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Authority: 
 

• GASB Statement No. 65, Items Previously Reported as Assets and Liabilities 
• GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred 

Inflows of Resources, and Net Position 
• GASB Concepts Statement No. 4, Elements of Financial Statements 
• GASB Statement No. 34, Basic Financial Statements – and Management's Discussion and 

Analysis – for State and Local Governments 
 
 
Applicability: 
 
This accounting policy applies to all organizations included in the State of Georgia reporting entity.  
Refer to the Management Responsibilities policy for a summary of general financial reporting 
responsibilities. 
 
 
Policy Summary: 
 
The GASB has identified and defined seven elements as the fundamental components of financial 
statements of state and local governments.  Refer to GASB Concepts Statement No. 4, Elements of 
Financial Statements, for a more detailed discussion of these elements and the related concepts. 
 
Elements of a Statement of Financial Position (or Balance Sheet) 
Assets – Resources with a present service capacity that the government presently controls 
 
Liabilities – Present obligations to sacrifice resources that the government has little or no discretion to 
avoid 
 
Deferred outflows of resources – A consumption of net assets that is applicable to a future reporting 
period 
 
Deferred inflows of resources – An acquisition of net assets that is applicable to a future reporting period 
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Net position – The residual of all other elements presented in a statement of financial position (assets + 
deferred outflows – liabilities – deferred inflows = net position) 
 
Concepts Statement No. 4 specifies that recognition of deferred outflows of resources and deferred 
inflows of resources is limited to items specifically identified by the GASB in other authoritative 
pronouncements (for example, derivatives, service concession arrangements, or other items identified by 
the GASB from time to time). 
 
Elements of a Resource Flows Statement 
Outflow of resources – A consumption of net assets by the government that is applicable to the reporting 
period (includes expenditures, expenses, losses, etc.) 
 
Inflow of resources – An acquisition of net assets by the government that is applicable to the reporting 
period (includes revenues, receipts, gains, etc.) 
 
Application Based on Measurement Focus 
These elements and definitions, including deferred outflows and deferred inflows, apply to both the 
current financial resources measurement focus (GAAP Modified Accrual Basis) and the economic 
resources measurement focus (GAAP Accrual Basis) used in preparing the GAAP financial statements of 
the State.  GASB provides specific guidance in individual pronouncements as to whether a particular 
deferred outflow or deferred inflow should be reflected within governmental funds or not. 
 
Certain transactions might meet the definition for one element under the current financial resources 
measurement focus (GAAP Modified Accrual Basis) but would meet the definition for another element 
under the economic resources measurement focus (GAAP Accrual Basis).  For example, the purchase of a 
capital asset would be an outflow of resources under the current financial resources measurement focus, 
but it would be an asset under the economic resources measurement focus. 
 
Additional Concepts 
To fully understand the financial reporting elements, it is also important to understand the following 
concepts which are used in the definitions of the reporting elements: 
 
Resource – An item that can be drawn on when needed to provide services to the citizenry 
 
Present Service Capacity – An existing capability that enables a government to provide services and to 
fulfill its mission.  Present service capacity can be demonstrated by: 

• Providing service directly (such as with a road) or  
• Being convertible to cash (such as through the sale of investments or other assets).  A present 

service capacity that arises from being convertible to cash is referred to as economic benefit. 
 
Control – The ability to use the present service capacity of a resource (e.g., an asset) and to determine the 
nature and manner of use of the present service capacity of that resource.  For example, the controlling 
organization can determine whether to: 

• Directly use the present service capacity to provide services to citizens,  
• Exchange the present service capacity for another asset, such as cash, or  
• Use the asset in some other way to provide benefit.  
 

As an example, control can be demonstrated by determining the level of service, such as by setting hours 
of operation and fees.  Some assets, such as investments of a trust or capital assets purchased with grant 
proceeds, are subject to legal or other external constraints.  These assets can be used only as described in 

  
Elements of Financial Statements Page 2 of 9 



State of Georgia – SAO Statewide Accounting Policy & Procedure 

the trust agreement or to support the grant program, however, an organization is still considered to control 
the present service capacity even with these types of restrictions. 
 
Control of the present service capacity generally arises from contractual rights or legal ownership.  Some 
resources, such as real property, involve a bundle of rights – for example, the right to develop the 
property, the right to extract minerals from the property, and the right to install and maintain utility lines 
crossing the property.  Different entities may control different rights associated with a single property.  
However, one resource cannot be an asset of more than one entity at the same time. 
 
Obligation – A social, legal, or moral requirement (such as a duty, contract, or promise) that compels a 
government to follow or avoid a particular course of action.  For an obligation to be a liability, it should 
be a present obligation (i.e., the event that created the liability has taken place) for which the organization 
has little or no discretion to avoid: 

• Many liabilities cannot be avoided because they are legally enforceable (e.g., through legislation, 
contracts, the eligibility requirements of certain grants, etc.).   

• Some obligations are liabilities because social, moral, or economic consequences leave the 
government little or no discretion to avoid a sacrifice of resources, even though the obligations 
may not be legally enforceable (e.g., certain employee benefits received in exchange for 
providing services, such as vacation pay). These are considered constructive liabilities. 

• A liability can exist even if the party to whom it is owed is not specifically identified.  For 
example, an estimated liability for refunds of tax overpayments may be accrued even though the 
specific taxpayers that are owed will not be known until tax returns are filed or appeals are made 
and adjudicated. 

• Liabilities from exchange transactions generally arise when consideration has been exchanged 
(e.g., goods or services have been received in exchange for a promise to pay). 

• Liabilities resulting from nonexchange transactions generally arise when commitments to 
sacrifice resources reach a similar stage of maturity (e.g., when a grant recipient meets eligibility 
requirements). 

 
Consumption of Net Assets – Occurs when there is either a net decrease in assets (assets – related 
liabilities is a credit) or a net increase in liabilities (liabilities – related assets is a credit).  Examples 
include: 

• Using cash resources for payments to recipients who met eligibility requirements – Cash is spent 
with no related increase in liabilities. 

• Recognizing a property loss (e.g., through fire) – An asset is lost with no related increase in 
liabilities. 

• Recognizing a liability to employees who provided services during the current period but who 
will not be paid until the next reporting period – A liability is incurred without obtaining an asset. 

 
A consumption of net assets occurs with either an outflow of resources (related to the current period) or a 
deferred outflow of resources (related to a future reporting period).  For modified accrual purposes, an 
outflow of resources is recognized in the period that current financial resources are expected to be used or 
obligated.  For accrual accounting purposes, the concept of interperiod equity is used to determine the 
proper period for recognizing an outflow.  Interperiod equity is the extent to which current period 
revenues are adequate to pay for current period services (i.e., current year taxpayers pay for the services 
provided during the period and do not shift the burden to future taxpayers). 
 
Acquisition of Net Assets – Occurs when there is either a net increase in assets (assets – related liabilities 
is a debit) or a net decrease in liabilities (liabilities – related assets is a debit).  Examples include: 
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• Receipt of a donated capital asset – Net assets increase since there is no related cash outflow or 
incurrence of a liability. 

• Occurrence of a taxable event (e.g., a retail sale) – Net assets increase (i.e., sales tax is received or 
receivable). 

• Performing under the conditions of a grant received in advance – A liability is satisfied. 
 

An acquisition of net assets occurs with either an inflow of resources (related to the current period) or a 
deferred inflow of resources (related to a future reporting period).  The period for recognizing the inflow 
is similar to that described above for outflows.  For modified accrual purposes, an inflow is recognized in 
the period that current financial resources are expected to be acquired.  For accrual accounting purposes, 
the concept of interperiod equity is used to determine the proper period for recognizing the inflow. 
 
Policy Requirements: 
 
Reporting Guidance 
The seven elements of financial statements described above are the building blocks of an entity’s 
accounting records which are summarized for presentation in financial statements.  Amounts are recorded 
when they both: 

• Meet the definition of one of the financial statement elements, and 
• Meet the criteria for recognition and measurement (e.g., are reliably measurable) 

 
The definitions of assets and liabilities, above, result from historical usage of these terms throughout 
private and not-for profit sectors as well as in governmental financial accounting and GASB’s Conceptual 
Framework – Elements of Financial Statements Project which culminated with the issuance of Concepts 
Statement 4. 
 
The following provide further definitions of the financial statement elements that are specific to 
governmental accounting: 
 
Primary Guidance Established by Statement No. 34 
The primary guidance for the requirements of GAAP based financial statements is GASB Statement No. 
34, Basic Financial Statements – and Management's Discussion and Analysis – for State and Local 
Governments, as amended.  GASB 34 implemented the presentation of both government-wide financial 
statements (full accrual basis) as well as fund-level financial statements (presented on each applicable 
fund type’s GAAP basis of accounting).  It also defined full accrual basis “net assets” as the difference 
between assets and liabilities. 
 
Enhancements Added by Statement No. 63 
GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of 
Resources, and Net Position, provided a major update to Statement No. 34 by incorporating the two new 
financial statement elements defined in Concepts Statement 4 into specific financial presentation guidance 
and it also renamed the residual measure of the required components (presented on the full accrual basis) 
from “net assets” to “net position.” 
 
Presentation of Deferred Outflows and Deferred Inflows 
Deferred outflows of resources are reported in the statement of financial position or governmental funds 
balance sheet in a separate section following assets.  Deferred inflows of resources are reported in a 
separate section following liabilities.  The total for deferred outflows of resources may be added to the 
total for assets, and the total for deferred inflows of resources may be added to the total for liabilities to 
provide subtotals.  The residual measure of these accounts is presented as follows: 
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GAAP Accrual Basis 

Assets + Deferred Outflows of Resources 
Less 
Liabilities + Deferred Inflows of Resources 
Equals 
Net Position 
 

GAAP Modified Accrual Basis 
Assets + Deferred Outflows of Resources 
Less 
Liabilities + Deferred Inflows of Resources 
Equals 
Fund Balance 

 
Note that reporting of deferred outflows/inflows in a governmental fund balance sheet is required only for 
items specifically identified by the GASB.  For example, the standards on accounting for derivatives 
states that its provisions do not apply to financial statements prepared using the current financial 
resources measurement focus (GAAP modified accrual basis).  Additionally, the standard on service 
concession arrangements limits its requirements to financial statements prepared using the economic 
resources measurement focus (GAAP accrual basis).  Statement No. 63 does not change those exemptions 
or similar exemptions that may appear in other standards. 
 
Conceptual Components of Net Position 
Net position is the difference between all other elements in a GAAP Accrual Basis statement of financial 
position and should be displayed in three components: 
 

1. Net investment in capital assets are calculated as 
o Capital assets, net of accumulated depreciation 
o Reduced by the outstanding balances of bonds, mortgages, notes, or other borrowings that are 

attributable to the acquisition, construction, or improvement of those assets 
o Plus deferred outflows of resources or minus deferred inflows of resources that are 

attributable to the acquisition, construction, or improvement of those assets or related debt 
 

If there are significant unspent related debt proceeds or deferred inflows of resources at the end of 
the reporting period, the portion of the debt or deferred inflows of resources attributable to the 
unspent amount should be included in the same net position component as the unspent amount 
(restricted or unrestricted). 
 

2. Restricted net assets (distinguishing between major categories of restrictions) are calculated as: 
o Restricted assets  
o Reduced by liabilities and deferred inflows of resources related to those assets 

 
Generally, a liability relates to a restricted asset if the asset was acquired through the resource 
flow that also generated the liability or if the liability will be liquidated with the restricted asset. 
 

3. Unrestricted – The net amount of assets, deferred outflows of resources, liabilities, and deferred 
inflows of resources that are not included in the other two components of net position. 
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For a sample Statement of Net Position with Deferred Outflows and Inflows of Resources see Appendix I. 
 
Enhancements Added by Statement No. 65 
GASB Statement No. 65, Items Previously Reported as Assets and Liabilities, examines the financial 
statement element classification of items previously reported as assets or liabilities to determine if they 
should be reclassified as deferred inflows of resources or inflows of resources (revenues, gains) or as 
deferred outflows of resources or outflows of resources (expenses/expenditures, losses).  
 
The following are examples of items previously reported as assets that require reclassification to deferred 
outflows of resources: 

• Grants paid in advance of meeting time requirements 
• Deferred amounts from the refunding of debt (debits) 
• Costs to acquire rights to future revenues 
• Deferred loss from sale-leaseback 

 
The following are examples of items previously reported as assets that require reclassification to outflows 
of resources: 

• Debt issuance costs (other than insurance) 
• Initial direct costs incurred by the lessor for operating leases 
• Acquisition costs for risk pools 
• Loan origination costs 

 
The following are examples of items previously reported as liabilities that require reclassification to 
deferred inflows of resources: 

• Grants received in advance of meeting time requirements 
• Property taxes received in advance of levy date 
• Deferred amounts from refunding of debt (credits) 
• Proceeds from sale of future revenues 
• Deferred gain from sale-leaseback 
• Regulatory credits (gains or other reductions) 
• Unavailable revenue in governmental funds 

 
The following are examples of items previously reported as liabilities that require reclassification to 
inflows of resources: 

• Loan origination fees (excluding points) 
• Commitment fees (after exercise or expiration) 

 
Required Disclosures 
Disclosures in the notes to the financial statements is required only if the information is not displayed on 
the face of the financial statements.  However, the details of the different types should be provided in the 
notes to the financial statements if there are significant components that are not evident when aggregated. 
 
There may be times when a deferred outflow/inflow is significantly different from the balance reported 
for its related asset or liability.  Under these circumstances, the effect on net position for that relationship 
could be sufficiently significant such that it should be explained in the notes to the financial statements.   
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The following are examples that demonstrate whether or not disclosure is required: 
 

• Service concession arrangement – Over time, the deferred inflow balance from an up-front 
payment significantly exceeds the unspent cash from the payment, disclosure of the effect on net 
position is required. 
 

• Hedging derivative instrument – The deferred outflow or deferred inflow related to a derivative 
instrument continues to be nearly the same amount as the fair value of the derivative itself, so 
there is no significant effect on net position to disclose. 

 
In the year of adoption of GASB statements 63 and/or 65, the financial statements should disclose the 
nature of restatements required by adoption and the restatements’ effects.  If prior periods are not restated, 
i.e., it is not practical to do so, the reason for not restating should be explained. 
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Definitions: 
 
Acquisition of Net Assets – Occurs when there is either a net increase in assets (assets – related liabilities 
is a debit) or a net decrease in liabilities (liabilities – related assets is a debit). 
 
Consumption of Net Assets – Occurs when there is either a net decrease in assets (assets – related 
liabilities is a credit) or a net increase in liabilities (liabilities – related assets is a credit). 
 
Control – The ability to use the present service capacity of a resource (e.g., an asset) and to determine the 
nature and manner of use of the present service capacity of that resource.  
 
Obligation – A social, legal, or moral requirement (such as a duty, contract, or promise) that compels a 
government to follow or avoid a particular course of action.  For an obligation to be a liability, it should 
be a present obligation (i.e., the event that created the liability has taken place) for which the organization 
has little or no discretion to avoid. 
 
Present Service Capacity – An existing capability that enables a government to provide services and to 
fulfill its mission. 
 
Resource – An item that can be drawn on when needed to provide services to the citizenry 
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Appendix I 
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