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Overview

Freeman Governmental and Nonprofit Accounting by Robert Freeman serves as a foundational
textbook exploring the specialized principles, practices, and reporting requirements for
governmental entities and nonprofit organizations. Unlike for-profit accounting, which focuses
on maximizing shareholder wealth, this field emphasizes accountability, stewardship of public
resources, and compliance with legal and budgetary provisions. The book meticulously details
the unique fund accounting system, which segregates resources for specific purposes, and
explains how this system underpins the financial statements of state and local governments.

The main argument of the book is that understanding the distinct environment and objectives of
governmental and nonprofit entities is crucial for accurate financial reporting and effective
resource management. It highlights the importance of adhering to standards set by bodies like
the Governmental Accounting Standards Board (GASB) and the Financial Accounting Standards
Board (FASB) for nonprofits, ensuring transparency and comparability. The text systematically
guides readers through the intricacies of preparing and interpreting financial statements that
reflect the complex operational and regulatory landscape of the public and not-for-profit sectors.

This book matters significantly because it equips students and professionals with the essential
knowledge to navigate the unique financial challenges faced by governments and nonprofits. It
underscores the critical role of financial professionals in ensuring public trust, demonstrating
accountability for taxpayer money and donor contributions, and supporting informed
decision-making. By providing a comprehensive framework, Freeman's work helps to ensure that
these vital organizations can effectively manage their finances, comply with regulations, and
ultimately achieve their public service missions.

Key Takeaways

* Master the principles of fund accounting, as it is the cornerstone of financial reporting for
governmental entities.

* Differentiate between the accounting and reporting standards set by GASB for governments
and FASB for private nonprofits.
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* Understand the unique budgetary integration and legal compliance requirements inherent
in governmental accounting.

* Recognize the importance of both government-wide and fund-level financial statements for
comprehensive reporting.

* Focus on accountability and stewardship of public and donor resources as primary
objectives in this field.

* Be aware of the distinct revenue and expenditure recognition criteria applicable to
governmental and nonprofit organizations.

« Utilize financial statements to assess an entity's financial position, operational results, and
compliance with budgetary and legal provisions.

Chapter Summaries
Chapter 1: Introduction to Governmental and Not-for-Profit Accounting

This chapter introduces the unique environment of governmental and not-for-profit
organizations, contrasting it with for-profit entities. It highlights the distinct objectives, sources
of financial resources, and accountability requirements, primarily focusing on stewardship and
interperiod equity. Key authoritative bodies like the Governmental Accounting Standards Board
(GASB) and the Financial Accounting Standards Board (FASB) are introduced, along with the
conceptual framework underlying their standards. The chapter sets the stage for understanding
why different accounting and financial reporting models are necessary for these sectors,
emphasizing the importance of budgets and legal compliance.

Chapter 2: Principles of Governmental Accounting and Financial Reporting

Chapter 2 delves into the foundational principles of governmental accounting, particularly
focusing on the GASB's financial reporting model. It introduces the concept of fund accounting,
explaining the different types of funds (governmental, proprietary, and fiduciary) and their
purposes. The chapter also covers the two measurement focuses and bases of accounting:
modified accrual for governmental funds and full accrual for proprietary and fiduciary funds, as
well as for government-wide financial statements. It outlines the structure of the comprehensive
annual financial report (CAFR) and the relationship between fund-level and government-wide
reporting.

Chapter 3: The General Fund - Detailed Accounts and Typical Transactions

This chapter provides an in-depth look at the General Fund, which is the primary operating fund
of a state or local government. It details the accounting for typical transactions, including
revenues (taxes, licenses, intergovernmental grants), expenditures (salaries, supplies, capital
outlays), and budgetary accounts (appropriations, estimated revenues, encumbrances). The
modified accrual basis of accounting is applied to demonstrate how transactions are recorded,
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emphasizing the measurement focus on current financial resources. Journal entries and ledger
accounts are used to illustrate the flow of financial information and the importance of budgetary
control.

Chapter 4: Special Revenue, Capital Projects, and Debt Service Funds

Chapter 4 expands on governmental fund types by examining Special Revenue Funds, Capital
Projects Funds, and Debt Service Funds. Special Revenue Funds account for specific revenue
sources legally restricted for particular purposes. Capital Projects Funds are used to account for
financial resources for the acquisition or construction of major capital facilities. Debt Service
Funds account for financial resources accumulated for paying principal and interest on general
long-term debt. The chapter illustrates the unique accounting treatments and reporting
requirements for each of these funds under the modified accrual basis.

Chapter 5: General Fixed Assets and General Long-Term Liabilities

This chapter addresses the accounting for general capital assets and general long-term liabilities,
which are not accounted for within governmental funds. It explains that these assets and
liabilities are instead reported in the government-wide financial statements. The chapter covers
the acquisition, depreciation, and disposal of capital assets, as well as the issuance and
repayment of long-term debt, including bonds, leases, and compensated absences. It clarifies
how these items are reconciled between the fund-level (modified accrual) and government-wide
(full accrual) reporting perspectives.

Themes

* Fund Accounting

* Public Accountability

* Compliance & Reporting

* Stewardship of Resources

* Budgetary Control

* Distinct Reporting Standards

Frequently Asked Questions
What is freeman governmental and nonprofit accounting about?

This textbook provides a comprehensive guide to the specialized accounting principles, practices,
and financial reporting requirements for governmental entities and nonprofit organizations. It
covers fund accounting, budgetary control, and the distinct standards set by GASB and FASB.

Is freeman governmental and nonprofit accounting worth reading?
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Yes, it is highly recommended for anyone studying or working in public sector or nonprofit
finance. It offers a thorough foundation in the unique aspects of governmental and nonprofit
accounting, essential for professional competence and compliance.

How does freeman governmental and nonprofit accounting end?

Spoiler: The book typically concludes with advanced topics such as auditing requirements for
governmental and nonprofit entities, comprehensive annual financial reports (CAFRs), and
emerging issues in public sector financial management, reinforcing the complete reporting
cycle.

Who should read freeman governmental and nonprofit accounting?

This book is ideal for accounting students specializing in public or nonprofit finance, public
administrators, nonprofit managers, auditors, and financial analysts who need to understand the
unique financial reporting environment of these sectors.

How long does it take to read freeman governmental and nonprofit accounting?

Given its comprehensive nature as an academic textbook, reading the entire book typically takes
between 30 to 40 hours, depending on reading speed and the depth of study required for the
material.

Questions & Answers

What is the fundamental difference in the financial reporting objectives between
governmental/nonprofit entities and for-profit businesses, as discussed in the book?

The book emphasizes that governmental and nonprofit entities prioritize accountability and
stewardship of public or donated resources, rather than profitability. Their financial reports aim
to demonstrate compliance with legal and budgetary requirements, assess operational
performance, and provide information for resource allocation decisions. For-profit businesses,
conversely, focus on providing information useful for investment and credit decisions, primarily
concerning profitability, financial position, and cash flows. This distinction drives the unique
accounting standards and reporting structures for governments and nonprofits, such as fund
accounting and different statement presentations.

Explain the concept of fund accounting and why it is essential for governmental entities.

Fund accounting is a system used by governmental entities to segregate resources for specific
purposes, often mandated by legal or contractual provisions. Each fund is a self-balancing set of
accounts, distinct from other funds, used to account for specific activities or objectives. It is
essential because it helps governments demonstrate compliance with restrictions on the use of
resources, enhance accountability, and ensure that resources are spent only for their intended
purposes. The book details various fund types, each with its own accounting rules and reporting
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requirements.

What is the role of the Governmental Accounting Standards Board (GASB) in governmental
accounting?

The Governmental Accounting Standards Board (GASB) is the authoritative body that sets
accounting and financial reporting standards for state and local governments in the United
States. Its primary mission is to establish and improve standards of financial accounting and
reporting for governmental entities to provide useful information to financial report users. The
book frequently references GASB pronouncements, explaining how they dictate the principles
and practices governments must follow to ensure consistency, comparability, and transparency
in their financial statements.

How does modified accrual accounting, used for governmental funds, differ from full
accrual accounting?

Modified accrual accounting, primarily used for governmental funds, recognizes revenues when
they are both measurable and available to finance expenditures of the current period.
Expenditures are generally recognized when the liability is incurred. This contrasts with full
accrual accounting, used for proprietary and fiduciary funds, as well as government-wide
statements, which recognizes revenues when earned and expenses when incurred, regardless of
when cash is exchanged. The book details how this distinction impacts the timing of revenue and
expenditure recognition and the resulting financial statement presentation.

What are the two main types of financial statements presented in a governmental entity's
Comprehensive Annual Financial Report (CAFR)?

A governmental entity's CAFR includes both government-wide financial statements and fund
financial statements. Government-wide statements (Statement of Net Position and Statement of
Activities) present the government as a single economic entity, using the full accrual basis of
accounting. Fund financial statements, on the other hand, provide more detailed information
about individual funds, using modified accrual for governmental funds and full accrual for
proprietary and fiduciary funds. The book explains how these two sets of statements offer
different perspectives on the government's financial health and operations.

Why is budgeting considered a critical aspect of governmental financial management and
reporting?

Budgeting is critical in governmental financial management because it serves as a legal
authorization for expenditures and a control mechanism over resource allocation. Unlike
for-profit entities where budgets are primarily planning tools, governmental budgets often have
the force of law, meaning expenditures cannot exceed appropriations. The book emphasizes that
governmental accounting systems are designed to facilitate budgetary control and demonstrate
compliance with the approved budget, making budget-to-actual comparisons a vital part of
financial reporting and accountability.
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What are the three broad categories of funds used in governmental accounting, and what
is the general purpose of each?

The three broad categories of funds are Governmental Funds, Proprietary Funds, and Fiduciary
Funds. Governmental Funds (e.g., General Fund, Special Revenue) account for most basic
government services, focusing on current financial resources and modified accrual. Proprietary
Funds (e.g., Enterprise Funds, Internal Service Funds) account for business-type activities, using
full accrual. Fiduciary Funds (e.g., Pension Trust Funds, Agency Funds) account for resources held
by the government in a trustee or agency capacity for others, also using full accrual. The book
details the specific characteristics and accounting for each category.

How does the accounting and financial reporting for not-for-profit organizations differ
from that of governmental entities?

Not-for-profit organizations generally follow standards set by the Financial Accounting Standards
Board (FASB), while governmental entities follow GASB standards. Key differences include the
presentation of net assets (without donor restrictions, with donor restrictions) instead of fund
balances, and the Statement of Activities which reports changes in these net asset classes.
Not-for-profits also often present a Statement of Functional Expenses. The book highlights that
while both focus on accountability, their specific reporting models and terminology reflect their
distinct legal and operational environments.

What is the primary purpose of the Statement of Activities in government-wide financial
statements?

The Statement of Activities in government-wide financial statements reports the net cost of
services provided by the government during the fiscal period. It presents expenses by function
(e.g., public safety, highways) and then subtracts program revenues (charges for services,
operating grants, capital grants) to arrive at the net cost of each function. This statement helps
users understand the extent to which each governmental function is self-supporting versus
reliant on general revenues, providing insight into the government's overall financial burden and
resource allocation.

What constitutes a 'major fund' in governmental financial reporting, and why are they
reported separately?

A major fund is a governmental or enterprise fund that meets specific criteria: its total assets,
liabilities, revenues, or expenditures/expenses are at least 10% of the corresponding total for all
funds of that category (governmental or enterprise), AND at least 5% of the corresponding total
for all governmental and enterprise funds combined. Major funds are reported separately in the
fund financial statements to provide users with more detailed and relevant financial information
about the government's most significant individual funds, enhancing transparency and
accountability.
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How are capital assets (e.g., buildings, equipment) accounted for in governmental funds
versus the government-wide financial statements?

In governmental funds, capital assets are not capitalized on the fund's balance sheet. Instead,
their acquisition is recorded as an expenditure in the period of purchase. This reflects the
modified accrual focus on current financial resources. However, in the government-wide
financial statements, capital assets are capitalized and depreciated over their useful lives,
consistent with full accrual accounting. The book explains how this dual treatment requires
reconciliation and adjustment to present a comprehensive view of the government's long-term
assets.

What is the significance of interfund transactions in governmental accounting, and how
are they handled in reporting?

Interfund transactions are exchanges between different funds within the same governmental
entity. They are significant because they can affect the financial position and operations of
individual funds. The book explains that these transactions must be carefully identified and
classified (e.g., interfund loans, interfund transfers, interfund services provided and used). For
government-wide reporting, many interfund transactions are eliminated to avoid
double-counting and present the government as a single economic entity, ensuring a clear
picture of its overall financial health.

What are the key characteristics of a not-for-profit organization that influence its
accounting and reporting, as outlined in the book?

The book identifies three key characteristics influencing not-for-profit accounting: lack of
ownership interests (no shareholders), operating purposes other than profit (mission-driven),
and significant contributions from resource providers who do not expect proportional returns.
These characteristics lead to a focus on reporting net assets (with and without donor restrictions)
and demonstrating how resources are used to achieve the organization's mission, rather than on
earnings per share or return on investment. Accountability to donors and beneficiaries is
paramount.

How does the concept of 'accountability' manifest in the structure and content of
governmental financial reports?

Accountability is central to governmental financial reporting, manifesting in several ways.
Reports demonstrate compliance with legal and budgetary requirements through
budget-to-actual comparisons. They provide information on the cost of services and how they
are financed, showing stewardship of public resources. Fund financial statements specifically
show how restricted resources are used. The Management's Discussion and Analysis (MD&A)
section also provides context and analysis of financial performance, all aimed at enhancing the
government's accountability to its citizens and other stakeholders.
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What is the purpose of the Management's Discussion and Analysis (MID&A) section in
governmental financial reports?

The Management's Discussion and Analysis (MD&A) is a required component of governmental
financial reports, providing an objective and easily readable analysis of the government's
financial performance for the year. It offers an overview of the government's financial activities,
significant changes, and economic conditions. The book explains that the MD&A helps users
understand the financial statements by providing context, comparisons to prior years and
budget, and insights into the government's financial position and results of operations, written
from the perspective of management.

What are the five types of governmental funds, and what is the primary role of each?

The five types of governmental funds are: 1. General Fund: Accounts for most general
government activities. 2. Special Revenue Funds: Account for specific revenue sources legally
restricted or committed to specific purposes. 3. Capital Projects Funds: Account for financial
resources for the acquisition or construction of major capital facilities. 4. Debt Service Funds:
Account for financial resources accumulated for paying principal and interest on general
long-term debt. 5. Permanent Funds: Account for resources legally restricted so that only
earnings, not principal, may be used for purposes supporting the government's programs. The
book details their distinct uses and accounting.

How are revenues recognized under modified accrual accounting, and what are the
implications for governmental fund financial statements?

Under modified accrual accounting, revenues are recognized when they are both measurable
and available. '"Measurable' means the amount of the revenue can be reasonably estimated, and
'available" means collectible within the current period or soon enough thereafter to pay liabilities
of the current period (typically 60 days). This approach means that some revenues, like property
taxes, might be recognized in a different period than under full accrual. The implication is that
governmental fund financial statements focus on current financial resources and short-term
solvency, rather than the economic resources of the entire government.

What is the significance of the Statement of Cash Flows for proprietary funds, and how
does it differ from a for-profit statement?

The Statement of Cash Flows for proprietary funds (e.g., Enterprise Funds) is crucial because it
provides information about the cash receipts and cash payments of these business-type
activities, categorized into operating, noncapital financing, capital and related financing, and
investing activities. While similar to a for-profit statement, it often includes a separate category
for 'capital and related financing activities' to highlight cash flows related to capital asset
acquisition and debt used to finance them, reflecting the unique capital investment needs of
governmental enterprises. The book explains how this statement helps assess liquidity and
solvency.
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