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Chapter 2
Fund Accounting 

I begin this chapter by defining a fund and emphasizing that each fund is a separate accounting and fiscal entity that can be defined by the fundamental accounting equation (assets = liabilities + “owners’” equity.  Accordingly, I note, the resources and activities of a fund can be described by the same basic statements as those of a business (i.e. a balance sheet, an “income” statement and a statement of cash flows.)  I note, however, that the GASB has now distinguished between assets and deferred outflows and between liabilities and deferred inflows.  Hence, the basic accounting equation for a government is now:
Assets + deferred outflows = liabilities + deferred inflows + fund balance (or net assets)

I then discuss the reasons for fund accounting, stressing that it is mainly a control device to assure that governments and not-for-profits comply with restrictions as to the purposes for which resources can be used.  I contend that there is nothing inherent in governments or not-for-profits that necessitates fund accounting.  

I spend the majority of a session reviewing the basic financial statements (government-wide and funds) and the fund structure of a government.  I recommend basing the session on the statements of your own city or some other city with which your students can identify (and which can be downloaded from the internet).  I then discuss the meaning of “measurement focus and basis of accounting.” I ask the students to take particular note of the types of assets and liabilities in each of the fund types and on the basis of these assets and liabilities to determine the measurement focus and basis of accounting of the various governmental funds.  It quickly becomes clear that since the governmental funds include assets other than cash, they cannot possibly be accounted for on a cash basis.  But inasmuch as they exclude capital assets (such police cars, buildings, equipment, etc.), they also cannot be accounted for on a full accrual basis.  This discussion leads to an explanation of the need for some sort of off the balance sheet records keep track of assets and liabilities that otherwise would be written-off at time of acquisition.

Because the form and content of the government-wide balance sheet is similar to that of a business, I spend relatively little time on it.  I spend approximately 20 minutes discussing the form and content of the government-wide statement of activities.  I try to emphasize that, although it may be in an unfamiliar form, it makes intuitive sense – that is, in the upper portion of the statement we determine the amount that has to be covered by general revenues; in the lower portion we identify those revenues.    

I go to great lengths to emphasize that the fund structure of a government or not-for-profit is almost never coincident with its organizational structure.  Funds are established to account for resources that are restricted for specific purposes, not for organizational units.  Hence, the general (or operating) fund, accounts for the majority of transactions engaged in by a government’s operating departments.

I then attempt to get the students to understand the relationship between funds.  I go over a series of transactions, a couple of which involve two or more funds (See files “Relationships Among Funds”).  To emphasize that each fund is an independent accounting and fiscal entity, I assign each fund to a specific student.  As I go over each transaction I ask the class to identify the one or more students who are accountable for recording the transaction. Although I focus on the fund statements (and thus on the modified accrual basis), I ask the students for the entries that would be made to reflect the transactions on a full accrual basis.

I conclude the sessions on Chapter 2 with a discussion of the reporting requirements per GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions.   
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