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The system described in this manual was
 
conceptualized by Mark Matthews, Financial
 
Management Office, A.I.D., and Merlyn Kettering,
 
Development Program Management Center, USDA/
 
OICD/TAD, for improving thc financial management
 
of A.I.D. projects. The first manual "User's
 
Manual for Basic Accounting System" was developed
 
during the 1982 pre-implementation phase of the
 
Sahel Regional Financial Management Project, and
 
tested in Mali, Niger, Burkina Faso and Senegal.

It was tested further and underwent modifications
 
during the implementation phase, 1983-1986. The
 
present manual was finalized by Mamadou Kante,
 
team member and Sahelian financial expert for
 
Niger; John Raleigh, staff member of the Washington

Project Coordinating Unit; Patricia Perkins,
 
Nelson Robinson and Christopher Ritzert, financial
 
management consultants and trainers.
 

The pre-implementation phase of the Sahel
 
Regional Financial Management Project was coordinated
 
by the Development Program Management Center; the
 
Center coordinated the implementation of the project
 
in cooperation with the Office of International
 
Agricultural Programs Extension Division,
 
Virginia Polytechnic Institute and State University.

The current phase is being implemented by Experience Inc.
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A. PURPOSE
 

The purpose of this Accounting User's Manual is to assist host 
countries to establish and maintain adequate project accounting systems
in accordance with the minimal standards of accountability required by
both USAID and the host countries. 

This does not mean that the accounting system demonstrated in this 
manual must be "installed" or duplicated in USAID projects. This 
system, such as it is, is simply intended as a tool for comparison.
 
The basic control and reporting functions illustrated herein are essen
tial, but the specific procedures used to carry out the functions may
 
vary with the country, the project and the accounting traditions or
 
training of the region. In approving whatever procedures are 
established for USAID project accounting, the host country and the USAID 
Mission must agree that their mutual needs are served. 

It is our hope, therefore, that this manual will be useful for
 
those wishing (1) to analyze their existing systems to determine if
 
acceptable USAID accounting functions are in place and operating
 
properly, (2) to devise procedures to serve any essential control or
 
reporting functions that do not currently exist, and (3) to have a
 
basis of reference when maintaining the day-to-day accounting records
 
for the local cost component of a USAID project.
 

Although the Manual is intended primarily for Implementing
 
Agencies, it may also be used by contractors of Implementing Agencies
 
whose accounting system's requirements are similar.
 

B. ACCOUNTING SYSTEM REQUIREMENTS 

A Basic Accounting System consists of a series of operations
 
relating to the recording, classifying, sumarizing, and reporting of
 
financial transactions, together with the procedures to prescribe the
 
manner in which the operations will be performed. The accounting 
requirements are as follows: 

(1) A budget for financial management purposes should be devised 
and used to enable accounting data to be compared to cost estimates of 
planned activities. The budget is the beginning point and the 
reference point used throughout the accounting period; 

(2) Accounting records should provide the information needed to 
adequately identify the commitments (encumbrances) and funds that are 
due (.donor receivables), as well as receipts and expenditures of AID 
funds authorized for local costs of the project according to approved
 
budget categories; 
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(3) Entries in the accounting records should refer to supporting
 
documentation filed in such a way that it can be readily located;
 

(4) Accurate and current financial reporting information, including
 
periodic bank (or financial) reconciliation statements, should be
 
provided;
 

(5) It should be possible for an auditor to readily trace each
 
transaction from accounting reports through available records and back
 
to source documents so that all funds expended can be accounted for to 
determine whether project expenditures have been valid; 

(6) Internal controls must be established to assure integrity,
 
accuracy, and usefulness of financial data.
 

The procedures discussed and illustrated in the Manual are not
 
intended to be specifically applicable to any one project. They are
 
intended to be sufficiently flexible to serve as a general guide so
 
that parts of this Manual, as applicable, might be adopted for projects
 
as needed. Not all detailed accounting methods and procedures are
 
prescribed in this Manual. For example, it does not prescribe the type
 
of employment records to be maintained, nor supporting documentation
 
for payroll expenditures. Such accounting records should be
 
established pursuant to local project requirements. It is essential,
 
however, that the system adopted by the Implementing Agency meet the
 
same control and accountability principles for effective financial 
management as specified in this User's Manual.
 

Illustrations of typical forms that may be used for .'pecific 
accounting purposes have been included. These are intended only as 
examples; the specific format is not significant. They should be con
sidered only as a basis for the development of a set of forms which 
provide for the specific needs in a particular project situation. 

Objectives and Scope of the Proposed Systems
 

The purpose of the accounting control system illustrated in this 
Manual, as well as that of whatever system is eventually agreed upon 
for use in the project, is to assure the acceptability of the financial 
management practices relating to the accounting, ',ontrolling, and 
reporting on the use of AID funds. In many cases, the system 
illustrated in this manual will also accomodate other donor funds as 
well. This model system has the capacity to: 

(a) Provide accurate, complete and timely host country accounting 
information for host country managers; 
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(b) Strengthen internal controls preventing misuse and waste of
 
donor-generated resources and ensure compliance with conditions of
 
project agreements; 

(c) Provide a system of financial reporting that will assist
 
USAID in monitoring project implementation, oversee host country

Implementing Agency cash requirements, and periodically 
assess
 
financial management.
 

Although any standard accouriting system must be adapted to meet 
the specific needs of the organization using it, the core system

described in the following sections is intended for those bilateral and

regional organizations which coordinate, formulate and implement donor 
funded projects. 

C. BASIS FOR REQUIRED FINANCIAL MANAGEMENT: PROJECT 
AGREEMENT, SUBSEQUENT AMENDMENTS AND PROJECT 
IMPLEMENTATION LETTERS 

The basis for the required financial management of a project is

defined in the Project Agreement, which 
contains the basic specifica
tions and conditions required for reporting and managing AID resources. 
It also fixes the overall amount of the grant and allocates it accor
dingly over the defined life of the project. However, the project

agreement could be significantly altered through amendments. These
 
mostly concern shifts in the project objectives. 

It should be noted that the project agreement establishes theallocation of funds to broad budget categories which will be accounted 
for by the host country (local currency funds) and those accounted for
 
directly by USAID.
 

A more detailed budget of the local currency funds is agreed upon
annually (or more frequently) 
 and communicated in a Projec-t Implementation
Letter (PIL); from time to time, USAID and the host country may agree
to changes in the initial letter within the constraints of the original

project grant.
 

D. ACCOUNTING BOOKS TO BE MAINTAINED 

The project must have some means of (1) recording funds receivedfrom AID, (2) keeping track of how much of the fands have been com
mitted to specific purchases by budget category, and (3) recording and 
justifying all expenditures of USAID provided funds. It is further
recommended that the project accounting system provide an easy way to
readily determine (1) the funds budgeted for the use of the project
but not yet received, (2) the amount of funds in the annual budget
available for local use by the project by category that have not yet
been committed to specific purchases, and (3) the amount of project
resources consumed in comparison to the degree that project goals have 



- 4 

been accomplished. Periodic (most likely monthly) reconciliation
 
reports must be done to assure that the project's records agree with
 
those of the financial institution (bank or ministry) holding the
 
project's local currency funds. 

The specific procedures, books, and forms used to accomplish these
 
functions must be agreed upon by the Mission and host country. For the 
purpose of this manual three basic accounting books will be used to 
illustrate one way of meeting minimal accounting requirements in a 
manner acceptable to AID. 

Accounting transactions for each project will be reflected in
 
three accounting books: (1) a donor receivable account, (2) an
 
encumbrance journal, and (3) a cash receipts and disbursements
 
control ledger.
 

While the official amount of the project grant established in the 
PROAG and recorded in the donor receivable account isexpressed in
 
dollars, the other project accounting books and records are kept in
 
local currency.
 

The method of adjusting for fluctuations inexchange rates needs
 
to be agreed upon and adjustments to the donor receivable account made
 
periodically to reestablish agreement between the dollar and local
 
currency figures.
 

1. Donor receivable account
 

When a Project Agreement is approved which contains a local currency
 
component, a donor receivable account should be created at the project
 
level, which provides the following information:
 

1. The date of each entry;
 

2. A reference number for each document or check;
 

3. The amount authorized both in dollars and in local currency;
 

4. The amount received both in dollars and inlocal currency; 

5. The balance in both currencies.
 

For an illustration, see Illustration 1 on page 6. The opening
 
balance of this account should be both the dollar and the local
 
currency equivalent of the amount authorized by the donor for "local
 
costs" throughout the life of the project (three or five years, for 
example). The balance of the receivable account should be decreased
 
as funds are drawn from USAID. Upon receipt of the Project Agreement

the transaction is recorded as follows: 
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In the "Reference" column 
post the following statement:
 
"Signed Project Agreement" and number;
 

In the "Amount Authorized" col=uim, post 	the total amounts in
dollars and local currency the Donor Project Agreement has

budgeted for local costs over the life of the project.
 

Upon receipt of an advance check from USAID, the transaction is
 
recorded as follows:
 

A reduction is made in the "Balance" column of the donor

receivable account and the amount of the check i3 entered
 
in both dollars and local currency in the "Amount Received"
 
column;
 

The local currency amount of the advance posted to the donor

receivable account must agree with the amount posted simulta
neously to the cash receipts and disbursements control ledger
 
as a cash receipt;
 

The closing local currency balance will be used to plan the

cash 	requirements for the remainder of the project and the

fund 	 request for the next quarter. 

2. Encumbrance journal
 

The purpose of the encumbrance journal is to establish an on-going
record of all orders, contracts, or other commitments of funds against
the project budget and to ensure that a project is 
not over committed.
A suggested encumbrance journal should provide the following

information:
 

1. 	The date of each entry;
 

2. 	 The description of the transaction;
 

3. 	Two columns for references. 
The first would be for enter
ing the ref3rence number of the document supporting the en
cumbrance, tne second the check or cash voucher number
 
liquidating the encumbrance;
 

4. 	Budget categories. Each category should have two columns c
 
one for the "Amount" of the entry and one for, the "Balance".

See the illustration on page 7. The beginning balance of
each budget category is usually found in the first PIL;
 

5. Finally, there should be a total column showing the amount of
 every encumbrance and the total of the remaining funds 'unen
cumbered.
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The "Balance" columns of the encumbrance journal initially reflect the 
annual budget amounts aut;horized in local currency for each budget
 
category in the first Project Implementation Letter (PIL). Thereafter,
 
each commitment of' funds,against the project budget is entered in the
 
"Amount" column of the appropr-i.ate budget category and then subtracted 
from the amount previously entered in the "Balance" columns. (See
 
illustration 2).
 

3. Cash receipts and disbursements control ledger
 

The cash receipts and disbursements control ledger contains a
 
chronological listing of all deposits and checks issued, together with
 
information on checks as to the date of issuance, name of the payee,
 
and the budget category to be charged. Illustration 3 on page 9
 
contains the column headings used in establishing the cash receipts and
 
disbursements control ledger for the project illustrated in the Manual. 
Initially, the column headings are based on the budget categories for
 
local currency expenditures contained in the approved Project Agreement.

The cash receipts and disbursements control ledger is designed to be
 
used for writing and posting all checks including those for the
 
payroll.
 

In addition to the normal budget categories, one column will be
 
left blank for other purpose- to be used later. (See "Establishing a
 
petty cash account" in section E.13 below.
 

E. ACCOUNTING OPERATIONS
 

1. Approval of project agreement
 

The Project Agreement contains the budget of local cost items to
 
be paid by the Implementing Agency including specific categories such
 
as personnel, travel, tools, fertilizer, etc., to be used for
 
controlling project funds. (This budget, contained in Annex I of the
 
Project Agreement, is an authorized estimate of resources by budget
 
categories which the project is expected to require over its life. The
 
project is not assured of receiving all of these funds, as each year's

outlays are subject to legislative review and approval during the
 
annual congressional budget process in the United States.) Chianges in
 
these categories require donor authorization in either a Project
 
Implementation Letter or an Amended Project Agreement.
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Prpose: 

(a) To establish a contractual agreement between USAID and the 
host ccuntry; 

(b) Provide a detailed budget of authorized lonal expendituresfor the life of the project. (This budget is distinct from the budget

for the first year of the project which is usually included in thefirst Project Implementation Letter (PIL). It is always annexed to
the Project Agreement.) 

Procedure:
 

(a) The two parties negotiate project activities as well as an 
implementation plan and the division of responsioilities. 

(b) Establish the mechanisms for implementing, monitoring and
 
evaluating project performance.
 

The following pages show an example of a Project Agreement document,
together with its annexed Financial Plan. This document is of primaryimportance. It needs to be widely circulated among project personnel,expecially those in the accolaiting unit of the project for it sets thelegal boundaries within which the project must operate financially. 

2. Establishing separate project accounting books and records 

Purpose: 

(a) To provide accountability for donor specific, project specific resources. (The funds must be separated since Project Agreement

requirements 
 fo- the use of and accounting for funds may vary from
donor to donor. Requirements may also vary from project to project

even when the funds for both pr'ojects 
 come from the same donor.) 

(b) To evaluate the use of USAID provided resources. 

Procedures:
 

(a) Establish a separate bank cr ministry account for the USAID 
donated funds for each project. 



Illustration 4 

P ROJ E C T A G R EENE NrIF-eoisl 

Number: 
 478-0012 


Title: Irrigation Project
 
Date: October S. MO 


BETWEEN 
 The Republic of Seiibia (beneficiary) 


and 
 The UniLed States of America through the Agency for
 

Internationial Development (AID) 


Article 1: 
Tcurrency 


This agreement establishes an 
understanding between the above
named parties with respect to the understanding by the beneficiary of 

the project described below and with respect to 
the financing of this 


projted ct y th
art es.Categories
In ere
project by the Interested parties.
 

Article i: Th j 


Section 2.1DefintbogoftheProject. 
The project Is 
an effort
to provide assistance to 
the rural agriculture sector of Sembla. 


At e_:F _ n 

3.1 The Grant. 
 To assist 
the beneficiary to 
asswme the costs 


related to the execution of the project, the AID (in accordance with
 
the Foreign Assistance Act of 1961, 
as amended) agrees to provide the
 
beneficiary, oi. ,ccordance d u
n e 
 s'-
with the terms of the present agreement, a 


Grant of two million one hundred thousand dollars..
 
The Grant may be utilized to finance the costs of the goods and
 

services necessary for th 
 ;-'Ject in foreign exchange, for budget
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categories No. 
1, 2 and 3 of Annex I. and also the local currency
 
costs, for budget categories No. 4-8 of Annex I.
 

Article IV: tkration of the Project
 

It Is estimated that the project will be completed by the 3Oi
of November, 1985 (being a period of three years).
 day
 

Article V: Execution
 

The Grant may be utilized to finance foreign exchange and local
costs for the goods and services required by the project.
 

The execution of budget categories No. 1, 2 and 3 of the project.
 
as contained in Annex i, wil 
 be the responsibility of USAID. 
 Budget
 

4, 5, 6, 7, and of the project will be the respon

sibility of the Implementing Agency of the Government of Sembia,
 
which will utilize the local currency funds made available by the'

Grant.
 

Taking notice of the above, the beneficiary and the United States
 

of America, each acting through the intermediary of 
its duly authorized
 
representative, have signed the present agreement on the above date
 

SE A 
 fTTEfSXAESOr-._ 
 E RCA 
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Illustration 4
 
(cont.)
 

Annex I: Financial Plan, Project No. 478-0012
 
Duration 3 Years
 

Budget Categories 
 US Dollar 	 Approximate
 

Equivalent in
 
Local Currency
 

1. Heavy Equipment 
 $500,000 	 LC 50,000,000
 
2. Technical 	Assistance 
 600,000 60,000,000
 

(expatriate)
 

3. Vehicles 
 250,000 25,000.000
 

4. Personnel 
 130,000 13,000,000
 

5. Materials 
 118,000 11,800,000
 

6. Irrigation Equipment 
 250,000 25,000,000
 

7. Loan Fund 
 180,000 18,000,000
 

8. Training 
 72,000 7,200,000
 

$2,100,000 LC 210,000,000
 

*"LC" is used throughout this manual is a fabricated currency
 
symbol referring to a ficticious local currency with an ex
change rate of LC100 = $1.
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(b) Establish and maintain the following accounting records for 
each serarate project:
 

o Donor receivable account 

o Encumbrance journal 

o Cash receipts and disbursements control ledger 

o "Open payable" and "closed payable" files 

(n) Create column headings in the following book based on the
 
budget categories established in the Project Agreement (PROAG) and the
 
first Project Implementation Letter (PIL):
 

o Encumbrance journal (includes amounts) 

o Cash receipts and disbursements control ledger 

3. Recording approval of Project Agreement and the first Project
 

Implementation Letter (PIL)
 

Purpose:
 

To document authorization and approval for the Implementing Agency
 
to incur expenditures.
 

Procedures:
 

(a) Post the signed Project Agreement to the donor receivable
 
account including:
 

o Date 

o References
 

o 
 Total amount authorized for local costs (throughout the
 
life of the project) in both dollars and the local
 
currency equivalent.
 

(b) Post the first Project Implementation Letter to the
 
encumbrance journal, including the date, the number of the PIL in the
 
first "Reference" column, and tihe annual approved amounts (expressed

in local currency equivalents) in the "Balance" columns by budget
 
categories.
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(a) The locally managed portion of the Project Agreement budgetcn page 12 (items 4 through 8) amounts to an approved dollarbudget of $750,000 for the three year life of the project.This is estimated at LC 75,000,O.0 in local currency. Boththe dollar and local currency amounts are recorded in the
donor receivable account as indicated in table 1 on the
following page. 

(b) The budget for the first year of the project (from the first
Project Implcznentation Letter) on page 16 shows an approvedlocal currency budget in the amount of LC 19,500,000. Theamounts in this annual budget are posted to the encumbrancejournal (see table 2) in the "Balance" columns by budget categories and in the "To~al" column as indicated on page 18. 



Tahl 1 

PROJECT NUMBER: 478-0012 

Datp Rpf'-rpnce 
__ _ _ _ _ 

Dpc.1 Prn/Aqr Nn.478-0012 

DONOR RECEIVABLE ACCOUNT 

$ $ $ 
Amount Amnunt Bal ancrP 

Aithorizpd Rpcpivpd 

750,000 750,000 

PROJECT TITLE: Irriqatinn 

L.C. L.C. L.C. 
Amnunt Amnunt Bal ante 

Atithnrizpd Recpivpd 

75,000,000 75,000,000 

Lf 
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Example of a Project Implementation Letter (PIL)
 

October 30, 1980 

I-r. 14,us.a Diop 

Permanent Secretary
Ministry of Agriculture (?-t)A) 


•ub. 	ct: AID Grant Agreement No. 478-0012 
Irrigption Project 
TrIplementation Letter No. 1 

Dear Moussa: 

In accordance with previrus discussions we have had with
you and others in the Ministry, we request that you open 
a eponit acccAint exclusively for this project. 

Please provide u:sinwriting with information as to wherete. Findn will he held, the account number and the name 
of the individual authorized to sign checks against the 
the acro,mnt. This special accouint will operate on a
revolvin, fund hasis, replenishments Laking place as andwhen docurtantation dencritd herein is prepared In sup-
port of the disbursements made. 

The request for periodic advances shojuld contain the
following, 'tatemet: 

"The undersigned hereby cer'ifies: (1) that the 
abovp represents the best estirate of funds needed for
expenritires to be incurred over the three-month period,
(2) that. appropriate rprund or credit to the f7"ant will 
t mad, in the event funds are not expended, and (3)
that. appropriate refund will be made in the event of 
disall]uance in accordance with the terms of this grant." 

(itlined te_]ow is the annual budget and categories for
which this special account is to be used: 

-2-

Budget Category Dollar LC 
Amount Amount 

Personnel 
Materials 

$42,000 
22,000 

LC 4,2oo,oo0 
2,200,000 

Irrigation Equipment 
Loan Fund 
Training 

86,000 
30,000 
15 000 

8,600,000 
3,000,000 
1,500,000 

Total $195,000 LC 19,500,000 

Notes: 

(1) 	Conversion of U.S. dollars to Local Currency
 
based on current exchange rate of $1.C US
 
LC 100.00
 

(2) Budget total cannot be exceeded without an
 
appropriate budget amendment by AID.
 

We r-equest. that financial records be maintained inaccordance with sound accounting procedures adequate to 
show 	the receipts and disbursements of funds and the
 
receipt of goods and services acquired. At a minimum, a

check re ister should be maintained that show the
 
issuance of checks in numerical and chronological order,
the naTme of the payee, a basic description of the gonds 
or services purchased and attribution of these purchases

to one or more of the categories shown in the tdget.
All payments should be supported by vendor or contractor
 
invoices, evidence of competitive price ccnparisons to 
the extent practical, and certification showing that the 
goods were received and/or that the services were por
formed. The support documentation should be retained 
by MOA. AID reserves the riCpht to review, inspect and
audit these documents and all ledgers maintained under 
this account. Based or, these records, we request that.HDA suhmit a report of disbursements to USAID at leant 
on a quarterly basis, or sooner if replenishments are
required, according to the following: 

(a) 	 A financial statement as shown at Annex A which 
provides information on the budget, current 
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Illustration 5 
(cont.7
 

-3

disbursements and cumulative disbursement plus
 
certification as to the statement's accuracy
 
by you or your authorized representative.
 

(b) A reconciliation as shown at Annex B which shows
 
the difference between MOA's receipts and the 
accounting organization's records.
 

Also, your attention is invited to section D. 2 k:E) of
 
Annex 2 of the Project Agreement which points out that
 
any interest earned on disbursed but unutilized funds 
r ust be refunded to the U.S. Government.* 

Please confirm acceptance of this agreement by signing 
below and returning the letter to me. We will provide 
you with a copy for your files. 

Sincerely,
 

ILLIAM A. JONES 
AID Mission Director 

tDUSSA DIOP 

* 	 This point is self explanatory, even though for reasons 
of brevity the sample PROAG on Page /0 does not have 
all the annexes.
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4. Request USAID cash advance
 

Purpose:
 

To commence orderly implementation of the project.
 

Procedures:
 

Upon receipt of the executed Project Agreement, the first Project

Implementation Letter, and assurance that conditions precedent to first
 
disbursement have been satisfied, a request for funds by budget cate
gory should be initiated to obtain a cash advance from USAID based on 
immediate disbursement needs. The time period covered by the cash 
advance may vary, but it would normally be three months or less as 
based on the following type of analysis which should be attached to the 
Request for Advance (see illustration 6). 

The "Reserve" in the annex to illustration 6 sometimes refers to 
either (a)buffer funds meant to carry over until the next period's
 
advance has been approved and issued, and/or (b)contingency funds
 
meant to allow for unforseen expenses, and/or (c) allowance for infla
tion. Local USAI) Mission policy may or may not permit a reserve.
 
Ideally, good budgeting control would recommend that the reserve be
 
limited to (a)above. Allowance for inflation should rather be taken
 
into consideration when estimating budgetary requirements for each
 
category. And contingency funds should be identified as such. They
 
should never be considered a new "miscellaneous" budget category; their
 
use should always be identified with an existing budgetary category
 
within existing budgetary constraints.
 

After receipt of a Request for Advance, the USAID Mission will
 
issue an advance check for the amount requested if the Mission concurs
 
with the proposed request. It must be noted that the letter granting
 
the request will also show the allocation of the advance by budget
 
categories.
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Illustration 6
 

REQUEST FOR ADVANCE
 

F December 1, 1980 

Mr. William A. Jones
 
AID Mission Director
 
Embassy of the United States
 
of America
 
Dakcjul, Sembia
 

Dear Mr. Jones:
 

In reference to our discussions on the Irrigation Project, Ienclosing our anticipated expenses am
for the period December 1980through February 1981 (Annex A). 

It is understood that future requests for advances to the projectwill be accompanied by: 

(a) A financial statement which provides information on thebudget, current disbursement and cumulative disbursement p1lcertification as to the statement's accuracy by an authoriz
representative (Annex A). 

(b) A reconciliation showing the differences between MOA's
receipts and the 
accounting organization's records (Annex B(Not attached this first period. 
Thiere can be no bank reco
ciliation until after project has started. 
This will be
attached to all subsequent advance requests.)
 

Sincerely,
 

DABY JALLOH 
Irrigation Project 
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Illustration 6 (cont.)
 

Annex (First period)
 

Budget Categories PIL Estimated
Annual 
 Disbursements 

Budget 
 Next Period 


Personnel 
 4,200,000 
 1,000,000
Materials 2,200,000 800,000

Irrigation Equip. 
 8,600,000 
 2,000,000
Loan Fund 3,000,000 1,100,000

Training 1,500,000 300,000

Subtotal 
 19,500,000 
 5,200,000 


Plus Reserve* 
 -0-


Advance Requested 
 5,200,1000
 

Annex A (Subsequentperiods)
 

PIL,
Budget Categories Annual 
 Accumulated 
 Fstimated

Budget Disbursements 
 Disbursements 


Personnel 
 4,200,000 1,000,000 
 1,300,000
Materials 
 2,200,000 
 800,000 
 900,000
Irrigation Equip. 8,600,000 1,950,000 2,500,000

Loan Fund 3,000,000 1,100,000 1,450,000

Training 1,500,000 250,000 350,000

Subtotal 19,500,000 5,100,000 50900 


Cash on Hand 

100,000
 

TOTAL 

6,400,000
 

Plus Reserve* 

500,000
 

Advance Requested 

6,900,000
 

*/ See the explanation of the "Reserve" on page 19. 

Ending
 
Balance
 

3,200,000
3,400,000
 

6,600,000
1,900,000
 
1,200,000
 

14,300,000
 

Ending
 
Balance
 

1,900,000
 
500000


4,150,000
 
450,000
 
900,000
 

7,900,000
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Illustration 7
 

Project Implementation Letter No. 2 
December 9, 1981 

Director of Irrigation Project 
Dakjul, Sembia
 

Following our phone conversation, we are pleased to concur with,your
 

request for the creation of a Travel Budget Category. The total amount 
is $4,000, to be taken from the Trainingallocated to this new category 

The total annual amount allocated for Training is
Budget Category. 

therefore $11,000. The other budget categories remain unchanged:
 

$ Amount LC PAxunt 

Personnel 
Irrigation Equipment 
Material 

42,000 
22,000 
86,000 

4,200,000 
2,200,000 
8,600,000 

Loan Fund 
Training 
Travel 

30,000 
11,000 
4,000 

3,00,000 
I11001000 
400,000 

Enclosed please find a US Government check in the amount of
 

$52,000 (LC 5,200,000) as a first advance for the Irrigation Project,
 

allocated as follows:
 

$2,000,000
Personnel 

795,500
Materials 


115009,000Irrigation Equipment 

Loan Fund 
 6492500 

160,000
Training 

95,000
Travel 


TOTAL $5,200,000 

Sincerely, 

WILLIAM A. JONES
 
USAID Mission Director
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5. Adjusting budget for approved changes 

The Project Director may decide that the project needs an addi
tional budget category not included in th riginal grant agrenment. 
The Director may not create such a category or shift budgeted amounts
 
for this purpose without the written approval of the USAID mission 
(usually issued in a PIL) if USAID funds are to be used. Such a new 
budget category can be created by increasing the total funds available 
to the project (which is less likely and requires an amendment to the 
PROAG approved in Washington) or, the fu'ids can be shifted from another 
existing category without affecting the ';otal grant (requiring the 
USAID mission approval only). If the project is able to finance the
 
additional budget category from some source other than AID, this of 
course, does not require AID approval.
 

Pupose: 

To provide for budgetary flexibility and to maintain an official
 
up-to-date record of the authorized amount of project expenditures by
 
budget category.
 

Procedure:
 

(a) The Project Director (or another official designated by the
 
Implementing Agency), with the concurrence of USAID, must issue a writ
ten authorization to effect any change in the approved budget amounts 
or budget categories. The Project Agreement, subsequent Project
Implementation letters, or some stated policy agreed to by USAID, indi
cate the amount of budget flexibility which may be exercised by the
 
Implementing Agency without obtaining prior written authorization from
 
USAID.
 

(b) In the event adjustments are authorized in the annual budget,

the adjustments must be explained in a journal voucher and recorded in
 
the encumbrance journal with a separate entry.
 

(c) If changes in the budget establish new budget categories, 
create additional column headings in the encumbrance journal and in the 
cash receipts and disbursement control ledger. 

(d) Indicate budget changes on the monthly financial reports.
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Example (for an illustration, see Table 3): 

The Project Director. has, with the written approvral of AID,
decided to create a new budget category for "Travel" using LC 
400,000 from the funds previously allotted to "Training." 

Register the budget change in the encumbrance journal with
 

following: 

(a) 	Reference the PIL authorizing the budget change;
 

(b) 	 Enter the LC 400,000 in parentheses in the "Amount" column 
under "Training" to indicate a deduction and reduce the 
"Balance" under "Training" to LC 1,100,000. 

(c) 	 Enter LC 400,000 as an opening "Balance" under a newly
created budget heading of "Travel." (Nothing appears in 
the "Amount" column under "Travel." 

(d) 	 Since the total budget for the project has been neither 
increased nor decreased, the "Total" columns are not affected. 



. ~~ ~ ~K3RMMUN~Ci JUNAL . Poet ztgto 
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b Rot~ per?.s-. Offce 
Fuo,snd r1 LAC 

E~O.8 BdI t Choog I 1.D. 2.200.000 8.600.000 3.000.000
 

I4000 
 1.100.000 400.000 1.0.0 
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6. Receipt of USAID advance of funds 

Purpose: 

To provide and record the initial cash for the project. 

Procedure: 

(a, Post both the dollar and the local currency amounts of the
U.S. GoverNment check issued by USAID to "amount received" columns of 
the donor receivable account. Subtract the value of the check from the 
previous dollar and local currency balances of the donor receivable 
account and indicate the remaining balance of USAID funds available

under both the dollar and the local currency portion of the Project

Agreement.* See table 4 for an illustration.
 

(b) Local funds ,mist be deposited in a separate bank account and
the deposit slip returned to the accountant responsible for posting the 
cash receipts and disbursements control ledger.
 

(c) The advance check shouid be accompanied by a letter from
 
USAID explaining the portions of the advance 
 to be allocated to each 
budget category (see table 5). Use the local currency a ounts as the 
opening entries in the "Balance" cclm.s of the cash receipts and
 
disbursement control ledger (or additions to existing balances 
 after 
project start up) for each budget category. Indicate the date of
 
posting and reference the deposit slip and the USAID check number.
 
Register the local currency deposit in the "Receipts" column and in the
"9)onor Advance" and the "Total" colunns of the cash receipts and 
disbursement control ledger.
 

(d) Establish and maintain a separate file for all bank deposit

slips and maintain them in chronological sequence. This file will be
 
maintained by the person responsible for preparing the bank or finan
cial reconciliation statement.
 

Disallowances
 

The implementing organization will make periodic requests for

replenishment of its cash advance from USAID by submission of expen
diture reports (drawn up from detailed supporting documentation). If, 
upon review, certain expenditures can not be justified by supporting
documentation, or are determined to be outside the specification of the 
project agreement, they will be disallowed and not reimbursed by USAID. 

*/ Reminder: Only the dollar amount is official.
 



Table 4 

PROJECT NUMBER: 478-0012 
PROJECT TITLE: Irriqatinn 

DONDR RECEIVABLE ACCOUNT 

Date 

Pc.l 

Dec.9 

Reference 

Pro/Agr No.478-0012 

Check No. 8759 

Amount 
A|ithori7pd 

750,000 

Amount 
Receivpd 

52,000 

Balanc 
______ 

750,000 

698,000 

Amoiont 
Authorized 

75,000,000 

Amount 
Received 

5,200,000 

Balance 

75,000,000 

69,800,000 

I-
C" 
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The reimbursement or advance replenishment will be the amount 
requested less the amount of any disallowed expenditures. The 
disallowances should be noted in a log to be kept by the host country 
finance ministry or budget section. The organization should work to a 
resolution of the discrepancy by either further clarification of the
 
item with USAID or by making payment from another source of funds. If 
the 	 implementing organization repays the account from other resources, 
the 	cash receipts and disbursement control ledger will show a receipt
 
and 	 will enter the credit to the same budget category as the disputed 
item. If the project uses host country funds as working capital, the 
disallowed expenditure simply is not reimbursed. A log should be kept 
as mentioned above and the encumbrances and disbursements will be per
mitted to exceed the project agreement amcunt by the amount of the 
disallowed items. In this case, the cumulative disallowances cannot 
exceed the working capital from host country funds. The working 
capital left at the end of the project will be the original amount 
reduced by the cumulative disallowances incurred throughout the life of 
the project. 

7. 	 Encumbrance of funds - issuing purchase orders, travel 
authorizations, and contracts 

Purpose: 

(a) To provide written authorization and approval for purchases 
of goods and services, travel and other transactions requiring 
encumbrance of funds; 

(b) To assure availability of project funds. 

Procedures: 

The 	 host country implementing agency will: 

(a) Prepare transaction documents: 

o Purchase orders 

o Travel Authorizations 

o Travel Advances 

o Contracts 

o Journal vouchers for encumbrance adjustments 

(b) Certify availability of funds; 

(c) Obtain authorized approvals;
 

(d) Issue the purchase order or other relevant document;
 



(e) Post encumbrance journal;
 
(f) File one copy of the encumbrance document (from "d", above)
in
an open payable file (and another copy of the same document in
permanent encumbrance support file if the project budget section is

a 
organizationally separate from the accounting section). 

Example
 
(1) On December 9, 1981, 
a purchase order is issued
in the amount of LC 200,000 for the irrigation equip

men t.
 

Posting: Purchase order number 1001encumbrance is posted to thejournal. The "Amount" column under "Equipment"indicates the encumbrance, and the "Balance" column indicates
the remaining amount aviilable to be encumbered. See table 6. 
(2) On December 16, 1981, 
a purchase or@,r is issued in
the amount of LC 150,000 for materia.s.
 

Posting: Pu-chase order number 1002 is posted to the
encumbrance journal. The "Amount' column under "Materials"indicates the encumbrance, and the "Balance" column indicatesthe remaining amount available to be encumbered. See table 7. 
(3) On December 17, 1981, 
a travel authorization is issued
for LC 70,000 to Mr. Z. Anderson.
 

Posting: Travel authorization 4001 is posted to the
encumbrance journal. 
The "Amount" column under "Travel"
indicates the encumbrance, and the "Balance" column indicatesthe remaining amount available to be encumbered. 
See table 8.
 
(4) On December 18, 1981, 
a contract for training is executed
for LC 38,000.
 

Posting: Contract number 2001 in the amount of LC 38,000is entered in the encumbrance journal similar to the
items above. 
See table 9.
 
(5) On December 28. 
1981, a contract is issued in the amount ofLC12,000 for the translation of a project paper into French. 

Posting: Service contract 3001 in the amount of LC 12,000 is
posted to the encumbrance journal in the "Amount""Personnel column underand Office LEpenses",, then the "Balance" column indicates the remainder to be encumbered. 
These steps are repeated under the "Total" column. 
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8. Adjustment to encumbrances 

To make adjustments to the encumbrance journal for: 

(a) Travel;
 

(b) Contracts; and 

(a) Purchase orders. 

Procedure:
 

(a) For travel, disencumber the difference between the amount 
that had been encumbered by a travel authcrization and the amount 
actually spent on the travel. When the travel expenses voucher is 
submitted the costs will be higher, lower or the same as the advance. 
If lower, the traveler will be required to reimburse the account. If 
higher, an additional check will be written to the traveler compen
sating him for the cost of his travel, (the additional check plus the 
advance equals the traveler's expenses). If the travel voucher equals
the advance, no adjustment is required. The total traveler costs 
including cost of transportation should be compared to the amount 
encumbered by the travel authorization to decide if an upward or down
ward encumbrance adjustment is required. A journal voucher or travel 
authorization amendment would serve as the supporting document; 

(b) For service contracts where the amount initially encumbered 
is greater than the amount actually expended, disencumber the unspent 
amount by making a negative entry in the encumbrance jcurnal and indi
cating adjustment of service contract. A journal voucher would be one 
means of documenting the entry or perhaps a contract amendment; 

(c) For purchase orders where the cost of the goods received is 
less than that originally encumbered, disencumber the difference bet
ween the amount encumbered and the amount billed by entering a negative
in the same budget category and document it by a journal voucher or 
purchase order amendment which refers to the original purchase order. 

Note: 	 A journal voucher is an official accounting document supporting 
an entry in a journal or ledger; it is a multi-purpose document 
which can be used, for example, to document the partial 
encumbrance of serviccs received under a long-term contract or 
to support and txplain adjustments to a journal or a ledger, 
among other use's. 



-36-


Example 

On December 28, 1981, LC 80,000 of a LC 200,000 order of 
equipment from the Quality Equipment Cgmpany is cancelled. In 
order to reflect this change make the following adjustment to 
the encumbrance journal:
 

(a) Complete a numbered journal voucher explaining the
 
disencmnbrance* and reference itas well as the original
 
purchase order (see illustration 8 below);
 

(b) Enter the LC 80,000 in parentheses in the "Amount" column under
 
"Equipment". (The parenthese3 indicate that the amount is
 
either negative or a reversal of a previous transaction.);
 

(c) Increase the amount now available in the "Balance" column
 
under "Equipment" to LC 8,480,000;
 

.4 

(d) Enter LC 80,000 in parentheses in the "Amount" column under 
"Total" and increase the balance to LC 19,110,000 to indicate 
that the total project local currency budget has LC 80,000 
tore available and uncommitted. (See table 10 for' an example. 

N/ To disencumber = to cancel an order. is different from to
 
liquidate an encumbrance = to pay off an order.
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9. Establishing open payable files
 

Purpose:
 

To provide a centralized record of all goods and services that 
have been encumbered but not yet completely paid for. 

Supporting documentation: 

The open payable file contains the following documents: 

(a) Purchase orders; 

(b) Vendor estimates for goods or services; 

(c) Contracts;
 

(d) Travel authorizations; 

(e) Journal vouchers for adjustments to original purchase order
 
amount;
 

(f) Amended purchase orders for changes and corrections in origi
nal terms. An amended purchase order for change in price would obviate the 
need for a journal voucher to authorize the price adjustment;
 

(g) Receiving reports; 

(h) Summary sheet for partial payments. 

Procedures: 

(a) All documents supporting entries in the encumbrance journal are
filed chronologically (or cptionally, alphabetically by vendor's name) in 
order to be easily referenced when supporting documentation is required; 

(b) All documentation supporting unpaid bills or invoices should be 
attached to the corresponding purchase order and filed in the open payable
file. The supporting documentation may include purchase orders, bills of 
lading, receiving reports, bills or invoices and evidence of partial
payment. The documents remain in the open payable file until the documen
tation packet is complete and payment has been approved. They are then 
removed and transferred to the accounting section where payment will be 
made and recorded. (The documentation packet will eventually be filed in a 
closed payable file (see section 12 (c) below).) 
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10. Receiving report of goods and services 

Purpose: 

To document acceptance of delivery of goods or performance of ser
vices, and to record quantities and condition of items received. 

Procedure: 

(a) Prepare a receiving report upon receipt of goods, indicating
date, vendor, quantity, description, and condition of items;
 

(b) For services, prepare a Memorandum of Performance of Services 
to indicate satisfactory acceptance of purchased services; 

(c) The transaction documents are forwarded to the accountant 
maintaining the open payable file (located in either the finance ministry 
or the accounting office). They are then attached to the corresponding 
copy of the purchase order in the open payable file until the invoice is 
received and processed for payment. 

11. Processing payments 

Purpose: 

To provide internal control over the authorization, approval and 
disbursements in payment of all claims and invoices, assuring that only
properly authorized and correct payments are processed.
 

Procedure:
 

(a) Verification of documents:
 

Verify that goods and services invoiced match those
 
actually received according to receiving reports and that those received
 
correspond 
 to tho.ie ordered. If the payment is for an amount different
 
than the amount eicumbered, an adjustment for the difference should be
 
posted to the amoint column of the encumbrance journal. If the actual
 
payment is less than the amount originally encumbered, the adjustment

should be reflected on a journal voucher and recorded in the
 
encumbrance journal.. 

Since no prior approval is required for downward adjust
ments in encumbrances, 
 a summary journal voucher for all such adjustments
for the month is appropriate. However, if the adjustment is upward in the
encumbrance, then the same approvals required for the initial encumbrance 
document are needed for the adjusting journal voucher. 

(b) Preparation of payment vouchers 

Prior to any disbursement of funds, a voucher is prepared
indicating the payee of the check, describing the services performed or 
goods received., the amount involved by budget category charged, and the 
approval of the Project Manager. 
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Illustratiun 9 
Delivery Date: 
 Purchase Order #:
 

RECEIVINJG REPORT 

Received from: 

It. No. Goods/Services 
Quantity 
Received Unit 

Unit 
Price Amount Condition 

TOTAL
 

Received by:
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Illustration 19
 
Republic of Sembia 
 Project No.
 

Section
 

Budget Category
 

PAYMENT VOUCHER
 

Supporting Method of
 
No. Description Amount Documents Payment
 

Dakjul, (date)
 

The Coordinator
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(i) 	 Vouchers are numbered consecutively, beginning each month 
with the number "one". The number of the month precedes 
the voucher number, i.e., the fifth voucher in February is 
shown 	as 2-5; 

(ii) 	 Affix to the voucher the purchase order, receiving copy,
and invoice or any other substantiating document; 

(iii) 	No voucher is to be prepared without an indication by 
someone in authority that the item purchased was pre
viously encumbered and was in fact received or that the 
services were in fact performed; 

This 	is done by having the person responsible for accepting

the goods complete a receiving report, or by having the 
individual responsible for receiving services prepare a 
Memorandum of Performance of Service, upon receipt of the 
specified goods or services. The approval may also be 
indicated by having the authorized person sign the invoice 
as approval for payment. 

(c) 	 Preparation of checks 

A check should be prepared and issued only when there is 
proper supporting documentation. The supporting documentation includes the 
payment voucher, corresponding encumbrance document, original copy of the 
approved invoice stamped "paid" and the receiving report. These documents,
which until raw have been kept in the open payable file, are attached to 
the payment voucher and transferred to the accounting section where the 
check for payment will be prepared and recorded, subject to the approval of
the project director'. Ideally, all payments should be made by check;
while cash payments are permissible, bank transfers are not allowed unless 
permitted in a Project Implementation Letter.
 

The Implementing Agency should devise a method (using either pho
tocopies of each cick, carbons, snap-out vouchers or check stubs) for
 
attaching the information on checks issued to their packets of supporting
documentation. 

(i) 	 The original copy of the check is signed by the authorized 
officials of the Implementing Agency and serves as 
payment to the creditor. 

(ii) One copy of the informatiln on the check should be stapled 
to the 	supporting documentation consisting of the purchase

order, payment voucher, original copy of the invoice, jour
nal voucher (if used), and receiving report. These document 
packets should be maintained in a closed payable file by
check number sequence (or optionally, alphabetically by
vendor's name). Such a system provides the essential sup
porting information for the auditing of cash disbursements.
 

(iii) A second copy of the information on the check may be filed 
alphabetically by vendor (or optionally, in check number
 
sequence) in the vendor payment file.
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12. Recording payments 

Purpose: 

(a) To systematically summarize financial data for monthly
 
reports;
 

(b) To provide an audit trail of all expenditures; 

(c) To have an accurate record of cash balances. 

Procedure: 

(a) Post the transaction to the cash receipts and disbursements 
control ledger referencing the check number and the number of the 
encumbrance document being liquidated. 

(b) Record liquidation of encumbrance in the encumbrance journal 
by posting the check number of the liquidating disbursement. See table 
10 (the encumbrance journal) for an illustration of this procedure. 
Any adjustments for increases in original encumbrances posted to the 
encumbrance journal should reference the supporting journal voucher and 
also cross-reference the check number when payment is made. 

(c) Maintain a closed payable file. For every payment thert is a 
"payment package" consisting of a copy of the check with all the sup
porting documentation atLached to it. It is essential that this 
"payment file" be maintained in check number sequence (or alphabeti
cally by vendor's name) so that the records of the project may easily 
be audited at any time. The "payment package" and supporting documents 
provide the audit trail for all amounts recorded on the monthly finan
cial report for the project. 

Example 

Record the following payments: 

1. 	 December 17, 1981, paid LC 120,000 to Quality 
Equipment Company for three units of equip
ment. See table 11.
 

2. 	 December 20, 1981, paid LC 150,000 to Bell 
Company for materials. See table 12 for an 
illustration of the recorded payment in the 
cash receipts and disbursements control ledger. 

3. 	 December 22, paid LC 20,000 to C. Baker for 
replenishment of petty cash fund. See table 13 
and section 1 below. 

4. 	 December 25, paid C.M. Training Company for 
training services provided. See table 14. 

5. 	 December 30, paid Anderson 25,000 for travel 

expenses. See table 15.
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13. Establishing a petty cash fund
 

Purpose: 

To have a cash fund available for making payments in local 

currency whenever payment by check is not practical or possible. 

Procedure: 

(a) The Project Director of the Implementing Agency must approve 
the establishment of a petty cash fund. The approval must be in 
writing and rmst name the custodian of the fund and the persons dele
gated the authority to approve petty cash vouchers. Such a fund must 
be maintained on an imprest basis (i.e., the total of all receipts plus 
cash must always equal the fixed pre--established level of the fund). 

(b) Each Implementing Agency establishes an internal policy for
 
the maximum anrr,.nt which can be paid from petty cash. The policy will
 
depend on the types and amounts of payments to be made in currency 
where it is not practical to prepare the documentation usually required 
for purchases. 

(c) Issue check to the custodian of the fund for the total amount 
of the fund. The payment to establish the petty cash fund is entered 
in the cash receipts and disbursements control ledger; although this
 
entry requires the creation of a new colun heading, "Petty Cash," it 
does not constitute a new budget category. Petty cash is considered a 
temporary account and its expenditures will be eventually allocated to 
the existing budget categories.
 

Uses of petty cash fund: 

(a) Any item covered by a purchase order is not purchased with
 
petty cash funds unless the item is needed on an emergency basis or is
 
not available through established purchasing channels.
 

(b) W../hen a cash payment is made from the petty cash fund, an 
interim receipt or other supporting documentation, is placed in the
 
petty cash box. Therefore, the total of cash remaining in the box, plus 
the total amount of interim receipts or invoices therein, should equal 
the amount authorized in the fund at all times. 

(c) Normally, there should not be any purchases in excess of the
 
authorized maximum amount. Approval for any expenditure over this
 
amount must be obtained from the project director.
 

(d) Each receipt must be supported by an invoice which shows the
 
date of purchase, item purchased, and the cost. The reverse side of
 
the receipt may be used to describe several items if such is the case.
 
Attach each receipt to its proper invoice.
 

http:anrr,.nt
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(e) Where the receipt indicates "Object of Expenditure" enter 
what was purchased including quantity. "Approved By" should be signed
by the staff person responsible for the petty cash. "Received By" is
 
signed by the person who will actually spend the money or make the
 
purchase;
 

(f) Each interim receipt must be reconciled in amount, date, and
item purchased with variances between cash advanced and item cost. 

Example 

IRRIGATION PROJECT 
 No. 478-0012 

MEVRANDUM
 

TO: The Files Date: Dec. 20, 1980 

FROM: Abdou Diallo - Project Director 

SUBJECT: Opening a Petty Cash Account 

It has been decided to open a petty cash fund on an imprest basis 
to be fixed at twenty thousand locurrs (LC 20,000). In order
 
that the fund be maintained at this fixed level, the account
 
should be replenished periodically by an amount equal to vali
dated expenditure~s. 

For all petty cash expenditures, prenumbered receipts will be
 
filled out, and signed by both the person in charge of petty cash
 
and the recipient of the funds. All justifying documentation,
 
such as bills, receipts, authorizations for advances, etc. will
 
be stapled to the corresponding petty cash receipt.
 

Charles Baker has been named the person in charge of the petty

cash fund until further not'ce.
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Illustration 11 

INTERIM RECEIPT 

AMDUNT LC NO. 

RECEIVED OF PEITY CASH 

Date 

OBJECT CF EXPENDITURE 

QUANTITY 

APPROVED BY RECEIVED BY 



-53

I:Llustration 12
 

PETTY CASH JOURNAL 

Date Description In Out Balance 



Pxamle (Opening petty cash) 

(a) 	 On December 22, check no. 103 iswritten to C. Baker, the
 
custodian of the Petty Cash Fund. 
The 	check isrecorded in
the cash receipts and Disbursements control ledger"Disbursements" 	 in thecolumn and entered as the opening "Balance"
under Petty cash. The total project funds in the bank arereduced to LC 4,910,000.
 

(b) 	 The LC 20,000 is entered uider the "In" colunn in the pettycash 	 journal, (but 	not yet r,-std to the encumbrance journalbecause the budget C?-egvries for the future petty rashexpenditures can not yet be known). 
(c) 	 See table 16 for an example of the petty cash journal and thesubsequent expenditures. 

Ex"mple (Operating petty cash)
 
(a) On December 22, the custodian of the petty cash fund advancesLC 5,000 cash to the mechanic to purchase parts for a pump.Both the mechanic and the custodian of the fund sign aninterim receipt for LC 5,000. No entry is made in any jour

nal or ledger.
 

(b) 	 The mechanic returns with 	the parts for the pump, a receiptfor LC 2,000 and LC 3,000 change. The custodian of the fundvoids the interim receipt for LC 5,000 in the presence of the
mechanic and enters LC 2,000 under the "Out" column in thepetty cash journal. The "Balance" is reduced to LC 18,000,and the LC 3,000 change is returned to the cash box. 
(c) 	 The other cash purchases in the petty cash journal are

handled in the same 	 fashion.* 

* Note: In cases where the vendor can 	 anot provide receipt for sricash 	 purchases (e.g., in the market), the custodian shcldcreate a substitute receipt which identifies the value and
object of the expenditure. Such a receipt should clearly
indicate that itwas created by a 
project employee, due to
the lack of a vendor receipt.
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Table 16 

PETTY CASH JOURNAL 

Date Description In kmu Balance 

Dec.22 Check #103/C. Baker LC 20,000 20,000 
Parts for pump/

Dec.22 King's Hardware 2,000 _;8,000
Plastic pipe joints/

Dec.23 King's Hardware 6,000 12,000 
Teaching supplies/

Dec.24 Diop Ltd. 2,500 9,500 

Dec.25 Parttime Secretarial 3,000 6,500 

Dec.31 Closed & balanced 13,500 T 6,500 

Dec.31 Replenished, check#106 13,500 20,000
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14. Closing the books
 

Purpose
 

(a) To identify arithmetic or transcription errors and assure the
 
accuracy of the project records;
 

(b) To provide current information on the status of the project's

finances.
 

Procedure
 

(a) Draw a line under the last entries in both the encumbrance 
journal and the cash receipts and disbursement control ledger. Add all 
the entries in the "Amount" columns and bring down the last entry in
the "Balance" columns. The total of the "Amount" column plus the 
closing "Balance" should equal the opening balance for each budget

category. 
Also, the sum of the totals across all the "Amount" columns
 
plus the total closing project "Balance" should equal the opening total
 
project balance;
 

(b) In the cash receipts and disbursement control ledger, add all
 
the entries inthe "Receipts" column and all the entries inthe
 
"Disbursements" column. The sum of the receipts less the sum of the
 
disbursements should equal the amount remaining in the project "Total
 
Balance" column;
 

(c) This summing and cross checking is called "footing" the

books. It isdone first to close the books. Then, done again after
 
the periodic adjustments to the books are made;
 

(d) Adjustments to the books can include replenishing the petty

cash fund (see table 21), posting bank charges (see Pages 67 & 68),

and/or a variety of documented corrections or additions.
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Example 

(a)In the encumbrance journal (table 17) using the "Travel" budget

category, the sum of the entries for the month (LC 70,000 less

the deobligted LC 45,000) equals LC 25,000. 
The remaining

balance in Travel is LC 375,000. (LC 2,000 plus 375,000 equals
the opening balance of 400,000.) 

(b)The sum of the totals of the "Amount" colunLs across budget cate

gories equals total encumbrances. ("Personnel" LC 12,000 +
'"aterials" LC 150,000 + "Equipment" LC 120,000 + "Loan" LC 0 +"Training" LC 38,000 + "Travel" LC 25,000 = 
LC 345,000.) Total

encumbrances LC 345,000 + the remaining balance LC 19,155,000
equals the opening balance of LC 19,500,000. 

(c) 'lhe same sort of procedure isused to foot the cash receipts

and disbursement control ledger, with the additional verifica
tion that the total receipts LC 5,200,000 less the total

disbursements LC 353,000 should equal LC 4,847,000 the closing

balance for the total project local currency component.
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15. Replenishing the petty cash fund 

Purpose: 

To maintain an adequate balance in the petty cash fund to meet
current needs. 

Procedure: 

(a) Replenish the fund on an imprest basis as needed. As closeto the end of the month as possible, prepare a payment voucher to summarize by budget category all the expenditures which have been made
from the petty cash fund during the month;
 

(b) The voucher is then attached to a request for replenishmentof the petty cash fund toequal the month's expenditures, in oioder toreturn the account to its fixed amount. The voucher is then processedthrough the budget section to encumber funds. The amounts posted tothe encumbrance journal by each budget category are based on actual 
expenditures made from petty cash;
 

(c) The request for petty cash replenishment is processed throughthe accounting section. payableA check, to the custodian of the fund,is drawn for the amount of the payment voucher. Cash from this checkis put in the petty cash box to replenish the fund to its authorizedfixed amount. The reimbursement check is entered in the cash receiptsand disbursements control ledger and is charged to the budget cate
gories indicated in the journal vouchers;
 

(d) The petty cash fund should be replenished as close to the endof accounting period as possible in order to include the valid expen
ditures inthe period in which they occur.
 

Example
 

(a) On December 31, the custodian closes the petty cash journal
by totalling all the interim and purchase receipts and
counting the refaaining cash. The sum of receipts and cash
should equal the fixed pre-established level of the petty
cash fund. (Receipts LC 13,500 plus cash LC 6,500 e-quals LC 
20,000, the funds fixed level.)
 

(b) The custodian, C. Baker, prepares check -o, 106 for LC 13,50
the exact amount of' justified petty cam. -oenditures toreplenish the fund, and return the cash box to its original
level of LC 20,000. 
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(c) Check no. 106 is recorded in tht cash receipts anddisbursements contr-ol ledger. LC 13,500 is posted in the"Disbursements" column. The amounts of the pet.ty cash expenditures are sorted according to budget category by either th]
custodian of the fund, or the project accountant. 

They are sorted as follows: "Equipment" LC 2,000 (parts andpump), "Materials" LC 6,000 (pipe joints), "Training" LC
2,500 (teaching supplies), "Personnel" LC 3,000 (part-timesecretary). These amounts are recorded (with the check no.106) under the "Amount" column for each budget category,
reducing the balances under each category. The "Balance" fo
the total project becomes LC 4,833,500. 

(d) The petty cash fund retains a balance of LC 20,000. 

Note: The total project disbursements are overstated by the amountof the petty cash fund (LC 353,000 less LC 20,000 equals LC 333,000actual disbursements). And the total project balance is understated bythe amount of the petty cash fund (LC 4,847,000 plus LC 20,000 equals LC4,867,000 actually available for the project local currency component). 
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16. Preparing hank reconciliation statement
 

Purpose:
 

(a) To maintain internal control and assure accuracy of financial
 
reports and accounting journals and ledgers;
 

(b) To provide a record for tracking lost checks.
 

Procedure:
 

The bank reconciliation statement should be prepared monthly by
someone who has not been involved in maintaining the cash receipts and
disfAbrsements control ledger nor in processing vouchers for payment.
 

Having determined that the balance in the cash receipts and
disbursements control ledger is mathematically correct, the project
books can then be reconciled with the bank's. 
The following materials
will be needed: 
 the preceding month's reconciliation, copies of check
vouchers (same information as cash receipts and disbursements control
ledger) or checkbook ,
.ubs, and the bank statement received from thebank. (If the project's separate account is
a ministry account and
therefore no periodic bank statements are available, then a similar
reconciliation can be prepared using the books of the ministry and
those of the project.) Then take these steps:
 

(a) There will probably be sne checks from the previous month
that will have since cleared the bank. Check these off on the list of
outstanding checks shown on the preceding month's reconciliation, and
in the first section of the current reconciliation indicate those that
 
are still outstanding;
 

(b) Check off against the cash receipts and disbursements control
ledger all cancelled checks drawn during the month being reconciled.
Add the checks recorded but that have not yet cleared the bank to the
list of outstanding checks on the reconciliation. (Disregard any
checks that you may have written after the end of the month.);
 

(c) CaTyare deposits listed on the bank statement with deposits
entered on your cash receipts and disbursements control ledger. 
List
in the first section of the reconciliation any deposits recorded in
your checkbooks or cash receipts and disbursements control ledger
during the month but not appearing on the bank statement. (This should
only be for deposits made on the last day(s) of the month.);
 

(d) If any errors in amounts are discovered in the preceding
steps, list them in the second section of the reconciliation statement
 as adjustments to be added or deducted;
 

(e) Examine the bank statement for service chariges or other
adjustments to your account and enter them in the section labeled "Bank
 
Charges";
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(f) Carry out the additions and subtractions shown on the bank.

recc.ciliation. The adjusted balance per bank statement should equal
the adjusted balance per your cash receipts and disbursements control 
ledger. 

Errors made by the Bank 

Occasionally, you may find that the bank has made a mistake in 
your account. The following types of errors can occur: 

* 	 Deposit or check of another person posted to your account. 

* 	 Your deposit or check posted to another account. 

* 	 Deposit or check posted in the wrong amount. 

* 	 Preceding month's balance incorrectly brought forward on your 
bank statement. 

* 	 Addition or subtraction incorrectly carried out on the bank 
statement. 

All errors should be reported to the bank at once. They must also 
be shown as adjustment items in the first section of your bank recon
ciliation. When the next months bank statement is received, make sure 
that 	any bank errors from the previous month have been corrected. 

Illustration 13
 

National Bank of Sembia 
BANK STATEMET FOR THE MONTH ENDING 31 DECEMBER 1981 

Name: Irrigation Project 478-0012
 
Bank 	 Account No.: 32-163A 

Date Transaction Withdrawals Deposits Balance 

10/12/81 Deposit 	 5,200,000 5,200,000 
19/12/81 Check No. 101 120,000 	 5,080,000
 
21/12/81 Check No. 102 150,000 	 4,930,000
 
22/12/81 Check No. 103 20,000 
 14,910,000

28/12/81 Check No. 104 38,000 	 4,872,000 
31/12/81 Bank Charges 5,000 	 4,867,000 



T.bl. 22 
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1.16.00 31.0 
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Table 23 

Pr i e r N o : 4 - 0 z 

-t. T r 

Dec. 9 USAID adninc. chck 

Dec. 3? Quality Equlpaant Co 

De. 20 sel C.. 

bec. 22 C. Baker 
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303 

tat 

010 

J2 
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JV3 

.W. 

002 

P1.1ct 

Pnept.. 

5.200 

Otebur. 
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00 

e: 

a o n ntN
A.-.t *alanC@ 

2.000 
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n t ho u send. ) 
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tq. . nt 
Aaunt Al . tount 

795.5 3.S00 
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3IS0 645.590 

LIEDCZR 

LoanAouA P nFundBallannc 

649.S 
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Table 24 

PoJect No: 
 476-0012 


RNCUIOIMmCI JOURKALDate 

pereool &Aofi. mfte.
te Tyr nn..con Re I obl. .ot 
 l .fet qu lnet LAmn Fund proect Title: Ircla.tlo1B1.. TI. lnAm laanelAouTn.
 -- Poe ,11.1-
 Aount 


De c . I P 1 4 .20 0.0 00 2.2 0 0 .0 0 0 1 
 .6 00.C OO 3 .0O0 . 0 0 0 Dec.8 Budget change PL2 
1 . 00. 

JVI 

Dec.9 1,00.000

1001 cklol O
Purchone order 

., 

(400.000) i, 00,000Dec"~ Purch.e order 19..,0
0020.000 8.400.000 

2.0 000 
 19,300.00e Travel outhorll tgl.o 4001 cklOS 
150. C 19.150. O0
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Table 25 

CASH RECIlPTS AD DISIUISeMMIS C NTVL LEWOL 
(IN thousand.) 

Project Title: IrrigattonCh.ck 
Pa...nn.1

3.r. ~ act 
pla tart.. Equ p.or I.80 k! ?cdF.co3PetS R.OrPt. Disbar. Awou"t Balance -- o..oc Dole.,. bonc Raise- e.oe. a..ot O.oBlne I.o blent bolooc. Mo..oc C o. ADo- 81 
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Albou-t aacL 
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. 17 Qua.lty Iq Ipse eo C .2 00101 .12 120 
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Ore. 20 sell Co. 080102 FO C00n ISO ISO 645.5 
Dec. 22 C.0bokVc 300 J.932 
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 TC 2001 38
 

Dwc.3I Petty tch10 v135 3 197 6 695 2 1380 5.0 487
4.833.5 
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5.200 171.5 8 1.992 
 156 639. 3 122 1.37l 
 0 649.5 40.1 2S 
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 20 5.200 
 4.828.
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Table 26 

BANK RECONCILIATION 
as of 

December 31, 1981 

BALANCE PER BANK (or Ministry) 4,867,000 

Less: Outstanding Checks 

1. No. 105 
2. No. 106 
3.4.
5. 

30/12 
31/12 

25,000 
13,500 

38,500 

Add Deposits inTraisit 

1. 
2. + 

Reconciled Balance Per Bank 
or Ministry 

428289500 
--------

BALANCE PER BOOKS 

Less: Bank Charges 

Reconciled Balance Per BOOKS 

5,000 

L4,833,000 

4,828,500 



17. Preparing monthly financial reports 

Purpose: 

Good financial procedures require that management be furnished
 
with periodic detailed reports containing current information to
 
accurately reflect the prolect's financial condition and program per
formance. The reports should be accurate and complete and, when
 
necessary, should be accompanied by a narrative statement.
 

Project management reviews the reports to ensure that operations 
have been properly reflected. They also determine whether there is a 
proper balance between the costs incurred to date and the amount of 
work accomplished, as well as, whether the balance of funds and other 
resources remaining are commensurate with the amount of work yet to be 
accomplished. 

Reports are the means by which the results of financial operations 
are summarized for the project management of the Implementing Agency 
and USAID. The following standards apply in the preparation of these 
reports:
 

(a) Internal reports are developed to meet the needs of project 
management. This might include, though not be limited to, a report 
showing project budget vs. encumbrances or expenditures, and a recon
ciliation of accounts; 

(b) Reports should be accurate and timely; 

(c) Financial data in each report should be taken directly from 
accounting records and should be easily tisceable from the report, 
through the system, to the source documents. 

Sample Types of Reports Prepared:
 

Status of Encumbrances. (Page 74) 

Status of Disbursements. (Page 76) 

Project Status Report. (Page 78)
 

Reconciliation of Acconts. (Page 80)
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Procedure:
 

(a) Add totals of the footed columns injournals and ledgers;
 
(b) Post summary totals from project journals and ledgers to


monthly financial reports;
 

(c) The person who prepares the report certifies that amounts
 
reported are true and correct;
 

(d) The Project Director of the Implementing Agency also certifies that the monthly financial report is true and correct to the

best of his knowledge.
 

(a) Status of encumbrances
 

The data for the Status of encumbrances report isobtained from
 
the following sources:
 

Data element 


Budget 

Category 


Annual 

Budget
 

Previously Accumulated 

Encumbrances 


Current Period 

Encumbrances
 

Cumulative 

Encumbrances 


Source
 

Project Agreement, Project

Implementation Letter, or' Amended
 
Project Agreement.
 

Project Implementation Letter
 

Encumbrance Journal or previous

Status of encumbrances
 

Encumbrance Journal
 

Total of columns entitled
 
"Previously Accumulated
 
Encumbrances" and "Current Period
 
Encumbrances,,
 

Unencumbered 
 "Budget" less "Cumulative

Balance 
 Encumbrances"
 



Project Nimber: 478-0012 


Budaet cateonry 

Personnel and office expenses 

Materials 

Eqli pment 

Loan Fund 

Travel 


Traininq 


TOTAL 


Prepared by: 


(a)

LC annual 

budqet 

4,20000( 

2,200,00( 

8,600,00( 


3,000,00 

400,00 


1,100,00( 


19,500,00( 


Table 27 


STATUS OF ENCUMBRANCES
 
(as of 31 December 1981)
 

(b) (c)
Previoujsly Cujrrent
accumtIlated period 

encimbranc.s Pncuimbrancps 

20,000 

156,000 

122,000 


-0-

1 25,000 

40,500 

363,500 


Approved by: 

Project Title: 
 Irriqatinn
 

(d) 
LC 

cimilative 

enctmbrances 

20,000 

156,000 

122,000 


-0-

25,00375900( 

40,500 

363,500 


LC 
inencumbered 

balance 

4,18000( 

2,044,00( 

8,478,00(
 

3 000, OO 

1,059,50(
 

19,136,50(
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(b) Status of disbursements report 

The data for the Status of disbursements report is obtained from 
the following sources: 

Data Element Source 

Budget Project Agreement, ProjectCategory Implementation Letter, or Amended 
Project Agreement. 

Annual 
 Project Implementation Letter
 
Budget
 

Cumulative 
 Status of Encumbrance's Report
 
Encumbrances
 

Previously Accumulated Prior periods' cumulative
Disbursements disbursements derived from 

the Cash Receipts and 
Disbursements Control Ledger 

This period The totals of the "Amount" columnsDisbursements for each budget category in the 
Cash Receipts and Disbursements 
Control Ledger
 

Cumulative Total of "Previously AccumulatedDisbursements Disbursements" and "This 
Period Disbursements", 

Unliquidated "Cumulative Encumbrances"
Encumbrances less "Cumulative Disburse

ments"
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Table 28
 

P1roject Number: 478-0012 
Project Title: Irriqation 

STATUS OF DISBURSEMENTS* 
(as of 31 December 1981) 

B:Idqet cateqory 

Personnel & office 

(a) 
LC annualbtidqet 

4,200, 00( 

(b) 
C1mil ati veencimbrances 

20,000 

(c) 
Previntislyaccmiil atPd 

disbuirsempnts 

(d) 
Thispri (.-, 

disbursements 

8,000 

Cumulative
disbursements 

(c + d) 

8,000 

Unliquidated
encumbrances 

(b - e) 

12,000 
Materials 2,200,00C 156,000 156,000 156,000 -O-
Equipment 8,600,000 122,000 122,000 122,000 -0-
Loan Fiind 3,000,00C -0- -0- -0- -0-
Travel 400,00( 25,00( 25,000 25,000 -0-
Traininq 1,100,00( 40,50( 40,500 40,500 -0-

TOTAL 
 19,500,00( 
 363,50( 
 351,500 
 351,500 12,000
 

Prepared by: 

Approved by: 

_. Disbursements are off from the cash receipts and disbursements control ledger by the siam of the petty cash. 
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(c) Project status report 

The data for the Project Status Report is obtained from the
following sources: 

Date Elements Source 

Budget Project Agreement, Project
Category Implementation Letter, or 

Amended Project Agreement. 

Annual 
 Project Implementation Letter
 
Budget 

Cumulative Status of Encumbrance's Report
Encumbrances 

Cumuiative Status of Disbursements Reports
Disbursements 

Accruals 
 See Appendix III, p. 57
 

Cumulative Value 
 Add "Cumulative Disburse
of Goods and Services ments" and "Accruals" 
Received 

Percent Budget "Cuulative Encumbrances"
Encumbered divided by "Annual Budget," 

multiplied by 100
 

Percent Budget for "Cumulative Accrued Expenditures"
which Goods and divided by "Annual Budget,"
Services Have Been multiplied by 100 
Received 



Tahle 20 

Project Number: 478-0012 
Project Title: Irrigation 

PROJECT STATUS REPORT 
(as of 31 December 1981) 

Budget category 

(a) 
LC annual 
budget 

(b) 
Oumulative 

encinbrances 

(() 
CumulatLve 

disbursements* 

(d) 
Accruals** 

(e) 
Cumulative 

value of goods 

(f) 
Per cent 

budget eneum-

(g) 
Per cent 

budget bro 
& services 

(c + d 
rec bered 

b : a) 
goods rec'c 

(e : a) 

Personnel & office 4,200,00( 20,000 8,000 1,000 9,000 .48 .21 
Materials 2,200,00( 156,000 156,000 156,000 7.1 7.1 
Equipment 8,600, 00 122,000 122,000 122,000 1.4 1.4 
Loan FUnd 3,000,00( -0- -0- -0- -0-
Travel 400,00( 25,00( 25,000 25,000 6.3 6.3 
Training 1,100,00( 40,50( 40,500 40,500 3.7 3.7 

TUrAL 19,500,00( 363,50C 351,500 1,000 352,500 1.86 1.81 

Prepared by: 
Approved by: 

'I Disbursements are off frxm the cash receipts and disbursenents control ledger by the sum or the petty cash. 
_ / For an explanation or accruals, see appendix II. 
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The data for the Reconciliation of Accounts report is obtained
 
from the following sources:
 

Data Elements 	 Source
 

Donor Receivable Balance inDonor Reeivable
 

Cash in the Bank Final balance from the Cash 
Receipts and Disbursements Control
 
Ledger after monthly closing and
 
bank reconciliation
 

Disbursements 	 Total of the "Amounts" columns for
 
each category in the Cash Receipts
 
and Disbursements Control Ledger
 
less the petty cash fund
 

Grant Amount 	 Total amount of "Local 
Project Cost" in the 
Project Agreement 

Petty Cash 	 Balance in the "Petty Cash" column 
in the Cash Receipts and 
Disbursement Control Ledger 

(d) Reconciliation of Accounts
 

A Reconciliation of Account Statement for each project is prepared
 
on a monthly basis and submitted to the USAID Mission Controller. This
 
report presents information as to the status of the project funds ori
ginally made available, as well as data as to the amounts diich have
 
actually been received, the amounts expended, and the cash balance in the
 
project bank account. 

Example
 

In the illustrated monthly report in Table 30 the Project

Agreement is for a grant of $750,000 which is converted to local
 
currency (LC 75,000,000). The total of cash advances received
 
from USAIE in local currency equivalent is LC 5,200,000, which
 
should be the difference between the original amount of the
 
grant, LL 75,000,000, and the current stated balance in donor
 
receivable of LC 69,800,000. The disbursements to date as
 
recorded in the cash receipts and disbursements control ledger 
amount to LC 351,500 actual expenditures plus LC 20,000 advance
 
to petty cash fund = LC 371,500. The balance of cash on deposit

in the project bank account is LC 4,828,500.
 

You will note that the cash on hand plus petty cash LC 20,000, 
plus thc donor receivable, plus the disbursements (excluding the
 
petty cash fund) always equals the amount of the original approved
 
grant.
 



_ _ 
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Table 30 

Project No. 47812
 

RECONCILIATION OF ACCOUMlS
 

Donor Receivable 69 S00 000 - Grant Amunt 75,0 

i6isburse~ments 351,500 Gt 

Cash oi, H-an~d 4,828,500 ______________ 

Petty Cash 20t00OOO____________ 

TOLL 75,00C,000 TOTAL 75,000,000 

By i 


Prepar ed By : __ _ __ _ _ _ _ _ "oved By : _ _ _ _ _ _ _ 
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18. Interest earned on AID-generated resources 

Purpose: 
To ccmply with AID's policy requiring the return of interest 

earned on grant funds advanced to an implementing organization. 

Procedure: 

(a) After the monthly bank reconciliation is completed, interest
earned during the period is a reconciling item to be added to the book
balance contained 'a the cash receipts and disbursement control ledger; 

(b) Add the interest earned to the cash receipts and disbursement 
control ledger as a receipt and distribute to a non reportable,
miscellaneous 	 or terest earned (budget type) 	category. The cash
 
balance should a±..zi be increased accordingly; 

(c) A check 	 should be drawn to the andorder of USAID be enteredin the cash receipts and disbursement control ledger and distributed to 
the same miscellaijeous or interest earned category reducing the
 
category's activity to a net 0 for the period;
 

(d) The check should be properly signed by the authorized person
nel and forwarded to USAID. 

It should be noted that the interest close-out procedure noted

above could be donc less frequently than monthly to correspond toperiodic reporting requirements. The entries as described above wouldlook as follows in the cash receipts and disbursement control ledger. 

Cash Receipts 	& Disbursements Control Ledger 

IsaEerPayee 	 Check Receipts DiSburse- - -- Misc. Advance Balanc 
No. ments 

1/d/ Int. 
 (400) 10,950
 
82 Earne

1/8/ USA 	 #563 400 400 	 10,550
 
82 _ 	 _ _I1 i-_____ _____I. 
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Appendix I
 

INTERNAL CONTROL
 

The project management of each Implementing Agency is responsible 
for developing and implementing a system of internal control which 
will: (a) safeguard the assets of the project; (b) check the accuracy 
and reliability of accounting data; (c) promote operational efficiency; 
and (d) encourage adherence to prescribed managerial policies. 

It is important for each Agency to observe the following fundamen
tal requirements in establishing an effective system of internal 
contrrl:
 

* A clear-cut organizational plan which provides for definite 
placement of responsibility and for specific lines of authority
 

* 	 Division of duties between authorization, record-keeping and 
custody of assets so that the activities of one employee act as 
a check on those of another; 

I 	 Use of forms, documents, and procedures i ich facili1tate 
control and provide for proper approvals; 

* 	 Provision for testing for compliance with policies and proce
dures, particularly those relating to transactions reflected in 
the books and the reports; 

* 	 Written statement of project policies and procedures. 

The extent to which the above requirements may be expected to 
exist is related to the size of the project. The complete separation 
of functions is not fedsible in an organization with a small number of 
employees. Even in small organizations, however, a high degree of 
effective internal control may be obtained by the proper plan of orga
nization and division of duties. For example, no individual should be 
completely responsible for initiating an order, receiving the goods and 
services, approving the payment, and also signing the check for the 
same transaction. If one person does have authority to approve an 
order and to approve the invoice, then another authorized official 
should sign the check. 
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Appendix II
 

APPLICATION OF ACCRUAL ACCOUNTING
 

The objective of accrual accounting is to recognize all financial
 
activity in the period in which it occurs. For example, goods or services
 
received or performed in one accounting period (e.g. a month) and not paid

until a future period would be considered an expense "accruing" to the project

in thit earlier period whether or not an invoice had been received. The total
 
of accruals plus cumulative disbursements would present a status of project

implementation that is more accurate than only cumulative disbursements
 
because payments generally come after the receipt of goods and performance of 
services.
 

One way of checking for accruals is by analyzing the open payabies
 
file. Any emcumbrance document with a corresponding receiviing report would be
 
considered an accrual. In addition, one should analyze the closed r?.ables 
file and/or cash disbursements for that part of the subsequent month prior to 
the date of preparing the monthly reports, for 3ny payments made for goods
received or services performed during the previol.s month. 

If the project incurs an accrued expense but the exact amount is not
 
known as of the close of the reporting period then the amount should be esti
mated, if it is considered to be significant.
 

Example of an accrual
 

The project status report (table 29) indicates an accrued cost of
 
LC 1,000 in the category "Personnel & office". This amount was deter
mined by reviewing the open payables file. In the file supporting the 
December 28, 1981 service contract for translating there is an invoice
 
for partial services rendered prior to December 31, 1981 along with a
 
copy of the translated document. This is the only accrual reported for 
the month of December 1981. 

If it is discovered that an accrued expense has been incurred without 
previously being encumbered, then an encumbrance document should be prepared
and a corresponding entry made in the encumbrance journal before the accrual
 
is recorded on the monthly reports. Tis is because the total of accru-ls 
plus cumulative disbursements should not exceed the encumbered portion of the
 
budget.
 



Appendix III
 

PROPERTY REOJRDS
 

Implementing Agencies are responsible for maintaining adequate 
control over property purchased. A property card record should be 
established for each item of equipment. The property record should 
contain the following information: 

Description 

SDate acquired 

* Firchased or cootributed 

* Cost 

* Property number 

* Location 

* Person responsible 

* Date of last inventory. 

A physical inventory should be taken once a year to verify equip
ment balances. 



------------------- -----------------------------------
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Appendix IV
 

ACCOUNTING FOR LOAN FUNDS OR REVOLVING CREDIT FUNDS 

Loan funds or revolving credit funds are popular project design 
techniques to provide small amounts of credit to farmers or other 
Sahelian target groups. The establishment of such a fund will be con
sidered a disbursement on the major or primary accoiunting system and 
the credit or loan fund will have its own system to be employed by the 
entity tracking the fund's utilization. Similar to any other request, 
the project budget office would review a request for the establishment 
of' tL .'evolving credit fund for validity and availability of funds 
under -he appropriate budget category. After encumbering the funds, 
the requesting document, with the required availability of funds appro
val, would be forwarded to the accounting section for review, check 
issuance and recording in the Cash Receipts and Disbursement Control 
Ledger. The fund is now ready for opening and establishing its 
accounting records. The check is transmitted to the appropriate custo
dians of the fund or deposited directly into the fund's bank account.
 
Upon deposit, the deposit slip would be the document from which the
 
fund's accountant can open a cash account and a loan equity account.
 
Assuming a $500 fund, the entry would look as follows: 

CASH I LOAN EQUITY (Amount of Funds) 

Date Increases Decreases j Balance Date I Decreases j Increases lBalance 

1981 1981
 
IT3 500 (500 1 13/3 500 500 



----------------------------

- ---------------- ---- -------------------- 
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The cash account should have a simple check register or other book
that functions similar to the Cash Receipts and Disbursements Control 
Ledger. 

As monies are released to parties requesting credit, cash is
decreased and a loan receivable account is established. The loan 
receivable account should have subsidiary records for each individual 
who has received funds. Assuming two loans of 100 dollars and 50
dollars to Mr. X and Mr. Y respectively the accounts and subsidiary
records would look as follows: 

CASH |LOAN FO[TY 

IDate ncreases Decreases Balance ~ Date IDecreasesl Incrases iBalanceI1981 I 
1981


50 500
15/3 
3 0 I 1 3/3/ 50050

I 400
 
17/3 50 350
 

LOAN RECEIVAEDLE 

Date I Increases Decreases I Balance 

1981I 
15F loo 10 
17/3 50 150 

- -R i. XviMR. Y -
Dae Loan or Reyet Baac Date Loan or Reayen'Ba.J~ 

-

DaI Interest I aac ae Interest eamn aac 

1981 19811 100 1 1 00 50 50
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As time lapses interest will accrue. Some countries include the
 
interest at the time of loan. Inthe case shown below, interest is
 
recognized as being owed by the debtor to the loan fund at specific
 
intervals and an interest receivable entry on the records isrde and
 
the loan equity isincreased accordingly. The subsidiary loan records
 
are adjusted to reflect the interest that has accrued.
 

I CASH LOANNEQUI 

Date IIncreasesI Decreases Balance] Date IDecreases Increases Balance 

1981 1981
 
1i 3 500 500 .13/3/ 500 1500 
15/3 100 400 21/12 10 510 
17/3 50 350 23/12 5 515. 

17/3 50 150 

SINTEREST RECEIVABLE j1i981 
Date I IncreasesI Decreasesi Balance
 

2172 l 1o
 
17/3 5 15
 

MR.x MR
Y
 
Date Lo sLoan Dae
ReasntBlaoe or RepaymentBalance 

Interest Interest 1 1 

198 O195 ~~~ Repayment 1 -Iner- - 
1/ 2 1 10 110 1 23/12 5 55 



- -------- 

--------------------------
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When the recipient of the loan makes payment, the action results
in an increase in cash and a decrease in the loan and/or interest 
receivable and subsidiary debtor receivable. The subsidiary loan
record for the individual who made payment is adjusted accordingly.
Assume that Mr. X pays his loan plus interest in full. 

CASH fLOAN EQUITY 
- ------. - ------------------

Date I Increases lDecreases iBalance Date I 
---

Decreases ' Increases lBalance 

198 1981
 
181 500 500 13/3// 500 50015/3 100 400 21/12 10 510 
17/3 50 350 23/1225/121 110 1146o 5 515 

LOAN RECEIVABLE 1 
Date I Increases j Decreases I Balance 

1981
 
15/3 I 100 o
 
17/3I 50 150
 
25/12 100 50
 

INTEREST RECEIVABLE1
 
------------ ------. 

Date I Increases I Decreases I Balance 

1981 
27T72 i o 10 
17/3 5 15 
25/12 10 5 

MR. x
 
-I--------------- --- -----


Date ILoan or IRepayment~ Ba lance]
InterestII

1981 

21/12 10 110 
25/12 I -0



--- 

------------

-- ----------------

-------- ---- ---- -----
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If an outstanding loan is deemed uncollectable and it is deter
mined to write it off as a bad loan or debt the loan and interest 
receivable is decreased and the loan equity is correspondingly 
decreased. The subsidiary loan record should be placed in a delinquent 
or uncollectable folder and a running list of bad accounts should be 
maintained permanently. Assuming Mr. Y's loan is deemed uncollectable, 
the following transaction results. 

CASH 	 1 fLOAN EQUITY
I--	 -- - ------- --------------- -------

Date I Increases 1 Decreases lBalance IDate IDecreases lIncreases lBalance 

1981 1981 
500 500 13/3/ 500 500 

15/3 
17/3 

110 

100 
50 

400 
350 
460 

21/12 
23/12 
27/12 55 

10 
5 

510 
515 
460 

-- LOAN RECEIVABLE -

Date I Increases Decreases I Balance 

1981
 
1 100 100 
17/3 50 150 
25/12 100 50 
27/12 50 -0-

INTEREST RECEIVABLE 1 
Date IIncreases lDecreases lBalance 

1981 
21/12 10 10
^3/12 5 15 

/121 10 5 
27/12 5 -O-

MR. Y 

Date 	 Loan or Repayment 
' 

Balance 
Interest 

1981 
17/3 50 	 50
 
23/12 5 55 ___ Move to Uncollectable File 
27/12 uncol- -0

lectable 
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It should be observed that the total of the balances of the cash,loan receivable and interest receivable always equals the loan equitybalance. Additionally, the sum of the non-delinquent subsidiary loanrecords should equal or tie into the master loan and interest 
receivable accounts.
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Appendix V
 

BRANCH ACCOUNTING FOR MJLTIPLE STATIONS 

Many projects can not operate with one central disbursement
 
authority handling all the receipts and expenditures of funds. It is 
necessary, in those cases, to provide some working capital to a variety 
of substations or branches such as medical clinics or pilot farms. 

These operating funds, sufficient to cover expenses that would be 
most efficiently made on site, my be advanced to the substation by the 
central project office and may be replenished periodically upon presen
tation of allowable receipts or other supporting documentation to the
 
central project office. Unlike a petty cash account, however, the
 
central office may advance funds to be encumbered and disbursed within
 
specified budget categories, the substation being responsible for the
 
accounting. The subsidiary accounting station would keep the same
 
kinds of books as the central office: an Encumbrance Journal and a 
Cash Receipts and Disbursements Control Ledger. 

When an advance of funds is made to the substation the transaction 
appears in the central office's books as an encumbrance under a sub
sidiary category and a disbursement in the Cash Receipts and 
Disbursements Control Ledger under the same category. When the branch 
office presents its encumbrance and expenditure summary documents 
detailing its activities, the sum of encumbrances and disbursements, by
budget category can be consolidated into one report, if required. The 
subsidiary category on the central station's books may be eliminated 
for its own consolidated reporting purposes. 

The substation records the advance as a cash receipt. It records 
its encumbrance3 in its own Encumbrance Journal and disbursements in 
its Cash Receipts and Disbursement Control Ledger just as the central 
office does, liquidating encumbrances when they are paid.
Documentation should be kept on file to justify every encumbrance and 
expenditure. Reporting should follow guidelines provided by the parent 
or central organization to enhance the consolidated reporting if 
required. A release of LC 50,000 to the subsidiary project site would 
look as follows: 
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Central Office 

ENCUMBRANCE JOURNAL 
Date Transactli)n Reference Br-.nch total 
10/2 Branch Adv. Bola-47 50,000 50,000 

I 

CASH RECEIPTS &DISBURSEMENT LEDGER
 
te Transaction Check # 
 Receipts Disburs. jAdvance TOTAL 

10/1 Bola Branch 112 50,000Advance 50,000 50,000 
1 

Branches 

ENCUMBRANCE JOURNALDate Tanaction 
_ _ Supple Euipmenes Salari TOTAL 

10/1 Advance Bola-47 
 20,000 10,000 20,000 50,000
 

CASH RECEIPTS & DISBURSEMENTS LEDGER
Date Transaction Check# Receipts IDisbursementsl TOTAL
 
10/1 Bola Branch 112 50,000 50,O00 

•/ For the purpose of brevity in this illustration, the columnsfor r~ferences and the specific budget categories have been deleted.They would normally appear here they doas in tables 2 and 3, 5-15 and17-25. 
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Appendix VI
 

SAWPLE FOR S 

and
 

BASIC ACCOUNTING SYSTBI DATA FIV 



---
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TRAVEL EXPENSE VOUCHER
 

Name 

Date 

Agency
 

Address
 

Travel Authorization Number 
 dated
 

Duration of actual travel:
 

Departure date 
 time
 

Return date 
 time
 
Total number of days in t:avel 3tatus
 

Travel Advance received: Amount date 

Travel expenses:
 

Transportation (attach receipts)
 

Per Diem: 
 days @ -- per day
 

Total
 

Signature
 

FOR OFFICE USE ONLY:
 

Yotal travel expenses
 

Advance
 

Additional amount due traveller
 

Amount to be refunded by traveller
 

Approved 

"Signature 



TR..V-L AUTHORIZATION 

Number:
 

Date Requested.
 

Name of Employee:
 

Department of Division: Ministry:
 

Purpose of Intended Travel:
 

Travel Dates 
 Places to 
 Method
 
" " of
 

From: To,. 
 be Visited Transportation
 

Airplane
 

Official
 
automobile
 

Bus
 

Private
 
automobile
 

Other
 
(enplaii..)
 

Estimate of Travel Expenses:
 

1. - days @ per day:
 

2. Transportation cost:
 

TLUTAL
 

Signature of Traveler 
 Project Director or Other
 
Authorized Official
 

Date Anproved
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PURCHASE ORDER
 

Date: P.O. No.
 

Supplier:
 

DescripLion of Order
 

Good/Service Quantity Unit Unit Price Amount Quantity Accepted
 

TOTAL
 

Purchase requested by: Purchase approved by:
 

(Signature) (Signature)
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NAMAE 

PURCHASE 

OF ORGANIZATION 
ADDRESS 

REQUISITION / ORDER 

TO 

ADDRESS DATE MONTH DAY YEAR 

SHIP TO 

CITY CER No. 

AODRE5.S 
CITY 

CUANlITCROERED ECIVED DESC1FTICN UNIT PRICE AMCUNT 

SIGNATURE SIGNATURE 

REQUESTED aY APPROVED 

C3 RECEI\VING REPCRT COPY SIGNATURE 
FINANCIAL CFFICE.R 
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Project Title:
 
DESCRIPTION OF SERVICES REPORT
 

Project No.
 

Date Contract No.
 

Description
 

Services/Goods Quantity Unit Price Amount
 

TOTAL
 

Project Director: Contractor:
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Merchant or Supplier: 

INVOICE 

No. 

Date: 

Quantity Description Unit Price Amount' 

TOTAL
 



flASIC ACCOUrNTimn SYSTrEt - D)ATA FI.okW 

I:~tI uas or1 Approva I Authorize C s 

1.racedo,,t A AdvailceChc 

I~~~~~____________ ecg. ~~ S atel a. 

II4. ec to re e e t mliiIt1ii1. S411.114 I tI s 
i's~ c'.' te o rs 

S a"'lljuS 

Ila~it:s L 

Ad vasisce 

A c c i a a t l i r 

= 
S et- t I onaat.,-O 

CD 

p o r c s 

ma r ice 

V -ms.I,,r-

Good &11vocooCheck 


