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ACCOUNTI NG PRI NCI PLES AND STANDARDS HANDBOOK

CHAPTER 4. ACCRUAL ACCOUNTI NG

Section 1.0 General

This chapter sets forth basic principles, requirenments, and
t echni ques for Commerce accounting on an accrual basis,

wher eby financial transactions are recorded in the period of
occurrence, even though the related cash is disbursed or
recei ved during another period. Use of the accrual nethod
provi des Conmerce managenent with financial data related to
performance so that informed decision may be nade.

The accrual method of accounting recognizes the significance
and account abl e aspects of financial transactions, events, or
al l ocations as they occur. Costs are recognized in the
accounts when incurred and revenues are recogni zed when they
are earned. The basis of constructive receipt of goods and
services is used without waiting for physical delivery to, or
acceptance by, the Governnent.

Section 2.0 Authority

[The authority that governs accrual accounting 1s 31 U S.C
Sec. 3512(e).

Section 3.0 Frequency of Accruals

Accruals will be conputed and recorded in the accounting
system for each accounting period, which is generally nonthly.
When expenditure data is not available, e.g., foreign
paynents made by the State Departnent, nonthly estimtes
shoul d be recorded in the accounting system and sequentially
adj usted when actual expenditures are avail abl e.

Section 4.0 Docunentation

Docunments reflecting conputation and support for accruals and
anal ysis of accuracy of accruals shall be retained for
reference and audit.

Section 5.0 General GCuidelines

.01 Prepaynents
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Prepaynents and advances to enpl oyees, contractors,
grant ees, and others should not be reported as
expendi tures until performance occurs. In the
meant i ne, advances and prepaynents should be recorded
and reported as assets. Such asset accounts should
be reduced, in whole or in part, as the expenditures
are incurred and reported.

Progress Towards Conpl etion

The neasure of accrued expenditures under contracts
for work to the Governnment's specifications is the
amount of work perfornmed during the period, not the
anount of any progress paynments which may be nmade.

Accrued Liabilities

a. In addition to recordi ng as accounts payable the
liability for services rendered and goods
recei ved, as evidenced by vendors' invoices or
ot her docunents, it is necessary for managenment
pur poses to record the assets, expenses, and
liabilities for goods and services received and
performance rendered for which no bills have been
received or paynents nade at the end of the
mont h. Such accruals nmay be estinmated on the
basis of avail able informtion and previous
experience.

b. VWhen a contractor builds facilities or
manuf act ures goods or equi pnent to the
Governnent's specification, the liability to pay
for work is incurred as it is performed by the
contractors rather than when deliveries are nade.

St andards for Estimating Accrual s

In the absence of invoices or other avail able data,
reasonabl e estimates shall be used to accrue the cost
of goods or services received before the end of a
reporting period. Some of the ways to record accrued
expenditures are as foll ows:

a. Recei ving reports showi ng quantities received and
determ ni ng whet her a given shipnment is conplete
or partial are useful in determ ning the anmount
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of the accrual when the invoice has not been
recei ved.

b. Payroll, travel, and other vouchers received/
prepared but not yet paid.

C. VWhere an obligation is recorded covering the
expendi ture which accrued within an accounti ng
period, the obligation figure my be the best
estimate of the anmount of the expenditure
i ncurr ed.

d. The prior nonth actual accrual or a trend of
several previous nonths may be used when
estimating a current nonth accrual.

e. Quarterly performance reports from grantees
shoul d be used to accrue expenditures for grants.

f. If reports fromcontractors or grantees are not
avail able or are not feasible, estimtes should
be obtained from project managers or other
operating officials who are famliar with
progress under the contract or grant.

g. Sanpling and other statistical nmethods may be
used to make estimations in cases where dollar
ampunts are relatively | ow but the nunmber of
transactions is high. The nethod used and the
reasons for its selection should be docunented
and kept on file.

.05 Realization

Recei vabl es shall be recorded as assets for anounts
due at the tine of the event that gives rise to a
claim Receivables shall be reversed (Iiquidated)
when they are collected or converted into other
resources or determ ned to be uncollectible in whole
or in part. See FASAB Statenment (SFFAS No. 1).
Ref er ence:

Htt p:// ww. fasab. gov/ concepts. htm

.06 Effect on Accounting System
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The accounting systemw || provide the neans to
reconcil e accrued expenditures to obligations and
out | ays.



