
Government Finance Officers Association

The Role of Budgets in 
Governmental Accounting and 

Financial Reporting



Learning Objectives
1. Understand the important role budgets play in 

government, and differences between public- and 
private-sector budgets

2. Identify the legal level of budgetary control applicable 
to a government with a legally-adopted budget

3. Understand the importance of budgetary control and 
how it is achieved, including a basic understanding of 
budgetary integration and encumbrance accounting

4. Distinguish between lapsing and non-lapsing 
encumbrances and their different effect on fund 
balance reporting
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Learning Objectives (cont.)
5. Identify original and final amended budgets based on 

a timing of legislative budgetary activity 
6. Identify the kinds of differences (basis, entity, 

perspective, and timing) that exist between actual 
financial results reported on a budgetary basis and on 
GAAP

7. Identify the locations in GAAP financial reports and 
CAFRs of mandatory and supplementary budgetary 
comparisons

8. Identify required and recommended elements of 
mandatory and supplementary budgetary 
comparisons
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I:  Why Budgets Matter
or

“US civics as viewed by a 
government accountant”

Learning objective 1



In U.S. Democracy
 Citizens delegate powers, including 

taxation, to elected officials
 Separation of powers for checks and 

balances 
• Legislative branch has power to levy taxes 

and authorize spending (appropriate 
resources) for specific purposes

• Executive  branch must execute the programs 
chosen by legislature within the limits of 
appropriations  
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Legally Adopted Budgets

 Legally adopted – refers to the notion that 
a government has no legal authority to 
spend resources until the budget is 
adopted

 If a government has legal authority to 
spend resources without the adoption of a 
budget, then no budget or plan – even if 
adopted by a legislature – is considered 
to be a legally adopted budget under 
GAAP
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Limitations on Use of Resources

 Legislative body
• Appropriated budget

 Higher levels of government 
• Grants

 Other resource providers
• Bondholders

 Ultimate goal of accounting: 
Demonstrate accountability
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Fund Accounting 
 Fund –
• A fiscal and accounting entity, with a self-

balancing set of accounts 
• Recording cash and other resources,* together 

with all related liabilities and residual equities or 
balances, and changes therein, 

• Segregated for the purpose of carrying on 
specific activities or attaining certain objectives 
in accordance with special regulations, 
restrictions, or limitations

* In governmental funds, only financial resources are recorded
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The Role of Budgets in Private 
v. Public Sector Entities

 Private Sector
• Financial intent –

plan
• Performance 

measurement

 Governments
• Control - has force of 

law; balance of 
legislative v. executive 
power

• Financial intent –
Expression of public 
policy

• Plan & performance 
measurement
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Test Your Knowledge
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Question # 1
Which of the following is a true 
statement?
A. All governments have legally-adopted budgets
B. Budgets in the public sector (government) are 

primarily plans used as benchmarks for 
monitoring financial results

C. Budget overspending is a violation of law in the 
public sector 

D. Budget overspending is a violation of law in the 

private sector

E. All of the above 11



II: Legal Level of Budgetary 
Control

Learning objective 2



Legal Level of Budgetary 
Control

Definition –
The lowest level at which a government’s 
management may not reallocate resources without 
special approval of the governing body 

Clarification –
 Management might not be permitted to reassign 

any money at the legal level of budgetary 
control, or 

 Management might be permitted to reassign 
resources only within specified limits at the legal 
level of budgetary control
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Legal Level of Budgetary 
Control (cont.)
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Excerpt from “City of Gold Star” 
Budget Ordinance
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Excerpt from “City of Gold Star” 
Budget Ordinance (cont.)
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Excerpt from “City of Gold Star” 
Budget Ordinance (cont.)
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Excerpt from “City of Gold Star” 
Ordinance (cont.)
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Excerpt from “City of Unclear” 
Budget Ordinance
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Excerpt from “City of Unclear” 
Ordinance (cont.)
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Think About it: What’s the Legal 
Level of Budgetary Control?

 The finance department of The City prepares 
the budget by activity within each department. 

 The City’s budget ordinance specifies that: 
• Budget appropriations cannot be overspent for 

any function (public safety), and 
• That no individual department within a function 

(police, fire, EMS) can have its budget increased 
or reduced by more than 5% of the enacted level, 
without The City Council amending the budget.  
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Legal level of budgetary control is at the department level, as no 

changes beyond a certain threshold can be made without 

legislative approval



Test Your Knowledge
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Question 2
Which of the following is a possible 
legal level of budgetary control?
A. Public safety
B. Fire Department
C. Fire prevention
D. Firefighter personal services 
E. Personal services - fire prevention for north fire 

district
F. All of the above
G. All except E
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III: Budgetary Control –
Encumbrance Accounting and 

Budgetary Integration

Learning objectives 3 and 4



Budgetary Integration
 Budget controls in manual accounting
• Budgetary accounts – opposite balances 

except ENCUMBRANCES
oAccount names are CAPITALIZED to distinguish 

from other accounts
oRecord budget at beginning of year
oRecord amendments throughout year
oRecord actual transactions
oReverse adopted budget and amendments at FYE 

• Permit budgetary control
oEncumbrances help prevent overspending
oRevenue shortfalls are easy to see
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Budgetary Journal Entries –
Opening Entry

 ESTIMATED REVENUES – detailed by revenue source
 BUDGETARY CONTROL – Budgetary equivalent of fund balance; 

• Unappropriated revenues (budget reserves for future 
appropriation),

• Deficit spending (spend-down of prior year fund balance, etc.)
 APPROPRIATIONS – detailed at least to legal level of budgetary 

control
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Account DR CR

ESTIMATED REVENUES $105,000

TRANSFERS IN 20,000

BUDGETARY CONTROL 5,000

APPROPRIATIONS $100,000

TRANSFERS OUT 30,000



Budgetary Journal Entries –
Encumbrances

 ENCUMBRANCES – Detailed at same level as appropriation
• Debit ENCUMBRANCES upon the issuance of purchase orders (or 

contracts) to purchase goods and services 
• Credit is a direct adjustments to BUDGETARY CONTROL
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Account DR CR

ENCUMBRANCES $500

BUDGETARY CONTROL $500

APPROPRIATION Expenditures ENCUMBRANCES

Unencumbered

Appropriation

($100,000) $0 $500 ($99,500)



Budgetary Journal Entries –
Encumbrances (cont.)

 Recognize expenditures when liabilities are incurred, and at 
same time,

 Reverse encumbrance by amount of expenditure

NOTE: Reverse full amount of encumbrance once all 
related expenditures are recognized
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Account DR CR

Expenditures $325

Accounts Payable $325

BUDGETARY CONTOL $325

ENCUMBRANCES $325

APPROPRIATION Expenditures ENCUMBRANCES

Unencumbered

Appropriation

($100,000) $325 $175 ($99,500)



Even More Expenditure Control
 PRE-ENCUMBRANCES – Used to set-aside 

money earlier in the procurement process 
(requisition)

 ALLOTMENTS - Some governments make 
appropriations available in smaller portions 
throughout the year (monthly, quarterly)
• Opening budgetary entry would place all funds in an 

UNALLOTTED APPROPRIATION account
• Periodic allotments made available by moving from 

UNALLOTTED to ALLOTTED APPROPRIATION
• Encumbrances compared to Unencumbered 

ALLOTED APPROPRIATION
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Budgetary Journal Entries –
Revenue Recognition

 Recognized revenue is compared directly to estimated revenue

 Revenue recognized when earned and available
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Account DR CR

Taxes Receivable 60,000

Revenue 60,000

ESTIMATED REVENUES Revenue Unrealized Revenue

$105,000 ($60,000) $45,000



Budgetary Journal Entries –
Budget Amendments

 Increase appropriation with no additional revenue (storm, protest, 
etc.)

 Additional revenue available (grant, higher than expected 
economically sensitive tax receipts) and appropriated to an activity

 use(s)

 Additional revenue used to cover deficit or held in reserve
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Account DR CR

BUDGETARY CONTROL 8,000

APPROPRIATIONS 8,000

Account DR CR

ESTIMATED REVENUE 1,000

APPROPRIATIONS 1,000

Account DR CR

ESTIMATED REVENUE 4,000

BUDGETARY CONTROL 4,000



Encumbrances Open at FYE
 Lapsing
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Account DR CR

FY 20X1

BUDGETARY CONTROL $175

ENCUMBRANCES $175

FY 20X2

ENCUMBRANCES $175

BUDGETARY CONTROL $175



Encumbrances Open at FYE 
(cont.)

 Non-lapsing (“rolling”)
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Account DR CR

FY 20X1

BUDGETARY CONTROL $175

ENCUMBRANCES $175

FY 20X2   [In addition to newly appropriated funds in opening budget entry]

BUDGETARY CONTROL $175

APPROPRIATIONS $175

ENCUMBRANCES $175

BUDGETARY CONTROL $175



Excerpt from “City of Gold Star” 
Ordinance – Encumbrances Roll
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Non-lapsing Encumbrances in 
Fund Balance

If encumbrances don’t lapse at period end:
 Classify amounts of open encumbrances based 

on classification of the funds that had been 
encumbered initially, if
• Restricted, or
• Committed;

 Otherwise, (rolled) encumbered funds are 
reported as being assigned.
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Budgetary Journal Entries –
Closing Entry

 Reverse Opening Entry + Amendments

 Close by debiting open credit-balance budgetary accounts and 
crediting all open debit-balance budgetary accounts 
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Account Opening Amendments Amended Budget

ESTIMATED REVENUES $105,000 + $1,000 + $4,000 $110,000

TRANSERS IN 20,000 - $20,000

BUDGETARY CONTROL 5,000 + $8,000 + ($4,000) $9,000

APPROPRIATIONS (100,000) + ($8,000) + ($1,000) ($109,000)

TRANSFERS OUT (30,000) - ($30,000)

Account DR CR

APPROPRIATIONS $109,000

TRANSFERS OUT 30,000

ESTIMATED REVENUES $110,000

TRANSFERS IN 20,000

BUDGETARY CONTROL 9,000



Test Your Knowledge
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Question 3
Which kind of encumbrance, if open 
(unspent) at year end, might result in more 
unassigned fund balance than if the 
expenditure had been made during the 
year?
A. Lapsing encumbrance
B. Rolling (non-lapsing) encumbrance
C. Either 
D. Both
E. Neither 38



IV. Original, Amended, and Final 
Amended Budgets

Learning objective 5



Original Adopted Budget 
 The budget in place as of the start of the 

fiscal year (or other period covered by the 
budget)

 Includes any changes made after the 
budget was first passed, but before the 
start of the fiscal year

 Includes any automatic “carryovers” from 
the previous budget year (encumbrances 
that roll into the subsequent year’s 
budget)  
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Original Adopted Budget (cont.) 
 If a government starts its fiscal year 

without having an approved budget in 
place, the original budget would be the 
First complete budget that covers the 

entire fiscal period
 If a government does not legally adopt an 

annual or biennial budget, no budgetary 
comparison would be included in the 
basic financial statements or as RSI.
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Amended Budget

 The budget as it stands as of a point in 
time during the budget period

 Includes all legally-authorized 
amendments made to date

• Amendments by legislature
• Amendments by management as authorized 

by law
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Final Amended Budget

 The original budget adjusted by all: 
Reserves, transfers, allocations, supplemental 

appropriations, and other legally authorized 
legislative and executive changes applicable 
to the fiscal year … 

Whenever they are signed into law or 
otherwise legally authorized, even if they 
become law subsequent to the close of the 
fiscal year 
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Think About it: Which Would 
Affect the Final Amended Budget?
 Continuing appropriations made at the end of 

the prior year to keep essential services 
operating into the new year because the 
legislature had not adopted a complete budget 
by that time.

 The first complete budget for the fiscal year, 
enacted more than 30 days after the start of 
that fiscal year

 Amendments enacted during the fiscal year
 Amendments enacted after the end of the fiscal 

year 

44

No. Original budget will be the first 

full-year budget adopted in new year

Yes!
Yes!

Yes!



Test Your Knowledge
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Question 4
Which of the following would be the original 
budget for The County for FY 20X3, assuming 
all legislative actions mentioned took place?
A. The 20X3 portion of The County’s rolling three-year 

financial plan, when first included in 20X1
B. The full-year budget adopted for FY 20X3 in the 11th

month of FY 20X2
C. B (above), adjusted for the affects of an amendment 

to the FY 20X3 budget adopted on the last day of 
FY 20X2

D. A “new” full-year budget for FY 20X3 adopted in the 
first week of FY20X3 46



V. Reporting Actual Results on a 
Budgetary Basis

or,
“Budget v. GAAP”

Learning objective 6



Entity Differences

 Arise because either: 
(1)The appropriated budget includes organizations, 

programs, activities, or functions that are not within 
the financial reporting entity as defined by GAAP, or 

(2)The appropriated budget excludes organizations, 
programs, activities, or functions that are part of the 
financial reporting entity as defined by GAAP

 Example:
• A public college’s operating budget includes 

revenue and expenditures of a legally-separate 
foundation that is not a CU of the college
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Perspective Differences
 Arise because the fund structure used for 

budgeting differs from the fund structure used for 
GAAP financial reporting

 Example:
• A town budgets for its holiday decorations and 

programs, which it pays for solely with transfers of 
general revenue, in a “special revenue fund”. 
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Excerpt from “City of Gold Star” 
Budget Ordinance (cont.)
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Basis Differences
 Arise because the basis of budgeting 

(budgetary basis) differs from the basis of 
accounting prescribed by GAAP for that 
fund type

 Example:
• A special revenue fund used to account for 

charges for services that is legally restricted is 
operated on a cash basis. 
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GAAP Basis of Accounting for 
Funds

 Governmental funds – modified accrual
• General fund
• Special revenue funds
• Debt service funds
• Capital projects funds
• Permanent funds

 All others – full accrual
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Timing Differences
 Arise because the period used for 

budgeting differs from the period used for 
GAAP reporting

 Example:
• A school district appropriates money for 

payments of teachers’ summer salaries, which 
are paid to those who taught in the school year 
that ended on June 30, 20X1, in the district’s 
budget for their fiscal year ending on June 30, 
20X2.

53



Budgetary Comparisons in 
Financial Reporting

Learning objectives 7 and 8



Budgetary Comparison 
Reporting

 Two types: 
• Mandated for the following funds if the fund has 

a legally adopted annual* budget:
o General fund
o All major special revenue funds

• Extended (supplemental) reporting by 
governments that prepare a CAFR for the following 
funds, if the fund has a legally adopted annual* budget:
oGeneral fund and major special revenue funds for which 

mandated reporting is not at the legal level of budgetary 
control and

o Any other governmental funds
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* “Annual” includes any set-length (biennial, triennial), rather than project-length, budget



Legally Adopted Budgets

 Legally adopted – refers to the notion that 
a government has no legal authority to 
spend resources until the budget is 
adopted
• If a government has legal authority to spend 

resources without the adoption of a budget, 
then no budget or plan – even if adopted by a 
legislature – is considered to be a legally 
adopted budget under GAAP
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Excerpt from “City of Gold Star” 
Ordinance – Project Length Budget
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Mandated Reporting
 Must always be presented in connection with the 

basic financial statements
• Option 1: present as basic financial statement 

o “Statement”
o Audited

• Option 2: present as required supplementary information
(RSI)
o “Schedule”
o Not audited

 Level of detail is, at a minimum, that which is used 
in the governmental fund statements of revenues, 
expenditures, and changes in fund balance
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Mandated Reporting (cont.)

 Scope –
• General fund and major special revenue 

funds for which there are legally adopted 
annual budgets

• “The minimum is the maximum;” may not 

include: 
oOther fund types
oNonmajor special revenue funds
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Contents of Mandated Budgetary 
Comparison Reporting

 Required –
• Original budget
• Final amended budget
• Actual results on the budgetary basis
• Reconciliation to GAAP basis

60



Variance Columns (Optional)

 Presentation encouraged
• Difference between the final amended budget 

and actual amounts
oRecommended
oAlmost always presented

 Presentation permitted
• Difference between the original budget and the 

final amended budget 
oUncommon
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Format of Mandated Budgetary 
Comparison Reporting

 Based on budget format, or
 Based on statement of revenues, 

expenditures, and changes in fund 
balance format
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Identifying Major Funds

 General fund always a major fund
 Criteria for other governmental funds 

same as for GAAP fund financial 
statements:
• Relative size
• Qualitative factors
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Major Fund Determination –
Quantitative Criteria
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Application of Threshold
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Clarifications 

 Exclude from calculation
oOther financing sources and uses
oExtraordinary items

 Interfund balances may be netted within 
individual funds for the purpose of 
applying the 10 percent and 5 percent 
criteria
• Effect - Lowers thresholds for total assets and 

total liabilities
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Qualitative Factors

 A fund may be classified as major if “the 
government's officials believe [the fund] is 
particularly important to financial statement 
users (for example, because of public 
interest or consistency).”
• Examples:

oAn individual fund that normally meets the 
size criteria, but not in a given year

oHeightened public interest
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Extended Reporting

 Scope
• Required for all governmental funds that both

oHave legally adopted annual (or biennial, 
even triennial) budgets and

oHave not been included in mandated 
budgetary comparison reports at the legal 

level of budgetary control

 Format same as for mandated reporting
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Extended Reporting (cont.)
 Included in supplementary information in financial 

section of a CAFR by for governments that 
prepare a CAFR* 

 Level of detail is the legal level of control

• Exception – If the legal level of budgetary control is 
extremely detailed, a government may
oReport at functional or program level in CAFR, and

o Issue, and refer CAFR readers to, a separate report 
that presents extended reporting at the legal level of 
budgetary control

*If mandatory budgetary comparison reporting is not at legal level of budgetary 
control and/or additional governmental funds have legally adopted budgets
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Contents of Extended Budgetary 
Comparison Reporting

 Required –
• Final amended budget
• Actual results on the budgetary basis

 Optional –
• Variance columns

oSame as for mandated reporting
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Reconciliation of Budgetary 
Basis to GAAP

 Mandated reporting
• Reconcile the budgetary basis with GAAP if 

different, either:
oOn the face of the mandatory budgetary 

comparison (statement or schedule) or
oIn the notes to the basic financial 

statements (statement) or notes to RSI 
(schedule)

 Extended reporting
• No reconciliation required
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Labeling Variance Columns
 Managerial accounting
• Favorable v. unfavorable

 Problematical in the public sector
• Focus on providing services rather than generating 

revenue
o Spending less money than planned is not necessarily a “good 

thing” if services suffered as a result
o Collecting more taxes than needed is not necessarily a “good 

thing” from the point of view of taxpayers

 Recommendation
• Do not provide a column description, or
• Use neutral terminology (e.g., “variance” or “difference”)
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Mandated Reporting Excerpt
73



Expanded Reporting Excerpts
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Special Circumstances

 Exceptions to the level of budgetary 
control
• For specific purpose (equipment, personnel)
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Special Circumstances (cont.)

 Multiple sources and levels of control
• State requires by fund; City budgets by 

department
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Special Circumstances (cont.)

 Cross-cutting 
• By programs (in multiple funds) and by fund
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Mandatory v. Extended 
Budgetary Comparisons
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*

* May be reported at a less detailed level, at least as detailed as the fund financial statements



Test Your Knowledge
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Question 5
Which of the following is a false statement?
A. Mandated budgetary comparisons may be reported at a 

function level even if the legal level of budgetary control is at 
the departmental level

B. A nonmajor special revenue fund may be included in mandated 
budgetary reporting if government officials believe it is 
particularly important to financial statement users 

C. A special revenue fund that government officials believe is 
particularly important to financial statement users may be 
classified as a major fund even if it does not meet the 
quantitative tests

D. A reconciliation of actual results on a budgetary basis to GAAP 
is only required to be presented for mandated budgetary 
comparison reporting
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Question 6
Which of the following is a true statement 
regarding variance columns in budgetary 
comparison reporting?
A. A variance between the final amended budget and the actual

results is required in mandated reporting and optional in 
extended reporting

B. A variance between the final amended budget and the actual 

results is recommended in mandated reporting and prohibited

in extended reporting
C. A variance between the original budget and the final amended 

budget is required in mandated reporting and optional in 
extended reporting

D. All variance columns are optional in both mandated and 
extended budgetary comparison reporting
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SAVE THE DATE!
Please plan to join us for the …

November 5, 2020

Rebroadcast scheduled for …
 December 3, 2020
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Government Finance Officers Association 

of the United States and Canada

203 N. LaSalle Street - Suite 2700 | Chicago, IL 60601-1210 
Phone: (312) 977-9700  | Fax: (312) 977-4806
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https://www.youtube.com/user/GovFinOffAssn
https://www.facebook.com/GFOAofUSandCanada/

https://twitter.com/GFOA
https://www.linkedin.com/company/gfoa/

Thank you

https://www.youtube.com/user/GovFinOffAssn
https://www.facebook.com/GFOAofUSandCanada/
https://twitter.com/GFOA
https://www.linkedin.com/company/gfoa/

