	 


	Chapter 1 - Introduction

	 



	

	

	The Office of the State Comptroller (OSC) has compiled this manual as a comprehensive accounting/reporting guide for local officials and others interested in accounting and financial reporting by local governments in New York State. It provides an overview of generally accepted governmental accounting and financial reporting principles, and OSC's interpretations of such principles, where pronouncements are silent or do not address problems common among jurisdictions within New York State.  

The basic responsibility for oversight of local governments by the State Comptroller is contained in the State Constitution and Article 3 of the General Municipal Law (GML). Among other things, the State Comptroller has authority to: perform audits (GML, Sections 33, 34, 35), prescribe information to be included in annual financial reports (GML, Sections 30, 31, 32), prescribe a uniform system of accounts (GML, Section 36), and prepare an annual report to the State Legislature (GML, Section 37).  

Since the late 1970's, there have been increasing demands on a national level for standardization of accounting and financial reporting practices. The fiscal crisis in certain cities, increasing governmental spending and needs of the investment community and grantors were a driving force behind these changes.  

In 1977 OSC made a commitment to prescribe accounting systems which conform to Generally Accepted Accounting Principles (GAAP). OSC prescribes a Uniform Systems of Accounts pursuant to General Municipal Law, Section 36. The System of Accounts provides for a standard chart of accounts and fund structure that is the basis for the uniform annual financial reports required to be filed with the State Comptroller pursuant to General Municipal Law, Section 30.  

Generally Accepted Accounting Principles for Governmental Units  
Generally Accepted Accounting Principles (GAAP) are uniform minimum standards of and guidelines to financial accounting and reporting. They are the framework within which financial transactions are recorded and reported resulting in financial statements that provide comparability between governmental entities, consistency between accounting periods and reliability for internal and external users of financial statements.  

Since GAAP for local governments is not static but evolving, the Office of the State Comptroller is involved in such activities as monitoring and responding to proposed pronouncements; amending the Accounting Systems when appropriate in light of new or revised standards; and assisting local officials in understanding and implementing  GAAP through conferences, workshops and seminars. This new manual is an example of this activity.  

A brief overview of the history of standard setting for private enterprises and for government is helpful in understanding the sources of GAAP for governments.  

The first formal efforts to establish GAAP for private enterprises began in 1930 in response to the financial difficulties experienced during the Great Depression. Over the years, the American Institute of Certified Public Accountants (AICPA) established GAAP. In 1973, the Financial Accounting Standards Board (FASB) was formed. Since 1973, FASB has prescribed GAAP for commercial and non-profit organizations. FASB operates under the auspices of the Financial Accounting Foundation (FAF), an independent non-profit foundation.  

GAAP for state and local governments were originally sponsored by the Municipal Finance Officers Association (MFOA), now known as the Government Finance Officers Association (GFOA), through a group known as the National Committee on Municipal Accounting (NCMA). After some years, this committee was replaced by another MFOA-sponsored group, the National Committee on Governmental Accounting, which itself was eventually expanded and renamed the National Council on Governmental Accounting (NCGA). The MFOA's guidance was incorporated into various editions of a publication that came to be known commonly as the "blue book". The first edition was published in 1934. The third edition published in 1968 inaugurated the format still used today in the current edition. In 1974, the AICPA issued their accounting and auditing guide Audits of State and Local Governmental Units (ASLGU) which stated that the AICPA deemed the 1968 Blue Book to be GAAP for governmental units. In the late 1970's partly in response to the fiscal crisis in New York City and several other cities, the NCGA began to issue statements and interpretations. Eventually, the NCGA decided that these pronouncements, rather than the blue book, should be authoritative . Consequently, later editions of the blue book are not GAAP, but merely illustrate what is common practice. As mentioned earlier, private-sector standard setting was eventually transferred from the AICPA to the FAF. Developments in the public sector took a very similar course. In 1984, the responsibility of setting GAAP for state and local governments was transferred from the NCGA to the Governmental Accounting Standards Board (GASB). Like the FASB, the GASB functions under the auspices of the FAF.  

In short, the following have been the standard setting bodies for GAAP for state and local governments:  

	National Committee on Municipal Accounting 
	1934 - 1948 

	National Committee on Governmental Accounting 
	1948 - 1974 

	National Council on Governmental Accounting 
	1974 - 1984 

	Governmental Accounting Standards Board
	1984 - Present 

	 
	 

	
	

	The GASB is the highest, but not the sole source of GAAP for state and local governments. When accounting issues are not covered by GASB guidance, guidance from the American Institute of CPAs (AICPA), Government Finance Officers Association (GFOA), the Financial Accounting Standards Board (FASB) and other sources are used following a prescribed order. The following is the "hierarchy" of GAAP:   


	GAAP Hierarchy

	Level 
	GASB 
	AICPA 
	Other 

	Level 1
	Statements and Interpretations
	xxxxx
	xxxxx

	
Level 2

	
Technical Bulletins

	
Audit and Accounting Guides/Statements of Positions (SOPs) (Specific to Government and Cleared by GASB)
	xxxxx

	
Level 3
	
Emerging Issues Task Force Consensus Positions
	
Accounting Standards Executive Committee (ASEC) Practice Bulletins (Specific to Government and Cleared by GASB)
	xxxxx

	
Level 4


	
Implementation Guides

	
Audit and Accounting Guides/SOPs/AcSEC Practice Bulletins (Specific to Government but Not cleared by GASB)
	
Widely Recognized and Prevalent Practice (e.g., The Governmental Accounting Auditing and Financial Reporting (GAAFR) textbook published by GFOA)

	Other
Sources
	Concepts Statements
	xxxxx
	· GAAFR Review Newsletter 

· Textbooks 

· Articles 

· FASB Pronouncements 


	*
	All items at a given level enjoy the same authoritative status.  The GAAP hierarchy is established by Statement on Auditing Standards (SAS) No. 69, The Meaning of "Present Fairly in Conformity with Generally Accepted Accounting Principles" in the Independent Auditor's Report, issued by the American Institute of Certified Public Accountants in 1992. 


	Chapter 2 provides an explanation of the Basic Governmental Accounting Principles. 


	 

	Principle - Accounting and Reporting Capabilities 

	Purpose
	Explains the requirements for accounting records and reporting. 

	
	

	Principle


	A governmental accounting system must make it possible both: (a) to present fairly and with full disclosure the financial position and results of financial operations of the funds and accounting groups of the governmental unit in conformity with generally accepted accounting principles; and (b) to determine and demonstrate compliance with financial related legal and contractual provisions.  

	
	

	Reference





	GASB Codification Section 1200, NCGA-1 

In New York State there are few, if any, provisions of general statutory law that conflict with GAAP. However, if conflict does exist, financial statements must be prepared in conformance with GAAP. This does not mean that two accounting systems should be maintained. Books of account should be maintained on a legal-compliance basis, but should include sufficient additional reports to permit GAAP-based reporting. 

	

	 

	Principle - Fund Accounting Systems 

	
	

	Purpose
	Explains funds and their structure. 

	
	

	Principle



	Governmental accounting systems should be organized and operated on a fund basis. A fund is defined as a fiscal and accounting entity with a self-balancing set of accounts recording cash and other financial resources, together with all related liabilities and residual equity or balances and changes therein, which are segregated for the purpose of carrying on specific activities or attaining certain objectives in accordance with special regulations, restrictions or limitations. 

	
	

	Reference
	GASB Codification Section 1300, NCGA-1 

	

	 

	Principle - Type of Funds 

	
	

	Purpose
	Explains the types of funds and the account groups.

	
	

	Principle
	There are three categories of funds used in governmental accounting: Governmental Funds, Proprietary Funds and Fiduciary Funds.

	
	

	Reference
	GASB Codification Section 1300, NCGA-1

	
	

	
	Governmental Funds account for most governmental functions.

	
	

	 
	The General Fund accounts for all financial resources except those required to be accounted for in another fund.  

Special Revenue Funds account for the proceeds of specific revenue sources that are legally restricted to expenditures for a specific purpose.

Capital Projects Funds account for financial resources to be used for the acquisition or construction of major capital facilities. 

Debt Service Funds account for the accumulation of resources for, and the payment of, general long term debt principal and interest. 

Permanent Funds account for resources that are legally restricted to the extent that only earnings, not principal, may be used for purposes that benefit the government or its citizenry. These non-expendable Trusts were previously accounted for in the trust and agency fund. Expendable Trusts that benefit the government are accounted for as miscellaneous Special Revenue Fund, (CM). 

	
	

	
	Proprietary Funds account for a government's ongoing activities that are similar to those found in the private sector.

	
	

	 
	Enterprise Funds account for operations (a) that are financed and operated in a manner similar to private business where the intent of the governing body is that the cost (expenses, including depreciation) of providing goods or services to the general public on a continuing basis be financed and recovered primarily through user charges; or (b) where the governing body has decided that periodic determination of revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance, public policy, management control, accountability, or other purposes.  

Internal Service Funds account for the financing of goods or services provided by one department or agency to other departments or agencies of the governmental unit, or to other governmental units, on a cost-reimbursement basis. 

	
	

	
	Fiduciary Funds account for assets held by a governmental unit in a trustee or agent capacity. Upon implementation of GASB Statement No. 34, these funds cannot be used to support the government's own programs.

	
	

	 
	Pension Trust Funds account for funds that are required to be held for members and beneficiaries of defined pensions or other employee benefits plans. 

Agency Funds account for funds held purely in a custodial capacity.

Private-Purpose Trust Funds account for all other trust arrangements under which principal and income benefit individuals, private organizations or other governments. These were previously non-expendable and expendable trust funds. 

	
	

	
	Supplemental schedules will be used in the annual financial report (AUD) to the State Comptroller to account for non-current governmental assets and non-current governmental liabilities. 

	

	 

	Principle - Number of Funds

	
	

	Purpose
	Explains the criteria upon which the number of funds is determined.

	
	

	Principle


	Governmental units should establish and maintain those funds required by law and sound financial administration. Only the minimum number of funds consistent with legal and operating requirements should be established because unnecessary funds result in inflexibility, undue complexity, and inefficient financial administration.

	
	

	Reference
	GASB Codification Section 1300, NCGA-1

	

	 

	Principle - Reporting Capital Assets

	
	

	Purpose
	Clarify requirements.

	Principle
	At the fund-financial statement level, capital assets are not reported in governmental funds but are reported in proprietary and fiduciary funds.

Governmental fund capital assets will be accounted for and reported in the schedule for Non-Current Governmental Assets.

	
	

	
	

	Reference
	GASB Codification Section 1400 and 1500, NCGA-1

	

	
	

	
	

	 

	Principle - Valuation of Capital Assets 

	
	

	Purpose
	Explains the requirements for recording capital assets.

	
	

	Principle
	Capital assets should be accounted for at cost or, if the cost is not practicably determinable, at estimated cost. Donated fixed assets should be recorded at their estimated fair value at the time received.

	
	

	Reference
	GASB Codification Sections 1400, NCGA-1

	

	 

	Principle - Depreciation of Capital Assets (Fund Financial Statements) 

	
	

	Purpose
	Explains the purpose and basis for depreciation.

	
	

	Principle








	1. Depreciation of capital assets should not be reported in the accounts of governmental funds. 
 

2. Depreciation of capital assets accounted for in a proprietary fund should be recorded in the accounts of that fund. Depreciation is also recognized in those trust funds where expenses, net income, and/or capital maintenance is measured. 

	
	

	 Reference
	GASB Codification Section 1400, NCGA-1

	 

	Principle - Reporting Long-Term Liabilities 

	Purpose
	Clarify requirements.

	
	

	Principle
	These are three categories of long-term liabilities:

1. Long-term liabilities related to propriety funds should be reported in those funds.

2. Long-term liabilitis related to fiduciary funds should be reported in those funds.

3. All other long-term liabilities not reported in one or two will be accounted for and reported in the schedule of Non-Current Government Liabilities.

	

	 

	Principle - Basis of Accounting 

	
	

	Purpose
	Explains the accounting basis and its applicability to the various funds.

	
	

	Principle























	The modified accrual or accrual basis of accounting, as appropriate, should be used in measuring financial position and operating results. 

1. Governmental fund revenues and expenditures should be recognized on the modified accrual basis. Revenues should be recognized in the accounting period in which they become available and measurable. Expenditures should be recognized in the accounting period in which the fund liability is incurred, if measurable, except unmatured interest on long-term debt, which should be recognized when due.

2. Proprietary fund revenue and expenses should be recognized on the accrual basis. Revenues should be recognized in the accounting period in which they are earned and become measurable; expenses should be recognized in the period incurred, if measurable.

3. Fiduciary funds revenue and expenses or expenditures (as appropriate) should be recognized on the basis consistent with the fund's accounting measurement objective.

4. Transfers should be recognized in the accounting period in which the interfund receivable and payable arise.

	
	

	 Reference
	GASB Codification Section 1600, NCGA-1

	

	 

	Principle - Budgeting and Budgetary Control and Budgetary Reporting 

	
	

	Purpose
	Clarifies requirements for budgets and their relationship to the accounting records.

	
	

	Principle
	1. An annual budget(s) should be adopted for every governmental unit.

2. The accounting system should provide the basis for appropriate budgetary control.

	
	

	 Reference










	GASB Codification Section 2400, NCGA-1 

In New York State, general statutory law requires political subdivisions to establish appropriations as a means of providing control over amounts that may be expended. In addition, revenues other than real property taxes must be estimated as a means of determining the amount of real property taxes to be levied. OSC requires budgets for funds classified as general, special revenue, capital projects, debt service and proprietary. At a minimum, revenues must be controlled by source and expenditures/expenses by functional unit and basic object of expenditure/expense. The books of account must establish budgetary control at the level of detail contained in the original budget and as modified by the governing board during the fiscal year.

	

	 

	Principle - Transfer, Revenue, Expenditure, and Expense Account Classification 

	
	

	Purpose
	Identifies the accounting classifications of transactions.

	
	

	Principle












Reference
	1. Interfund transfers and proceeds of general long-term debt issues should be classified separately from fund revenues and expenditures or expenses.

2. Governmental fund revenue should be classified by fund and source. Expenditures should be classified by fund, function (or program), organization unit, activity, character, and principal classes of objects.

3. Proprietary fund revenues and expenses should be classified in essentially the same manner as those of similar business organizations, functions, or activities.

GASB Codification Section 1800, NCGA-1 

	
	

	

	 

	Principle - Common Terminology and Classification 

	
	

	Purpose
	Provides the ability to compare planned and actual activities for all funds.

	
	

	Principle
	A common terminology and classification should be used consistently throughout the budget, the accounts, and the financial reports of each fund.

	
	

	Reference
	GASB Codification Section 1800, NCGA-1

	

	 

	Principle - Interim and Annual Financial Reporting 

	
	

	Purpose
	Clarifies financial reporting requirements.

	
	

	Principle









	Appropriate interim financial statements and other pertinent information should be prepared to facilitate management control of financial operations, legislative oversight, and, where necessary or desired, for external reporting purposes. 

A comprehensive annual financial report should be prepared and published.

 The categories of statements and reports listed above establish national standards of financial reporting. They should not be confused with the legal requirement of municipal corporations reporting to the Office of the State Comptroller as required by Sections 30, 31 and 32 of the General Municipal Law. 

	 

	Chapter 3 - Measurement Focus and Basis of Accounting 

	 

	 

	Governmental funds differ from those of proprietary funds. These differences have been described as differences of measurement focus and differences of basis of accounting. Measurement focus refers to what is measured and reported in a fund's operating statement while basis of accounting determines when a transaction or event is recognized in these funds.

	 

	 

	| Measurement Focus| | Basis of Accounting |

	 

	 

	 

	 

	MEASUREMENT FOCUS 


	Governmental Funds
	Proprietary Funds

	Are there more or less resources that can be
spent in the near future as a result of events and transactions of the period?
	Is the fund better or worse off economically as a result of events and transactions of the period?

	 

	Flow of current financial resources - (modified accrual)
	Flow of economic resources - (accrual)

	 

	Increase in spendable resources
 - revenues or other financing sources
	Events and transactions that improve the economic positions
 - revenues or gains 

	 

	Decrease in spendable resources
 - expenditures and other financing uses
	Events and transactions that diminish economic positions
 - expenses or losses

	 

	Situations which illustrate the difference between the two measurement focuses are as follows:

	 

	1. Receipt of long-term debt proceeds

	Governmental Funds
	Proprietary Funds

	Increase in resources available
	No economic improvement

	DR Cash
	DR Cash

	CR Other Financing Sources
	CR Bonds Payable

	 

	2.  Repayment of principal on long-term debt

	 

	Governmental Funds
	Proprietary Funds

	 
	 

	Decrease in spendable resources
	Economic position not diminished

	DR Expenditure
	DR Bonds Payable

	CR Cash
	CR Cash

	 

	In both instances, there would be an expenditure/expense for interest due on the debt.

	  

	3. Capital acquisition

	 
	 

	Governmental Funds
	Proprietary Funds

	 
	 

	Decrease in spendable resources
	Economic position not diminished

	DR Expenditure
	DR Equipment

	CR Cash
	CR Cash

	  

	4. Exhaustion of capital assets

	 
	 

	Governmental Funds
	Proprietary Funds

	 
	 

	No effect on spendable resources
	Economic position diminished

	Depreciation is not recognized
	DR Depreciation expense

	 
	CR Accumulated depreciation

	  

	5. Deferrals and Amortization

	 
	 

	Governmental Funds
	Proprietary Funds

	 
	 

	Decrease in spendable resources
	Economic positions diminished only by the expense for the benefited period

	DR Expenditure
	DR Deferred Charge

	CR Cash
	CR Cash

	 
	 

	 
	DR Amortization Expense

	 
	CR Deferred Charge

	(Entire disbursement recognized in current period)
	(Expense allocated over entire period of benefit).

	 

	BASIS OF ACCOUNTING

	An entity's accounting basis determines when transactions and economic events are reflected in its financial statements.  

Cash Basis:  

Under the cash basis of accounting, revenues and expenditures are recognized as cash is received and disbursed. The balance sheet reflects only a balance of cash and fund balance while activity statements simply are a summary of cash receipts and disbursements.  

Accrual Basis:  

Under the accrual basis of accounting, most transactions are recorded when they occur, regardless of when cash is received or disbursed.  

Modified Accrual:  

Under the modified accrual basis of accounting, revenues and other financial resources are recognized when they become susceptible to accrual, that is when they become both measurable and available to finance expenditures of the current period. Expenditures are recognized when the fund liability is incurred with certain exceptions. 

	 

	Governmental Funds
	Proprietary Funds

	Modified Accrual - cash flow must occur within a short-enough period to affect current spendable resources.  Revenues must be both measurable and available and expenditures are generally recognized when they are expected to draw upon current spendable resources.
	Full Accrual - Revenue/gain or expense/loss recognized when they occur regardless of cash flow.

	The following are examples to illustrate the effect of these differences:

	 

	1.  Billing for services rendered

	 
	 

	Governmental Funds
	Proprietary Funds

	 

	DR  Receivable
              CR  Revenue
              CR  Deferred Revenue 

Only the amount available to finance liabilities of the current period would be recognized as revenues. 
	DR  Receivable
               CR  Revenue 


Entire revenue recognized in period in which services was provided.  The timing of collections is not relevant. 

	 

	2.  Employees earn vacation leave that will be taken sometime in the future.

	 
	 

	Governmental Funds
	Proprietary Funds

	 
	 

	No expenditure
	DR  Expense

	 
	CR Accrued Liability

	Leave would only be recognized as an expenditure to the extent it is expected to be liquidated with current spendable resources. 
	The liability has been incurred. 

	EQUITY

	  

	The difference between assets and liabilities 

	 
	 

	Governmental Funds
	Proprietary Funds

	
	 

	Fund Balance
	Net Assets

	Reserved
	Invested in capital assets, net of related debt

	 
	Restricted

	Unreserved
	Unrestricted

	Chapter 4 - Funds and Supplemental Schedules
 



	

	 

	| Governmental Funds | | Proprietary Funds | Fiduciary Funds | Supplemental Schedules | 

	 
	 

	 
	 

	 
	 

	
	

	The following funds and supplemental schedules are available for use by local governments. As stated in the Number of Funds Principle in Chapter 2, local governments should establish and maintain only the minimum number of funds consistent with legal and operating requirements.  

Governmental Funds: 
General (A) - the principal operating fund and includes all operations not required to be recorded in a separate fund. 

General Fund Town-Outside-Village (B) - used only by towns which contain a village to record transactions which are required by statute to be charged to the area of the town outside the village. 

Special Grant (CD) - accounts for federal and state grants for Community Development Block Grants, the Workforce Investment Act and the Section 8 Rental Assistance Program.

Miscellaneous (Refuse, Parking, Recreation, Transportation, and Miscellaneous) (C_) - accounts for those revenues that are legally restricted to expenditures for specific purposes. 

County Road (County Only) (D) - required by Highway Law §114 and accounts for salaries and expenditures of the county highway superintendent's office, maintenance of county roads and bridges, snow removal and construction and reconstruction of county roads. 

Highway (Town Only) (DA/DB) - established pursuant to Highway Law §141 and accounts for revenues and expenditures for highway purposes. The major areas of expenditures are repairs and improvements, bridges, machinery, and snow and miscellaneous. For towns without a village, all transactions would be recorded in the Highway Town-Wide Fund. For those towns with villages, Highway Law §277 requires that expenditures for repairs and improvements be financed by the area outside the village. In addition, expenditures for machinery and snow and miscellaneous may be financed by the area outside the village, if the town board so elects. Therefore, a town with a village must maintain two highway funds, town-wide and part-town. 

Road Machinery (County Only) (DM) - required by Highway Law §133 and accounts for purchases, repairs and maintenance of highway machinery, tools and equipment; for construction, purchase and maintenance of buildings for the storage and repair of highway machinery and equipment; and for the purchase of materials and supplies to provide an adequate central stockpile for highway, snow removal and bridge purposes. 

Water (FX) - accounts for water operations as a governmental fund. These operations may also be accounted for on the enterprise basis of accounting. 

Sewer (G) - accounts for sewer operations as a governmental fund. These operations may also be accounted for on the enterprise basis of accounting. 

Public Library (L) - accounts for transactions of a library established and supported, in whole or in part, by real property taxes. The use of this fund assures compliance with Education Law §259, which provides that all moneys received from taxes or other public sources for library purposes shall be kept in a separate fund.

Special District (Drainage, Fire Protection, Lighting, Miscellaneous, Park, Refuse and Garbage, Sewer, Parking and Water) (S_) - accounts for those transactions for operation and maintenance of legally created special districts. A separate fund must be maintained for each special district. 

Permanent (PN) - accounts for resources that are legally restricted to the extent that earnings, not principal, may be used for purposes that benefit the local government. 

Capital Projects (H) - accounts for financial resources to be used for the acquisition or construction of capital facilities, other than those financed by proprietary funds and equipment purchases financed in whole or in part from the proceeds of obligations. An individual capital projects fund should be established for each authorized project. 

Debt Service (V) - accounts for the accumulation of resources for the payment of principal and interest on long-term debt. Debt Service Funds are not required unless segregation of resources is legally mandated. This includes:

· Proceeds from the sale of property on which debt is outstanding. 

· State and Federal Aid received for a project on which debt is outstanding. 

· Interest earned on the proceeds of long-term debt which were not budgeted as a source of financing for the project. 

· Unexpended proceeds of long-term debt. 

· Resources for a "Reserve for Payment on Bonded Indebtedness" established pursuant to General Municipal Law §6-h.


Proprietary Funds: 
Enterprise Funds (Airports, Electric Utilities, Health Related Facilities, Hospitals, Infirmaries, Refuse and Garbage, Miscellaneous, Parking, Recreation, Sewer and Water) (E_) - may be used to accounts for activities for which a fee is charged to external users for goods or services. Activities are required to be reported as an enterprise fund if any one of the following criteria are met: 

· They are financed with debt that is secured solely by a pledge of the net revenues from fees and charges of the activity. (This is not permissible for New York State local governments). 

· Where laws and regulations require that the activity's costs of providing services, including capital costs (such as depreciation or debt services), be recovered with fees and charges rather than with taxes of similar revenues. 

· The pricing policies of the activity establish fees and charges designed to recover its costs, including capital costs (such as depreciation or debt services).

Internal Service (M) - accounts for and may be used to report any activity that provides goods or services to other funds, departments or agencies of the primary government, and its component units or to other governments on a cost reimbursement basis. This fund should only be used when the reporting government is the predominate participant in the activity.

Self Insurance (MS) - accounts for insurance coverage when the governing body has decided to have a self insurance program on an actuarial basis.

 

Fiduciary Funds: 
Agency (TA) - accounts for assets held by a government as an agent for individuals, private organizations or other governments and/or other funds. 

Pension Trust Fund (TP) - accounts for funds that are required to be held for members and beneficiaries of defined pension or other employee benefit plans. 

Private-Purpose Trust Fund (TE) - accounts for all other trust arrangements under which principal and income benefit individuals, private organizations or other governments. 

Supplemental Schedules : 
Non-Current Governmental Assets (K) - Accounts established to account for capital assets of a government not accounted for through specific proprietary funds or fiduciary funds.  

Non-Current Governmental Liabilities (W) - Accounts established to account for the unmatured general long-term debt and liabilities of a government which is not recorded as a liability in another fund. 

	 

Chapter 5 - Classification and Coding Structure
 



	 

	 

	| Classification | Coding |

	 

	 

	 

	 

	All municipalities in New York State are required to use a standard system for classifying and coding accounting transactions.  

Classification:  

A classification of accounts is a systematic arrangement of accounts based upon a definite scheme. The purpose of classifying accounts is to provide a standard format for recording and reporting financial transactions which allows comparisons to be made with others municipalities or other financial periods. The classification system serves as a basis for budgeting, accounting, and reporting as well as for administrative control purposes, accountability to the Office of the State Comptroller and the general public, cost accounting, and the compilation of financial statistical data on the state level.

Coding:  

Coding of accounts facilitates the classification of data on source documents and the posting of entries in the accounting records. It enables identification of transactions quickly and provides consistency in reporting. The coding system used in New York State is an alphanumeric system - a letter or combination of letters followed by a series of digits.  

The alpha portion of each code, consisting of one or two letters, identifies the fund. The following funds are provided for municipalities in New York State:


	Fund
	Alpha Code
	County
	City
	Town
	Village

	  

	Governmental Funds:
	 
	 
	 
	 
	 

	General
	A
	X
	X
	X
	X

	  

	Special Revenue:
	
	
	
	
	

	Town Outside Village
	B
	
	
	X
	

	Special Grant
	CD
	X
	X
	X
	X

	Miscellaneous (1)
	C
	X
	X
	X
	X

	County Road
	D
	X
	
	
	

	Fund
	Alpha Code
	County
	City
	Town
	Village

	  

	Highway-Town Wide
	DA
	
	
	X
	

	Highway-Part Town
	DB
	
	
	X
	

	Road Machinery
	DM
	X
	
	
	

	Water
	FX
	X
	X
	X
	X

	Sewer
	G
	X
	X
	X
	X

	Public Library
	L
	X
	X
	X
	X

	Special Districts (2)
	S
	
	
	X
	

	Permanent
	PN
	X
	X
	X
	X

	Capital Projects
	H
	X
	X
	X
	X

	Debt Service
	V
	X
	X
	X
	X

	  

	Proprietary Funds:
	
	
	
	
	

	Enterprise (3)
	E
	X
	X
	X
	X

	Internal Service
	M
	X
	X
	X
	X

	Self Insurance
	MS
	X
	X
	X
	X

	  

	Fuduciary Funds:
	
	
	
	
	

	Agency
	TA
	X
	X
	X
	X

	Pension Trust
	TP
	X
	X
	X
	X

	Private Purpose Trust
	TE
	X
	X
	X
	X

	1. Miscellaneous Special Revenue Funds include: Refuse (CL), Parking (CP), Recreation (CR), Transportation (CT), Urban Renewal (CU), and Miscellaneous (CM).  

2. Special District Funds include: Drainage (SD), Fire Protection (SF), Lighting (SL), Miscellaneous (SM), Park (SP), Refuse and Garbage (SR), Sewer (SS), Parking (ST), and Water (SW).  

3. Enterprise Funds include: Airports (EA), Electric Utilities (EE), Health Related Facilities (EF), Hospitals (EH), Infirmaries (EI), Refuse and Garbage (EL), Miscellaneous (EM), Parking (EP), Recreation (ER), Sewer (ES), and Water (EW). 

The numeric portion of each codes, which immediately follows the alpha portion, identifies general ledger, revenue and expenditure/expense accounts. The same account code number, where applicable, is used in all funds. 

General ledger codes have three digits and are arranged in balance sheet order; assets, followed by liabilities and fund equity. 

100 - 499

Assets

600 - 699

Liabilities

800 - 999

Fund Equity


For example 200 identifies the asset CASH in each fund. A200 identifies the asset CASH in the General Fund.  

Revenue codes have four digits and are arranged by source, (where did the revenue come from): 

1000 - 2999

Local Sources

3000 - 3999

State Sources

4000 - 4999

Federal Sources

5000 - 5999

Interfund Transfers and Proceeds of Obligations



Each category is further subdivided to better identify the revenue source. For example 2401 identifies INTEREST AND EARNINGS in each fund.  

GAAP requires revenues to be classified by fund and by source. Thus General Fund INTEREST AND EARNINGS would be classified A2401.  

Expenditure/expense codes have 5 digits and are arranged by functional unit and object of expenditure/expense. The term function refers to the primary classification and description as to purpose, (what was the purpose of the expenditure/expense). The first four digits identify the function:

1000 - 1999

General Government Support

2000 - 2999

Education

3000 - 3999

Public Safety

4000 - 4999

Health

5000 - 5999

Transportation

6000 - 6999

Economic Assistance and Opportunity

7000 - 7999

Culture and Recreation

8000 - 8999

Home and Community Service

9000 - 9099

Employee Benefits

9700 - 9799

Debt Service

9900 - 9999

Interfund Transfer



Each function is further subdivided to better classify the expenditure/expense. For example expenditure code 1325 in the General Governmental Support function identifies the Treasurer's Office within the financial office of the municipality.  

Expenditures should be further classified by character, that is, on the basis of the fiscal period they are presumed to benefit. The major character classifications are: current, capital outlay and debt service. Character classifications may be accomplished by grouping the object classifications, discussed below, which are subdivisions of the character classification.  

The object of the expenditure/expense (the fifth digit in the code) is a secondary classification and identifies the item purchased or service obtained in order to carry out a function. The object is identified by the fifth and final digit: 

.1

Personal Services

.2

Equipment and Capital Outlay

.4

Contractual

.6

Debt Principal

.7

Debt Interest

.8

Employee Benefits

.9

Interfund Transfer


Code 1325 from above can then be further classified as 1325.4 indicate Contractual Services within the Treasurer's Office.  

GAAP requires expenditures to be classified by fund, function, character and object. Thus a General Fund expenditure for Contractual Services within the Treasurer's Office is coded A1325.4.  

The coding of expenditures/expenses may be expanded to include more detail such as department, location and/or activity accounting. This can be accomplished at the local government level by further expanding the object of expenditure/expense code by adding additional digits. As an example, contractual expenditures (.4) listed above could be further refined: 

.41

Supplies and Materials

.42

Utilities

.43

Insurance

.44

Professional and Technical Services

.45

Rent or Lease

.46

Operation and Maintenance

.47

Miscellaneous

Employee benefits, including such items as the localities share of social security, retirement and various types of insurance, may be recorded in two ways. The first method would be to use the Employee Benefits Codes (9000-9099) with the .8 object of expenditure. The alternative method would be charge the employee benefits to the various functional units using the .8 object of expenditure. 
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	The Governmental Accounting Standards Board (GASB) has given authoritative guidance on the budget and budgetary accounting in Section 1700 of its "Codification of Governmental Accounting and Financial Reporting Standards". The source of this guidance is from the National Council on Governmental Accounting (NCGA) Statement 1 and Interpretation 10.  

NCGA Interpretation -10 (State and Local Government Budgetary Reporting) defines the appropriated budget as the expenditure authority created by the appropriation bills or ordinances that are signed into law and related estimated revenues, including all reserves, transfers, allocations, supplemental appropriations, and other legally authorized legislative and executive changes.  

It sets forth the following statement of principle on budgeting and budgetary control: 

1. An annual budget(s) should be adopted by every governmental unit. 

2. The accounting system should provide the basis for appropriate budgetary control. 

3. Common terminology and classification should be used consistently throughout the budget, the accounts and the financial reports of each fund.

The budget is an essential ingredient in the financial planning, control and evaluation process of local governments. Every governmental unit in New York State has to prepare an annual operating budget for its governmental and proprietary funds. However, in the case of the Capital Projects Fund, the budget is for the period of the individual project which may span more than one fiscal year.  

Simply stated, the budget is an estimated financial plan of a government which represents the spending authority for the various purposes of the government and the means of financing those proposed expenditures. 

	 

	Legal Level of Control 

The legal level of control refers to the level at which management can reassign appropriations without governing board approval. The Office of the State Comptroller requires that budgets must be adopted at a minimum level of function and object of expenditure or expense. For example, assume the function of "Clerk" code 1410 includes the following objects of expenditure: 

1410.1 Clerk Personal Services

$ 10,000

1410.2 Clerk - Equipment

        500

1410.4 Clerk - Contractual

     4,000
1410.0 Total

$ 14,500



	Before any function appropriation can be exceeded, board approval must be obtained. So if there is a need to expend in excess of $500 for equipment and there is a balance available in function and object code, 1410.4 Clerk-Contractual, board approval must be obtained before a transfer is made from Clerk-Contractual to Clerk-Equipment even though the total of code 1410.0 will not be exceeded.


Budgetary Integration 

Formal budgetary accounting is a management control technique used to assist in controlling expenditures and tracking revenues. Budgetary accounting techniques are important because the annual budget is a legal compliance standard against which the operations of government are evaluated.  

Because statutory laws of the State of New York and charters of cities require staying within appropriated budgets, the accounting structure is designed to ensure and demonstrate compliance with the budget. To achieve this goal, appropriated budgets are integrated into the accounting system. "Integrating the budget" means the accounting system is specifically designed to provide ongoing and timely information on unrealized budgetary revenues, as well as remaining uncommitted balances of appropriations.  

After their managerial control purpose has been served, during the year end closing process, the general ledger budgetary accounts are reversed. Therefore, the budgetary accounting process has no effect on the actual results of operations.
 

Accounting for the Budget 

The range and method of local budgetary practices are outside the scope of financial reporting standards. However, budgetary compliance is a dominant consideration in managing local governments. The basis on which the budget is prepared should be consistent with the measurement focus on the particular fund, modified accrual for governmental funds and full accrual for proprietary funds.  

Preparation of the budget on a basis not consistent with generally accepted accounting principles (GAAP) such as the cash basis, complicates financial reporting when the actual accounts are maintained on the GAAP basis, modified or full accrual basis. When legal statutes require another basis for the budget, governmental units should: 

1. maintain the accounts and prepare budgetary reports on legally prescribed budgetary basis, and

2. maintain sufficient supplementary records to permit presentation of financial statements in conformity with GAAP. 


The system prescribed by OSC provides for the integration of the budget into the accounting records to provide for the control of authorized expenditures.  

A journal entry will be made for the general ledger accounts only. The debits and credits must equal and remain within the self-balancing group of budgetary accounts. Those accounts are as follows:  

· 510 Estimated Revenues 

· 511 Appropriated Reserves 

· 530 Obligations Authorized 

· 599 Appropriated Fund Balance 

· 960 Appropriations 

· 962 Budgetary Provisions for Other Uses 

· 990 Unappropriated Revenues  


The subsidiary revenue and expenditure accounts support the totals in the general ledger. The budget will be posted to the subsidiary accounts directly from the actual budget. The following illustrates the above: 

Debit
Credit


1/1/xx

510 Estimated Revenues

xxxx



 

599 Appropriated Fund Balance

xxxx



 

960 Appropriations

xxxx



 

To record the adopted budget

 



	Throughout the year the general ledger control account, "Appropriations" and the subsidiary appropriation accounts are used to control expenditures, keeping them within the authorized spending authority of the budget. Analysis of the accounts on a continuing basis will enable the budget officer to determine when the budget will have to be modified because original appropriations are insufficient or estimated revenues will not materialize. 


Encumbrances 

Encumbrances are informally defined as "an appropriation that's spoken for". They are commitments related to unperformed executed contracts for goods or services. The encumbrance account does not represent a GAAP expenditure only a commitment to expend resources. Likewise, the account, "Reserve for Encumbrances", is not synonymous with a liability account since the liability is recognized only when the goods are received or the services are performed.  

The formal use of encumbrance accounting as a continuous and integral part of the accounting system is encouraged as a means of enhancing budgetary control. However, unless a municipality has implemented a formal purchase order system, encumbrance accounting can be difficult and cumbersome. While some small governments may be able to function effectively without a formal system, at minimum, a listing of outstanding encumbrances must be compiled and recorded at year end in order to reserve a portion of the fund balance to meet these commitments.  

In a formal encumbrance system, each appropriation account shall show the amount appropriated, the amount encumbered, the amount expended, and the unencumbered balance. The principal purpose of this requirement is to guard against the creation of liabilities in excess of the appropriations approved by the governing board.  

Before a purchase order or similar document is released to a supplier or contractor, it should be approved by the accounting officer indicating the availability of appropriations. A copy should be filed with the accounting officer and also with the unit initiating the order. If an appropriation balance is available, the chief fiscal officer will enter the encumbrance against the proper appropriation account. In those instances where a proposed commitment exceeds the available balance, the encumbrance should not be entered and the purchase order should be returned to the originating unit until such time as appropriate action is taken to amend the budget. 

At the end of the fiscal year, the Encumbrance Account #521, "is closed to the unreserved fund balance", so as to restrict unreserved fund balance for the potential liability of goods and services ordered. On the first day of the next fiscal year the entry closing the encumbrance account is reversed and the budget for the subsequent year is increased in a like amount to provide for the potential expenditures authorized in the previous year.  


Budget Modification 

Since the budget is an estimate, situations inevitably will arise when it will be necessary to amend the budget. Generally, an appropriation can be increased or created by:  

· Transferring from the unexpended balance of another appropriation(s). 

· Transferring from appropriation for contingency, if any. 

· Appropriating unreserved fund balance or unanticipated revenues, received or expected to be received. 

· Borrowing pursuant to the Local Finance Law. 

Budget modification must be authorized by the governing board resolution, and the resolution must stipulate both the appropriation account(s) to be increased and financing source(s) to support the modification. All budgetary amendments, after approval by the governing board, are journalized and posted to the appropriate general ledger and subsidiary accounts.  

A contingency line item may be included in the budget by the governing board to provide funding for unexpected events. Statutory law provides specific limits on the amount that can be budgeted in this line item. The following statutes authorize contingency appropriations: 

Counties
County Law, Section 365 (1) (3)
Villages
Village Law, Section 506 (1) (a) (3)
Towns
Town Law, Section 107(2)
City
See city charter
 

	Expenditures may not be charged directly to the contingency appropriation. The governing board must first modify the budget by transferring from the contingency appropriation to the appropriation account needing funding. Using the contingency appropriation does not increase the original budget, it reallocates funding. 

However, there are situations when it may be necessary to increase the original budget. Specific legal authority for budget modification to increase the original budget is contained in statutory laws of the State of New York or as in the case of cities, authorized by provisions of the charter. The laws or charters, as the case may be, should be reviewed for specific provisions that apply to any specific unit of government. The county, town and village laws contain provisions for appropriating unreserved fund balance and/or an unanticipated revenue. This excess may be appropriated for any legal purpose.  

Budget notes may be issued pursuant to Local Finance Law, Section 29 to provide funding for expenditures for which insufficient or no provision was made in the budget (up to 5% of the budget) or for necessary expenditures resulting from unforeseen public emergency (no limit).  

The resolution for a budget note must detail the line item appropriation(s) to be increased and the amount(s). The proceeds of the note can be used only for the purpose issued and any excess must be used to pay principal and interest on the note.  

In addition, the County, Town and Village Laws allow increasing the budget at any time for the following purposes: 

· Grants in aid received from the State and Federal government. 

· Gifts received which are required to be expended for particular objects or purposes. 

· Insurance proceeds received for loss due to theft, damages or destruction of real or personal property when proposed to be used or applied to repair or replace such property. 

	

	Chapter 7 - Defining the Financial Reporting Entity 

	 

	 

	Governmental and Accounting Standards Board (GASB) Statement No. 14 - "The Financial Reporting Entity" establishes the standards for defining and reporting on the financial reporting entity and for reporting participation in joint ventures. It applies to financial reporting by primary governments, governmental joint ventures, jointly governed organizations and other stand-alone governments; and it applies to the separately issued financial statements of governmental component units.  

Financial Reporting Entity Concept  
The concept underlying the definition of the financial reporting entity is that all functions of government are the responsibility of elected officials at the federal, state or local level and consequently should be reported as part of one of those levels of government. The precepts underlying our representative form of government are that elected officials are accountable to their constituents for their actions and for the actions of appointed officials.  

Basis for Reporting Entity Definition  

The definition of the reporting entity is based primarily on the idea that the reporting entity should encompass all units for which the elected officials are financially accountable. Generally, the entity definition in Statement 14 is considered simplified and all-inclusive. When it was issued in 1992, it resulted in more organizations and activities being included in the reporting entity than were included under previous guidance.  
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	DEFINITION OF THE FINANCIAL REPORTING ENTITY  

The financial reporting entity is defined in Statement 14 to consist of:  

· The primary government (PG), 

· Organizations for which the primary government is financially accountable, and 

· Other organizations for which the nature and significance of their relationship with the primary government are such that exclusion would cause the reporting entity's financial statements to be misleading or incomplete.

The foundation of the PG is a separately elected governing body. As the nucleus of the financial reporting entity, the PG is usually the focal point of the users of financial statements. A PG is defined as: 

· Any State Government. 

· Any General Purpose Local Government, (ex., a county, city, town or village). 

· A Special Purpose Government (ex. a school district or fire district) that meets all of the following criteria: 

· The members of the governing body are chosen in a general election.

· The government functions as a separate legal entity, that is, it possessed corporate powers such as the capacity to have its own name; the right to sue and be sued in its own name without recourse to another level of government; and the ability to buy, sell, lease or mortgage property in its own name.

· The government is fiscally independent. To be fiscally independent, it must meet all of the following criteria. It must be able to: determine its own budget, without another government having the authority to approve and/or modify that budget; levy or cause to be levied its own taxes or set its user rates or charges, without approval of another government; and issue or cause to be issued, debt without approval by another government.

The financial reporting entity includes both the primary government and its component units (CU). The flowchart on the last page of this chapter can be used as an aid to evaluating potential CU's.  

CUs are legally separate organizations for which the elected officials of the PG are financially accountable.

In addition, CUs can be other organizations for which the nature and significance of their relationship with a PG are such that exclusion would cause the reporting entity's financial statements to be misleading or incomplete. 

The PG is financially accountable if it appoints a voting majority of the potential component units (PCU) governing board, and it is able to impose its will on the PCU, or there is a potential for the PCU to provide a financial benefit to or incur a financial burden on the PG.  

Examples of situations that would give the PG the ability to impose its will on a PCU:

· The PG may remove appointed governing board members at will. 

· The PG may approve or modify the budget. 

· The PG may approve or modify user rates or charges. 

· The PG may veto, overrule or modify other types of decisions. 

· The PG may appoint, hire, reassign or dismiss management responsible for operations. 

Examples of conditions that exist that would indicate a financial benefit or burden relationship:

· The PG has the ability to access the PCU's resources. (Not residual interest) 

· The PG is legally obligated or has otherwise assumed the obligation to finance deficits, or to provide financial support. 

· The PG is obligated in some manner for the PCU's debt. 


In addition, the reporting entity must include as CUs other organizations for which the nature and significance of their relationship with the PG are such that exclusion would cause the reporting entity's financial statements to be misleading or incomplete.  

Also, a PG may be financially accountable for a fiscally dependent government regardless of whether the fiscally dependent government has a separately elected governing board, a board determined by another government or a jointly appointed board. This condition exists when the PG may exercise control over the budget, financing or debt issuance of the unit. A government is fiscally dependent if it is unable to complete one or more of these procedures without the substantive approval of another government.  

Related Organizations  

For PCUs meeting the definition of accountability (that is, the PG does appoint a voting majority of the PCU's legislative or governing board), but neither of the two additional financial criteria exist, they would be considered "related organizations" and a summary of the relationship should be disclosed in the notes to the financial statements.

DISPLAY OF COMPONENT UNITS IN FINANCIAL STATEMENTS 


If the PCU meets the previously discussed criteria, it should be included in the financial statements of the reporting entity by blending or discrete presentation. In addition, the financial statements should allow users to distinguish between the PG and its CUs, by communicating financial information of the CUs in such a way as to avoid creating the impression that the PG and its CUs create one legal entity.  

Blending  

Blending means that the CU is combined with the PG to form a single financial reporting presentation. Blending shall occur only where:  

The CU's governing body is substantively the same as the governing body of the PG.  

OR  

The CU provides services entirely, or almost entirely, to the PG or otherwise exclusively, or almost exclusively, benefits the PG even though it does not provide services directly to it. Examples would include activities such as providing financing services or administering employee benefit programs.  


No funds of the CU should be combined with the PG's general fund. A CU's general fund becomes a special revenue fund within the reporting entity.  

The assets and the debt of the blended CU should be reported as the PG's assets and debt. Capital leases between the PG and the blended CUs should be eliminated. Transfers and interfund transactions should be presented separately from those of the PG itself and its discretely presented CUs.  

Discrete Presentation 

When blending is not applicable, discrete presentation is used in all other instances. Discrete presentations involve the reporting of CU financial data in one or more column(s) separate from the financial data of the PG on the balance sheet, operating statement and cash flow statement.  

Statement 14 calls for the reporting entity's combined balance sheet to include one or more columns to display the combined balance sheets of the discretely presented CUs.  

Different Fiscal Years for PG and CUs  

The PG and its CUs may have identical or different fiscal years. If the CU's fiscal year ends within the first quarter of the reporting entity's subsequent fiscal year, it is acceptable to incorporate that fiscal year of the CU, rather than the fiscal year ending during the reporting entity's fiscal period.

JOINT VENTURES  

Statement 14 provides specific guidance for the accounting and financial reporting for joint ventures. 

Definition  

A joint venture is a legal entity or other organization resulting from a contractual arrangement that is owned, operated, or governed by two or more participants as a separate and specific activity subject to joint control, in which the participants retain:  

. 

· An ongoing financial interest in a joint venture includes an equity interest that causes a participating government to have access to the joint venture's resources, 

OR 

· An ongoing financial responsibility for a joint venture if it is obligated in some manner for the debts of the joint venture or if the joint venture's continued existence depends on continued funding by the government. 


Financial Reporting  

For financial reporting purposes, there are two types of joint ventures: those in which the primary government has an equity interest and those in which participants do not have an equity interest.  

Equity Interest - An equity interest is defined as a financial interest in a joint venture evidenced by the ownership of shares of the joint venture's stock or by otherwise having an explicit measurable right to the net resources of the joint venture that is usually based on an investment of financial or capital resources by a participating government.  

The "investment in joint venture" account included in a proprietary fund-type should report the participating government's equity interest calculated in accordance with the joint venture agreement. Initially, the investment should be reported at cost. When appropriate, the equity interest should be adjusted for the participant's share of the joint venture's net income or loss. The equity interest should be reported in the proprietary fund's balance sheet as a single amount, and the fund's share of the joint venture's net income or loss should be reported in its operating statement.  

Because the equity interest in a joint venture generally represents equity primarily in capital assets, the "investment in joint venture" account should not be reported on governmental fund-type balance sheets. Governmental fund-type operating statements should report changes in their investment in joint ventures only to the extent that the amounts received or receivable or paid or payable to the joint venture satisfy the revenue and expenditure recognition criteria.  

No Equity Interest -  In the second type of joint venture, a government participant that doesn't have an equity interest and participation in the joint venture should be reported through note disclosure.  

Note Disclosure - Regardless of whether there is an equity interest, note disclosure is required by all participants in joint ventures. Such disclosure shall contain a general description of each joint venture including:

· Description of the participating government's ongoing financial interest (including equity interest, if applicable) or ongoing financial responsibility. This disclosure should also include information to allow the reader to evaluate whether the joint venture is accumulating significant financial resources or is experiencing fiscal stress that may cause an additional financial benefit or burden to the participating government in the future (e.g., material surpluses/deficits). 

· Information about the availability of separate financial statements of the joint venture. 

· Related party transactions with the PG. 


Jointly Governed Organizations 

A jointly governed organization is essentially operated in the same manner as a joint venture. The distinguishing difference is that participants do not maintain an ongoing financial interest or ongoing financial responsibility. Related party transactions with jointly governed organizations must be disclosed in the notes to the financial statements.  

Component Units and Related Organizations with Joint Venture Characteristics  

A joint venture or jointly governed organization in which one participating government appoints a voting majority of the organization's governing body, is either a CU or a related organization of that participating government.  

The PG should disclose, in the notes to the financial statements, the nature of its accountability for any jointly governed or related organizations.




NEW YORK STATE CRITERIA FOR ENTITY DEFINITION AND DISPLAY  

Primary Governments  

New York State local governments are involved in providing a full range of services to citizens. These services are provided in great part by PGs. PGs in New York State are: 

· counties 

· cities 

· towns 

· villages 

· school districts 

· fire districts 

· other entities in NYS which may have elected officials 

In order to provide services, a multi-leveled range of administrative and service provider units have been developed. These units are created at both the State and local level and require close scrutiny in light of the provisions of Statement 14 in order to properly report these activities.  

In evaluating a potential CU, the first determination that must be made is whether it is a separate "legal entity". As a general rule, "special districts" created by local units are administrative districts and not "legal entities" as envisioned in Statement 14. For example, districts created by towns pursuant to Articles 12 & 12A and administered pursuant to Article 13 of Town Law do not result in a "legal entity". Even those few districts with separately elected boards pursuant to Article 13, while possessing some corporate powers, are administrative districts of the PG.  

The following lists major units of local governments and OSC's opinion of the correct categorization:  

Part of Primary Government 

Administrative functions which are deemed part of the PG and consequently should be blended with the PG because they lack corporate legal standing include:

· County Nursing Homes and Health Related Facilities* 

· County Planning Boards 

· County Improvement Districts formed pursuant to Articles 5A, 5B, and 5D of County Law 

· Town Special Districts established pursuant to Articles 11 (Fire Protection Districts) 12, 12A and 13 of Town Law 

· City or County Laboratories 

· Public General Hospitals* 

· Municipal Electric Utilities (unless an authority) 

· Municipal Airports (unless an authority) 

· Dependent School Districts in Buffalo, Rochester, Syracuse and Yonkers 

*

Although most nursing homes and public hospitals in this State are administrative units, there are several which are a separate legal entity. When so, they would be a CU and discretely presented.

Component Units - Discrete Presentation  

The following entities are usually considered component units and if determined to be should be discretely presented: 

· Community Colleges (if sole sponsored)* 

· Soil and Water Conservation Districts 

· Urban Renewal or Community Development Agencies

· Off Track Betting Corporations (if sole sponsored)*

· Municipal Public Authorities Created by the State Legislature**

· Industrial Development Agencies

· Local Development Corporations 

*

If not solely sponsored, these units would be joint ventures with no equity interest of the sponsoring PGs.

**

There are no standard structures or powers granted to municipal public authorities. Composition of governing boards and extent of involvement or responsibility is determined by specific authorizing legislation. However, Parking and Municipal Housing Authorities created pursuant to Public Authorities or Public Housing Law are deemed to be financially accountable. Evaluation of other Municipal Public Authorities require a review and evaluation of the authorizing statute.

Joint Ventures, Jointly Governed Organizations 
Units which normally would qualify as joint ventures include:  

· Jointly Sponsored Community Colleges

· Regional Off Track Betting Corporations

· Regional Planning Boards

Local governments are also empowered pursuant to Article 5G of the General Municipal Law to join together in inter-municipal cooperation agreements. This statute is very broad in that it authorizes joint involvement in any undertaking that participants may perform on their own. In no instance does an Article 5G agreement create a legal entity. However, it may create a joint venture or jointly governed activity. Consequently, an analysis of these activities must be made applying the previously mentioned criteria.  

Related Organizations  

Some organizations are considered related organizations to the PG. See previous guidance for affiliated (related) organizations.  

Other Entities  

Many organizations providing public services in New York State can not be universally categorized into the types of units contained in GASB Statement 14, but must be individually evaluated, for example:  

Public Libraries - sponsored by counties, cities, towns, villages or school districts in most circumstances would be considered CUs of the PG because of the existence of financial accountability as evidenced by funding of operations, approval of and responsibility for issuance and payment of debt and the ownership of real property. While this is the norm, situations do exist where the library is virtually autonomous and could be considered a special purpose government.  

Fire Companies - in most instances are considered special purpose governments. However, in certain situations they may constitute a component unit or, as in the case of a village fire department, a blended unit. 

Summary  

The classification provided in this section is based upon our understanding of the structure and powers of the various entities and should be used as a guide. Final determination must be made at the local level after considering the requirements of Statement 14 and the appropriate criteria as they may apply to both governmental and non-governmental units (for example, Not-For-Profit organizations). Local governments must be prepared to justify any deviation from the suggested guidance.  

Audits of Financial Statements  

Local officials hiring auditors, and their independent auditors, should note that for financial statements to be presented in accordance with Generally Accepted Accounting Principles (GAAP), the statements must include all elements of the Financial Reporting Entity. If a PG issues financial statements without CUs, the auditor would be required to issue a qualified or adverse opinion.

	 

	Chapter 8 - Financial Reporting 

	 

	 
	 

	Governmental accounting is concerned with the collection and analysis of a government's finances. This information has very little value if it can not be communicated in a timely and effective manner. Financial reporting serves as the link between a local governments financial information and the numerous, varied users they are designed to serve. Some of these users include governing boards and oversight bodies, investors, creditors, taxpayers and OSC.

	 

	 

	Internal Reporting

	External Reporting 

	
	

	 
	 

	 
	 

	 
	 

	Internal Reporting  

Internal reporting typically is designed to accomplish two goals: 

· First, to allow management to monitor compliance with legal and contractual provisions applicable to the management of public funds. 

· Second, to provide management with information on current performance that it needs to make future financial plans. 


Because internal reports are designed expressly to serve the needs of management, management is free to select whatever format or content it believes most relevant. It is highly unusual for internal reports to be prepared in accordance with GAAP. 

External Reporting  

There are two common types of external reports:  The first is prepared to meet the needs of specific external users, and the second (or "general purpose" type) is designed to meet the basic financial information needs of a variety of potential users.  

The GASB's Codification states that every governmental entity should prepare and publish, as a matter of public record, a comprehensive annual financial report (CAFR) that encompasses all funds and account groups of the primary government including its component units. The codification recognizes the CAFR as the "official annual report" of the government. The report is intended to meet the needs of the broad range of users mentioned above. The CAFR is comprehensive in depth and breath of its reporting detail and provides full disclosure including the requirements of GAAP and applicable legal requirements. It contains three sections: (1) an introductory section, (2) a financial section which contains the Auditor's Report, Management's Discussion and Analysis (MD&A), the Basic Financial Statements, Required Supplemetary Information (RSI), supporting schedules and (3) a statistical section. The GPFS are those basic financial statements and Notes to the Financial Statements that are essential to fair presentation of financial position and results of operations.   

New York statutes do not address the preparation of a CAFR but data required for reporting to the State could be used by local governments to prepare the financial section of the CAFR. General Municipal Law (GML) Section 30 requires every municipal corporation (county, city, town and village) to annually make a report of its financial condition to the Comptroller. The report shall be made and certified by the chief fiscal officer and be filed within sixty days after the close of the fiscal year. The report may be filed in paper form (hard copy AUD) or electronically. Upon written request from the chief fiscal officer, the Comptroller may extend the period for filing the report for an additional sixty days. It is the duty of the incumbent officer, at the time the report is required to be filed, to file the report. 

The report must be in the form prescribed by the Comptroller (GML Section 31). Instructions for filing the report in either format are mailed out to all chief fiscal officers prior to the completion of the local government's fiscal year (GML Section 32). Governments that filed electronically in the prior year receive information for filing electronically. Governments that filed a hard copy receive all information needed to file electronically or hard copy.  

The report format is a fund-by-fund presentation following the information presented in other sections of this manual. Prior year financial information is presented in the first column on the right followed by its appropriate account code and a blank line for including the current year's financial information. Only the funds and account codes used in last year's report are included in the current year's report. New funds and account codes may be added to both formats as needed. Each fund in the report requires a balance sheet, statement of revenues and expenditures/expenses, and changes in fund equity. Summary budget information for selected governmental funds is also required as is a statement of cash flows for all proprietary funds. Local governments are also required to complete the statement of indebtedness listing individual bonds and notes that remain outstanding and must also complete the schedules of supplemental information that pertain to their municipality. Notes to the Financial Statements should also accompany the report when filed with OSC.  

After receiving your local government's AUD, OSC reviews your report. During this review the report information is sent through a series of computer edits which will check to see that the report is in balance and completed in accordance with the instructions provided. Many of these same edits are the ones included in the electronic filing software. If questions arise during the review, the local official responsible for preparing the report will be contacted.  


The Federal Single Audit Act as amended requires local governments who expend $500,000 or more in a year in federal awards to have a Single Audit. Local governments not subject to the Single Audit may also choose to have their financial statements audited by an independent certified public accountant. In either case, a copy of all audit reports prepared in conjunction with these audits must be filed with OSC within ten days of the date of receipt. In addition, written responses to these audits and those issued by the State Comptroller's Office should be filed with OSC within ninety days of receipt.

	 

	Chapter 9 - GASB Statement No. 34 - Basic Financial Statement and Management's Discussion and Analysis for State and Local Governments

	 

	 
	 

	Summary of Major Reporting Model Changes

	 

	For more than 15 years the GASB had been working to create a new financial reporting model for state and local governments. In June of 1999 the board completed its work and issued GASB Statement No. 34, without a doubt the biggest change in the history of accounting for state and local governments. The following presents some background information, a summary of the major changes in the new pronouncement, OSC's policy towards implementing Statement No. 34 and the effective dates for implementation.  

The term "financial reporting model" is used to describe the framework used for financial reporting. The model historically used by state and local governments differs substantially from that used by private-sector businesses. The principal differences between these two reporting models involve fund accounting (see Chapter 2), the measurement focus and basis of accounting (MFBA) used for governmental funds (see Chapter 3) and budgetary reporting (see Chapter 6).  

Private-sector businesses are usually presented in external financial reports as a single entity. State and local governments prepare combined (rather than consolidated) statements that focus on "fund type" rather than the government as a whole (see Chapter 8). In order to get a broader perspective needed for operational accountability and to provide sufficient data for fiscal accountability, the new model will focus reporting on individual major funds which will be accompanied by government-wide financial statements.  

Although governments have used essentially the same accounting as private-sector business for enterprise funds (economic resources/full accrual MFBA) governments have taken a different approach in accounting for their governmental funds (current resources/modified accrual MFBA) (see Chapter 3). This short-term focus was considered insufficient for operational accountability and thus the new model requires that the governmental funds be accompanied by an economic resource/full accrual MFBA for government activities.  

Public-sector budgets play a critical role in the system of checks and balances between the branches of government while private-sector budgets are simply financial plans. Demonstrating compliance with the appropriated budget has been an integral part of governmental financial reporting in the form of a mandated "budget to actual" comparison statement. The problem with this approach is that the combined presentation of the budget is insufficient for fiscal accountability and the "comparison to final amended budget" is too limited. The new statements eliminate combined budget presentations and focus on major funds while also requiring the inclusion of the original budget. 

SUMMARY OF MAJOR REPORTING MODEL CHANGES 

Management's Discussion and Analysis (MD&A):  

Financial managers of governments are knowledgeable about transactions, events and conditions that are reflected in a government's financial report and of the fiscal policies that govern its operations. These financial managers will now share their insights in a required MD&A which will precede the basic financial statements. The MD&A will give readers an objective and easily readable analysis of the government's overall financial performance for the year. The MD&A will also provide an analysis of the government's overall financial position and results of the previous year's operations to assist the user of the statements to assess whether the government's finances have improved or deteriorated. The analysis should explain significant variations in fund based financial results and budgetary information and describe capital asset and long-term debt activity during the year. The MD&A will conclude with a description of currently known facts or conditions that are expected to have a significant effect on the government's future financial position and operations.  

Government-wide Financial Statements:  

As mentioned before, the new model will not abandon fund accounting. It will, however, require that consolidated, government-wide financial statements accompany the more traditional fund-based financial reporting. Although the focus will be on the government as a whole, those statements will still distinguish governmental activities from business-type activities. The government-wide financial statements will be prepared on the full accrual basis of accounting and include a statement of net assets and a statement of activities.  

The statement of net assets should report all financial and capital resources, including capital assets and infrastructure net of depreciation. The difference between a government's assets and its liabilities are its net assets.  

The statement of activities should be presented in a format that reports net (expense) revenue of its individual functions. An objective of this format is to report the relative financial burden of each of the reporting government's functions. General revenues (taxes), contributions, special and extraordinary items and transfers will be reported separately after the total net expenses of the government's functions, ultimately arriving at the changes in net assets for the period.  

Fund Financial Statements:  

Fund-based financial reporting in the basic financial statements under the new reporting model will focus on major individual funds rather than on fund types. Each major fund (governmental and enterprise) will be reported individually. Data for all non-major funds will be aggregated into a single "other" column, one for governmental and one for enterprise funds. The reporting government's main operating fund (general) should always be reported as a major fund. Other governmental and enterprise funds should be reported as major funds based on the following criteria: 

1. Total assets, liabilities, revenues or expenditures/expenses of the individual governmental or enterprise fund are at least 10% of the corresponding total (assets, liabilities, revenues or expenditures/expenses) for all funds of that category, and 

2. Total assets, liabilities, revenues or expenditures/expenses of the individual governmental or enterprise fund are at least 5% of the corresponding total (assets, liabilities, revenues or expenditure/expenses) for all governmental and enterprise funds combined. 


In addition, any governmental or enterprise fund that the government's officials believe is particularly important to the financial statement's user may be reported as a major fund.  

Financial statements for governmental funds should be presented using the current financial resources measurement focus and the modified accrual basis of accounting. Governments will also be required to present a summary reconciliation to the government-wide financial statements. Financial statements for enterprise funds should be presented using the same MFBA as used in the government-wide financial statements. OSC Policy: OSC believes that implementing GASB Statement No. 34 will result in improved financial reporting by local governments. We also realize that implementation may involve additional resources, which may not be cost benefit justified. Consequently, while we encourage all local governments to implement the provisions of GASB Statement No. 34, full implementation will not be required to meet the reporting requirements of General Municipal Law. However, local governments should be aware that full implementation will be required in order to receive an unqualified opinion on their financial statements. 

Effective Date: 

The requirements of this statement are effective in three phases based on a government's total revenues in the first year ending after June 15,1999. Governments with total revenues (excluding extraordinary items) of $100 million or more are in phase 1 and should apply this statement for periods after June 1, 2001, with retroactive reporting of all major general infrastructure assets for fiscal years beginning after June 15, 2005. Governments with at least $10 million but less than $100 million in total revenues are in phase 2 and should apply this statement for periods after June 15, 2002, with retroactive reporting of all major general infrastructure assets for fiscal years beginning after June 15, 2006. Governments with less than $10 million in total revenues are in phase 3 and should apply the statement for periods beginning after June 15, 2003. Phase 3 units are encouraged, but not required, to report major general infrastructure assets retroactively. 


Guidance:  

OSC is currently issuing a series of accounting bulletins to address the implementation challenges associated with GASB Statement No. 34.  These can be accessed at:

http://www.osc.state.ny.us/localgov/pubs/releases/index.htm

	 

	Chapter 10- Sample Journal Entries

	 

	To present the following Sample Journal Entries in a user friendly fashion, the entries have been grouped together by topic: 

Budget Entries

Real Property Tax Entries

Revenue Entries

Expenditures and Encumbrance Entries

Accrued Liabilities Entries

Prepaid Expense Entries

Judgements and Claims Entries

Capital Projects Fund Entries

Indebtedness Entries

Petty Cash & Departmental Cash Funds 

Reserve Entries 


An effective audit function should provide all levels of management an independent appraisal of their operations and assist them in achieving maximum efficiency while achieving overall organizational goals (Institute of Internal Auditors, “Standards for the Professional Practice of Internal Auditing”). However, before the manager of the organization’s audit function can begin to promote the audit department’s positive contributions to the organization, improve upon the products generated by auditing (i.e., audit reports, analysis), or contribute to the overall continuous improvement of the organization in general, the audit department’s leadership must seek feedback on its own performance. There are many sources of feedback; both internal and external to the audit department. 
Feedback from Management
Certainly one of the most important sources of feedback is from senior management. It is critical the audits scheduled to be performed by the audit department closely match the interests of the company’s senior leadership. The audit department’s mission statement must be in line with organizational policies, special interests, and short-term and long-term goals.
Feedback from the Auditee
You might think it unusual for the auditor to ask for feedback from the auditee, however, it is important that his or her voice be heard. There is nothing quite so difficult as requesting an assessment of your performance by those whose management and leadership abilities you’ve just reviewed and critiqued. Nevertheless, it is important to know how you and your work were perceived by the auditee. From the initial contact, to the audit entrance conference, through to the exit briefing, you need feedback regarding the auditee’s perception of you (and the team). Without this feedback, you will not have the information you need to improve your future performance.
Feedback from Audit Team Members
Almost as difficult as asking for performance feedback from the auditee is requesting it from your own audit team members. No one is as tough on a quality auditor’s performance as a fellow auditor. Obtaining feedback, and evaluating team effectiveness, is usually best achieved in the Process Review and Action Team (PRAT) setting. The PRAT is one avenue that may be used to determine not just whether the audit team’s performance (or audit function, for that matter) can be improved upon, but how it can be improved upon. Methods such as brainstorming; nominal group technique; cause and effect analysis; and so on, work well in this forum. 
Customer Feedback Regarding Product and Service Quality
Customer feedback in the form of survey data, interviews, complaint rate, etc., is a vital source of feedback. This information is critical to the audit function in that the quality system elements designed to assure product quality (e.g., process control, corrective and preventive action) were probably assessed by the internal audit department at one time or another and found to be acceptable. Negative customer feedback may be indicative of:
· One or more quality system elements having gone awry since the last assessment. 
· The quality system element(s) previously assessed may have been done so incorrectly. 
· Management’s “pencil whipping” of corrective and preventive actions to earlier audit findings. 
· A lack of, or insufficient follow-up action in response to audit findings by the quality audit function. 
Audit Function Effectiveness Rating
The overall effectiveness rating of the audit team usually comes from one or both of the following sources:
1. External customers-the suppliers, distributors, manufacturers, etc., whose quality system, process, and/or product you have assessed, and/or; 
2. Internal “customers”-your supervisor, his or her supervisor, and those responsible for managing and maintaining the daily internal processes and products within the company. 
Quality auditors are judged on their performance. Specifically, their appearance, their conduct, their approach to the audit. Within this sphere of professionalism, “customers” of the audit department generally judge auditors using one particular type of criteria: the “quality” of audit findings and observations to include the soundness of the logic supporting the auditor’s recommendations to correct those findings and observations. Nothing is more frustrating to an auditee than to be the recipient of an audit write-up that has no apparent impact upon the quality system, process, or product.
Setting Management Goals for Continuous Improvement
Setting organizational goals for continuous improvement is a necessity. Continuous improvement certainly applies to quality auditing as well. As technology and the way in which it is managed and manipulated advances, quality auditors need to become experts not only in their area of expertise, but also in the latest management theories and practices, as well as in state-of-the-art technology. Continuous improvement involves knowing what type of management your company (or the audited organization) is practicing (i.e., integrated process teaming, concurrent engineering, etc.), as well as the hardware and software in use, especially as it applies to automated procedures, work instructions, engineering drawings, and revisions. As a minimum, quality auditors need to educate themselves on the latest in:
· Quality auditing philosophy, techniques and practices; 
· Management philosophy, techniques and practices, as well as: 
· Computer hardware and software. 
To add maximum value to the organization, the audit function must ensure its auditors are proficient in all three areas.
1.    What is Internal Audit? 

One of the common misconceptions about auditing is that it only appraises accounting functions. Auditing (and specifically internal auditing) covers a vast range of activities, from maintenance of accounting records to assessing whether procedures comply with policy, to whether or not they are conducted efficiently or effectively. 

In June, 1999 The Institute of Internal Auditors'  Board of Directors unanimously approved the following 
new definition of the profession of Internal Auditing: 

    "Internal auditing is an independent, objective assurance and consulting activity designed to add value 
      and improve an organisation's operations. It helps an organisation accomplish its objectives by bringing 
      a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, 
and governance processes." 

The primary objective of modern internal auditing is that it functions as a service to management by providing independent, management oriented advice on an organisation's operations and performance. 

It can be regarded as a managerial control which functions by measuring and evaluating the effectiveness of other controls. Internal audit is aimed at the promotion of efficiency, economy and effectiveness of management processes, as well as the reliability and accuracy of operations. Of particular interest is the extent to which the University identifies and manages its Business Risks.  As a consequence of the University's 1997 Risk Management Strategic Plan line management (Deans, Heads of Departments, Directors, Supervisors etc.) are required to recognise and accept their responsibility for risk management. 

Another perception is that auditing is post operative. We much prefer to be proactive, to get in early and provide advice, especially in areas where changes are either happening or contemplated. Contrary to popular belief, we derive no pleasure from continually being obliged to "return to the battlefield in order to bayonet the wounded!" 
  

2.    Who is in Internal Audit? 

The University's Internal Auditor is: 

· Jim Ellis Internal Auditor (ext. 3497; jellis@metz.une.edu.au.) 


3.    Where is Internal Audit located? 

Internal Audit is located in the Ground Floor of the T.C. Lamble building behind the Cashiers, and adjacent to the Records Management Office. 
  

4.    How can Audit help you? 

By having systems under your control appraised by an independent function, areas requiring improvement or areas of non-compliance can be highlighted for remedial action, therefore helping your systems function more efficiently and effectively. Importantly, if areas under your control are considering changes, Internal Audit can help to ensure that those changes have the necessary controls built in from the start. Building a system without the necessary controls is very costly to fix at a later stage. 
  

5,    How can you help Audit? 

Each year in the last quarter, the Internal Auditor will be planning audits for the next year, as well as updating the overall ongoing strategic plan. During this planning phase, information will be gathered about any future developments being proposed. Questions will be asked to find out which areas concern the relevant people in charge. If there is anything you wish to have evaluated to gain comfort, or if there is uncertainty and no one is really sure whether it's being done right, or if you've just taken over and are not sure whether present systems are appropriate, instead of waiting for this planning phase, you may wish to contact one of the internal auditors and ask them for their advice. 

We can't get involved in everything, we assess the area, give it a risk rating which is based on different factors ranging from the materiality of the area through to the maturity of the system. According to this rating we will try and schedule in the review. 
  

6.    Why do we have Internal Audit? 

The University is subject to compliance with the N.S.W. Public Finance and Audit Act of 1983 of which one of the requirements is for the "accountable authority", in this case, UNE's Council, to have an effective audit function. 

Apart from the legislative requirement, it is good management practise to have an independent, objective assessment of the procedures and practices of an organisation. This enables the organisation to meet its corporate objectives in an efficient and effective (economic and equitable) manner. 
  

7.    Who does Internal Audit report to? 

Internal Audit is directly responsible to the Executive Director (Business & Administration). At the completion of each audit, a report is issued to the responsible area and a copy goes to either the Executive Director or to the Vice-Chancellor as appropriate. A précis of the more significant reports will also be given to the University's Audit & Compliance Committee. The format of the Audit Report includes responses to the issues raised, if any from the head of the audited section. There should be no surprises about the report as the issues are usually resolved by this stage. 
  
  
  

8.    How does Internal Audit actually audit? 

8.1  Programmed Audit Reviews. 

Once an annual audit program has been agreed to, the conduct, scope and objectives of the audit reviews are planned. These are communicated to the head of the section, and the senior executive responsible, so that each is aware of what we are doing. This also gives everyone the opportunity to add to the scope of the audit - to seek comfort that the area is running smoothly. 

From there the auditor is able to evaluate the controls in which mangement has currently put in place and objectively assess whether or not they are effective and / or efficient. 

If the auditor feels there are areas for improvement, these will be discussed with the relevant staff, the information will be confirmed, and then raised with the head of the section for consideration. It is up to the section head to decide the extent to which the suggestions made will be implemented. There could be alternative procedures available, or decisions which could render our suggestions impracticable, therefore some may not be agreed for implementation. In most instances the cost/benefit of each possible course of action will be considered. (An exception to this may be where the change is required as a consequence of a Statutory Requirement.) 

The Internal Auditor then assesses the results as to how and to whom they should be reported. Prior to issuing the final report, a copy is provided to the relevant senior manager(s) for comment, thereby ensuring they have an opportunity for input before the final report is issued. 

8.2   Non-Programmed Audits. 

This includes investigations which are referred to Internal Audit as a result a Protected Disclosure and audits specifically requested by the University's Audit & Compliance Committee. 
  

9.    How can all mistakes/errors be picked up? 

The short answer is that they can't! To pick up all mistakes would require 100% checking of all transactions and would not be cost effective! These days when an area is visited, the procedures are evaluated and the controls identified. The controls are then assessed for the degree of operation. If assurance is gained that the controls are operational then reliance is placed on these and limited testing may be conducted. 

If errors are found during testing, we assess whether or not there is a problem with the procedure. This could lead to recommendations for improvement. We do not undertake "checking" functions. Those checks and balances should be incorporated into your procedures as a matter of course. You should be satisfied that your area is running effectively. 
  

10.    Who audits Internal Audit? 

The University of New England is audited by the N.S.W. Audit Office under the provisions of the N.S.W. Public Finance and Audit Act. The State Auditor General, as the External Auditor, forms an opinion on the financial statements and also expresses an opinion on the controls in place. 
  
  
  
  

The external auditors review the effectiveness of the internal audit function. They assess our work to determine the extent to which they can place reliance on the coverage to reduce their audit effort. 
  
  

11.    Other information 

N.B. Where in this document reference is made to "systems", this refers to all management information systems not just computerised systems, eg systems in place for managing budget allocations, for Records Management, and systems for Human Resource Management,  etc. 
  

2.27 Independent Audit Function 
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Introduction
Audits of local government management functions and financial operations are a key source of information on practices that are either corrupt or susceptible to corruption . While it is common practice to have a central office at the national/federal level to monitor the effectiveness and efficiency of governmental programmes, local government (as well as other government departments) would be well served in having its own audit department. In order to be effective as well as credible, an audit department or agency needs to be both well funded and to have a certain independence. 
Purpose
The overall purpose of an audit function is to provide for verification of records, processes or functions in a sufficiently independent manner from the institution or subject being audited in order to add its value and improve its operations. Specifically, its objectives are: 

· To independently identify information which is essential to develop an overall picture of the institution/local authority.

· To identify any weaknesses or administrative flows which otherwise would not be identified due to unwillingness or inability by insiders of the institutions.

· To identify strengths and weaknesses of the administrative structures in order to inform decisions on overall strengthening of the institution.

· To provide baselines on which reforms can be assessed.

· To provide the government (other governing bodies) and general public with credible information that result in public faith or trust of the institution and/or pressure for any reforms to address problems identified.

Linkage to Transparency
The underlying principle of auditing is disclosure of administrative processes and financial practices in any organization. This exercise aims at building transparency and enhancing accountability of key officials and decision makers within the organization being audited. Positive findings of an independent audit can go a long way in building public trust in the organization, while negative findings can serve to catalyse change.

How it Works – The Key Elements 
Auditors, both internal and external, have the general responsibilities of investigating administrative and financial practices and developing factual reports. They can and often do make recommendations or refer findings to other bodies for action. The real powers of auditing is in the fact that audit reports are made public. Key aspects of the audit function are described below.

Scope. Auditing can be quite specific, wherein which auditors are mandated to carry out specified tasks, such as only examining only administrative procedures of an organization. Alternatively, the scope of the audit can be wide-ranging, covering administrative, legal, financial and other practices, i.e., an overall audit of the organization or local authority.

Selection of auditors. The important factors in choosing auditors include the level of expertise needed, degree of autonomy and resistance to undue influence. Audits may be carried out by specialised units within the local authority or government, or by external specialised auditing agencies. Auditors must also be financially and budgetary independent in accomplishing their tasks. 

Audit procedures. Auditors are also better safeguarded against oversights or abuses by the agency being audited if audit methods and procedures are standardised. Such standards are available universally and are meant to provide a framework for performing and promoting value-added audit activities that improve the operations of agencies/local authorities.

Dissemination of audit report. Audit reports must be made available to stakeholders in the city or community. As stated earlier, these can help in building accountability and enhancing trust in public agencies, or in reinforcing the need for change.

What is internal audit?

Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organization's operations. It helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control and governance processes.

Internal audit now exists in the education realm in addition to the corporate world. Responsibilities can include evaluating emerging technologies, analyzing opportunities, examining global issues, assessing risks, controls, ethics, quality, economy and efficiency, assuring that controls in place are adequate to mitigate the risks, and communicating information and opinions with clarity and accuracy. Such diversity gives internal auditors a broad perspective on the organization. That, in turn, makes internal auditors a valuable resource to management and boards of directors or education in accomplishing overall goals and objectives, as well as in strengthening internal controls and governance.

What are internal controls?

The Internal Control Mystique (Click here to see Myths vs. Facts about Internal Controls)
Internal control or an internal control system is the integration of the activities, plans, attitudes, policies and efforts of the people of an organization working together to provide reasonable assurance that the organization will achieve its objectives and mission.

This definition establishes that:

· Internal control impacts every aspect of an organization - all of its people, processes and physical structures; 

· Internal control is a basic element that permeates an organization - not a feature that is added on; 

· Internal control incorporates the qualities of good management; 

· Internal control is dependent upon people and will succeed or fail depending on the attention people give to it; 

· Internal control is effective when all of the people and the surrounding environment work together; 

· Internal control provides a level of comfort to an organization; controls do not guarantee success; and 

· Internal control helps an organization achieve its objectives and mission.

What's the difference between external and internal auditors?

Although they are independent of the activities they audit, internal auditors are integral to the organization and provide ongoing monitoring and assessment of all activities. On the contrary, external auditors are independent of the organization and provide an annual opinion on the financial statements. The work of the internal and external auditors should be coordinated for optimal effectiveness and efficiency.

Internal and external auditors have mutual interests regarding the effectiveness of internal financial controls. Both professions adhere to codes of ethics and professional standards set by their respective professional associations. There are, however, major differences with regard to their relationships to the organization, and to their scope of work and objectives.

The internal auditors are part of the organization. Their objectives are determined by professional standards, the board and management. External auditors are not part of the organization, but are engaged by it. Their objectives are set primarily by statute.

The internal auditors scope of work is comprehensive. It serves the organization by helping it accomplish its objectives, and improving operations, risk management, internal controls, and governance processes. Concerned with all aspects of the organization, both financial and non-financial, the internal auditors focus on future events as a result of their continuous review and evaluation of controls and processes. They also are concerned with the prevention of fraud in any form.

The primary mission of the external auditor is to provide an independent opinion on the organization's financial statements, annually. Their approach is historical in nature, as they assess whether the statements conform to generally accepted accounting principles, whether they fairly present the financial position of the organization, whether the results of operations for a given period of time are accurately represented, and whether the financial statements have been materially affected.

Is internal audit required?

Yes. The Five Point Plan legislation that became law on July 19, 2005 requires that all school districts over a certain size formally establish and put into operation an internal audit function.  

Strengthening School Oversight 

Working with a coalition of school and professional organizations, the New York State Comptroller's Office developed legislation to strengthen auditing, training and financial oversight by school district officials and boards. 

The new law was created with the New York State School Boards Association (NYSSBA), the New York State Society of Certified Public Accountants (NYSSCPA), the New York State Council of School Superintendents (NYSCOSS), the New York State Association of School Business Officials (NYSASBO) and the State Education Department (SED). It includes the following provisions:

· Requires six hours of training for school board members on their financial oversight responsibilities. 

· Establishes an internal audit function within each school district. 

· Creates audit committees in school districts. 

· Mandates a competitive RFP process for selecting audit firms at least every five years. 

· Improves the effectiveness of annual external audits by requiring direct school board involvement and a formal response to issues raised in the audit.

Elmira City School District Internal Audit

Elmira City School District Internal Audit communicates results and progress to the Board of Education through the Audit Committee, and directly to the Board of Education in some cases.

The initial mandatory Risk Assessment has been completed for The Elmira City School District. The Risk Assessment will be updated on an annual basis as called for by the details of the Five Point Plan. Internal Audit is currently operating on a five-year audit cycle, with a primary focus on the District's higher risk areas. Individual audits containing mandatory detailed testing of District internal controls are in progress.

Government Finances

The Department of Finance and Administration's (Finance's) first outcome - sustainable government finances - centres on the Australian Government Budget, on financial initiatives and reviews, and the advice that Finance provides to Government.

Finance contributes to the achievement of this outcome through the delivery of outputs under the Budget and Financial Management output groups:

Budget

Budget Advice

The Budget Advice output supports the Minister and Government in the preparation and ongoing management of the Australian Government Budget. Support is also provided to Australian Government agencies through advice on the Outcomes and Outputs framework and performance management system.

The major activities of this output are: 

· Supporting the Government in preparation of the Budget; 
  

· Providing advice on whole-of-government expenditure priorities with the objective of achieving sustainable government finances;
  

· Preparing the Budget estimates and Budget updates; and
  

· Providing guidance to agencies on their responsibilities under the budgetary framework. 

Financial Management

Financial Framework

The Financial Framework output develops and maintains the financial regulatory framework for the general government sector, focusing on effective financial governance, financial management and accountability.

The major activities of this output are: 

· Supporting the Minister in meeting his responsibilities under the Financial Management and Accountability Act 1997 and the Commonwealth Authorities and Companies Act 1997; 
  

· Maintaining and improving the financial governance framework, pursuant to the Financial Management and Accountability Act and the Commonwealth Authorities and Companies Act; 
  

· Assisting improved project management through the use of the Gateway Review Process;
  

· Supporting agencies' arrangements for transactional banking, cost recovery, foreign exchange risk management and compliance with competitive neutrality requirements; and 
  

· Building and maintaining the Australian Government procurement framework including developing appropriate advice and guidance. 

Financial Reporting

The financial reporting output maintains the central accounting and budget estimates system, establishes the accounting and reporting framework for Commonwealth bodies, provides financial tables and statements for budget papers and publishes the Australian Government's consolidated financial statements.

The major activities of this output are: 

· Supporting the Minister in meeting his financial reporting responsibilities under the Financial Management and Accountability Act, Charter of Budget Honesty Act and his responsibilities under the Appropriation Acts; 
  

· Maintaining and enhancing the financial reporting framework; 
  

· Facilitating a single, whole-of-government, financial reporting framework; 
  

· Producing financial tables and statements for the Budget, estimates updates and the Final Budget Outcome; and 
  

· Maintaining and improving monitoring and reporting of the Australian Government's cash balances. 

Public Sector Superannuation Advice

In delivering the public sector superannuation advice output, the department provides advice to the Minister on superannuation policy issues, participates in related policy development, prepares legislative amendments, monitors employer superannuation costs and unfunded liabilities, communicates with agencies (as employers), manages a contract for actuarial services, administers the Parliamentary Contributory Superannuation Scheme (PCSS) and provides advice on the activities of the Future Fund.

The major activities of this output are: 

· Managing the unfunded superannuation liabilities and the associated administered expense;
  

· Implementing relevant policies for the Australian Government's civilian superannuation schemes, including those in relation to a choice of superannuation funds;
  

· Managing payments in respect of past superannuation liabilities;
  

· Advising the Minister on the activities of the  Future Fund, including investment management and performance.
  
Texans overwhelmingly oppose tax increases, that much is clear. Poll after poll - including the most important one on Election Day ’02 - demonstrate that we as a people generally understand the economic importance of setting taxes low. 

But to keep more of our own money, each of us has the responsibility to stop asking our legislators to spend it. We already have one of the most fiscally efficient state governments in the nation. But the $9.9 billion expected budget shortfall tells us we still have work to do. 

When the governor recently addressed the state, he clearly and eloquently drew a line in the sand on tax increases. The people of our state “don't want, don't need and don't deserve new taxes,” he said. 

Gov. Perry also made it abundantly clear that the state’s government must economize, and even downsize, in tough times: “Texans elected us to set priorities, not to raise the price of government.” 

As citizens, though, we must recognize that Texas’ fundamental budget problem is not with legislators, but ourselves. The state’s budget exceeds $100 billion. Contrary to popular belief, that cost is not driven by a handful of pet projects promoted by a few entrenched special-interests getting legislation passed in the dead of night. 

There is no budgetary boogie-man; the problem isn’t them, it’s us. It’s the letters, phone calls and gas-station chats with constituents that set spending priorities for legislators, not dinners in Austin with corporate lobbyists. 

Every project, every line-item, does have value. A few tax dollars for economic development? Of course. A little more to promote fine arts? Why not? Maybe expanded health care coverage for all teachers? Repaving a road here... New computers for a school there… A few more employees in that agency... A couple more vehicles for this one… Regardless of one’s perspective, every line of spending in the state’s budget - from economically justified and morally important, to politically frivolous and hopelessly wasteful - shares one important characteristic with every other: it adds up to a bill that must be presented to the taxpayer. 

Fundamentally, the tax issue is not about taxes, it’s about spending, so we can’t have it both ways. We cannot one moment ask government to pay for our projects, and the next tell legislators to cut our taxes. 

Certainly there are inefficiencies. And, yes, state agencies and programs can suffer from the inevitable onset of bureaucratic mission creep. The inefficiencies must be rooted out, and programs abolished when no longer useful. Comptroller Carole Keeton Strayhorn has identified a great number of cost-saving opportunities, while the governor has produced a substantive vision for bringing state spending in line with current revenue. 

You and I as citizens and taxpayers cannot be content to grouse, complain, and then simply wait for legislators to do the right thing. We should certainly demand a reduction in spending as we converse with legislators, but more importantly we should demonstrate it in our attitudes and expectations toward state government in the daily affairs of civic life. 

The Texas Legislature should move to strengthen and expand our constitution’s existing spending limitations, while implementing a super-majority vote-requirement before raising taxes. We should implement sliding-scale fees for welfare services, requiring those who can pay to pay what they can. Where programs and procedures can be privatized, do so immediately. If the private sector is providing a service, state government should not. The bureaucracy must be held accountable for the first dollar spent. Ultimately, state spending must be tied to economic analysis, not wishful thinking. 

It’s been said nothing sharpens the focus of the mind like a noose around one’s neck. If that is the case, the much ballyhooed multi-billion-dollar budget shortfall is a great opportunity for Texans to examine our priorities and demand greater fiscal constraint. 

While taxes are the issue, spending is the problem. And only you and I can fix it. 

