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I. Purpose
This policy defines fund equity.
II. Scope
This policy applies to all state agencies and component units, excluding community colleges.
III. Outline
IV. Policy Overview
V. Governmental Funds–Fund Balance
VI. Proprietary Funds and Government-wide–Net Position
VII. Fiduciary Funds–Net Position
VIII. Fund Closing Designation
IXVIII. Fund Balance/Net Position Direct SABHRS Entries
IX. Appendix A
IV. Policy Overview
This policy defines fund equity classifications as outlined in GASB Statement No. 54 – Fund Balance Reporting and Governmental Fund Type Definitions (GASB 54), GASB Statement No. 63 – Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position (GASB 63), and GASB Concept Statement No. 4 – Elements of Financial Statements.  The policy also discusses sStipulations on minimum General Fund balance, fund balance spending, and related accounting disclosures are discussed. A governmental fund balance decision tree is provided in Appendix A to assist agencies with the determination of fund balance classification.
This policy also defines accounting changes and error corrections for previously issued financial statements as outlined in GASB Statement No. 100 – Accounting Changes and Error Corrections (GASB 100) and prescribes the accounting and reporting for each type of accounting change and error correction.

V. Governmental Funds–Fund Balance
Fund balance is the difference between (a) assets and deferred outflows of resources and (b) liabilities and deferred inflows of resources using the current financial resources measurement focus and the modified accrual basis of accounting (Actuals Ledger). Governmental funds include the General Fund (01100), state special revenue funds (02xxx and 08xxx-08499), federal special revenue funds (03xxx), debt service funds (04xxx), capital project funds (05xxx), and permanent funds (09xxx-09499).
Fund balance of governmental funds must is required to be reported in classifications that comprise a hierarchy based on constraints on the specific purposes for which amounts in those funds can be spent. These classifications and the criteria for determining the correct classification for the fund balance of governmental funds are included in GASB 54. The five fund balance classifications, in order of constraint level, are Nonspendable, Restricted, Committed, Assigned, and Unassigned. Nonspendable, as discussed below, can represent either a constraint, or an asset that is not in spendable form (such as inventory or prepaid expenses).
A. Nonspendable Fund Balance
Nonspendable fund balance classification includes amounts that cannot be spent because they are either:
1. Not in a spendable form, or not expected to be converted to cash (such as inventory and prepaid amounts)
2. Legally or contractually required to remain intact, such as the corpus or principle of a permanent fund
a. The interest earned on the corpus (or principle) of a permanent fund may or may not be nonspendable, depending on the trust agreement; an exception to this requirement is a permanent fund that is defined as nonspendable, but does not meet the definition of nonspendable in GASB 54
3. Long-term amounts of loans,  and notes receivable, and property acquired for resale so long as the proceeds from collection is not otherwise constrained as restricted, committed, or assigned. Such receivables in the General Fund are also considered nonspendable
B. Restricted Fund Balance
Fund balance should be reported as restricted for amounts that can only be spent or used for specific purposes, and the constraints placed on the use of resources are either:
1. Externally imposed by creditors, grantors, contributors, or laws and/or regulations of other governments
2. Imposed by law through constitutional provisions
3. Imposed by enabling legislation that is legally enforceable by an external party


a. If the enabling legislation can be changed by the same action of the government’s highest level of authority that established it, the related constraint results in a committed fund balance, not restricted; this is discussed in the Committed Fund Balance section below
Enabling legislation authorizes the government to assess, levy, charge, or otherwise mandate payment of resources from external providers and includes a legally enforceable requirement that those resources be used only for the specific purposes stipulated in the legislation. Legally enforceable means that a government can be compelled by an external party, such as citizens, public interest groups or the judiciary, to use resources created by enabling legislation only for the purposes specified by legislation.
C. Committed Fund Balance
Fund balance should be reported as committed for amounts that can only be used for specific purposes when constraints are placed on the use of resources are either:
1. Imposed by formal action of the government’s highest level of decision-making authority; the highest level of authority for the State of Montana is the Legislature


a. The committing action must be taken prior to year-end, but the amount may be determined in a subsequent period
2. Amounts that cannot be used for any other purpose unless the constraint is changed by an action similar to the action that initially constrained the fund
3. Amounts that are contractual obligations to the extent the existing resources in the fund have been specifically committed for use in satisfying those contractual requirements
In contrast to fund balance that is restricted by enabling legislation (previously discussed), amounts in the committed fund balance classification due to enabling legislation may be used for other purposes with the appropriate due process. For example, if fund balance is set aside for a specific purpose by the Legislature (normally considered enabling legislation), but the constraint and/or purpose originally placed on the funds can be removed or changed by the same group (Legislature in this example) using an action similar to the one that initially constrained the funds, the fund balance classification should be reported as committed rather than restricted.
D. Assigned Fund Balance
Fund balance should be reported as assigned when constraints placed on the resources are:
1. Amounts that are constrained by the government’s intent to be used for a specific purpose and the intent to spend down fund balance to fund the next year’s projected deficit spending if this exists (discussed further under budgetary appropriation below)
2. Neither nonspendable, restricted, nor committed
Intent should be expressed by either the governing body itself or by a body (a budget or finance committee, for example) or official the governing body has delegated such authority toAssignments of fund balance are created by the executive branch (the Governor, Budget Director, or other designee) for the State. The expression of intent does not have to be made prior to year-end as with commitments.
Assigned fund balance should include fund balance in the General Fund intended for a specific use that is narrower than general purpose of the government.
E. Unassigned Fund Balance
This classification represents spendable amounts that have not been restricted, committed, or assigned to a specific purpose within the General Fund; thus, the only fund with a positive unassigned fund balance classification amount is the General Fund.
Unassigned fund balance also includes fund balance deficits in major categories (if any); such reclassification is completed by Department of Administration (DOA) Statewide Accounting Bureau (SAB), and only for Annual Comprehensive Financial Report (ACFR) reporting purposes.
F. Fund Balance Accounts
Governmental fund balance accounts are defined in the Statewide Accounting, Budgeting and Human Resources Systems (SABHRS) as follows:
	Fund Equity Accounts
	

	Account
	Account Name
	Fund or Fund Type 
	Ledger

	4120
	Fund Balance – Nonspendable
	Governmental Funds 
	ACTUALS

	4121
	Fund Balance – Nonspendable: Inventory
	Governmental Funds 
	ACTUALS

	4122
	Fund Balance – Nonspendable: Prepaids
	Governmental Funds 
	ACTUALS

	4123
	Fund Balance – LT Receivables
	Governmental Funds
	ACTUALS

	4125
	Fund Balance – Restricted
	Governmental Funds 
	ACTUALS

	4130
	Fund Balance – Committed
	Governmental Funds 
	ACTUALS

	4135
	Fund Balance – Assigned
	Governmental Funds 
	ACTUALS

	4140
	Fund Balance – Unassigned
	General Fund only 
	ACTUALS



4120: Nonspendable
4121: Inventory
4122: Prepaids
4123: LT Note/Rec
4125: Restricted
4130: Committed
4135: Assigned
4140: Unassigned
G. Encumbrances
Encumbered amounts for specific purposes for which resources already have been restricted, committed, or assigned should not result in a separate display of the encumbered amounts within those classifications. Encumbered amounts should be included within the fund’s original fund balance classification.
H. Budgetary Appropriations
An adopted budget appropriation law generally does not impact the fund balance classification. Budget appropriation laws authorize an agency to spend budgeted revenues of that fiscal year but do not impose constraints on existing fund balances. However, a specific appropriation of existing fund balance to eliminate a projected budgetary deficit included as a budgetary resource in the subsequent year’s budget requires assigned fund balance classification. This assigned amount cannot exceed the projected excess of expected expenditures over expected revenues. Fund balances created as a result of the transfer process, included in an appropriation bill, result in an assignment of fund balance in the related fund because the appropriations bill is not substantive law and does not represent the highest level of decision-making authority for the Legislature.
I. Stabilization Arrangements
Stabilization is used to refer to economic, revenue, budgetary or other similarly intended arrangements. These are amounts that are formally set aside for use in an emergency situation or when revenue shortages or budgetary imbalances arise. The circumstances when these amounts can be used are dictated by controls set by the government and generally determined by statute, ordinances, resolutions, charter, or constitution. Stabilization amounts can only be expended when certain specific circumstances exist.
To be considered a stabilization arrangement for GASB 54 purposes, both of the following must be met:
1. The formal action that imposes parameters for spending should describe specific circumstances under which a need for stabilization arises, and
2. The circumstances should not be expected to occur routinely
Stabilization is considered to be a specific purpose, for the purposes ofwhen classifying fund balance resources, and should be reported as restricted or committed based on the fund criteria previously listed. The 2017 special session Senate Bill 9 providesSection 17-7-130, MCA allows for a Budget Stabilization Reserve Fund. and is considered to be committed fund balance for ACFR reporting purposes. 
J. General Fund-Fund Balance
Statute provides a minimum fund balance amount as follows: Section 17-7-140, MCA, defines minimum ending fund balance and specifies the procedures that must be followed to make expenditure reductions if a projected ending fund balance drops below minimum statutory requirements.
If the Budget Director determines that a deficit exists, statute requires that reductions must be made to assure that the projected ending fund balance is in compliancecompliant with the minimum ending fund balance of General Fund appropriations for the biennium.  Under circumstances when a deficit of this level is projected during a biennium, the Governor may direct reductions from any General Fund expenditure not exempted by Section 17-7-140, MCA, including House Bill (HB) 2 (the State’s main appropriation bill), any other appropriation bills, statutory appropriations, or language appropriations.  Reductions may not exceed 10% of General Fund appropriations for any single “program,” as defined in HB 2.  If a program has more than one appropriation, the reduction for one or more of the appropriations may exceed 10% as long as the reduction for the program as a whole does not exceed 10%.
The Legislative and Judicial branches, the Montana School for the Deaf and Blind, principal and interest on state debt, salaries of elected officials, and public school BASE funding are exempt, statutorily, from reductions. These exemptions shield approximately one-third of General Fund appropriations from reduction.  Of the remaining expenditures, the Governor may not direct executive agencies headed by elected officials or the Board of Regents to reduce their expenditures by more than the average reduction percentage imposed upon all other executive branch agencies. 
K. Default Order for Fund Balance Spending
The State generally segregates restricted, committed, and assigned resources by account within the governmental funds, other than the General Fund. When resources meeting more than one of these spendable classifications are comingled on the State’s accounting system, the assumed order of spending is restricted first, committed second, and finally assigned. Section 17-2-108, MCA State statute requires non-General Fund money to be spent whenever possible, so any related available unassigned balance would be spent last. The remaining balance will be classified by the administering agency, in SABHRS, depending on the order for the fund balance spending.
VI. Proprietary Funds and Government-wide–Net Position
Net position is the difference between (a) assets and deferred outflows of resources and (b) liabilities and deferred inflows of resources using the economic resources measurement focus and full accrual basis of accounting (Actuals Ledger for proprietary funds and Actuals combined with Entitywide Ledger for governmental funds). Proprietary funds include enterprise funds (06xxx-06499) and internal service funds (065xx-06599).
Net position consists of three classifications include:
	Net Position Accounts

	Account
	Account Name
	Fund Types and Appropriate Ledgers

	4101
	Net Position – Unrestricted
	Governmental Funds: ENTITYWIDE Ledger only
Proprietary Funds: ACTUALS Ledger only (CACTUALS for State Fund –BU 62030 only)

	4201
	Net Position – Restricted
	Governmental Funds: ENTITYWIDE Ledger only
Proprietary Funds: ACTUALS Ledger only
Fiduciary Funds: Actuals Ledger

	4202
	Net Position – Permanent Funds
	Governmental Funds: ENTITYWIDE Ledger only
Proprietary Funds: ACTUALS Ledger



1. Net investment in capital assets
2. Restricted
3. Unrestricted
Agencies are not required to make the entries necessary to classify net position among these categories in SABHRS; however, agencies are required to assist SAB in determining the proper classification for ACFR reporting purposes.
A. Net Investment in Capital Assets Classification
This component of net position consists of capital assets (including restricted capital assets) net of accumulated depreciation and related debt. Related debt includes the outstanding balances of any bonds, mortgages, notes, capital lease obligations, or other borrowings that are attributable to the acquisition, construction, or improvement of the related assets. Deferred outflows of resources and deferred inflows of resources that are attributable to the acquisition, construction, or improvements of those assets or related debt also should be included in this component of net position. Any significant unspent debt proceeds or deferred inflows of resources existing at year-end are excluded from the calculation of net investment in capital assets. Rather, that portion of the debt or deferred inflow of resources should be included in the same net position classification as the unspent proceeds, such as restricted for capital projects.
B. Restricted Classification
Net position should be reported as restricted when constraints placed on the net position’s use are either:
1. Externally imposed by creditors (such as through debt covenants), grantors, contributors, or laws and/or regulations of other governments
2. Imposed by law through constitutional provisions
3. Imposed by enabling legislation that is legally enforceable by an external party
Enabling legislation authorizes the government to assess, levy, charge, or otherwise mandate payment of resources from external providers and includes a legally enforceable requirement that those resources be used only for the specific purposes stipulated in the legislation. Legally enforceable means that a government can be compelled by an external party, such as citizens, public interest groups, or the judiciary, to use resources created by enabling legislation only for the purposes specified by legislation.  Note that the definition of restricted is not the same for net position as it is for fund balance.
For ACFR reporting purposes, each net position restriction is to be presented by major category. Restricted net position related to permanent fund principal amounts or permanent endowments or income amounts should be displayed in two additional components – expendable and nonexpendable, according to their specific restrictions. The nonexpendable component represents the portion of equity required to remain intact into perpetuity.
C. Unrestricted Classification
Unrestricted net position consists of net position that does not meet the definition of net investment in capital assets or restricted.
VII. Fiduciary Funds–Net Position
Net position is the difference between (a) assets and deferred outflows of resources and (b) liabilities and deferred inflows of resources using the economic resources measurement focus and full accrual basis of accounting (Actuals Ledger for fiduciary funds). Fiduciary funds include custodial funds (07xxx), investment trust funds (085xx), private purpose trust funds (086xx), and pension trust funds (095xx-09599).
Net position in fiduciary funds (pension trust, investment trust, private purpose trust, and custodial) is reported in one of the four classifications for the ACFR. as shown below.  Agencies are not required to determine classify the four fiduciary funds’ net position beyond classifications noted in section VI net position accounts. as such in SABHRS, as SAB will make this entry for ACFR reporting purposes.
VIII. Fund Closing Designation
Changes to the current closing designation can be submitted using the Form 121 – SABHRS Fund request found under SAB Service Catalog, Other Accounting Requests category in Service Now. A Form 121 must be processed for any fund closing designations changes prior to doing any of the entries necessary to correct a fund’s closing designation to the correct fund balance/net position classification. 
Example:
A state special revenue fund (02xxx) was created with an assigned closing designation. A subsequent review revealed new information that should have been known at the time the fund was created, indicating that the fund should instead have a committed closing designation. The existing balance in account 4135–Fund Balance—Assigned is $100,000, and it must be moved to account 4130–Fund Balance-Committed. (Form 121, as noted above is required to change future closings and Form 135 is also needed for the journal entry below)
	To reclassify fund balance designation per review.

	Fund
	Account
	Account Name 
	Amount

	02xxx
	4135
	Fund Balance—Assigned 
	100,000
	 

	02xxx
	4130
	Fund Balance-Committed
	 
	100,000



IXVIII. Other Fund Balance/Net Position Direct SABHRS Entries
The accounts used for direct entries to a fund balance/net position account are dependent upon a fund’s closing designation; questions related to determining a fund’s current closing designation can be submitted using the Other Accounting/SABHRS Questions Request found in the Other Accounting Requests category of the SAB Service Catalog. For all fund balance/ net position direct SABHRS journal entries, the responsible agency of that fund must complete and submit a Fund Equity Transaction Request (form 135) found in the Other Accounting Requests category of the SAB Service Catalog. Some agencies share funds, where one (or more) agency deposits money and others have the authority to spend monies. See further discussion in MOM-SFSD-POL-SAB 302 – Governmental Accounting Overview. In these cases, the Responsible Business Unit will see system-generated entries at year-end to reflect the flow of resources (cash and remaining fund balances) within individual funds shared by separate agencies. 
Other direct entries to fund balance/net position should only be made in certain circumstances. The accounts used for direct entries to a fund balance/net position account are dependent upon a fund’s closing designation as submitted on Form 121. The closing designation can also be found by generating a trial balance for the fund. For all fund balance/ net position direct SABHRS journal entries, the responsible agency of that fund must complete and submit a Fund Equity Transaction Request (Form 135) found in the Other Accounting Requests category of the SAB Service Catalog. 
Such entries should only be made in the following circumstances (Iinformation on residual fund equity transfers can be found in MOM-SFSD-POL-SAB 345 – Interfund Activities):.
A. Prior Period Adjustment – Correction of Error:
For consideration of direct entries to fund balance / net position for correction of an error, the error must be two or more years old and equal to or greater than the threshold noted below. If the amount is less than the threshold, regardless of the age of the underlying transaction, the journal entry should be recorded to a revenue or expense, as applicable. 
	Fund Balance / Net Position Threshold
	$50,000 (1) 



The prior program year is to be used for all revenue and expense accounts if appropriation or rev/est authority exists or can be obtained. An agency may need to prepare a revenue estimate using the appropriate program year if the error is associated with revenue. For expenses, iappropriation current year authority instead if the original authority has continued and is available for use in the current year, the current program year should be used. If the original authority has expired, Aa $0 budget appropriation can may be established by contactingwith OBPP’s approval, but this should only be used in extenuating circumstances. This will only be done if the adjustment credits expenditures. If appropriation authority does not exist and a $0 appropriation is not approved, any eligible current year authority is to be used instead. 
	Fund Balance / Net Position Threshold
	 $50,000 (1)


(1) If federal special revenue funds are affected, there may be instances where the threshold does not apply. See examples below and contact SAB via ServiceNow using a Case ticket for additional guidance.

An error can be the result of mathematical mistakes, mistakes in the application of accounting principles, or the oversight or misuse of facts that existed at the time the financial statements were issued about conditions that existed as of the financial statement date. Those facts, existing at the time of the financial statements, would be reasonably expected to have been obtained and taken into account to reflect conditions of that period. 
The Form 135 request must include the nature of the error, including which year(s) are impacted, and identify the internal controls that will prevent the error from occurring in the future. This information is necessary for SAB to disclose the error within the ACFR. If the details are insufficient for disclosure, SAB may require additional review or return the form until sufficient details are provided.
1. Correction of an error from a previous period that is equal to or over $50,000 and occurred at least two fiscal years prior to the current fiscal year. 

Examples:
a) Agency receives a check in 2025 for an overpayment of an invoice from 2023 for $50,000. In this example, a program year is not required since only balance sheet accounts are used.
	To record refunded cash from an overpayment in FY2025 for a FY2023 transaction

	Fund
	Account
	Account Name 
	Pgm Year
	Amount

	01100
	1104
	Cash in Bank
	N/A
	50,000
	 

	01100
	4140
	Fund Balance - Unassigned
	N/A
	 
	50,000

	
	
	
	
	



b. Agency receives a check in 2025 for an overpayment of an invoice from 2023 for $49,999. In this example, the agency  must use program year 2023 and budget period 2025. If authority does not exist for program year 2023 and budget period 2025, the agency must submit a BCD to OBPP to request the $0 reverted appropriation. The exception to this requirement is when the appropriation is continuing from 2023 through 2025.  In that case, the agency can use the current year appropriation. current year authority and subclasses 
	

	
	
	
	

	
	
	
	
	

	
	
	
	
	


	To record refunded cash from an overpayment in FY2025 for a FY2023 transaction

	Fund
	Account
	Account Name 
	Pgm Year
	Amount

	01100
	1104
	Cash in Bank
	N/A
	49,999
	 

	01100
	62XXX
	Expense Account
	2023*
	 
	49,999


*Assume instead that the original authority in this example is continuing and is still available; program year 2025  must be used. 

2. Corrections related to the previous fiscal year are made to the related revenue/expense account (using the previous year’s program year) rather than to a fund balance/net position account

Example:
a) Assume the same as 1.a. above, except that the overpayment occurred in FY2024 instead of FY2023. In this situation, the transaction is recorded as an expenditure abatement (using a program year of 2024, if available) rather than a direct entry to fund balance. If  authority does not exist for program year 2024 and budget period 2025, submit a BCD to OBPP to request a $0 reverted appropriation. The exception to this requirement is when the appropriation is continuing from 2024 through 2025.  In that case, the agency can use the current year appropriation. 
	To record refunded cash from an overpayment in FY2025 for a FY2024

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	01100
	1104
	Cash in Bank
	N/A
	50,000
	 

	01100
	62xxx
	Expense account 
	2024
	 
	50,000


3. Correction of an error related to misuse of facts:

a) $150,000 was accrued in the previous year, calculated assuming that $30,000 would be collected in each of the next 5 years, but MCA changed two years ago to only allow collections for 3 years. 
	To record correction to A/R for $60,000 over-accrual 
(Actuals Ledger)

	Fund
	Account
	Account Name 
	Amount

	01100
	2516
	Unavailable inflows of resources
	60,000
	 

	01100
	1203A
	Accounts Receivable -external
	 
	60,000

	To record correction to A/R for $60,000 over-accrual 
(Entitywide Ledger)

	Fund
	Account
	Account Name 
	Amount

	01100
	4140
	Fund Balance
	60,000
	 

	01100
	2516
	Unavailable inflow of resources 
	 
	60,000


4. Correction of an error related to Federal Special Revenue funds:. There are times when agencies may want the revenues and expenditures to reflect the true grant activity in order to produce federal reports (such as SF 425’s). 
Examples: 
a. Assume a subrecipient was issued a $10,000 payment in 2023 to upgrade their stock water tanks to prevent over-grazing. As part of the agreement, the landowner will provide access to hunters. The grant was closed in 2024. In 2025, the landowner decides not to participate and returns the funding. The original payment was $2,000 from a SSRF and $8,000 was paid using a FSRF. The federal portion needs to be returned to the agency, and a SF 425 needs to be prepared to show financial activity.

	To record refunded cash from a subrecipient in FY2025 for a FY2023 expenditure.

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	03xxx
	1104
	Cash in Bank
	N/A
	8,000
	 

	02xxx
	1104
	Cash in Bank
	N/A
	 2,000
	

	03xxx
	66xxx
	Expenditure
	2023
	
	8,000

	02xxx
	66xxx
	Expenditure
	2023
	
	2,000


	To repay the federal partner for their share of the refunded amount. 

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	03xxx
	59xxxx
	Federal Revenue
	2023
	8,000
	 

	03xxx
	1104/2508
	Cash/Due to Federal Govn’t 
	2023
	 
	8,000




These entries will allow the revenues and expenditures within the FSRF to match the actual results. If authority does not exist for program year 2023 and budget period 2025, submit a BCD to OBPP to request a $0 reverted appropriation. 



b. Same as the example listed above, but instead assume that the entire amount was federal and that the grant does not have to be opened up for a correct SF 425. 
	To record refunded cash from a subrecipient in FY2025 for a FY2023 expenditure.

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	03xxx
	1104
	Cash in Bank
	N/A
	10,000
	 

	03xxx
	2508
	Due to Federal Govn’t
	N/A
	
	10,000



	To repay the federal partner for the refunded amount. 

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	03xxx
	2508
	Due to Federal Govn’t
	N/A
	10,000
	 

	03xxx
	1104
	Cash in Bank
	N/A
	 
	10,000




c. Assume a federal grant was awarded to an agency and the grant was fully expended in 2022. In FY 2025, the program was audited and found $75,000 of expenditures that were not eligible to be charged to the grant.  
	To move expenditures originally charged to a FSRF in FY2022 to a state source.

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	01100
	4140
	Fund Balance - Unassigned
	N/A
	75,000
	 

	01100
	1104
	Cash in Bank
	N/A
	
	75,000

	03xxx
	1104
	Cash in Bank
	N/A
	75,000
	 

	03xxx
	2508
	Due to Federal Govn’t
	N/A
	
	75,000


	To repay the federal partner for ineligible grant costs. 

	Fund
	Account
	Account Name 
	Pgm Year 
	Amount

	03xxx
	2508
	Due to Federal Govn’t
	N/A
	75,000
	 

	03xxx
	1104
	Cash in Bank
	N/A
	 
	75,000




b) 
	
	
	
	
	


B. Change in Accounting Estimate 

Accounting estimates are amounts subject to measurement uncertainty that are recognized or disclosed in the financial statements. They are outputs determined based on inputs such as data, assumptions, and measurement methodologies. A change in accounting estimate occurs when inputs change, such as a change in circumstances, new information, or more experience. A change in accounting estimate requires prospective change, meaning the change is recognized in the reporting period in which the change occurs, not restating information related to prior periods. Therefore, no adjustment to fund equity is required. However, since this information is required to be reported in the ACFR, please notify SAB via a Case in Service Now. 
1. 
a. 
When preparing the Service Now Case, include information to justify why the measurement methodology is preferable to the measurement methodology used before the change. This information is necessary for SAB to disclose the change within the ACFR. If the details are insufficient for disclosure, SAB may require additional review or return the form until sufficient details are provided.
Note the following examples: 
Example 1: A change in the method used to depreciate capital assets and a change in the valuation technique used to measure fair value are examples of changes in accounting estimates resulting from changes in measurement methodologies, provided that the new method or technique is preferable.

Example 2: Assume that a B-Accrual was established in FY 2024 based on a contract value of $30,000, as the actual invoice was not received prior to the books closing. In December, the vendor sent the invoice for services provided in June for $40,000, but the program forgot to send the amendment to accounting.  Since the State should have known about the amendment, but used incomplete information, this is not a change in estimate. Instead, it should be treated as an error, as discussed in IX(A) above. 


Example 3: An agency collects tax revenue, and a portion of those amounts is considered uncollectible. The agency uses 3 years of history to determine the uncollectible amount, but in reviewing collections over the last few years, it has determined that more payments are coming in after the 3 year time frame, and 5 years should be used instead. This is not an error correction, but instead a change in the inputs/assumptions used to calculate the allowance for doubtful accounts. Assume that the allowance for doubtful accounts is overstated. Since the change will be recorded prospectively, the bad debt write off is recognized in the current period and the following entry should be done:

(Information on setting up an allowance for uncollectible accounts can be found in MOM-SFSD-POL-SAB 320 – Revenue Receivables Debt)
	To record a decrease in allowance for uncollectible amounts
Actuals Ledger

	Fund
	Account
	Account Name 
	Amount

	01100
	121x
	Allowance for uncollectible 
	100,000
	 

	01100
	5103xx*
	Property Tax Revenue *
	 
	100,000


* Note that the credit in this example may change depending on the type of transaction. For derived taxes and nonexchange revenues, the change in allowance will reduce associated revenues. If the example were for a loan allowance, there would be no revenue to reduce, and 62816 Bad Debt Write-Off, would be used instead.

C. 



	

	
	
	
	

	
	
	
	
	

	
	
	
	
	



D. GASB 54 adjustments – inventory/prepaids:

Entries are required at each fiscal year-end to balance inventory and prepaid expense balances (governmental funds only) in the respective fund balance accounts. 


Account 4121–Fund Balance—Inventory must have a credit balance equal to the sum of the debit balances in all inventory accounts.
Account 4122–Fund Balance—Prepaid must have a credit balance equal to the sum of the debit balances in all prepaid expense accounts.
When determining an adjustment amount, keep in mind that there may be existing balances in these accounts. 
Example: Actuals Ledger trial balance at fiscal year-end. Assume the transaction occurred in an 02xxx fund with a committed closing designation.
	Account
	Account Description
	Balance

	1104
	Cash
	10,000

	1802
	Merchandise Inventory
	6,000

	1905
	Prepaid Expense
	2,500

	2101
	Accounts Payable
	(3,500)

	4121
	Fund Balance–Inventory
	(5,000)

	4130
	Fund Balance–Committed
	(10,000)


In this scenario, the manual fund balance adjusting entry is (Actuals Ledger):
· The Merchandise inventory balance is $6,000 and the Fund Balance – Inventory account is recorded at $5,000 currently. A credit entry of $1,000 is required for account 4121 to balance to account 1802.
· The Prepaid Expense balance is $2,500 and there is no Fund Balance – Prepaid recorded. A credit entry of $2,500 is required for account 4122 to balance to account 1905.
	In this scenario, the manual fund balance adjusting entry is (Actuals Ledger):

	Fund
	Account
	Account Name 
	Amount

	02xxx
	4130
	Fund Balance - Committed
	3,500
	 

	02xxx
	4121
	Fund Balance-Inventory
	 
	1,000

	02xxx
	4122
	Fund Balance-Prepaid 
	
	 2,500

	
	
	
	
	


Prior to making this entry, ensure that all prepaid expense accounts and inventory accounts are reconciled before performing the fund balance entry.
E. Change GAAP or Implement NEW GASB:
[bookmark: _Hlk167087246]Agencies are required to contact SAB for any accounting changes under this section by submitting Form 135 – Fund Equity Transaction in Service Now.
For fund balance / net position, direct SABHRS journal entries related to changes in accounting principles. 
1. A change from one generally accepted accounting principle to another generally accepted accounting principle that is justified on the basis that the newly adopted accounting principle is preferable to the accounting principle applied before the change or,
2. The implementation of new authoritative accounting or financial reporting pronouncements
3. These adjustments require retroactive reporting (extending in scope or effect to a prior time or to conditions that existed or originated in the past).


3. Correction of an error from a previous period that occurred at least two fiscal years prior to the current fiscal year, except for nonbudgeted/noncash account related corrections made primarily for financial reporting purposes such as those associated with pensions and other post-employment benefits (OPEB)


b. Example: in FY2022, a correcting an error recorded in FY2020
c. Corrections related to the previous fiscal year are made to the related revenue/expense account (using the previous year’s program year) rather than to a fund balance/net position account
4. Entries necessary to correct a fund’s closing designation to the correct fund balance/net position classification


b. Example:


c. A state special revenue fund (02xxx) was created with an assigned closing designation
d. After further review, the responsible agency determined that the fund should instead have a committed closing designation
i. The existing balance in account 4135–Fund Balance—Assigned must be moved to account 4130–Fund Balance-Committed
5. Entries to balance inventory and prepaid expense balances (governmental funds only) in the respective nonspendable fund balance accounts


b. These entries are required each fiscal year-end; more detail can be found in MOM-SFSD-POL-SAB 375–Fiscal Year-end
c. Example:


i. A federal special revenue fund (03xxx) has an inventory balance of $1,000 at fiscal year-end
ii. The balance in account 4121–Fund Balance—Inventory must equal $1,000; the offset is to the fund’s closing designation account (account 4125–Fund Balance—Restricted in this example)
6. Change in accounting principle or a change in the application of an accounting principle
7. Change in accounting estimate or a change in allocation/distribution methodology
8. Retroactive change mandated by GASB in conjunction with the implementation of a new pronouncement
A. Example Error Correction Entry
Assume a federal special revenue fund purchased five computers in FY2020 and recorded an expenditure for the entire amount. However, only four computers were received. The error was not discovered until FY2022 when a refund was requested and received. In this situation, the expenditure cannot be abated because the expenditure was not initially recorded in either FY2022 or FY2021, thus a direct entry to fund balance should be recorded to account for this correction.
	To record the receipt of the refunded cash in FY2022 for FY2020 expenditure

	Debit
	1104
	Cash in Bank
	5,000

	Credit
	41251
	Fund Balance - Restricted
	5,000

	1Account 4125 was used because all federal special revenue funds (03xxx) have a restricted closing destination. However, other funds may have a different closing designation.


Assume the same as above, except that the initial purchase occurred in FY2021 rather than FY2020. In this situation, the transaction is recorded as an expenditure abatement (using a program year of 2021) rather than a direct entry to fund balance.
	To record the receipt of the refunded cash in FY2022 for FY2021 expenditure

	Debit
	1104
	Cash in Bank
	5,000

	Credit
	62743
	Multi-user computers & terminals
	5,000


IX. Appendix A
The decision tree found in Appendix A may be of assistance in determining the appropriate fund balance classification for governmental funds.
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