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Suggestions for a Board Financial Policy
· Sets the guidelines for reserve levels. In other words, how much Unrestricted and Temporarily Restricted Net Assets the organization should maintain.
· Example: 
· Under normal circumstances, the organization will maintain reserves of between 6 and 12 months worth of the annual expense budget. 
· So, if your budget is $500k, then your Unrestricted and Temporarily Restricted Net Assets combined should be between $250k and $500k.
· Example: If Unrestricted and Temporarily Restricted Net Assets are tracked separately:

· Under normal circumstances, the organization will maintain Unrestricted reserves of between 3 and 6 months worth of the annual expense budget. The organization will treat all funds that are Temporarily Restricted by time on an accrual basis to be spent over the time period of the grant or donor agreement.
· Describes what happens when reserves fall below the guideline.

· Example:
· If total reserve levels fall below 6 months or if Unrestricted reserves fall below 3 months, a budget committee will be convened consisting of the Board finance and fundraising committee chairs, the Executive Director, and the Development Director. The budget committee will recommend corrective actions for full board approval.
· Determines the Board’s role in the budget approval process.

· Example:
By the 1st month of a new fiscal year, the Board will review the organization’s budget for accuracy and reasonableness of assumptions and Executive compensation. The Board will review the budget’s bottom line (surplus or deficit) for adherence to reserve policies. Budget approval requires a 2/3-majority vote.

· Sets the guidelines for presentation of financial information to the Board.

· Example:
· The Board will review complete and timely financial statements (balance sheet, income statement with actuals compared to budget, fundraising update) at each Board meeting. All statements will be prepared according to Generally Accepted Accounting Principles and in sufficient detail for the Board to determine their accuracy. Any items on the income statement that vary by 10% from the budget should have a written explanation.
· Describes the Board’s role in the Audit process.

· Example:
· On an annual basis, the Board will hire a qualified accountant to conduct an audit of the organization’s financial statements and financial management practices. The auditor will report audit results directly to the Board. No single auditor will conduct more than 5 consecutive audits.
· Sets the guidelines for taking on debt.

· Example:  

· Board approval is required prior to entering into any contract or agreement where the organization’s financial obligation is more than $25,000.
· Sets the limit at which 2 signatures are required on checks written.

· Example:
· All checks written for amounts of $7,500 or above require 2 signatures. [Optional: You can require that at least 1 of the 2 signers must be a board member.]
· Sets the guidelines for investing the funds of the organization (A separate policy would be needed for an Endowment)
· Example:
· The organization will maintain its cash assets in instruments insured by the federal government. The organization will strive to invest in institutions in line with the mission of the organization. All account openings, closings, or changes to signatures require board approval. 
· Sets the capitalization guidelines.

· Example:
· The organization will consider purchases of durable goods such as computer equipment, office furniture, vehicles, etc. as fixed assets only when an item’s cost exceeds $5000.
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