Governmental – Ch 5 – Solutions to Selected Exercises

Exercises:

E1:1.  
Financial reporting entity.  A city is financially accountable for another governmental unit if it:

Answer.  d. does both b. appoints the governing board and c. imposes its will  (reference page 126)

E1:2.  
Financial reporting entity.  A city can impose its will on another governmental unit if it:



Answer.  c. overrules a decision of the governing board  (reference page 126)

E1:3.  
Financial reporting entity.  A city is obligated in some manner to repay debt of another government if it:



Answer.  b. is required to set aside a reserve to repay the debt  (reference page 126)

E1:4.  
Financial reporting model.  The basic financial statements include:

Answer.  d. both b. the government-wide statements and c. the fund-type statements (reference pages 128-129)

E1:5.  
Fund financial statements.  The required governmental fund statements include a:

Answer.  d.  Statement of Revenues, Expenditures, and Changes in Fund Balance  (reference page 132)

E1:6.  
Financial reporting model.  The government-wide statements include a:

Answer.  a.  Statement of Activities (reference page 147)

E1:7.  
Fund financial statements.  The proprietary fund statements include:

Answer.  d.  both b. a Statement of Net Assets and c. a Statement of Cash Flows  (reference page 141)

E1:8.  
Required Supplementary Information.  The required supplementary information in a governmental financial report includes a:

Answer.  b.  Management Discussion and Analysis (reference page 153)

E1:9.  
Management’s Discussion and Analysis.  The Management Discussion and Analysis is:

Answer.  c.  prepared by management (reference pages 130-131)

E1:10.  
Management’s Discussion and Analysis.  The Management Discussion and Analysis includes:

Answer.  d. all of the above  a. condensed financial information comparing the current to prior year,  b. discussion of the government's overall financial position, and c. discussion of significant capital asset and debt activity (reference pages 130-131)

E3:1.  
Allocation of expenses.  In the Statement of Activities, the Governor's salary and household allowance will:

Answer.  d. not be required to be allocated or directly charged to any State program  (reference page 149)

E3:2.  
Allocation of expenses.  In the Statement of Activities, depreciation expense on the State Capitol will:

Answer.  c. not be allocated to any functional units (reference page 149)

E3:3.  
Revenue categories.  Property taxes of the governmental unit are:

Answer.  a. a general revenue  (reference page 151)

E3:4.  
Government-wide statements.  Government-wide financial statements use the:

Answer.  d. both b. the economic resources measurement focus, and c. the accrual method of accounting (reference page 148)

E3:5.  
Government-wide statements.  The net cost or net revenue of a governmental program or functional unit can be found in the:

Answer.  c. Statement of Activities (reference page 149)

E3:6.  
Allocation of expenses.  Interest expense on long-term debt for an asset that is essential to a program should:

Answer.  d. be allocated directly to the program (reference page 149)

E3:7.  
Fund financial statements.  The required governmental fund financial statements do not include a:

Answer.  b. Statement of Activities  (reference pages 132-134)

E3:8.  
Reconciliation.  The reconciliation from governmental funds to government-wide statements would include amounts for:

Answer.  d. all of the above a. payments on long-term debt, b. accrued interest, and  c. payments to acquire capital assets  (reference pages 132-140)

E3:9.  
Conversion and consolidation.  If a governmental fund trades in a capital asset, it will appear as:

Answer.  d. both a. a credit to other financing source in the governmental fund, and c. a gain or loss in the government-wide statement of activities (reference page 137)

E3:10.  Fund financial statements.  If a governmental fund issues long-term debt, it will appear as:

Answer.  a. a credit to other financing source in the governmental fund  (reference pages 134-135)


E5.  
Governmental vs. business-type activity.  Root City provides weekly garbage collection and recycling pickup at no charge to residents and pays for the sanitation service with property tax revenue.  Park City provides garbage collection to residents but the residents must purchase the colored trash bags and pay an additional fee if they want a monthly recycling pick-up.  Is Root City's garbage collection and recycling a governmental or business-type activity?  Is Park City's garbage collection and recycling service a governmental-type or business-type activity?

Answer.  Root City's garbage collection and recycling service is a governmental-type activity financed by general property tax revenue.  Park City's garbage collection activity is a governmental-type activity, but the recycling service is a business-type activity that is only provided in return for a fee.  (reference page 9-10)  This question reviews the basic concept of governmental-type versus business-type activity to set the stage for conversion to government-wide statements. 

E7.   
Donation of capital assets.  River City has received donations during the fiscal year of land to be used for a nature trail, a small warehouse building that they intend to use for storage, and $1,000,000 to beautify parks.  What category of net assets will each donation be classified as:  invested in capital assets, net of related debt; restricted net assets; or unrestricted net assets?

Answer.  The land donated for the nature trail and small warehouse are all capital assets and will be reflected in the Net Asset category Invested in Capital Assets, net of related debt. The $1,000,000 to beautify parks will be recorded in a Permanent fund and reflected in the restricted net assets category.  (reference pages 148-149)  

E9.  
Statement of activities.  The City of Saline spent $8,000,000 on its public safety department, which provides police and fire protection to residents for free.   The City provided tax revenues of $1,000,000 to support the Enterprise fund, which sells electric power to residents. The public safety department is supported by an appropriation of $8,200,000 of general tax revenues and generated $100,000 from tickets and fines. The enterprise fund is supported by fees for the electric power charged to and paid by users of $3,700,000 and spent $3,800,000 on operating expenses this year.  The Enterprise fund received a $100,000 grant for pollution control equipment.  How will the net cost or net revenue of these activities be displayed in the Statement of Activities?   

Answer.  The Statement of Activities will display a row for Public Safety under the heading of Governmental Activities that first shows Expenses of $8,000,000, Charges for Services of $100,000 and a Net (Expense) of $(7,900,000) in the Governmental Activities column.  The Statement of Activities will display a row for the Utility Enterprise fund under the heading of Business-type activities that first shows Expenses of $3,800,000, Charges for Services of $3,700,000, Operating Grants and Contributions of $100,000 and a Net (Expense) of $-0- in the Business-type Activities column.  The general tax revenues of $9,200,000 ($1,000,000 and $8,200,000 assuming the full amount of appropriated revenue was earned ) would be shown under General revenues, and a transfer of $1,000,000 between governmental activities and business-type activities would also be shown.  (reference pages 149-152)  

