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1. INTRODUCTION 
 
Financial reporting is a means of communicating financial information to 
users. Financial reporting is not an end in and of itself but is 
intended to provide information useful for many purposes. Financial 
reporting helps fulfill government's duty to be publicly accountable. 
Financial reporting also helps to satisfy the needs of users who have 
limited authority, ability, or resources to obtain information and who 
therefore rely on the reports as an important source of information. For 
that purpose, financial reporting objectives should consider the needs 
of users and the decisions they make. CODIFICATION Sec 100.103 through 
.104 
 
2. OBJECTIVES OF FINANCIAL REPORTING 
 
CODIFICATION Sec 100.174 through .179) - There are three major 
objectives of financial reporting: 

 
 a. Financial reporting should assist in fulfilling the 

government's duty to be publicly accountable and should enable 
users to assess that accountability. 

 
  (1) Financial reporting should provide information to 

determine whether current-year revenues were sufficient to 
pay for current-year services. This also implies that 
financial reporting should show whether current-year 
citizens received services but shifted part of the payment 
burden to future-year citizens; whether previously 
accumulated resources were used up in providing services 
to current-year citizens; or, conversely, whether 
current-year revenues were not only sufficient to pay for 
current-year services, but also increased accumulated 
resources. 

 
  (2) Financial reporting should demonstrate whether resources 

were obtained and used in accordance with the entity's 
legally adopted budget; it should also demonstrate 
compliance with other finance-related legal or contractual 
requirements. 

 
(3) Financial reporting should provide information to assist 

users in assessing the service efforts, costs, and 
accomplishments of the governmental entity. This 
information, when combined with information from other 
sources, helps users assess the economy, efficiency, and 
effectiveness of government and may help form a basis for 
voting or funding decisions. The information should be 
based on objective criteria to aid interperiod analysis 
within an entity and comparisons among similar entities. 
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 b. Financial reporting should assist users in evaluating the 
operating results of the governmental entity for the year. 

  
 (1) Financial reporting should provide information about 

sources and uses of financial resources. Financial 
reporting should account for all outflows by function and 
purpose, all inflows by source and type, and the extent to 
which inflows met outflows. Financial reporting should 
identify material nonrecurring financial transactions. 

 
 (2) Financial reporting should provide information about how 

the governmental entity financed its activities and met its 
cash requirements. 

 
 (3) Financial reporting should provide information necessary to 

determine whether the entity's financial position improved 
or deteriorated as a result of the year's operations. 

 
 c. Financial reporting should assist users in assessing the level 

of services that can be provided by the governmental entity and 
its ability to meet its obligations as they become due. 

 
 (1) Financial reporting should provide information about the 

financial position and condition of the governmental 
entity. Financial reporting should provide information 
about resources and obligations, both actual and 
contingent, current and noncurrent. The major financial 
resources of most governmental entities are derived from 
the ability to tax and issue debt. As a result, financial 
reporting should provide information about tax sources, tax 
limitations, tax burdens, and debt limitations. 

 
 (2) Financial reporting should provide information about a 

governmental entity's physical and or-her nonfinancial 
resources having useful lives that extend beyond the 
current year, including information that can be used to 
assess the service potential of those resources. This 
information should be presented to help users assess long-
term and short-term needs. 

 
 (3) Financial reporting should disclose legal or contractual 

restrictions on resources and risks of potential loss of 
resources. 

 
The State of Arizona fulfills these Objectives, and complies with ARS 
35-131, by issuing two Financial Reports each year. One is a 
Comprehensive Annual Financial Report (CAFR) prepared in accordance 
with GAAP. The other is an Annual Report prepared in accordance with 
the Legal Budgetary (Cash) Basis of accounting. 
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It is essential that all State agencies comply with the requirements of 
the Single Audit Act and provide all the necessary financial information 
required for the preparation of the CAFR and the Annual Report. 
 
3. COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR) 
 
Introduction - Every government should prepare and publish, as a matter 
of public record, a Comprehensive Annual Financial Report (CAFR) that 
encompasses all fund and account groups. The CAFR should contain both 
(a) the General Purpose Financial Statements (GPFS) by fund type and 
account group and (b) combining statements by fund type and individual 
fund statements. The CAFR is the governmental unit's official annual 
report and should also contain introductory information, schedules 
necessary to demonstrate compliance with finance-related legal and 
contractual provisions and statistical data. The purpose of the 
reporting entity's financial statements is to report the combined 
financial position and results of operations for all component units of 
the reporting entity as if all the activities, organizations, and 
functions were operated as a part of the oversight unit, reflecting a 
combining of all operations comprising the reporting entity. Use of the 
terms "comprehensive annual financial report" and "general purpose 
financial statements" is thus limited to financial statement 
presentations of the reporting entity. (CODIFICATION Sec 2200.101) 
 
Contents and Outline (CODIFICATION Sec 2200.105) - The minimum content 
and general outline of the CAFR of a governmental unit are as follows: 
 
  I. Introductory Section 

(Table of contents, letter(s) of transmittal, and other material 
deemed appropriate by management) 

 II.  Financial Section 
 A.  Auditor's Report 
 B.  General Purpose Financial Statements (GPFS) 
   (Combined Statements--Overview) 

    1. Combined Balance Sheet--All Fund Types and Account 
Groups (see Exhibit 1 and 2) 

    2. Combined Statement of Revenues, Expenditures, and 
Changes in Fund Balances--All Governmental Fund Types 
and Similar Trust Funds (see Exhibit 3) 

    3. Combined Statement of Revenues, Expenditures, and 
Changes in Fund Balances--Budget and Actual--General 
and Special Revenue Fund Types (and similar 
governmental and trust fund types for which annual 
budgets have been legally adopted) (see Exhibit 4) 

    4. Combined Statement of Revenues, Expenses, and Changes 
in Retained Earnings (or Equity)--All Proprietary Fund 
Types and Similar Trust Funds (see Exhibit 5) 

    5. Combined Statement of Cash Flows--All Proprietary Fund 
Types and Similar Trust Funds (see Exhibit 6) 

   6. Notes to the Financial Statements 
7. Required Supplementary Information 
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 C. Combining and Individual Fund and Account Group Statements and 
  Schedules 
  1.  Combining Statements--By Fund Type--where a governmental 

unit has more than one fund of a given fund type 
  2.  Individual Fund and Account Group Statements--where a 

governmental unit has only one fund of a given type and for 
account groups and/or where necessary to present prior-year 
and budgetary comparisons 

  3.  Schedules 
    a. Schedules necessary to demonstrate compliance with 

finance-related legal and contractual provisions 
    b. Schedules to present information spread throughout the 

statements that can be brought together and shown in 
greater detail (for example, taxes receivable, including 
delinquent taxes; long-term debt; investments; and cash 
receipts, disbursements, and balances) 

    c. Schedules to present greater detail for information 
reported in the statements (for example, additional 
revenue sources detail and object of expenditure data by 
departments) 
 (Narrative explanations useful in understanding 
combining and individual fund and account group 
statements and schedules that are not included in the 
notes to the financial statements should be presented on 
divider pages, directly on the statements and schedules, 
or in a separate section.) 

III. Statistical Tables 
 A. General Governmental Expenditures by Function--Last Ten Fiscal 
  Years 
 B. General Revenues by Source--Last Ten Fiscal Years 
 C. Property Tax Levies and Collections--Last Ten Fiscal Years 
 D. Assessed and Estimated Actual Value of Taxable Property--Last 
  Ten Fiscal Years 
 E. Property Tax Rates--All Overlapping Governments--Last Ten 

Fiscal Years 
 F. Demographic Statistics 
 G. Property Value, Construction, and Bank Deposits--Last Ten 

Fiscal Years 
 H. Principal Taxpayers 

I. Miscellaneous Statistics 
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IV.  Component Unit Financial Reports or Statements (CUFR) (optional) 
 

 Financial Statements and Schedules - The balance sheets, operating 
statements, and schedules required in the CUFR for a governmental 
unit are: 
 
A. Balance Sheets 

  1.  Combined Balance Sheet--All Fund Types and Account Groups 
  2.  Combining balance sheets for all funds of each type 
  3.  Individual balance sheets for each fund and account group--

where necessary to present the financial position of each 
fund and account group—-and schedules necessary to 
demonstrate compliance with finance—related legal and 
contractual provisions. 

 
B. Operating Statements 

1. Governmental Funds 
 a.  A Combined Statement of Revenues, Expenditures, and 

Changes in Fund Balances--All Governmental Fund Types 
b.  Combined Statement of Revenues, Expenditures, and 

Changes in Fund Balances--Budget and Actual--General 
and Special Revenue Fund Types (and similar 
governmental fund types for which annual budgets have 
been legally adopted) 

c.  Combining statements of governmental fund revenues, 
expenditures, and changes in fund balances by fund type 

d.  Individual Statements of revenues, expenditures, and 
changes in fund balance for each fund--where necessary 
to present fund operating results--and schedules 
necessary to demonstrate compliance with 
finance-related legal and contractual provisions 

2. Proprietary Funds 
 a.  A Combined Statement of Revenues, Expenses, and Changes 

in Retained Earnings (or Equity)--All Proprietary Fund 
Types 

b.  A Combined Statement of Changes in Financial Position--
All Proprietary Fund Types 

c.  Combining statements of proprietary fund revenues, 
expenses, and changes in retained earnings (or equity) 
by fund type 

d.  Combining statements of proprietary fund changes in 
financial position by fund type 

e. Individual statements of revenues, expenses, and changes 
in retained earnings (or equity) and of changes in 
financial position for each proprietary fund--where 
necessary to present fund operating results and changes 
in financial position--and schedules necessary to 
demonstrate compliance with finance-related legal and 
contractual provisions 
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   3. Fiduciary Funds 
    a. Expendable trust funds are similar to governmental funds 

(modified accrual basis) and should be reported as 
indicated in (2)(a) above; nonexpendable trust and 
pension trust funds are similar to proprietary funds 
(accrual basis) and should be reported as indicated in 
(2)(b) above 

  b. At the GPFS (Combined--Statements--Overview) level, 
trust fund operating statements may be presented (i) 
separately or (ii) within the combined operating 
statements of the governmental funds and the proprietary 
funds, as appropriate 

c. A Combining Statement of Changes in Assets and 
Liabilities--All Agency Funds 

4. Account Groups 
 a. Statement of Changes in General Fixed Assets (unless 

sufficiently disclosed in the notes to the financial 
statements) 

 b. Statement of Changes in General Long-Term Debt (unless 
sufficiently disclosed in the notes to the financial 
statements) 

 
4. ANNUAL REPORT 

 
Introduction - The primary purpose of the Annual Report is to disclose 
budgetary performance. For this reason, the Annual Report is not 
prepared on a basis consistent with GAAP. It is prepared on a basis 
consistent with the Arizona Revised Statutes (Title 35) and the 
appropriation methodology. This basis is referred to as the Legal 
Budgetary Basis. In Arizona, the Legal Budgetary Basis is the Cash Basis 
of Accounting. The primary statement in the Annual Report is the 
Statement of Expenditures--Appropriations to Actual--Budgetary (Legal) 
Basis. 
 
Statement of Expenditures--Appropriations to Actual--Budgetary (Legal) 
Basis - This statement is the primary statement in the Annual Report. It 
reports on the continuing appropriations at the beginning of the year, 
the General (or Capital Outlay as appropriate) Appropriations Bill, any 
Ex-Appropriations Bill(s), any Supplemental Appropriations Bill(s), any 
Mid-Year Reversions, Expenditures, Year-End Revertments, and any 
Continuing Appropriations to be carried forward to the next year. 
 
This statement is a detailed report. It is presented by each individual 
appropriated line item. It is useful to budget officers, budget 
preparers, legislators, and agency managers to determine how efficient 
the agency(ies) performed. 
 
Other Statements and Schedules - In addition to the "Detailed Budget-to 
Actual" report described above, the Annual Report contains other 
statements and schedules. Most of these statements and schedules are 
similar to those contained in the CAFR described above. The main 
difference is that these schedules are prepared on the cash rather than 
the accrual basis. 


