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1. [bookmark: _Toc322610370]Purpose
Following is a description of long-term liabilities and how to account for these liabilities.
I. [bookmark: _Toc322610371]Scope
This policy applies to all state agencies and institutions, excluding community colleges.
II. [bookmark: _Toc322610372]Policy – 340 Long Term Liabilities
MCA 17-2-102 provides for the following fund types:
(1)(d): the debt service fund type, which accounts for the accumulation of resources for and the payment of general long-term debt principal and interest [for governmental funds]
· These funds (04xxx) are classified as governmental and exclude principal and interest to be paid from proprietary, fiduciary or higher education funds.
(1)(c): the capital projects fund type, which accounts for financial resources to be used for the acquisition or construction of major capital facilities, other than those financed by proprietary funds or trust funds
· These funds (05xxx) are classified as governmental and exclude resources to be paid from proprietary, fiduciary or higher education funds.
(4)(e): the plant fund, which accounts for those financial resources allocated to or received by the Montana University System for capital outlay purposes, or to retire long-term debts associated with construction or acquisition of fixed assets and the net accumulative results of these activities.
Long-term liabilities result from bonds, notes, mortgages, capital leases, installment purchase contracts, compensated absences, claims and judgments, contingencies and unfunded pension obligations.  Long-term liabilities have been defined as liabilities whose average maturities are greater than one year.  All long-term liabilities are to be recorded by the agency incurring the obligation.
Under the GASB 34 reporting model, “general long-term debt” is referred to as “general long-term liabilities.”  All long-term liabilities that are not properly presented in either proprietary funds or fiduciary funds are general long-term liabilities.   Governmental funds are required to use the modified-accrual basis of accounting in regard to reporting general long-term liabilities.  General long-term liabilities must be reflected in the ENTITYWIDE Ledger in the governmental fund that is responsible for repayment of the debt.    
Governmental fund liabilities recorded in the ACTUALS Ledger will include short-term debt, which is to be reported as a liability in the governmental fund that is responsible for repayment of the debt, as amounts become due.  In addition, any interfund loan to a governmental fund must be reported as a liability in the ACTUALS Ledger of the fund that received the proceeds, regardless of when the loan is expected to be repaid.  
Debt service funds are used when required by statute and/or if resources are being accumulated for general long-term debt principal and interest payments maturing in future years.  Debt services funds may also be used for any other general long-term obligations.  If general long-term obligations are to be financed directly from unrestricted general fund revenues, debt service expenditures may be made directly from the general fund, rather than a debt service funds.  Allowances for estimated uncollectible amounts should be established in the debt service fund as appropriate.
Proprietary and fiduciary funds are required to use the full-accrual basis of accounting in regard to reporting debt.  Any long-term or short-term debt associated with full-accrual funds, must be reported in the ACTUALS Ledger in the fund that is responsible for repayment of the debt in.  Higher education funds are considered to be a special-purpose government engaged only in business-type activities, and therefore must also use the full-accrual basis of accounting.  
Agencies with statutory appropriation authority to pay bond issue costs, etc., should contact OBPP to establish that appropriation authority in SABHRS.
Per GASB 34, all liabilities whose average maturities are greater than one year are required to be reported in two components: the amount due within one year and the amount due in more than one year.  This adjustment will need to be recorded by each agency prior to fiscal year-end.
Bond issue costs, except any portion related to prepaid insurance costs, should be expensed in the period incurred. Prepaid insurance costs,  premiums and discounts, and gains or losses on debt refundings should be amortized over the period the bonds will be outstanding.  The amortization period is usually the sale date to the maturity date; however, for gains and losses on refundings, the amortization period is the lesser of the remaining life on the debt being refunded or the life of the new debt.  The adjustment to amortize these deferred balances will need to be recorded by each agency prior to fiscal year-end.
Journal entries are only illustrated for bonds, but the same general principles apply to loans and notes as well.  The long-term liability for loans/notes is recorded in account 2607 and the current portion in account 2627.  Proceeds should be recorded in account 583700, principal payments should be recorded in account 69201 and interest expense should be recorded in account 69202.
III. [bookmark: _Toc322610373]Bonds
3. [bookmark: _Toc322610374]Terminology
Bond – a written promise to pay a specified sum of money, called the face value (par value) or principal amount, at a specified date in the future, called the maturity date, together with periodic interest at a specified rate.  The difference between bonds and notes is that the former runs for a longer period of time and requires greater legal formality.
GO Bonds – bonds secured by the full faith and credit of a government.
Revenue Bonds – generally, bonds whose principal and interest are payable exclusively from earnings of revenue-producing facilities of Enterprise of Higher Education funds.  In addition to a pledge of revenues, such bonds may contain a mortgage on the facilities’ property.  Nearly all non-GO municipal bonds are revenue bonds.
Combination Bonds – a bond which is payable from the revenues of a governmental entity and backed by the full faith and credit of the issuing government.
Industrial Revenue Bonds – bonds issued by governmental entities where the proceeds are usually used to construct facilities for a private business enterprise.  The bonds are serviced by lease payments made from the business to the government.  These bonds can be GO bonds, revenue bonds or combination bonds.
Notes – generally, an unconditional written promise signed by the maker to pay a certain sum of money on demand or at a fixed or determinable time either to the bearer of the note or a designated third party.
Bond Anticipation Notes – short-term, interest bearing notes issued in anticipation of bonds to be issued at a later date.  The notes are retired from the proceeds of the bond issue to which they relate.
Revenue Anticipation Notes – short-term, interest bearing notes issued in anticipation of revenue to be received at a later dated.  The notes are retired from the revenue proceeds to which they relate.
Bond Issuance Costs – administrative fees, legal fees, fiscal agent fees, commissions, printing costs, insurance and other costs related to the issuing of bonds.
Bond Discount – the excess of the face value over price for which a bond is issued.
Bond Premium – the excess of the price over face value for which a bond is issued. 
Demand Bonds – contain a put provision that require the issuer to repurchase the bonds at a price equal to the principal plus accrued interest (upon notice from the bond-holder).

3. [bookmark: _Toc322610375]Entries Required for New Bond Issues – Full Accrual Funds
(All entries made in regard to full accrual funds need to be made in the ACTUALS Ledger.)
1. [bookmark: _Toc322610376]To record the sale of the bonds:
	Debit
	1104
	Cash

	Debit
	190669106
	Unamortized Bond Issue CostsBond Issuance Costs

	Debit
	2616
	Discount on Bonds Payable (if applicable)

	Credit
	2602
	Premium on Bonds Payable (if applicable)

	Credit
	2601
	LT Bonds Payable – Non Current



1. [bookmark: _Toc322610377]To record principal and interest payments as debt matures:
	Debit
	2601
	LT Bonds Payable—Non Current (principal payment)

	Debit
	69102
	Bond Interest

	Credit
	1104
	Cash



1. [bookmark: _Toc322610378]Adjustment needed at Fiscal Year-end to record the amount that will be paid during next fiscal year-end:
	Debit
	2601
	LT Bonds Payable—Non Current

	Credit
	2621
	LT Bonds Payable—Current



	This entry should then be reversed after fiscal year-end.



1. [bookmark: _Toc322610379]Adjustments needed at fiscal year-end to record the amount of annual amortization:
	Bond Issue Costs


	Debit
	69106
	Bond Issuance Cost Amortization

	Credit
	1906
	Unamortized Bond Issue Costs

	Bond Premium (if applicable)

	Debit
	2602
	Premium on Bonds Payable

	Credit
	69103
	Amort. Bond Premiums – Nonbudg

	Bond Discount (if applicable)

	Debit
	69111
	Bond Discount Amortization

	Credit
	2616
	Discount on Bonds Payable


	
1. [bookmark: _Toc322610380]Adjustment needed to accrue interest payable at fiscal year-end:
	Debit
	69102
	Bond Interest

	Credit
	2116
	Accrued Interest Payable

	This entry should then be reversed after fiscal year-end.


3. [bookmark: _Toc322610381]Entries Required for New Bond Issues – Modified Accrual Funds
(Depending on the debt entries to be made in regard to modified accrual funds, the entry is to be made in either the ACTUALS or the ENTITYWIDE Ledger.)
2. [bookmark: _Toc322610382]To record the sale of the bonds:
	(To be recorded in the ACTUALS Ledger in the fund receiving the proceeds.)

	Debit
	1104
	Cash

	Debit
	69112
	Bond Discount NB (if applicable)

	Credit
	583100
	Bond Proceeds 2

	Credit
	583195
	Bond Premium (if applicable)


2 The amount posted to the bond proceeds accounts must equal the face value of the bonds being issued.  If the bonds being issued are refunding bonds, the face value of the refunding bonds must be recorded in account 583600 – Proceeds of Refunding Bonds.
2. [bookmark: _Toc322610383]To record the payment of the bond issue costs:
	(To be recorded in the ACTUALS Ledger.)

	Debit
	69104
	Bond Trustee Fees

	Debit
	69105
	Bond Agent Fees

	Debit
	6XXXX
	Other bond issue cost expense accounts as appropriate

	Credit
	1104
	Cash



2. [bookmark: _Toc322610384]To record the long-term payable, the bond issuance costs and defer the bond issue costs, and the bond discount or bond premium: 
	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Debit
	190669106
	Unamortized Bond Issue Costs (sum of bond issue costs)Bond Issuanc Costs

	Debit
	2616
	Discount on Bonds Payable (if applicable)

	Debit
	583100
	Bond Proceeds

	Debit
	583195
	Bond premium (if applicable)

	Credit
	2601
	LT Bonds Payable—Non Current 3

	Credit
	2602
	Premium on Bonds Payable (if applicable)

	Credit
	69104
	Bond Trustee Fees

	Credit
	69105
	Bond Agent Fees

	Credit
	6XXXX
	Other bond issue cost expense accounts as appropriate

	Credit
	67901
	Bond Discount


3 The amount posted to this account must equal the face value of the bonds being issued.	
2. [bookmark: _Toc322610385]To record principal and interest payments as debt matures:  

	(To be recorded in the ACTUALS Ledger in the fund responsible for servicing the debt.)

	Debit
	69101
	Bond Principal

	Debit
	69102
	Bond Interest

	Credit
	1104
	Cash

	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Debit
	2601
	LT Bonds Payable—Non Current (principal payment)

	Credit
	69101
	Bond Principal


2. [bookmark: _Toc322610386]Adjustment needed at fiscal year-end to record the amount that will be paid during next fiscal year-end:
	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Debit
	2601
	LT Bonds Payable—Non Current

	Credit
	2621
	LT Bonds Payable—Current


This entry should then be reversed after fiscal year-end.
2. [bookmark: _Toc322610387]Adjustments needed at fiscal year-end to record the amount of annual amortization:
	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Bond Issue Costs

	Debit
	69106
	Bond Issuance Cost Amortization

	Credit
	1906
	Unamortized Bond Issue Costs

	Bond Premium – (if applicable)

	Debit
	2602
	Premium on Bonds Payable

	Credit
	69103
	Amort. Bond Premiums – Nonbudg

	Bond Discount – (if applicable)

	Debit
	69111
	Bond Discount Amortization

	Credit
	2616
	Discount on Bonds Payable



2. [bookmark: _Toc322610388]Adjustment needed to accrue interest payable at fiscal year-end:
	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Debit
	69102
	Bond Interest

	Credit
	2116
	Accrued Interest Payable


This entry should then be reversed after fiscal year-end.
Copies of all official bond statements, including debt service schedules to maturity, must be sent to DOA State Financial Services Division staff at each fiscal year-end as required by the Fiscal Year-end Procedures chapter.
IV. [bookmark: _Toc322610389]Long-term Loans and Notes Payable
1. [bookmark: _Toc322610390]General Discussion
The entries required for loans and notes payable closely resemble those used for bonds, therefore, separate entries will not be detailed here.  The non-current portion is recorded in 2607 and the current portion is recorded in 2627.  Proceeds are recorded in 583700, principal payments in account 69201 and interest expense in 69202.
V. [bookmark: _Toc322610391]Demand Bonds
5. [bookmark: _Toc322610392]General Discussion
GASB Interpretation 1: Demand Bonds Issued by State and Local Governmental Entities provides guidance for demand bonds.  Demand bonds are long-term debt issuances with demand ("put") provisions that require the issuer to repurchase the bonds upon notice from the bondholder at a price equal to the principal plus accrued interest.  Demand bonds often have variable interest rates that reflect the short-term market.  To assure its ability to redeem the bonds, issuers of demand bonds frequently enter into short-term standby liquidity agreements and long-term "take out" agreements.  Short-term agreements engage a third party, usually a bank, to purchase the “put” bonds and then remarket them.  These bonds are repurchased with standby liquidity facilities, usually letters of credit.  If the third party is unable to remarket the bonds within a specified period, a take-out agreement would normally go into effect.  That agreement allows for the conversion of the demand bond to another long-term instrument, usually an installment loan.
Interpretation 1 provides that demand bonds should be reported by state and local governmental entities as general long-term debt, or excluded from current liabilities of proprietary funds, provided the issuer has entered into a valid financing agreement to convert bonds that have been "put" but cannot be resold into some other form of long-term obligation.  In the absence of such an agreement, demand bonds should be classified as fund liabilities, or as current liabilities of proprietary funds.  Note disclosure of the details of demand bond arrangements is also required.
Demand bonds have demand provisions exercisable at the balance sheet date or within one year from the date of the balance sheet.  Such bonds should be reported as general long-term debt or excluded from current liabilities of proprietary funds if all of the following conditions are met:
Before the financial statements are issued, the issuer has entered into an arm's-length financing (take out) agreement to convert bonds "put" but not resold into some other form of long-term obligation.
The take out agreement does not expire within one year from the date of the issuer's balance sheet.
The take out agreement is not cancelable by the lender or the prospective lender during that year, and obligations incurred under the take out agreement are not callable by the lender during that year.[footnoteRef:1] [1:  If the take out agreement is cancelable or callable because of violations that can be objectively determined by both parties and no violations have occurred prior to issuance of the financial statements, the demand bonds should be classified as long-term debt. If violations have occurred and a waiver has been obtained before issuance of the financial statements, the bonds should also be classified as long-term. Otherwise, the demand bonds should be classified as fund liabilities or, in the case of proprietary funds, as current liabilities. If the take out agreement is cancelable or callable because of violations that cannot be objectively determined by both parties, then the agreement does not provide sufficient assurance of long-term financing capabilities and the bonds should be classified as t fund liabilities, or in the case of proprietary funds, as current liabilities.] 

The lender or the prospective lender or investor is expected to be financially capable of honoring the take out agreement.
Unless these conditions are met, they should be reported as fund liabilities or, in the case of proprietary funds, as current liabilities.
5. [bookmark: _Toc322610393]Disclosure Requirements
The following information must be sent to DOA State Financial Services Division staff upon issuance of bonds: 
A general description of the demand bond program
Terms of any letters of credit or other standby liquidity agreements outstanding, commitment fees to obtain the letters of credit, and any amounts drawn on them outstanding as of the balance sheet date
A description of the take out agreement including its expiration date, commitment fees to obtain that agreement, and the terms of any new obligation under the take out agreement.
The debt service requirements that would result if the take out agreement were to be exercised.
If a takeout agreement has been exercised converting the bonds to an installment loan, the installment loan should be reported as general long-term debt and the payment schedule under the installment loan should be included as part of the schedule of debt service requirements to maturity.
5. [bookmark: _Toc322610394]Entries
The entries required for demand bonds are the same as those for standard bond detailed in IV. B-C.
VI. [bookmark: _Toc322610395]Debt Refunding – General Discussion
6. [bookmark: _Toc322610396]Terminology
Current Refunding – proceeds from the issuance of new debt are used to repay debt previously issued (old debt) and the issuance and repayment occur in the same period.  Also, proceeds from refunding debt that was issued less than 90 days in advance of the maturity or call date of the refunded debt (and placed with an escrow agent for payment of the old debt) are considered a current refunding.
Advance Refunding – proceeds from the issuance of new debt are placed with an escrow agent for investment and then used to repay debt issued previously (old debt) at a future time.  Proceeds from refunding debt that was issued more than 90 days in advance of the maturity or call date of the refunded debt is considered an advanced refunding.  Advanced refunding may result in an in-substance defeasance if certain criteria are met.
Defeasance – occurs when debt is legally satisfied, based on certain provisions in the debt instrument, even though the debt is not actually paid.  Debt is considered defeased in substance for accounting and financial reporting purposes if the debtor irrevocably places cash or other assets with an escrow agent in a trust to be used solely for satisfying scheduled payments of both interest and principal of the defeased debt, and the possibility that the debtor will be required to make future payments on that debt is remote.  The trust is restricted to owning only monetary assets that are essentially risk-free as to the amount, timing, and collection of interest and principal.  
Reacquisition Price – the amount required to repay old debt in a refunding transaction.  In a current refunding, this amount includes principal of the old debt and any call premium.  In an advance refunding, this amount includes the amount placed in escrow (including interest) necessary to pay principal and interest on the old debt and any call premium.  Issuance costs and pPremiums or discounts related to the new debt are not part of the reacquisition price; these costs are related to and amortized over the life of the new debt.
Net Carrying Amount – the amount due at maturity, adjusted for any unamortized discount or premium, and issuance costs related to the old debt.
Deferred Interest CostInflows or deferred outflows of resources – the difference between the reacquisition prices and the net carrying amount of the old debt.
Proprietary Activities – proprietary funds and any other governmental entities that use proprietary fund accounting, including public utilities, hospitals, healthcare providers and governmental colleges and universities who report transactions in proprietary funds using the “Governmental Model.”  This does not apply to the Montana University System units, which follow the “AICPA Model.”
6. [bookmark: _Toc322610397]Disclosure Requirements
The following information must be sent to DOA State Financial Services Division staff at each fiscal year-end as required by the Fiscal Year-end Procedures chapter:
A general description of the refunding transaction
The difference between the cash flows required to service the old debt and the cash flows required to service the new debt and complete the refunding.
Additional cash used to complete the refunding paid from resources other than proceeds of the new debt (for example, for issuance costs or payments to the escrow agent) should be added to the new debt cash flows.
Accrued interest received at the bond issuance date should be excluded from the new debt cash flows.
The economic gain or loss resulting from the transaction.
The difference between the present value of the old debt service requirements and the present value of the new debt service requirements, discounted at the effective interest rate (of the new debt) and adjusted for additional cash paid.
The effective interest rate is the rate that, when used to discount the debt service requirements on the new debt, produces a present value equal to the proceeds of the new debt (including accrued interest) net of any premiums or discounts and any underwriting spread and issuance costs that are not recoverable through escrow account earnings.  Issuance costs include all costs incurred to issue the bonds, including but not limited to insurance costs (net of rebates from the old debt, if any), financing costs (such as rating agency fees), and other related costs (such as printing, legal, administrative, and trustee expenses).
In all periods following an advance refunding for which debt defeased in substance remains outstanding, the amount of that debt, if any, outstanding at period-end should be disclosed.
6. [bookmark: _Toc322610398]Governmental Funds
GASB 7: Advance Refundings Resulting in Defeasance of Debt provides guidance on accounting in governmental fund types for advance refundings that result in defeasance of debt.  Proprietary funds types are addressed in GASB 23 and discussed below.
6. [bookmark: _Toc322610399]Proprietary Funds
GASB Statement 2365: Accounting and Financial Reporting for Refundings of Debt Reported by Proprietary ActivitiesItems Previously Reported as Assets and Liabilities changed the reporting for current and advance refunding resulting in the defeasance of debt for proprietary activities.  Previous guidance required the immediate recognition of a gain or loss in the period debt was extinguished (refunded)the difference between the reacquisition price and the net carrying amount of old debt be deferred and amortized.  GASB 23 65 supersedes paragraphs 13 and 144 of NCGA Interpretation 9GASB 23, as amended by GASB 7, resulting in the deferral and amortization of any difference between the reacquisition price and the net carrying amount of the old debt (the gain or loss) related to the current or advance refunding of proprietary activity debt.resulting in the recording of either a deferred outflow of resources or a deferred inflow of resources for any difference between the reacquisition price and the net carrying amount of the old debt (the gain or loss) related to the current or advance refunding of proprietary activity debt. 
GASB 65 requires, for current and advanced refunding resulting in defeasance of debt, that the difference between the reacquisition price and the net carrying value of the old debt be reported as a deferred outflow of resources or a deferred inflow of resources and recognized as a component of interest expense in a systematic and rational manner over the remaining life of the old debt or the life of the new debt, whichever is shorter.
GASB 23 requires, for current and advance refunding resulting in defeasance of debt, that the difference between the reacquisition price and the net carrying amount of the old debt be deferred and amortized (as a component of interest expense in a systematic and rational manner) over the remaining life of the old debt or the life of the new debt, whichever is shorter.  On the balance sheet, this deferred interest cost amount should be reported as a deduction from or an addition to the new liability.
To record the new issue, including any related premium or discount and issuance costs (as well as subsequent payments and amortization), use the entries outlined in IV above.   For financial statement presentation, the deferred outflows of resources should be reported in the statement of financial position following the assets. The deferred inflows of resources should be reported in the statement of financial position following the liabilities.
For financial statement presentation, the deferred interest expense recorded in 2617 (see below) should be reported as an addition to or deduction from the new liability (either net with the disclosure detailing the deferred amount on the refunding or gross with both the liability for the new debt and the deferred amount on the face of the balance sheet).
GASB 23 also requires the deferred interest cost of current refunding of prior refundings and advance refundings of prior refundings resulting in the defeasance of debt (in addition to any unamortized difference from the prior refundings) to be deferred and amortized over the original amortization period remaining from the prior refundings or the life of the latest refunding debt, whichever is shorter.
6. [bookmark: _Toc322610400]Entries Required for Refunding Bond Issues – Full Accrual Funds
(All entries made in regard to full accrual funds need to be made in the ACTUALS Ledger.)
4. [bookmark: _Toc322610401]To retire the old issue(s):
	Debit
	2601
	LT Bonds Payable—Non Current

	Debit
	2602
	Premium on Bonds Payable (if applicable)

	Credit
	1104
	Cash (for amount going to escrow)

	Credit
	1906
	Unamortized Bond Issue Costs

	Credit
	2616
	Discount on Bonds Payable (if applicable)

	Credit/ Debit
	26171908/ 2617
	Deferred Int Exp Refunding 1Refunding deferred outflows or Refunding deferred inflows1


1 This amount is the difference between the reacquisition price (credit to 1104) and the net carrying amount (net of the debits to 2601 and 2602 and the credits to 2616 and 1906).
4. [bookmark: _Toc322610402]To record amortization of the Deferred Interest Expense – Refunding in subsequent years:
	Debit/ Credit	
	69102
	Bond Interest

	Credit/ Debit
	26171908/ 2617
	Deferred Int Exp RefundingRefunding deferred outflows or Refunding deferred inflows


The new issue will be recorded as shown in Section IV above.
6. [bookmark: _Toc322610403]Entries Required for Refunding Bond Issues – Modified Accrual Funds
5. [bookmark: _Toc322610404]To pay for the retirement of an old issue:
	(To be recorded in the ACTUALS ledger.)

	Debit
	67902
	Pay Refunded Bond Escrow Agent NB

	Credit
	1104
	Cash (for amount going to escrow)



5. [bookmark: _Toc322610405]To remove the debt associated with the old issue:
	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Debit
	2601
	LT Bonds Payable—Non Current

	Debit
	2602
	Premium on Bonds Payable (if applicable)

	Credit
	1906
	Unamortized Bond Issue Costs

	Credit
	2616
	Discount on Bonds Payable (if applicable)

	Credit
	67902
	Pay Refunded Bond Escrow Agent NB

	Debit/ Credit
	26171908/2617
	Deferred Int. Exp. – Refunding 4Refunding deferred outflows or Refunding deferred inflows


4 This amount is the difference between the reacquisition price (credit to 67902) and the net carrying amount (net of the debits to 2601 and 2602 and the credits to 2616 and 1906).
5. [bookmark: _Toc322610406]To record amortization of the Deferred Interest Expense RefundingRefunding deferred inflows in subsequent years:
	(To be recorded in the ENTITYWIDE Ledger in the fund responsible for servicing the debt.)

	Debit/ Credit
	69102
	Bond Interest

	Credit/ Debit
	26172617
	Deferred Int. Exp. – RefundingRefunding deferred inflows


The new issue will be recorded as shown in Section IVII above.  Be sure to use the specific bond proceeds account for refunding bonds.
1. [bookmark: _Toc322610407]Bond Anticipation Notes (BANs) and Revenue Anticipation Notes (RANs)
7. [bookmark: _Toc322610408]General Discussion
If all legal steps have been taken to refinance the BANs and the intent is supported by an ability to consummate refinancing the short-term notes on a long-term basis in accordance with the criteria set forth in GASB Statement 62: Classification of Short-Term Obligations Expected to Be Refinanced, they should be recorded as long-term notes payable.
GASB 6, par. 39 states:
The enterprise's intent to refinance the short-term obligation on a long-term basis is supported by an ability to consummate the refinancing demonstrated in either of the following ways:
Issuance of a long-term obligation after date of financial statements.  After the date of an enterprise's balance sheet but before that balance sheet is issued, a long-term obligation or equity securities have been issued for the purpose of refinancing the short-term obligation on a long-term basis; or
Financing agreement.  Before the balance sheet is issued, the enterprise has entered into a financing agreement that clearly permits the enterprise to refinance the short-term obligation on a long-term basis on terms that are readily determinable, and all of the following conditions are met:
The agreement does not expire within one year from the date of the enterprise's balance sheet and during that period the agreement is not cancelable by the lender or the prospective lender or investor (and obligations incurred under the agreement are not callable during that period) except for violation of a provision[footnoteRef:2] with which compliance is objectively determinable or measurable.[footnoteRef:3] [2:  Violation of a provision means failure to meet a condition set forth in the agreement or breach or violation of a provision such as a restrictive covenant, representation, or warranty, whether or not a grace period is allowed or the lender is require to give notice.]  [3:  Financing agreements cancelable for violation of a provision that can be evaluated differently by the parties to the agreement do not comply with this condition.  Examples of provisions include “a material adverse change” or “failure to maintain satisfactory operations.”] 

No violation of any provision in the financing agreement exists at the balance-sheet date and no available information indicates that a violation has occurred thereafter but prior to the issuance of the balance sheet, or, if one exists at the balance-sheet date or has occurred thereafter, a waiver has been obtained.
The lender or the prospective lender or investor with which the enterprise has entered into the financing agreement is expected to be financially capable of honoring the agreement.
GASB 62, par. 44 states:
If a short-term obligation is excluded from current liabilities pursuant to the provisions of this Statement, the notes to the financial statements shall include a general description of the financing agreement and the terms of any new obligation incurred or expected to be incurred or equity securities issued or expected to be issued as a result of a refinancing.
7. [bookmark: _Toc322610409]BAN or RAN Entries – Full Accrual Funds
(All entries made in regard to full accrual funds need to be made in the ACTUALS Ledger.)
1. [bookmark: _Toc322610410]To record the issuance:
	Debit
	1104
	Cash

	Debit
	2616
	Discount (if applicable)

	Credit
	2602
	Premium (if applicable)

	Credit
	2120
	Short-Term Debt



1. [bookmark: _Toc322610411]To record interest payments:
	Debit
	69102
	Bond Interest 

	Credit
	1104
	Cash



1. [bookmark: _Toc322610412]To record amortization at fiscal year-end:
	Bond Issue Costs

	Debit
	69104
	Bond Trustee Fees

	Debit
	69108
	Other Bonding Expense

	Credit
	1906
	Unamortized Bond Issue Costs

	Bond Premium (if applicable)

	Credit
	2602
	Premium on Bonds Payable

	Debit
	530030
	Amortization Bond Premiums

	Bond Discount (if applicable)

	Debit
	530029
	Accretion Bond Discounts

	Credit
	2616
	Discount on Bonds Payable



1. [bookmark: _Toc322610413]Adjustment needed to accrue interest payable at fiscal year-end:
	Debit
	69102
	Bond Interest

	Credit
	2116
	Accrued Interest Payable


This entry should then be reversed after fiscal year-end.
7. [bookmark: _Toc322610414]BAN or RAN Entries – Modified Accrual Funds
2. [bookmark: _Toc322610415]To record the issuance:
	(To be recorded in the ACTUALS ledger.)

	Debit
	1104
	Cash

	Debit
	69112
	Bond Discount NB (if applicable)

	Credit
	583100
	Bond Proceeds

	Credit
	583195
	Bond Premium (if applicable)



2. [bookmark: _Toc322610416]To record payment of bond issue costs:
	(To be recorded in the ACTUALS ledger.)

	Debit
	69104
	Bond Trustee Fees

	Debit
	69105
	Bond Agent Fees

	Credit
	1104
	Cash



2. [bookmark: _Toc322610417]To record payable, and deferral of bond issue costs and deferral of discount/premium (if applicable):
	(To be recorded in the ENTITYWIDE ledger.)

	Debit
	190669106
	Unamortized Bond Issue CostsBond Issuance Cost

	Debit
	2616
	Discount on Bonds Payable (if applicable)

	Debit
	583100
	Bond Proceeds

	Debit
	583195
	Bond Premium (if applicable)

	Credit
	2120
	Short-term Debt

	Credit
	2602
	Premium on Bonds Payable (if applicable)

	Credit
	69104
	Bond Trustee Fees

	Credit
	69105
	Bond Agent Fees

	Credit
	67901
	Bond Discount



2. [bookmark: _Toc322610418]To record interest payments:
	(To be recorded in the ACTUALS ledger.)

	Debit
	69102
	Bond Interest

	Credit
	1104
	Cash



2. [bookmark: _Toc322610419]To record amortization at fiscal year-end:
	(To be recorded in the ENTITYWIDE ledger.)

	Bond Issue Costs

	Debit
	69104
	Bond Trustee Fees

	Debit
	69108
	Other Bonding Expense

	Credit
	1906
	Unamortized Bond Issue Costs

	Bond Premium (if applicable)

	Credit
	2602
	Premium on Bonds Payable

	Debit
	530030
	Amortization Bond Premiums

	Bond Discount (if applicable

	Debit
	530029
	Accretion Bond Discounts

	Credit
	2615
	Discount on Bonds Payable



2. [bookmark: _Toc322610420]Adjustment needed to accrue interest payable at fiscal year-end:
	(To be recorded in the ENTITYWIDE ledger

	Debit
	69102
	Bond Interest

	Credit
	2116 
	Accrued Interest Payable


This entry should then be reversed after fiscal year-end.
1. [bookmark: _Toc322610421]Origination Fees and Initial Direct Costs of Loans and Leases
8. [bookmark: _Toc322610422]Terminology
Commitment Fees – fees charged for entering into an agreement that obligates the enterprise to make or acquire a loan or group of loans, or to satisfy an obligation of the other party under a specified condition.  This includes fees for letters of credit and obligations to purchase a loan or group of loans and pass-through certificates.
Origination Fees – fees charges to the borrower in connection with the process of originating, refinancing, or restructuring a loan.  This includes, but is not limited to, points, management, arrangement, placement, application, underwriting, and other fees pursuant to a lending or leasing transaction, and includes syndication and participation fees to the extent they are associated with the portion of the loan retained by the lender.

8. [bookmark: _Toc322610423]General Discussion
GASB Statement 62: Accounting for Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases establishes financial recording and reporting requirements for nonrefundable fees and costs associated with lending activities and loan purchases.  GASB Statement 62 lending activities include lending, committing to lend, refinancing or restructuring loans and leasing activities.
GASB Statement 62 addresses the accounting for discounts, premiums and commitment fees associated with the purchase of loans and other debt securities, such as Treasury notes and bonds, corporate bonds, groups of loans and loan-backed securities (such as pass-through certificates, collateralized mortgages and other securitized loans).  Also addressed is the recognition and the balance sheet classification of nonrefundable fees and costs associated with lending activities.
The statement applies to individual loan contracts; however, aggregation of similar types of loans for purposes of recognizing net fees or costs and purchase premiums or discounts is permitted as longs as the resulting recognition does not differ materially from the amount that would have been recognized on a loan-by-loan basis.  
[bookmark: _GoBack]If a loan is held for investment, Lloan origination fees, except any portion related to points, and direct loan origination costs shall be recognized as revenue or expense, respectively, in the period the loan is originated. Points received by a lender in relation to a loan held for investment shall be reported as a deferred inflow of resources and recognized as revenue over the duration of the related loan.
For loans that are held for sale, origination fees, including any portion related to points, and direct loan origination costs should be recorded as a deferred inflow of resources and a deferred outflow of resources, respectively, until the related loan is sold. Once the related loan is sold, the amount reported as a deferred inflow of resources related to the loan origination fees, including any portion related to points, and the amount reported as a deferred outflow of resources related to the direct loan origination costs should be recognized as revenue and expense, respectively, in the period of sale. shall be offset against related direct loan origination costs with the net amount deferred and amortized over the life of the loan as an adjustment to yield (interest income) using the interest method.
The initial investment in a purchased loan or group of loans shall include the amount paid to the seller plus any fees paid or less any fees received.  For this reason, the initial investment frequently differs from the related loan’s principal amount at the date of purchase.  This difference shall be recognized as an adjustment of yield over the life of the loan.  All other costs incurred in connection with acquiring purchased loans, or commitments to purchase loans shall be expensed as incurred.
GASB Statement 62 is not applicable to refundable loan origination or commitment fees unless such fees subsequently become nonrefundable.  The statement does not apply to costs that are incurred by the lender in transactions with independent third parties if the lender bills those costs directly to the borrower.  It also does not apply to nonrefundable fees and costs related to originating or acquiring loans that are carries at market value.  Provisions of the statement that apply to leasing activities are only applicable to lessors in determining the net amount of initial direct costs of a lease.
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