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

Planning and budgeting policies
Long- and short-term planning: The board of directors shall develop long- and short-term financial plans that forecast future capital and operational needs of the system and that provide a strategy for financing those future needs. Operational, financial, and administrative staff of the system shall assist the board in developing these financial plans.

Budget development: At least 30 days prior to the beginning of each fiscal year, the board of directors shall develop and adopt an annual revenue and expense budget for the operation of the system. The annual budget must show that anticipated revenues shall be sufficient to cover all operating expenses.

Budget format: The budget format and expense and revenue line items shall conform to state and/or federal requirements, if applicable. Each source of revenue and each category of expense shall be separately identified in detail sufficient to present an accurate picture of the system’s financial condition.

Rate and user-charge review: Rates and user charges shall be reviewed annually as part of the budgeting process. A comprehensive rate study shall be completed at least every five years or when major projects and/or expenses are anticipated to occur.

Past-due, late and delinquent billings: In accordance with the customer-service policies adopted by the board of directors, the amounts shown on monthly customer billings are due upon receipt. Any portion of the current amount due that is not paid by the ______ of the month will be considered late and a late-payment charge of $_________ will be assessed. Any customer owing a past-due balance on the next monthly statement will be considered delinquent. Customers with delinquent balances will be subject to service cut-off if the balance is not paid in full by _________________________.

Financial reserves: It is the policy of the board of directors that in order to maintain financial stability and self-sufficiency and to achieve both long- and short-term capital and operational needs into the future, the system shall maintain financial-reserve funds. The financial reserve funds shall be used for:
· debt-service reserve funds (DSRF) as may be required by lenders
· emergency funds for unforeseen breakdowns and system repairs

· equipment replacement of short-lived assets
· planned system expansions or improvements consistent with long-range capital needs

Debt-service reserves: Debt-service reserve funds shall be established and maintained in a separate account in an amount consistent with requirements of the system’s lenders.

Financial-reserve accounts/transfers: The financial reserves shall be maintained in separate accounts. All financial-reserve funds shall be deposited in federally insured depositories. Expenditures or transfers from financial reserves shall be only with approval of the board of directors.

Monitoring budgeted revenues/expenditures: Each month during the fiscal year, the board of directors shall receive and review a monthly financial report from the system’s accounting personnel. Monthly financial reports shall contain:

· current month’s revenues and expenditures

· actual year-to-date revenues and expenditures

· net income or loss

· beginning and ending balances for all operating and reserve accounts of the system

· summary of past-due accounts receivable (number and total amount)

Budget adjustments: Based on reviews of periodic financial reports, the board of directors shall make budget adjustments or amendments as necessary. Adjustments to an approved budget must be voted on by the board.
