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In addition to dealing

primarily with the 

components that should

be used to report fund

balance, GASB

Statement No. 54 also

offers guidance on the

appropriate use of the

different governmental

fund types.

In February 2009, the Governmental
Accounting Standards Board (GASB)
issued GASB Statement No.54,Fund

Balance Reporting and Governmental
Fund Type Definitions. The new GASB
standard deals primarily with the com-
ponents that should be used to report
fund balance (see “Fund Balance: New
and Improved” in this issue of
Government Finance Review). It also
offers guidance on the appropriate use
of the different governmental fund types.
This article will focus specifically on
the latter guidance as it relates to special 
revenue funds and capital projects funds.

SPECIAL REVENUE FUNDS

Current authoritative standards state
that special revenue funds may be used
“to account for the proceeds of specific
revenue sources (other than trusts for
individuals, private organizations, or
other governments or for major capital
projects) that are legally restricted to
expenditure for specified purposes”
(emphasis added). The application of
this definition has raised three impor-
tant issues in practice:

■ First, the definition speaks of specific
revenue sources. However, govern-
ments frequently have used the spe-
cial revenue fund type to account
for resources that are not the prod-
uct of a particular revenue source
(e.g., available resources “ear-
marked” for a particular purpose).

■ Second, the definition speaks of the
need for resources to be legally

restricted.There has been much
debate about whether only externally
enforceable restrictions qualify for
this purpose.

■ Third, some governments have used
special revenue funds to account for
stabilization arrangements (i.e.,
“rainy day funds”or “contingency
funds”). Some have argued that this
practice violates the definition of a
special revenue fund because
expenditure is limited to specified
circumstances rather than specified
purposes.

GASB Statement No. 54 replaces the
current definition of special revenue
funds with the following revised version:
“Special revenue funds are used to
account for and report the proceeds of
specific revenue sources that are restrict-
ed or committed to expenditure for
specified purposes other than debt serv-
ice or capital projects.” The new defini-
tion, and the explanations that accom-
pany it, definitely resolve each of the
three issues just mentioned,as follows:

■ The foundation of each special rev-
enue fund must be one or more spe-
cific revenue sources.Additional
resources can be added to the fund
to supplement those revenues, but
only if the foundational revenue
source(s) remain(s) a substantial
portion of fund inflows.1

■ The new definition clarifies that the
use of a special revenue fund is
appropriate, not just for externally
enforceable restrictions, but also for
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certain self-imposed limitations (i.e.,
committed resources = limitations
imposed by the highest level of 
decision making of the government,
typically the governing body, that
remain in force unless removed 
in essentially the same manner).

■ A stabilization arrangement does,
in fact, meet the test of being limited 
to a specific purpose (i.e., circum-
stances = purpose). Nonetheless,
stabilization arrangements probably
most often will not qualify for 
reporting in special revenue funds
for other reasons (e.g., lack of a 
specified revenue source).

CAPITAL PROJECTS FUNDS

Current authoritative standards state
that capital projects funds are properly
used “to account for financial resources

to be used for the acquisition or con-
struction of major capital facilities
(other than those financed by propri-
etary funds or in trust funds for individ-
uals, private organizations, or other gov-
ernments).”While that definition speaks
specifically of the “acquisition or con-
struction of major facilities” (emphasis
added), in practice, governments com-
monly have used capital projects funds
for the acquisition of capital assets
other than facilities (e.g., fire trucks).

During the due process leading to
GASB Statement No.54,some suggested
that the use of capital projects funds
needed to be “tightened up” to exclude
the acquisition of capital assets not
associated with a facility. Instead, GASB
Statement No. 54 replaces the current
definition with a new one that will
expressly permit the broader use of the

fund type now found in practice:
“Capital projects funds are used to
account for and report financial
resources that are restricted, commit-
ted, or assigned to expenditure for cap-
ital outlays including the acquisition or
construction of capital facilities and
other capital assets.”

EFFECTIVE DATE

Governments will be required to imple-
ment GASB Statement No.54 starting with
the fiscal period that ends June 30, 2011.
Earlier application is encouraged. ❙

Note

1.Or a substantial portion of fund balance, in the
case of revolving loan programs.
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