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ABSTRACT

The guidelines and examples contained in this publication were compiled to

aid grantees in feting the financial management requirements of construc

tion grant projects. As such, the examples are not intended to take the

place of existing financial management systems which would achieve the same

results. However, the minimum requirements contained in this guide should

exist in one form or another within a grantee's system.

Questions and comments on grantee financial management and accounting

requirements are welcomed by the Financial -Ianagement Section of the

Construction Grants Division, Texas Water Development Board. (Telephone

(512) 463-8421).
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MINIMUM ACCOUNTING PROCEDURES

The accounting procedures in this chapter are for basic and simplified

SYSTEMS.

A. Financial Management System

Federal grant regulations require that a grantee maintain an adequate

financial management system. such a system will provide:

1. Accountability and control of all property, funds and assets.

2. Accurate, current and complete disclosure of the financial

results of each grant program.

3. Accountability of project funds in accordance with generally

accepted accounting principles and practices, consistently

APPLIED.

4. Records that identify the source and application of funds.

5. Accounting records which are supported by source documents.

6. Written purchasing policy which sets forth procedures for

competitive bidding.

7. Segregation of eligible and ineligible project costs,
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B. Minimum Records

In order to assure compliance with the regulations for an adequate

system, the following minimum records should be kept:

1, Separate Bank Account - to be used for the construction grant

project, in which all receipts and disbursements are made. a

checkbook should be maintained with a monthly reconciliation

made between the bank account and accounting records. checks

written on the account should be cross-referenced to source

documents and project ledger.

2, Project Ledger - to record all receipts and disbursements, and

to classify expenditures as either eligible or ineligible, and

administrative, engineering, public participation, construc

tion, or miscellaneous. (see figure 2 - sample entries for

Project Ledger).

3. Original Documents - are the source documents for all transac

tions, TO BE RETAINED AND CROSS-REFERENCED TO CANCELLED CHECKS

and the Project Ledger. Examples of original docui^ents are

invoices and time sheets.

4. Payroll Records - to document payroll information for all

employees charged to the project. time sheets should be used
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to account for all of each such employee's time, and signed

by employee and supervisor. the time sheets should distribute

labor hours between the grants program and all other

activities. (See Sample Entries for Time Sheet).

Property Records - maintained for all grant property including

information such as date acquired, description, serial number,

with amount paid and location. annual inventory should be

made with reconciliation to property records.

6. Filing System - for retaining all documents pertaining to the

project. There should be a system for filing accounting

dxuments, which are cross-referenced to the project ledger to

provide a clear audit trail of all transactions. the files

should also contain all official project documents such as

contracts, cancelled checks and bank statements, letters,

memos or other approval records.

C. Internal Control Procedures

The key elements of internal control are as follows:

1. a plan of financial organization to provide appropriate

segregation of responsibilities.
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2. no one person should have complete control over all phases of a

transaction involving expenditures of funds.

3. Recordkeeping should be separated from operations in the handling

and custody of assets.

4. Written procedures concerning how things are done and who has the

responsibility of doing and approving them.

5. Written approvals at each major step of the process.

6. An internal review to verify that the established procedures were

followed.

7. Independent audits should be made at the grantee's initiative at

least every tw) years.

8. a systematic method should be established to assure timely and

appropriate resolution of audit findings and recommendations,

9. Cost/price analysis of contractor proposals should be carried out

in accordance with epa grant regulations.
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SAMPLE ENTRIES (FIGURE 2)

GRANTEE; City of Hometown, Texas

EPA CONSTRUCTION GRANT
STEP 3 PROJECT LEDGER

PROJECT #C-48- 5555-03 LEDGER SHEET #i_ OF

DATE DESCRIPTION CHECK

NUMBER

RECEIPTS PAYMENTS

BREAKDOWN OF PAYMENTS

ENGINEERING CONSTRUCTION
ADMINISTRATIVE

AND FORCE ACCOUNT
TOTAL

ELIGIBLE INELIGIBLE ELIGIBLE INELIGIBLE ELIGIBLE INELIGIBLE ELIGIBLE INELIGIBLE

5-05-81

The Dally News Invoice #63

For Bid Advertising
1670 300.00 300.00 300.00

5-26-81

ABC Engineering Invoice #600

Const. Bids and Contract Review
1671 1,263.00 1,200.00 (1) 63.00 1,200.00 63.00

5-31-81

Total Eligible Costs For May

Payment Request #1 Submitted

EPA Grant Ch¥cMP7iT#Tj'~
75% of Eligible Expenses

1,200.00

300.00

300.00 1,500.00 63.00

-n

en
c=

m

~ 16.00

6-26-81 1,125.00

(1) 16.006-28-81

ABC Engineering Invoice #601

General Supervision 952 Eligible 1672 316.00 300.00

6-29-81

AAA Construction Co. (Estimates #1)

32 Complete 95% Eligible
1673 (2)

(3)

24,000.00

842.00

97.00

22,800.00 1,200.00 22,800.00

800.00

1,200.00

42.00
6-30-81

Resident Inspection For June

City Force Account 95% Eligible

p. 507
p. 508 800.00 (1) 42.00

6-30-81

Frienge Benefit Expenses For June

11.52 of Res. Insp. Salaries
92.00 (1) 5.00 92.00 5.00

6-30-81

Total Eligible Costs For June

Payment Request #2 Submitted
300.00 22,800.00 892.00 23,992.00 1,263.00

7-24-81

EPA Grant Check (P.R. #2)

752 of Eligible Expenses 17,994.00

7-28-81

ABC Engineering Invoice #602

Final Plan of Operations (4) 500.00 500.00

(1) Since 952 of Construction Is
Eligible, only 952 of Engineering

! and TncnprHnn 1«; Flinlhlp.

(2) Construction complete ($26,667) less 102
retalnage equals $24,000 due contractor

(4) Cost Incurred, not yet paid (when paid,
enter check number and amount of payment)

I
i

• 1

(3) Resident Inspector's salary paid from
city's General Operating Funds (payroll)

. ,



CHAPTER II

MINIMUM PROPERTY MANAGEMENT PROCEDURES



Minimum Property Management Procedures

Federal regulations require that a grantee cowly with the following property

management standards. Recipients may use their own property management

system if the system meets the following minimum standards.

A. Maintain accurate records reflecting:

1. a description of the property.

2. Manufacturer's serial number, model number, or other

identification.

3. Source of the property, including assistance identification

NUMBER.

4. whether title is vested in the recipient or the federal

Government.

5. Unit acquisition date and cost.

6. The percentage of the Federal share of the cost.

7. Location, use, and condition of property and the date the

information was recorded.

8. Ultimate disposition data, including sales price or the method
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USED TO DETERMINE THE PRICE, OR THE METHOD USED TO DETERMINE

CURRENT FAIR MARKET VALUE WHERE A RECIPIENT COMPENSATES EPA

FOR ITS SHARE.

B. Conduct a physical inventory of property, and reconcile the results

WITH THE PROPERTY RECORDS, AT LEAST ONCE EVERY TWO YEARS. YOUR

INVENTORY MUST VERIFY TFE CURRENT USE AND CONTINUED NEED FOR THE

PROPERTY.

C. Maintain a control system to prevent loss, damage, or theft. (You

MUST THOROUGHLY INVESTIGATE AND DOCIMENT ANY LOSS, DAMAGE OR THEFT

OF NONEXPENDABLE PERSONAL PROPERTY.)

D. Maintain adequate maintenance procedures that ensure the property

IS IN GOOD CONDITION AND THAT INSTRUMENTS USED FOR PRECISION

MEASUREMENTS ARE PERIODICALLY CALIBRATED.

E. Maintain proper sales procedure which provide for competition

RESULTING IN THE HIGHEST POSSIBLE RETURN.

F. Maintain identification of Federally owned property.

-10-



POLICY

Sample Property Management Procedures

Figure 3

ENTITY:

PROPERTY AND EQUIPfEKT CONTROL

POLICY AND PROCEDURES

It is the policy of this entity to maintain accountability of all tangible

property and equipment purchased, or otherwise acquired, or furnished by

other agencies. this accountability shall be maintained by records kept by

the , and the records shall be verified at least

once every two years by a physical inventory of the property in the

entity's possession, and reconciled appropriately.

GENERAL

This procedure describes the requirements and procedures for maintaining

accountability of all tangible nonexpendable personal property in

possession of the entity. all items, either owned by the entity, or loaned

or furnished to it from other sources, having an individual unit value of

$500 or more and a useful life of two years or more are covered by this

procedure. land, permanent buildings and structures are excluded from this

procedure.
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DEFINITIONS

Acquisition value or individual unit value: The price of the item paid

at the time of purchase by the entity, including applicable taxes,

freight, and installation costs. donated items or items otherwise

furnished shall have their acquisition value estimated on the basis of

the current market replacement value. individual items acquired as

part of a package contract shall also have their acquisition value

estimated at the current market replacement value.

nonexpendable personal property: any tangible item of property, not

including land, permanent buildings or structures having a useful life

of tv/o years or more. this includes any items attached to a permanent

structure that can be removed or replaced, and items that have been

installed on other nonexpendable property. an example is a radio

installed on a vehicle. both radio and the vehicle must be

identified, and separately.

PROCEDURE

1. AT THE TIME AN ITEM OF NONEXPENDABLE PERSONAL PROPERTY IS RECEIVED BY

THE ENTITY, EITHER THROUGH DIRECT PURCHASE, AS PART OF A PACKAGE

CONTRACT, DONATION, OR SOME OTHER MEANS, THE ITEM SHALL BE ASSIGNED

AN ENTITY IDENTIFICATION NUMBER, AND A TAG CONTAINING THIS NUMBER

SHALL BE PERMANENTLY AFFIXED TO THE ITEM, IN A CONSPICUOUS PLACE. AN

-12-



ENTRY SHALL BE MADE IN THE ENTITY'S PROPERTY LOG MAINTAINED BY THE

__ AND AN INDIVIDUAL PROPERTY CARD SHALL BE

PREPARED AND MAINTAINED ON FILE BY THE

2. When an item, or group of items is received, but before the item is

placed in service, the following actions will be performed:

a. a copy of the contract or purchase order shall be sent to the

B. AN ENTITY IDENTIFICATION NUMBER SHALL BE ASSIGNED, AND AN

IDENTIFICATION TAG BEARING THAT NUMBER SHALL BE AFFIXED TO THE

ITEM. THE IDENTIFICATION NUMBER OF THE ITEM SHALL BE PROVIDED TO

THE .

c. the shall enter the item in the entity

property log, including all of the following information:

(1) description of the item

(2) Manufacturer's serial number

(3) Entity identification number

(4) Date of acquisition - this is the date the entity took

actual possession of the item.
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(5) Acquisition cost - this is the price paid for the item,

including applicable taxes, freight and any installation

costs. If this cost information is not available because

the item is not a direct entity purchase, the value may be

estimated based on current market replacement costs.

(6) Grant number - if the item is acquired using funds provided

under a federal grant, the grant number shall be entered.

(7) Contract or P.O. number - the contract or purchase order

under which the item was procured.

(8) Ownership - show the entity's name (City, District, etc.) if

procured by the entity, or if on loan from another agency,

identify the agency.

(9) Location - the physical location of the item when in use,

If the item is a vehicle or portable, show its responsible

department.

(10) Responsible department - the department responsible for

the item, and to which the item is assigned.

d. the shall make up a property card, which

contains the same information as the property log, for each

-14-



INDIVIDUAL ITEM. THE LOCATION ENTRY ON THIS CARD SHALL BE

REVISED EACH TIME THE ITEM IS MOVED TO A NEW LOCATION, AND/OR THE

RESPONSIBLE DEPARTMENT CHANGES. THE ACQUISITION VALUE SHOWN ON

THE PROPERTY CARD, AND ON THE PROPERTY LOG MUST AGREE AT THE TIME

OF ACQUISITION.

3, AT LEAST ONCE EVERY TWO YEARS A COMPLETE INVENTORY OF ALL ENTITY

PROPERTY SHALL BE CONDUCTED. THE PURPOSE OF THIS INVENTORY IS TO

ASSURE THAT ALL ENTITY PROPERTY IS ACTUALLY IN THE POSSESSION OF THE

ENTITY AND PROPERLY ACCOUNTED FOR.

The INVENTORY FOR EACH ENTITY DEPARTMENT shall be CONDUCTED by a

PERSON WHO IS NOT ASSIGNED TO THE DEPARTMENT AND WHO HAS NO CONNECTION

WITH THE DEPARTMENT BEING INVENTORIED.

The INVENTORY SHALL consist of actually LOCATING each ITEM listed on

THE PROPERTY LOG. THE PERSON CONDUCTING THE INVENTORY SHALL

PHYSICALLY IDENTIFY THE PROPERTY ITEM BY DESCRIPTION, MANUFACTURER'S

SERIAL NUMBER AND CITY IDENTIFICATION NUMBER FROM THE IDEPfTIFICATION

TAG ON THE ITEM. THE LOCATION AT© RESPONSIBLE DEPARTMENT SHALL BE

NOTED ON AN INVENTORY SHEET. THE PHYSICAL CONDITION OF THE ITEM SHALL

ALSO BE NOTED. THIS SHEET WILL THEN BE SENT TO THE

WHO WILL VERIFY THAT THE DATA ON THE INVENTORY SHEET MATCHES THE

INFORMATION ON THE PROPERTY LOG. A COPY OF THE INVENTORY SHEET SHALL

ALSO BE SENT TO THE WHO WILL VERIFY THE

INFORMATION ON THE PROPERTY CARDS.
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IF ANY PROPERTY ITEMS ARE LOCATED, WHICH ARE NOT TAGGED, THEN THESE

ITEMS SHALL BE TAGGED IMMEDIATELY, AND THE APPROPRIATE ENTRIES MADE IN

THE PROPERTY LOG, AND NEW PROPERTY CARDS PREPARED.

4. IF ANY ITEMS ARE MISSING AT COMPLETION OF THE INVENTORY, OR IF ANY

ITEM IS LOST, STOLEN OR VANDALIZED AT ANY TIME, THE RESPONSIBLE

DEPARTMENT HEAD SHALL IMMEDIATELY NOTIFY THE LOCAL POLICE DEPARTMENT

TO INITIATE THE APPROPRIATE INVESTIGATION. THE

AND THE SHALL ALSO BE

NOTIFIED OF THE LOSS, AND THE ACTION BEING TAKEN TO RECOVER THE LOST

ITEM.

5. IF ANY ITEM OF PROPERTY IS DISPOSED OF, THE

shall be notified and provided the following information for the

property log:

a. The disposition of the property, and reason

b. The date disposed of

c. Dollar amount of revenue from the disposal action

This same information shall also be provided to the

for entry in the appropriate property card,

-16-



This policy and procedure approved and adopted:

SIGNATURE DATE

SIGNATURE DATE

SIGNATURE DATE

SIGNATURE DATE

SIGNATURE DATE
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AND INDIRECT COSTS



ADMINISTRATIVE EXPENSES. FORCE ACCOUNT AND INDIRECT COSTS

A. Administrative Expenses

Grantee administrative work related to a grant project may be

allowable and eligible for reimbursement* Costs of salaries,

benefits, and expendable material the grantee incurs for a

project must clearly be for the benefit of that project and not

be ordinary operating expenses of local government*

Such ordinary operating expenses of local government as salaries

of mayors, city council members, and city attorneys are unallowable*

However, if the grantee has an approved indirect cost agreement,

which contains these expenses, these costs may be allowable if

the indirect cost agreement is incorporated in the grant agreement*

(Indirect Costs of Grantees, page tz).

All administrative, miscellaneous, and public participation expenses

must be included in the grant application and grant agreement*

Documentation is necessary for reimbursement of these costs*

Time sheets, labor distributions, payroll records, invoices,

receipts, cancelled checks, requisitions, travel expense statements,

and any other document showing expenditures for goods or services,

and proof of payment, are the types of documents required*
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B. Force Account

Whenever a grantee uses its own employees or material for work under

a grant project, this type of work is called force account.

Use of the force account method requires prior written approval by the

mb project engineer when the costs are over $25,000 in step 3, unless

the grant agreement stipulates the force account method. a grantee

should use EPA Form 5700-41 to detail the costs of the proposed force

account work in the grant application.

Documentation is necessary for reimbursement for force account work.

Labor costs should be supported by time sheets which account for all of

the time of each employee (see sample entries for time sheet). payroll

records, including labor distribution, should document all labor costs.

Materials and supplies purchased for the project will require invoices

AND PROOF OF PURCHASE (CANCELLED CHECKS) AS SUPPORTING DOCUMENTS. In

SOME INSTANCES, MATERIAL MAY BE OBTAINED FROM SUPPLIES ON HAND. SOME

METHOD OF EQUITABLE ALLOCATION OF THE MATERIAL TO THE GRANT PROJECT

MUST BE USED TO SUPPORT THE COSTS CLAIMED.

C. Indirect Costs of Grantee

Indirect costs are those costs incurred for a common or joint purpose

benefiting more than one cost objective. slnce the costs are not
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READILY IDENTIFIABLE TO A PARTICULAR COST OBJECTIVE, THEY ARE USUALLY

ACCUMULATED IN A POOL. THIS GROUPING MAY CONSIST OF CATEGORIES SUCH

AS RENT, TELEPHONE, UTILITIES, SALARIES OF SUPPORT PERSONNEL, AND OTHER

ITEMS OF AN OVERHEAD NATURE. AN INDIRECT COST RATE IS SINPLY THE

RELATIONSHIP OF THIS COST POOL TO A DIRECT COST EASE EXPRESSED AS A

PERCENTAGE.

IN ORDER FOR A GRANTEE TO CLAIM INDIRECT COSTS FOR REIMBURSEMENT UNDER

Federal grants, an Indirect Cost Agreement msi be negotiated,

approved in advance, and incorporated in the grant agreement.

(See Figure 3 - Indirect Cost Rate Computation).

Further information on indirect costs may be obtained from (1) Office

of Management and Budget Circular A-87, Cost Principles applicable

to Grants and Contracts with State and Local Governments;

(2) OASC-10, A Guide for State and Local Government Agencies,

U.S. Department of Health, Education, and Welfare.
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FIGURE 4

Example - Indirect Cost Rate Computation (Rate includes both G&A and

Fringf Benefits)

Allowable Direct Labor Costs (excluding release time)* $143,000

Category

Indirect Salaries
Vacation Leave
Sick Leave
Military Leave
Holiday Leave
Group Insurance
FICA Tax
TEC Unemployment Tax
Maintenance and Repair
Supplies
Telephone
Rent
Utilities
Indirect Travel
Depreciation
Contingencies
Contributions
Entertainment
Interest Expense

Non-Allowable Allowable
Indirect Cost Indirect Cost

$46,200
10,200
1,900
800

1,200
1,500
10,000
1,200
9,900.
2,600
1,200
4,800
1,500
1,000
3,000

$2,000
1,1100
6,000
7,000

Slb.lUU $1(JU,UUU

COMPUTATION: ALLOWABLE INDIRECT COST 7 ALLOWABLE DIRECT LABOR COSTS

&wn nnn

$143,'0Q0 = lNDIRECT Cost Rate of 7(K of Direct Labor

"Release time includes vacation, sick, military, and holiday leave.
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CONSTRUCTION GRAM" ACCOUNTING SYSTEM

The Accounting procedures in this chapter are for more advanced or

sophisticated systems.

Background Information

Ti€ Environmental Protection Agency (EPA) Construction Grants Program,

AS AUTHORIZED BY THE WATER QUALITY ACT OF 1987, PROVIDES FOR GRANT AND

LOAN ASSISTANCE TO CONSTRUCT PUBLICLY OWNED WASTE TREATMENT WORKS. THIS

ACT ALSO CONTAINS REQUIREMENTS CONCERNING RECORDKEEPING AND AUDITS FOR

GRANTEES. THE ENVIRONMENTAL PROTECTION AGENCY HAS DELEGATED THE

RESPONSIBILITY OF ADMINISTERING THE CONSTRUCTION GRANTS AND LOANS

Program to the Texas Water Development Board (TWDB).

Under the Texas Water Code, the Texas Constitution provides for finan

cial assistance in the construction of treatment works for political

subdivisions of the state. a political subdivision means the state, a

county, city or other body politic or corporate of the state. financial

assistance means any loan of water quality enhancement funds made to a

political subdivision for the construction of treatment works through

the purchase of bonds or other obligations of the political subdivision.
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Construction Grants

any municipal entity receiving a federal grant, a state loan or a

combination grant/loan for the construction of sewer treatment works

is charged with the accountability of the requirements these carry*

in order to have an acceptable accounting system, there must be books

and records showing all financial transactions; documentation of all

receipts and disbursement transactions; and these must be grouped into

the proper accounts* the construction fund is to be used for the recording

of these project transactions*

Recommended standards to be carried out are:

1* The accounting system should be a double entry system

set up under the fund concept*

2* There should be a cash receipts journal for the

recording and identification of all monies received*

3* There should be a cash disbursement journal for the

recording of all checks issued withdrawing funds from

this project account* Appropriate distinction must

be made between direct and indirect costs, allowable

and unallowable costs, and eligible and ineligible

COSTS*

4* There should be a separate bank account in which all

sewer treatment works project monies are to be deposited

intact; ALL PROJECT expenditures are to be paid FROM THIS

BANK ACCOUNT*
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5* a general ledger should be maintained to record all

accounting transactions*

6* a subsidiary ledger should be maintained to accumulate

all project costs by separate projects*

7* Journal vouchers should be used to document and

record transactions which are not recorded from

the Cash Receipts or Cash Disbursements Journals*

8* Recording of all transactions pertaining to the

construction project must be supported by appropriate

documentation*

9* Payroll records should be maintained to accumulate

THE PAYROLL DATA FOR EACH EMPLOYEE* In ADDITION,

TIME AND WORK REPORTS MUST BE MAINTAINED INDICATING

THE AREAS WORKED AND TIME WORKED BY EACH EMPLOYEE

ON THIS PROJECT*

A SAMPLE TRANSACTIONS AND BOOKKEEPING SYSTEM FOLLOWS:

-29-



FIGURE 5

Sample Transactions

1. to open a new bank account in the construction. fund, the clty of nearview
transferred $1,000.00 fpcm its general fund on october 2, 1976,

2. The Third National Bank of Nearview charged the City of Neapview $10.00 for
printing checks.

3. Paid for Bid Advertisements.

4. The City of Nearview received the bond proceeds from the Water Quality
Enhancement Fund of $250,000.00 and the accrued interest of $3,437.00,

5. Cheatham & Cheatham, Attorneys at Law, were paid legal fees of $6,000,00,

6. Second Southwest Company, the City Financial Advisors were paid for
handling the bond issue. $7,500.00.

7. Purchased $200,000.00 in Certificates of Deposit.

8. Received from EPA proceeds for Step #1 Grant.

9. Paid Engineering Firm for Step #1 sewer project.

10. Received from EPA procefds for Step #2 Grant.

11. Paid Engineering Firm for Step #2 sewer project.

12. Made transfer of money loaned from General Fund.

13. Made transfer of Interest accrued on Bonds at Date of Sale to Interest and
Sinking Fund.

14. Total and rule journals for the month; Post totals to General Ledger.
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FIGURE 7

Monthly Financial Statement

Name: City of Nearview WPC-Tex 123

Schedule of Receipts and Disbursements
For the Period from io-i-76 through io-31-76

RECEIPTS:

Fund Transfers

Federal Grant - EPA
Bonds - TWDB Enhancement

Fund

Premiums or (discounts) on bonds
issued

Accrued Interest on Bonds Issued
Earned Interest Income
Other:

Total Receipts

DISBURSEMENTS:

Architectural - Engineering Fees
Engineering - Staking/Inspection
Engineering - 0 & M Manual
Engineering - Other
Construction Costs
Financial Advisor
Legal
Interest
Investments Purchased
Other: Transfer - to paid advance GF

Transfer - Debt Service Fd.

Bid Advertisement

Supplies - Checks Printed

Total Disbursements

Net receipts over disbursements

(Date)

-41-

Month

$ 1,000.00
24,387.00

250,000.00

3,437.00

Year to Date

$ 1,000.00
24,387.00

250,000.00

3,437.00

$ 278,824.00 $278,824.00

$ 23,117.00

7,500.00
6,000.00

200,000.00

1,000.00

3,437.00

30.00

10.00

$ 241,094.00

$ 23,117.00

7,500.00

6,000.00

200,000.00

1,000.00

3,437.00

30.00

10.00

$241,094.00

$ 37,730.00 $ 37,730.00

(Signature)



List Expenditures for the Month of October 19 76

Date Payee

10-5-76 Third Nat'l Bank

10-5-76 Dailey Times

10-12-76 Cheatham & Cheatham

10-12-76 Second Southwest Co.

10-12-76 Third Nat'l Bank

10-15-76 Nodam & Swindam

10-26-76 Nodam S Swindam

10-26-76 City - G.F.

10-26-76 City - Debt Service

Explanation Project Check No. Amount

Total Disbursements

Checks Printed

Advertisement for Bids

Legal Work

Bond Fee
Purchase of 30 Day CD's
Pd. Engineers - Step #1

Pd. Engineers - Step #2

Pd. back Loan

Transfer Accrued Int.

Bonds

on

#1 Draft

01

02

03

04

05

06

07

08

$ 10.00

30.00

6,000.00

7,500.00

200,000.00

4,197.00

18,920.00

1,000.00

3,437.00

$241,094.00

Project 1 Project 2 Project 3 Project 4 Project 5 Totals
$ $ $ $ $ |

Grant Allowable Cost 29,157.00
Grant Unallowable Cost 7,500.00

Total Project Costs $36,657.00 $ i i

List All Project Invoices that are unpaid as of End of this Month

Invoice Date Payee Explanation

10-30-76 Pluckum Const. Co. Const, on Sewer Plant - Est. #1

10-31-76 'Nodam & Swindam Engineering Fee

10-26-76 Foggie Printing Co. Printing

Total Invoices Unpaid

-42-

$ i

Project Amount

.1 $24.000.00
1 2.000.00

100.00

$26,100.00



CHAPTER V

GENERAL GOVERNMENTAL ACCOUNTING SYSTEM



GENERAL GOVERNMENTAL ACCOUNTING SYSTEM

Governmental entities must comply with many and varied legal regulations

that affect their financial management and accounting- a government

accounting system must make it possible to show that all applicable

legal provisions have been complied with as well as to determine fairly,,

the financial position and results of financial operations of the governmental

unit. Thus, fund accounting evolved because portions of a government's

resources may be restricted as to how the money can be spent*

This manual has been prepared to assist the entities in establishing

an acceptable accounting system*

a fund is defined as an independent fiscal and accounting entity with

a self-balancing set of accounts recording cash and/or other resources

together with all related liabilities, obligations, reserves, and equities

which are segregated for the purpose of carrying on specific activities

or attaining certain objectives in accordance with special regulations,

restrictions, or limitations- governmental accounting systems should be

organized and operated on a fund basis with a complete self-balancing

group of accounts established and maintained for each fund-

an accounting system can be described as the means by which the

management of an entity accomplishes the collecting, processing, and

reporting of the essential data that reflects the results of the

operations carried out under its direction and supervision- an

accounting system includes the forms, records, procedures, and devices

-45-



UTILIZED IN RECORDING, SUMMARIZING, AND REPORTING THE OPERATING AND FINANCIAL

DATA REQUIRED BY MANAGEMENT FOR ITS OWN USE IN CONTROLLING THE ACTIVITIES

FOR WHICH IT IS RESPONSIBLE AND FOR PRESENTATION TO INTERESTED PARTIES

OUTSIDE THE ENTITY- SlNCE GOVERNMENTAL UNITS ARE ORGANIZED BY THE

CITIZENRY TO PROVIDE FOR THE MANAGEMENT OF PUBLIC AFFAIRS AND TO PROVIDE

OTHER SERVICES TO THE GENERAL PUBLIC, A PRINCIPAL PURPOSE OF PRESENTING

FINANCIAL STATEMENTS IS TO REPORT ON THE STEWARDSHIP OF PUBLIC OFFICIALS

WITH RESPECT TO PUBLIC FUNDS-

THE VARIETY OF OPERATING PROCEDURES EMPLOYED BY DIFFERENT ENTITIES,

THE RANGE OF SIZES AND OPERATING STAFFS, THE DIFFERENT TYPES OF SERVICES

PROVIDED AND NUMEROUS OTHER FACTORS COMBINE TO CREATE GREAT ACCOUNTING

DIVERSITY AMONG GOVERNMENTAL ENTITIES- THEREFORE, AN ATTEMPT IS MADE

TO DESCRIBE A MINIMUM SET OF ACCOUNTING REQUIREMENTS AND A GENERAL ACCOUNTING

SYSTEM-

An accounting system herein described is a double entry manual system.

All accounting records should be maintained on a fiscal year basis-

The journals must be closed at the end of each accounting cycle and

must be closed at the end of the entity's fiscal year- additionally, the

general ledger and subsudiary ledgers must be closed at the end of the

entity's FISCAL YEAR-

Books of Original Entry

The following books of original entry are defined with a brief

description of their use:

-46-



1. Cash Receipts Journal - This is a multi-column, special

purpose journal used to record all transactions involving

cash received by the entity* entries are made by fund to

specific cash, liability and revenue accounts- monthly,

this journal is closed; column totals are posted to the

appropriate accounts in the general ledger-

2- Cash Disbursements Journal - This is a multi-column, special

purpose journal used to record all transactions involving cash

disbursed by the entity- entries are made by fund, to specific

cash liability and expense accounts- monthly, this journal

is closed; column totals are posted to the appropriate accounts

in the general ledger-

3- General Journal - This is a general purpose journal used to

record all non"cash transactions of the entity- no summariza

tion takes place in this journal, thus the debit and credit

elements of each entry must be posted to the general ledger-

there are certain essential requirements of these journals- specific

column headings in the journal sheets should be printed or written in

advance for accounts to which frequent entries are expected to be made-

two or more extra distribution columns should be provided for general

ledger accounts- columns should be provided for dates, names, and

explanations, as well as allowing for indication by checkmark that

postings have been made to the subsidiary ledgers-
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General Ledgers

a ledger is a final book of record in business transactions where a

summary of accounts is kept in which all debits and credits from the

journals are posted under appropriate headings- in most cases the

ledger referred to is known as the "general ledger"-

For governmental entities the general ledger is a multi-fund general

ledger- the individual asset, liability, fund balance, revenue and

expense accounts are grouped by fund in the general ledger- each account

has spaces for entering the date of the entry, the source of the entry,

debit and credit amounts, description of the entry, and the account

BALANCE- Only one GENERAL ledger is needed to account for all funds-

Subsidiary Ledgers

Subsidiary ledgers are used to maintain detailed information on a

given general ledger account- the detailed information is maintained

in subsidiary accounts. The aggregate balance of the subsidiary

accounts must equal the balance in the corresponding general ledger

control account. the equality of the balance of a given general ledger

control account and the related subsidiary ledger account balances

should be verified at the end of each accounting cycle* the more common

types of subsidiary ledgers include accounts receivable ledgers, accounts

payable ledgers, tax accounts receivable ledgers, fixed assets ledgers,

and construction project ledgers*
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a construction project ledger is a subsidiary ledger which serves

to account for the cost of fixed assets being contructed by the entity-

Subsidiary accounts are maintained for each construction project with

construction costs being accumulated by project* each account in this

subsidiary ledger has columns for entering the date of the transactions,

the source document number, a description of the transaction and monetary

columns for debits, credits, and the account balance*

Files

The document files maintained by a governmental unit can be grouped

into three cusses: (1) transaction source document files, (2) accounting

reuted document files, and (3) non-accounting document files*

1* Transaction Source Document Files -

The following discussion outlines those documents which

constitute evidence of an accounting transaction* These

files are grouped according to the following categories:

A* Cash Receipts Files - This is a file of all cash

RECEIPTS TRANSACTIONS* THIS FILE IS IN SEQUENCE BY

cash receipts source document number*

b* Service Receipts Files - This is a file of all service

receipt transactions (receipts from providing water,

sewer and other services)* this file is in sequence by

CASH RECEIPTS SOURCE DOCUMENT NUMBER*
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c Tax Receipts File - This is a file of all tax receipts

transactions- Copies of the original tax bill marked

paid and with the date of payment are batched and attached

to a cash receipts source document-

D- Cash Disbursements File - This is a file of all cash

disbursement transactions- this file is in sequence

by cash disbursements source document number-

e- Assets Purchased File - This file contains copies of

journal vouchers, with all supporting documentation

attached, that reflect purchases of fixed assets,

constructed fixed assets transferred to the general

Fixed Assets Fund, donated fixed assets, capitalization

of organizational cost and betterments and improvements

to fixed assets- separate file folders are maintained

for each fixed asset subsidiary account and the folders

are in sequence by fixed asset property number-

F- Construction Disbursement File - This is a file of

ALL CASH DISBURSEMENT TRANSACTIONS FOR THE CONSTRUCTION

OF FIXED ASSETS- SEPARATE FILE FOLDERS ARE MAINTAINED

FOR EACH CONSTRUCTION CONTRACT AND THE FOLDERS ARE IN

SEQUENCE-

G- Journal Voucher File - This is a file of all general

TRANSACTIONS- THESE TRANSACTIONS INCLUDE THE OPENING,
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adjusting and closing entry transaction source documents

and all other non-cash transaction source documents-

This file is in sequence by journal voucher number-

2- Accounting Related Document Files -

The following dicusssion outlines some typical document files

which contain information of some accounting significance,

but do not directly support an entry to the accounting records-

This list should not be considered complete, but should be viewed

as indicative of the document files included in this group-

no document sequence is given for the files described below-

It is recommended that these files be maintained in chronological

sequence in the absence of a better method-

a- Contracts File - This file includes the entity's copy

OF ANY CONTRACTS NEGOTIATED WITH LEGAL COUNSEL, ENGINEERS,

CONSTRUCTION CONTRACTORS, TAX ASSESSOR-COLLECTORS,

CONTRACT PUNT MAINTENANCE AND OPERATION PERSONNEL,

AND OTHER CONTRACTS FOR SERVICES RECEIVED BY THE ENTITY-

B- Construction Contracts File - This file contains the

entity's copy of all construction contracts entered

into by the entity-

c- Insurance File - This file contains a copy of all

INSURANCE POLICIES PURCHASED-
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d- Bond File - This file contains a copy of the bond

resolution for each bond issue- any other bond-related

documents not associated with a specific bond transaction

source document should also be filed in this file-

E- Employee Records File - This file contains all employee

INFORMATION MAINTAINED BY THE ENTITY, INCLUDING THE

entity's COPY OF THE employee's APPLICATION AND ANY

REUTED CORRESPONDENCE (RECOMMENDATIONS), A COPY OF THE

EMPLOYEE'S FORM VH, COPIES OF ANY ACCIDENT REPORTS,

AND ANY OTHER DOCUMENTS REUTING TO THE EMPLOYEE*

3* NON-ACCOUNTING RELATED FlLES

the following discussion outlines some typical document files

which contain information having little accounting significance*

This list should not be considered complete but should be

viewed as indicative of the document files included in this

group* no document sequence is given for files described below*

it is recommended that these files be maintained in chronological

sequence in the absence of a better method*

a* Board Minutes Fiie - This file contains a copy of the

minutes from each meeting of the entity's board of

Directors or Council-
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b- Board Orders File - This file contains a copy of each

specific order issued by the entity's board of directors

or Council-

c- Incoming Correspondence File - This file contains each

INCOMING PIECE OF WRITTEN CORRESPONDENCE-

D- Outgoing Correspondence file - This file contains a copy

OF EACH OUTGOING PIECE OF WRITTEN CORRESPONDENCE-

Internal Control

Internal control is a form of utent control, exercised in urge part

through the accounting system- internal control comprises the plan of

organization and all of the coordinate methods and measures adopted within

a business or entity to safeguard its assets, check the accuracy and

reliability of its accounting data, promote operational efficiency, and

encourage adherence to prescribed managerial policies- one of the

cardinal principles of internal control is that the responsibilities

reuted to handling any business transaction should always be divided

among two or more persons- division of responsibility also tends to

strengthen accuracy when one person's work is subject to review by another-
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Chart of Accounts

A CHART OF ACCOUNTS IS A LISTING OF THE NUMBERS AND NAMES OF LEDGER ACCOUNTS

IN TABULAR FORM- IT IS THE MEDIUM BY WHICH THE CUSSIFICATION OF ACCOUNTS

IS BROUGHT INTO ACTION BY CUSS IFYING ACCOUNT DATA- THE CHART ADOPTED

WILL SERVE TO CONTROL THE LEDGER ARRANGEMENT, THE COLUMNAR HEADINGS OF THE

BOOKS OF ORIGINAL ENTRY, AND THE CUSSIFICATION OF DATA TO BE COLLECTED IN

THE AUXILIARY RECORDS AND PRINTED FORMS- THE ACCOUNTS SHOULD BE ARRANGED

IN THE SEQUENCE WHICH WILL BE FOLLOWED IN THE PREPARATION OF FINANCIAL

STATEMENTS- THE CHART OF ACCOUNTS SHOULD BE SUFFICIENTLY FLEXIBLE TO PERMIT

THE ADDITION OF NEW ACCOUNTS IN SEQUENCE FOR REASONS AT FIRST NOT FORESEEABLE

AS WELL AS THE DELETION OF ACCOUNTS THAT MAY BE DEEMED UNNECESSARY- THE

PURPOSE AND NATURE OF EACH ACCOUNT SHOULD BE CLEARLY AND APPROPRIATELY

PORTRAYED BY ITS CAPTION WITH SIMIURITY IN ACCOUNT TITLES AVOIDED-
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FIGURE

Sample Chart of Accounts - Construction Fund

Account
Number Account Title

ASSETS

Cash - Construction Projects
Cash - Escrowed

Time Deposits for Construction Projects
Certificates of Deposit for Construction Projects
Securities for Construction Projects

Accrued Investment Interest Receivable

Due from General Operating Fund

Construction Projects

LIABILITIES

Construction Contracts Payable

Construction Contracts Payable - Retained Percentage

Due to General Operating Fund

Advance from General Operating Fund
Advance from Tax Fund

FUND BALANCES

Unallocated Fund Balance
Allocated - from Net System Revenues
Allocated - from New Grants, EPA
Allocated - from Sale of Bonds for Authorized Construction
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TRANSFERS TO OTHER FUNDS

Transferred to Debt Service Fund - Net Investment Earnings
Transferred to General Fixed Assets Fund - from Sale of Bonds
Transferred to General Fixed Assets Fund - from Capitalized

Investment Revenues

transfers from other funds

Transferred from General Operating Fund - from Net System Revenues

Basis for Accounting

The accrual basis of accounting is recommended for all funds used by the

governmental entity. However, certain revenue and expense items ape exempt

from this rule and these items should be recorded on the cash basis.

For a given revenue item to be subject to the accrual basis of accounting,

it must be both measurable and available, Some expense items do not quality

for accrual basis accounting treatment.

Additional Information

More detailed exhibits of accounting systems methodology are available from

a number of reference books, such as governmental accounting, auditing, and

Financial Reporting, published by the Municipal Finance Officers Association.

Order fop this publication may be placed with::

Municipal Finance Officers Association

180 North Michigan Avenue

Chicago, Illinois 60601
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VI

THE SINGLE AUDIT ACT



The Single Audit Act

On April 12, 1985, the Office of Management and Budget (OMB) issued OMB Circular

a-128 which implements the single audit act of 1984 (pub. l. 98-502). the

Single Audit Act establishes audit requirements for State and local government

recipients of federal assistance. epa's general regulation for assistance

programs (40 CFR 30, Appendix E) currently requires State and local government

recipients to comply with the audit requirements of omb circular a-128.

The Act requires State or local governments that receive $100,000 or more

a year in Federal funds to have an audit made for that year in accordance with

the Act. It specifies that the OMB Director shall designate "cognizant" Federal

AGENCIES, DETERMINE CRITERIA FOR MAKING APPROPRIATE CHARGES TO FEDERAL PROGRAMS

FOR THE COST OF AUDITS, AND PROVIDE PROCEDURES TO ASSURE THAT SMALL FIRMS OR

FIRMS OWNED AND CONTROLLED BY DISADVANTAGED INDIVIDUALS HAVE THE OPPORTUNITY TO

PARTICIPATE IN CONTRACTS FOR SINGLE AUDITS.
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