Rural Community Assistance Partnership

The Basics of Financial Management for Small-community Utilities
SAMPLE FINANCIAL-MANAGEMENT POLICIES

Starting on the following page is a sample financial-management policy for a water/wastewater utility. This sample policy is for illustration purposes only. Some of the requirements or procedures described in the sample policy may be covered in state statutes or local ordinances, particularly if your utility is operated as a division of a public entity, such as a county or municipal government.
Important notes about what follows:

This sample policy is not ready-to-use and should not be adopted or distributed as-is. It must be customized to fit your utility and your circumstances. You can change or add to these policies depending on your system’s circumstances and requirements. Be sure to review them carefully and fill in all the blanks with the required information. Ensure that all the information is pertinent to your specific utility.
Before adopting any financial policies, also be sure to check for items required by state law, local ordinances, your system bylaws or charter, and documents relating to any loans or grants your system may have received. 
The information contained herein is for informational purposes only as a service to the public and is not legal advice or a substitute for legal counsel. As legal advice must be tailored to the specific circumstances of each case, nothing provided herein should be used as a substitute for advice of competent counsel. RCAP, Inc. expressly disclaims all liability in respect to actions taken or not taken based on any or all of the contents of the sample policies.
Financial-management Policies for the _____________________ Water/Wastewater System

Accounting and Cash-management Policies

Disbursement of funds: All funds shall be disbursed by order of the board of directors or its designee. The use and expenditure of system funds shall be restricted to approved purposes as defined by the system’s annual budget.

Priority of disbursements: Priority of disbursements and payments from current revenues received by the system shall be in the following order or priority, unless otherwise ordered by the board of directors or by law:

1. payment of all payroll-related taxes or assessments

2. payment of debt-service expenses and required debt-service reserves

3. payment of operation and maintenance expenses of the system

4. payments to board-authorized financial-reserve accounts (emergency reserves, capital

    improvements, or equipment-replacement reserves)

Authorization to incur financial obligations: Only the board of directors or persons so designated by the board shall have authorization to incur financial obligations on behalf of the system.

Chart of system accounts: Financial recordkeeping of the system shall use a standard, double-entry chart of accounts for the classification of all assets, liabilities, expenses, revenues, and other accounting transactions on a consistent basis.

Source documentation: Payment for goods, services, and expenses of the system’s operation shall be made from original invoices submitted for payment. Once paid, all invoices must be marked “Paid” and initialed to avoid duplicate payment. Properly completed, approved, and numbered purchase requisitions (or purchase orders) shall be used for non-routine expenses prior to actual disbursement of funds.

Separation of duties/responsibilities: The board of directors shall assure that there is proper division of responsibility and function among persons who receive, deposit, account for, and expend funds in order to minimize the potential for loss, the unauthorized use of, or unauthorized disposition of system assets.

Financial-procedures manual: The board of directors shall insure that a financial-procedures manual is developed for the system. The manual shall describe routine accounting procedures and practices of the system. At a minimum, the manual shall provide for:

• routine procedures for the daily collection, recording, and deposit of receipts

• the proper use of check registers, cash-receipts journals, payroll ledgers, monthly disbursement           and collections summaries, and the general ledger

• proper operation of petty-cash account

• proper maintenance of individual customer accounts and records

• monthly bank-statement reconciliation procedures

• proper cross-referencing of all accounting transactions between journals, ledgers, and source

  documents.

The procedures manual shall contain financial and accounting forms and documents used by the system and instructions for how and when each form or document is used.

Bank accounts: The system shall maintain appropriate, interest-bearing bank accounts for the operation of the system. Customer deposits shall be maintained in a separate interest-bearing account.

Disbursement of funds: All cash disbursements, including checks, automated clearing house (ACH) payments, wire transfers, bank drafts, etc., shall be evidenced by supporting documentation that is signed by two persons designated by the board of directors.

Cash receipts: All receipts shall be recorded in a cash-receipts journal then deposited daily intact. Deposits shall be made by a person other than the individual who records the receipts received. Cash receipts shall not be used to pay expenses of the system nor to cash personal checks of employees or others.

Petty-cash fund: The board of directors may allow for the creation of a petty-cash fund, not to exceed $____________, for the purpose of making change for customer cash payments and small purchases of less than $____________. The petty-cash fund shall be subject to procedures for its operation which are contained in the financial-procedures manual. The petty-cash fund shall not be used to cash checks of employees or others.

Capital assets: Tangible personal property and/or equipment purchased and/or installed by the system, having a per-unit acquisition cost greater than $____________ and useful life of ____________ months/ years or more, will be logged into a “fixed-assets” inventory. Tangible property purchased by the system that does not meet this definition will be considered “supplies.” Procedures for cataloging and safeguarding fixed-asset and supply inventories shall be implemented by appropriate system personnel.

Monthly reporting: In addition to financial reports, the board shall receive monthly billing information, including: total billing amount, number of customers, total gallons sold, total gallons produced, and similar relevant information.

Financial-records retention: All financial records, including original source documentation, purchase requisitions, cancelled checks, and bank statements, shall be retained by the system for a period of least seven fiscal years prior to the current fiscal year, and/or as required by law.

