BACK TO BASICS

The Ins and Outs of Government
Fund Financial Statements

A broad understanding of government fund financial statements
helps SBOs manage district resources more effectively.

By Corey Arvizu, CPA

overnment fund finan-
cial statements may be
the most widely issued
financial statements by
a school organization. One reason
for their pervasiveness is that they
most closely represent the manner in
which school organizations operate,
budget, and make fiscal decisions.
Because school business officials
with responsibility for the various
areas reported in the fund financial
statements are often questioned
about them, some insights into gov-
ernment fund financial statements
can be helpful.

Context and Purpose

Because government fund financial
statements present current financial

data, the information is timely, rel-
evant, and more easily understood
compared to financial statements
presented in other industries.

Fund accounting has been a long-
standing method for governments to
account for resources, as it allows
for the evaluation of a funding
source on the basis of its specific
fiscal, compliance, and account-
ability objectives. The fund financial
statements also present information
using the fund’s perspective—that is,
General Fund, Debt Service Fund,
Capital Projects Fund—which is
familiar to many users of the finan-
cial statements in the government
environment.

A key aspect of interpreting fund
financial statements is understanding
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the intended objective of a “fund” in
government financial reporting. The
government funds are designed to
account for financial resources with
a specified purpose in a separate,
self-balancing account. The goal

of separate funds is to allow users
to identify and evaluate the use of
those resources in accordance with
applicable regulations, restrictions,
or limitations.

Unlike the business sector in
which financial statement users are
concerned primarily with the profit-
ability of the business, government
financial statement users have differ-
ent and unique needs that may not
be relevant for other users.

Government funds further distin-
guish themselves through a focus on
resources that are typically provided
by citizens, grantors, and taxpay-
ers for public services, without an
expectation of fully recovering all
costs associated with providing the
services. Fund accounting allows
the different users to clearly identify
and use the specific information they
need, as the information is disaggre-
gated from other information that is
not applicable to the particular pro-
gram or funding source.

Lastly, government funds repre-
sent most of the financial resources
of a school organization, including
general operations, grants, capital
projects, debt service, and other
special revenue resources. Although
school organizations may report
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certain activities in other fund types—such as an enter-
prise fund for food services or an internal service fund for
fleet operations—the significant portion of operations are
accounted for in government funds.

Accounting Methodology

As noted earlier, government fund financial statements
are particularly useful because of the accounting basis
used. The modified-accrual basis of accounting used for
government fund financial statements limits the nature
of the activity reported to short-term transactions. The
statements reflect the true nature of how school orga-
nizations’ expenditures fluctuate with regard to the
availability of resources, often not in the school organi-
zation’s full control.

A key aspect of interpreting fund
financial statements is understanding
the intended objective of a “fund” in
government financial reporting.

When reviewing and making decisions based on
government fund financial statements, it is important
to recognize the financial elements that are included or
excluded from these financial statements. For example,
although the entire amount of receivables due to the
school organization at the end of the year is reported,
only the portion of revenues considered measurable and
available is reported. The “availability” period is typically
60 days, with the remainder of revenues not collected dur-
ing this period being reported as “unavailable revenues.”

With the exception of certain long-term obligations
discussed below, expenditures are generally recorded in
the financial statements when the liability is incurred.
The differences between the “availability” period and
the expenditure recognition period often can cause gov-
ernment funds to be in a negative position at year-end
because of delay in receiving funds.

A noteworthy element of government fund financial
statements is the absence of certain assets and liabilities
that are typically reported on financial statements in
business. They include long-term obligations, such as
bond issuances, capital leases, compensated absences,
and pension obligations. Similarly, capital assets of the
school organization are excluded.

When long-term obligations are not liquated with
current resources and capital assets are not easily con-
verted to cash, there is assumed value in excluding these
elements from the short-term focus of fund financial
statements. As the related use of resources for these
transactions is reported as expenditures rather than a bal-
ance sheet-only transaction, excluding these items from
the fund financial statements allows users to assess how
the resources provided for the current period were used.
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One may question how decisions can be made effec-
tively without reporting long-term assets and liabilities.
Although the government fund financial statements
exclude these items, they are reported in the govern-
ment-wide financial statements should a user need a
complete long-term perspective of a government’s finan-
cial position.

With the exception of certain long-
term obligations discussed below,
expenditures are generally recorded
in the financial statements when the
liability is incurred.

In addition, there is inherent value in also presenting
current-period focus for government entities. The vast
majority of governments operate, budget, and make fis-
cal decisions on a near-term basis out of necessity rather
than by choice. Funding sources for governments fluctu-
ate annually—occasionally significantly. In addition,
such changes are most often imposed rather than elec-
tive, and at times during the fiscal year without manage-
ment control (i.e., voter-approved initiatives, legislative
funding changes, etc.).

Management Review

As the ultimate responsibility for the financial statements

rests with management, it is important that managers

take an active role in preparing and reviewing govern-
ment fund financial statements before issue. Although
auditors have certain responsibilities with respect to
providing assurance on the accuracy of the amounts
reported, the assurance provided is limited. Even if the
auditors help prepare the financial statements, manage-
ment should review and reconcile procedures to fulfill its
responsibilities related to the financial statements. Those
procedures are as follows:

e Develop a checklist or use a checklist provided by
the auditors to review the financial statements for
required elements.

e Review and approve any adjusting journal entries
posted by the auditors during financial statement
preparation.

* Reconcile the financial statements and notes to under-
lying information of the school organization.

® Review unique current-year transactions, such as debt
issuances, construction or acquisition of significant
capital assets, or other unique events of the fiscal year.

e Follow up with the auditors on questions about pre-
sentation or note disclosure changes, items noted in
review, or items not properly explained in the man-
agement’s discussion and analysis.

It also is important to note that the governing board
has its own responsibilities for the financial statements,
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including setting a proper “tone at the top,” allocat-
ing resources for a robust internal control structure,
and holding staff accountable for noncompliance with
procedures.

The governing board is also responsible for reviewing
and understanding the financial statements. Although
not to the level of management, one or more members
should perform a thorough review of the financial state-
ments, with all members taking time to study and ques-
tion items as needed.

Benefits of a CAFR

School organizations typically have additional useful
information that is not included in the basic financial
statements, and they should consider preparing a com-
prehensive annual financial report (CAFR).

The basic financial statements of governments focus
on the activity of the major funds as defined by the
reporting standards, which means that only a few of
the school organization’s funds are reported separately,
with the remaining funds aggregated into a single col-
umn. The CAFR presents all of the school organiza-
tion’s funds. This complete presentation allows users
to review financial activity that is not available in basic
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financial statements. Federal and state grantor agen-
cies find CAFRs especially useful for grant funds that
are typically not significant enough to be reported
separately.

In addition, citizens and board members are often
interested in certain school organization activities, such
a food services, athletic operations, or school site rent-
als for which a CAFR would provide information that
would not normally be reported. (See www.asbointl.
org/COE for more information on the preparation of a
CAFR.)

Resource Management

As resources available to school organizations continue
to be more challenging to preserve, to manage, and to
keep in compliance, it is important that school business
officials have a broad understanding of the government
fund financial statements. This understanding will help
school officials demonstrate how the resources they
manage are best serving their students.

Corey Arvizu, CPA, is managing partner of Heinfeld, Meech &
Co., an Arizona-based certified public accounting firm. Email:
coreya@heinfeldmeech.com
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