INFORMATION PAPER

CFO ISSUES-FY 2003 AUDIT

Issue #8: Proper recording of Accounts Payable / Accruals 

References:  

1.  CERM-F Memorandum, USACE Accruals Policy,  9 Sep 2002. 
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2.  CERM-F Memorandum, Accrual Accounting Guidance for USACE Activities, 

revised April 24, 2002. 
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3.  Engineering Regulation 37-2-10, Financial Administration - Accounting and

 Reporting Civil Works Activities.

            http://www.usace.army.mil/inet/usace-docs/eng-regs/er37-2-10/toc.htm
Description:  Accrual basis of accounting mandated by GAO requires recognition of revenues and expenses in the financial records when earned even though the financial process may not have been completed (i.e. receiving report completed, invoice received.)  That is, expenditures are recognized when goods and services are received or furnished without regard to whether an invoice has been rendered or a disbursement has been made.  The concept recognizes all transactions in the accounting records as the transactions or events take place or become effective.  Liabilities are recorded when the goods or services are received (including labor costs), assets when acquired or constructed, income when earned, expenses when incurred or when resources are consumed through use.     


AAA had discussed accruals as an area of focus on the FY 01 review with emphasis on those made on the expenditure side.  AAA determined that an extremely large percentage of accrued accounts payable were not disbursed in a timely period following the end of the FY.  This makes the amounts we accrued in September highly suspicious and AAA made USACE adjust its FY 01 CW statements by $161M.  Poor accrual procedures could also impact the eliminating entries we perform each quarter with our trading partners.  This waiver directs all of our DOD trading partners to change their account receivables to match our account payables on the premise our figures have the better support.  If our account payables are not found to be supported OSD could revoke our waiver.  
Accruals shall only be recorded into CEFMS if the event in question

has actually occurred and reasonable documentation exists to support the amounts recorded .  Reasonable documentation is generally considered documentation that would allow another reasonably knowledgeable individual to come to the same logical conclusion and is defined more specifically in the Accrual Accounting Guidance for USACE Activities (attached).  In addition we are providing the following additional details, which are effective immediately:

· Timing.  Accruals will be recorded consistently in accordance with HQUSACE Accruals Policy on at least a quarterly basis.  All valid accruals should be recorded at year-end regardless of dollar value.

· Reversals.  Accruals should be reversed when a receiving report or invoice can be

recorded or the accrual is determined to be invalid.  Accruals should not be reversed until the goods or services have been received and the receiving report is ready to be recorded or the accrual is determined to be invalid.  Any accrual over ninety days old requires justification from the originator as to why it remains open.  Normally accruals will be reversed and actual cost recorded in the month following the initial recording of the accrual.  Only under extra-ordinary situations should an accrual exceed 90 days. 

Requirements for Compliance:

Standard: Execute (at least monthly) the (outaccrl) reports.  Ensure all accruals on report are supported and valid in compliance with HQUSACE Accrual Policy.

a.  All liabilities are recorded when earned, i.e. in the proper accounting period.  Receiving reports are prepared within 5 workdays after receipt and acceptance of goods or services.  Accounts payable account includes only valid accounts payable and proper documentation exist to support the liability and date of the liability.

b.  Record accruals, IAW USACE guidance referenced above and proper supporting documents for accrual estimates must be maintained.  Accrued expenditures should reflect liabilities incurred for (1) services performed; (2) goods received; (3) amounts becoming owed; Expenditures accrue regardless of when cash payments are made or invoices have been rendered.  

Note:  The Outstanding Accruals report is to be used to evaluate the activity of open accruals on your database.  All accruals which reflect no disbursement activity since the 30 September accrual was processed and any current year accruals over 90 days old should be reviewed and reversed as appropriate.  A description of the report follows:

a.  The Outstanding Accruals Report contains two sections.  The first section reflects outstanding accruals based upon the parameters entered by the user.  The second section of the report is a Command Management Review tool, which reflects the activity of accruals, which were outstanding as of the end of the prior fiscal year.  

b.  The user may request a full report, which will contain both sections or may request each section separately.  Dependent upon the option selected the user may ask for the data in several different formats.  The employee option will allow the user to select the employee who approved the accrual or the employee who is responsible for the work item.  The report can be generated for one or all appropriations and appropriation totals will be reflected at the end of the first section of the report.

   Field Action: Comply with standard as written.

Self-Assessment Rating Criteria:


Green (Compliant): The outaccrl report has been reviewed, all accruals over 90 days are supported and valid, and any invalid accruals have been reversed.  Review ageapay report and determine validity of all A/P over 90 days.  Assure compliance with Tri-Annual review requirements.

In addition, the local Internal Review Office must validate the green rating.   

Other POCs: HQUSACE, Susan LeBleu (202) 761-0065, Don Daniels (256) 864-1851.
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       Mike Walsh
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