ACCOUNTING METHODOLOGY FOR CONSOLIDATING UNIT FINANCES
AT WING HEADQUARTERS
Revision C
INTRODUCTION

Consolidation of unit finances at wing headquarters offers both advantages and disadvantages at all levels of the organization. Whether or not to make such a consolidation is a question that must be answered by any interested wing based upon its own individual circumstances and goals. For those wings that decide to make this consolidation this paper describes the methods used in the first wing to do so.
In September 2005 Virginia Wing began its consolidation of unit finances at wing headquarters. Prior to beginning this process Virginia Wing spent the preceding six months briefing region and national personnel about its plans and obtaining their concurrence. Virginia Wing also spent several months planning implementation procedures and preparing its supplement to CAPR 173-2. By December 2005 the process was mostly accomplished and running fairly smoothly. Adjustments to the initial plans have evolved as experience was gained and problems resolved and undoubtedly will continue to do so.
In June 2006 a major change in methodology was implemented. The initial method was selected because it was thought to be simpler. It proved much more complex in actual practice, and the alternative method was implemented.

The accounting methodologies described here are certainly not the only way that this consolidation can be accomplished. They do have the advantage of being tested in the real world and working, albeit with refinements and changes over the ensuing months. You should consider the lessons learned in Virginia in defining your own methodology for consolidation.

BANKING STRUCTURE

Wing should establish a new bank account to hold unit funds. The account may be at the same bank where wing maintains other accounts and has an established relationship. An interest-bearing account may be advantageous because the turnover of funds in the new account may be lower than you expect and the total amount in the new account may be higher than you expect. You would have to allocate the interest earned to the appropriate units if you use an interest bearing account.
Establishment of a separate bank account for unit funds lends credibility to wing’s position that it is not “taking the unit’s money” but rather taking over the administration and accounting of the unit’s money. Virginia Wing assures its units that their money will be expended only as they direct. Wing merely acts as the unit’s bank and accountant and reporter.
IDENTIFYING THE FUNDS

Wing must keep accurate track of which unit “owns” the funds and how the funds are expended. Wing must know how and from whom new funds are received so that accurate classification of the income can be accomplished. This tracking is accomplished in two ways.

QuickBooks Pro 2005 provides a “class” function which is commonly used for tail-number accounting. Each income and expenditure item for an aircraft is “classed” by the aircraft’s registration number. This same class function is used to track unit funds. Every expenditure item on behalf of a unit using the unit’s own funds is tagged with a class entry that identifies the unit. Virginia Wing uses class entries for units of the form “VA035” where the numbers correspond to the unit’s three-digit charter number. Every unit income item is similarly tagged. This “classing” process enables accurate tracking of unit funds, but it also creates one opportunity for confusion. Whenever a unit expends funds for an aircraft expense, the question arises whether to class the expenditure by aircraft or by unit. Virginia Wing elects to class the transaction by the unit identifier because it is more important (to the units, at least) to identify whose money is being expended. Virginia Wing notes the aircraft identifier in the “comment” area of the bill being paid in such cases.  In Virginia Wing such transactions are actually quite rare because wing headquarters pays all aircraft maintenance expenses and collects all member payments for proficiency flying. A wing where such transactions have been handled at the unit level should consider moving them to the wing level as part of its consolidation.
This “class” function does not work with balance sheet accounts, only with income and expense accounts. This limitation is the reason why each unit gets its own cash subaccount under the overall unit master cash account mentioned above. Keeping accurate track of all unit income and expense transactions using the class function is the key to accounting for unit funds at the wing level and maintaining the integrity of each unit’s funds. The unit funds are actually commingled in the bank account, but they are scrupulously segregated in the accounting system.
CHART OF ACCOUNTS

A new cash account must be established within the chart of accounts corresponding to the new bank account. Title it “Unit Funds.” Under that account create a subaccount for each unit titled by the unit name or charter number or both. Create two additional subaccounts along with the unit subaccounts, one for wing headquarters itself and one for “Unidentified Deposits.” The role of these two accounts will become clear. It is not necessary to create any new liability, equity, income or expense accounts.
THE INITIAL APPROACH
BILL PAYING

Virginia Wing began by paying all unit bills from the main wing checking account. We initially believed that method to be simpler for paying all bills, including unit bills. This procedure does not mean that Virginia Wing was paying unit bills with wing funds however. At the end of each month Virginia Wing calculated how much money had been expended on behalf of each unit and made a journal entry moving funds from the unit cash subaccount to the wing cash subaccount in the unit cash master account. This is why you created that subaccount for wing along with those for units. Depending on the wing’s financial situation, you can actually move cash from the wing subaccount in the unit cash master bank account to a wing cash account as often or as seldom as you need by either issuing a check or making a transfer.
When a unit bill is booked as an account payable no special consideration is required for the accounting. The appropriate account is debited from the standard chart of accounts just as for a wing bill. However the class function must be used on every debit (and credit if any are involved) to identify the unit which owes the bill. This step is both unique and absolutely key to the success of the entire consolidation process.
RECEIVING INCOME

Virginia Wing gives its units a choice for handling receipt of income. A unit that receives funds, whether by cash or check, may send the funds to wing headquarters for deposit. Virginia Wing requires a specially developed form to accompany the funds (see VAWGF 34, attachment 1). This form prompts the unit to describe the source and purpose of the funds so that wing can do the appropriate accounting. The unit can specify names and account numbers from the standard chart of accounts or just describe the transaction in plain language so that wing personnel can identify the correct account numbers. Virginia Wing provides deposit slips for units that wish to make their own deposits in local branches of the proper bank. The deposit slip and form described above are then sent to wing headquarters where the accounting entries are actually accomplished. Local deposits are particularly useful for units that frequently receive funds.
Local deposits create an opportunity for a particular problem that arises occasionally. The unit is always eager to deposit its money, but sometimes sending the deposit receipt and identifying form to wing headquarters gets overlooked or slips through the proverbial crack. Wing has no way of knowing that the deposit was made or of doing the related accounting when the deposit report is not forwarded. Wing then discovers the unreported deposit when the bank statement is reconciled at the end of the month. Now wing knows that a deposit was made but not by which unit. The deposit is then entered into the accounting system for the date and amount shown on the bank statement, and the “Unidentified Deposits” subaccount is credited with the funds. Virginia Wing sends a monthly listing of unidentified deposits to unit commanders. Their response to claim their money by sending in the deposit slip and identifying form is usually very prompt. The need for this process is diminishing rapidly each month in Virginia Wing, but it will probably never go away completely. When an unidentified deposit is finally identified, a journal entry or change to the original deposit entry in the accounting records is required to credit the unit with its money and to classify properly the income.
When multiple separate deposits from several different units are received at wing headquarters at the same time, there will be a temptation to combine these separate deposits into one deposit entry in the accounting system. Even if the deposits are correctly classed to the appropriate units, the bank statement reconciliation process will become complicated by this combination. A separate deposit entry should be made for each deposit received from units so that the deposit entry will match up with the bank statement entry. If multiple deposit items are received from separate units and wing is making the actual bank deposit, then all the items can be combined into a single deposit.
The class function is used in every income transaction to identify which unit’s funds are involved just as it was in every expense transaction. Use of the class function on every transaction is absolutely necessary and key to the success of the consolidation process. There can be no exceptions when unit funds are involved.
END OF MONTH ADJUSTMENTS

Virginia Wing chose to make certain necessary adjustments monthly. Other periods could be used, but the adjustments needed to be made on some regular schedule. The adjustments are necessitated if unit expenses are paid by wing with its funds rather than directly from the unit funds bank account and because deposits of funds received cannot be allocated directly to individual units. The purpose is to allocate any funds expended or received during the period to the proper unit.
Run an “income and expense by class” report for the period with only the unit class identifiers selected. Two journal entries are created from this report (although both could certainly be combined into one larger journal entry). First allocate the period income to each unit by debiting each unit’s cash subaccount with the amount of income received and crediting the unit cash master account with the total income received by all units together. Any unidentified deposits in the unit cash master account should be allocated to the unidentified deposit subaccount that was created as a reminder that these funds are still unidentified.
Second allocate the period expense to each unit by debiting the wing headquarters subaccount with the total expenses paid during the period on behalf of all units and crediting each unit’s cash subaccount with the expenses incurred on behalf of the unit. After both adjustments are entered each unit’s closing balance in its cash subaccount is its usable funds left on hand. The closing balance in the wing headquarters cash subaccount is wing’s reimbursement from the units for bills that it has paid on their behalf. Wing can issue itself an actual check from the unit funds bank account or make a transfer between accounts to recover its funds, or wing can just leave its own funds in the unit funds bank account since they are clearly labeled now as wing’s funds.
These journal entries can become very complicated, and subtle errors and omissions can easily creep into them. For this reason Virginia Wing decided in the late spring of 2006 to abandon this accounting method and recommends very strongly that this method not be used.

THE FINAL APPROACH

Virginia Wing has learned some lessons the hard way and now recommends the following methodology to any wing consolidating unit finances. The foregoing discussion of setting up new accounts in the chart of accounts is unchanged. The foregoing discussion of classing all income and expenses to the involved unit is unchanged and continues to be absolutely necessary and the key to the success of the consolidation process.
Virginia Wing now pays unit bills from the unit bank account. We have to be careful to put the right checks in the printer when we pay bills depending upon which bank account, wing’s or units’, we are paying from. When unit bills are received, they are entered into Quickbooks Pro just as described above. The difference arises when bills are paid and checks printed. When paying unit bills, bring up the outstanding bills on the screen. Select for payment bills from only one unit. Select that unit’s subaccount for paying those bills. Then close the screen. If you have bills for another unit, re-open the same screen. Select for payment bills from only that unit. Select that unit’s subaccount for paying those bills. Then close the screen again. Repeat this process for each unit’s bills that you want to pay. The point is that you can only select one account to pay all the bills selected for payment on that screen. So you can only pay one unit’s bills at a time. Once you have all the unit bills set up for payment, you load checks for the unit bank account into your printer, select the checking lead account and print all those checks at once.
When receiving and depositing money for units, the deposits must be segregated into individual unit deposits so that the deposit can be made into the unit’s subaccount in Quickbooks Pro. You cannot mix different units together into one deposit because you can designate only one subaccount to receive the deposit.

Paying unit bills and depositing unit funds involves more work with this method than with the original method. Your reward for doing that additional work throughout the month comes at the end of the month when you do not have to do those complicated journal entries. Your month-end work load is to reconcile the unit bank account just like any other bank account, which is less work than those journal entries. The only negative risk factor with this approach is that sooner or later you will print checks with the wrong checks in the printer.

CONTINUING UNIT RESPONSIBILITIES

Each unit must submit a final year-end financial report for the year in which it transferred all of its funds to wing headquarters and closed all its bank accounts. The final entry in the report must be a “9436000 – Expenditures with Regions & Wings” transferring the entire balance of funds to wing headquarters. The closing balance must be zero. The report should be annotated that the bank account(s) was closed. A copy of the final bank statement showing a zero balance should be attached. Once these actions have been accomplished, the unit will never have to file another unit financial report.

Each unit should maintain a finance officer and finance committee even after its funds have been consolidated into wing headquarters. Either the unit commander or finance officer or other designated person must initiate all requests for bill payments to wing headquarters. Virginia Wing requires a form be filled in and submitted identifying the payee, the amount to be paid, a description of what the bill is for or identification of the expense account to be debited, and with a copy of the bill attached (see VAWGF 35, attachment 2). Paper, fax or e-mail submissions of the required information are accepted.
If the bill payment exceeds the threshold for finance committee approval specified in CAPR 173-1, then Virginia Wing requires endorsement on the paperwork by a majority of the unit finance committee. This process keeps the unit involved with how its funds are expended and eliminates any complaint about “wing is spending our money without our knowledge.” 
When a unit requests a bill payment that would exceed its available funds, Virginia Wing refuses to pay the bill except in very extraordinary circumstances. The unit is of course notified as soon as the problem is detected. In the case of regularly recurring payments such as monthly hangar rental the unit is notified as soon as their balance falls so low that the next payment cannot be made even if the payment is not yet due. The unit can then decide how to proceed including options such as holding a fundraising event, soliciting a donation, or giving up the hangar. Periodic reporting of account activity to each unit helps prevent such surprises from occurring.
PERIODIC REPORTING

Virginia Wing wants to make monthly reports to each of its units that look similar to a normal bank statement, that is, opening balance, deposits (income), withdrawals (expenses), and closing balance. These items of information are all available within the accounting system, but combining the appropriate items into the requisite format as a standard memorized report could not be accomplished with the initial approach. Such a report is simple with the final approach. You print general ledger account reports for each unit subaccount, and that report shows the opening balance for the period, all transactions within the period, and the closing balance for the period.
PRACTICAL CONSIDERATIONS

You might be concerned about the increased workload that results from consolidating unit finances into wing finances. I have no idea how typical of a CAP wing Virginia Wing is. We have thirty-one groups and squadrons and about sixteen hundred members. There was a rush of transfers of funds from the units in September and October and all the complications of setting up accounts. Once the dust settled we now find that the recurring workload from unit transactions is very manageable. We are paying fifteen to twenty unit bills every month and receiving about fifteen deposits each month. With each wing now having a Wing Administrator at least part time to help handle the day to day entry work, we find the increase in workload to be nominal. Your experience will differ according to the number of units and unit transactions involved. Not having to do the annual CAPF 173-2c, Wing Consolidation of Financial Records for Units below Wing Level, will be my reward.
SUMMARY

The following are the key points for consolidating unit finances at wing headquarters successfully.
· The program is mandatory, not voluntary. All units and all of their funds must be included in the consolidation.
· Absolutely every income and expense transaction involving a unit’s funds must be identified to the relevant unit using the class function.

· A new bank account to contain the unit funds lends great credibility to wing’s assurance that it is not “stealing” the units’ funds.

· Paying unit expenses directly from the unit funds bank account simplifies the process and eliminates most of the need for journal entries.
· Handling all aircraft income and expenses at the wing level eliminates the conflicting needs to classify such transactions with both a “tail number” class and a unit class.
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