REPORTING FUND BALANCES UNDER GASB 54
Nature of the change?

Historically, fund balances for governmental funds has used two main categories—reserved and unreserved. Furthermore, unreserved fund balance could optionally be further sub-classified as designated or undesignated. All of these classifications focused on fund balance from the perspective of its availability for appropriation. In other words, the nature of the fund’s financial equity was determined by its ability to be appropriated.

Under GASB 54, the classification of fund balance will now be from the perspective of the underlying resources within fund balance. Simply, these new components of fund balance will identify constraints on how resources can be spent and the sources of those constraints. The new components of fund balance will be:
· Nonspendable

· Restricted

· Committed 

· Assigned

· Unassigned

Each of the new components has very specific definitions and there is little, if any, direct link between the “old” components of fund balance and the new ones.

Definitions
· Nonspendable Fund Balance:  The nonspendable fund balance classification includes amounts that cannot be spent because they are either (a) not in spendable form or (b) legally or contractually required to be maintained intact. This would include items not expected to be converted to cash including inventories and prepaid amounts. It may also include the long-term amount of loans and receivables, as well as property acquired for resale and the corpus (principal) of a permanent fund.

· Restricted Fund Balance: The restricted fund balance classification should be reported when constraints placed on the use of resources are either (a) externally imposed by creditors, grantors, contributors, or laws or regulations of other governments or (b) imposed by law through constitutional provisions or enabling legislation.

· Committed Fund Balance: The committed fund balance classification reflects specific purposes pursuant to constraints imposed by formal action of the district’s highest level of decision-making authority (generally the governing board). Also, such constraints can only be removed or changed by the same form of formal action.

· Assigned Fund Balance: The assigned fund balance classification reflects amounts that are constrained by the government’s intent to be used for specific purposes, but meet neither the restricted nor committed forms of constraint. 

· Unassigned Fund Balance: The unassigned fund balance classification is the residual classification for the general fund only. It is also where negative residual amounts for all other governmental funds would be reported.

New Account Code Structure
New fund balance account codes have been established to conform to GASB 54 requirements. The new codes are as follows:

Classification


WUFAR code


WUFAR Account Title
Non-Spendable



(Function 935000)

935100


Non-Spendable Fund Balance




935200 


Non-Spendable: Corpus of Permanent Fund

Restricted




(Function 936000)

936120


Restricted: Contractual Obligations





936110


Restricted: Self Insurance





936320


Restricted: Debt Service Retirement





936310


Restricted: Debt Refinancing





936500


Restricted: Food Service Programs





936800


Restricted: Elderly Nutrition Programs





936900


Restricted: Other
Committed




(Function 937000)

937900


Committed Fund Balance
Assigned




(Function 938000)

938900


Assigned Fund Balance
Unassigned




(Function 939000)

939900


Unassigned Fund Balance
Prior Year Restatement
For fiscal years ending June 30, 2011, districts will be required to implement the provisions of GASB 54. Reporting to the DPI using the above referenced account codes will be required. Submission of  reports will require the restatement of beginning of year fund balances using the new fund balance classifications. Audited financial statements which present prior years will be required to restate fund balances. If school districts present a CAFR the statistical section does not require restatement but must provide an explanation if amounts are not restated. Therefore, changes may be made prospectively but retroactive application is encouraged.
Conversion of Fund Balance Accounts
The following chart provides a schematic of the relationship between the former fund balance accounts and the newly created account classifications per GASB 54.
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There is no one to one relationship between the former fund balance accounts so the specifics of each newly created fund balance classification should be reviewed in relationship to the contents of the former accounts. Districts should consult with their auditors regarding the proper reallocation of fund balances.
Stabilization Arrangements
Stabilization type arrangements have typically been used by governmental entities to set aside funds for use in emergency situations or when revenue shortages arise—(rainy day funds). GASB 54 has addressed the applicability of stabilization arrangements in terms of whether these types of arrangements satisfy the requirements of  “constraints” as defined per GASB 54. 
To be considered a stabilization arrangement for GASB 54 purposes, both of the following must be met:

· The formal action that imposes parameters for spending should describe specific circumstances under which a need for stabilization arises, and

· The circumstances should not be expected to occur routinely.

A district’s policy which requires a minimum fund balance to exist or that assigns all remaining fund balance as needed for cash flow would not meet the definition of a stabilization arrangement. A minimum fund balance policy is not sufficiently detailed to commit or assign the fund balance for a specific purpose. Setting aside a portion of fund balance for future cash flow would also not meet the definition of a stabilization arrangement as the lack of future cash flow purpose is of a nature which is expected to routinely occur.
In situations where there do exist valid stabilization arrangements in most cases these arrangements would meet the definition of “committed” fund balance.  To qualify as “restricted” fund balance there would need to be enabling legislation and this would be most unlikely.

Encumbrances
A fund balance constraint specific to encumbrances similar to “Reserve for Encumbrances” will no longer be reported as an encumbrance is not a purpose. For entities that use encumbrance accounting, if the existing resources have already been restricted, committed, or assigned, then the encumbrance has no impact on the fund balance classification. If existing resources to be used for encumbrances have not already been restricted, committed or assigned, the amount encumbered should be considered assigned.  Practically, this is only a consideration for the general fund because all existing fund balance in other funds is at least assigned.
