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Introduction

The primary focus of governmental accounting is the concept of the stewardship of public funds.  Money collected in various forms, such as taxes or fees, is spent according to the desires and will of the public.  A governing body, usually elected officials, interprets the public desires and legally adopts a budget or plan of how the money is to be spent.  This spending authority is authorized for a specified period of time.  For normal operating purposes, this period of time is defined as a fiscal year.  At the end of the fiscal year, all authority to spend money ends.   It is this legal approval by a governing body to authorize the spending of a budgeted amount of money for a specific purpose during a specific time frame that has led to current governmental accounting practices.  

The Budget Process

Proposed budgets are developed and presented to the governing body for adoption.   The adopted budget becomes the spending authority for the organizational units within the control of the governing body.    During the fiscal year, changes to the adopted budget, commonly known as budget amendments, are frequently necessary.  The governing body must also approve budget amendments.   The approved amendments to the adopted budget result in the revised budget. 

Expenditure Recognition

Expenditures are the actual recognition that goods or services have been received and found to be acceptable.  Expenditures are the government equivalent of expenses in the private sector.   Like expenses, expenditures are recognized and recorded at the time when the legal title of goods actually passes or the service is complete and acceptable.  The timing of when expenditures are recorded is critical to this discussion.  

In theory, budgetary authority lapses on the final day of the fiscal year.  However, legal authority or practice allows expenditures meeting certain criteria to be recorded in the old fiscal year even though the budget has moved into the new fiscal year.  These criteria revolve around the receipt and acceptance of goods or services, which must occur no later than the last day of the old fiscal year.  For example, goods may be ordered and received in the old fiscal year but the invoices for payment may not be received until the new fiscal year.  The expense for these goods would usually be accounted for in the old year.

Encumbrances

Encumbrances were created to prevent spending in excess of the budget.  An encumbrance is a budgetary transaction that records a planned future expenditure during that fiscal year.  By their very nature, they are estimates in both amount and the timing of the receipt of goods and services.  

Encumbrances are generally associated with purchasing documents that commit the organization to a legally binding purchase with an outside entity.  When a purchasing document is created, an encumbrance is also created in the amount of the purchase document.  When the goods or services are received, the encumbrance is reversed and an expenditure is created.  Depending on the jurisdiction, encumbrances may be reduced to zero at the end of a fiscal year and reestablished in the new fiscal year.  In this instance, encumbrances are thought to be a commitment for a prospective expenditure in a given budgetary year.  If the expenditure related to that encumbrance has not been incurred in the old fiscal year, it becomes a potential obligation in the next fiscal year and the associated encumbrance should be transferred or re-appropriated into the new fiscal year.   In addition, some jurisdictions must also show the open encumbrances at the end of the fiscal year in the accounts they were encumbered against. 

It is important to note that the transferal of an encumbrance to a new year and the transferal of  budget to fund those encumbrances are independent actions.  Whether or not budget carries forward into the new fiscal year for funding of these purchasing obligations is dependent on local legal authority and/or practice.  The re-appropriation of funds into the new fiscal year is a separate issue from the rollover of purchasing documents and their associated encumbrances.

Funds Availability and Available Funds Checking

The encumbrance rollover process is critical due to the impact on funds availability.  Funds availability will change dynamically based on the level of budget and actual or expected expenditures and is defined by the following equation:

Funds Available = Revised Budget – Expenditures – Encumbrances

Automated systems such as World and Enterprise One have the capability of automatically checking funds availability at various levels.  When inadequate funds are available, either a warning or a hard error is invoked.  In the final months of the year, funds availability usually has been reduced to a fraction of the total budget.  Encumbered purchasing documents for goods that will not be received until the next fiscal year and will not be commitments during the current fiscal year may cause the funds available amount to be artificially low and could prevent managers from expending available funds or cause the budget checking function to produce false warnings.  

Towards the end of the fiscal year, encumbrances are analyzed in depth.   Encumbered documents usually fall into the following categories:

1) Purchases that will get cancelled prior to the end of the fiscal year.

There are some occasions when a purchase must be cancelled. The documents will be closed and the funds unencumbered.  This will, in turn, increase the available funds. 
2) Purchases that will not be received until the new fiscal year. 
For purchases that are to be re-appropriated into the new fiscal year, roll over timing is critical.  Premature encumbrance relief in the old year could cause the appearance of having more funds available than there really are.


3) Purchases that may be received in either fiscal year.  
When uncertainty exists as to which fiscal year the expenditure will be recognized, flexibility is necessary. It is very possible that a rolled over purchase order would have partial receipts in both the old and the new fiscal year.  As such, encumbrance balances must have both a current year and next year focus.  After any prior year is closed or immediately after a rollover process, encumbrance balances should show as $0 in the prior year(s). However, while two years are open at once and transactions are occurring in both, the sum of the two years must equal the actual encumbrance balance.  An existing process, which has similar functionality, is the annual close process that may be run as many times as necessary.


FUNCTIONALITY NEEDED BY PUBLIC SECTOR ACCOUNTING PRACTICES

(Items are ranked in order of priority, with “1” items being the highest, and “3” items being lower.  Wherever possible, the contributors to this paper have suggested solutions to the stated encumbrance issues but will entertain alternate solutions as offered by PeopleSoft. ) 

1.1 - Rollover Functionality (World and EnterpriseOne)

Public Sector needs to account for the accrual (lapse, interim) period that occurs before rolling Purchase Orders into the new fiscal year but after the fiscal date has been changed from the old to the new year. A rolled over encumbered purchasing document should be able to be expended in both the old and new fiscal year for any open periods and should adjust the encumbrances from both years accordingly.  The end-of-year rollover should be able to be run multiple times in the same manner as the financial year-end (like the close process).  During the year-end rollover, open encumbrances for purchasing documents selectable through data selecting will be relieved to $0 in the old fiscal year.  The corresponding encumbrance will be established in the new fiscal year.  Purchasing documents must be easily identified as to the specific document and amount rolled to allow documentation for re-appropriation in the new fiscal year.  Old year encumbrances relieved in the rollover process may need to be distinguishable from normal activity, either through a separate document type or other mechanism.  The sum of the rollover activity can then become the basis to create an encumbrance journal entry for the reserve.

Suggested Solution:  

If activity on a purchase order were restricted to the year of the purchase order only (see Item 3.3) this would not be an issue.  During the accrual time, you would only be able to do prior year transactions on the prior year purchase orders that have not yet rolled.  When you are ready to run the rollover program, everything would be in balance and the next year activity could begin.

Alternate Solution #1: 

Run the P4317 with an As-of date.  The program would have to add up all of the original P43199 amounts and any net changes to that amount for any transaction that occurred up through the end of the fiscal year being closed.  It is the balance as of this date that would be written in the F43199 RE/RO record and is the amount that would be in the Cancel/Original records created in the F43199 PA ledger during the rollover execution.

Alternate Solution #2:  

Allow the ability to roll on the first day of the new fiscal year and then roll again once Accounts Payable is closed to “clean up” any old year activity during the accrual process.

 1.2 - Budget Adjustment Associated With Rollover Function  (World and EnterpriseOne)

After performing an encumbrance rollover, there is a need by many agencies to create a budget entry to cover those rolled purchases.

Suggested Solution: 

Since the rollover creates entries in the F43199 file with a different ledger type (RO or RE), run a repost on these records to the F0902.  This will create a F0902 (RO or RE) record serving 2 purposes.  First, it would have an ending year balance (as-of) for encumbrances for the year that has just closed for reporting purposes.  

Second, in World, the FASTR tool can be used to look at the F0902 ledger and do an automated creation of the budget.  In EnterpriseOne, the Enterprise Report writer may be used.  

The School Board of Manatee County has written code for this program.  To see the code and review the concept, please see the attachment to this document.

1.3 - Rebuild Functionality  (World and EnterpriseOne)

The solution offered by the help line to rebuild encumbrances causes you to lose your original transaction dates.  These dates are critical for audit purposes, especially when you cross from one fiscal year to the next.  In addition, if you do use the P4317 program to roll your Purchase Orders from one year to the next, and then run the purge/rebuild program after you have rolled, you will lose all of your history.  Caution is needed here as well.

Suggested Solution: 

The rebuild option may be necessary when encumbrances have become corrupted.  If commitments need to be fixed, it is suggested that they be only on a PO-by-PO basis.  No records should be purged.  A ‘commitment adjustment’ type of record should be written in the F43199 so the user can track when the adjustment took place.  After the F43199 correction record is written, then a simple repost of that account to the F0902 should bring the system back in balance.  

Please see attached document for code created by the School Board of Manatee County to review the concept.

Alternate solution:  

If the rebuild is still viewed as a viable option, the dates should not be reset.  (This is the same effect as turning the pdprom field = 1 before the rebuild and then back to blanks after the rebuild.)  Using the pdprom field only works if you can uniquely separate your PO’s from contracts.

1.4 - Purchase Order Commitment Inquiry (World and EnterpriseOne)

The purchase order commitment inquiry program brings up a lot of unnecessary information when trying to trouble-shoot a problem and is difficult to work with.

Suggested Solution:  

The purchase order commitment inquiry program needs to be updated to allow subtotals by purchase order when coding line selections are made.  In addition, this program should have a filter that can be turned on to allow only open purchase order transactions to appear.  (Open purchase orders could be determined by open quantity, open amounts or status <> 999 or all of the above.)

1.5 - Free Item Handling During Rollover P4317  (World and EnterpriseOne)

Enter a purchase order in the prior year with one regular item at $10 and one item with no cost (free).  Perform the P4317 rollover program.  Half of your purchase order will roll into the new year, while the other (free) half is left in the old year.  If there is freight that needs to be paid on the free that did not roll and the freight is added at voucher time, old g/l year activity could occur because the P4314 uses the g/l date off of the PO record.  In addition, the PO is out of sync.

Solution:  See SAR# 6124143.  The AOPN<>0 should not be hard-coded in the P4317 program.  This could be selected in the data selection.

2.1 - The As-of Date Feature does not work properly.  (World and EnterpriseOne)

Run the Purchase Order integrity report for a prior month as-of effective date.  Pick an account that appears in balance.  Find an open purchase order for the prior month and make a payment to it using the current month date.  Do not post it.  Run the PO Integrity Report (P40910) again and enter the same prior month as the as-of effective date.  Even though there is no new activity in the prior month, this account will now show unbalanced.  The as-of date feature does not work properly.

Suggested Solution:  

There are daily processes in the system that generate unposted transactions (receipts and payments), therefore the PO Integrity Report (P40910) rarely produces accurate results.  It is critical that the As-Of Date feature work.

2.2 - System should not allow modifications to a Purchase Order if outstanding records have not been posted.  (World and EnterpriseOne)

Situation:  Enter a PO for $100.  Enter a voucher for $75 and do not post it.  Now, change the extended cost on this PO down to $70.  Now post the open voucher.  Your encumbrance balance will be 0 but the F4311 AOPN field will have a value of -$5.00.

Suggested Solution:  

See SAR# 4706609.  The P4311 program should not allow for modifications to a purchase order if outstanding records have not been posted.  (This should apply to vouchers as well as receipts.  Perhaps set a tag in the F4311 record which says there are unposted records and not allow a change if this flag is turned on?)  

Alternate solution:  

If the extended cost is changed, the system should relieve your encumbrance and open amount by the difference between the original extended cost and the change (new) extended cost.  The open amount should be changed to the newly calculated extended cost. 
Alt solution:  Do not allow for the Extended Cost in the P4311 to be reduced down lower than the amount paid.

2.3 – Reduction in Purchase Order Quantity to Quantity Received Should Close the Purchase Order  (World and EnterpriseOne)

Situation:  Enter a PO with a quantity of 40.  Receive and pay for 38 of them.  Change the quantity on the PO down to 38.  Notice that the PO remains open.

Suggested Solution:  

A program change should be made so the reduction in PO quantity equal to the amount already received (thereby closed) should close the item(s) on the PO.  If the PO remains open, it is an integrity problem as a PO is not at a status 999 yet has no quantity or money amount open on it.  This should apply to two (2) or three (3) way match PO’s.  

Refer to SAR# 5587592.  This SAR status was listed as “Enhancement” and the SAR was closed.  The functionality is still very much desired by public sector.

2.4 – Modification of Purchase Orders when Unposted Transactions Exist  (World and EnterpriseOne)

Having unposted receipts in the system allows for the possibility of error on purchase order encumbrances and F4311AOPN.  When there are unposted transactions, the PO detail records are updated while the F43199 file reflects no change.  This automatically creates an out-of-balance situation.  More examples:  If you reverse a receipt for items on a PO (to clean up Received not Vouched), don’t post the receipt reversal record first, cancel the item on the PO and then post the receipts, the encumbrance that is put back due to the unreceipt does not get canceled (because now the encumbrance value at the F4311 level is 0 after the cancellation).  Conversely, if you receive items, and unreceive before the original receipt is posted to change something on the PO and then re-receive it again, half the transaction is missing (especially when dealing with the fiscal year changes i.e.: unreceive in one year, don’t post, then re-receive in the next fiscal year – trying to fix a date problem that you noticed that the system allows).

Suggested Solution:

Do not allow purchase orders to be modified while unposted transactions (either voucher or receipts) exist.  Use a field in the F4311 as a tag to note whether or not this PO should be ‘locked’ from changes due to unposted records. 

Alternate solution:  

Have the purchase order receipt program automatically post via a processing option ‘allow for automatic posting of receipt’.  

2.5 – Encumbrance Journal Entry  (World and EnterpriseOne)

A true encumbrance journal entry (one that would not affect the Commitment Integrity report R40910) needs to be created to allow for the adjustment of encumbrance errors.  Currently, any PA ledger journal entry will affect the R40910 negatively.  

Suggested Solution:

The source as well as the PA ledger F0902 needs to be fixed.  

Suggested code is attached to this document. It will create a commitment adjustment F43199 that can then be reposted through the normal process into the F0902.

2.6 – Contracts should not be modified in the P4311 program. (World)

System should not allow a contract to be pulled up and modified in the P4311.  When a contract is updated in the P4311 programs, a status code is entered via the program, which is not acceptable in the contract side.  In addition, when a contract is canceled via the purchasing side, the PO balance in the F4311 may be zero but on the contract side, it would still show open because it uses the net amounts.

Suggested Solution:

When a F4311 record is in ‘contract mode’, do not allow it to be pulled up using the P4311 program.  Likewise, do not allow regular PO’s to be pulled up and modified using the contract revisions program P4402.

3.1 - Do not allow Receipt Reversal if Receipt has not been posted.  (World and EnterpriseOne)

Situation:  Enter a PO for a quantity of 10 at $1.00 each.  Receive the PO items for quantity of 6.  Do not post it.  You discover you have the wrong PO and immediately reverse the entry.  The reversal is entered and not posted.  Next, you enter the correct receipt information pertaining to this PO (receive a quantity of 10, for example) and post it.  Review the commitment integrity on-line.  Your balances are off.  This is amplified when the receipts and reversals cross fiscal years.

Suggested Solution:  

Send a message to the user that the first receipt was not posted and do not allow for the reversal.  Write a workflow that will notify the authorized person to post so that the user can reprocess the reversal when the posting is done.

3.2 - Changing a Purchase Order (World and EnterpriseOne)

Situation:  If you change the account line on a 2-way match purchase order, it throws off the PO commitment balances.  Running repost (P00932) uses the new account from F4311, which throws off the F0902 from before and after the repost.

Solution:  Allow customers to define a point in their PO process at which line changes would not be allowed.

3.3 - User Option to Lock all Purchase Order Transactions to the Current Fiscal Year of the Purchase Order  (World and EnterpriseOne)

Situation:  The system allows you to make payments / receipts on a PO outside of the g/l fiscal year that the PO is in.  If a future year purchase order is entered, the system currently allows receipts/payments to be made on this purchase order in the current year.  Conversely, once the system date has moved forward during the accrual (lapse, interim) period, the system allows a prior year PO that has not been rolled over to be received/paid with the new year g/l date.  If you pay a two-way match PO or receive a 3-way match PO outside of the current Fiscal Year denoted in the F0008 by the g/l date presently stated in the F4311 record, it will result in a huge integrity problem.

Suggested Solution:

Have a processing option in the P4311, P4312 and P4314 programs that allows users to “Lock all transactions on a PO to the current fiscal year of the PO?  Y/N”.  This will save countless hours of repairing bad encumbrance data.

3.4 - Budget Adjustments Needed When Rolled Over Purchase Orders get Cancelled in the New Fiscal Year (World and EnterpriseOne)

When purchase orders are rolled forward into the new year, budget (in the amount of the rolled over orders) is usually appropriated into the new year as well.  If the user cancels the purchase order in the new year, it leaves them with extra budget funds in the current year.  These funds legally should be adjusted back to the general fund.

Suggested Solution:

Write a program to identify all rolled purchase orders that get cancelled during a given date range and provide a report so that the Finance department can make the appropriate financial budget adjustments back to the general fund.  

Attached to this document is suggested code for this solution.

3.5 - Report Needed to Track Rolled Purchase Order Activity

When rolling encumbrances from one year to the next, you can force the system to roll them into one general account.  Once the roll has occurred, there is still a need to track the new year activity back to the old (prior year) account number for reporting purposes.  We need a report for the P4317 to track the rolled orders in the new fiscal year back to the account they were budgeted in.

Suggested Solution:

Use the F43199 RO/RE ledger records created during the rollover process and link them to the current year activity records extracting the account number from the F43199 RO/RE and reporting on it.  

Alternate Solution:

At the time of the encumbrance rollover, create a custom F554311 file matching the layout of the F4311 file.  Use custom reports to track the expenditures made in the new year back to the original account on the PO.

