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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: What are the basic financial statements for local governments?



Management’s Discussion & Analysis 
(MD&A)
❑ Scope of analysis is too narrow

• MD&A must provide needed analysis for both the 
government-wide financial statements and the individual 
major fund financial statements

• If the same transaction or event affects both, the analysis 
should be crafted in a manner that minimizes duplication

❑ Analysis in MD&A should also cover both revenue and 
expenses/expenditures
• Expenditures are often neglected
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: When comparative financial statements are presented, the MD&A 
should include financial data and narrative analysis for:



Management’s Discussion & Analysis 
(MD&A) 

❑ Missing the third year when comparative financial statements are 
presented

❑ Include condensed financial data and comparative analysis for each 
of the last 3 years
• Just including the numbers does not meet the requirements
• Why did it happen?
• Timing is not an explanation by itself

❑ A narrative analysis of changes between both sets of years is 
mandatory
• Year 2021 and year 2020 
• Year 2020 and year 2019
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Management’s Discussion & Analysis 
(MD&A) 
❑ Example Analysis 

• What we generally see: “Unrestricted net position of the 
governmental activities decreased by 3.4 million from the prior year 
resulting in a $2.9 million deficit at the end of this fiscal year.”

• What we should see: “The deficit in unrestricted governmental net 
position arose primarily because of three factors.  First, the City 
settled a significant property claim during the year, resulting in an 
additional expense in governmental activities of approximately $2 
million.  Second, the City’s pension expense rose in the current year 
by $1 million due primarily to unfavorable experience.  Finally, 
property taxes dwindled in the current year due to a new 
abatement granted for a large section of the City’s commercial 
sector.”
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Management’s Discussion & Analysis 
(MD&A) 
❑ Restatements of net position must be presented in the 

condensed financial statements 

❑ Budget analysis for the General Fund
• And only for the General Fund

❑ If significant, address variances between:
• Original and final amended budget

• Final amended budget and actual results
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Management’s Discussion & Analysis 
(MD&A) 
❑ Discussion of capital assets and long-term debt

• Reference to notes does not meet the requirement

• Charts and tables may not replace the required narrative discussion

• Recap activity that occurred during the year such as major 
acquisitions/disposals or new or retired debt
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Management’s Discussion & Analysis 
(MD&A) 
❑ Discuss differences resulting from implementation of new 

GASB pronouncements

❑ Economic Outlook – current known facts, events that have 
occurred
• Avoid speculation

• The facts and ONLY the facts

• Do not include current year events

• Information does not agree to the financial statements 
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: What is the proper terminology for the government-wide 
statements?



Net Position
❑ There are three components of Net Position

• Net investment in capital assets

• Restricted net position

• Unrestricted net position
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Example Presentation of Net Position

13



14

Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: What is the proper formula to calculate Net Investment in Capital 
Assets?



Net Investment in Capital Assets
❑ Miscalculation is the major common error

• ALL capital assets should be reported regardless of restrictions
• Utilizing all debt within the calculation rather than debt for capital 

purposes
• Debt for a capital purpose should only be included in the 

calculation once the proceeds have been used to acquire, 
construct, or improve

• If material amounts of debt proceeds were spent on assets that 
have not been capitalized or utilized to establish a debt service 
fund, these amount should be removed from the debt 
outstanding balances calculation
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Restricted Net Position
❑ Including amounts which were not restricted by an external 

source

❑ If permanent endowments are included in restricted net 
position, expendable and nonexpendable portions must be 
shown

❑ Restricted net position of the governmental activities does 
not need to equal the restricted fund balances in the 
governmental funds due to different measurement focuses 
and basis of accounting

❑ No restricted category can be negative
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Unrestricted Net Position
❑ Any balance that does not meet the requirements for the 

other two categories

❑ Designations should not be reported on the face of the 
statements, but the details can be disclosed in the notes

❑ It is possible for this balance to be negative 
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: The government-wide statement of Activities lists all revenues, 
then all expenditures, then other financing sources and uses.



Statement of Activities
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Statement of Activities
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Statement of Activities 
❑ Must distinguish between governmental and business-type 

activities

❑ Should not include fiduciary activities within this statement

❑ Governmental expenses should be presented by function

❑ Business-type expenses should be presented by different 
identifiable activities

❑ Revenues must be appropriately categorized – program or general

❑ Taxes are always general revenue even if restricted to a specific 
program

❑ Separate columns should be used to identify net program (expense) 
revenue for each function/program category
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Governmental Fund Financial Statements 
❑ Major Fund Reporting – Common Issues

• Not reporting a major fund when it meets the criteria for major 
fund status

• Not clearly identifying which funds are major

• Not updating the major fund determination analysis before issuance 
to ensure status hasn’t changed

• Not including deferred inflows and deferred outflows when 
calculating major funds 
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Governmental Fund Financial Statements 
❑ Major Fund Reporting 

• Financial statement element is at least 10% of governmental or 
enterprise fund element total

AND

• Same element is at least 5% of combined governmental or 
enterprise fund element total

❑ Funds that meet the threshold of a major fund must be 
reported as a major fund
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Which of the following funds should be considered major?



Example Major Fund Determination
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Governmental Fund Financial Statements 
❑ Example presentation of major funds
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Budgetary Information is required to be reported for:



Budget info
❑ In the Required Supplementary Information, GAAP only 

requires General Fund and major Special Revenue Funds if 
budget is legally adopted

❑ Common errors:
• Only reporting general fund budgetary comparisons and not legally 

adopted special revenue fund budgetary comparisons

• In the Supplementary Information, not reporting budgetary 
comparisons for non-major governmental funds that have legally 
adopted annual budgets

• Not reporting the legal level of budgetary control
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: What is the proper hierarchy for levels of restrictions in 
governmental funds fund balance categories?



Governmental Fund Financial Statements 
❑ There are five levels of restriction placed upon 

governmental funds fund balance
• Nonspendable

• Restricted

• Committed

• Assigned

• Unassigned
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Governmental Fund Financial Statements 
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Governmental Fund Financial Statements 
❑ Fund Balance – Common Issues

• Improper terminology including, reserved, unreserved, designated, and 
undesignated

• Must disclose what the highest level of authority is for committing fund 
balance

• If others besides the Board can assign funds this person/body must be 
disclosed

• Must disclose if there is a policy for which funds are utilized first, for example:

The government’s policy is to consider restricted fund balance to have been
depleted before using any of the components of unrestricted fund balance. Further,
when the components of unrestricted fund balance can be used for the same
purpose, committed fund balance is deleted first, followed by assigned fund
balance. Unassigned fund balance is applied last.
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Governmental Fund Financial Statements 
❑ Fund Balance – Common Issues (Continued)

• Positive unassigned fund balance can only be reported in the 
general fund
▪ Residual positive amounts in any other governmental fund would be 

classified as assigned fund balance
• Can not have a negative assigned fund balance
• Can not have a deficit in unassigned fund balance and a positive 

balance in assigned fund balance
• Must report by purpose not function (Public Safety is a function 

whereas Revenue Stabilization is a purpose)
• If the government has a minimum fund balance policy this must 

be disclosed in the notes
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Governmental Fund Financial Statements 
❑ Other Financing Sources or Uses

• Intended to isolate specific items that might otherwise distort revenue and 
expenditure trends

• Only items specifically designated by authoritative standards may be classified as such
• Sources:

▪ Issuance of debt/capital lease
▪ Premium on issuance of debt
▪ Sale/disposal of capital asset proceeds
▪ Insurance recoveries
▪ Transfers in

• Uses
▪ Discount on issuance of debt
▪ Payments to advance refunding escrow agent 
▪ Transfers out
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Notes - Overall
❑ Watch for simple wording or grammatical errors 

❑ Need to evaluate the disclosure checklist in its entirety to 
ensure that the required disclosures are present

❑ Ensure that information essential for the fair 
presentation of the financial statements is presented in a 
complete and transparent manner to allow the users of 
the financial statements to understand the substance of 
the disclosure
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Notes - Investments
❑ Disclosure of the governments policy (or the fact that there is 

not a policy) for each of the following investment-related 
risks (as relevant) is required
• Credit risk
• Custodial credit risk
• Concentration of credit risk
• Interest rate risk
• Foreign currency risk

❑ Only a policy formally adopted by the governing board 
qualifies as a policy for this purpose (ex: not past practice)
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Notes - Investments
❑ Investment-related risk disclosure errors

• Only a policy formally adopted by the governing board 
qualifies as a policy for this purpose; governments have 
presented as policy positions that have not been formally 
adopted (for example: past practice)

• Others have made no disclosure, even though their 
circumstances make it clear that a policy would be relevant 
to them
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Notes – Interfunds
❑ Reminder that the following disclosures are required for 

interfund balances and transfers:
• Amounts due/from or transferred from other funds by 

individual major fund, nonmajor governmental funds in the 
aggregate, nonmajor enterprise funds in the aggregate, 
internal service funds in the aggregate, and fiduciary fund 
type

• A general description of the principal purpose of the 
governments interfund transfers

• Purpose of interfund balances should be disclosed
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Notes – Capital Assets
❑ Must distinguish between governmental and business-type assets

❑ Must distinguish between non-depreciable and depreciable capital 
assets

❑ Ensure capital assets, accumulated depreciation, and depreciation 
expense tie exactly to the financial statements

❑ Include general description of any impairment losses if not apparent 
from the face of the financial statements

❑ Disclose the depreciation expense charged to each function in the 
statement of activities
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Notes – Debt Disclosures
❑ The following disclosures are required – GASB 88

• Amount of unused lines of credit

• Assets pledged as collateral for debt

• Terms specified in debt agreements related to significant
▪ Events of default with finance-related consequences

▪ Termination events with finance related consequences, and 

▪ Subjective acceleration clauses
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Notes – Debt Disclosures
❑ Each of the disclosures should be separated for direct 

borrowings and direct placements
• Direct borrowings – bank loans, loans from other 

governments and other similar arrangements

• Direct placements – general obligation bonds
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Future principal and interest payments are required to be 
disclosed:



Notes – Debt Disclosures
❑ Debt service requirements to maturity, presenting 

principal and interest requirements separately for each 
of the five subsequent fiscal years and in five-year 
increments after that (not a thereafter total)

❑ Disclosures of beginning balances, additions, reductions, 
ending balance for each liability with increases and 
decreases reported separately 
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Notes – Pension Disclosures
❑ Must disclose the type of pension/OPEB plan (defined contribution; 

single-employer, multi-employer, or cost-sharing multi- employer 
defined benefit plan)

❑ Dating disclosures problems – not including the proper 
measurement and actuarial valuation dates

❑ Missing actuarial assumptions and other inputs, such as dates of 
experience studies and sources of mortality assumptions

❑ Missing disclosure on whether the pension plan issues a stand alone 
financial statement and how to obtain the report

❑ Deferred inflows and outflows of resources not agreeing to the 
financial statements
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Notes – Pension Disclosures
❑ Covered Payroll vs. Covered Employee Payroll

• Covered Payroll – payroll on which contributions to the 
pension/OPEB plan are based (pensionable payroll)

• Covered-employee payroll – payroll of employees that are 
provided with pensions/OPEB through the plan including certain 
forms  of payment that are not included in calculating the 
pension/OPEB of an employee (total payroll)

❑ Must include 10 years for RSI Pension Schedules

❑ Positive Net Pension Balance should be considered an asset
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Component Units
❑ Organizations for which the primary government is 

financially accountable

❑ Other organizations for which the nature and significance 
of their relationship with the primary government are 
such that exclusion would cause financial reporting to be 
misleading

❑ A primary government cannot be treated as a 
component unit of any other government
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Component Units
❑ Must properly determine presentation within the 

primary governments report

❑ Discretely Presented if:
• Appoint majority of the board plus financial benefit/burden 

relationship exists OR ability to impose will

• If didn’t appoint board then, financial benefit/burden AND 
fiscal dependency
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Component Units
❑ Blended

• Same governing body AND financial benefit/burden exists 
AND the primarily government operationally runs the 
component unit

• OR the component unit operates exclusively for the benefit 
of the primary government 

• OR almost all the debt of the component unit is repayable by 
the primary government
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: How should the following Potential Component Unit (PCU) be 
presented in the primary governments (PG) report: The PCU was 

formed to undertake capital projects on behalf of the PG. The PG is 
considered to be financially accountable for the PCU, has the



Component Units
❑ Discretely presented component units must be presented as 

a column within the government wide financial statements.

❑ If there are multiple discretely presented component units a 
combined presentation may be utilized but a consolidating 
schedule showing each unit must be shown, either as:
• Part of the basic financial statements
• In the notes

❑ Blended component units are included within a fund of the 
primary government, this fund should be disclosed
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Component Units
❑ Must disclose all component units and the rationale utilized for the 

determination of type

❑ Must provide sufficient detail to justify both the inclusion of a component 
unit and decision for presentation
• Often for blended component units a government will disclose that the 

governing body is substantively the same but will fail to disclose financial 
benefit/burden or operational responsibility

• Often for discrete component units a government will reference that a 
component unit is fiscally dependent, but not fully disclose if the component 
unit has the potential to provide specific financial benefits or impose specific 
financial burdens on the government

❑ Must disclose how to obtain separately issued component unit financial 
statements or indicate they are not issued
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SEFA
❑ ALN, not CFDA

❑ List individual federal programs by federal agency

❑ If received as a subrecipient, include the name of the 
pass-through entity and identifying number

❑ Provide totals for each federal program and cluster

❑ Include amount provided to subrecipients 

❑ Specifically identify COVID-19 funding
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Data Collection Form (DCF)
❑ Needs to be in the same ALN order as the SEFA

❑ If direct or pass-through on SEFA, make sure DCF agrees

❑ If pass-through, include identify pass-through entity and 
identifying number from the SEFA

❑ Be sure all clusters are identified on the DCF, if applicable

❑ Use “Additional Award Identification” column to 
designate COVID-19 funding or ALN’s with a letter
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American Rescue Plan Act

ARPA “Quiz”
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: New ARPA programs are deemed to be high risk by the OMB.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Payments made to entities for lost revenue/negative economic 
impact grants are considered subrecipient payments.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Grants to non-profits for a specific purpose such as homeless 
assistance, where the non-profit is determining eligibility for the 

program, are considered to be subrecipient payments.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: In your revenue loss calculation you should not include debt 
proceeds.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: The reporting period for ARPA funding matches the audit year.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: A volunteer fire department should be included in the revenue loss 
calculation if you guarantee the debt of the fire department building.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: If ARPA funds are used for a construction project, there are 
additional procurement and bonding requirements for any part of the 

project funded by federal dollars.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Most local governments will have a report due on April 30, 2022 to 
report expenses for all of 2020.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Water and Sewer revenue should be included in the revenue loss 
calculation.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Funding for ARPA is considered to be passed through from the 
State.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: You should confirm federal revenues with the state during the 
audit.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: ARPA funding can NOT be utilized for debt or pension payments. 
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Resources received through ARPA are subject to eligibility 
requirements and to purpose restrictions.
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: A local government should recognize all ARPA funding as revenue 
when it is received.



Questions? Contact Me!

Sara Reed Maura Paganelli
Manager Manager

sreed@md-cpas.com mpaganelli@md-cpas.com
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Don’t Forget To 
Check-Out Before 

You Leave!


