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CHAPTER 1:
INTRODUCTION TO ACCOUNTING AND FINANCIAL REPORTING FOR GOVERNMENTAL AND NOT-FOR-PROFIT ENTITIES

OUTLINE 

	Number
	Topic
	Type/Task
	Status

(re: 15/e)

	Questions:
	
	
	

	1-1
	Unique characteristics of governments and NFPs that create demand for accountability 
	Identify/Explain
	New

	1-2
	Distinguishing between general purpose and special purpose governments
	Identify
	New

	1-3
	Standards-setting bodies
	Contrast
	Same

	1-4
	Determining which standard-setting body sets standards for a nongovernmental NFP
	Identify/Explain
	New

	1-5
	Nature and significance of interperiod equity
	Evaluate/Explain
	Revised

	1-6
	Distinguishing between types of accountability 
	Contrast/Explain
	Revised

	1-7
	Measurement focus and basis of accounting
	Explain
	Same

	1-8
	Comprehensive annual financial report
	Describe
	1-9

	1-9
	Federal government performance and accountability report
	Identify/Describe
	New

	1-10
	NFP reporting of net assets
	Explain
	New

	Cases:
	
	
	

	1-1
	Internet Case—GASB 
	Internet/Written report
	1-2 Revised

	1-2
	Internet Case—FASB
	Internet/Written report
	1-1 Revised

	1-3


	Internet Case—FASAB 
	Internet/Written report
	Same

	1-4
	Research case—U.S. Government budget deficit and net cost of operations
	Written report
	New


	Exercises/Problems:
	

	1-1
	Examine the CAFR
	Examine
	Revised

	1-2
	Various
	True-False
	New

	1-3
	Various
	Multiple Choice
	Items 3, 4, 9, and 10 are new; other items are the same or revised

	1-4
	Concepts and reporting characteristics or requirements for governmental and NFP organizations.
	Matching
	New
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Answers to Questions
1-1.
FASB Statement of Financial Accounting Concepts No. 4 notes three unique characteristics that distinguish governments and not-for-profit organizations (NFPs) from business entities:

a.
Receipts of significant amounts of resources from resource providers who do not expect to receive either repayment or economic benefits proportionate to the resources provided.

b.
Operating purposes other than to make a profit.

c.
Absence of defined ownership interests.


Item a in particular creates a strong need for management to report on its accountability for resources received and how those resources are used in providing goods and services. 
1-2.
a.
GP


c.
GP

e.
SP

b.
SP



d.
SP


f.

GP
1-3.
Illustration 1-1 depicts the standard-setting jurisdiction of the FASB, GASB and FASAB. As shown, the FASB has responsibility for setting accounting and financial reporting standards for business enterprises and nongovernmental not-for-profit organizations. The GASB has responsibility for setting standards for state and local governments and governmental not-for-profit organizations. The FASAB has responsibility for setting accounting and reporting standards for federal government and its agencies and departments.

1-4.
Disagree.
As shown clearly in Illustration 1-1, nongovernmental NFPs fall under the FASB’s standard-setting jurisdiction.
1-5.
Interperiod equity, whether current period revenues are sufficient to pay for current period services, is an important component of accountability.  Failure to pay for current period services means that the financial burden is being passed to future year taxpayers who may not receive any benefit from the past services.
1-6. Operational accountability relates to whether a government is using resources efficiently and effectively in meeting operating objectives.  Fiscal accountability is also very important in government since it helps citizens and others assess whether officials have complied with current period budgetary constraints on how revenues are raised and expended.  Government-wide financial statements report on operational accountability since they focus on the flow of economic resources recognized on the accrual basis, similar to commercial accounting.  As such they report on the cost of services and take a medium to long-range perspective.  By contrast, governmental fund financial statements report on fiscal accountability by focusing on the inflows and outflows of current period financial resources. 
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1-7. Financial information related to the kinds of activities reported in governmental funds is reported in two different ways to meet two different reporting objectives.  The government-wide financial statements are intended to report on the government’s operational accountability and therefore these activities are reported in those statements using accrual accounting with an economic resources measurement focus—similar to commercial accounting.  In the governmental fund financial statements, the reporting objective is fiscal accountability, leading to the use of modified accrual and a focus on the flow of current financial resources.  As a result, the same underlying transactions result in different amounts being reported in the government-wide and governmental fund financial statements.  These differences must be reconciled so that readers can understand how the statements relate to each other.

1-8. A CAFR should have an introductory section, financial section, and statistical section.  The contents of each section are described briefly in the section headed Comprehensive Annual Financial Report.  Minimum requirements for general external financial reports are but a portion of the content of the CAFR.  The minimum requirements of the general external financial report include the basic financial statements (government-wide and fund), management’s discussion & analysis, and other required supplementary information (RSI).  As can be seen, the minimum requirements for the general external financial report do not include an introductory section, other supplementary financial information, or a statistical section.

1-9. The four sections of a federal agency’s performance and accountability report (PAR) are (1) an MD&A, which provides a brief overview of the entire PAR and describes the agency’s mission and performance goals, among other items; (2) the performance section, essentially consisting of the agency’s annual performance report (APR); (3) the basic financial statements, which are listed in this chapter; and (4) other accompanying information, such as information about the nation’s tax burden, the tax gap, challenges facing the agency’s management, and revenue forgone. 

1-10. The three required classifications of a NFP organization’s net assets are unrestricted, temporarily restricted, and permanently restricted.   Separately reporting these categories of net assets in the NFP’s financial statements (or in the notes to the financial statements) serves the need for management to demonstrate compliance with donor-imposed restrictions over contributions. 
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Solutions to Cases
1-1. Instructors may wish to provide specific instructions for the format of the students' brief reports. The GASB’s Web site (www.gasb.org) provides extensive information about the Board’s mission, structure, the due-process it follows in setting standards, and the role of its advisory council, the Governmental Accounting Standards Advisory Council (GASAC).  Significant information about the GASB’s strategic plan is also provided at the Web site.  

The GASB Codification of Governmental Accounting and Financial Reporting Standards is available for purchase from its Web site in either hardcopy or as a searchable computer data base called GARS, the Governmental Accounting Research System.  In addition, the GASB sells an annually updated compendium of its official pronouncements—Original Pronouncements and an annually updated Comprehensive Implementation Guide. The GASB’s Web site provides full information on how to order all publications and their cost, as well as information about becoming an annual subscriber to GASB pronouncements and due-process documents.
1-2
From the Standards tab of the FASB Web site www.fasb.org, select Accounting Standards Codification.  At the next window, under “Academic User,” select Academic Accounting Access.   When directed to that site select Registered User Log-in, then enter the User ID and password you can obtain from the financial accounting professor at your school or, perhaps, your accounting department office.  After log-in, you will have full access to the FASB Accounting Standards Codification at no charge.   From the browse list of the opening window, select “Industry” and then 958 - Not-for-Profit Entities.  From this link the following major topics can be accessed.       

10

Overall

20
Financially Interrelated Entities
30
Split-Interest Agreements
205
Presentation of Financial Statements
210
Balance Sheet
225
Income Statement 

230
Statement of Cash Flows 

310
Receivables
320
Investments—Debt and Equity Securities
325
Investments—Other 

360  
Property, Plant, and Equipment  

405
Liabilities                                                    

450
Contingencies
470
Debt
605
Revenue Recognition
715
Compensation—Retirement Benefits
720
Other Expenses
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805
Business Combinations
810
Consolidation
815
Derivatives and Hedging
840
Leases

1-3. Instructors may wish to provide specific instructions for their students' brief reports.  FASAB’s Web site may change over time, but the Web site does provide extensive information about the board’s mission, structure, and due-process. A good source of information is the Memorandum of Understanding between the Comptroller General, Director of OMB, and the Secretary of the Treasury that created the FASAB, which currently is a 9-member board. Because FASAB’s technical projects and members of the Accounting and Auditing Policy Committee will change over time, students should describe the projects and committee representation that currently exist. 

All statements and other pronouncements of the FASAB are contained in a compendium of all original pronouncements called Pronouncements as Amended and are available for downloading from its Web site at no charge.  All due-process documents are available at that site as well.
1-4. From the U.S. Treasury Department Web site, www.fms.treas.gov/fr, the most recent Financial Report of the U.S. government can be accessed.  The specific information required in this case will vary from year to year.   Generally, it will be easier for students to obtain the requested information from the Citizen’s Guide, which can be found immediately after the table of contents of the full financial report. 
a. For fiscal year 2010, the U.S. budget deficit (from Chart 1 of the Citizen’s Guide) was $1,294.1 billion compared with $1,417.2 billion in FY 2009, and $454.8 billion in FY 2008, a 184.5 percent increase over the three-year period.   Over the same period, the net operating cost of the U.S. government was $2,080.3 billion in FY 2010, $1,253.7 billion in FY 2009, and $1,009.1 billion in FY 2008, a 106.2 percent increase over the three years.  The cash-basis budget deficit decreased in FY 2010 because of increased tax revenues and decreased cash outlays.  However, the accrual-basis net operating cost climbed dramatically in FY 2010, largely because of increased benefits for the military and federal employees.
b.
The budget deficit is essentially a cash-basis measure of the extent to which outflows exceeded inflows.  By contrast, net operating cost is an accrual-basis measure that essentially measures the cost (expense) of operating government programs relative to revenues. 
c.
Little explanation is needed for the sky-rocketing budget deficit and net operating cost in recent years; both are products of the economic melt-down that occurred in FY 2008 and the resultant loss of revenues and outlays for the Troubled Asset Relief Program, the Emergency Economic Stabilization Act of 2008, the American Recovery and 
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Reinvestment Act of 2009, and the bailout of the automobile industry, among other items.
d.
Chart 4 of the Citizen’s Guide shows a five-year trend for the five largest components of the Net Cost of Operations. These components were the Department of Health and Human Services, Department of Defense, Social Security Administration, Department of the Treasury, and the Veterans Administration.  These components and their relative net costs of operations may change in future years from those for FY 2010.
Solutions to Exercises and Problems

1-1. As students may have different CAFRs, there is no single solution to this exercise. It works well to devote class time to asking students some of the questions listed in the exercise, and perhaps tabulating the numbers of reports containing statements that are audited (1) by CPAs, (2) by state auditors, and (3) by employees of the reporting government. If such a tabulation is made, students may be interested in knowing in which states the local governmental units are located that are audited by each of the classes of auditors (or whatever other characteristic is being tabulated).  Requiring that students download or obtain a hardcopy CAFR is a good exercise in obtaining financial information.  Allow students to share their experiences, as some organizations make it easier to get CAFRs than others. Remind students that governments are not required to prepare a full CAFR, so some governments may simply refer to their report as the “audited annual financial statement,” or even the “audit report.”  Budgets are often quite detailed and can be most useful for Chapter 12, so instructors may wish to have their student’s download or request a hardcopy budget document in addition to the CAFR.
1-2.
1.  T.



  

2.  F.  This would be a true statement if it referenced nongovernmental NFP organizations.

3.  F.  This statement is false since it applies both to governmental and NFP organizations.

4.  T.  

5.  F.  Governmental fund financial statements are intended to report on fiscal accountability.

6. 
T. 
7.
T.

8.
F.  The federal government and its departments and agencies are required to present an MD&A.
9.
T.

10.
T.

1-3.
1.  a.



  6.  b.

2.  c.
  7.  a.

3.  b.
  8.  a.

4.  d.
  9.  d.

5.  c.
10.  d.
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1-4. This is an exercise that may generate considerable discussion in class, as some of the answers will be absolutely true and others partially true, depending on individual judgments and interpretations.  Keeping this in mind, you may wish to provide some leeway in grading this exercise, depending on how literally you interpret the particular item’s relationship to type of organization.  
	Characteristic, Concept, or Financial Reporting Requirement
	State and Local Governments 
	Federal Government 
	Nongovernmental Not-for-profit Organizations 

	Organization-wide financial   
statements
	Y
	Y
	Y

	Management’s discussion and 
analysis (MD&A)
	Y
	Y
	N

	Annual performance report
	N
	Y
	N*

	Modified accrual
	Y
	N
	N

	Reporting of program expenses 
separate from supporting expenses
	N**
	N
	Y

	Absence of defined ownership 
interests
	Y
	Y
	Y

	Standards set by GASB
	Y
	N
	N

	Standards set by FASB
	N
	N
	Y

	Standards set by FASAB
	N
	Y
	N

	Standards focused on both internal 
and external users of financial information
	N
	Y
	N


*   
Technically, the answer here is “no.”   However, as discussed in Chapter 16, NFP health care entities are required to provide limited financial performance information as part of a “performance indicator.”  So, it is possible that an exceptionally bright student might reasonably answer this item as “yes” rather than “no.” 
**     
Referring to the statement of activities illustrated in Appendix A to Chapter 2, it might appear that program expenses are reported separate from supporting expenses.  To some extent, that is true.  But, in most cases, the expenses for state and local governments are reported by function rather than program and may include some supporting rather program expenses within those functions.  Either way, partial credit might be warranted here.
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