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How to Read Governmental
Financial Statements, Part 1

Gregory S. Allison
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Popular Government, will intro-

duce readers to new governmental
financial reporting requirements that
will be implemented over the next
three tofive years.

Governmental accounting and fi-
nancial reporting standards, referred to
as generally accepted accounting prin-
ciples, or GAAP, are established by the
Governmental Accounting Standards
Board. GAAP provide consistency in fi-
nancial reporting. In other words, they
offer rules and formats for all govern-
ments in the country to follow in pre-

The author is an Institute of Government
faculty member who specializes in govern-
mental accounting and financial reporting.

paring financial statements for external
use. Thus the GAAP financial state-
ments of a government in California
may be compared with those of a gov-
ernment in North Carolina. The consis-
tency is invaluable to those outside the
government who rely on this informa-
tion, primarily investors, creditors, and
bond rating agents, as well as to federal
and state agency personnel.
Management must have timely ac-
cess to financial information in order to
make decisions, evaluate compliance is-
sues, and obtain an overall “feel” for an
entity's fiscal status. Reports prepared
for internal use serve this need. Budpget-

to-actual financial statements (that
is, statements comparing budgeted
amounts with actual results); brief
analyses of tax billings and collec-
tions, as well as general revenue
collections; and investment sum-
maries—these are a few examples
of the internal information that
should be available to manage-
ment and elected officials on a
continuing basis. In most cases the
format of these presentations is left
to the discretion of management,
elected officials, and staff respon-
sible for preparing the informa-
tion. Some governing bodies may
desire a summary of revenues by
category (property taxes, utility
billings and collections, other
taxes, and so forth). Others may
focus on key ratios on a monthly
basis (for example, tax collection
rates and expenditures to date
compared with budget projec-
tions).

Governments typically operate
purely from a cash perspective: rev-
enue is recognized when cash
is collected, and expenditures are

recognized as cash is disbursed. This is
consistent with how they budget their
operations. The balanced budget re-
quirement in North Carolina presumes
that all expenditures, or uses of finan-
cial resources, will be funded either by
revenue sources (taxes, grants, utility
fees, and so forth) or by uncommitted
cash on hand (for example, available
fund balance). Internal financial state-
ments most often stay consistent with
this type of reporting. However, exter-
nal financial statements, such as the
"official " financial statements prepared
in conjunction with the annual audit,
are prepared with the intention of
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“providing a single financial report tai-
lored to meet the basic information
needs of a broad range of potential us-

ers.”! These audited financial state--

ments are in a format that is useful for
those with an understanding of govern-
mental accounting— for example, ac-
countants, investors, lenders, and rating
agents— and they provide an excellent
summary of the fiscal year's financial
events. Ironically the preparation of
these GAAP financial statements is the
specific responsibility of management,
but they often are confusing and of little
practical use to management and elected
officials on a day-to-day basis. Never-
theless, management and elected offi-
cials can easily obtain useful informa-
tion from these statements.

Overview of GAAP Reporting
Requirements

GAAP require that state and local gov-
ernmental entities use fund accounting,
a concept unique to the government
environment. Unlike agencies in the pri-
vate sector, governmental entities pro-
vide a tremendous variety of services.
Some services are “public purpose” in
nature (for example, public safety, pub-
lic works, and social services). Others
are “business-like” (for example, public
utilities). The public-purpose services
are primarily financed by taxation
(property taxes, sales taxes, income
taxes, and so forth), whereas most
business-like services are primarily fi-
nanced by user fees (that is, payments
by those using the services). In most
cases the various revenue sources for
the services each have restrictions on
how they may be used. Fund account-
ing is an accounting and reporting ve-
hicle that allows segregation of these
services and their revenue sources,

Fund accounting uses three basic
categories of funds: governmental, pro-
prietary, and fiduciary. Within each cat-
egory, several fund types are available
to account for all the government's ac-
tivities and services (see Table 1).

To present the minimum informa-
tion required by GAAP, governmental
entities must prepare up to six basic fi-
nancial statements and a comprehen-
sive set of related "note disclosures”
(footnotes that communicate essential
information not disclosed in the body

24 POPULAR COVERNMENT, SPRING 2000

Table 1. FundTypes

General fund

Accounts for general operations of government (e.g.. legislative,

administrative, public safety, sanitation, and recreation)

Special revenue fund

Accounts for legally restricted revenue sources, those that must be

used for particular activities (e.g., E-911 taxes and community
development block grants)

Debt service fund

Accounts for resources that governments are required to accumu-

late to pay debt service in future years

Capital projects fund

Accounts for major capital activities or construction that is being

financed by governmental resources (e.g.. taxes) or by bonds that
will be repaid by governmental resources

Enterprise fund

Accounts for activities that are usually supported by user fees (e.g.,

water, wastewaler, electricity, and natural gas services)

Internal service fund

Accounts for internal activities that provide service to other depart-

ments (e.g., government motor pools, in-house print shops, and
warehousing for utility activities)

Trust and agency funds

Account for various activities for which government acts as

fiduciary (e.g., pension plans, execution of trust and bequest
agreements, and taxes collected on behalf of other governments)

of the financial statements themselves;
see the sidebar, page 25). North Caro-
lina statutes require that all local gov-
ernmental entities prepare these GAAP
financial statements for the end of each
fiscal year and have them audited by an
independent certified public accoun-
tant.? These basic financial statements
present agpregated information for
each fund type. For example, a govern-
ment may have three special revenue
funds, such as a community develop-
ment block grant fund, a capital reserve

fund, and an E-911 fund. For the basic

audited financial statements (often re-
ferred to as the combined financial
statements), that government combines
these three special revenue funds into
one column and identifies that column
as the special revenue funds. Some ar-
gue that this aggregation diminishes the
usefulness of the financial information.
Most users of the information, how-
ever, are assessing the government's fi-
nancial situation as a whole. They do
not necessarily need all the supporting
detail. In contrast, internal reporting
almost always has a focus on'the activi-
ties of individual funds, which is neces-
sary from an internal decision-making
perspective.

The Combined Balance Sheet—

All Funds

The combined balance sheet reports the
assets, the liabilities, and the equity for
each of the government’s fund types
(for a sample. see Exhibit 1, page 26).

The balance sheet is actually a “snap-
shot” of the assets, the liabilities, and
the equities— that is, the net worth—of
the fund types as of the end of the fiscal
year (June 30 for most North Carolina
governments, such as municipalities
and counties). “Assets” is simply de-
fined as items owned by the govern-
ment (cash, investments, receivables
fixed assets, and the like), and "liabii
ties” is defined as obligations of the
government (for example, accounts
payable, salaries payable, and bonds
payable). "Equity” is the net worth of
each of the fund types, which is simply
the fund's assets minus its liabilities,
This balance sheet is a visual represen-
tation of the standard "accounting
equation”:

Assets = Liabilities + Equity

Each fund typeis reported in a sepa-
rate column. Assets equal liabilities plus
equity for each column.

Unlike the operating statements, the
balance sheet does not represent an ac-
cumulation of transactions across the
year. Instead, it answers the following
questions:

* What does each fund type own as of
June 307

* What does each fund type owe as of
June 30?7

* What is each fund type’s net worth
as of June 307

Management and elected officials
make decisions at the individual-fund



Note Disclosures

n addition to requiring the basic financial statements,

GAAP require a comprehensive set of note disclosures.
Because of their obvious limitations, the basic financial
statements cannot provide details about every number re-
ported. The note disclosures provide critical details about
financial issues that are of importance to users of the fi-
nancial statements. Some of the more significant types of
disclosures are the following:

» Significant accounting policies

* Compliance issues

* Deposit and investment detail

* Fixed-asset information

* Information on outstanding long-term debt
¢ Pension plan information

These categories of note disclosures are very broad,
and a complete discussion of each one is beyond the
scope of this article. However, together with the brief de-
scriptions that follow, they provide a basic overview of
the types of disclosures that are typically of most interest
to management and elected officials.

Significant accounting policies. This category encom-
passes various accounting and financial reporting policies
of the government. Examples include a complete identi-
fication of the governmental entity and its fund structure,
budget practices, calendar, and investment and fixed-
asset policies. Although much of this information is stan-
dard from government to government, the overall ac-
counting and reporting policies are unique to each entity.

Compliance issues. Governmental entities have exten-
sive concerns with legal compliance related to the budget,
bonds, investment policies, and more. GAAP require dis-
closure of any violations of these legal requirements. For
example, if a government exceeds its budget appropria-
tion in any department, it must disclose this violation of
the budget ordinance. Likewise, if a government makes
investments that violate its adopted investment policy, it
must disclose that fact.

Deposit and investment detail. This information is of
paramount importance to readers of the financial state-
ments. North Carolina statutes require investment of all
idle public funds to maximize their earnings potential.
State statutes also require insurance of all deposits and all
investment securities, to limit the risk to which public

funds are exposed. (Depositories and investment dealers
usually insure government deposits and investments by
“collateralizing” them—that is, by setting aside collateral
as insurance.) GAAP require disclosures about the types
of deposits and investments held by the government at the
end of the fiscal year, as well as the collateral for those de-
posits and investments.

Fixed-asset information. In most cases, the fixed assets
reported on the combined balance sheet represent the
majority of the assets owned by the government. How-
ever, space limitations do not allow detail on the types of
assets owned (land, buildings, equipment, and so forth),
their original cost value, and, if applicable, the accumu-
lated depreciation on the asset. The note disclosures pro-
vide this detail. GAAP also require a summary, by type of
asset, of the additionsto fixed assets that occurred during
the fiscal year and the retirements (the assets taken out
of use).

Information on outstanding long-term debt. This Is
critical information to anyone assessing the government's
financial situation. Although all the government's llabili-
ties are reported on the combined balance sheet, it Is im-
possible to provide detail on the types of indebtedness
and the specifics for each liability. GAAP require disclo-
sure of the outstanding debt issuances, the Interest rate
being paid, and the repayment terms. They also require
inclusion of a schedule that shows the amounts of princi-
pal and interest due each year for five years, and in five-
year increments thereafter, until maturity. The require-
ments for repayment of principal and payment of interest
must be reported separately.

Pension plan information. Pension plans are signifi-
cant operations and represent significant costs for most
governments. Many governments participate in the
North Carolina Local Governmental Employees’ Retire-
ment System; others sponsor their own plans. Also, some
governments supplement the state’s plan or their own
plan with a deferred compensation plan. If the govern-
ment participates in the state plan, then it must make dis-
closures about the nature of the plan and the annual costs
that it incurs to participate. If the government sponsors its
own plan, then it must identify the assets and the liabili-
ties of that plan, as well as the funding requirements, in
the disclosures. '

level, not at the fund-type or total level.
For example, if a government is assess-
ing its ability to finance expansion of a
water plant, either with cash on hand or
through issuance of debt (such as
bonds), it does not look at its cash posi-
tion as a whole. Instead, it looks at the
water fund and that fund’s cash posi-
tion, asking, Is cash available in the
fund to finance the project? The broad

perspective represented in the total col-
umns of the balance sheet does not
serve this kind of purpose.

GAAP have specific rules for the
types of assets and liabilities that may
be reported for certain funds. Exploring
all the theoretical reasons for these re-
quirements is beyond the scope of this
article. Suffice it to say that governmen-
tal funds (that is, general, special rev-

enue, capital projects, and debt service)
focus on financial assets and financial
liabilities, whereas proprietary funds
(that is, enterprise and internal service)
focus on all assets and all liabilities. A
financial asset is an asset that either is in
cash form or will convert to cash in its
natural course. Cash, investments, and
receivables are the most common ex-
amples. A financial liability is a very
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with the governmental funds.
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Exhibit 1. This is an example of a combined balance sheet for a local school district, in this case the Craven County
Board of Education. This governmental entity has a general fund, a capital projects fund, an enterprise fund, and
several trust funds. Note the account group columns, which report the fixed assets and the long-term debt associated

short-term liability, to be paid off soon,
presumably with cash that is on hand or
will be received in the near future. The
most common examples are vendor ac-
counts payable and accrued payroll.
Governmental funds report only fi-
nancial assets and liabilities. Nonfinan-
cial assets, such as fixed assets (land,
buildings, equipment, and so forth) and
long-term liabilities (for example,
bonds payable that will be paid off over
many years) are not recorded in the
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governmental fund columns them-
selves. Of course, governmental funds
purchase such assets and incur such
long-term liabilities. However, these
items are included on the balance sheet
in the columns for the general fixed-
asset account group and the general
long-term debt account group, respec-
tively. Thus a user can determine the
types of fixed assets a governmental
fund owns, or the types of liabilities a
governmental fund will be repaying

over the long term, by reviewing the in-
formation included in these columns.
This GAAP reporting approach, in fact,
is consistent with how governmental
funds are budgeted and managed. The
budget for one year is designed to pro-
vide the resources to deliver services for
that year.

Proprietary funds, on the other
hand, are managed with a long-tert
perspective. They operate more like a
private-sector business, in which the



focus is on net income. Water rates. for
example, are structured not only to pro-
vide resources for the current year's op-
erations but also to generate the neces-
sary capital to maintain the systems in
perpetuity. Therefore the GAAP bal-
ance sheet presentation for the propri-
etary funds reflects all their assets and
liabilities—both financial and nonfi-
nancial assets, and both current and
long-term liabilities.

Many of the account captions on
the balance sheet are relatively self-
explanatory (for example, cash, invest-
ments, taxes receivable, accounts pay-
able, and bonds payable). However,
other account captions that may be of
particular interest to management and
elected officials merit additional de-
scription.

Due from/to other funds. Often,
funds within a government provide ser-
vices for one another. For example, the
general fund pays for the water pro-
vided to city hall by the water depart-
ment, which is accounted for in the wa-
ter fund (a proprietary fund type). Sup-
pose the water fund has billed the gen-
eral fund for the most recent month’s
water usage, but the fiscal year ends be-
fore the bill is settled. The water fund
reports a “due from other fund,” which
is a receivable, and the general fund re-
ports a "due to other fund,” which is a
payable. This terminology is used in
lieu of the usual “accounts payable/
accounts receivable” to reflect that the
underlying transaction is between funds
within the government, not between the
government and outside parties (for
example, customers and vendors).

Interfund receivables/payables and
advances to/from other funds. Occa-
sionally one fund may lend money to
another fund. For example, the general
fund may borrow money from an elec-
tric fund to purchase a computer sys-
tem. The transaction is reported as a
loan between funds, using terminology
that reflects the repayment terms.* The
current portion of the loan (for ex-
ample, the amount to be repaid within
the next year) is reported as an
“interfund receivable” in the fund that
is to be repaid, and as an “interfund
payable” in the fund that is repaying
the loan. The long-term portion of the
loan is reported as an "advance to other
fund”™ (a receivable account) in the fund

that is to be repaid, and as an "advance
from other fund” (a liability account) in
the fund that is repaying the loan.

Intergovernmental receivables/pay-
ables. State monies paid to local gov-
ernments in North Carolina are a com-
mon example of an intergovernmental
transaction, as are subsidies paid by
municipalities to local housing authori-
ties. If any of these receivables or
payables are outstanding at the end of a
fiscal year, they are captioned "inter-
governmental” to reflect the underlying
nature of the transaction.

Compensated absences payable. As
of the end of each fiscal year, the gov-
ernment has incurred a liability to its
employees for earned vacation and
similar types of compensation time.
This kind of liability is reported in sev-
eral sections of the balance sheet. The
amount owed to general fund employ-
ees is most commonly reported in the
general long-term debt account group.
Likewise, the amount owed to employ-
ees in the proprietary operations is re-
ported directly in those fund-type col-
umns. These amounts do not represent
liabilities that the government will pay
out in total at one time. GAAP require a
presentation of the full liability, but in
practice the government pays the
amounts to employees incrementally as
they use their vacation or similar com-
pensation time.

Deferred revenue. In governmental
funds, revenue is recognized as it is
available (that is, as it is received in cash
or becomes receivable in cash in a very
short period).* In proprietary funds,
revenue is recognized as it is earned, re-
gardless of when it is actually collected
incash.

In governmental funds, such as the
general fund, tax revenue is recognized
not as it is billed but as it is collected.
When property taxes have been billed
but not paid as of the end of the fiscal
year, and are not collected within sixty
days after the end of the fiscal year, both
GAAP and North Carolina statutes re-
quire that the amount of the tax receiv-
able on the balance sheet be reported
not as revenue but as “deferred rev-
enue,” which is reported similar to a li-
ability. Deferred revenue does not in-
crease fund balance because it is not
available for appropriation (that is, the
cash it represents is not available).

Another common example of the
creation of deferred revenue is associ-
ated with grants. This situation might
occur in either a governmental or a pro-
prietary fund. Assume that a local
government receives a federal grant.
The grant is paid to the government in
advance, but the povernment does not
earn the right to keep it until certain cri-
teria have been met (for example, the
grant must be actually spent for its par-
ticular purpose to become revenue; un-
til that time it is technically refundable
to the grantor). Until the government
meets the grant requirements, it must
report the amount as deferred revenue.
As the grant provisions are met, the de-
ferred revenue is reclassified as revenue
on the appropriate operating statement.

Equity. As stated earlier, equity is the
net worth of a fund. Governmental fi-
nancial reporting uses different termi-
nology for equity in the different fund
types. Following is a summary of the
various equity accounts.

Fund balance. This term describes
equity for the governmental fund types.
Because the assets in a governmental
fund are all financial ones and the li-
abilities are all current ones, fund bal-
ance actually represents the net finan-
cial resources potentially available in
that fund.

However, North Carolina state stat-
utes include a formula that identifies
how much of fund balance is actually
available for appropriation. Govern-
ments may not appropriate more than
“the sum of cash and investments mi-
nus the sum of liabilities,
brances, and deferred revenues arising
from cash receipts.”® (An “encum-
brance” is an outstanding commitment
of funds usually documented by a pur-
chase order or a contract.)

In addition to that statutory limita-
tion, there are restrictions on portions
of fund balance. "Reserved fund bal-
ance” reflects legal restrictions placed
by independent third parties. Manage-
ment or elected officials may not use re-
served fund balance for any purpose
other than that to which it is restricted.
In North Carolina some common
examples of reservations are the fol-
lowing:

encume-

Reserved by state statute. Fund
balance is a close approximation of
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resources that will eventually be
available in a governmental fund.
North Carolina statutes prohibit
a government from considering re-
ceivables as resources that it may
appropriate in its calculation of
available fund balance. "Reserved
by state statute” generally reflects
the amount of fund balance that is
attributable to receivables that the
applicable governmental fund has
recognized as revenue under GAAP
but may not yet appropriate under
North Carolina law.

Reserved for encumbrances. Of-
ten there will be outstanding encum-
brances (that is, outstanding pur-

chase orders or contracts) at the end °

of the fiscal year. A reservation for
encumbrances indicates that a por-
tion of fund balance is dedicated to
pay for the encumbered itemns once
the goods or the services have been
received, presumably early in the
next fiscal year. Technically the ven-
dor with whom the purchase was
made is the independent third party
who has a claim on these resources.

Reserved for Powell Bill. Munici-
palities in North Carolina receive
annual allotments of Powell Bill
money from the state. Powell Bill
money may be used only for specific
street construction and maintenance
projects. Usually, municipalities have
unspent portions of the distribution
in their fund balance at the end of
each fiscal year. Although they may
use it in future fiscal years, the state
legally restricts how they may use it.
Thus portions of unspent Powell Bill
money as of the end of the fiscal year
must be reported as reserved fund
balance.

Portions of fund balance that are not
reserved are considered to be unre-
served. This classification may be fur-
ther categorized as “designated” or
“undesignated.” The primary differ-
ence between a reservation and a desig-
nation is the role that the governing
body plays in the latter's determination.
Elected officials may designate portions
of available fund balance for any num-
ber of purposes—future capital needs,
operating-budget resources for the fol-
lowing year, special projects, or pur-
chases. A designation is internally cre-
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ated, is not legally binding, and may be
modified as the elected officials desire.
Obviously, undesignated fund balance
reflects the portion of fund balance that
is not legally reserved or designated by
the governing board for future use.

Retained earnings. Equity in the pro-
prietary funds is referred to as "retained
earnings.” Unlike equity in the govern-
mental funds, equity in the proprietary
funds reflects the total assets minus the
total liabilities of the fund. Therefore,
retained earnings reflect not only finan-
cial assets (minus financial liabilities) of
the fund but all other assets, such as
fixed assets (minus long-term liabilities).
Total retained earnings do not represent
spendable resources. As in the private
sector, they reflect total net worth of the
fund, which includes assets that are not
convertible to cash for spending.

Contributed capital. Sometimes a
proprietary fund receives capital contri-
butions from outside third parties. For
example, a developer may pay for the
installation of water lines in a new sub-
division. When the water lines are con-
nected to the local government's water
system, they become the property of the
government. The water fund has re-
ceived an asset at no cost. Contributed
capital simply represents the equity that
a proprietary fund has built with out-
side contributions. The total net worth
of a proprietary fund is retained earn-
ings plus contributed capital.

The Combined Operating Statement:
Governmental Funds
There are two main types of operating
statements for governments, one for the
governmental funds® and another for
the proprietary funds. (As discussed
later, some governments may have a
third type of operating statement, for
their pension trust funds.) Because gov-
ernmental funds focus on current finan-
cial resources, the operating statement
of a governmental fund is similar to a
checkbook register (for a sample, see
Exhibit 2). The revenues and the other
financing sources are like deposits; the
expenditures and the other financing
uses are like withdrawals. The net result
of these "deposits” and "withdrawals”
is an increase or a decrease in the check-
book balance (that is, the fund balance).
Revenues and expenditures. Most of
the account categories under these cap-

tions are self-explanatory. Examples of
COmMIMON revenue resources are prop-
erty taxes, licenses and permits. charges
for services (that is, user fees). interest
and receipts from other government
entities (that is, intergovernmental rev-
enues, such as sales taxes, grants, and
other types of state-shared monies). Ex-
penditures are typically categorized by
“character” and "function.” "Charac-
ter” identifies the nature of an expendi-
ture: current, intergovernmental, debt
service, and capital outlay. "Current
character” expenditures are typically
identified by function. The most com-
mon types of functions are general gov-
ernment, public safety, public works,
sanitation, and recreation.

Governmental funds use the term
"expenditure” as opposed to “ex-
pense.” An expenditure is an actual
outflow of cash resources. Because the
governmental funds’ operating state-
ment focuses on the cash perspective,
this term is more appropriate for it. In
contrast, the term expense is used for
the proprietary funds’ operating state-
ment because it focuses on all transac-
tions of the operation, regardless of
their effect on cash. An expense is ar
outflow of cash resources or the reco
nition of noncash transactions such as
depreciation of capital assets and write-
off of bad debts. Broadly stated, an ex-
pense is an allocation of all the costs of
an operation.

Other financing sources/uses. Fol-
lowing revenues and expenditures, there
usually is another category of transac-
tions, referred to as "other financing
sources (uses).” These are resources or
uses that do not meet the basic criteria
of arevenue or an expenditure. This cat-
egory is not for miscellaneous revenues
and expenditures. In fact, only a few
kinds of transactions may be reported
in this category, as follows:

Operating transfers in/out. Funds
often transfer money to other funds.
For example, a proprietary fund may
routinely transfer money to the general
fund. The receiving fund reports the
transaction as an “operating transfer
in,” the contributing fund as an " oper-
ating transfer out.” In contrast, rev
enues and expenditures reflect transa
tions with third parties. Given thau
operating transfers are internal in na-



¢ COMBINED STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
‘i ™ FUND BALANCES
: FORSYTH COUNTY, NORTH CAROUIMA
; Year Ended June 30, 1999
¢ Gensral
< Fund
g" REVENLES:
‘,;-.- Tawe:
7 Property E R o YL b
M Ocaspency =
: Sales 40,800,485
. " Tots! maes 170,435,498
j InLgovemmntal 45561051
, Chamges for senvices 12134.816
brvepimant gamings 2430.881
Other 4639017
" Tota! revenues 235871,183
EXPEMDITURES:
Cuwment:
Geneal govemment 31,731,295
Pubk 3afey 322979
b Health 21270019
Welfare 435A495.351
Cukier and recreation 2961,210
Community and economi: development 1058763
Educabon 80,263,999
£ Capxd ounhay
; De bt service: (notes 4,7, and 8
General obligation bonds:
3 Prncipal 10,950,000
Intevest and fical charges 9.233.880
Capital beases, installment punchases
pod ceniFanes of panicipation
Prncipal 5144543
Interestond fiseddchorges 842847
Tous| expandinmes 247,750,328
Excess [deficency) of revernes over axpendinres 11,919,165
i OTHER FIMANCING SOURCES [USESh
: Procasds of refunding bonds {note 8) 16480,000
L Proceeds of general obligation bondt (note §) .
: Proceeds of instalment poschaies tnoans 6 and 7) 1,675,808
Dperating transhea In {note 12} 4283813
Paymara to refunded bond escrow sgem (note B) {16, 480.000)
Payment ta refunded instaiment purthase g3oow sgent {nole &) B4
Operating tanadens out (note 1) (1, 0-42.819)
" Yota! other financing sources (uses) 7,597,088
- Excess (dediciancy) of revenees and other
: sources over @xpenditures and o thes usas (4322077
Fund belancrs - hene 34, 1998 44,751,568
y Fetidusl equity tranaders brom {bo} {note 13k
= Capas! Project Funds anmns
i Genersl Fund G
Fund balances - June 30, 1999 s ass5Le7

,W;W“Mwﬁw. ; it

Exhibit 2. This excerpt from Forsyth County's combined governmental
fund operating statement shows information about the county's general

fund.
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ture, it is more appropriate to consider
them other financing transactions.

Proceeds of debt issuances. Obvi-
ously a common resource for govern-
mental entities is the issuance of bonds
or similar financing instruments. When
such debt is issued by a governmental
fund, receipt of the debt proceeds in-
creases the financial resources of the
fund. Given that the operating state-
ment of the governmental funds is simi-
lar to a checkbook, the proceeds of the
debt issuance must be reflected. Catego-
rizing them as a revenue source is inap-
propriate; they are simply a resource
that was borrowed. Thus they are re-
ported as an other financing source.

Payments to bond escrow agents.
Governments often refinance existing
debt to take advantage of better interest
rates or more favorable debt-service re-
quirements. This type of transaction is
referred to as a “refunding.” The actual
transaction is rather simple. The gov-
ernment issues refunding bonds, and it
uses the proceeds to pay off the existing
debt. However, just as homeowners of -
ten may not prepay mortgages without
penalties, governments may not prema-
turely liquidate many bonds until the
maturity date or a predetermined “call-
able” date. Yet there are legal ways to
effectively eliminate the government's
liability and satisfy the terms of the out-
standing bonds at the same time.

When the proceeds of the refunding
bonds are received, they are paid to an
independent escrow agent. That agent
pays off the old indebtedness. Once
these funds are placed with the escrow
agent, they are no longer accessible to
the government, and the government's
liability for the old bonds has effectively
been satisfied. In the year this transac-
tion takes place, the proceeds of the re-
funding bonds are reported as an other
financing source, and the subsequent
payment to the escrow agent is reported
as an other financing use.

Sale of fixed assets. Occasionally,
governments dispose of fixed assets
purchased by the governmental funds.
Any proceeds of the sale obviously add
to the cash balance of the fund making
the sale. These proceeds are reported as
an other financing source.

The net effect of revenues and other
financing sources minus expenditures
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WAKE COUNTY, NORTH CAROLINA

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANCES IN FLIND BALAMNCES

3 BUDGET AND ACTUAL
2 For the Year Ended Junc 30, 1599 Special
% Oeneral Fumd
? Budgn Achal Budgel
X REVENUES:
! Taxss s 335101840 3§ 338,435,442 3 15278
Licenses pnd permits 1,979,900 2,511,967 !
- bracrgovenmental 74,634,563 20.939.121 ;
Y Chuarges Jor pervaces 13,635,659 03TIET2 E
hvestraon] semings 1,000,000 8,275,790 4
i Miscellancous 2334938 1,897.533 1
5 Tota) Revenucs 433,766 912 452,739,345 7.527
x EXPENDITURES: .
- Cument
- Genera) pdmas st ion 39,891,803 34.261,107 4
% Hemen sorvices 139,694,144 126,342,499 -
5 Education 141 385,552 140,329 349 1
= Cocrmmity dcvelopment and culbaral 15,818,781 14,950,364 39,7
= Environmenial servioes 5,136,762 4,711,541 .
¢ Public safety 41,135,501 38475918 74881
g Debe service 61,675,431 61457323 4
fs Tow) Exponditere 442,738,074 412,550,608 75218

Exhibit 3. This is a portion of Wake County’s budget-to-actual presentation, which shows the budgeted and actual
revenues and expenditures of the general fund.
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and other financing uses of any govern-
mental fund is an increase or a decrease
in fund balance. Occasionally, other
transactions may be reported on the
governmental fund operating statement
as direct adjustments to fund balance:

Residual equity transfer in/out. Un-
like an operating transfer, a residual
equity transfer is an unusual and infre-
quent transfer of resources between
funds. For example, the general fund
may make a one-time contribution to a
proprietary fund to help finance a capi-
tal project. The funds are not to be re-
paid, and the contribution is a one-time
event. These transfers are reported as a
“residual equity transfer in” to the re-
ceiving fund and as a "residual equity
transfer out” of the contributing fund.

Prior period adjustments. Occasion-
ally, errors made in previous years need
to be corrected. Also, adjustments may
be necessary to reflect the implementa-
tion of a new accounting and financial
reporting standard. Either of these
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events would be reported as a direct ad-
Jjustment to fund balance and identified
as a "prior period adjustment.” Such
adjustments do not necessarily reflect a
problem.

The ending fund balances for each of
the governmental fund types should
agree with the fund balances reported
on the combined balance sheet. In sum-
mary, the balance sheet is a snapshot of
the assets, the liabilities, and the equity
(fund balance or retained earnings, as
appropriate) at the end of the fiscal year
(June 30 for North Carolina govern-
ments). The governmental fund's oper-
ating statement reports the transactions
throughout the year that either increase
or decrease the applicable fund's fund
balance.

The Combined Budget-to-Actual
Statement: Governmental Funds
GAAP require that the combined finan-
cial statements include a budget-to-
actual statement’ for governmental

fund types that legally adopt an annual
budget (for a sample, see Exhibit 3).
The primary purpose of this statement
is to demonstrate compliance with the
budget. The statement has little practi-
cal use, for the fund-type columns still
are aggregated. For example, if a pov-
ernment has more than one special rev-
enue fund, the budget-to-actual pre-
sentation includes all of them in one
column,

For North Carolina governments,
the formats of the combined govern-
mental fund operating statement and
the budget-to-actual statement are
practically identical. The same account
captions—revenues, expenditures, and
other financing sources and uses—
are used. GAAP simply limit this
combined budget-to-actual statement
to governmental funds that legally
adopt an annual budget. Therefore, if
multiyear (or project-length) budge
are adopted for special revenue or cay
tal projects funds, they would not be
included on the statement.



The Combined Operating Statement:
Proprietary Funds

A governmental entity's financial state-
ments may include two types of operat-
ing statements if the entity has both
governmental and proprietary funds.
The operating statement for the propri-
etary funds® is formatted differently
from the operating statement for the
governmental funds. The primary rea-
son is that the statements are designed
for different purposes. The governmen-
tal funds’ operating statement can be
used like a checkbook register. Propri-
etary funds are reported from a per-
spective of total economic resources: all
revenues earned, not just those that are
available (as is the case with the govern-
mental funds). Accordingly the ex-
penses reflect all events that affect the
equity of the fund—cash outflows for
operations, purchase of capital assets,
payment of debt service, and noncash
transactions such as depreciation and
write-off of bad debts.

Operating revenues. This category
on the proprietary funds' operating
staterent identifies the revenues gener-
ated by the operation itself—for ex-
ample, in the case of a water fund, fees
earned for providing water. Also, rev-
enues are recorded as they are earned,
regardless of their availability (unlike
the governmental funds' operating
statement). Otherwise, the account cap-
tions themselves are relatively self-
explanatory.

Operating expenses. This category
identifies the expenses generated by pro-
viding particular operations. In the pre-
ceding example of the water fund, all
the direct costs of providing water ser-
vice are considered operating expenses.
Some common types of operating ex-
penses are salaries and wages, employee
benefits, materials, and supplies.

Expenses incurred as part of the op-
eration but not resulting in a cash out-
lay are included in the operating ex-
pense category. Two common examples
are depreciation and bad debt expense.
“Depreciation” is the allocation of the
cost of an asset over its useful life. In the
governmental funds, the full cost of ac-
quiring a capital asset is recognized
when the transaction occurs (for ex-
ample, capital outlay expenditure).
Therefore the financial reporting theory
of depreciation does not apply. This is
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Town of Gamaer, North Carofina
Combined Stetemeni of Revenuse, Expensse. and Changes in

Retained Eamings—Propristary Fund Type
For the Year Ended Juna 30, 1698

fund (a type of proprietary fund).

Enterprise Fund

;" 1908
3 OPERATING REVENUES
H Charges for services $4.470.742
§ Other operating revenues 884,378
}‘ Tolal apersting revenuas 5,355 120
i
t OPERATING EXPENSES
= Water supply and destribution 2,004,300
< Waste collection and daposal 13,383
_f Sewer plant operation 345074
£ Total oparating expensss 4.471.132
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Exhibit 4. This is the first half of a proprietary fund operating statement—
the revenues, the expenses, and the net income of Garner's enterprise

consistent with the focus of the govern-
mental funds’ operating statement on
transactions that affect cash. However,
with the proprietary funds’ focus being
much broader, the cost of a capital asset
is allocated over its useful life, not sim-
ply expensed when it is purchased. De-
preciation expense does not result in a
cash outflow but systematically reduces
the fund’s equity in an asset as it is be-
ing used.

Bad debt expense occurs when ser-
vice billings are not collected. Often,
such accounts receivable are "written
off" as a loss when it is determined that
they will not be collected. Such losses
are considered operating expenses.

Operating income. The net of oper-
ating revenues and operating expenses
is known as "operating income."” This
amount simply identifies the income (or
loss) generated by the operation itself.

(For an excerpt of a statement show-
ing operating revenues, operating ex-
penses, and operating income, see Ex-
hibit 4.)

Nonoperating revenues and ex-
penses. Many proprietary operations

are subsidized by resources that are not
generated by the operation itself. Com-
mon examples are taxes, grants, interest
revenue, and intergovernmental rev-
enue. In many cases these are substan-
tial amounts. They are classified as
"nonoperating” activities simply to in-
dicate that they are not generated by the
operation itself but are the result of ex-
ternal events (for example, taxation).
Likewise, expenses are incurred that are
not a direct result of the operation. The
most common example is interest ex-
pense associated with a fund’s long-
termn debt.

Transfers to/from other funds. Pro-
prietary funds often receive operating
transfers from other funds or provide
transfers to other funds. For example,
the electric fund may routinely transfer
money to the general fund to keep
property tax rates down (property
taxes being the primary source of rev-
enue for the general fund). When this
occurs, the transactions are reported as
gross amounts (that is, transfers in and
transfers out are not ccmbined into one
sum) on the operating statement in a
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Town of Gamner, North Carolina
Combined Ststement of Revenuss, Expenses, and Changes in
Reteined Eamings—Propristary Fund Type
For the Yesr Ended Juna 30, 1908

MNONOPERATING REVEMUES (EXPENSES)
Interes! eamed on nvestments
Interest samed on assesasments

Tota! noncperabng revenuss {expanses)
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Exhibit 5. This is the second half of Garner's proprietary fund operating
staterment.This portion of the statement's column follows the revenue,
expense, and net income portion shown in Exhibit 4.

Entsrprise Fund

1988

304 832
6,808

10,758
(372.221)

(50.023)

833,665
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separate category immediately follow-
ing the nonoperating category.

Net income. Operating income mi-
nus nonoperating revenue and ex-
penses, as well as transfers in and out of
the fund, is captioned "net income.”
This amount either increases the fund’s
equity (that is, retained earnings), re-
sulting in a net income, or decreases it,
resulting in a net loss.

(For an excerpt of a statement show-
ing nonoperating revenues and ex-
penses, and net income, see Exhibit 5.)

The ending retained earnings should
agree with the retained earnings -re-
ported on the combined balance sheet.
Events such as residual equity transfers
or prior period adjustments are re-
ported as direct adjustments to the re-
tained earnings balance.

The Combined Statement of Cash
Flows: Proprietary Funds

As explained earlier, the governmental
funds’ operating statement basically
gauges the cash inflows and outflows of
the governmental funds. In contrast, the
proprietary funds’ operating statement
includes cash and noncash transactions.
Therefore the proprietary funds’ oper-
ating statement cannot be used effec-
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tively to identify cash flows. GAAP re-
quire that governments with propri-
etary and nonexpendable trust funds
include a statement of cash flows in
their external financial statements (for
an excerpt, see Exhibit 6).°

The statement of cash flows focuses
on transactions that directly affect the
fund's cash balance. Governments have
the option of focusing on cash alone
or including cash equivalents. A "cash
equivalent” is defined as a highly liquid,
short-term investment that has an origi-
nal maturity (maturity at the time of
purchase) of no more than ninety days.
Each of the cash flows is reported at
gross amounts. Simply put, cash in-
flows are reported separately from cash
outflows. For example, operating trans-
fers in are reported separately from op-
erating transfers out.

This statement focuses on four cat-
egories of cash flows, as follows. The
transactions identified within each cat-
egory are relatively self-explanatory.

Cash flows from operating activities.
Any proprietary fund has cash inflows
and outflows associated with the opera-
tion of the activity itself. The most com-

mon example of a cash inflow is collec-

tions on utility billings. Examples of
cash outflows are payments to vendors
and employees. GAAP also require that
miscellaneous cash inflows or outflow-
that do not fit the criteria of the othr
cash-flow categories be reported as op
erating activities.

Cash flows from non-capital-
financing activities. Often a propriectary
fund will receive cash inflows or incur
cash outflows that are indirectly related
to the operation itself but not related
to capital acquisitions. (This category is
similar to nonoperating revenues and
expenses, discussed earlier.) Common
examples are tax revenues, grant rev-
enues, and operating transfers from
other funds. Examples of non-capital-
financing cash outflows are operating
transfers to other funds or grants made
to other governmental entities.

Cash flows from capital financing ac-
tivities. Especially in proprietary funds,
cash flows related to capital acquisi-
tions can be very significant. Examples
of cash inflows related to capital financ-
ing are debt proceeds associated with
capital financing, grants restricted to
acquisition of capital items, and trans-
fers from other funds restricted for
capital purposes. Also, cash generate
by the sale of any fixed assets is reportec
as a cash flow from capital financing
activity. Examples of cash outflows are
purchase of capital items and debt-
service payments when the debt is capi-
tal related.

Cash flows from investing activities.
The statemment of cash flows segregates
all activity associated with the fund’s
investing activities. Sales or maturi-
ties of investments, as well as interest
earned and collected on those invest-
ments, are reported as cash inflows in
this category. Purchase of investments is
the most common cash outflow associ-
ated with investing.

The net result of all the identified
cash inflows and outflows per propri-
etary fund type represents how cash'®
changed from the beginning of the year
to the end. The ending cash amount
should agree with the cash amounts re-
ported by fund type on the combined
balance sheet.

GAAP recognize that some transar
tions do not result in actual cash in-
flows or outflows but are not obvious
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Exhibit 6. This is an excerpt from fictional Carolina County's more exten-
sive statement of cash flows.There is a column for each fund type; the

Caroling County, North Caroling
Combined Siatement of Cash Flows
For the Year Enged June 30, 19X1
Carol
Enterprisa Cou
Fund Hoophj
Cash flows from operating activitles:
Cash receivad from cusiomers $1.020882  $40,98(
Cash pax for goods and sanscas (175,1868) (16,97
Cash paid to employees for senicas (195.883) (21,13
Cusiomer deposits raceived 1,800
Customer daposits returned {4.883)
Other operaling revenues 630
Taxes pax 10 other govarnmants —
Net cash prowiged by operating actvites 647 280 287¢
Cash flows from noncapitsl financing
activilles:
Gifts and gonatons — 974
Alcchol education —
Operaling ransiers from primary government — 124
Operating lransiers o primary government —
Net cash provided by noncapital financing
achvities — 221!
Cash flows from capital and related
financing activities:
Procesds of bond anbicipation notes 675,000
Acquisition and constructon of capital assess (1,319,536}  (4,75¢
Pnncipall paid on bond maturdies and
equpment conracts (250,000) (30¢
Interest paid on bond maurities and
equpment contracts (99,144) (144
Residual equiy ranster 100.000
Federal grant 225.348
Net cash used by capital and related
financing activities {668.332) (521!
Ceash flows from Investing activities:
Inlerest on investments 38,122 63¢
Net cash provided by investing aclwitias 38.122 631
Net increase in cash and cash equivalents 17.070 g;j
Cash and cash equivalents, July 1 1,845,325 9.
Cash and cash equnvalents, June 30 $1,86239 $1041

information shown here is for the enterprise fund.

on the proprietary funds’ operating
statements. "Noncash” transactions
that affect the assets and the liabilities
of a fund. and would have been re-
ported in the operating, non-capital-
financing, or capital financing catego-
ries if cash had actually exchanged
hands, must be disclosed in a separate
noncash activities section of the state-
ment of cash flows. Two of the most
prevalent examples of this type of
transaction are acquisition of a capital
asset through a capital lease agreement
(that is, acquisition of an asset and in-
currence of a liability without any ini-
tial cash flow) and receipt of a capital
asset by donation, such as water and
sewer lines from a developer.

The Statement of Changes in

Net Assets: Pension Trust Funds
Most local governmental entities par-
ticipate in pension plans for their em-
ployees that are under the fiduciary care
of another entity. The most common
example of this in North Carolina is
the Local Governmental Employees’
Retirement System. The state is the
fiduciary of a pension plan that bene-
fits participating local governmental
employers and employees in North
Carolina.

However, some local governments
either sponsor an additional plan for
their employees only or provide a plan
in lieu of participation in the state-
sponsored plan. The most common ex-
ample is the Law Enforcement Officers’
Special Separation Allowance. In these
cases the local government acts as the
fiduciary of a pension plan, and GAAP
require the inclusion of a separate oper-
ating statement for that plan (for a
sample, see Exhibit 7) because the re-
quired format of the statement is so dif-
ferent from that of a proprietary fund.
(The assets, the liabilities, and the
equity of such a plan are included on
the combined balance sheet.)

The resources of a pension plan are
categorized as "additions to net assets, "
and the uses of those resources are cat-
egorized as "deductions from net as-
sets.” Additions include contributions
from employers, contributions from
participating employees, and net invest-
ment income.!' Deductions include ben-
efits (and refunds) paid to participants
in the plan, as well as administrative
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Carglina County, Nonh Cardlina
Statement of Changes in Plan Net Assets
Pesslon Trust Fund
_ For the Year Ended June 30, 18X1
Penalon
g Trust
3 Addiions:
¥ Employer conbributions $101.424
_:f Investment income:
¢ Nel appreciation (deprecaation)
: in fair value of investments 12,417
f Interest 38.984
¢ 51,131
% Less invesimenl oxpense 438
Y Nat nvestment ncome 50,693
é Tonal anditons 152,117
{ Deductions:
: Benetits 16,585
i Adminstralive expense 841
# Totel deductions 17,526
3 Net increase 134,591
£
g: Fund belance reserved for
f employees’ penalon benefits:
¢ Beginning of year 883,676
¥ End of year $1.028,267
3 PR——
Exhibit 7. This sample operating statement for Carolina County's pension
trust fund is typical for a government required to report such information.

expenses incurred in the operation of
the plan.

As with the operating statements of
both the governmental and the propri-
etary funds, the net of these additions
and deductions is the increase or the
decrease in the pension plan’s equity for
the year.

Conclusion

Financial statements for local govern-
mental entities can be very complex.
Those with at least limited knowledge
of governmental accounting and finan-
cial reporting principles may have the
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edge in interpreting the information,
but any interested party certainly can
glean useful information from these
staternents. External financial reporting
is the specific responsibility of manage-
ment. Management and elected officials
must make every effort to understand
the landscape of these financial state-
ments. This article is designed not to
teach the principles of governmental
GAAP but to highlight for management
and elected officials the fundamental in-
formation included in the combined fi-
nancial statements. By understanding
the basic logic of financial presentation,
and the terminology unique to govern-

mental accounting, management and
elected officials can better fulfill their fi-
duciary duties.

Notes

1. STepHEN ]. GAUTHIER, AN ELECTED
OrriciaL’s Guipe To FinanciaL REPORTING
at B (Chicago: Government Finance Offic-
ers Association, 1995).

2. N.C.GEen. StaT. § 159-34. Hereinaf-
ter the General Statutes will be cited as G.S.

3. Governmental financial statements
sometimes report these interfund loan ar-
rangements with the "due to/due from” ter-
minology discussed earlier. Although this is
technically not prohibited, the use of the
different language is designed to identify
clearly the underlying nature of the trans-
action.

4. GAAP define "availability” as rev-
enue collected in cash as of the end of the
fiscal year. or within a short period follow-
ing the end of the fiscal year. The North
Carolina Local Government Commission
recommends that the availability period be
no more than sixty days. In practice the
short period is usually sixty to ninety days
following the balance sheet date.

5. G.S.158-13(b)(16).

6. If a government also has expendable
trust funds, they will be included in a sepa-
rate column on this statement. The technicr
title of a governmental fund operating star
ment is Combined Statement of Revenues.
Expenditures and Changes in Fund Bal-
ances.

7. The technical title of this statement
is Combined Statement of Revenues, Ex-
penditures and Changes in Fund Balances—
Budget and Actual. Most governments pre-
pare additional statements and schedules
that exhibit budgetary compliance for indi-
vidual funds. For example, if a government
prepares a comprehensive annual financial
report, such information is included therein.

8. The technical title of the proprietary
fund operating statement is Combined
Statement of Revenues, Expenses and
Changes in Retained Earnings. If a povern-
ment also has a nonexpendable trust fund, it
will be included in a separate column on this
statement.

9. The technical title of the statement
of cash flows is Combined Statement of
Cash Flows.

10. Governments also may include cash
equivalents.

I1. Investment income is reported mi-
nus appreciation or depreciation of the fair
value of investments, as well as administra.
tive costs and costs associated with inves
ment management (for example, an inves
ment adviser's fees).
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Governmental GAAP are pro- The challenge is to include them
79°RAA 4N1 181 207 921 .-AN 37

mulgated by the Governmental Ac-
counting Standards Board, or GASB. The
GASB has been the primary standard-
setting body for governmental GAAP
since its inceprion in 1984. Current
reporting requirements for governments
have been in place for decades, amended
in various ways by the GASB. The cur-
rent reporting model, as described in
Part 1 of this article, has served users
well, but early on, the GASB indicated
its intention 1o thoroughly research
ways to improve the usefulness of gov-
crnmental reports. The new reporting
standards summarized in this arricle are
the culmination of a fifteen-year project.

In June 1999 the GASB issued Basic

The author is an Institute of Government
faculty member who specializes in
governmental accounting and financial
reporting. Contact him at allison@iogmail,
iog.unc.edu.
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Financial Statements—and Management's
Discussion and Analysis—for State and
Local Governments (GASB Statement
No. 34). This standard is designed to ex-
pand the usefulness of governmental re-
ports by addressing operational as well
as fiscal accountability. Operational ac-
countability “requires that a government
demonstrate the extent to which it has
met its operating objectives efficiently
and effectively . . . and whether it can
continue to do so.™ Fiscal accountabiliry
“requires that governments demonstrate
compliance with public decisions con-
cerning the raising and spending of pub-
lic monies in the short term (usually on
budgetary cycle or one year).”™ Current
financial reporting requirements always
have focused on fiscal accountabiliry, with
an emphasis on various compliance is-
sues, such as budgerary and statutory
requirements. In truth, that is the focus
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without compromising or diminish-
ing the uscfulness of the current model’s
strengths, specifically its fund-based in-
formation. The GASB has attempred to
achicve this balance by adding an addi-
tional level of financial reporting to the
GAAP-mandated external financial state-
ments that is specifically designed to fo-
cus on a government’s operational ac-
countability.

Even though the GASB released the
pronouncement cstablishing the new
standards in June 1999, it readily recog-
nized that the changes in external finan-
cial reporting requirements would be
time-consuming to implement and, in
some cases, costly. Therefore it estab-
lished a schedule that takes into account
the perceived readiness of governmental
entities to implement the new standards.
The GASB generally believed thar large
governments would be in a better posi-
tion to implement the standards earlier



than the small entities, and the schedule
reflects this belief. Thus, depending on
the size of their revenue base,’ govern-
ments in North Carolina must imple-
ment the new standards as follows:

Phase 1—Revenue base of $§100

million or more

Financial reports for fiscal years ended
June 30, 2002

Phase 2—Revenue base of between

310 million and $100 million

Financial reports for fiscal years ended
June 30,2003

Phase 3—Revenue base under $10 million
Financial reports for fiscal years ended
June 30, 2004

Financial Reporting
Requirements

The combined financial statements and
note disclosures discussed in Part 1 of
this series make up what is currently
known as the general purpose financial
statements. These financial statements
represent the minimum necessary to be
in accordance with GAAP. The new fi-
nancial reporting model replaces the
concept of general purpose financial
statements with a somewhar different
reporting structure, as follows:

* Management’s Discussion and
Analysis (MD&A)

 Basic Financial Statements
Government-wide Financial
Statements
= Statement of Net Assets
* Statement of Activities
Fund Financial Statements
Note Disclosures

® Other Required Supplementary
Informartion

In general, the fund financial state-
ments, note disclosures, and other re-
quired supplementary information are
very similar to what is currently required,
and accordingly they are the focus of Part
1 of this series. This article focuses on the
MD&A and the government-wide finan-
cial statements, which basically are new
reporting requirements. Notable changes
to the fund financial statements and the
note disclosures are highlighted.

Management’s Discussion and Analysis
The MD&A has its roots in private-
sector reporting. Its primary purpose is
to “provide the narrative introduction
and overview that users need to interpret
the basic financial statements.”® Con-
sidered required supplementary informa-
tion, the MD&A should prove to be a
useful document to accountants and
nonaccountants alike for a summary of
key data reported in the financial state-
ments themselves.” This document rep-
resents management’s Opportunity to
present both a short- and a long-term
analysis of its entity’s activities and finan-
cial condition. The MD&A is not the
proper forum for subjective information,
such as goals, objectives, forecasts, and the
like. Rather, it is a summary and analysis
of currently known facts and financial
dara.

The general information required to
be reported in the MD&A is as follows:

= A brief discussion of the basic finan-
cial statements of the government,
highlighting their relationship to
one another and the information
that each is intended to provide

e Condensed financial information
based on the government-wide
financial statements, as well as the
fund financial statements

* An analysis that informs users
whether the government’s financial
situation has improved or deterio-
rated

¢ A discussion of relevant budgetary
events, such as significant amend-
ments to the original budget and
significant differences between
budgeted and actual amounts

» Any currently known facts or other
information that would or could
have a direct bearing on the gov-
ernment’s financial condition

The MD&A focuses on the current
year and generally provides a comparison
with the previous year’s operations. Al-
though relevant charts, graphs, or other
visual aids are not required, enhancing
the narrative with them is useful.

Most managers and elected officials
are familiar with a comprehensive annu-
al financial report (CAFR). Entities that
prepare CAFRs include a letter of trans-
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mirtal in its introductory section. A let-
ter of transmittal is not the same as an
MD&A, nor is the MD&A designed to
replicate or replace the letter of trans-
mittal. A lerter of transmital is generally
a formal transmission of the CAFR to
the users and describes the formar of the
document, the broad policies of the gov-
ernment, and any other subjective infor-
mation (for example, goals, objectives,
and forecasts) deemed useful by man-
agement. Governmental entities that pre-
pare CAFRs must continue to include a
letter of transmirral, in addition to an
MD&A. Governmental entities that do
not prepare CAFRs still will be required
to prepare an MD&A. The two docu-
ments should not duplicate information.
The limited financial analysis thart cur-
rently appears in many letters of trans-
mirttal will be moved to the MD&A
when the new reporting standards are
implemented. Otherwise, the general
information included in the letter will
remain the same.

Basic Financial Statements

Governmental entities report their finan-
cial information in three broad categories
of funds: governmental, proprictary, and
fiduciary. Within cach category, several
fund types are available to account for
all the government’s activities and ser-
vices (see Table 1). The basic financial
statements provide two different per-
spectives on the government’s financial
situation: government-wide information
and fund financial information, both of
which are supported by a single set of
note disclosures (notes containing criri-
cal details abour important financial
issues—for example, significant ac-
counting policies, components of invest-
ment portfolios, capital assets informa-
tion, and specifics about the types of
long-term indebtedness the government
has incurred). Government-wide infor-
mation basically represents the new re-
porting requirements, whereas the fund
financial information represents infor-
mation similar to what is currently re-
quired by GAAP. In broad terms the
government-wide financial information
presents a picture of the government as a
whole, focusing on the governmental
funds and enterprise funds only, and
including all their respective assets and
liabilities. In contrast, the fund financial
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Table 1. Fund Types

General fund

Accounts for general operations of government

(e.q., legislative, administrative, public safety,
sanitation, and recreation)

Special revenue fund

Accounts for legally restricted revenue sources,

those that must be used for particular activities
(e.g., E-911 taxes and community development

block grants)

Debt service fund

Accounts for resources that governments are

required to accumulate to pay debt service in

tuture years

Capital projects fund

Accounts for major capital activities or

construction that is being financed by
governmental resources (e.g., taxes) or by bonds
that will be repaid by governmental resources

Permanent fund

Accounts for resources that are legally restricted

by a trust agreement according to which the
earnings, but not the principal, are to be used for
services or activities that benefit the government
or its citizenry as a whole (e.g., perpetual care
funds for government-owned cemeteries)

Enterprise fund

Accounts for activities that are usually supported

by user fees (e.g., water, wastewater, electricity,
and natural gas services)

Internal service fund

Accounts for internal activities that provide service

to other departments (e.g., government motor
pools, in-house print shops, and warehousing for
utility activities)

Fiduciary funds

Account for various activities for which

government acts as fiduciary (e.g., pension plans,
execution of private-purpose trusts, and taxes
collected on behalf of other governments)

information focuses on all the major
funds of a government, including the
fiduciary funds, and it retains the tradi-
tional measurement focuses (that is, cur-
rent financial resources for governmen-
tal funds and total economic resources
for proprictary funds, described in more
detail later in this article) required by
current GAAP.

Government-wide Financial Statements
The primary feature of the new reporting
requirements is the government-wide fi-
nancial statements. These statements are
similar to private-sector financial infor-
mation in that they are designed 10 pre-
sent a picture of an entity as a whole, as
opposed to by fund. These statements
focus on two broad types of activities:
governmental and business-type.

Under current GAAP, balance sheets
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of governmental funds (that is, general,
special revenue, capital projects, debt
service, and permanent funds) focus on
financial assets and financial liabilities.*
A “financial asset” is an asset thar either
is in cash form or will convert to cash in
its natural course. A “financial liability”
is a very short-term liability, to be paid
off soon, presumably with cash that is on
hand or will be received in the near
future. This focus is consistent with the
budgetary approach 1o management that
is characteristic of the governmental
environment. Also, for assessing the
short-term financial liquidity of a gov-
ernment (for example, the resources
available to finance current activities),
this limited focus serves a useful purpose.

However, governmental funds also
own “nonfinancial assets,” assets that
cannot be spent but are used by the gov-
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ernment for their intended purpose.
These are capital assets such as land,
buildings, equipment, and vehicles. Al-
though not spendable, they are of signifi-
cant worth and cannot be ignored when
assessing an entity’s overall net worth.
Likewise, governmental funds also have
“long-term liabilities.™ those thar are not
due immediately but will be paid back in
future periods. Although the government
is not currently using resources 1o repay

these long-term liabilities, it needs to

accumulate resources to do so in the
future. Accordingly, all short- and long-
term liabilities must be taken into ac-
count when assessing the overall ner
worth of an entity.

Operating statements of governmental
funds reporrt their revenues and expen-
ditures. Per current GAAP, governmental
funds focus on current financial re-
sources. Thus, revenues are recognized
only when they are considered available,
as opposed to when they arc carned.
Governmental fund operating state-
ments arc similar to a checkbook repis-
ter. Revenues are like deposits; expendi-
tures are like withdrawals. Again, this is
useful informartion when focusing on
spendable resources only, but it falls
short when assessing the overall earn-
ings (that is, revenue earned but not nec-
essarily available) of the fund and thus
its total economic picrure.

The government-wide statements
provide the total economic picture for
governmental activities and business-
type activities. Specifically, povernmen-
tal funds are aggregated. The financial
and nonfinancial assets of the funds are
reported, as are the financial liabilities
and long-term liabilities. Revenues for
the aggregated funds are reported when
carned, not just when available in cash.
The aggregation results in a single col-
umnar presentation known as “govern-
mental acrivities.”

Proprictary funds, which include en-
terprise and internal service funds, cur-
rently focus on all asscts and liabilities in
their individual fund presentations, as
well as on all revenuc that is carned, not
just that which is available. However,
for purposes of assessing the govern-
ment as a whole, the activities of an
internal service fund should not be con-
sidered. Internal service funds are simply
an internal accounting and reporting



mechanism for internal services (for exam-
ple, in-house print shops). They do not
enhance or limit the government’s financial
condition as a whole. The business-type
activities column therefore represents
only the entity’s enterprise funds.

The government-wide financial state-
ments do not include the fiduciary activ-
ities of a government. This information is
reported in the fund financial statements.
Since fiduciary activities are controlled
by trust agreements and independent
parties, they do nor enhance or limir the
governmental entity’s economic picture
as a whole.

Statement of Net Assets

The standard accounting equarion of
“assets = liabilities + equity™ also can be
stated as “assets — liabilities = nert assers.”
The statement of net assets (see Exhibit 1)
reports the total assets, the total liabili-
ties, and, accordingly, the net assets of
both the governmental and the business-
type activities of a government. The state-
ment can be used to answer the following
questions:

* What does each activity (that is,
governmental and business-type) of
the governmental entity own as of
June 30?

» Whar does each acriviry of the gov-
ernmental entity owe as of June 30?

® Whar is each activity’s net worth as
of June 30z

Again, the uniqueness of the govern-
mental activities column on the govern-
ment-wide statement of net assets is that
all assets, not just financial assets, are
reported, as are all liabilities, not just
short-term liabiliries. Thus the net worth
(that is, the net assets) reflects the toral
economic picture of the governmental ac-
tivities, not just the spendable ner worth,
as the fund balance reflects in the fund

Exhibit 1
Sample City
Statement of Net Assets
December 31, 2002
Alternatively, the internal balances could Primary Government
be reported on separate lines as assels N
and liabilities. (See Appendix 3, Exhibit 1.) Govemmental Business-type Component
Activities Activities Total Units
ASSETS
Cash and cash equivalents $ 13,597,899 §$ 10,516,820 $ 24,114,719 $ 303,935
Investments 27,365,221 64,575 27,429,796 7,428,952
Receivables (net) 12,833,132 3,609,615 16,442,747 4,042,290
Internal balances «— | 313,768 (313,768) —_ —
Inventories 322,149 126,674 448,823 83,697
Capital assets
Land, improvements, and construction in progress 28,435,025 6,408,150 34,843,175 751,239
Other capital assets, net of depreciation 141,587,735 144,980,601 286,568,336 36,993,547
Total capital assels 170,022,760 151,388,751 321,411,511 37,744,786
Total assets 224,454 929 165,392,667 389,847,596 49,603,660
LIABILITIES
Accounts payable and accrued expenses 7,538,543 786,842 8,325,385 1,803,332
Deferred revenue 1,435,599 — 1,435,598 38,911
Long-term liabilities
Due within one year 9,236,000 4,426,286 13,662,286 1,426,639
Due in more than one year 83,302,378 74,482,273 157,784,651 27,106,151
Total liabilities 101,512,520 79,695,401 181,207,921 30,375.033
NET ASSETS
Invested in capital assets, net of related debt 103,711,386 73,088,574 176,799,960 15,906,392
Restricted for:
Capital projects 11,290,078 — 11,290,079 492,445
Debt service 3,076,829 1,451,996 4,528,825 —
Community development projects 6,886,663 == 6,886,663 ==
Other purposes 3,874,736 — 3,874,736 =
Unrestricted (deficit) (5,897,284) 11,156,696 5,259,412 2,829,790
Total net assets $122,942,409 $ 85,697,266 $208,639,675 $19,228,627

Source: Portions of GASE's Guide to Implementation of GASB Statement 34 on Basic Financial Statements—and Management's Discussion and
Analysis— for State and Local Governments: Questions and Answers, copyrighted by the Governmental Accounting Standards Board, 401 Merritt 7,
P.O. Box 5116, Norwalk, Connecticut 06856-5116, are reprinted with permission. Complete copies of this publication are available from the GASE.
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financial statements. In contrast, the busi-
ness-type activities column is basically the
same as the total enterprise funds report-
ed in the fund financial statements.

Part 1 of this series provides a de-
tailed overview of the types of assets and
liabilities that are common to a balance
sheet, as well as the terminology used
for equity (that is, “fund balance” for
governmental funds and “rerained earn-
ings” for proprietary funds). With the
exceprion of the equity terminology,
these same rypes of assets and liabilities
are generally found on the statement of
net assets. Accordingly, this article fo-
cuses on the specific differences berween
the statement of net assets and the afore-
mentioned balance sheer.

Infrastructure. As stated earlier, the
government-wide statement of nert assets
will include all assets of the governmen-
tal and business-type activities. Included,
however, for the first time will be infra-
structure assets of the governmental
acrivities. These are roads, bridges, side-
walks, and the like—assets that are cer-
tainly significant in value burt of use only
to the government. Heretofore these
assets have not been included on the bal-
ance sheet of governmental entities.
However, the GASB believes that it is
important to include this information in
order to give users a complete economic
picture of the government. Governments
will be required 1o include infrastructure
as an asset as it is procured, but they also
will have to include infrastructure ac-
quired within approximately the last
rwenty years.’

This will  be
consuming to implement and could be
costly in some jurisdictions. Although
procuring professional services to help
with the identification and the capitaliza-
tion of these assets is certainly not re-
quired, many enrities may have to do so.
Realizing the difficulties that govern-
ments might encounter, the GASB is
allowing additional time for implemen-
tation of the retroactive portion of in-
frastructure capitalization. Specifically,
Phase 1 and Phase 2 governments have
an additional four years from the re-
quired implementation date of the new
standards to get this piece into place.'
However, new infrastructure will have to
be included when the initial implementa-
tion of the standard is required.

requirement time-
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Net assets. In the new government-
wide financial statements, equity termi-
nology for both the governmental and
the business-type activities will be “net
assers.” This terminology reflects the
restatement of the accounting equation:

Assers — Liabilities = Net Assets

As described earlier, both governmen-
tal and business-type activities focus on
total economic resources. Each acriviry
reports all assets, not just those that are
liquid, and all liabilities, not just those
that are current. Thus their net worth
(that is, assets minus liabilities) results in
a ner assets figure that includes both
expendable and nonexpendable pieces.
This may be best illustrated with an ex-
ample. Assume that a governmental fund
has the following financial assets and
financial liabiliries: ‘

Financial Assets

Cash $ 65,000
Investments 576,400
Taxes receivable 243,500
Due from other funds 25,000
Total assets $£909,900
Financial Liabilities
Accounts payable $ 46,899
Salaries payable 15,750
Due to other funds 95,000
Due to other governments 188,000
Toual liabilities $345,649

Using the accounting equation, the net
assets, or net worth, of this entity would
be $564,251. Since all the assets are
financial assers (that is, cash or assets
that will convert to cash) and all the lia-
bilities are short-term, the net assets of
$564,251 reflect an amount that will
eventually be available to spend for
other items, assuming that there are no
specific restrictions on it. Per current
governmental GAAP, this reflects how
governmental funds are reporred: the
measurement focus is on current finan-
cial resources. Also, the ner assers are
simply known as the “fund balance.”

However, using the same assumptions
yet introducing nonfinancial assets (for
example, capital assets) and long-term li-
abilities results in a significant difference
in the informarion being revealed by the
net assets amount:
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Financial Assets

Cash $65.000
Invesrments 576.400
Taxes receivable 243,500
Due from other funds 23,000
Capital assers 2,250,000
Total assets $3,159,900
Financial Liabilities
Accounts pavable $46.899
Salaries payable 15.750
Due to other funds 95,000
Due to other governments 188,000
Bonds payable 2,550,000
Total liabilities $2,895,649

Although the entity has the same
amount of liquid assets and short-term
debr, net assets are only $264,251. From
a total economic perspective, consider-
ing all spendable and nonspendable
assets, as well as all labilities that the
entity will evenrually have to pay. its net
worth is significantly less. The first cal-
culation answers a limited question: What
are net spendable resources for rhe cur-
rent period? The second calculation
answers a much broader question: What
is the entity’s net worth overall? Each
calculation is equally valuable, but the
information is used for different pur-
poses. For example, the latter calcula-
rion of net worth cannot be used simply
to identify what is spendable. Likewise,
the former calculation does not assess an
entiry’s toral net worth.

The GASB believes that both types of
information are useful and should be
available to users of governmental fi-
nancial statements to assess both spend-
able net worth and total economic net
worth. Current GAAP provide only
spendable net worth information for
governmental funds. The net assets cal-
culated on the new government-wide
financial statements for governmental
activities provide the total economic per-
specrive.

Nert assets are divided into three clas-
sifications, as follows:

= |nvested in capital assets, net of
related debt
This amount is calculated by sub-
tracting any outstanding debt
incurred to procure capital assets
from the value of the assets them-
selves. Obviously this category of
net assets does not reflect a spendable
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portion. For most governmental
jurisdictions in North Carolina,
this will be a positive amount.

P estricted net assels

This amount reflects nert assets
whose use is restricted by indepen-
dent external third parties. Assets
that would be part of this calculation
are cash, investments, or receiv-
ables related to grants or restricted
shared revenues. A common North
Carolina example is Powell Bill
assets held by a municipality but
not yet spent. The state restricts use
of those assets to specific street
construction and maintenance proj-
ects. Again, for most governmental
jurisdictions, this will be a positive
amount unless there are significant
outstanding restricted liabilities.

Unrestricted net assets

In short, this amount reflects all net
assets that were nor classified into
one of the other two categories. This
would rypically be all noncapital or
unrestricted assets, such as cash,
investments, and receivables, minus
all noncapital liabilities, such as
accounts payable. There are numer-
o scenarios in which this amount
could acrually be negative, though
that does not necessarily indicate

a problem. It could simply mean
thar at present, certain long-term
liabilities exceed the currently
available spendable assets. Assets will
need to be accumulated to repay
these liabilities as they come due in
the future. (For a further discussion
of potentially negative unrestricted
net assets in North Carolina govern-
ments, see the sidebar on this page.)

Statement of Activities

The new government-wide operating
statement is referred to as the “statement
of activities” (see Exhibit 2). This state-
ment reports the changes in a govern-
ment’s net assets during the year. As with
the statement of net assets, the focus is on
the entity’s governmental and business-
type activities. The statement of acriviries
rcports the revenues earned and the ex-
penses incurred during the year. The ter-
minology used in the statement remains
cenerally consistent with the current re-
porting model, which is explained in Part
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NEGATIVE UNRESTRICTED
NET ASSETS

Any of the three classifications of
net assets (that is, invested in capital
assets, restricted net assets, and
unrestricted net assets) may be
negative amounts. However,
negative amounts are going to be
most commeon in the “unrestricted
net assets” classification. For North
Carolina counties, negative amounts
in “unrestricted net assets” will

not be unusual because the North
Carolina General Statutes require
counties to issue debt on behalf of
the schools. This debt remains a
legal liability of the county, while
the assets procured by the proceeds
(school buildings, school equipment,
and so on) become the property

of the school district. In short, the
county has debt but no assets to
offset it; the schools have assets

but no debt to offset them. Even
though the debt proceeds will be
used for capital procurement, the
capital is not that of the county.
Therefore the outstanding liability

is an offset not in the “invested

in capital assets” classification but
in the “unrestricted net assets”
classification. With no asset offset,
the liability often will result in a
negative “unrestricted net assets”
calculation.

Ironically, counties where explo-
sive growth is occurring will actually
be more negatively affected. These
counties are issuing more and more
debt to keep up with the need for
additional school facilities. Managers
and elected officials should not
interpret these negative amounts
as an indication of financial diffi-
culties. Similarly, large positive
"invested in capital assets” amounts
in the school systems' financial
statements should not be con-
sidered an indication of spendable
net worth.

1 of this series. The focus here is on the
unique aspects of the new government-
wide statement.
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The most noticeable difference in the
new statement is its formart. The focus is
actually expenses, followed hy various
types of revenues. This reflects the fact
that, in the public sector, “the goal is 1o
provide needed services, not maximize
revenue.”!" Information is broken down
by functional categories in both the gov-
ernmental and the business-type activi-
ties. For governmental activities these
functional categories include, bur are not
limited to, general governmental scrvices,
public safety, public works, recreation,
and sanitation. Examples of business-type
functional categories are water, waste-
water, and electric opcrartions.

Program revenues. The statement of
activities is actually read horizonrally.
An expense column is presented first,
followed by three categories of program
revenues. Program revenues are defined
by GASB Statement No. 34 as revenuces
derived “directly from the program irsclf
or from parties outside the reporting
government's taXpayers Or citizenry, as a
whole; they reduce the net cost of the
function to be financed from the govern-
ment’s peneral revenues.™ " Program rev-
enues are reported in three categories:

 Charges for services

* Program-specific operating grants
and conrtributions

 Program-specific capital grants and
contributions

Charges for services typically include
user fees such as parbage collection fees
or water charges. Grants and contribu-
tions are resources received by the gov-
ernment whose grantors or contributors
require use for either operating or capiral
purposes in specified functional areas.
Common examples for North Carolina
governments are Powell Bill funds and
communiry development block grants.

These revenues reported in
columns following the expense column.

are

Net columns are then presented for gov-
ernmental acrivities or business-type
activities. For most of the functional cat-
egories, especially for the governmental
activities, this net amount will reflect a
deficit. This does not indicate financial
difficulties or any type of loss. It simply
reflects the fact that governmental enti-
ties do not fund the majority of their
functional services with charges, grants,
or contributions intended to cover the



full cost of those services. Instead, gen-
eral, unrestricred revenues such as taxes
subsidize these activities.

Below these amounts, the statement
of net assets'includes all the governmen-
tal entity’s general revenues. General
revenues include, but are not limited to,
taxes (for example, property taxes, sales
taxes, and income taxes), interest, unre-
stricted grants and contributions, and
transfers between governmental and
business-type activities. Again, this for-
mat visually represents how governmen-
ta! entities are generally structured. Tax-
ation and revenue sources of a similar
type subsidize public-purpose functions
that rarely could be considered self-
sufficient.

The net effect of expenses, program
revenues, and general revenues is either
an increase or a decrease in net assets of
both the governmental and the business-
type activities. The ending nert assets
for each activity should agree with the
net assets reported on the statement of
net assets. In summary, the statement
of net assets is a snapshort of all assets,
liabilities, and net assets at the end of
the fiscal year (June 30 for North Caro-
lina governments). The statcment of
activities reports all the transactions for the
governmental or business-type activities
throughout the year that cither increase or
decrease the applicable activities’ net assets.

Fund Financial Statements
--andiiote Digdiocsures.
As noted earlier, the gew financial re-
- porting model presents financial infor-
mation from.two different perspectives.
“The government-wide financial state-

ments provide information on the gov-

ernmental and business-type activities as
a whole, and the fund:financial state-
ments, focus on the individua! funds.
Specifically the governmental fund in-
formartion focuses on current financial
resources, while the proprietary and fi-

duciary fund information focuses on

total economic resources. The reporting
requirements fpor the fund financial
statements age adequately summarized
in Parc.1 of thig series and thus arg not
repeated in.this 2rticle. In short, balance
sheets, operating stzte
ments of cash flow (for proprietary
funds) for rach major fund are included
in the. fund financiatstatements.

'ments; and sfake-
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'since this informarion

The new reporting requirements
include a reconciliation berween the
government-wide and the fund financial
statements. This reconciliation should
prove invaluable for users to understand
why certain information is included on
one statement but not on another, or
how a transaction can be viewed from
the perspective of either current financial
resources or total economic resources.

Another required element of the basic
financial statements is the note disclo-
sures. Obviously, some changes were
necessary to incorporate explanations
of the new government-wide financial
statements (for example, describing the
measurement focus used and the inclu-
sion of infrastructure assets). Generally,
though, the form and the content of the
note disclosures have remained un-
changed.

North Carolina governments are
required to adopt budgets for each of
their funds except internal service and
fiduciary. Budgetary comparisons must
be presented in the fund financial sec-
tion. GASB Statement No. 34 gives gov-
ernmental entities the option to include
budgetary information as other required
supplementary information. Making
Budge(ary information required supple-
mentary informartion lessens the audit
coverage to which it is subject. However,
is critical to
exhibiting compliance with state bud-
getary statutes, North Carolina govern-
ments will be required to include these
budgetary presentations as basic finan-
cial statements.

Conclusion

This article is intended to provide
raanagers and elected officials with an over-
view of the new financial reporting require-
ments thar will be affecting governments
all across the nation. It is impossible 1o
teach governmental GAAPD in the con-
text of an article like this. However,
Parts 1 and 2 of this series highlight for
managers and elected officials the funda-
mental information included in the new
financial reporting model, in the hope
that these officials will better understand
how to interpret financial information
and ultimately better fulfill their fiduci-
ary responsibilities.
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Notes

1. For purposes of this article and in
terms of the scope of jurisdiction of the
Governmental Accounting Standards Board
(GASB), “governmental entities ™ are ti2.¢ and
local governmental entities only. They include,
bur are not limited o, counties, municipalities,
public school systems, public authorities,
public colleges and universities, and similar
entities. The federal government is not subject
to the GASB’s reporting requirements.

2. This article does not review the current
governmental reporting requirements. Refer
to the Spring 2000 issue of POPULAR
GOVERNMENT, page 23, for that information.

3. STEPHEN ]. GAUTHIER, AN ELECTED
OFRCIAL'S GUIDE TO THE NEW GOVERNMENTAL
FinanciaL RErORTING MODEL 13 (Chicago:
Gov't Finance Officers Ass'n, 2000).

4. GAUTHIER, AN ELECTED OFFICIAL'S
GUIDE, at 13.

5. The “revenue base™ is defined as total
governmental fund revenues (that is, peneral,
special revenue, debt service, and capiral
projects) and enterprise funds (for example,
utiliy funds). For North Carolina govern-
ments, the revenue base is as of Junc 30, 1999,

6. GAUTHIER, AN ELECTED OFFICIALS
GUIDE, at 23.

7. “Required supplementary informa-
tion™ is information required to be included
in the financial statements to be in accordance
with GAAT but not subjecr 1o the same
level of audit coverage as the basic financial
statements.

8. A balance sheet reports the assets, the
liabilities, and the equity (thart is, the net
worth) of a governmental enrity. Refer to Part
1 of this series in the Spring 2000 issue of
PoruLak GOVERNMENT for a complete
description of a balance sheet.

9. The reporting standards actually require
governments in Phase 1 or 2 of implementation
to include major infrastructure assets acquired
in the fiscal years ending after Junc 30, 1980.
For North Carolina governments, this is for
infrastructure acquired since July 1, 1980.

10. Phase 1 North Carolina governments
will have until the fiscal year ending June 30,
2006, to implement the retroactive portion of
the infrastructure reporting requirement; Phase
2 North Carolina governments will have until
the fiscal year ending June 30, 2007.

11. GAUTHIER, AN ELECTED QFFICIAL'S
GUIDE, at 28.

12. General Accounting Standards Board,
Basic Financial Statements—and Manage-
ment’s Discussion and Analysis— for State and
Local Governments, Statement No. 34, § 48
(Norwalk, Conn.: GASB, June 1999).

13. GASB Statement No. 34 requires pov-
ernments to report by major fund. Govern-
ment officials can determine major funds by a
calculation based on materiality, or they have
the discretion to declare any or all of their
funds “major.™
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