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Sample Financial Policies

Sample Policies on Unrestricted Net Assets
(c) 2000-2015 Standards for Excellence Institute !

Sample Policy on Unrestricted Current Net Assets:

Working capital unrestricted current net assets for a least a (60-day OR 120-day OR 180-
day) period will be maintained at all times to keep the nonprofit operating in case of
unforeseen expenses or drop in income.

Sample Policy on Unrestricted Current Net Assets

ABC Nonprofit will maintain a minimum of 30 days of working capital unrestricted
current net assets in reserve at all times and will strive to maintain a 120-day working
capital unrestricted current net assets.

This policy is not intended to apply to a certain nonprofit or offer legal advice specific to your organization.
Such legal advice or opinions can only be rendered when related to distinct fact situations. Rather, this
policy is designed to be used as a resource to provide you with ideas, suggestions, and guidelines, which
may be valuable to your organization as a starting point for your own policy.

Carefully review every word in the policies you are interested in adopting and mold the language to your
situation and organizational needs. Finally, before publishing a policy, it is always wise to consult an
attorney in your state who is versed in nonprofit law to conduct a thorough review of the policy.

! Permission granted for use by members of the Standards for Excellence Institute.



Model Purchasing Policy
(c) 1998-2015 Standards for Excellence Institute 2

It shall be the policy of the Model Agency to maximize available resources that include
funds, personnel, and time when making purchasing decisions.

1. Purchases of goods and services are made only after review, documentation, and
approval. This should be a part of every purchasing policy.

2. Competitive means such as requests for bids are used wherever they can be effective.

It is common practice to require that purchases above a specified dollar limit be put
to bid.

3. Negotiation is used wherever it can be effective. This should be a part of every
purchasing policy.

4. Technical assistance is sought from disinterested experts whenever it can be effective.
It may be advantageous to hire a consultant when purchasing or contracting for items
like employee benefits, computer systems or telephone systems. Most property
acquisitions and construction projects will require a consultant. Use of paid experts
should be subject to the same process as any other purchase decision. This is an area
to be especially aware of the potential for conflict of interest.

5. Staff responsible for purchasing process has a level of training and experience
appropriate to the type and amount of the purchase and the level of negotiating
required. Use staff wisely and efficiently. Not every purchasing decision needs to be
made by the Executive Director. Conversely, don’t expect wise purchases to be
made by staff who have no experience in determining equipment needs.

6. When making purchase decisions, the use of funds and personnel time is appropriate
to the total amount of the purchase. Use staff wisely and efficiently (it bears
repeating). Going to superstore to save a few cents on cleaning supplies is not cost
effective if you count the time away from the office to make the purchase.

7. The organization recognizes community considerations in its purchasing activities. 4
nonprofit organization is an economic player in its community. It may include
community considerations in its purchasing policy, if it is in furtherance of the
mission of the organization. These considerations may include seeking out vendors
among businesses controlled by minorities or women or organizations employing
people with disabilities.

PURCHASING RESPONSIBILITY

Staff establishes and monitors purchasing procedures to implement these policies.

2 Permission granted for use by members of the Standards for Excellence Institute.



REPORTING

The Staff is responsible for reporting the overall expenditures to the board of directors
and the Executive Committee at regularly scheduled meetings. The board of directors,
the Executive Committee, or the Finance and Administration Committee may request
documentation on any purchase at any time. Larger organizations may have
intermediate reporting requirements. This statement should reflect the governance
Structure of your organization.

MODIFICATION OF THE POLICY

This policy may be modified at any time and should be reviewed on a three-year basis.
Policies should be stated with enough generality that there should be no need for frequent
review; however, all policies should be reviewed periodically to keep pace with changes
in the organization and changes in nonprofit practices.

CURRENT PRACTICE OR PROCEDURES

When submitting these policies to the appropriate board committee or the board as a
whole for approval, there should be a copy of the current procedure attached. If the
procedure has not been documented in writing, then attach a statement of current
practices.

CURRENT PRACTICE (THIS SHOULD ONLY BE CONSIDERED AN EXAMPLE,
PRACTICES SHOULD REFLECT ACTUAL OPERATION IN YOUR ORGANIZATION)

Purchases of goods and services fall into several categories. The contracting of
consultants may or may not be done with a bid process depending on the uniqueness of
the service they deliver. Because of the lack of in-house expertise, we have contracted to
have our printing bid and managed by an outside consultant knowledgeable in the field.

CURRENT PURCHASING PROCEDURE (THIS SHOULD ONLY BE
CONSIDERED AN EXAMPLE, PROCEDURES NEED TO BE TAILORED TO YOUR
ORGANIZATION)

The purchasing process should include the following six components: specification,
investigation, evaluation, negotiation, approval, and documentation.



Routine purchase of supplies and small equipment:

All requests for office supplies and cleaning supplies are forwarded to the Office
Manager.

The Office Manager determines if there are remaining budgeted funds available
for the purchase.

If there are no remaining funds, the Executive Director approves the purchase.
The Office Manager places orders twice monthly.

The Office Manager makes the decision as to which vendors to use. A periodic
review of catalogs and websites will be made to determine which vendor has the
lowest overall prices.

The Office Manager verifies delivery by checking merchandise received against
the packing slip.

The Office Manager approves the invoice by initialing and dating it.

Replacement office equipment and furniture (Under $3,000)

All requests for replacement office equipment and furniture are forwarded to the
Office Manager.

The Office Manager determines if there are remaining budgeted funds available
for the purchase.

If there are no remaining funds, the Executive Director approves the purchase.
The Office Manager makes the decision as to which vendor to use. It most cases,
replacements will be ordered from the original vendor.

The Office Manager places the order.

The Office Manager verifies deliver by checking merchandise received against
the packing slip.

The Office Manager approves the invoice by initialing and dating it.

Program supplies (food for programs, craft supplies, emergency food pantry

supplies)

e All requests for program supplies are forwarded to the Program Manager.

e The Program Manager determines if there are remaining budgeted funds available
for the purchase.

e If there are no remaining funds, the Executive Director approves the purchase.

e The Program Manager makes the decision as to which vendor to use.

e The Program Manager places the order.

e The Program Manager verifies delivery by checking merchandise received against
the packing slip.

e The Program Manager approves the invoice by initialing and dating it.

Major equipment and furniture (Over $3,000)

All requests for new equipment and furniture are forwarded to the Executive
Director.

The Executive Director determines if there are remaining budgeted funds
available for the purchase.

If there are no remaining funds, the Finance Committee approves the purchase.
The Executive Director prepares a Request for Bid.



e The Executive Director issues the Request for Bid to a minimum of three vendors
including all minority business enterprises and women-owned business
enterprises that are registered with the State as selling these products.

e The Executive Director reviews the bids taking into account price, reputation, and
availability and determines the vendor to use.

e The Office Manager places the order.

e The Office Manager verifies delivery by checking merchandise received against
the packing slip.

e The Office Manager verifies the invoice by checking it against the bid documents.

e If the invoice matches bid, the Office Manager approves the invoice by initialing
and dating it.

e If the invoice does not match the bid, the Executive Director resolves any
discrepancies between bid and invoice. The Executive Director approves with
adjustments the invoice by initialing and dating it.

e [fpaid for with the organization’s unrestricted funds, the Request for Bid and the
responses are filed by the Office Manager and retained for one year.

e [fpaid for with restricted funds such as grant or government, the Request for Bid
and the responses are filed by the Office Manager and retained for the period
required by the funder. In no case should this be less than one year.

NOTE THAT THIS IS ONLY A PARTIAL PROCEDURE. THERE SHOULD BE
ADDITIONAL COMPONENTS FOR SERVICE CONTRACTS, OCCUPANCY,
MAJOR SYSTEMS LIKE COMPUTER NETWORKS, INTANGIBLES LIKE
INSURANCE, COMMUNICATIONS (PRINTING, DESIGN, PUBLIC RELATIONS),
CONSULTING, TRAVEL, AND CONFERENCES.

This policy is not intended to apply to a certain nonprofit or offer legal advice specific to your organization.
Such legal advice or opinions can only be rendered when related to distinct fact situations. Rather, this
policy is designed to be used as a resource to provide you with ideas, suggestions, and guidelines, which
may be valuable to your organization as a starting point for your own policy.

Carefully review every word in the policies you are interested in adopting and mold the language to your
situation and organizational needs. Finally, before publishing a policy, it is always wise to consult an
attorney in your state who is versed in nonprofit law to conduct a thorough review of the policy.



Sample Internal Controls Policy
(c) 2000-2015 Standards for Excellence Institute ®

Adopted by the board of the organization on [date].

SCOPE OF THIS POLICY

This statement reflects the general policy relating to internal controls for the organization.

DELEGATION OF AUTHORITY

The board delegates the authority for developing internal control procedures to the staff
of the organization.

The board retains the authority to engage an auditing firm to perform an annual financial
audit of the organizations and produce audited financial statements.

The board retains the authority to authorize other audits to review activities not included
within the scope of a financial audit.

GENERAL GOALS OF THE INTERNAL CONTROL SYSTEM
GENERAL PRINCIPLES
RECORD KEEPING
FUND RAISING
CASH DISBURSEMENTS
PERSONNEL
INTERNAL AND EXTERNAL REPORTING
ACCOUNTING INFORMATION SYSTEMS

GENERAL PRINCIPLES

e All financial activity advances the purpose of the organization, either for
program activity, general and administrative support, or fund raising.

e Staff members responsible for tasks relating to financial transactions have a
level of training and experience that enable them to exercise the level of skill
and judgment required by the most critical aspects of the task.

e No person makes commitments for the organization beyond their level of
authority.

e More than one person is involved in the completion of every financial
transaction.
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Every common financial transaction is performed by someone other than the
person usually responsible for two consecutive weeks in every year.

An assessment is made of additional separation of duties and rotation of
responsibilities.

Care is taken to ensure that closely related individuals are not in a position of
reviewing or authorizing each other's transactions.

There is no significant period of time in which tasks relating to financial
transactions are not performed.

An assessment is made of the risks involved in all financial transactions and in
maintaining the financial and physical property of the organization.
Procedures are established to reduce the risks that are identified. Procedures
balance the risk of loss with the cost of controls.

RECORD KEEPING

Transactions are recorded in the accounting system of the organization as
close as possible to the time when they occur.

Transactions are classified and recorded accurately based on objective criteria
and consistent treatment of similar transactions.

Documentation of accounting transactions is clear and legible.

The media on which documentation is recorded remains readable until the
time when the record is destroyed.

Special care is taken to identify and to record accurately non-cash financial
transactions, whether they result in income, expense, assets, or liabilities.

Activities are not recorded on a net basis. When an activity includes
transactions that increase and decrease a financial account, the increase and
decrease transactions are recorded separately.

FUND RAISING

The board is informed in advance of the purposes for which outside funding is
solicited.

Care is taken to ensure that money received for specific purposes is used for
those purposes and that reporting is provided as required by the provider.



CASH DISBURSEMENTS

The purpose of each expense transaction is documented at the time of the
transaction. The extent of documentation is based on the transaction's size,
frequency of similar transactions, and reporting requirements of contracts or
restricted grants. Documentation with each transaction provides adequate
explanation for an independent reviewer unfamiliar with the details of the
transaction.

Special care is taken with cash transactions to ensure frequent reconciliation
of accounts with the financial institutions that hold the accounts.

All cash disbursements including payments under an executed real estate lease
or rental agreement are initiated by a person other than the person who
prepares the check.

Care is taken to prevent duplicate payment for the same goods or services.

Settlement of any claims against the organization are reviewed and approved
before payment.

PERSONNEL

Payment for employee compensation or benefits is made only on behalf of
bona fide employees for services performed as authorized and documented in
employee time and attendance records.

Personnel additions, employment contracts, separations, wage rates, salaries,
deductions, and severance payments are authorized and documented in the
accounting records.

There are written personnel policies and procedures made available and
applied equitably to all employees that provide for consistency in recruitment,

compensation, discipline, separation, and termination of employees.

Employees are hired, compensated, and separated in compliance with
applicable federal and state laws, as well as contracts and restricted grants.

Employee leave balances are tracked and regularly verified.

INTERNAL AND EXTERNAL REPORTING

As much as possible, internal financial reporting is on a basis consistent with
external financial reporting, except that interim financial reporting may be on
a cash basis rather than an accrual basis.

Financial statements present adequate information to serve as the basis for
informed review.



e All requirements are met for federal and state registration and all taxes are
paid.

ACCOUNTING INFORMATION SYSTEMS

Accounting records are organized to facilitate retrieval of documents when
needed.

Accounting records are retained until the time designated for destruction
and they are destroyed when that time arrives.

Legal documents (such as executed contracts) and personnel records are
kept separate from accounting records.

Other systems that provide information to the accounting system are
identified.

Special care is taken to ensure reconciliation of balances and continuity of
an audit trail between the accounting system and other systems and to
ensure that the records in the other system are retained as appropriate for
accounting records.

Special care is taken to ensure the integrity of computerized accounting
records.

Care is taken to ensure that technical support is available for accounting
systems and other systems that provide information to the accounting
system.

Internal control policies are maintained during transitions in computerized
accounting systems and other systems that provide information to the
accounting system.

This policy is not intended to apply to a certain nonprofit or offer legal advice specific to your organization.
Such legal advice or opinions can only be rendered when related to distinct fact situations. Rather, this
policy is designed to be used as a resource to provide you with ideas, suggestions, and guidelines, which
may be valuable to your organization as a starting point for your own policy.

Carefully review every word in the policies you are interested in adopting and mold the language to your
situation and organizational needs. Finally, before publishing a policy, it is always wise to consult an
attorney in your state who is versed in nonprofit law to conduct a thorough review of the policy.



Practical and Almost Painless Approaches to Improving Internal Controls
(c) 1999-2015 Standards for Excellence Institute

Mail Handling

Use a bank lock box, it may cost less than you think. It should be used for all deposits
and should be reconciled on a timely basis.

Make mail opening a group activity with two or more people involved and have the mail
opened in a public place like the reception area, library or employee lounge. Get people
involved in new members, increased contributions, and special event ticket sales. The
more people that are involved improve the chances that mistakes will be detected and
corrected.

Unless they do it everyday, the Executive Director or Finance Director should
periodically open a day’s mail. Make this a random event. If the Executive Director
does it everyday, s’/he should probably delegate this task.

Check Signing and Check Processing

Be realistic. If you require two signatures on checks, have trouble getting signatures, and
sometimes have blank checks signed; have the board change the policy to one signatory.
There is increased risk when you have signed blank checks. Have your independent
auditor make the suggestion of only one signature to the board of directors.

Use a payroll service and encourage all employees to have direct deposit. This way you
don’t have to chase down that second signature nor are you as the Executive Director
signing your own check. Many banks have free checking accounts for people who have
their paycheck direct deposited.

Check signing is not the only way to get the treasurer or other board member involved.
Have the bank statements and cancelled checks sent directly to the treasurer. The
treasurer can review the checks and the endorsements.

Use two separate bank accounts, a main account into which funds are deposited and a
subsidiary account that all checks are written against. The subsidiary account only has a
balance large enough to cover checks that are written. Checks are written and a transfer
is made from the main account to the subsidiary. The board member can transfer or
authorize the transfer by phone. A problem creates an overdrawn situation which the
bank will notify you of immediately. Problems are easier to solve a few days after they
occur rather than weeks or months later.
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Use a separate bank account for payroll transferring in only enough funds to cover the
current paychecks. Fraud or errors on the part of the bank or payroll service will show up
sooner.

Never write a check out to Cash for any reason. It just looks bad.

Petty cash checks should be made out to a person using either Mary Smith, Agent for
ABC Nonprofit Organization or John Jones, Cashier of the Petty Cash Fund.

The signer(s) need to double check that the vendor name and address on the invoice
matches the vendor name and address on the check. In this age of computerization, a
common error is getting the wrong payee due to the “autofill” function.

With current technology, anyone can create a professional looking invoice. Avoid paying
dummy invoices by requiring a signature and the purpose for the expense on the invoice
of the staff person who received the goods or services. The signature should be on the
document and not scribbled on a Post-it note. Post-its can be easily moved.

Limit advances to staff for program supplies. Set up accounts with stores used most often
and limit purchasing to where there are accounts. This is not only a good financial
control, but also usually results in reduced spending and program staff spending less time
“shopping.”

Cash Receipts
If you have a finance department of one person, train program staff to make deposits or
go to the bank. There is generally someone on staff that is restless and doesn’t mind

leaving the office for a few minutes.

Don’t hold a check because you don’t know what it is for. Go ahead and deposit it. You
can always code it later.

Use duplicate deposit tickets. You can order them from the bank for only a few dollars.
The franked (embossed by the bank) copy should have a listing of the checks in the
deposit.

Periodically reconcile your financial records with the development records and/or
membership records.

Number special event tickets and reconcile with cash and checks received.

Encourage grantors and contractors to direct deposit payments into your bank account.
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Bank Reconciliations

Do bank reconciliations within10 days of receipt. Once again, problems are easier to fix
the sooner you become aware of them. The staffs of banks do make mistakes as well as
your own staff.

Reconcile to the General Ledger not just the amount in the checkbook.

The Executive Director should review the reconciliation and the bank statement
periodically.

Accounts Receivable

Review the receivables monthly. Send out second/third notices. An easy way to do this is
to maintain a manual file with a copy of each invoice sent. Monthly sort out the ones
paid. Add a “Second Request” notation on the remaining ones and re-send.

All staff and board members should be involved in collecting outstanding receivables.
Prepare a list and distribute at staff or board meetings. If people have a contact, have
them call to collect the money.

Miscellaneous

A financial report should be prepared that compares actual performance against an
approved budget. Variances should be explained. Sometimes the variance is caused by an
accounting error that should be corrected before the report is distributed.

Distribute financial reports and fundraising reports to all staff members. A fresh set of
eyes may pick up an error or a potential problem.

Periodically, someone other than the Finance Director should look at the reports
generated from the financial system.

Reconcile your physical inventory of furniture and fixtures to your accounting records.
This can be done as part of your annual office clean up day.

Do the same reconciliation with software licenses. Also, remove from your accounting
property list obsolete and no longer used software. And dispose of old software and
programs.

Periodically test the back up system for your accounting data to make sure it is working

properly. Unfortunately you often don’t find out there is a problem until the day you
need the back up.
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Go through the Standards for Excellence accreditation process.

This list is not intended to substitute for board approved internal control
procedures or a financial and accounting procedures manual. This is a list of
possible procedures that your organization can adopt to improve existing internal
controls.
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