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I ntroduction

Governmental accounting is a specialized area lat undergone
significant changes over the past few decades. Asergmental
accounting standards have developed, the commexif preparing
financial statements for governmental entities hgveatly increased.
Providing meaningful financial information to a widange of users is not
an easy task. Adding to these challenges, the @mamtal Accounting
Standards Board (GASB) recently introduced sweepgingnges to the
governmental financial reporting model.

Currently, governmental accounting standards at&bkshed by the
GASB. The GASB is a “sister” organization to thedhncial Accounting
Standards Board (FASB). The FASB establishes adtmustandards for
private sector entities, including both commer@atities and not-for-
profit organizations.

Prior to the formation of the GASB, governmentalcamting
standards were promulgated by the National CoumtilGovernmental
Accounting (NCGA). The first of several collectionsf municipal
accounting standards issued by the NCGA in 1934rbednown as the
“blue book.” Currently, the focus of the blue basko provide financial
statement preparers (and their auditors) with @etaand practical
guidance to implement authoritative accounting cads.
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This article discusses the following topics relatedhe background
on the development and purpose of governmentauatioq standards:

1. Entities covered by governmental accounting prilesip
2. Objectives of governmental accounting and finan@pbrting;
3. Hierarchy of governmental accounting standards.

The field of governmental accounting and auditiras lundergone
tremendous growth and development over the lashtiwiéeve years.
Generally accepted accounting principles for governts were once a
loosely defined set of guidelines followed by sogwernments and
governmental entities, but now have developed mghly specialized
standards used in financial reporting by an indngasumber of these
entities. Because of this standardization, usershble to place additional
reliance on these entities’ financial statements.

The GASB has completed its new model for financggdorting by
governments that results in a radically differembkd to governmental
financial statements from those of the past. Thieawe also been
substantive changes in the accounting principlesi us/ governments.
Governmental financial statement preparers, aiwgjitand users must
have a complete understanding of these requirementiwlfill their
financial reporting obligations.

1 Entities covered by gover nmental accounting
principles

In general, the following entities are covered bgveynmental
generally accepted accounting principles:

= State governments;

= Local governments such as cities, towns, courdies,villages;

= Public authorities such as housing finance, waded airport
authorities;

= Governmental colleges and universities;

= School districts;

= Public employee retirement systems;

= Public hospitals and other health care providers.

Governments covered by governmental accountingciptes are
sometimes distinguished as general-purpose govatsniehich include
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states, cities, towns, counties, and villages) aspmkcial-purpose
governments (which is a term used in GASBS 34 fer t® governments
and governmental entities other than general-pergosernments). Both
general-purpose and special-purpose governments caxered by
governmental generally accepted accounting priasipl

Not-for-profit organizations are not included withthe scope of
governmental accounting standards unless they anesidered
governmental not-for-profit organizations, nor #re federal government
and its various agencies and departments. NotHuafitprganizations and
the federal government are sometimes confused thghgovernments
that this book is addressing when they are homageninto something
commonly referred to as the “public sector.” Ndtpalblic-sector entities
are subject to governmental accounting principled standards (Granof
— Wardlow, 2003).

A definition of a governmental not-for-profit orgaation (subject to
the accounting standards promulgated by the GASBfjound in the
AICPA Audit and Accounting Guide Not-for-Profit Qagizations (the
Guide). The Guide defines governmental organizati@s “public
corporations and bodies corporate and politic.” @dtbrganizations are
governmental organizations under the Guide’s dadmiif they have one
or more of the following characteristics:

= Popular election of officers or appointment (or @wal) of a
controlling majority of the members of the orgamiaa’s
governing body by officials in one or more state local
governments.

= The potential for unilateral dissolution by a gaveent with the
net assets reverting to a government.

= The power to enact or enforce a tax levy.

The following are examples of “public corporatiortsiat are often
found at the state and local government level (RUpp008). These
organizations would usually be considered goverrategntities when
the definition provided in the Guide is applied.

» Public hospital,

= Economic developed corporation;
» Housing authority;

» Water and sewer utility;
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= Electric or gas utility;

= Off-track betting corporation;

» Industrial development authority;

= Educational construction authorities.

Typically, these organizations are created by aetidate legislatures.
Their continued existence and legal authority terafe can generally be
changed at the discretion of the state legislature.

GASBS 34 eliminated some of the apparent inconsiste that
existed in the past about financial reporting faveynmental not-for-
profit organizations. Prior to implementation of GBS 34, these
organizations were permitted to follow the AICPAdncial reporting
model for not-for-profit organizations, althougleyhwere subject to the
disclosure requirements contained in GASB Statesndntthe author’s
experience, these entities’ financial statementenofcontained many
inconsistencies in presentation and omissions qbiired disclosures.
Under GASBS 34, the accounting and financial repgrtfor these
organizations should be clear. They are speciglgme governments that
should follow the accounting guidance as delineateder GASBS 34
and should follow all applicable GASB disclosurqueements.

The implementation of GASBS 39 results in more footprofit
organizations being included within the financiaporting entity of a
government or governmental entity. In these caS&BS 39 does not
require that these not-for-profit organizations pbynwith the financial
reporting requirements for governments. Despité thelusion within a
government’s reporting entity, many of these typesrganizations (such
as fund-raising foundations) would not be considegovernmental
organizations and would still report their sepdyatissued financial
statements using the standards of the Financiabdmg Standards
Board (FASB). The financial statement preparer ghaucorporate the
not-for-profit organization’s financial statemer(teported using FASB
principles) within the governmental reporting modgising GASB
principles) which may require that the not-for-prafrganization actually
be reported somewhat separately from the primamemgonent, such as
on a separate page. Appendix E of GASBS 39 prowadedlustration of
including a not-for-profit organization foundatiomith a governmental
university.
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2 Objectives of gover nmental accounting and financial
reporting

The need for separate accounting and financialrtiegostandards for
governments depends on the identities of the grofipsaders and users
of the financial statements of state and local guwents, the objectives
of these readers and users, and the overall olgscbf governmental
financial reporting (IFAC, 2005).

In 1987, the GASB issued Concepts Statement 1, cigs of
Financial Reporting (GASBCS 1), which identifie® thrimary users of
the financial statements of state and local govenmtenand their main
objectives. To determine the objectives of govemmale financial
reporting, the GASB first set forth the followingigsificant
characteristics of the governmental environmentkiba— DiTommaso,
2006):

» Primary characteristics of a government’s structared the
services it provides;

= Control characteristics resulting from a governrisestiructure;

= Use of fund accounting for control purposes;

= Dissimilarities between similarly designated goveemts;

= Significant investment in non-revenue-producingitzd@ssets;

» Nature of the political process;

= Users of financial reporting;

= Uses of financial reporting;

= Business-type activities.

GASBCS 1 describes accountability as the “corneestoof all
financial reporting in governments. Accountabilityequires that
governments answer to the citizenry in order tdifyughe raising of
public resources and the purposes for those reseuAxccountability is
based on the general belief that the citizenryahaght to know financial
information and a right to receive openly declafacts that may lead to
public debate by the citizens and their electedesgntatives.

Interperiod equity is the concept underlying mariytlee balanced
budget legal requirements found in governmentschvimtend that the
current generation of citizens should not be abletift the burden of
paying for current-year services to future-yearpters. GASBCS 1
states that interperiod equity is a significantt mdraccountability and is
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fundamental to public administration. As such,eeds to be considered
when establishing financial reporting objectivesnafcial reporting
should help users assess whether current-yearueseare sufficient to
pay for the services provided that year and whéfltere taxpayers will
be required to assume burdens for services prdyipusvided.

Tab. 1: Characteristics of effective financial reporting.

UnderstandableSovernmental financial reporting should be exprésse
simply as possible so that financial reports can be
understood by those who may not have detailed
knowledge of accounting principles. This does neam
however, that information should be excluded from
financial reports merely because it is difficult to
understand.

Reliable The information presented in financiglags should be
verifiable, free from bias, and should faithfulgpresent
what it purports to represent. This requires threrfcial
reporting be comprehensive; for instance, nothing
significant or material is left out from the infoatnon to
faithfully represent the underlying events and ¢toials.
Reliability is affected by the amount of estimatiarthe
measurement process and by uncertainties inhereme|i
item being measured. To this end, financial repgrti
may need to include narrative explanations abaait th
underlying assumptions and uncertainties inheretite
process.

Relevant Relevancy implies that there is a clogechl connectio
between the information provided in financial repay
and its purpose. Information should be considered
relevant if it can make a difference in a user’s
assessment of a problem, condition, or event.

-

Timely If financial reports are to be useful, thayst be issued
soon enough after the reported events to affecsides.
Timeliness in some circumstances may be so eskentia
that it may be worth sacrificing some degree otmien
or detail in the information presented.
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Consistent Presumably, once an accounting primapleporting
method is adopted, it will be used for all similar
transactions and events. Consistency should exteald
areas of financial reporting, including valuatioethods
basis of accounting, and determination of the fongn
reporting entity.

Comparable Financial reporting should facilitatenparisons
between governments, such as comparing costs of
specific functions or components of revenue.
Comparability implies that differences between ficial
reports should be due to substantive differencéisan
underlying transactions or the governmental stinegtu
rather than selection among different alternatives
accounting procedures or practices.

Objectives of Financial Reporting

With all of the above factors taken into considerat GASBCS 1
describes what the GASB set forth as the finan@pbrting objectives
for governments. All of the financial reporting ebfives listed and
described below flow from what the GASB believesh® the most
important objective of financial reporting for gowenents:
accountability. The GASB concluded that the samjeatives apply to
governmental-type activities as to business-typgvites, since the
business-type activities are really part of theegament and are publicly
accountable (Tierney, 2007).

At a time when the GASB is significantly changine tfinancial
reporting model of governments, it is importanutawerstand and keep in
mind the underlying objectives of governmental fical reporting
described in GASBCS 1.

The preparer or auditor of a governmental entityisancial
statements must also understand these objectiesrtasf the framework
used to determine the appropriate accounting teatnfor the many
types of transactions that fall within a “gray” areMany times, the
precise accounting treatment for a particular tiatisn or type of
transaction is unclear from the promulgated stadslddnderstanding the
financial reporting objectives and the conceptuamfework with which
these objectives were developed provides additionalt in attempting
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to record these types of gray-area transactionsmihe spirit and intent
of the promulgated accounting standards.

3 Hierarchy of governmental accounting standards

The GASB is responsible for promulgating accoungmnigciples for
governments. The manner in which the GASB promeakgatccounting
principles depends somewhat on the pervasivenedstten degree of
impact that a new accounting principle is anticgolato have. Generally,
an issue or topic will be brought to the GASB’s eation for
consideration from any of a number of sources,uicly governments
themselves, independent auditors, the GASB boanmthlress, or GASB
staff. In addition, advisory committees, such ag tGBovernmental
Accounting Standards Advisory Council, may alsa@rimatters to the
GASB’s attention for consideration. Based on theutn of these
individuals, organizations, and groups regardingpartant technical
iIssues that need to be addressed, the GASB widlrmiete its formal
technical agenda. Once a matter is placed on th&B3A technical
agenda, staff resources are devoted to the issitutly and evaluate
various alternatives to address it. After the atitiesearch is completed,
the GASB staff may issue an Invitation to CommeftCj or a
Discussion Memorandum (DM) to solicit comments fridm constituent
groups regarding the advantages and disadvantafetheo various
alternatives available. Upon receipt and analybith® feedback from an
ITC or a DM, the GASB may be able to reach somgainconclusions
about the contents of a final accounting standtrthis is the case, the
GASB will issue an Exposure Draft (ED) for publionsment. If the
GASB still has remaining questions or feels thaditamhal feedback is
needed from the constituent community, it may iss&eliminary Views
document (PV). The PV sets forth preliminary viewrs an accounting
matter, but also poses additional questions tactimestituent community
with the hope of soliciting additional input to loecluded in the next
stage in the due process procedure, the ED.

For issues that are not very pervasive or comptexwhere the
alternatives are limited, the GASB will decide notissue an ITC or a
DM and move directly to issue an ED. This is thestrfoequently used
approach. ITCs and DMs are reserved for the morpoitant and
complex issues.
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The GASB evaluates and considers the feedbackn&atdiom an ED
and then issues a final Statement. If significdrnges result from the
feedback obtained from the ED, the GASB may chdosssue a second
ED before it proceeds to the final Statement.

The process described above would apply whetherGASB is
iIssuing a new Statement or an Interpretation ofxasting Statement. In
addition to Statements and Interpretations, the BASSues Technical
Bulletins (TBs) and Implementation Guides (usuatiglled “Q&As”
because of their question-and-answer format). The@sedocuments are
not subject to the same due process procedureslbabove for new
Statements and Interpretations. TBs and Q&As aigallg issued by the
GASB staff, but they may not be issued if, aftanew, a majority of the
GASB board obijects to their issuance.

GAAP Hierarchy for Governments

The levels of authority of the various types ofabtished accounting
principles and other accounting literature for goweents was actually
clarified by the American Institute of Certified IBic Accountants
(AICPA). The AICPA issued Statement on Auditing ri¢tards 69, The
Meaning of “Present Fairly in Conformity with Geally Accepted
Accounting Principles” in the Independent AuditoReport (SAS 69).
The purpose of SAS 69 was to define the framewdrkgenerally
accepted accounting principles that an auditor Ishaise to judge
whether financial statements are presented faiitiiinvthat framework.
SAS 69 divides established accounting principled atiher accounting
literature into two main categories: other-than-@uwownental entities and
governmental entities. Within each category, eshbtl accounting
principles are divided into four categories (ordesy, A through D, with
Category A being the highest level of authority.

Tab. 2: Hierarchy of generally accepted accounting principlesfor
governmental entities:

Level A | Officially established accounting principles consisGASB
Statements and Interpretations, as well as AICRARKSB
pronouncements specifically made applicable testad
local governmental entities by GASB Statements or
Interpretations.
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Level B | GASB Technical Bulletins and, if specifically made
applicable to state and local governmental entiiiethe
AICPA and cleared by the GASB, AICPA Industry Aualitd
Accounting Guides and AICPA Statements of Position.

Level C | AICPA AcSEC Practice Bulletins, if specifically mad
applicable to state and local governmental entéies cleared
by the GASB, as well as consensus positions obapgof
accountants organized by the GASB that attemptsach
consensus positions on accounting issues applitalskate
and local governmental entities. (This group, whiahuld
function as an Emerging Issues Task Force, habaeot
organized by the GASB.)

Level D | Level D includes Implementation Guides (Q&As) pshid
by the GASB staff and practices that are widelpgmized
and prevalent in state and local governments.

Conclusion

Governmental accounting is complex and specialaed of accounting.
This article was intended to be an introductionthe basic issues and
concepts. Governmental accounting is a dynamiccandtantly evolving

discipline and extensive guidance is available udhkr research any
specific governmental accounting issues.
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ABSTRACT

Governmental accounting in the US has undergornefisignt changes
and with it the complexities of preparing financiatatements for
governmental entities increased. The GASB, GovemaheAccounting

Standards Board establishes the rules for repofimagcial information

for non-profit and public entities. The most im@mt objective of
governmental accounting and financial reportingaesountability. The
GAAP hierarchy for governments consists of fourelsy each having a
varied degree of authority.
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