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Flexgen Audit 
Preparing Meaningful Financial Reports 

 
Understanding Basic Financial Reports 
Basic financial reports show where an organization’s money came from, where it went, and 
where it is now. 
 
Balance Sheet 
Balance Sheet displays ending balances for all asset, liability and equity accounts.  Individual 
revenue and expenditure accounts are not listed.  The total revenues and total expenditures are 
displayed as control accounts.  The main objective of the balance sheet is to show the assets 
balanced to the sum of liabilities and equities. 

 
  
 
 
 
 
 
 
 



 Local Government Corporation 
Flexgen Audit 

 

March 11, 2009                                             Local Government Corporation                                             Page 2 of 9 
 

 
Trial Balance 
The trial balance displays the same accounts and basic structure as the balance sheet, but 
includes beginning balances and YTD debits/credits as well as ending balances. 

 
 
Statement of Revenue 
Statement of Revenue lists the current revenue for the selected month.  It also compares the YTD 
revenue to the budget along with a percentage of the budget that has been realized and how much 
is left to realize. 
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Statement of Expenditures 
Statement of Expenditures and Encumbrances lists the current expenditures and encumbrances 
for the selected month.  It also compares the YTD expenditures and encumbrances to the budget 
along with a percentage of the budget that has been used and how much is left. 
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Summary Financial Statement 
Summary Financial Statement compares revenues to summarized expenditures and displays the 
difference from the budget and ledger standpoints. 

 
 
Monitoring Financial Reports 
The basic financial reports need to be reviewed frequently (at least monthly) to ensure that the 
monthly and yearly financial reports are as accurate as possible.  It is much easier to find and 
correct mistakes as they happen rather than months later. 
Remember:  Just because it is the computer does not mean it’s correct! 
 
Recognizing Problem Accounts 

Things to look for: 
• Over expenditures that need budget amendments 
• Revenues/expenditures that need journal entries 
• Payables and/or receivables that need adjusting 
• Miscellaneous posting errors that need correcting 
• “Due to” and/or “Due from” accounts 
Some “Red Flags” are: 
• Liability accounts with debit balances 
• Asset accounts with credit balances  
• Expenditure accounts greater than 100% of budget 
• Liability accounts with left over pennies  
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A Problem Balance Sheet 
This is a balance sheet that shows some typical errors that need attention. 

1. Miscellaneous posting error 
2. Liability accounts with debit balances 
3. Liability accounts with leftover pennies 
4. Fund is out of balance 
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Over Expenditure 
This Statement of Expenditures shows an expenditure account that has exceeded the budget and 
may need a budget amendment or journal entry (depending on whether it was an actual over 
expenditure or a posting error.) 

 
  
Posting Error 
This Statement of Expenditures shows an expenditure account that has not been budgeted for and 
needs a budget amendment or journal entry.  This will depend on whether this was an 
unexpected expense that was not budgeted for initially or simply a posting error (which is more 
likely.) 
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General Ledger Detail Listing 
On the Accounting menu, select “Reports”, “GL Reports”, “Account Balances” and then “Detail 
By Account.”  This is a very useful report to check for potential budget problems. 

 
 
Correcting Account Balances 
In order to know how to properly correct account balances, you must understand the different 
account types and transaction types.  Also, a basic understanding of the how the budget and 
ledger interact. 
 
Account Types 
There are 5 different account types.  They are:  assets, liabilities, equities, revenues, and 
expenditures. 
 
1. Assets 
Assets are cash and cash equivalents.  They include:  bank accounts, savings accounts, 
investment accounts, receivables, inventory, and “due from” accounts.  A debit increases the 
balance of an asset account and a credit decreases.  Assets normally carry a debit (positive) 
balance. 
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2. Liabilities 
Liabilities are debts and obligations.  They include:  payables, payroll deductions, and “due to” 
accounts.  A debit decreases the balance of a liability account and a credit increases.  Liabilities 
normally carry a credit (negative) balance. 
 
3. Equities 
Equities are the difference between assets and liabilities.  They include:  reserve and fund 
balance accounts. A debit decreases the balance of an equity account and a credit increases.  
Equities normally carry a credit (negative) balance. 
 
4. Revenues 
Revenues are monies brought into a government through it’s activities.  They include:  taxes, 
fines, fees, interest, grants, fund transfers, and sales.  A debit decreases the balance of a revenue 
account and a credit increases.  Revenues normally carry a credit (negative) balance. 
 
5. Expenditures 
Expenditures are payments or the promise of future payments.  They include:  purchases, wages, 
payroll taxes, and insurance.  A debit increases the balance of an expenditure account and a 
credit decreases.  Expenditures normally carry a debit (positive) balance. 
 
Transaction Types 
Transaction types how the transaction is reported.  They do not control how the balances are 
reflected on the ledger.  The following is a list of the different transactions types and the journal 
that transaction type is reported on: 
 JE – General Journal 
 CD – Cash Disbursements Journal 
 CR – Cash Receipts Journal 
 DP – Deposit Journal 
 PA – Payroll Journal 
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Difference Between Budget and Ledger 
The budget and the actual account balances check against one another, but they are two separate 
entities.  The budget is an estimate of what the government entity intends to bring in in revenues 
and pay out in expenditures.  The account balances are what has actually been received in 
revenue and paid out in expenditures.  
 

 
 
If the actual account balances need to be revised a journal entry is needed.  If the original budget 
(or estimate) needs to be revised a budget amendment is needed.  A budget amendment usually 
requires commission or council approval.  A budget amendment has no bearing whatsoever on 
your account balances. 
 
Properly Documenting Account Balances 
Audit expects backup documentation for each and every transaction entered.  This includes:  
reconciliation documents for assets and liabilities, copies of checks (or check stubs) for 
expenditures, and copies of receipts for revenues.  The receipt copies may be at the trustee’s 
office.  
 
 
 


