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Finance 101

Understanding Fund Balance

A common misconception is that fund balance is a cash account, and 
therefore corresponds to a government’s bank balance.

 The difference between assets and liabilities is equity. In governmental 
accounting, this equity is called fund balance.

 Assets (things we own); and

 Liabilities (amounts we owe others):

• What is fund balance?
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Fund balance is intended to serve as a measure of the financial resources 
available in a governmental fund.

 It’s the measure of financial health of an individual fund.

 It's essential that governments maintain adequate levels of fund balance to 
mitigate current and future risks and to ensure stable tax rates.

 Credit rating agencies monitor levels of unrestricted fund balance in a 
government’s general fund to evaluate a government’s creditworthiness.

• Fund balance = Measure of  Financial Resources

Maybe – but not necessarily

 Fund balance is reported based on how constrained it is; the categories are:

 Restricted (external legal restrictions) = Stabilization by State Statute, 
Powell Bill, Grant Funds

 Assigned (internally; less formally) = Capital Projects, Storm Damage 
Prevention Fund

 Unassigned = Available reserve funds which may be used to spend in 
the next budget year.

• Is fund balance available to be spent as 
the governing body sees fit?
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• Fund balance reported on Balance Sheet 
of  audited financial statements.

Available funds

• Available fund balance percentage 
calculation comes from the Balance 
Sheet.

• Unassigned fund balance $3,115,697

• Total Expenditures $14,534,747

• $3,115,697 $14,534,747 = 21%
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Providing fund balance estimates during a fiscal year is tricky since budgeted 
revenues are not received immediately.

 Property taxes are generally the single largest revenue source, but the tax 
revenue comes in at the end of the calendar year, rather than at the beginning 
of the fiscal year.  Cash from the fund balance reserves are usually needed to 
pay expenditures until the tax revenues are received.  Fund balance 
estimates will come in low until the bulk of the property tax revenues are 
recognized.

 A monthly Budget v Actual report is utilized to monitor actual revenues and 
expenditures as compared to the annual budget.  This helps to determine if 
revenues and expenditures are over or under budget and to estimate the 
current fund balance reserve. 

• Estimating fund balance during a fiscal year.
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• Key take-aways.

Fund Balance is not a separate cash account and does not directly correlate 
with the cash in the Town's checking or investment accounts.

Fund Balance = Cash Available to spend. It’s money remaining at the end of  
one fiscal year that may be appropriated to finance expenditures in the next 
year’s budget.

Not all available fund balance must be appropriated - only that which is 
required to balance the budget. The remaining money serves as cash reserves 
of  the Town, to be used to aid in cash flow during the fiscal year.

Any questions


