Governmental – Ch 5 – Solutions to selected Problems

1.   
Conceptual - Implementation GASB 34.  The estimated implementation costs are quite high from Standard & Poor’s survey responses from 40 State and local governments.  What are some of the factors in a government’s current records and accounting system that could indicate implementation costs will or will not be high to implement GASB Statement No. 34? What are some of the requirements for financial reporting in GASB Statement No. 34 that will require major modifications in current financial databases or accounting systems and will increase implementation costs?  Do you believe the cost of implementation of GASB 34 will be worth the benefit?

Answer.  There is no right or wrong answer to this question. The student should identify issues and potential costs (labor, system modifications, database changes) associated with the annual conversion adjustments required to create the government-wide statements.  The student should also reflect upon whether the cost (and suggest some costs) of identifying and capitalizing infrastructure are worth the benefits (and suggest some benefits).  (reference page 155 and the answer to the conceptual question)  
3.  
Analyze adjustment spreadsheet.  Go to the "Governmental Funds Adjustment Spreadsheet" presented on page 171.   For each listed:


a.  Compare the adjustments column to the six step process on pages 136-141 and 169-170.  Explain each entry.


b.
Will these adjustments be posted to the General Ledger?

Answer.   

a.  Entry 1 establishes the beginning capital assets and related accumulated depreciation accounts for the governmental funds, converts the expenditure for capital assets to an asset account construction in progress, and records the sale of fully depreciated equipment by adjusting the equipment asset account and related accumulated depreciation.  Entry 2 records the bonds payable for bonds issued during the fiscal year and removes the other financing sources.  Entry 5 consolidates and eliminates the Internal service fund.  Entry 6 removes the interfund borrowings and nets the internal balances between the governmental funds and the enterprise utility fund for the amount of the Internal service fund net income that was allocated to the utility.  (Explanation on pages 170-171).

b.  No.  These conversion adjustments are only made to prepare the financial report at year-end.  The governmental funds remain on the modified accrual basis of accounting so no adjusting entries are made to the actual accounting system records.  (reference pages 136-140, 169-170)  

5.  
Capital assets.  The City of Decker acquired the following capital assets during the fiscal year:  

1.  Two police cars for $20,000 each with a trade-in allowance of $6,000 for two police cars traded in.  (The police cars traded in were held beyond their useful life and original cost of $9,000 each was fully depreciated under accrual accounting.)

2.  Capital projects fund partially constructed a building, spending $20,000,000 to date.

a.  Prepare the governmental fund journal entries for these transactions.

b.  Prepare the reconciling adjusting entries that would be necessary to adjust governmental fund fiscal year-end accounts to government-wide accrual financial statements.

Answer.  

	a.
	
	General fund:
	
	

	
	
	Expenditures – Equipment
	40,000
	

	
	
	
	Cash
	 
	40,000

	
	
	
	
	
	

	
	
	Cash
	6,000
	

	
	
	
	Other Financing Sources – Sale of Equipment
	
	6,000

	
	
	
	
	
	

	
	
	Capital projects fund:
	 
	

	
	
	Expenditures - Construction
	20,000,000
	

	
	
	
	Cash
	
	20,000,000

	
	
	
	
	
	

	b.
	
	Reconciling adjustments:
	 
	

	
	
	Equipment 
	40,000
	

	
	
	
	Expenditures - Equipment
	
	40,000

	
	
	
	
	
	

	
	
	Other Financing Sources – Sale of Equipment
	6,000
	

	
	
	
	Equipment
	
	18,000

	
	
	Accumulated Depreciation – Equipment
	18,000
	

	
	
	
	Gain on Sale of Equipment
	
	6,000

	
	
	
	
	
	

	
	
	Construction-in-Progress
	20,000,000
	

	
	
	
	Expenditures – Construction
	
	20,000,000

	
	
	
	(reference pages 63-64, 94-97, 136-140)  

	
	


7.   
Donated capital assets.  Eastpointe City received a donation of an office building valued at $8,000,000.  

a. 
What journal entry would have been recorded in the governmental funds?

b.
Prepare the reconciling adjustment, if any, that would be required to prepare the government-wide financial statements.

Answer. 

a.
No journal entry would have been recorded in the governmental funds as noncurrent assets are not recorded.

b.
The reconciling conversion adjustment to prepare the government-wide statements  would be to record the donated asset: 

	
	
	Capital Assets - Buildings
	8,000,000
	

	
	
	
	Contribution (or Donation) Revenue
	 
	8,000,000

	
	
	
	(reference pages 92, 136-140)  
	
	


9.   
Long-term liabilities.  Tecumseh issued $50,000,000 in long-term bonds with total issuance costs of $300,000 and a discount of $2,000,000.  

a.
What journal entry would have been recorded in the governmental funds?

b.
Prepare the reconciling adjustments, if any, that would be required to prepare the government-wide financial statements.  Issuance costs and bond discount are being amortized evenly over the 30-year term of the bonds.  

Answer. 

	a.
	
	Cash
	47,700,000
	

	
	
	Expenditure – Bond Issuance Costs
	300,000
	

	
	
	Other Financing Use – Bond Discount
	2,000,000
	

	
	
	
	Other Financing Source – Bond Proceeds
	 
	50,000,000

	
	
	
	
	
	

	b.
	
	Other Financing Source – Bond Proceeds
	50,000,000
	

	
	
	Deferred Charge – Issuance Costs
	300,000
	

	
	
	Discount – Bonds Payable
	2,000,000
	

	
	
	
	Expenditure – Bond Issuance Costs
	
	300,000

	
	
	
	Other Financing Use – Bond Discount
	
	200,000

	
	
	
	Bonds Payable
	
	50,000,000

	
	
	
	
	
	

	
	
	Expenditures
	76,667
	

	
	
	
	Deferred Charges – Bond Issuance Costs
	
	10,000

	
	
	
	Discount on Bonds Payable
	
	66,667

	
	
	
	(this entry presumes a full year charge)
	
	

	
	
	
	
	
	

	
	
	Accrued Interest Payable
	xxx
	

	
	
	
	Debt Service – Interest Expense
	 
	xxx

	
	
	
	(an entry would also be made for any accrued interest)
	
	

	
	
	
	(reference pages 63-64, 102-103, 136-140
	
	


11.   
Interfund transactions.  Cherry Creek City had the following interfund transactions during the fiscal year: 1) Enterprise fund bills General fund $300,000 for power, 2) General fund loans Capital projects fund $300,000 to start construction project, 3) General fund transfers $250,000 to Debt service fund to pay debt service, 4) General fund pays enterprise fund $200,000 for partial payment of power billing, 5) General fund contributes capital of $100,000 to start up Internal service fund.

a.
What journal entries would have been recorded in the governmental funds?

b.
Prepare the reconciling adjustments, if any, that would be required to prepare the government-wide financial statements.

Answer.  

Although the problem only asks for the governmental funds, both fund entries are shown to make the solution to part b. easier to understand. 

	a.
	1
	General fund:
	 
	

	
	
	Expenditure – Power
	300,000
	

	
	
	
	Due to Enterprise Fund
	 
	300,000

	
	
	
	
	
	

	
	
	Enterprise fund:
	 
	

	
	
	Due from General Fund
	300,000
	

	
	
	
	Operating Revenue
	
	300,000

	
	
	
	
	
	

	a.
	2
	General fund:
	 
	

	
	
	Due from Capital Projects Fund
	300,000
	

	
	
	
	Cash
	 
	300,000

	
	
	
	
	
	

	
	
	Capital projects fund:
	 
	

	
	
	Cash
	300,000
	

	
	
	
	Due to General Fund
	
	300,000

	
	
	
	
	
	

	a.
	3
	General fund:
	 
	

	
	
	Other Financing Uses – Transfer Out
	250,000
	

	
	
	
	Cash
	 
	250,000

	
	
	
	
	
	

	
	
	Debt service fund:
	 
	

	
	
	Cash
	250,000
	

	
	
	
	Other Financing Sources – Transfer In
	
	250,000

	
	
	
	
	
	

	a.
	4
	General fund:
	 
	

	
	
	Due to Enterprise Fund
	200,000
	

	
	
	
	Cash
	 
	200,000

	
	
	
	
	
	

	
	
	Enterprise fund:
	 
	

	
	
	Cash
	200,000
	

	
	
	
	Due from General Fund
	
	200,000

	
	
	
	
	
	

	a.
	5
	General fund:
	 
	

	
	
	Other Financing Use – Transfer Out
	100,000
	

	
	
	
	Cash
	 
	100,000

	
	
	
	
	
	

	
	
	Internal service fund:
	 
	

	
	
	Cash
	100,000
	

	
	
	
	Other Financing Source – Transfer In
	
	100,000

	
	
	
	
	
	


(Note:  page 65 illustrates the debt service and equity transfers as recorded in Other Financing Uses- Operating Transfer Out; however, this is not an operating activity and should properly be shown as just "Other Financing Uses - Transfer Out" as illustrated above and as an "Other Financing Source - Transfer In in the Internal service fund. The adjective "Operating" on Transfer Out and Transfer In can be dropped on all transactions).

	b.
	
	Remove the operating transfers in and out between governmental funds:
	 
	

	
	
	Other Financing Sources - Transfers In
	250,000
	

	
	
	
	Other Financing Uses - Transfers Out
	 
	250,000

	
	
	
	
	
	

	
	
	Remove the interfund borrowings between governmental funds.
	 
	

	
	
	Due from Capital Projects Fund
	300,000
	

	
	
	
	Due to General Fund
	
	300,000

	
	
	
	
	
	

	 
	 
	Net any internal balances between governmental and proprietary funds:
	 
	

	
	
	Due to Enterprise Fund
	100,000
	

	
	
	
	Internal Balance
	 
	100,000

	
	
	
	
	
	

	
	
	Likewise, the Enterprise fund would record a similar conversion.
	 
	

	
	
	Internal Balance
	100,000
	

	
	
	
	Due from General Fund
	
	100,000

	
	
	
	(reference pages 63-66, 136-140, 170)
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