
Chapter 4

Recognizing Revenue in Governmental Funds

Questions for Review and Discussion

  1.
Basis of accounting refers to when transactions and events are recognized. Measurement focus refers to what is being reported upon — that is, which assets and liabilities are being measured. Once one is selected, the other is automatically determined. What is reported upon (i.e., measurement focus) establishes when transactions and events are recognized (basis of accounting). For example, if net financial resources are focused upon, then revenues and expenditures would be recognized whenever there is an increase or decrease in net financial resources.

  2.
Per generally accepted practices of today, the measurement focus is on “determination of financial position and changes in financial position (sources, uses, and balance of financial resources).” Governmental funds are accounted for on a modified accrual basis. Financial resources include current financial resources — cash, and other items that can be expected to be transformed into cash in the normal course of operations. The other items include investments and receivables but not fixed assets.


Current financial resources and the modified accrual basis of accounting is a compromise between a measurement focus and basis of accounting that would measure interperiod equity and one that would report upon budgetary compliance. Interperiod equity can best be reported upon by focusing on all economic resources and using a full accrual basis of accounting. Budgetary compliance can be reported on satisfactorily by focusing on the same resources as does the budget of the individual government. However, all governments do not budget on the same basis, so statements on a budget basis would not be readily comparable.

  3.
An exchange transaction is one in which each party gives and receives consideration of equal value. A nonexchange transaction is one in which one party gives or receives value without directly receiving or giving equivalent value in exchange.

  4.
The main categories of revenues per GASB Statement No. 33 are:

· Imposed nonexchange revenues. These are assessments imposed on individuals and business entities. The most prominent of these are property taxes and fines.

· Derived tax revenues. These are derived (i.e., result) from assessments on exchange transactions carried on by taxpayers. They include sales taxes (derived from sales transactions), and income and other taxes on earnings (derived from various income-producing commercial transactions).

· Government-mandated nonexchange transactions. These occur when a government at one level (e.g., the federal or a state government) provides resources to a government at another level (e.g., a local government or school district) and requires the recipient to use the resources for a specific purpose. For example, a state may grant funds to a county stipulating that the resources be used for road improvements.

· Voluntary nonexchange transactions. These result from legislative or contractual agreements entered into willingly by two or more parties. They include grants given by one government to another and contributions from individuals (e.g., gifts to public universities). Often the provider imposes eligibility requirements or restrictions as to how the funds may be used. These types of transactions are similar to the government-mandated nonexchange transactions, but differ in that the recipient government is not required to accept the funds and the accompanying requirements as to how they may be spent.

  5.
Revenues must be measurable and available to finance expenditures of the current period. The nonexchange revenues of governments are intrinsically associated with expenditures; they are generated solely to meet expenditures. Therefore it is reasonable to recognize revenues only to the extent that they are available to cover the expenditures with which they are associated.

  6.
Property taxes should be recognized in the period for which the taxes are levied. In the fund statements, the taxes must meet the additional criterion that they be “available.”

  7.
Sales taxes should be recognized in the period in which the underlying sales transaction takes place. Sales taxes are “derived” from an underlying economic event — that event being the sales transaction. Hence it is appropriate to recognize revenue at the time of the event.

  8.
The problems associated with recognizing revenues from income taxes include:

· The tax is based on income of either a calendar year or a fiscal year elected by the taxpayer, but such year might not coincide with the government’s fiscal year;

· Taxpayers pay their taxes throughout the year based on estimates. Hence, the amount collected during a year may be more or less than the amount to which the government is actually entitled.

· Owing to the self-assessment process, taxes may be collected as the result of audits many years after the period to which they are applicable.

  9.
Reimbursement grants are payments that are intended to pay for specified expenditures. Most typically the grantor reimburses the grantee for all or a portion of allowable costs. Entitlements, by contrast, are payments, usually from a higher level government, to which a state or local government is automatically entitled in an amount determined by a specified formula.


Because expenditure-driven grants are tied directly to specific expenditures, they should be recognized as revenues in the same period as the expenditures — i.e., when the grantee satisfies the eligibility requirements by incurring the allowable costs. Entitlements do not typically have any significant eligibility requirements. Hence, they can be recognized as revenue as soon as the funds are available for expenditure. They may, however, have time requirements in that they must be spent in a specified period. If so, recognition should take place in the period or periods when resources are required to be used or when use may begin.

10.
The city could recognize the revenue as soon as it has made all eligibility requirements — in this case none. Therefore, in its government-wide statements it can recognize revenue upon receipt of the pledge. However, in its fund statements, the donation cannot be recognized as revenue until it is available for expenditure — i.e., when the cash is received.

11.
Pass-through grants are awards that a government must either transfer to, or spend on behalf of, a third party recipient. A grant recipient should report a pass-through grant as both a revenue and an expenditure as long as the government serves as more than a cash conduit — that is, if it does more than merely transmit grantor-supplied moneys without having “administrative involvement.” Administrative involvement may be indicated either by selecting recipients or monitoring performance.

12.
The situation described by the student arises because the fixed assets are not recognized as assets in the governmental funds. Hence, the proceeds from the sale of scrap increases fund assets. In the business sector, fixed assets, although recognized on the balance sheet, are not necessarily reported at market values. Hence, if an asset were destroyed and sold (either as scrap or to an insurance company as part of a settlement) the entity could also report a gain. Neither businesses nor governmental funds record assets at amounts indicative of their economic values. In businesses they are recorded at historical cost, less depreciation; in governmental funds they are recorded at zero. In the context of the governmental model, the recognition of the increase in fund balance makes perfect sense.

13.
The arguments would include the following:

· Fair value is more relevant for most decisions;

· Investments are held as cash substitutes and can readily be exchanged for cash. In that sense the increases in value are “available;”

· Fair values are objective; price quotes are readily available for most types of securities;

· The performance of investment managers, and their employer governments, is measured by total return — dividends, interest, and changes in fair values.
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EX 4-3

1.

2007
(a)

Property taxes receivable
$170,000,000
Allowance for uncollectible taxes

$    1,700,000
Deferred property taxes

168,300,000
To record 2007 tax levy and defer revenue prior to payment due date
(b)

Cash 
$120,000,000

Property taxes receivable

$120,000,000

To record the collection of cash
Deferred property taxes
$120,000,000

Property tax revenues

$120,000,000

To recognize revenue on the taxes collected subsequent to due date
(c)

Cash 
$  45,000,000

Property taxes receivable

$  45,000,000

To record collection of property taxes in January and February
Deferred property taxes
$  45,000,000

Property tax revenues

$  45,000,000

To recognize revenue on the taxes collected in January and February 2008
Property taxes receivable—delinquent
$    5,000,000

Property taxes receivable

$    5,000,000

To reclassify 2007 taxes as delinquent
2008
(d)

Property taxes receivable
$190,000,000

Allowance for uncollectible taxes

$    2,090,000

Deferred property taxes

 187,910,000

To record 2008 tax levy
(e)

Cash 
$164,400,000

Property taxes receivable

$160,000,000

Property taxes receivable—delinquent

   2,500,000

Property taxes collected in advance

1,900,000
To record taxes collected in 2008 including those applicable to 2007 and 2009 as well as 2008
Deferred property taxes
$162,500,000

Property tax revenues

$162,500,000

To recognize revenue on the taxes applicable to 2007 and 2008
(f)

Allowance for uncollectible taxes
$  1,000,000

Property taxes receivable—delinquent

$1,000,000

To write-off uncollectible taxes
2.
In its government-wide, full accrual statements, the county would recognize as revenue the full amount of the tax levy (less the estimated allowance for uncollectibles) in the year of the tax levy. The county would not have to distinguish between taxes collected in the first 60 days of the following year and those expected to be collected thereafter.

EX 4-4

1.

2007
No entry is necessary. The city has not fulfilled the eligibility requirements and has no claim to the grant.
2008
Expenditures
$  30,000

Cash 

$ 30,000

To record grant-related expenditures
Grants receivable
$  10,000

Cash 
$  20,000

Grant revenue

$30,000

To recognize revenue from grants (on the basis of expenditures)

2009
Expenditures
$120,000

Cash 

$120,000

To record grant-related expenditures
Cash 
$130,000

Grant revenue

$120,000

Grants receivable

10,000

To recognize revenue from grants (on the basis of expenditures) and collection of amounts from current and past year expenditures

2.
The city would recognize the same amount of revenue in each of the three years as it did in the entries above — i.e., $0 in 2007, $30,000 in 2008 and $120,000 in 2009. Reimbursement grants are “expenditure driven.” As long as the funds are “available,” revenue should be recognized in the same period as the expenditures.

3.
Unrestricted grants may be recognized in the period the award is announced, as long as the resources are available for expenditure in that period. Thus, the entire $150,000 may be recognized as revenue in 2007.

EX 4-5

1.

Land to be used as a park
No entry necessary. Capital assets are not recognized in governmental funds.
Land to be sold

Land held for sale
$3.0

     Revenue from donations

$3.0

To record the donation of the land (The land was sold within the availability period and hence the contribution can be recognized as revenue

Cash
$3.0

     Land held for sale

$3.0

To record the sale of the land  (This entry would be made the following year upon sale of the land.)

2.
Capital  assets are not generally recorded in governmental funds inasmuch as the measurement focus of these funds is on net financial resources. However, owing to the intent of the county, the land held for sale has the characteristics of an investment rather than a capital asset. Therefore it should be accounted for as an investment and recorded in a governmental fund (as long as it were sold by the time the financial statements are issued).

3.
In the county’s government-wide statements, both parcels of land would be recorded as assets and correspondingly both gifts would be recognized as revenue.

4.
  If the land were not sold by the time the financial statements were issued then it would not be shown as an asset on the funds statement balance sheet or reflected as revenue on the funds statement of revenues and expenditures.  It would, however, be shown on the government-wide statement of net assets as an asset (reported at estimated market value) and reflected on the government-wide statement of activities as revenue from donations
EX 4-6

1.
State’s entry for 2007
Taxes receivable
$550

Sales tax revenues

$550

To record sales taxes for 2007 (the entire amount, inasmuch as the taxes were remitted within 15 days of the close of the year and thus were “available”). The taxes collected in February were applicable to 2008 and thus are given no recognition on the 2007 statements.

2.
City’s entry for 2007
Taxes receivable
$  55

Sales tax revenues

$  55

To record sales taxes for 2007.  The city would recognize the entire amount of its share of taxes inasmuch as the taxes would be received in time to satisfy the “available” criterion.

3.
The city would not recognize any revenue inasmuch as the taxes would not be received in time to satisfy the “available” criterion (assuming a 60-day cut-off). If, by the time it prepared its 2007 financial statements, it could estimate  the amount to be received then it should make the following entry:

Taxes receivable
$  55

Deferred sales tax revenues

$  55

To record sales taxes of 2007 to be recognized as revenue in 2008

In its government-wide statements, the city could recognize the $55 million as revenue of 2008. It would not matter when the taxes would be collected.

EX 4-7

1.
Fines can be recognized when the government has an enforceable legal claim (in this example on September 15) or when cash is collected. Thus

Cash 
$45,000

Revenue from fines

$45,000

To recognize cash collected from parking fines

2.
There would be no difference in the government-wide statements. The maximum revenue that can be recognized is the amount collected, since the protest period has not yet expired.

EX 4-8

Road repair grant

Cash 
$200,000

Grant revenue

$200,000

To record grant revenue.  Even though the grant must be used for a special purpose (and hence should be recorded in a special revenue fund), the town can recognize revenue at the time the grant is awarded.

Reimbursement grant
Road repair expenditures
$150,000

Cash 

$150,000

To record road repair expenditures
Cash 
$150,000

Grant revenue

$150,000

To record grant revenue.  The town can recognize revenue only for the amount it is eligible to receive — the amount of allowable expenditures.

Entitlement grant

Cash 
$200,000

Deferred revenue

$200,000

To record grant revenue.  The grant is subject to a time requirement and hence the town cannot recognize revenue until that requirement is satisfied — i.e., in 2009.

Problems

Continuing Problem

1.
Per the government-wide statement of activities, the largest single source of revenues in 2004 was from electricity (a business-type activity) — gross just over $972 million from charges for services and $5.3 million from capital grants, net $173.4 million.  The second largest was from another business-type activity, water and wastewater — $140.3 million and $129.3 million, respectively, from charges for services. (p. 18)

2.
Of the governmental activities, public health had the greatest amount of identifiable revenues — $59.948 million in charges for services and $21.412 million in operating grants and contributions. (p. 18)

3.
Note 1c provides a general discussion of the measurement focus, basis of accounting and financial statement presentation. The government-wide financial statements are reported using the flow of economic resources measurement focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Governmental fund financial statements are reported using the current financial resources measurement focus and the modified accrual basis of accounting. This basis of accounting recognizes revenues in the accounting period in which they become susceptible to accrual, i.e. both measurable and available.  Revenues are considered available if they are collected within 60 days of year-end. (p. 39)
4.
Yes. The fund statements report deferred revenue. (p. 20) The notes to financial statements do not explicitly indicate the nature of the deferred revenue.  Typically, however, it relates to property taxes and other revenues which satisfy the criteria for revenue recognition with the exception that they were not yet “available.” (See the reconciliation of government-wide and fund financial statements.( p. 47-48)

5.
As indicated in the schedule for Assessed Valuation, Estimated Market Value, Tax Rates, Tax Levies, and Tax Collections 1996-2006, the tax rate is $0.4430 per $100 assessed value of property. (p. 204)

6.
As indicated in the schedule “Assessed Valuation, Estimated Market Value, Tax Rates, Tax Levies, and Tax Collections,” which is included in the statistical section of the CAFR, in each of the last ten years the ratio of assessed value to market value is 100%. (p. 204)

7.
Per Note 6, The City’s property tax is levied each October 1 for all real and personal property. Taxes are due by January 31 following the October 1 levy date. Presumably, interest and payments begin to accrue on February 1. (p. 55)
8.
Per the schedule, “General Fund Revenues and Other Financing Sources by Source,” which is included in the statistical section, the three largest taxes are property tax, sales tax and franchise fees/gross receipts tax. Property taxes increased from $74.441 million to $136.9 million (84%), sales tax increased from $83.681 million to $123.617 million (48%), and franchise taxes increased from $13.579 million to $28.973 million (113%).  (p. 203)

9.
Yes. The city did generate revenue from fines. These were reported in the Statement of Revenues, Expenditures and Changes in Fund Balances (p. 22) and also in the General Fund Schedule of Revenues—Budget and Actual-Budget Basis (p. 105). They are not explicitly reported in the government-wide statements.  However, since the fines would not fit into any of the general revenue categories of the statement of activities, they are most likely included in public safety “charges for services.” (p. 18)
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1. Governmental fund:  $300 million






Government-wide:    $300 million





The grant is subject to a time restriction; the funds must be used in years 2008 through 2011.  It is apparently not a reimbursement grant since the cash was received before any expenditures were incurred.   Inasmuch as all eligibility requirements were apparently met by the time the grant was received and can be spent any time starting in 2008, the entire amount of revenue can be recognized in 2008.

2. Governmental fund:  $12,000





Government-wide:    $12,000





Investments are marked to market in both fund and government-wide statements.

3. Governmental fund:  $486 million





Government-wide:    $494 million




The general rule is that revenue should be recognized in the period to which it is applicable.  However, in the funds statements,  it must also be available, which for property taxes means collected within 60 days after year-end.

4. Governmental fund:  $280 million





Government-wide:    $280 million


Food stamps should be recognized as revenue when the stamps are distributed.  They would be accounted for the same way in both government and government-wide funds.

5. Governmental fund:  $1,050,000





Government-wide:    $1,050,000

The government could recognize as revenue the full amount of the gift, plus interest, even though the principal can never be spent.  The gift would be reported in a permanent fund, which is a governmental fund.

6. Governmental fund:  $26 million




Government-wide:    $26 million

On-behalf benefits must be recognized as revenue by the beneficiary government.  They would be accounted for the same way in both government and government-wide funds.
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1.
Government mandated.

Grant receivable
$20


Grant revenue

$20

To record a state disability grant (At the time the award is announced the city had fulfilled all eligibility requirements. There are no time-requirements; the funds can be spent at any time. Hence revenue can be recognized as soon as the grant is announced. The transaction should be recorded, however, in a special revenue fund as the grant is subject to a purpose restriction.)

2.
Derived tax.

Cash 
$40,000

Real estate transaction taxes receivable
  20,000


Real estate transaction tax revenue

$60,000

To record real estate transaction tax revenue (The tax should be recorded in the period in which the underlying transaction takes place, even if it is not collected in that period.)

3.
Voluntary. No entry necessary. The grant is subject to a time requirement; it must be spent in 2009. Until 2009, the city is ineligible for the grant.

4.
Imposed.

Cash 
$450,000

Boat taxes receivable
  190,000

Deferred tax revenue

$640,000

To record 2009 boat taxes (The city has an enforceable legal claim to the tax in 2008 and should recognize the cash and receivables in that year. However, the taxes are applicable to 2009 and should be recognized as revenue in that year.)

5.
Voluntary. No entry is necessary. The donation is contingent upon the death of the donor and cannot be recognized until the contingency occurs.

6.
Voluntary.

Law enforcement grants receivable
$200,000


Grant revenue

$200,000

To recognize revenue from a Justice Department grant (This is a reimbursement-type grant. The city is eligible for the funds only when it incurs allowable costs. It should therefore delay recognition of the grant until then.)

7.
Voluntary.

Investments
$10


Revenue from donations

$10

To recognize revenue from the donation of an endowment gift (Since this gift is intended to provide an ongoing benefit, revenue can be recognized upon receipt. However, it should be accounted for in a permanent fund rather than the general fund.)
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1.
Computation of tax rate (in thousands):

Total assessed value of property
$900,000

Less: Exemptions (3 percent)
    27,000
Net assessed value of property
$873,000
Required tax levy before discount
$  22,500

Divided by yield after 2 percent discount
(                .98
     Required tax levy after discount
$  22,959
Tax rate = $22,959/$873,000 = 2.63 percent = 26.3 mils

2.
Tax on resident with $300,000 home

Assessed value of home
$300,000

Less exemptions
    15,000
Net assessed value
$285,000

     Tax rate
x         .0263
Tax
$    7,496
3.

a.
If the county tax rate were 8 mils, then the Blair resident would pay a tax of $2,400 (.008 x $300,000) whereas the Sussex resident would pay tax of only $1,920 (.008 x $300,000 x .8).

b.
Governments “equalize” property tax assessments (i.e., assure that they are assessed at a common percentage) to eliminate the inequities suggested by this problem.
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1.

a.
Under the modified accrual basis, the city would recognize the following amount as revenue for the fiscal year ending June 30, 2009:

Collections of June 2008 (reported as 
   year-end June 2008 deferred revenue)
$   100

Collections from July 2008 through June 2009
3,600

Collections in July and August 2009 (within 60 day period)
       80
Total collections
$3,780

      Less: estimated refunds
       30
      Revenue to be recognized
$3,750
Deferred revenue—property taxes
$   100

Cash 
3,600

Taxes receivable
   300

Allowance for refunds

$     30

Allowance for uncollectibles

   70

Deferred revenue—property taxes

  150

Revenue—property taxes

3,750

To summarize property tax activity for the fiscal year ending June 30, 2009
Notes:

The debit to deferred revenues represents the taxes collected, in advance, in June 2008. The credit to deferred revenues represents the taxes to be collected subsequent to August 2009 (i.e., subsequent to the 60-day availability period).

Taxes receivable represents the full amount of the tax balance outstanding as of June 30, 2009.

b.
Under the full accrual basis the city would recognize as revenue all taxes levied (less anticipated uncollectibles and refunds), irrespective of when they were expected to be collected. Hence the amount to be recognized would be $3,750 (per above) plus the $150 to be collected subsequent to August 2009 — $3,900.

Deferred revenue—property taxes
$   100

Cash 
3,600

Taxes receivable
   300

Allowance for refunds

$     30

Allowance for uncollectibles

   70

Revenue—property taxes

3,900

To summarize property tax activity for the fiscal year ending June 30, 2009
2.
On a full accrual basis the financial statements would report $150 more in revenues and $150 less in deferred tax revenues — hence $150 more in fund balance (net assets).

3.
If in fiscal 2010 and subsequent years, there were no changes in either the tax levy or the pattern of collections, there would be no difference in tax revenues. Under the modified accrual basis, the taxes collected between September 2009 and June 2010 would be recognized as revenues of fiscal year 2010 whereas those collected between September 2010 and June 2011 would be deferred. On a full accrual basis the taxes collected between September 2009 and June 2010 would have already been recognized as revenues of fiscal year 2009 but those collected between September 2010 and June 2011 would now be recognized as revenues of fiscal year 2010. The full accrual statement of net assets, however, would continue to report $150 less in deferred revenues and $150 more in net assets.
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1.
State’s sales tax activity

a.
Modified accrual basis

Sales taxes receivable
$240

Sales tax revenue

$240

To recognize revenue from sales taxes
b.
Full accrual basis

Sales taxes receivable
$240

Sales tax revenue

$240

To recognize revenue from sales taxes
In this example, there is no difference between the two bases. The taxes will be collected within 15 days — well within the “available” cut-off date.

2.
County’s sales tax activity

a.
Modified accrual basis

Sales taxes receivable
$6

Sales tax revenue

$6

To recognize revenue from sales taxes
The criteria for revenue recognition are unaffected by whether the state or the county initially collects the taxes as long as (under the modified accrual basis) they will be available for expenditure in the current year.

b.
Full accrual basis

Sales taxes receivable
$6

Sales tax revenue

$6

To recognize revenue from sales taxes
3.
It could be argued that sales taxes should not be recognized until the date at which the merchant is required to remit the taxes to the government. Until that date, the tax is not measurable by the government and the government is not legally entitled to the funds.


Current standards (Statement No. 33) place greater emphasis upon economic substance than legal form. They are based on the principle that the sales taxes are derived from the underlying sale and should therefore be recognized at the time of sale.
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1.

Expenditures related to grants
$2,700,000

Cash 

$2,700,000

To record expenditures related to grants ($300,000 per month for the nine-month period beginning January 1, 2008 and ending September 30, 2008)

Cash 
$2,100,000

Grants receivable
   600,000

Grant revenues

$2,700,000

To record grant revenues [Cash receipts of $300,000 per month for the seven months March 2008 through September 2008 (which reimbursed costs incurred from January 2008 through July 2008) plus receivables for costs incurred in August and September 2008. No recognition is given to the portion of the grant for costs expected to be incurred in the fiscal year ending September 30, 2009, since the county has not yet satisfied its eligibility requirements.]

2.
Under the modified accrual basis, that which underlies fund financial statements, resources must be measurable and available to meet current year obligations if they are to be recognized as revenues. In this example, the resources are to be received more than 60 days after the close of the year — beyond the point usually established to determine whether resources are “available.” Reimbursement type grants should be recognized as revenue in the period that the allowable costs are incurred. Therefore, since the related expenditures were recorded in the fiscal year ending September 30, 2008, it would seem appropriate that the revenues also be recorded in that year.
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1.

Cash 
$36,000

Revenue from license fees

$36,000

To record license fees

2.
The license fees in this example are more in the nature of nonexchange revenues. The two parties to the transaction (the government and the licensee) do not engage in an exchange of goods, services or cash of equal value and the exchange is less than voluntary on the part of the licensee. Nevertheless the GASB has stated that license fees should be accounted for as if they were exchange transactions.

3.
It can easily be contended that, consistent with the accrual basis of accounting, the license fees should be recognized as revenue over the period covered. Current GASB standards state, however, that “the vast multitude of miscellaneous exchange revenues are best recognized when cash is received.”
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1.

Expenditures
$1,400,000

Cash 

$1,400,000

To record job opportunity program expenditures
Cash 
$  500,000

Grants receivable
    60,000

Grant revenue

$  560,000

To recognize revenue on the job opportunity grant based on expenditures (40% of $1,400,000)
Expenditures
$550,000

Cash 

$550,000

To record day-care program expenditures
Cash 
$600,000

Grant revenue

$600,000

To recognize revenue on the day-care program grant
2.
The first grant is clearly a reimbursement grant. Hence revenue should be recognized as expenditures are incurred. The second grant, however, is unrelated to expenditures. Even though the grant is intended to cover two years, the city is not obligated to spend it over that period. Moreover, while the grant is restricted to day-care expenditures, it is not a reimbursement grant. It can be used to cover any costs. There are no constraining time requirements and therefore the grant can be recognized in the year awarded.
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1.
Per GASB Statement No. 24, “as a general rule, cash pass-through grants should be recognized as revenue and expenditures or expenses in governmental, proprietary, or trust funds.” Only in those “infrequent cases” in which the government serves as only a “cash conduit,” may pass-through grants be reported in an agency fund. A government serves as a “cash conduit,” according to the GASB, if it “merely transmits grantor-supplied moneys without having ‘administrative involvement’.” “Administrative involvement” would be indicated if the government selected the secondary recipients of the funds (even based upon grantor-established criteria) or monitored compliance with grant requirements.


New York neither selects recipients nor monitors compliance. Hence it appears to serve only as a cash conduit and therefore it should not recognize the assistance as revenues and corresponding expenditures.

2.
Cleveland has monitoring responsibility and therefore must record the awards as both revenues and expenditures.

3.
Although Santa Fe clearly has administrative involvement, it serves as a contractor. The grants are not even for the exclusive benefit of Santa Fe residents. Consistent with Statement No. 24, which deals only with states, Santa Fe should recognize the administrative costs as expenditures and the contract fees as miscellaneous revenues. It need not recognize the receipt of the stamps as revenues and the disbursement as expenditures.

4.
Per the GASB, a recipient government should recognize both a revenue and a corresponding expenditure for all on-behalf payments irrespective of whether it is legally responsible for their payment. Hence, Arlington should recognize both a revenue and an expenditure in the amount of the premiums paid by the state.
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1.
This is a reimbursement grant. The district is eligible for the grant only to the extent that it incurs allowable costs. Hence, it can recognize revenue only as it incurs the allowable costs, presumably in 2009.

2.
This grant is subject to a purpose restriction. Purpose restrictions do not affect the timing of revenue recognition. The district has apparently satisfied all eligibility requirements and can recognize revenue upon receipt of the funds, in 2008.

3.
This grant is contingent upon the district conducting the workshops. It can recognize revenue only after it has conducted them, presumably in 2009.

4.
This grant is subject to a time requirement. The funds cannot be used prior to January 1, 2009 and hence cannot be recognized as revenue earlier than that. They should be recognized, therefore, in 2009.
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1.
Property taxes

Fund statements
The $2 million in property taxes would no longer be available for expenditure in 2008 since they would be received more than 60 days after the close of the year. Therefore they could not be recognized as revenues.

Government-wide statements
The change would have no impact on the government-wide statements. The “available” criterion does not have to be satisfied.

2.
Sale of land

Fund statements
Sale of the land would increase reported revenues by the sale price, which presumably will equal the market value of $500,000. The land would not be reported in the general fund since it is a capital asset. Hence the entire sales proceeds would be reported, in the general fund, as “proceeds from sale of land,” the equivalent of revenue.

Government-wide statements

Sale of land would increase net revenues by only $50,000. The land would be reported as an asset at historical cost. The net revenues (i.e., the gain on sale of land) would be the sales proceeds of $500,000 less the book value of $450,000.

3.
Donation

Fund statements
The donation of the laboratory equipment would have no impact on the general fund, irrespective of when received, since it is a capital asset and capital assets are not reported in governmental funds.  Although there are no GASB pronouncements that specify whether the donated land can be recognized as revenue, the GFOA recommends that in fund statements the revenue be recognized only when the land is actually sold.  
Government-wide statements
Both the donated equipment and the donated land would be recognized as assets on the government-wide statements. Revenue from the donations would be recognized in the period of the donation (assuming all eligibility requirements have been met). Therefore, by advancing the date of the donations, the district could also advance the date of revenue recognition.

4.
Investments

Funds statements
Assuming that the shares are carried at fair (i.e., redemption) value, redemption of the shares would have no impact on reported revenues. The redemption would result only in an increase in cash and a decrease in investments.

Government-wide statements
Same

5.
Sale of parking permits

Fund statements
Selling parking permits in the Spring instead of the Fall would advance the revenues from fiscal 2009 to fiscal 2008. The sale of permits is an exchange transaction. According to GASB, “golf and swimming fees, inspection charges, parking fees and parking meter receipts, and the vast multitude of miscellaneous exchange revenues are best recognized when cash is received.”

Government-wide statements
Same
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1.

Year ending December 31, 2008
Cash 
$55

Property taxes receivable
$25

Deferred revenue from property taxes

$80

To record property taxes received in 2008 that were levied for the year ending December 31, 2009
No entry is necessary to recognize the grants.

Year ending December 31, 2009
Cash 
$25

Deferred revenue from property taxes
  80


Property taxes receivable

$25


Revenue from property taxes

  80

To recognize property tax revenue

Cash 
$  3


Revenue from state grants

$  3

To recognize revenue from state grants

2.
Even though the property taxes are intended for the fiscal year ending December 31, 2009 the town has an enforceable legal claim to them in the year ending December 31, 2008. Therefore the town can recognize a receivable in the year ending December 31, 2008. By contrast the town is not eligible for the state grant until the applicable time requirement has been met. The time requirement, imposed by the state, specifies that the grant cannot be used until 2009. Therefore, per the GASB, the town should not recognize a receivable until that date.
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1.
Investment gain (loss)

Outputs
  Sales
$  250

  Ending balance @ fair value
    945
$1,195

Inputs
  Beginning balance @ fair value
$  880

  Purchases
    330
  1,210
           Investment gain (loss)

($     15)
2.
The only realized gain was on the sale of Security C — sales proceeds of $250 less cost of $200 — a gain of $50. If the government intends to hold, rather than sell, its securities, then arguably the realized gain is the better indicator of the increase in resources available for current expenditure. However, as long as the investments will at some time be available for sale, then as the result of the changes in the fair value of the securities the government has realized an economic gain. In that sense, therefore, the reported gain is the better measure of the increase in resources available for future expenditure.

3.
The decline in fair value is most probably due to an increase in prevailing interest rates. The loss is indicative of an economic loss in that the government has incurred an opportunity cost. The government is locked into Security B, which earns interest at a lower rate than it could have otherwise earned had it had the opportunity to acquire bonds that pay interest at the prevailing rate.
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1.
Assuming no change in prevailing interest rates, the market value of each of the three investments could be expected to be $1,005,000 — the initial investment of $1,000,000 plus a return of 0.5 percent for the one month that they were held.

2.
60-day note
Investments
$5,000

Investment revenue

$5,000

To record 30 days interest amortization on discount note

Two-year note
Investments
$5,000

Investment revenue (increase in fair value of investments)

$5,000

To record the increase in the fair value of the investments

Investment pool
Investments
$5,000

Investment revenue (increase in fair value of investments)

$5,000

To record the increase in the fair value of the investments
3.
It can be said that the entry for the two-year note is inconsistent with the general rule that revenues must be measurable and available in that the investments will not mature, and the cash will be not be received, until 23 months after the close of the year — well beyond the point at which they are available to finance expenditures of the current year. On the other hand, it can be argued that they are consistent with the rule in that the investments can be sold at any time, most likely at a price that reflects the interest earned.
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1.
The school district would be required to recognize both an expenditure and revenue.

Pension expenditures
$240,000


State aid—pensions

$240,000

To record the on-behalf payments made by the state

2.
The main argument in favor of requiring that the district charge an expenditure for payments made by it on behalf of the state is that its financial statements should reflect the full cost of providing the service. As implied by the second question, if the state had given the money to the district and the district had made the payment, there would be little question but that the district should report the pension payments as an expenditure. On the other hand, it can be asserted that the district did not actually make the payment, it had no control over state’s decision to make the payment, and it would not have otherwise increased its compensation costs.

3.
This example differs from the previous one in that the state is now making a payment for which the district otherwise has been responsible and would have undertaken. Therefore, the case is somewhat stronger that the district should be required to report the state’s contribution as an expenditure.
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In its “Basis for Conclusions” to Statement No. 33 (para. 50), the GASB notes that certain transactions have the characteristics of exchange transactions in that there is an identifiable exchange between the parties, but the values exchanged are not necessarily equal. Examples, it says, “include certain fees for regulatory or professional licenses and permits, passenger facility charges, certain tap fees, certain developer contributions, certain grants and donations, and other transactions that, regardless of the label applied to them, are based on an exchange of similar but not equal values.” According to the Board “exchange-like transactions should be accounted for in the same way as ‘pure’ exchange transactions—that is, based on occurrence of an exchange between the reporting government and another party or parties” Therefore, it notes, Statement No. 33 does not apply to exchange-like transactions, since it addresses only nonexchange transactions. However, except to say that the “vast multitude of miscellaneous exchange transactions are best recognized when cash is received” the GASB does not provided adequate guidance on how the hybrid transactions should be accounted for. Accordingly, the recommendations below are merely one of several possibilities and are not necessarily supported by specific authoritative pronouncements.

1.
Land from developer. Although the developer obviously received a benefit, it is difficult (if not impossible) to value the government’s economic sacrifice. Moreover, unless the government intends to sell it, the land should not be recorded in the general fund or any other governmental fund. Therefore, the government should account for the contribution as a nonexchange transaction, recognizing no revenue in its governmental funds.

2.
Research grant. This is more clearly an exchange transaction (see example 22 in the appendix to GASB Statement No. 33). According to the GASB “assets and revenues should be recognized when the exchange occurs.” However, recognizing revenue “when the exchange occurs” — as opposed either to over the period the research is carried out or to when it is completed — appears inconsistent with the accrual (full or modified) basis of accounting. Therefore, it would seem preferable to recognize revenue as the research is carried out (on a percentage of completion basis) or when it is completed and the results are turned over to the company.

3.
Impact fee. The GASB in Statement No. 33 recognizes that impact fees may be, at least in part, nonvoluntary contributions.  Nevertheless, it directs that they be accounted for as pure exchange transactions.  Since the government has a commitment to make improvements in the future and the fee is intended to fund those improvements, it seems reasonable to delay recognition of the revenue until the city incurs the expenditures for the improvements.

4.
License fee. Current pronouncements make it clear that license fees should be accounted for as exchange transactions but should nevertheless be recognized as revenue when cash is received. Still, the city will be carrying out the inspections over the entire year and will be incurring the expenses over the year. Therefore, in the spirit of Statement No. 34 a persuasive argument could be made for recognizing the license revenue over the term of the license.

5.
Tennis permits. The tennis permits are more in the nature of exchange transactions, even if the fees do not cover the entire cost of providing the service. In concept, the fees should be recognized over the period covered by the permit (i.e., which may overlap two fiscal years). However, inasmuch as the permit fees are likely to be merely miscellaneous revenues, the city could reasonably recognize them as they are collected.

Questions for Research, Analysis and Discussion

1. Obviously it can — and has been — argued that the GASB is inconsistent in applying a sixty-day rule to property taxes, but no to other revenues.  The board explicitly addressed this issue when it was considering the issue of its Interpretation No. 5, “Property Tax Revenue Recognition in Governmental Funds.”  It concluded:

Although some respondents to the ED questioned the sixty-day provision, the Board believes that the great disparity that exists in tax calendars and collection periods from government to government distinguishes property taxes from other types of nonexchange revenues, and in the interest of consistency, it is appropriate to continue to apply the sixty-day collection requirement.
2. No.  The district does not have a claim upon the resources until the state appropriates the funds.  As explained in the GASB Comprehensive Implementation Guide, Question 7.458:

The state should appropriate resources before the city can recognize the grant revenue.  Paragraph 74 in the Basis for Conclusions of Statement 33 states that, “[w]hen the provider is a government, the required period of disbursement often is specified through the appropriation of resources under the enabling legislation, rather than as part of that legislation or related regulations.  The Board believes that, in those cases, a government appropriation is not equivalent to an authorization to pay an existing liability, such as the approval of a vendor’s invoice for payment related to an exchange transaction that has occurred.  Rather, an appropriation is essential to make the enabling legislation effective for a particular period of time.  In these circumstances, the Board believes that a government does not have a liability to transmit resources under a particular program, and a recipient does not have a receivable, unless an appropriation for that program exists and the period to which the appropriation applies has begun.  Once those requirements (and all other applicable eligibility requirements) have been met, a provider government should recognize a liability and a qualified recipient should recognize a receivable. . . .”
3. Yes.  As with not-for-profit organizations, restricted resources can generally be released from restrictions as soon as the government as spent money from any source for the restricted purpose.  GASB Comprehensive Implementation Guide, Question 7.448 confirms this opinion:

Yes.  Governments should have a policy regarding whether to first apply restricted or unrestricted resources when an expense is incurred for purposes for which both restricted and unrestricted net assets are available. (Subparagraph 115 of Statement 34 requires governments to disclose that policy.)

4. The fines should be reported as public safety program revenues even if by state law they must be considered general revenues and cannot be restricted for a specific purpose. GASB Comprehensive Implementation Guide, Question 7.180 states:

Charges for services, which include fines, should be reported as a program revenue of the function that generates them, regardless of whether there are restrictions or limitations on the use of that revenue.  Fees, fines, and charges do not have to be based on the cost of the underlying program or function.  The concept of “net cost” reporting in the statement of activities is based on the notion that all functions or programs require the use of government resources, and some contribute to the government’s resources by generating revenues through fees, fines, and charges or by accepting grants and contributions from parties outside the government.  The “net cost” of a function or program is the difference between (a) expense and (b) the charges, fees, and fines that derive directly from it and the grants and contributions that are restricted to it.

Nevertheless, some might argue that the government should follow the law and, if the amounts are material make disclosures in the notes to the financial statements about the differing treatments prescribed by law and by GAAP. 

5. The provision of the rent-free facilities can be considered on-behalf payments. In Statement No. 24, “Accounting and Financial Reporting for Certain Grants and Other Financial Assistance,” the GASB requires that on-behalf payments for wages and benefits be accounted for by the recipient government as offsetting revenues and expenditures.  However, nowhere does it address on-behalf payments for other goods and services.  Presumably if the GASB wanted to treat other goods and services the same as wages and benefits it would have done so.  Therefore, there is no explicit requirement that the government give any recognition to the on-behalf payments for the rent.  In fact in a dissenting opinion to Statement No. 24, two board members wrote:

If the Board believes that on-behalf transactions are so significant as to make the total revenues and total expenditures reported incomplete (because they generally are offset and thus have no effect on net results), then all in-substance transactions should be included within the scope of this Statement to provide a consistent solution. Messrs. Freeman and Klasny point out that this project’s scope was expanded from fringe benefits to include salaries, and they see no reason that the scope was not expanded further so that a comprehensive answer would have been reached. By limiting the scope of this Statement to the recognition of on-behalf payments for fringe benefits and salaries, the Board is setting a precedent whose nature and extent are questionable. Messrs. Freeman and Klasny believe that this Statement’s requirement for recognizing on-behalf payments for fringe benefits and salaries is the “tip of the iceberg” if the Board determines that—to be fully accountable—state and local government financial reporting should reflect the total costs associated with the government, whether incurred by the reporting government, another government (federal, state, or local), not-for-profit or profit-seeking organizations, or individuals.
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