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Purpose:

To establish the responsible office for recording (i.e., setting up) budgets and encumbrances on sponsored accounts and to describe the utilization of encumbrances.

Definitions:

Budget:  The financial expenditure plan, including any revisions approved by the awarding party for the grant or contract supported project or activity.

Encumbrance:  A mechanism used to burden/decrease the free balance of an account in order to achieve one or more of the following:

· To reflect a commitment for which payment has not yet been made;

· To limit expenditures to a specified level either authorized by the sponsor or determined by the university;

· To reserve a portion of the free balance for anticipated interdepartmental activity; 

· To protect a restricted balance after conclusion of the project;

· To restrict the free balance on multi-year awards to the amount approved for the first year’s budget;

· To reflect a commitment for indirect costs.

Policy:

Sponsored Programs (SP) - Financial Administration is responsible for setting up the original budget.  Sponsored Programs (SP) - Expenditure Compliance will distribute original budgets for sponsored programs upon receipt and acceptance of the award document.  Both SP Financial Administration and SP Expenditure Compliance will utilize the encumbrance mechanism to assist in managing funds.

References:

None

Procedures:

1.
Research Administration (RA) will forward the original award document(s) or fully executed award agreement to SP Financial Administration.  (See Sponsored Programs Policy/Procedure D3, “Notification and Acceptance of Award”).

2.
Budgets and encumbrances are set up by SP Financial Administration and SP Expenditure Compliance on sponsored accounts.  The period of time and the amount is determined by the sponsor.

· For some multi-year awards, SP Expenditure Compliance will encumber the second and succeeding years and will release the encumbrance at the appropriate time.  This is dependent upon how the sponsor releases funds (i.e., incremental funding, additional funding).

· For clinical trial studies, the budget is set up either on a cash basis or a progress payment basis.

· For cash basis studies, the budget is set up equal to the cash received.  As future cash is received, the budget is increased.

· For other awards, SP Expenditure Compliance will set up the budget in accordance with the award document.

3.
SP Financial Administration will forward a copy of the original award documents to SP Expenditure Compliance.  SP Expenditure Compliance will then be responsible for the distribution of the budget into the proper categories.  A Budget Control Sheet is prepared by SP Expenditure Compliance and distributed to the department.  A copy is placed in the award folder.
4.
SP Expenditure Compliance is responsible for redistributing all changes to the original budget.

5.
At the discretion of the Director of SP, an encumbrance may be placed upon the budget to limit spending or prevent an overdraft as a result of anticipated activity or agency restrictions.

6.
Encumbrances are also reflected on sponsored accounts as a result of the following actions:

· Salary papers processed through the Human Resources System; 

· Purchase orders processed through the Purchasing System.

· Facilities and Administrative costs through an encumbrance placed by SP Financial Administration.

7.
Encumbrances are reduced (liquidated) as expenses are incurred (e.g., salaries paid, invoices to vendors paid).  Encumbrances placed by SP Financial Administration are liquidated directly by SP Financial Administration.
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