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Over the past year you may have noticed that your financial reports contained encumbrances on salary accounts.  We hope that the information below will help answer the questions you may have regarding these encumbrances.

Q.
What is an encumbrance?

A.
An encumbrance is a future commitment to spend current funds.  For the past three years the University has reported encumbrances related to purchase orders.  In this case, when an item is ordered, a commitment to pay for that item in the future is made.  Similarly, encumbrances on salary accounts take into consideration how much current employees are expected to be paid during the remainder of the fiscal year.
Q.
How does an encumbrance work?
A.
Here are two examples:

Anna is an employee who is paid monthly and makes $48,000 each year.  At the beginning of each fiscal year an encumbrance is created for her total salary.  At the end of each month her encumbrance is reduced by 1/12th of her annual salary or $4,000.  
Bob is an employee who is paid biweekly and budgeted to earn $52,000 each year.  At the end of each two week pay cycle his encumbrance is reduced by 1/26th of his annual salary or $2,000.  The encumbrance does not take into account the hours that Bob actually worked (e.g. overtime) but rather just the hours that were originally scheduled.

Q.
Why is my department appearing to already be out of money for the year?
A.
Each department’s available funds are calculated based on what has already been spent and commitments for the remainder of the year.  Since salary encumbrances forecast the amount to be expended for the remainder of the fiscal year and that salary can form the majority of a department’s expenses in a fiscal year, the bottom line available funds amount may appear to be smaller than expected.  However, this should be a more accurate picture of the discretionary spending available for a department.

Q)
Are all faculty, staff and student salaries encumbered?

A)
No.  Temporaries and undergraduate students do not have an associated salary encumbrance.  These two groups are not encumbered because they do not work a predefined schedule that can be calculated.  All other faculty, staff and students are encumbered.
