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AICPA American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

September 24, 1979

To officials of state and local government units and others 
interested in state and local government accounting:

The accounting principles that state and local government units use to prepare general purpose financial state
ments for external users have been criticized in recent years, and suggestions have been made to change those 
principles to provide for the application of full accrual accounting to all funds under the control of a govern
ment unit and the consolidation of all their financial statements. Because the implications of such a radical 
change in government accounting are not entirely clear, the AICPA State and Local Government Accounting 
Committee is sponsoring an experiment to develop further knowledge and understanding of the proposed 
principles. The committee is asking state and local government units of all sizes to prepare, for study by the 
committee, financial statements for a recently ended fiscal period in conformity with the proposed principles 
as they are explained and illustrated in the enclosed booklet, and to complete the enclosed questionnaire.

The experiment will provide information both on the reactions of the participants to the proposed principles 
and on practical problems encountered in their implementation. The committee believes that the information 
will be useful in deciding whether present generally accepted accounting principles for government units 
should be changed. The Municipal Finance Officers Association supports the experiment and looks forward to 
the results being made available to the National Council on Governmental Accounting.

If you are an official of a state or local government unit, your participation in the experiment will aid the devel
opment of government accounting and will be acknowledged in the published results. If you do decide to par
ticipate, please let us know as soon as possible because financial statements and questionnaires should be 
completed by April 30, 1980. Permission for a needed delay in completion will be considered, however.

Officials of state and local government units that decide not to participate in the experiment and others inter
ested in government accounting can make an important contribution to the committee’s project too by com
menting on the desirability of the principles set forth in the experimentation booklet. Comments may be made 
by letter or by answering the applicable sections of the enclosed questionnaire.

Sincerely yours,

Frank S. Belluomini,
Chairman
State and Local Government Accounting Committee

Paul Rosenfield,
Director
Accounting Standards Division



EXPERIMENTATION BOOKLET

An Experiment in Government Accounting and Reporting 
by the AICPA State and Local 

Government Accounting Committee

NATURE OF THE EXPERIMENT
Present generally accepted accounting principles 
(GAAP) for government units are set forth in the 
AICPA audit and accounting guide, Audits o f  State 
and Local Governmental Units, and in Governmen
tal Accounting, Auditing and Financial Reporting 
and Statement 1, Governmental Accounting and 
Financial Reporting Principles, of the National 
Council on Governmental Accounting. Those prin
ciples have been called inadequate to meet the 
needs of such external users of the general purpose 
financial statements of state and local government 
units as citizens and creditors. The principles are 
said to produce general purpose financial statements 
that do not provide information on cost of services, 
that use more than one basis of accounting, and that 
do not provide a meaningful summary of financial 
position and results of operations. In response to 
such criticism, the AICPA State and Local Govern
ment Accounting Committee has developed for 
government units experimental principles that it be
lieves should be studied to determine whether they 
provide more useful financial information and more 
informative disclosures.

This experimentation booklet presents the experi
mental principles developed by the committee. 
Essentially, the experimental principles involve 
the application of full accrual accounting to all funds 
and account groups and the consolidation of their 
financial statements. The purposes of the experi
ment are to test the usefulness and practicality of 
the principles by applying them experimentally by 
state and local government units and to obtain the 
comments of the experimenters and others. The 
committee believes the results of the experiment 
will be useful in deciding whether present GAAP for 
government units should be changed.

For its study, the committee requests state and 
local government units of all sizes to prepare finan
cial statements for a recently ended fiscal period in 
conformity with the experimental accounting prin
ciples set forth in this booklet. The statements 
should consist of a balance sheet, a statement of fi
nancial activity, and a flow-of-financing-resources 
statement, accompanied by notes. (This booklet de
fines financing resources as cash and investments in 
the illustrations of flow-of-financing-resources state
ments.) The statements may be prepared using 
either the form of the illustrative financial state
ments included in this experimentation booklet or in 
some other form consistent with the experimental 
principles discussed. Because the statements are

experimental, they should not be issued to external 
users as a substitute for those prepared under pres
ent GAAP.

If possible, government units participating in the 
experiment should apply the principles in as detailed 
and precise a manner as would be required in gen
eral purpose financial statements for external users. 
A participant may find, however, that applying some 
of the principles in that manner may take too much 
time for experimental purposes, even though the 
time required would be acceptable for external pur
poses. To apply those principles for experimental 
purposes, the participant may adopt shortcut proce
dures involving estimates—for example, estimates 
of depreciation.

Government units that intend to participate in the 
experiment should inform Leonard Lorensen at the 
American Institute of Certified Public Accountants, 
1211 Avenue of the Americas, New York, New 
York 10036, as soon as possible (telephone 212- 
575-3859). In addition to submitting experimental 
financial statements, participants are requested to 
complete the questionnaire included with this book
let.

The committee encourages nonparticipants who 
are interested in government accounting to comment 
on the desirability of the experimental principles de
scribed in this booklet. Comments may be made by 
letter or by answering the applicable sections of the 
questionnaire included with this booklet. Partici
pants should send completed questionnaires and 
financial statements, and nonparticipants should 
send letters of comment or completed question
naires, to Mr. Lorensen at the Institute by April 30, 
1980.

INFORMATION FOR EXTERNAL USERS

In recent years, government has become more com
plex and its economic effects have grown signifi
cantly. Along with that growth have come greater 
visibility and greater demand for accountability. Be
cause the public, elected representatives, holders of 
debt obligations, and creditor related parties (such 
as bond-rating agencies and bond counsels) are be
coming more interested in the financial activities of 
government units, it may be argued that more under
standable and usable financial statements will be 
needed—financial statements that (a) are concise 
and easy to read, (b) are presented in a usable and 
meaningful format, (c) apply similar accounting prin
ciples to all parts of a government entity, and (d)
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most importantly, provide information that is useful 
and serves users’ needs.

The experimental principles discussed in this 
booklet are designed for the external general pur
pose financial statements of government units. The 
experimental reporting formats discussed in this 
booklet are not designed to displace the comprehen
sive fund-by-fund or fund-type accounting and re
porting systems that many government units provide 
for various purposes. They are also not designed to 
replace any type of internal reporting deemed desir
able by a government unit.

The committee considered the fundamental prin
ciples presently underlying government accounting 
and the principles being applied in other areas. Each 
experimental principle discussed in this booklet was 
considered on its own merits and evaluated accord
ing to whether its application had. the potential of 
serving certain needs of users of nonbusiness gen
eral purpose financial statements. Those needs have 
been described by Robert N. Anthony in Financial 
Accounting in Nonbusiness Organizations (Finan
cial Accounting Standards Board, 1978) as follows: 
(1) to assess the organization’s ability to continue 
to provide the services for which it exists, (2) to de
termine whether the organization has complied with 
spending and other fiscal mandates, (3) to assess 
the effectiveness of management performance, and 
(4) to obtain information about the cost of services 
provided.

Many of the experimental principles set forth in 
this booklet are used by business enterprises or
ganized for profit. However, there is no reason why 
they should not be used by government units—a 
principle should be employed by any type of organi
zation for which it is useful.

REPORTING ON A SINGLE ENTITY

Defining the Reporting Entity

In reporting on government operations, it is neces
sary to determine what constitutes the reporting en
tity. That is particularly difficult in the government 
area because of the multitude of funds, activities, 
and agencies having overlapping responsibilities. 
For purposes of this experiment, the reporting 
entity for general purpose financial statements 
should consist of all functions, programs, and ac
tivities that are controlled by or are dependent on a 
government unit’s legislative or executive body. If 
one government unit is dependent on another, the 
dependent unit should be reported as part of the 
other. A controlling or dependent relationship exists 
under one or more of the following circumstances: 
(1) budget adoption, (2) taxing authority, (3) debt is
suance secured by general obligations, and (4) fi
nancing of deficits. Control or dependence does not 
result from federal or state aid or grants, statutory 
powers given one government unit or official to for
mally approve another unit’s actions, or constitu
tional or statutory authority limiting a government 
unit to specific authority.

The foregoing definition does not imply that the 
financial statements of all political subdivisions 
within a given state should be consolidated in the 
financial statements of the state; however, guaran
tees of the debts of those subdivisions by a state 
should be disclosed.

Fund Accounting

Fund accounting was originally developed to ac
count for the stewardship responsibilities of organi
zations. Because government units originally pro
vided a limited variety of services, fund accounting 
and reporting was suitable as a control technique to 
account for those units. However, the growth of 
government activities has caused the development 
of numerous and complex funds within government 
units. The view has been expressed that reporting 
separately on each fund or group of funds of the 
same type has become cumbersome and that the 
resulting fragmentation of the entity has made it dif
ficult for the user of a government report to under
stand the activities of the unit as a whole.

Reasons often given for reporting on each fund as 
a separate entity are that each fund is based on legal 
requirements, all funds have distinct purposes that 
should not be combined, and the stewardship re
sponsibility of a government unit requires each 
function to be accounted for separately. Although 
those reasons are understandable, some contend 
that government operations are too complex to per
mit reporting on only separate interests in the gen
eral purpose financial statements—an overall view 
of operations is needed. For purposes of this experi
ment, the fund types should be consolidated for 
general reporting purposes. If legal requirements 
cannot be fulfilled unless funds are reported sepa
rately or if the unit desires to report on a fund-type 
basis, financial information for the individual funds 
or fund types could be included in the report as sup
plementary information.

Need for Consolidating Funds

It has been argued that a single overall report that 
provides a composite picture of the government unit 
as a single economic entity provides the reader with 
the information needed to assess the unit’s sol
vency, evaluate management’s effectiveness in fi
nancial matters, assess the cost of programs, and 
review the source and use of resources. Program 
activities of an organization would be reported in a 
concise manner rather than spread over several 
funds or fund types. In the process of consolidating 
the individual fund statements, the reporting of 
interfund balances, revenue, and expenses would be 
eliminated. Consolidation of funds would be facili
tated by having all funds use the same accounting 
principles for external general purpose financial 
statements. Also, a single consolidated set of finan
cial statements with operating information presented 
for separate functions would make the overall com
parison of financial activities and trends of govern
ment units, particularly government units that have
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similar activities and programs, more relevant and 
practical than it now is.

The proposal of a single consolidated set of finan
cial statements is not new. Many nongovernment 
organizations and a few government units that use 
fund accounting have been restructuring their re
ports to present consolidated information.

Trust and Agency Funds

Accountability for trust and agency funds is often 
part of the responsibilities of a government unit. If 
the unit has stewardship responsibility for those 
funds because they meet the criteria for control de
scribed above, the funds should be included as part 
of the government unit for the purposes of this ex
periment. Pension and similar funds that are not 
separately controlled by a fiduciary (for example, 
taxes withheld from employees, taxes collected for 
other government units, and performance bond de
posits) should be included in the consolidated fi
nancial statements. However, pension and other 
deferred compensation plans under which contribu
tions are irrevocable and under the complete power 
of a separate trustee are examples of trust and 
agency funds that do not meet the control criteria, 
and those funds should not be part of the general 
purpose financial statements.

Cooperative Ventures

Under the experimental principles set forth in this 
booklet, the equity method of accounting should be 
used for intergovernmental cooperative ventures— 
for example, the Dallas-Fort Worth Regional Air
port Board and the Port Authority of New York and 
New Jersey. Under that method, the government 
unit initially records its cost as the carrying amount 
of the venture. The carrying amount is adjusted by 
the government unit’s share of an excess or deficit 
of current revenues compared with the cost of cur
rent operations for a period.

BASIC FINANCIAL STATEMENTS

For purposes of this experiment, the basic financial 
statements of a government unit should consist of a 
balance sheet, a statement of financial activity, a 
flow-of-financing-resources statement, and related 
notes. Illustrative basic financial statements for a 
city are included in this booklet.

The major components of the balance sheet 
should be unrestricted assets, restricted assets, 
property, plant and equipment, bonded debt, other 
liabilities, and government capital. Restricted assets 
should be assets restricted by outsiders, such as 
lenders, grantors, or revenue from special taxes. 
The government capital section should show sepa
rate unrestricted and restricted balances, and the 
unrestricted balance should be classified into appro
priated and unappropriated balances. The sources of 
restrictions and the amounts involved, as well as 
other information that describes the nature of the 
restrictions, should be disclosed in the notes.

The statement of activity should show total costs 
by function, related revenues classified by user 
charges and intergovernmental revenue, and net 
function costs. General use revenues, by source, 
should follow net function costs. The difference 
should be captioned “ Excess (deficit) of current 
revenues over costs of current operations.” The 
addition of the excess to, or deduction of deficit 
from, the beginning capital balance results in the 
ending capital balance.

For the purpose of preparing a flow-of-financing- 
resources statement, one alternative is to define 
financing resources as cash and investments. 
Another alternative is to define financing resources 
as working capital reported on the balance sheets 
for enterprise funds or as those assets and liabili
ties reported on the balance sheets for government 
funds under NCGA Statement 1. In this booklet, 
financing resources are defined as cash and invest
ments in the illustrative flow-of-financing-resources 
statements.  

The flow-of-financing-resources statement should 
present the balance of financing resources at the be
ginning and end of the period and the increases and 
decreases in financing resources during the period. 
Financing resources derived from operations may 
be calculated by (1) adding and subtracting receipts 
and disbursements of financing resources or (2) add
ing and subtracting adjustments to or from the dif
ference between revenue and expenses in the state
ment of activity. (Both variations are illustrated in 
the flow-of-financing-resources statements included 
in this booklet.)

To provide adequate disclosure, notes to the fi
nancial statements should be included as well as seg
ment information of the type described in FASB 
Statement no. 14.

ACCRUAL ACCOUNTING

Need for Accrual Accounting

An accrual accounting system is needed to produce 
a statement of the cost of services provided by the 
government entity and the revenues that financed 
those services. Cash basis accounting permits the 
cost of services to be recorded only when payment 
is made for the services and permits revenues to be 
recorded only when money is collected from taxes 
and other sources. Because services are commonly 
provided before or after payment is made, and taxes 
are levied and become legally enforceable claims be
fore the taxes are collected, a cash basis accounting 
system could produce a misleading statement of 
both the cost of services provided and the revenues 
that financed those services. An accrual accounting 
system permits costs and revenues to be recorded 
independently of payments and collections. Further
more, accrual accounting reduces the ability to re
flect a desired financial statement result by speeding 
up or deferring cash payments.

Accrual accounting is also needed to produce a 
complete statement of the resources, obligations,

5



and capital of the government entity. For govern
ment accounting, resources include receivables 
pertaining to legally enforceable claims for taxes, 
licenses, and other revenue-raising devices. Ob
ligations include payables pertaining to legally 
enforceable liabilities for services, such as wages 
and insurance. Receivables and payables of those 
types cannot be reported under a cash basis account
ing system. Accrual accounting also permits report
ing nonmonetary assets and long-term debt.

Some have argued that accrual accounting would 
not be appropriate for government units because 
budgets are not usually prepared on an accrual basis 
and comparison of financial statements to budgets 
would be misleading. Although information to which 
budgets are compared should be prepared on the 
same basis as the budgets, that requirement need not 
prevent the use of accrual accounting. If budgets 
prepared on other than the accrual basis are in
cluded in external general purpose financial state
ments, historical information prepared on the same 
basis should be included for comparison purposes, 
and that information should be clearly distinguished 
from that prepared under accrual accounting. For 
purposes of this experiment, inclusion of budget in
formation in the external general purpose financial 
statements is optional.

Applying Accrual Accounting

Expense Recognition. Under the experimental prin
ciples set forth in this booklet, expenses should be 
recognized when goods and services for which costs 
were incurred are provided to beneficiaries or are 
used in operations. The same approach is taken in 
accounting for business enterprises, and costs in 
government accounting that are similar to those in 
business enterprise accounting should be recognized 
as expenses in a similar manner.

Revenue Recognition. For the purposes of this ex
periment, revenue from operations of enterprise 
funds should be recognized when goods or services 
are exchanged. Revenue derived from the imposi
tion of taxes—which are interpreted to include li
censes, fines, permits, and other similar items— 
does not result from sales and requires a recognition 
approach different from that taken in accounting for 
business enterprises.

For experimental purposes, claims to taxes should 
be recorded as receivables by a government unit 
when all of the following criteria are met:

1. All substantive events have occurred to give 
rise to a legally enforceable claim except the 
passage of time.

2. Collection of the claim is probable. (Prob
ability may be determined by aggregating indi
vidual claims and estimating an allowance for 
uncollectible amounts on the basis of collec
tibility experience.)

3. Revenue pertaining to a tax the amount of 
which is initially calculated by the taxpayer—

for example, sales and income taxes—must be 
estimable by the government unit with reason
able accuracy.

Applying those criteria, claims to taxes calculated 
initially by the government unit should be recorded 
as receivables when the tax is formally levied by the 
legislative body, which, for real estate taxes, is the 
assessment date. Claims to taxes calculated initially 
by the taxpayer should be recorded as receivables 
when the events that give rise to the taxes occur. 
For sales taxes, that event is the collection by the 
taxpayer of taxes on sales made during the period. 
For income taxes, that event is the earning of tax
able income, as defined by the government unit, dur
ing the period.

The selection of a method of estimation and deter
mination about the accuracy of the estimate are 
matters of judgment for the accountants preparing 
the financial statements. If estimates cannot be 
made with reasonable accuracy, no claim to taxes 
should be recorded as a receivable. For the purpose 
of this experiment, however, most government units 
should be able to make estimates of sales and in
come taxes that are accurate enough to justify imme
diate recording of receivables.

The receipt or accrual of taxes in accordance with 
the foregoing criteria should be recognized as cur
rent period revenue. However, a legislative body 
may have specified as part of a tax levy that the 
taxes have been assessed to apply to the cost of 
goods and services to be provided in the next suc
ceeding period. If so, the receipt or accrual of taxes 
should be recorded as deferred revenue (a balance 
sheet credit outside the government capital section) 
in the current period, and revenue should be recog
nized in the next succeeding period.

Fixed Assets and Depreciation

As used in this booklet, the term fixed assets refers 
to exhaustible and nonexhaustible long-lived assets 
used in providing government services. Exhaust
ible fixed assets include movables, buildings, roads, 
bridges, water and sewer lines, viaducts, and tun
nels. Nonexhaustible fixed assets include land, 
works of art, and monuments. Under the experimen
tal principles set forth in this booklet, exhaustible 
fixed assets should be recorded as assets and de
preciated over their estimated useful lives. Non
exhaustible fixed assets should be recorded as assets 
but not depreciated.

The services of one government unit may be com
pared to those of another, in part, by cost determi
nations. Depreciation of fixed assets used in provid
ing services is an element of the cost of services. 
Depreciable fixed assets are both valuable and ex
haustible; thus, there is a cost associated with using 
an asset, whether it is owned or rented and whether 
it is used by a profit or nonprofit organization.

The capitalization of fixed assets can provide 
additional benefits to a government unit. Fixed asset 
records can be periodically reviewed to determine 
whether assets are properly controlled; the respon
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sibility for the custody of assets as well as their 
effective use can be established, and information on 
sources of supply, prices, and useful lives would be 
available. The amount of capital grants used to pur
chase fixed assets can be determined, and informa
tion for insurance needs that is helpful in substantiat
ing recoverable losses would be available.

For purposes of this experiment, fixed assets 
should be capitalized at cost or, if donated, at fair 
value at the date of the gift. Government units that 
have not capitalized fixed assets in the past should 
do so retroactively. Historical cost or fair value at 
date of gift may be estimated if necessary.

Under present GAAP, depreciation is not re
quired to be recorded by government units for gen
eral operations. Consequently, the cost of using re
sources can be overstated in the years an asset is 
acquired and understated in the years the asset is 
used but not depreciated. Depreciation is not an 
exact measurement of the cost to use an asset but 
provides an allocation of that cost over the benefited 
periods.

Some believe that by recording depreciation, the 
cost of assets will be charged to expense twice— 
once when they are purchased and again when they 
are depreciated. If depreciation were recorded 
under the present flow-of-funds system of govern
ment accounting, that would occur; but under the 
cost basis of reporting it would not occur. Also, de
preciation does not fund the purchase of assets, as 
some believe. Depreciation is an allocation process 
that spreads the cost of an asset over its useful life 
in an attempt to reflect the expiration of the useful
ness of the assets and is not a financing process. 
Finally, payments on debt incurred to purchase 
assets, which have a legitimate place in a statement 
of flow-of-financing resources, should not be con
sidered as amounts comparable to depreciation. 
Such payments rarely correspond to the expiration 
of the usefulness of the assets.

Encumbrances

NCGA Statement 1 defines encumbrances as “ com
mitments related to unperformed (executory) con
tracts for goods and services,” and states they can 
be recorded for budgetary control purposes. Be
cause encumbrances represent only commitments 
(that is, the goods or services have not been re
ceived), they should not be recorded as liabilities or 
as part of the cost of goods or services for purposes 
of this experiment.

Pensions

Pensions represent a substantial and growing ex
pense to government units and the obligation for 
pensions is important information to readers of gov
ernment financial statements. For the purposes of 
this experiment, pension costs should be accrued on 
the basis of one of the acceptable actuarial methods 
specified in Opinion 8 of the AICPA Accounting 
Principles Board, Accounting for the Cost o f  Pen
sion Plans (1966), and the disclosure requirements

of the opinion should be followed. Pension costs 
accrued but not paid or irrevocably funded should 
be recorded as a liability.

ILLUSTRATIVE FINANCIAL STATEMENTS

The illustrative financial statements that follow are 
intended to demonstrate how the reporting practices 
discussed in this booklet could be incorporated into 
a set of financial statements. They should not be 
considered the only appropriate formats. Those who 
participate in the experiment should prepare finan
cial statements in formats most appropriate for their 
own circumstances, consistent with the reporting 
practices discussed in this booklet.
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(To be detached and returned to the AICPA.)

AICPA STATE AND LOCAL GOVERNMENT ACCOUNTING COMMITTEE 
EXPERIMENT QUESTIONNAIRE

This questionnaire should be completed by all participants in the experiment conducted by the AICPA State 
and Local Government Accounting Committee. Nonparticipants are encouraged to complete the first thirty- 
one questions. The questionnaire is essential to accomplish one of the major purposes of the experiment, 
which is to assess the usefulness and practicality of the experimental accounting and reporting principles set 
forth in the experimentation booklet.

Each question should be answered in the space provided or on a separate sheet if more space is needed. If 
separate sheets are used, the number of the question being answered should be inserted at the top of each 
sheet. If the answer to a particular question can be found in other material submitted to the committee by a 
participant or nonparticipant—for example, in a note to the financial statements or in a letter—the question 
may be answered by cross-reference to that material.

Identification of Respondent

Name of person responsible for completing this questionnaire:

Address:

Telephone:

Position:

If you are an official of a state or local government unit, please provide the following information about the 
unit.

Name of unit:

Type of unit:

Population of political jurisdiction of the unit:

Amount of unit’s operating budget:

Amount of unit’s capital budget:

Frequency with which an audit is performed by independent accountants. If no audit is performed, please so 
state:

Q 1



Departures from the accounting and reporting recommendations in Statement 1 of the National Council on 
Governmental Accounting (NCGA) made by the unit in preparing financial statements for external users. If 
no departures are made, please so state:

Evaluation Questions (Participants and Nonparticipants)

1. Which level of combination should be followed in presenting a balance sheet or sheets for a government 
unit intended for external users?

□ A completely consolidated balance sheet for all fund types and account groups should be presented, as 
described in this experimentation booklet.

□ A “ combined” balance sheet for all fund types and account groups should be presented, as described 
in Statement 1 of the NCGA.

□ “ Combining” balance sheets for all funds of each type should be presented, as described in State
ment 1.

□ Individual balance sheets for each fund and account group should be presented.
□ Other (please describe).

2. Why do you favor the level of combination you selected in question 1?

3. Which level of combination should be followed in presenting a statement or statements of financial 
activity?

□ A completely consolidated statement for all fund types should be presented, as described in this 
experimentation booklet.

□ “ Combined” statements for all the different fund types should be presented, as described in NCGA 
Statement 1.

□ “ Combining” statements for all funds of each type should be presented, as described in NCGA State
ment 1.

□ Individual statements for each fund should be presented.
□ Other (please describe).
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4. Why do you favor the level of combination you selected in question 3?

 

5. Which level of combination should be followed in presenting a statement or statements of the flow of 
financing resources?

□ A completely consolidated statement for all fund types should be presented, as described in this 
experimentation booklet.

□ A “ combined” statement for all proprietary fund types should be presented, as described in NCGA 
Statement 1.

□ “ Combining” statements for all proprietary funds of each type should be presented, as described in 
NCGA Statement 1.

□ Individual statements should be presented for each of the funds controlled by the government unit.
□ Individual statements should be presented for each proprietary fund only.
□ Other (please describe).

6. Why do you favor the level of combination you selected in question 5?

 

7. Which of the following approaches do you favor for reporting pension costs in the statement of activity?
□ Accrual, as described in this experimentation booklet.
□ Cash basis (if separate pension funds are used to pay pensions).
□ Pay-as-you-go (if pensions are paid directly by the government unit).
□ Other (please describe).

8. Why do you favor that approach?
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9. Should depreciation expense on all exhaustible fixed assets be reported in the statement of activity, as 
described in this experimentation booklet?
□ Yes
□ No

10. If you answered No to question 9, for what exhaustible fixed assets would you report depreciation 
expense and why would you report it for only those assets?

11. Which of the following approaches to accounting for encumbrances do you favor?

□ Encumbrances should be reported in the financial statements as expenditures and liabilities.
□ Encumbrances should be reported as reservations of fund balances or disclosed in notes to the finan

cial statements, depending on the circumstances, as recommended in NCGA Statement 1.
□ Encumbrances should not be reported in the financial statements but may be used for budgetary con

trol purposes.
□ Other (please describe).

12. Why did you choose that approach to accounting for encumbrances?

13. What changes would you make in the approach to accruing receivables in the balance sheet and recogniz
ing revenue in the statement of activity described in this experimentation booklet, and why would you 
make those changes? If you would make no changes, please so state.
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14. What changes would you make in the approach to recognizing expenses (other than depreciation and 
pension expense) in the statement of activity described in this experimentation booklet, and why would 
you make those changes? If you would make no changes, please so state.

15. What changes would you make in the classification of assets and liabilities in the balance sheet described 
in this experimentation booklet, and why would you make those changes? If you would make no 
changes, please so state.

16. What changes would you make in the classification of government capital in the balance sheet described 
in this experimentation booklet, and why would you make those changes? If you would make no changes, 
please so state.

17. How would you define financing resources for the purpose of preparing the flow-of-financing-resources 
statement described in this experimentation booklet?
□ As cash.
□ As cash and investments.
□ As working capital, in the case of balance sheets for proprietary funds.
□ As those assets and liabilities recorded under NCGA Statement 1, in the case of balance sheets for 

government funds.
□ Other (please describe).
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18. Why did you select that definition?

19. How would you present financing resources provided by operations in a flow-of-financing-resources 
statement?

□ By listing receipts and disbursements of financing resources.
□ By adding or subtracting adjustments to or from the difference between revenue and expenses in the 

statement of activity.

20. What is the reason for your choice in question 19?

 

21. In Financial Accounting in Nonbusiness Organizations (FASB, 1978, pages 48 through 52), Robert N. 
Anthony discusses four types of information needed by users of financial statements of nonbusiness 
organizations: (1) financial viability, (2) fiscal compliance, (3) management performance, and (4) cost of 
services provided. Do you believe financial statements prepared in conformity with the experimental 
accounting and reporting principles described in this experimentation booklet are superior or inferior to 
financial statements prepared in conformity with the accounting and reporting principles presently used 
by government units in providing these four types of information? In answering, please use a rating scale 
from - 3  (very inferior) to +3 (very superior). A zero rating denotes equality of usefulness.

Financial Fiscal Management Cost o f
Viability Compliance Performance Services

+3 (very superior)
+2
+ 1 

0
-1
- 2
- 3  (very inferior)

□
□
□
□
□
□
□

□
□
□
□
□
□
□

□
□
□
□
□
□
□

□
□
□
□
□
□
□
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22. Please explain why you ranked the experimental information as you did in question 21, including why the 
rankings differ, if they do.

a. Financial viability

b. Fiscal compliance

c. Management performance

 

d. Cost of services

23. From the perspective of users of financial statements, are financial statements prepared in conformity 
with the experimental accounting and reporting principles described in this experimentation booklet more 
or less useful in overall terms than financial statements prepared in conformity with the accounting and 
reporting principles presently used by government units? In answering, please use a rating scale from 
—3 (much less useful) to +3 (much more useful). A zero rating denotes equality of usefulness.
□ +3 (much more useful)
□ +2 
□ +1 
□ 0 
□ -1  
□ - 2
□ - 3  (much less useful)
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24. Why did you rate overall usefulness at the level you did in question 23?

 

25. The relationship between financial statements and budgets is subject to differences of opinion. Do you 
believe a government unit should use the same basis to prepare (1) its budget and (2) its general purpose 
financial statements issued to external users?

□ Yes
□ No

26. If you answered yes to question 25, do you believe the basis used for budgetary and financial statement 
purposes should be designed to serve the purposes and objectives of (1) budgets or (2) external general 
purpose financial statements?

□ Budgets
□ External general purpose financial statements

27. Please explain why you answered as you did in question 26.

28. Do you believe that inclusion of budgets with external general purpose financial statements should be 
mandatory?

□ Yes
□ No

29. If you answered yes to question 28, please explain why you answered as you did.
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30. If participation in this experiment or reading this booklet and answering this questionnaire changed any of 
your views on the accounting and reporting principles that government units should follow in preparing 
financial statements for external users, please explain the change. If your views did not change, please so 
state.

31. Please give general comments on the meaningfulness and benefits of the experiment, including whether, 
and what type of, experimentation should be undertaken in the future.

Other Questions (Participants Only)

32. If you refrained from applying any of the experimental accounting or reporting principles described in this 
experimentation booklet in carrying out the experiment, which principles did you omit and why? If you 
applied all the principles, please so state.
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33. Please describe any procedures that you used or estimates that you made to save time in carrying out the 
experiment (see the discussion of shortcuts in this experimentation booklet) but that are not customarily 
used in preparing financial statements for external users.

 

34. If the experimental accounting and reporting principles described in this experimentation booklet became 
mandatory for government units and no shortcut procedures were allowed, do you believe the cost of 
preparing general purpose financial statements for external users would be higher than, lower than, or the 
same as the cost presently incurred by your government unit?
□ Higher (If this line is checked, please go to question 35.)
□ Lower (If this line is checked, please go to question 36.)
□ Same (If this line is checked, please go to question 37.)

35. Please rate numerically the significance of the additional cost you estimate you would have to incur to 
prepare financial statements for external users. Use a rating scale from 1 (very significant) to 4 (very insig
nificant). After completion, please go to question 37.
□ 1 (very significant)

□ 4 (very insignificant)

36. Please rate numerically the significance of the reduction in cost you estimate you would incur to prepare 
financial statements for external users. Use a rating scale from 1 (very significant) to 4 (very insig
nificant).

□ 1 (very significant)
□ 2
□ 3
□ 4 (very insignificant)

37. Please disclose any experimental accounting or reporting principles described in this experimentation 
booklet that you found to be vague or ambiguous and that required interpretation to apply, and describe 
the interpretation you made. If no interpretations were required, please so state.
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38. Please describe any other difficulties you had in applying the experiment.

 

Q 11
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City of Example
Consolidated Balance Sheet 

September 30, 1978 and 1977 
(in thousands of dollars)

Assets 1978 1977

Unrestricted assets
Cash and certificates of deposit $ 45,875 $ 44,802
Receivables (net of uncollectibles) 7,551 6,471
Notes receivable 12 13
Inventories at cost 1,629 1,426

Total unrestricted assets 55,067 52,712

Restricted assets (primarily for
construction purposes, debt 
service requirements, and equity 
in regional airport)

Cash and investments, at cost 
approximating market 150,816 147,511

Receivables (net of estimated 
uncollectibles) 14,788 18,005

Notes receivable 4,480 3,916
Inventories 2,308 2,987
Other assets 1,197 1,401
Equity interest in regional airport 89,889 85,372

Total restricted assets 263,478 259,192

Property, plant, and equipment, at cost
Land and rights 150,077 158,314
Buildings 191,530 196,015
Improvements other than buildings 733,636 740,522
Other 172,175 163,397

Less accumulated depreciation
1,247,418

289,350
1,258,248

330,934
Net property, plant, and 

equipment 958,068 927,314
Total assets $1,276,613 $1,239,218

Liabilities and Municipal Capital
Liabilities

Accounts payable $ 3,313 $ 4,005
Accrued interest expense 2,530 2,832
Accrued pension expense 5,000 —
Other accrued expenses 10,331 16,439
Other liabilities 6,610 7,304

General obligation bonds payable
27,784

293,923
30,580

301,576
Revenue bonds payable 185,302 193,205

Total liabilities 507,009 525,361

Municipal Capital
Restricted 735,949 669,933
Unrestricted

Appropriated 19,526 23,345
Unappropriated 14,129 20,579

Total unrestricted 33,655 43,924
Total municipal capital 769,604 713,857

Total liabilities and municipal capital $1,276,613 $1,239,218

See Notes to Financial Statements.
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City of Example
Consolidated Statement of Changes in Cash and Investments (Variation 1) 

Years Ended September 30, 1978 and 1977 
(in thousands of dollars)

1978 1977

Cash Receipts
Operations

Taxes
Customer charges
Interest
Intergovernmental revenues
Other

$166,892
82,234
14,647
33,687
24,756 $322,216

$147,612
80,275
13,016
26,419
34,832 $302,154

Outside sources
Contributions in aid of construction 16,521 14,211
Bond proceeds 22,514 17,419
Other 725 39,760 3,004 34,634

Total cash receipts 361,976 336,788

Cash Payments
Operations

Personal services 167,814 180,514
Other materials and services 54,786 36,667
Interest 23,271 245,871 20,001 237,182

Bond principal paid 38,070 40,380
Acquisition of property, plant, and equipment 73,657 35,763

Total cash payments 357,598 313,325

Increase in cash and investments 4,378 23,463
Cash and Investments (beginning of year) 192,313 168,850
Cash and Investments (end of year) $196,691 $192,313

See Notes to Financial Statements.
City of Example

Consolidated Statement of Changes in Cash and Investments (Variation 2)
Years Ended September 30, 1978 and 1977 

(in thousands of dollars)

1978 1977

Resources Provided by Current Operations
Excess of current revenues over costs of

current operations $ 34,709 $ 20,001
Add operating costs not requiring current

resources
Depreciation
Pension costs not paid to pension plans
Other

Resources from operations

$27,136
5,000

756 32,892
67,601

$31,212

1,082 32,294
52,295

Other Sources
Contributions in aid of construction 16,521 14,211
Bond proceeds 22,514 17,419
Increase in liabilities 3,747 3,100
Decrease in other assets 4,997 11,544
Other 725 48,504 1,037 47,311

Total resources available 116,105 99,606

Uses of Resources
Acquisition of property, plant, and equipment 73,657 35,763
Bond principal paid 38,070 111,727 40,380 76,143

Increase in cash and investments 4,378 23,463

Cash and Investments (beginning of year) 192,313 168,850
Cash and Investments (end of year) $196,691 $192,313

See Notes to Financial Statements.
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City of Example
Notes to Consolidated Financial Statements 

Year Ended September 30, 1978

Although in practice, notes to comparative financial statements generally are also 
comparative if  they present details o f items on the financial statements or are 
otherwise pertinent, these illustrative notes only contain current year information.

1. Significant Accounting Policies
The accompanying financial statements have been designed to facilitate an understanding of the financial posi
tion and results of operations of the City of Example. Accordingly, consolidated financial statements have 
been prepared because, in the judgment of the city, they represent the most reasonable presentation of its 
overall financial condition and results of operations.
Basis o f  Accounting. The financial statements are prepared on the accrual basis of accounting. Assets are 
recorded at the time there is a right, now or in the future, to their receipt, and liabilities are recorded when 
they are incurred. Costs are recorded in the period in which they are incurred, and revenues are generally 
recognized in the period in which the goods and services financed by the revenues are provided.
Purpose o f  Funds and Account Groups. The city records its transactions in individual funds and groups of 
accounts to comply with the limitations and restrictions placed on both the resources made available to the 
city and the services provided. The following individual funds and groups of accounts are aggregated in the 
accompanying consolidated financial statements:

General Fund Enterprise Funds
Special Revenue Funds Internal Service Funds
Debt Service Funds General Fixed-Assets Account Group
Capital Project Funds General Long-Term Debt Account Group
Trust and Agency Funds

A comprehensive annual financial report has been prepared for the individual funds and may be obtained 
from the city controller’s office.

The following pension trust funds are controlled by independent boards:
Example Employees’ Retirement Fund
Firemen, Policemen and Fire Alarm Operators’ Pension Fund 
Example Transit System Retirement Plans

Their assets, held in trust for plan participants, are not available for any municipal purpose. They are there
fore not included in the consolidated financial statements.
Balance Sheet Classifications. Assets that can be designated by the city council for any use are classified as 
unrestricted assets. Assets that are restricted for specified uses by bonded debt requirements, grant provi
sions, city charter provisions, or other requirements are classified as restricted assets. Assets are restricted 
principally for debt service payment, construction of water and sewer lines and other types of general fixed 
assets, and trust and agency contractual commitments. Restricted assets also include the city’s equity in the 
regional airport.
Receivables. Receivables, including federal grant and federal revenue sharing receivables and uncollected 
property taxes, are accrued when legally enforceable claims arise.
Inventories. Inventories of materials and supplies are stated at the lower of cost and market. Cost is deter
mined by the average method.
Property, Plant, and Equipment. Property, plant, and equipment are stated at cost, estimated cost when origi
nal cost is not available, or appraised value at the time received, in the case of gifts. Maintenance and repairs 
are expensed as incurred. Replacements that improve or extend the lives of property are capitalized. Depre
ciation is computed on the straight-line method on a composite basis. Costs of assets retired are removed from 
the asset accounts and charged to the accumulated depreciation accounts.
Investments. Investments are stated at cost or, in the case of donated investments, at market value at the time 
of bequest or receipt.

Taxes Collected fo r Others. The city collects taxes for the Example Independent School District (EISD), 
which are remitted to EISD less a service fee. Only the service fee is included in revenues of the city.
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Capital Accounts. A portion of municipal capital has been classified as restricted to reflect certain limitations 
and restrictions placed on the capital of various activities by bond covenants, grants, and other contractual 
agreements.

The unrestricted portion is further classified into appropriated and unappropriated. The appropriated 
amount represents capital that has been set aside by the city council for specific purposes. The unappropriated 
amount is the residual municipal capital available for appropriation for general governmental activities in 
future periods.

2. Description of Organization
The City of Example operates under a charter originally granted by the state in 1903 and later amended by the 
voters of the city. The city council, composed of the mayor and four commissioners, forms the legislative 
branch of the city government and appoints a city manager who is responsible for administration of the city 
departments.

3. Compliance With Restriction on Use of Receipts
Certain of the City of Example’s receipts are restricted according to type and character of disbursement 
including general obligation and revenue bond proceeds, water and sewer revenue, community development 
block grant proceeds, contributions in aid of construction, specific purpose state and federal grants, income 
and corpus on certain trust funds, and property taxes levied for debt service. During the fiscal year ended 
September 30, 1978, all disbursements made with restricted receipts were for items allowed by the restric
tions.

4. Compliance With Legal Budget Provisions
The City of Example charter requires that both budgeted and actual financial results of the city’s General, 
Special Revenue, and Debt Service Funds not incur a deficit. The budgeted appropriation levels are to be 
established on a department basis and duly adopted by the city council. Any adjustments during the year to 
transfer between, or increase appropriations for, departments requires city council approval. The city’s 
budgeted and actual results for the year resulted in revenues equal to, or in excess of, expenditures for all 
required funds, and all final budget appropriations for departments were duly authorized by the city council.

5. Pension Plans
The city has not elected to participate in U.S. Social Security coverage for its employees. Contributory retire
ment plans for its employees have been approved by the city, but these plans have been determined not to be 
part of the city and are not included in the accompanying financial statements. The city does not have a fixed 
policy of funding prior service costs. Independent consulting actuaries stated in their December 31, 1977, 
report that, based upon an assumed annual investment return of 9 percent, the annual contribution to the Fire
men, Policemen, and Fire Alarm Operators’ Pension Fund and Reserve Retirement Fund should be increased 
by 10.08 percent of covered wages, or approximately $5 million. This would increase the city contribution 
above the statutory limit of 15 percent of compensation and require voter approval. However, this amount has 
been recognized in the financial statements as a charge to current operations and a liability.

In each plan, actuarial gains and losses are taken into account in succeeding valuations and thus are spread 
over the remaining active working lifetime of the employee group. Actuarial assumptions are consistently 
applied from year to year within each plan, after giving effect to plan amendments.

Contributions to the plans by the city and the excess of actuarial value of the vested benefits over fund bal
ances at the date indicated were as follows.

Excess of Actuarial Value of Vested 
Benefits Over Pension Fund Assets

Economic Assumptions

Plan
(identified

below)

Contributions 
to Plans by

City for
Years Ended

September 30,
($000) Date of 

Evaluation

Assumed
Annual

Return of 
Fund

Assets

Assumed
Annual
Inflation

Rate
Amount
($000)1978 1977

A $7,495 $7,092 12/31/77 9.00% 5.00% $ 0
B 7,590 7,273 12/31/76 9.00 5.00 112,921
C 1,361 901 12/31/77 5.25 0 0

Plan identification:
A—Example Employees’ Retirement Fund. All eligible employees of the city, excluding firemen, policemen, 

and transportation employees.
B—Firemen, Policemen, and Fire Alarm Operators’ Pension Fund, and Reserve Retirement Fund. All 

eligible employees of the fire department and police department.
C—Example Transit System Retirement Plans. All eligible employees of the system.
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6. Bonds Payable
Bonds payable at September 30, 1978 comprise the following ($000):

Type of Indebtedness
Final

Maturity

Long-Term Debt Restricted 
Assets 

Available 
for Debt 
Service

Effective
Interest
Rates

Original
Amount

Unpaid
Balance

General long-term debt 2005 1.50/6.21 $470,582 $293,923 $17,033
Water utility revenue bonds 1994 2.70/5.37 221,506 118,785 17,045
Water supply and sewer

obligations 1994 3.75/9.00 19,129 13,872 270
Public transit revenue bonds 1981 5.20 6,700 3,210 1,055
Convention center revenue

bonds 2000
1983

7.00/7.48
4.11/7.06

31,000
44,075

$792,992

30,660
18,775

$479,225

3,120
9,852Airport revenue bonds

$48,375

Annual principal and interest requirements to amortize the city’s debt for the next five years are as follows:

Principal and Interest 
($000)

General Revenue Bonds
Year Ending 

September 30, Total
Obligation

Bonds
Water
Utility

Public
Transit

Convention
Center Airport

1979 $ 58,062 $ 35,583 $ 14,662 $ 727 $ 2,616 $ 4,474
1980 54,852 34,079 14,361 735 2,730 2,947
1981 53,076 33,623 13,625 751 2,785 2,292
1982 49,516 31,548 12,696 762 2,813 1,697
1983 46,447 29,113 11,984 770 2,837 1,743

Thereafter 387,259 234,940 92,835 0 50,431 9,053
Total $649,212 $398,886 $160,163 $3,745 $64,212 $22,206

The city’s legal debt margin has been established by the state constitution at 10 percent of assessed property 
value. Present assessed value of property is $8,391,228,000, giving the city a constitutional debt limit of 
$839,123,000. When compared to present general long-term debt of $293,923,000, this leaves the city with a 
legal debt margin of $545,200,000.

Revenue Bond Requirements— Public Transit Fund. The Public Transit Fund failed to achieve the level of 
net revenues required by the ordinance authorizing the outstanding revenue bonds by approximately $310,000 
for the year ended September 30, 1978.

Ordinance requirements must be met before additional bonds can be issued. All required sinking-fund pay
ments for the year were made.
The City Water and Sewer Revenue Bond Ordinance requires that net cash from operations available for debt 
service achieve a level of 1.5 times maximum debt service on outstanding and proposed bonds before the 
additional bonds can be issued. For the fiscal year ended September 30, 1978, coverage for outstanding bonds 
amounted to 1.95 times maximum debt service, indicating the city’s continued ability to issue additional water 
and sewer revenue bonds.

7. Ad Valorem Taxes
The state constitution limits the city’s ad valorem tax rate for all purposes to $2.50 per $100 of assessed valua
tion. Ad valorem tax revenue during the year ended September 30, 1978, was levied using a rate of $1,395 per 
$100 of assessed valuation, based on 75 percent of estimated market values.

8. Contingent Liabilities
Various claims and lawsuits are pending against the city. In the opinion of the city attorney, the potential loss 
on all claims will not be material when resolved.

The city has received federal and state grants of approximately $40 million for specific purposes that are 
subject to review and audit by the grantor agencies. Such audits could lead to request for reimbursement to the 
grantor agency for expenditures disallowed under the terms of the grant. Based upon prior experience, city 
management believes such disallowances, if any, will be immaterial.

Claims from traffic accidents are inherent in the operation of the Public Transit Funds. Periodic charges to 
expense for such claims are determined by a formula that, over a period of years, has reflected actual claim 
experience.
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9. Commitments
Annually, the General Fund of the city makes significant contributions to the operations of certain enterprise 
activities as set forth in note 11. City management expects to continue subsidies to the Public Transit and Con
vention Center Funds in future years.

The Water Utilities Fund is committed to pay over the life of certain water supply facilities the propor
tionate share of net operating and maintenance expenses of several reservoirs operated by other government 
agencies or authorities that provide water to the city. The city is also committed to assume its proportionate 
share of any debt issued by the Example River Authority to increase or maintain shared wastewater treatment 
facilities servicing the city.

The city is not obligated for material amounts under long-term leases.

10. Joint Venture
The City of Example is a party to a joint-venture agreement with the City of Fort Meyer covering the develop
ment and operation of the E-F.M. Regional Airport. The airport board is charged with the responsibility for 
its operation and is composed of members named by the two city councils. Under the terms of the joint- 
venture agreement, the City of Example names seven of the eleven members on the airport board, and holds a 
seven-eleventh (7/ 11) share of the equity in the airport and is responsible for the same proportionate share of 
outstanding revenue bonds and other obligations.

The city’s equity interest in the E-F.M. Regional Airport has been recognized in the financial statements 
under the equity method of accounting. This equity interest, including an initial contribution of $41 million, 
now totals $89,889,000 and increased by $4,517,000 during the year ended September 30, 1978.

11. Municipal Activities
The City of Example principally operates as a provider of general governmental services. It also has enter
prise activities in six general areas, covering transportation terminals, public transit, water utilities, a conven
tion center, a municipal radio station, and airport operation. These enterprise activities are wholly owned by, 
and responsible to, the city council, either through the city manager or directly through administrative boards. 
Revenue bonds have been issued for the public transit, water utilities, convention center, and airport opera
tions that restrict the use of net revenues to purposes associated with that enterprise. Certain of these activi
ties—public transit, transportation terminals, convention center, and municipal radio—have been operating 
at a deficit, thereby requiring current operating support from general governmental revenues. Several of these 
deficits are expected to continue and are considered appropriate from a policy viewpoint.

The following schedule shows the financial results of operations for these enterprises, identifiable assets, 
and their portions of municipal capital.

City of Example
Information About the City’s Operations 

Year Ended September 30, 1978
(in thousands of dollars)

General

Transportation
Terminals

Public
Transit

Water
Utilities

Convention
Center

Municipal
Radio Airport

Total
Enterprise
Activities

Govern
mental

Activities Total

Sales and charges $ 160 $14,788 $ 46,881 $ 1,597 $ 705 $ 6,605 $ 70,736 $ 15,264 $ 86,000
Tax revenue 0 0 0 2,009 0 0 2,009 165,789 167,798
Grant proceeds 0 2,317 0 0 0 0 2,317 27,241 29,558
Other 2 959 5,904 365 2 953 8,185 24,086 32,271

Total revenue $ 162 $18,064 $ 52,785 $ 3,971 $ 707 $ 7,558 $ 83,247 $232,380 $ 315,627

Excess (deficit) of revenue
over expenses $ (670) $(3,527) $  12,355 $(1,942) $(226) $ 2,073 $ 8,063 $ 26,646 $ 34,709

Identifiable assets at
September 30, 1978 $6,512 $24,795 $477,035 $51,871 $ 506 $92,470 $653,189 $623,424 $1,276,613

Municipal capital at
September 30, 1978 $6,505 $16,007 $331,150 $20,698 $ 449 $73,253 $448,062 $321,542 $ 769,604

12. Municipal Capital
Restricted municipal capital totaling $735,949,000 includes contributed capital of $174,620,000, equity in the 
regional airport of $89,889,000, investment in general fixed assets of $109,908,000, and appropriated and 
unappropriated restricted capital of $361,532,000.
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