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Course Agenda – Day 4

• Government-wide financial statements (continued)
• Summary of significant accounting policies and notes to the financial 

statements
• Management’s discussion and analysis (MD&A)
• Required Supplementary Information
• Financial Statement Audit
• The Annual Comprehensive Financial Report (ACFR)

▪ Overview 
▪ Introductory section, including the letter of transmittal (LOT)
▪ Combining and individual fund statements
▪ Statistical section
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Government-Wide 
Statement of Activities



• Present expenses before revenues
▪ Reflects public-sector service focus rather than profit

 Expense

 - Revenue

 Net change

Format
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Minimum Level of Detail for Expenses

• Governmental activities
▪ By function or program

• Business-type activities
▪ Different identifiable activities

‣ Different = Types of goods, service, or programs 

‣ Identifiable = Specific revenue stream and related expenses, gains, 
and losses that are accounted for separately

• Greater detail encouraged
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Must Separate Different  Identifiable Activities

• Examples
▪ Water utility and electric utility 

‣ Separate lines (different services)

▪ Separate units that provide the same service to different 
geographical areas 
‣ Single line (same service)
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Direct vs. Indirect Expenses – Governmental Activities

• Include in program cost by function:
▪ All direct expense

‣ Allocate any direct functional/programmatic expense not allocated at 
the fund level

▪ Only direct expense
‣ Disallocate any indirect costs allocated at the fund level

o Exception: minor amounts built into charges for services 

o Only for purpose of government-wide reporting

☐ Allocation remains in fund financial statements
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Allocation of Indirect Cost

• Permitted if presented in a separate column
▪ Column 1:  Direct cost per function

▪ Column 2:  Allocation of indirect costs

• Normally indirect costs only allocated within governmental activities
▪ However, indirect costs may be allocated to business-type activities as well
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Depreciation on General Government Assets

• Direct cost of the function that uses the asset
▪ Example: Depreciation on police vehicles included in public safety function

• Assets used in multiple functions
▪ Allocate ratably among functions

• Assets used by essentially all functions
▪ Include in general government function

‣ Infrastructure
o Expense of function associated with acquisition and maintenance (e.g. public works)

o Separate line – unallocated depreciation

‣ Assets other than infrastructure
o Separate line - unallocated depreciation
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Interest Expense Related to General Government Debt

• Report as a separate line item
▪ Expense not attributable to a given function
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Interest as a Functional/Program Expense

• If a “borrowing is essential to the creation or continuing 
existence of a program and it would be misleading to exclude 
the interest from direct expenses of the program” 
• Borrowing used to fund low-interest loans

• Re-label separate line for remaining interest expense
• Unallocated interest expense
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Contrast with Business-Type Activities

• In business-type activities
▪ Depreciation expense is not reported as a separate line item

▪ Interest expense is not reported as a separate line item
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Losses Related to Governmental Activities

• Loss on impairment of a capital asset (if not reported 
as an unusual or infrequent item)
▪ Report in the function that reported the asset

• Loss on disposal of a capital asset
▪ Two options (depending on circumstances)

1. Report in general government function

2. Report in the function that reported the asset
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Gains Related to Governmental Activities 

• Gain on impairment of a capital asset (i.e., insured value 
exceeds carrying value)
▪ Program revenue (charges for services)

• Gain on disposal of a capital asset
▪ Two options (depending on circumstances)

1. General revenue

2. Program revenue (charges for services) in related function
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Program Revenues

• Basic characteristics
▪ Incremental

▪ Sources other than the tax base
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Sources of Program Revenue

• Charges for services
▪ Those who purchase, use, or otherwise directly benefit, and

▪ Those who are otherwise directly affected, even though they obtain 
no benefit (e.g. fines)

• Program-specific grants and contributions

• Earnings on investments that must be spent on a specific 
program
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Identification of Program Revenues

• Exclude
▪ Taxes (even if not described as such)

‣ Developer fee based on value of property

▪ Revenues from tax-increment financing

▪ Grants and contributions that are not program specific
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Identification of Program Revenues (cont.)

• Include
▪ Revenues from special assessments

▪ Program specific grants
‣ All expenditure-driven grants

‣ All single-program grants

o Even if allocated over multiple functions/programs

‣ Award or application specifies amounts used for different functions/programs

▪ Contributions of capital assets
‣ Practical restriction on use
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Component Units That Function as Business-Type Activities

• Typically do not distinguish program revenues from general 
revenues in separately issued financial reports

• Reclassification
▪ Most revenues likely derive from “programmatic” activity = 

program revenues

▪ Other revenues reported separately as general revenue
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Display of Program Revenues

• Three basic categories
1. Charges for services

‣ Including revenues related to interfund services provided and used

2. Operating grants and contributions

3. Capital grants and contributions

• Options
▪ More descriptive titles

▪ More detail within categories
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Capital Grants and Contributions

• Capital = Not available for operations
▪ A grant that could be used for either capital or operating purposes 

is an operating grant

• Capital = Capital asset of the government
▪ Pass-through capital grants are not capital from the perspective 

of the pass-through government
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Assigning Program Revenue to Individual Functions

• Charges for services
▪ Report in the function that generated the revenue

‣ Even if the resources must be used for some other purpose

▪ Policy may be needed
‣ Fines – Public safety vs. judicial
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Net Program Cost Format

Program revenues

Function/program Expenses
Charges for 

services
Operating grants 
& contributions

Capital grants & 
contributions

Net (expense) 
revenue

A $500 $100 $10 $100 ($290)
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Governmental vs. Business-Type Activities

• Separation helps to highlight different expectations
▪ Governmental activities

‣ Program revenue not expected  to recover a significant 
portion of the cost

▪ Business-type activities
‣ Program revenue expected to recover a significant portion, 

if not all, of the cost
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Separate Activity Columns

• Primary government total column - Consolidated
▪ Transfers between governmental activities and business-type activities 

must be eliminated

▪ Report interfund services provided and used

26



General Revenues

• All revenues that do not qualify as program revenues
▪ Taxes

▪ Grants and contributions that are not assignable to specific 
functions/programs
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Component Units

• Presented in one or more separate columns

• Data extracted from total column of component unit report
▪ Entity-wide column (if it had been presented) to ensure component 

units of component units are also included
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Additional Presentation Items

• Optional presentations
▪ Total column for reporting entity

▪ Comparative data

• Contribution of principal to endowment or permanent fund
▪ Report as a separate line

• Unusual or infrequent items
▪ Report each as a separate line 
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Movement of Capital Assets

• Between governmental activities and business-type activities
▪ Reported as a transfer

• Between governmental funds and proprietary funds
▪ Reported as a capital contribution/loss on disposal
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Note Disclosures



Purpose of Note Disclosures

• Note disclosures contain information that
▪ Explains, describes, or supplements the financial statements, and

▪ Is essential to users in making economic, social, or political decisions 
or assessing accountability

• Notes are integral to BFS 

• Notes are necessary to make financial statements complete
▪ Thus the term basic financial statements includes note disclosures
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What Must Be Disclosed?

• Policies underlying the amounts displayed in the financial 
statements 
▪ Additional detail or explanations concerning amounts displayed, 

and information on items that are not displayed because they do 
not meet the criteria for recognition (i.e. can’t be measured with 
sufficient reliability)

• Must have a clear and demonstrable relationship to information 
in the financial statements, and be essential to the user’s 
understanding of the financial statements

• Avoid negative disclosure
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Criteria for Note Disclosures

• Notes to financial statements are essential to users in making 
economic, social, or political decisions, or assessing accountability

• Information in note disclosures should include 
▪ Descriptions of accounting and finance-related policies underlying 

amounts recognized in financial statements

▪ Additional detail about, or explanations of, amounts recognized in 
financial statements

▪ Information about the financial position or inflows or outflows of 
resources that does not meet the criteria for recognition

▪ Other finance-related information associated with the accountability 
of the government
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Criteria for Note Disclosures (cont.)

• Information in note disclosures should not include 
▪ Subjective assessments of the effects of reported information 

on government’s future financial position
‣ EXCEPTION: Assumptions about the future that are inputs to 

measures (estimates) in the current financial statements

▪ Predictions about the effects of future events on future 
financial position

▪ General or educational information that is not specific to 
the government
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Essentiality

• Characteristics of essential information
▪ Information has, or is expected to have, a meaningful effect on users’ 

analysis for making decisions or assessing accountability

▪ A breadth or depth of users utilize, or are expected to utilize, the 
information in their analyses for making decisions or assessing 
accountability
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Summary of Significant 
Accounting Policies 

(SSAP)



SSAP Contents

• Description of government-wide financial statements

• Basis of presentation (including measurement focus and basis 
of accounting) – government-wide financial statements

▪ Component units (include specific criteria for incorporation)
▪ Governmental and business-type activities

• Basis of presentation (including measurement focus and basis of 
accounting) – fund financial statements; including descriptions of 
activities for: 

▪ Major funds (governmental and enterprise)
▪ Fund types (internal service, each type of fiduciary)
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Description of the Reporting Entity
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Description of the Reporting Entity (cont.)

Be specific!
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Basis of Presentation – Government-wide
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Basis of Presentation – Funds
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SSAP Contents (cont.)

• Other explanations and definitions, including
▪ Cash and cash equivalents

▪ Deferred resource flows

▪ Capitalization policies

▪ Valuation bases

▪ Flow policies for resources used 
‣ Restricted v unrestricted

‣ Committed, assigned, unassigned
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Elements of the Statement of Net Position
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Budgetary Data

• Budgetary basis of accounting when budgetary comparisons are 
presented in the Basic Financial Statements – Impacted by 
GASB 103
▪ Describe the budgetary basis of accounting (if other than GAAP) and 

how it differs from GAAP

• Excess of expenditures over appropriations
▪ Disclose any excess of expenditures over appropriations in the 

‣ General fund and 

‣ individual major special revenue funds, for which an annual (or biennial) budget 
is legally adopted if not otherwise visible

45



Revenues and Expenditures/Expenses

• Types of transactions included in program revenues in the 
government-wide statement of net position

• Policy for allocating indirect expense to functions in the 
government-wide statement of activities
▪ Mention if indirect costs are reported as a functional expense as the 

result of an administrative cost recovery element built into a charge 
for centralized services
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Revenues and Expenditures/Expenses (cont.)

• Property tax revenue recognition
▪ Indicate the lien dates, levy dates, due dates, and the collection dates, 

along with the availability period used for property taxes

• Compensated absences
▪ Are employees reimbursed for sick time upon retirement?

• Define operating revenues and operating expenses in 
proprietary fund, and distinguish between operating and 
nonoperating revenues
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Detailed Notes to the 
Financial Statements



Major Categories of Note Disclosures Other Than SSAP

• Reconciliations between government-wide and fund financial statements

• Stewardship, compliance and accountability

• Accounting changes

• Bankruptcies

• Going-concern considerations

• Detailed disclosures on all activities and funds

Rare!
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Details of a Summary Reconciliation

• Required if a reconciling item in the basic financial statements 
involves netting or combines several balances or transactions
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Example 1

• Reconciling item that nets items

• Detail
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Example 2

• Reconciling item that combines similar balances

• Detail
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Stewardship, Compliance, and Accountability

• Violations of legal or contractual provisions
▪ Nature

▪ Action taken

• Deficits in individual funds
▪ If not displayed
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Disclosures for Accounting Changes and Error Corrections

• Accounting changes
▪ Changes in accounting principle 

▪ Changes in accounting estimates

▪ Changes to or within the financial reporting entity
 

• Correction of errors
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All Activities and Funds
• Assets
• Deferred outflows of resources
• Liabilities
• Deferred inflows of resources
• Net position
• Fund balance
• Interfund balances
• Revenues
• Expenditures/expenses
• Interfund transactions

Other Disclosures
• Segment information
• Major discretely presented CUs
• Related organizations, joint 

ventures and jointly governed 
organizations, and related-party 
transactions

• Contingencies
• Subsequent events
• Budgetary reporting (when 

presented in BFS)

Detailed Disclosures on All Activities and Funds – Overview
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Summary of Significant 
Accounting Policies (SSAP) 

& Detailed Notes to the 
Financial Statements

EXERCISE



SSAP and Notes Section – Answer Key

1. Water Authority

2. 60 days

3. A.  State Treasurers Investment Pool
B.  None listed

4. A.  Ordinance
B.  Restricted, committed, assigned, unassigned

5. A.  181,212,910
B.  Fixed income securities and equities must have a weighted average of no less 
 than investment grade. Unrated securities limited to no more than 20% of 
 total investments.

6. 12,340,600

7. A.  52,574,834
B.  11,382,278

57



Annual Financial 
Statements



Place in Authoritative Standards

• Basic financial statements and RSI = minimum required for 
fair presentation
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Management Discussion 
& Analysis (MD&A)

Financial Section



What is Management’s Discussion and Analysis?

• Required supplementary information

• Purpose

▪ Analysis of financial position and results (why things are the way they are)

▪ “Objective and easily readable”

• Currently known facts, decisions, or conditions

• Focus on primary government

• Reference notes, but do not duplicate notes

• Topics limited by GASB Codification 2200.109 (GASB Statement No. 34)

▪ “Minimum is the maximum”
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Contents of MD&A
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Current GASB 103
1.  Discussion of the basic financial statements 1.  Overview of the financial statements
2.  Condensed financial information 2.  Financial summary
3.  Analysis of the government’s overall financial 
position and results of operations

3.  Detailed analyses

4. Analysis of the balances and transactions of 
individual funds
5.  Description of capital asset and long-term debt 
activity

4.  Significant capital asset and long-term 
financing activity

6.  Currently known facts, decisions or conditions 
of future significance

5.  Currently known facts, decisions, or 
conditions

7.   Analysis of budgetary variations N/A [Moved to notes to RSI other than 
MD&A]8.  Discussion of infrastructure accounted for 

using the modified approach



1. Overview of the financial statements

• Financial statement overview
▪ Parts of the financial report

▪ Relationship between government-wide financial statements and fund 
financial statements
‣ Analysis of significant differences resulting from the use of 

a different measurement focus and basis of accounting

▪ Other funds reported
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1. Overview of the financial statements (cont.)

• Financial highlights
▪ Total revenues, expenses by activity type (governmental and 

business-type)

▪ Net position by activity type

▪ Total fund revenues by major source; total fund expenditures/expenses 
by major function/activity

▪ Restrictions on fund balance/net position

▪ Significant changes in debt balances
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2. Financial Summary (Condensed Financial Information)

• Specific format (see next slide)

• Government-wide
▪ Report governmental activities and business-type activities separately

• Report two years – current and prior years only
▪ If basic financial statements are comparative, report three years 

• May use charts and graphs to supplement the required 
presentation, but not as a substitute

• Often times, overall analysis (part 3) is combined with the 
condensed comparative data 
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2. Financial Summary (Condensed Financial Information)
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2. Financial Summary (Condensed Financial Information)
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2. Financial Summary – Condensed Financial Information
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3. Detailed Analyses

• Reasons for major changes in financial position and results 
of operations for
▪ Governmental activities 

▪ Business-type activities

• Economic factors that affected results of operations 

• Emphasis on the current period
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3. Detailed Analyses

• Significant balances and transactions of individual major funds
▪ Focus on reasons for significant changes in fund balances (governmental 

funds) or fund net position (proprietary funds) – Explain why?

▪ Limitations on resource availability

▪ Focus on explanations that differ from the analysis required for 
governmental activities and business-type activities

• Required for all major funds but may discuss nonmajor funds 
as well
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Example - Detailed Analyses
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4. Capital Asset and Long-Term Financing 
Activity

• Capital Assets
▪ Significant additions/deletions

▪ Construction commitments

• Long-Term Financing
▪ Significant changes in balances

▪ Changes in credit ratings

▪ Effects on debt limitations

• Exclude no-commitment special assessment debt, but not 
related asset

• Summarize and reference notes but do not duplicate notes
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5. Currently Known and Expected to Impact 
Future

• Currently known facts, decisions, or conditions expected to have a 
significant effect on financial position or results of operations

▪ “Currently known” = known by management as of the date of the 
comprehensive annual financial report audit

▪ Factors already in place 
‣ A bill that has been enacted
‣ A resolution has been adopted
‣ A decision has been agreed upon
‣ A contract that has been signed

▪ Cover both governmental and business-type activities
▪ Discuss all applicable items, both internal and external
▪ Refer to the notes but do not duplicate
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Required Supplementary 
Information

(Other than MD&A)

Financial Section



Topic Introduction

1. Budgetary comparisons

2. Condition assessments for infrastructure

3. Pension and other postemployment (OPEB) defined benefit 
information

4. Trend data for risk pools
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1. Budgetary Comparison Schedules

• Mandatory budgetary comparisons for General Fund and major 
Special Revenue Funds
▪ In RSI, use “schedule” rather than statement

▪ Present related disclosures as notes to RSI rather than as notes 
to the financial statements (except material violation)

▪ Provide reconciliation if basis of budgeting is different 
from GAAP

• Use the budgetary framework for reporting
▪ Required even if scope of budgetary framework is broader than 

general fund and major special revenue funds
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1. Budgetary Comparison (cont.)

• Required for the General Fund and major Special Revenue 
Funds

• “The minimum is the maximum”
▪ Exclude 

‣ Other fund types

‣ Nonmajor Special Revenue Funds
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1. Budgetary Comparison (cont.)

78

Item Mandatory Budgetary Comparisons

Location Required supplementary information

Funds included General fund and major special revenue funds

Minimum level of detail Function or program (like statement of revenues, 
expenditures and changes in fund balance activities)

Original budget Required

Final amended budget Required

Actual results on budgetary basis Required

Variance – original v. final budget Required

Variance – final budget v. actual Required

Reconciliation to GAAP? Required



1. Budgetary Comparison (cont.)
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1. Budgetary Comparison (cont.)

• Notes to RSI
▪ Explanation of the budgetary basis of accounting

▪ Excess of expenditures over appropriations

▪ For the General Fund and each major SRF budgetary comparison
‣ Explanation of significant variations between original and final budget amounts

‣ Explanation of significant variations between final budget and actual results
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1. Budgetary Comparison (cont.)
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2. Modified Approach for Infrastructure: Condition Assessments

• Three most recently completed condition assessments 
(at least once every 3 years)
▪ Only one assessment required at date of initial implementation of 

modified approach

• Five years of maintenance and preservation costs (each year)
▪ Estimate of amount needed

▪ Actual expense (always on GAAP basis)
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2. Modified Approach for Infrastructure: Condition Assessments (cont.)

• Notes to RSI
▪ Basis for condition assessment

▪ Measurement scale

▪ Target level
‣ If changed, effect of change on estimated maintenance and preservation 

costs in period 

▪ Factors that significantly affect trends
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3. Employers in Defined Benefit Pension and OPEB Plans

• Single employers and agent multiple-employers

• Cost-sharing employers

• Nonemployer contributors
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Pensions/OPEB – Single Employers and Agent Multiple-Employers 

• Required disclosures
▪ Schedule of changes in the pension/OPEB liability and related ratios 

(10 years)
‣ Reported as of the measurement date

▪ Schedule of funding progress (10 years)*
‣ Reported as of the measurement date

▪ Schedule of required contributions (10 years)
‣ Reported as of the most recent reporting date (fiscal year-end)

*Only applies to plans operated through a qualifying trust
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A. Schedule of Changes in Pension Liability
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A. Schedule of Changes in OPEB Liability
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Covered vs. Covered-Employee Payroll

• Covered payroll 
▪ Only includes the payroll on which contributions to pension/OPEB 

plan are based

• Covered-employee payroll 
▪ Total payroll of employees covered in a pension/OPEB plan; may 

include certain forms of payment that are not included in calculating 
the pension/OPEB benefit of an employee, e.g., overtime
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B. Schedule of Required Contributions

• Required if contribution is:
▪ Actuarially determined
▪ Not actuarially determined, but statutorily or contractually required

• Contents
a. Target contribution
b. Actual contribution
c. Difference (a – b)
d. Measure of pay*
e. Contributions as % of measure of pay (b/a)

* Refer to prior slide
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Information on Contributions (Pension): Actuarially Determined Contribution

*Or covered-employee payroll
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Statutorily or Contractually Determined Contribution

• Only applicable if an ADC is not calculated

• Same type of information as in previous schedule
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Pensions/OPEB - Cost-Sharing Employers

• Schedule of funding progress (10 years)
▪ Employer’s proportionate share of collective net pension/OPEB liability 

(NPL/NOL)  As a % and $

▪ Employer’s measure of pay

▪ Ratio: Employer’s proportionate share of collective NPL/NOL as % of measure 
of pay (a/b)

▪ Ratio: Fiduciary net position as % of TPL/TOL

• Schedule of employer contributions (10 years)
▪ If statutorily or contractually required

▪ As of the most recent reporting date
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Schedule of Funding Progress - Cost-Sharing Employers
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Pensions/OPEB - Nonemployer Contributors

• Schedule of funding progress (10 years)
▪ Nonemployer share of NPL/NOL

‣ As % and $

▪ FNP as % of TPL/TOL

• Schedule of nonemployer contributions (10 years)
▪ If statutorily or contractually required
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Notes to RSI

• Significant methods and assumptions for actuarially determined 
contribution (if applicable)

• Disclose factors that significantly affect trends

• Restate prior years as required
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4. Trend Data for Risk Pools

• Trend data on revenue and claims development
▪ 10 years of data

▪ Include changes in pool’s liability for claims

▪ Only required if no separate report is issued for the pool
‣ How to obtain separately issued report
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Knowledge Check
RSI, other than MD&A



Question 1

Mandatory budgetary comparisons are:

A. Always reported in the basic financial statements

B. Always reported in RSI

C. Either reported in the basic financial statements or RSI
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Question 2

Which of the following would be included in a mandatory 
budgetary comparison?

A. Major Special Revenue Fund

B. Nonmajor Special Revenue Fund

C. Major Debt Service Fund

D. Nonmajor Debt Service Fund

E. Both A and C
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Question 3

What is the minimum level of detail at which  budgetary 
comparisons must be presented in connection with 
mandatory reporting?

A. Function or program level

B. Legal level of control

C. Either A or B
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The Financial 
Statement Audit

Financial Section



Assessment of Quantitative Materiality

• Government-wide financial statements
▪ Assessed by activity column

• Major funds
▪ Assessed by individual fund

• Nonmajor funds
▪ Assessed in the aggregate, regardless of fund type*

• Discretely presented component units
▪ Assessed in the aggregate*

*Nonmajor funds and discretely presented component units may be aggregated if not 
material to the primary government
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Application of Quantitative Materiality

105

Basic Financial Statements

Government-wide 
Financial Statements Fund Financial Statements

Government Funds Proprietary Funds Fiduciary Funds

Governmental 
activities

Business-type 
activities

Discretely 
presented 
component 
units

Each major 
governmental 
fund

Aggregate 
nonmajor 
governmental 
funds

Each major 
enterprise 
fund

Aggregate 
nonmajor 
enterprise 
funds

Pension 
(and other 
employee 
benefit trust 
funds)

Private-
purpose trust 
funds

Internal 
service funds

Investment 
trust funds

Custodial 
funds

Separate 
unit

Separate 
unit

Aggregate 
all as a 

single unit

Separate 
unit for
 each

Separate 
unit for
 each

“Remaining fund information”- .Aggregate all as a single unit.

Financial 
Statements

Fund 
Categories

Reporting 
Units

Opinion 
Units



Which Sections are Audited?
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Item Status Responsibility

Introductory Section 
(including letter of transmittal)

Unaudited Read for consistency

Management’s discussion 
& analysis (MD&A)

Required Supplementary Information Conduct limited procedures 
(i.e., inquiries and comparisons)

Basic financial statements (including notes) Audited Render an opinion on fair presentation

Required supplementary information 
(other than MD&A)

Required Supplementary Information Conduct limited procedures 
(i.e., inquiries and comparisons)

Combining statements & individual fund 
financial statements & schedules

Other supplementary information Render an opinion on fair representation in 
relation to the basic 
financial statements

Other financial schedules Other Supplementary Information Render an opinion on fair representation in 
relation to the basic financial statements

Statistical section Unaudited Read for consistency



Auditing Standards

• Generally accepted auditing standards (GAAS)

• Generally accepted government auditing standards (GAGAS)
▪ Government Auditing Standards (GAS)

▪ “Yellow Book”

▪ Use
‣ Single audits, state mandate, grant requirement, or voluntary use

107



Relationship Between GAAS and GAGAS

• GAGAS general standards
▪ Replace GAAS general standards

• GAGAS performance standards
▪ Build upon GAAS performance standards

• GAGAS reporting standards
▪ Build upon GAAS reporting standards
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Reporting: GAAS vs. GAGAS

• GAAS
▪ Fair presentation of financial statements

• GAGAS
▪ Fair presentation of financial statements

▪ Internal control and compliance
‣ Disclose deficiencies identified during the audit

‣ No opinion rendered

‣ Findings vs. letter to management
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Audit Findings

• Four elements
1. Criterion/criteria

2. Condition

3. Cause

4. Effect or potential effect
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Audit Procurement

• Closely tied to audit quality

• Process should
▪ Be open and competitive

▪ Produce a comprehensive request for proposals (RFP)

▪ Give priority to auditor qualifications

▪ Be documented in a written agreement

• Other GFOA recommendations
▪ Use a multi-year audit contract (five-year minimum)

▪ Do not mandate auditor rotation
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Annual Comprehensive 
Financial Report 

(ACFR)



Place in Authoritative Standards

• Basic financial statements and RSI = minimum required for 
fair presentation
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Challenges to Financial Statement Users

• Governments differ from one another in important ways 
(structure, authority, services provided)

• The basic financial statements provide individual fund data only 
for major funds

• Basic financial statements may not be sufficient to demonstrate 
compliance with finance-related legal or contractual provisions

• Trend data and nonfinancial information are needed to provide 
context

• Users also desire management’s subjective assessment
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ACFR

• Provides users of the government’s financial statements with 
important additional information
▪ Profile of the government
▪ Information on individual funds
▪ Demonstrating compliance

▪ Context for analysis

▪ Subjective analysis

• Authoritative accounting and financial reporting standards 
encourage governments to prepare an ACFR, but it is not 
required
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Structure of an ACFR

ACFR
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Overview of an ACFR

Three basic sections

INTRODUCTORY SECTION
• Table of Contents
• Letter of Transmittal
• Organizational Chart
• List of Principal Officials
• Certificate of Achievement for 

Excellence in Financial  Reporting

FINANCIAL SECTION
• Auditor’s Report
• Management’s Discussion & Analysis
• Basic Financial Statements & Notes
• RSI
• Combining Statements
• Individual Fund Statements

STATISTICAL SECTION
• Financial Trends
• Revenue Capacity
• Debt Capacity/Limitations
• Demographic/Economic Information
• Operating Information
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Additional Specialized Sections

• Investment section
▪ Pension and other postemployment benefit plans

▪ Investment pools

• Actuarial section
▪ Pension and other postemployment benefit plans
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Understanding the ACFR 

Financial Section
EXERCISE



Financial Section – Answer Key

1. Unmodified

2. MD&A facts

3. A.  33,739,849
B.  8,600,239
C.  3,310,746
D.  21,828,684

4. General Fund unrestricted FB = 16,517,965; General Fund total revenues =  
123,469,290; 13.4%

5. A.  Sales taxes
B.  Public safety
C.  (6,544,046)
D.  5,090,719
E.  Capital projects
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Financial Section – Answer Key

6. General, Community Development Block grant, Debt Service, Capital 
Projects

7. a.  38,653,263
b.  14,298,777
c.  24,218,414
d.  82%

8. a.  9,454,008
b.  7,890,163
c.  (11,109)
d.  1,405,520
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Financial Section – Answer Key

9. Water, transit

10. a.  1,949,318
b.  23,332,371
c.  21,948,529

11. a.  3,406,130
b.  2,989,844
c.  3,098,213
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Introductory Section



Sources of Guidance

• Authoritative standards prescribe
▪ Table of contents

▪ Letter(s) of transmittal (no detail)

▪ “Other material deemed appropriate by management”

• GFOA recommends the inclusion of 
▪ Organizational chart/list of principal officials

▪ Reproduction of the Certificate of Achievement for Excellence in Financial Reporting 
(if applicable)

• GFOA also offers guidance on the basic contents of the letter 
of transmittal
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Table of Contents

• Clearly delineate basic sections of the report
▪ Introductory
▪ Financial
▪ Statistical
▪ Additional section(s) if applicable (Single Audit report)

• Subdivide financial section
▪ ACFR audit
▪ Management’s discussion 

and analysis
▪ Basic statements (include notes)

125

▪ RSI other than MD&A

▪ Other supplementary 
information

▪ Full title for statements 
and schedules



Example - Table of Contents
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Letter of Transmittal



What is a Letter of Transmittal?

• Purpose
▪ Introduce the government and its financial statements

▪ Serve as formal ‘cover letter’ for the ACFR

▪ Provide financial and economic analyses

▪ Avoid duplication with management’s discussion and analysis “MD&A”

The Letter of Transmittal is the only place in the ACFR where 
you can include prospective / subjective information
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Format

• Presented on government’s letterhead
• Dated (no earlier than date of independent auditor’s report)
• Normally addressed to citizens and the governing board
• Keep discussion simple and straightforward
• Use charts and graphs
• Signatures

▪ Chief financial officer (minimum)
▪ Chief executive/operating officer
▪ May have two separate letters
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Format (cont.)

Four Parts 

1. Formal transmittal

2. Profile of government

3. Information useful in assessing the 
government’s economic condition

4. Awards/Acknowledgments

Required for the GFOA’s 
Certificate of Achievement 
for Excellence in Financial 
Reporting Award

Authoritative guidance requires a comprehensive report include a letter of 
transmittal, however, the format and content of the letter are not specified. 

(GASB COD 2200.704-1; GASBIG 2016-1 Q 5.10)
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Example - Formal Transmittal

Management assumes full 
responsibility for the completeness 
and reliability of the information 
contained in the report, based upon a 
comprehensive framework of internal 
control that it has established for this 
purpose.

The Authority is required to have an 
annual audit in accordance with the 
provisions of Governmental Account 
Audit Act (50 Illinois Compiled Statutes 
310/2).

REPORT DATE, 2022
The Honorable J.B. Pritzker Office of the Governor
207 S. Spring St. Springfield, Illinois 62704
Dear Governor Pritzker, Members of the IHDA Board, and Citizens of Illinois:

It is our pleasure to present the Annual Comprehensive Financial Report for the 
Illinois Housing Development Authority (IHDA, the Authority) for the fiscal year 
ended June 30, 2022, which provides an in-depth, detailed analysis of our financial 
transactions and standing for the fiscal year. Management assumes full responsibility 
for the completeness and reliability of the information contained in the report, based 
upon the design, implementation, and maintenance of a framework of internal 
control that it has established to ensure the Authority’s financial statements are free 
from material misstatement, whether due to fraud or error. Because the cost of 
internal control should not exceed anticipated benefits, the objective is to provide a 
reasonable, rather than absolute, assurance that the financial statements are free of 
any misstatements.

The Authority is required to have an annual audit in accordance with the 
Governmental Account Audit Act (50 Illinois Compiled Statutes 310/2) and to file a 
complete audit, including annual financial statements, to the Illinois Office of the 
Comptroller.
This report has been prepared in accordance with Generally Accepted Accounting 
Principles (GAAP) and in conformance with the financial reporting principles and 
standards established by the Governmental Accounting Standards Board (GASB). 
Additionally, this report follows the guidelines recommended by the Government 
Finance Officers Association of the United States and Canada (GFOA) and will be 
submitted for its review and evaluation.
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Profile of the Government

• Who does the government serve?
• How do they govern?
• Possible factors for inclusion:

▪ Population
▪ Structure (e.g., council-manager vs. mayor-council)
▪ Types and levels of services provided
▪ Component units 

‣ Any potential component units excluded

▪ Brief summary of budget process 
▪ Governmental funds with annual/biennial appropriated budget
▪ Legal level of budgetary control
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Information Useful in Assessing Economic Condition

• Function = To identify factors that could cause today’s 
financial position to improve or deteriorate in the future

• Types of information useful for this purpose
▪ Information regarding the local economy

▪ Results of long-term financial planning 

▪ Relevant financial policies

▪ Major initiatives

▪ Budget
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Awards and Acknowledgements

• Awards
▪ Objective indicators of the quality of the government’s 

financial management
‣ Certificate of Achievement for Excellence in Financial 

Reporting 
‣ Other awards 

• Acknowledgements
▪ Those who played a significant role in preparing the report 

or internal control
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List of Principal Officials
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Organizational Chart - Example
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• Reproduce the Certificate 
of Achievement for the 
preceding year

Certificate of Achievement
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Combining & Individual 
Fund Financial 

Statements

Financial Section



Combining Financial Statements

• Data for individual funds not presented as such in the basic 
financial statements

• Purpose:  Support the related column in the basic financial 
statements

‣ Nonmajor governmental funds

‣ Nonmajor enterprise funds

‣ Fund-type columns

‣ Discretely presented component units column
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Example

• Basic financial statements

• Combining financial statements
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Governmental Funds

• Information needed by fund type

• If numerous funds
▪ Sub-combine statements by fund type
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Format: Complete Sets of Financial Statements

• Nonmajor governmental funds
▪ Balance sheet

▪ Statement of revenues, expenditures, and changes in fund balances

• Nonmajor enterprise funds
▪ Statement of net position

▪ Statement of revenues, expenses, and changes in net position

▪ Statement of cash flows
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Format: Complete Sets of Financial Statements (cont.)

• Internal service funds
▪ Statement of net position

▪ Statement of revenues, expenses, and changes in net position

▪ Statement of cash flows

• Private-purpose trust funds
▪ Statement of fiduciary net position 

▪ Statement of changes in fiduciary net position

• Pension (and other employee benefits) trust funds
▪ Statement of fiduciary net position 

▪ Statement of changes in fiduciary net position
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Format: Complete Sets of Financial Statements (cont.)

• Investment trust funds
▪ Statement of fiduciary net position 

▪ Statement of changes in fiduciary net position

• Custodial funds
▪ Statement of fiduciary net position

▪ Statement of changes in fiduciary net position

• Nonmajor discretely presented component units
▪ Statement of net position

▪ Statement of changes in net position
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Combining Statements

• Cover page for each set of financial statements
▪ Description of the nature and operations of each of the individual 

funds or component units (if not readily discernable from the name 
of the fund or unit)

• No reference to the notes to the financial statements for 
statements that receive only in-relation-to audit coverage
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Individual Fund Statements

• Only for information beyond what is already presented in 
the combining statements
▪ Supplementary Budgetary comparisons

‣ Governmental funds, other than the general fund and major special revenue 
funds with annual (or biennial) appropriated budgets

‣ General fund and major special revenue funds, if legal level of control is 
lower than the function/program level

▪ Comparative data for certain individual funds

▪ Additional detail, such as descriptive account titles
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Combining Statements for Component Units

• Data drawn from the entity-wide totals of the government-wide 
financial statements which appear in the component unit’s 
separately issued report 
▪ If a separate report is not issued, the basic fund financial statements of 

the component unit must be included in the financial subsection of the 
annual comprehensive financial report
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Format for Component Unit Combining 
Statements

• Same approach as combining statements
▪ Complete sets of financial statements

▪ Cover page with a description of the nature and operations of the 
individual fund, if not readily discernable from its name

▪ No reference to the notes for individual fund statements that receive 
only in-relation-to audit coverage



Schedules

• Purpose
▪ Demonstrate legal compliance 

▪ Provide additional financial information of potential benefit to 
financial statement users
‣ Example:  Schedule of cash receipts and disbursements – general fund

• If related to a given set of financial statements, place 
immediately following those related statements 
▪ If not, place in a separate section at the end of the financial section 

of the annual comprehensive financial report
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Supplementary Budgetary 
Reporting

Financial Section



Supplementary Reporting

• Required in an Annual Comprehensive Financial Report

• Required for funds that meet all the following criteria:
▪ Governmental Fund (vs. Enterprise Fund)

▪ Appropriated budget (force of law) vs. “financial plan”

▪ Annual (or biennial) vs. project-length
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Content and Detail of Budgetary Reports

• Supplementary reporting
▪ Final amended budget

▪ Actual (budgetary basis) 
‣ No reconciliation to GAAP required

▪ Detail presented at legal level of control
‣ The level at which resources cannot be reassigned without approval



Variance Columns (Optional)

• Presentation encouraged
▪ Difference between the final amended budget and actual amounts

‣ Almost always presented

• Presentation permitted
▪ Difference between the original budget and the final amended 

budget (mandatory reporting only)
‣ Rarely presented
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Labeling Variance Columns

• Managerial accounting
▪ Favorable  vs. unfavorable terminology

• Problematical in the public sector
▪ Focus on providing services rather than generating revenue

‣ Spending less money than planned is not necessarily a “good thing”, 
if services suffered as a result

‣ Collecting more taxes than needed is not necessarily a “good thing”, 
from the point of view of taxpayers

• Recommendation
▪ Neutral terminology (e.g., “variance” or “difference”)
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Summary – Budgetary Reporting

155

Item Mandatory Budgetary Comparisons Supplementary Budgetary 
Comparisons

Location Required supplementary information (Other) supplementary information 
– in financial section after RSI

Funds included General fund and major special 
revenue funds

All governmental funds with legally-
adopted, time-based budgets

Minimum level of detail Function or program (like statement 
of revenues, expenditures and 
changes in fund balance activities)

Legal level of budgetary control 
(some or all changes require 
legislative approval)

Original budget Required Not required

Final amended budget Required Required

Actual results on budgetary basis Required Required

Variance – original v. final budget Required Not required

Variance – final budget v. actual Required Not required

Reconciliation to GAAP? Required Not required



Knowledge Check
Combining Statements and 

Supplementary Budgetary Comparisons



Question 1

Information on which of the following funds could be found in 
the combining financial statements?

A. Major special revenue fund

B. Nonmajor special revenue fund

C. Major enterprise fund

D. Both A and B
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Question 2

Only one combining statement is required for custodial funds.

A. True

B. False
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Question 3

A reference on the face of the combining statements to the 
notes to the financial statements is:

A. Normally inappropriate

B. Sometimes required

C. Both A and B
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Question 4

If a combining statement is presented, individual fund 
statements are:

A. Always required

B. Never required

C. Sometimes required
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Question 5

Budgetary reporting for Enterprise Funds is:

A. Always required

B. Sometimes required

C. Never required
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Question 6

Which of the following would be required in connection with 
supplementary budgetary reporting?

A. Original budget

B. Variance column

C. Reconciliation between basis of budgeting and GAAP

D. All of the above

E. None of the above
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Statistical Section



Focus of Statistical Section

• Economic condition
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Financial Position vs. Economic Condition

• Financial position
▪ [Assets + deferred outflows of resources] – [liabilities + deferred 

inflows of resources] = net position

• Economic condition
▪ Factors that indicate that today’s net position may improve or 

deteriorate in the future
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Five Objectives

1. Financial Trends
▪ Trend information to help the reader understand how the government’s 

financial performance and well-being have changed over time

2. Revenue Capacity
▪ Information useful in assessing a government’s ability to raise 

own-source revenue

3. Debt Capacity
▪ Information useful in assessing a government’s ability to issue new debt
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Five Objectives (cont.)

4. Demographic and Economic Information
▪ Demographic and economic indicators to help the reader 

understand the environment within which the government’s 
financial activities take place

5. Operating Information
▪ Information on the size of a government’s workforce, the 

levels of services that it provides, and its capital assets
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Financial Trends Example
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Revenue Capacity Example
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Debt Capacity Example
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Demographic and Economic Information Example
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Operating Information Example
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Statistical Section
EXERCISE



Statistical Section – Answer Key

1. A.  (60,665,368)
B.  (9,686,323)
C.  9,454,008
D.  16,517,965 (committed + assigned + unassigned)

2. A.  10,552,340,982
B.  147.48
C.  Mall Management Co LP 3.82%; Electric Power Co 4.21%

3. A.  72,497,878
B.  575,228,705
C.  3.5

4. A.  7.1%
B.  Hospital Center

5. A.  196
B.  127.1 miles
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Review



Review



Question 1

Which of the following statements best describes the 
relationship between authoritative standards and the 
issuance of an ACFR?

A. Authoritative standards require the issuance of an ACFR

B. Authoritative standards encourage the issuance of an ACFR

C. Authoritative standards permit the issuance of an ACFR
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Question 2

An ACFR would provide information on which of the following?

A. Individual nonmajor governmental funds

B. Individual nonmajor enterprise funds

C. Individual internal service funds

D. Individual fiduciary funds

E. All of the above
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Question 3

Which section of the ACFR normally is used to provide any 
subjective assessments that may be needed?

A. Introductory section

B. Financial section

C. Statistical section
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Question 4

Analysis, strictly speaking, focuses on providing an answer 
to which of the following questions?

A. Why?

B. What?

C. How?

D. All of the above
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Question 5

One of the key contributions of an MD&A is to allow 
management to provide a subjective assessment of the 
government’s finances.

A. True

B. False
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Question 6

Governments may use charts and graphs to supplement or 
replace condensed comparative data in MD&A.

A. True

B. False
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Question 7

Which of the following might properly be addressed in MD&A?

A. A potential grant

B. A planned rate increase

C. The settlement of a lawsuit

D. All of the above

E. None of the above
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Question 8

Trend data normally are presented in which section of an 
ACFR?

A. Introductory section

B. Financial section

C. Statistical section
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