
Proprietary Funds 

66. Proprietary fund reporting focuses on the determination of operating income, 
changes in net  (or cost recovery), financial position, and cash flows. The proprietary 
fund category includes enterprise and internal service funds. [This paragraph has been 

amended, deleted, or superseded in part, or in its entirety, as indicated in the Status section of 

this document .] 

67. Enterprise funds may be used to report any activity for which a fee is charged to 
external users for goods or services. Activities are required to be reported as enterprise 
funds if any one of the following criteria is met. Governments should apply each of these 
criteria in the context of the activity’s principal revenue sources.33 

33 These criteria do not require insignificant activities of governments to be reported as 
enterprise funds. For example, state law may require a county’s small claims court to 
assess plaintiffs a fee to cover the cost of frivolous claims. However, taxes, not fees, are 
the principal revenue source of the county’s court system, and the fees in question 
cover only the cost of frivolous small claims court cases. In this case, the county would 
not be required to remove its court system or the small claims court activity from its 
general fund and report it in an enterprise fund. Conversely, a state department of 
environmental protection regulation may require a water utility to recover the costs of 
operating its water plant, including debt service costs, through charges to its customers 
— the utility’s principal revenue source. Because these charges are the activity’s 
principal revenue source and because the water utility is required to recover its costs, 
the utility should be reported as an enterprise fund.  

a. The activity is financed with debt that is secured solely by a pledge of the net 
revenues from fees and charges of the activity. Debt that is secured by a pledge of net 
revenues from fees and charges and the full faith and credit of a related primary 
government or component unit — even if that government is not expected to make any 
payments — is not payable solely from fees and charges of the activity. (Some debt 
may be secured, in part, by a portion of its own proceeds but should be considered as 
payable "solely" from the revenues of the activity.)  

b. Laws or regulations require that the activity’s costs of providing services, including 
capital costs (such as depreciation or debt service), be recovered with fees and 
charges, rather than with taxes or similar revenues.34 

34 Based on this criterion, state unemployment compensation funds should be reported 
in enterprise funds.  

c. The pricing policies of the activity establish fees and charges designed to recover its 
costs, including capital costs (such as depreciation or debt service). [This paragraph has 

been amended, deleted, or superseded in part, or in its entirety, as indicated in the Status 

section of this document .] 



Special Revenue Funds 

30. Special revenue funds are used to account for and report the proceeds of specific 
revenue sources that are restricted or committed to expenditure for specified purposes 
other than debt service or capital projects. The term proceeds of specific revenue 
sources establishes that one or more specific restricted or committed revenues should 
be the foundation for a special revenue fund. Those specific restricted or committed 
revenues may be initially received in another fund and subsequently distributed to a 
special revenue fund. Those amounts should not be recognized as revenue in the fund 
initially receiving them; however, those inflows should be recognized as revenue in the 
special revenue fund in which they will be expended in accordance with specified 
purposes. Special revenue funds should not be used to account for resources held in 
trust for individuals, private organizations, or other governments.  

31. The restricted or committed proceeds of specific revenue sources should be 
expected to continue to comprise a substantial portion of the inflows reported in the 
fund.2 Other resources (investment earnings and transfers from other funds, for 
example) also may be reported in the fund if those resources are restricted, committed, 
or assigned to the specified purpose of the fund. Governments should discontinue 
reporting a special revenue fund, and instead report the fund’s remaining resources in 
the general fund, if the government no longer expects that a substantial portion of the 
inflows will derive from restricted or committed revenue sources.  

2 For revolving loan arrangements that are initially funded with restricted grant revenues, 
the consideration may be whether those restricted resources continue to comprise a 
substantial portion of the fund balance in the fund’s balance sheet.  

32. Governments should disclose in the notes to the financial statements the purpose 
for each major special revenue fund—identifying which revenues and other resources 
are reported in each of those funds.  

 
 

Restricted Fund Balance 

8. Except as provided for in paragraph 7, amounts that are restricted to specific 
purposes, pursuant to the definition of restricted in paragraph 34 of Statement 34, as 
amended by Statement No. 46, Net Assets Restricted by Enabling Legislation , should 
be reported as restricted fund balance. Fund balance should be reported as restricted 
when constraints placed on the use of resources are either:  

a. Externally imposed by creditors (such as through debt covenants), grantors, 
contributors, or laws or regulations of other governments; or  

b. Imposed by law through constitutional provisions or enabling legislation. 



9. Enabling legislation, as the term is used in this Statement, authorizes the government 
to assess, levy, charge, or otherwise mandate payment of resources (from external 
resource providers) and includes a legally enforceable requirement that those resources 
be used only for the specific purposes stipulated in the legislation. Legal enforceability 
means that a government can be compelled by an external party—such as citizens, 
public interest groups, or the judiciary—to use resources created by enabling legislation 
only for the purposes specified by the legislation.  

Committed Fund Balance 

10. Amounts that can only be used for specific purposes pursuant to constraints 
imposed by formal action of the government’s highest level of decision-making authority 
should be reported as committed fund balance. Those committed amounts cannot be 
used for any other purpose unless the government removes or changes the specified 
use by taking the same type of action (for example, legislation, resolution, ordinance) it 
employed to previously commit those amounts. The authorization specifying the 
purposes for which amounts can be used should have the consent of both the 
legislative and executive branches of the government, if applicable. Committed fund 
balance also should incorporate contractual obligations to the extent that existing 
resources in the fund have been specifically committed for use in satisfying those 
contractual requirements.  

11. In contrast to fund balance that is restricted by enabling legislation, as discussed in 
paragraph 9, amounts in the committed fund balance classification may be redeployed 
for other purposes with appropriate due process, as explained in paragraph 10. 
Constraints imposed on the use of committed amounts are imposed by the government, 
separate from the authorization to raise the underlying revenue. Therefore, compliance 
with constraints imposed by the government that commit amounts to specific purposes 
is not considered to be legally enforceable, as defined in paragraph 9.  

12. The formal action of the government’s highest level of decision-making authority that 
commits fund balance to a specific purpose should occur prior to the end of the 
reporting period, but the amount, if any, which will be subject to the constraint, may be 
determined in the subsequent period.  

 
 


