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Year-End Encumbrances
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May 12, 2006

As we discussed at today’s meeting, we are approaching the end of the current school year.  In working together to finalize the 2007 budget process, I remind you that new spending at this time should occur only in very limited circumstances, and open purchase orders (encumbrances) at June 30 should be minimal, with no items related to the next school year.  From now until the end of the school year, purchase orders should be limited to only essential goods and services that are required for, and will benefit, the current school year.

This is not only a prudent use of district funds, particularly in light of the recent Supreme Court decision, but also proper accounting, and is required under the Abbott regulations.  Pursuant to N.J.A.C 6A:10A-7.1(d), year-end encumbrances shall not include goods or services that have been received or rendered on or before June 30; general supplies for instructional and non-instructional activities; new purchases of additional equipment; services that do not start prior to year end; or services that do not benefit the current year.

As detailed in the September 16, 2003 HOTLINE from the Division of Finance, purchase orders for which the goods have been received, or the services have been rendered at June 30th should be expensed in the current period (encumbrance reversed) and a liability (accounts payable) established.  Districts may not have open encumbrances for items related to the next year, and the district (and public school accountants) must ensure that only valid encumbrances for the current year are captured, and expenditures for the subsequent year are recorded in the proper accounting period.

To provide assistance to your district, you are hereby directed to submit all purchase orders, dated now through June 30th, to the internal audit staff for review prior to issuance.  Internal audit staff will review to determine if the expenditures are necessary to support the current school year, and that the goods or services will be either provided or received by June 30th.  Purchase orders for items that do not fall within these criteria will be referred to the Commissioner for appropriate action.  No action shall be taken on any purchase order referred to the Commissioner by the internal auditors unless the district receives the Commissioner’s approval to proceed.  All 2006 purchase orders must be provided to the internal audit staff by June 30th.

As in the prior year, the department will review June 30, 2006 encumbrances included in the CAFR.  We expect districts to adhere to these guidelines.  Therefore, reported encumbrances should be minimal.  Those found not to be consistent with these guidelines shall be cancelled and the funds that become available as a result of the cancellation shall result in adjustments to the district’s 2006-07 state aid.

We have reviewed the question raised this morning regarding the May 15 deadline for notifying teachers of non-renewal and have concluded that, under the present circumstances, I am not able to override the statutory provision that establishes the May 15 deadline.  Because your final budget approvals were not issued until late May in years past, I assume this has been an ongoing problem for you.  I understand your desire to retain highly skilled teachers who may not yet have tenure in your districts, and I certainly agree with that priority.  To accomplish that, I hope you will look to other non-classroom instructional areas for reductions and reallocations as well as the reduction of position vacancies in order to produce a budget with flat funding.  I will ask our staff to work closely with you to address this issue.

Thank you once again for your time today and I look forward to a collaborative effort in finalizing the 2007 budget process.  If you have any additional questions regarding today’s meeting, or have any other question relating to the 2007 budget process, please feel free to call me or have your staff contact your budget manager.
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