CHAPTER 11

LIABILITIES

1. INTRODUCTION.

a. Applicability. The applicability of this chapter is specifiedGhapter 1,
“Accounting Overview.”

b. Background/Authorities. This chapter prescribes the policies and general
procedures for recording and reporting liabilittemsistent with the
Statement of Federal Financial Accounting Standé&s-AS) or
Government Accountability Office (GAQ) Title 2 st#ards in the absence
of SFFAS. Liabilities include accounts payablesraed expenses; interest
payable; accrued payroll and benefits; accruedeledeferred revenues,
including advances; deposit funds; debt issued unolgowing authority;
bonds; loan guarantees and loan commitments; gmrttriabilities; lease
liabilities; and unfunded liabilities.

C. Policy/Objectives.

(1)  Allliabilities shall be measured and recordedesurately as
possible, given the circumstances under whichi#gity was
created.

(2) Liabilities recorded in financial statements sheflect invoices
received and accruals for any costs incurred, andta received
for which progress billings, grant reimbursemejuests, and
other billings have not yet been received. Lislesi shall be
recorded and/or footnoted irrespective of whethads are
available or authorized for payment.

3) Contingent liabilities shall be recorded as incdtiabilities if the
loss is probable and the amount can be reasonstiyaged. Loss
contingencies that are judged to have a reasompalsisible chance
of occurring or that cannot be estimated shoulthbleided as a
footnote on the financial statements.

(4) Separate accounts are established for major cadsgufrliabilities
to facilitate their clear and full disclosure ondncial statements.
The accounting records will differentiate betweenléral and non-
Federal liabilities. Accounts will provide for tlogassifications
contained in the Standard General Ledger ChartcobAnts
(SGL).
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2.

(5) Maintain accounts on an accrual basis. Costserghues shall be
identified with and recorded in the period in whitley are
incurred, even if receipt of the revenue or paynienthe
expenditure occurs in a subsequent accountingghedobalance
should be maintained between the effort requiradéasure
accrued costs precisely and the added value ofpnecision.

(6) Record deferred revenues, which are advancesrapdyments
received, as liabilities. When payment is eartieat, is, goods or
services have been delivered or contract terms heee met, the
appropriate amount of revenues is recognized wabreesponding
reduction in the liability.

TYPES OF LIABILITIES.

a.

Accounts Payable.Amounts owed to others for goods and services
received and assets acquired, for which a billdess received or approved.
Any percentage of amounts due to contractors ti [Petains as a
guarantee of performance may remain in a spectaiuant established for
retention. Document the accounts payable contmbant(s) with unpaid
invoice files, subsidiary ledgers, or other fornisabsidiary records. The
accounting records must distinguish between acequenable to non-
Federal entities and accounts payable to otherrkkdgencies.

Accruals. Amounts owed by the Department for items or ses/fegeived,
expenses incurred, assets acquired, or constryastidarmed, for which a
bill (e.g., progress billings, grant reimbursemeguests, and other billings)
has not been received or approved.

(1) Interest Payable. Interest payable represents liabilities for iastr
expense incurred but not yet paid. These expappeslly arise
from interest due on long-term debts, capital leddgyations, and
late payment of invoices. The accounting recordstrdistinguish
between interest payable to non-Federal entitidsraterest payable
to other Federal agencies.

(2) Accrued Payroll and Benefits. Accrue the unpaid wages and
benefits that employees have earned at the closaobf accounting
period. Generally, federal performance awardsactuded.

3) Accrued Leave.

(@) Annual Leave. Record the liability for annual leave at the
wage at which the leave is earned and adjustedyssotto
reflect pay increases, unused leave balancesi@tatu
limitations to leave amounts, and to reflect empbsy
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transferred in or out during the year. Accrueal/&efor
DOE employees will be recorded as a liability.

(b) Compensatory Leave.Record compensatory leave the
same as annual leave for accrual purposes.

(c) Sick Leave. Accrue sick leave for contractor employees if
a contractual requirement exists for employeestpdd
for unused sick leave. A liability for DOE empl@gewill
not be accrued since payment is not made for unsiskd
leave.

4) Exceptions. The following are minimum requirements for
accruing costs related to the indicated procurenmsirtiuments.
While the minimum requirements are intended to [gl®wa proper
balance between materiality and the high volumeost accrual
transactions, accruals should ensure that the iyédirgancial
statements present fairly the aggregate cost dsdiarahe
Department. Accrual procedures must meet or extteeed
following requirements:

@) Non-Integrated Contracts and Purchase Orders.
Accrue non-invoiced costs monthly if the uncostathbce
is greater than $1 million; and

(b) Financial Assistance Instruments (Grants, Coopative
Agreements and Technology Investment Agreements).
As of January 1, 2009, the policy of costing finahc
assistance awards with the Department’s cost sifare
$750,000 or less was rescinded. Therefore, ahfiral
assistance instruments issued on or after Janyu&g0D,
are subject to the same accrual procedures as other
procurement awards. As with all other accrualstrads
must be maintained to ensure monthly accrual estsrar
financial assistance awards are reasonably accamdte
supportable. Financial assistance awards fullyecbgrior
to January 1, 2009, should not be de-costed.

C. Deferred Revenues.Deferred revenues represent advance payments from
others to cover the cost of services, materialsiloer assets that DOE
will furnish in the future. The accounting recordsist distinguish
between advances received from other Federal aggeand advances
received from non-Federal entities. For additianatlance regarding
advances for reimbursable work and co-sponsorgeqis) see Chapter
13, “Reimbursable Work, Revenues and Other Coblesti Costs
incurred in the performance of work for Federal and-Federal entities
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shall be accumulated and charged against the adsanc

d. Funds Held for Others. A liability shall be established whenever DOE
has physical possession or responsibility for n@vé&enment personal
property or cash. This includes certain funds bebng to others, such as
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payroll deductions and deposit funds. Funds faldthers also include
amounts held in suspense accounts awaiting digposit reclassification.
The individual details for each of these accouessde in the asset
accounts. The balances in these accounts musippersed by schedules
of voucher deductions, collections, and transfetsvben accounts.

e. Suspense AccountsSuspense accounts include amounts arising in the
course of operations that cannot be analyzed seadd recorded to the
proper account because of inadequate informatimigueness of the
transaction, or similar complications. Temporarégord such items to
the suspense account to avoid undue delays to gahbising.

Determine the proper account for all suspense itamdsrecord them
accordingly as soon as possible to ensure acdimatecial reporting.

f. Appropriated Debt.

Q) DOE occasionally receives appropriations that mteygrograms
with authority to borrow funds. Borrowing authgris limited by
the amounts specified in the appropriation actsnds that are
borrowed to finance appropriated obligational atitiianust be
repaid into the General Fund of the Departmenheflireasury
(Treasury). Interest shall be charged from the tla¢ funds are
credited to the appropriation until the date ofawpent.

(2) Power marketing administration legislation requmesoupment of
appropriate funds over a specified time period rael of interest.
Power marketing administrations shall record thestment of the
U.S. Government in power facilities as Propriet@apital, Federal
Investment, or Federal Appropriations. Interegiesmse or interest
charged to construction shall be computed and depaihe
Treasury. Furthermore, appropriations receivethftioe
Reclamation Fund shall be repaid to the Departroktiite Interior.

g. Contingent Liabilities.

(2) General. Contingent liabilities are potential liabilitidlsat might
become actual if certain future events, beyondabeernment’s
control, result in losses or impairments of aseeiacurrence of
liabilities.

(@) When a loss contingency exists, the likelihood thaitture
event or events will confirm the loss or impairmehan
asset or the incurrence of a liability can rangenfr
probable to remote.
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(@)
3)

(b)

()

Probable: The future event or events are likely to
occur.

Reasonably PossibleThe chances of the future
event or events occurring are more than remote but
less than likely.

Remote: The chances of the future event or events
occurring are slight.

Accrual and disclosure of contingencies, including
programmatic impacts, vary depending on probabality
occurrence.

1.

4.

Probable and Estimabletosses that are deemed
probable and can be reasonably estimated will be
accrued as a liability. Disclosure of the naturéhe
accrual is necessary if the financial statementsidvbe
misleading without such disclosure.

Probable but Inestimablelf the contingency is
deemed probable but cannot be estimated, a footnote
disclosure should be made on the financial statésnen

Reasonably PossibleMay require disclosure
depending upon significance and materiality.

Remote:No accrual or disclosure required.

Reporting thresholds for contingencies retatw
litigations are provided in annual guidance.

Loan Guarantees and Commitments.Reserved

Tort Claims. Tort claims are contingent liabilities and are
disclosed in the financial statements, as discusspdragraph
29(1). Tort claims are claims against the Uniteates for injury
to or loss of property or personal injury or deealnised by the
negligent or wrongful act or omission of any emggeyf DOE
while acting within the scope of office or employmhe Refer to
paragraph 2g(1)(b) for recognition of claim conéngies.

Leases.

(1)

A capital lease shall be treated as the acquisdfan asset and
the incurrence of a liability. All lease-purchasesapital leases
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are required to have up-front budget authoritytfer full liability
of the lease.

(2)  The maximum amount of the Government’s liabiliby &n
operating lease is the full amount of the opera@age unless the
lease includes a cancellation clause. In this,dasanaximum
liability is the amount of the lease payments dherminimum
lease period plus any required cancellation paym@rith
operating leases, up-front budget authority musivalable to
cover the maximum amount of the Government’s lighil
For additional information on leases refer to Ckapt
“Accounting for Obligations,” paragraph 4a(7)(djdaChapter 10,
“Property, Plant and Equipment,” paragraph 2e.

I. Unfunded Liabilities. Unfunded liabilities result from the receipt of
goods or services or occurrences of eligible evientise current or prior
periods for which revenues or other sources of sumetessary to pay the
liabilities have not been made available throughgressional
appropriations or current earnings of the Departmd&ihe Department has
established specific liability accounts to recondunded liabilities. The
use of these accounts is restricted to those ligsilspecifically identified
in the SGL. Where prior approval is required, g8 and supporting
documentation should be forwarded to the OfficEioancial Policy (see
Attachment 11-1). In addition, specific guidanoeriecognition of
liabilities related to environmental liabilitiesgpsions, and postretirement
benefits other than pensions will be issued byGR® in annual
information requests (see Attachments 11-2, 11eB1dn4 for examples
of annual guidance).

J- Other Liabilities. Any other liabilities that have not been defined
elsewhere should be disclosed in the financiaéstants. The principle of
materiality and full disclosure should govern theliision of such
liabilities. The nature of each liability should ldentified and reported,
either by a footnote to the financial statementlyoactual inclusion of an
amount in a liability account, if the potential anmbd due or a loss can be
estimated.
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REQUEST FOR USE OF UNFUNDED LIABILITIES-OTHER LIABITIES
REQUIRING FUTURE FUNDING

Requesting Office:

Contact/Phone #:

Date of Request:

Field Office Chief Financial Officer:

Signature/Date

Cognizant Program Officer:
Signature/Date

Description of Liability:

Amount to be Recorded: Prografe/s

Check One: New Request Increase Decrease

Fiscal year payment is expected to be made:

Approvals:
Director, Office of Financial Policy
Approve/Date: Yes No
Director, Office of Finance andddsight
Approve/Date: Yes No

cc: Office of Budget
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Department of Energy
Washington, DC 20585

June 8, 2006

MEMORANDUM FOR:
FROM:

SUBJECT: FY 2006 ENVIRONMENTAL LIABILITY ESTIMATES

The purpose of this memorandum is to provide guidance for the development of the
environmental liability estimates for the following major components to be reported in the

FY 2006 Consolidated Financial Statements: (1) Office of Environmental Management's (EM)
p'nject baseline life-cycle cost estimates; (2) restructured environmental liabilities; and, (3)
active and surplus facilities cost estimates. Due to the accelerated reporting requirements, the 3™
quarter financial statements must include fully updated environmental liability estimates with
footnote disclosures. Yearend reporting requirements remain the same. Accordingly, please
develop your FY 2006 liability estimates using the following guidance:

Field offices should update their environmental Jiability estimates in the accounting system to
reflect project life-cycle cost estimates. These liability estimates must be updated for
subsequent life-cycle changes (i.e., changes afier the Integrated Planning And Budgeting
System cut-off date). The FY 2006 environmental liability estimates should be included in
the 3" quarter submissions along with footnote disclosures. These estimates and footnote
disclosures will need to be updated as necessary and included in the September submissions.
Please provide copies of your footnote disclosures to the Office of Financial Policy within 5

days of closing.
R i Eavi 1 Lisbiliti

The restructuring of the EM program has involved the transfer of activities/functions to other
Departmental programs, most notably long-term stewardship activities. At some sites, the
EM lisbility estimate to be recorded for FY 2006 will have been adjusted for these transfers.
The identification of and proper recording in the FY 2006 financial statements of any
environmental liability associated with these transferred activities/functions are crucial.

There may also be estimated costs for some transfetred activities/functions included in the
environmental liability in prior years that will no longer be classified as an environmental
liability (e.g., infrastructure costs, site support services).
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