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Issuing
Financial
Statements

Preparing financial statements takes time, but these
tips can help governments speed up the process.

BY TODD BUIKEMA

FOAhaslong
advocated for state
andlocalgovernments
to prepare their
financial statements
inaccordance with generally
accepted accounting principles
(GAAP).! While GAAP-compliant
financial statements present
usefulinformation to the reader,
they donoton their own provide a
comprehensive financial picture of
the government. The Governmental
Accounting Standards Board
(GASB), the GAAP standard-setting
body for governments, encourages
governments to also prepare annual
comprehensive financial reports
(ACFR).2%(See Exhibit1.)

The ACFRs of approximately 4,400
governments participatingin

GFOA's Certificate of Achievement

for Excellence in Financial Reporting
program (COA program) are awarded
acertificate for substantially meeting
the program criteria. One of the
requirementsis thatthe government
must submitits ACFR to GFOA within
sixmonths of its fiscal year-end. To
identify standouts for timely reporting,
GFOAreviewed submission times for
award-winning ACFRs for the fiscal
years ended 2018 to 2020. For that
timeframe, we received an average

0f 13 ACFRs within a period 0f 100
days or fewer—that’s 0.3 percent.
GFOAreached out to officials at three
governments thatdid so for all three of
the fiscal years—MarniHall, director
of financial reporting for the City of
Columbus, Ohio; Cory Gall, associate
vice president of administrative
services at Carl Sandburg College

in Galesburg, Illinois; and Dawn T.
Donovan, town comptroller for the
Town of Eastchester, New York—to find
outwhattheyare doing to produce
theirreports so quickly. Based on those
interviews, we have compiled alist of
the actions they took that may help
other governments issue more timely
financial statements.

Ittakes time to prepare agovernment'’s
financial statements, and GFOA is
aware of the challenges governments
faceinissuingtheir financial
statementsin a timely manner. Several
factors contribute to the timing of when
agovernment canissueitsannual
financial statements, eithera GAAP-
financial statements-only report or

an ACFR.Many of these factors were
addressed in a December 2019 GFR
article titled “A Timeless Question
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about the Timeliness of Financial
Reporting,” writtenin response to
concernsraised by the Securities and
Exchange Commission and others
about the timeliness of governments’
financial statements (at gfoa.org/
materials/timeless-question-gfr1219).
However, these issues can usually

be overcome through targeted efforts
based on forethought and planning.
Inthisarticle, we will explore how
governments thatachieve considerably
more timely publication of their
ACFRsare abletodoso.

Issuingareportinfewerthan 100 days
from your fiscal year-end requires
planning. Numerous tasks must be
completed before financial statements
canbe prepared and audited, and

even the most experienced people
forget to do something. Governments
should therefore create a schedule of
tasks, including when the taskneeds
tobe completed and the position/

personresponsible for completing

it. This schedule should not only
include tasks specific to preparing the
financial statements, but also for all
steps necessary for year-end closing.
Preparing financial statements takes
time, and if numbers change, even by
aslittleas $1injustone account,the
financial statements may alsoneed to
change—which means that the general
ledger needs to be finalized.

The schedule should be detailed.
Tasks can range from specific year-
end journal entries thatneed tobe
completed, such as pension and other
postemployment benefit (OPEB)
liability adjustments, each of the
notes, and the financial statements.
(See Exhibit 2 for an example.)

Tomeettherequired deadlines, all
partiesinvolved need toreview the
proposed deadlines to ensure that
they agree. A member of the financial
reporting team should maintain the
schedule, which should be reviewed
each day to ensure that deadlines

are being met. It canbe useful touse
atickler system such as calendar
reminders—with sufficientadvance
notice—for the partiesresponsible for
each assignment, especially regarding
sections of an ACFR that primarily

or exclusively require review and
minimal updates. Examples may
include the summary of significant
accounting policies and disclosures
for which everything other than final
trialbalance or financial statement
amounts can be prepared in advance.

Asgovernments prepare the year-

end closing schedule, it will become
apparent that completing the tasks
requires information from many other
departments within the organization,
and possibly from external entities.

Accounts payable is an example

of an area where the help of other
departments will be needed to
complete the year-end closing process.
Itishard to know what you owe

| ANNUAL COMPREHENSIVE FINANCIAL REPORT OVERVIEW

An annual comprehensive financial report (ACFR) provides the financial statements required by GAAP, plus the following, for a

general-purpose government:

Introductory information. The ACFR offers background on the structure of the government, the environment in which it
operates, and the types of services it provides. It also provides a forum for management to offer a more subjective and forward-
looking analysis of the government’s financial situation than would be appropriate for the basic financial statements and required

supplementary information.

Information on individual funds and discretely presented component units. The basic financial statements provide information
on individual governmental and enterprise funds only for major funds, and for other fund types (internal service funds, each type
of fiduciary funds) in aggregate. An ACFR provides individual fund data for nonmajor funds and other fund types, and for nonmajor
discretely presented component units as well.

Schedules necessary to demonstrate compliance with finance-related legal and contractual provisions. The ACFR offers a
means for management to provide any additional schedules that may be needed to demonstrate finance-related legal compliance.

Statistical data. The ACFR includes a statistical section that offers multiyear trend information, along with relevant economic and
demographic information. (GASB Cod. Sec. 2200.101)

Optional sections. Governments also have the option to include additional sections in an ACFR; many include the federal funds

single audit report.
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TASK ASSIGNED TO DATE DUE COMPLETION DATE
GENERAL LEDGER CLOSE
FYE closing memo to departments Comptroller 11/30/20X1
Bank reconciliations Accountant 1 1/15/20X2
Other balance sheet account reconciliations Accountants 1& 2 1/25/20X2
Accounts payable accruals Accountant 1 2/2/20X2
Water billing receivable Accountant 2 1/31/20X2
Final actuarial report for police pension plan Comptroller 11/30/20X1
Police pension liability adjustment Accountant 2 12/31/20X1
Review account reconciliations Comptroller 2/10/20X2
Close FY 20X1 general ledger Comptroller/IT 2/17/20X2
FINANCIAL STATEMENTS
Table of contents Accountant 1 2/20/20X2
Transmittal letter* Accountant 1 2/20/20X2
Organizational chart Accountant 1 2/20/20X2
Principal officials Accountant 1 2/20/20X2
Certificate of achievement Accountant 1 2/20/20X2
MD&A* Comptroller 3/10/20X2
Statement of net position Accountant 2 2/28/20X2
Statement of activities Accountant 2 2/28/20X2
Note 1—Summary of significant accounting policies Accountant 1 2/28/20X2
Note 2—Cash and investments Accountant 1 2/28/20X2
RS|—Police pension fund Accountant 1 2/28/20X2
Nonmajor governmental funds—Combining balance sheet Accountant 2 2/28/20X2
STATISTICAL SECTION
Table 1—Net position past 10 years Accountant 2 3/2/20X2
Table 2—Statement of changes in net position past 10 years Accountant 2 3/2/20X2
AUDIT
Interim fieldwork All 9/10 to 9/14 /20X1
Confirmation letters Accountant 1 1/2/20X2
Year-end fieldwork All 2/25 to 3/15 20X2
Independent auditor’s report Comptroller 3/28/20X2

* Department heads and others with operational knowledge are needed to prepare these documents.
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your vendors if you donothave the
invoices available in the accounting
department. In situations where
invoices are routed to departments
for approval before being entered
into the accounts payable system,
governments need toreach out to
departments and request that they
approve the invoices and route

them back to the accounts payable
department so they can be entered
into the system. (While GFOA
recognizes that some governments
use systems without electronic
approval processing for invoices,
routing invoices for approval without
some form of tracking or entry into
asystemisnotagood practice.)
Vendors may not be timely with
submitting theirinvoices to the
government, so estimates may be
required. Departments could provide
estimates of known expenditures
thatshould be accrued to the

current fiscal year. In either situation,
before the end of the fiscal year,

all departments should be given

the timelines for when invoices or
estimates need to be submitted so they
are entered into the proper fiscal year.

Another example of needing other
departments’ help to complete the
year-end closing process is accounts
receivable. In governments thathave
decentralized billings, the billings must
be accrued to the proper fiscal year.
Intergovernmental revenue, including
grants, taxes, and shared revenues, also
needs tobe accrued, and depending on
the governmental agency providing the
revenues, the receipts may notyetbe
readily known or available at the time

of the year-end closing. Ifa government
thathas 60-day availability periods for
revenue recognition chooses to wait

60 daystoaccrueactualratherthan
estimated receipts of intergovernmental
revenues, issuingits financial statement
within 100 days of its fiscal year-end
will be achallenge. Governments can
reach out to the providing governmental
agency to obtain estimates or use their
own professional judgement and make
estimates based on known information
and historical trends. As with accounts
payable, departments should be notified,
sufficiently before the fiscal year-ends,
of the deadlines for submitting actual
billing information or estimates, so they
are entered into the proper fiscal year.

| CONVERSION ENTRY

Debt service fund:

Expenditures—debt service—principal

Expenditures—debt service—interest
Cash

(Semi-monthly debt service payment)

Conversion/consolidation fund:
Bonds payable

Interest payable

Expenditures—debt service—principal

Expenditures—debt service—interest

(Reclassification of debt service

expenditure to reduction of related liability

for government-wide reporting)

DR CR
$100,000
39,135
$139,135
DR CR
$100,000
39,135
$100,000
39,135

The preparation of financial
statements begins before the end of
thefiscal year,as shownin Exhibit

2. While some of those tasks had due
dates after the fiscal year-end, many
of them should be started well before.
From an accounting perspective, some
adjustments can be made throughout
the fiscal year toreduce the amount

of work thatneeds tobe done atyear’s
end. For example, a government makes
debtservice payments on its debt
(such asbonds, leases, ornotes)ina
governmental fund and appropriately
charges principal and interest
expenditures. The government should
malke the conversion entry for the
government-wide statementsin the
conversion/consolidation fund atthe
same time (see Exhibit 3).

Capital assets are another area where
governments can make adjustments
throughout the fiscal year. Rather than
waiting until the end of the fiscal year
to determine what purchases were
made or the status of construction
projects, governments should update
the capital assetledger for additions
and deletions throughout the fiscal
year. Governments could also charge
depreciation expense on depreciable
assets each month soif the assetis
disposed of the netcarrying valueis
current.

For governments that provide
postemployment benefits for their
employees, such as a defined benefit
pension or other postemployment
benefits (like retiree healthcare),
periodic actuarial valuations are
needed. To perform valuations, the
actuary will need items such as census
data—personal and demographic data
about current and future beneficiaries.
The government should update census
information throughout the year.
Depending on your organization’s
contract with the actuary, the
government could also provide the
updates tothe census dataand any
otheritemsthe actuaryneeds during
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“Without dedicated
resources, the timely
completion of the

project plan and
checklist is at risk.”
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the fiscal year—after the second or
third quarter of the fiscal year, for
example. This would allow the actuary
tobegin the calculation process earlier
and just make updates for any changes
occurring atthe fiscal year-end.
Alternatively, the actuarial valuation
might use year-old data that would be
rolled forward to the measurement
date.Ifa pension plan hasadifferent
fiscal year-end from the contributing
government, it might be possible to
complete all the valuation work before
the employer’s fiscal year-end.

Preparing a complete set of GAAP
financial statementsis a process that,
for most governments, only happens
once a year—but they should consider
doingitmore often. Statements could
be prepared only forinternal use, so it
wouldn'tbe necessary to make all the
GAAP-required accruals or prepare
acomplete set of note disclosures.
Itmay be helpful to prepare the
statements using the current general
ledger balances and to analyze those
statements to ensure that balances
are beingreported properly, and
perhaps toidentify trends that might
require explanation in the required
supplementaryinformation orletter
of transmittal. Asnew general ledger
accounts are added during the year,
theyneed to be mapped properly to

the financial statements. Preparing
statements during the fiscal year

will help keep preparers’ knowledge

of statement preparation fresh and
reduce the amount of time it takes to
find errorsin the statements at the end
of the fiscal year.

Inaddition to the monthly
reconciliations of cash and
investments that most governments
prepare, organizations could save time
atthe end of the year by performing
reconciliations of all balance sheet
accounts throughout the year. For
example, if a government has a utility
billing system, the outstanding
receivables at the end of each month
from the system should be compared
to the general ledger balance, and any
discrepancies could beresolved. The
same can be done with the accounts
payable system. While staffing
constraints might make itdifficult to
reconcile all balance sheet accounts
once amonth, governments could
rotate accounts so thatall will be
reconciled every two or three months.
Of course, thiswould not be applicable
toaccounts thatare only updated at
the end of the year (asin the deferred
outflows and inflows of resources
associated with postemployment
benefits, which are updated each year
based on the actuarial report).

Another key document that
governments with federal grants
orloans may have to prepareis the
schedule of expenditures of federal
awards (SEFA). The SEFA contains not
only the expenditures for each grant,
butalsoinformation about the federal
agency that provided the grantand
any pass-through entities that served
asintermediariesin providing the
funding to the government (such asa
state agency overseeing federal funds
that are passed through toalocal
government) and the identity of any
subrecipients to which thereporting
government has passed through
federal funds. As with preparing GAAP
financial statements, governments
should prepare adraftinterim SEFA
before the end of the fiscal year to
helpsavetimein preparing the final.
Governments should reach out to the
administrators of the grant programs
within their organizations to obtain
information needed for the SEFA,
namely: the federal agency providing
the grant; the name of any other
entities (government or nonprofit)
that the grant was passed through by
the federal government, and the name
of any entities to which sub-grants
were made; the assistancelisting
(AL) number (formerly the catalog of
federal domestic assistance or CFDA
number); and the grantidentification
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number, ifavailable. Better yet,
governments should routinely collect
thisinformation when the funds

are made availablein the program’s
budget. (See Exhibit4.)

Theindependent auditor's report
isintegral to theissuance of timely
financial statements and ACFRs.
Governments need to work closely
with their auditors and agree on
timelines for deliverables to complete
the audit so the government can issue
itsfinancial statements. Making sure
thatthe auditors are aware of the
government’s desire toissue timely
financial statements begins with

the independent audit procurement
process, where applicable. The
government’s request for proposals
should include its timelines issuing
the financial statements so any
potential auditor understands the
requirements of the government
before placing a bid. Afterafirmis
selected, the government should also
ensure thatthe auditcontractincludes
the dates for when deliverables are
due from the auditor. Governments
thathave one or more single-employer
pension plans or sponsor of one or
more multiple employer plans should
include similar considerations should
in procuring of actuarial services for
those plans.

Having an auditor whois familiar with
government accounting and with the
governmentitselfis also essential
tocompleting the auditin a timely
manner. An auditor who has audited
the government for multiple years and
therefore has a good understanding of
the processes and controls in place can
complete the audit more quickly. GFOA
recommends that governments enter
intomultiyear audit contracts to “allow
for greater continuity and help to
minimize the potential for disruption
in connection with the independent
audit. Multiyear agreements can also
help toreduce audit costs by allowing
auditors torecover certain ‘startup’
costs over several years, rather than
overasingle year.™

The audit process does not occur

only atyear’s end. Most audit firms
will schedule some time before the
end of the fiscal yeartodointerim
audit worklike updating and testing
internal controls. The interim audit
mightalsoinclude performing
compliance procedures. Asnoted
above, governments can help reduce
financial statement preparation

time by completing an interim SEFA,
perhaps with adjustments for federally
funded programs for which they
anticipate higher spending nearer to
the fiscal year-end. Auditors could use
the interim SEFA for a preliminary
identification of major programs and

begin the compliance testing during
the interim audit work period. In the
first year with anew independent
auditor, most or all the workneeded
tounderstand and document policies
and procedures should be performed
before the fiscal year-end.

Of course, auditors need material to
audit. Government staff should follow
the audit schedule discussed earlier
so they know when materials are due.
In many cases, these materials will
become deliverables to the auditors.
Delays in providing the auditors with
government-prepared statements
and schedules to audit will delay
theissuance of the auditreport.
Governments also need areview
process to make sure the materials
going to the auditors are accurate.®

Providing accurate materials within
the agreed-upon timeframes also helps
build trust with the auditor. This trust
won't reduce the amount of work, but
itwill ensure that the auditor will be
there for your government, ready to
work and share in your goal of issuing
timely financial statements. If the
government fails tomeet agreed-upon
deadlines or provides materials that
areinaccurate, the audit process

may be delayed, which may hinder
theissuance of the independent
auditor’sreport.

| DRAFT INTERIM SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

AL# GRANT ID FEDERAL EXPENDITURES

U.S. Department of Housing and Urban Development

Passed through State of XYZ Department of Housing

Community Development Block Grants/Entitlement Grants 14.218 20X1-1 $1,435,545
U.S. Department of Homeland Security

Passed through County of ABC

Hazard Mitigation Grant 97.039 QFR-201 $547,998
U.S. Department of Justice

Bulletproof Vest Partnership Program 16.607 $140,921
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Governments are required toinclude
component unitsin their financial
statements. These legally separate
organizations, whether they are other
governments or nonprofits, canissue
their own financial statements and be
audited by their own auditors, and they
can have afiscal year thatis different
from the primary government.

Ideally, the primary government and
its component units would have the
same fiscal year-end, but that doesn'’t
always happen. While itis possible
tochange an entity’s fiscal year, this
isn'twhat we're proposing. Rather,
primary governments could use a
difference in the fiscal year-end of

its component units to its advantage.
Assume, for example, thata primary
government’s fiscal year-end is
12/31/X1, and its component unit’s
yearendis2/28/X1. GAAP allows

for primary governments to use
component unitfinancial statements
whose fiscal year-end falls within
the same fiscal year as that of the
primary government, or within

the first quarter subsequent to the
primary government'’s fiscal year-
end.®In this example, the primary
government could use the component
unit's 2/28/X2 financial statements,
butthe timing of issuing the audited
financial statements may hinder

the primary government’s ability to
issue timely financial statements.
The primary government should
consider using the component unit’s
2/28/X1financial statementsinits
12/31/X1financial statements, which
would allow the primary government
toreceive the final audited financial
statementsin plenty of time to be
included in the 12/31/X1 financial
statements. A similar advantage may
be gained when a pension or other
employee benefit trust fund fora
government’s own employees and
retirees has a different fiscal year-
end, regarding both the financial
statements and the actuarial
valuation and disclosures.

Tobetter coordinate the timing,
governments with component units
(especially those with fiscal year-
ends thatare the same as the primary
government’s) may find it beneficial
toinclude the component unitas
partof the government’s contract for
audit services. The component unit
would be assured of a timely and
coordinated audit, and economies of
scale mightbe achieved by having
one firm perform multiple audits. The
primary government can incorporate
language in the audit contract to
ensure thatall auditreportsare
issued by arequired due date.

Ifagovernmentis going toissue
financial statements within 100
daysofitsfiscal year-end, staff time
needs to be devoted to make it happen.
Private-sector entities are profit-
driven and have staff members who
are devoted to preparing financial
statements. Governmental entities
are not profit-driven; their focusis
on providing public services. The
finance/accounting department for
mostgovernmental entitiesis small
and lackingin staff members who
are devoted to preparing financial
statements. During the financial
statement preparation period,
ongoing staff duties mayneed to be
reprioritized or delegated to others
so staff can focus on the financial
statements. Governments should be
open torequiring financial statement
preparers towork overtime so they
canmeetthereporting deadlines.

Ifagovernment'’s staffing size does
notallow for dedicated time to prepare
financial statements, a solution is to
hire athird-party firm or a temporary
accounting employee or employees

to prepare the financial statements.
The advantage of hiring a third party
isthatit would be devoted exclusively
to preparing financial statements and
would nothave tohandle otherissues
thatarise inrunning the government.

While agovernment’s independent
auditoris precluded from providing
that substantive expertise to their
audit clients, using a second CPA
firm for this purpose mightbe a
good option.

The commitment to prepare timely
financial statements comes with a
price, either for hiring a third-party or
devoting staff time to this endeavor,
which takes time away from other
projects and may require additional
accounting staff. Alldepartments
need to help provide information for
preparingthe financial statements.
The support of senior management,
possiblyincluding elected officials,
isalsocritical to making timely
financial reporting possible.

Todd Buikema is the assistant
director for publications in
GFOA’s Technical Services Center.

"GAAP Financial Reporting as the Base
Line for State and Local Governments,
GFOA best practice.

22020-2021 Codification of Governmental
Accounting and Financial Reporting
Standards (Cod.), Section (Sec.) 2200,
"Comprehensive Annual Financial
Report," paragraph.101, Governmental
Accounting Standards Board. Also see
footnote 3, below.

3 At the time of publication, the
Governmental Accounting Standards
Board has proposed but not finalized
changing the term “comprehensive
annual financial report” to “annual
comprehensive financial report,” which
would be abbreviated as “ACFR.” GFOA
has adopted this language in this article
in anticipation of it becoming GAAP
shortly after publication.

4 Audit Procurement, GFOA Best Practice.

5 Auditors often uncover errors, even
formula errors in spreadsheets.

6 2020-2021 Codification of Governmental
Accounting and Financial Reporting
Standards (Cod.), Section (Sec.) 2600,
"Reporting Entity and Component
Unit Presentation and Disclosure,"
paragraph.119, Governmental Accounting
Standards Board.
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