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Agency funds are used to account for the assets collected and held by the state as an agent for 
entities other than the state. Additionally, and more commonly, agency funds have been used by 
the state, acting in the capacity of a collection agent, as clearing accounts to record comingled 
cash received from tax payers and other remitters that require analysis, apportionment and 
distribution. These cash receipt are held briefly pending determination of ownership. Distributions 
are then made to individuals, local governments and other state funds. For external financial 
reporting purposes, the State must comply with the GASB requirement that only assets belonging 
to parties other than the State remain in Agency Funds at the end of the reporting period. 

During the FY16 CAFR audit, it was noted that many Agency Funds contained sizable balances 
and a large portion of the assets belong to the State. By allowing State balances to remain in 
Agency Funds, the state agency, by an error of omission, classified these funds as fiduciary, 
this misclassification carried into the State Comprehensive Annual Financial Report (CAFR) and 
resulted in an audit finding. Agencies are divisions of the State, retaining money in Agency 
Funds that belong to other state entities at the close of the fiscal year violates the GASB 
requirement that only assets held for others be reported in Agency Funds.  
 
Recognizing that a state agency is a division of the primary government, Agency Funds should 
not contain assets belonging to the State when preparing external financial statements.  Instead 
assets belonging to the State must be reported in the governmental fund in which the collections 
are to be sent. All business units using Agency funds must ensure compliance with the GASB 
requirement that only assets held for others (defined as entities outside of the primary 
government) are reported in Agency Fund at year-end.   
 
For fiscal year 2017, the State adopted a policy that required Business Units to review Agency 
Fund balances and transfer balances belonging to the primary government (that is the State) to 
the appropriate governmental fund.  Additionally, for movements occurring after the end of the 
fiscal year, but linked to cash received prior to July 1 the entry was to include an inferred impact 
of claims against the state investment pool.  
 
Specifically, and with respect to Agency Funds the following practice shall be implemented:   

• If cash has been received in an Agency Fund prior to July 1 (deemed the transaction 
between primary outside parties), but ownership and distribution needed to be 
determined and determination occurs within a reasonable amount of time, i.e. normally 
within 60 days, an OPR shall be prepared that decreases (debits) a liability account in 
the Agency Fund and credits a revenue account in the governmental fund.  This entry 
will clear both the liability and reduce the claim on the SGFIP in the Agency Fund and 
place a like amount in the proper governmental fund compliant with GASB.   

Comment: Cash was received by the state prior to the end of the fiscal year, however 
proper ownership was not determined until after the fiscal year had ended. If the State 
received the cash prior to July 1, it must be recorded in the proper governmental fund 
prior to closing the books.  In the transaction above, the business unit stewarding the 
Agency Fund is the state and the date of cash receipt is the date of the economic event.   

Other Required Agency Fund Distributions  

• Remittances received in Agency Funds after June 30, but which based on GASB 
revenue recognition guidance are deemed to be attributable to the prior fiscal year event 
will be recorded initially as a receivable and a liability in the Agency Fund.  Upon 



ACCOUNTING POLICY STATEMENT FOUR – CUSTODIAL FUNDS 

Reviewed 23 March 2018 
 

determination of the portion of the remittance belonging to a State governmental fund an 
entry to transfer the appropriate balance shall be made by the Business Unit stewarding 
the Agency Fund.  The entry should reduce the receivable/asset and liability on the 
Agency Fund’s books and place the same amount on the governmental fund’s books as 
a receivable and revenue. A combined two business unit OPR should be processed by 
the business unit stewarding the Agency Fund to accomplish this.  This accounting 
process would be applicable to tax receipts received up to 60 after fiscal year that are 
associated with prior fiscal year assessments. 
 

• If the Agency Fund contains receivables that have an offsetting allowance these 
balances should be analyzed and both the applicable share of receivable and offsetting 
allowance belonging to the State should be moved from the Agency Fund and recorded 
in applicable the governmental fund.  At the beginning of the next fiscal year the entry 
should be reversed and placed back in the Agency Fund for proper monitoring. 

 

This change was implemented with the FY17 published financial statements. 
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