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AGA Examination 3: Governmental Financial Management and Control

(GFMC) 25 GFMC 5% & (Q50-Q55):

HR #50

Which of the following is an example of an outcome measure?

H
R

: D

A. number of federal capital territory students that graduated
B. amount of disability inquiries received during a pandemic
C. total environmental impact statements reviewed

D. percentage of disaster claims paid on time
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‘What Is an Outcome Measure?

* Anoutcome measureevaluates the results or impacts of a program or service, focusing on whether objectives were achieved (e.g.,
efficiency, effectiveness, or quality).

* Percentage of disaster claims paid on timedirectly reflects the programi's ability to meet its goal of providing timely financial
assistance to disaster victims, making it an outcome measure.

Why Other Options Are Incorrect:

* A. Amount of disability inquiries received during a pandemic:This is aninput measure, as it reflects the demand or workload, not
the results.

* B. Total environmental impact statements reviewed:This is anoutput measure, showing the quantity of work done, not the
effectiveness or result.

* C. Number of federal capital territory students that graduated:While this measures results, it reflects an output rather than an
outcome (it doesn't assess the quality or long-term impact of education).

References and Documents:

* Governiment Performance and Results Act (GPRA):Emphasizes the use of outcome measures to evaluate program performance.
* GAO Performance Measurement Guide:Defines and provides examples of outcome, output, and input measures.

HM #51
Which of the following acts requires federal agencies to pay interest to state government funds for entitlements that are not provided
in a timely manner?

A. Cash Management Improvement Act
B. CFO Act

C. Accountability for Tax Dollars Act
D. Debt Collection Improvement Act

Ef: A
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What Does the Cash Management Improvement Act (CMIA) Do?

* CMIA governs the transfer of federal funds to state governments and ensures timely and efficient use of these funds.

* If federal agencies fail to provide finds for entitlements (e.g., Medicaid) in a timely manner, CMIA requires them to payinterestto
state governments for the delays.

* This ensures states are compensated for any financial burden caused by delayed federal transfers.

‘Why Other Options Are Incorrect:

* A. Debt Collection Improvement Act:Focuses on improving debt collection practices for the federal government, not entitlements
or interest payments to states.

* B. CFO ActImproves federal financial management but does not address payment timeliness or interest.

* C. Accountability for Tax Dollars Act:Expands audit requirements but does not involve compensation for delays.

References and Documents:

* CMIA (1990):Requires federal agencies to pay interest on late entitlement payments to states.

* Treasury Financial Manual:Details CMIA interest payment provisions.

HRE #52

When creditworthiness is a criterion for government loan approval, loan applicants must provide

A. a satisfactory history of repaying debt.

B. a credit rating from a major bank.

C. a promise to pay interest at the government borrowing rate.
D. sufficient capitalization.

IEf#E: A
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Creditworthiness and Loan Approval:

* When creditworthiness is a criterion for government loans, the applicant must demonstrate a satisfactory history of repaying debt,
as this reflects their ability to fulfill repayment obligations in the future.

Why a Satisfactory History Is Required:

* Past repayment behavior is considered the best indicator of future performance. Government agencies prioritize reducing the risk



of defaults by ensuring applicants have a proven history of managing debt responsibly.

Why Other Options Are Incorrect:

* A. A credit rating from a major bank:While a credit rating is helpfill, it is not typically required for government loans. Instead,
creditworthiness is evaluated based on repayment history and other financial factors.

* C. Sufficient capitalization:This is important for business loans, but it does not address creditworthiness.

* D. A promise to pay interest at the government borrowing rate:A promise is not sufficient to establish creditworthiness.
References and Documents:

* OMB Circular A-129:Requires agencies to assess creditworthiness before granting loans.

* GAO Loan Management Guide:Highlights repayment history as a key criterion for loan approval.

HM #53
The ratios used to determine an organization's ability to meet its creditor's demands are

e A. debt burden ratios.

e B. tumover ratios.

e (. liquidity ratios.

¢ D. budgetary cushion ratios.

Ef#: C
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What Are Liquidity Ratios?

Liquidity ratios are financial metrics used to measure an organization's ability to meet its short-term financial obligations as they come
due. These ratios assess whether the organization has sufficient liquid assets (like cash, receivables, or short-term investiments) to
cover its current liabilities (debts or obligations due within a year).

Why Are They Relevant to Creditors?

Creditors care deeply about an entity's ability to repay its debts in a timely manner. Liquidity ratios provide a snapshot of the
organization's financial health and give insight into its capacity to meet short-term demands.

They are essential tools in evaluating whether a government entity (federal, state, or local) or any other organization can pay its
creditors without needing to secure additional financing or liquidate long-term assets.

Common Liquidity Ratios:

The most commonly used liquidity ratios are:

* Current Ratio:This measures the organization's ability to pay offits current liabilities with current assets. Formula:Current Assets +
Current Liabilities

* Quick Ratio (Acid-Test Ratio):A stricter version of the current ratio, it excludes less liquid assets (like inventory) to assess the
organization's immediate ability to pay short-term debts. Formula:(Current Assets - Inventory) + Current Liabilities

* Cash Ratio:Focuses only on the most liquid assets, such as cash and cash equivalents.Formula:Cash + Cash Equivalents + Current
Liabilities How Do Liquidity Ratios Apply to Governmental Accounting?

In governmental accounting, liquidity ratios are crucial for determining whether a governmental entity has the financial flexibility to
manage short-term obligations like accounts payable, payroll, and other operating costs.

For example:

* State and local governments use liquidity ratios to show stakeholders their ability to sustain operations without financial strain.

* Government-wide financial statements (under GASB standards) often emphasize liquidity to demonstrate fiscal health to
bondholders and credit rating agencies.

Why Not Other Ratios?

* A. Budgetary Cushion Ratios:These focus on the organization's ability to withstand revenue shortfalls and maintain budgetary
reserves, not specifically on meeting creditor demands.

* C. Debt Burden Ratios:These measure the overall burden of debt on the organization but don't directly address short-term liquidity
or solvency.

* D. Turnover Ratios:These evaluate operational efficiency (e.g,, how quickly assets like inventory are converted into revenue),
which doesn't directly relate to creditor demands.

References and Documents:

* Government Financial Manager (GFM) Competency Framework by the Association of Government Accountants (AGA):Section
on "Financial Analysis" emphasizes the importance of liquidity ratios in assessing short-term solvency for government entities.

* GASB Concepts Statement No. 1:Discusses the need for governmental financial reporting to provide information on financial
condition, including short-term liquidity.

* AGA Performance Management Framework Guide (2023):Highlights liquidity ratios as critical tools for demonstrating fiscal
responsibility and transparency in public sector financial management.



HR #54
An employee is set to receive a lumpsum payment of $500,000 in ten years. The agency uses an opportunity rate of 12% for its
mvestments. If inflation is 3%, how much must the agency invest today to cover the future lumpsum payment?

A. $485,000
B. $440,000
C. $160,986
D. $186,023

Ef#: C
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What Are We Solving For?

* We are determining the present value (PV) of'a $500,000 lump sum payment to be received in 10 years, using anopportunity rate
of 12%. Inflation is not relevant here because the opportunity rate already reflects the expected return, including inflation
adjustments.

Formula for Present Value:

The present value (PV) is calculated using the formula:

PV=FV(1+r)nPV = \frac{FV} {(1 + 1)
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