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TO: Fiscal Officer of All Subdivisions

All Independent Public Accountants

SUBJECT: Requests for New Funds

The Auditor of State receives numerous requests to establish new funds under the provisions of

Ohio Rev. Code §5705.12 which states:

In addition to the funds provided for by sections 5705.09, 5705.121, 5705.13,

and 5705.131 of the Revised Code, the taxing authority of a subdivision may

establish, with the approval of and in the manner prescribed by the auditor

of state, such other funds as are desirable, and may provide by ordinance or 

resolution that money derived from specified sources other than the general 

property tax shall be paid directly into such funds.  The auditor of state shall 

consult with the tax commissioner before approving such funds.

The purpose of this Bulletin is to identify when a request under this code section is required and

when a local government may create a new fund without the Auditor of State’s approval.

When Requests are Unnecessary

Approval to establish a new fund is unnecessary when the creation of the desired fund is already

authorized or required by statute.   Whenever the creation of a fund is authorized or required by

statute, either specifically by name, or in general, a separate letter requesting permission to

establish the fund is not required.

Examples of specific statutory requirements are found in Ohio Rev. Code §3313.81, which

requires that school districts establish food service funds, and in Ohio Rev. Code §5747.50, which

requires that each county establish an undivided local government fund.  Similar statutory

provisions requiring the creation of a specific fund are scattered throughout the Revised Code. 

General statutory requirements for the creation of funds are found in Ohio Rev. Code §5705.09. 

This code section states:

Each subdivision shall establish the following funds: 

(A) General fund; 

(B) Sinking fund whenever the subdivision has outstanding bonds other than 

serial bonds; 



(C) Bond retirement fund, for the retirement of serial bonds, notes, or 

certificates of indebtedness; 

(D) A special fund for each special levy; 

(E) A special bond fund for each bond issue; 

(F) A special fund for each class of revenues derived from a source other than

the general property tax, which the law requires to be used for a particular 

purpose;

(G) A special fund for each public utility operated by a subdivision; 

(H) A trust fund for any amount received by a subdivision in trust. 

Based on this statute, it is unnecessary to continue to request permission from the Auditor of

State to establish a new fund when the purpose of the fund will be to record and expend the

proceeds of debt, to account for a new grant whose use is restricted to a particular purpose or to

account for money received in trust.

When Requests are Necessary

It is necessary to continue to submit requests to the Auditor of State when the creation of the

fund is not specifically authorized by statute or when the purpose of the fund is not identified in

Ohio Rev. Code §5705.09 (A) - (H).  Situations in which it would be appropriate to continue to

submit requests include: 1) when management wishes to create a new fund in order to capture

additional financial information about a specific source of revenue or a specific activity; 2) when

the fund will be used to account for restricted gifts or bequests that will not be held in trust; and

3) when management wants to impose internal restrictions on the use of otherwise unrestricted

resources

Management often asks to create a new fund to determine how much revenue a specific source

generates or how money from a specific source is being spent.  In circumstances where the

desired financial information can be obtained by creating additional accounts within an existing

fund, the creation of a separate fund is generally considered unnecessary.  An exception to this

policy is made for requests for the creation of proprietary funds.

Proprietary funds are intended to account for activities that are similar to businesses.  The activity

is at least partially financed by charges for services or goods.  Rates are usually set by the

legislative authority, and the desire is to maintain accounting records which can demonstrate the

extent that charges cover the costs of providing the goods or services.  This is accomplished by

tracking all revenues and the related expenses of an activity within a single fund.  Requests for the

creation of a proprietary fund are usually granted.

Sending a request to establish a new fund is still appropriate when the fund will be used to



account for restricted gifts or bequests not held in trust.  The creation of a trust fund is not

necessary to account for restricted gifts or donations; this money may be accounted for in a

special revenue fund or, if restricted to the acquisition of fixed assets, in a capital projects fund.  A

trust fund is recommended only when there is a formal trust agreement with the donor.  Requests

to account for restricted gifts and donations are routinely granted based on the need to

demonstrate compliance with donor restrictions.

Letters frequently request permission for a new fund based on management’s wish to place

internal restrictions on the use of otherwise unrestricted resources.  These types of requests are

generally not approved.  It is the policy of the Auditor of State to refuse requests when approval

would result in giving readers of financial statements the false impression that the use of the

resources in the fund is restricted.  The General Assembly has begun authorizing the creation of

funds using unrestricted resources in certain specific circumstances.  For example, H.B. 426

allows subdivisions to create funds for the payment of compensated absences and for the

acquisition of fixed assets.  The Auditor of State does not feel it is appropriate to extend this

ability into areas where the legislature has not acted.

When responding to requests to establish new funds, the Auditor of State applies two basic

guidelines.  Separate funds are justified 1) when they will provide management with additional

relevant financial information which is not obtainable using the current fund structure; and 2)

when necessary to demonstrate compliance with legal or contractual restrictions.

When the purpose of a fund created under the provisions of Ohio Rev. Code §5705.12 has been

fulfilled, the unexpended balance may be transferred to the general fund or to the bond retirement

fund, but only after the payment of all obligations incurred and payable from the fund.  (See Ohio

Rev. Code §5705.14)  Management may not simply modify or alter the purpose of the fund; that,

in effect, creates a new fund and would require a second approval from the Auditor of State.

To request the creation of a new fund, complete the attached form.  Send the form and a copy of

the resolution or ordinance of the legislative authority authorizing the fund  to:

Auditor of State’s Office

Local Government Services Division

88 East Broad Street

P.O. Box 1140

Columbus, Ohio 43216-1140

The request can be deemed approved if you do not receive a letter disapproving the request from

the Auditor of State’s local government services division within 30 days from the date of

submission.

Questions concerning this bulletin should be addressed to the Local Government Services

Division of the State Auditors Office at (800) 345-2519.
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AUDITOR OF STATE

REQUEST FOR FUND APPROVAL

Entity: _____________________________________________

Fiscal Officer: _____________________________________________

Phone No.: _____________________________________________

Request Date: _____________________________________________

Fund Requested: _____________________________________________

Purpose of Fund: _____________________________________________

_____________________________________________________________________

_____________________________________________________________________

      Sources of Revenues: _____________________________________________

_____________________________________________________________________

Anticipated Expenditures: _____________________________________________

 (Types)

_____________________________________________________________________

NOTE: Please attach a copy of the resolution requesting approval to establish the fund.
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