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SUBJECT

Measurement Focus and Basis of Accounting for Financial Reporting


PURPOSE

To provide a brief explanation of the measurement focus and basis of accounting used by the State of Kansas financial reporting.

AUTHORITATIVE REFERENCES

Governmental Accounting and Financial Reporting Standards issued by the Governmental Accounting Standards Board

GENERAL INFORMATION

Measurement focus is concerned with what financial transactions and events will be recognized in the accounting records and reported in the financial statements.  Measurement focus is concerned with the inflow and outflow of resources – what is being measured.  While there are a number of measurement focuses, two are fundamental to current governmental accounting principles:
Economic resources measurement focus is where a set of financial statements reports all inflows, outflows, and balances affecting or reflecting an entity’s net position.  The economic resources measurement focus is used for proprietary and trust funds, as well as for government-wide financial reporting.  It is also used by business enterprise and nonprofit organizations in the private sector.

Current financial resources measurement focus is where the financial statements report the near-term (current) inflows, outflows, and balances of expendable financial resources.  The current financial resources measurement focus is unique to accounting and financial reporting for state and local governments and is used solely for reporting the financial position and results of operation of governmental funds.

Basis of accounting refers to when revenues, expenditures, expenses and transfers – and the related assets and liabilities – are recognized in the accounts and reported in the financial statements.  Common bases of accounting are:
· Accrual Basis

· Modified Accrual Basis

· Cash Basis
Accrual Basis:

Accrual basis accounting records the financial effects of transactions and other events and circumstances that have consequences in the periods in which those transactions, events and circumstances occur, regardless of the timing of related cash flows.

Modified Accrual Basis:

Modified accrual basis accounting, used in conjunction with the current financial resources measurement focus modifies the accrual basis of accounting in two important ways.  Revenues are not recognized until they are measureable and available.  Also, expenditures are recognized in the period in which the State in general normally liquidate the related liability rather than when the liability is first incurred (if earlier).  

Cash Basis Accounting:

Cash basis accounting provides for the recording of revenues when received in cash and the recording of expenditures when paid in cash.   While cash basis accounting may be necessary for legal compliance, it does not facilitate accurate reporting of financial position and is considered inappropriate for reporting the financial position of any fund.
Difference in the basis of accounting recognition:

[image: image1.emf]Transaction Accrual Basis Modified Accrual Basis

Revenue When earned When earned, IF MEASUREABLE AND AVAILABLE 

 - Collectible within the current period or soon

     enough thereafter to be used to pay liabilities of 

      the current period.

Expenses/ 

Expenditures When liability occurs When liability incurs, EXCEPT FOR:

 - Unmatured debt

 - Accrued interest

 - Certain accrued liabilities normally not

    expected to be liquidated currently with 

    expendable available financial resources

 - Supplies inventories and prepaids


The following table presents the basis of accounting and measurement focus that is required by generally accepted accounting principles for each fund category and type of government-wide activity:


[image: image2.emf]Fund Category/        

Activity type Basis of Accounting Measurement Focus

Governmental activities Accrual basis Economic resources

Business-type activities Accrual basis Economic resources

Governmental funds Modified accrual basis Current financial resources

Propriety funds Accrual basis Economic resources

Fiduciary funds Accrual basis Economic resources


CONTACT SOURCES

For additional information concerning the basis of accounting, please contact:

Department of Administration

Office of Accounts and Reports
Financial Integrity Team
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