditures are salaries, operating expenses, capital outlays for 

buildings & improvements, debt service such as principal & interest 

payments 

d. Special revenue funds 

i. they are for revenue sources that are committed to a specific 

purpose other than debt service or a capital project 
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ii. they use modified accrual accounting  

iii. they use budget and encumbrance accounting 

e. Debt service funds 

i. this is for resources used to pay interest and principal on general 

long-term debt 

ii. the life of the fund is tied to the underlying debt 

iii. used the modified accrual basis of accounting 

f. Capital project funds 

i. this is for resources that are restricted for capital outlay for 

buildings, land, or improvements 

ii. uses modified accrual 

g. Permanent funds 

i. resources held in trust by the government for the benefit of the 

government or its citizens 

ii. the principal is required to remain intact 

iii. earnings are transferred to the general fund or to a special revenue 

fund 

12. Proprietary Funds 

a. Again, the 2 types of proprietary fund types are: 

i. Internal service fund 

ii. Enterprise fund 

b. Proprietary funds are business-type funds and use accrual accounting 

c. Internal service funds 

i. these are business type services provided to other entities inside 

the government 

ii. things like central data processing or government fleet 

iii. keyword is ‘internal’ as in ‘internal to the government’ 

d. Enterprise funds 

i. these account for business type services provided to the general 

public like parking lots and public utilities 

e. Statement of cash flows 
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i. Unlike a regular cash flow statement with cash provided by 

operating, investing, and financing activities, a statement of cash 

flows for a proprietary fund has 4 sections: 

1. operating activities 

2. noncapital financing activities 

a. this is debt issued to finance operations 

3. capital and related financing activities 

a. this is debt issued to acquire capital assets 

4. investing activities 

a. (as you can see, the ‘financing’ section is split into 2 

parts) 

13. Fiduciary Funds 

a. 4 types of fiduciary funds 

i. pension trust funds: easy to remember because these are assets 

held in trust for pensions 

ii. investment trust funds: these are funds held in trust for other 

governments 

iii. private purpose trust funds: accounts for resources held in trust for 

the benefit of individuals 

iv. agency funds: assets held briefly and then transferred to other 

funds or individuals 

b. For all of these funds, the government is acting as a trustee and has no 

‘equity’ 

c. Fiduciary funds are NOT included on the government-wide statements 

14. Interfund Transfers 

a. There are 4 types of interfund transactions 

i. Quasi-external transactions: these are business-type transactions 

between funds. These are recorded as revenue and expenditures 

or expenses 

ii. Reimbursements: one fund reimburses another fund. These are 

recorded as an expenditure or expense in the fund giving the 
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reimbursement, and a reduction in expenditure or expense in the 

fund that is reimbursed (NOT revenue) 

iii. Transfers: these are transfers between funds with no repayment 

required 

iv. Loans: amounts between funds that are expected to be repaid. A 

receivable and payable is recorded. “Due” and “due from” is used 

for short term loans, and “advance to” and “advance from” are long 

term loans 

b. Construction projects 

i. accounting for construction projects usually involves several 

entities: 

1. usually the capital projects fund 

2. usually the debt service fund 

3. usually governmental activities 

c. Infrastructure assets 

i. these are things like highways, bridges, streets, sewer systems 

ii. before GASB 34, costs were not reported and they were not 

depreciated 

iii. after GASB 34, the costs are now reported, and the assets are 

depreciated 

1. the government can elect not to depreciate the asset if they 

preserve the asset in a condition equal to or above the 

original condition 

2. expenditures to preserve the asset are expensed in the 

period incurred- this is a substitute for the depreciation 

 

Thanks again for your purchase. If you found these notes helpful, I’d appreciate it if you 

would write a review about how you found them helpful that I can use on my website. 

Just send the review to info@accounting101.org 
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