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I. Purpose
This policy provides guidance for interfund activities, including loans, infrequent and frequent billing and accrual processes, reimbursements, services, and transfers.
II. Scope
This policy applies to all state agencies and component units, excluding community colleges.
III. Policy Outline
IV. Interfund Activity Overview
V. Interfund Loans and Advances
VI. INTERCAP Loans
VII. Due From/Due To Other Funds
VIII. Reimbursements
IX. Inter-agency Service Agreement
X. State Building Energy Conservation Program (SBECP)
XI. Interfund Transfers and Revenue/Expense Transactions
XII. Attachments
IV. Interfund Activity Overview
There are three broad fund categories (governmental funds, proprietary funds, and fiduciary funds). Within each fund category, there are a few fund types.
	Fund Category
	Fund Type

	Governmental funds
	General fund, state special revenue funds, federal special revenue funds, capital projects funds, debt service funds, permanent funds

	Proprietary funds
	Enterprise funds, internal service funds

	Fiduciary funds
	Pension and other employee benefit trust funds, investment trust funds, private trust funds, custodial funds


Funds often interact with one another. Interfund activity is defined as financial interactions between the funds of the primary government (excludes discretely presented component units). Interfund activity is split into two broad categories, each comprising two subcategories.
	Interfund Activity Category
	Interfund Activity Subcategory
	Description

	Reciprocal interfund activity (intragovernmental equivalent of exchange and exchange-like transactions)
	Interfund loans and advances
	Borrowings (section V. interfund loans and advances, section VI. INTERCAP loans, and section X. SBECP)

	
	Interfund services provided and used
	Charges for programmatic services (section VII. due from/due to other funds)

	Nonreciprocal interfund activity (intragovernmental equivalent of non-exchange transactions)
	Interfund transfers
	Reassignment of resources (section XI. interfund transfers)

	
	Interfund reimbursements
	Repayments not related to borrowing (section VIII. reimbursements)


V. Interfund Loans and Advances
Interfund loans and advances arise when a fund provides resources to another fund with the expectation of eventual repayment. The recipient fund records a liability, and the paying fund records an asset. Typically, interfund loans and advances are non-interest bearing unless otherwise provided for by legislative authorization. If an interfund loan or advance is interest-bearing, interest revenue and interest expense accounts should be used instead of transfers or other revenue and expense accounts. Interfund loans and advances are governed by Montana Code Annotated (MCA) 17-2-107. Except for Federal Special Revenue funds, agencies must request interfund loan or advance approval from the Statewide Accounting Bureau (SAB) by completing and submitting a ServiceNow Form 120 - Inter-entity Loan Establishment request found in the Accounting Request section of the SAB Service Catalog. Agencies must include adequate information attached to the request to address the loan criteria defined in the statute. Whenever administratively feasible, loans and/or advances must first be taken from the agency's unrestricted funds before requesting a loan and/or advance from the General Fund.
Agencies must consider the substance of an interfund loan. If there is little or no expectation of repayment, the transaction should be considered a transfer rather than an interfund loan. GASB Statement No. 34–Basic Financial Statements–and Management’s Discussion and Analysis–for State and Local Governments (GASB 34), paragraph 112 requires that any portion of an interfund loan that is not expected to be repaid within a reasonable time be reclassified as a transfer. However, if Federal Special Revenue funds do not anticipate that reimbursement requests will be received, due to federal shut-downs, pauses, cancellations, ineligible activities, etc., the expenditures are no longer considered chargeable to that fund. Therefore, expenditures included in the federal fund should be moved to another funding source.  See additional discussion for journal entries under section VIII. Reimbursements to move the expenditures to the correct funding source.
Per Montana code annotated 17-2-107(7), funds may carry a negative cash balance for no more than seven working days.  If the negative cash balance exists for more than seven working days, SAB will inactivate the fund to prevent transactions from being processed until an agency can provide a deposit to bring the cash positive or a journal entry that corrects the negative cash balance, such as an interfund loan.
A. Interfund Loans
Interfund loans are short-term loans (usually up to one year) made by one fund to another fund with the expectation of eventual repayment. These activities are recorded using accounts 1501–Inter-Entity Loans Receivable and 2102–Loans Payable and require SAB approval. Statewide, the total recorded in account 1501 must equal the total recorded in account 2102. Loans within an agency are recorded with an ONL journal; loans from the General Fund are recorded with an inter-unit journal (IUJ).
1. Approval Process: Department of Administration (DOA)–SAB
Any interfund loan requested by an agency, except for universities and colleges, must be requested by the fund’s administering agency and then approved by SAB. Any fund requesting an interfund loan must liquidate Short-term Investment Pool (STIP) investments related to that fund before requesting an interfund loan. In the event the General Fund is not able to provide interfund loans to agencies, agencies may need to sell STIP in other unrestricted funds to cover negative fund balances. Unrestricted funds are funds with fund equity or net position not meeting the definition of restricted or permanent fund balances. Fund balance and net position are covered in MOM policy 311–Fund Equity. The agency requesting the loan is required to provide SAB with reasonable evidence that revenue will be sufficient to repay the loan within one calendar year of the date the loan is approved. Under unusual circumstances, loans may be extended up to one additional calendar year upon approval by the director of DOA. The loan shall not bear interest. Agencies receiving interfund loans from the General Fund in interest-bearing funds shall not invest (including the purchase of STIP) the loan proceeds for their benefit.
An exception to the SAB loan approval process occurs to supply deficiencies in the General Fund. The State Treasurer may temporarily borrow from other treasury funds, excluding pension trust funds, providing that the loan is recorded in the state accounting records. A fund may not be so impaired that all proper demands on the fund cannot be met. The loan does not bear interest unless the loan is made from a fund that retains its interest. In those cases, the State Treasurer, based on the estimated interest rate, shall establish the interest rate the funds would have earned if the funds had not been borrowed.
2. Timely Billing Certification
Agencies whose loans will be repaid by third-party billings must certify to SAB their timely billing status every month during the life of the loan. This certification is done by completing the Monthly Timely Billing Confirmation ticket in the Service Now system. If the agency fails to certify a timely billing status, SAB may cancel the loan and return the funds to their source.
For federal special revenue funds who have negative cash for more than seven working days (see additional discussion below), agencies will need to certify that reimbursement requests have been recorded in SABHRS and that they will be received. If reimbursement is delayed due to federal shut-downs, pauses, cancellations, ineligible activities, etc., agencies will need to work with the Office of Budget Program and Planning (OBPP) to determine the appropriate procedures to be followed until funding resumes.  This may include discontinuing grant work, not charging to grants/federal funds until the funding situation is resolved, and/or moving expenditures to other funding sources.
To record reimbursement requests in SABHRS, agencies are required to record a journal entry at the time they submit a billing to a federal agency, if the funds will not be received within seven days.  This entry will debit a receivable and credit a revenue account.  When the payment is received, it will be offset against the appropriate receivable. If the agreement is with another agency or component unit where transfer accounts must be used, recording a due from/to other BU or Fund is only required at fiscal year-end. See MOM-SFSD-POL-SAB 375 Fiscal Year-End Procedures for further details.
The following entries reflect an example of the initial entry when billing is completed and the second entry when the payment is received.  For example, assume that a federal agency is billed $50,000.  The revenue account would be an account appropriate for your agency and transaction.  For this example, we will use a generic revenue account.  The entries would be as follows:
	To record the receivable in the federal special revenue fund.
Federal special revenue fund – Actuals Ledger

	Debit
	1302
	Due from Federal Government
	50,000

	Credit
	590000
	Federal Revenue
	50,000


 
	To record the receipt of cash in the federal special revenue fund.
Federal special revenue fund – Actuals Ledger

	Debit
	1104
	Cash
	50,000

	Credit
	1302
	Due from Federal Government
	50,000


3. Negative Cash – All Funds Except Federal Special Revenue Funds
Per MCA 17-2-107(7), funds (all funds within a single type: general, state special revenue, capital projects, debt service, enterprise, internal service, custodial, pension trust, investment trust, and private purpose funds) may not have a negative cash balance for more than seven working days at any point during the year. However, at fiscal year-end, negative cash is not allowed in any individual fund, rather than by fund type (except for federal special revenue funds). If a fund has a negative cash balance at fiscal year-end, an interfund loan must be established. Before a loan is set up with the General Fund, it must first be determined if it is administratively feasible for a loan to be established within the agency.  The request to establish an inter-entity fund is made through the Service Now system by submitting the Inter-Entity Loan Establishment form (Form 120 – IE Loan Establish).
4. Negative Cash - Federal Special Revenue Funds
Federal special revenue funds may have a negative cash balance during the year and at fiscal year-end, if agencies certify that they are completing accurate and timely billings to the respective federal agencies.  No interfund loans should be recorded.  This will be communicated through the submission of the Monthly Timely Billing Confirmation form in the Service Now system, for any month during which cash is negative for more than 7 working days.  If it is determined that it is more likely than not that the agency will not be receiving the funds, expenditures may need to be moved or the fund may be inactivated.  
SAB will make one entry for the entire Primary Government Federal Special Revenue Funds with a negative cash balance at fiscal year-end. This entry will be an Annual Comprehensive Financial Report (ACFR) entry only.
5. Approval Process: Office of the Commissioner of Higher Education (OCHE)
Any interfund loan, requested by a university (or related campus) requires the approval of OCHE before being processed. The entity (university, college, etc.) requesting the loan is required to record the loan on its financial records (which will update SABHRS) and to provide OCHE reasonable evidence that income will be sufficient to repay the loan within one calendar year of the date the loan is approved. A fund (e.g., current) or subfund (e.g., unrestricted, restricted, designated, auxiliary) receiving or making a loan may not be so impaired that all proper demands on the fund or subfund cannot be met if the loan is extended. Under unusual circumstances, loans may be extended up to one additional calendar year upon approval of the Board of Regents. Requests for loans or loan extensions must be submitted to OCHE on the forms prescribed by that office.
MCA 17-2-107(2)(b)(ii) requires universities (and related campuses) to establish one fund within each fund type, or subfund type, for the purpose of recording loans. This is the only fund within each fund type, or subfund type, that may receive or make a loan. Any loan from the current unrestricted fund to the auxiliary, student loan, endowment, plant, and custodial funds must bear interest at a rate equivalent to the previous fiscal year’s average rate of return on the Board of Investment’s STIP.
6. Accounting Entries
The following entries reflect examples of an interfund short-term loan (the entries do not vary with fund type). Assume that the motor pool internal service fund (065XX) borrows $90,000 from a state special revenue fund (02XXX). Because the loan is within the agency, the entry is recorded as an ONL in the Actuals ledger.
	To record the interfund loan receivable in the state special revenue fund.
State special revenue fund

	Debit
	1501
	Inter-Entity Loans Receivable
	90,000

	Credit
	1104
	Cash In Bank
	90,000


 
	To record the interfund loan payable in the motor pool internal service fund.
Internal service fund

	Debit
	1104
	Cash In Bank
	90,000

	Credit
	2102
	Loans Payable
	90,000


 
	To record payment of interfund loan from the motor pool internal service fund.
State Special revenue fund

	Debit
	1104
	Cash In Bank
	90,000

	Credit
	1501
	Inter-Entity Loans Receivable
	90,000


 
	To record payment of interfund loan to the state special revenue fund.
Internal service fund

	Debit
	2102
	Loans Payable
	90,000

	Credit
	1104
	Cash In Bank
	90,000


B. Interfund Advances
Advances are long-term loans (usually more than one year) made by one fund to another fund. These activities are recorded using accounts 2202 – Advances From Other Funds and 1903 – Advances To Other Funds and require DOA SAB approval. Statewide, the total recorded in account 1903 must equal the total recorded in account 2202. In the General Fund only, an additional entry is required at fiscal year-end to reclassify the nonexpendable portion of the fund balance as a result of outstanding advances made from the General Fund to other funds. This fiscal year-end entry is created by the DOA for the entire General Fund.
1. Approval Process
MCA 17-2-107(8) allows DOA to authorize loans (advances) to state special revenue funds with long-term repayment whenever necessary due to the timing of the receipt of agreed-upon reimbursements from private or other governmental entity sources for disbursements made. SAB may approve these long-term advances if the agency can demonstrate that the total loan balance does not exceed total receivables from private or other governmental entity sources and that receivables have been billed on a timely basis. These long-term advances must be repaid under such terms and conditions as determined by SAB or by specific legislative authorization. Before an advance is set up with the General Fund, it must first be determined if it is administratively feasible for an advance to be established within the agency.
2. Accounting Entries
The following entries reflect examples of a long-term advance. Assume that a state special revenue fund (02XXX) borrows a long-term loan of $35,000 from the General Fund. Because the loan is with the General Fund, the entry is recorded as an IUJ in the Actuals ledger.
	To record a long-term advance receivable in the General Fund.
General Fund

	Debit
	1903
	Advances To Other Funds
	35,000

	Credit
	1104
	Cash In Bank
	35,000


 
	To record a long-term advance payable in the state special revenue fund.
State special revenue fund

	Debit
	1104
	Cash In Bank
	35,000

	Credit
	2202
	Advances From Other Funds
	35,000


Assume that the state special revenue fund (02XXX) repays the advance from the General Fund.
	To record payment of advance to the General Fund.
State special revenue fund

	Debit
	2202
	Advances From Other Funds
	35,000

	Credit
	1104
	Cash In Bank
	35,000


 
	To record payment of advance from the state special revenue fund.
General Fund

	Debit
	1104
	Cash In Bank
	35,000

	Credit
	1903
	Advances To Other Funds
	35,000


VI. INTERCAP Loans
The Montana Board of Investments (BOI) administers the INTERCAP loan program. The INTERCAP program provides low-interest loans for a wide variety of needs to Montana local governments, state agencies, and the Montana University System (MUS). Under this program, BOI issues bonds and loans the proceeds to eligible borrowers. Under current Governmental Accounting Standards Board (GASB) requirements, loans made to primary government funds under the INTERCAP program meet the definition of interfund activity. Under the interfund activity guidance, “interfund loans” should be recorded as interfund receivables in lender funds and interfund payables in borrower funds. Loans made to discretely presented component units, under the INTERCAP program, meet the definition of “intra-entity activity”. Under the intra-entity activity guidance, amounts payable and receivable between the primary government and its discretely presented component units or between those components should be reported on a separate line in the financial statements.
A. Specific INTERCAP Loan Accounts
To ensure that the accounts are used appropriately, and are kept in balance in accordance with financial reporting requirements, agencies are to adhere to the following rules when using the accounts listed below:
1. 1505–Interfund (INTERCAP) Rec–Cur: This account is for BOI use only. An “open item key” is required on the journal line.
2. 2108–Interfund (INTERCAP) Pay–Cur: This account is for BOI use only. An “open item key” is not required on the journal lines.
3. 1914–Interfund (INTERCAP) Rec–NC: This account is for BOI use only. An “open item key” is required on the journal line.
4. 2206–Interfund (INTERCAP) Pay–NC (state agencies and component units, other than MUS): BOI uses this account when recording the current/non-current entry on behalf of non-higher education unit borrower funds at year-end. An “open item key” is required on the journal line.
5. 2206A–INTERCAP Pay–NC (Higher Ed): BOI uses the 2206A account when recording the current/non-current entry on behalf of MUS funds at year-end. An “open item key” is not required on the journal lines.
State agencies and component units, other than MUS, use the 2206 account to record both draws (receipt of proceeds) and principal payments; MUS funds use the 2206A account to record both draws (receipt of proceeds) and principal payments. Non-higher education unit borrower funds are required to include an “open item key” on the journal line that represents the loan number or the loan number and draw number if applicable as assigned by BOI. For example, 0884-01 (where 0884 represents the loan number and 01 represents the draw number). The open item key data will assist SAB in reconciling borrower fund balances to the BOI records.
B. Accounting Entries in the Lender Fund
The lender fund is the BOI Municipal Finance Programs fund 06014 administered by BOI. All entries are to be recorded in the Actuals Ledger.
1. Loan Issuance
	To record loan issuance or a draw on an existing loan.

	Debit
	1914
	Interfund (INTERCAP) Rec–NC

	Credit
	11XX
	Appropriate cash account


2. Loan Payment
	To record loan payments from the borrower fund.

	Debit
	11XX
	Appropriate cash account

	Credit
	1914
	Interfund (INTERCAP) Rec–NC

	Credit
	5XXXXX
	Appropriate interest revenue account1


1. The program year used should be the year the payment is received.
3. Current/Non-current Entry Required at Year-End
	Adjustment is needed at fiscal year-end to separate the current (amount that will be paid during the next fiscal year) and non-current portions of the INTERCAP receivable.

	Debit
	1505
	Interfund (INTERCAP) Rec–Cur

	Credit
	1914
	Interfund (INTERCAP) Rec–NC

	This entry should then be reversed after fiscal year-end.


4. Interest Accrual Entry Required at Year-end
	Accrue interest receivable at fiscal year-end (the interest revenue that has accrued between the last payment date and the year-end date).

	Debit
	1306
	Due From Other BU or Fund

	Credit
	5XXXXX
	Appropriate interest revenue account1

	This entry should then be reversed after the fiscal year-end close.


1. The program year used for the accrual entry should be the same year the accrual is recorded. The program year used for the reversal should be the same year the reversal is recorded.
C. Accounting Entries in the Borrower Fund: State Agencies and Component Units Other than MUS
All state agencies and component units, other than MUS (regardless of the fund type) are to be recorded in the Actuals Ledger.
1. Loan Receipt
	To record the receipt of loan proceeds or a draw on an existing loan.
This entry must be recorded in the fund responsible for repaying the loan

	Debit
	11XX
	Appropriate cash account

	Credit
	22061
	Interfund (INTERCAP) Pay–NC


1. Account 2206 requires an “open item key” value. At a minimum, this must be the loan number. It is preferred that agencies include both the loan and draw number in the open item key field, entered in the following format: XXXX-ZZ, where XXXX is the loan number and ZZ is the draw number. The loan and draw number are assigned by BOI. Agencies should consistently use either the loan number or the loan and draw number in the open item key field.
	If the loan proceeds are expended in a different fund than the one responsible for payment, the loan proceeds must first be deposited in the fund responsible for payment (refer to the accounting entry above), and then transferred to the other fund.

	Record in the fund responsible for repaying the loan

	Debit
	68XXX
	Non-budgeted transfer-out

	Credit
	11XX
	Appropriate cash account

	Record in the fund that will expend the proceeds

	Debit
	11XX
	Appropriate cash account

	Credit
	582XXX
	Non-budgeted transfer-in


2. Loan Payment
	To record loan payments.
This entry must be recorded in the fund responsible for repaying the loan

	Debit
	22061
	Interfund (INTERCAP) Pay–NC

	Debit
	69202
	Loan Interest2

	Credit
	11XX
	Appropriate cash account


1. Account 2206 requires an “open item key” value. At a minimum, this must be the loan number. It is preferred that agencies include both the loan and draw number in the open item key field, entered in the following format: XXXX-ZZ, where XXXX is the loan number and ZZ is the draw number. The loan and draw number are assigned by BOI. Agencies should consistently use either the loan number or the loan and draw number in the open item key field.
2. The program year used should be the year the payment is made.
3. Current/Non-current Entry Required at Year-end
BOI, on the agency’s behalf, will record this entry. For each loan/draw, agencies are required to provide BOI with the business unit and fund number that the journal is to be recorded in. This should be the fund responsible for repaying the loan. This information must be provided before June 30 of each fiscal year (or December 31 for Montana State Fund).
	Adjustment is needed at fiscal year-end to separate the current (amount that will be paid during the next fiscal year) and non-current portions of the INTERCAP payable.

	Debit
	22061
	Interfund (INTERCAP) Pay–NC

	Credit
	2108
	Interfund (INTERCAP) Pay–Cur

	This entry should then be reversed after fiscal year-end.


1 Account 2206 requires the use of an “open item key” value. BOI isn't required to input the loan number in this fiscal year-end journal entry and may input any information in this field that's meaningful to them.
4. Interest Accrual Entry Required at Year-end
BOI, on the agency’s behalf, will record this entry. For each loan/draw agencies are required to provide BOI with the business unit and fund number that the accrual journal is to be recorded in. This should be the fund responsible for repaying the loan. Agencies must also provide the relevant coding for the interest expense account line (at a minimum, this should include the “Org” and "Sub-class" coding). This information must be provided before June 30 of each fiscal year (or December 31 for Montana State Fund).
	Accrue interest payable at fiscal year-end (the interest expense that has accrued between the last payment date and the year-end date).

	Debit
	69204
	Int. on Interfund Loans–NB1

	Credit
	2106B
	Due to Other BU or Fund–B

	This entry should then be reversed after the fiscal year-end close


1. The program year used for the accrual entry should be the same year the accrual is recorded. The program year used for the reversal should be the same year the reversal is recorded.
D. Accounting Entries in the Borrower Fund: MUS
All MUS entries (regardless of the fund type) are to be recorded in the Actuals Ledger.
1. Loan Receipt
	To record the receipt of loan proceeds or a draw on an existing loan.
This entry must be recorded in the fund responsible for paying the loan

	Debit
	11XX
	Appropriate cash account

	Credit
	2206A
	INTERCAP Pay–NC (Higher Ed)

	If the loan proceeds are expended in a different fund than the one responsible for payment, the loan proceeds must first be deposited in the fund responsible for payment (refer to the journal entry above), and then transferred to the other fund.

	Record in the fund responsible for paying the loan.

	Debit
	68XXX
	Non-budgeted transfer-out

	Credit
	11XX
	Appropriate cash account

	Record in the fund that will expend the proceeds.

	Debit
	11XX
	Appropriate cash account

	Credit
	582XXX
	Non-budgeted transfer-in


2. Loan Payment
	To record loan payments.
This entry must be recorded in the fund responsible for paying the loan

	Debit
	2206A
	INTERCAP Pay–NC (Higher Ed)

	Debit
	69202
	Loan Interest1

	Credit
	11XX
	Appropriate cash account


1. The program year used should be the year the payment is made.
3. Current/Non-current Entry Required at Year-end
BOI, on the agency’s behalf, will record this entry. For each loan/draw, agencies are required to provide BOI with the business unit and fund number that the journal is to be recorded in. This should be the fund responsible for repaying the loan. This information must be provided before June 30 of each fiscal year.
	Adjustment is needed at fiscal year-end to separate the current (amount that will be paid during the next fiscal year) and non-current portions of the INTERCAP payable.

	Debit
	2206A
	INTERCAP Pay–NC (Higher Ed)

	Credit
	2108
	Interfund (INTERCAP) Pay–Cur

	This entry should then be reversed after fiscal year-end.


4. Interest Accrual Entry Required at Year-end
BOI, on the agency’s behalf, will record this entry. For each loan/draw, agencies are required to provide BOI with the business unit and fund number that the journal is to be recorded in. This should be the fund responsible for repaying the loan. Agencies must also provide the relevant coding for the interest expense account line (at a minimum, this should include the “Org” and “Sub-class” coding). This information must be provided before June 30 of each fiscal year. Although the SABHRS system will not require a sub-class to be entered on the account 69204 line, SAB requires BOI to include this information for MUS funds.
	Accrue interest payable at fiscal year-end (the interest expense that has accrued between the last payment date and the year-end date).

	Debit
	69204
	Int. on Interfund Loans–NB1

	Credit
	2106B
	Due To Other BU or Fund-B

	This entry should then be reversed after fiscal year-end.


1. The program year used for the accrual entry should be the same year the accrual is recorded. The program year used for the reversal should be the same year the reversal is recorded.
VII. Due From/Due To Other Funds
A. Non-recurring and/or Infrequent Billing Processes
Agencies that bill other state agencies or divisions for goods or services may use account 1306–Due From Other BU or Fund for non-recurring and/or infrequent billing processes or 1823–Due From BU Fund Clearing for recurring and/or frequent billing processes (see section VII.B). If account 1306 is used, the corresponding liability account, 2106B–Due to Other BU or Fund, must also be used, as it is required by SABHRS edits. Account 2106B is used to set up the liability for goods purchased or services received from another state agency or division, or for accruals involving transfers. These accounts are most often used at fiscal year-end when the revenue has been billed but not yet paid. Journals between agencies must be IU journals.
Accounts 1306, 1823, and 2106B all require an open item value. The first 5 digits are mandatory and must be the agency number to which the payable is owed (account 2106B) or from which the receivable is due (account 1306), as required by SABHRS edit. The remaining 25 digits are optional and are to be determined by the agency. If the paying agency is using account 2403–A Accruals (used in the A Accrual Ledger only), for items received after June 30 (or December 31 for Montana State Fund), the receiving agency should not use account 1306. The following entries reflect an example of a typical due from/due to non-recurring transaction made at fiscal year-end and recorded in the Actuals Ledger. Assume a state special revenue fund owes the General Fund of another agency, for merchandise received before June 30, and will not be paid before fiscal year-end. Both journals must be IU journals.
	To set up receivable for merchandise sold to a state special revenue fund.
General Fund

	Debit
	1306
	Due From Other BU or Fund
	2,200

	Credit
	552001
	Merchandise Sales
	2,200


 
	To set up payable for merchandise purchased from the General Fund.
State special revenue fund

	Debit
	62902
	Merchandise
	2,200

	Credit
	2106B
	Due to Other BU or Fund–B
	2,200


Now assume the state special revenue fund pays the General Fund for the merchandise after the fiscal year-end.
	To receive payment from the state special revenue fund for merchandise sold.
General Fund

	Debit
	1104
	Cash In Bank
	2,200

	Credit
	1306
	Due From Other BU or Fund
	2,200


 
	To pay the General Fund for merchandise received.
State special revenue fund

	Debit
	2106B
	Due to Other BU of Fund-B
	2,200

	Credit
	1104
	Cash In Bank
	2,200


B. Recurring and/or Frequent Billing and Accrual Processes
Agencies that bill other agencies or divisions on a recurring and/or frequent basis throughout the year for goods or services may record the receivable in account 1823–Due from BU Fund Clearing if there is not a corresponding 2106B. Also, agencies who need to set up a liability for recurring and or/frequent accruals may use account 2558–Due to BU Fund Clearing for goods purchased or services received from another state agency or division if there is not a corresponding 1306 account. However, this does not prohibit an agency from booking a 1306 and 2106B for recurring and/or frequent transactions. At fiscal year-end, both 1823 and 2558 must have a zero balance. Both accounts 1823 and 2558 require an open item value. The first 5 digits are mandatory and must be the agency from which the receivable/payable is due, as required by SABHRS edit. The last 25 digits are optional and are to be determined by the agency.
During the year, when only the receivable is recorded at the time of billing, the corresponding agency or division records the expenditure when paying the bill and the initiating agency reverses the 1823. If the expenditure will not be paid before fiscal year-end, the entry to record the receivable in account 1823 must be reversed and recorded in account 1306 with a corresponding entry to 2106B. Transactions between agencies must be made as an IU journal. The agency initiating the 1306 must notify the other agency that will be making the corresponding 2106B. Likewise, during the year when only the liability is recorded for accrued payables, the corresponding agency or division records the revenue when receiving the payment, and account 2558 is reversed by the other agency.
If the expenditure will not be paid before fiscal year-end, the liability will need to be reversed and recorded in account 2106B with the corresponding entry to 1306. The agency initiating the 2106B must notify the other agency that will be making the corresponding 1306. The following entries reflect an example of a typical recurring billing transaction for an internal service fund. Assume an internal service fund bills the General Fund for a monthly network fee and the General Fund pays it before fiscal year-end. Transactions between agencies must be made as IU journals and in the Actuals ledger.
	To set up receivable for the monthly network fee billed to the General Fund.
Internal service fund

	Debit
	1823
	Due From BU Fund Clearing
	1,000

	Credit
	5XXXXX
	Revenue
	1,000

	To pay the internal service fund for the monthly network fee.
General Fund

	Debit
	6XXXX
	Expenditure
	1,000

	Credit
	1104
	Cash in Bank
	1,000

	To receive payment from the General Fund for the monthly network fee.
Internal service fund

	Debit
	1104
	Cash in Bank
	1,000

	Credit
	1823
	Due From BU Fund Clearing
	1,000


Now assume the above network fee will not be paid before fiscal year-end. The first entry above would still be applicable, and the following entries would also be required.
	To set up receivable from the General Fund for the monthly network fee.
Internal service fund

	Debit
	1306
	Due From Other BU or Fund
	1,000

	Credit
	1823
	Due From BU Fund Clearing
	1,000

	To set up payable to the internal service fund for the monthly network fee.
General Fund

	Debit
	6XXXX
	Expenditure
	1,000

	Credit
	2106B
	Due to Other BU or Fund–B
	1,000


Now assume the General Fund pays the internal service fund after the fiscal year-end for the monthly network fee.
	To record payment to the internal service fund for the monthly network fee.
General Fund

	Debit
	2106B
	Due to Other BU or Fund–B
	1,000

	Credit
	1104
	Cash in Bank
	1,000

	To receive payment from the General Fund for the monthly network fee.
Internal service fund

	Debit
	1104
	Cash in Bank
	1,000

	Credit
	1306
	Due From Other BU or Fund
	1,000


VIII. Reimbursements
A reimbursement is a transaction in which a fund is repaid for expenditures or expenses incurred that were properly chargeable to another fund. The objective of a reimbursement transaction is to record the expenditure/expense only once in the fund ultimately responsible and as a reduction of expenditure/expense in the fund that is legally authorized to make the disbursement and being reimbursed. Reimbursement situations result from administrative convenience, expediency, subsequent events, or correction of errors. Examples of reimbursement situations include the following:
1. One fund inadvertently pays the expenditures or expenses of another fund.
2. For convenience, one fund pays the expenditures or expenses of another fund.
3. One fund makes a single payment for two or more funds because the amount attributable to each fund is uncertain or is to be determined at a later date.
If a program is appropriated in the General Fund and one or more other funds and a non-General Fund has unused balances of non-continuing appropriations (reversions) at fiscal year-end, then an expenditure/expense incurred in the General Fund should be reimbursed by the non-General Fund with the remaining reversions. Exceptions for the Historical Society, the State Library, and the Department of Public Health and Human Services are found in MCA 17-2-108. If the transaction is nonrecurring or non-routine, it should be recorded as an expenditure or expense (as appropriate) in the reimbursing fund, and as an abatement of the expenditure/expense in the fund that is reimbursed.
A. Accounting Entries
The following entries reflect examples of reimbursement activities. All journals are recorded in the Actuals ledger. Assume that the General Fund (reimbursed fund) originally pays for a service.
	To record original payment.
General Fund

	Debit
	6xxxx
	Expenditure
	1,000

	Credit
	1104
	Cash in Bank
	1,000


Later, it is determined that the expenditure should be paid from a special revenue fund. This entry must be recorded as an IU journal if it is between state agencies.
	To reverse the original payment (record the reimbursement in the General Fund).
General Fund

	Debit
	1104
	Cash in Bank
	1,000

	Credit
	6xxxx
	Expenditure
	1,000


 
	To record expenditure in the correct fund.
Special Revenue Fund

	Debit
	6xxxx
	Expenditure
	1,000

	Credit
	1104
	Cash in Bank
	1,000


IX. Inter-agency Service Agreement
State agencies frequently enter into binding agreements with other agencies for particular services. Although each agreement varies in purpose, it is important that the terms and conditions, both asked for and agreed to, be properly documented in writing. When state agencies enter into agreements with each other, an inter-agency service agreement should be completed. The agreement should be approved and signed by designated officials of the agencies receiving and providing the services. The following information should be included in the inter-agency agreement.
1. Agencies involved:
a. Department names and business units;
b. Addresses of divisions or units; and
c. Persons to contact.
2. Basic data:
a. The effective date of the agreement;
b. The expiration date of the agreement;
c. The maximum amount to be paid under the agreement;
d. Explicit terms of payment such as monthly, semi-annual, annual, or lump-sum payment;
e. The funding source(s) that will provide payment;
f. The fund providing the funding source for the agreement;
g. The appropriations that include the funding for the contract; and
h. The org and program assigned to the appropriations.
3. Any authority or guidelines associated with a particular service agreement:
a. MCA reference for any state statutes;
b. Appropriate reference for any federal laws;
c. Appropriate reference for any non-state/federal authority; and
d. Appropriate reference for any related records or reports available.
4. Summary of services to be provided:
a. A detailed description and explanation of the services to be provided; and
b. Terms and conditions agreed upon by the participants of the contract. 
X. State Building Energy Conservation Program (SBECP)
A. Program Overview
This program was established to create energy cost savings for state-owned buildings. Statutes regarding the program can be found in MCA Title 90, Chapter 4, Part 6. During the 2025 Legislative Session, the program was modified to (1) no longer fund projects with General Obligation Bonds; and (2) transfer program administration from DEQ to the Architecture and Engineering (A&E) division. Effective for FY 2027, the program will be administered by the A&E, except for ARRA-funded projects, which will continue to be administered by DEQ until the funding is repurposed. 
SBECP funding typically covers only a portion of the total project cost and is repaid over several years through the projected energy savings. Each agency that participates in the program will initiate the project with a letter of intent with A&E. The participating agency and A&E will sign a Memorandum of Agreement to set the repayment schedule, with principal and interest to cover administrative costs, and a repayment term. Payments from the agency or component unit to A&E begin one year after project completion. 
Since the project’s original funding source is an appropriation from fund 02370 (a State Special Revenue Fund (SSRF)), the participating agency and component units must record a long-term interfund loan payable, and A&E must record a long-term interfund loan receivable, as detailed in section B, below.  The payables and receivables will match the capital outlay expenditures incurred as of each fiscal year-end. 	Comment by Thompson, Jennifer: How does a loan get initiated? Is there an agreement? Who does it? Who prepares the amortization schedule?	Comment by Bisenius, Drew: Based upon my conversation with DEQ and the agreement we have, we have a letter of intent and memorandum of agreement that documents the program and project.  I have added these to the narrative.
Construction Work In Progress (CWIP) should be recorded by participating agencies and component units for the actual capital outlay expenditures at fiscal year-end until the project is completed. When the project is completed, the full asset is recorded in AM (see MOM-SFSD-POL-SAB 335 Capital Assets). The repayment schedule will be tracked and communicated to participating agencies and component units through reports prepared by A&E. 
The outstanding balances for the ARRA-funded projects are retained at DEQ. Agencies and component units will continue to make repayments to DEQ’s fund 02955 until FY2042.
This program was established to create energy cost savings for state-owned buildings. Statutes regarding the program can be found in MCA 90-4-601 through 90-4-618. This program is administered by the Department of Environmental Quality (DEQ), in conjunction with Architecture and Engineering (A&E). The SBECP funding covers a portion of the total project cost. Payments from the agency or component unit to DEQ begin one year after project completion. Primary government activity must be accounted for using one of two methods: transfer recognition or payable/receivable recognition. If the original funding source for the project was GO Bonds, the payments from the participating agency to DEQ must be accounted for as a transfer, as detailed in section B, below. The liability of the GO Bonds is recorded in DEQ’s debt service fund; therefore, participating agencies do not need to record debt in their funds. These projects can exist in internal service funds because transfers that constitute repayment of debt are an allowable expense.
If the funding source of the project is appropriation through state special revenue funds, the participating agency must record a payable and DEQ must record a receivable, as detailed in section C, below. The liability has not been recorded in DEQ’s debt service fund (as it is with GO Bonds); therefore, participating agencies must record debt in their funds. The payable and receivable will accumulate in an amount equal to expenditures made as of each fiscal year-end. The amount of the payable will be communicated to the participating agencies through reports prepared by DEQ. All component unit activity, regardless of funding source, must be accounted for by recognizing a payable and a receivable, as detailed in the full accrual portion of section C, below. Component units are discretely presented and issue their financial statements; therefore, all debt incurred on their behalf must be recognized in their financial statements. If the funding source is a state special revenue fund appropriation, the debt will only be recorded by the component unit. If the original funding source was GO Bonds, the debt will be recorded by the component unit and by the primary government in DEQ’s debt service fund. The payable and receivable will accumulate in an amount equal to expenditures made as of each fiscal year-end. The amount of the payable will be communicated to the component unit through reports prepared by DEQ.
B. Accounting Treatment–Payable/Receivable for Long-term Interfund Loan Recognition 

	A&E pays capital costs (Actuals Ledger) – Through Account Payable

	Balance
	Account
	Fund
	Account Name
	Amount

	Debit
	63/64xxx
	05xxx
	Budgeted capital outlay expenditures
	25,000

	Credit
	1104
	05xxx
	Cash
	25,000



	At fiscal year-end, A&E records a capital contribution in the SSRF to establish an interfund receivable, based on the amount of capital outlay for SBECP project each fiscal year (Actuals Ledger). 

	Balance
	Account
	Fund
	Account Name
	Amount

	Debit
	1916
	02370
	SBECP Receivable - NC 
	25,000

	Credit
	549005
	02370
	NB Capital Contribution - SBECP
	25,000

	Debit
	628B3
	05145
	NB Operating Expense - SBECP
	25,000

	Credit
	63/64xxx
	05145
	NB capital outlay Offset
	25,000



	At fiscal year-end, agencies and component units record CWIP for SBECP project (AM generated entry Entity-wide or Actuals Ledger). CWIP must be recorded in the fund that is expected to maintain the asset in the future and repay the loan.

	Balance
	Account
	Fund
	Account Name
	Amount

	Debit
	1706
	Varies
	CWIP
	25,000

	Debit
	1811
	Varies
	Fixed Asset Clearing
	25,000

	At fiscal year-end, agencies and component units clear the AM generated 1811 using the NB capital offset accounts (Entity-wide or Actuals Ledger)

	Debit
	1811
	Varies
	Fixed Asset Clearing
	25,000

	Credit
	63/64xxx
	Varies
	NB capital offset
	25,000

	At fiscal year-end, agencies and component units record an interfund payable using the NB capital offset accounts (Actuals Ledger)

	Debit
	63/64xxx
	Varies
	NB capital offset
	25,000

	Credit	Comment by Thompson, Jennifer: Should this section be broken out since it will always be in the Actuals ledger?
	2216
	Varies
	SBECP Payable - NC
	25,000



	At fiscal year-end, current portion of the receivable is reclassified from the noncurrent portion by A&E and DEQ for existing loans (Actuals Ledger)

	Balance
	Account
	Fund
	Account Name
	Amount

	Debit
	1516
	02370/02955
	SBECP Receivable - Current
	5,000

	Credit
	1916
	02370/02955
	SBECP Receivable - NC
	5,000

	At fiscal year-end, current portion of the payable is reclassified from the noncurrent portion by the agency (Actuals Ledger)

	Balance
	Account
	Fund
	Account Name
	Amount

	Debit
	2216
	Varies
	SBECP Payable - NC
	5,000

	Credit
	2217
	Varies
	SBECP Payable Current
	5,000



	Annually (or semiannually), A&E and DEQ invoices agencies or component units for repayments using an IUJ (Actuals Ledger)	Comment by Thompson, Jennifer: This is the accounting side, not taking into consideration budget. We can add a budgeted and NB account to offset if necessary, highlighted in green below.

	Balance
	Account
	Fund
	Account Name
	Amount

	Recorded by A&E or DEQ

	Debit
	1104
	02370/02955
	Cash
	7,000

	Credit
	1516
	02370/02955
	SBECP Receivable-Current
	5,000

	Credit
	585007
	02370/02955
	585007 Interest Revenue-SBECP
	2,000

	Recorded by Agency or CU, to repay the loan using a budgeted account and reduce the liability with a NB Loan offset account.

	Debit
	62867D
	Varies
	SBECP – Loan Repayment
	5,000

	
	
	
	

	Debit	Comment by Thompson, Jennifer: This will be a new account (not set up yet)
	62806A
	Varies
	Interest Expense – SBECP
	2,000

	Credit
	1104
	Varies
	Cash
	7,000

	Debit
	2217
	Varies
	SBECP Payable- Current
	5,000

	Credit
	62804D
	Varies
	NB-SBECP Loan Offset
	5,000



B. Accounting Treatment–Transfer Recognition
For agreements with primary government agencies financed through GO Bonds, payments made from the participating agencies to DEQ should be recorded as transfers. These entries will need to be created as one IU journal between the two agencies, as transfer transactions must net to zero (or balance) within the same journal to be processed in SABHRS. The appropriate accounts are as follows (always in the Actuals Ledger):
	DEQ's debt service fund (04035).

	Debit
	1104
	Cash in Bank

	Credit
	582010
	Transfer In–SBECP

	Participating Agency.

	Debit
	68108
	Transfer Out–SBECP

	Credit
	1104
	Cash in Bank


C. Accounting Treatment–Payable/Receivable Recognition for Primary Government Agencies and the Montana University System (MUS)
For agreements financed through state special revenue appropriation, the establishment of a long-term receivable and payable is required. DEQ’s entries are all to be recorded in the Actuals Ledger.
	Project start-up costs spent out of DEQ’s 01100 fund authority.

	Fund 01100

	Debit
	62xxx
	Operating expense

	Credit
	1104
	Cash in Bank

	DEQ’s transfer to the 02xxx fund.

	Fund 01100

	Debit
	628B3
	NB Operating Expense–SBECP

	Credit
	62141
	NB Capitalizable Svcs–SBECP

	Fund 02xxx

	Debit
	1916
	LT Receivable–SBECP

	Credit
	583720
	SBECP Loan Receivable


 
	Project spending is made by A&E from DEQ’s 05xxx funds. Cash is then transferred from DEQ’s 02xxx funds.

	Project expenditures

	DEQ’s 05xxx fund

	Debit
	64xxx
	Equipment/Capital Outlay

	Credit
	1104
	Cash in Bank

	Transfer

	DEQ’s 02xxx fund

	Debit
	681xx
	Transfer Out

	Credit
	1104
	Cash in Bank

	DEQ’s 05xxx fund

	Debit
	1104
	Cash in Bank

	Credit
	582xxx
	Transfer In

	To record the long-term receivable for the amount that A&E has spent as of fiscal year-end.

	Recorded by A&E from DEQ’s 05xxx fund, in the Entitywide Ledger:

	Debit
	628B3
	NB Operating Expense–SBECP

	Credit
	64xxx
	NB Capital Offset

	Recorded by DEQ from DEQ’s 02xxx fund, in the Actuals Ledger:

	Debit
	1916
	LT Receivable–SBECP

	Credit
	583720
	SBECP Loan Receivable

	To record the payments from agencies.

	DEQ’s 02xxx fund:

	Debit
	1104
	Cash in Bank

	Credit
	1916
	LT Receivable–SBECP

	Credit
	585007
	Interest Revenue–SBECP


Participating agency entries for full accrual and MUS funds (all entries to be recorded in the Actuals Ledger).
	To record the asset and create the liability. The remaining capital asset entries are handled as all other CWIP assets, which are detailed in MOM Policy 335–Capital Assets.

	Adding CWIP to AM generates the following entry:1

	Debit
	1706
	Construction Work in Progress

	Credit
	1811
	Fixed Asset Clearing

	The following clean-up entry must be made in GL:1

	Debit
	1811
	Fixed Asset Clearing

	Credit
	2216
	LT Payable–SBECP

	1. Because MUS does not use AM, the entry to record CWIP combines these two entries and eliminates the 1811 lines.

	To record payments to DEQ.

	Debit
	69205
	Principal Payment–SBECP

	Debit
	69206
	Interest Expense–SBECP

	Credit
	1104
	Cash in Bank

	To reduce the long-term liability by the amount of principal payments made.

	Debit
	2216
	LT Payable–SBECP

	Credit
	69205A
	Principal Payments–SBECP NB

	To reclassify to current the portion due in the next fiscal year (to be reversed after fiscal year-end).

	Debit
	2216
	LT Payable–SBECP

	Credit
	2217
	LT Payable–SBECP-Current

	To record accrued interest expense at fiscal year-end (to be reversed after fiscal year-end).

	Debit
	69206
	Interest Expense–SBECP

	Credit
	2116
	Accrued Interest Payable


Participating agency entries for modified accrual funds.
	To record the asset and create the liability. The remaining capital asset entries are handled as all other CWIP assets, which are detailed in MOM Policy 335–Capital Assets.

	Adding CWIP to AM generates the following entry.
Entitywide Ledger

	Debit
	1706
	Construction Work in Progress

	Credit
	1811
	Fixed Asset Clearing

	The following clean-up entry must be made in GL.


Entitywide Ledger

	Debit
	1811
	Fixed Asset Clearing

	Credit
	2216
	LT Payable–SBECP

	To record payments to DEQ.
Actuals Ledger

	Debit
	69205
	Principal Payment–SBECP

	Debit
	69206
	Interest Expense–SBECP

	Credit
	1104
	Cash in Bank

	To reduce the long-term liability by the amount of principal payments made.
Entitywide Ledger

	Debit
	2216
	LT Payable–SBECP

	Credit
	69205A
	Principal Payments–SBECP NB

	To reclassify to current the portion due in the next fiscal year (to be reversed after fiscal year-end).
Entitywide Ledger

	Debit
	2216
	LT Payable–SBECP

	Credit
	2217
	LT Payable–SBECP-Current

	To record accrued interest expense at fiscal year-end (to be reversed after fiscal year-end).
Entitywide Ledger

	Debit
	69206
	Interest Expense–SBECP

	Credit
	2116
	Accrued Interest Payable


XI. Interfund Transfers and Revenue/Expense Transactions
The following section discusses transfers and other revenue expense transactions occurring between agencies. A related decision tree, found in Appendix A, can be used to assist agencies in determining the appropriate accounting treatment for such transactions. Section VII (Due from/due to other funds) can be reviewed for information regarding related accruals. MOM Policy 391 can be reviewed for information regarding federal indirect costs. This section provides guidance related to the following topics:
1. Intra-entity activity with or between component units (part A);
2. Transactions with custodial funds (part B);
3. Capital asset transfers (part C);
4. Operating transfers (part D);
5. Transactions reflecting a vendor relationship (part E);
6. Payments in lieu of taxes (part F);
7. Sub-grants with other business units or funds (part G);
8. Non-capitalized asset residual equity transfers (part H); and
9. Budgeted vs. Non-budgeted transfer accounts (part I).
Interfund journals, in which the General Fund’s 1104 cash account amount exceeds a reduction of more than $5 million, require DOA approval to post. Submit requests for journal approval to the SAB using an Other Accounting/SABHRS Question request on the SAB Service Catalog.
A. Intra-entity Activity With or Between Component Units
Funds often interact with one another. Financial interaction between the primary government (excludes discretely presented component units) and its discretely presented component units is known as intra-entity activity. GASB Statement No. 34 requires the intra-entity activity between a primary government and its discretely presented component units to be reported as if it relates to external transactions. All resource flows (except those that affect the balance sheet only) between primary government and a component unit, or between component units, must be recorded as revenue and expense. Sub-grant activity should be recorded by component units using the appropriate grant revenue and expense accounts, whereas the primary government should record their share of the corresponding sub-grant activity using either 581630–Grants from Component Units or 66430–Grants to Component Units. Additionally, interfund services provided and used activity between the primary government and a component unit should be recorded in the appropriate revenue and expense accounts. Intra-entity transactions not considered sub-grants or interfund services provided and used involving the primary government and a component unit are required to use the following account series:
1. Fund receiving the resources–Revenue account 5829XX; and
2. Fund providing the resources – Expense account 689XX.
1. Guidelines Regarding Intra-entity Component Unit Accounts
On each journal, the total posted to the 5829XX accounts and 689XX accounts must balance on the same journal. The following guidelines are provided to determine which account series to utilize, depending on the parties involved in the transaction.
1. Activity between funds of the same component unit (intrafund) is not considered intra-entity activity. This activity is an inter-fund activity within the same component unit, and therefore this activity should be recorded using accounts 582000-582899 or 68000-68899. However, the component unit is required to eliminate this activity for consolidated reporting purposes. Other than intrafund activity, a fund of a component unit should never record transactions in accounts 582000-582899 or 68000-68899.
2. When a fund of a component unit receives resources from, or provides resources to, a fund of primary government or another component unit, the component unit records the activity using 5829XX and 689XX accounts.
3. When a fund of the primary government receives resources from or provides resources to a component unit, the primary government fund records the activity using the 5829XX and 689XX accounts.
B. Transactions With Custodial Funds
Transactions with primary government custodial funds (07XXX funds) are always accounted for using the revenue and expenditure accounts that would be used had the transaction involved an external party. Transactions with any component unit funds, including custodial funds, are accounted for using the component unit guidance provided (see part A, above).
C. Capital Asset Transfers
Capital assets moved from one fund to another fund within the primary government, excluding custodial funds, are recorded as capital contributions, as discussed in MOM Policy 335 – Capital Assets.
D. Operating Transfers
Routine and recurring transfers within the primary government (that do not involve custodial funds and do not meet any of the criteria detailed in parts E-H, below) are reported as operating transfers. Additionally, all transactions between two funds of the same fund type (i.e., both funds are state special revenue; both funds are federal special revenue) are always reported as operating transfers. Operating transfers are reported using accounts in the range 582000-582899 for transfers-in and in the range 68000-68899 for transfers-out. The 582XXX and 68XXX must balance within each journal. The following are examples of operating transfers:
1. Transfer of property taxes collected by the General Fund to a special revenue fund where it is disbursed.
2. Transfer of funds from a special revenue fund to a debt service fund to support principal and interest payments.
3. Transfer of funds from an enterprise fund to the General Fund to finance general governmental expenditures.
4. Transfer of funds from the General Fund to an enterprise fund as part of an operating subsidy.
5. Transfers to shift resources from the individual fund legally required to receive the revenue to the fund authorized to expend the revenue.
6. Routine service charges between funds not billed at the same rate billed to other state agencies.
7. All transactions between individual funds of the same fund type (refer to Section IV. Interfund activity overview for the fund types) should be treated as operating transfers.
The following is an example of an operating transfer transaction.
	To receive a transfer of cash from another fund.
Receiving Fund

	Debit
	1104
	Cash in Bank
	20,000

	Credit
	582856
	Misc. Transfers
	20,000


 
	To distribute cash to another fund.
Disbursing Fund

	Debit
	68101
	Transfers of Appropriated Fund
	20,000

	Credit
	1104
	Cash in Bank
	20,000


E. Transactions Reflecting a Vendor Relationship
Interfund services provided and used (previously referred to as quasi-external transactions) are activities between two different fund types (excluding custodial funds within a governmental reporting unit) that require the recognition of revenue and expenditure/expense, just as if the transaction involved external organizations. The funds perform similarly to unrelated parties in an exchange of goods and services giving these activities the appearance of a normal buyer-seller (vendor) type relationship. Such transactions involving two funds of the same fund type (both are state special revenue; both are federal special revenue) are accounted for as operating transfers (see part D, above).
The recognition of revenue and expenditure/expense for these activities provides for the proper determination of proprietary fund operating results, as well as accurately reflecting the revenues and expenditures of governmental funds. Some of the most common characteristics indicative of a vendor relationship are when the agency:
1. Provides the goods and/or services within its normal course of business.
2. Provides similar goods and/or services to many different purchasers.
3. Operates in a competitive environment.
Examples of interfund services provided and used are listed below, followed by a separate discussion of each.
1. Internal service fund billing to departments (such as communication services).
2. Routine employer pension contributions to a pension trust fund.
3. Service charges for inspection, engineering, or similar interdepartmental services.
4. Payments in lieu of taxes from an enterprise fund to the General Fund.
1. Internal Service Funds
Internal service funds (065XX funds) account for the financing of goods or services provided by one fund to other funds of the governmental unit, or to other governmental units on a cost reimbursement basis, regardless of the funds involved. Examples of such funds are the Information Technology Services Division, the Motor Pool, and the Warrant Writer Unit. If federal money is involved in the fund being charged for internal services, the federal agency may review the propriety of any surpluses in the internal service fund’s net position balance. If a surplus suggests overcharging from internal service funds, the federal agency may question these costs and/or disallow some expenditures paid with federal grants. Section VII (Due from/due to other funds), parts A and B, can be reviewed for the proper accounting treatment between agencies.
The following entries reflect examples of interfund services provided and used activities. Assume that the General Fund makes its monthly payment for computer services. Payments between two agencies must be recorded as IU journals in the Actuals ledger.
	To record monthly payments for computer services.
General Fund

	Debit
	62172
	Batch CPU Seconds/DOA
	5,000

	Credit
	1104
	Cash in Bank
	5,000

	To record revenue received for monthly computer services.
Internal service fund

	Debit
	1104
	Cash in Bank
	5,000

	Credit
	525034
	ITSD Sharp Content Services
	5,000


2. Routine Service Charges
Charges for inspections, utilities and similar services provided by one fund type to another fund type should be recorded as revenues and expenditures or expenses, if the charges are billed at the same predetermined rates billed to non-governmental customers. Charges not billed at the same rates should be recorded as operating transfers (rather than routine service charges) because the transaction is not considered an exchange/exchange-like transaction. The following entries reflect examples of recurring service charges.
	To record payment for background checks.

	Debit
	62102
	Consult & Prof Services
	2,000

	Credit
	1104
	Cash in Bank
	2,000


 
	To record receipt of background check fees.

	Debit
	1104
	Cash in Bank
	2,000

	Credit
	520402
	State Record Checks
	2,000


F. Payments In Lieu of Taxes
Payments in lieu of taxes (PILT) are payments received to compensate the government for the cost of services provided to an entity that is not otherwise subject to taxation. Such payments most frequently occur between the General Fund and an enterprise fund. PILT transactions are reported as operating transfers unless the payments and services received are equivalent in value based on the exchange of specific services or goods. For PILT transactions where the payments and services are equivalent in value, the disbursing fund may treat the payment as an expenditure (expense) and the receiving fund may record revenue; such scenarios are uncommon.
G. Sub-grants With Other Business Units or Funds
This section relates only to activities between agencies of the primary government (activities involving component units are covered in the component unit section, previously). When the secondary recipient of a pass-through grant is another business unit or fund of the primary government (excluding custodial funds), the transaction is reported as an operating transfer. The revenue and expenditure/expense associated with the grant should only be recorded once on the State’s books. Therefore, grant revenue is only recorded by the primary recipient when the money is originally received into the State Treasury, while grant expenditure/expense is only recorded when the money is spent for the grant. The secondary recipient must retain the same funding source as used by the primary recipient when the money was originally received.
The following example represents the accounting entries of a pass-through grant between DEQ and the Department of Military Affairs (DMA). Payments between agencies must be recorded as an IU journal in the Actuals ledger.
	For DEQ to record the receipt of cash from the federal government.
Federal special revenue fund

	Debit
	1104
	Cash in Bank
	15,000

	Credit
	59XXXX
	Federal Grant Revenue
	15,000


 
	For DEQ to record the award of a pass-through grant to DMA.
Federal special revenue fund

	Debit
	68XXX
	Operating Transfer-Out
	15,000

	Credit
	1104
	Cash in Bank
	15,000


 
	For DMA to record receipt of a pass-through grant from DEQ.
Federal special revenue fund

	Debit
	1104
	Cash in Bank
	15,000

	Credit
	582XXX
	Operating Transfer-In
	15,000


 
	For DMA to record expenditures based on grant awards.
Federal special revenue fund

	Debit
	66XXX
	Grant Expenditures
	15,000

	Credit
	1104
	Cash in Bank
	15,000


On each journal, the total posted to the 68XXX accounts and 582XXX accounts must balance on the same journal.
H. Non-capitalized Asset Residual Equity Transfers
All non-recurring or non-routine transfers of equity between funds that do not involve capitalized assets use revenue account 582886–NonFA Residual Equity Rev–NB and expenditure account 68152–NonFA Residual Equity Exp–NB. These accounts require SAB approval when used, except for University transactions. These transactions include transfers that are inconsistent with the activities of the fund making the transfer (a transfer from a capital projects fund to the General Fund, for example). Also included are one-time transfers of cash from an existing fund to a new fund and closures of funds where the closing fund’s equity balance is moved to another fund.
The following example represents a transfer of cash from a governmental fund to a proprietary fund. Accounts 582886 and 68152 must balance, and the transaction must be recorded as an IU journal in the Actuals ledger if it is between funds.
	To make a non-routine transfer of cash.
Governmental fund

	Debit
	68152
	NonFA Residual Equity Exp–NB
	11,000

	Credit
	1104
	Cash in Bank
	11,000


 
	To receive a non-routine transfer of cash.
Proprietary fund

	Debit
	1104
	Cash in Bank
	11,000

	Credit
	582886
 
	NonFA Residual Equity Rev–NB
	11,000


I. Budgeted Versus Non-budgeted Transfer Accounts
Transfer accounts, whether budget or non-budgeted, are intended to be used for transactions between agencies that do not involve a disbursement of funds from the State Treasury. The use of transfer accounts avoids duplication of transactions for financial reporting purposes. Inter-agency transfers between governmental funds, which have been appropriated in HB 2 or through another statute, should use budgeted revenue and expenditure transfer accounts. Proprietary funds, agency funds, debt service funds, and non-budgeted state special revenue funds from non-state and non-federal sources (08XXX funds) may either be paid through an appropriation or, if under the terms of a grant or agreement, as non-budgeted. Non-budgeted transfer accounts are to be utilized for required statutory transactions when no separate appropriation has been established for the transfer. The responsible business unit of a fund should be jointly involved in the non-budgeted transfers for effective internal control. For questions about non-budgeted transfer accounts, contact the Office of Budget and Program Planning (OBPP). For general transfer information, refer to Appendix A.
XII. Attachments
Appendix A Transfer Account Decision Tree

