
FOR COUNCIL MEETING OF MAY 17, 2011 

COUNCIL AGENDA REPORT 
May 17,2011 

TO: City Council 

FROM: City Manager 
Prepared by: Director of Administrative Services 

SUBJECT: GOVERNMENTAL ACCOUNTING STANDARDS BOARD 
STATEMENT NO. 54 

RECOMMENDATION: 

That the City Council adopt a resolution adopting Governmental Accounting Standards 
Board Statement No. 54 that incorporates a Fund Balance Policy including a General 
Fund Prudent Reserve and authorizes the Director of Administrative Services to 
implement the Fund Balance Policy. 

BACKGROUND: 

The Governmental Accounting Standards Board (GASB) is the authoritative body that 
sets accounting principles for governmental entities. GASB pronouncements comprise 
the majority of generally accepted accounting principles (GAAP) for governmental 
entities. 

In February 2009, the GASB issued GASB Statement No. 54, Fund Balance Reporting 
and Governmental Fund Type Definitions (Statement 54). Statement 54 is designed to 
modify fund balance reporting in governmental funds. Fund balance refers to the 
difference between assets (what is owned) and liabilities (what is owed) in the 
governmental funds balance sheet. Users examine fund balance information to identify 
the available resources of the government entity. Statement 54 also requires 
documenting and gaining City Council approval on certain financial policies. 

DISCUSSION: 

GASB released Statement 54 in an effort to improve comparability, increase 
transparency, and improve the usefulness of governmental fund balance information. 
Statement 54 establishes a hierarchy of classifications for fund balance based on the 
extent to which the government is bound to honor constraints placed on how funds can 
be spent. GASB only applies to reporting of governmental funds and does not impact 
Enterprise, Internal Service, or Fiduciary Funds. The effective date of GASB Statement 
54 reporting is for the fiscal year ending June 30, 2011. 
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Fund Balance Classifications 

Prior to Statement 54, fund balances were classified into three separate components: 
(1) Reserved; (2) Designated; and (3) Undesignated. There are important limitations on 
the purpose for which all or a portion of the resources of a fund can be used. The force 
of these limitations can vary significantly depending on their source. The various 
components of the new fund balance reporting standard are designed to indicate the 
extent to which the City is bound by these limitations placed upon the resources. 

Statement 54 defines five new components of fund balance that will replace the existing 
three components. However, a governmental agency does not need to use all of the 
classifications provided. The new components are: Non-spendable Fund Balance, 
Restricted Fund Balance, Committed Fund Balance, Assigned Fund Balance and 
Unassigned Fund Balance. See the Fund Balance Policy in Exhibit A of the resolution 
for the new component definitions. 

A chart depicting the old components and the new components is as follows: 

PAST PRACTICE 
. ELIMINATED CLASSlFICA TIONS 

NEWGASB54 
ClASSIFICATIONS 

i Restricted -----------_._---_._-------------------------------------_._--_. ------+----------- ----------._-----_._-----------_._-----------_._------------._------_.--------
Reserved 

Committed 
Unreserved and Designated f-------------------------------------------------------------------------------------------

: 
: 

---- ---------------------.--- ----------------------------t---

Unreserved and Undesignated i 
Assigned 

Unassigned 

Another aspect of GASB 54 deals with the new definition of fund type, for example: 

Comparison of Past Practice and GASB 54 Fund Balance Types 

A. General Fund 
• Past Practice Definition - The General Fund is used to account for all 

financial resources not accounted for in another fund. 
• GASB 54 Definition - Same 

B. Special Revenue Funds 
• Past Practice Definition - Special Revenue Funds account for proceeds of 

specific revenue sources that are legally restricted to expenditure for specified 
purposes. 

• GASB 54 Definition - Special Revenue Funds are used to account for and 
report the proceeds of specific revenue sources that are restricted or 
committed to expenditure for specified purposes other than debt service or 
capital projects. The term "proceeds of specific revenue sources" establishes 
that one or more specific restricted or committed revenues should be the 
foundation for a special revenue fund. 
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C. Capital Projects 
• Past Practice Definition - Capital Project Funds account for financial 

resources to be used for the acquisition or construction of major capital 
fa ci I ities. 

• GASB 54 Definition - Capital Project Funds account for financial resources 
that are restricted, committed, or assigned to expenditure for capital outlays, 
including the acquisition or construction of capital facilities and other capital 
assets. Capital Project Funds exclude those types of capital related outflows 
financed by proprietary funds, or for assets that will be held in trust for 
individuals, private organizations, or other governments. 

D. Debt Service 
• Past Practice Definition - Debt Service Funds account for the accumulation of 

resources for, and the payment of, general long-term debt principal and 
interest. 

• GASB 54 Definition - Debt Service Funds are used to account for and report 
financial resources that are restricted, committed, or assigned to expenditure 
for principal and interest. 

Stabilization Arrangements 

Statement 54 sets out specific guidelines for revenue stabilization funds, prudent 
reserves, working capital, emergency reserves, contingencies, or similarly titled 
purposes. For purposes of this staff report, these titles will be referred to as "prudent 
reserves." The General Fund Prudent Reserve plan, i.e., Stabilization Reserve Policy 
must be adopted by City Council for the fund amount to be included in the committed 
fund balance category. 

Stabilization reserve funds are reserve funds that are set aside and can only be 
expended when certain specific circumstances exist. The Stabilization policy needs to 
specifically define when the reserves may be used and specify a situation that cannot 
be expected to occur routinely. For example, identifying funds to be used "in an 
emergency" does not sufficiently detail the circumstance or condition that must be met 
for the reserves to be considered committed. To commit these funds, the City needs to 
be more specific in defining an emergency. For example, "budgeted revenue taken 
over by another governmental entity," i.e., the State termination of Redevelopment 
Agencies would qualify as an emergency. 

Statement 54 specifically prohibits stabilization amounts being classified as assigned. 
Stabilization reserves that do not meet this criteria must be shown as unassigned fund 
balance. Exhibit A - Attachment 1 of the resolution provides the General Prudent 
Reserve or Stabilization Reserve that satisfies Statement 54. 
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Fiscal Considerations: 
There is no direct fiscal impact of implementing Statement 54. The amounts reported 
as the total fund balance in any given fund are not altered. Only the reporting of the 
individual components that make up the total fund balance is changed. If the Fund 
Balance Policy is adopted, the 2010-11 audit and financial reporting will be structured 
with the implementation of the Statement 54. These new classifications are required to 
be used on external formal reporting requirements. 

Impact to the Community: 
Statement 54 brings forward a more detailed explanation of the fund balance in public 
agencies thereby aiding in the transparency of public financial reporting. 

RENE M. VISE 
Director of Administrative Services 


