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Accounting Equation

Traditional
Assets = Liabilities + “Residual Resources”

or 
Assets – Liabilities = “Residual Resources”

Government
Assets + Deferred Outflows of Resources = Liabilities + Deferred Inflows of 
Resources + Net Position/Fund Balance

or
Assets + Deferred Outflows of Resources - Liabilities - Deferred Inflows of 
Resources = Net Position/Fund Balance



What is a Deferred Outflow of Resources?

• Outflow of resources
 Consumption of net assets* applicable to the current or earlier period

‣ Net Assets = Total assets minus total liabilities

• Deferred outflow of resources
 Consumption of net assets applicable to a future period

‣ Example: Grant payments where only the time requirement is not met

 Debit on statement of financial position rather than debit on statement of 
resource flows
‣ Delays recognition of outflow

* Net assets does not equal net position, as the latter includes the effects of deferred 
resource flows
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What is a Deferred Inflow of Resources?

• Inflow of resources
 Acquisition of net assets applicable to the current or earlier period

• Deferred inflow of resources
 Acquisition of net assets applicable to a future period

‣ Example: Grant receipts where only the time requirement is not met

 Credit on statement of financial position rather than credit on statement of 
resource flows
‣ Delays recognition of inflow
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Unique Features of Governmental Accounting

• Fund accounting - focus on accountability over dedicated resources
• More than one measurement focus

 Business-type operations
 Governmental operations

• Two “levels” of reporting
 Government-wide
 Fund

• Budgetary reporting
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Unique Features of Governmental Accounting

• Different financial objectives for different types of operations
 Governmental (taxes and grants)
 Business-type (fees and charges)

• Ultimate goal of accounting – demonstrate accountability
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Governmental Operations

• Model
 Use taxing power to raise resources, as needed, to provide services
 No relationship between what an individual pays and receives
 Primarily supported by taxes, grants, and similar revenue sources

• Key environmental factor
 Resources can be generated through future taxes as well

• Financial objective
 Ensure that existing resources plus revenues are sufficient to cover near-

term outflows
‣ Near-term outflows = expenditures

 Focus on providing information useful for making budgetary decisions and 
demonstrating budgetary accountability
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Business-Type Operations
• Model

 Generate revenues by providing goods and services to customers
 Relationship between what an individual pays and receives
 Primarily supported by fees and charges

• Key environmental factor
 Point of sale provides unique opportunity for generating revenue

• Financial reporting objectives
 Demonstrate accountability
 Demonstrate whether revenues generated from customers are sufficient to cover the cost 

of the related goods and services, regardless of when the related bills are paid
‣ Cost = expense

• Public sector
 Revenues may only partially recover cost
 An activity may be subsidized to promote the public good
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Fund Accounting

• Official definition
 Accounting entity with a set of self-balancing accounts that record cash and 

other financial resources together with their related liabilities and residual 
balances, and their changes. They are segregated for the purpose of carrying 
out specific activities or attaining certain objectives.  (NCGA Statement 1)

• Limitations on resource use
 Ensures compliance (accounting)
 Demonstrates compliance (financial reporting)

• Practical necessity to accommodate differences in measurement 
focus
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Three Categories of Funds in Government

• Governmental funds
 Generally used for tax- and grant-supported activities

• Proprietary funds
 Used to report business-type activities 

• Fiduciary funds
 Resources held in a trustee or custodial capacity
 Belong to others outside of the government, and can’t be used to support 

the government’s own activities
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Fund Types: Governmental Funds

• General fund - Government’s main operating fund
• Special revenue funds - Specific revenue sources restricted or 

committed to specific uses, other than for debt service or capital 
projects
 Examples: grants; motor fuel tax

• Debt service funds - Account for the repayment of debt
• Capital projects funds - Account for resources used for all, or the 

most significant capital acquisitions, and construction and 
development projects

• Permanent funds - Resources restricted to being invested for income 
and principal amounts cannot be spent
 Example: Endowments
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Fund Types: Proprietary Funds

• Enterprise funds – Accounts for services provided on a full or partial 
cost-recovery basis to parties outside of the government
 Cost recovery through fees and charges
 Cost may be subsidized for public good
 Examples: Mass transit; utilities; public stadium; golf course

• Internal service funds – Normally used to allocate certain costs to 
other funds or departments within the government on a cost-
reimbursement basis
 Cost-reimbursement basis through fees and charges
 Should break even over time
 Examples: Motor pool; data processing; IT; risk management
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Fund Types: Fiduciary Funds

• Trust funds
 Pension and other postemployment benefits trust funds
 Investment trust funds
 Private-purpose trust funds

• Custodial funds
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Measurement Focus and Basis of Accounting

• Business-type operations
 Economic resources measurement focus

‣ All assets, liabilities, and deferred outflows/inflows of resources
‣ Difference = net position
‣ All changes in economic position during the period affecting net position

 Accrual basis of accounting
• Governmental operations

 Current financial resources measurement focus
‣ Only assets, liabilities, and deferred outflows/inflows of resources relevant to near-term 

liquidity
‣ Difference = fund balance
‣ Only changes in financial position during the period affecting fund balance

 Modified accrual basis of accounting
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Basis of Accounting

Accrual
• Transactions and events are 

recognized when they occur, 
regardless of when cash is 
received or disbursed

• Recognize revenue when earned 
and measurable

• Recognize expense when liability 
is incurred

Modified Accrual
• Starting point = Accrual

 When the underlying transaction or event 
occurs

• Modify – when specifically required in 
GAAP – only to the extent that near-term 
liquidity is affected
 Revenue recognized only if available to make 

payments soon after year-end
 Expenditures recognized only if payments 

normally are made during the period or soon 
after year-end

• Practical result
 Less aggressive recognition than accrual basis
 More aggressive recognition than cash basis



Economic resources measurement 
focus + accrual basis of 
accounting
• Government-wide financial 

statements
• Proprietary fund financial 

statements
• Fiduciary fund financial 

statements

Current financial resources 
measurement focus + modified 
accrual basis of accounting
• Governmental fund financial 

statements

Measurement Focus and Basis of Accounting 
Application



Key Differences

Four major differences between a statement of resource flows 
presented using the economic resources measurement focus and a 
statement of resource flows presented using the current financial 
resources measurement focus that involve the way the following are 
reported:

1. Issuance of long-term debt
2. Repayment of principal of long-term debt
3. Capital outlay
4. Consumption of capital assets
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1.  Issuance of Long-Term Debt

Net effect on statement of financial position?
 Economic resources? No

 Current financial resources?  Yes
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2.  Repayment of Principal on Long-Term Debt

Net effect on statement of financial position?
 Economic resources? No

 Current financial resources?  Yes
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3.  Capital Outlay

Net effect on statement of financial position?
 Economic resources? No

• Current financial resources?  Yes
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4.  Consumption of Capital Assets

Net effect on statement of financial position?
 Economic resources? Yes

 Current financial resources?  No
‣ The outflow was recognized when the asset was purchased (prior slide, bottom 

entry)
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Summary

Report on statement of resource flows?
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Item Economic resources? Current financial 
resources?

Issuance of long-term debt No Yes

Repayment of the principal of long-
term debt No Yes

Capital outlay No Yes

Depreciation/amortization Yes No



Item Economic resources? Current financial 
resources?

Debt Issuance:

Issuance of long-term debt $0 $100

Repayment of the principal 
of long-term debt $0 ($100)

Net Effect: $0 $0

Capital outlays:

Capital outlay $0 ($100)

Depreciation/amortization ($100) $0

Net effect: ($100) ($100)

Net effect – overall ($100) ($100)

Net Effect on Resource Flows Over Time
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Why Are Governmental Funds Different?

• Focus is on providing information useful for making budgetary 
decisions
 Balanced budget = Focus on near-term liquidity
 Will existing resources + inflows be sufficient to cover outflows?
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How Much is Available to 
Spend?

Fund Balance vs. Net Position



Fund Balance

• Five categories
• Basis for categorization

 Constraints on how existing resources of the fund can be spent
 The sources of those constraints

• Presented from most constraining to least constraining
1. Nonspendable
2. Restricted
3. Committed
4. Assigned
5. Unassigned
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Net Position

• Three categories
• Classification based on accessibility
• Presented from most restricted to least restricted

1. Net investment in capital assets
2. Restricted
3. Unrestricted
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Financial Statements



Government-wide Financial Reporting

• Fund statements
 Focus is on financial accountability

‣ Detail needed
‣ Often short-term

• Government-wide financial statements
 Focus is on operational accountability

‣ “Big picture”
‣ Long-term
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Fund Financial Statements

Governmental 
Funds

Balance Sheet

Statement of 
Revenues, 

Expenditures and 
Changes in Fund 

Balances

Focus – Major Funds

Proprietary 
Funds

Statement of Net Position

Statement of Revenues, 
Expenses and Changes in 

Net Position

Statement of Cash Flows

Focus – Major Enterprise 
Funds, Internal Service 

Funds Fund Type

Fiduciary Funds

Statement of Fiduciary 
Net Position

Statement of Changes in 
Fiduciary Net Position

Focus – Fund Type
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Scope of Government-wide Statements

31

• Governmental Fund Financial Statements
• Internal Service Funds that primarily serve 

governmental funds

Governmental 
Activities

• Enterprise Fund Financial Statements
• Internal Service Funds that primarily serve 

enterprise funds

Business-type 
Activities 

• Not ReportedFiduciary Funds
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Government-wide Statements

• Statement of net position
• Statement of activities

 Expenses presented before revenues 
‣ Reflects public-sector focus on service rather than profit

 Focus on net program cost
‣ Expenses matched against “program revenue” to demonstrate the degree to 

which the program is self-financing
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Statement of Net Position



Statement of activities 
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Statement of activities 
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Budgetary Reporting



Budgetary Reporting for Governments

• Always required in conjunction with basic financial statements
 General fund
 Major special revenue funds

• Additional requirements for governments that prepare an annual 
comprehensive financial report (ACFR)
 All governmental funds with an annual (or biennial) appropriated budget
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Example Budgetary Comparison Schedule 
NAME OF GOVERNMENT

General Fund
Schedule of Revenues Expenditures and Changes in Fund Balance - Budget and Actual

For the Year Ended June 30, 2027

Variance with Variance with
Budgeted Amounts Original Budget - Final Budget -

Over (Under) Over (Under)
Original Final Final Budget Actual Actual

REVENUES
Taxes 78,822,856$        78,822,856$        -$                          77,237,869$        (1,584,987)$        
Licenses and permits 4,166,256            3,566,256            (600,000)              2,649,889            (916,367)              
Intergovernmental 11,381,830          11,411,830          30,000                  9,705,931            (1,705,899)           
Charges for services 17,738,732          18,938,732          1,200,000            19,207,530          268,798               
Fines and forfeitures 7,762,650            6,762,650            (1,000,000)           6,670,562            (92,088)                
Investment earnings 1,258,200            1,958,200            700,000               3,352,747            1,394,547            
Payments in lieu of taxes 2,412,555            2,412,555            -                             2,345,545            (67,010)                
Miscellaneous 2,472,224            2,467,224            (5,000)                  2,299,217            (168,007)              

Total Revenues 126,015,303        126,340,303        325,000               123,469,290        (2,871,013)           
EXPENDITURES

Current:
General government: 28,976,751          31,029,313          2,052,562            29,778,662          (1,250,651)           
Public safety: 58,108,556          57,225,486          (883,070)              56,455,090          (770,396)              
Highways and streets: 24,258,865          24,099,672          (159,193)              23,233,034          (866,638)              
Sanitation 8,841,384            8,441,350            (400,034)              8,140,187            (301,163)              
Culture and recreation 10,177,528          9,878,404            (299,124)              9,646,488            (231,916)              

Debt Service: -                             
Principal 473,234               423,234               (50,000)                423,234               -                             
Interest 219,879               224,663               4,784                    224,663               -                             

Capital outlay 4,758,321            4,872,125            113,804               4,812,447            (59,678)                
Total expenditures 131,056,197        131,322,122        265,925               127,901,358        (3,420,764)           
Excess (deficiency) of revenues over expenditures (5,040,894)           (4,981,819)           59,075                  (4,432,068)           549,751               
OTHER FINANCING SOURCES (USES)

Transfers in 21,000                  21,000                  -                             20,944                  (56)                        
Transfers out (6,727,010)           (5,100,000)           1,627,010            (5,090,719)           9,281                    

Total other financing sources (uses) (6,706,010)           (5,079,000)           1,627,010            (5,069,775)           9,225                    
Net change in fund balance (11,746,904)        (10,060,819)        1,686,085            (9,501,843)           558,976               
Fund balance - beginning of year 28,372,426          28,372,426          -                             28,372,910          -                             
Fund balance - end of year 16,625,522$        18,311,607$        1,686,085$          18,871,067$        558,976$             









Questions?
tbuikema@gfoa.org

312-578-4407

mailto:tbuikema@gfoa.org
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