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All prior year purchase orders should be closed or canceled as of June 30.  Only under extreme 
extenuating circumstances should any balance be remaining in account XX-754 "Reserve for 
Encumbrances - Prior Year" which was used to track the liquidation of purchase orders from the prior 
fiscal year that were rolled over to the current fiscal year.  Under GAAP accounting the differences 
between the purchase order and the actual invoice amounts are flowed through the expenditure account 
where the order was originally recorded, increasing or decreasing the available balance in that 
appropriation account. 
 
Under normal circumstances, the amounts reflected in the "Reserve for Encumbrances - Current Year" 
account should represent orders that are expected to be liquidated within a reasonable period.  Open 
purchase orders must be reviewed to determine their status.   
 
The first step is to identify those purchase orders for which the goods/services have been 
received/rendered yet payment has not been made prior to year-end.  These items must be charged as an 
expenditure against the current year budget and established as an accounts payable at June 30.  The 
accounts payable is recorded at the invoice amount.  If the invoice has not been received the amount must 
be estimated.  When payment is made in the subsequent year, the accounts payable account will be 
charged rather than the expenditure account.  The next step is to review any remaining purchase orders to 
identify those orders which will be honored the following year (i.e.- the goods/services are still necessary) 
and which will be canceled (i.e.- the goods/services are no longer necessary).  As a general rule, for other 
than construction contracts, the liquidation of these orders should be within 60 to 90 days of year-end.  
All purchase orders that are no longer considered necessary and/or will not be honored within that time 
frame in the subsequent year must be canceled.  No entries are necessary to carry open purchase orders as 
encumbrances in the current fiscal year.  The entries to adjust the subsequent year's budget will be made 
in that year.  The district should have ready for the auditor a listing of each type of order - 1) those that 
represent accounts payable and 2) those that represent orders that will be honored in the following year.  
Auditors are urged to perform a thorough review and analysis of open purchase orders in conformity with 
the Year-End Encumbrance Hotline issued September 16, 2003.  The Hotline is available on the DOE 
website at: http://www.state.nj.us/education/finance/fp/af/hotline.pdf 
 
The Fiscal Accountability code (N.J.A.C. 6A:23A-9.11(b) requires the office of the Executive County 
Superintendent or state monitor, as applicable, to review each school district’s and county vocational 
school district’s audited accounts payables and encumbrances that are part of the reserve for 
encumbrances as of June 30 that are in excess of $5,000.  Encumbrances or accounts payable which are 
not valid will be reclassified to “designated general fund balance for tax relief in the subsequent school 
year”.  Auditors should refer to N.J.A.C. 6A:23A-9.11(e) and (g).  Except for construction projects and 
other long-term contracts, encumbrances which have been cancelled on or after July 1 or which have not 
been liquidated by September 30 of the fiscal year subsequent to the recently audited fiscal year shall be 
reclassified.  (N.J.A.C. 6A:23A-9.11(e))  Accounts payable for goods or services that have not been 
received or rendered on or before June 30 of the audited fiscal year, will be treated as encumbrances or 
undesignated general fund balance.  (N.J.A.C. 6A:23A-9.11(f), and (g)). 
 
2) Accrue Any Revenues That Have Been Earned and Not Collected: 
 
Districts are instructed to accrue revenues and establish receivables at the beginning of the fiscal year for 
those revenues whose collection amounts are known.  Districts may also have established accounts 
receivable balances in the prior year for items that should have been collected by June 30.  At year-end 
entries must be made to accrue revenues and establish receivables for any revenues that have been earned 
but are uncollected as of June 30 in order to bring the accounting records into accordance with GAAP.  
Examples would be uncollected contracted tuition amounts and interest earned on investments.  
Adjustments for prior year’s tentative tuition charges for regular pupils made because of a difference in 
actual per pupil cost may only be made during the third school year following the contract year.  No 
accrual is made for such adjustments.  The payments of adjustments for special education pupils are made  

http://www.state.nj.us/education/finance/fp/af/hotline.pdf�

