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Accounting Guidance for Debt Service on Bonds and Capital Leases
Beginning with fiscal year 2013, all districts must maintain a debt service fund (fund 400) for recording any debt service payments on bonds made by the district or made by others on-behalf of the district. The debt service fund must be reflected in all financial information submitted to the Kentucky Department of Education (KDE) for Tentative Budget (TB), Annual Financial Reports (AFR) and Working Budget (WB). Principal and interest payments for capital leases, such as Kentucky Inter-local School Transportation Association (KISTA) bus or copier leases, may be recorded either in the fund in which the original lease was recorded or in the debt service fund.

THE DEBT PAYMENT PROCESS - BONDS

The debt service fund does not eliminate the need for capital outlay fund or building fund. If a debt service payment is made with capital outlay or building funds, a fund transfer to the debt service fund shall be posted to move the revenues from the capital outlay or building fund into the debt service fund.  Residual construction funds may be transferred to the debt service fund to be used to pay debt service only with a prior approved BG-1 from KDE.  

Bond Payments Made Directly by the School District

Step I: Transferring funds from capital outlay, building, or construction fund into debt service fund for making principal and interest payments:
The following orgs and expenditure object codes shall be used to transfer funds out:  
A. Transferring fund 310 (capital outlay) funds into fund 400 (debt service fund):
Debit	0003113-0914		$30,000 – transfer-out expenditure code from capital outlay fund 
Credit	31-6101		$30,000 – cash coming out of capital outlay fund (balance sheet
                        	  cash)

Debit	40-6101		$30,000 – cash going into debt service fund (balance sheet cash)
Credit	400-5210		$30,000 – transfer-in revenue code from capital outlay

B. Transferring fund 320 (building) funds into fund 400 (debt service fund):
Debit	0003213-0914		$30,000 – transfer-out expenditure code from building fund
Credit	32-6101		$30,000 – cash coming out of building fund (balance sheet cash)

Debit	40-6101		$30,000 – cash going into debt service fund (balance sheet cash)
      Credit	400-5210		$30,000 – transfer-in revenue code from building fund

C. Transferring fund 360 (construction) funds into fund 400 (debt service fund):
Debit	0003613-0914		$30,000 – transfer-out expenditure code from construction fund
Credit	36-6101		$30,000 – cash coming out of construction fund (balance sheet 
     cash)

Debit	40-6101		$30,000 – cash going into debt service fund (balance sheet cash)
Credit	400-5210		$30,000 – transfer-in revenue code from construction fund

Step II: Recording payments from the debt service fund:

A. Project numbers:  KDE recommends using project numbers in the debt service fund to separate payments by type and bond issue. The recommended project numbers are as follows:
 
          
“BDXX” - where XX is the fiscal year of the local bond issue – for use with bond payments made directly by the district (not on-behalf payments)                                     
 
If more than one bond issuance occurs in a fiscal year, then attach a number to the end of the project number (i.e., BDXX1, BDXX2).
B. Sample entry: The following org codes and expenditure object codes shall be used for the principal and interest payments made directly by a school district.

Debit   0004112-0831-(project number) 	principal 
Debit   0004112-0832-(project number) 	interest 
Credit  40-6101-(project number) 	  	cash 

(Note: Every expenditure object code in debt service fund should have a project number attached.)


Bond Payments Made by SFCC On-Behalf of School Districts

Recording on-behalf payments made by SFCC for bonds:

The School Facilities Construction Commission (SFCC) provides the document entitled "Debt Service for On-Behalf Payments for SFCC" that details the debt service payments made by SFCC for bonds on-behalf of local school districts. Payments are made by SFCC directly to the district’s debt service account at the bank financing the bond.  The on-behalf payments shall be recorded as on-behalf revenue in the debt service fund by crediting revenue object 3900. The bond payments made by SFCC on-behalf of the districts are required to be posted to the unaudited and audited Annual Financial Reports (AFRs) in each fiscal year to accurately reflect revenues and expenditures of the districts.    
A. Project numbers: KDE recommends the use of project numbers for all debt recorded in this debt service fund to separate payment by type and bond issuance.
To record the SFCC on-behalf payment, use project number “SFXX”, replacing XX with the last two digits of the fiscal year in which the bond was originally sold. For example, the project code for a 2001 bond issuance would be SF01.  If more than one bond is issued in a fiscal year, attach a number to the end of the project number (i.e., SFXX1, SFXX2). 
B. Sample entry: The following org codes and expenditure object codes shall be used for the principal and interest payments made by SFCC on-behalf of a school district:
Debit	0004112-0831-SFXX	     	principal
Debit	0004112-0832-SFXX	     	interest
Credit	400-3900-SFXX  	     	on-behalf revenue 

THE DEBT PAYMENT PROCESS - CAPITAL LEASES  
Districts are not required to record principal and interest payments on capital leases, such as KISTA bus capital leases or copier capital leases, in the debt service fund. Generally accepted accounting principles (GAAP) allow principal and interest payments on capital leases to be recorded either in the fund in which the lease is originally recorded or the debt service fund. (Principal and interest payments on operating leases are not to be recorded in the debt service fund.)     

           Capital Lease Payments Made Directly by the School District
                                                                          
A. Project numbers:  Districts should use the following project codes for KISTA leases in MUNIS: BUS for buses, ENE for energy savings, and TECH for technology.

B. Sample entries:
How to record KISTA bus capital lease purchases in MUNIS:

At the inception of the lease, the financing source and the asset must be recorded. Capital leases for the buses must be recorded in general fund to be captured for the SEEK transportation calculation. Use the following entry to record a capital lease for buses:
Debit 	9011096-0732		   	vehicles (function 2740) 
Credit 	110-5500 		   	capital lease proceeds   

How to record KISTA other capital lease purchases in MUNIS:

Debit 	expenditure org and expenditure object that describe the items being leased
Credit 	capital lease proceeds

How to record KISTA capital lease payments in MUNIS:

The principal and interest payments made for KISTA bus capital leases may be recorded either in the fund in which the lease is recorded (typically the general fund) or in the debt service fund. Use the following entries, depending on where the district chooses to record the principal and interest payments:
If capital lease principal and interest payments will be recorded in general fund:
Debit 	0001112-0838 KISTA        	KISTA principal (function 5100)
Debit 	0001112-0839 KISTA        	KISTA interest (function 5100)
Credit 	10-6101 		      	cash 

If capital lease principal and interest payments will be recorded in debt service fund:
Debit 	0004112-0838      		KISTA principal (function 5100)
Debit 	0004112-0839 KISTA        	KISTA interest (function 5100)
Credit 	40-6101 		 	cash 

How to record other capital lease payments in MUNIS:

Debit 	0001112-0831                    	principal
Debit 	0011112-0832                    	interest	 
Credit 	10-6101 		     	cash 

Capital Lease Payments Made by SFCC On-Behalf of the School District
 
 
A. Project numbers:  Districts should use project code ENE for capital lease payments for energy savings capital leases.

B. Sample entry:

Debit   0004112-0838-ENE	 	 KISTA principal (function 5100)
Debit   0004112-0839-ENE      	 KISTA interest (function 5100)
Credit  400-3900-ENE	             on-behalf revenue 
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