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ACCRUAL ACCOUNTI NG

Pur pose and Applicability
Pol i cy

Cener al

Definitive Statenments

PURPCSE AND APPLI CABI LI TY

An effective accrual accounting systeminvolves nore than
the accrual of costs and expenditures and the production
of periodic statenents of financial condition. Properly
structured, the accounts should produce current
informati on consistent with budget and PPBS
classifications. |If these classifications are not

consi stent with an agency’s organi zati onal structure, the
periodic or cumul ative costs and expenditures
systematically accrued in accounts by organizationa
conponents can be distributed by statistical techniques or
ot her acceptable nmethods to the classifications as needed
for anal ysis and budget purposes.

This chapter provides a general definition and guidance in
the application of accrual accounting within the
Departnment. Further guidance is provided in subsequent
chapters of this manual devoted to specific areas of
accounting. Accrual operating procedures appear in
Chapt er 3-60.

To prescribe a standard application of accrual accounting
to fit the varied needs of all organizations within the
Departnent is not feasible. Applicable systens nust be
designed to fit the circunstances and requirenents of each
organi zation or a conponent thereof. Since a major

obj ective of accrual accounting is to provide nmanagenent
officials with essential and reliable information for use
in achieving efficient and econom cal operations,
managenent’'s advi ce and cooperation nmust be obtained in
establ i shing the accounting structure and i nternal
reporting system

The policies and procedures defined and expl ai ned herein
will apply to all agencies within the Departnent and to
all affiliated Governnent organizations supported by the
Departnment. Agencies and other HHS affiliated

organi zations will inplenment the instructions contained
herein which are applicable to their operations. Any
significant deviations fromthe policies or accrua
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accounting procedures prescribed in this manual will be
cleared in advance with the Deputy Assistant Secretary,
Fi nance.

POLI CY

In the area of grants and contracts with non-profit
institutions, it is considered that the Governnent is in
partnership with the grantee or contractor. No changes
will be required in a grantee’s or contractor’s system of
accounting as a result of the collection of data required
by this instruction if the system otherw se neets the
requi rements of the grant/contract and of the awarding
Agency. However, grantees and contractors may be
requested to provide periodic information which does not
normal |y appear in their regular reporting.

Fi nanci al data relative to obligations and di sbursenents

whi ch are currently being recorded will continue to be so
handl| ed.

Accruals will be recorded at the Common Accounting Nunber
(CAN) | evel.

Data collection techniques will, where possible, serve

managenment needs as well as financial requirenents
responsi ve to Departnent and Central Financial Agencies’
reporting needs.

Reliability of data will be comensurate with the
expendi ture of resources necessary to secure that
reliability. The convention of materiality will be

applied so as to exclude the need for refinement on small
items unl ess otherw se required by this manual .
Materiality, however, will not be limted to relative
measures but will also be neasured in absol ute anounts.
Prudent busi ness judgment relative to possible
msinterpretation will serve as a guide.

Direct nonthly reporting by grantees and contractors for
accrual purposes will be obtained only when statistica
techni ques such as correl ation, regression procedures and
sanpling are inappropriate or will not provide valid and
reliabl e data under the standards of paragraph E above.
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Techni ques for obtaining accrual data based on program
logic will be revalidated periodically by statistica
procedures. Arbitrary prorations will not be enployed for
nmore than a cal endar quarter w thout being adjusted to
actual figures where avail able.

GENERAL

Accrual accounting will be on a nonthly basis. Good
managenent depends on current factual information
concerning financial operations for purposes of planning
and control. Accrual accounting neets this requirenment by
reflecting in the records and reports events as they occur
froma Tine or Period standpoint.

Accrual accounting produces Accrued Costs and Accrued
Expenditures related to goods and services used w t hout
regard to WHEN ordered, delivered, or paid.

Accrual accounting provides current financial control over
expendi tures, revenues, assets and liabilities, and
produces informati on about resources available for use in
|ater fiscal years.

A properly designed accrual accounting systemthus
provides information with respect to the status of:

S OBLI GATIONS, i.e., value of goods and services
ordered

S ACCRUED EXPENDI TURES, i.e., value of goods and
services received actually or constructively. (1-10-
30F)

S DI SBURSEMENTS, i.e., paynents for goods and services

S COSTS, i.e., goods and other resources used

(consuned)

Accrual accounting does not require a change in the method
of appropriating funds because accrued costs are
reconciled with obligations incurred, with accrued

expendi tures, and with di sbursenents.

It is not a question of obligation accounting versus
accrual accounting; information produced by both net hods
is necessary - but for different purposes.
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bl i gation accounting produces information necessary for:

1. Controlling the dollar anmounts of goods and services
ordered agai nst appropriations, apportionnents, and
al l ot ments.

2. Reporting to Congress in the budget subm ssion the
dol I ar anounts of goods and services ordered, or to
be ordered according to “object classes” such as
personal services, travel, supplies and materials,
etc.

3. As a by-product, show ng dollar amunts disbursed for
goods and services regardl ess of when ordered,
del i vered, or used.

Accrual accounting, properly integrated with obligation
and appropriation accounting, provides:

1. All the information produced by obligation accounting
pl us,
2. Accrued costs and expenditures for managenent’s use

in planning, controlling and appraising the
efficiency of operations.

3. Fi nanci al control over assets and liabilities.

4. Information for determ ning accrued costs as a basis
for fee establishnment or for rei nbursenent for
servi ces.

5. Accrued cost information for nore valid conparisons

of actual and planned financial performance.

6. All the information necessary for cost budgets,
i ncl udi ng goods and services received and resources
avai l able for future use.

An accrual accounting system properly integrated with
accounts for appropriations and obligations provides
information for a conplete picture of the financial
results of operations.

DEFI NI TI VE STATEMENTS

Gener al

The concept of “accrued expenditures” should be clearly
differentiated fromthat of “cost” or “applied cost.”
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These latter two terns, in place of referring to the tine
of receipt of service or material, refer to the tine of
use or consunption of the service or material. Thus, an
accrued expenditure for the acquisition of an inventory
item beconmes an applied cost at a later date, when the
itemis withdrawn for use. In the case of materials and
servi ces provided through working funds, the applied costs
beconme accrued expenditures of the appropriation for which
the work is performed as well as the working fund and at
the same tinme accrued revenues of the working fund. Cost
(applied cost) records will continue to be maintained
where essential for performance evaluations as related to
proj ect schedule or technical reporting systenms. The
followi ng definitions are nore specific and are presented
to provide greater penetration of the subject than was
afforded in the preceding treatnent.

Accrued Expendi tures

1. Accrued expenditures are the aggregate dollar anount
of financial transactions occurring during an
accounting period which either (a) require the
concurrent or subsequent disbursenent of funds or (Db)
result in the application of funds previously
advanced to others. Such transactions consist of (a)
goods and services whether received actually or
constructively (1-10-30F), (b) services performed by
enpl oyees, contractors, grantees, |essors and other
payees, (c) anounts becom ng owed under prograns for
whi ch no current service or performance is required
(such as annuities, insurance clains, other benefit
paynents and a few types of grants), (d) programtype
| oans (as distinct fromcurrent advances), and (e)
liquidation of previously unfunded liabilities.
Expendi tures accrue wi thout regard to when the
paynent takes place and thus include, for any period,
all disbursenments nade in paynent of goods and
services received during the period as well as any
anmounts unpaid for such services at the end of the
peri od.

2. Expressed in accounting terns, accrued expenditures
are those transactions which result in reduction in
the Governnment’s equity in net fund assets (other
than refunds of receipts). The credit side of such
entries will always be to fund-type assets such as
cash or advances or to funded liabilities such as
accounts payable or accrued liabilities, the latter
being liabilities not yet due and payable. Wile
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accrued expenditures are frequently sinultaneously
accrued costs or accrued expenses, they are not

al ways such and, contrari-w se, accrued costs and
expenses are not always accrued expenditures. See
subparagraph D below for the definition of accrued
costs and expenses.

3. In those cases where Congress has permtted
liabilities to be accrued w thout being charged to
t he bal ance of an appropriation, a fund, or a
contract authorization, the liability is considered
“unfunded” and no accrued expenditure is recorded or
reported until the tinme that the liability becones
funded, al though an accrued non-fund cost woul d be
recorded. The nbst commpn exanpl e of such an accrua
is the earning of enployee annual |eave, which,
except in the case of working capital or other
revolving funds, is not funded, i.e., chargeable to
an appropriation or other fund until taken or unti
payabl e upon term nati on of enploynent.

Accrued Revenues

Accrued revenues earned during a given period are a source
of funds and result

from (1) services perforned by the Governnent, (2) goods
and ot her tangi ble_property delivered to purchasers or
their agents, including sales of fixed assets, and (3)
anounts becom ng owed to the governnent for which no
current performance by the Governnent is required.
Exanpl es of revenues are charges for hospital services,
fines and forfeitures levied, interest accruing on |oans,
and prem unms earned on Gover nment - operated insurance
prograns. Revenue fromgifts to the United States will be
recorded on a cash basis. The term“revenue” is also used
by the Treasury Departnment to include collections of
programtype loans. In the Unbrella system such
collections are classified as receipts.

Accrued (Applied) Costs or Expenses

1. The neaning of the word “costs” lies in the context
of its use. Wen used to describe the use or
consunpti on of goods or services, the term Applied
Costs is synonymous with the ternms Accrued Costs and
Accrued Expenses but not with Accrued Expenditures.
In Bureau of the Budget Circular A-11, the foll ow ng
definition is given:
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“For operating prograns, costs will represent
the val ue of resources consuned or used.”

In this manual, the above definition wll be intended
whenever the ternms Applied or Accrued Costs are used.
When the word costs is used without a nodifying

adj ective its neaning wll have to be determ ned from
t he context.

For nost operating purposes, costs are synonynopus
with current expenses and are the value of goods and
services actually used or consuned during the current
peri od.

Exanpl es of accrued costs or expenses are sal aries,
taxes, depreciation, materials issued, and interest
charges. These costs accrue and are recognized in a
specific period even though paynent for them was nmade
in a prior period (Depreciation) or will be made in a
future period (Sal aries earned but not paid at the
end of the nonth or other period).

E. Advances and Prepai d Expenses

1.

Advance paynents, including prepaid expenses (costs),
are assets and are, fromthe Treasury’s viewpoint,
treated as cash; they are neither accrued

expendi tures nor costs. They develop into such
accruals only as the val ue represented by the advance
is earned by the payee, at which tinme the advance

out st andi ng or the prepaid expense is reduced and the
accrued expenditures and costs are recognized. |If an
advance is neither earned by the payee nor returned,
it becomes an accrued expenditure and cost when its
uncol lectibility is determi ned, at which tine it
shoul d be recognized in the accounts.

Prepai d expenses are rare in Governnment, since
general ly the Governnment does not prepay rent and
does not carry insurance, the two areas where
prepaynments nost frequently occur in private
industry. The criterion of materiality wll
general ly likewi se preclude the treatnent of
subscriptions to publications and reporting services
as prepaid expenses. See Section 1-10-30G for the
accounting treatnent for deferred charges where
benefits or services have been received by the
Governnent (and hence are not prepaid expenses) but
it is desired to spread the cost over subsequent
peri ods benefitting fromthe expenditure.
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Constructi ve Recei pt

1.

Constructive recei pt of goods or other tangible
property, rather than physical receipt or the passing
of legal title, is the neasure of the accrual in
certain cases. Wen a contractor provides goods to

t he Governnment which he holds hinself available to
sell to others, the accrual occurs when physica
delivery by the contractor and receipt by the
Governnent take place or title passes (that is, when
goods are either delivered to the Governnent or to a
carrier acting on behalf of the Governnent).

However, when a contractor manufactures or fabricates
goods or equi prment to the Governnment’s

speci fications, constructive receipt occurs in each
accounting period when the contractor earns a portion
of the contract price, and the accrual takes place as
the work is performed. Formal acceptance of the work
by the Governnent is not a test in such case.

The accrual basis, anmong ot her things, neasures what
is owed between the parties, whether or not it is
“due and payabl e”, as soon as it beconmes owed. In
general, the Governnment does not owe on its
obligations until performance takes place on the part
of the other party; it does not owe on goods and

equi prent of a type sold generally until physica
delivery has been nade. However, once perfornmance
occurs, the CGovernnent owes for special fabrication
even though it has not yet been bill ed.

Def erred Charges

1.

Def erred charges are expenditures which benefit
future fiscal periods and nust, therefore, be
accounted for as non-cash assets until applied to
costs. They differ from prepai d expenses, paragraph
E above, in that services have been rendered by the
payees in the case of deferred charges while in the
case of prepaid expenses they have not.

Def erred charges are accrued expenditures when
incurred, simlar to the acquisition of inventory or
fi xed assets, but do not becone accrued costs unti
anortized. Exanples of deferred charges are

| easehol d i nprovenents, the cost of which is to be
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anortized over the life of the |l ease and prem uns on
bonds purchased which are anortized by charges
agai nst interest incone as earned.

Di sbur sements

Di sbursenments are checks issued or cash paid, net of
refunds. Note that disbursenents are not the sane thing
as expenditures. Also, note that disbursenents include
funds used to nake advance paynents.

Li abilities not Previously Recorded

Liabilities which are normally funded will be recorded as
accrued expenditures and reported pronmptly, even if they
cause the recorded obligations to exceed avail abl e funds.
The concept of accrued expenditures nust not be nodified,
nor disclosure prevented by the failure to record
obligations larger in total than the anpbunts of avail able
funds. Necessary corrective and reporting actions will be
t aken whenever such a violation of | aw has occurred (see
Chapter 2-10-90). See paragraph K bel ow for unfunded
liabilities.

Subgr ant ees and Subcontractors

Where a grantee, a contractor, or even another Government
agency (to which there is an obligation or an advance
paynment) perforns through a subgrantee, subcontractor, or
other party, it is necessary to determne the tim ng of
such performance — generally followi ng the same rul es as
if the principal had perforned directly. For instance, in
a grant requiring specific performnce according to
Governnent specifications, the grantee’s earnings, and
therefore the Governnment’s accrued expenditures, will be
measurabl e, at least in part, by the amounts of the
subgrantees’ costs, including a pro-rata share of
overhead, in a given period.

Unfunded Liabilities

In those cases where Congress has permtted liabilities to
accrue w thout being charged as an obligation to the

bal ance of an appropriation, a fund, or a contract

aut hori zation, the liability is considered “unfunded’” and
no obligation or accrued expenditure is recorded or
reported until the tinme that the liability becones funded.
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Non- funded costs are, however, to be considered as applied
costs at the time the unfunded liability is accrued.
Accrued annual | eave earned is a principal exanple.
However, for sone appropriations/funds specifically

aut hori zed by | aw, annual |eave is recorded as a funded
liability and reported as obligations incurred, as an
accrued expenditure, and as applied cost at the tine | eave
i s earned.



