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FOREWORD

This manual was developed and written to promote good accounting practices for
rural and specialized transportation providers. Our major concern is to
provide an aid to developing a system that provides economic ' and financial
information for managers in this new industry. The first four chapters deal
with accounting in an applied fashion.

The chart of accounts material is based on the uniform system (Section 15)
developed by the Urban Mass Transportation Administration but modified by the
eight states in the Consortium. Characteristically, the modifications have
grown from experiences based on state Department of Transportation reporting
for revenues and expenditures. The modifications have been fempered by the
operating experiences and practices of providers as well as the financial
reporting needs of human service agencies purchasing rides. Modifications to
Section 15 include:

1) New balance sheet accounts with detail for rural
and specialized operations,

2) Farebox and contract revenue detail by source,

3) Local, state and federal funding detail by
source, ‘

4) Expanded detail for contributed services (in
kind income, volunteer effort and expense
equivalents),

5} Provides for converting cash basis accounting to
the acerual basis for management and reporting
purposes, . :

6) Significant detail for client groups' geographic
areas and contracting arrangements.

Further, each of the Consortium States 1is exploring the use of micro computers
to facilitate processing of the management and reporting information. The last
two chapters of this manual deal with these subjects in a summary fashion.

We invite the managers of rural and specialized transit systems to use the
model based on their operating requirements. The value of periodic and annual
internal operating comparisons will assist in the management decisions faced.
If further assistance is needed, or comparative measures between systems
desired, the staff and members of the Consortium would be happy to share their
experiences with both providers and state officlals. .
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PORPOSE TO READER

This manual is written for managers and bookkeepers of rural and specialized
transportation systems. The success of these systems is both measured by, and
facilitated by, its accounting system. The accounting system facilitates the
success by providing necessary information for four major functions: billing,
bidding and rate setting, financlal management, and securing funds.

Billing

An accounting system should provide all the information that is necessary for
the provider to properly bill all funding sources on a timely basis. Both the
financial data (costs of providing the service and the revenues generated) and
the nonfinancial data (amount and type of service provided} should be recorded
and summarized. Once this information is available, the proper amount to bill
each funding source can be calculated. The accounting system should also
allow the provider to determine the cost of actually providing the service if
it is different than the amount billed.

Bidding and Rate- n

An accounting system also should provide relevant data to allow providers to
estimate the future cost of a contract bid. The amount of service used by the
contracting agency will need to be estimated, but the current cost per vehicle
mile, vehicle hour, trip, or zone should be available through the accounting
system. The provider should still negotiate for the best price, but the
accounting data will provide a floor below which the provider should not
accept the contract. Once a unit of service measurement (trip, passenger
mile, zone, ete) and a rate for that unit is determined, the accounting system
should allow the provider to monitor costs and make sure the contracted rate.
at least covers the costs of providing the service. In the event that the
contracted rate is below the cost of providing the service, the provider
should be able to determine both the amount and the reason(s) for the
difference. Determining these reasons 1is a major part of financial '
management. With the increase in private sector competition, this analytical
skill should become increasingly helpful. If a difference is noted that
produces a contractual loss to the provider, the provider should immediately
initiate actions to reduce operating costs or request renegotiation of the
contract.

Financial Mapagement

Financial management is the art of using accounting data to improve the
efficiency and effectiveness of the business. Three shortcomings of
inadequate information in this area are:

(1) inability to establish rational policies by decision makers due to a lack
of information,
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{2) difficulty in monitoring progress of various operations, and

(3) 1inability to compare data internally or between similar transit
operations with confidence. :

Financial management aids in the detection and pinpointing of problems on s
timely basis. The manager then has time for correction. As such, it is an
important tool, provided the accounting system contains the necesgsary
information. -

Securing Funds

Another important area where good accounting information is corucial is
- securing funds from various sources. Recently, federal support has been
threatened and further reductions seem on the horizon. In this type of
environment, providers not only need to operate as efficiently as possible,
but also need so0lid reliable data to backup requests for local aid and/or
state aid. The first step in obtaining this aid is to know your costs of
providing service. Chances are slim that any state or local agency will
provide funding without knowing the potential benefits of each dollar spent.
The second step is to know your profit or loss. You should make a thorough
review of the entire transit operation using financial management tools to
make sure current funds are used to the fullest. Providers should first make
Sure that current funds are being used asg efficiently and effectively as
possible before requesting additional funds.

RECOMMENDATIONS OF THE TRAKSPORTATIOR
ACCOUNTING CONSORTIOM (TAC)

The Transportation Accounting Consortium (TAC) is a voluntary alliance of
eight states (Arkansas, Colorado, Florida, Iowa, Massachusetts, Michigan,
North Carolina, and South Carolina) working on financial management concerns
for rural and specialized transportation systems. TAC has been funded by the
U.S. Department of Health and Human Services and the U.S. Department of
Transportation, both of whom provide substantial funding to providers. The
standardized accounting approaches developed by the States are the basis of
the model that is presented here. Each state's work is based on the uniform
reporting requirements developed by the U.3. Department of Transportation for
urban transit systems (Section 15). The experiences of these states can more
specifically be reviewed by contacting their representatives or reviewing
their documentation. For example, BSouth Carolina and Michigan both have
provider manuals that provide a detailed example of the State's approach.
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Based on state findings, TAC 1s making three recommendations to rural and
specialized providers. They are:

1. Providers should adopt a uniform approach to accounting:

2. providers should urge their state to provide leadership in support of
uniformity of accounting and reporting practices.

3. Providers should urge a reduction in paperwork requirement.

UNIFORM APPROACH TO ACCOUNTING

These recommendations are based on the experienceé of the TAC States and on
conversations with providers.

The first recommendation is that the accounting of transit systems should be
uniforn. This recommendation 1is based on three of the most common
shortcomings that the Consortium has recognized in its survey of transit
operators and their accounting systems:

1. variations in account titles

2. variations in account definitions
3. variations in accounting practices
MWMM@M

A standard chart of accounts, such.as the one presented in this manual, would
help alleviate these shortcomings by providing standard account %titles and
definitions. Standard accounting and billing practices and standard
performance measures are also encouraged by TAC and are included in this
manual. Adoption of standard account titles and definitions will allow
providers to share problems, solutions, and experiences with mich more

- penefit. It will allow industry averages to be calculated so that providers

can compare their operation to their historical records or to a norm for the
industry in order to determine internal strengths and weaknesses.

Standardizing the accounts should also eventually simplify the reporting
burden. I1f all providers are using the same accounts, then the various
funding sources can design their reports to conform to the accounts being
used. Completion of reports would entail little more than transferring
account balances to the account titles on such reports,
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Using the standard chart of accounts presented in this manual provides an
additional benefit for those providers receiving funds from the Department of
Transportation under both Section 18 rural and Section 9 urban sources., The
accounts in this manual are adapted from the Urban Mass Transportation
Administration (UMTA) reporting requirements, so they will correspond closely
with the Section 9 urban reports.

Flexibility and Modification

A uniform chart of accounts needs to be flexible enough to fit the needs of
rural and specialized providers. It should include all relevant aeccounts. It
also should be simple enough to be used by any size operation while meeting
their informational needs. The chart of accounts presented in this manual
attempts to meet these requirements. Each provider will probably need to
eliminate those saccounts that deo not apply to that provider's specific
operation. The provider should recognize the danger associated With modifying
the account titles. Modifications may be made, but at the cost of losing the
ability to compare data with peers.

While a standard chart of accounts and definitions is a major step in
obtaining unifornm accounting results, standard accounting practices must also
be used. This means that an identical transaction should be recorded the
Same way each time the transaction occurs and the same way by every transit
system, Accounting for rural and specialized transportation providers will be
uniform when a uniform chart of accounts with uniform definitions and uniform
accounting practices are used.

PROVIDER INITIATIVE AND STATE MECHANISMS

The second recommendation of TAC is that the providers should urge their state
to  provide leadership in implementing the uniform chart of acecounts,
definitions, and accounting - practices. An individual provider may believe
that a uniform chart of accounts is a great idea, but unless other providers
use it as well, many of the benefits of using standard accounts will not be
realized. States have a variety of methods to implement the use of uniform
accounts. If individual providers and/or provider associations desire uniform
accounts, they should develop a working relationship with state officials to
sncourage action on this issue.

Coloradc is a real-life example of how this can work. Around February of
1983, the Specialized Transportation Association of Colorado (STAC), a
provider association, began work on developing a uniform chart of accounts,
After about a year of work, STAC convened with the Colorade Department of
Highways and human service departments. Together they worked out the expense
side of the chart of accounts. State budget and report forms are now being
implemented that use the eéxpense accounts from this standard chart of
accountsa. Work is now under way to arrive at the revenue side of the standard
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chart of accounts. It seems that both the providers and the state officials
are happy with the arrangements, and the uniform chart of accounts seems to be
accepted by both. Significantly, this was a "grassroots movement®; it started
with the providers and moved to the state agency. It should be noted that the
process has taken some time {over 3 years at the time of writing), but it
seems to be working well.

Required Reports

The Colorado example shows how providers who want a uniform chart of accounts
can influence the state to provide leadership in this area. States can
provide leadership by requiring reports, passing legislation, or providing
technical assistance. Colorado provided leadership by requiring reports that
use the standard chart of accounts. This method is especially effective when
the state also provides funding. For example, in order for a provider in
Michigan to receive funding from the state, reports must be completed that
virtually require use of the standard .chart of accounts developed by the
state. This type of state action is particularly effective if all departments
that fund providers act together and require the same accounts and use the
same account definitions.

State Legislation

Florida is an example of a state that has provided leadership through enacting
legislation. Florida's legislation requires that each county has one
designated provider who the state will contract with, and this provider 1is
required, by law, to use a standard report.

MMIMMM

South Carolina leadership is being accomplished through technical assistance.
A consultant firm-designed and assisted regional providers in implementing the
standard chart of accounts. In Michigan, three transportation staff members
render accounting assistance. Other examples of state technical assistance
are the four states that have manuals available for use by providers. The
four states are Arkansas, Michigan, Ohio, and South Carolina.

MINITMYIZE PAPERWORK

The third recommendation of TAC is that the amount of paperwork providers are
required to fill out should be kept to a minimum. This recommendation has two
specific components; first, it should not be the burden of the provider to
determine if a client is eligible and the associated paperwork for carrying
out this function should be eliminated; and, second, funding sources who want
extra data (such as detailed client 1ists) should be charged for the extra
work involved. One provider who follows this recommendation is JAONT, mainly
a human service agency provider located in the Chariottesville, Virginia area.
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Since this recommendation was adopted, every agency purchasing services from
JAUNT has decided that extra data i3 not worth the extra cost. The stance
that a larger fee is required for extra reporting is logilcally justifiable,
Gathering, storing, and reporting this added information costs money, s¢ these
costs should be passed on to the agency that wants the information. The
provider should evaluate data requirements on the basis of reasonableness and
application.

STARTING ASSUMPTIONS

In order to write a manual such as this one, certain assumptions must be made
based on the reader's level of bookkeeping knowledge. This manual is written
to be understood by managers and/or bookkeepers. However,a very limited
knowledge of bookkeeping is helipful. The ®how~to" part of bookkeeping is
emphasized and examples are used extensively. Readers without any bookkeeping
background may need to obtain help (from textbooks, other bookkeepers, or a
state agency) to understand the pudiments of bookkeeping (e.g. debits and
credits).

There are two purposes of this manual. The first iz to provide guidance on
setting-up an accounting system using a uniform chart of accounts and uniform
definitions. Uniform accounting practices are outlined and illustrated. The
second purpose shows ways to use the accounting system to improve the
operations of the provider, |

The accounting structure that is presented in this manual is based on private
sector accounting rather than on governmental fund accounting. Funding
sources for public transit include both private and many governmental sources.
However, transit systems that are a part of a government can still use the
accounting structure presented. In order to run a transit system effectively,
a manager will normally need more detailed accounting information than what is
usually provided by governmental fund accounting. The transit system's
bookkkeeper, can use the accounting structure presented in this manual., In
particular the revenues and expenses categories apply to government fund
accounting.

RUDIMENTS OF ACCOURTING

This section is a brief review of the foundations of accounting. If the
information is unclear to you, then you should do a bit of research on your
own. You might want to study a basic accounting textbook, talk with somebody
who knows accounting, or even take a bookkeeping or accounting course.

The review presented here is adapted from Chapter 2 of the "Financial
Management for Transit Handbook", Institute for Urban Transportation,Center
for Transit Research and Management Development Bloomington, Indiana.
(Washington: Urban Mass Transportation Administration, University Research and
Training Programs), April 1985,
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An accounting system is intended to record the financial transactions of an
organization. A transaction represents an exchange {or some other change)
pertaining to the financial activities of an organization. These transactions
are initially recorded in a journal. A journal is a chronological record of
the business transactions of an organization. Any event that affects an
account must be recorded in a journal. As each event ogcurs, it is recorded
in the journal. As such, the Journal can be thought of as the financial diary
of a business; 1t contains the day-to-day financial occurrences of the
operation. In order to provide useful information the journal entries need to
be classified and summarized. Transactions of a similar nature are grouped
into an account. For example, there may be one account for cash, another for
gas which has been purchased, ete. The number and type of accounts depend
upon the information requirements of the transit asystem. All of an
organization's accounts are collectively called the general ledger. Data from
the various accounts are summarized and presented in financial statements.
These financial statements are the focus of financlal planning.

THE ACCOONTING EQDATION
The accounting equation which is the basis of all accounting practice is:

" Assets = Liabilities + Capital

Asgets

Assets are economic resources that can provide potential future benefits to an
organization. Assets are broadly divided into current assets, property,
plant, and equipment. Current assets represent such resources as cash,
receivables and supplies; these are items which are expected to be consumed or
converted to cash within one year. The property, plant, and equipment
category refers to relatively long-lived assets which are used in the
production of a good or the performance of a service, such as the transit
vehicles owned by a transit system.

Liabilities

Liabilities are financial obligatlions of the organization that will result in
the probable future payment of cash. Liabilities can als¢ be classified as
either current or long term. Current liabilities are obligations which will
come due (require payment) within one year. Example of current liabilities
inelude accounts payable (for monies owed to suppliers) and accrued wages {for
monies owed to employees). Long-ternm l1iabilities are those obligations which
are due at some latter point in time, such as general obligation bonds which
must be retired in five years.
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Capital

Capital accounts represent the other claims on an organization's assets once
the claims by creditors (in the form of liabilities) have been met.

TEE DOUBLE ENYRY SYSTEM

Financial transactions are recorded in the acoounting records using a double
entry system in which each transaction affects at least two accounts. At
least one account is debited and at least one other account is credited in
avery transaction.

A debit is used to record:

Increases In Decreases In
Asset accounts . Liability accounts
Expense accounts Capital aceounts

Revenue aceounts

4 credit is used to record:

Increases In Decreaszes In
Liability accounts Asset accounts
Capital accounts Expense accounts

Revenue accounts

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
aredits. Normally asset and expense accounts will have debit bslances.
Credit balances are the normal status for liability, equity, and revenue
accounts, Another important equation for all accounting practice is:

Debits (Dr.) = Credits (Cr.)

FINARCIAL STATEMENTS AND REPORTS

The accounting process permits the collection and classification of data
pertaining to the financjal transactions of the organization. The various
financial statements and reports are produced from this data.
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There are two main types of financial statements: those which reveal the
financial status of an organization at a particular point in time, and those
which summarize the organizatilon'’s financial activities over some period of
time., The financial statement which shows the status is the balance sheet.
The financial statement which shows activity is an income statement.

Ihe Balance Sheet

As stated previously the balance sheet provides the financial status of the
organization at a particular point in time. The main categories of items on
the bpalance sheet are assets, 1liabilities, and capital. (Recall the
accounting equation: Assets = Liabilities + Capital.)

Ine Income Statement

The Income Statement summarizes the financlal activity of an organization over
some period of time (e.g., one month, one gquarter, or one year). This
financial statement is concerned with revenues and expenses. Revenues are
inflows to the organization received in exchange for the services it renders.
Passenger fares are an example of revenue. Expenses represent the outflow or
costs incurred to provide the services. Examples of expenses include employee
pay checks and purchases of fuel. The financial assistance from governmental
units that is received by a transit property is also shown in this financial
statement.
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This chapter illustrates the rudiments of setiing up an entire accounting
system from scratch using a2 standard chart of accounts. Most of the
readers of this manual will already have an accounting system in use, so
a section on converting from a current system to one utilizing the
standard chart of accounts is included.

When setting up & new accounting system, the assistance of a Certified

Public Accountant (CPA)} or other professional accountant may be helpful .

in planning, structuring and implementing the system. The transit
system's manager and bookkeeper could sit down and, with tne aid of this
manual, set up their accounting system. However, the new system will be
both easier and more useful if a CPA assists in its development.

SELECTIRG YOUR CHART OF ACCOONTS

Whether a brand new system is being designed or an existing one modified,
the first step in utilizing a uniform chart of accounts is to select the
accounts that your system requires. Each transit system may have
significantly different features than others and, therefore, require
different accounts. One translt system may collect passenger fares and
need an account to keep track of these fares. Another system may receive
local funding for the handicapped and need an account to keep track of
these funds. The chart of accounts presented in this manual was designed
to be comprehensive in order to handle any situation and, as a result, a
typical transit system will not need all the accounts presented. Those
accounts that are not needed by a system should be eliminated, and those
accounts that are needed will comprise the particular transit systemfs
chart of accounts.

The easiest method of selecting those accounts that apply to a transit
system is through a two-step process:

1. Select the appropriate general object classes.

2. Select the appropriate detalled accounts within each general
object class selected in step 1.

This two-step process should be followed for each of the five accounting
classifications: revenues, expenses, assets, liabilities, and capital.
For expense accounts, there is an additional third step of selecting
expense codes.
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SELECTING GENERAL OBJECT CLASSES

The general object classes for each accounting classification are presented in
Exhibits 1-5. The term "general object classes" may alao be referred to as
"general ledger codes."™ Revenues and expenses are listed first because they
are the most important classifications. Funding is based on these two classes
of accounts and the transit manager has more discretion in affecting the
accounts in these classes. The general format for the account numbers is the
standard format used in accounting:

CLASSIFICATIORS ACCOURT RUMBERS
Revenues 400499
Expenses 500-599
Asseta 100-199
Liabilities 200-299
Capital 300-399

The system manager should at this time sit down and select the general object
classes for the system as presented in Exhibits 1 through 5.
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L1} PASSENGER PARRS FOR TRANSIT SERVIGES . .
These categories cover revenue earned from carrying passengers along regularly scheduled routes and
demand-response generated revenues. Each revenue object class ia te include the base fare, zZone

premiums, express service premiums, exira cost tranafers, and gquantity purchase discounts applicable
to the passenger's ride. Also included i3 a category which covers park-and-ride revenue.

gz SPECIAL. TRARSIT FARES
These categories cover revenues earned for rides glven in regular transit service, but paid for by
some organization than by the rider and for rides given along special routes for which revenue pay
be guaranteed by a beneficiary of the service.

403 SCHOOL BOS SERYICE REVERUES
This category covers revenue earned [rop operating vehicles under school bus canbracis.

5048 FREIGHT TARIFFS
Tuis category covers revenues earned from carrying freight on runs whose primary purpose iy
pamsenger operations.

05 CHARTER SERVICE REVERODES
This category covers revenues earned [ron gperating vehicles under charter contracts. Thia category
incliudes ail closed door service revanues except zchool bus.

406 AOTYLIAAY TRAMSPORTATION REVENDES
These categories cover revenues earned from operations closely assocliated with the transportstion
operations.

%07 NOW-TRANSPORTATION REVENOES

tnese categories cover revenues earned frow activities not asscciated with the provision of the
tranait system's transit service.

508 TAIES LEVIED DIRECTLY BY TRANSIT SYSTEM -
These categories cover tax revenues to transit systess that are organized as independent politiscsal
subdivisions with their own taxation authority. Revenues to transit syatems that come fros loosl,
state, and federal government and has bDeen ralsed through the taxing authority of granter
governmental unit, {which i not synonymous with the transit aystem), are covered in categories 409
through #12}.

9 LOCAL CASH GRANTS AND HETMBURSEMENTS .
These categories cover funds obtained from local governmental units to assist in paying the cost of
operating transit aservices. {The local goveramental units ars those not synonyoous with the transit
system; revenues for these units are covered in category 406.) The breakdown of local governmental
grants and reimbursements to the subcategories 1s to be based on the factor that determines the
amount of the grant or relmbursement. Amounts originating from federal revenue sharing funda are
ineiuded in theae categories.

L1 LOCAL SPECTAL PARE ASSISTANCE
These categories cover funda obtailned from local governmental units to help cover the diffsreace
between full adult fares and special reduced fares. Amounts originating from federal revenue

sharing funds are included in this calegory. Funds obtained from local government to assiat in
paying the cost of operating transit services are included in object claas H09.

L3R STATE CASBE GRANTS AND REIMBORSEMENTS
These categories cover funds cobtalned from state government{s) to aasist in paying the cost of
operating transit services. The breakdown of the state government grants and reipbursements to the
aubcategories is to be based on the factor that determines the amount of the grant or relmbursement.
Amounts originating from federal revenue sharing funds are ineluded in this category.

§12 STATE SPECIAL PARE ASSISTANCE
These categories cover funds obtained froz state government{s) to help cover the difference between
full adult fares and special reduced fares. Amounts originating from federal ravenue sharing funds
are ipcluded in this category. Funds obtained from state government(s) to assist in paying the cost
of operating transit services are included in object class &11.

Lk] PEDERAL CASH GRANTS AND AEIMBORSEMENTS
These categories cover funds obtained from the federal government to mssist in paying the cost of
operating transit services. The breakdown of federal government grants and reimbursements to the
subcategories 15 io be based on the lactor that deteraines the amount of the grant or relmbursement.

K IKTEREST INCOME
Thnis category covers the receipt of interest earned on savings deposits, tonds, etc. {This does not
inelude interest earned on fupds acquired through special capital grants. The interest earned on
capital grant funds are to be credited to the specific capital project.)

%30 CONTRIBUTED SEAYICES
This categery covers the receipt of service {(not cash) from another entity where such mservices
benefit transit operations and the tramsit operator is under no obligation to pay for the services.

LR CONTRIBUTED CASHE

This category covers the receipt of c¢aab [rom ancther entity where the tranait systes has not
provided any serviece to the donor. ' .

x50 S0B5IDY FROM OTEER SECTCRS OF CPERATIONS
This category covers funds obtained [rom other secters of a transil companry's operstions to nelp
cover the cost ¢f providing transit service.
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502

503

504

505

507

508

509

5t

512

513

530

550

BXPENSE OBJECT CLASSES

LABOR

"Lavor® ia the pay and allowances due smployees in axchange for the labor services they render in
behalf of the trangit systeam. It 1= necessary to distinguish the *Labor® allowances fros the
"Fringe Benelfit" allowances. The "Labor® allowances incliude peyments direct to the employee arising
from the performance of & piece of work, such as shift differentials, overtime premiuvms, minimum
guarantees, etc. "Labor® alsc includes payroll withholdipg taxes. The FFringe Benefit™ allowances
include payments direct to the smpioyee, but not arising froa the performance of g pisce of work.
The latter allowances inalude paid absence for Lllness, nolidays, vacations, jury duty, etc.

FRINGE BERFFITS

"Fringe Benefits" are payments or acoruals to others (insurance companies, governments, ete.} on
behalf of an employee and payments or accrusls direct to an employee arising from something other
than the performance of a piece of work. These paymenta are irenalt avstem costs over snd above
"Labor® ecats, but still arising from the emplovment relationship,

SERVICES

"Sarvice® is labor and other work provided by ocutaide organizations for fees and related expenses.
In most instances,service from an cutaside organization is procured as a mubstitute for in-house
eapioyee laber, except in the case of independent audit® which could not be performwed by emplioyees
in the first place. The substitution is usually made bacause the skills offered by the outside
organization are needed for only & short period of time or are better than internally available
skills. The charge for these services is usually based on the labor hours inveated in performing
the aervice.

MATERIALS AWD SOPPLIES CONSUMED i
Materials and Suppliss are tangible producta obtained from outside asuppliers or manufacturad
internally. Freight«in, purchase diacounts, cash discounts, sales taxes, and sxclse taxes ars Lo be
included in the cost of the paterial or supply. Charges o thess expenses accounts will be for the
waterials and supplies issued from inventory for use and for the materialas and supplies purchased
for impediate use, i.e., without going through inveatory.

DTILITIES
"Utilities” are paymenta made o various utilities for utilization of their rescurces {e.g.,
elsctric, gas, water, sewer, sta.). .

CASDALYY AND LIABILITY COSTS
"Casualiy and Liabliity Coats® includes cost elements covering:

+ proteation of the transit syatem from loas through inaursnce programs,
« compensation of othera for their losses due to aots for which the transit system is liable, and
- Pacognition of the cost of a miscellansous category of corporate losses.

The costs of repairing damaged property are recorded in lador, fringe benefit, paterial, and
services object glasses., The costs of writing of{ property dapaged beyond repalr &re recorded in an
object class for deprecistion. The costs of tranait syatem employees engaged in insuring and
proceasing alaims for and against the transit aystem &re recorded in labor and fringe benefit object
classes, - N

TAIES .

"Taxes" are those taxes levied againat the transit system by fedaral, state, and local governments.
Sales and excise taxes on materials and services purchased other than fuel and lubricants are a0t
included in this catsgory, but are to be sccounted For as part of the base price of tha material or
service. This does nct include payroll withholding taxes. !

PURCHASED TRANSPORTATION SERVICE

"Purchased Transportation Service" is the payment or acerual to other transit systema for providing
transportation service.

MISCELLAREOUS EXPENSE

"Miscellanecus Expenses” are Lhose expanses which ¢annot be attributed to aay of the other major
expense categories (l.e., 505-508 and 510-513).

INTEREST EXPENSE
"Intarest Expenser are charges for the use of borrowed capital inourred by the tranait sysatem.

LEASE AND RENTALS
"Leases and Rentals® are paywents for the use of capital assets not cwned by the transit systems.

Rent expense 1a an actual cost to the Agency whether supported by direct billings or by a cpst
a#ilocation plan.

DEPEECIATION AND AMORTIZATION

"Depreciation and Amertization® are charges that reflect the loss in service value of the transit
aystem's assets.

CONTRIBOTED SERVICES - ALLOWABLE RIPENSE

The category covers the recelpt of services {not cash} from anather entity where such service:
benefit tranait operations and the transit operator is under no obligation to pay for the services.
The amount debited to this account should he equal to the amount credited to detailed account number
430.01.

IRELIGIBLE EXPENSES ’
These expenses that are not eligible for funding purposes should be recorded in this account. The
specific expenses that are ineligible will vary by state,
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ASSET UBJRCT CLAXSES :

101 CASH AND CASH ITEM3 )
These categorles cover cash on hand &nd in banks evailable for the liquidation of tranait system
liabilities, including special deposits for which a current liability exists,

102 RECEIVABLES
These categories cover amounts owed to the tranait ayatem by other parties.

103 MATERIALS AND SOPPLIEY INVENTORY

This category covers the cost of &ll unapplied materizis and supplies including tools, repair parts,
fuel, ete. The cost shall include all specifically assignable transportation charges incurred in
obtaining the delivery of such materials and supplies upon the premises of the carrisr, including
loading and unloading. The cost aball also include sales and excise taxes, except for such taxes on
fuel and lubricants, on the materials and supplies included in the account (see Section 2.3}. If
the “inventory method" of accounting for repairsblie items (ses Section 2.4} is used, thia category
Wwill alse inelude the value a2t which the repaired items sra to be held and eventuslly reissued for
use.

104 OTHER CORRENT ASSEIS
This category covers the amount of all assets of & current nature not includable in any of the
foregoing current asset accounta, 101 through 103. The nature of current assets is such that they
are convertible tc cash within one year of the baimnce sheat dats.

105 WORX IN PROCESS
These categories cover labor, meterial, and overhead amounts sapplied to projects not yet completed
or placed f{n service.

111 TARGIBLE TRAMSIT OPERATING PROPERTY .
These categories cover tranait operating property owned by the tranait systex and having an expected
life in service of more than ons year &t thé time of itas inatallation snd a unit coast greater than
the transit system's capitalization outoff, Transit opersting property is that property used in
providing urban masa Lranglt servioes. It includes the rolling stook, maintenance facilities,
general administration bduildings and squipment, eto., that ars used %o support the provision of
transit service.

NOTE: Under the Section 15 peporting systom, the gross historioal aost of tangible transit
operating property is to ba reported in this object class.

111.03  ACCOMULATED DEPRECIATION - GPERATING :

The cumulative depreciation charges aince time of acquisition for all of the tangible transit
operating property items owned by the transit syastes.

112 TANGIBLE PROPERYY OTHER THAN FOR TRANSIT OPERATIONS
Thess categories ocover tangibls proparty ownsd by the transit system but not used in tranait
oparations. This property has an expectad life in service of more than one year at the tims of
installation mnd & unit ocost greater than the transit aystes's oapitalisetion cutoff. I includes
property being used ln some operation other than tranalt service and property not bsing used in any
operations.

NOTE: Onder the Sectlon 15 reporting system, the gross historical cost of tangible property other
than for tramsit ocperations is to be reported in this object clesa.

112,02 ACCOMOLATED DEPRECIATION -~ HON OPERATING

The cumuiative depreciation oharges since time of scquisition for all of the tangible property items
owned by the tranalt syatem but not used in trensit operationa.

i2t INTARGIBLE ASSETS .
These categories cover the intangible rights and bensfits acoruing to the transit syates with &
value enduring through a period of time longer than one year.

13 INVESTMENTS
These categories cover investments of trensit syatem funds in the operation of other sntities for
purposes other than the temporary investaent of surplus cash.

Tt SPECTAL FUNDS

These categories caﬁr cash and near omsh items whose use¢ is restricted to satisfying a apeaifio
class of transit system long-term obligetions.

151 OTAER ASSET3
These categories cover the asseta not properly includable in major categories 10t through 181 sbove,
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* LIABILITY OBJECT CLASSES

2 TRADE PAYABLES
These categories cover obligations to pay for purchases of goods and gervices,

202 ACCROED PAYROLL LIABILITIES
This category covers obligations te pay for the labor services rendered by employess of the Lransit
system, including deductions from employees® wages for Social Security, income taxes, and other
similar items.

203 ACCROED TAYX LIABILITIES

’ Thiz category covers obligationy to pay taxes {tncowe,property, payrall,etc.) which have agerued

during the accounting periocd.

208 SHORT-TERM DEBY .
These categories cover obligations to repay borrowings for periods of less than one year and current
maturities of longer-term fimancing transactions.

205 OTBER GURRENT LIABILITIES
These categories cuver miscellanecus obligations of the transit system due within one year of the
current period ending date and not properly includable in categories 201 through 204.

211 AD¥ANCES PAYABLE
These ocategories cover longer term obligations of the transit aystem evidenced by open accounts and
notes sto.

221 LOKRG-TERM DEBY
Theae categories cover obligations of the transit system due after one year from the current period
ending dete and evidenced by formal long-term dedt instruments such as equipment obligations, bonds,
ete,

231 ESTIMATED LIMOILITIRS
These categories cover amounts which have been established and aegregated a3 estimates of future
liapilsties.

281 DEFERRED CREDITS

This category covers credit balamces in suspenss accounts that canpnot be entirely cleared and
disposed of until additional information is received, and other ltems of a deferred nature.



Chapter II
Page 7

EXHIBIT &
CAPITAYL OBJECT CLASSES

301 PUBLIC (GOVERNMENTAL) ENTITY OWNSRSHIP .
This category covers the ewneranlp of the transit system 1f it is organized as a public entity, such
as a tranait department of a municipal government, sn indspendent regional transit suthority or
district, a transit operating entity of & atate government, etc.

302 PRIVATE CORPORATION OWNERSHIP
These categories cover the owascship of the trenasit system if it is organized ss & private
corporation.

303 PRIVATE WON-CORPORATE (MMERSHIP
These categories cover the ownarahip of the transit aystesm 1f it is orgenized as a privete,
noncorporate entity, i.4., = sole proprietorship or partnership.

303 GRARTS, DONATICNS, ARD OTHRER PAID-IN-CAPITAL
These rcatesgories cover capltal funds or property supplied to the tranait aystez for which an
evidence of ownership obligation te repay was not given by the tranait aystes.

305 ACCOMDLATED ERRNINGS (LOSSES)
Thess categories reflect, in the sggregate, the net cumulative reasults of operations acoruing to the
ownership.
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Example:

To aid
example
used to

in illustrating the concepts in this manual, a non-comprehensive

will be started now and continued throughout,
mean that the accounts used would not be suffic
but will illustrate the ideas presented in a manageab
tious name of the transit system used as an illustration will be WE-MOVE-D

Pertinent data include:

Company Name: WE-MOVE-U

System Manager: Lynn DeBoss
Bookkeeper: _ Nit Picker

Non-comprehensive is
ient for a real system,

le fashion. The fieti-

-

Lynn and Nit sat down, reviewed their operation in relation to Exhibits 1

through 5 and decided that the followin

for their accounting system.

401
410
411

501
502
503
504
507
513

101
102
111
111

201
202
203

304
305

.03

REVENUES

PASSENGER FARES FOR TRANSIT SERVICE
LOCAL SPECIAL FARE ASSISTANCE
STATE CASH GRANTS AND REIMBURSEMENTS

EXPENSES

LABOR

FRINGE BENEFITS

SERVICES

MATERIALS AND SUPPLIES CONSUMED
TAXES

DEPRECIATION AND AMORTIZATION

ASSETS

CASH ARD CASH ITEMS

RECEIVABLES

TANGIBLE TRANSIT OPERATING PROPERTY
ACCUMULATED DEPRECIATION - OPERATING
LIABILITIES

TRADE PAYABLES

ACCRUED PAYROLL LIABILITIES

ACCRUED TAX LIABILITIES

CAPITAL

GRANTS, DONATIONS, AND OTHER PAID-IN~CAPITAL
ACCUMULATED EARNINGS (LOSSES)

g general object classes were necessary
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SELECTING DETAILED ACCOUNTS

After choosing the appropriate general object classes, the next step is
to select the appropriate detailed accounts for each general object
class. An extensive 1listing of detailed accounts are included in
Appendix A. Review the detailed accounts and their definition for each
general object class you selected earlier and choose the detailed
accounts that you need. After selecting detalled accounts for each
general object class, you now have your chart of accounts for your
transit system.

Example:

Returning to the example of WE-MOVE-U, Lynn and Nit selected the
following detailed accounts to form their chart of accounta. Note that
REVENUES can be further coded as to source. .

WE-MOVE-0 CHARTY OF ACCOODRTS

REVENROES: EXPERSES:
4o1. PASSENGER FARES FOR 501, LABOR
TRANSIT SERVICE
401.01 FULL ADULT FARES -501.01 OPERATORS SALARIES AND
WAGES
§10.02 LOCAL SENIOR CITI- 501,04  ADMINISTRATIVE SALARIES AND
ZEN FARE ASSISTANCE WAGES

411.01 STATE GENERAL QPERATING 502.0% FRINGE BENEFITS - FICA
ASSISTANCE '
502.07 FRINGE BENEFITS - ON-
EMPLOYMENT INSURANCE

503.05  CONTRACT MAINTENANCE SER-
VICES

504.01 FUELS & LUBRICANTS CON-
SUMED

507.03  PROPERTY TAXES

513.05  DEPRECIATION - SERVICE
VEHICLES
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ASSETS: LIABILITIES;
101.01 CASH 201,01 ACCOUNTS PAYABLE
102.07  RECEIVABLES FOR OPER- 202.01 FICA PAYROLL DEDUCTION
ATING ASSISTANCE WITHHELD
t11.01 TANGIBLE TRANSIT 202.02  FEDERAL INCOME TAXES
OPERATING PROPERTY WITHHELD
-~ PROPERTY COST
202.03  STATE INCOME TAXES WITHHELD
111.02  TANGIBLE TRANSIT 203.04  ACCRUED PROPERTY TAX PAY-
OPERATING PROPERTY ABLE
~ ACCUM, DEPR,

203.05  ACCRUED FICa TAX PAYABLE

203.06  ACCRUED FEDERAL UNEMPLOY-
MENT INSURANCE PAYABLE

203.07  ACCRUED STATE UNEMPLOYMENT
INSURANCE PAYABLE

CAPITAL:
304.01  FEDERAL GOV'T CAPITAL GRANT
305.01  ACCUMULATED EARNINGS

Once again, it should be emphasized that this example is not comprehensive,
An operating transit system will need more accounts than are shown above. The
example 1s meant only to illustrate the process of setting up and using an
accounting system.

Using the account numbers given in the manual is preferable, but not
essential. You may have noticed that in WE-MOVE-U's chart of accounts, the
account number fop Tangible Transit Operating Property - Accumulated
Depreciation is 111.02, whereas the account number in the appendix is 111,03,
Lynn and Nit thought using 111.02 would be better in their situation, so they
made this minor revision,

SELECTIRG EXPERSE CODES

Coding is the process of dividing the éxpense acoount into categories which
represent the reasons the expense was incurred. Possible categories that may
be used are: :
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Ivpes of Categories Category Examples
1. functicnal areas operations, administration, etec.
2. mnode bus, vans, etc.
3. aservice type demand response, charter, etc.
4., location county, town, etc.

However, before the details of coding are presented, the exact nature of
the term "coding" in transportation and its effects and uses needs to be
discussed. :

The account numbers representing your chart of accounts are codes;
however, the term coding as 1t is used in transportation is more
specific. Each of the five accounting classifications should be broken
down to the level of detail necessary. For management purposes, control
and coding of revenues and expenses is of utmost importance. The
standard chart of accounts presented in this manual divides revenues by
source of revenue, This level of detail should be appropriate for
management purposes. However, the manager may want the expense accounts
to be in more detail. Each transit manager will want different levels of
detail for different areas and some managers may not want any detail, so
it is impractical for the uniform chart of accounts to be set-up to¢ the
greatest degree of detall necessary. Coding can be used by each transit
manager to provide the specific level of detall of the specific items
desired.

We use the term expense coding because a code of numbers can be used in
addition to account numbers to represent the categories of detail. For
example, the functional code 010 typically refers to an operating
expense; the service type code 01 might refer to an expense of a fixed
route aservice. The more codes developed the greater the cost. The
renefits of the information developed should exceed the c¢osts.
Typically, only information on the four categories mentioned above i8
coded, but any information can be coded. The four categories and some of
the typical areas coded for each category are listed below:

Functions Mode
- pperations - bus
~ maintenance - van

- car

-~ administration
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Service Type Location

- fixed route -~ county #1
- demand response - county #2
-~ Subseription

~ flexible routes

-~ charter

Specific categories, areas, and code numbers should be developed as needed.
South Carolina, for example, codes all expenses by service type using the five
categories listed above and numbering them 01 through 05, respectively.

Example:

These code numbers are then linked to the expense accounts by integrating the
code into the actual account number. To illustrate this procedure, the
example of WE-MOVE-U will be continued. Lynn DeBoss has decided to code
expenses by functional areas. She will use a "1" to represent the funetional
area of operations; a "2" tg represent maintenance; and a "3" to represent
general administration. WE-MOVE-U's first expense account is 501.01 -
Operators Salaries and Wages. This expense will always fall in the functional
category of vehicle operations, code number 1, Lynn could add the code number
to the end of the account number and get a new account number of 501.01%.
However, it is probably easier to interpret if Lynn first removes the decimal
point from all account numbers to make a five digit account nmusber {i.e,
account 501.071 becomes account 50101). The function code is then tacked on as
a decimal so the account numbepr becomes 50101.1 and is interpreted as
follows:

General
Object Class : Detailed Account Function
501 01 ‘ 1

For WE-MOVE-U, account 50101 only has. one functional area, however, account
50201 (Fringe Benefits - FICA)} has two functional areas: operations and
general administration (both operations and administrative personnel receive
FICA benefits). As a result, account 50201 is broken down into two accounts:
50201.1 and 50201.3. The revised chart of expense accounts follows:

EXPENSES:
501 LABOR
50101.1 OPERATORS SALARIES AND WAGES
50104.3 ADMINISTRATIVE SALARIES AND WAGES

50201.1 FRINGE BENEFITS - FICA
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50201.3 FRINGE BENEFITS - FICA

50207 .1 FRINGE BENEFITS - UNEMP. INSURANCE
50207 .3 FRINGE BENEFITS -~ UNEMP. INSURANCE
50305.2 CONTRACT MAINTENANCE SERVICES
50401 .1 FUELS & LUBRICANTS CONSUMED
50703.3 PROPERTY TAXES

51305.3 DEFRECIATION - SERVICE VEHICLES

More than one area may be coded in the same account number. For example if
Lynn also wanted to code for mode, she could use the second decimal place for
this purpose. Operator's salaries for van drivers might be account number
50101.1%, and operator's salaries for bus drivers might be 50101.12. However,
we are assuming that WE-MOVE-U operates only vans, so coding for the mode is
unnecessary. Service type, Location or any other code type could be
identified in the third, fourth and or fifth decimal place, respectively.

BENEFITS OF CODIRG

At this point, you may be thinking that coding is nothing more than extra work
for the bookkeeper. However, coding has two important functions: (1) .it can
help in preparing reports, and (2) it is useful for locating problem areas
that need attention. Hevenues can be coded aa to source. Expenses usually
are not. Both Revenues and Expenses are major reporting elements for state
requirements. Both are management focal pointa. Certain reports may require
that expenses be divided into categories. For example, Michigan's Department
of Transportation's funding reports divide all expenses into the three
functional areas listed earlier. In order to complete these reports to
receive funding, system managers in Michigan must know the amount of each
expense that is attributable to each functional area. The easiest and most
efficient method of collecting and reporting this data is to code the data by
function as Lynn has done for WE-MOVE-U.

The second important function of coding is -to help locate problem areas.
Assume that functions are coded and an analysis of performance measures (dis-
cussed in Chapter IV) indicates that overall expenses have increased
dramatically dupring the current year. Totalling the expenses by functional
category and comparing these totals to the functional category totals from
last year will show which functional areas caused the increase in overall ex-
penses. The manager may find that vehicle operations expenses have lncreased
804, while all the other functional categories remained the same. The manager

now knows where to focus. If the mode is alsoc coded, the manager could com-
" pare vehicle operations expenses by mode to last year's figures. This anal-
ysis may show that vehicle operations expenses by vans have increased 120%.
Further analysis of each account whose code represents a functional category
of vehicle operations and a mode category of van might pinpoint the problenm
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to fuel consumption by vans, If location is coded, then the fuel consumption
in each County can be compared. If the increase in fuel consumption was
mainly in County #1, then the manager now has a clear cut question to answer:
"Why has fuel consumption by vans in County #1 increased so dramatically?®
The answer might be an error in recording the expense, a significant increase
in the number of miles vans are driven, or a theft of gas.

AUTOMATION INCREASES THE BENEFITS OF CODING

The benefits of coding are increased substantially if the accounting system is
automated, The numbering system selected facilitates automation. The
eomputer, if programmed, can tabulate the expenses by individual code and by a
combination of codes. As part of a monthly report, expenses by code can be
compared to a budget by code, to last month's expense by code, and to the same
month last year's expense by code. The computer can perform this task quickly
and error-free, and, once the program is installed, perform it every month at
little additional cost. Coding can provide valuable insight into the
company's operations, but added clerical work ("number-crunching®) dis
necessary. The computer performs this "number-crunching” quickly, accurately,
and without complaint, and the results are available whenever the manager
needs to see them. This allows a problem to be corrected before it becomes
ma jor.

Example:

4s a summary of what has been done up to this point, Exhibit & shows the
account, titles and coded account numbers selected for WE-MOVE-U by Lynn
DeBoss and Nit Picker. :
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ACCOONT YITLES
500 REVENDES:
40101 FULL ADULT FARES
41002 LOCAL SENIOR CITIZEN FARE ASSISTANCE
41101 STATE GENERAL OPERATING ASSISTANCE
500 EXPERSES:
50101.1  OPERATORS SALARIES AND WAGES
50104.3  ADMIN. SALARIES AND WAGES
50201.1 FRINGE BENEFITS - FICA (OPERATORS)
50201.3  FRINGE BENEFITS - FICA (ADMIN.)
50207.1 . FRINGE BENEFITS - UNEMP, INSURANCE (OPER.)
50207.3 FRINGE BENEFITS - ONEMP. INSURANCE (ADMIN.)
50305.2 CONTRACT MAINTENANCE SERVICES
50401.1 FUELS & LUBRICANTS CONSUMED
50703.2  PROPERTY TAXES
51305.3 DEPRECIATION - SERVICE VEHICLES
100 ‘ ASSETS:
10101 CASH
10207 RECEIVABLES FOR OPERATING ASSISTANCE
11101 TANGIBLE TRANSIT OPERATING PROPERTY - PROPERTY COST
11102 TANGIBLE TRANSIT OPERATING PROPERTY - ACCUM. DEPR.
200 LIABILITIES:
20101 ACCOUNTS PAYABLE
20201 FICA PAYROLL DEDUCTION WITHHELD
20202 FEDERAL INCOME TAXES WITHHELD
20203 STATE INCOME TAXES WITHHELD
20304 ACCROED PROPERTY TAX PAYABLE
20305 ACCRUED FICA TAX PAYABLE
20306 ACCRUED FED UNEMP INSURANCE PAYABLE
20307 ACCRUED STATE UNEMP INSURANCE PAYABLE
300 CAPITAL:
30401 FEDERAL GOV'T CAPITAL GRANT
30501 ACCUMUDLATED EARNINGS

EXHIBIT 6
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JOURHALS AND LEDGERS

Once the chart of accounts has been selected, the next step is to set-up the
Journals and ledgers that will be used. Journals and ledgers are both methods
of storing information. In & jJournal, information is stored in chronological
order; in a ledger, the same information is stopred by account title, Only
financial information is recorded in the Journals and ledgers, Non-financial
data {(e.g. vehicle miles or customer satisfaction) are not recorded in the
Journals and ledgers, but are necessary for sound management of the transit
operation. Therefor, non-financial data is discussed in Chapter IV,

Events that affect the value of an account are called "transactiona", ¥When a
transaction is recorded in a Journal, it is ocalled an entry. Tranait
operations typically need to use three types of journmals: a general journal,
a4 cash receipts Journal, and a cash disbursements journal.

& general Journal is set-up to handle any type of entry. Therefor, an
accounting system ocap cperate using only & general Journal, However, as will
be shown, the other two Journals increase the efficiency for the accounting
s$ystem. A general journal is composed of 5 columns one each for the date,
account titles and an explanation, account numbers, debit amounts, and credit
amounts. The column for account numbers is typically labeled P.R.", which
stands for posting reference and will be explained later. in example of a
general journal follows.

General Journal

= H ,71— e e i eyl ey e e _ e e T ot T e e e I m—m——‘_"__._.....m“—"_“:-
Date Explanation PR Debit Credit

~

-y

BN n
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Since cash flows in and out of a business on a recurring basis, setiing-
up and using journals designed specifically for c¢ash receipts and cash
disbursements is easier and more efficient. A typical cash receipts
journal and a typical cash disbursements journal are shown below. Both
journals have one column for cash and columns for other accounts that are
often affected by cash transactions. For example, since fuel is often
paid for with cash, the cash disbursements journal would have a separate
column for fuels expense (account #50401). These are sample accounts for
WE-MOVE-(. Your accounts will probably be different and more complete.

CASH RECEIPTS JOURNMAL
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BAME: SMITH, WILLIAM SOC. SEC. # : 000-000-000
ADDRESS: 13 FIRST AVE. DATE OF BIRTH: 11-26-64
PHOHB:_ 555-1234 PLY RATE: b.o%5 EXPHMPTIONS: 1
HOBRS DEDOCTIORS
PAY PERIOD GROSS FED STAIE 0.8. HEY
EXDIE P PICA [AX .- §SOR,  BOED P2
1-15-86 B&88 10 42 o 2 174,15 12.45 10,95 8,71 3,00 _7.50 131.54
COMOLATIVE 42 40 2 178,15 12.45 10,95 8,71 3.00 . T.50 131.54%
1-29-86 Bags 8 4o 40 0 162.00 11,58 10.30 B. 10 3.00 . 7.50 121,52
COMOLATIVE 82 80 2 336.15 24.03 21.25 16.81 6.00 15.00 253.06
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If you are starting a new accounting system, these three journals should

be prepared. If you already have an existing accounting system, the
adequacy of the existing journals should be determined, and new journals
prepared  if hecessary. Accounting paper with columns designed for

preparing journals is available at most office supply stores.

FMPLOYEE COMPENSATION RECORDS & PATROLL REGISTER

Lapor and related fringe benefits typically comprise over 50% of a
transit operation's expenses. This fact, alone, should make the system
manager want to keep accurate and detailed records of payroll. There are
three other reasons for good record keeping of payroll. First, employee
mérale can be damaged by late or incorrect checks. Second, taxing
authorities demand good records tc support the taxes the transit
operation is withholding. Third, funding sources want good records to
support payroll expenses because these expenses are such a major part of
the costs being funded. To satisfy the need for good payroll records,
the transit operation needs to use employee compensation records and a
payroll register. Both provide the documentation supporting the actual
Journal entry, but neither contain the actual journal entry. In Chapter
TIT it will be explained that both are types of source documents.

An employee compensation record book contains a separate page for each
employee. On this page, all relevant payroll information (e.g. hours
worked, deductions, gross and net pay} for the employee is stored. &
page for one employee for the month of January is shown below.

EMPLOYRE COMPERSATIOE RECORD
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& payroll register summarizes the weekly, monthly, or designated measurement
for payroll information for all employees. The payroll information should be
summarized by function (i.e. summarize all operations payroll information
separately from wmaintenance and administrative payroll information},. An
example of a payroll register for an operation with only two employees is
shown below.

PAYROLL. REGISTER

GROSS FED  STATE U.S.  HET

DATE NAME CK_# PAY FICA TAX TAX IESUR BOND PAY
1-15 SMITH, WILLIAM 300 174.15 12.45 10,95 8.71 3,00 7.50 131.54
WEGMAN, DAN 301 201.30 14.39 11.22 10.07  3.00 .  162.62
TOTAL 375.45 26.84 22.17 18.77 6.00 7.50 294,16

LEDGERS

The last step in setting-up an accounting system is to prepare general and
subsidiary ledgers. A general -ledger contains the same information that is
contained in the journals, but the information is organized by account title
instead of being in chronological order. Subsidiary ledgers are used to
provide additional detail when the information in the general ledger does not
meet your needs. For example, you will need a subsidiary ledger for accounts
payable because the general ledger only shows the total amount of money your
operation owes to all creditors. Additional information on the amount owed to
each creditor is necessary and is provided by an accounts payable subsidiary
ledger.

General Ledger

The general ledger is a book or binder containing a separate record for each
account title. The entries that are made in a Journal are then recorded in
the appropriate account's record in the general ledger. This process of
transferring the information from the Journal to the ledger is called
®posting®.

Examples of two ledger accounts are shown in Exhibit T. The ledger accounts
shown are for account numbers 10101 {Cash) and 10207 (Receivable for Operating
Assistance). A separate ledger account would be set up for each account in
your chart of accounts.
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ACCT #: 10207

ExAIBIT 7
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Subgidiary Ledgers

A subsidiary ledger divides a general ledger account into more detail,
Transit systems will typically need three subsidiary ledgers: an accounts
payable subsidiary ledger, an accounts receivable subsidiary ledger, and an
asset register. As mentioned earlier, an accounts payable subsidiary ledger
shows the amount each vendor is owed sc that payments ocan be made for the
correct amount to the correct company or person. Because the accounts payable
subsidiary ledger is merely dividing the accounts payable general ledger
balance into more detail, the sum of all the accounts payable subsidiary
iledger accounts will equal the amount of the accounts payable general ledger
balance, This concept and subsidiary ledger accounts for accounts payable are
illustrated in Exhibit 84, -

An accounts receivable subsidiary ledger shows the amount owed to the transit
system by its clients. This subsidiary ledger allows the transit manager to
know who the system needs to collect money from, the age of the receivable,
and to verify that payments received are for the correct amount. At all
times, the sum of the accounts receivable subsidiary ledger accounts will
equal the accounts receivable general ledger balance. This concept and sub-
sidiary ledger accounts for accounts receivable are i}lustrated in Exhibit 8E.
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GENERAL_LEDGER
TR E ACCT #: 20101
BALARCE
DATE
7/12 200 200
T/12 50 250
1/32 100 350
T/32 150 500
TOM'S GAS BALANCE
DATE EYPLARATION _ P.R.  DEBIT  CREDIT  DEBIT _ CREDIT
1212 200 200
RICH'S SUPPLY BALANCE
DATE EXPLANATIOR P.R.
T/12 50 50
CARGL'S TIRES BALANCE
DATE EXPLARATION  FP.R. DEBIT _CREDIT _ DEBIT = CREDIT
7/12 100 100
' CE ST OR BELANCE
T/32 150 150

EXHIBIT 84
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GEWERAL LEDGER
TRADE RECEIVABLES ACCT #: 10201
BALANCE '
DATE EYPLANATION  P.R. DEBIT  CREDIT DEBIY CREDIT
/12 180 180
7/12 300 480
ACCOUNTS RECEIVABLE SUBSIDIARY LEDGER:
BIG-TIME FACTORY BALANCE -
DATE EXPLANATION  P.R. DEBIT __ CHEDIT DEBIT CREDIT
T/12 : 180 180
STATE D.O.T. BALARCE
DATE EXPLARATION _ P.R. DEBIT _ CREDIT DEBIT CREDIT
/12 300 300

EYHIBIT 88
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An asset register lists .the permanent equipment owned by the transit
system. While wvehicles will be the major assets, office equipment,
tools, and radic equipment are alsc included. A separate page should be
established for each asset, except assets of the same type with the same
useful life can be recorded on the same page. For example, a bus radio
and a typewriter that are both expected to last 10 years should be
recorded on separatée pages, but 2 bus radios that are both expected to
last 10 years can both be recorded on the same page.

The information needed to comply with Circuiar A-102 *Uniform
Administrative Requirements for Grants-In-Aid to State and Local Govern-
ments®™ and the additional information you define to meet your own needs
should be recorded in the asset register.

An example of a page of an asset register is shown below.

OSEPIL DEPR. BOOK ACCUM. PROPERYY
DATE  DESCRIPTION  LJPE  COST EXP.  VALOE  DEPR. NOMBER
8/1 1981 DODGE VAN 60 MOS 30000 30000 03
12731 2500 21500 2500

CHABGIRG AR EXISTIRG SYSTEM

Most of the users of this manual will already have an accounting system
in place. When this is the case, special care must be used to make sure
all the previous account values are recorded in one of the new accounts
{the ones just selected), and that the total of each object class (e.g.
assets) remains the same before and after the changeover. This section
will show a step-by-step method using a worksheet. The method was
designed to reduce the risk of any error in transferring the existing
values to the new accounts. Each object class is done separately. The
worksheet for the asset class and the resulting journal entries are shown
in Exhibit 9. Five column workpaper should be used and the following
eight steps followed.



Chapter II

Page 26

Prepare a new general ledger for the new chart of accounts you have
selected,

List 81l the old accounts for the object class in Column 1. List all
the new accounts below the list of old accounts. See Exhibit 9.

Record the value of each old account in Column 2 recording crsdit
balances as a negative number.

Repeat the following”steps for each of the old accounts,
a. if the old account has a debit balance

1) oredit (in column 4} the amount of the debit balance

2) decide how the old account's value should be split among the
new accounts,

3) debit (in Column 3) the new account(s) for the amount decided
on in step 4 (a) (2) above.

4) cross-reference all values recorded in elimimating an old
account.

5) check that debits equal credits (Column 3 = Column 4},

b. if the old account has a credit balance

1) repeat steps 4 (a) (1-4) changing all debits to credits and
vice versa.

Fill in Column 5 by adding Columns 2 and 3 and subtracting Column 4,
Column 5 should be $0 for all old accounts. If not, an error was
made in step i,

Total Column 2 and Column 5. If they are not equal, then an error
has been made.

Prepare & journal entry for each cross-reference letter used,

Post the journal entries to the ledgers.

a, When this step is completed, all the accounts in the old general
ledger will have a $0 balance, the new general ledger will be

ready to use, and the total of each account classification wilil
be the same as before the changeover.
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YOREKSHEET 10 PLACE (LD ACCOURTIRG VALUES INTC WEW ACCOUNTS
ASSETS
. OLD ACCOUNIS YALURE REF DEBIT REF CREDIT EEM YVALUDES
CASH $500 a $500 $0
ACC. REC $200 b $200 $0
BUSES $80,000 e 480,000 $0
VANS $614,000 d $634 . 000 $0
ACC. DEPR, ($40,000) e $40,000 $0
HEW ACCOUNTS
CASH a $450 $150
CASH -~ PETTY CASH a $50 $50
REC. FOR OPER. ASSIST. b $200 $200
TRANSIT OPER. PROPERTY ¢ $80, 000 $154,000-
d $64,000
TRAN. OP. PROP.-A/D e $40,000 {$40,000)
TOTAL ASSETS  $104,700 $104,700
ENTRIES Debit Credit
CASH {new) $450
CASH - PETTY CASH $50
CASH (old) $500
To transfer to new account titles
REC. FOR OPER. ASSIST. $200
ACC. REC. £200
To transfer to new account titles
TRANSIT OPER. PﬁOPERTY $144,000
BUSES $80,000
VANS 64,000
To transfer to new account titles
ACC. DEPR. 440,000
TRANSIT OPER. PROP. A/D $40,000

To transfer to new account titles

EIRIBIT 9
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The new general ledger prepared in Step 1 will be the ledger that will be used
hereafter, The purpose of the changeover worksheet is to transfer all
balances from the old ledger to the new ledger. ’

The next two steps are selfwexplanatory. The old and new account titles were
listed, followed by the current amount of the old accounts, The next step
regquires judgement. The first old account, Cash, was credited for $500. The
hew accounts were then analyzed and it was determined that the $500 belonged
in two of the new accounts, Cash and Petty Cash, The respective values of
$450 and $50 were entered as debits to these accounts. All three of these
accounts, Cash-old, Cash-new, and Petty Cash were then given the reference
(REF) letter Ma" to show that this is all one entry. The debits of $450 and
$50 equal the. credit of $500 so the old account, Cash, has been properly
eliminated and step 4 can now be repeated for the next old account. Accounts
Receivable is credited for $200 and, since the entire amount 1is a receivable
for operating assistance, the new account bearing this title is debited for
$200. Reference letter "p" is used and debits equal credits so Ace. Rec. has
been properly eliminated. This procedure is followed to eliminate the rest of
the old accounts. Another note of interest regarding step 4 is that Transit
Operating Property is debited when eliminating both the old accounts "Buses"
and the old account "Vans". This occurs because both buses and vans are
included in the aceoount Transit Operating Property. In this case, an Asset
Register needs to be maintained to keep the data of each asset separate,

Returning to the task at hand, illustrating the steps listed, steps 5 and 6
are mainly mechanical in nature and should not be a problem if step 4 was
performed correctly. Steps 7 and 8 enter the adjustments prepared on the
worksheet into the accounting system. When these steps are finished, the old
general ledger is eliminated and has been replaced with the new accounts. The
illustration used was very simple, but the worksheet approach will provide the
framework teo accurately determine the necessary entries needed to switch to
the new accounts from an existing system. )

The best time to changeover to the new accounts is at your fiscal year-end.
At this time, all the revenue and expense accounts are closed ($0 balance), so
no changeover of amounts for  these two classes of accounts is necessary.
Irying to changeover during the year may be very difficult (especially if your
existing revenue and eéxpense accounts are vastly different than the ones
chosen from this manual) and could lead to arbitrary assignments from the old
accounts to the new accounts which will distort your records.

If your transit operation is housed in a governmental unit, for example a.

county or a Community Action Agency with a mission broader than
transportation, the new accounts can be included in place of the old accounts
without any major accounting difficulties. The only additional
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problem would be obtaining the organizational approvals based on the
reasons for the change.

Example:

Nit Picker, WE-MOVE-U's bookkeeper, has made the changeover to the new
accounts and the results are shown in Exhibit 10. All revenue and
expense accounts have $0 balances because the changeover was made at WE-
MOVE-U's fiscal year-end. The values of the assets, liabilities, and
capital accounts cannot be tied into any other exhibits presented. 1If
WE-MOVE-U was a real transit operation, then the amounts would have been
arrived at by using the worksheet approach shown earlier.

Te Tangible Transit Operating Property consists of two small buses
costing $80,000 financed by a federal capital grant and a service vehicle
bought out of company funds costing $20,000. WE-MOVE-U uses an asset
register to keep these assets separate.
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ACCOURT
ACCOUNT TITLES BALANCE
REVENUES:
40101 FULL ADULT FARES $0
41002 LOCAL SENIOR CITIZEN FARE ASSISTANCE $0
51101 STATE GENERAL OPERATING ASSISTANCE $0
EXPENSES:
50101.1 OPERATORS SALARIES AND WAGES $0
50104.3 ADMIN. SALARIES AND WAGES $0
50201.1 FRINGE BENEFITS - FICA (operators) $0
50201.3 FRINGE BENEFITS - FICA (admin.) $0
50207 .1 FRINGE BENEFITS - UNEMP. INSURANCE (oper.) -$0
50207 .3 FRINGE BENEFITS - UNEMP, INSURANCE (admin.) . $0
50305.2 CONTRACT MAIRTENANCE SERVICES $0
50401.1 FUELS & LUBRICANTS CONSUMED $0
50703.2 "PROPERTY TAXES $0
51305.3 DEPRECIATION -~ SERVICE VEHICLES $0
ASSETS:
10101 CASH ‘ $875
10207 RECEIVABLES FOR OPERATING ASSISTANCE 40
11101 TANGIBLE TRANSIT OPERATING PROPERTY $100,000
- PROPERTY COST
11102 TANGIBLE TRANSIT OPERATING PROPERTY ($18,000)
- ACCUM. DEPR.
LIABILITIES:
20101 ACCOUNTS PAYABLE $350
20201 - FICA PAYROLL DEDUCTION WITHHELD $0
20202 FEDERAL INCOME TAXES WITHHELD $0
20203 STATE INCOME TAXES WITHHELD $0
20304 ACCRUED PROPERTY TAX PAYABLE $400
20305 ACCRUED FICA TAX PAYABLE $0
20306 ACCRUED FED UNEMP INSURANCE PAYABLE ) $0
20307 ACCRUED STATE UNEMP INSURANCE PAYABLE $0
CAPITAL: _
30401 FEDERAL GOV'T CAPITAL GRANT i $80,000
30501 ACCUMULATED EARNINGS $2,125

EXHIBIT 10
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RO1-hho
501-550
101~-151
201-211
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REVEROES

PASSENGER FARES FOR TRANSIT SERVICE

2801.01

301.02

%501.03

401.04

401.05

401.06

401.99

Fuil hdult Fares

The revenue earned from carrying passengers who pay the full
adult fare. -

Senfor Citizens Papres

The revenue earned from carrying passengers who pay a special
reduced fare because they are older than a prescribed age
limit.

Student Fares

The revenue earned from carrying passengers who pay a Special
reduced fare because they are enrolled in an educational
institution.

Child Fares

The revenue earned from carrying passengers who pay a special
reduced fare because they are younger than a prescribed age
limit. '

Handicapper Rider Fares

The revenue earned from carrying passengers who pay a special
reduced fare because they are handicapped.

Parking Lot Fares

The revenue earned from parking fees paid by passengers who
drive to park-and-ride parking lots operated by the transit
company in order to utilize transit service. Revenue earned
from the operation of parking lots which are not normally
park-and-ride locations is collected in object class 407.05,

Other Primary Rider Pares
The revenue earned from carrying passengers who pay & special

reduced fare for some reascon other than those specified in
items 401.02 through 401.06.
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IX 4

DETAILED ACCOUNTS
AND DEFINITIONS

SPECIAL TRARSIT FARES

402.01

402.02

R02.03

502.04

hczl%

Contract Fares for Postman

The revenue earned by providing rides for postmen with
periodic contractual payments (rather than farebox col-
lections) being made directly from the U.S. Postal Service to
the transit system.

Contract Fares for Policemsn

The revenue earned by providing rides for policemen with
periodic contractual payments (rather the farebox collections)
being made directly from the police authority to the transit
system.

Special Route Guarantees

The amounts paid by industrial firms, shopping centers, public
and private universities, etec., to guarantee a minimum revenue
on a line operated especially for the benefit of the payer.

Other Special Contract Transit Fares -~ State and Local
Government

The revenue earned under contractual arrangements with state
and local governments for transit fares other than those
arrangements specified in categories 4072.0% through 402.03
above.

Other Special Contract Transit Fares - Other Sources

The revenue earned under contractual arrangements with
nongovernment entities for transit fares other than those
arrangements apecified in categories 402.01 through 402.3
above.

Honcontract Special Services Fares
The revenue earned by providing special service rides for

sporting events, sightseeing, etc., where fares are not
guaranteed on a contractual basis.

403. SCHOOL BUS SERVICE REVENUES

Bok.

kos5.

FREIGHT TARIFFS

CHARTER SERVICE REVENUES
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506. AUXILIARY TRANSPORTATION REVENDES

407.

506.01

406.03

506 .04

406 .99

Station Concessions Revenue

The revenue earned from granting rights to concessionaires to
operate news stands, candy counters, etc., in transit system
stations.

Yehicle Concessions Revenue

The revenue earned from granting rights to concessionaires to
operate food and beverage services, etc., on transit system
vehicles.

Advertising Revenue

The revenue earned from displaying advertising materials on
transit system vehicles and property.

VYehicle Ferriage Revenue

The revenue earned from transporting vehicles in ferryboat
transit service.

Other Auxiliary Transportation Revenues

The revenue earned from auxiliary operations other than those
specified in categories 406.01 through 406 .04 above.

NONTRANSPORTATION REVEROES

§07.01

K07 .02

R07.03

Sales of Maintenance Services

The revenue earned from performing maintenance services on
property not owned or used by the transit system.

Rental of Revenue Vehicles

The revenue earned from leasing transit system revenue
vehicles to other organizations.

Rental of Buildings and other Property

The revenue earned from leasing transit system building énd
property (other than revenue vehicles) to other organizations.
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408.

IX &

807.05

307.99

DETAILED ACCOUNTS
AND DEFINITIONS

Parking Lot Revenue

The revenue earnad from parking fees generated from parking
lots not normally used as "park-and-ride" locations. Revenue
earned fronm operating "park-and-ride® lots is reported in
object class 401.06.

Cther !bntranspbrtation Revenues

The revenue earned from nontransportation activities other
than those listed in categories #07.01 through #07.05.

TAXES LEVIED DIRECTLY BY TRANSIT SYSTEM

808.01

b08.02

408.03

408.04

uos -05

408.99

Property Tax Revenue

The revenue earned by taxing the property within the politieal
subdiviaion constituting the transit system.

Sales Tax Revenue

The revenue earned by taxing sales of goods and/or services
that occur within the political subdivision constituting the
transit system.

Income Tax Revenue

The revenue earned by taxing the income of persons and/or
organizations located within the political subdivision
constituting the transit system.

Payroll Tax Revenue

The revenue earned by taxing the payrolls of employers for all
work performed within the politieal subdivision constituting
the transit system.

Utility Tax Revenue

The revenue earned by taxing the consumption of utilities
(e.g., water and sewer, gas, electric, telephone, ete.) within
the political subdivision constituting the transit aystenm.
Other Taxes Levied by Transait Syétea

The revenue earned by taxation on some basis other than those

specified in categories 408.01 thorough 408.05 when the taxing
authority is the transit syaten.
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509. LOCAL CASH GRANTS AKD REIMBORSEMERTS

509.01

%09.02

£09.03

409.0%

%09.05

%09.06

409.07

Local General Operating Assistance

The receipt or accrual of local government payments to help
cover the operating costs of providing transit services., This
category covers general operating assistance, not that based
on special fares or certain expense items as described in the
following categories. It includes T™purchase of service®
payments from local government units. '

Local Special Demonstration Project Assistance -~ Local
Projects :

The receipt or accrual of local government payments to help
cover the operating costs for special demonstration projects
which are fully funded at the local level,

Local Special Demonstration Project Assistance -~ Local Share
for State Projects

The receipt or accrual of local govermment payments to help
cover the operating costs for special demonstration projects
which are partially funded at the state level.

Local Special Demonstration Project Assistance - Local Share
for OMTA Projects

The receipt or accrual of local government payments to help
cover the operating costs for special demonstration projects
which are partially funded by UMTA.

Local Reimbursement of Taxes Paid

The receipt or accrual of local govermment payments to help
cover the cost of taxes incurred by the transit aystem.

ifocal Reimbursement of Interest Paid

The receipt or accrual of local government payments to help
cover the cost of interest on funds borrowed by the transit
system.

Local Reimbursement of Translit Syatem Haintenance Costs

The receipt or accrual of local government payments tc help
cover the cost of maintaining ftransit system rolling stock,
building, grounds, and equipment.
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B10

%09.08

509.09

209.99

DETAILED ACCOUNTS
AND DEFINITIONS

Local Reimbursement of Snow Removal Costs.

The receipt or acerual of local government payments to help
cover their cost of removing snow from transit system property
and/or transit right-of-way.

Local Reimbursement of Security Costs

The receipt or accrual of local government payments to help
cover the cost of providing security forces on transit system
property and on operating revenue vehicles.

Other Local Financial Assistance
The receipt or accrual of local government payments t6 help

cover the cost of operating transit service not included in
categories 409.01 through 409.09.

LOCAL SPECIAL FARE ASSISTANCE

810.01

310.02

110.03

%10.99

Local Handicapper Citizen Fare Assistance

The receipt or accrual of local government payments to help
cover the difference between full adult fares and handicapper
rider fares.

Local Senior Citizen Fare Assistance

The receipt or accrual of local government payments to help
cover the difference between full adult fares and special
senior citizen fares. '

Local Student Fare Assistance

The receipt or accrual of local government payments to help
cover the difference between full adult fares and special
student fares.

Other Local Special Fare Assistance

The receipt or accrual of local government payments fo help
cover the difference between full adult and special reduced
farea other than for handicapper riders, senjor citizens, and
students.
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STATE CASH GRANTS AND REIMBURSEMENTS

B11.01

811.03

411.04

411.05

511.06

B11.07

511.09

State General Operating Assistance

The receipt or accrual of state government payments to help
cover the operating costs of providing transit services. This
category covers general operating assistance, not that based
on special fares or certain expense items as descried in the
following categories. It includes "purchase of service"
payments from state governmental units.

State Special Demonstration Project Assistance - State
Projects

The receipt or acerual of state government .payments to help
cover the operating costs for special demonstration projects
which are fully funded at the state or state and local level.

State Special Demonstration Project Assistance - State Share
for OMTA Project

The receipt or accrual of state government payments to help
cover the operating costs for special demonstration projects
which are partially funded by UMTA. :

State Reimbursement of Taxes Paid

The receipt or acerual of state government payments to help
cover the costs of taxes incurred by the transit system.

State Reimbursement of Interest Paigd

The receipt or accrual of state govermment payments to help
cover the costs of interest on funds .borrowed by the transit
system.

State Reimbursement of Transit System Maintenance Costs

The receipt or accrual of state government payments to help
cover the costs of maintaining transit system rolling stock,
building, grounds, and eguipment.

State Reimbursement of Security Costs

The receipt or accrual of state government payments to help
cover the costs of providing security forces on transit system
property and on operating revenue vehicles.
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313.
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§11.99

DETAILED ACCOUNTS
AND DEFINITIONS

Other State Financial Assistance

The receipt or accrual of state government payments to help
cover the costs of operating transit service not included in
categories 4#11.01 through 411.09.

STATE SPECIAL FARE ASSISYANCE

B12.01

512.02

§12.03

h12.99

State Handicapper Citizen Pare Assistance

The receipt or accrual of state government payments to help

cover the difference between full adult fares and handicapper
rider fares.

State Senior Citizens Fare Asaistance

The receipt or acerual of state government payments to help
cover the difference between full adult fares and special
senjor citizen fares. .

State Student Fare Assistance

The receipt or accrual of state government payments to hélp
cover the difference between full adult fares and apecial
student fares. :

Other State Special Fare Assistance

The receipt or acerual of state government .payments to help
cover the difference between full adult fares and special
reduced fares other than for handicapper riders, senior
citizens, and students.

FEDERAL CASH GRANTS AND REIMBURSEMERTS

413.01

Federal General Operating Assistance

The receipt or accrual of federal government payments to help
cover the operating costs of providing transit services,
including Sections 9, and 18 funds. This category covers
general operating assistance, not that based on special fares
or specific expense items as described in the following
categories. It includes "purchase of service" payments from
federal governmental units.
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Federal Special Demonstration Project Assistance

The receipt or accrual of federal government payments to help
cover their operating costs for special demonstration
prolects.

Other Federal Financial Assistance

The receipt or accrual of federal govermment payments to help
cover the operating transit service not included in categories
413.01 and 413.04.

INTEREST INCOME

CONTRIBUTED SERVICES

530.01

430.03

330.08

Contributed Services - Allowable Sources

The value of services provided at no cost to the transit
operator where the value of the aservice can be claimed as an
allowable source of revenue, The amount credited to this
acoount should be equal to the amount debited to object class
530. -

Contributed Services - Unallowable Source

The value of services provided at no cost to the transit
operator where the value of the service cannot be claimed as
an allowable source of revenue. The amount credited to this
account should be equal to the amount debited to acount
530 .04,

Contributed Services - Contra Account for Unallowable Source

The amount debited to this account should be equal to the
amount credited to account 430.03.

CONTRIBUTED CASH

431.01%

§31.02

Direct Donation

Contributions received from merchants.

Fund Raising

Efforts such as bingo events, direct mail, product sales.

(Note that these categories are particularly useful for those
receiving United Way Funds and reporting on them. )
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DETAILED ACCOUNTS
AND DEFINITIONS

SUBSIDY FROM OTHER SECTORS OF OPERATIONS

%%0.01

%X0.02

R%0.99

Subeidy from Utility Rates

The receipt or accrual of funds to help cover the cost of
transit operations provided by revenues from another operation
of a utility company that operates the transit service,

Subzidy from Bridge and Tunnel Tolla

The receipt or accrual of funds to help cover the cost of
transit operations provided by revenues from tolls collected
on bridges and/or tunnels owned and operated by the same
entity that operates the transit systen,

Cther Subsidies

The receipt or accrual of funds to help cover the cost of
transit operations from sources other than those described in
440.01 and 440.02 provided by the same entity that operates
the transit aystem.
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LABOR

501.01

501.02

501.03

501.04

501.99
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EXPENSES

Operators' Salaries and Wages

The labor of employees of the transit system who are

_classified as revenue vehicle operators or crew workers.

Training Salaries and Wages

The labor of employees of the transit system who are being
trained.

Dispatchers?® Salaries and Wages

The labor of enployees of the f{ransit system who are
classified as vehicle dispatchers.

Administrative Salaries and Wages

The labor of employees of the transit system who are
classified as administrative (e.g. managers, bookkeeper}.

Other Salaries and Wages

FRINGE BEREFITS

502.01

502.02

502.03

Fringe Benefits - FICA or Railroad Retirement

Payments or accruals to the federal social security or
railroad retirement fund required to be made by the employer

- on behalf of the employee

Fringe Benefits .+ Pension Plans (including long-term
disability insurance)

Payments or accruals to pension funds required to be made by
the employer on behalf of the employee under the terms of
pension plans.

Fringe Benefits - Hospital, Medical, and Surgical Plans

Payments or accruals to insurance companies required to be
made by the employer on behalf of the employee under the terms
of group health insurance plans.
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502.04

502.05

502.06

502.07

502.08

502.09

502.10

DETAILED ACCOUNTS
 AND DEFINITIONS

Fringe Benefits ~ Dental Plans

Payments or accruals to insurance eompanies' required to be
made by the employer on behalf of the employee under the terms
of group dental insurance plans.

Fringe Benefits - Life Insurance Plans

Payments or accruals to insurance companies required to be
made by the employer on behalf of the employee under terms of
group or individual 1life  insurance policies wherein the
employee is the beneficiary.

Fringe Benefits - Short-Term Disability Insurance Plans

Payments or accruals to insurance companies required to be
made by the employer on behalf of the employee under terms of
Eroup short-term disability insurance plans.

Fringe Benefits . Unemployment Insurance

Payments or accruals to state and federal agencies required to
be made by the employer on behalf of the employee to provide
continued compensation for the employee for a period of tige
in the event the employee is laid off.

Fringe Benefits - Worker's Compensation Insurance of Federal
Employee’s Liability Act Contribution

Payments or accruals to insurance companies to indemnify the
transit system against statutory damages arising from injuries
or death to employees while in the employ of the transit
System.

Payments or accruals to or for embloyees for uninsured losses
for statutory damages arising from injuries or death to
employees while in the employ of the transit systen.

Fringe Benefits - Sick Leave

Payments or accruals to employees for periods of time when
absent from work due to personal or family illness.

Fringe Benefits - Boliday

Payments or acecruals to employees for periods of time when
absent from work due to recognized holidays.
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502.11 Fringe Benefits - Vacation

Payments or accruals to employees for periods of time when
absent from work due to vacation earned and taken.

Payments or accruals to employees for vacation time earned,
but paid off rather than taken.

502.12 Fringe Benefits - Other Paid Absence
Payments or accruals to employees for periods of time when

absent from work due to military duty, Jjury duty, death in the
family, etc.

502.13 Fringe Benefits - Oniform and Work Clothing &llowances

Payments or accruals to employees to offset the cost of
uniforms or work clothing the employee must wear when engaged
in his/her occupation.

The cost of uniforms and work clothing provided to employees
for their wear while engaged in their occupation.

502.99 Fringe Benefits - Other

Other payments or accruals to or on behalf of an employee
arising from employment, but not from the performance of a
piece of work and not fitting any of the other fringe benefits
categories, items 502.01 through 502.13.

563. SERVICES
503.01 Management Services Fees

The labor and services provided by a management service
company (MSC} engaged to provide operating management to the
transit system. This category covers both the continuing
labor and services of MSC personnel devoted full time to the
transit system and the occasional consulting and special
purpose studies provided by MSC.

503.02 Advertising Services Fees

The labor and materials provided by an advertising agency in
the development and production of advertising campaigns.
Advertising media fees, regardless of whether they are paid
to the advertising agency or direct to the media, are included
in object class 509.08.
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503.03

503.0%

503.05

503.06

503.07

503.99

DETAILED ACCOUNTS
AND DEFINITIONS

Professional and Technical Services

The labor and services provided by attorneys, accountants and
auditors, investment bankers, computer service companies,
engineering firms, management consultants, transit industry
consultants, eto. These services generally require
specialized technical knowledge and are usually performed
under the supervision of the outside organization, rather than
transit system personnel. '

Temporary Service Help

The labor of persons who are not employees of the transit
system, but who work for a temporary period in the capacity of
a transit system employee under the supervision of transit
system personnel. These people are normally obtained to
perform general clerical duties {employment services, etec.).

Contract Maintenance Services

The maintenance of the plant and equipment, under contract or
on a single Jjob basis with an outside organization. This
category is differentiated from "Professional and Technical
Services," 503.03, in that the services offered are basically
of a repair or maintenance nature. It is also differentiated
from "Custodial Services," 503.06, which deals exclusively
with janitorial labor.

Custodial Services

The performance of janitorial services, under contract or on a
single job basis with an outside organization.

Security Services

The patrolling of vehicles, stations, yards, and buildings to
detect and prevent coriminal activity, fires, ungafe
conditions, etc., such patrolling being performed by an
outside security agency rather than by transit system
employees.

Other Services

For purposes of the standard reporting form, include in "Other
Services® all costs for services except for advertising fees.
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505.

MATERIALS

508.01

504.02

504.03

504.99

DTILITIES

505 .01

505.02

505.99
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AND SOPPLIES CONSUOMED
Fuel and Lubricants Consumed

Costs of gasoline, diesel fuel, propane, lubricating oil,
transmission fluid, grease, etc., for use in vehicles.

Tires and Tubes Consumed

Lease payments for tires and tubes rented on a time period or
mileage basis.

Cost of tires and tubes. for replacement of tires and tubes on
vehicles.

Inventory Purchases

Items purchased for immediate consumption such as vehicle
maintenance parts - cleaning supplies and office forms.

Other Materials and Supplies Consumed

Cost of materials and supplies not specifically identified in
object c¢lasses 504.01 and 504.03 purchased for immediate
consumption, or to establish bench stock e.g., vehicle
maintenance parts, cleaning supplies, office forms, etc.

0tilities ~ Propulsion Power

The electrical power purchased from an outside utility company
and used for propelling electrically driven vehicles.

gtilities - Telephone

Telephone service purchased from the telephone company,
ineluding long distance and leased lines. Does not include
yellow pages advertising.

Utilities - Qther

The electrical power purchased from an cutside utility company
and used for all purposes, except telephone and propelling
electrically driven vehicles.
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DETAILED ACCOUNTS
AND DEFINITIONS

506. CASUALTY AND LIABILITY COSTS

506 .01

506 .03

5% .0#

506 .05

506 .06

506 .08

506.99

Premiums for Physical Damage Insurance

Premiums applicable to an accounting period to insure the
transit system from losses through damage to its own property
caused by collision, fire, theft, flood, earthquake, etec.

- Premiums for Publice Liability and Property bamage Insurance

Premiums applicable to an accounting period to insure the
transit system against loss from liability for its acts which

- cause damage to the person or property of others.

Payouts for Uninsured Public Liability and Property Damage
Settliements

Payments or accruals of actual Jiability to others arising
from culpable acts of the transit system and which are not
covered by public liability insurance.

Provisions for Uninsured Public Lisbility and Property Damsage '
Sattlements ‘

Periodic estimates of liability to¢ others arising from
culpable acts of the transit system that relate to the current
or a prior reporting period and which are not covered by
public 1liability insurance. This object class also includes
lump sum payments not covered by publie liability insurance.

Recoveries of Publie Liability and Property Damage Settlements

Payments or accruals of actual ljability to others arising
from culpable acts of the transit system and which are covered
by public liability insurance.

Premiums for Other Corporate Insurances

Premiums applicable to an accounting period to insure the
transit system from losses other than through damage to its
property or liability for its culpable acts, e.g., fidelity
bonds, business records insurance, ete.

Other Insurance

All costs for insurance not properly classified in categories
506.01 through 506.08.
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508
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TAXES

507 .01

507.02

1 507.03

507 .04

507 .05

507 .06

507 .99
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Federal Income %fax

The tax levied by the federal government against the transit
system based on the net income of the transit system.

State Income Tax

The tax levied by the state government against the transit
system based on the net income of the transit system.

Property Tax
The tax levied by the state and/or local government against

the transit system based on a valuation of the propertly owned
by the transit system.

Vehicle Licensing and Registration Fees

The fees assessed by federal, state, and local governments for
granting authority to operate a motor vehicle.

Fuel and Lubricant Taxes

Sales and excise taxes incurred on purchase of fuel “and
lubricants.

Electric Power Taxes

Utility taxes incurred on purchases of electric power used for
propelling electrically driven vehicles.

Other Taxes
Taxes levied by federal, state, and local governments against

the transit system and not properly classifiable in categories
507 .01 through 507.06.

PURCHASED TRANSPORTATION SERVICE

KISCELLAREOOS EXPENSES

509.01

' Dues and Subscriptions

Fees for membership in industry organizations and
subscriptions to periodical publications.
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569.02

509.03

509.04

509.05

509.06

209.07

509.08

DETAILED ACCOUNTS
AND DEFINITIONS

Travel and Meetings

Fares and allowances for transportation of transit system
employees and related officials of airplanes, trains, etc.

. expenses for food and lodging
. charges for participation in industry conferences
. other related business meeting expenses
Bridge, Tupnel, and Highway Tolls
Payments made to authorities and other organizations for the
use of bridges, tunnels, highways, and other similar
facilities.
Entertainment Expense

. ‘
Costs of amusements, social activities, and incidenta) costs
relating thereto, such as  meals, beverages, lodging,
transportation, and gratuities.

Charitable Donations

Contributions to charitable organizations made by the transit
system.

Fines and Penalties

Payments made to cover the cost of fines and penalties
incurred by the transit system.

Bad Debt Expense

Amounts owed to the transit system which have been determined
to be uncollectible.

~ Advertising/Promotion Media

Advertising pedia fees and expenses, regardless of whether
they are paid to an advertising agency or direct to the media.
The labor and materials provided by an advertising agency in
the development and production of advertising Ccampaigns is
included in object class 503.02.
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INTEREST EXPERSE

5%1.01

511.02

511.03

Interest on Long-Term Debt Obligations

Charges for the use of borrowed capital on a long-term basis
{the 1liability for which 1s wusually represented by debt
instruments) employed in the operation of the transit system,
Interest charges pertaining to construction debt which are
capitalized will not be reflected as interest expense. This
is an obligation that lasts longer than one year.

Interest on Short-Term Debt Obligations - Allowable

Charges for the use of borrowed capital on a short-term basis
used in the operation of the transit system. This i{s an
obligation that is for less than one year and is federally
allowable.

Interest on Short-Term Debt Obligations - Unallowable,

LEASES AND RENTALS

512.01

512.02

Leases and Rentals - Transit Way and Transit Way Structures
and Equipment "

Leases and rentals of the physical facilities of the types
listed below that are located along the routes where transit
services.are offered: ’

land

. roadway structures, i.e., tunnels, bridges, elevated
structures, etc.

guideways, i.e., track and roadbed
Leases and Rentals - Passenger Stations
Leases and rentals of the physical facilities of the types
1isted below that are used for passenger stations and
terminals:

land

. building and structures

office egquipment, such as cash registers
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512.03

512.04

512.05

512.06

DETAILED ACCOUNTS
AND DEFINITIONS

other equipment

-

furnishings, equipment other than office equipment
Passenger shelters without attendants
Leases and Rentals - Passenger Parking Facilities
Leases and rentals of the physical facilities of the types
listed below that are used to provide parking space for the
automcbiles of transit patrons:
land
building and structures, inecluding paved aurfaces

. office equipment, such as cash registers

. other equipment, auch as automatic entry and exit control
gates

N furnishings, such as those for a parking fee collection
booth.

Lease and Rentals - Passenger Revenue VYehicles

Leases and rentals of . rolling stock used exclusively or
predominately for providing passenger transit services. .

Leases and Rentals - Service Vehicles

Leases and rentals of rolling stock used for purposes other
than Providing bassenger transit services.

Leases and Rentals - Operating Yards or Stations
Leases and rentals of the physical facilities of the below
listed

types that are used for storing revenue vehicles and
for dispatching trains/runs for revenue service:

land
buildings and structures
. office equipment

. equipment other than office equipment
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512.09
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« furnishings

Leases and Rentals - Engine Houses, Car Shops, and Garages
Leases and rentals of the physical facilities of the below
listed types that are used as maintenance facilities for
revenue vehicles.

. land

. buildings and structures

. office equipment

. equipment other than office equipment

. furnishings

Leases and Rentals -~ Power Generation and Distribution
Facilities

.Leases and rentals of the physical facilities of the types

listed below that are used in the generation and distribution
of power: = )

. land, if used only for power generation and distribution

. buildings, 1if used only for power generation and
distribution

. office equipment

. power generation and distribution equipment

. furnishings

Leases and Rentals - Revenue Vehicle Movement Control
Facilities

Leases and rentals of the physical facilities of the types
listed below that are used to control the movement of revenue
vehicles: -

. land, 1f a building‘ devoted exclusively to revenue
vehicle movement control is situated therecon

buildings, 1f devoted exclusively to revenue vehicle
movement control
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512.11

DETAILED ACCOUNTS
AND DEFINITIONS

office equipment

. other equipment, such as communication equipment, traffio
control computers, ete,

o furnishings
Leases and Rentals Data Processing Facilities

Leases and rentals of the physical facilities of the types
listed below that are used for Performing data pProcessing

‘services;

land, if a building devoted exclusively to data
Processing services is situated thereon .

. buildings, 1if devoted exclusively to data brocessing
services office equipment

. office equipment

other equipment, particularly main frame and auxiliary
computer equipment

. furnishinsg

Leases and Rentals - Revenue Collection and Processing
Facilities

Leases and rentais of the physical facilities of the types
listed below that are used for collecting, counting, storing,
and transporting revenue collections:

land, ir 3 building devoted exclusively to revenue
collections and processing is situated thereon

building, if devoted exclusively to revenue collection
and processing

office equipment

other equiphent, including fareboxes, vaults, money
counting and wrapping machines, etc.

furnishings
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Leases and Rentals - Other General Administration Facilities
Leases and rentals of the physical facilities of the types
listed below that are used for performing the general
administrative functions of the transit system:

. jand

. building

. office equipment

. equipment other than office eguipment

a furnishings

513 DEPRECIATION AND AMORTIZATION

513.01

513.02

Depreciation - Transit Way and Transit Way Structures and
Equipment

Depreciation of the physical facilities of the types listed
below that are located along the routes where transit services

- are offered.

.- roadway structures, i.e., tunnels, bridges, elevated
structures, ete.

. guideways, i.e., track and roadbed
Depreciation - Passenger Stations

Depreciation of the physical facilities of the types listed
pelow that are used for passenger stations and terminals:

. buildings and strucfures

. office equipment

. equipment other than office equipment
. furnishings

. passenger shelters without attendants
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513.03

513.0%

513.05

513.06

513.07

DETAILED ACCOUNTS
AND DEFINITIONS

Depreciation - Paasenger Parking Facilities

Depreciation of the physical facilities of the types iisted
below that are used: to provide parking space for the
automobiles of transit patrons:

. buildings and structures, including paved surfaces
. office equipment, such as cash registers
. other equipment, such as automatic entry and exit control
gates
. :urzéshings, such as those for 3 parking fee collection
00

Depreciation - Passenger Revenue Yehicles

Depreciation of rolling stock used exclusively or
predominantly for providing passenger transit services,

Depreciation - Service Vehicles

Depreciation of rolling stock used for purposes other than
providing passenger transit services.

Depreeciation - Operating Yards or Stations
Depreciation of the physical facilities of the types listed
below that are used for storing revenue vehicles and fop
dispatching trains/runs for revenue service:

buildings and structures
. office equipment

equipment other than office equipment
. furnishings
Deprecistion - Engine Houses, Car Shops, and Garages
Depreciation of the Physical facilities of the types listed
below that are uysed a3 maintenance facilities for revenus

vehicles:

buildings and structures
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- office eqﬁipment
o equipment other than office equipment
. furnishings
Depreciation - Power Generation and Distribution Facilities
Depreciation of the physical facilities of the types listed
below that are used in the generation and distributions of
power:
. buildings and structures

office equipment
. equipment other than office equipment
. furnishings
Depreciation - Revenue Vehicle Movement Control Facilities
Depreciation of the physical facilities of the types listed
below that are used to control the movement of revenue

vehicles:

. buildings, 1f devoted exclusively to revenue vehicle
movement control

- office eguipment

other equipment, such as communication equipment, traffic
control computers, etc.

Depreciation - Data Processaing Facilities

Depreciation of the physical facilities of the types listed
below that are used for performing data processing services:

. buildings, if devoted exclusively to data processing
services

. office equipment

. other equipment, particularly main frame and auxiliary
computer equipment

o furaishings
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Depreciation - Revenue Collection and Processing Facilities
Depreciation of the pPhysical facilities of the types listed
below that are used for collecting, counting, storing, and
transporting revenue collections:

buildings, if devoted exclusively to revenue collection
and processing

office equipment

other equipment, including fareboxes, vaults, money
counting and wrapping machines, eta.

furnishings
Depreciation - Other Geﬁeral Administration Facilities
Depreciation of the physical facilities of the types listed
belwe that are used for performing the general administrative
functions of the transit syatem: :
buildings
. office equipment
. equipment'other_than office equipment
furnishings

Awortization of Intangibles

Amortization of the following types of intangible costs of the
transit system: ) :

organization costs
franchises

patents

goodwill

. other intangible assets

CONTRIBUTED SERVICES ~ ALLOWABLE EXPEKSES

INELIGIBLE EXIPEHSES
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ASSETS

CASH AND CASH ITEMS

101.01

101.02

101.03

101.04

101.05

101.06

Cash

The amount of current funds available for use on demand. They
may be in the hands of financial officers or on deposit in
banks and trust companies.

Working (Imprest) Funds

The amounts advanced to officers, agents, emplovees, masters,
pursers, and others as petty cash or working funds from whiech
certain expenditures are to be made and accounted for.

Special Deposits, Interesat

The monies and bank credits specially deposited in the hands
of 'iscal agents or others for the payment of interest on
behalf of the transit system. When interest is paid from such
deposits, this account shall be credited and the appropriate
acerued or matured interest 1liability account shall be
debited.

Special Deposits, Dividends

The monies and bank credits in the hands of fiscal agents or
others for the payment of dividends on behalf of the transit
system. When dividends are paid from such deposits, this
account shall be credited and the appropriate dividend account
shall be debited.

Special Deposits, Other

The monies and bank credits in the hands of fiscal agents or
others for special purposes other than the payment of interest
or dividends. This includes cash or securities deposited with
federal, state, or municipal authorities, public utilities or
others as a guarantee for the fulfillment of obligations.
When the purposes for which the deposit exists have been
satisfied, this account shall be credited with the amount of
the deposit disbursed or released.

Temporary Cash Investments

The book cost of investments' as time drafts receivable and
time loans, bankers' acceptances, United States Treasury
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Loans, notes, and drafts for which associated companies are
liable.

Receivable Subscriptions to Capital Stock

The balance due from subscribers upon legally enforceable
subscriptions to capital stock.

Receivables for Capital Grants

Grant amounts receivable from federal, state, and local
governments or other parties, for capital projects and
acquisitions. -

Receivables for Operating Assistance

Amounts receivable from federal, state, and loecal governments
or other parties, for general operating assistance, special
fare subsidies, demonstration project assistance, an purchase-
of-service payments.

Other Receivables

Amounts receivable from solvent debtors based on debtor-
creditor relationships other than those apecified in
categories 102.071 through 102.07.

Reserve for Uncollectible Accounts

Amounts reserved for receivables which mnay become
uncollectible.

MATERIALS AND SOPPLIES INVENTORY

OTHER CORRENT ASSETS

HORK IN PROCESS

105.01

105.02

Work in Process - Unbilled Work for Qthers

Labor, materials, and overhead costs applied to work for
others and for which the system will be reimbursed.

Work in Process - Capital Projects

Labor, material, and overhead costs applied to capital
projects not yet ¢ompleted or placed in service.
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DETAILED ACCOUNTS
AND DEFINITIONS .

TARGIBLE TRANSIT OPERATING PROPERTY

111.01

111.02

111.03

111.04

111.05

Tangible Transit Operating Property - Property Cost

The cost to the transit system of acquiring the tangible
property it owns and uses in its own transit operations. The
cost includes the transportatién charges, sales and excise
taxes, installation costs, etc., necessary to place the
property in an operating condition.

Tangible Transit Operating Property - Leased-Out Property Cost
The cost to the transit system of acquiring tangible transit

operating property which it owns but leases to another party
for the latter's transit operations.

Tangible Transit Operating Property - Accumulated Depreciation
The cumulative depreciation charges since time of acquisition
for all of the tangible transit operating property items owned
by the transit system.

Sale of Asset - Operations

The revenue from vehicles being sold after useful life, for
example the 16 b2 vehicles being retired from the fleet.

Sale of Asset - Hon Operating

TANGIBLE PROPERTY OTHER THAN FOR TRANSIT OPERATIORS

112.01

112.02

Tangible Property Other Than for Transit Operations - Property
Cost

The cost to the transit system of acquiring the tangible
property it owns but does not use in transit operations. The
cost included the transportation charges, sales and excise
taxes, installation costs, etc., pertaining to the property
units covered.

Tangible Property Other Than for Transit Operations -
Accumulated Depreciation :

The cumulative depreciation charges since time of acquisition

for all of the tangible property items covered in category
112.01.



AL B A i PRI LD AL Ll 2

AND DEFINITIONS

Page 31

121. JIETANGIBLE ASSETS

131.

121.01 Organization Costs
‘The fees paid to a state or other governmental authority for
the privilege of incorporation and expenditures incident to
organizing the transit system and putting it into readiness to
do business.

121.02 Franchises
The amounts paid to a state, a political subdivision thereof
or to some other governmental authority in consideration of
franchises, permits, consents, or certificates running in
perpetuity or for a specified term of more than one year,
together with the necessary reasonable expenses inclident %o
procuring such franchises, consents, or certificates of
convenience and necessity.

121.03 Patents
The cost of patents, rights, licenses, and privileges
necessary or valuable to the economical conduct of transit
operations.

121.0% Goodwill
At acquisition, the difference between the total value of the
transit system and the aggregate value of its separable
resources and property rights, less liabilities.

121.99 Other Intangible Assetls
The cost of any intangible assets not includable in categories
121.01 through 121.04.

IKVESTMENTS

131.01 Investments and Advances, Associated Companies

The book cost of the transit system's investments in
securities issued or agsumed by associated companies.

The notes of assoclated companies maturing more than one year
from date of issue.

The amount of advances to associated companies not subject to
current settlement including accrued interest on such advances
when not subject to current settlement.
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131.03

DETAILED ACCOUNTS
AND DEFINITIONS

Other Investments and Advances

The book cost of the transit system's investments in
securities issued or assumed by nonassociated companies.

The notes of nonassociated companies and persons maturing more
than one year from date of issue.

The cash surrender values of insurance policies carried on the
lives of officers and employees when the trangsit system is
beneficiary of such policies.

- The amount of advances o nonassociated companies and

individuals not subject to ourrent settlement including
accrued interest on such advances when not subject to current
settlement.

Reserve for Reevaluation of Investments
Reserves to reflect the decline or loss in book value of

securities or like assets held for investment where there
appears to be a permanent impairment in value.

SPECIAL FUNDS

141.09

181.02

181.03

Sinking Punds

The cash, cost of securities of other companies, and cost of
other assets placed on deposit or in the hands of trustees or
segregated from the transit system's other assets as a sinking
fund to meet obligations maturing in the futura or to carry
out such operations as the retirement of preferred stock or
the procurement of serial bonds.

Capital Asaset Funds

The cash, cost of securities of other companies, and cost of
other assets which have been specifically set aside for the
purpose of providing a fund for the acquisition of units of
depreciable property.

Insurance Reserve Funds

The cash, cost of securities of other companies, and cost of
other assets placed on deposit or in the hands of trustees to
guarantee the satisfaction of obligations for Jlosses that
related to the current or a prior accounting period in -
instances where the transit system is a "self-insurer" in
whole or inm part.
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Pension Funda

The cash, cost of securities of other companies, and cost of
other assets which have been specifically set aside, placed on
deposit or in the hands of trustees to provide for employee's
pensions, relief, savings, and hospital benefits acceruilng to
employees for performance of their labor services.

Other Special Funds

The cash, cost of securities of other companies, amd cost of
other assets which have been specifically set aside for
special purposes not provided for in categories 141.01 through
141.04.,

OTHER ASSETS

151.01

151.99

Prepayments

The payments for items whose benefit is to be realized
subsequent to the time of the payment, @.£., prepald rent,
prepaid insurance, etc. As the benefit is realized, the
prepayment will be reduced and the appropriate expense
category charged.

Other Hiscellaneoué Other Assets

The cost of all assets not provided for in any other asset
object class.
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202

203

DETAILED ACCOUNTS
AND DEFINITIONS

LIABILITIES

TRADE PAYABLES

201.01

201.02

Accounts Payable

The amounts payable to others (except associated companies)
for materials and services received, including use of
property, other matured rents, amounts due to publie
authorities, amounts of payable judgements, current acocounts
with officers and employees, personal injury and property
damage claims and other similar items.

Payables to Associated Companies

The amounts payable to associated companies which are sub ject
to current settlement, such as credit balances in open
accounts for services rendered, materials furnished, claims,
rents for use of property, and similar items.

ACCRUED PAYROLL LIABILITIES

202.01

202.02

202.03

202.0%

FICA Payro)ll Deduction Withheld

Accrual of FICA deduction withheld from employees.
Federal Income Taxes Withheld

Accrual of federal income taxes withheld from employees.
State Income Taxes Withheld

Accrual of state income taxes withheld from employees.
Cther Payroll Deductions ¥Withheld

Accrual of other payroil deductions withheld from employees.

ACCRUED TAY LIABILITIES

203.01

Accrued Federal Income Tax Payable

Accrual of the federal income tax the transit system will have
to pay. Transit systems that do not pay federal income taxes
will not need to use this account.
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Acerued State Income Tax Payable

Accrual of the state income tax the transit system will have
to pay. Transit systems that do¢ not pay state income taxes
will not need to use this acecount.

Accrued Local Income Tax Payable

Accrual of the local income tax the transit system will have
to pay. Transit systems that do not pay loeal income taxes
will not need to use this account.

Accrued Property Tax Payable

Accrual of the property tax the transit system will have to
pay. Transit systems that do not pay property taxes will not
need to use this account.

Accrued FICA Tax Payable

Accrual of the employer's share of the FICA payroll tax.
Accrued Federal Onemployment Insurance Payable

Accrual of payments to be made by the employer to federal
agencies to provide continued compensation for the employee
for a period of time in the event the employee is laid off.
Accrued State Onemployment Insurance Payable

Accrual of payments to be made by the employer to state

agencies to provide continued compensation for the employee
for a perlod of time in the event the employee is laid off.

SHORT-TERM DEBT

20%.01

Short-Term Hotes Payable

The face value of outstanding obligations in the form of
notes, drafts, acceptances, and other similar evidences of
indebtedness which, by their terms, do not run for a period in
excess of one year, including the face value of notes
receivable discounted or sold without releasing the transit
system from liability as endorgser thereon.
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205,02

20%.03

204 .04

204.05

20% .06

DETAILED ACCOUNTS
AND DEFINITIONS

Matured Equipment and Matured Long-Term Obligations

The amount {(including obligations for premiums) of equipnment
obligations, long-term obligations, and receiver's
¢ertificates which have matured, but are unpaid, without any
specific agreements for extension of maturity. This category
includes unpresented bonds called for redenmption.

Current Portion of Unepatured Equipment and Long-Term
Obligations

The amount of bonds, equipment obligations, and other long=
term debt obligations, inecluding obligations maturing serially
¢or payable in installments, which are due anpd payable within
one year from the current period ending date, for which
arrangements for refunding have not been made and for which no
g8inking funds have been provided. :

HMatured Interest Payable

The amount of matured (i.e., past due) and unpaid interest on
obligations of the transit system, whether the cause of the
failure %0 pay the interest is on the part of the creditor or
for other reasons, except where such interest is added to the

principal of the obligation.

Accrued Interest Payable

The amount of interest accrued to the date of the balance
shest, but not payable until after that date, on all

indebtedness of the transit sysiem, except interest which is
added to the principal.

Current Pension Liabilities

The amount to be paid within one year of the current period
ending date to retired employees, their beneficiaries, or a
trustee or manager of a pension fund for the pension, savings,
relief or hospital benefits aceruing to employees for their
labor services,

OTHER CURRENT LIABILITIES

205.01

Unredeemed Fares

The amount of the obligation to provide transit service upon

the redemption of tickets or tokens in the possession of
patrons.
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CODs Dnremitted

The net amount of CCDs collected from consignees, but not
remitted to shippers.

Dividends Declared and Payable

The amount of dividends declared, but not paid, on any issue
of capital stock of the transit system.

Short-Term Construction Liabilities

The amount of construction retentions scheduled as due within
one year of the current period ending date.

Miscellaneous Other Current Liabilities

The amount of obligations due within one year of the current
period ending date and not properly includable in categories
205.01 through 205.04.

ADVARCES PAYABLE

211.01

211.99

LOKG-TERM

221.01

Advances Payable to Associated Companies

The amount of advances from associated companies, whether
evidenced by notes or open accounts, which are not subject to
current settlement, including interest accrued thereon when
such interest is not subject to current settlement.

Other Advances Payable

The amount of advances from individuals and companies other
than associated companies, whether evidenced by notes or open
accounts, which are not subject Lo current settlement,
including interest accrued thereon when such interest is not
subject to current settlement.

DEBT
Long-Term Equipment Obligations

The face value of equipment obligations issued by the transit
system which will mature more than one year from the current
period ending date or, if payable in installments, the face
amount of such installments not due within one year from that
date. This includes equipment bonds, equipment notes, chattel
mortgages and other obligations for which equipment is pledged
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221.02

221.03

221.0%

221.05

221.06

221.07

DETAILED ACCOUNTS
AND DEFINITIONS

as security or bheld under a conditional sales agreement. It
also includes the face value of equipment obligations issued
by others, the payment of which has been assumed by the
transit system, and equipment obligations so issued or assumed
the maturity of which has been extended by specific agreement.

Long~Term Bonds

The face value of bonds, other than equipment obligations,
issued by the transit system which will mature more than one
year from the reporting date. Unsecured debentures and
general revenue bonds are to be included in this category.
This category also includes the face value of such bonds
issued by others, the payments of which has been assumed by
the transit system.

Long-Term Receiver's and Trustees' Securities

The par value of evidences of indebtedness issued or assumed
by receivers or trustees acting under the orders of a court.

Long-Term Construction Liabilitigs

The amount of construction retentions scheduled as due after
one year from the current period ending date.

Other Long-~-Term Obligations

The amount of long-term obligations not provided for in
categories 221.01 through 22.104 and maturing more than one
year from the current period ending date. This covers such
items, executed or assumed, as real estate mortgages
assessments for public improvements, receipts outstanding for
long~term obligations and other obligations maturing more than
one year from the reporting date.

Unamortized Long-Term Debt Discount

The amount of unamortized discount incurred in connection with
the issuance of the transit system's outstanding long-term
debt instruments.

Unamortized Premium on Long-Term Debt

The amount of unamortized premium incurred in connection with

the issuance of the transit system's outstanding long-term
debt instruments,
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Reaquired and Nominally Issued Long-Term Obligations

The par value of long-term debt of the transit system
nominally issued or reacquired by the transit system and held
uncanceiled by it, except debt held in sinking or other
special funds.

Long Term Liabilities
LIABILITIES
Estimated Long-Terw Pension Liabilities

The estimated obligations of the transit system, due more than
one year from the current period ending date, to make payments
to employees, their beneficiaries or trustees or managers of
pension funds for pension, savings, relief, and hospital
benefits accruing to employees for the performance of their
labor services.

Estimated Oninsured Publiic Liability and Property Damage
Losses

The estimated amounts required from which to pay settlements
for injuries and damages to the person or property of others
which are not covered by outside insurance.

Other Estimated Liabilities

Estimated obligations other than those for pensions and
satisfaction of uninsured public liability settlements.

DEFERRED CREDITS

o
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CAPITAL

PUBLIC (GOVERNMENTAL) ENTITY OWNERSHIP

301.01

Public Entity Ownership - Investment in Transit System

The capital invested to acquire the ownership of the transit
system as a public entity.

PRIVATE CORPORATION OWNERSHIP

302.01

302.02

302.03

302.04

Preferred Capital_Stock

The par or stated value of nominally and actually issued share
of preferred stock of the transit system.

Common Capital Stook

The par value of par value issues, the stated value of nonpar
value issues having a stated value or the cash value of the
consideration received for nonpar value issued without stated
value for nominally and actually issued share of common stock
of the transit system. '

Premiums and Assessments on Capital Stock

The excess of the actual cash value of the consideration
received upon sale of capital stock over the par or stated
value of par or stated value issues.

The assessments against stockholders subsequent to original
sale of capital stock. For par or stated value issues, this
category covers only those assessments or parts of an
assessment that represent aggregate payment for the issue in
excess of the par or stated value.

Discount on Capital Stock

The excess of par value or stated value over the actual cash
value of the consideration received upon sale of par value or
stated value issues. Assessments subsequent to original sale
on issues initially sold at a discount will be credited to
this account until the total discount on the issue has been
exhausted; further assessments will be credited to category
302.03.
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Commission and Expense on Capital Stock

The expenses incurred in connection with the issuance and sale
of capital stock.

Capital Stock Subscribed

The amount of legally enforceable subscriptions to capital
stock of the transit system. The amount to be recorded herein
is the subscription price. The debit for the entry is to
asset object class 102.05 - Receivable Subscriptions to
Capital Stock. The recognition of premium or discount will be
recorded when the stock is actudlly issued.

Reacquired Securities

The par or stated value for par or stated value issues and the
pro rata proportion of the carrying value of nonpar issues
without stated value for shares actually issued and
subsequently reacquired; but neither retired nor included in
sinking or other funds. The difference between the
reacquisition price, and the net of the amount recorded in
this category plus any premium or less any discount pertaining
to the reacquired stock, 1is to be debited or credited as
appropriate to category 305.01 - Accumulated Earnings
(Losses}.

Nominally Issued Securities -

The par value or stated value of capital stock that has been
nominally, but not actually, issued by the transit system.
This is a debit balance account to offset categories 302.01
and 301.02 in order to report the net amount of capital stock
actually issued.

303. PRIVATE NRONCORPORATE OWNERSHIP

303.01

Sole Proprietorship Capital

The investment in an unincorporated, single-owner transit
system. This category shall reflect the owner's permanent
investment in the transit system. The net cumulative results
of operations aceruing to the ownership are to be shown in
category 305 - Accumulated Earnings (Losses).
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Partnership Capital

The investment in an unincorporated, miltiple~owner transit
systen. This category shall reflect the owner's permanent
investment in the transit System. The net cumulative results
of operations accruing to the ownership are to be shown in
category 305 - Accumulated Earnings (Losses).

GRANTS, DONATIONS, AND OTHER PAID-IN-CAPITAL

304.01

30%.02

304.03

Federal Government Capital Grants

The amount received from agencies of the Federal Eovernment to
assist the procurement of capital assets, i.e., generally the
items includable in - Tangible Transit Operating Property.

State Government Capital Grants

The amount received from agencies of state governments that
are independent of the transit system to assist the
procurement of capital assets, 1i,e., generally the itenms
includable in - Tangible Transit Operating Property. Amounts
originating from Federal revenue sharing funds are included in
this category.

Local Government Capital Grants

The amount received from agencies of county, municipal, or
other political subdivision governments that are independent
of the transit system to assist the procurement of capital
assets, i.e., generally the items includable in - Tangible
Transit Operating Property. Amounta originating from Federal
revenue sharing funds are included in this category.

Nongovernmental Donations and Other Paic -In Capital

The amount received as gifts, bequests, donations, ete., from
nongovernmental parties to assist the procurement of capital
assets, 1.e., generally the itens includable in category 1II -
Tangible Transit Operating Property.

ACCUMULATED EARNIRGS (LOSSES)

305.01

Accumulated Earnings (Losses)

The cumulative income or deficit transferred from the income
statement to the balance sheet at the close of each accounting
period. The difference between reacquisition price and
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carrying value for reacquisitions of the -tr-ansit system's own
capital stock 1is also to be debited or credited, as
appropriate, to this category.

Dividend Appropriations

The amount of dividends declared on capital stock actually
outstanding. This is a debit balance account %o be netted
with category 305.01 to obtain the net accumulated earnings
(losses). The offsetting credit to entries in this account is
to 205.03 - Dividends Declared and Payable.

Restricted Accumulated Barnings
The amount of accumulated earnings that has been restricted

for specific purposes such as various contingency reserves,
ete. .
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THE TRARSACTION CICLE

This chapter will show the flow of information through the transaction cycle.
There are five main parts to the transaction cycle: (1) the event (2)
preparing source documents, (3) recording Jjournal entries (4) filing the
source documents, and (5) posting. Throughout the remainder of this manual,
it is assumed that you have in place the chart of accounts, Jjournals, and
"ledgers explained in Chapter 2. .

BASIS OF ACCOUNTING

Before the transaction cycle can be discussed, the three possible methods of
accounting (cash, modified-cash , and accerual) need to be explained. When the
cash basis of accounting is used, revenues and expenses are not recorded until
cash is received or paid out. The acerual basis of accounting means that
revenues and expenses are recorded when earned or incurred. The modified-cash
basis is a hybrid method between cash and accrual. Revenues and expenses are
recorded when cash is received or paid, except expenditures on items with an
economic life of greater than one year are accrued. Of these three bases,
cash is the easiest, accrual is generally accepted as the most accurate, and
modified-cash is in the middle. One alternative that allows the ease of cash
basis while producing results on an accrual basis is to keep the records on a
cash basis and, periodically, make the necessary entries to accrue all the
revenue and expense accounts that need to be accrued. If the bookkeeper has
trouble with the accruals, then the transit system's auditor may be needed to
help in this area. Either this alternative of adjusting cash records to an
acerual basis or the accrual basis should be used. In-the continuing exampie
of WE-MOVE-U, cash records will be kept and adjusted at year-end to an accrual
basis (hereafter called ®Cash-to-accrual® basis). .
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TRANSACTION CYCLE IN GENERAL

The transaction cycle can be pictured as follows:

EVENT

SOURCE
DCCUMENT

JOURNAL

! FILE

R T T

LEDGER

EVENT OR TRAKSACTIOR

The first step in the transaction cycle is the occurrence of an event. 4An
event that has a direct impact on the transit system's financial pesition and
can be expressed in monetary terms is called a transaction. Examples of
transactions are payment of bills, receipt of funds from a contract, and wear
and tear on vehicles,

SOURCE DOCUMENT

Once an event has occurred, the financial impact of the event must be analyzed
and if a source document does not already exist, one must be prepared. A
source document is a permanent record of the transaction showing all relevant
details. The source document can come from outside the transit system (e.g. a
vendor invoice) or from within the transit system (e.g. time sheets), but a
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source document should be prepared for every transaction. If a problem with
the transaction develops, the source document will be your record of the
transaction. However, if the information on the source document is incorrect,
then this erroneous data will be entered into the accounting system and will
make the accounting records incorrect. As such, source documents should be
well-prepared, complete, accurate, and filed in a safe place.

JOURNALS

The third step in the transaction cycle is to enter the transaction into a
journal. If cash is received, the entry is recorded in the cash receipts
journal; if cash is paid out, the entry is recorded in the cash disbursements
journal; and if cash is not affected, the entry is recorded in the general
journal. The source of information for the entry is the source document. As
soon as possible after a transaction occurs, the source document should be
prepared. The journal entry should then be made immediately after the aource
document is prepared. The source document should then be filed, Performing
all three steps as soon as possible reduces the chances of a transaction not
being entered in a journal, being entered twice, or being entered incorrectly.

FILES

The filing of source documents is important, so a logical method of filing
should be developed. Unpaid vendor invoices should be filed by due date so
that they may be paid on time. Each morning, the sysatem manager or bookkeeper
need only check the first few invoices to find which, if any, invoices need to
be paid during the day. Vendor invoices that have been paid should be marked
PAID and filed in alphabetical order by vendor name or any other logical
method so that they can be easily located in case the invoice is needed later.
The filing of all other source documents should be done in a manner that
allows them to be easily located and easily used. The most important point to
remember is that a filing system should be developed in a logical fashion to
meet specific goals (e.g. easy access).

Source documents and a filing system are especially important for audit
purposes. In order to check your acoounting records, the auditor will need to
he able to find evidence that supports the journal entry {i.e. shows that the
entry is correct). The evidence he will look for is the -source document and
to be able to find it, it must be filed in a logical manner. Keeping good
source documents filed correctly will reduce the amount of time the audit
takes and, consequently, will reduce the audit fee and minimize the
organizational disruption of the audit.
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Common errors caused by a delay in performing the accounting cycle

Specirfically, the transaoction may -fail to get entered if a source document is
never prepared, or if the source document is lost before the journal entry is
made, The transaction may be mistakenly entered twioe if, after a journal
entry has been made, the source document is left laying out instead of being
filed. The bookkeeper may pick up the source document a week later and pay
enter the transaction again without remembering that the transaction has
already been entered once. The transaction will be entered correctly if the
source document is prepared correctly. Errors may occur if the source
document is not prepared shortly after the transaction occurred, and pertinent
data is forgotten between the occurrence of the transaction and the
breparation of the source document. Another reason that the transaction may
be entered incorrectly is that the bookkeeper misinterpreted the information
on the source document. This will typically only occur when there is a time
delay between preparing or receiving the socurce document and entering the
transaction in the journal,

Most of the possible errors in the above paragraph will be eliminated if the
source document is prepared, a journal entry made, and the source document
filed as soon as a transaction is compieted. In the event that the source
document is received from an outsidep (e.g. a vendor's invoice), the journal
‘entry and the filing should be done as soon as the document is recejived.

LEDGERS

Posting journal entries to the ledger is the last step in the transaction
cyele, Posting can be done anytime, but it is typically done weekly,
biweekly, or monthly. All posting entails is transferring the date of the
transaction, the debit and credit amounts, and the page number of the journal
“to the appropriate account in the general ledger. Journal and ledger entries
are best learned through illustration. We are providing examples of six
transaction cycles typical of transit operations,

SIX COMMON TRANSIT TRANSACTION CYCLES

Transactions can be grouped into a number of categories. We have constructed
8ix groups that reflect the major activities of a rural and specialized
system. The six groups are: . (i) Asset Acquisition, (2) Payment of Aceruals,
{3) Revenues, (4) Expenses, (5) Payroll, and (6) Contributions. VUsing the
example of WE-MOVE-U, typical transactions and the related source documents,
Journal entries, and filing systems will be illustrated for each group of
transactions. Later on, the journal entries will be posted to the ledger.
Both the cash receipts journal and the cash disbursements Jjournal used in the
illustrations will have fewer columns than normal to simplify the example,
Exhibit 10 at the end of Chapter 2 shows the current accounts and balances for
WE-MOVE-T,
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ASSET ACGUISITION - CYCLE 1 TRANSACTIONS

Transaction:

Source Document:

Journal Entry:

Filing:

A new small bus costing 20,000 was acguired on April 1.
The small bus was paid for through a federal grant.

The source documents would consist of as many of the
following as peossible.

a copy of the vehicle title

a copy of the purchase agreement

a copy of the approved grant

- any other papers concerning the transaction

- if no documents show the purchase price, date of
purchase, description of vehicle, vehicle number, and
place of purchase, then this information should be
recorded and inciuded as a source document.

i

H

Using the information from the source documents,; a journal
entry is prepared. The asset account "Tangible Transit
Operating Property -Property Cost" will be debited (a
debit increases an asset balance} and the capital account
#Federal Government Capital Grant" will be credited (a
credit increases a capital balance). Because cash was not
affected by the transaction, the entry is made in the
general journal and i1s shown below.

General Journal

|
Date Account Title or Explanstion |PR DEBIT CREDIT
;"“
April | Tangible Transit Operating Property-Praperd $ 70,000
}
ty Cost Federal Government Capilfal Grant

$.70,000 |
i

|
|
|
|
i
|
z
|
g

b
{
Acguired a pew NS through a federal i
|
|

capital grant

After the Journal entry is made, the source documents need

to be filed. A& number of the documents for this
transaction are important legal papers which need to be
kept as long as the van is owned. Therefore, all the

source documents should be put in an envelope or file
which is clearly marked "Papers for Vehicle Acquired
4/71/86" and then put in a filing cabinet under the letter
ryn for "Vehicle".
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Posting:

Special Hote:

PAYMENT OF ACCRUALS

Transaction 1:

Source Document :

Journal Entry:

WE-MOVE-U has chosen to post journal entries to the ledger
on the 15th and 3ist of every month. As such, this entry
will not be posted until April 15.

Often, a federal capital grant requires a percentage local
share match, When this is the case, the federal
government capital grant account (#30401) is credited for
the amount of funding they provide, and the local
government capital grant account (#30403) is credited for
the amount funded locally.

- CYCLE 2 TRAHSACTIONS

Paid the property tax liability of $400 that had been
acerued (See Exhibit 10 of Chapter II). :

The check used to pay the tax and the bill from the tax
assessor. Both of these documents are used to record the
transaction. The check is then mailed and the bill is
marked "Paid in Full” and filed. More information of good
control’ of checks and cancelled checks is provided in
Chapter VI under "Internal Control™.

Because cash was paid out, an entry in the ecash
disbursements journal is made. The entry 1s shown below.
Accrued Tax Liability is debited (a debit reduces the
liability account signifying that we no longer owe any
taxes), and Cash is credited (reducing the asset account).
Because Acorued Tax Liability is not one of the three
special debit (Dr.) columns prepared, the sundry
{miscellaneous) account is debited and the account title
is written in the explanation column. The special column
for Cash is credited. The date and check number are alsc
recorded.

CASH DISBURSEMENTS JOLBINAL

RECHETTRTE™S i e | pa, 1 e
PR OOPER. UAGES[ADNIN WAGES)FUEL & LBE] suwokY | cagi
| {50181.1) | (50104.3) [ (S0401.13 | - i oty
| i | I I

I i
Oate  fAceount Titie iex

! Pe

400

|
! ]
April Z)Acc. Property Tax Pay. 1263
|
l

:
I
I
I
wo |
[
I
|
!
!
i
i
¢

i
i
|
1
!
t
}
]
1
i
i
i
t

!
|
H
H
i
i
|
[
|
i

I
|
|
!
|
t
;



Filing:

Posting:
Transaction 2:

Source Doocument:

Journal Entry:

Filing:
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As stated earlier, the check is mailed out and the bill
from the tax assessor is filed. A manila or similar type
of file should be used to file tax bills and payments.
The taxpbill should be marked "PAID". Then it is put in
the front of the manila folder and filed in the filing
cabinet under "T" for "Taxes", Proper handling of the
cancelled check when the bank returns it is discussed in
Chapter V.

To be done on the 15th of April.

Paid the accounts payable of $350 for repalrs at Billts
Garage (see Exhibit 10).

The check and the vendor's invoice. -

Cash is being paid out, so this transaction is recorded in
the cash disbursements journal. Since no special account
is provided for Accounts Payable, the sundry account must
again be debited and the account title and name of vendor
written in the explanation ecclumn. A diagonal line is
then drawn through the post reference (PR) column. 'The
entry is illustrated on line 2 of the journal shown below,

CASH DISASERENTS JOURNAL

1 (F pewtt tokal Ba. f ok 4 BE. o,
Bste  |Account Titie |68 § PR FOPER. LAGES|ADMIN WAGESIFUEL & LiE| @RwDR CASH
I P8 | SoWNt) | (5010433 | (3040103 | - (o101
| I | 3 I t
April 2: Ace. Property Tax Fay. b.ﬁl; : 400 400
i b
Appil 55 Acet. Pay./81i11'a Larage Rb2 350 350

}
i
i
!
;
i
i
|
f
|
!
|
|
|
|
|
;
b
|
I

i i
i J
i i
§ |
i i
| 1
] ;
t i
i |
! ;
] i
t i
i t
i |
| ]
; i
; !
I ]
i ]
] }
| |
| 1
f !
| i
' !

| i

Two files should be set-up for vendor invoices: one for
unpaid invoices and another for paid invoices. The unpaid
invoices folder should be organized by due date, with the
invoice due soonest on top. Each time an invoice is
received, the due date should be circled and the imwoice
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Posting:

Special Note:

filed in its appropriate place (normally towards the back
of the folder), Penalty or bonus payment arrangements can

'be taken into account in this filing scheme. Using this

method, only the due date of the invoice on top needs to
be checked in order to determine if' any invoices need to
be paid during the day,

The paid invoices folder should be organized
alphabetically by vendor name. After an invoice is paid,
it should be marked "PAID," annotated with the check
number, and filed according to the vendor's name,

To be done on the 15th of April.

These entries will be made only if the liability has been
acerued, This will ocecur when the accrual basis of
accounting is being used or when the cash-to-acerual basis
is used and opening entries are not made. This will be
further explained in the next chapter, The accounting
entries made at all other times will be illustrated in the
éxpense group of transactions.

REVENUES - CYCLE 3 TRANSACTIONS

Transaction 1

Source Documents:

Received a check for $470 from the local city government
as funding for the reduced fare WE-MOVE-U charges senior
citizens,

1} A copy of the request for funding that WE-MOVE-U sent
to the city government.

2) The check stub, if included.

3)  Any documents the city sent with the check stating
the amount, purpose, and time period of the payment.



Journal Entry:

Filing:

Posting:
Transaction 2:

Source Document:
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First, the amount requested and the amount of the check
should be compared and any differences reconciled
immediately. Then, the entry should be made in the cash

receipts Jjournal since cash has been received. The
special column for Cash is debited (a debit increases an
asset account) for the amount of the check. The

corresponding credit goes in the special column Local
Senior Citizen Fare Assistance (a credit will increase
this revenue accountl. A brief explanation may be
inciuded if desired. Finally, a checkmark (¥ is placed
in the posting reference (PR} column anytime the sundry
account is not used. Only the total of each special
column 1is posted to the ledger, 8o neither of the
individual debit or credit amounts in this entry will be
posted. The entry is shown below.

CASK RECEIPTE JOURNAL

Date  jAccount Tilke

H
i

or. | embly (ch} | o, | o, { cx.
EASK | Pkl ADULT | LOC SR EITIZEN | FED. OPER. |  SUNDRY
£10101) | FARES (ADIOLY |FARE ASSISCA1002) [ASSES (413013] .
i § 3

=
-

470 410

N L.

i 1
April 6|

AL U RT3

|
i
1
i
|
|
|

A separate folder should be maintained for each revenue
account. After the journal entry is made, all the source
documents should be stapled together and the period
covered {e.g. Jan. 1 « March 31, 1986) clearly marked on
the top copy. This bundle of source documents should then
be placed in the front of the folder and the folder filed
in the filing cabinet. All the folders for revenue
accounts should be filed together under "R® for “Revenue".
The folders should be arranged by account number.

To be done on the 15th of April.
Received a check for $1,510 from the federal government
for general operating assistance.

Same as for Transaction 1.
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dournal Entry:

Filing:

Posting:
Transaction 3:

Source Document

Journal Entry:

Filing:

Posting:

The entry in the cash receipts Journal would be:

CASK RECEIPTE JUURNAL

I

I [ [ | cagotr x| €. I o, { .
Bate  jAcceunt Tilte ot easy 1 FAL BT | L0C SR EHICZER | FED. OPER. |  SUMDRY
t f o (10185) | FAMEE (40104} |FARE ASSES(4002:1ASEIS (41301 .
i il i [ | {
i I I
April §j 159 47 : 476 : i
i It |
&) 1 1,510 } } 1,310 :
! by ] ! [ ]
| (! i i | I
] I | t i |
i ot i i i |
[ 1 i | I !
| |1 ] { ! |
i 1] | ! ! 1
? ] [} 1 I | H
Same as for Transaction 1.
To be done on the 15th of April.
Coliected $500 in full adult fares.
: Driver logs.
CASR 2ECEIPES SOURNAL
| 1—| ne, | CREDIY {CR.) o, | o, I eR,
Date chm Tiica ;n j CASH | PRl AR Y LOC SR LITIREN t FED. OPER. | SUMDRY
3 { ] CHOTOTY | FARES €4090%) FFARE ASSTS(AI002) {ASSIE (41301) |
I [ i !
i bt
April &) 11 470 470
i
6 1/: 1,510 1,510
af : /E 500 500
X -
1

|
i
|
;
i
!
1
!
|
;
I
!
]
!
t
t
I
!
|

!
!
f
|
1
|
]
I
;
|
!
1
!
I
£
{
1
|
i
|
]
t

A separate file should be kept for all driver logs.

To be done on the 15th of April.
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EXPENSES - CYCLE & TRANSACTIORS

Iransaction 1:

Source Document:

Journal Entry:

Filing:

Posting:

Paid gasoline credit card bill of $130 on April 9th using
check #263.

1) the check
2) the invoice from each stop at the gas station
3) the bill from the credit card company

Since cash is being paid out, the entry goes in the cash
disbursements journal. The special column Fuels & Lubes
is debited (a debit increases an expense account) and Cash
is credited (a credit reduces an asset account) for the
amount of the bill ($130). Again, a checkmark is placed
in the PR column because the Sundry account was not used.
The entry is shown below.

CASK 01 BUMEENENTS JOURNAL

.
=]
(H0151)

Data  |Account Titie

|
I

"1 joemiT (okaf ok, | DR, | Ok
CX | PR [OPER. WAGESEAOMLN WAGES|FUEL & LUBE{ EUNDRY
¥ | (50101.1) | (50104.3) | (SO%0E.Y) |

Frnad i |

[

b

b 400 &06

|
April 2t Acc, Property Tax Pay.

6

}
3 350
|
83 ¢~
!
3
t
i

i
5| Acet. Pay./Bill's Garage
l

130 130

5

i i
i }
i |
| I
i |
i i
: 356 }
| {
i i
i |
I i
| |
| i

_....m“...w_..nm..—..—..._

When the bill was first received in March, the charges on
the bill should have been matched with the invoices from
the gas station, any discrepancies resolved, and the
invoices stapled to the back of the bill. Then, the due
date of April 12 circled and the bill and invoices filed
in the unpaid invoices folder. On April 9th, this bi]l
was at the top of the folder. Nit Picker decided to pay
it on this date because payment takes about three days to
reach the gas company. State and federal gas tax breaks
should be noted and recorded.

" After the journal entry is made, the check and remittance

advice are mailed to the gas company. The rest of the
bill, with the invoices stapled to it, is marked "PAID",
annotated with the check number and filed in the paid

invoice folder,

To be done on the 15th of April.
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Transaction 2:

Source Document:

Journal Entry:

Filing:

Posting:

WE~-MOVE-U has an agreement with the garage across the
street whereby the garage performs all necessary, routine
maintenance on WE-MOVE-U's vehicles,  building, and
equipment for a monthly fee of $iU50.

The check, a copy of the check for filing, and a written
contract signed by representatives of both WE-MOVE-U and
the garage. The month that the payment is for should be
clearly written on the memo line of the check.

The $450 payment ié for a contract to perform maintenance

services. Therefore, Contract Maintenance Services will
be debited and the column for Cash will be credited.

CASN DISBURSEMENTS Jammal

| [BEBIT (oR.3f sk p eR. | en. | ok

450
[

o i
Date  [Account Title ICK | #0 |OPER. WAGES|ADWIN WAGESIFUEL & LIME| SuNDRY | ocase )
I FOL 50100y | (S0006.3) | (S0DLY | - 4 gapieny |
! lid H i | i |
| LU | i | | 1
April 2 Acc. Property Tax Pay. L | | | | GO0 4 400 ¢
! s H |
Sihget. Pay./Bill's Garage fZéAA 1 | i 350 E 350 }
| ' bt f { b ! |
£l 261 | | 130 130 |
I ’ P i { { f [
1l| Contract Maint. Services 264 t | i 450
It | ! | !
o i | t 1

i
i
|
i

A separate folder should be kept for this contract and

filed under the name of the garage. The contract should
be kept inside the folder along with the returned check,
with the most recent check on top.

To be done on the 15th of April.
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PAYROLL - CYCLE 5 TRARSACTIOHS
Transa on: On April 15th, Lynn DeBoss, Nit Picker, and the two
drivers were paid for the week.
Source Documents: Driver logs for the two drivers and time reports for Lynn

and Nit.

Also, Fmployee Compensation Records and the Payroll
Regiater.

Employee Compensation Records:

Only the record for Lynn DeBoss will be illustrated.
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Payroll Register:

The payroil register would look 1ike this:

EMPLOYER COMPENSATION RECORD

NAME: DeBOSS, LYNN SOC. SEC. # 000-000-000
ADDRESS: 85 FAWNFIELD DHIVE DATE OF BIRTH: 1-22-53
PHONE:  (000) 555-0000 PAY RATE: $5.00 EXEMPTYORS: 1
HOURS DEDUCTIONS
PAY PERIOD " GROSS FED  STATE NET
ENDING Su MT WTh F S T0T REG OT PAY FICA TAX TAX _ PaY
CUMULATIVE 250 480 70  2925.00 205.00  310.00 146.00 2264 .00
04-15-86 8109 11 10 48  up 8  260.00 19.00 10.00 13.00 _ 218.00
CUMULATIVE 598 520 78 3185.00 224.00 320,00 159,00 2482.,00
dournal Entries: Payroll is the major expense of most transit Operations

and needs to be kept track of closely. Because of this,
and to make entries easier, we recommend using the full
acerual basis rather than the cash-to-acerual basis for
this one transaction cycle only, By using the acecrual
basis, payroll withholding will be recorded along with the
rest of the weekly payroll even though the withholdings
are only remitted monthly or quarterly,

PAYROLL REGISTER

GROSS FED STATE  NET

DATE NAME _CE #  PpaY FICA _ Tax TAX PAY
04-15 DeBOSS, LYNN 265 260.00  19.00 10.00 13.00 218.00
PICKER, NIT 266 210.00  15.00  9.00 11.00 175.00
SMITH, WILLIAM 267 155.00  10.00  8.00  7.00 130.00
WEGMAN, DAN 268 17500 11.00 _ 8.00  9.00 147.00

TOTAL 800.00__ 55.00  135.00 40.00 670.00
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Two journal entries have to be made for the payroll ecycle.
One is the entry to record gross pay, deductions, and net
pay. The other entry is to record employer's payroll
taxes (e.g. FICA, unemployment), These two entries are
shown below. The general journal is used because it more
clearly illustrates the entries. The first entry would
normally be made in the cash disbursement journal.

General Journal

To record emplover's payroll taxes,

L

| i ; ! |
Date |Account Title or Explanation fPR | DEBIT | CREDIT |
1 b1 ! !
} ! ! ; f
April 1  tTangibie Transit QOperating Property-Propw Je 18 70,000 ¢ {
i t | L i
|__erty Cost Federal Government Caplcal | | [$_70C,000 i
i I | | |
l..Grant ~. Acquired a new van through a | { | |
| i ! | |
| federal capital grant fod | |
| i | ] !
! S ! ]
I i i ] |
April 15 |Cperators wages [ | 330 i |
| ; | I |
jAdministrarive Wages | 430 ¢ 1
I | | i |
| . FICA Payroll Deductions Whithheld bl { 55 i
| | i t ;
| _Federa! Income Taxes Withheld i 1 | a5 i
i I | | I
i Stdte Income Taxes Withheld | H 40
i | ] f
| __Cash ‘_____[ f 670
| i | | }
|Te_record payroll expense. f_l | |
| | ] | !
I i ]
I ) { § |
Apri) 15 |Fringe Benefits — FICA (oper.) | H 21 {
I | i |
|Eringe Benefits - FI1CA (admin.) it 34 | |
| i ! i !
|Ezinge Benefits - Unemp. Insurance (oper.) ! [ 5 1
| ¢ |
|Fringe Benefits - Unemp. Insurance (admin.} 8 |
; : |
{__Accrued FICA Tax Payable i 35
|
| __Accrued Federal Unemp, Insur. Pavable l 3
| |
{__Accrued State Unemp. Insur. Pavable | 9
i [
! |
| |
| |
} i
1 I
{ i
f f
i |
| |
f |
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Filing:

Posting:

The first entry can be traced back to the payroll register
shown above. The debit of $330 represents the gross pay
of the two operators (William Smith and Dan Wegman}. The
other debit of $470 represents the gross pay of Lynn and
Nit. The three credits to Accrued Payroll Liabilities
represent the three deductions: FICA, Federal Income
Taxes, and State Income Taxes. The credit to Cash for
$670 represents the net pay of all four employees,

In the second entry, the debit to Fringe Benefits - FICA
and credit to FICA Payroll Deductions Withheld for $55,00
represents the employeris share of FICA and is the same as
the FICA deduction in the payroll register. The debit to
Fringe Benefits - Unemployment Insurance is the total
amount of money that the employer is required to submit
for federal and state unemployment compensation. The
accrued payroll taxes liability for unemployment taxes
must be broken into its federal and state components since -
each is sent to a different authority.

Each week the balances in the accrued payroll liability
accounts get larger. When one of the quarteriy
remittances is due, the amount that needs to be paid is
the balance in the appropriate accrued payroll account.
For example, if on July 1st the amount withheld from
employee's paychecks for state income tax during April,
May, and June has to be mailed in to the state government ,
then the amount to be paid is the balance in the State
Income Tax Withheld account as of July 1st. Assuming that
the balance in this account is $3600, the entry to record
the cash remittance would be:

CASH DISOURSEMENTE JOLMENAL

| (]
I P
i i

| I HIZSRENT- WY I [ om. | e, [ - R 1

Bate  Jhccount Title JEK | P OPER. GAGES{ADMIN WAGES{TUEL & LUBE] SUMDRY }ocAsK -
i PAL [ (5090005 | (50106.33 | ¢56401.13 | | ctoren ¢

| L 1 i ; | I

1 [ i 1

Juiy I State Income Taxes Withheld 139 3,600 F 3,600
| I

{ |

1 l

The Employee Compensation Records and the Payroll Register
are used each week for the payroll, so they should be kept
together in a safe, but accessible place. One possibility
is to have a separate folder for each and file them under
"P® for “Payroll®n,

To be done on the 15th of April.
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CONTRIBUTIONS ~ CYCLE & TRANSACTIONS

Proper accounting for contributions can be a complicated, complex, and
controversial subject. Many questions can be raised about the accounting and
funding implications when individuals or governments contribute money, other
assets, or services to a transit system., This manual will not discuss the
funding implications because they vary by state; however, =& standard
accounting treatment is possible.

For accounting purposes, contributions can be broken into three' mutually
exclusive categories, each of whieh will be accounted for differently. The
three categories are:

1. Serviees are donated.

2. A capital asset (e.g. van, radio) is donated or cash is donated for
the specifiec purpose of acquiring a capital asset,

3. Cash is donated for any purpose except to acquire a capital asset.

The accounting treatment for each category also depends upon who the donor is
(e.g. government, private enterprise), The accounting treatment for each
category is illustrated below:

C r e e 8"

The accounting for contributed or donated services will depend on whether or
not the service is an allowable expense for reporting purposes. Your
reporting representative will help you determine whether the cost is
allowable, If the donation is allowable (e.g., donated services by a local
govermment), then the value of the donated service is recorded as s debit to
the expense account TContributed Services - Allowable Expense® (account number
530} and as a credit to the revenue account "Contributed Services - Allowable
Source (account number 430,01}, Because no cash was involved in this
transaction, it is recorded in the general journal. If services worth $100
are donated by a local government, the general journal entry would look like:

Debit Credit

Contributed Services - Allowable Expense 160
Contributed Services - Allowable Source 100
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On the other hand, if the donation was not an allowable expense {e.g., donated
sarvices by a private enterprise}, then the information is not needed for
funding or accounting purposes. However, management may still want a record
of donated services, even though they are unallowable, as an indication of
public support of the transit system. Therefore, accounts 430.03 and 430.04
are provided to keep track of this information without affecting any financial
statements or reports. The value of the donated service is recorded as a
debit to the contra-revenue (this term is explained later) account "lontri-
buted Services -~ Contra Account for Unallowable Source® {account number
430.04) and as a credit to the revenue account "Contributed Services -
Unallowable Source"™ (account number 430.03)., For example, if services worth
$200 are donated by a volunteer mechanic, then the general Journal entry would
look like:

Debit Credit

Contributed Services - Contra Account for Unallowable Source 200
Contributed Services - Unallowable Source 200

As stated before, the debit half of this entry is to a contra-revenue account.,
A revenue account will nerwally have a credit balance, however, a contra-
revenue account has a debit balance, Therefore, when these two accounts are
added together as they are in financia] statements and most reports, the
result is zero (i.e., the two accounts offget each other and, therefore, have
no effect on reports). However, the value of services donated can be found by
looking at the balance of either account since both accounts will always have
the same balance.

pay a similarly trained person to perform the task. For example, if a
mechanie who normally gets paid $20 per hour donated two hours of his time to
repair a vehicle, then the value of his service is $40, However, if the same
mechanic donated two hours of his time to drive a van, and the mechanic is
untrained as a driver, then the value of his service is only $6.70 (2 hours
times the minimum wage of $3.35 per hour). S0, the value assigned to a
donation of a service depends on the donor's level of training and proficiency
at the task performed.

Donations for Capital Assets

If a capital asset (e.g., a van) is donated, then the debit half of the entry
is to the asset account "Tangible Transit Operating Property - Property Cost"
(account number 111.01). The new asset is also recorded in the asset
register. On the other hand, if cash is dornated for the specific purpose of
acquiring a capital asset, then the debit half of the entry is to the
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asset account "Capital Asset Funds" (account number 14%1.02), The cash
received should also be kept in a bank account separate from the rest of the
transit system's cash.

The credit half of the entry is to the capital acecount "Grants, Donations, and
Other Paid-In~Capital®" (account number 304.).

To illustrate the aeccounting for ecapital asset donations, two examples are
provided., First, assume that a small bus costing $40,000 is donated by the
local govermment. The entry would be:

Debit Credit

Tangible Transit Operating Property-~Property Cost 50,000
Local Govermment Capital Grants k0,000

For the second example, assume that the local barber donated $500 to the
transit system's BUY<A-BUS fund drive. 1In this ecase, the entry would be:

Debit Credit

Capital Asset Fund 500
Kon~-Govermmental Donations 500

Unrestricted Cash Donations

Any time the transit system recelves cash which is not restricted for a speci-
fic use, the Cash account (account number 101.01) is debited. The credit half
of the entry is to the revenue account "Contributed Cash" (account number
431). '

For example, assume that a local merchant donates $200 for the transit to use
for any purpose, Since the use of the cash by the transit system is not
restricted by the donor, the donation is an unrestricted cash donation and the
" entry to record it would look like:

Debit Credit

Cash 200
Contributed Cash . 200
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POSTING

As noted earlier, Nit Picker has decided to past from the journals to the
ledgers on the 15th and 3ist of every month. Assuming this is the 15th of
April, the journal entries that have been made now need to be posted. The
steps to be followed are:

1)

2)

3)

4)

Foot (total each column) the special journals (i.e., cash receipts and
cash disbursements journals)

Post each journal separately in the following order:
a) cash receipts journal

b} cash disbursements journal

¢) general journal

For each journal:

a) post the footed totals of each special column (e.g., Cash)
b) post the entries not in a special column

Remember that some entries need to be posted to both a subsidiary
ledger and the general ledger

There are four steps to the actual process of posting. The four steps in
sequence are: .

1.

2.

In the ledger, write the date of the transaction (use the date of
posting when a footed total is posted).

In the ledger, write the amount of the transaction or footed total and
record the new balance of the account. :

Write the abbreviation for the Journal and the page number of the
Journal in the Post Reference JPR) column of the ledger. For example:

a. page 3 of the General Journal would be abbreviated ng3w
b. page 26 of the Cash Receipts journal would be "CR26%
¢. page T of the Cash Disbursements Jjournal would be "CDT™

Record the ledger account number in the PR column of the journai. If
an accounts receivable or accounts payable subsidiary ledger is used,
then when an entry is made that affects the accounts receivable or
payable account a diagonal line is drawn through the PR column of the
Journal to divide it inm half (see the Journal entry for Transaction 2
of the Payment of Accruals cyecle). The account number is placed above
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the diagonal line when the entry is posted to the general ledger, and

a checkmark is placed below the diagonal line when the entry is posted
to the specific account in the subsidiary ledger.

The journals that WE-MOVE-U has been using have been footed and are
all presented in Exhibit 11 for easy reference., The checkmark below
the footed total of the Sundry column in the cash disbursements
journal indicates that the total of this column is not posted; each
entry in the Sundry column is posted individually. For all the other
special columns, the account number will be written below the footed
total when the total is posted.
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Posting Footed Totals

As atated earlier, the first journal to be posted is the cash receipts
journal, and the first footed total to be posted is for Cash. The general
ledger account for Cash is shown below. The first iine of the ledger is the
balance in the account following the changeover (see Exhibit 10). The second
line is the posting entry. The first step, the date of the posting (U4/15) is
recorded. In the second step the debit of $24B80 is recorded and the new
balance of $3355 is ealeulated. The third step is that the post reference of
CR1 (Cash Receipts journal, page 1) is recorded. The last step is that the
account number (10101} is written in the journal under the footed total (see
Exhibit 12 to follow).

LA ACCT #: 10101
BALANCE
DATE EXPLANATION PR DEBIT CREDIT DEBIT  CREDIT
LYA CHANGEOVER BAL ANCE 875 875
4715 CR1 2480 3355

The next footed total to be posted is for Full Adult Fares. The steps are the
same as above, and the ledger account looks like:

FULL ADULT FARES ACCT §: 10101
. BAL ANCE
DATE EXPL ANATION PR___DEBIT  CREDIT  DEBIT _ CREDIT
4/15 CR1 500 500

The posating of the remaining two special columns in the Cash Receipts Journal
would proceed the same and, therefore, will not be illustrated. Since there
were no entries in the Sundry account, the posting is finished for the Cash
Receipts journal.
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The next journal to be posted is the Cash Disbursements Journal. The posting
of the footed totals will be the Same as shown earlier, sc only the -posting of
the Cash account will be illustrated. Following the posting, the general
ledger account for Cash would look like:

CASH ACCT #: 10101
- BALANCE
DATE EXPLANATION PR DERIT _ CREDIT _ DEEIT  CREDIT
4/1 CHANGEQVER BALANCE 875 875
4/15 CR1____ 2480 3355
4/15 CD1 1330 2025

Posting Entries in the Sundry Accounts

The Cash Disbursements Journal also contains six entries in the Sundry
account, Only the posting of the first two of them will be explained, The
first entry is a $400 debit to Acerued Propertv Tax Liability. The general
ledger account is shown below, The first step p. formed is to record the date
of the transaction (4/2). The next step is to record the $400 debit and
calculate the new balance, The third step is to record the post reference of
CD1 in the PR column. The last step is to record the account number (20304)

in the post reference column of the Cash Disbursements Journal {see Exhibit 12
to follow).

ACCRUED PROPERTY TAX PAYABLE ACCT #: 20304
BALANCE
DATE EXPLANATION PR DEBIT CHREDIT DEBIT CREDIT
4/1 CHANGEOVER BALANCE 400 400
4/2 Ch1 400 0

For the next entry, it is assumed that an accounts payable subsidiary ledger
is being used. When this is the case, the entry is posted to both the general
ledger and the subsidiary ledger. The ledger entries will look the same as
those shown earlier. The post reference column of the Journal entry will have
the account number recorded above the diagonal line to show that posting was
done to the genepral ledger and will also have a checkmark recorded below the
diagonal line to show that posting was done to the subsidiary ledger (see
Exhibit 12).
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Posting Entries from the General Journal

Posting entries from the general journal is the same as posting entries from a
sundry acecount. Each individual debit or credit is posted to the general
ledger. The posting of the debit part of the entry in the general journal
will be illustrated.

DATE EXPLANATION PR

4/1 CHANGEQOVER BAL ANCE 100, 000 104, 000

4/2 G1 70,000 176,000
als e

Exhibit 12 shows what the journals will look like subsequent to posting.
Notice that the PR column has one of three marks in every row. The marks are:

Mark Meaning
1. aeccount number The entry was posted.
2. checkmark The entry did not need to be posted or the entry was

posted in a subsidiary ledger.
3. dash (=) No entry on this line.

Exhibit 13 shows ;he current balances of WE-MOVE~U's acocounts after the
posting process for April 15th is completed. .
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ACCOUNT TITLES
REVENOES:

40101 FULL ADULT FARES

41002 LOCAL SENIOR CITIZEN FARE ASSISTANCE

41301 FEDERAL ~ GENERAL OPERATING ASSISTANCE
EXPENSES:

50101.1 OPERATORS SALARIES AND WAGES

50104.3 ADMIN. SALARIES AND WAGES

50201.1 FRINGE BENEFITS - FICA (operators)

50201.3 FRINGE BENEFITS - FICA (admin.)

50207.1 FRINGE BENEFITS - UNEMP. INSURANCE (oper.)

50207 .3 FRINGE BENEFITS ~ UNEMP. INSURANCE (admin.)

50305.2 CONTRACT MAINTENANCE SERVICES

50401.1 FUELS & LUBRICANTS CONSOMED

50703.2 PROPERTY TAXES :

51305.3 DEPRECIATION - SERVICE VEHICLES
ASSETS:

10101 CASH

10207 RECEIVABLES FOR OPERATING ASSISTANCE

11101 TANGIBLE TRANSIT OPERATING PROPERTY -
PROPERTY COST

11102 TANGIBLE TRANSIT OPERATING PROPERTY -
ACCUM. DEPR.
LIABILITIES:

20101 ACCOUNTS PAYABLE

20201 FICA PAYROLL DEDUCTION WITHHELD

20202 FEDERAL INCOME TAXES WITHHELD

20203 STATE INCOME TAXES WITHHELD

20304 ACCRUED PROPERTY TAX PAYABLE

20305 ACCRUED FICA TAX PAYABLE

20306 ACCRUED FED UNEMP INSURANCE PAYABLE

20307 ACCRUED STATE UNEMP INSURANCE PAYABLE
CAPITAL:

30401 FEDERAL GOV'T CAPITAL GRANT

30501 ACCUMULATED EARNINGS

EXEIBIT 13
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TRAIL

$500
$470
$1510

$1355
$0

$170000
($18000)

$0
$55
$35
$40
$0
$55
$5
$9

$150000
$2125
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WORESHEET

Bookkeepers become especially busy at the end of the fiscal year. Worksheets,
financial statements, and other reports must be prepared and adjusting and
closing entries recorded. This section will illustrate the use of a worksheet
to facilitate the process. The example of WE-MOVE-U will be continued.
Assume that the journal entries made and posted earlier are the only entries
made during the year. -

A worksheet is a tool used to record necessary adjustments and to furnish the
aceount balances for preparing the income statement and balance sheet. The
worksheet will be used to bring the accounts up to a full-accrual basis from
the cash basis that was used for daily entries. A& worksheet can be prepared
monthly, quarterly, or yearly, depending on how often the transit manager
wants full-accorual records. However the adjusting and closing entries will
only be made in the journal at the end of the fiscal year. Use of a ten
column worksheet will be illustrated. This worksheet has two amount c¢olumns
{one for debits and one for credits) for each of the worksheet's five major
sections (trial |Dbalance, adjustments, adjusted trial balance, income
statement, and balance sheet). Thus it is called a ten column worksheet. An
example of a blank ten column worksheet appears in Exhibit 14. The worksheet
is completed section«by-section from left to right. The first step in pre-
paring the worksheet is to list all the names in the column labeled "account
names". Then, each section is completed. To illustrate the process, Exhibits
15-19 will show the worksheet for WE-MOVE-U after each section is completed.

TRIAL BALARCE

The trial balance section is the easiest section of the worksheet to complete.
However, error correction can be arduous. The year-end balance of each
account is merely recorded in the appropriate debit or credit column. The
debit and credit columns are then added up and should equal one another,  If
they are not equal, then there is a mistake somewhere in your accounting
records that needs to be found and corrected. Possible causes of mistakes
are:

1. Recording only half an entry, such as a debit without a corresponding
credit, or vice versa.

2. Recording both halves of the entry on the same side, such as two
debits, rather than a debit and a credit.

3. Recording an amount incorrectly.

4, Making errors in arithmetic, such as errors in adding the trial
balance columns or caleculating ledger balances.

5. Making errors during the posting process:
a. Not. posting an amount in a journal
b. posting the debit half of a journal entry to the credit side of a

ledger account, or vice-versa.
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¢, posting an amount incorrectly.

To aid in finding the error{a), a definite procedure should be used. The
following steps provide one time-saving approach. '

1.

2.

Re-add the trial balance columns (if both columns' totals are equal,
you are finished with the trial balance).

If the totals of the two trial balance columna still are not equal,
then two "search figures® should be calculated:

a. subtract the total of one column of the trial balance from the
total of the other column (e.g., if the total of the debit side of
a trial balance is $72,540 and the total of the credit side is
472,000, then the first "search figure® is $540).

b. divide the first msearch figure” by 2 (e.g., if the first fgsearch
figure® is $540, then the second nsearch figure® is $270).

Divide the first "search figure® by 9. If the result is an integer
(i.e., no fraction), then a transposition error (e.g., 81 written as
18) could have occurred. :

Look at each ledger account and:

a. check that the balance of the ledger account was correctly
transferred to the trial balance,

b. verify the adding and subtracting of the ledger balance,

e. look to see if either of the two "search figures" appear in the
debit or credit entry columns {not the balance columns) , and

d. check for transposition errors if step 3 above showed that such an
error was possible. .

If the balance of the ledger account was not correctly transferred to
the trial balance, then erase the incorrect number in the trial
balance, record the correct amount, and return to Step 1. The trial
balance may now agree (the column totals are equal). If not, new
ngearch figures” need to be calculated.

Double check your addition and subtraction of the entries in the
ledger account since the date the last trial balance was prepared.
Make sure that debit entries are increasing debit balances and
decreasing credit balances; whereas credit entries are decreasing
debit balances and increasing eredit balances. If an arithmetic error
is found, the ledger balance should be corrected and recorded in place
of the incorrect ledger balance in the balance.
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If one of the two search figures "appears in the ledger, then you have
probably found the mistake, The method of corrercting the mistake
depends on which "search figure" was found.

a. First "search figure" ($540 in the example above). When this
"search figure™ is found, the error that probably cceourred was
that only half an entry was recorded or posted. To correct the
error, you have to search back to the original journal eatry.
This task would be arduous were it not for the P.R, column of the
ledger., This column lets you know which Journal and page number
the entry is recorded in. When you find the entry, first check
that the dollar amount of debits equals the dollar amount of
credits. If they don't equal, get the source document (s} for the
transaction and complete the entry (until debits = eredits) and
post the added part{s) of the entry. The new, revised ledger
balances should be recorded in the trial balance in place of the
old, incorrect ledger balances and ¥ou should return to Step 1.
However, if debits do equal credits in the original entry, then
you should check that every amount in the entry was posted. If an
amount was not posted, it should be posted, the ledger balance
transferred to the trial balance, and the error correction process
should be restarted at Step 1. If all amounts were posted, then
the occurrence of the "agarch figure™ in the ledger account was
Just a coincidence and you still need to locate the error.

b. Second "search figure" ($270 in the example above). When this
"search figure" is found, one of three errors probably ocecurred:

1) the journal entry contained two debits without z corresponding
credit, or vice versa,

2) during posting, a debit was posted as a credit, or vice versa.

3) the amount was added to the ledger balance when it should have
been subtracted, or vice versa

Each one of the possible errors should be investigated and the
error, if found, corrected. If no error is found, then the
oceurrence of the "search figure™ in the ledger account was a
coincidence and you need to continue locking at ledger accounts.

If a transposition error is located, then the error should be
corrected and the trial balance re-added to see if the correction of
this error has corrected the problem with the trial balance. If the
two columns of the trial balance are still not the same, then the
error correction process should be restarted at Step 1.
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Example

Using the information for WE-MOVE-U contained in Exhibit 13, Nit Picker
completed the trial balance section of his worksheet, and it is shown in
Exhibit 15. Note that the total debits of $172,804 equal the total credits,

ADJUSTMENTS

The adjustments section of the worksheet is by far the most difficult section.
Unless you have previous experience with adjustments, you will almost
certainly need the assistance of a8 CPA to understand and prepare adjustments.
This manual will provide a few examples and brief explanations.

The account balances are adjusted from the cash basis that was used during the
year to the full accrual basis that should be used for reporting purposes.
There are three types of ad justments:

1. invoices incurred but not yet received or paid
2, prepaid assets

a. assets to be depreciated

b. insurance
3. Tfunds earned but not yet received

The first two types of adjustments are expenses that have been incurred but
not yet recorded on the books. The last type is revenue that has been earned
but not yet recorded on the books, Each one of the three types will now be
discussed further and the adjustment illustrated in Exhibit 16.

Bills Received But Not Yet Paid

All the bills that are in the unpaid invoices file at year-end should be
recorded as expenses., In addition, any invoices that have been incurred but
for which the bill has not been received also should be recorded as expenses.
To do this, adjusting entries are first made in the worksheet and, after the
entire worksheet is finished, the adjusting entries are recorded in the
general Jjournal and then posted to the ledger. To illustrate making
ad justments in the worksheet, assume that at year-end there is a $101 invoice
from the gasoline credit card company in the unpaid invoices file, The
expense account "Fuels and Lubricants Consumed" must be debited (increased)
and the credit goes to the liability account "accounts payable™ The oredit to
accounts payable represents the fact that the transit system owes $101 to the
eredit card company. Now, refer to Exhibit 16. Go down the "Account Title®
column until you reach the account "Materials and Supplies Consumed." Go
across this row until you reach the "Debit" column under "Adjustments®, This
is where the $101 debit to "Materials and Supplies Consumed" is reported. A
letter ™A™ in the Exhibit is then written to the left of the $101. The (&) is
a reference mark tc show which credit the $101 debit is related to.
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Recording the credit half of the ad justment works the same way. First, the
account to be credited, "Accounts Payable®, is located, Then, the amount of
the adjustment ($101) is recorded in the "Credit® column under "Adjustments”.
The same letter (A) is written to the left of the $101 to show that this
credit is the other half of the debit recorded earlier,

A similar entry would be needed for all bills in the unpaid invoices file.

Prepaid Assets

The cost of certain assets must be allocated over the uséeful life of the
asset. One example is insurance. Unless an insurance policy expires on the
last day of the transit system's fiscal year, an adjustment must be made for
insurance. If the transit system has paid the premium on an insurance poliey
that extends into the next fiscal year, then the pro-rata share of the policy
that relates to the next fiscal year should be recorded as an asset, An
example will help to clarify this point. Assume that on July 1, a six-month
insurance premium of $18,000 was paid by the transit system. If the transit
system's fiscal year ends on August 31, then four months (4/6) of the premium
relates to the next fiscal year. Thus, the adjustment at August 31 would
record (debit) an asset of $12,000 (4/6 X 18,000) and would reduce (credit)
the insurance expense account for $12,000. This entry is not illustrated. in
Exhibit 16, '

Another example where the cost of an asset needs to be allocated over the use-
ful life of the aaset is the depreciation of property (e.g. vehiclea, radio
equipmernt ). For accounting purposes, all assets, whether paid for by the
transit system or from a governmental grant should be depreciated. For
funding reporting purposes,; however, depreciation may not always be allowed
as an expenss, '

The easiest and probably most useful method of depreciation to use is
straight-line, There are other methods available {e.g., suti-cf-the-years
digits, double~declining balance, unit of service). These methods are
adequately explained in any basic accounting textbook, sc any manager or
bookkeeper who wishes to use a different method can look up the necessary
details in a textbook. Only the straight-line method will be explained and
illustrated in this manual.

To record depreciation, an adjustment is made debiting the specific
depreciation account for the asset {e.g., "Depreciation-Passenger Revenue
Vehicles") and c¢rediting either "Tangible Transit Operating Property-
Accumulated Depreciation" or "Tangible Property other than for Transit
Operations-Accumulated Depreciation®, The amount of the depreciation
adjustment is determined by subtracting the salvage value of the asset (i.e.,
the amount of money that the asset is expected to be worth when the transit
aystem disposes of it) from the original cost of the asset, The result is
called the depreciable base and is then divided by the expected useful life of
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the asset to give the yearly amount of depreciation, If the asset was
acquired or sold during the year, then the yearly amount of depreciation must
be multipiied by the fraction of the year that the asset was used (e.g., if a
van is bought six months into the fiscal year, then 6/12 or 1/2 of the yearly
depreciation would be recorded as depreciation expense for the first year).

To illustrate these calculations, the depreciation adjustment (B) in Exhibit
16 will be explained. Assume that the service vehicle was purchased on the
first day of the fiscal year for $20,000 and is expected to be used for 20
years and be worth $4,000 after the 20 years of use, The 800 debit to
"Depreciation-Service Vehicles™ was calculated as follows:

1. Depreciable base = cost - salvage value = 20,000 - 4,000 = $16,000.
2. Yearly depreciation = Depr. base/expected life = 16,000/20 = $800C.

Since the service vehicle is tangible transit operating property, the credit
half of the adjustment, also for $800, would be to "Tangible Transit Operating
Property - Accumulated Depreciation.® :

Funds Farped But Not Yet Recelved

All the funds that the transit system has earned during the year should be .
included in the system's revenue accounts. This includes funds that have been
earned but not received as of the.end of the transit syatem's fiscal year.
For example, if a transit system's fiscal year ends on October 31, then the
Department of Transportations funding for October should be included as
revenue for October, even though it will not be received until November or
‘later. Assume that the transit manager fills out the Section 18 funding
reports and determines that he will receive $500. The adjusting entry would
be a debit to "Receivables for Operating Assistance" (account number 102.07)
for $500 and a credit to "Federal General Operating Assistance " (account
number #413.01) for $500. This adjustment is labeled as "(C)" in the
Adjustments section of the worksheet in Exhibit 16.

-ADJUSTED TRIAL BALANCE

To complete the Adjusted Trial Balance section, the amounts in the Adjustments
section are added to the amounts in the Trial Balance section. Remember that
a debit adjustment will increase a debit balance in the trial balance and
decrease a credit balance; whereas a credit adjustment will decrease a debit
balance and increase a credit balance. The total of all the debit balances in
the adjusted trial balance should equal the total of all credit balances. If
not, a mathematical error has been made. Exhibit 17 shows the worksheet for
WE~-MOVE-U with the Trial Balance, Adjustments, and Adjusted Trial Balance
asections completed.
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INCOME STATEMENT

To complete the Income Statement section of the worksheet, the balances of all
the revenue and expense accounts in the Adjusted Trial Balance section are
transferred to the Income Statement section. The debit balances are added
together and the credit balances are added together. The difference between
these two totals is net income if the credit total is larger or net loss if
the debit total is larger. Exhibit 18 shows the worksheet for WE-MOVE-U with
the Income Statement section completed.

BALARCE SHEET

To complete the Balance Sheet section, the balances of all asset, liability,
and capital accounts in the Adjusted Trial Balance section are transferred to
the Balance Sheet section. The debit balances are added together and the
credit balances are added together. The difference between these two totals
is net income if the debit total is larger or net loss if the credit total is
larger. If the net income or loss calculated in the Income Statement section
iz not equal to the net income or loss calculated in the balance Sheet
section, then a mathematical error has been made. Exhibit 19 shows the
completed worksheet for WE-MOVE-U.

ADJUSTIRG ENTRIES

The next step in the fiscal year-end accounting process is to record adjusting
entries in the general journal and then post these entries. The information
for the adjusting entries comes from the Adjustments section of the worksheet.
Each letter used in the previous illustrations (e.g. Exhibit 19) of the
Ad justments section represents a separate adjusting entry. Based on these
illustrations, the three adjusting entries would be:

Debit Credit
(A) Fuels & lubricants consumed 101
Accounts Payable 101
(B) Depreciation - service vehicles 800
Tangible Transit Operating
Property - Accum. Depreciation 800
{C) Receivable for cperating assistance 500
Federal General Operating Assistance 500

These entries would then be posted to the ledger.
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Example

Assuming that the entries Just illustrated were posted to the general ledger
for WE-MOVE-U, their eurrent account balances would be as shown in Exhibit 20.

FIRANCIAI, STATEMENTS

Four financial statements should be prepared at the end of every fiscal year
{or more often): the income statement, the statement of changes in retained
earnings, the balance sheet, and the statement of changes in financial
position. These statements can be prepared at two levels of detail, Either
all the detailed accounts can be used or else only the general object classes
can be used. If general object classes are to be used, all the detailed
accounts with the same general object code are added together and reported
under the title of the general object class. For example, if aceount 501,01,
"Operators Wages", has a fiscal year-end balance of $629 and account 501.04,
PAdministrative Wages®, has a balance of $570, then general objeet class 501,
"Labor®, would be reported as having a balance of $1199 (629 + 570).

IBCOME STATEMENT

The first financial statement to be prepared is the income statement. This
sStatement shows the results of the Eransit system's activities during the
year. All the revenue accounts are listed and added together. The result is
the total revenue for the transit system for the fiscal year. Then, all the
eéxpense accounts are listed, added together, and the result is the total
expense of the transit system for the fiscal year. The total expense is
subtracted from total revenue giving the net income or loss for the fiscal
year.
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TRAIL
ACCOUNT TITLES BALAKCR
REVENDES:
50101 FULL ADULT FARES $500
¥1002 LOCAL, SENIOR CITIZEN FARE ASSISTANCE $470
41301 FEDERAL. GENFERAL OPERATING ASSISTANCE $2040
EXPENSES:
50101.1 OPERATORS SALARIES AND WAGES . $330
50104.3 ADMIN., SALARIES AND WAGES $470
50201.1 FRINGE BENEFITS ~ FICA {operators) $21
50201.3 FRINGE BENEFITS - FICA (admin.) $34
50207.1 FRINGE BENEFITS - UNEMP. INSURANCE {oper.) $6
50207.3 FRINGE BENEFITS - UNEMP., INSURANCE {(admin.) 48
50305.2 CONTHACT MAINTENANCE SERVICES $450
50401.1 FUELS & LUBRICANTS CONSUMED $231
50703.2 PROPERTY TAXES $0
51305.3 DEPRECIATION ~ SERVICE VEHICLES $800
ASSEYS:
10101 CASH - - $1355
10207 RECEIVABLES FOR OPERATING ASSISTANCE $500
11101 TANGIBLE TRANSIT OPERATING PROPERTY ~
PROPERTY COST $1706000
11102 TANGIBLE TRANSIT OPERATING PROPERTY -
ACCUM. DEPR. ($18,800)
LIABILITIES:
20101 ACCOUNTS PAYABLE £101
20201 FICA PAYROLL DEDUCTION WITHHELD 55
20202 FEDERAL INCOME TAXES WITHHELD $35
20203 STATE INCOME TAXES WITHHELD $10
20304 ACCRUED PROPERTY TAX PAYABLE $0
20305 ACCRIED FICA TAX PAYABLE $55
20306 ACCRUED FED UNEMP INSURAKNCE PAYABLE 45
20307 ACCRUED STATE UNEMP INSGRANCE PAYABLE 39
CAPITAL:
304501 FEDERAL CGOV'T CAPITAL GRANT $150000
30501 ACCUMUL ATED EARNINGS $2125

EXBIBIT 20
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Example
The income statement for WE-MOVE~-U using the detailed accounts would look like:
WE-MOVE-U

INCOME STATEMENT
FOR THE YEAR ENDED OCT. 31, 1986

HEVENDES
full adult fares $500
‘local sr citizen fare assistance 470
fed general oper. assistance 2010
TOTAL REVENUES : $2980
EXPERSES
operatoré wages $330
admin. wages #70
fringe benefits
~FICA (oper.) 21
~FICA (admin.) . 34
~unemp insur (oper.) b
-unemp insur (admin) _ 8
contract maintenance services , 450
fuels & lubes consumed 231
depreciation - service vehicles 800
TOTAI. EXPERSES: $2350
KET INCOME OR (LOSS) ‘ $630

STATBMENT OF CHANGES IN RETAINED EARNINGS

The second financial statement to be prepared is the statement of changes in
retained earnings. This statement shows the changes that have occurred in the
transit system's retained earnings account during the year. The format used
is:

Beginning Retained Earnings
Add:

Net Income
Subtract:

Net Loss

Dividends Declared
Ending Retained Earnings
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Example

The statement of changes in retained earnings for WE-MOVE-U is shown below.
Notice that the net income figure is taken from the income statement.

WE-MOVE-U
STATEMENT (F CHARGES IN RETAINED EARINGS
FOR THE YEAR ENDED OCY. 31, 1986

BEGIRNING RETATNED EARNINGS 2125
ADD:

NET INCOME . 630
ENDIRG RETAIRED EARKIRGS _...2785

BALARCE SHEET

The third financial statement to be prepared is the balance sheet (also known
as the statement of financial position). This statement shows the financial
position of the transit system as represented by its assets, liabilitieas, plus
capital. FRemember from Chapter I that assets = liabilities + capital,

Ex e

The balance sheet for WE-MOVE-U is shown in Exhibit 21. Notice that the
retained earnings figure is taken from the ending retained earnings figure of
the statement of changes in retained earnings. Also notice that total assets
equal total liabilities plus capital.

Interrelationships

The interrelationships among these three financial statements can be pictured
as in Exhibit 22.
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WE-MOVE-O
BALANCE SHEET
OCTOBRR 31, 1986
ASSETS:
Cash

Receivable for Operating Assistance
Tangible Transit Oper, Property
Tangible Transit Oper. Property -A/D

TOTAL ASSEYS
LIABILITIES:

Accounts Payable

FICA Payroll Deduction Withheld
Federal Income Taxes Withheld

State Income Taxes Withheld

Acerued FICA Tax Payable

Accrued Federal Unemp. Insur, Payable
Accrued State Unemp. Insur. Payable

TOTAL LIABILITIES
CAPITAL:

Federal Gov't Capital Grant
Accumulated Earnings

TOTAL CAPITAL

| TOTAL LIABILITIES & CAPITAL

EXHIRIT 21

1355
500
170000
~18800

101

150000
2755

152755

153055
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INCOME STATEMERT:

Revenues
= Expenses

Net Income or (Loss)
STATEMENT OF CHANGES IN RETAINED EARNINGS

Beginning Retained Earnings
+(«) Net Income (Loss)

BALANCE SHERT

Assets
equals
Liabilities
+ Capital (includes ending retained earnings)

EXHIBIT 22
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STATEMENT OF CHANGES IN FIMARCIAL POSITION

The fourth and final financial statement to be prepared is the statement of
changes in financial position. This statement shows the sources and uses of
cash, However, it is a very difficult statement to prepare., It is beyond the
scope of this manual to explain how to prepare one. If this financial
statement is desired, a CPA will probably be needed to prepare it.

CLOSING ENTRIRS

The next step in the fiscal year-end process is to prepare closing entries.
Since the revenue and expense accounts contain only information on the current
Year, they need to be clossd out, i.e., brought to a zero balance, at the end
of the fiscal year. This is accomplished by three closing entries that are
made in the general journal,

CLOSING ENTRY #1

First, all the expense accounts are closed out., Since the expense accounts
have debit balances, each expense account is credited for the amount of its
debit balance, For example, if *Operators Wages® has a debit balance of $329,
then the closing entry would credit the account for $329. A credit entry
reduces a debit balance, so the result is a $0 balance in the ®Operators
Wages™ account. All the expense accounts will be closed out by credits in one
entry, and the offsetting debit will be to a temporary account calied "Revenue
and Expense Summary." This account does not appear in the Appendix and does
not need to be listed in your chart of accounts because it is only used for
closing entries and will always have a $0 balance both before and af'ter the
three closing entries are made.

Example

The first closing entry for WE-MOVE-U is shown below. The amounts can be
found in both Exhibit 20, and in the income statement illustrated earlier.
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Account Title : Debit Credit

Revenue and Expense Summary 2350
Operators Wages 330
Admin. Wages 470
Fringe Benefits -~ FICA {oper.) ‘ 21
Fringe Benefits ~ FICA (admin.) 34
Fringe Benefits -~ Unemp. Insurance (oper.) 6
Fringe Benefits - Unemp. Insurance (admin.) B
Contract Maintenance Services 450
Fuels and Lubricants Consumed 231
Depreciation - Service Vehicles 860

CLOSING ENTRY #2

In the second closing entry, all the revenue accounts are closed out. The
process is very similar to closing out expense accounts, except the revenue
accounts are debited and the "Revenue and Expense Sum@ary" is credited.

Exagple

The second closing entry for WE-MOVE-U 1is shown below. Once again, the
amounts can be found in beoth Exhibit 20 and in the income statement
illustrated earlier.

Account Title Debit = Credit
Full Adult Fares 500
Local Senior Citizen Fare Asslistance g70
Federal Ueneral Operating Assistance 2019
Revenue and Expense Summary - 2980

CLOSING ENTRY #3

In the third closing entry, the "Revenue and Expense Summary®” account is
closed out. Subtract the amount debited to "Revenue and Expense Summary" in
closing entry #1 from the amount credited to "Revenue and Expense Summary® in
closing entry #2. If the result is a positive pumber, then this represents
the net income of the transit system and should be the same as the net income
on the income statement (if it's not the same, then an error has been made and
needs to be found and corrected). The third c¢losing entry in this case would
be a debit to MRevenue and Expense Summary"™ and a credit for the same amount
to "Accumulated Earnings® (account number 305.01).
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On the other hand, if the result is a negative number, then this represents
the net loss to the transit system and should be the same as the net loss on
the income statement. The third closing entry in this case would be a debit
to "Accumulated Earnings" and a credit for the same amount to "Revenue and
Expense Summary.™

Example

The third closing entry for WE-MOVE=U is shown below. The debit of $2350 to
"Revenue and Expense Summary" in the first ¢losing entry is subtracted from
the credit of $2980 in the second closing entry. Since the result of $630
(2980-2350) is a positive number, this figure represents the transit system's
net income and is the same as the net income reported on the income statement.
The third closing entry would look like: :

Account Title Debit Credit
Revenue and Expense Summary 630
Acoumulated Earnings £30

ALTERNATIVE METHOD

An alternative to these three closing entries is to only make the first two
closing entries, but use the "Accumulated Earnings" account instead of the
"Revenue and Expense Summary" account. This alternative method will provide
the same result as the method illustrated. However, using the "Revenue and
Expense Summary® account provides a way of checking that errors have not
occurred. This check is in the form of comparing the third closing entry to
the income statement. Using the "Accumulated Earnings"™ account does not
provide this check. "

OPENING ENTRIES

The last step in the fiscal year-end process is to prepare opening entries
(also called reversing entries). Technically, this is the first step in the
new fiscal year since it is done on the first day of the new fiscal year.
However, since the opening entries are a direct result of other entries made
during the fiscal year-end process, they fit logically as the last step in
this process. This step is often difficult to understand and the assistance
of a CPA may be needed.

To explain the reason for opening entries, the third adjusting entry (for
revenue earned but not yet received) will be used. After this adjustment is
made, there will be a $500 balance in the asset account "Receivables for
Operating Assistance.® Therefore, when the check for this assistance is
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received, the asset account would be credited (reducing the account balance to
$0). This requires the bookkeeper to remember whether or not an adjustment
was made.

As a solution to this problem, opening entries can bhe made to reverse the
effect of certain adjustments. This allows the bookkeeper to always make the
same entry instead of having to make a different entry depending on whether or
not an adjustment had been made. This step 1is optional but highly
recommended.

1f opening entries are made, then, referring back to the discussion on the
adjustments section of the worksheet, the first and third type of adjustments
are reversed {l.e., bills received but not yet paid, and funds earned but not
yet received). To make the opening entry, the account deblited in the
adjusting entry is credited in the opening entry, and the account credited in
the adjusting entry is debited in the opening entry.

Exapmple

The opening entry for the $101 gasoline bill adjustment would be:

Account Title Pebit = Credit
Accounts Payable 101
Fuels & Lubricants‘consumed 101

SIMOLATIRG THE YEAR-END PROCESS

One of the benefits of using a worksheet is that the transit system can
simulate the year-end process for purposes such as preparing reports at the
end of a funding source's fiscal year end, preparing monthly or quarterly
reports, or updating the accounts to a full-accrual basis for management
purposes.

To simulate the year-end process, & worksheet is prepared zas usual, and the
account balances in the adjusted trial balance section of the worksheet are
used to prepare all reports. The adjustments in the worksheet are not
recorded in the general journal as adjusting entries. Closing and cpening
entries are not prepared. This allows the transit manager to have information
as if the entire fiscal year-end process was performed, without affecting any
account balances.
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RIDERSHIP and PERFORMANCE DATA (non-finanecial)

In order to effectively run a transit system, the manager needs more than Just
accounting data. Non-financial or ridership data, such as miles traveled, is
also needed. Before this ridership data is collected, three questions need to
be answered:

1. What data needs to be collected?
2. How will the data be collected?
3. How will the data collected be summarized?

After these three questions are answered, collecting the data becomes nothing
more than implementing your answers,

WHAT DATA TO COLLECY

Before you can decide what data you would like to colleet, you first have to
know how you will be using the data. The next three sections of this chapter
explain how the data can be used. As a result, you may need to read the
remainder of this chapter before you can answer the question of what ridership
data you need to have collected.

Two broad categories and some examples of each category that ridership data
will fall into are:

Quantity of Service Provided

Passenger miles Complaints

Vehicle miles Accidents

Deadhead miles Missed trips {(no shows)
Passenger hours Late stops

Vehicle hours
Passenger trips
Passenger zones

The transit manager should write down all the ridership data he would like to
have, and then rank each item as either "essential™ or "nice. to have®. The
data items considered "essential™ should be collected. These are items you
want to compare over a period of time. The data items considered "nice teo
have" should be collected only if the benefit of the information outweighs the
cost to colleet and summarize it. This cost/benefit decision is very
subjective, but a subjective decision is better than no decision. :
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BOW TO COLLECT THE DATA

Once it is decided what data needs to be collected, the next question to be
answered i3 "wWhat is the most efficient method of collecting the data?® This
question needs to be answered for each data item as the answer will depend on
the nature of the data item. The only recommendation we can give is to try,
whenever possible, to limit the amount of data the driver has to record when a
passenger is picked up. The more information the driver has to record, the
longer it will take to pick up a passenger. At its worst, this could become a
bottleneck that causes delays, complaints, and lengthier rides. You may have
to employ more drivers and vehicles than are actually necesaary, Some
providers actually require their contractors to provide client ride lists with
the data needed. :

HOW TO SUMMARIZE THE DATA

Once the data is collected, it needs to be summarized. Once again, the
specifics of how the data should be summarized will depend on the particular
data item,

COST PER UNIT OF SERVICE

The accounting data and the ridership data are combined to arrive at the
transit system's cost per unit of service. To valculate this figure the cost
of providing the service and the number of units of service provided must be
known. The equation is very straightforward:

Cost
Units of Service

The difficulty lies in determining what costs should be included in the
numerator and what unit of service should be used as the denominator. There
is no definitive answer to either question; the answer depends on the purpose
for which the cost per unit of service figure will be used. The rest of this
section will provide guidelines on which costs to include and possible
denominators for the units of service.

COSTS TO INCLUDE

For the most part, the costs to include will be all the expenses from the
accounting data. The one expense that has caused controversy in the area is
depreciation.

—

a—
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Depreciation

Depreciation can be handled in one of three ways: (1) no depreciation can be
included, (2) depreciation on only those assets paid for with local funds, or
(3) depreciation on all assets can be included.

Not including depreciation as a cost will represent the transit system's cost
of providing service without taking into account the wear and tear on the
vehicles.

Including depreciation on only those assets paid for by the transit system
will represent the cost to the transit system of providing the service. The
wear and tear on assets paid for by the transit system is a cost to the
transit system and is included as a cost.

Including depreciation on all assets will represent the total cost of -
providing the service. This total cost is the cost to the transit system and
the wear and tear on assets the transit system did not pay for.

Rate Setting for Contracts

When the transit manager negotiates a contract to provide transportation, a
price to be paid for the transportation must be agreed upon. The transit
manager should attempt to negotiate as consistent a price as possible. Some
states advise providera to never accept a contract for less than the coat per
unit of service without including depreciation. Providers should try to
always attain & price at least equal to the cost per unit of service including
depreciation on those assets paid for by the transit system.

For a more intensive discussion of rate setting, including discussions of
fixed vs. variable costs and future vs. past costs, see the section ot rate
setting in Chapter VI.

UNLITS OF SERVICE

Once you have decided which costs to include, the next decision is what unit
of service to use. The three units of service typically used are passenger
trips, passenger hours, and passenger miles. A fourth unit of service, zones,
is currently used and being evaluated in South Carolina. The area serviced by
the transit system is divided into a number of zones, and the passenger's fare
depends on the number of zones traveled. Regardless of the unit of service
agreed to with a purchasing contractor, the transit provider will want to keep
in mind that one of the units is a chosen analytical tool.

A provider could be forced into using various units to report service rendered
to the contractor. As compared to the reporting, operating management
decisions will be improved if all the contract measures can be converted to a
management one. The latter one being a common denominator.
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BILLING RATE STRUCTURES

An example of how the cost per unit of service figures can be used is billing
rate structures. Transit managers often base the fee they charge customers on
their ocost-per-unit of service, This section shows how these billing rate
structures can be calculated. However, a preferred method of rate setting is
presented in Chapter VI. If this method is used, then the cost-per-unit of
service can be compared to the rates set to make sure the rates are in line.

Trip Rate Structure

The trip rate structure is determined by dividing annual costs by the total
number of trips, yielding on average annual cost per trip. By ¢harging this
average cost for each trip provided, the transportation operator will collect
enough revenue to exactly equal system expenses.

In simple terms, the average cost per itrip equals:

COST PER TRIP = ANNUAL QPERATING EXPENSES =
ANNUAL TRIPS

ANNUAL OPERATING EXPENSES
ANNUAL VEHICLE HOURS x PRODUCTIVITY

Examples 1 and 2 illustrate the.calculation of the average trip cost and its
sensitivity to changes in productivity.



Chapter v
Page 5§

EXAMPLES OF BILLING RATE CALCULATIONS

EXAMPLE #1

Using the evat data presented for the hypothetical tramsportation
provider, assume that the system carries 200,000 one-way tripe
annually with 60,000 annual vehicle hours. Find the productivity,
cost per trip, and cost per vehicle howur.

SOLUTION

1. PRODUCTIVITY = TRIPS
YEHICLE HOURS

bl 200,000
606,000

1

= 3,33 erips/vehicle hour

2. COST PER TRIP = ANNUAL OPERATING EXPENSE
ANNUAL TRIPS

= 3343'930 « 4.20/trip
740,600
3. COST PER - ANNUAL OPERATING EXPENSE
VEHICLE HOUR VEHICLE HOURS

= $840,000 .
"ﬂgﬁTﬁsﬁ - l4.00/vehxcla hour

EXAMPLE #2

Wow assume that the productivity has {ncreased to 4.0 irips per
vehicle howur without increasing the amual operating expenses and
vehicle howrs. Find the enmual trips and cost per trip.

SQLUTION
1. ANNUAL TRIPS = ANNUAL VEHICLE HOURS x PRODUCTIVITY

= 60,000 vehicle hours. x 4.0 =
240,000 trips

Z. COST/TRIP = ANNUAL QPERATING EXPENSE
ANNUAL TRIPS

= $840,000

“530.050 = $3.50/erip

Thus, the increase in productivity frem 3,33 to 4.0 trips per
vehicle hour inereased the yecrly trips from 200,000 to 240,000
and decreased the cost per trip from $4.20 to $3.50.

Excerpted from : "Massachusetts® Demonstration To Simplify Transpdrtation
Accounting Requirements Technical Memo 4; Development of Uniform Cost

Determination and Cost Allocation Frocedures For Transportation Billing Rate
Negotiations™; Ketron Inc.; August 1982 '
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4 single uniform cost per trip accurately represents the true trip cost only
when all trips are approximately equal in length and time., Under the trip
rate structure, however, longer and more expensive trips are billed at the
same rate as short ones. For providers whose service cousiats of trips of
widely varying lengths, several different trip rates based on geographic mones
can be created in order to more equitably distribute the true costs associated
with various trip lengths {e.g., the zone rate structure).

Hourly Rate Structure

The hourly rate is calculated by dividing the annual operating expense by
the total annual service hours multiplied by the utilization ratio as follows:

HOURLY RAIE = ANNUAL OPERATING EXPENSE
ANNUAL VEHICLE HOURS x UTILIZATION RATIO

The utilization ration is the percentage of time that the vehicle is actually
providing service. This equation accounts for the fact that all available
vehicle hours are not passenger service hours uniess the utilization ratio
equals 1. The 2o0st of the unutilized vehicle hours, therefore, is distributed
equally over all passenger service hours, Example 3 illustrates the
calculation of the hourly rate, and Example U4 illustrates the effect of not
including the utilization ratio in the calculation.
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EXAMPLE #3

Assume that o system operates §0,000 vehicle howrs per year with
an anwmal operating exzpense of §840,000, The wiilization ratic
is 0.7, Pind the hourly billing rate.

SOLUTION

1. HOURLY RATE =~ ANNUAL OPERATING EXPERSE
ANNULL VEALGCLE HOURS %
UTILIZATION RATIO

~  $840,000  _ $840,000 _
56,600 % 0.7 37066 = 520.00/hour

EXAMPLE #4

Assune that the provider operates under the eame conditions az above,

but does rot employ the utilization ratio when caleulating the hourly

rats. Bow much yearly deficit will be required to compensate for this
oversight?

SOLUTION
1. ANHUAL OPERATING EXPENSE: $840,000
~ 2. ANNUAL VEHICLE HOURS: 60,000
3, UTILIZATION RATIO: 0.7

4, COST PER VEHICLE HOUR: $14.00

With a utilisation vatic of 0.7 the provider can only Bill for 42,000
hours which i& the total hours of service provided to purchaser cgencies.
Thus,

5. REVENUE = $i4.00/hour x 42,000 VEHICLE HOURS =
5588,000

The revenus shortfall or deficit is then $840,000 - $588,000 = $252, 000
per year.

Excerpted from @ "Massachusetts' Demonstration To Simplify Transportation
Accounting Reguirements Technical Memo 4; Development of Uniform Cost
Determination and Cost Allocation Procedures For Transportation Billing Rate
Negotiations®; Ketron Inc.; August 1982
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Determining whether to bill an agency using an hourly rate depends upon the
distribution of vehicle use. If only one agency is using a vehicle, the total
hourly cost will be charged to that agency. On the other hand, if more than
oneé agency is using the vehicle at the same time, then the hourly cost must be
prorated between each agency. This proration is =a complicated caleulation.
Rather than laboriously caleulating the exact time each client is on the
vehicle, the trip rate billing structure is more administratively efficient
when clients funded under various sources are using the same vehicle. ‘The
hourly billing structure is more efficient when one agency has exclusive use
of the vehicle for a period of time.

Mileage Rate Structure

The mileage rate structure determines the cost for each vehicle service mile
as follows: *

MILEAGE RATE = ANNUAL OPERATING EXPENSE
VEHICLE SERVICE MILES

Vehicle service miles are those vehicle miles operated during the passenger
service hours. To keep track of passenger service miles, odometer readings
are taken at each client's origin and destination, and at the beginning and
end of each period of exclusive use of the vehicle. Examples 5 and 6
illustrate the calculation of the mileage rate and compare it with the other
rates. If different agencies' clients are sharing the vehicle, the assignment
of the vehicle miles to a specific passenger is difficult. The mileage rate
structure, therefore, offers no special advantages over the other two rate
structures,
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Detciming the mileage billing ‘mate under the following asswmptions!

ANNUAL OPERATING EXPENBE: $840,000

ANNUAL VEHICLE HOURS: 60,000

PASSENGER SERVICE MILES: 540,000
SOLUTION

1. MILEAGE RATE = ANNUAL OPERATING EXPENSE
PASSENGER SERVICE MILEE

= §§§%¢§%§ » $1.56/mile

EXAMPLE #6

Now asawne that the broker has deiermined the mileage billing rate
at 81,56/mile--for 60,000 vehicle hours with a wutilization ratio of
0.7 and an annual operating expense of $640,000. The provider
operatee at an auerage productivity of ¢.0. The estimated pavaenger
service miles are 540,006, Find the annual one-way trips and
caleulate the eost per trip by woing the mileage rate and check

this with the irip rate method.

SOLUTION
1. ANNUAL TRIPS = ANNUAL VEHICLE HOURS x PRODUCTIVITY

= 60,000 VEHICLE HOURS x 4.0
PASS. TRIPS/HR. = 240,000 TRIPS

2. COST PER TRIP USING MILEAGE RATE:

A. MILEAGE PER = ANNUAL PASSENGER SERVICE MILES

TRIP ANNUAL TRIPS
= 540,000 -
Wﬁﬁ 2.25 MILES/TRIP
B, COST PER = MILEMGE RATE » MILEAGE PER TRIP
TRIP

« $1.56/MILE % 2.25 = $3.50/TRIP
3. CHECK CbST PER TRIP USING TRIP RATE METHOD

COST PER TRIP = ANNUAL OPERATING EXPENSE
ARNUAL TRIPS

= 5840,000 .
~740- 000 FRIPE - $0-°0/TRIP

The solutions ito parts 2 and J check; therefore, the broker has
accurately oaleculated the mileage rate and wae successful in trans-
Sformring the mileage rate into a trip rate.

Excerpted from : ®*Massachusetts'! Demonstration To Simplify Transportation
Accounting Requirements Technical Memo 4: Development of Uniform Cost
Determination and Cost Allocation Procedures For Transportation Billing Rate
Negotiations"; Ketron Inc.; August 1982
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PERFORMANCE HMEASURES

By combining the acecounting data, ridership data, and cost per unit of service
data, the transit manager can ealculate a large number of performance measures
to use in apalyzing the transit system's performance. Most often, these
performance measures will be compared to the transit system's performance
measures in previous years. However, they can also be compared to other
transit systems or to industry averages if available.

This manual will provide a few of the more general performance measures
available. For a more complete listing and discussion of performance measures
see the Rural Public Transportation Performance Evaluation Guide (Prepared in
November, 1982 by Carter-Goble Associates for the Bureau of Public Transit and
oeds Movement Systems, Pennsylvania Department _ of Transportation and
distributed by the Technology Sharing Program, Office of the Secretary of
Transportation, Washington, D.C. 20590).

The performance measures will be broken down into two major categories:
financial performance and non-financial performance. Each category will be
further subdivided as follows:

FIRANCTIAL PERFORMANCE NON-FINANCIAL PERFORMANCE
~ Expense ~ Ridership
- Revenue - Service Quality

-~ Subsidy Level of Service

Safety

The next seven pages list the data needed, the performance measures
(indicators), and some corrective actions for each subcategory. The
corrective action should only be taken if the performance measures indicate
that a problem exists. Often one problem affects several cost categories and
performance measures.



DATA

total expenses

vehicle miles

EXPENSE

INDICATORS
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CORRECTIVE
ACTIONS

vehicle hours

total passengers

administrative

expenses

revenue miles

revenue hours

expenses + vehicle miles

expenses + vehicle hours

expenses 4+ passengers

=

expenses + revenue hours

administrative expenses
+ total expenses

decrease expenses

reroute service

expand ridership

decrease deadhead

modify fares

Excerpted from:

eliminate marginal

routes

"Rural Public Transportation Performance Evaluation Guide;®

prepared for the Pennsylvania Department of Transportation, Carter-Goble
Associates, Nov. 1982; DOT-I-83-31.
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. CORRECTIVE
DAT INDICATORS
A ACTIONS
revenue + revenue hours increase speed
revenue + revenue miles increase service
passenger revenue revenue %+ passengers eliminate unproductive
routes
fare revenue passenger revenue +
_ revenue miles increase stop locations
revenue miles
passenger revenue + decrease headways
revenue hours

revenue hours

increase fares

passenger revenue -+

-

passengers passengers
: . reduce administrative
cost
expenses passenger revenue % ’ ’
expenses

increase fare paying
revenue passengers
fares + total revenue

increase contract service

passenger revenue -+
tetal revenue

increase ancillary
services

Excerpted from: "Rural Public Transportation Performance Evaluation Guide";

prepared for the Pennsylvania Department of Transportation, Carter-Goble
Associates, Nov. 1982; DOT-I-83-31,



DATA

revenue

expenses

subsidy

vehiclie miles

vehicle hours

passengers

Excerpted from:

SUBSIDY

INDICATORS
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CORRECTIVE
ACTIONS

reduce administration

reduce staff

streamline procedures

revenue -+ expenses

subsidy + vehicle miles

subsidy + vehicle hours

subsidy + passengers

reduce service

reroute and reschedule

improve promotions

increase fares

modify fare structure

increase contract service

improve fieet reliability

"Rural Public Transportation Performance Evaluation Guide;®

prepared for the Pennsylvania Department of Transportation, Carter-Goble
Associates, Nov. 1982; DOT-I1-83-31.
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DATA

jpassengers

fare passengers

RIDERSHIP

INDICATORS

CORRECTIVE
ACTIONS

improve cleanliness,

safety, reiiability

modify fare structure

clderly

passengers

current year

passengers

previous year

passengers

velifcle miles

vehicle hours

passengers + vehicle miies

assengers - vehicle hours
<]

fare passengers 4+ total
passengers

elderly passengers + total
passengers

1982 passengers + 1981
passengers

fare incentives

alter routes and

schedules

alter or stop margma[

routes

increase vehicle speed

improve marketing

Excerpted from:

decrease deadhead

increase fare passengers

fRural Public Transportation Performance Evaluation Guide;"

prepared for the Pennaylvania Department of Transportation, Carter-Goble
Associates, Hov. 1682; DOT-I-B3-34%.
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DATA

stops on time

INDICATORS
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CORRECTIVE
ACTIONS

monitor drivers

change stop dwell

time

reroute congested

areas

speed up fare

collection

increase stop

total stops

complaints

£ of drivers

stops with signs

Y

veliicle miles

road calis

stops on time + total stops

complaints + # of drivers

stops with signs + total stopsi} \

vehicle miles + road calls

spacing

improve on-time

Exoerpted from: “Rural Public Transportation Performance Evaluation Ouide®;
prepured for the Pencaylvania Dspartwent of Transportation, Cartor-Goble

Lasoointes, Nov. 1982; DOT=-1-B83-31.

performance

improve vehicle
realibility

improve employee
training

improve bus
cleanliness

\ improve preventive
maintenance

rehabilitate and
replace vehicles

improve passenger
amenities
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DATA

revenue miles

revenye hours

vehicle miles

vehicle hours

Excerpted from:

LEVEL OF SERVICE

INDICATORS

CORRECTIVE
ACTIONS

monitor drivers

decrease stop dwell

reroute/reschedule

revenue miles & revenue hours

vehicie miles per vear

vehicle hours per year

congested areas

reroute exgessive

turns and indirect
routes

increase fare

coliection speed

increase stog

spacing

enforce bus stop

no parking

improve vehicle

refiability

PRural Public Transportation Performance Evaluation Guide®;

prepared for the Pennsylvania Department of Tranaportation, Carter-Goble
Associates, Nov. 1982; DOT-I-83-31.
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vehicle miles

SAFETY

INDICATORS
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CORRECTIVE
ACTIONS

improve driver

non-vehicle accidents

avoidable accidents

accidents by route

accidents by vehicle

Excerpted from:

vehicle miles + # vehicle
accidents

non-vehicle accidents/year

avoidable accidents/driver
accidents for each route

accidgnts for each wvehicle

recruitment

improve driver

training

start safety
recognition and

suspension

analyze route

conditions

analyze non-vehicle

accidents

start training for

all employees

®"Rural Public Transportation Performance Evaluation Guide®;

prepared for the Pennsylvania Department of Transportation, Carter-Goble
Associates, Nov. 1982: DOT-I-83-31.
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BUDGETS

There are at least two types of budgets that s transit system manager should
prepare: an operating budget and a cash budget. An operating budget is used
for both control and planning purposes, wherseas a cash budget is used mainly
for planning purposes.

OPERATING BUDGET

Sound finaneial administration of any organization depends upon regular
monitoring financial activities. This is accomplished by preparing an annual
operating budget which is approved by the organization's directors. This
financial plan is the document measuring financial performance for the budget
period.

Information from the accounting system provides actual finaneial results which
is compared to the budget for finaneial monitoring purposes. Regular monthly
financial reports are essential for financial management purposes. These
reports should contain different levels of detail depending upon the
responsibility levels of the various managers.

To prepare an operating budget, the transit manager (or bookkeeper} estimates
the revenues and expenses for the transit system for a specified time period
(usually monthly). The operating budget can then be used as a control mech~
anism by comparing actual revenues and expenses to the budgeted revenues and
expenses and investigating any variances.

The operating budget can also be used for planning purposes in two ways.
First, it will give the transit manager a rough idea as to the amount of local
match that will need to be generated. The transit manager then has to be able
to acquire this loecal support or else reduce the transit system's operating
deficit. Second, the operating budget is a necessary first atep before
preparing a cash budget.

CASH BUDGET

A cash budget is an extremely useful planning aid for any business, govern-
ment entity, or person, but it is almost essential for a transit system. Two
main factors contribute to a transit system*s cash problem, First, the
Department of Transportation only reimburses the transit system for iis
allowable expenses; the transit system must have the cash available to pay the
expense beforehand. Second, insurance, which is getting increasingly
expensive must be paid before the coverage goes into effect. Again, the
transit system needs cash available to pay the insurance.
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Preparing a cash budget allows the manager and/or bookkeeper to see what the
transit system's cash position will be if events occur as planned. If the
cash budget shows that the transit system will have a cash shortage, then the
transit system will either need to increase its cash inflows (e.g., a loan or
increased revenue) or to decrease its cash outflows (e.g., forego main-
tenance). A cash budget only alerts the manager to a potential problem, it
does not indicate what action should be taken. That decision is up to the
manager.

The cash budget is nothing more than a projection of the amount of cash the
transit system will receive and the amount of cash the transit system will pay
out in a given time period. The time periods most often used are weekly or
monthly.

Preparing the Cash Budget

One of the major causes of rural and specialized transportation operations .
going out of business relates to cash flow problems. A cash budget can help
you manage and avoid such problems.

The first step in preparing the cash budget is to project the cash inflows for
each time period. The revenue section of the operating budget will contain
most of the information for this step. However, the manager needs to realize
that all the revenue listed for a certain month may not be received in that
month. Revenue should be recorded in the cash budget in the month it is
expected to be received.

Once all the transit system's revenue is listed in the correct month, any
other sources of cash inflows should be listed. For example, if an old type-
writer is to be sold in Junme for an expected price of $50, then the cash
inflows {commonly called the "sources of cash") section of June's cash budget
should include the $50 as a source of cash.

The second step in preparing the cash budget is to project the cash outflows
{commonly called the "uses of cash") for each time period. Once again, the
operating budget will provide much of the information needed to complete this
step. However, other uses of cash (e.g., a purchase of a new desk) also need
to be listed as a cash outflow. You may want to separately identify those
expenditure items that are allowable only under certain programs. You also
may find it advantageous to separately identify those items with rmatching
provisions.
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The last step is to perform the calculations needed to determine the ending
cash balance for each time period. A computer spreadsheet will make this step
much easier but is not essential. The caleculation is:

Time d Time Period 2

Beginning Cash Beginning Cash
+ Sources of Cash + Sources of Cash
-~ Uses of Cash = Uses of Cash

Ending Cash Ending Cash

These three steps will allow a cash budget to be constructed. The cash budget
can then be used to make future plans and to change existing plans.

AUTOMATION

As microcomputers become cheaper and more powerful, they will be used by an
inecreasing number of transit systems. To obtain the full range of benefits, a
computer with at least adequate memory should be chosen. Compatibility is
also a factor. The provider may want to check with his state DOT grant
manager for technical assistance on the compatibility of software and the
preferred products. We encourage providers to spend time and doecument their
user requirements.

A microcomputer can be used for a number of purposes. Software is most often
purchased for word processing, preparing spreadsheets, and accounting.
Spreadsheets can be used for financial analyses, maintenance schedules,
budgets, and many other purposes. The numbering and coding of accounts is
also ideally suited for computers, Performance measures, once programmed, can
be calculated with the touch of a few keys.

Some states are even consaidering having all the transit systems in the state
use microcomputers for their accounting. Some envision a system that would be
compatible with state reporting requirements, Then, a floppy disk can be
mailed in each month instead of having to prepare monthly reports.

IRTERNAL CORTROL

Internal control comprises the methods and measures adopted within & transit
system to:

safeguard its assets,

check the accuracy and reliability of its accounting datsa,
promocte operational efficiency, and

encourage adherence to prescribed managerial policies.

=N e
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The four most important areas of internal control for a fransit system are
cash payments, cash receipts, payroll, and inventory.

CASH PAYMEETS

Tight contrcl needs to be kept over cash to protect it from being lost or
stolen. Two corperstones of good cash control over payments are a petty cash

fund and a checkbook.

Petty Cash Fund

A petty cash fund is used to pay for the purchase of very low-priced items
{(e.g., paper, soap). All other purchases should be paid for by check. To
start a petty cash fund, a check for a reasonable amount (usually $50 or $100)
is made payable to "Petty Cash.™ This check is then cashed and put in the
petty cash box (often a cigar or shoe box is used, but a box or bag that can
be locked is better). One person is then appointed as the petty cash trustee,
and that person is the only one who should ever handle the petty cash. When a
low-priced item is needed, any employee can go and buy it with his/her own
money. The employee then takes the receipt to the petty cash trustee, who
reimburses the employee out of the petty cash fund and puts the receipt in the
petty cash box. At all times, the cash plus all the receipts in the box,
should equal the amount of cash originally put into the petty cash fund.

When the amount of cash in the petty cash fund begins to run low, the fund
should be replenished. All the receipts should be added up and then filed. 4
check payable to "petty cash" should be made for the total amount of the
receipts. The check should be cashed by the petty cash trustee and the money
put in the petty cash fund.

Checkbook

411 items that are not low-priced enough to be paid out of petty cash should
be paid by check. Checks provide a record of payments and also allow “stop
payment orders™ to be issued in the unlikely event that a problem oceurs. The
checking account should be reconciled whenever a bank statement is received.

CASH RECEIPTS

Keeping control of cash receipts is difficult because the money can come from
s0 many different sources and be handled by a number of different people.
Some general riles to follow are:

1. try to minimize the number of peoble who handle the money,

2. any time money is passed from one employee to another (e.g., from
bus driver to manager), both employees should count the money and
write the amount down,
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3. 1if possible, the person who records the cash receipts (i.e., the
bookkeeper) should not have access to the cash, and _

4, the same person should not count the caah, depeosit it, or do the
bank reconciliation,

Some suggestions on handling certain items are included below.

Farebox Revenue

& farebox performs three main purposes. It receives the passenger fare,
displays it for inspection by the operator, and holds the cash securely as the
vehicle completes its run. Also, some fareboxes Keep a running count of fares
paid. Because of these features, fareboxes are nice to have. Whether or not
a farebox is used, the operator should count the cash he/she collected during
the day and record the amount on the driver log. The person in charge of
making cash deposits should then count the money with the operator and verify
that the amount on the driver logs is correct. The driver log is then turned
in to the bookkeeper, who adds up the amount collected on all the driver logs.:
This amount should equal the amount deposited from fares for the day.

Tokens/Tickets

Handle tokens and tickets just as you would cash. Keep a log and an inventory
of tokens and tickets issued to each driver. Reconcile tickets received in
the farebox against tickets issued.

Dajily Deposits of Cash

At the end of each day of operation, the cash collected during the day should
be deposited in the bank (or placed in the bank's night deposit box 1if the

bank has closed). Cash and checks can be easily lost, misplaced, or stolen if
they are left laying around. Depositing cash and checks daily is an easy way

to minimize the chance of a problem occurring.
PAYROLL
Time sheets should be used to record employees' work hours. To authorize pay-

ments, the sheet should be signed by both the supervisor and the employee. In
addition, operators' time sheets should be compared to driver logs.
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Physical Access

Une of the sazsiest ways to proteet valusble assets is to limit access to them.
Only those people who need access, should have access. Usually, a way can be
found to restrict access time to an asset 1f the manager would make an effort
&0 accomplish this. For example, gas pumps could be purchased with a lock or
shut-off switch that can only be used by authorized personnel.

fdcoountability

When possible, one person should be placed in charge of a valuable asset. A
berpetual inventory should be kept of the asset to show, at all times, how
much of the asset should be on hand. Occasionally, the actual amount on hand .
should be compared to the perpetual inveuntory and any major differences
discussed with the person in charge of the asset.

For less expensive, high turnover assets, the cost of Placing one person in
charge of the asset and keeping a perpetual inventory is usually greater than
the benefit derived from the accountability. When this is the case, a monthly
periodic inventory system should be used for the asset. Bach wmonth, a
physical inventory is taken and the number of items on hand recorded.
Performed regularly, this kind of inventory will give you an idea of supplies
needed and show changes in the use of a particular asset.

RATE SETTING THEORY

As shown in the section on "Rate Setting® in Chapter V, one way to set prices
(we will use the word “price® to refer to both fares and ratea for contracts)
is o use the accounting cost data and ridership data to develop a cost per
unit of service. The price is then based on this cost per unit of service.
There are two problems with this method: (1) the effect of price on ridership
and costs is ilgnored, and {2) the price is based on data from the past instead
of on expectations of the future. However, for a smalil transit system, unit
of service prieing is adequate. Growth may require a more sophisticated
approach based on prices, demand and costs. ~ : :

BFFECT (F PRICE O RIDERSHYP

Economic theory tells us that as price decreases, demand (ridership to a
transit system) increases; and as price increases, demand (ridership)
decreases. This relationship is known as the elasticity of demand. The
change in price also has an effect on costs. )
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EFFECT (F PRICE ON COSTS

As stated above, the price that is set will have an effect on ridership.
Ridership, then, will have an effect on costs. The more passengers and roubtes
served, the more driver hours, gas, and other costs will be incurred, and vice
versa. This relationship is known as the variasbility of coat.

PRICING THEORY

By combining these two relationships, the elasticity of demand and the variab-
{1ity of cost, the price that maximizes the transit system's sconocmic well-
being (net income) can be chosen. A price reduction increases riderahip and
increases costs. If the increase in ridership is more than enough to of fset
the lower price and the higher costs, then, from a purely economic stand-
point, the transit system should cut its price. On the other hand, & price
inerease would be economically beneficial if the higher price and lower costs
of fset the loss of ridership. This theory is very simple; the difficulty lies
in determining the elasticity of demand and the variability of cost.

Determining the Elasticity of Demand

The most effective way to determine the elasticity of demand is to hire & mar-
ket research firm to do it. However, this method is also coatly. & less
effective but less costly method is to ask present customers if they would
still ride your transit system if prices went up 10¢ per ride or 5¢ per mile,
etec.; and ask non-customers if they would become customers if the price were
5¢ or 10¢ lower. Based on the results, some fesl for the elasticity of demand
can be gained.

Determining the Variability of Cost

" Some coats will vary direetly‘with ridership, while other coats will not. For
example, if each vehicle buys gas directly from & gas station, then gas
expense would be a variable cost. If no vehilcles were used, then gas expense

would be $0, and the more the vehicles were ysed, then the greater the gaﬁlz'
expense would be, On the other hand, if the transit system hed & contract

with a gas station that allowed the transii system to use all the gas it
needed for a monthly fee of $1,000, then gaz expense would be $1,000 and this
amount would not change as the vehicles were used mors. The variabiiity of
cost, then, is the amount that costs will very as ridership varies. Some
providers consider door to door service, attendance and absentesism, and full
day service as factors influencing their pricing atrategy.
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