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Fiscal Policies Example
This template is not intended as legal advice. Your organizational goals, purpose, bylaws, and values should drive the creation of this document.
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I. PURPOSE

A. [Nonprofit Organization] (“The Organization”) (“Organization”) strives to ensure continued high standards of corporate fiscal governance and accountability through sound financial decisions.

B. The Organization recognizes that a number of the provisions of the federal Sarbanes-Oxley Act (“Act”) of 2002 as well as proposed related changes in corporate governance standards of stock exchange listing rules or other corporate governance pronouncements in the Act are not directly applicable to The Organization, a nonprofit organization.   Nevertheless, the The Organization Board of Directors believes that many of the standards reflected in the Act would contribute to assuring the high standards of corporate governance at The Organization and reduce the possibilities of fraud and mismanagement of organizational resources; therefore, the The Organization Board has adopted the following “Governance Fiscal Management Policy.”

To the extent this Policy establishes requirements and obligations above and beyond those required by the Sarbanes-Oxley Act of 2002 or any other applicable state or federal law, the Policy shall be aspirational and shall not be binding upon The Organization.  

II. SCOPE

This policy applies to the [Nonprofit Organization] Board of Directors, Executive Director, Staff, and contract financial staff.

III. FINANCE/AUDIT COMMITTEE

A. There shall be a Finance/Audit Committee, whose purpose is to assist the The Organization Board of Directors in its oversight and serve as an independent, objective check and balance on the Organization’s financial reporting and internal controls, including:

1. Integrity of the financial statements and information of the Organization, including the audited annual and its unaudited monthly financial statements;

2. Independence, qualifications, performance and compensation of the Organization’s independent audit firm;

3. Performance of the Organization’s internal audit function and internal auditor; and

4. Compliance with legal, regulatory and internal Organization policies and the Organization’s Code of Conduct and Compliance Plan.

B. Appointment to the Finance/Audit Committee shall be comprised of at least three members with Committee voting authority.  All Committee members shall be members of the The Organization Board of Directors and must be independent.  The Committee members shall be appointed for terms as provided in the The Organization Bylaws for Standing Committees.  Committee members may be removed at any time in its discretion by a majority vote of the The Organization Board at a duly constituted Board meeting at which a quorum is present.  Finance/Audit Committee members must be persons who, based on education and experience, are determined by the The Organization Board to be “financially literate” or who become financially literate within a reasonable period of time after the adoption of this Corporate Governance Policy or appointment to the Finance/Audit Committee.

C. To be independent, a Finance/Audit Committee member must not, other than in the capacity of a member of the The Organization Board of Directors or a member of the Finance/Audit Committee or any other committee of any such Board, accept any consulting, advisory, or other compensatory fee from The Organization.  In addition, for a director to be independent, the The Organization Board must affirmatively determine that the director has no material relationship with the Organization that would interfere with the director’s exercise of independent judgment on the Committee, either directly, or as a partner, controlling shareholder or officer of an organization/company that has a relationship with The Organization.  

D. The Finance/Audit Committee may have a designated advisory member who shall have substantial accounting or related financial management expertise as The Organization’s Board of Directors interprets such qualification in its business judgment.  Such advisory member shall serve on the Finance/Audit Committee in an advisory capacity only and shall not have a right to vote.  If the Committee elects to retain an advisory member, it shall submit its recommendations for preferred candidates to the The Organization Board for approval.

E. There will be a minimum of four (4) regular meetings of the The Organization Finance/Audit Committee per fiscal year.  Special meetings may be called by the Chair as needed.  Meeting notices and conduct shall be consistent with the The Organization Bylaws.

F. The Finance/Audit Committee is charged by the The Organization Board of Directors with the following duties and responsibilities:

1. Recommendation of Audit Firm.  Sole responsibility to recommend to the The Organization Board of Directors the hire, compensation, retention, dismissal, and periodic review of the work of an accounting firm employed by the Organization to conduct audit work, including resolution of any financial reporting disagreements between management and the auditors.  The engagement by the Board of an audit firm shall avoid any significant non-audit service relationship, ensure independence of the audit firm from The Organization, and ensure that the auditor must rotate the audit partners (including lead and concurring partners) every 5 years and select the firm on the basis of the lowest cost with the highest qualifications.

2. Complaint Procedures.  Establish and maintain procedures for receipt, retention and treatment of complaints received by the Organization regarding accounting, internal accounting controls, auditing, The Organization Code of Conduct and Compliance Plan, including confidential, anonymous submission by employees of concerns regarding violations of the The Organization Code of Conduct including breach of fiduciary duty; and accounting, internal accounting controls or auditing matters.

3. Supplementary Advisors.  As deemed necessary, engage independent counsel or other advisors to assist it in carrying out the Finance/Audit Committee’s duties, it shall so advise the The Organization Board and the The Organization Board will place consideration of authorization and appropriation for such retention and approval of funds on the agenda of its next board meeting.

4. Internal Quality Controls.  Review and make recommendations to the The Organization Board regarding the Organization’s internal quality control procedures: (1) integrity of the monthly financial statements; (2) compliance with legal and regulatory requirements; and (3) qualifications, independence and performance of the Organization’s independent auditors.

5. Review of Auditor’s Report.  Review annually a written report by the independent auditor describing (1) the audit firm’s internal quality control procedures; (2) any material issues raised in the most recent internal quality-control or peer review of the audit firm or by any investigation by governmental or professional authorities in the past five years, with respect to one or more of the auditing firm’s audits and steps taken to deal with such issues; and (3) all relationships between the independent auditor and The Organization to ensure independent relationships.

6. Review Annual Audit and Management Letter.  Meet with the auditor, review the annual audit and management letter and recommend its approval or modification to the full The Organization Board of Directors after the audit firm representative has met with the The Organization Board of Directors.

7. Auditor Qualifications and Performance.  Report the Finance/Audit Committee’s conclusions regarding the independent auditor’s qualifications, performance and independence to the The Organization Board.

8. Reports to the Board. Discuss with The Organization Senior Management and Internal Auditor and report regularly to the The Organization Board regarding: (1) the annual audited financial statements and any findings in the management letter, (2) monthly financial statements (quarterly, if applicable); and (3) policies on risk assessment and risk management.

9. Review Annual IRS Tax Report form “990.”  Review and make recommendations to the Board regarding the Organization’s completed annual IRS “990” tax report.

IV. AUDIT SERVICES

A. Engagement of Audit Firm Services

1. The Organization shall engage an independent, registered public accounting firm to perform full annual audits as a prudent business practice and to comply with applicable laws, including requirements of federal and state funding agencies from which The Organization receives funding.

2. The Organization shall not retain a public accounting firm to perform any audit service for it if a member of the board of directors, executive director, or any person serving in a financial advisory or equivalent position with The Organization was employed by that public accounting firm and participated in any capacity in the audit of The Organization during the one-year period preceding the date of initiation of the audit.

3. All audit services and non-audit services (limited to tax report preparation) provided to The Organization or any of its subsidiaries by the public accounting firm that is engaged by The Organization shall be approved by the The Organization Board of Directors upon the recommendation of the Finance/Audit Committee.  

B. Auditor Reports to Finance/Audit Committee

1. Any public accounting firm accepting engagement as The Organization’s auditor shall:

a. enter into written agreement to conduct the audit service, including the scope of work, compensation, and submit evidence that the audit firm is registered with the State of Alaska and demonstrated competency to perform government audits in accordance with generally accepted auditing standards; and

b. agree to make a timely report to the Finance/Audit Committee of:

i. all critical accounting policies and practices to be used in The Organization’s financial statements;

ii. all alternative treatments of financial information within generally accepted accounting principles that have been discussed with The Organization’s management, the ramifications of such alternative disclosures and treatments, and the treatment preferred by the public accounting firm, and 

iii. other material written communications between the public accounting firm and The Organization’s management, such as any management letter or schedule of unadjusted differences.

C. Financial Report Submittals to the The Organization Board of Directors

a. The The Organization Board of Directors shall meet with the audit firm before formally accepting or rejecting the recommendations of the Finance/Audit Committee regarding the audit report and management findings and recommendations.  The lead audit partner who conducted the audit shall appear before the The Organization Board to respond to questions regarding the audit findings, the independent position of the audit firm, and whether or not there was any coercion, manipulation or misleading information given to the auditor regarding the Organization’s financial statements. 

b. The The Organization Finance/Audit Committee should review and make recommendations to the Board regarding the Organization’s completed annual IRS tax report form “990.” 

V. CHART OF ACCOUNTS

A. The chart of accounts should be designed to provide management with an analysis of financial position and a statement of operating revenues and expenses on a time accrual basis.  The chart of accounts is established using the total grant concept.  As such, each individual funding source is segregated in the general ledger to allow management to easily distinguish revenues and expenses by funding source.  This allows for easier preparation of monthly reimbursement vouchers for contracts as well as regulatory reporting.

1. All financial transactions are designated by an account code.  The digits employed are selected from the chart of accounts. Each account code is subdivided into funds/classes and accounts. 

2. The major account component is in the first field position of the account number.  The digits represent the major account classifications for balance sheet, revenue, and expense items.  For example:

	Account Type
	Account 
Component

	Assets
	1xxx

	Liabilities
	2xxx

	Net Assets
	3xxx

	Revenues
	4xxx

	Salaries and Benefits
	5xxx

	Professional Services
	6xxx

	Other Expenses
	7xxx


Fund/class codes are used to outline different program activities and sub-fund/class codes are used to outline different grants, contracts and similar funding sources within those program activities. Fund/class codes are only employed for revenue and expense items and are not required for any balance sheet items.

a. For each type of contract or grant received, The Organization should assign a fund/class code within the chart of accounts.  Only those contracts/grants that have minimal dollars are not assigned a grant number.  In those cases, the generic fund/class code should be used.  However, if a contract/grant code exists, each expense and revenue item should be coded to that specific grant.  For example, if a program director is requesting office supplies for their staff, the expense is coded to that program director's contract and so forth.

3. Description of Accounts

a. Assets

i. Cash Accounts are debited for bank deposits and when stop payments are placed on previously issued checks.  These accounts are credited for funds withdrawn and any miscellaneous bank charges.  A debit balance in a cash account indicates the amount of cash available.  A credit balance in a cash account indicates an overdraft position.  All cash receipts are deposited into the operating account on a daily basis in accordance with the cash receipts policies.  

ii. A petty cash fund is established for a small amount that is set by The Organization management.  This account is adjusted only if the petty cash fund balance is altered.  Reimbursement for expenses paid from petty cash is made from the operating account.  Expenses are charges to the appropriate account at the time of reimbursement.

iii. Accounts Receivable accounts are debited for grant funds due, revenue billed, and any other amounts owed to The Organization.  Accounts receivable are credited for cash collected and any uncollectible amounts.  A debit balance represents the balance owed to The Organization.

iv. Allowance for doubtful accounts is a reserve for uncollectible items contained in the accounts receivable balance.  The purpose of the reserve is to provide for anticipated bad debts ratably throughout the accounting year.  The reserve is established on percentage bases that have been developed based on the historical bad debt experience and are reviewed and revised periodically.  Increases to the reserve account are charged to bad debt expense.  Accounts receivable that are written off are charged to the reserve and credited to accounts receivable.  Each month the adequacy of the reserve is appraised and adjusted by a journal entry to the bad debt expense account.  The balance (credit) in the allowance account is the required percentage of the accounts receivable to accurately reflect those items that are not likely to be collected.  

v. Prepaid expenses are debited for significant current cash outlays that are related to future periods.  These accounts are credited upon reclassification (amortization) of such amounts to current period expenses.  The balance (debit) represents the amount prepaid at month-end.    The Organization should set an amount for amortization purposes of prepaid expenses.  A schedule of prepaid expenses should be maintained by the finance department and updated on a regular basis.

vi. The Organization has established a capitalization policy for fixed assets in excess of $5,000.  Fixed assets are debited for capital expenditures incurred or assets donated.  Donated assets are recorded at market value at the time of acquisition.  These amounts are credited, at book value, for any assets sold or otherwise disposed of.  The balance in these accounts represents the total value of the fixed assets in use by The Organization.  If The Organization disposes of assets bought with federal dollars, it must notify the regional office designee in the Notice of Grant Award to receive permission to dispose of the asset.

vii. Accumulated depreciation accounts are credited monthly for depreciation charged to operating expenses.  When a fixed asset is sold or otherwise disposed of, the accumulated depreciation accounts are debited for the accumulated depreciation previously recorded on the book value of the disposed item.  The balance of these accounts represents the total accumulated depreciation.

viii. Unconditional promises to give relates to those contributions not yet received by The Organization.  Often, donors contribute over a period of time.  This account is debited for all contributions pledged that are not immediately received and credited when the payment is received.  In the event that a donor's pledge is expected to be received in more than one year, then that portion of the pledge is considered long-term and is excluded from current assets.

b. Liabilities

i. Accounts payable are credited for the amounts owed vendors for receipt of goods and services.  An entry is made to an Accounts payable register for vendor's invoices received and approved for payment regardless of what program the expense was incurred for.  Accounts payable are debited for cash disbursements against established payables. The balance (credit) reflects outstanding vendor liabilities.  For all payable not associated with a vendor and are not recorded in the accounts payable subsidiary ledger, separate accounts (other payables) have been established to reflect these amounts.  Examples of this situation include nonrecurring extraordinary items or payables to employees.

ii. Accrued liabilities should be established for payroll costs, amounts withheld from employees, and other accrued liabilities.  These accounts are credited for amounts due and debited upon payment or settlement.  The balance (credit) represents the amount owed.  At the close of each month, the estimated expenses incurred in the current month but no invoice received is booked in the general ledger as an accrued expense.

iii. Loans payable are established for funds advanced but not immediately payable.  If The Organization incurs a loan, this account is credited for the principle balance advanced.  Upon monthly payment, this account is debited for the principle portion only of the payment.  Separate loans payable accounts are established for each type of loan.

iv. Capital leases are established for funds advanced but not immediately payable related to an asset acquired but not owned.  Upon payment, this account is debited for the principle portion only of the payment.  Separate capital lease payable accounts are established for each type of loan.  If the agreement calls for a purchase option at the conclusion of the lease and The Organization has all intention of exercising this option, the advance of funds is still categorized as a capital lease.

v. Refundable advance accounts should be established for revenue and other funds received in advance.  If the funds are not used for their intended purpose, they are required to be refunded to the grantor/contractor.  These accounts are debited as the revenue is earned.  The balance (credit) represents the value of the service yet to be performed on the funds previously advanced.  This account is generally used for advances on state or federal contracts.

c. Net Asset 

i. Net Assets Without Donor Restrictions accounts are established at the beginning of each year and are adjusted at the end of the year to reflect the year's operations (revenue less expenses).  This type of account has net assets that have not been restricted in any form.  No journal entries should be made directly to unrestricted net asset accounts unless it is an extraordinary item.

ii. Net Assets with Donor Restrictions are established at the beginning of each year and are adjusted at the end of the year to reflect any adjustments (interest which has to be retained) to the net assets during the year.  An example of assets of this nature may be an endowment established by a contributor.  An endowment is a fund where the original investment cannot be used by The Organization. However, the earnings on the investment can be used for the intended purpose as outlined by the donor(s).  An exception to this rule may exist if the donor(s) specifically state that a certain percentage can be withdrawn by The Organization each year for a specific purpose.

d. Revenues - Established for all types of revenue sources such as grants, contracts, and donations.  The revenue is recognized for the above as follows:

i. Grant Revenues - The only types of programs to be charged to grant revenues would be those revenues received directly from the Federal, State or Municipal Government.  These programs are called direct programs and The Organization should set up a grant class established for each grant program. 

ii. Contract and Other Grant Revenues - All other revenues associated with providing services are recorded in these accounts and include those revenues associated with reimbursed expenditures.  The account is credited for the net reimbursement requested each month/quarter.

iii. Donations/Contributions - All monies received from individuals, corporations, and private foundations as a donation/contribution to the center are recorded in this account.  When The Organization receives a contribution, it must confirm if the donor imposed a time or purpose restriction on the contribution.  In such cases, the contribution should be classified as temporarily or permanently restricted revenue.  If there is no time or purpose restriction, then the contribution is unrestricted.  Board of Directors restrictions are classified as unrestricted -designated.

iv. Other Revenue - All other types of revenues not associated with the above accounts are recorded as other revenue.  If the amount received is materially large, then the management may consider establishing a separate general ledger account for the type of revenue received.

e. Expenses

i. Personnel - These costs are base salaries and any overtime payments due to an employee.  These costs are assigned to specific activity centers based on payroll time and effort procedures.  The personnel costs are recorded to the general ledger based on the gross salaries recorded in the payroll ledger.  The payroll ledger has been established to account for the time and effort of each individual employee.  Thus, the general ledger accounts properly reflect the amount paid to employees based on departmental and funding source time and effort.

ii. Fringe Benefits - Included in this account is the employers’ portion of FICA expenses, unemployment taxes, medical and group life insurance, workmen's compensation and any other employee benefits.  Applicable costs are distributed to cost centers in proportion to assigned salaries and wages.

iii. Consultants and Contractual - These costs include those individuals who The Organization issues 1099 statements to at year-end with exception of legal costs and services received from third party companies.  The associated costs are allocated to the cost center benefiting from the service.

iv. Professional Fees - These costs only include those services performed by professional firms such as auditing firms, legal firms, financial consultants, etc.  These costs are allocated to the appropriate cost center based on who is benefiting from the services rendered.

v. Consumable Supplies - All consumable supplies are recorded in their appropriate account based on type of supply.

vi. Occupancy - All costs associated with the The Organization’s facility are included in this line item.  These costs include rent, utilities, security, and any other costs specifically for the operations of the buildings (not to include repairs).  

vii. Repairs and Maintenance - All costs associated with the upkeep of the property and equipment or the repair of any item are recorded in these accounts.  The costs are charged to the specific departmental area if known or otherwise to the general administration.

viii. Dues and Subscriptions - These expenses include all membership dues paid to organizations on behalf of The Organization or any employee as well as all subscriptions to magazines, professional journals, etc.  If the costs cannot be directly charged to a cost center, then the costs will be charged to administration.

ix. Travel, Conference, and Meetings - These costs include all expenses for employee or board members travel plus conference and meeting expenditures.  The costs are assigned to the appropriate category as per the chart of accounts and are charged directly to the activity center incurring the cost.

x. Printing Postage and Publication - All costs associated with production of fliers, newsletter, annual reports, etc. are recorded to these accounts.  The costs are charged to the appropriate cost center as deemed appropriate.

xi. Telephone - All costs related to telephone are booked to the individual telephone general ledger account that corresponds to the appropriate cost center.

xii. Staff Development - All costs associated with the recruitment and/or training of staff is booked to these accounts.  The costs must be charged to the appropriate cost center.

xiii. Interest - All types of interest costs are charged to this line item with the exception of any capitalized eligible interest.  The interest should be charged to an administrative/facility account for allocation as part of overhead.

xiv. Insurance - This account includes all types of insurance including directors and officers, property, professional liability, etc.

xv. Bad Debt - All costs associated with the write off of those receivable accounts deemed bad debt are included in this account.  

xvi. Miscellaneous - All accounts not listed separately should be charged to miscellaneous expense.    

xvii. Depreciation - The expense related to the depreciation of The Organization’s fixed assets are recorded monthly in these accounts that are broken out by type of asset (leasehold improvements, building improvements, furniture and equipment, etc).

VI. CASH DISBURSEMENTS AND PURCHASING

A. All purchases must be approved by the Executive Director or the Board of Directors.  Program directors requesting items be purchased directly from federal must follow Office of Management and Budget Circular A-122 guidelines.

B. If goods or services are to be purchased by federal dollars then at least three competitive bids must be obtained for all goods and services over $25,000.  Also, at the discretion of the Executive Director, competitive bids may be obtained for other goods and services as they deem appropriate.  Competitive bids should be in writing and contain all payment order specifications. After the bids are received, the designated personnel requesting the bids will recommend to the Executive Director as to which bid should be accepted.  

C. [NONPROFIT Organization] maintains its accounting records on an accrual basis of accounting.  

D. All disbursements should be made out of one general operating account.  Petty cash expended should be reimbursed from the regular operating account once a month or whenever the balance falls below a certain amount specified by management.  The expenses are charged at the time of reimbursement.

E. All checks drawn by [NONPROFIT Organization] must be signed by the Executive Director. If the amount of the check is in excess of $1,000, then a member of the Board of Directors with check signing authority must also sign the check.  Expenditures over $5,000 must be pre-approved by a vote of the Board of Directors before any further action can take place.

F. Bank account reconciliation's must be completed each month to ensure that all cash transactions are properly recorded, and that there are no unusual endorsements.  Each bank account is reconciled to the appropriate cash balance in [NONPROFIT Organization]’s general ledger.  The reconciliation is performed by an employee who does not have responsibilities for the cash disbursement or receipts cycle.

G. The petty cash fund is used for a maximum amount of fund expenditures under $300 and receipts must be submitted to substantiate disbursements. The fund must be maintained by the petty cash custodian, appointed by the Executive Director, who does not have access to accounting records.

1. The fund's balance should be established so that it requires only one reimbursement each month.  The fund is reimbursed at the end of the month or whenever the fund's balance falls below an amount determined by the Executive Director.

2. Reimbursement is paid from the general operating account upon submission of an approved requisition.  The reimbursement check is drawn to the order of the petty cash custodian.  Expenses paid out of petty cash funds are charged at the time of reimbursement.

3. A petty cash disbursement form is prepared for each disbursement and all petty cash disbursement vouchers must be approved by the petty cash custodian in advance of incurring the expense.  Only the Executive Director can approve any deviation from this requirement.

a. Individuals requisitioning funds for the purchase of miscellaneous supplies or other transactions where it is practical to obtain a receipt should make the purchase from personal funds when possible.  The individual is then reimbursed from petty cash upon the presentation of an approved petty cash disbursement voucher and a receipted bill.  For these transactions, an approval is obtained prior to incurring the expense and final approval is noted by the authorizing party after examining the receipted bill.

b. Petty cash advance disbursements for local travel and other expenditures where it is impractical to obtain a receipted bill or when the purchaser cannot advance the funds must be returned and the voucher adjusted and initialed by both the recipient and the petty cash custodian.

H. [NONPROFIT Organization] should prepare the payroll checks from time cards approved by program/department supervisors.  No payroll checks should be generated from unapproved time cards. Time and effort reports are required to be completed each pay period based on actual time spent on each program by each employee.  The employee must indicate the percentage of time he/she spent on each program.  The time and effort reports are then signed by each employee and their supervisor and then retained along with the time cards for each payroll period.

VII. REVENUE RECOGNITION AND CASH RECEIPTS

A. Each month, [NONPROFIT Organization] receives revenue and ultimately cash from grants and contracts.  As such, the policy is established to assure:

1. Identification of receipts in sufficient detail as to facilitate the preparation of monthly financial reports.

2.  Establish appropriate controls to ensure all receipts are properly recorded in the accounting records.

3. Ensure segregation of duties to assure receipts are adequately safeguarded and properly deposited.

4. Ensure the timeliness of funds requested from federal awards and reduce the amount of time between the expenditure of federal funds and the drawdown of federal funds in accordance with Federal Cash Management Improvement act.

B. Grant revenue consists of monies received from direct Federal, State, and Municipal sources, such as the Department of Health and Human Services, the Department of Education, or the Department of Agriculture to name a few.  Most of these awards are received by [NONPROFIT Organization] through Notice of Grant Awards (NGAs).

1. There are two methods to recognize revenue for grants.  

a. If the grant is for operations, then the recognition of revenue should be prorated over the life of the grant.

b. If the grant is not for operations and is rather covering costs for a specific purpose, then the grant revenue must be recognized based on the actual expenditures incurred.  The revenue and receivable recognition should be generated from detailed general ledger reports.

2. [NONPROFIT Organization] receives funding from various Federal, State and Municipal agencies to provide services.  As a result, The Organization must submit reimbursement requests in the form of invoices to each agency.  Revenue and receivable is recorded based on the amount of the invoice submitted and when cash is received, the receivable is reduced for the appropriate amount.

C. [NONPROFIT Organization] receives various types of cash receipts on a daily basis.  These include cash received via mail such as contract revenue reimbursement, contributions, payment on accounts, electronic wire transfers such as Medicaid receipts and grant drawdowns, and other miscellaneous items.  

VIII. MONTHLY MANAGEMENT REPORTS

A. [NONPROFIT Organization] should produce monthly management reports as outlined below:

1. Statement of Financial Position (aka Balance Sheet) (current year vs. prior year)

2. Statement of Activities (aka Income Statement) (current year vs. prior year)

3. Statement of Activities (aka Income Statement) (budget vs. actual)

4. Cash Flow Projection

5. Key Financial Indicators

IX. CAPITALIZED ASSETS

A. Capital assets accounting procedures are applicable to capital expenditures and certain donated assets.  [NONPROFIT Organization] has established $5,000 for capitalizing expenditures that include the purchase of buildings and equipment and leasehold improvement.  The procedures describe in this section prescribes the required property records and the basis for the calculation of depreciation.

B. For accounting purposes, capital expenditures should be capitalized.  This capitalization policy guideline is applied to an individual item over $5,000.  Donated assets are treated as fixed assets when their fair market value exceeds the capitalization guideline.  Donated assets are recorded at the approximate fair market value at the time of donation.  Used equipment is capitalized using the same general guidelines as new equipment except that the useful life is shorter.  To determine the estimated life, consider the condition and age of the asset.  Used equipment is recorded at cost.

C. For any asset with a net book value of over $5,000 and purchased with Federal Funds, [NONPROFIT Organization] must obtain approval from the Funding source before disposing of the asset. See OMB Circular A-122, for additional information about property standards on fixed assets purchased with Federal dollars.

D. To provide the desired level of management control and winning clerical effort, fixed assets should be classified into the following categories defined below:

1. Land - Land has no value threshold.  As long as [NONPROFIT Organization] owns a parcel of land, the land is valued at cost.  If the land was donated, then The Organization will record the land at the estimated fair market value of the land.  Land is never depreciated.

2. Building - The Organization must own the building in order to categorize the asset line item as building.  All costs associated with the building, or improving the life of the building may be capitalized.  Buildings are depreciated over 40 years or the useful life of the building at time of acquisition, whichever is less.

3. Leasehold improvements - Included as leasehold improvements are expenditures in excess of the capitalization policy amount to improve or otherwise extend the usefulness of leased property.  These expenditures are amortized over the useful life of the improvement or the term of the lease, whichever is shorter.  Repairs and expenditures, which do not improve the structure, do not qualify as leasehold improvement and are expensed in the period incurred.

4. Furniture and Equipment - Furniture and equipment includes items such as basic office furniture, computers, computer hardware (server, etc.), copiers, telephone equipment, etc.  Depreciation is based upon the useful life of the specific item that was capitalized.

E. [NONPROFIT Organization] maintains property records to safeguard assets and provide a basis for the calculation of depreciation.  Thus a ledger which lists all the property on the balance sheet by date purchased, description of asset, useful life, cost of asset, etc. should be maintained.  Further, asset records show the current year depreciation charge and total accumulated depreciation as well as net book value of the asset.  As further control, all furniture and equipment are tagged with a serial number and the serial number is noted on the fixed asset ledger as well.

1. If The Organization receives funding from an outside source (city, state, or federal government) to purchase equipment, The Organization should indicate on the asset ledger which items were bought with these funds.  It could be possible, depending on the source of funds, that the equipment has reversionary rights.  This means that the asset may revert to the funding agency if The Organization ceases the line of business that the asset was purchased for.  

2. In addition, The Organization should conduct and document a physical inventory on all fixed assets annually.

F. Occasionally, an asset is sold or otherwise disposed of.  Retirements are credited at cost value (cost less accumulated depreciation).  The gain or loss is calculated by deducting the book value from the proceeds received, if any.  Any such gain or loss is treated as miscellaneous revenues or expenses.

1. If the asset disposed of was purchased using federal funds from direct programs, approval must be obtained from the federal agency for all asset dispositions over $ 5,000.  If the asset disposed was purchased with state or municipal funds, approval may have to be obtained from the state or municipal funding agency.

G. Depreciation is calculated on a straight-line basis over the estimated useful life of the asset.  Unless there has been a material acquisition of property and equipment during the year, depreciation equals 1/2 the annual amount will be taken in the year of acquisition.

X. TRAVEL AND PER DIEM

A. It is the policy of [NONPROFIT Organization] to provide reimbursement for pre-approved travel related expenses, including transportation, hotels, and food. These expenses must be related to activities of The Organization, and must be pre-approved by the Executive Director or Board of Directors.

B. All reimbursement for travel related expenses requires documentation of the expenditure through third party receipts or other verifiable documentation. 

1. Local travel will reimburse through petty cash in accordance with applicable petty cash policies and procedures. This includes reimbursement for use of taxi and public transportation, and, when pre-approved, use of an employee's personal automobile. Reimbursements of automobile expense for use of an employee's personal automobile are limited to the mileage incurred times the federally approved mileage rate.

2. For out of area travel, The Organization will reimburse all pre-approved travel related costs of hotel accommodations, transportation to and from the destination, including airline, train or bus tickets, taxicab fares, etc. A per diem amount limited to the federally approved per diem limits will be granted.

3. Out of area travel requires completion of a Travel Reimbursement Request form. The form must be fully and accurately completed, and submitted to the Executive Director or Board of Directors. (All costs regardless of who paid them are to be included on this form. All receipts must be attached). 
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