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SECTION 1. INTRODUCTION

A. FORWARD

The Montana Department of Transportation (MDT) administers federal and state
grant programs to help fund operations and capital purchases for qualified trans-
portation organizations. MDT receives the federal grant dollars from the Federal
Transit Administration (FTA). FTA imposes requirements that grantees must
meet to initially and continue to receive, federal grant funds from MDT. One of
those requirements is to have strong financial management practices.

This guide is intended to clarify the federal requirements for financial manage-
ment. The guide includes information on:

e A transportation budget and what the budget should include.

e Basic accounting principles and how to use those principles to create
documents that meet federal guidelines.

e How to determine eligibility for reimbursement of costs.
e Sound internal control procedures and policies.

e Types of transportation revenue and how to use this revenue as local
match.

e MDT reimbursement requirements.
e Rules for keeping financial records.
e Annual audit requirements.
B. WHAT IS FINANCIAL MANAGEMENT?
Financial management means to have strong systems in place to use and
account for grant funds properly. There are six fundamentals to a good financial

system:

e Financial Reports that completely disclose all allowable and unallowable
expenses.

e Accounting Records that can easily track day-to-day expenses and
revenue.
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e Internal Control that ensures assets are used for authorized purposes
only.

e Budget Control that ensures expenses are in line with the original budget
and budgets are tied to agency performance measures.

e Agencies only submit reimbursements for Allowable Costs as defined by
the federal government.

e Agencies support accounting records with Source Documentation, such
as cancelled checks, paid invoices, and timesheets.

C. WHY IS FINANCIAL MANAGEMENT NECESSARY?
Rural and specialized transportation systems operate in environments with
certain challenges (limited resources, multiple funding sources, and public
accountability). Agencies need complete and accurate financial data to:

e Manage the system so that goals and objectives are met efficiently.

e Know the true cost of operating the system so that costs may be billed
appropriately to the system’s users.

e Report to funding sources (like MDT) how money was spent, what
revenues were taken in, and the financial status of the organization.

March 2018 3
MD’I* Transit Financial Management Guide



SECTION 2. BUDGETS

A. WHY ARE BUDGETS IMPORTANT?

Budgets are important to transportation service agencies because the document
serves as a planning tool. A budget forces agency management to sit down and
formally decide what they want and expect to happen in the future. During the
annual budgeting process, agencies need to look at the following issues:

Reducing or ending certain services
Extending profitable services

Adding new services

Raising or lowering the rates being charged

As government grant funding becomes more competitive, it is important for an
agency to be able to estimate operating costs ahead of time in order to decide
how much to apply for and what services are important. Grant requests are more
likely to be funded if a well-prepared budget shows estimated operating deficits
and the cost of services provided.

B. WHAT SHOULD MY BUDGET INCLUDE?

Budgets must have both expense and revenue programs. How to define
expenses will be clarified in Section 3 of this document. How to define revenues
will be clarified in Section 4 of this document.

It is very important to use the cost and revenue categories defined in Sections 3
and 4 consistently across the budget, accounting, and reporting process so that
agencies can determine if budgetary operations are balanced, show an excess of
revenues over expenses, or an excess of expenses over revenues.

Expenses need to be shown in the budget by the classification from which they
are paid (e.g., transportation), by the activities for which the expenditures are
made (e.g., vehicle operations), and by the objects of expenditures (e.g., driver
salaries).

Revenues need to be shown by sources. Sources can be fares, agency
contracts, or grants. Showing revenue by source allows for more accurate
revenue estimates because factors that determine the amount of revenue coming
in each year affect each source differently.
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SECTION 3. COSTS/EXPENSES

A. INTRODUCTION

Across the country, state Departments of Transportation report similar account-
ing problems with federal grant reimbursements during financial audits of trans-
portation providers. These problems include:
e Operation costs claimed are not supported by documentation;
e Operation costs claimed are ineligible; and
e (Costs claimed as indirect costs were not supported by an indirect cost
plan.

To avoid problems, program providers need to follow the appropriate cost
principles are defined below:

2 CFR Part 200
2 CFR Part 230 - Commercial Organization and NPQO's FAR, 48 CFR Part 31

B. TYPICAL COST CATEGORIES/TYPES OF COSTS

Typical cost categories are:

o Operations Costs — these costs typically are variable costs and will
fluctuate with the programs volume of ridership.
» Fuel and QOil Costs
= Wages and Fringe Benefits
» Registration Costs
» Vehicle Storage Costs

o Preventative Maintenance Costs — these costs are used to maintain the
useful life of vehicles.
= Tires and Tubes
Fluid changes
Parts and Repair
Bus washes

o Administrative Costs - these costs tend to be fixed in natural and are
incurred regardless of the operational level of the program.
= Administrative Labor
= Office Space
= |Insurance and Liability
= Other Administrative Expenses
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- Costs/Expenses -

1 .  Expense Definitions

Driver salaries: Includes all wages paid to drivers for the operation of
passenger vehicles or the value of time spent driving.

Dispatcher salaries: Includes all wages paid to individuals responsible for
the dispatching of passenger vehicles or the value of time spent dispatching.

Fringe benefits: Includes the cost of fringe benefits for drivers and dis-
patchers.

Fuel and fuel additives: Includes the cost of gasoline, diesel fuel, engine oil,
and other lubricants.

Tubes and tires: Includes material for the maintenance of tires and purchase
of tires.

Vehicle insurance: Includes the cost of vehicle and transportation-related
types of insurance including liability and property damage, fire, and theft.

Vehicle lease: Includes the cost of leasing vehicles used to transport
passengers.

Vehicle license: Includes the cost of licensing and/or registration tax on
vehicles used to transport passengers.

Purchased service: Includes the cost of any portion of service purchased
from another operator.

Maintenance mechanic salaries: Includes all wages paid to mechanics on
staff or the value of their time spent on maintenance.

Maintenance fringe benefits: Includes the cost of fringe benefits for
mechanics on staff.

Maintenance service: Includes the cost of outside contracts for maintenance
of passenger vehicles.

Maintenance materials and supplies: Includes the cost of materials and
supplies to maintain passenger vehicles.

Maintenance facility: Includes costs incurred by renting a facility in which
vehicles are maintained by staff mechanics.
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- Costs/Expenses -

Maintenance equipment rental: Includes costs of renting maintenance
equipment and includes equipment rental costs not provided through a
maintenance service contract.

Maintenance utilities: Includes all utility costs for maintenance facilities. If
maintenance facilities are not metered separately, all utility costs should be
included in the Administrative utilities costs.

Administrator salary: Includes all wages paid to the administrator of the
agency for time allotted to the transportation program or the value of their
time spent on transportation-type administrative duties.

Manager salary: Includes all wages paid to the manager of the transportation
program for time allotted to the transportation program or the value of their
time spent on transportation management duties.

Clerical/Secretary salary: Includes all wages paid for secretary/clerical
support for the transportation programs or the value of their time spent on
secretarial/clerical duties.

Bookkeeper salary: Includes all wages paid for bookkeeping support for the
transportation programs or the value of time spent on bookkeeping duties.

Other staff: Includes all wages paid to other staff not categorized above sup-
porting the transportation program or the value of their time. Other staff must
be itemized.

Fringe benefits: Includes the cost of fringe benefits for the staff included in
the salary categories above (i.e. FICA, unemployment insurance, health
insurance, worker’s comp.)

Materials and supplies: Includes all the cost of office materials and supplies.

Telephone: Includes all telephone rental, purchase, and installation costs.

Office rental: Includes the cost of renting office space for the transportation
program.

Utilities: Includes all utilities costs for the administrative offices or for all
facilities, if they are not metered separately, that are attributed to the space
allocated for transportation.

Office equipment: Includes administrative costs not categorized above that
contribute to the operation of the transportation program. All items must be
specified.
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- Costs/Expenses -

To determine if costs are categorized as administrative, operations, or
preventive maintenance, see B. above.

C. ALLOWABLE COSTS DEFINED BY THE FEDERAL GOVERNMENT

There are 10 cost standards under the circulars:
e Cost reasonableness
Costs must be allocable (ability to be distributed properly)
No prohibition under law
Conformance with principles, grants, and regulations
Consistency with policies
Consistent accounting treatment
Conformance with generally accepted accounting principles (GAAP)
Prohibition of use as local match
Net costs
Documentation
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- Costs/Expenses -

What do these ten cost standards actually mean?
1. Costs must be necessary and reasonable.

In determining if a cost is reasonable, an agency must determine whether the
cost is generally recognized as ordinary and necessary for operation of the public
transportation program and the market prices for comparable goods or services.

Example: Supporting documentation indicates the cost paid for the goods or
service is consistent with the price paid for the same goods or service by another
Section 5311 grantee. If 10 grantees purchase a ream of paper at costs ranging
from $3.99 to $5.99 per ream, a grantee requesting reimbursement of copy paper
claiming $28.99 per ream would not be reasonable.

A cost is necessary if the expenditure is required for performance or administra-
tion of the public transportation program and furthers the grant goals.

Example: Costs may be categorically considered necessary if they are con-
sistent with an object category or account definition in the chart of accounts.
Additionally, cost items that are routinely incurred by multiple grantees may be
considered necessary.

2. Costs must be allowable.

The federal cost circulars impose an obligation on all recipients of federal funds
to establish project accounts that can be used to accumulate (journals/ledgers),
segregate (chart of accounts), and allocate (cost allocation plans) costs.

Direct costs are those expenses incurred by the agency that are directly related
and strictly benefit only the public transportation program. Such costs are totally
allocable to the transportation program.

Indirect costs are those that have been incurred for common or joint purposes.
These costs benefit more than one cost objective or program. Indirect costs must
be allocated to the transportation program in accordance with an indirect cost
allocation plan or use the 10% de minims rate per 200.414, which is described in
further detail later in this section.

3. Costs must conform to any limitation or exclusions set forth in these principles,
federal laws, and the terms and conditions of the federal award.

The CFRs, along with circulars issued by FTA, provide for what costs are
allowable. MDT uses these cost principles to determine the grant award for each
agency. Therefore, an agency must follow the approved project budget in the
grant agreement with MDT to make sure costs sought for reimbursement are
allowable costs.
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- Costs/Expenses -

. Costs must be consistently administered.

Agencies must consistently administer all their federal grants using the same
accounting policies and procedures.

. Costs must be accorded consistent treatment.

This standard requires agencies to consistently classify their expenses as direct
or indirect under all of their grants. If “facility rent” and “utilities” are considered
indirect costs under the agency’s grant from the Title Ill program of the Older
Americans Act, then the same expenses must be considered indirect costs under
the Section 5311 program or any other federal grant program.

. Costs must not be recorded under or used as match to other awards.

This standard means that costs incurred and charged to one grant program
cannot be billed again or claimed under another federal award. This standard
also states that unless specifically permitted by legislation, costs associated with
one federal award cannot be used to meet the local matching requirement of
another federal grant.

Section 5311 grantees will take note that the non-urbanized area public
transportation grant program benefits from a legislative exemption of this
standard. Funds received by Section 5311 recipients from service agreements
with a state or local social service agency or a private social service organization
may be treated as local, rather than federal funds, even though the original
source of such funds may have been another federal program.

. Costs must be the net of applicable credits.

The total amount eligible for reimbursement under a federal award equals the
allowable direct costs, plus the allocable portion of allowable indirect costs,
minus the applicable credits for all items in the approved project budget.
Applicable credits are reductions of expenditures that offset or reduce the
expense items that are attributable to the transit program as either direct or
indirect costs. Examples of such credits include purchase discounts, rebates,
allowances, insurance payments.

. Costs must be adequately documented.
Costs claimed under any federal award must be adequately documented.

Documentation for most expenses incurred consists of vendor receipts and
corresponding evidence that the vendor has been paid.
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- Costs/Expenses -

Purchased transportation service must have supporting documentation to show
where the revenue from that purchase is being spent.

Example: Transit System “A” is reimbursed by MDT for $5,000.00 of purchased
transit service from Transit System “B.” System “B” cannot use the $5,000.00 it
received from System “A” as local match for grants from MDT. However, System
“B” can use the $5,000.00 for local operating or capital expenditures. This is only
applicable if both agencies receive FTA funds.

Appendix A has a 12-page chart created by the Rural Transportation Assistance
Program (RTAP) that breaks out what are allowable costs under operating and
administrative categories. It is called “Guidelines of Allowability of Cost.”

D. INDIRECT COSTS/COST ALLOCATION PLANS

Some public transit systems—such as units of local government or multipurpose
nonprofit corporations—perform many departmental or program functions and
would likely incur indirect expenses. In these cases, the expenditures benefit not
only transit, but also other programs and departments.

Indirect costs are normally charged to federal grants using an indirect cost rate,
the 10% de minims rate per 2 CFR.414 or a cost allocation plan (local
governments only).

Will all transit agencies incur indirect costs?

No. Agencies whose sole purpose is to provide public transit will not incur indirect
costs.

How to identify when a cost allocation plan is necessary:
If a transit system incurs costs that:

o Are accumulated in the accounts of another department or division of the
organizations; or

o Are incurred by nonprofit agency management that benefit multiple
programs; and

o The level of effort to segregate those costs and assign them to the transit
department is disproportionate to the benefits received:

...then the costs are likely indirect costs and should be allocated through use of

an approved cost allocation plan, but if the cost can be directly ties to the federal
project by use of a Payroll Activity Record (PAR) that can be charged directly.
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- Costs/Expenses -

DOCUMENTATION OF EXPENSES

According to federal guidelines, costs must be adequately documented. For
example, under FTA guidelines, accounting records must be supported by
source documentation such as: cancelled checks, paid bills, payrolls, time and
attendance records, and grant contract documents. Of all the documentation
required, accurate documentation of employee compensation is the hardest to
generate. Therefore, this section will focus on employee compensation records
only.

There are two distinct situations that must be addressed in determining the
proper documentation requirements for employee compensation.

1. Employees who work under a single award.

When an employee works under only a single federal award or whose time is
charged totally to a single cost activity (e.g., administration), documentation
must consist of payrolls documented in accordance with generally accepted
practices of the governmental unit and approved by a responsible official of
the governmental unit.

2. Employees who work under multiple awards.

When employees work on multiple activities or cost objectives, a distribution
of their salaries or wages must be supported by (PAR) or equivalent
documentation.

A PAR is necessary when employees work under any one of these con-
ditions:

More than one award;

A federal award and non-federal award;

An indirect cost activity and a direct cost activity;

Two or more indirect activities that are allocated using different
allocation bases; or

e An unallowable activity and a direct or indirect cost activity.

A PAR is a timesheet or log maintained by the employee that accounts for
100 percent of their time. The objective is to identify effort spent on multiple
activities or programs. Breaks, meals, generic training, etc. can all be coded
to a single activity such as “admin” or “other” which in turn would be reallo-
cated to the activities or programs.

PARs must reflect “after the fact” distribution of actual activity, be prepared at
least monthly to coincide with one or more pay periods, and must be signed
by the employee.
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An example of a PAR is below.
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SECTION 4. REVENUES/LOCAL MATCH

A. SOURCES OF REVENUE
There are four major categories of revenue for transportation services:

Fares

Agency Contracts

Grants and Other Governmental Payments
Other Sources (advertising, concessions)

1. Fares

Farebox revenue includes: fares paid by passengers, pre-paid fare media
used by passengers including multi-ride passes and tokens, prepaid passes,
or other fare media purchased by passengers.

Farebox revenues do not include payments made to the transit provider by
human service agencies under the terms of a purchase-of-service agreement.

2. Agency Contracts

Contract revenues involve a funding agency (human service organization)
contracting with a transit system to provide transportation for the passengers
specified by the agency. Transit agencies may be involved in multiple
contracts. Most often these contracts last for one year and will be negotiated
annually. If the contract is with a non-human service organization, the
contracts are considered fares.

B. WHAT REVENUE/INCOME CAN BE USED AS LOCAL MATCH?

First, fare revenue cannot be used as local match. To reach a net operating
expense, which is the basis for applying for 5311 grant operating assistance,
the following equation must be followed.

Total operating expenses (minus) fares = Net Operating Expenses.
Net operating expenses are expenses that remain after operating revenues

are subtracted from eligible operating expenses. At a minimum, operating
revenues must include farebox revenues.
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The following categories of income CAN be used as local match:

State or local appropriations;

Advertising, concessions

Dedicated tax revenues;

Private donations; and

Net income generated from advertising and concessions.

As stated in Section 3, under the 5311 programs, funds received by agencies
for service agreements (agency contracts) with human service organizations
may be treated as local rather than federal funds, even though the original
source of such funds may have been another federal program, and can be
used as local match.

Section 5311 recipients have the option of treating income from contracts to
provide human service transportation to either reduce the net project cost or
to provide local match for Section 5311 operating assistance. The way an
agency applies income from these contracts affects the calculation of net
operating expenses and, therefore, the amount of Section 5311 operating
assistance the agency is eligible to receive.

EXAMPLE: The Section 5311 project expends $450,000 during the fiscal
year. The system collects $42,000 in farebox and related revenues. In the first
example, the project uses revenues derived from the provisions of human
service agency transportation (a purchase-of-service contract) as local match.
The method maximizes the amount of 5311 funds the project is eligible for;
however, the local share required is $204,000, or 32 percent higher than the
second example. Because $100,000 of this comes from contract revenue, the
actual local cost is $104,000.

The amount of local match necessary to meet the match provisions of the
Section 5311 program is less in the second example. In the second example,
the same human service agency contracts are used as revenues that reduce
the net operating cost. Application of these revenues in this manner reduces
the amount of Section 5311 funds the project is eligible to receive, but also
reduces the total local matching share. However, the full local match of
$154,000 must come from local sources and is $50,000 higher than the actual
local funding if the contract revenue is used as local match.

See the example on page 20.
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Example of Different Treatments of
Human Service Agency Contract Revenue

Example 1 Example 2
Contract Revenue Contract Revenue
Used as Used to Reduce Net
Project Budget Summary Local Match Cost of Service
Total Project Operating Expenses $450,000 $450,000
Total Project Operating Revenues
Farebox and Related Revenues
Fares $42,000 $42,000
Human Service Agency Contracts - $100,000
Net Cost of Service $408,000 $308,000
Project Funding
Federal Share $204,000 $154,000
Local Share $204,000 $154,000
Local Appropriation $104,000 $154,000
Human Service Agency Contracts $100,000 -

In order to use human service contract revenue as local match or reduce the
net cost in service, the contract revenue must be eligible according to federal
guidelines.

1. Contract service expenses must be included in total rural public trans-
portation costs.

The expenses associated with delivery of contract human service agency
transportation must be included in the total operating costs for the Section
5311 project in order to use the revenues derived from that contract to
either reduce the local matching share or to be used as local match.

2. Contract service must be operated as eligible mass transportation.
Human service transportation under contract must be operated as eligible

mass transportation services (not charter services). To be considered
eligible, the grantee must maintain control of the contract service, the
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grantee must operate the service as “open door” and the grantee can
schedule any other rider on the vehicle in addition to the agency’s clients.

EXAMPLE: A nonprofit organization provides both rural general public and Head
Start transportation. The organization’s Head Start transportation program is
operated as a separate department and the agency’s accounting structure was
established with Head Start transportation as its own fund.

Even though the agency receives Head Start funding, which would normally be
considered human service agency transportation, the agency cannot use these
funds to match Section 5311 because the Head Start program is client-specific.

EXAMPLE: A county transportation department provides demand-responsive
service. The agency enters into a contractual agreement to provide service to
clients of the local senior center. Senior center clients ride on regularly scheduled
demand-response runs operated by the system. The senior center uses Title 11I-B
funds under the Older Americans Act to pay for these services. The county trans-
portation department may use these funds as either revenue or local match.

Below is a list of federal program funds that can be used as local match for rural
transit program projects.

Federal Program Funds Which Can Be Used as Local Match
for Rural Transit Program Projects

Agency Program Title
US Department of Labor Foster Grandparents
Retired Senior Volunteer Program (RSVP)
Senior Companions
Workforce Investment Act/Job Training Funds
Community Service Agency Community Services Block Grant
US Department of Health and Human | Title lll of the Older Americans Act
Services Title XIX
Title XX
General Relief
Head Start
Temporary Assistance to Needy Families
(TANF)
US Department of Housing and Urban | Community Development Block Grant
Development
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MATCH RATIOS FOR THE MDT SECTION 5311 PROGRAM

Minimum Maximum
Local Share Federal Share

Project Administration 20.00% 80.00%
Project Operating 46.89% 54.11%
Maintenance (Section 5311) 20.00% 80.00%

C. NON-CASH REVENUES AS LOCAL MATCH

Non-cash revenue such as donations, volunteered services, or in-kind
contributions are eligible to be counted toward the local match only if the value of
each is formally documented and supported, and represents a cost that would
otherwise be eligible under the project. MDT policy states that in-kind
contributions can only be used for up to 15 percent of the total contract.

2 CFR Part 200.96 defines in-kind as: the value of non-cash contributions (i.e.,
property or services) that—
(a) Benefit a federally assisted project or program; and
(b) Are contributed by non-Federal third parties, without charge, to a non-
Federal entity under a Federal award.

In addition, 200.306(j) further states for third-party in-kind contributions, the fair
market value of goods and services must be documented and to the extent
feasible supported by the same methods used internally by the non-Federal
entity.

Furthermore, the in-kind donation must be:

Verifiable from the recipient’s records.

Not included as contributions for any other federally assisted program.
Necessary and reasonable for program objectives.

Allowable under applicable cost principles.

Not paid by the federal government under another award.

Provided for in the approved budget for the grant award.
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Fair market value of contributed or volunteer labor must be determined based on
the regular rates paid for similar work in other activities of the organization or, in
cases where the kinds of skills involved are not found in other activities of the
organization, the rates must be consistent with those paid for similar work in the
labor market. For example, if the agency has some paid and some volunteer
drivers performing the same tasks, and those who are paid are paid at a rate of
$10.00 per hour, then the volunteer’s time should be valued at $10.00 per hour. If
there are no paid staff members doing equivalent work, then the federal minimum
wage amount should be used.

The agency must document all volunteer services in the form of timesheets
signed by the volunteers.

SECTION 5. ACCOUNTING BASICS

A. DEFINITION OF ACCOUNTING CONCEPTS

Accounting is a set of rules and methods by which financial and economic data
are collected, processed, and summarized into reports that can be used to make
decisions.

A journal is book where all original entries of the agency’s financial transactions
are recorded. The entries are recorded as either debits or credits.

A debit is an entry on the left side of a double-entry bookkeeping system that
represents the addition of an asset or expense or the reduction to a liability or
revenue.

A credit is an entry on the right side of a double-entry bookkeeping system that
represents the reduction of an asset or expense or the addition to a liability or
revenue.

The format of the journal is sometimes referred to as a “T” account, because the

shape of the structured entry form looks like a “T.” Each “T” account has a left
side and a right side.
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Presentation of Debits and Credits in a Journal or General Ledger:

Account Title

Debit Credit
(The left side) (The right side)

Typically, any agency will have, at minimum, four accounts: assets, liabilities,
income, and expenses.

Assets are economic resources that provide potential future benefit. Assets are
divided into current assets, fixed assets, and other long-term assets. Current
assets represent resources to be consumed or converted to cash within one
year. Fixed assets represent property, buildings, and equipment used in the
performance of a service. For example, transit buses are a fixed asset. Other
long-term assets represent any other asset that does not fit into the current asset
or fixed asset categories.

Liabilities are obligations of the agency that will result in the probable future
outlay of an asset. If an agency owes a gas station money on a credit card, this is
a liability. If an agency borrows money from a bank, then this is also a liability.
Liabilities are divided into current liabilities, long-term debt, and other long-term
liabilities. Current liabilities are obligations due within one year. Long-term debt is
money that has been borrowed that will need to be repaid after one year. Other
long-term liabilities represent any other liability that does not fit into the current
liability or long-term debt categories.

The listing of account names under the four main accounts is called the chart of
accounts. The chart of accounts provides a uniform way to record the informa-
tion necessary to produce the income statement and balance sheet (defined
below).

The procedure for recording financial transactions, known as double-entry
bookkeeping, requires each financial transaction to be entered in two or more
accounts and involves two-way, self-balancing posting. At least one account is
debited and at least account is credited in every transaction. Again, a debit is
used to record increases in assets and expenses, and decreases in liabilities,
capital, and revenue. A credit is used to record increases in liability, capital, and
revenue, and decreases to assets and expenses. Regardless of the number of
accounts involved in any transaction, the total dollar amount of the debits must
always equal the total dollar amount of the credits. Normally asset and expense
accounts will have debit balances and liability, capital, and revenue accounts will
have credit balances.
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- Accounting Basics -

The general ledger is the main accounting record of double-entry bookkeeping.
A general ledger is a collection of the four accounts listed above and is built by
posting transactions recorded in the journal. As with the journal, each general
ledger is divided into a debits and credits section.

Because each bookkeeping entry debits one account and credits another
account in an equal amount, the double-entry system helps ensure that the
general ledger is always in balance, thus maintaining the accounting equation:

Assets = Liabilities + Owner’s equity

Owner’s Equity accounts represent the ownership accounts of the agency. If the
agency is a partnership and each partner contributed a certain amount of money,
then these cash contributions would be included in the capital accounts. Also
included in the capital section are the accumulated earnings or losses of the
agency since its inception, along with the current year’s revenue and expense
accounts.

The accounting equation is the mathematical structure of a balance sheet.

The balance sheet and income statement are results of the general ledger.
The balance sheet is a statement of the net financial condition of the trans-
portation provider at the end of a fiscal period. It shows the NET balances of the
assets, liabilities, and capital of the agency. The income statement is a sum-
mary of revenue and expenses of the transportation provider for a specific period
of time.

B. THE ACCOUNTING CYCLE

The accounting cycle begins when a transaction occurs. The transaction is then
recorded in a journal. At month end, the journal(s) are posted to general
ledger(s). The amounts recorded in the general ledger are used to prepare the
financial statements.

The journal represents a chronological record of the business transactions of the
agency. In order to provide useful information, the journal entries need to be
classified and summarized. Transactions of a similar nature are grouped into a
general ledger account. This process is called posting. Then general ledger
accounts of a similar nature are summarized into financial statement line items.
For example, all cash accounts (a checking account, a savings account) are
combined into the Cash line item in the financial statements.

1. Recording a transaction in a journal.

Once a transaction occurs which needs to be recorded, a source document
should be either obtained or created. A source document is a permanent record
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of the transaction showing all relevant details and can come from outside the
agency (i.e.: a vendor invoice) or from within the agency (i.e.: timesheets). If a
problem with the transaction develops, the source document will be the record of
the transaction. Therefore, source documents should be complete, accurate, and
filed in a safe place.

The next step is to use the source document to record the transaction in a
journal. A number of different journals can be created and used to complete this
process. Typical journals are the general journal, the cash receipts journal, the
cash disbursements journal, and the payroll journal.

CASH DISBURSEMENTS JOURNAL

Debit Credit
Date Explanation Labor Fuel & Oil VI\::iI:tle Cash
Expense Expense Expense
Feb. 17 3,267 3,267
Feb. 18 639 639

Postings from the journal to the general ledger.

One ledger card needs to be prepared for each general ledger account. The
ledger card will show the account description, account number, transaction date,
explanation, debit, and credit amount for the transaction, and a running balance.

At the end of each month, or sooner, the transactions recorded in the journals
need to be posted to the general ledgers. This means that the date of the trans-
action, debit or credit amount, and page number of the journal are recorded in
the ledger for the account number being affected. Depending on the journal
being used, each individual transaction may not need to be recorded in the
ledger. For example, in the cash receipts journal, there will be a separate column
in which to record all the debits to cash. This column can be totaled and only the
total will be recorded in the ledger.

CASH LEDGER CARD

Date Posting Source Transaction Ending Balance
Debit Credit Debit Credit
Jan. 1 Beginning Balance 3,162
Jan. 31 Cash Receipts Journal 5,000 8,162
Feb. 17 Cash Disb. Journal 3,267 4,895
Feb. 18 Cash Disb. Journal 639 4,256

3. Prepare financial statements.
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Four financial statements need to be prepared at the end of every fiscal year,
and should be prepared at the end of each month. The four financial statements
are:

Balance Sheet

Income Statement

Statement of Changes in Retained Earnings
Cash Flow Statement

Often the income statement and statement of changes in retained earnings is
combined into one document.

The balance sheet shows all the assets, liabilities, and capital accounts of the
agency, although certain general ledger accounts will be combined into one
balance sheet line item. The balance sheet is divided into two broad categories.
The first category is “Assets” and the second is “Liabilities and Capital.” The total
of the Assets section must equal the total of the Liabilities and Capital section.

The income statement summarizes the financial results of the transportation
system over a period of time. All revenue sources are listed first, then all the
expense items. Total revenue less total expenses equals the system’s net
income or loss for the time period. The state of changes in retained earnings
shows exactly what the name implies. This statement is often included at the
bottom of the income statement.

The cash flow statement shows the cash flow from operating activities, investing
activities, and financing activities. Because of the complexity of this report, a
Certified Public Accountant may be needed to assist in the preparation of this
report.

Examples of all three statements are provided in Appendix B.

C. BASIS OF ACCOUNTING

Transactions can be recorded on either a cash or an accrual basis. A funda-
mental decision of a transportation agency is whether to use cash or accrual
basis accounting. Under the cash basis, revenues and expenses are not
recorded until cash is received and paid out.

Under the accrual basis, revenues and expenses are recorded when earned or
incurred. Income is realized in the accounting period in which it is earned,
regardless of when the cash from these fees and donations are received.
Expenses are recorded as they are owed, instead of when they are paid.
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Cash basis accounting does not recognize promises to pay or expectations to
receive money or service in the future, such as payables, receivables, and
prepaid expenses.

Generally, cash basis accounting is simpler for agencies that do not have
significant amounts of these transactions, or when the time lag between the
initiation of the transaction and the cash flow is very short.

The accrual basis of accounting, however, will give a much more accurate and
complete picture of an agency’s financial condition. Accrual basis accounting is
more costly to maintain because it requires the bookkeeper to record more
transactions, but with accounting software, it is much easier to manage.

D. ACCOUNTING RECORDS/SOURCE DOCUMENTATION

Agencies are required to maintain accounting records that adequately identify the
source and application of funds provided for grant-funded activities. All the docu-
ments referenced in Sections A-C must be accurately maintained and available
for review.

Accounting records must be supported by such source documentation as
described in the accounting cycle. Source documentation includes: cancelled
checks, paid bills (invoices), payrolls, time and attendance records, and
federal/state contract and award documents. Wage rate decisions should be
included if applicable. Documentation of shared costs must follow the approved
cost allocation plan.

SECTION 6. INVOICES

A. EXPENSES REIMBURSEMENT

All operating and other payments made by MDT are on a cost reimbursement
basis, up to the authorized amounts described in grantee contracts. MDT will not
process reimbursement requests until all required information is provided in the
correct format on the reimbursement request forms.

B. BILLING SCHEDULE AND PAYMENTS

Reimbursement requests for operating and other expenses and must be
submitted on a quarterly basis in the format prescribed by MDT, unless other
arrangements have been made with MDT.
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Reimbursement requests must be submitted no more than 30 calendar days after
the end of the final billing period.

SECTION 7. RECORD RETENTION

A. REQUIREMENTS

Agencies are required to keep copies of all financial and programmatic records,
supporting documents, and statistical records. All records referenced in the
previous sections are to be kept on file so that the federal and state government
can access them if and when necessary.

B. HOW LONG ARE RECORDS TO BE KEPT?

Required records should be kept for a period of three years from the date of
submission of the quarterly reimbursement request.

Exceptions include indirect cost allocation plans and other cost allocation plans.
If the plans are submitted to MDT for negotiation, then the three-year start date is
the date of submission to MDT. If the agency is not required to submit the plan
for negotiation, then the three-year start date is the end of the fiscal year that the
plan covers.

SECTION 8. AUDITS

A. FEDERAL REQUIREMENTS

Agencies need to comply with federal auditing requirements according to 2 CFR
Part 200. This circular requires annual financial audits be performed by an
independent auditor for any agency receiving more than $750,000 in federal
funds each year. Federal funds are not just transportation grant funds, but
include all potential sources of federal funding.

B. AUDIT 101

1. What is an audit?

An audit is a series of procedures performed on select transactions, account
balances, and internal control features of the accounting system. These
procedures must be performed under the supervision of a Certified Public
Accountant (CPA).
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The result of an audit is that the auditor will issue an opinion on the fairness of
the financial statements reviewed. The audit opinion does not state that
financial statements are “correct” or “accurate.” Instead, the opinion states
that the financial statements present fairly the financial position of the agency.

2. Auditing vs. Accounting.

Auditing means examining the transactions and the internal controls of the
transportation agency. Accounting is the recording of the transactions and
development of the internal controls. Auditing issues an opinion on account-
ing, therefore, the person hired to complete the annual audit should be some-
one different than the person hired to complete the accounting functions.

3. Common information the auditor may request.

It is up to the individual performing the audit to decide what information
he/she wants to use for the audit. The list below gives a general idea of the
type of information requested:

e General ledgers.

e Bank statements and reconciliations of the bank statements to the
general ledger balance.

e Fixed asset records showing, for each individual asset, the date
acquired, original costs, depreciation life and method, accumulated
depreciation, and depreciation expense during the year.

e Accounts payable trial balance (a list of all amounts owed to vendors
as of year-end).

e Reconciliation of the accounts payable trial balance to the general
ledger balance.

e Contracts with all customers.

These are only a few examples of the information the auditors may need. A
good idea is to ask the auditors prior to the start of the audit for a list of
schedules and information they will need. Then go over the list with the
auditors to make sure both parties have the same understanding of the
information requested.
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C. COMMON PROBLEMS DURING THE AUDIT PROCESS.

Some of the most common audit problems along with the solution are pro-
vided below:

Problem: Lack of sufficient detail to support accounting entries.

Solution: Ensure a good filing system is in place and keep all pertinent
documents filed together.

Problem: Incorrect accounting entries.

Solution: If your agency staff is in doubt on how to record a transaction,
ask your auditors immediately.

Problem: Insufficient detail in segregation of hours or miles to programs.
Solution: Make sure your agency is aware of reporting requirements and
can provide the necessary information to meet these requirements. Infor-

mation on vehicle-hours or miles must be obtained and stored daily; it
cannot be recreated at the end of the year.

SECTION 9. SOURCES AND RESOURCES

1. UNIFORM ADMINISTRATIVE REQUIREMENTS, COST PRINCIPLES, AND AUDIT
REQUIRREMENTS FOR FEDERAL AWARDS

e 2 CFRpart 200
2. FTA REQUIREMENTS
e FTA Circular 5010.1F “Grant Management Requirements”

e FTA Circular 9040.1G “Non-urbanized Area Formula Program Guidance and
Grant Application Instructions”

3. TECHNICAL ASSISTANCE

e National Rural Technical Assistance Program (RTAP): “Fundamental Financial
Management Training for Rural and Small Urban Public Transportation
Providers”
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Multi-State Technical Assistance Program (MTAP): “Comprehensive Financial
Management Guidelines for Rural and Small Urban Public Transportation
Providers”

SECTION 10. APPENDICES

Appendix A: Guidelines for the Allowable Cost Under the Section 5311
Program

Appendix B: Sample Financial Statements
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Appendix A: Guidelines for the Allowable Cost Under the Section
5311 Program
Source: National Rural Technical Assistance Program
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- Appendix B: Sample Financial Statements -

GORDON COUNTY COORDINATED TRANSPORTATION SYSTEM

BALANCE SHEETS

ASSETS

CURRENT ASSETS:
Cash
Accounts receivables
Prepaid expenses

FIXED ASSETS:
Transportation vehicles
Office equipment
Repair equipment

Less - Accumulated depreciation

OTHER ASSETS:
Organization costs

TOTAL ASSETS:

LIABILITIES AND CAPITAL

CURRENT LIABILITIES:
Current portion of long-term debt
Accounts payable
Accrued expenses

LONG-TERM DEBT:
Less current portion

CAPITAL:
Local government investment
Federal government capital grant
Local government capital grant
Accumulated earnings
Total capital

TOTAL LIABILITIES AND CAPITAL:

December 31,

1991 1990
$1,202 $891
$530 $575
$712 $659
$2,444 $2,125
$145,721  $145,721
$2,078 $2,197
$8,954 $6,733
$156,753  $154,651
$29,111 $17,624
$127,642  $137,027
$10,361 $11,682
$140,447  $150,834
$4,187 $4,009
$1,811 $1,609
$925 $1,107
$6,923 $6,725
$18,903 $23,090
$20,000 $20,000
$70,000 $70,000
$20,000 $20,000
$4,621 $11,019
$114,621  $121,019
$140,447  $150,834
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GORDON COUNTY COORDINATED TRANSPORTATION SYSTEM
STATEMENTS OF INCOME AND RETAINED EARNINGS

December 31,

1991 1990
REVENUES:
Full adult fares $18,140 $19,700
Senior center contract fares $16,700 $17,210
Community college contract fares $24,910 $25,700
State general operating assistance $13,150 $11,550
$72,900 $74,160
EXPENSES:
Operator wages $23,412 $22,808
Administrative wages $10,848 $10,012
Fringe benefits $8,710 $8,321
Professional services $6,099 $5,850
Gasoline purchases $8,838 $8,302
Utilities $5,074 $4,212
Depreciation and amortization $13,229 $11,012
Other operating costs $3,088 $2,970
$79,298  $73,487
NET INCOME (LOSS): ($6,398) $673

Accumulated earnings,
beginning of year: $11,019 $10,346

Accumulated earnings,
end of year: $4,621 $11,019
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GORDON COUNTY COORDINATED TRANSPORTATION SYSTEM

STATEMENTS OF CASH FLOWS

December 31,

1991 1990
Cash flows from operating activities:
Net income (loss) (56,398) $673
Adjustments to reconcile net income
(loss) to net cash provided by
operating activities:
Depreciation $13,229 $11,012
Change in assets and liabilities:
Accounts receivable $45 (587)
Prepaid expenses ($53) (512)
Accounts payable $202 $62
Accrued expenses (5182) $211
Net cash provided by operating activities: $6,843 $11,859
Cash flows from investing activites:
Capital expenditures (52,523) (58,363)
Cash flows from financing activities:
Payments from long-term debt (54,009) ($3,981)
Net increase (decrease) in cash: $311 (5485)
Cash at beginning of period: $891 $1,376
Cash at end of period: $1,202 $891
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