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Your choices are:
1. Private-purpose trust fund
2. Enterprise fund
3. Special revenue fund
4. Capital projects fund
5. General fund
6. Permanent fund
7. Or several funds including ???
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Your choices are:
1. GASB
2. FASB
3. Federal Accounting Standards Advisory Board
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Your choices are 
1. Current financial resources measurement focus
2. Accrual basis of accounting
3. Measurement focus
4. Economic resources measurement focus
5. Modified accrual basis of accounting
6. Basis of Accounting
7. Economic resources measurement focus and accrual basis of accounting
8. Current financial resources measurement focus and modified basis of accounting
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a. ORGANIZATIONAL PURPOSES: WHILE THE PURPOSE OF A COMMERCIAL BUSINESS IS TO GENERATE A PROFIT FOR THE BENEFIT OF ITS OWNERS, GOVERNMENTS EXIST FOR THE WELL BEING OF CITIZENS BY PROVIDING PUBLIC SERVICES – WHETHER OR NOT THE SERVICES ARE PROFITABLE UNDERTAKINGS.

b. SOURCES OF REVENUES: GOVERNMENTS DERIVE MANY OF THEIR RESOURCES FROM TAXES. INDIVIDUALS AND BUSINESSES PAY TAXES TO AVOID PENALTY, NOT VOLUNTARILY BECAUSE THEY PERCEIVE GOVERNMENT SERVICES TO BE OF VALUE AND FAIRLY PRICED. SINCE TAXES DO NOT INVOLVE AN EARNINGS PROCESS, THE TIMING OF THE RECOGNITION OF TAX REVENUE IS NOT ALWAYS CLEAR.

c. POTENTIAL FOR LONGEVITY: BECAUSE THE U.S. AND STATE CONSTITUTIONS GRANT STATE AND LOCAL GOVERNMENTS THE ABILITY TO TAX, GOVERNMENTS VERY RARELY GO OUT OF BUSINESS. THIS LONG-TERM VIEW OF OPERATIONS CHANGES THE FOCUS OF ACCOUNTING FROM ONE OF NEAR-TERM RECOVERY OF AMOUNTS INVESTED IN ASSETS TO A LONGER-TERM FOCUS ON THE SUSTAINABILITY OF SERVICES AND THE ABILITY TO MEET FUTURE DEMAND.


d. RELATIONSHIP WITH STAKEHOLDERS: TAXES ARE CREATED THROUGH THE LEGISLATIVE PROCESS BY OFFICIALS ELECTED BY THE CITIZENS. BECAUSE CITIZENS AND BUSINESSES ARE THEN REQUIRED TO PAY THESE TAXES, GOVERNMENTS HAVE AN OBLIGATION TO DEMONSTRATE ACCOUNTABILITY FOR THESE PUBLIC FUNDS.
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Exercise 1-2 — Reference Page 3

‘The Governmental Accounting Standards Board published a document titled Why Governmental Accounting and Financial Reporting ls—and Should Be—
Different. This white paper Identifies five environmental differences between governments and for-profit business enterprises. For each statement below,
identiy the environmental difference o which It relates.




image7.png
While the purpose of a commercial Dusiness s [0 generate a profit or the benefit
o ts oviners, govemments exist for the well-being of citizens by providing public
sevices—whether or not the services are proftable undertakings.

Since taxes do not involve an eanings process, the timing of the recogntion of
tax revenue is not always clear.

. [Inan effort to provide assurance that resources are used according to legal or
 donor restrictions, governments use fund accounting.

d. | Taxes are levied through the legislative process by officials elected by the

citizens. Because citizens and businesses are then required to pay these taxes,
governments have an obligation to demonstrate accountability for these public
funds.

Govemment accounting praclices are not focused on the measurement of net
income for the purpose of measuring retur to investors. Rather they are intended
to satisty the information needs of a variety of users.

f. |Because the US. and state constitutions grant state and local governments the
abilty 1o tax, governments very rarely go out of business.

Governments derive many of fheir resources from taxes. Individuals and

| businesses pay taxes to avoid penalty, not voluntarily because they perceive

‘government services to be of value and fairly priced.

.| Govemment budgets are expressions of public policy and often carry the
authority of law, preventing public offcials from spending outside their budgetary

authority.

Governmental accounting focuses on the sustainabilfy of services and the abilly

o meet future demand, rather than on the near-term recovery of amounts.

invested in assets.
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1-9.
For each of the items below. identify which fund(s) would be used to account for the item and provide a justification for your

answer.
a. A city government issued general obligation bonds to finance the construction of a new jail
b Atax of $1.00 per residential phone number is collected by a city government from the phone company. This amount is
required by state law to be used for the operation of the 911 emergency phone system.
. A county government expended $1 million to expand the water treatment plant.
d A donor signed a trust agreement and provided investments totaling $4 million to create an endowment, the earnings of which
will be used to provide scholarships.
e. A donor provided $50,000 to be used to purchase newspaper and magazine subscriptions for the public library. There is no
requirement that the original principal may not be spent.
 Acity government sold surplus street maintenance trucks for $10,000.
2 A city government contributed $500,000 to a pension trust administered by the city for its teachers, public safety employees,

and employees of the water department.
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Exercise 1-3 (Static)
‘The three organizations that set standards for state and local goverments, the federal govemment, and nongovemmental not-for-profit organizations are

described below. Identfy each of the organizations.
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Establishes accounting and reporting standards for the federal government and
its agencies unless objected to by one of the “principals” (the director of the office
of management and budget, the comptroller general of the united states, and the
secretary of the treasury)

Sets accounting and financial reporting standards for profit seeking businesses
and for nongovernmental, not-for-profit entities

Sets accounting and financial reporting standards for state and local
governmental organizations, including those not-for-prolfit organizations that are
determined to be state and local governments.
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Exercise 1-6 (Static)

Accounting and financial reporting for state and local governments use, In different places, efther the economic resources measurement focus and the accrual
basis of accounting or the current financial resources measurement focus and the modified accrual basis of accounting. Identiy the measurement focus
analor basis of accounting related to the conceptual differences, differences In revenue recognition, differences In expense/expenditure recognition,
differences In recognition of fixed assets, and differences In the recording of long-term debt described below.
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2. [ Determines what is measured

b.| Determines when something is measured

c.[Measures all economic resources, including capital assets and long-term debt.
3. [Measures prmarly financial resources and does not recognize long-term assets.
and labilties.

. [Recognizes revenues when eamed and expenses when incurred.
Recognizes revenues when measurable and available to finance expenditures of
the current period

9. [Expenses are recognized when goods or services are received.

| Expenses are recognized when goods or services are Used Expenses are
matched with the revenues tose expenses generate.

Fixed assets are capitaiized and depreciated.

/i~ [Fixed assets are nof capialized or depreciated; rather fixed asses are charged to
expendiures when received.

k.| Long-term debt is not recorded as a abilty

Long-ferm debt is recorded as a liabity, repayments are recorded as a reduction
of that liabilty.
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