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Introduction
· For discussion purposes we will assume the fiscal year coincides with the calendar year – begins on 1/1/2011 and ends on 12/31/2011.
· You can do it now, or do it later.  Most of the work you do during year-end closing would otherwise have to be done either under the direction of your auditor, or by the auditor.
· GS makes it possible.  GS is what makes it possible for you to not only close your own books at year-end, but also understand what you are doing.  
· GS Year-End Closing Procedures Reviewed and Tested By Auditors.  The GS year-end closing procedures have been reviewed by some of the most knowledgeable and experienced CPAs in the State of Kansas.  Also, these same procedures were used for 2009 and 2010 audit reports.  To date, not a single auditor has registered a written complaint or comment with the city they were auditing that would indicate the procedures were in any way incorrect or improper.
· Benefits of doing your own year-end closing:

1) Investment in time is minimal, especially considering what you get out of it.  

2) You learn and learn and learn.  
3) Accuracy cannot be matched.  If you follow our year-end closing procedures, adjustments to your financial statements by the auditor will be minimized and possibly even non-existent (i.e., no adjustments).  Our experience has proven that.

4) Your end product is a complete set of budgetary basis financial statements.  No other fund accounting system is capable of printing equivalent financial statements, or detailed reports that support virtually all information in the financial statements.
· Will your auditor use the financial statements that you prepare?
Most likely they will.  There is no reason why they should not at least use your financial statements as a starting point for their audit.

Some auditors simply have never seen the type of sophistication that GS brings to the table.  For this reason you might have to explain to them that the statements have been prepared in accordance with the Kansas Municipal Audit Guide (KMAG) and with assistance from us.
If your auditor decides not to use your financial statements, at least as a starting point, don’t be concerned.  For various reasons, some auditors might prefer to use other reports from the accounting system to prepare your financial statements for you.
Regardless of whether the auditor uses your financial statements as a starting point, or decides to create the financial statements from other reports you provide, the auditor will provide you with information concerning any accounting adjustments they have to make.  Be sure to save this information!  When the audit is completed, you will need this information to make the appropriate adjustments in your accounting system (after the fact).  This is not a big deal at all.  When that time comes, give us a call and we can help you with these adjustments.
Chronological Capsule of Year-End Closing Timeline
· Before the End of the Year.  

1) Verify beginning cash and beginning unencumbered cash balances (as of 1/1/2011).

2) Verify Budgetary Accounting monthly reconciliations as of 11/30/2011.

3) Verify Payroll Clearing Fund reconciliation as of 11/30/2011.

· First Business Day of January.  Get up and running for 2012.

· First Council Meeting in January.  Prepare as usual without regard to getting the books closed for 2011.

· First Two Weeks of January.  Prepare documentation for note disclosures.

· Third Week of January.  Focus on encumbrances, accounts payable, and payroll payable.

· Last Two Weeks of January.  

1) Preliminary Review of Financial Statements.  Focus on finding and correcting transactional errors (e.g., cash receipts and expenditures).

2) Check for Cash Basis and Budget Law Violations.  Focus on identifying and correcting possible cash basis and budget law violations.

· Last Week of January.  Gather information requested by the auditor.

· Books are closed.  Once you have provided financial statement information to the auditor you should consider your books as of 12/31/2011 to be closed.  Any adjustment that changes the 2011 statements must be approved by the auditor!

· Note:  If your auditor is interested in starting the audit before the first of February, let us know.  We can speed up the year-end process to get you ready.  However, that would not impact any of the other cities.

Before the Year-End Closing Process Can Begin
· Verify beginning cash and beginning unencumbered cash balances (as of 1/1/2011).  
Before year-end, and preferably as soon as possible after the auditor has completed the audit, you should make adjustments in the accounting system for all adjustments required by the auditor for the prior year (2010) audit report.

The critical part of this step is to make sure the beginning cash and beginning unencumbered cash balances tie to the same balances in the prior year (2010) audited financial statements.

Reconciling the accounting system to the audited financial statements can get very complicated for the city clerk if the auditor has combined funds in the audited financial statements that are not combined in the accounting system.  This is why I generally recommend that the auditor not combine funds for year-end reporting purposes.

· Verify Budgetary Accounting monthly reconciliations as of 11/30/2011.  The reason for this is that we want to minimize surprises during year-end closing.  If we have any trouble reconciling as of 12/31/2011, we will know that the problem likely does not go back prior to 12/1/2011.
· Verify Payroll Clearing Fund reconciliation as of 11/30/2011.  The reason for this is that we want to minimize surprises during year-end closing.  If we have any trouble reconciling as of 12/31/2011, we will know that the problem likely does not go back prior to 12/1/2011.
How to Tie Beginning Cash and Beginning Unencumbered Cash to Prior Year (2010) Audit Report
1) Make a copy of Statement 1 in your prior year (2010) audit report.  This statement will show the city’s ending unencumbered cash balances at 12/31/2010 as well as the ending cash balances at 12/31/2010.

2) Print the monthly “cash” financial statement as of 11/30/2011 (BA/Reports/Fund Summary (Monthly Statements)) after you have reconciled.  Label this report as “Before Adjustments.”
3) Does the beginning cash for each fund in “cash” report (at 1/1/2011) agree with the ending cash for each fund in the audit report (at 12/31/2010)?  Do not be concerned if the amounts are a few dollars off.  The audit report will be rounded to the nearest dollar while the “cash” report will show detail to the penny.
If any of the fund beginning cash balances do not agree with the audit report, you must change the beginning cash balance for that fund using BA/Setup/Beginning Cash Balances.
DO NOT PROCEED until the funds are in agreement and the totals are in agreement.

Important:  If you have any problems in this area, stop immediately and contact technical support.  This step is critical, but also can be very confusing for various reasons.
4) Print a copy of the following two reports and date the reports as of 12/31/2010:

Report 1 – Outstanding Purchase Orders (BA/Reports/Outstanding POs Report).  This report should be printed in two formats:  1) by purchase order, and 2) by fund.  When you print this report you will be asked if you want it printed “By Fund.”  Click on Yes, then re-print the same report and click on No.
Get out a highlighter and for both reports:  1) highlight Outstanding Purchase Orders in the title, 2) highlight the format (By Fund or By PO) in the title, 3) highlight the date in the title (12/31/2010), 4) on the report formatted By Fund, highlight the General Fund subtotal, and 5) on the last page of each report highlight the total.

Report 2 – Unpaid Invoices (BA/Reports/Unpaid Invoices Report).  This report should be printed in two formats:  1) by invoice, and 2) by fund.  When you print this report you will be asked if you want it printed “By Fund.”  Click on Yes, then re-print the same report and click on No.
Get out a highlighter and for both reports:  1) highlight Unpaid Invoices in the title, 2) highlight the format (By Fund or By Invoice) in the title, 3) highlight the date in the title (12/31/2010), 4) on the report formatted By Fund, highlight the General Fund subtotal, and 5) on the last page of each report highlight the total.

5) Complete this worksheet using the above information:

   Worksheet – Reconciliation of Beginning Cash to Beginning Unencumbered Cash










         Total            General  Fund
Beginning Cash as of 1/1/2011




____________   ____________

Outstanding POs (Encumbrances) as of 12/31/2010
Unpaid Invoices (Accounts Payable) as of 12/31/2010

____________   ____________
Total Encumbrances and Accounts Payable at 12/31/2010
____________   ____________
Beginning Unencumbered Cash as of 1/1/2011


____________   ____________
6) Print the monthly “budgetary status” financial statement as of 11/30/2011 (BA/Reports/Fund Summary (Monthly Statements)).  Label this report as “Before Adjustments.”

7) Does the beginning unencumbered cash for each fund in the “budgetary status” report (at 1/1/2011) agree with the ending unencumbered cash for each fund in the audit report (at 12/31/2010)?  Do not be concerned if the amounts are a few dollars off.  The audit report will be rounded to the nearest dollar while the “budgetary status” report will show detail to the penny.

If any of the fund beginning unencumbered cash balances do not agree with the audit report, you will have to focus on the difference between the outstanding encumbrances per the reports from the accounting system, and the outstanding encumbrances per the audit report.
DO NOT PROCEED until the funds are in agreement and the totals are in agreement.

Important:  If you have any problems in this area, stop immediately and contact technical support.  This step is critical, but also can be very confusing for various reasons.

Timeline for Year-End Closing Process
· Last Business Day of Prior (Old) Year
All cash receipts received on or before the last business day of the year should be dated on or before the last business day.

The Petty Cash Fund should be replenished to its authorized level on the last business day of the year.

Note:  There is no need to enter unpaid invoices at this time unless you want to issue a vendor check on the last business day of the year.

· First Business Day of the New Year

Change the Beginning-of-Year date for BA (BA/Setup/General Information)
Change the Beginning-of-Year date for UB (UB/Setup/General Information)

Change the calendar year for PR (PR/Setup/General Information)

No cash receipts received on or after the first business day of the new year should be dated in the prior year.

No vendor checks issued on or after the first business day of the new year should be dated in the prior year.

· Payment of Vendor Invoices in the New Year

Vendor invoices can be paid in the normal manner in the new year.  It is not necessary to change the BA Beginning-of-Year date back to the prior year Beginning-of-Year date!

When entering invoices during the Concurrent Processing period, if the invoice must be charged to the prior budget year, the invoice should be dated the last day of the prior year.  All other invoices should be dated in the new year.
All checks printed and issued in the new year must be dated in the new year.

· Payroll Checks in the New Year

Paychecks can be created and printed in the new year in the normal manner beginning on the first business day of the new year.
· Payroll Encumbrances

GS has a special feature to assist you with Payroll Encumbrances.  Payroll encumbrances cannot be created until after the last paycheck issue date in January in which one of more days of work included in the paycheck were worked in the prior year.  Generally you can wait until the third or fourth week in January to create the Payroll Encumbrances.
· Unpaid Invoices and Outstanding Purchase Orders
Sometime around the third or fourth week in January you can get all invoices received to date into the computer.  Then you can enter Purchase Orders dated the last day of the prior year for all commitments that you do not yet have an invoice for but must be charged to the prior year.
· Beginning Fund Cash Balances and Beginning Bank Account Cash Balances for the New Year.

Beginning fund cash balances and beginning bank account cash balances for the new year can wait until you are ready to reconcile January in the new year.

Concurrent Processing Before the Books Are Closed
As you probably already know, you do not just close the fiscal year on December 31 and start up a new year on January 1.  It takes a few days, and even weeks, to complete the prior year’s business after the end of the year.  This is particularly true of Budgetary Accounting, but not so much an issue with Utility Billing and Payroll.

For this reason, most accounting systems, including GS, allow for “concurrent processing.”  Concurrent processing means you are processing transactions for two fiscal years at the same time.  Put another way, the books for the prior year are not closed until about a month following the end of the fiscal year.
How Does Concurrent Processing Work?
Concurrent Processing allows you to go back to the prior year and enter transactions as necessary to close out the prior year.  It is not likely that you will go back to the prior year to enter cash receipts or invoices.  Instead, you are likely to go back to the prior year to print reports and enter adjustments for various reasons.
Before closing the books on the prior year, you should check to make sure the following items are in order:

1) Beginning fund cash balances for the prior year in GS (as of 1/1/2011) must agree with the ending cash balances in the audit report for the year preceding the prior year (as of 12/31/2010).
2) Beginning fund unencumbered cash balances for the prior year in GS (as of 1/1/2011) must agree with the ending unencumbered cash balances in the audit report for the year preceding the prior year (as of 12/31/2010).

3) Statutory violations apparent in the prior year financial statements (2011) should be dealt with before year-end closing.  Such violations might include cash basis law violations and budget law violations.

Closing the Books
What do we mean by “closed”?  Closing the books means that you have a cutoff date, beyond which you will not, or cannot, go back to the prior year and make adjustments for financial reporting purposes.

As a general rule of thumb, you should try to close the books within 30 days after the end of the fiscal year.  However, if you are like most cities, even the large ones, you will keep the books open until the auditor comes in and helps you with your adjustments.  Believe it or not, that sometimes means closing six, or even nine months, after the end of the fiscal year.
Paying Bills in January (i.e., the Month Following Year-End)
· For bills to be paid in January you should separate the invoices into two piles:

Pile 1.  Invoices for goods or services ordered in the prior year, and therefore, chargeable as a budgetary expenditure to the prior year (2011).  These are commonly called December invoices paid in January.

Pile 2.  Invoices for goods or services ordered in January, and chargeable as a budgetary expenditure to the current (new) year (2012).

CAUTION for credit card payments in January:  1) the individual expenditure line items in the credit card statement must be separated into Pile 1 and Pile 2 just as if they are individual invoices, and 2) all electronic payments, including those for credit cards, are limited to a single invoice.  Because each individual invoice can have only one date, if you want to make the credit card payment electronically, rather than with a paper check, you might have to split the expenditure line items into two separate payments, one invoice and payment for prior year (2011) expenditures and the other invoice and payment for current (new) year (2012) expenditures.
· Enter December invoices to be paid in January.  When entering these invoices, the “Date to Charge Budget” must be a prior year date (e.g., 12/31/2011).  By using a prior year date, the related expenditure will be charged to the prior year (2011) rather than the current (new) year (2012).

· Enter the remaining invoices to be paid in January.  Because these invoices are for current (new) year goods or services, the “Date to Charge Budget” should be a current (new) year date (2012).  By using a current (new) year date, the related expenditure will be charged to the current (new) year.

Unpaid December Invoices (i.e., Prior Year Invoices) Not Paid in January
Depending on when you pay bills each month, you might still have unpaid December invoices (i.e., prior year invoices) after bills are paid in January.  If you pay bills only once a month, and you pay them early in the month, some December invoices could trickle in after you pay bills in January.

If you have any unpaid December invoices when you get ready to close the books for the prior year, you should do the following:

· Enter the December invoices the same as if you were paying them in January.
What do I do if I receive a December invoice in February after I have closed the books for the prior year?
It is entirely possible that you unexpectedly receive a December invoice in February, after you have closed the books for the prior year.  What should you do?
· If you are audited, your auditor will have to make that decision.  You might have to “open” the books for the prior year to enter this as a prior year invoice so the related expenditure is properly charged to the prior year.  Then you would simply pay the invoice with the February bills.

· If you not are audited, the decision becomes yours.  The least complicated approach would be to simply pay the invoice as if it is a current (new) year expenditure and forget about it.  That probably would be okay so long as the amount of the invoice is not significant.
If you feel the amount of the invoice is significant, AND charging the related expenditure might be material to the prior year financial statements, I would recommend that you consult the mayor, an auditor, or some other city clerks to help you decide.

Note:  If you make a change to the prior year financial statements after you have “closed” the books for the prior year, you (or the auditor) must consider the need to re-issue any financial statements that might have been issued previously.
