Governmental & Not-

for-Profit Accounting
2l 4931l puig drogSall Oilgall duanlne

Chapter 1: The Governmental and

' | Not-for-Profit Environment
| e T e U IR A0 e P W

01 111 Course Code: 321-1 | Academic Lecture Series
== dao 3831 Ol sl dludas | 321-1 18500l o)

Full Mark Work | Hamza Abbas-00201551190990



Economic Significance of Governments
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economic activity, roughly one-fifth of GDP.
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M « Governments represent a massive portion of

ﬁ + Collective Management: Federal, state, and local
=] entities manage trillions of dollars annually.
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—08 « KeyInsight: The scale of government operations
necessitates specialized accounting standards

distinct from the private sector.
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Defining a Governmental Entity
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Core Definition: An organization possessing sovereign characteristics or controlled by elected officials.
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Potential for dissolution
by government
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Authority to levy taxes
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Governmental Entity
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Governance by Authority to issue
elected officials tax-exempt debt
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Defining Not-for-Profit (NFP)
Orgagizations >
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Core Definition: An entity that provides services without the
primary goal of profit generation, relying on contributions.
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@ No Ownership: There are no transferable ownership shares.
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@ No Profit Distribution: Resources are not distributed to
owners/contributors.
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v/, Mission Driven: Operations focus on social purpose, not
wealth creation.
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Business Entities
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Core Purpose: Busines
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The fundamental divergence in accounting stems
from the divergence in purpose.

Service Provision
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Wealth creation for owners Orientation
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Investor Returns Reporting Focus Stewardship & Compliance
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The Nature of Revenue Sources /| Olalpdl joboo deub
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directly tied to benefits received.
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/_$ Business (Voluntary Exchange):
@ Revenue comes from sales where fees are

~

Crucial Distinction: Taxes paid by an individual are NOT
directly tied to the specific services that individual receives.
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Government (Involuntary Non-Exchange):
Primarily funded by taxes.
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NFP: Funded by veluntary donations and grants (Non-exchange). Full Mark Work
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The Business Opt-Out:
Customers can stop buying;

investors can sell shares. iy ll l.l
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1| Resulting Implication: Because stakeholders cannot leave, the government has a higher
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burden of public accountability and stewardship.
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Users of Financial Reports / aJ

Standards prioritize the needs of External Users over mansyment. /6,133 e
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Bondholders & Cred_ltors
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Assessing ability to repay debt
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Accounting Standard-Setting Bodie

Different entities follow different rulebooks (GAAP). .(s
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Objectives of Financial Reporting (GASB) / (dwgSAl dusli

For State and Local Governments, 'Accountability’ is the cornerstone. .dgljl';
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Definition: Fund accounting separates resources into distinct, self-balancing
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Basis of Accounting: Accrual vs. Modified Accrual
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1. Full Accrual
(Business/NFP/Gov-Wide)
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Modified Accrual (Gov.
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Government-Wide vs. Fund-Level Reporting/ (@sluall sgiuo Jilio JSS ¢ | Soio Lle el
Governments must issue two types of financial statements to meet different user needs.
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Accuuntmg Basis: Full Accrual
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The GAAP Hierarchy for Governments /& U dww >0l 260 | o)l Lol
Guidance follows a strict hierarchy of authority. .dalull O
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