
GranteeGrantee’’s Financial Reporting s Financial Reporting 

Accrual AccuracyAccrual Accuracy

Presenter
Presentation Notes
The purpose of this training is to follow up on the core monitoring guide training.  



We will discuss in detail, the financial reporting indicators (3.71 -- accrual basis reporting and 3.72 sub-grantee reporting) in the core monitoring guide.

We will also discuss common issues for both formula are direct funded grantees, e.g., sub-grantee financial reporting systems, indirect costs issues, and desk monitoring.



In addition, today we will  provide you with a desk monitoring tool for Federal Project Officers to use for direct-funded grantees’ quarterly financial reports. 





What Does This Have to Do With What Does This Have to Do With 
Me???Me???

Presenter
Presentation Notes
I’m not an accountant!



We know you’re not.



Because not all Federal Project Officers in all of the regions have been actively involved in the financial reporting issues related to their grants, we developed this training as an introduction to some of the issues that could be detected by FPOs and brought to the attention of the grantees.  Identifying fiscal and administrative problem areas is part of the FPOs’ risk assessment process and can also be used to determine which grantees may require additional follow up by the regional fiscal staff and help identify which areas require additional in-depth financial monitoring on site.  



Due to limited resources, the OSS staff cannot monitor all of the grants in their respective regions.



This is a method to detect serious problems that warrant on-site fiscal monitoring or technical assistance.



Objectives of this sessionObjectives of this session

• Discuss The Financial Reporting 
Standard

• Assigning responsibility
• Program and fiscal staff working together
• Developing  accrual Data 
• Sub-recipient reporting systems 
• Estimating for missing data
• Liquidating Accruals during 90-day period flowing 

end of grant 

Presenter
Presentation Notes
What we plan to cover in this training session is some basic information to help you monitor the Financial Reporting function of your grantees and address the questions in the Core Monitoring Guide, Chapter 3, Indicators 3.71 and 3.72. 

We will start out with terminology and information about basic requirements of accrual reporting and some other reporting issues.

We will talk about what you will need to look at during your on-site review to determine if the grantee is in compliance, and what questions you will need to ask.  We will talk about some examples of what you might find.. 



We will also discuss a checklist that is being provided to FPOs to assist in your review of grantees quarterly financial reports.



Accrual Reporting for Formula Accrual Reporting for Formula 
Grants and Direct Funded GrantsGrants and Direct Funded Grants

• Quarterly Expenditures and Program Income must be 
reported to ETA on  the accrual basis of accounting (WIA 
regulations 20 CFR 667.300)

• WIA Regulation & DOL Grant Agreements

• 29 CFR, Part 95.21 (b)(1) and 97.20 (a)(1) and (b)(1) – 
Standards for financial management systems – accurate, 
current, and complete disclosure of financial results for 
each federally sponsored program 

• DOL Reports Must Use 9130 reporting instructions

Presenter
Presentation Notes
For all grants issued by ETA, instructions require that financial reports must be prepared on an accrual basis.  This is not a new requirement, but many experienced grantees and subrecipients, as well as new grantees, do not fully understand these requirements. Surveys done by ETA, GAO and OIG have all identified an underreporting of expenditures due to the failure to report accrued expenditures.



ETA has issued clarified reporting instructions for WIA in TEGL 16-99, Change 1, and has developed accrual reporting training which is being presented to both formula and direct grantees across the country.  



Although the report formats for WIA formula grants are not the same as the Standard Form 269 used for direct-funded grantees, the basic terminology and requirements are the same for both.







TerminologyTerminology

• What are accruals - goods or services received 
but not yet paid

• What are cash expenditures? 
– The amount of services and goods received for 

which a payment has been made; commonly known 
as disbursements

• What are accrued expenditures?
– The value of all services and goods received whether 

paid (disbursements) plus unpaid (accruals)

Presenter
Presentation Notes
First we must ensure that the terminology is clear. Most grantees, especially State and local governments, maintain their accounting records on a cash basis. This means that expenditure transactions are recorded in their official accounting system when a payment is made for services or goods received.  



Some accounting systems are on a “modified accrual basis” which means that once a year, at the end of the entity’s fiscal year, they record the value of outstanding transactions on an accrual basis so that their annual financial statements are more complete.  In many cases, they record outstanding obligations as well as expenditures to get it all “on the books”.



What DOL requires is reporting the costs of all activities occurring during each quarterly reporting period, regardless of whether these expenditures are captured in the entity’s official accounting system.  This is referred to as “reporting on the accrual basis.”



Miscellaneous Miscellaneous 

• We will walk through examples of types of 
accruals and how/when they should be 
recorded



Examples of Common Accruals Examples of Common Accruals 
include:include:

• Wages, salary and fringe benefit costs 
(for work performed or leave taken in a 
given period for which employees have not 
yet been paid).

• Training – Participants attending classes – 
no invoice received from the training 
institution.

• Activity occurred under a sub-grant – no 
invoice or report received.

Presenter
Presentation Notes
For our programs, these categories represent some of the most common expenditures.  For a given quarterly reporting period, expenditures such as these, for which no payment has yet been made as of the end of the quarter, are frequently not included in the reports submitted to DOL.  

In a cash accounting system:

For personnel costs, when a pay period overlaps two reporting quarters, or the payday falls in a subsequent quarter, these expenditures will be recorded in the accounting system in the subsequent quarter when the paychecks are actually issued to employees, rather than in the quarter in which part or all of the work is performed (services received).  



For training costs, if costs are reported on the cash basis, the reporting of these expenditures could be delayed several weeks, months or even SEVERAL quarters, depending on the invoicing arrangements and payment policies of the grantees and training institutions. 



The cost of services provided by a subgrantee received in one period but paid for in the next or later periods will eventually be recorded in the accounting system in the period the payment is made under a cash system.  





Obligation or AccrualObligation or Accrual

• Order placed
– Delivery and payment in future

• Obligation, not accrual
– Delivery taken, payment in future

• Accrual

• Payment & delivery simultaneous
– Obligation
– Accrued expenditure with cash outlay

Presenter
Presentation Notes
Private individuals, like grantees & subgrantees, procure goods and services through:

Placing orders/contracts for goods & services to be delivered (and paid for) at a specified future date.  

Procurement of goods & services “on account” in which one takes immediate possession of the goods and services based on a “promise to pay” at some future date.

Simple “cash transactions” in which one pays for goods or services at the time the goods & services are received.



All of the above transactions are considered as OBLIGATIONS under Federal rules.  However, these OBLIGATIONS are required to be reported in SUBCATEGORIES depending upon the nature/status of each transaction, as follows:

UNLIQUIDATED OBLIGATIONS (undelivered orders)

ACCRUED EXPENDITURES, UNPAID (goods/services received, but not yet paid for)

ACCRUED EXPENDITURES, PAID (goods/services received and paid for)

The total dollar value of ACCRUED EXPENDITURES, UNPAID and ACCRUED EXPENDITURES, PAID are added together and reported on the FSRs as OUTLAYS



Grantees & subgrantees, as a general rule, will probably spend most of their grant funds  by placing orders/contracts for goods/services to be delivered at some future date.  This type of transaction is first obligated [“undelivered orders”] and then expended [“accrued expenditures-unpaid” ] when received, and then [“accrued expenditures-paid”] when the funds are actually disbursed.



WALK PARTICIPANTS THRU SERIES OF TYPICAL TRANSACTIONS, AND GET INPUT RE HOW EACH SHOULD BE RECORDED. 



Finally, there is no legal requirement for you as an individual to keep track of and report your “obligations.”  For the Federal government and its grantees/subgrantees, there is. 



The next group of slides will discuss in more detail the nature of & criteria for recording obligations and accrued expenditures.  Much of what we discuss applies to Federal law and rules for Federal agencies record transactions, but the same criteria generally flows down to grantees and subgrantees under the terms & conditions of their grant awards.



Salaries of EmployeesSalaries of Employees

• Obligation
– When salaries are earned

• Including related items 
• Retirement fund contributions, etc.

• Accrued expenditure
– At the time the salaries are earned, 
– When the services are rendered

• Simultaneous recording

Presenter
Presentation Notes
Salaries of employees, including related items that flow from those salary entitlements (e.g., retirement fund contributions, etc.), are obligations at the time the salaries are earned, that is, when the services are rendered. 



In the case of salaries of employees (and all related costs that flow from the salary costs), the obligation is initially recorded as an ACCRUED EXPENDITURE as there are no UNDELIVERED ORDERS/UNLIQUIDATED OBLIGATIONS. 



ARE THERE ANY QUESTIONS ON THE RECORDING OF SALARY (AND DIRECTLY RELATED COSTS)? YOU WILL HAVE A CASE STUDY ON PAYROLL.



Annual Leave (funded)Annual Leave (funded)

• Obligation
– Recorded at the time leave is earned

• Accrued expenditure
– Recorded at the time leave is earned
– Escrow accounts must be kept 

• Simultaneous recording

Presenter
Presentation Notes
Although “unfunded” annual leave is far more prevalent, a question has been raised as to when to record an obligation for “funded” annual leave.  



GAO’s Principles of Federal Appropriations Law  noted that Government “revolving funds” were an exception to the the general rule that annual leave should be obligated at the time leave is taken [see page 7-39] because they are generally required to “fund” (obligate as an ACCRUED EXPENDITURE) annual leave when “earned” (rather than when taken) because “revolving funds” must recover 100 percent of their costs on a year-to-year basis (i.e., matching revenue and costs in accordance with Generally Accepted Accounting Principles). 



 Chapter 10 – “Federal Assistance:  Grants and Cooperative Agreements” (in GAO’s Principles of Federal Appropriations Law) does not expressly address the issue of grantees/subgrantees that may be required to “fund” their annual leave at the time it is earned (rather than when taken).  However, it is reasonable to assume that grantees that are required (by State law, the charters of non-profit entities, etc.) to “fund” annual leave when earned should follow the same criteria as Federal “revolving funds.”  As a general rule, most requirements placed on Federal agencies regarding the use of appropriated funds will also apply to Federal financial assistance to grantees.  



ANY QUESTIONS ON THIS SUBJECT?



Travel ExpensesTravel Expenses

• Obligation
– Travel actually performed
– Ticket purchased
– Not issuance of travel authorization

• Accrued expenditure
– Travel actually performed
– Ticket purchased

• Simultaneous recording

Presenter
Presentation Notes
Travel expenses have been the subject of many CG decisions.  Some of the more significant rules for travel include:  



The issuance of a travel order does not constitute a contractual obligation;



The travel order is merely an “authorization” for the person specified to travel; and 



The obligation is not incurred until the travel is actually performed or until a ticket is purchased, provided the travel is to be performed in the same fiscal year the ticket was purchased.  The transaction is initially recorded as an ACCRUED LIABILITY when the travel is actually performed or when a ticket is purchased.  In addition, the obligation/ACCRUED LIABILITY is charged to the appropriation current at the time the travel is performed and/or the ticket is purchased.



ANY QUESTIONS ON TRAVEL – WHEN IS AN OBLIGATION FOR TRAVEL ACTUALLY INCURRED?





Overhead Cost/Central Service Overhead Cost/Central Service 
CostCost

• Must be accrued quarterly



Public UtilitiesPublic Utilities

• Obligation
– When utility bill received
– No contract required if

• Rates fixed by regulatory bodies

• Accrued expenditure
– When utility bill received, or
– Billing period ends/services received

• Recorded appropriately

Presenter
Presentation Notes
Public utilities (gas, electricity, telephone services) do NOT require a contract when charges are based on rates fixed by regulatory bodies.  This is an EXCEPTION to the general rule about having a written contract for goods & services.



When there is no contract and the billing period begins in one fiscal year and ends in another, the entire obligation is charged to the appropriation current at the end of the billing period.  Again, this is an EXCEPTION to the general TIME rule that the obligation be charged to the appropriation current at the time the need first arose.



The obligation for utility costs is initially recorded as an ACCRUED EXPENDITURE when the utility bill is received because the utilities services have already been received.  The grantee does NOT need to accrue utility costs at the end of the reporting period because it is chargeable to the appropriation CURRENT at the time the bill is received.  Again, utilities are an exception to the general rules of Federal appropriations law.



Advance paymentsAdvance payments

• Generally, prohibited by law
• Exceptions

– Tuition
– Subscriptions
– Insurance

• Obligation and accrued expenditure 
recorded simultaneously

Presenter
Presentation Notes
Advance payments (before goods or services are received) are generally prohibited by law; however, certain exceptions are expressly authorized by law (31 U.S.C. § 3324).  One such exception (directly relevant to the WIA program) is certain tuition payments.  

 

Certain tuition and certain other education costs may be paid in advance (at the time of enrollment) if required by the educational institution.  In this case, the OBLIGATION is initially recorded as an “ACCRUED EXPENDITURE-PAID” at the time the tuition is paid even though the actual educational services have NOT YET BEEN RECEIVED (instead, they will be received at some time in the future).  



QUESTION:  What is the general rule for recording an accrued expenditure?

ANSWER:  Only after the goods/services have been RECEIVED! However, when an advance payment qualifies as an allowed exception, it is recorded an an “ACCRUED EXPENDITURE-PAID” even though no goods or services have been received.



Chapter 5 in GAO’s Principles of Federal Appropriations Law discusses EXCEPTIONS to the statutory provision prohibiting advance payments.  Unless a given situation falls within an existing exception, the statutory prohibition will apply [e.g., advance payment for published advertisement (65 Comp. Gen. 806); advance payments under contract for office equipment maintenance was found to violate statute notwithstanding Federal Supply Schedule contract language to the contrary (64 Comp. Gen. 710)].  



Individual Training Account (ITA)Individual Training Account (ITA)

• Obligation
– At time of participant enrollment in training
– At time payment is due and payable

• Accrued Expenditure
– At time payment is due and payable

• Depending on institution’s payment policy

• Issuance of an ITA
– Authorization for training only

Presenter
Presentation Notes
ITAs are relatively new and, accordingly, are not specifically addressed in the most recent (1991) edition of GAO’s Principles of Federal Appropriations Law.  However, they are very similar to travel orders discussed on the previous slide.   Accordingly, the basic rules/case law for travel orders should also be applied to ITAs, as follows:  



The issuance of an ITA does not constitute a contractual obligation;



The ITA is merely an “authorization” for the person specified to enroll in training; and 



The obligation is not incurred/recorded until the participant has actually enrolled in the training program and/or the tuition has been paid.   [NOTE:  Tuition is an exception to the rule against “advance payments” if REQUIRED by the educational institution.]  In such case, it would become an ACCRUED EXPENDITURE at the time it is paid (or when the period for a full or partial refund has passed) regardless of whether or not the participant completes the training course. 



There are a number of issues related to the use of ITAs and when the obligation or accrued expenditure is recorded.  Most of these have to do with the training institution’s payment policy, including any refund policy.  ITAs may also contain authorization for training related charges such as books, transportation, or other costs.  The amount obligated and when the accrued expenditure occur will depend on the type of cost represented in the ITA.    What is important to remember here is that the development and signing of an ITA do not represent an obligation of funds.





Training institution payment policyTraining institution payment policy

• Payment in advance (registration/enrollment)
– Obligation & accrued

• Payment in advance (class begins)
– Obligation & accrued

• Payment upon invoicing
– Obligation at time of enrollment
– Accrued as class is attended (service received)

• Drop-out and refund policy

Presenter
Presentation Notes


When training costs are the primary cost of the ITA, the payment policy of the specific training institution also impact when the obligation and the accrued expenditure are recorded.

 NOTE: we will cover many examples of these types of issues and questions about payment and accruals related to training programs next in this presentation.



ITAITA——Additional ConsiderationsAdditional Considerations

• Type of training program
– Degree program
– Certificate program
– Multiple classes
– Single Class

Presenter
Presentation Notes
The type of training program specified in the ITA also will have an impact on whether there is an obligation, an accrued expenditure, or merely a commitment of funds made to the individual participant.



An ITA, in and of itself, is not an obligating document.  It is an agreement, between the participant and the service provider, that certain training services will be provided (at some point in time).  As such, you can look at an ITA as a commitment to the participant that funds will be made available to cover the costs of the training specified in the ITA, but it is the payment agreement with the institution that will dictate when the obligation and/or the accrued expenditure occurs.  



However, if the training program is a two-year program, and you enter into a binding contract with a training institution that will require payment in advance, then those funds would be considered obligated at the time of the legal contract and expended at the time payment was made, regardless of whether the course covered more than one program year.



You should carefully review the training commitments made through ITAs.  If you have committed to a four-year or two-year degree program, then sufficient funds need to be identified in the subsequent year funding to cover that commitment.  It is important that you realize that as the ITA does not constitute an obligation, then the amount of the ITA will not count toward the required 80% obligation threshold at the local level (based on current WIA regulations) .  If the required obligational threshold is not achieved, then those funds not obligated are subject to recapture.



Training ContractsTraining Contracts

• Single Semester
– Contract to obligate funds and pay on an “as 

training received” basis
• School Year

– Contract to obligate funds for school/program 
year and pay each semester/quarter cost as 
training received

Presenter
Presentation Notes
In developing training contracts, there are two ways to treat the obligation and expenditure of funds:



Single semester—the grantee enters into a contract with the training institution to obligate funds on a semester by semester basis, and to pay for the training on an “as received” basis.  In this scenario, the amount of funds for the entire semester are an obligation, and the amount accrued is based on the amount due for the training actually received.  When that amount is paid, then the cash outlay occurs.  For example, if the training institution is to be paid on the first of the month for the previous month’s training, then each month is accrued as of the end of the month.



School Year—the grantee enters into a contract with a training institution to obligate funds for an entire school year (2 semesters or 4 quarters) with payment due each semester as training is received.  In this scenario, the entire amount for the year is shown as the obligation.  Costs would be accrued as the training is actually received, regardless of the payment date, unless the costs were pre-paid each semester or quarter.  In that instance, the accrued costs would consist of the number of quarters/semesters actually paid.



Training ContractsTraining Contracts

• Multiple Year Program of Instruction
– Contract to obligate this year’s funds for 

multiple years
– Contract to obligate this year’s funds with an 

option for renewal when next year’s funds 
become available

Presenter
Presentation Notes
The final type of training contract would be for multiple years of instruction and there are two different contract scenarios that would impact obligations.



The first is a contract to obligate the current year available funds for the entire training period.  This would be reported as an obligation at the time the contract is executed.  Under current reallocation rules, this obligation would count toward the required obligational threshold of 80%, regardless of the amount expended.  However, under proposed reauthorization, this type of contract could result in the loss of funds.  If the amount obligated covered 2 or more years and the amount actually expended was far less, it would indicate underspending on the financial reports and possibly be subject to recapture.  Obligations that cover multiple years also may give the impression that funds are not needed for current activity, resulting in lower Congressional appropriations for subsequent years.



The second method is to enter into a contract with the training institution for the amount of the current year need with current year funds.  The contract would have an option for (automatic) renewal (at the specified level of need) when the subsequent year’s funds become available for use.  



Five Month ClassFive Month Class 
[September[September--January]January]

• Register/enroll in August
• Payment timing

– Prepayment at registration
– During first month  [September]
– During third month  [November]
– During fifth month  [January]
– Three or more months after completion

• Add/drop refund provisions

Presenter
Presentation Notes
In this example, we want to know how each of the points on the slide would be addressed in your accounting system:



Register/enroll in August—would be treated as an obligation at the time of enrollment.



Payment timings

	- prepayment at registration—the entire amount is treated as an accrued expenditure at the time the payment is made.

	payment during the first month—if the entire amount of the training is paid, then the entire amount is treated as an accrued expenditure and reported as such on the September quarterly report.  

	Payment during the third month (November)—On the September report, there would be a one-month accrual reported (with the remaining 4/5 as the Unliquidated obligation) At the time of the payment in November, the entire amount would be treated as an accrued expenditure and reported on the December report.

	Payment during the fifth month (January)—Prorated costs will be accrued for the September  and December reports. All of the costs would be treated as an accrued expenditure in January and reported on the March cumulative report.

	3 or more months after completion—payment of the invoice 3 months after completion of the course would not change the reporting. Prorated costs will be accrued for the September  and December reports. As the class was completed in January, all costs would be treated and reported as an accrued expenditure on the March cumulative report.  The payment in April or later would be reflected as the cash outlay, but would not impact the financial report submitted to ETA.



Prepayment at registration No Refund Policy-All costs are accrued for the September report



Prepayment at Registration With Refund Policy-All costs are accrued for the September report. If Refund received at latter date treat refund as credit.





LeasesLeases

• Obligations
– Lease agreement signed
– Amount = maximum payment for termination

• Not entire lease amount

• Accrued Expenditure
– As service is provided

• Space is occupied
– Maybe paid in advance

Presenter
Presentation Notes
OBLIGATION

When The lease agreement is signed, the amount recorded as an unliquidated obligation at that time is the maximum payment required if the least is terminated – NOT THE ENTIRE LEASE AMOUNT!



ACCRUED EXPENDITURE

As service is provided e.g., as the space is occupied.



Maybe paid in advance



CLASS EXERCISE ON OBLIGATIONS, ACCRUALS, & DISBURSEMENTS [TAB 13]



Hand out ANSWERS to class exercise on Obligations, Accruals, & Disbursements





SO WHATSO WHAT’’S THE BIG DEALS THE BIG DEAL

Presenter
Presentation Notes
SO IT LOOKS LIKE THE EXPENDITURES WILL EVENTUALLY GET CAUGHT UP WHEN THE PAYMENT IS MADE.



SO WHAT IS THE BIG DEAL?

The basic concept of accrual reporting is to match the reporting of the transaction to the time period in which it occurred.  If reporting expenditures is delayed a quarter, or several quarters, as is often the case with training institutions that invoice only at the completion of training and often on a delayed basis, or for late or missing financial reports from subrecipients; activity that is occurring in a particular quarter, representing current use of program resources, is going to be underreported.  



Failure to include accruals for missing subrecipient invoices or cost reports in the proper time period, could possibly be one of the biggest contributing factors to under-reporting under some of our grants.  



The problem is that Federal budget and funding decisions are based on the information at hand.  In an era of scarce resources, there are always competing priorities, and funds will be directed to programs that produce results and are utilizing the resources that they have been given.  If costs that have actually been incurred go unreported when those decisions are made, the appearance of unutilized resources will possibly result in loss of new funding for these programs, or possibly cuts in existing funding (rescissions).











Failing to Report on the Accrual Failing to Report on the Accrual 
Basis of Accounting Basis of Accounting 

• Is a violation of the ETA reporting 
requirements – WIA and Uniform 
Administrative Requirements

• Has generated Congressional interest in 
utilization of funds under the WIA program  
ETA provides quarterly information to 
OMB and Congress

Presenter
Presentation Notes
So there is a “bottom line” impact that we all need to be aware of, most especially our grantees.  Failing to report all activity under our grant programs in the appropriate period in which it occurs is not only a violation of the reporting requirement, but it can have a direct effect on funding availability in future periods.



Early in WIA, the expenditures were so low, that Congress took funds away by rescission. Further investigations revealed that at least one contributing factor to the low expenditure levels was underreporting of costs actually incurred by State and local grantees.  The expenditure levels in our grants continue to garner Congressional interest, and we report data regularly to OMB.







Focus of ETA has changed, as reflected in the Focus of ETA has changed, as reflected in the 
WIA Reauthorization BillsWIA Reauthorization Bills

– Secretary’s recapture policy to be based upon 
70% expenditures rather than 80% percent 
obligations (total funds incl. carry-in funds)

Presenter
Presentation Notes
As a result of low spending, budget pressures, GAO and OIG reports , ETA has changed its focus from obligations to expenditures.



The language in the proposed WIA reauthorization bills in both the Senate and House versions puts the emphasis of the fund recapture policy on the level of expenditures versus the current WIA legislation which uses obligations as the basis.



These changes have already been implemented in reviewing the need for requested funding under the NEG and Trade programs. 



Therefore it is even more important for grantees to understand the requirement to report accruals.



AS LONG AS ACTIVITIES ARE OCCURRING/SERVICES ARE BEING PROVIDED UNDER OUR GRANTS THAT ARE NOT BEING INCLUDED AS ACCRUED EXPENDITURES REPORTED TO DOL, BUDGET AND FUNDING DECISIONS ARE BEING BASED ON INCOMPLETE INFORMATION.  THE QUARTERLY FINANCIAL REPORTS ARE THE ONLY INFORMATION WE HAVE ABOUT WHAT IS GOING ON!  WE HAVE A RESPONSIBILITY TO ENSURE THAT THE REPORTS REFLECT COMPLETE AND ACCURATE INFORMATION.



Failure to Report AccrualsFailure to Report Accruals

• Could result in loss of funding 

• Could result in questioned costs - funds 
have been exhausted for prior grants and 
accrued expenditures are found in the 
current grant that rightfully belong in the 
prior grant.

Presenter
Presentation Notes
Grantees who do not fully report as accrued expenditures ALL THE ACTIVITIES OCCURRING UNDER THEIR GRANTS WHICH ARE UTILIZING RESOURCES, could potentially be subject to loss of funds, either as recaptured funds, rescinded funds or reduced funding in subsequent years.  



In addition, more critical problems could (and have) occurred.  There have been instances of costs, which were not recorded and reported in the appropriate period, that resulted in grantees overspending their grant authority. This occurred at the end of one grant period.  Unreported accruals were added to the costs under the subsequent grant.  When the misreported costs were moved back into the appropriate period, it turned out that the grantee’s total expenditures in that period exceeded what they had available under their grants.   Since costs incurred in one period cannot be shifted forward into subsequent periods (to overcome a funding deficiency, or for any other reason), the grantees ended up with questioned costs.



These Are These Are NotNot AccrualsAccruals

• Obligations (such as Contracts,  Purchase 
Orders) or orders placed for goods or 
services not yet received

• Performance Contracts –benchmarks not 
yet achieved.

Presenter
Presentation Notes
While many grantees fail to include some common expenditures that should be accrued, other grantees improperly include things that are not actually accrued expenditures in their reports. Examples include:



Unliquidated obligations – These are legal commitments of funds, as in contracts or purchase orders, for which no goods or services have yet been received.  Until the grantee takes possession of the goods or receives the services, no accrued expenditure has been incurred.   Remaining balances of unexpended obligations should be reported as “UNLIQUIDATED OBLIGATIONS.”



Another example of what is not an accrued expenditure is activity under a performance-based contract with specified benchmarks, when no benchmarks have been reached.  Even though activity is on-going and “services” have been provided, under this type of contract, there is no liability for payment until the benchmarks have been achieved.  If they are never achieved, no expenditures will have been incurred.  Once a benchmark is achieved, the payment has been earned by the contractor and should be reported as an accrued expenditure.



Not AccrualsNot Accruals

• Training vouchers, (including Individual 
Training Accounts) 
– Vouchers are authorizations but may never be 

negotiated
– Timing of accrued expenditures depends on 

the payment policies of the training provider 
and over what period the training is provided.

• Unfunded leave systems versus funded 
leave systems

Presenter
Presentation Notes
Some other important distinctions include:



ITA’s issued as vouchers for training to participants.  Until the participant is enrolled in training, the ITA or voucher is just a plan.  Once the participant has selected a training provider, and has enrolled in a class, then there is a legal obligation of the funds.  However, the payment policies of the training provider will determine when and how the accrued expenditure should be reported. 



For example, 

- When tuition for a class must be paid to the institution at enrollment, in accordance with the institution’s policies, the entire amount is an accrued expenditure when paid.

- If tuition is billed quarterly by the training provider, the expenditure is accrued as the participant attends class and reported quarterly. 

- If tuition is paid after completion of the class when billed by the training provider, the expenditure is accrued as the participant attends class. For example, if a class lasts for five months and is billed two months after completion, the grantee should be accruing a portion of the cost at the end of each quarter that the participant has attended training, by assigning a value for the portion of the services received in that quarter.



Leave earned by staff under an unfunded leave system, like the Federal government system, is not an accrued expenditure until it is taken.  Depending on when the leave is taken, it may or may not become an accrued expenditure for our program.



Using Estimates to Develop  Using Estimates to Develop  
AccrualsAccruals

• When documentation is available, accruals 
will be exact amounts

• When specific documentation is not 
available, it is OK to use estimates based 
on the best information available 

• Estimates and the basis for them must be 
recorded on spreadsheets 

Presenter
Presentation Notes
For some accruals, the grantee will have sufficient documentation on hand to know the exact amount to include on the quarterly report, such as invoices on hand that have not yet been paid; purchase orders with amounts ordered and unit prices, MIS reports that show the number of participants served and contracts that show the exact costs of the services provided.



In many cases, however the grantee will have to estimate the accrual amounts to be reported.  This is perfectly acceptable.



In order to develop these estimates, grantees will have to have a system in place to ensure that fiscal staff communicate with the program staff.

For example, the case managers may be the only source of the necessary information to determine the number of participants in training for which no accounting transactions have yet been recorded. This will require communication between program and fiscal staff.



When estimates are included in the quarterly reports, the grantee must document the basis for the estimates and the amount of the estimates.



Program Income Program Income –– accrual basisaccrual basis
• Grantees must account for income generated as 

a result of grant funds
– Examples:

• Interest on float in the bank (general Fund included)
• Use fees charged to others for use of space or equipment 

paid for by the grant
• Fees for services, or sale of products 

– Conference fees
– Speaker fees by directors and staff if regular salary is funded 

by the grant Revenue in excess of expenditures for gov’t or 
non-profits

• Conference fees
• Speaker fees by directors and staff if regular salary is funded 

by the grant

Presenter
Presentation Notes
Other required reporting items include Program Income, earned and disbursed.



Program income can be earned from a number of sources:



	- Use fees charged to others for the use of space or equipment acquired with grant funds



	- Fees charged for services provided by grant-funded staff; for example, services for non-eligible individuals; or fees charged to private   businesses for pre-employment services.



	- Interest earned on advances of Federal funds under WIA Title I



	- Revenues earned or received in excess of expenses by a governmental or non-profit organization. (This does not apply to commercial for-profit entities). (20 CFR 667.200(a)(6)).  This could occur under a fixed price contract where, based on performance, a non-profit earned revenues which exceed their costs. The amount of the  excess is program income.



Not Not 
Program IncomeProgram Income

• Proceeds from Sale of Property

• Refunds, Rebates, Credits

• Donations

• Ticket to Work Payments from SSA

Presenter
Presentation Notes
These are example of receipts by a grantee that would not be considered program income.



Proceeds from the sale of property acquired with federal grant funds.



Refunds, rebates and credits are offsets to grant expenditures.



Donations are not considered program income.



One issue that has come up recently, with the full implementation of the Ticket to Work Program:  Payments to grantees acting as Employment Network service providers for individuals eligible under SSI or SSDI under the Ticket to Work Program, are not considered as either offsets to the cost of services provided nor as program income.



GranteeGrantee’’s Accrual Reporting Systemss Accrual Reporting Systems 
Verification (desk or onVerification (desk or on--site)site)

• Important to ask:
– How many grants are administered by the 

entity?  
– Are there both direct grants and formula 

grants?
– Are there any subrecipients

Presenter
Presentation Notes
DOL has a growing number of direct-funded grants.  Some of these grants have been awarded to entities that also have formula grants or competitive grants from the State. 

When preparing to  monitor a particular grant, the FPO should determine what other sources of grant funds are being administered by the grantee.







GranteeGrantee’’s Accrual Reporting Systemss Accrual Reporting Systems 
Verification (desk or onVerification (desk or on--site)site)

• Determine who in the organization is 
responsible for pulling together the 
financial data to prepare the financial 
reports for submission to DOL

• Note:  This could be several individuals
Names of Individuals________________
_________________________________

Presenter
Presentation Notes
The staff responsible for preparing the financial reports are in the best position to answer questions about how information is gathered to put into the reports. In many cases, the internal financial information is prepared by a different individual than the one responsible for pulling the data together from subrecipients.  These costs must be aggregated to obtain the complete reporting info for the entity.



You will need to determine the process used by your grantee.  



The responses to your financial questions should be verified by looking at documentation and possibly by talking to higher level staff.



GranteeGrantee’’s Accrual Reporting Systemss Accrual Reporting Systems 
Verification (desk or onVerification (desk or on--site)site)

• Preparation: Where are the official 
accounting records maintained?
Location____________________

Name of Individual_____________

Note:  You will need to meet with responsible 
staff to discuss and observe the process

Presenter
Presentation Notes
The official accounting records and accounting staff  may be at a different location than the reporting staff.  It may be necessary to talk to staff in both areas to get a complete picture of how the data is prepared for the quarterly report.  It is possible that staff in different locations don’t fully understand the process that is going on in the other location.  This could result in gaps in the data or misunderstandings on what the information represents.



Sometimes the only way to determine that problems exist is by interviewing both the accounting and reporting staff.



Are the reporting staff correctly interpreting the data in the accounting reports?  The period covered by the accounting reports?  Are they getting the most timely, accurate and complete information from the accounting records?



If the grantee’s accounting system is on a cash basis, who is responsible for determining the accruals to report?  The accounting staff or the reporting staff?









GranteeGrantee’’s Accrual Reporting Systemss Accrual Reporting Systems 
Verification (desk or onVerification (desk or on--site)site)

• Q1. Is your accounting system on a cash basis?    
Yes or No

If Yes. Determine if the expenditures are reported on 
the accrual basis of accounting? 
If No - Even if accounting system is on an accrual 
basis, you will need to determine if grantee is 
including costs for ALL activity and 3 months of data 
for each quarter unless there is no activity  (project 
ended or is winding down…)
e.g., on-going training and/or sanctions for late-
reporting subrecipients)

Presenter
Presentation Notes
First you must determine whether the accounting system of the grantee is maintained on a cash or accrual basis.  If it is on a cash basis, as are most governmental and non-profit entities, the grantee will have to develop supplemental information and documentation in order to meet the requirements to report expenditures on the accrual basis.



Even grantees with accrual accounting systems will not necessarily  have all required information in their accounting records at the end of the quarter.  They will also require methods to identify and record additional information for their quarterly reports.  



Grantees on “Modified Accrual” systems (See slide 4) only do accruals once a year, at the end of their fiscal year.  This is not sufficient to meet the DOL requirements.  The grantee must prepare each quarterly report on an accrual basis.



GranteeGrantee’’s Financial Reporting s Financial Reporting 
OnOn--Site MonitoringSite Monitoring

• If grantee uses only the cash basis 
accounting records to prepare reports 
reports, they are in violation of accrual 
reporting requirements.  

• This is a finding of non-compliance

Presenter
Presentation Notes
The principle objective of this portion of Core Activity 3 is to determine if all costs reported under this grant, including costs of all subrecipients, are reported in accordance with the requirements to report on an accrual basis.



If the grantee has a cash accounting system, and has no methodology to gather and report accruals, the grantee is not in compliance.  



Technical assistance should be provided to the grantee on how to develop accruals.



This is a situation that should be brought to the attention of ETA fiscal staff.



GranteeGrantee’’s Financial Reporting s Financial Reporting 
OnOn--Site MonitoringSite Monitoring

• If grantee has a cash accounting system 
but says they report on an accrual basis

• Ask: 
– How do you determine accruals? 
– How do you document them?
– Show me

Presenter
Presentation Notes
If grantee has a cash accounting system but says they report on an accrual basis, the FPO will need to ask: 

How do you determine accruals? 

	The grantee should have a consistent methodology for identifying the amounts of accruals that must be included in the reports for the quarter.

How do you document them?

	The quarterly financial report is the means of communication between the grantee and the Department of Labor regarding expenditures under their grant.  Each report is certified by the grantee as being correct and complete, and in accordance with the provisions of the grant.  One of the basic cost principles is that reported costs must be supported by documentation.  For most expenditures, the grantee will maintain the original source documentation (invoices, receiving reports, timesheets, etc.) that link the transaction to their accounting records.  For reported accruals, the grantee must maintain some documentation to link the cash accounting records to the reported accrued expenditures.  



We will discuss the questions to ask and answers that you may get in order to make a determination about compliance with the financial reporting indicators.



How to Convert Cash Accounting How to Convert Cash Accounting 
System to Accrued ExpendituresSystem to Accrued Expenditures

• If the grantee has a cash accounting 
system
– There is no requirement to change a cash 

system to an accrual accounting system.
• All reported costs must be supported by 

documentation 
– Cash expenditures are supported by official 

books of account, and supporting documents.
– Accruals must be separately documented

Presenter
Presentation Notes
Remember, if the grantee has a cash accounting system--

There is no requirement that they change from a cash system to an accrual accounting system.  Only that they report expenditures on the accrual basis.



All reported costs must be supported by documentation 

The cash expenditures are supported by official books of account, and supporting documents.

Accruals must be separately documented.



How to identify accruals if the entity How to identify accruals if the entity 
has a cash accounting systemhas a cash accounting system

• Q 2.  Is there a spreadsheet or other method 
prepared by the entity to record and document 
accruals?

• Ask them to describe their process  
– Accrual should be captured based upon each major 

object classification: personnel and fringe, travel, 
equipment, training, stipends, supportive services, 
indirect costs, sub-contracts. . .line item budgets

Presenter
Presentation Notes
Ask, as indicated in the guidance under Indicator 3.71 in the Core Monitoring guide, how the organization records and documents the accruals included in their quarterly financial reports to DOL.



Do they prepare spreadsheets as of the end of the quarter?  Do they maintain these or some other documentation in their files for each quarterly report?



You should have them describe the process they use to come up with the accruals to prepare their reports.  



Ideally, they will have a method that identifies accruals for each of the accounting classifications in their records.  Having a consistent procedure to follow that walks them through all their expenditure classifications will help to ensure that all reportable costs are identified.



Methods to record estimates of Methods to record estimates of 
accrualsaccruals

• Linking Spreadsheet  Method
– Grantee and subs will record all transactions 

(both cash and accrual) on supplemental 
spreadsheets as they occur   

Presenter
Presentation Notes
One type of documentation you might see would be a linking spreadsheet.



In their files, there should be the data from their official accounting records and a spreadsheet for their accruals that provides a link between the amounts in the official accounting records and the total accrued expenditure amounts in their quarterly financial report.



SHOW EXAMPLES FROM ACCRUAL TRAINING



Supporting Documentation of Supporting Documentation of 
Estimated AccrualsEstimated Accruals

• All reported accruals must be documented 
(in accounting system or spreadsheets) 
and maintained with the official books of 
account 
– must be made available to auditors and 

monitors
– Reversing accrual entries/replacing with 

actual disbursement 

Presenter
Presentation Notes
All supporting documentation, including records of reported accruals must be maintained by the grantee and be available for audit.  Record retention requirements are the same as for all original documents, that is 3 years following the submittal of the final cost report.



In some cases we have found that the grantee discards the supporting documentation for accruals in a subsequent period (when the actual cash payments are made).  In this situation, the grantee will no longer have a record which supports the costs they reported to DOL for that quarter.  This could result in monitoring or audit findings.



You should ask them to show you the supporting documentation for accruals from a prior reporting period to ensure that they are maintaining them in their files.  



Supporting Documentation of Supporting Documentation of 
Estimated AccrualsEstimated Accruals

The basis for estimated costs should
be described and recorded on   
spreadsheets

For example:
– Est. based on previous pay period (for 

payroll);
– Based on  last invoice received; 
– Called Case Manager XYZ  to obtain # of 

participants in training; 

Presenter
Presentation Notes
It is important that the grantee indicates on the accrual record what the basis was for any costs that they estimated.  There are many reasonable bases for estimating accruals.  The grantee must retain the records that would allow them to reconstruct the costs that were reported to DOL.



If you see an amount on a spreadsheet or list without any explanation about how it was derived, the grantee should be told that additional information/documentation is required. 



Other Factors to ConsiderOther Factors to Consider

• Do subcontracts/sub-grants contain 
clauses pertaining to financial reporting on 
the accrual basis of accounting?

• Are there other written policies pertaining 
to financial reporting?

• Has reporting training been provided to 
sub-grantees?

Presenter
Presentation Notes
Of these factors, probably the most important one is training of sub-grantee fiscal and program staff.  Having written policies which convey the requirements provides notice to these entities about what is required, as does including clauses in their agreements. It is strongly recommended that grant and contract awards include such a clause.   But these will not be effective if the subrecipient staff do not understand the requirements.  We have found that local areas that provide training to their subs when subgrants are awarded, or on an on-going basis, have a much better chance of getting their subs to comply with financial standards (not just on reporting, but for all administrative and financial standards).



GranteeGrantee’’s Subs Sub--grantee Financial grantee Financial 
Reporting Reporting 

• Look at  a few subrecipient reports to 
determine if costs reported by the sub- 
grantees are equal to the payments made 
to the sub-grantees by the higher tier at 
quarter’s end.

Presenter
Presentation Notes
One way to determine if subs are reporting accruals is to compare costs reported with payments made to the sub at the end of the quarter.  If payments equal costs, you should probably ask some more probing questions to see if they are getting accruals reported by their subs.



If subs only fill out an invoice, rather than an expenditure report,  each month or each quarter, requesting reimbursement for their cash disbursements, it isn’t very likely that they are reporting accrued expenditures.



If the grantee is paying the sub for accruals as well as cash disbursements, the subs may be accumulation excess cash.

Can anyone explain why?



GranteeGrantee’’s Subs Sub--grantee Financial grantee Financial 
Reporting Reporting 

• If there are missing reports, what steps 
were taken to ensure that accruals are 
reported for any missing reports.

Presenter
Presentation Notes
You should ask if there were any missing subrecipient reports.  If there were none for the most recent period, you could ask if this has occurred in prior reporting periods.  Ask what they did, or what they would do if subrecipient reports were not received in time to prepare their reports to DOL.  



The answer you want to hear is that they would get an estimate.  The best estimate would be obtained by calling the sub and asking them to provide an estimate based on the actual activity that occurred in the reporting period.  Another option, not as good, would be to use a previous reporting period as the basis for an estimate.  Information received via phone or derived from a prior report should be annotated in the accrual worksheet.  A formal report from the sub should follow.  Failure to record the basis for an estimate would be lack of supporting documentation for a reported cost.



If there is a significant problem with late subrecipient fiscal reports, you should ask what steps they have taken, or will take, to get subs to report timely.





GranteeGrantee’’s Subs Sub--grantee Financial grantee Financial 
Reporting Reporting 

• Has the grantee performed on-site 
monitoring of its sub-grantees to 
determine if reports are on the cash or 
accrual basis of accounting?

• What are the results of the monitoring?

Presenter
Presentation Notes
Another thing the entity should do is to verify through on-site monitoring that their subs are reporting accrued expenditures.  Have they monitored their subs for this?  If they identified problems, how were they resolved?  Did they do follow-up to ensure corrective action was taken?



The answer to the question:The answer to the question: 
What Does This Have to Do With Me??? What Does This Have to Do With Me??? 

You are the eyes and ears for ETA.  Shine 
your light on your subs



QUESTIONS?QUESTIONS?
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