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A Message from the State Superintendent of Public Instruction

Our investment in education now will pay invaluable social dividends in the future. Effective
management of those financial resources has always been critical.

I am pleased to present the 2019 edition of the California School Accounting Manual, a valuable
tool for local educational agencies to manage tax dollars invested in education, provide
accounting and strengthen the foundation for informed decision-making.

California Education Code Section 41010 requires that school districts use accounting systems to
record their financial affairs that comply with the definitions, instructions and procedures
published in this manual. | want to thank those of you at the local level who use this manual and
ensure we use our limited financial resources to support student success.

- \,/7-%%%{

Tony Thurmond
State Superintendent of Public Instruction
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Introduction

Section 41010 of the Education Code requires local educational agencies (LEAs) to follow the
definitions, instructions, and procedures in the California School Accounting Manual. The
manual provides accounting policies and procedures, as well as guidance in implementing those
policies and procedures, which include:

e Basis of accounting

e Revenue and expenditure recognition

e Fund types

e Types of transactions

e Methods of posting transactions, including adjusting entries

e Documentation required to substantiate certain transactions

e Year-end closing process, including the recording of accruals and deferrals

Changes contained in this 2019 edition, in addition to routine coding updates and clarification of
existing guidance, include:

e Changes to accounting and reporting for other postemployment benefits as a result of the
implementation of Governmental Accounting Standards Board Statement 75, Accounting
and Financial Reporting for Postemployment Benefits Other Than Pensions.

e Changes to federal program references to reflect the Every Student Succeeds Act, which
reauthorized the Elementary and Secondary Education Act (ESEA) and replaced the No
Child Left Behind Act, the 2001 reauthorization of ESEA.

Accounting personnel should be familiar with the principles and statements issued by the
Governmental Accounting Standards Board (GASB), which is recognized nationally as the
primary standard-setting body for governmental accounting. The principles and statements of
GASB are available in its publication titled Codification of Governmental Accounting and
Financial Reporting Standards, available from:

Governmental Accounting Standards Board
Telephone: 800-748-0659
website: http://www.gasb.org

In addition, the Government Finance Officers Association publishes Governmental Accounting,
Auditing, and Financial Reporting, which provides detailed guidance in applying the principles
and statements of GASB. It is available from:

Government Finance Officers Association
Telephone: 312-977-9700
website: http://www.gfoa.org
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Introduction

The California School Accounting Manual does not provide guidance on every possible
transaction. LEAs encountering problems not addressed in the manual should consult GASB’s
publication or contact their independent auditors, their county office of education, or the
California Department of Education, School Fiscal Services Division (contact information
provided below) for technical assistance.

Suggestions and comments about the information in this manual should be directed to the:

School Fiscal Services Division
Office of Financial Accountability and Information Services
California Department of Education
1430 N Street, Suite 3800
Sacramento, CA 95814
Telephone: 916-322-1770
email: sacsinfo@cde.ca.gov
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Procedure 101  Governmental Accounting

The accounting principles discussed in this section apply to school districts, county offices of
education, joint powers agencies, and those charter schools that are governmental entities.
Charter schools that are organized as not-for-profit public benefit corporations normally apply
the accounting principles for not-for-profit entities, as discussed in Procedure 810.

Generally Accepted Accounting Principles

The term generally accepted accounting principles refers to the standards, rules, and procedures
that serve as the norm for the fair presentation of financial statements. Conformity with generally
accepted accounting principles (GAAP) is essential for consistency and comparability in
financial reporting.

The Governmental Accounting Standards Board (GASB) is the standard-setting body for
accounting and financial reporting by state and local governments, including local educational
agencies (LEAs). The hierarchy of authoritative GAAP for governments is as follows:

¢ GASB Statements of Governmental Accounting Standards.

e GASB Technical Bulletins and Implementation Guides, as well as guidance from the
American Institute of Certificated Public Accountants (AICPA) that is cleared by the
GASB.

In cases for which no authoritative GAAP described above is applicable, other nonauthoritative
sources of GAAP include: GASB Concepts Statements; pronouncements and other literature of
the Financial Accounting Standards Board, Federal Accounting Standards Advisory Board,
International Public Sector Accounting Standards Board, and International Accounting Standards
Board; AICPA literature not cleared by the GASB; practices that are widely recognized and
prevalent in state and local government; literature of other professional associations or regulatory
agencies; and accounting textbooks, handbooks, and articles. In the hierarchy of GAAP, these
nonauthoritative sources rank below the authoritative sources described above.

Generally accepted accounting principles evolve continually in response to changes in the
operating and reporting environments.

Governmental Accounting Principles

Principles for governmental accounting and financial reporting have evolved differently from
principles for private-sector accounting and financial reporting because of the underlying
differences between the governmental and private sector environments. These differences
include the following:

e Governments receive significant amounts of their resources from taxes, a process in
which there is normally no direct relationship between the amount a taxpayer pays and
the services that taxpayer receives, or from transfers from other levels of government,
with no expectation of repayment or of economic benefit proportionate to the resources
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provided. By contrast, private-sector companies derive most of their revenues through
essentially voluntary payments from customers in approximate proportion to the amount
of goods or services the customer receives.

e The primary objective of most governmental activities is service to the public, not profit.
The primary objective of private-sector companies is maximization of profits for owners
or shareholders.

e Governments have a duty to demonstrate that they have complied with budgetary and
other legal restrictions on the use of their resources. This duty is referred to as fiscal
accountability.

There are three characteristics unique to governmental accounting and financial reporting:

e A special measurement focus and basis of accounting for governmental activities
e The use of fund accounting
e Budgetary reporting

These characteristics are discussed further in this and subsequent procedures.

Measurement Focus

Measurement focus refers to the types of transactions and events that are reported in an operating
statement.

Accounting in governmental funds focuses on inflows and outflows of current financial
resources. It emphasizes near-term increases and decreases of spendable resources consistent
with the focus of the annual operating budget. The operating statement of a governmental fund,
therefore, includes transactions and events that affect the fund’s current financial resources, even
though these transactions and events may have no effect on net position. Such transactions
include debt issuance, debt repayment, and capital outlay expenditures.

Accounting in proprietary and fiduciary funds focuses on increases and decreases in economic
resources, much like accounting in private-sector businesses. It emphasizes the long-term effects
of operations on the fund’s overall resources (i.e., its total assets and total liabilities). The
operating statement of a proprietary fund includes only transactions and events that increase or
decrease the fund’s net position. The operating statement therefore does not include debt
issuance, debt repayment, or capital outlay expenditures because these do not increase or
decrease net position. Changes to asset and liability accounts resulting from these transactions
are, however, reflected in the proprietary fund’s statement of net position.

Basis of Accounting

Basis of accounting refers to the timing of when transactions and events are recognized in the
accounting records and reported in the financial statements. The different bases include:
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Cash basis: Revenues are recorded when cash is received, and expenditures (or expenses) are
recorded when cash is disbursed. LEAs never use the cash basis of accounting.

Modified accrual basis: Revenues are recognized in the period when they become available and
measurable, and expenditures are recognized when a liability is incurred, regardless of when the
receipt or payment of cash takes place. An exception is unmatured interest on general long-term
debt, which is recorded when it is due. LEAs use the modified accrual basis in governmental
funds.

Accrual basis: Revenues are recorded when earned, and expenditures (or expenses) are recorded
when a liability is incurred, regardless of when the receipt or payment of cash takes place. LEAs
use the accrual basis in proprietary and fiduciary funds.

Revenue Recognition

In the modified accrual basis of accounting used for governmental funds, revenues are
recognized in the accounting period in which they become both measurable and available to
finance expenditures of the fiscal pe