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Welcome

This training provides Commonwealth of Virginia employees with the information necessary to have a
basic understanding of accounting. This course is not intended to replace existing Commonwealth and/or
agency policies.

In this course, we will present you with an introduction to accounting principles and provide interactive
sessions on how to perform accounting transactions.

These training materials include diagrams and illustrations to assist in obtaining a basic understanding of
accounting. Also included is an introduction to the Cardinal Chart of Accounts. Each lesson will also
provide a list of key terms and concepts that will be explained in detalil.



Introduction

—

CARDINAL

This Accounting Fundamentals course will provide students with a basic knowledge of:
» Accounting terminology and concepts
» Accounting standards and regulations
» Governmental and fund accounting
» Creation of accounting transactions

* Financial statements



Course Objectives

After completing this course, you should be able to:

* Explain the fundamentals of accounting and why they are important to the Commonwealth
» List key terms and concepts used in accounting

» ldentify the process flow in the accounting cycle

* Demonstrate double-entry accounting and the T-Account process

» List the main financial statements used by the Commonwealth

» ldentify how fund accounting is utilized by the Commonwealth

* Explain the Cardinal Chart of Accounts

» Create double-entry accounting transactions using the Cardinal Chart of Accounts

 ldentify basic information presented on the Commonwealth financial statements



Agenda

—

CARDINAL

In this course, we will cover the following lessons:

Day 1
* Lesson 1: Accounting Basics

* Lesson 2: Overview of Accounting Standards and Regulations
* Lesson 3: Overview of Governmental and Fund Accounting

* Lesson 4: Accounting is Transaction Driven

Day 2
* Lesson 5: Mechanics of Double-Entry Accounting

* Lesson 6: Chart of Accounts (COA)

e Lesson 7: Period Close and Overview of Common Financial Statements



Lesson 1

Accounting Basics




Lesson 1: Objectives

Upon completion of this lesson, you will be able to:

» Explain what accounting is and why it is important to the Commonwealth
» Identify the legislative flow of funds within the Commonwealth

* Recognize the components of governmental budgeting

» List the main financial statements used by all agencies

» List the main revenue sources and expenditures in the Commonwealth

» Explain the two types of accounting used by the Commonwealth



Lesson 1: Accounting Basics

In this lesson, you will learn about the following:

Topic 1: Overview of Accounting and Why It's Important to the Commonwealth
* Topic 2: Commonwealth’s Goals and Department of Accounts’ Mission

» Topic 3: Overview of the Legislative Flow of Funds within the Commonwealth
» Topic 4: Overview of Budgeting

» Topic 5: Introduction to Financial Statements



Topic 1: Overview of Accounting and Why It’s
Important to the Commonwealth

What is Accounting?

The process of identifying, recording, measuring and communicating financial information that is:

« Consistent

e Accurate
 Timely
Who Uses It?

» Citizens — to determine if resources are being managed properly

 Employees — to verify if expenditures and other transactions are made in accordance with state
policies and procedures

* Managers — to confirm that financial information is recorded properly and that operations are
running efficiently

* Agency heads — to evaluate or review financial performance and make agency-wide policy
decisions

 External authorities, governments and investors — to make financial decisions based on the
Commonwealth’s Comprehensive Annual Financial Report (CAFR)

* Lenders / Bond-Rating Agencies — to verify the financial stability of the Commonwealth before
making an investment
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Topic 1: Overview of Accounting and Why It’s
Important to the Commonwealth (continued)

Accounting Provides Information That is Used To:

» Explain financial activities in a manner that is consistent among similar entities
* Determine the amount of revenues necessary to meet budgetary requirements
* Aid managers / officials with oversight responsibilities

» Determine that spending is within budgetary constraints

There are Two Types of Accounting Used at the Commonwealth:

* Financial accounting
* Managerial accounting

10



Topic 1: Overview of Accounting and Why It’s
Important to the Commonwealth (continued)

What is Financial Accounting?

* Preparation of financial statements that describe past financial performance and budget reports
that describe past and expected future financial activities

* Financial information that is subject to audit and filing standards established by independent
authorities

Who Uses It?

* People with oversight responsibilities within each agency and in other areas (e.g., The General
Assembly, the Commissioner)

» External users (e.qg., regulatory agencies, investors, lenders, auditors)
How is it Used?
* Provides financial information for planning and performance oversight

What are Some Outcomes of Financial Accounting?

» Balance Sheet
» Statement of Revenue, Expenditures, and Changes in Fund Balances

11



Topic 1: Overview of Accounting and Why It’s
Important to the Commonwealth (continued)

What is Managerial Accounting?

* Preparation of management reports to provide details on how an entity is operating to assist in
making decisions

* Information not subject to external audit and there are no rules or standards that must be
followed unless required by external authorities

Who Uses It?

* Internal agency personnel

How is it Used?

* Provides information to assist in making decisions on:
o Timing and amount of needed resources

o Allocating needed resources
o Capturing cost information
o Confirming payment amounts for purchased resources

What are Some Outcomes of Managerial Accounting?

» Status of Funds and Expenditures

* Project/ Grant Monitoring Reports 12



Topic 2: Commonwealth’s Goals and Department
of Accounts’ Mission

Virginia state government is comprised of elected and
appointed officials, and state employees. They seek input
from citizens and strive for transparency while working to
carry out the goals established For the Commonwealth by the
Council on Virginia's Future.

Commonwealth Goals:

» Be recognized as the best-managed state in the nation

» Be a national leader in the preservation and enhancement of our economy

» Elevate the levels of educational preparedness and attainment of our citizens

» |Inspire and support Virginians toward healthy lives and strong and resilient families

» Protect, conserve and wisely develop our natural, historical and cultural resources

» Protect the public's safety and security, ensuring a fair and effective system of justice and
providing a prepared response to emergencies and disasters of all kinds

» Ensure that Virginia has a transportation system that is safe, enables easy movement of
people and goods, enhances the economy, and improves our quality of life

13



Topic 2: Commonwealth’s Goals and Department
Vo] OF ACcounts’ Mission

Commonwealth Goals Related to Accounting:

Goal How Goal Relates to Accounting

Best managed state in nation Accurate accounting information is used to
make wise decisions

National leader in enhancement of economy Financial reporting is used to efficiently monitor
where funds are being allocated to assist in
growing the economy

Protect and develop natural, historical and Special funds and programs are set up and
cultural resources monitored for the protection and development of
natural, historical, and cultural resources.

Elevate the levels of educational preparedness | The efficient collection of funds through taxes
and attainment of our citizens and fees and the allocation of resources to fund
education initiatives

14



Topic 2: Commonwealth’s Goals and Department
—10f Accounts’ Mission (continued)

CARDINAL

Mission Statement

To provide a uniform system of accounting, financial reporting, and intemal control adeguate to protect and account for the
Commonwealth's financial resources, while supporting and enhancing the recognition of Virginia as the best managed state in the union.

Department of Accounts Mission Related to Accounting:

Mission Objective How Mission Relates to Accounting
Provide uniform system of Accounting and Laws, regulations, and accounting procedures
Financial Reporting provide uniformity

A common statewide financial system provides
consistency of information among agencies

Provide adequate Internal Controls Procedures, controls, and internal auditing
improves the reliability of financial statements

Protect and account for the Commonwealth’s Budgeting helps to distribute limited resources

Financial Resources to fund each agency and provides a mechanism

for agencies to spend according to their
approved budget

Best Managed State in the Union Accurate accounting information is used to help
make wise decisions

15



Topic 2: Commonwealth’s Goals and Department
of Accounts’ Mission (continued)

What is Transparency?

The extent to which individuals have access to financial information about a governmental entity and
audited financial reports

Why is It Important?

It provides a level of trust to the taxpayers of Virginia that their government and elected officials are
accountable for the resources to which they have been entrusted.

What Other Terms are Associated with Transparency or Lack of It?

» Ethics

* Integrity

* Accountability
e  Corruption

e  Conflict of interest

16



Topic 2: Commonwealth’s Goals and Department
Zeoma| Of ACccounts’ Mission (continued)

How Does The Commonwealth Promote Transparency?

* Presenting strategic plans and performance metrics listed for each agency on website
» Displaying spending history, distribution and top 20 vendors on website
» Reports and documents detailing purchase orders and commodities purchased

GOVERNMENT BUSINESS EDUCATION RESIDENTS VISIT

Executive Branch Legislative Branch Judicial Branch State Employees Transparency

Home > Government > Transparency

Transparency

Virginia values transparency and provides online tools

for citizens to keep up with what state government is

M doing and spending. Assess the state's progress toward
long-term goals, view current state budget and

M spending information, receive alerts and comment on

: proposed changes to state requlations.

ST o
For more information about Transparency, visit:
Agency Planning and Performance
Auditor of Public Accounts
Council on Virginia's Future
Virginia Performs

Key Economic Indicators

http://www.virginia.gov/government/transparency 17



Topic 2: Commonwealth’s Goals and Department
of Accounts’ Mission (continued)

What are Some Examples of Transparency or Lack of It?
Acceptable:
* Having an external and independent authority validate financial statements (e.g., Auditor of
Public Accounts)
Complying with freedom of information act (FOIA) requests
* Providing financial information on website
*  Providing prompt disclosure of questionable items

* Having no conflict of interest

* Having policies that are based on legislative approval

Not Acceptable:

* Being secretive - little or no disclosure of information

* Having a conflict of interest when making financial decisions

* Creating a quid-pro-quo (e.g., you do something for me, and I'll return the favor)
* Making decisions with no public or legislative input

18



Topic 2: Department of Accounts’ Mission
Related to Accounting (continued)

What are Some of the Outcomes Related to Transparency?

Reward:

 Being recognized as one of the best managed states
* Maintaining AAA Bond Rating
e Attracting new businesses to the Commonwealth

* Increasing level of trust from the citizens of the Commonwealth

Consequences From a Lack of Transparency:

* Receive a low rank among states for government accountability
* Reduced level of confidence and trust among citizens

* Questioned authority of leaders if policies violated

19



Topic 3: Overview of the Legislative Flow of
Funds within the Commonwealth

How a Bill Becomes a Law:

Bill is -
Bill is
I?égoudsuecgg Introduced
Delegates) (SRR
\ Committee Committee
Hearings Hearings

BillDebaiea Bill Debated
in House of .
in Senate
Delegates

|

Bill Goes to If passed both
Governor for House and Senate
Signature
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Topic 3: Overview of the Legislative Flow of
Funds within the Commonwealth (continued)

Process Flow for Source and Expenditure of Funds:

General
Assembly
passes budget

1

Dept. of Planning & Budget (DPB)
executes budget and makes
appropriations available to agencies

1

Agencies establish
specific budgets to meet
internal requirements

1

Expenditures made and
controlled by established
budgets



| Topic 3: Overview of the Legislative Flow of
Funds within the Commonwealth (continued)

The Budgeting Process:
BUDGET DEVELOPMENT

AGENCY BUDGET PREPARATION

REVIEW & RECOMMENDATION

DPB issues Agencies Governor, DPB, Govearnor
instructions to generate & Cabinet review submits
agencies

APPROPRIATION
LEGISLATIVE ACTION Gov's Review EXECUTION
Budget Bill Conference _G"“;;Er DPB &
referred to ) comm ittes > slgns es > agencies
Committeas reports bill & :::_‘:j"::f; implement
GA approves o b G.Ak appropriation

submit

document & bill

|;.




Topic 3: Overview of the Legislative Flow of
—1 Funds within the Commonwealth (continued)

CARDINAL

Where Does the Commonwealth Get Its Revenue?

e Taxes Revenues by Source —
« Grants and Contributions Governmental Activities
_ FY 2014
 Licenses/Fees/Other
Operating Grants
and Confribxwutions
Charges for IR
Senvices
Capital Grants
and Contributions
Other Taxes 49
3%
Premiums of
Insurance
Companies Tax
1%
Communications
Sales and Ulse
Tax
mmm eticie Individual and
Or Venic Fiduci
Sales and Use Incmuufg;x
Tax 35%
2%
Corporation
Motor Fusl Tax Income Tax Sales and Uss
20 30¢ Tax

14%
23
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CARDINAL

Topic 3: Overview of the Legislative Flow of
Funds within the Commonwealth (continued)

How Does the Commonwealth Spend Funds?

Individual and Family Services

Education
Expenses by Type —

Transportation Governmental Activities
General Government FY 2014

Administration of Justice
Individual and

Family Services

0%

Administration of
Justice
8%

Respurces and
Economic
Deuel-:-pment\f.
3% General

Government
10%

Transportation
11%

Education
Z8%
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Topic 4: Overview of Budgeting

What is a Budget?

An estimate of revenue and expenditures for a future period of time

What is Budgeting?
The management process used to allocate and monitor the available resources
Why is Budgeting Important?

* It helps us make short and long-term projections
* Helps to avoid an unplanned financial crisis
» Creates opportunity to be efficient with funds available (e.g., more bang for the buck)

* Creates confidence

25



Topic 4: Overview of Budgeting (continued)

Types of Governmental Budgets:

* Annual — operating budget

* Biennial — two years where legislative branch convenes every other year (in VA, the General
Assembly convenes each year and makes updates to the biennial budget as needed)

* Long-Term — typically 4-6 years in length
Methods of Budgeting:

» Line item — classifies expenditures by department / agency
» Program Budgets — classifies expenditures based on the purpose or services to be performed

Main Levels of Budget Control:

» Leqislative — Includes appropriations — legal spending authorization
* Administrative — greater detail level of control

26



Topic 4: Overview of Budgeting (continued)

What is a Budget Mandate?

A directive or requirement included within the budget, imposing a spending requirement

What are the Statewide (Mandated) Budgets?

* Appropriation — appropriation amounts provided to each agency cannot be exceeded

» Allotment — allotments cannot exceed appropriations; allotments control the amounts of
appropriation available for expenditure

 DPB Operating Plan — a lower level of expenditure budgeting required and executed by DPB
» Official Revenue Estimate — tracks specific revenue streams

What are the Optional Budgets?

These are budgets that each agency can choose to implement or not:

* Agency Lower Level Budget
» Agency Operating Budget

* Agency Project Budget

» Agency Revenue Estimate

27



Topic 4: Overview of Budgeting (continued)

CARDINAL

Both governments and commercial businesses forecast their revenue and expenditures for a specific
period of time.

Differences Between Governmental Budgeting and Commercial Budgeting:

ltem Governmental Commercial
Legal Requirements Yes No
Can Overspend Budget No Yes
Budget Recorded in Accounting System Yes Optional

The Governmental Accounting Standards Board (GASB) requires that an annual budget be prepared
whether or not required by law.

Legal requirements generally prescribe the governmental budget procedures for:

* Preparation
* Presentation
* Reporting

28



Topic 5: Introduction to Financial Statements

CARDINAL

What is a Financial Statement?
The records that explain the financial activities of an entity.

What is the Purpose of Financial Statements?

» To present financial information clearly and concisely
* To provide accurate information for regulatory, financing or investing entities
» To present the overall financial condition of an entity

What are the Key Financial Reports / Statements Used by Agencies?

Financial Statement Purpose

Trial Balance (e.g., ACTR0402) Displays the balance of each account at a specified point in
time (e.g., as of 6/30/2014) and is also used to verify that
accounting transactions are balanced

Balance Sheet Lists assets, liabilities and changes in fund balance at a
specified point (e.g., as of 6/30/2014) in time

Statement of Revenues, Expenditures, | Describes the flow of resources in (revenue) and out
and Changes in Fund Balance (expenses). Explains how an entity operated over a specific
period of time (e.g., for the year ended June 30, 2014)

29



Lesson 1. Checkpoint

—

CARDINAL

Now is your opportunity to check your understanding of the course material.
Read the questions for this lesson and write your answer in the blank lines provided.

We will review the questions in class after you've had time to answer them.

Questions:

Q1. How would you define accounting?

Q2. What are the financial statements used in all agencies?

Q3. What are two types of accounting used by the Commonwealth?

30
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Lesson 1. Summary

CARDINAL

In this lesson, you learned how to:

Explain what accounting is and why it is important to the Commonwealth
Identify the legislative flow of funds within the Commonwealth
Recognize what is governmental budgeting

List the main financial statements used by all agencies

List the main revenue sources and expenditures in the Commonwealth

Explain the two types of accounting used by the Commonwealth

31



Lesson 2

Overview of Accounting
Standards and Regulations

32



Lesson 2: Objectives

—

CARDINAL

Upon completion of this lesson, you will be able to:

» List key accounting standards and regulations
» Explain how accounting standards and regulations impact how transactions are processed
* Recognize the significance of GAAP and GASB

» Explain what is an internal control

33



Lesson 2: Overview of Accounting Standards
and Regulations

In this lesson, you will learn about the following:

Topic 1: Overview of Accounting Standards

Topic 2: Fundamental Accounting Concepts and Practices

Topic 3: Accounting Concepts and Practices for Government and the Commonwealth

Topic 4: Internal Controls at the Commonwealth

34



Topic 1: Overview of Accounting Standards

Who Created The Accounting Standards?

The original accounting standards were created by the American Institute of Certified Public Accountants
(AICPA), which is the national professional organization for Certified Public Accountants.

Then, in 1972, a new independent private-sector organization was created, which was called the Financial
Accounting Foundation (FAF). It had primary responsibility for:

» Establishing and improving financial accounting and reporting standards
» Educating constituents about those standards
» Selecting the members of the standard-setting Boards and Advisory Councils
* Protecting the independence and integrity of the standard-setting process
» Overseeing the standard setting boards that include:
o Financial Accounting Standards Board (FASB)
o Governmental Accounting Standards Board (GASB)

The mission of the Financial Accounting Foundation (FAF) is to:

» Establish and improve financial accounting and reporting standards
* Foster financial reporting that provides useful information to investors and other users

35



Topic 1: Overview of Accounting Standards
(continued)

Financial Accounting Foundation Organizations:

» Financial Accounting Standards Board (FASB): establishes standards of financial accounting and
reporting for private-sector entities including business and not-for-profit organizations.

» Governmental Accounting Standards Board (GASB): disseminates standards of financial accounting
and reporting with respect to activities and transactions of state and local governmental entities.

Who Uses The Accounting Standards?

* American Institute of Certified Public Accountants (AICPA)
» Securities and Exchange Commission (SEC)

» State and Local Governments

* Regulatory Agencies

* Lenders

* Investors

» Certified Public Accountants

* Businesses

36



Topic 1: Overview of Accounting Standards
(continued)

What Are The Accounting Standards?

Generally Accepted Accounting Principles (GAAP):

» The common set of accounting principles, standards and procedures that organizations use to
create their financial statements. GAAP is a combination of policy standards and commonly
accepted ways of recording and reporting accounting information.

Why is GAAP important?

* Provides confidence that financial statements are relevant and reliable
* Provides guidance on how to record a transaction if you are unsure

Every entity, both governmental and commercial, is expected to follow GAAP

37



Topic 1: Overview of Accounting Standards
(continued)

How Accounting Standards Are Applied to Government:

GASB Standards — provides detailed guidance on how to record each transaction and to present it on
the financial statements. In particular, GASB provides specific resources that are used by accounting
groups within state and local governments to ensure that guidelines are being kept:

» GASB Statement No. 34 — Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments

FASB Standards — provides the most authoritative source of generally accepted accounting principles
(GAAP) listed in the Federal Accounting Standards Advisory Board (FASAB) Handbook. The purpose
Is to provide users with an authoritative reference to:

» Accounting concepts
e Standards and interpretations
* Technical bulletins and releases

Sarbanes-Oxley Act — known as the ‘Public Company Accounting Reform and Investor Protection Act’
for public companies, which requires top management to certify the accuracy of financial information.

38



Topic 1: Overview of Accounting Standards
(continued)

Why Do We Need Accounting Standards?

So that readers of financial statements can be reasonably assured that the financial information presented
was prepared using legitimate and standardized methods and that can be trusted.

Accounting Information Needs to Be:

Relevant:

* Information needs to be helpful for decision making
* Information provided in past financial statements should be helpful in making future decisions

Reliable:
* Users can depend on the information to be:

Consistent -- the same accounting policies and procedures used for similar activities from
period to period

Accurate — there are no material errors in how transactions were processed or reported

Timely — the transactions are processed promptly after they have occurred and financial

statements are prepared each period for presentation in a reasonable amount of time
39



Topic 2: Generally Accepted Accounting
Principles

Generally Accepted Accounting Principles (GAAP) include 12 Assumptions, Principles and
Constraints:

1. Economic Entity Assumption: all business transactions are kept separate from other economic entities

« Example: Literary Fund transactions are kept separate from the State Lottery Fund

2. Monetary Unit Assumption: all transactions are measured in U.S. dollars

3. Time Period Assumption: all entities report their financial transactions in a stated period of time

 Example: for the year ended June 30, 2014, for the three months ended March 31, 2014

4. Cost Principle: the amount shown on financial statements is the amount originally paid, not what it’s
value would be if sold today

 Example: land purchased for $15,000 5 years ago now worth $30,000 is valued on financial
statements as an asset of $15,000

40



Topic 2: Generally Accepted Accounting
Principles (continued)

Full Disclosure Principle: any information that is important to a user of the financial statements should
be disclosed within the statement or in the notes to the statement

 Example: lawsuit pending, major cost overrun, change in accounting method

Going Concern Assumption: the assumption that the organization will continue to exist for the
foreseeable future and will not be liquidated or terminated

Matching Principle: directs an entity to report an expense on its income statement in the same period
as the related revenues.

 Example: salary costs are expensed in the month they were earned as they helped to produce
the revenue for that period (even though they may be paid in the following month)

Revenue Recognition Principle: revenues are recognized as soon as product is sold or service has
been performed, regardless of when funds are actually received. In governmental entities, there may
be the use of the modified method that revenues are recognized when measurable and available.

 Example: An entity may have $15,000 in sales in current month, while the funds will be received
in 60 days. This would be considered revenue that is recorded in the current month.

41



10.

11.

12.

Topic 2: Fundamental Accounting Concepts and
Practices (continued)

Materiality Constraint: use professional judgment to determine if you need to adhere to an accounting

principle if the amount is insignificant or immaterial

« Example: An office chair was purchased for $50. Rather than depreciate this chair as an asset
over five years at $10 per year, the materiality constraint allows you to expense the entire
amount in the first year. Many entities have a policy that only assets over a certain dollar amount
be capitalized.

Prudence Constraint: if there are two acceptable alternatives for reporting a transaction, the

alternative that results in less profit or lesser asset amount should be chosen

« Example: A purchase of liability insurance is estimated at the end of the fiscal year. The
insurance carrier provided an estimate range of $25,000 or $35,000. The expense should be
recorded at the higher amount of $35,000.

Objectivity Constraint: all transactions in the accounting system must be supported by independent

and verifiable evidence. Also, the auditor reviewing the financial statements must be independent of
and unrelated to the preparation of the financial statements.

 Example: The accountant sends the current mid-year balance sheet to a prospective lender, but
this financial statement hasn’t been audited. The lender may reject the lending request since no
auditor review has been performed to verify the accuracy of the balance sheet.

Consistency Constraint: the same financial reporting methods are used each year with any variations

disclosed in notes to financial statements 42



Topic 3: Accounting Concepts and Practices for
Government and the Commonwealth

The Fiscal Year of the Commonwealth starts July 1 and ends June 30. The sequence of events to prepare
and present financial statements includes the following:

* Accounting transactions are recorded in agency accounting systems and CARS (the
Commonwealth Accounting and Reporting System) using accounting principles defined in GAAP
and GASB Standards. If an agency has their own accounting system the accounting information
is interfaced to CARS.

* Financial data is compiled in CARS and is reported to the Department of Accounts via
Comptroller’s Directives for preparation of the Commonwealth’s Comprehensive Annual Financial
Report (CAFR). Some agencies also prepare their own CAFRs.

* The Statewide Single Audit Report is prepared
* Audits are performed by Auditor of Public Accounts and opinions are issued

* Audited financial statements are presented

Section 2.2-813 of the Code of Virginia requires the Comptroller to:

* make a preliminary annual report to the Governor on or before August 15...(and)... a final report on
or before December 15. The final report shall be prepared, insofar as practical, in conformance with
generally accepted accounting principles.
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Topic 3: Accounting Concepts and Practices for
Government and the Commonwealth (continued)

Virginia Department of Accounts — Financial Reporting Subactivities:

Examples of activities performed:

* Accounts Receivable Reporting — Code of Virginia assigns DOA oversight responsibility used
by agencies to collect accounts receivable

* Audit monitoring — Auditor of Public Accounts monitors agencies for compliance to policies and
procedures. Agencies responsible for compliance and corrective action implementation.

 Cash-Basis Reporting — Virginia Constitution requires that accounts be maintained and reported
on when cash is received and paid out

* Financial Statement Directives — guidance provided to state agencies on GAAP presentation of
financial statements

* Fixed Asset Accounting and Control (FAACS) — guidance on how accounting should be done
for land, building, equipment and capital leases
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Topic 4: Internal Controls at the Commonwealth

What is an Internal Control?

Methods and procedures adopted by an organization to promote fiscal responsibility and the safeguard of
resources

Examples of Internal Controls:
Records

* Accounting transactions are traceable to source documentation such as invoices or bank
statements

Policies and Procedures

 Commonwealth Accounting Policies and Procedures Manual (CAPP)

» Agency Risk Management and Internal Control Standards (ARMICS)
* Single Audit Act

Separation of Duties

» Time sheets prepared by time keeper are verified by the supervisor

» Setup of new employee record is done by someone other than the person who certifies the
payroll

» The same person is not allowed to enter an expenditure transaction and approve it 45



Topic 4: Internal Controls at the Commonwealth

-3 (continued)

CARDINAL

Internal Control Element

Documentation

Definition

Thorough policies and procedures

Recording of Transactions

Transactions are recorded as executed and are properly classified

Execution of Transactions

Maintain evidence that authorizations are issued by persons acting
within the scope and terms of their authority

Separation of Duties

Assign related tasks in a business process to different people to
minimize the risk of fraud or loss with no one person controlling all
phases of an activity or transaction

Supervision

Provide qualified supervision to confirm that approved procedures
are followed

Access to Resources

Limits placed on who can access direct physical resources and
indirect access through the preparation or processing of documents
that authorize the use of resources

Competent Personnel

Take reasonable care to ensure that key personnel have high
standards of integrity, which occurs through education, training and
relevant experience

Reasonable Assurance

Internal controls are intended to provide reasonable, but not absolute
assurance that the objectives will be accomplished

Records

Procedures are implemented to ensure that records, regardless of
medium, are maintained securely to prevent unauthorized use
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Topic 4: Internal Controls at the Commonwealth
(continued)

Who is Responsible for Internal Controls Within Each Agency:

* Chief Executive Officer (agency head)
» Everyone in the agency

Each agency head is responsible for helping to design, implement, maintain, and champion an internal
control program that includes all agency fiscal programs and related activities.

Objectives of Agency Risk Management and Internal Control Standards (ARMICS):

To provide reasonable assurance of the integrity of all fiscal processes related to:

* Submission of transactions to the Commonwealth’s general ledger

» Submission of deliverables required by financial statement directives
* Compliance with laws and regulations

» Stewardship over and safeguarding the Commonwealth’s assets
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Exercise 1: Complete Worksheet Evaluating
CARDI:lAI: Internal ContrO|S

You are now about to complete an exercise on: Evaluation of Internal Controls

—

CARDINAL
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Lesson 2. Checkpoint

—

CARDINAL

Now is your opportunity to check your understanding of the course material.
Read the questions for this lesson and write your answer in the blank lines provided.

We will review the questions in class after you've had time to answer them.

Questions

Q1. What are the key accounting standards and regulations that are in place?

Q2. What is GAAP and GASB?

Q3. What is an internal control and can you provide some examples from your agency?
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Lesson 2: Summary

—

CARDINAL

In this lesson, you learned how to:

List key accounting standards and regulations

Explain how accounting standards and regulations impact how transactions are processed

Recognize the significance of GAAP and GASB

Explain what is an internal control

50



Lesson 3

Overview of Governmental
and Fund Accounting
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Lesson 3: Objectives

—

CARDINAL

Upon completion of this lesson, you will be able to:

» Explain the main governmental accounting policies

» List the different entities in the government accounting hierarchy
» Explain what is fund accounting

» List the different types of funds

» Explain the purpose for the different types of funds

» Explain the three basis of accounting methods
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Lesson 3: Overview of Governmental and Fund
t Accounting

In this lesson, you will learn about the following:
» Topic 1: Governmental Accounting
* Topic 2: Fund Accounting
» Topic 3: Flow of Financial Resources in Fund Accounting

» Topic 4: Basis of Accounting Methods
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Topic 1: Governmental Accounting

What is Governmental Accounting?

The process of performing accounting transactions for governments using standards established by the
Governmental Accounting Standards Board (GASB)

Who Uses It?

e State governments
* Local governments

The federal government uses GAAP from the Federal Accounting Standards Advisory Board (FASAB)

How Is It Used?

To process transactions in a manner that complies with GASB standards where they are different than a
private sector organization

GASB Statement No. 55 — The Hierarchy of Generally Accepted Accounting Principles for State and Local
Government incorporates the hierarchy order of interpreting GAAP while using GASB standards for a state
or local government entity.
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Comparison: Governmental vs. Private Sector Accounting

Accounting Concept

State/Local
Government

Entity

Private
Sector

Follow GAAP Policies and Procedures Yes Yes
Reasonable Level of Transparency Yes Yes
Adhere to Internal Controls Yes Yes
Double-Entry Accounting Yes Yes
Fiscal Accountability Yes Yes
Profit Motive No Yes
Matching Revenues with Expenses Yes /No * Yes
Legal Requirements for Budget Compliance Yes No
Shareholders No Yes / No
Follow GASB Standards Yes No

* In certain funds, the matching of revenues with expenses is done in a modified method

Topic 1: Governmental Accounting (continued)
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Topic 2: Fund Accounting

What is the GASB definition of a Fund?

A fiscal and accounting entity with a self-balancing set of accounts recording cash and other financial
resources, together with all related liabilities and residual equities and balances, and changes therein,
which are segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with special regulations, restrictions, or limitations.

What is Fund Accounting?

Accounting processes performed in government entities that involve the segregation of activities and
transactions into separate, fiscally independent funds.

Why is Fund Accounting Used?

* Required by Governmental Accounting Standards Board
 Demonstrates compliance from a legal and regulatory perspective

» Because funds are self-balancing, enables the ability to monitor the financial objectives of the

fund
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Topic 2: Fund Accounting (continued)

There are Three Fund Categories:

Governmental Funds

» Accounts for the operation of the government

Proprietary Funds

* Accounts for the operations that are financed in a manner similar to private business enterprises.
It is the intent that the cost of providing such goods and services will be recovered through user
charges

Fiduciary Funds

* Accounts for assets held by a governmental unit in a trustee capacity or as an agent for
individuals, private organizations and/or other governmental units
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Topic 2: Fund Accounting (continued)

Why are There Different Fund Types?

» Diverse nature of operations

* Legal requirements to segregate resources

* Requirement to account for restricted and unrestricted resources

* Project oriented activities

» Self-sustaining operations

* Requirement to account for each identifiable kind of government operation or resource
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Topic 2: Fund Accounting (continued)

Governmental Fund Category:

Fund Type

General Fund

Description

Accounts for all governmental current operations
not otherwise classified in other fund types

Examples

Primary Government
operations, Salaries

Special Revenue
Funds

Accounts for specific revenue sources that are
restricted or committed to finance particular
functions and activities

Commonwealth
Transportation Fund

Debt Service Funds

Accounts for transactions related to resources
retained and used for the payment of interest and
principal on long-term obligations

Virginia Public Building
Authority

Capital Projects Funds

Accounts for resources received and used for the
acquisition, construction, or improvement of capital
facilities

Primary Government,
Highway Construction,
Bridge Repairs

Permanent Funds

Accounts for resources that are restricted to the
extent that only earnings, and not principal may be
used

Commonwealth Health
Research Fund
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Topic 2: Fund Accounting (continued)

Proprietary Fund Category:

Fund Type

Enterprise Funds

Description

Accounts for goods and services sold
to the general public

Examples

State Lottery, Virginia College Savings
Plan, Unemployment Compensation
Fund

Internal Service
Funds

Accounts for operations serving other
funds or departments within a
government on a cost-
reimbursement basis

Virginia Information Technologies
Agency, Enterprise Application Fund,
Fleet Management

Fiduciary Fund Category:

Fund Type

Pension and
Employee Benefit
Trust Funds

Description

Accounts for pensions and employee
benefits

Examples

Virginia Retirement System, Pension
Health Endowment

Investment Trust
Fund

Accounts for investments that are held
for the benefits of others

Local Government Investment Pool
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Exercise 2: Identify Transactions by Fund

You are now about to complete an exercise on: Identify Transactions by Fund

S

CARDINAL
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Topic 3: Flow of Financial Resources in Fund
t Accounting

Flow of Financial Resources:

Based on the concept of Flow of Financial Resources which has been described by GASB as: The
acquisition, use, and balances of the government’s expendable financial resources and related current
liabilities.

The concept of fund accounting is based on the principle that the nature of governmental financial activity
Is an:
* Inflow of revenue sources from taxes and fees for services

* Outflow of expenditures to provide these services

Examples of financial resources include:

 Cash

» Claims to cash (accounts and taxes receivable)

» Claims to goods or services (prepaid items or supplies inventory)
» Stocks and Bonds purchased
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Topic 3: Flow of Financial Resources in Fund
-3 Accounting (continued)

CARDINAL

Timing of Recording Financial Resources for Revenue: Government vs. Private Sector

Revenues and other financial resources are recognized in governmental funds as financial inflows when
they are measurable and available

 Measurable — revenue is measurable if there is enough information to provide a reasonable
(although not necessarily precise) estimate of the revenue to be received

» Available —revenue is available when it is collectible by the governmental entity within the
current period or soon enough thereafter to pay current period liabilities

A revenue source that is measurable, but not available should be recorded as deferred revenue until it
becomes available.

Resource State/Local Government Entity Private Sector

Revenues When measurable and available When Earned
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Topic 3: Flow of Financial Resources in Fund
-3 Accounting (continued)

CARDINAL

Timing of Recording Financial Resources for Expenditures: Government vs. Private Sector
In government, expenditures are recorded when the good or service is acquired except for the following:

* Prepayments: good or service was purchased, but the use or delivery hasn’t occurred

Example: annual insurance premium paid at the beginning of the coverage is considered an
asset until the coverage term commences and then the expenditure is recorded proportionately

* Inventory: the inventory items were not used at the time of purchase

» Debt Service on Long Term Debt: the interest and principal payment recorded when due

Resource State/Local Government Entity Private Sector

Expenditures When acquired (see above for exceptions) | When Incurred
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Topic 4: Basis of Accounting Methods

What is the Basis of Accounting?

The different accounting methods that could be used in a transaction. The basis may be different based
on the type of fund used for the transaction.

What are the Three Different Methods of Accounting?

e Cash:

o Records revenue when the cash is received, and expenses when they are paid in cash

o Does not comply with GAAP, but some local or state statutes require certain funds be
maintained on a cash basis

o Financial statements would include a reconciliation to modified accrual basis
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Topic 4: Basis of Accounting Methods
(continued)

What are the Three Different Methods of Accounting? (continued)

e« Accrual;

o Requires recording revenues when earned and expenses when incurred
o Accrual basis is required for proprietary funds and similar trust funds

 Modified Accrual:

o Requires recognizing revenues when they are measurable and available

o Expenditures are recognized when goods and services are acquired, except for inventories,
prepayments, and debt service on long term debt

o Modified accrual basis accounting is required by GASB for governmental funds and
expendable trust funds

Why is This Necessary?

To conform with Generally Accepted Accounting Principles (GAAP), the appropriate basis of accounting
needs to be used based on the type of fund.
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Lesson 3. Checkpoint

—

CARDINAL

Now is your opportunity to check your understanding of the course material.

Read the questions for this lesson and write your answer in the blank lines provided.

We will review the questions in class after you've had time to answer them.

Questions:

Q1. What is governmental accounting?

Q2. Why are different funds types used in the Commonwealth?

Q3. How are accrual vs. modified accrual accounting different?

67



Lesson 3: Summary

—

CARDINAL

In this lesson, you learned how to:

Explain the main governmental accounting policies

List the different entities in the government accounting hierarchy
Explain what is fund accounting

List the different types of funds

Explain the purpose for the different types of funds

Explain the three basis of accounting methods
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Lesson 4

Accounting Is
Transaction Driven
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Lesson 4: Objectives

—

CARDINAL

Upon completion of this lesson, you will be able to:

Explain various accounting transactions

List the different account types

Identify how accounting transactions are classified by account type
Recognize how an account is used on a transaction

List the steps in the accounting cycle
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Lesson 4: Accounting is Transaction Driven

—

CARDINAL

In this lesson, you will learn about the following:
» Topic 1: Accounting Transaction Flows
* Topic 2: Account Types and Accounts

» Topic 3: Steps In the Accounting Cycle
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Topic 1: Accounting Transaction Flows

Accounting Transactions:

Transactions are the basic building blocks of accounting. They record, in financial terms, the financial
activities and events for the Commonwealth.

Transactions are the beginning point of the accounting process while the end result is the Commonwealth
financial statements and annual budget report.

Transactions are recorded in the accounting system once an event has occurred. Most events are
supported by source documentation.

Bottom Line: Transactions drive the Commonwealth’s accounting process
Cardinal is a Transactions-based System:

Cardinal is transaction driven and has separate modules and processes to indicate the type of transaction.
Users will enter specific account distributions on transactions.

Cardinal transactions will replace CARS batch types and transaction codes.
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Topic 1: Accounting Transaction Flows
-3 (continued)

CARDINAL

Examples of Transactions and their Related Source Documents:

Transaction Source Document
Supplier bill is paid Invoice
Employee submits expenses for trip Expense Report

Employee records hours worked in week Timesheet

Funds deposited in bank Bank Deposit Slip

Income tax bill is received Tax Notice




Topic 1: Accounting Transaction Flows

CARDINAL

-3 (continued)

Example: Accounts Payable Transaction

Order Good/Service
from Vendor

—

Procure-to-Pay Process

Vendor Delivers Invoice
Good/Service Received from Vendor

Payment for Vendor Receives

Good/Service

—

Payment
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Topic 1: Accounting Transaction Flows
-3 (continued)

CARDINAL

Example: Accounts Payable Transaction

Procure-to-Pay Process

Order Good/Service Vendor Delivers Invoice Payment for Vendor Receives
from Vendor Good/Service Received from Vendor Good/Service Payment

Which Steps are Recorded in the Accounting System?

1. Invoice Received from Vendor: this is where the legal obligation to pay for goods delivered begins.
Some organizations will record the transaction when the good / service has been received.

2. Payment for Good / Service: funds owed are sent to the vendor
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Topic 1: Accounting Transaction Flows
-3 (continued)

CARDINAL

Example: Accounts Receivable Transaction

Order-to-Cash Process

Customer Orders Sales Order Processed Good/Service Delivered Invoice
Good/Service from Customer to Customer Sent to Customer

E — > >
<
Payment Received Customer
and Deposited Mails Payment
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Topic 1: Accounting Transaction Flows
-3 (continued)

CARDINAL

Example: Accounts Receivable Transaction

Order-to-Cash Process

Customer Orders Sales Order Processed Good/Service Delivered Invoice
Good/Service from Customer to Customer Sent to Customer

500

Payment Received Customer

and Deposited Mails Payment
Which Steps are Recorded in the Accounting System? P d

1. Goods/Service Delivered to Customer: this is when the legal right to receive payment happens.
Many organizations will record the transaction when the invoice is sent to the customer.

2. Payment Received for Good/Service: funds received are recorded and deposited in the bank
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Topic 2: Account Types and Accounts (continued)

—

CARDINAL

Account Type Definition Examples

Asset Current assets - owned resources that we expect | Cash, Accounts Receivable,
to use within next 12 months Inventory, Short-term

Investments

Long-term assets - owned resources that we Equipment, Vehicles, Land,
expect to use over several years Buildings, Long-term Investments

Liability Current liability - obligations for resources Accounts Payable, Short-term
purchased or funds borrowed that we expect to Loans
repay within next 12 months
Long-term liability - obligations for resources Long-term Loans, Pension
purchased or funds borrowed that we expect to Obligations

repay over several years

Fund Balance The difference between assets and liabilities

Revenue Funds we have received from taxation, fees, Taxes, Licenses, Fees, Grants,
grants and earned through sales made Security Sales, Mineral Rights
Expenditure The costs incurred to acquire goods or services Office Supplies, Electricity Utility
Bills
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Topic 2: Account Types and Accounts (continued)

Account Overview:

We have explained the Account Type in detail, but in order to further classify a transaction in detail, we
need to use the term ‘Account’. Within each Account Type there are many different accounts, which are
included in the Chart of Accounts.

What is an Account?

An account categorizes the transaction as a specific asset, liability, fund balance, revenue, or expense.

How is the Account Used?

» Each transaction is recorded in the accounting system with two or more accounts

» All transactions in a period with the same account are summed together to determine the account
balance

» These balances are then further summarized into main categories which are presented on the
financial statements
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Topic 2: Account Types and Accounts (continued)

Most transactions involve multiple account types. Some examples include:

1. Paid salary expenses for monthly payroll

Salary Expense Cash
Expenditure Asset

2. Received invoice for shipment of office supplies

Office Supplies Accounts Payable
Expenditure Liability

3. Cash received for vehicle taxes assessed

Cash Taxes Assessed
Asset Revenue
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Exercise 3: Identify Transactions by Account
CARDI:IAL‘ Type

You are now about to complete an exercise on: Identify Transactions by Account Type

S

CARDINAL
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Topic 2: Account Types and Accounts
(continued)

Why Do We List the Fund For Accounting Transactions?

Each transaction for a government entered into the accounting system needs to be identified by the correct
fund so that the financial statements properly reflect the revenues and expenditures that occurred during
the period specific to that fund.

There are appropriations and allocations made through legislation that determines the expenditures that
can occur for a specific fund.

How Do You Determine Which Fund Should Be Used For a Transaction?

1. Determine which Fund category is most related to the transaction. The categories are:

e« Governmental
* Proprietary
* Fiduciary

2. Determine the Fund type within each category that describes the type of expenditure or revenue
that is occurring.

Example: General Fund, Special Revenue Fund, Debt Service Funds

3. Select the Fund that matches the revenue or expenditure transaction, which has been

appropriated, allocated or designated by legislation or department authority. 82



Topic 3: Steps in the Accounting Cycle

The Steps In the Accounting Cycle:

1. Event 7 _Prodgce
OcCUrs Financial
Statements
2. Record 6'. Po?t
: Adjusting
Transaction .
Entries
3. Approve 5. Run Trial
Transaction Balance
4. Post

Transaction




Lesson 4. Checkpoint

—

CARDINAL

Now is your opportunity to check your understanding of the course material.
Read the questions for this lesson and write your answer in the blank lines provided.

We will review the questions in class after you've had time to answer them.

Questions:
Q1. List the different account types

Q2. Provide an example of a transaction that would be recordable in the accounting system

Q3. Provide an example of a transaction that would not be recordable in the accounting system
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Lesson 4: Summary

—

CARDINAL

In this lesson, you learned how to:

Explain various accounting transactions

» List the different account types

» |dentify how accounting transactions are classified by account type
* Recognize how an account is used on a transaction

» List the steps in the accounting cycle
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