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Capital Projects Fundp j
Definition:
– Capital Projects Funds are used to account– Capital Projects Funds are used to account 

for financial resources to be used for the 
construction or acquisition of capital facilities 
and equipment purchases financed in whole 
or in part from the proceeds of obligations, 
with additional funding from Federal Statewith additional funding from Federal, State 
and local sources.

2



Capital Projects Fund – General 
InformationInformation

• The Capital Projects Fund is similar to  the 
Special Aid Fund in that it is not one fundSpecial Aid Fund in that it is not one fund, 
but the summary of many individual capital 
projects funds Separate accounting byprojects funds.  Separate accounting by 
individual capital projects is required.
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C it l P j t F dCapital Projects Fund –
Establishing a New ProjectEstablishing a New Project

• When a new capital project is approved, the 
project’s budget should be recorded. Forproject s budget should be recorded. For 
example:

H510-Estimated Revenues    500,000
H5710-Serial Bonds 400,000
H5031-Interfund Transfers 100,000

H960-Appropriations 500,000
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H1620.293-General Const. 500,000



Capital Projects FundCapital Projects Fund –
Establishing a New Projectg j

After the project is approved, contracts with construction 
companies will normally be let.  Once the contract is 
approved an encumbrance should be recordedapproved, an encumbrance should be recorded.

The entry would be:
H521 EncumbranceH521-Encumbrance
Hxxxx.x –Individual Exp.

H821-Reserve for Encumbrances

If change orders to the contract are approved, then the 
encumbrance should be increased or decreased accordingly.
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C it l P j t F dCapital Projects Fund -
RetainagesRetainages

• To guarantee that the work will be completed 
satisfactorily districts withhold paying a portionsatisfactorily, districts withhold paying a portion 
of each invoice (normally 5%) until they are 
satisfied that the work is complete.  The portion p p
that is not paid current is called a Retained 
Percentage, Contracts Payable or Retainages
for short.  

• These are recorded and then adjusted with each 
t
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payment.



C it l P j t F dCapital Projects Fund -
RetainagesRetainages

• Example: Invoice #1 is received that shows that $50,000 worth of 
work has been completed on a $70,000 contract. The retainage is 
5% (50 000 5% 2 500)5% (50,000 x 5%=2,500)

The entry would be:
H522/_ _ _ _._ Expenditures $50,000

H600-Accounts Payable $47,500
H605-Retainages $  2,500

Note that the encumbrance would also be reduced:Note that the encumbrance would also be reduced:
H821-Reserve for Encumbrances $50,000

H521-Encumbrances $50,000
H E dit $50 000
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H_ _ _ _._-Expenditures $50,000



C it l P j t F dCapital Projects Fund –
RetainagesRetainages

• Assume that Invoice #2 is received and it is for $10,000.  
The balance in H605-Retainage should now be $3,000:

I i #1 $50 000 5% $2 500Invoice #1 - $50,000 x 5% = $2,500
Invoice #2 - $10,000 x 5% = $  500

$3,000
The entry would be:
H522/_ _ _ _._ Expenditures $10,000

H600-Accounts Payable $9,500
H605-Retainages $   500

H821-Reserve for Encumbrances $10,000
H521-Encumbrances $10,000
H -Expenditures $10 000
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H_ _ _ _._ Expenditures $10,000



Capital Projects Fund-Bond Anticipation 
Notes (BANs) Liabilities( )

• Short-term debt related to capital projects is recorded in 
the fund.  Bond Anticipation Notes (BANs) are generally 
borrowings for 365 days or lessborrowings for 365 days or less.

When a BAN is issued:
H200-Cash

H626-Bond Anticipation Notes Payable

While BANs are usually one year debt instruments, they 
can be renewed for five years (with annual reductions in 
principal)
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Capital Projects Fund-Bond 
Anticipation Notes (BANs) Liabilitiesp ( )

• What is more difficult to record is when one BAN 
is renewed and another BAN is issued at the 
same time.

• For example: 
• In year 1 issue a Bus BAN #1 for $300 000 with• In year 1 issue a Bus BAN #1 for $300,000 with 

ABC Bank.  
• In year 2 pay $60,000 off on the BAN #1 and y y

renew the balance. Also in year 2 issue Bus 
BAN #2 for $400,000.  New BANs are with XYZ 
Bank.
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Capital Projects Fund - BANsp j
• On the date of the sale of the new BANs, the 

district will owe the full amount of BAN #1district will owe the full amount of BAN #1 
(300,000) plus interest ($9,000) to ABC Bank.  
They also will receive $640,000 ($240,000 + 
$400 000) from the proceeds of issuing the new$400,000) from the proceeds of issuing the new 
BANs from XYZ Bank.

• The money from the new BANs will normallyThe money from the new BANs will normally 
with go into the General Fund and then a wire 
will need to go out of the General Fund to pay off 
th i i l BAN #1
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the original BAN #1.



Capital Projects Fund – BANs
T d $60 000 i i l & $9 000 i BAN #1To record $60,000 principal & $9,000 interest payment on BAN #1:
A522/9732.6-Bus BAN Principal (*) $240,000
A522/9732.6-Bus BAN Principal $  60,000
A522/9732 7-Bus BAN Interest $ 9 000A522/9732.7-Bus BAN Interest  $    9,000

A200-Cash $309,000
H626-BANs Payable $  60,000

H980/5731-BANS Redeemed $  60,000
To record $640,000 in new BAN proceeds:
A200-Cash $640,000

A630-Due to Other Funds $400,000
A522/9732 6 B s BAN Principal (*) $240 000A522/9732.6-Bus BAN Principal (*) $240,000

H391-Due from Other Funds $400,000
H626-BANs Payable $400,000

(*)- Nets to zero.
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( ) Nets to zero.



Capital Projects Fund – Serial 
BondsBonds

• BANs are normally issued until the actual 
total cost of the project is determined Attotal cost of the project is determined.  At 
that time, the BANs are converted to long-
term debt as Serial Bonds. As Serialterm debt as Serial Bonds.  As Serial 
Bonds are long-term, the liability is not 
recorded in the Capital Projects Fund, but 
is recorded in the Non-Current 
Governmental Liabilities Supplemental 
S h d l
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Schedule.



Capital Projects Fund – Serial 
B dBonds

• Assume a serial bond for $10,000,000 was 
issued and there are outstanding BANs of 
$$3,000,000.  The proceeds are deposited into 
the Capital Projects cash account.

The entry would be:

H200-Cash    7,000,000
H626-BANS Payable 3,000,000

H980/5710 S i l B d 10 000 000
14

H980/5710-Serial Bonds 10,000,000



C it l P j t F dCapital Project Fund –
Restrictions on DebtRestrictions on Debt

• Districts issue tax-free bonds and therefore the 
IRS doesn’t collect any taxes on the interest weIRS doesn t collect any taxes on the interest we 
pay to the bondholders.  Because of this, the 
federal government wants to make sure that we g
only issue bonds for appropriate reasons and 
the proceeds are used as originally approved.  
There are restrictions on the interest earned and 
the unused proceeds of bond issuances.
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Capital Projects Fund – Debt 
RestrictionsRestrictions

• Interest restrictions –
There are arbitrage requirements on tax free• There are arbitrage requirements on tax-free 
bonds.  Debt should not be issued in advance of 
when it is needed and if it is the interest incomewhen it is needed and if it is, the interest income 
earned may be due to the IRS.

• Interest earned on the bonded indebtedness isInterest earned on the bonded indebtedness is 
restricted for the purpose of the bond.  
Therefore, it can only be used to pay for the 
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project or to pay for the debt repayment.



Capital Projects Fund – Debt 
RestrictionsRestrictions

To record interest earned in the Capital Projects Fund:

A or V391-Due from other Funds
A or V980/2401 InterestA or V980/2401-Interest  

((V) if have Debt Service Fund, otherwise (A). Interest 
will close to 884-Reserve for Debt)

H200-Cash
H630-Due to Other Funds
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Capital Projects Fund – Debt 
RestrictionsRestrictions

Unused bond proceeds restriction – Unused debt proceeds are 
restricted for the repayment of the debt.restricted for the repayment of the debt.

To record unused proceeds:

391-Due from Other Funds
980/5031-Interfund Transfers

(In (V) if have Debt Service Fund otherwise in (A))(In (V) if have Debt Service Fund, otherwise in (A))

H522/9901.9(6)-Transfer to Other Funds
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H630-Due to Other Funds



C it l P j t F dCapital Projects Fund –
Installment Purchase DebtInstallment Purchase Debt

• Sometimes districts enter into installment purchase debt 
(capital leases) to finance the cost of capital assets, e.g. 
copiers, buses, etc.

Capital leases are defined as either:
• Paying 90% of the market value of the assetPaying 90% of the market value of the asset,
• Having terms that cover more than 75% of the useful life 

of the asset, or
C h b i h i h d f h• Contract has a bargain purchase option at the end of the 
lease (e.g. pay $1 and keep the asset)

• If any of these terms apply, then the lease is considered 
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y pp y,
a capital lease vs. an operating lease.



C it l P j t F dCapital Projects Fund-
Installment Purchase DebtInstallment Purchase Debt

• Installment Purchase Debt is considered to be 
the same as any other long-term debt obligationthe same as any other long term debt obligation 
and therefore the value of the lease is recorded 
just as serial bonds would be.  Revenue is 
recognized in the Capital Projects Fundrecognized in the Capital Projects Fund.

The entry is:
H522/ 2 Individual ExpenditureH522/_ _ _ _.2-Individual Expenditure

H980/5785-Installment Purchase Debt Rev.
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Part I – Closing the General Ledger

• Capital Fund – need to review the individual projects to 
determine that expenditures have been charged 
appropriately.

• Make sure your total project costs, as reported on the 
ST-3’s and supplemental schedules in the audit reports, pp p ,
are tied to the final cost report.

• It is critical that expenditures are properly classified as 
how much Building Aid the district will receive dependshow much Building Aid the district will receive depends 
on how the expenditures are recorded.

• The final cost reports have time limits as discussed later.
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Part I – Closing the General 
L d C it l P j tLedger –Capital Projects

• Page 1 – this is an example of how thePage 1 this is an example of how the 
State calculates the portion of a bond 
issuance that will be reimbursable at yourissuance that will be reimbursable at your 
district’s aid ratio.
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Part I – Closing the General Ledger –
Capital ProjectsCapital Projects

• Bond % = .86.210
– Then aid % appliedpp
– Represents percentage of total bond authorization 

that is determined to be aidable by SED Facilities 
Planning UnitPlanning Unit.

• If we get 70% Building Aid
– The net aid is .86210 X .70 = .60347

• Total percentage that will be applied to the debt 
service (principal and interest.)

• We would get 60 347% reimbursement on the costWe would get 60.347% reimbursement on the cost 
of the project spread over 15 or 20 years.



Part I – Closing the General Ledger –Capital Projects
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Part I – Closing the General Ledger –Capital Projects
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Part I – Closing the General Ledger –Capital Projects
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Part I – Closing the General Ledger –Capital Projects

• Look at Page 4-15. These are select 
pages from a Final Building Projectpages from a Final Building Project 
Report. 

S• This is how the State knows how much 
you spent in each of the categories.

• A separate one of these is prepared for 
every SED approved capital project.
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Part I – Closing the General Ledger –Capital 
Projectsj

• Page 5 – Since you have to report the 
expenditures in these categories, make sure you 
record them during the life of the project in these 
categories.

• Page 7 – Will complete one of these for eachPage 7 Will complete one of these for each 
contract.  Must track all change orders and get 
them approved by the State as they will have to 
be listedbe listed.

• Note that each contract needs to be split 
between Additions and Alterations, as 

i t
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appropriate.



Part I – Closing the General Ledger –Capital 
Projectsj

• Page 9 – Incidental Costs are tracked 
separately as they have a separate costseparately as they have a separate cost 
limits.

f• Page 12 – The costs on the pages before 
this one are summarized here.  The four 

f S 130 ( 3 fcost limits from SA-130 (page 3 of 
handout) will be compared against the four 

l li d h
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totals listed here.



Part I – Closing the General Ledger –Capital 
Projectsj

• What do you do when the district is over the cost 
limits?

• Review them.  Are you just classifying costs in 
the wrong areas?  Additions vs. alterations?  
Construction vs Incidental?Construction vs. Incidental? 

• If so, file a FP-FI (page 14) to correct the SA-
4/SA-139 previously submitted.

• Are there errors between projects?  Make 
correcting journal entries before you complete 
the ST-3.
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Part I – Closing the General Ledger –Capital 
Projectsj

• Check revenue coding to make sure the 
allocation between SED project numbers forallocation between SED project numbers for 
serial bond proceeds, EXCEL aid and Interfund 
transfers has been determined as you need this y
for the ST-3.

• Remember that the final building cost reports g
have due dates and not completing them will 
cause the State to recoup Building Aid 

i l id
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previously paid.



Part I- Closing the General Ledger – Due Dates for 
Final Building Project Reportsg j p
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Part I – Closing the General Ledger 
–Capital ProjectsCapital Projects

• New Rules for Capital Projects Approved 
After 7/1/2011After 7/1/2011
– No Aid until Final Cost Report done


