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understanding that the authors are not engaged in rendering legal, accounting, or other professional
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INTRODUCTION
The Self-Help Program

Sdf-Help Housing isjust asit sounds: Participants working together to build their own homes.
This cooperative effort is a direct application of the church and barn raising techniques of the Amish
and Mennonites. The participants supply the necessary labor while qualifying for mortgage financing
to purchase land, materials, and subcontract work on very technical items. A private nonprofit
corporation, public body, or rural town can obtain a grant from Rural Development to hire skilled staff,
rent office facilities, pay for mileage, and purchase tools. This staff then works with the participants by
providing the assistance and training necessary to fulfill the goals of the self-help housing program.
The specifics of the program are described below.

With the assistance of the skilled staff, an association of generally 4 to 10 householdsis formed.
(Once the grant is completed, at least 40% of the total participants served must have been very low
income, 50% or less of the county median income.) They select lots, house plans, and apply for
individual mortgage loans. While participants await loan approval, the group studies the
responsibilities of homeownership, construction techniques, tool usage, safety, homeowner’'s
insurance, taxes, home maintenance, and money management. This time is known as the pre-
construction stage.

Once the loans are approved, the group begins to build under the guidance of a skilled
construction supervisor. The participants must complete a minimum of 65% of the construction |abor
tasks, until the group of homes is completed; usualy the more technical work is subcontracted out.
The construction stage lasts from 6 to 12 months, depending on the size of the group. Participants
work during their spare time (evenings, weekends, and days off) so as not to interfere with the regular

household employment. Rural Development |oans feature interest rates ranging from 1% to the market
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rate, depending on the household' s adjusted annual income. The repayment period is 33 or 38 years

and no down payment is required.
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Rural Development

Rural Development is an agency of the United States Department of Agriculture. 1t was
originally a credit agency for lower income farmers who could not qualify for loans elsewhere.
Since the 1960’ s rural non-farm households have been eligible for mortgage credit. Rural
Development’ s function as alender is significant because private credit institutionsin rural areas
are relatively few in number, smaller, and often impose more rigid terms, which can be abarrier
to homeownership.

The Rural Development mission isto help rural Americansimprove the quality of their lives.
Rural Development helps rural communities meet their basic needs by:

Building water and wastewater systems,

Financing decent, affordable housing,

Supporting electric power and rural businesses, including cooperatives, and
Supporting community development with information and technical assistance.

Rural Development has been providing the funds for the self-help housing program since
thelate 1960’'s. They provide technical assistance grantsto eligible entities to start and
implement the program and they thoroughly review the pre-application and final application
before agrant isawarded. When agrant is awarded, Rural Development is saying that thereisa
need for self-help housing in this area; this agency is suited to administer a self-help housing
program; the proposed plan, budget and schedul e are feasible; house plans meet local, state and
Rural Development building codes; adequate building sites are available; the project ingredients
arein place; and Rural Development is ready to provide the financial resources necessary to
make the project work. Thereisno charge to participating groups. Grant funds provided to
sponsors by Rural Development do not haveto berepaid. It isaninvestment Rural Devel opment

iswilling to make in order to see self-help housing work.
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Rural Development will continue to monitor and provide insight in the areas of
construction and administration, through quarterly meetings, construction inspections, and participant
accounts throughout the term of the program.

In many cases Rural Development provides another important ingredient to the self-help
program: construction/permanent financing. They are independent of private or conventional lending
ingtitutions; the financing is directly between Rural Development and the borrower. While labor and
construction are group efforts, each applicant must qualify and obtain a loan directly from Rural
Development.

Rural Development Offices

Rura Development usually operates from four levels: national, state, area and local. The Nationdl
Rural Housing Service Administrator in the National Office and the State Directors are politically
appointed — al others are federa civil service employees.

Rural Housing Service National Office

The Rural Housing Service National Officeis responsible for developing policy

and interacts with Congress for legislation, devel opment and program funding. The

Nationa Office also obligates and monitors all Section 523 grants. The program staff

at the national level maintains reports and statistics on operating self-help organizations

and projected needs for funding.

Rural Development State Office

The State Office has the approval authority over the smaller Section 523 grant

applications. Section 502 |oan funds are allocated on a state-by-state basis and the State
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Office allocates the 502 money based on a State formula. There are additional staff
members who are key to the operation of a self-help program located in many State

Offices;
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Rural Development State Director
Rural Housing Program Director
Rural Development State Architect
Rural Development A ppraiser
Rural Development Housing Specialist
Rural Development Area Office
The Rural Development Manager is responsible for the Section 523 grant. Itis
his or her responsibility to ensure that the grant is operated effectively and in
accordance to regulations. The Rural Development Manager will evaluate the
Section 523 self-help agencies on a quarterly basis and review grant applications
for new and on-going programs. In addition, Rural Development Construction
Analysts are usually available through this office.
Rural Development Local Office
Within this office, the Community Development Manger istypically responsible
for making the Section 502 mortgages to participating applicants of each group.
He or she will be responsible for monitoring the 502 loans and will also be the co-
signor on the participant’ s checking accounts. Usually, this office does
construction inspections.
The Rural Development Section 502 Rural Housing Loan
Many applicants that participate in the self-help housing program use Rural
Development’ s Section 502 |oan to finance their homes. Section 502 loans are only available to
familieslivinginrura areas. “Rura” is defined as towns with populations of 10,000 or fewer,
and designated cities with populations between 10,000 and 20,000 in counties that are not

associates with Standard Metropolitan Statistical Areas (SMSA) where a serious lack of
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mortgage credit exists.

In order to qualify for a Section 502 loan, prospective self-help applicants must meet
Rural Development income eligibility requirements as low-income or very low-income. They
must be credit-worthy, have repayment ability for the loan requested, and be unable to secure
credit from other sources. The low-income measure is 80% or less of the county median income,
based on family size. Very low-income is defined as 50% or |ess of the county median income,
based on family size. These income standards, established by HUD and adopted by Rural
Development, are subject to local variation and periodic change. Current information on income
standards and €ligibility requirements for Section 502 loansis available at Rural Devel opment
local offices.

The repayment period for the Section 502 loan is either 33 or 38 years, and the interest
rate is between 1% and the current market rate. The actua rate of interest the borrower pays
depends on the borrower’ sincome, as does the loan term. If aborrower is eligible to pay less
interest than the market rate, the borrower then receives a subsidy called “payment assistance”.
The amount of payment assistance a borrower receivesis determined by the loan amount, loan
period, and the household income. The assistance makes up the difference between the full loan
rate and the rate the participant pays.

Section 502 funds are advanced from the Rural Development finance officein St. Louis
and disbursed by the local offices based on regulatory guidelines. TA grantees prepare the
drawdowns and checks for each participant’ s account as needed to purchase materials for
different phases of construction. Note that the participant’s loan payments are deferred during
construction.

When all the money is withdrawn from a participant’ s account, Rural Development’s
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finance office sends payment books to the participant. The participant’ sfirst loan payment is

due within thirty days of termination of deferred payments. Payments then go directly to Rural

Development’s Centralized Servicing Center (CSC) in St. Louis.
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The 523 Mutual Self-Help Housing Technical Assistance Grant

In order to enable organizations to operate a mutual self-help housing program, Rural
Development provides grant funds to operate and oversee mutual self-help housing programs.
Each TA grant isusualy for a period of up to two years, and is available to public and private
nonprofit organizations and units of state or local government. The amount of grant funds an
organization can receive is based upon how many houses they build in agrant period.
An organization can receive up to 15% of the average cost of a new home financed under the 502
program in their area, for every home they are planning to build.

Activitiesthat are allowable uses of Section 523 Technical Assistance grant funds

include:
Recruiting eligible households to participate in the self-help program;

Hold training meetings with participants on the self-help process and
Homeownership topics such as mortgages, insurances, taxes, and maintenance;
Assisting participants obtain and devel op building sites; obtaining or creating
Rural Devel opment-approved house plans and hel ping participants select theirs;
Helping participants bid and select building supplies and subcontractors; train
participants in construction technigues and provide construction supervision,
Supervise participant Section 502 |oan accounting, including;
o Totaling invoices and itemizing payments to suppliers and subcontractors,
o Maintaining records of deposits and withdrawals;
o Preparing checks (accompanied with invoices and statements).
Disallowed activities using Section 523 Technical Assistance grant funds are
The use of any TA fundsto pay staff to provide labor on the houses;
Purchasing any real estate or building materials for participating families;
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Paying any debts, expenses or costs which should be the responsibility of

the participating families;
Any lobbying activities as prohibited in OMB Circular A-122.

The T&MA Contractors

In 1979 the appropriations language was changed to authorize the use of Section 523
grant funds to contract for technical assistance to self-help grantees. There wereinitially six
Technical and Management Assistance (T& MA) Contractors; currently there are four.

Rural Development contracts with these groups to assist operating and potential self-help
housing grantees across the country. This assistance comes in the form of staff and board
training, grant management, development of applications, 502 loan program and processing
training, newsdletters and conferences, among other services. These services are provided at no
cost to the grantee.

The four contractors are:

Florida Non-Profit Housing — covering Region |, the Southeast,

including the states of AL, FL, GA, MS, NC, SC, TN, Puerto Rico

and the Virgin Islands.

Little Dixie Community Action Agency, Inc. —covering Region 11, the
South Central US, including the states of AR, KS, LA, MO, ND, NE, NM,
OK, SD, TX, WY.

NCALL Research, Inc. — covering Region 11, the Northeast and Midwest,
including the states of CT, DE, IA, IL, IN, KY, MA, MD, ME, MI, MN,
NH, NJ, NY, OH, PA,RI, VA, VT, WI, WV.

Rural Community Assistance Corporation (RCAC) — covering Region 1V,

the Western US, including the states of AK, AZ, CA, CO, HI, ID, MT,
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NV, OR, UT, WA.
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ADDITIONAL TRAINING MATERIALS

The T& MA Contractors have produced avariety of other training materials for the
purpose of assisting grantees and training grantee staff. Thefollowingisalist of the available
manuals. Please contact your T& MA Contractor for a copy or for more information.
Board of Directors’ Guide

Boards of Directors play acritical role in the success of any non-profit organization.
With thisin mind, this manual was designed for use by board members of any housing agency.
Thisguideisintended primarily as a reference and not to dictate that, “thisis the only way”.
However, it isan informational resource that may be used as atraining tool and can provide new
insights and a clearer understanding of nonprofit organizations, board meetings and operations,
agency planning, administration of agency personnel, teamwork, orientation for new board
members, federal accounting requirements, and self-help agency activities.
Project Director’s Guide

It isthe responsibility of the Project Director or Executive Director to administer a
successful Mutual Self-Help Housing Program. This guide should be used as an important
resource to assist with that goal. It can also be used as atraining manual when new staff is hired.
The Project Director’ s Guide takes ageneral look at the Self-Help Program as well as providing
information on required reports, program criteria, grant and financial management, personnel

and fair housing.
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Guide to Basic Bookkeeping for Not-for-Profit Organizations

Understanding the basic bookkeeping proceduresis just as vital to developing a not-for-
profit organization asit isfor afor-profit organization. Therefore, mastering the concepts of
double entry bookkeeping is of much importance. Most non-profits are probably using
computerized accounting software for their bookkeeping needs; however, it is still important to
understand the concepts of double-entry bookkeeping. This manual will present the basic
materia for anot-for-profit organization’s needs. With improved bookkeeping skills each
organization will gain a better command of available resources and help in planning amore

profitable future.

Guide to Accounting for Individual Borrower 502 Loan Accounts

In addition to establishing and maintaining an accounting system for the Section 523
grant funds, the Self-Help Housing grantee is responsible for keeping an accurate account of the
disbursement of fundsfrom the individual self-help participants Section 502 loan accounts.
Instruction 1944-| indicates that technical assistance provided by the grantee to the participants
should include “providing financial supervision to individual participants with Section 502 loans,
which will minimize the time and effort required by Rural Development in processing borrower
expenditures for materials and contract services. In order to fulfill this accounting responsibility,
the grantees establish arecord keeping system with clear procedures for handling the purchase of
construction supplies, invoices from sub-contractors and vendors, and accounting for
expenditures from participant loan funds. This guide provides guidelines for self-help grantees
to usein designing the procedure necessary for a minimum standard of control and a system of

checks and balances to protect the participants and the grantee.
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Group Coordinator

The job duties and responsibilities of a Group Coordinator are crucial to the success of
the self-help program. The Group Coordinator isthe person that is responsible for locating
interested participants, screening them and packaging their 502 loan application, preparing them
for the construction phase and homeownership, and helping to track their progress during
construction. If one of these dutiesis not fulfilled, the entire program is put in jeopardy.

Because the Group Coordinator often wears so many hatsin a self-help agency, there are
other manuals that the Group Coordinator is going to need to read in addition to thisone. The
502 Program & Processing Manual is crucia to the success of qualifying and processing
applicants, the Preconstruction Meetings Manual will help guide the Group Coordinator through
these meetings, and the SHARE Manual will instruct the Group Coordinator on the task of
entering information into the SHARES database.

This manual will help to guide the Group Coordinator in the areas of recruitment,

communication, forming a group, group management, motivation, and money management.

502 Loan Processing Guide
(This guide is currently under development.)

While the labor and construction is a group effort, each participant must qualify and
obtain aloan individually from Rural Development. In order to qualify, a household must fall
within the income guidelines set by Rural Development, must have demonstrated repayment
ability, must have a good credit rating, and should have alow debt load. Because the 502 self-
help loan process can be complicated for the individual, the technical assistance staff will pre-
screen participants for program eligibility and prepare the application packages for Rural
Development.

The 502 Loan Processing Manual will help to train the Group Coordinator or appropriate
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staff person in packaging these loans. The loan terms, application forms, credit reports, and the

additional documentation required are all covered.
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Preconstruction Meetings Guide
(This guide is currently under development.)

Each self-help grantee is responsible for organizing participants into groups, which
remain together from loan processing through construction. The organization of participants into
groups reinforces the “mutual” aspect of the self-help program because participants within a
group are expected to work on each other’ s house until all houses in the group are completed. In
addition to organizing participants into groups, self-help programs are responsible for explaining
the self-help concept and methodol ogy to participants, and for educating participants about their
responsibilities as self-help participants, 502 loan borrowers, and homeowners. Thisis achieved
through a series of “pre-construction meetings”.

Group meetings provide self-help grantees with the opportunity to “weed out” those
participants who would not be reliable and productive participants during the critical
construction phase. Group meetings also provide self-help grantees, Rural Development, and the
sdlf-help participants with an opportunity to develop bonds which can contribute to the timely
construction of houses— of which all can be proud — and which can place participants on a sound
footing for assuming their homeownership responsibilities.

The information and materials contained in this manual are presented as information
resources, ready to use formats, or samples to be modified to suite grantees’ individual

circumstances.

Construction Supervisor Guide

The Construction Supervisor Guide will discuss the roles and responsibilities of the construction
supervisor asit relates to Self-Help Housing. This guide will cover several aspects of the construction
supervisor’sjob; from construction specification, house plans, schedules, bill paying procedures, to
group motivation. Insight will be provided on how the self-help program operates and what is expected

from the construction supervisor. This guide should not be the only source of training, but can be used
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as an introduction. Further exposure should be sought at conferences and networking with peersin the

field.
SHARES Help Manual

SHARES stands for the Self-Help Automated Reporting and Evaluation System. Itisan
Internet ready application designed to manage, track, evaluate, and report on the status of the self-help
program, as well as share thisinformation with all parties that provide assistance to this program.

The SHARES Help Manual describes all aspects of the SHARES program, such as, getting

started, the available screens, entering information, and printing reports.
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Introduction to this Guide

The purpose of this Financial Management Guide is to aid new and operating grantees with the
development of financial management systems and policies that are compatible with the fiscal
responsibilities set forth by the funding agency (Rural Development) and the Office of Management
and Budget (OMB). While sdlf-help housing programs that have been operating for many years may
have sophisticated financial systems and policies, others are lacking written, established financial
procedures that assure proper internal controls.

This Financial Management Guide offers grantees sample information, guides, and checklists
for virtualy all fiscal aspects of sdf-help housing including: Section 523 grant accounting
requirements, establishing accounting systems, program and payroll expenditures, tax requirements,
personnel records, federal accounting requirements, and audit preparation.

While this Guide has been developed specifically for self-help housing grantees, the principles
and information provided are applicable to any nonprofit housing development corporation utilizing
federal financing or administrative funding.

It is hoped that this Financial Management Guide will be utilized as a resource by self-help
housing grantees to supplement information already provided by Rural Development, local CPASs, and
other sources. We offer this Guide not in the spirit of "this way is the only way," but rather as an
informational resource that may offer new insights, a clearer understanding, and many ideas gleaned
from self-help housing grantees over the years.

Note that this is one of three financia management guides produced by the T&MA
Contractors. The other two guides cover topics related to basic bookkeeping for not-for-profit
organizations and the management of 502 loan funds. See the section entitled “Additional Training

Materials” for more information on the other guides.
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Structuring Your Accounting System

A clear, precise, yet simple accounting system is crucia for sound fiscal management of 523
TA Grant funds. An accounting system is a formal means of gathering and reporting on data to aid
and coordinate decisions in light of the overall goals of an organization. An effective accounting
system provides information for three broad purposes: (1) internal reporting for use in planning and
controlling operations; (2) internal reporting for use in strategic planning such as the making of special
decisions and the formulating of overall policies, and (3) externa reporting to board members and
funding sources. Your agency's accounting procedures should be in written form, and regularly
updated to reflect major changes. These written procedures should be based on generally accepted
accounting principles (GAAP) and must be clear enough to be used for cross-training of current steff
and training new staff. (Seethe Accounting Manual section of this guide.)

A decision must be made as to whether a cash basis or accrual basis method of accounting best
meets your organization's needs. The major difference between these two methods occurs when a
transaction is recorded. With cash basis accounting, expenses are recorded when they are paid and
revenues are recorded when funds are received. In accrual basis accounting, expenses are recorded as
payables when they are incurred, not when they are paid. Revenues are recorded as receivables when
grant monies are earned, that is, when the services are provided, not when the funds are received.

The size of your organization plays amajor part in the decision of which method to utilize. In
most cases, small organizations follow the cash basis of accounting because of its simplicity. This
Guide will provide an in-depth view of the cash basis of accounting. Conferring with a Certified Public
Accountant (CPA) is recommended for aid in establishing or revising accounting procedures for a
larger or more complex organization. Regardless of the basis used throughout the fiscal year, a
nonprofit organization must prepare its fiscal year-end financia statements on an accrual basisin order
to comply with GAAP.

1. Double Entry Accounting

Whether your organization uses a cash or accrual basis, the double entry system of
bookkeeping is essential. This system balances itself and leaves little chance for error. The double
entry system contains five major account categories. Assets, Liabilities, Equity, Income, and
Expenses. When there is accounting activity (e.g. a transaction occurs), it is recorded as a debit and a

matching credit in at |east one of these account categories.
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The following is a schedule of rules for double entry accounting, which shows the debit/credit

activity for al account categories.
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RULES FOR DOUBLE ENTRY ACCOUNTING

To Increase To Decrease
Account Category YouAdda YouAdda

Normal
Balance

Assets (cash,

accounts receivable,

inventory, prepaid expenses,

fixed assets) debit credit

Liabilities

(accounts payable,

accrued liabilities,

bank loans payable,

long term debt) credit debit

Equity (fund balance, net assets) credit debit

Income (contributions, sales,
receipts) credit debit

Expenses
(salaries, cost of goods sold,
supplies, taxes) debit credit

debit

credit

credit

credit

debit

Since every recorded transaction is entered once as a debit and once as a credit, the books

should easily balance. Total debits should equal total credits and if they do not equal, an error has

been made and must be corrected to keep the books in balance. Two examples of transactions follow.

Note that transactions can result in an increase to two accounts, an increase in one account and a

decrease in another or a decrease in two accounts but that the debits must always equal the credits.

1. Payment of Office Telephone Bill:
(Expense) Telephone Account is debited (Increase)
(Asset) Cash Account is credited (Decrease)

2. Sdf-Help TA Grant check is deposited:
(Asset) Cash isdebited (Increase)
(Income) S-H Grant Income is credited (Increase)

3. Returned damaged merchandise prior to paying invoice:

(Liability) Accounts Payable is debited (Decrease)
(Expense) Supplies Account is credited (Decrease)

27
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A trial balance or a balance sheet and revenue & expense statement should be prepared at least

once a month to ensure that your organization’s books are balanced.

2. Cost Allocation Methods

Responsible accounting relies on appropriate cost alocations. The term cost allocation is used
as a genera label for the tracing of various costs to cost objectives, such as programs, departments
and/or funding sources. There are two primary methods of alocating costs that must be considered
when structuring your accounting system-direct and indirect. It is the responsibility of each grantee
that receives funds from multiple sourcesto receive approval of its cost allocation method. Once a cost
alocation method is approved and adopted, it must be followed consistently. Consistency will ensure
that costs charged to government-supported projects are charged in a uniform manner to all other

funding sources of the organization.

The direct method of cost allocation requires that all costs be directly attributed to a funding
source. The simplest example of thisis when an organization has one funding source or program, and
al costs are paid by that program. An organization with two or three funding sources can till utilize
the direct cost method as long as each funding source pays its fair share or prorated share of all costs.
Cost allocation is fundamentally atask of linking (1) some costs with (2) one or more cost objectives
such as funding sources. However, benefits received for common or shared expenses such as rent,
equipment rental, supplies, and other administrative costs, cannot be easily linked with one specific
funding source. A cost allocation “base” must be chosen for each type of expense that will determine
the amount of each expense to be prorated to each funding source. Such a base is the common
denominator used to trace the cost(s) in question to the cost objective.

Total direct labor is often used as a cost alocation base. Once the base is decided upon,
percentages for allocating costs can be developed. In the example below, cost allocation percentages
are derived from the number of direct full-time staff positions in relation to the total number of staff
positions (the cost base):

# of Direct Full-Time

Staff Positions % Costs
Sdf-Help Housing Staff 3 60% $150
Community Development Staff 2 _40% $100
Totas 5 100% $250/mo
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The salary cost is distributed to the Self-Help and Community Development programs by a cost
allocation of 60% and 40% respectively using the number of full-time staff positions as a base.
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Such cost alocations for shared costs by this direct method should be approved by your
"cognizant” Federal agency. The "cognizant" agency isusually your largest federal funding source and
acts on behalf of all other Federa agencies. The direct alocation method is usualy acceptable
provided each joint cost is (1) prorated on a distribution base that is established in accordance with
reasonable and consistently applied criteria; (2) is adequately supported by current data of the
organization; and (3) is based on benefits received.

The indirect method of cost allocation involves pooling those costs that benefit the organization

as a whole but whose benefit to specific programs is difficult to determine. These costs can include
audit, accounting, depreciation, and insurance. Some organizations also include administrative costs
like rent, utilities, and telephone in this pool. These costs will appear as one line item called “indirect
cost” on the organization's financial statements. With the indirect cost method, these costs are
reimbursed based on an organization's approved indirect cost rate. An indirect cost rate is simply a
device for determining what proportion of the shared/general expense (indirect costs) each
grant/program should bear. Direct and indirect costs are described in OMB Circular A-122 “Cost
Principles for Non-Profit Organizations’. (See Appendix 18)

The indirect cost rate is aratio, expressed as a percentage, of al the shared/common coststo a
cost alocation base. The cost alocation base is usually either total direct costs (exclusive of capita
expenditures or other distorting items) or direct salaries and fringes. Indirect cost rate agreements are
established through a proposal and negotiation process between the organization and its Federal
cognizant agency. Grantees whose largest federal funding source is USDA Rura Development would
apply to the Department Of Labor, Rural Development’s contracted indirect cost negotiator. (See
Appendix 23 for contact information.) Other Federal agencies will accept the indirect cost rate
approved by the "cognizant" agency. When deciding whether to pursue an indirect cost rate, please
consult with your T & MA Regional Contractor, your local CPA, and your cognizant Federal agency.

An illustration follows that shows how the indirect cost pool can be distributed to three
programs using an indirect cost rate with total direct costs as a base.

Total Direct Costs

Sdf-Help Housing $ 64,000
Community Development $122,000
Head Start $ 86,000
Total Direct Costs $272,000
Total Indirect Cost Pool $ 16,320
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Indirect Cost Rate (16,320/272,000= 6%)

Allocation of Indirect Expense:

Sdf-Help Housing (64,000 x 6%) $ 3840
Community Development (122,000 x 6%) $ 7,320
Head Start (86,000 x 6%) $ 5160

Total Allocated Indirect Cost Pool $ 16,320

The rates approved in the indirect cost rate agreement are for use on grants, contracts, and other
agreements with the Federal Government to which OMB Circular A-122 applies. The rate contained in
the agreement is subject to all statutory or administrative limitations and is applicable to a given grant
or contract only to the extent that funds are available. Acceptance of therateis predicated upon the
following conditions:

No costs other than those incurred by the grantee were included in itsindirect cost pool as finally
accepted and that such incurred costs are allowable under the governing cost principles as outlined
in OMB A-122 and A-87,

The same costs that have been treated as indirect costs have not been claimed as direct costs,

The information provided by the grantee that was used as a basis for acceptance of the agreed upon
rate is not subsequently found to be materially inaccurate; and

Similar types of costs have been accorded consistent treatment.

3. Bank Accounts

Upon receipt of the initial advance of grant funds, you must deposit the funds in an FDIC-
insured ingtitution, preferably one that is minority or woman-owned. If the balance in this bank
account exceeds the FDIC limit of $100,000, you should ask your bank for a letter of collateralization
to protect the funds in excess of that limit.

Y our checking account must bear interest. Interest earned on federal funds up to $250 per year
may be used by the grantee for administrative expenses. Once interest earned exceeds $250 in one
year, you must forward the amount in excess of $250 to the Rural Development District Office on a
quarterly basis.

At least two officials covered by your organization’s fidelity bond insurance must sign all
checksissued from TA grant funds. All approved check signers should be approved by your Board of
Directors. It isagood ideato have at least three persons authorized to sign checks. Thismakes it more
likely that two signers can be found when they are needed in a hurry. Only pre-printed and numbered
checks should be used.
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On a regular basis, the bank will send you a statement of the account, including beginning
balance, al transactions, canceled checks, service or other charges levied by the bank, and final balance
for the period covered by the statement. This statement should be received unopened and reviewed by
a person who is not involved in the disbursement process. The statement should then be immediately
reconciled with the check register and with the general ledger cash account(s).
With the exception of petty cash, all disbursements made using TA grant funds should be by

check.

4. Required Books of Record

The following is a brief description of the books of record that should be maintained for an
organization's fiscal year or accounting period to ensure proper management of 523 Self-Help TA
Grant monies. Accounting records may be maintained by using a manual bookkeeping system or by a
computerized system. If your organization owns a computer system, there are severa reasonable
accounting software packages available.
Cash Disbursements Journal -- Thisis similar to a check register, accounting for al checks written,
but going a step further to show to which expense category each check is charged. All disbursements
of Self-Help TA Grant monies should be recorded in this journal. Since banks normally provide pre-
printed/pre-numbered checks, recording the individual disbursementsin chronological order should be
no problem. Checks should be recorded numerically on accounting worksheets with multiple columns
so that the disbursements can be charged to the proper expense account category. Voided checks
should also be recorded to ensure that all checks numbers are accounted for. After entering pertinent
information -- date, payee, check number, and amount of check -- the amount should also be carried
over and entered into the expense account category (or categories) that it falls within. This journa
should be totaled monthly.

Cash Receipts Journal -- Thisjournal is structured the same way as the Cash Disbursements Journal;
the difference is that the entries are to income account categories rather than expense account
categories. As TA Grant advance checks are received (or any other monies received for the

organization’s programs), they should be recorded here. Thisjournal should also be totaled monthly.
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General Journal — Thisisthe book of record in which all non-cash transactions are recorded including
entries for the capitalization of fixed assets or corrections for incorrect entries. Non-cash entries also
occur when the books are "closed" at the end of the fiscal year/accounting period. At that time, total
expenses are deducted from total revenue and the resulting profit or loss is added to the net assets from
prior fiscal years as shown on the Balance Sheet. It isfor these types of entriesthat the General Journal

isnecessary. A new Genera Journal should be started for each new fiscal year/accounting period.

General Ledger — This is the book of record that summarizes all transactions from the Cash
Disbursements, Cash Receipts, and General Journals. The General Ledger should contain a separate
ledger page for each of the various asset, liability, income and expense accounts. Totals from the other
journals are posted monthly to their respective ledger pages in the General Ledger. In amanual system,
al balances from the General Ledger are tallied on amonthly basis to make sure that total debits equal
total credits. This report is called a trial balance. Other financial statements are then derived from the
cumulative totals of each ledger page.

The General Ledger should also contain separate ledger pages for the Net Asset or Equity
accounts. These accounts represent the cumulative net worth of your organization and are necessary
for closing out the income and expense accounts at the end of the fiscal year. This is discussed later
under the Net Asset section. If using a manual accounting system, new ledger sheets for the General

Ledger should be started for a new fiscal year/accounting period.

Payroll Journal -- In addition to the salary expenses initially entered into the Cash Disbursements
Journal, al payroll transactions should also be posted to the Payroll Journal. This journal should be
maintained by pay period and include the following information:

1 Employee's name

2) Payroll check number

3) Date of check

4) Gross sdlary

5) Federal, state, and/or Local Tax

withholding amounts
6) Other deduction amounts
7) Net salary

35 December 2002



Financial Management Guide for Federally-Funded Organizations

8) Any other applicable payroll information

The Payroll Journal should aso include any cost allocation breakdown that applies to the
payroll expenditures, clearly showing the different funding sources portions. The journal should be
totaled each month to show the total payroll expenditures, withholding, etc. As this will be your
reference and documentation for tax payments and audits, it is important that the Payroll Journal be

updated on aregular basis.

Individual Employee's Earnings Record -- Another payroll record that should be maintained for al
employees is the Individual Employee's Earnings Record. Asits title indicates, this is a record of the
amounts each employee earns, as well as a record of tax withholdings and other deductions. A
separate record should be kept for each current employee, as well as for those whose employment has
been terminated.
The following should be included on the Individual Employee's Earnings Record:
a) Employee's name, address, telephone number
b) Job title
C) Employee's Social Security number
d) Tax exemption status
e) Other deduction information
f) Date of employment
(date of termination if applicable)
0) Sdary rate
h) Individual paycheck information (gross
salary, taxes, other deductions, and net salary)
) Employee's funding source (and/or salary

cost allocation, if applicable)

All Individual Employee's Earnings Records should be kept on acalendar year basis. Salary
information (“h” above) should be totaled at least quarterly for tax reporting purposes. These records
will be the main source of information for employees W-2 forms, which are prepared at the end of the

calendar year.
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5. Chart of Accounts

A formal listing of all the different accounts used by an organization is known as its "Chart of
Accounts." A good chart of accountsis the cornerstone of a sound accounting system.

Every account used should be separated and listed according to the five basic accounting
categories - Assets, Liabilities, Equity, Income, and Expenses. Assigning each category a different
range of account numbers will simplify the procedures for drawing together financial statements. Each
account within the different categories should be assigned numbers to coincide with the category it
falls within, i.e. Assets (100's) -- Cash 101, Accounts Receivable 102, Equipment & Furniture 103;
Liabilities (200’ s)-- Taxes Payable 201, Insurance Payable 202, Accounts Payable 203; and so on.

The number of accounts your organization uses depends on the size of your organization. One
of the basic rules of accounting to remember when structuring your chart of accountsis the importance
of grouping similar transactions together. Keep the chart as ssimple as possible.

If your chart is properly designed, the flow of your agency's accounting systems will be smooth and
productive. A sample chart of accounts can be found as Appendix 1. Consider the lowest level of
detail you will need in the reports generated from the accounting system when setting up the chart of

accounts.

6. Net Asset Account (Formerly known as Fund Balance)

Nonprofit organizations use a "net asset" account as a representation of their net worth on
financial statements. In acommercia organization's books, this term would coincide with the "capital”
or "equity" of the organization. Thisis one area where accounting methods differ between nonprofits
and commercial organizations.

The principal use for the Net Asset account becomes clear when the organization's books are to
be closed at the end of the accounting period. The procedure of closing the books is simply the
transfer of the ending balances in each of the income and expense accounts to the Net Asset for
calculation of the net worth of your organization. A brief description of closing procedures follows:

Thefirst step in closing your organization's books is the Trial Balance, which should be prepared to
ensure that the books are in balance. If they are not, they must be checked for posting errors or
possible number transpositions. Adjusting entries should be made for any corrections. The books

can not be closed if they do not balance.
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Income accounts will have credit balances at the end of the year. In order to close these accounts,
they must be debited. Keeping the double entry system's rules in mind, a credit must also occur
somewhere to offset this debit. This is where the Net Asset account comes into the picture. A
credit for the total amount of the income accounts is posted to the Net Asset account, which in
effect closes the income accounts by bringing the credit balancesto zero.

For the expense accounts, the same process is followed. Expense accounts will have debit
balances so a credit must be posted in al expense accounts to bring these balances to zero. The
Net Asset account would then be debited for the total amount of the expense account balances to
offset the credits to those individual expense accounts.

In order to simplify this procedure, a single journa entry is prepared in the General Journal rather
than separate entries for all the different income and expense accounts. The difference between the
total debits and credits would be the amount of excess income for the accounting period and would
show as a credit to the Net Asset account. (Should there be a deficit, it will show as a debit to the
Net Asset account.)

By closing the books, you are actually transferring your net excess (or deficit) income into the Net
Asset account on the Balance Sheet (Statement of Financial Position). This will give you a dollar
figure asto your organization's net worth at the close of the accounting period.

When the procedure of closing the books is completed, the Asset, Liability, and Net Asset
accounts balances are then carried over to the new books as beginning balances for the new
accounting period. The books can be closed by your organization's bookkeeper or can be
contracted out to a Certified Public Accountant (CPA).

7. CPA Certification

Rura Development Instruction 1944.411(f) (See Appendix 20), provides that before a self-help

technical assistance grant can be approved, the grantee must agree that it will establish a proper

accounting system that is in accordance with generally accepted accounting principles (GAAP) and

that is certifiable by a certified public accountant. This is documented by the completion of SF-424B,

" Assurances -- Non-Construction Programs”.

38

December 2002



Financial Management Guide for Federally-Funded Organizations
Federal Administrative Requirements

By accepting federal grant funds, organizations agree to be bound by all applicable grant
reguirements regardless of whether or not the grantee is specifically notified of al of the provisions of
those requirements.

There are numerous sources of federal grant requirements, starting with the U.S Constitution.
Many government-wide requirements including nondiscrimination and equal opportunity are based on
specific provisions of the Constitution. Federal Statutes and Executive Orders are also sources of grant
requirements that apply to all recipients of federal funds regardless of the particular federal program or
type of organization receiving the grant. These include laws on civil rights, nondiscrimination against
people with disabilities, nondiscrimination for age, accessing agency records, and lobbying limitations.
The Bureau of the Budget and the Treasury Department also issue regulations that address payment

procedures for federal grants.

1. Office of Management and Budget

The Office of Management and Budget (OMB) is the principal source of government-wide
administrative requirements affecting federal grants. OMB does not issue rules and regulations that
directly require compliance by grantees. Instead, it issues directives in the form of circulars, bulletins
and memoranda to communicate instructions and information to federal agencies and departments that
award the funds. A Circular is used when the subject matter will have a continuing effect in excess of
two years. The Circulars are identified with a letter “A” followed by a number (e.g. A-110). Every
federal department must observe all applicable provisions of each Circular.

All sdlf-help grantees must be able to show that their financial management system meets the
standards outlined in circulars published by the Office of Management and Budget (OMB). OMB
Circular A-110 provides uniform administrative requirements and OMB Circular A-122 provides cost
principles for grants to nonprofit organizations. OMB Circular A-102 provides uniform administrative
requirements and OMB Circular A-87 provides cost principles for grants to state, local, and federally-
recognized tribal governments. We recommend that all grantees obtain and familiarize themselves
with the appropriate OMB circulars. (See Appendix 18.)

In accordance with these circulars, a grantee's financial management system must provide:

a) Accurate, current, and complete disclosure of the financial results of each federaly

sponsored project or program.
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b) Records that adequately identify the source and use of funds for federally sponsored
activities.
c) Effective control over and accountability for all funds, property, and other assets.
d) Adequate safeguards for all assets and assurance that they are used for authorized purposes.
e) Comparison of actual outlays with budgeted amounts for each grant or other agreement.
f) Procedures to minimize the time elapsing between the transfer of funds from the U. S.
Treasury and the disbursement by the recipient, whenever funds are advanced by the federal
government.
g) Procedures for determining if costs are reasonable and allowable, and that they are
distributed in accordance with applicable federal cost principles.
h) Accounting records that are supported by source documentation.
i) Examinations in the form of audits, which are done by qualified individuals who are
independent of those who authorize the expenditures of federal funds, to produce unbiased
opinions, conclusions, or judgments (if the organization’s expenditure of federal funds exceeds
the threshold in OMB A-133).
) A method to assure timely and appropriate resolution of audit findings and

recommendations.

2. Code of Federal Regulations

The level of grant management requirements with which federally funded organizations are
most familiar is that of federal agency-wide regulations and instructions. These administrative
requirements usually incorporate the provisions of the OMB Circulars. The federal granting agencies
explicitly adopt OMB requirements by “codifying” them into their own regulations. The regulations
adopted by all executive departments and agencies in the federal government are compiled into the
Code of Federal Regulations (CFR) and published annually in the Federal Register.

The purpose of the CFR isto present the official and complete text of agency regulationsin one
organized publication and to provide a comprehensive and convenient reference for all those who may
need to know the content of these regulations. The CFR is divided into 50 titles that represent broad
areas subject to federal regulation. Each title is divided into chapters that are assigned to agencies
issuing regulations pertaining to that subject area. Each chapter is divided into parts and each part is
then divided into sections — the basic unit of the CFR. A typical reference to the CFR includes thetitle,

part and section as shown below:
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7 CFR3019.315

Title Part Section
To search the CFR online, organizations can go to:

http://www.access.gpo.gov/nara/cfr/index.html

OMB issued the “Uniform Administrative Requirements for Grants and Cooperative
Agreements to State and Local Governments’ to provide consistency among 26 federal departments
and agencies granting funds to state and local governments. This is also called the Government wide
Common Rule. This requirement was codified by each agency. (See 7CFR 3016 for the USDA
version.)

In 1976, OMB issued Circular A-110 to establish standards for federal agency administration of
grants to institutions of higher education, hospitals and other nonprofit organizations. In 1993,
significant revisions were made to the Circular and its implementation. Unlike the method used to
implement the Government-wide Common Rule for state & local government grant administration,
OMB gave federal agencies more flexibility for adopting A-110 requirements. Rather than mandating
that federal agencies adopt the revised circular verbatim (as they did for the Common Rule), OMB
required only that agencies codify the provisions in their regulations. This has caused some confusion
for grantees that must determine whether their granting agency has deviated from OMB requirements
by adopting their own language or provisions. In such situations, grantees should speak with their
granting agency.

USDA codified and implemented A-110 in 7CFR3019 effective 8/24/95. The only deviation
USDA made was to exempt grants and sub-grants under USDA entitlement programs from A-110
regulations. USDA also codified and implemented A-122 (Cost Principles) in 7 CFR 3015. These CFR
sections are often referenced in USDA RD Instructions 1944-1 that outline the requirements for
recipients of Mutual Self-Help Technical Assistance grants.

The fina level of grant requirements is found in the grant agreement itself. It may contain
specia conditions or requirements that aren’t included in any common source of grant regulations.
Once a grantee accepts these conditions and requirements by signing the grant agreement, the
organization is contractually bound to comply with the terms and conditions. The levels of grant

requirements are depicted below.

[ U.S. Constitution ]
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3. Financial Reporting

USDA RD Instruction 1944-1 specifies what reporting forms are required for grantees to
summarize expenditures made and to request advances of funds. The financia report forms Mutual
Sdf-Help Housing grantees are required to complete for Rural Development are:

Request for Advance or Reimbursement, Form SF-270 (See Appendix 2). Thisform isusually

completed monthly and submitted to the Rural Development Manager in original and two copies. The
form is used to notify Rural Development of the amount of grant funds used during the previous
month, the amount of unspent funds on hand, and the projected amount needed to cover expenses for

the next month. Written justification should be forwarded with the request if the amount of the
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request exceeds the projected need for the next 30 days. The form must be in the Rural Development
Manager's office fifteen days prior to the beginning of the month. If the request is in order, Rural
Development will try to have the advance check delivered on the first of the next month. Thisformis
normally the only report of grant expenditures that Rural Development will require during the grant

period.

Financial Status Report (short form), SF-269A (See Appendix 3). At grant closeout, the

grantee must furnish thisform to Rural Development within 90 days after the date of completion of the
grant. Thisform shows the total expenditures and un-liquidated obligations for the grant period.
Monthly Fiscal Report (See Appendix 4). Self-Help grantees are encouraged to use some kind

of tool to determine the financial status of their grant program on a monthly basis. A monthly
comparison of grant-to-date or year-to-date disbursements with budgeted figures by line item will
allow grantees to quickly see if and where budget or management changes need to be made. During
quarterly review meetings, Rural Development will often ask to review the latest monthly fiscal report.
It is suggested that this report aso be presented to the Board of Directors on aregular basis. Because
the Board is the ultimate authority in your organization, it must be well informed so that it can make

wise and effective policy decisions.

4. SHARES

SHARES stands for the Self-Help Automated Reporting and Evaluation System. It is an
internet-ready application designed to manage, track, evaluate, and report on the status of the self-help
program. It will also share this information with all parties that provide assistance to this program.
SHARES has two distinct components. One is an informational section that includes links to other
web sites that may be helpful to an organization during the time the grant is active. The second

component is an automated database.
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The database is the application that allows family and grant information to be entered and
reports to be generated and printed. Data will need to be entered on a regular basis since Rural
Development personnel at al levels and the T & MA Contractor will be reviewing this data for
monitoring, reporting, and statistical information purposes. On a monthly basis your T & MA
Contractor will be using the information in the database to print a monthly report. There is a
considerable amount of information that will need to be entered into this system by the person
designated by the Project Director, usually the Group Coordinator. The information will include
detailed borrower and lot information, construction progress and grant status. Although this will take
time, the reports that this system is able to generate are extremely beneficial, both to the organization,
the T & MA Contractors, Rural Development, and the overall program.

There is an entire manual dedicated to training for the use of this system. Request one from

your T & MA Contractor if the organization has not yet received one.

Program Receipts

After establishing an accounting system and understanding the federal accounting requirements
to which the 523 Grantee must adhere, the next step is receiving money from USDA-RD for your
program.

As explained above, grant funds are advanced on a monthly basis, and normally not for a
period longer than thirty days.

In planning for advances, it is prudent to base the advance on previous program expenditures
for a month with the inclusion of special or unusual expenses, such as equipment purchases or audit
expenses, for the next month. Extremely high advance requests should be well documented. In fact,
all advance requests should be documented as to how the advance amount was cal cul ated.

Once the TA check is received, a staff member not working in the accounting department of
your agency should be responsible for entering the check into a "Cash Receipts Log." (A sampleis
attached as Appendix 6.) This staff member should also properly endorse the checks for deposit.
Copies of the check should be made and filed with the Cash Receipts Log as well as forwarded to the
proper accounting personnel. A staff person in the accounting department should then be responsible
for the actual deposit in the bank. The customer copy of the deposit slip validated by the bank should
then be attached to a copy of the check it covers and filed with all other cash receipts. This type of
cash receipt safeguard should apply to all the cash receipts of your organization. It helps to eliminate
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the possibility of fraud, error or abuse in your organization by separating duties and providing

sufficient documentation for all transactions.

Program Expenditures
This section will address several areas that need to be tightly controlled to ensure that 523 Self-
Help TA Grant monies are managed properly. Documentation for al expenditures cannot be stressed

enough. Proper accounting procedures are vital to the operation of a successful program.

1. Ordering/Procurement Procedures

One staff member should be designated as responsible for all ordering and purchasing for the
office, such as consumables, furniture, and equipment. All itemsto be purchased should be researched
for the lowest possible price. More expensive items should go through a bidding process where at | east
three written quotations are obtained. Sales and discounts should be utilized whenever possible.

A purchase order or request form should be utilized to assure proper authorization for all
purchases (See Appendix 7). Prior to submitting the purchase order for processing, budget line items
and account balances should be checked to verify that sufficient monies are available for all purchases.
The purchase order should include the following:

Vendor Name
Date of Order
Person Requesting Purchase
Program and Account To Be Charged
(Any applicable account codes)
Quantity Ordered
Description
Unit Price and Total Cost
Signatures of Staff Member Requesting and
Authorizing Supervisor or Official
Signature of Person Receiving Goods and Date

The purchase order should then be submitted for approval and processing. It should be
retained in the accounting department to await reconciliation with the appropriate delivery dip and
invoice.

Contracted services should be handled in the same fashion. Bids should be obtained for
contracted services such as audits, legal services, consultant services, and architect fees. A written

contract should be prepared whenever contracting for professiona services. This contract should
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include as much detail as possible -- services to be provided, cost of these services, time frame for
services, and any other applicable items. As bills come in against the contract they should be compared

to the contract to ensure that the services that were contracted for were actually performed.

2. Processing Payments/Checks

All bills that are to be paid, whether against a purchase order or aregular office expense (such
as a telephone hill), should be checked for validity and accuracy. If applicable, prices should be
checked against the authorized prices listed on the purchase order to assure compliance.

If an item was delivered or a purchase charged at alocal store, there should be adelivery dlip or
receipt. This should be kept and attached to the invoice and paperwork that documents which check
was used to pay the bill. No payments should be made from avendor statement. All payments should
be made from original invoices.

After the invoice is checked and verified, it should be coded to indicate the program(s) and/or
account(s) that should be charged. The staff member responsible for the checking and coding should
then initial it, signaling that it is ready to be paid. It should then be forwarded to the party responsible
for the actual check processing.

It is recommended that a "Request for Payment" voucher be attached to all TA Grant related
invoices that are to be processed for payment. This form should have the following information (See
Appendix 8):

Vendor (or Payable To)

Date of Payment

Program and Account Code(s)to be Charged
Description

Amount to be Paid

Check Number (spaceto befilled in later)
Signature of Person Preparing V oucher
Signature(s) of Approving Official(s)

Once the request for payment voucher has been completed, a copy of the invoice, delivery dlip
or receipt, purchase order and/or any other applicable documentation should be attached to it. After
the person preparing the voucher signsit, it should be forwarded to the authorized staff member(s) for
approval and signature(s).

The voucher should then be forwarded to the staff member responsible for preparing the

agency check and the check should be processed. As there is a space on the voucher for the check
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number, it should be filled in to show which check paid what invoice. Copies of checks should be
attached to the supporting documentation and filed in individual vendor files that are then filed
aphabetically and by fiscal year. Checks ready to be signed should then be sent to the authorized
signatories who will ensure that the check was properly prepared and then sign it. As a safeguard, no
blank checks should be signed for any reason. Thiswould |eave the system open to potential abuses.

Once the checks have been signed, they should be checked once again for accuracy and the
proper signatures. The staff member responsible for mailing the checks can do this.

The next step is for the payment voucher, with other documentation attached, to be forwarded
to the accounting staff member responsible for recording the checks in the Cash Disbursements
Journal. Since all transactions should be by check, they should then be entered in the journal
numerically, and posted to the proper expense account.

If there were any voided checks, alist should be provided so that the person responsible for the
posting can insert the voided check numbers into the Cash Disbursements Journal. All check numbers

must be accounted for.

Remember: There is no such thing as over documenting, especially when Federal dollars are

involved!!
PURCHASE AND DISBURSEMENT PROCESS
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3. Travel Expenditures

Some of your budget will be devoted to local and out-of-town travel expenses. During an audit

of your TA Grant, an auditor will most likely do an in-depth audit of all travel expenditures.

Once again, documentation comes into play. All travel expenditures must be clearly

documented. Receipts must be obtained, forms must be kept, and authorizations must be
documented. All of these items will be addressed in this section.

a.

48

Regulations for Travel -- OMB Circular A-122 "Cost Principles for Non-Profit Organizations,”
defines travel costs as "expenses for transportation, lodging, subsistence and related items incurred
by employees who are in travel status on official business of the organization." For more
information regarding allowable travel costs, please refer to OMB Circular A-122, and Chapter 301
of the Federal Travel Regulations. The Federa Travel Regulations should be available in your local
Rural Development Office for your review if
needed. Y ou can also find them on the Internet at:

http://www.policyworks.gov/org/main/mt/homepage/mtt/FTR/FTRHP.shtml

Per Diem -- When employees of federally-funded organizations are in atravel statuson official
business away from the location of their agency, they are entitled to a per diem allowancein
accordance with the Federal Travel Regulations based on the destination. The per diem rate
includes a maximum amount for lodging expenses before hotel taxes. The employee should be
reimbursed for actual lodging costs incurred up to the applicable maximum amounts authorized for
each location. Recelpts for lodging expenses are required.

The per diem rate also includes afixed allowance for meals and incidental expenses (M&IE) that is
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also determined by location. The M& | E rate, or fraction thereof, is payable to the travel er without
itemization of expenses or receipts. The M&IE rateis calculated at 75% of the per diem rate for the
first and last day that the employeeis on travel status. The employeeis paid 100% of the
appropriate per diem rate for the balance of days on travel status. If meals are provided to the
employee while on travel status, the employee must deduct a predetermined amount for those
meals based on the per diem rate for that county.

When the employee obtains lodging from friends or relatives with or without charge, no part of the
per diem allowance will be allowed for lodging unless the host actually incurs additional costsin
accommodating the traveler. In such instances, the additional costs substantiated by the employee
and determined to be reasonable by the agency may be allowed as alodging expense.

When a destination within the continental United Statesis not specifically listed, the
employee should use the standard CONUS rate for M& | E that is currently $30 and the maximum
lodging amount (excluding taxes) that is $55. For travel to many other higher cost areas where the
standard rate has been determined inadequate, higher rates have been authorized. Check with Rural
Development or your T& MA Contractor or the website noted above to determine the current per

diem rate for each location. The Federal government adjusts these rates annually.

Local Travel/Mileage Reimbursement -- Local travel can be authorized for reimbursement from
your TA grant aslong asit relates to the Self-Help program. Visitsto construction sites, home
interviews, and group meetings al fall within the local category.

Mileage reimbursement can be made for any local travel needed to expedite the job. Appendix
9 shows a sample mileage reimbursement form. This form should include the following: date,
destination, purpose, funding source, odometer readings, time involved, total miles, and amount
due. Also, receipts should be attached for toll and parking expenses that occur during local travel.

The rate at which mileage can be reimbursed may be set according to your organization's
policies as long as it does not exceed the standard federal government rate. If an employee will be
using two or more vehicles, the mileage reimbursement form should indicate which vehicle was
used. Thiswill help avoid confusion of possible overlapping odometer readings.

If the organization owns a vehicle that is used by employees on business, no loca mileage
should be paid for the use of that vehicle if the expenses for operating that vehicle, such as gas and

insurance, are paid from program funds.
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d. Other Travel -- In the Appendix Section of this Guide, you will find four sample forms of the type
that should be used as documentation for out-of-town travel. Thefollowing isabrief description

of each:

1. Travel Authorization Form (Appendix 10) -- This form should be completed prior to any
out-of-town travel. If an advanceis needed for thetrip, it should be requested using this
form. The following information should be included if your agency devisesits own form:
destination, purpose of trip, date of trip, any advance needed (with breakdown as to what it

will be used for), signature of traveler, and an approval of supervisor and director.

2. Estimated Travel Expenses (Appendix 11) -- Thisform is used to compute an estimate of
the total cost of an out-of-town trip. Itisnormally completed and attached to the Travel
Authorization Form (Appendix 10).

3. Request for Travel Reimbursement (Appendix 12) -- Thisform should clearly document all
expenses incurred on an out-of-town trip. It should have a clear breakdown of the daily
expenditures by category. Once again, the purpose and funding source for the trip should
beindicated. Any mileage expenses that show on this form must be backed up by
odometer readings. Time and date of departure and return should also be included.
Required trip expense receipts should be attached to the travel expense voucher. If an
advance was given for the trip, it should also show on the travel expense voucher and be

deducted from the expense reimbursement request.

4. Trip Report Form (Appendix 13) -- A detailed narrative of activities, accomplishments, and
any required follow-up should be included on thisform. It should clearly state the activities
during each day of the trip, including hours worked. Thisform should be attached to and
submitted with the travel expense voucher. Appropriate agendas should be attached to this
form.

It is recommended that your organization use these sample forms for al out-of-town travel or devise

ones including the information described above.

4. Payroll Expenditures
Salaries will probably be your largest grant expense, and is another area most likely to be

scrutinized during an audit. All payroll expenditures should be fully documented. The Self-Help TA
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Grant can only be charged for that portion of the total payroll that applies to the administration of the
Mutual Self-Help Housing Rrogram. Any fringe benefits that your organization offers to employees
must also be proportioned in thisway. For example: an employee spending 100% of the time working
on self-help can be charged 100% to the self-help grant; if an employee only spends 50% of the time
on self-help, only 50% of salary and fringe benefits can be charged to the Self-Help grant.
a. W-4 Form/Employer's Withholding Allowance Certificate -- A W-4 should be obtained from
each employee showing the number of withholding allowances the employee claims. This form tells
the person who prepares payroll how to withhold taxes from the employee's gross salary, based on the
number of exempted alowances claimed. A new W-4 form should be completed by the employee if
the withholding status is to be changed. W-4 forms should be retained in the employee's payroll file.
If an employee claims more than 10 withholding allowances, or claims exemption from withholding,
you should send IRS a copy of their W-4 form. Certain states may also require a W-4 form (or
something similar) be retained for state tax withholding purposes. Proper state officials should be
consulted to ensure that your organization is following local tax procedures and the correct calculation
for withholding state taxes.
b. Time and Attendance Sheets -- Employees should be required to complete time and attendance
sheets each pay period. Time sheets should clearly show the following:

1 Employee's Name

2) Pay period ending date

3) Hours worked daily per funding source

4) Total hours worked

5) Any leave or holiday hours taken

6) Employee's signature and date

7) Approving official's signature and date
As noted above in 3), time sheets must reflect where to charge each staff person’s time, not just the
total hours worked each day. If an employee's salary is charged to more than one program/funding
source, it is essential that the time sheet reflect the hours worked per program/funding source. A
sample time and attendance sheet (Appendix 14) is included to show how time worked and leave

earned should be charged to different funding sources.
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Since an organization's time and attendance records are the primary documentation for salary
expenditures, it is essential that time sheets be completed in ink. If an error is made, it should be
corrected by drawing aline through the error, writing the correction next to it, and initialing the change.
c. Payroll Preparation -- Once the time and attendance sheets are submitted to the staff member who
prepares payroll, they should be verified for accuracy and proper approving signatures. The paycheck
amounts may then be cal cul ated.

Documentation for payroll checks should include a request for payment form attached to a
worksheet showing the payroll computations with all deductions, including FICA, federal and state
taxes. The check numbers to be used for the payroll checks should be written on the request for
payment form. Once the payroll request for payment form has been approved, the checks can be

prepared and sent for signatures.

d. Book Entries for Payroll Expenditures -- After the paychecks have been distributed, the request
for payment form(s) used to initiate the checks should be forwarded to the staff member responsible
for keeping the Payroll Journal and Individual Employee's Earnings Records.

The salary amounts, taxes withheld, other deductions, and net salary, along with the check
number and date of check, should be entered into both the Payroll Journal and the earnings records.

As federal and local taxes come due, the anounts withheld can easily be extracted from the
totals in the Payroll Journal. The Individual Employee's Earnings Record totals will make it easier to
compute such items as unemployment insurance tax. (See Appendix 15 for atax calendar.)

Circular E -- Employer's Tax Guide, available from any Internal Revenue Service Center, lists
the regulations and rules for tax deposits. State and local tax offices provide their own tax withholding
and payment rules. Itisessential that both the Payroll Journa and the Individual Employee's Earnings
Records be updated regularly.

5. Petty Cash Fund

A petty cash fund may be maintained to cover minor expenditures that occur in the daily
operations of your organization. This fund should be for a set amount (usualy between $100 and
$200), and should be controlled by one staff member designated as custodian of the fund. This person
would be responsible for assuring that, at any given time, the total cash in the fund plus any receipts

for disbursements from the fund total the original account amount.
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Petty cash expense voucher forms are available at any office supply store. A voucher should
be attached to every receipt for disbursement from the petty cash fund. This voucher should include
the amount, date, where the expense should be charged, what the expense was for, and signatures of
the person receiving the cash as well as the supervisor approving the expenditures.

When the cash in the fund becomes low, it should be replenished by preparing a check payable
to the designated custodian or to petty cash. This replenishment check should be for the total amount
of cash spent from the fund and, when added to the available cash left, should bring the balance back
to the original set amount. The petty cash expense vouchers should be totaled and charged to the
appropriate expense accounts, not to the “ Petty Cash” asset account.

Some points that should be emphasized about maintaining the petty cash fund follow:

It should be kept locked in abox with accessto it limited to the designated custodian.

Someone other than the custodian of the fund should reconcile the account on a regular basis and
at the end of thefiscal year.

No other funds should be co-mingled with it.

No employee should cash personal checks from petty cash or borrow money from it.

Petty cash should only be used for allowable costs.

A maximum amount per expenditure (usually $25) should be established and documented in the

accounting policies and procedures manual.

6. Common Disallowed Expenditures

Since the Self-Help TA Grant is federal money, there are restrictions on how the funds may be
spent. Any expenditure must meet the grant purpose as defined in 81944.402, as well as in OMB's
Circular A-122 "Cost Principles for Non-Profit Organizations' or Circular A-87 "Cost Principles for
State, Local and Federally-Recognized Tribal Governments.”

The 81944.405 lists ways the funds may be used including hiring personnel, travel, payment of
office expenses, administrative costs, and purchasing specialty tools. (See Appendix 20) Some
prohibited uses of funds, aslisted in 81944.406, are:

a) Hiring personnel for the purpose of performing any of the construction work for the participating

families.
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b) Buying real estate or building materials or other property of any kind for participating families,
(This includes optioning sites for the families. Discretionary funds, not TA Grant funds, should be
used for securing site options.)
¢) Paying any debts, expenses, or costs that should be the responsibility of the participating families.
OMB Circulars A-122 & A-87, Appendix B, also describe costs that are allowable and
unallowable under federal funding sources. For example, bad debts, contributions to other
organizations, entertainment expenses, fines and penalties for late tax filings are listed as unallowable.
Allowable expenses for advertising, insurance, meetings, etc., are described in detail in the OMB
Circular A-122 for nonprofit organizations and OMB Circular A-87 for state and local governments.
The Bookkeeper and Executive Director should become familiar with the appropriate OMB Circular.
The following are examples of possible unallowable expenditures:

a) Any expenditure that is not well documented can be disallowed in an audit.

b) Travel outside of your target area without prior approval by Rural Development can be disallowed, if
Rural Development determines the travel was not directly related to the self-help program.

c) Legal fees incurred for litigation, even when related to the self-help program, may be disallowed.
Rural Development will review these costs on a case-by-case basis.

d) Any expenses not in the original grant budget or exceeding the original grant budget may be
disallowed. Uses not provided for in the approved budget must be approved n writing by Rural
Development in advance.

e) Any expense incurred before the execution of the TA Grant Agreement is not allowed unless
approved by the funding agency.

The key is to receive prior written approval from the Rural Development State Office before
disbursing any grant funds for expenditures not in your approved budget. Budget line item revisions
should be requested from Rural Development to transfer funds from categories that will be under-
gpent. Distant travel and unigque expenditures require Rural Development's approval before grant funds

are expended.

Fixed Assets/Equipment
OMB Circular A-110, Subpart-A, General, paragraph L, defines "equipment” as “tangible
nonexpendable personal property including exempt property charged directly to the award having a

useful life of more than one year and an acquisition cost of $5,000 or more per unit.” The amount
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above which an equipment purchase must be capitalized and depreciated rather than expensed directly
to a grant is called the capitalization threshold, in this case, $5,000. An organization may use its own
capitalization threshold provided that it does not exceed $5,000. We recommend that the board of
directors for each Self-Help TA Grantee review their current capitalization threshold. It should be high
enough to allow purchases of equipment like computers to be expensed but below the $5,000 limit as
defined in OMB A-110.

Purchases of "equipment" (tools, furniture and equipment) whose unit cost fal below the
capitalization threshold should be charged to your equipment expense lineitem. Purchases of supplies
(including expendable tools, furniture and equipment) should be charged to your supplieslineitem.

OMB Circular A-110, Subpart C, sections .30-.37 describe the standards for management and
disposition of property furnished by the Federa Government whose cost was charged to a project
supported by a Federal award. It is advised that staff members who are responsible for such tasks as
purchasing and inventory familiarize themselves with thiscircular. This section will address the proper
bookkeeping entries and recommendations for a competent inventory system in regard to the purchase

of non-expendable equipment, furniture, and power tools.

1. Book Entries

The generally accepted accounting principle (GAAP) for recording the purchase of non-
expendable equipment, furniture, and power tools in excess of the capitalization threshold set by the
agency is the Capitalization Method. (As mentioned above, alowable capitalization thresholds for
federally-funded organizations are the lesser of $5,000 or the organization's approved threshold.)
Under this method, equipment is recorded as an asset when the purchase occurs. Funding sources pay
for this purchase through a depreciation expense charged each year throughout the asset’s useful life.
The problem with this traditional method is that a grant period is frequently less than the useful life of
an asset. As a result, the asset is not fully depreciated by the end of the grant under which it was
purchased and a new funding source would have to be used to “fund” the remaining years of its useful
life.

In order to charge the funding source for the full cost of a capital expense, the full cost of the
equipment must be expensed to the grant when it is purchased. In order to show this asset on the
balance sheet as well, a separate entry is made to record the item as an asset (capitalize), with an
offsetting entry made to a net asset account entitled “ Equipment Fund”. The following is the entry to

capitalize purchases of equipment:
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(Asset) Equipment is debited.
(Net Asset) Equipment Fund is credited.
Entries should be made to these accounts as the purchases occur. Adjustments should also be
made for disposal of equipment. All of these entries are made separately and are in addition to the

equipment purchase expense account that is debited when the purchase occurs.

2. Inventory of Fixed Assets
As items are purchased, record the following information on an inventory spreadsheet or
manual record:
Date of purchase
Item purchased
Total cost
Program or account charged
Seria number
Control number
Location of item

The control number listed above refers to the number assigned to the item being inventoried
that will refer you to the information on the inventory spreadsheet.

It is mandatory that the inventory spreadsheet be kept up-to-date. In addition to an inventory
spreadsheet, the property should be labeled using property tags with the same control number. A
physical inventory should be taken at least once a year to ensure that all property isin place, and that
the total on the inventory spreadsheet can be tied back to the balances in the General Ledger's

"Equipment” and "Equipment Fund" accounts.

3. Tool Inventory

Rural Development 81944-| states that 523 TA funds may be used for purchase, lease, or
maintenance of power or specialty tools such as a power saw, electric drill, saber saw, ladders and
scaffolds, which are needed by the participating families. The participating families, however, are
expected to provide their own basic hand tools such as hammers and hand saws. Therefore, it is
allowable for Self-Help Grantees to purchase specialty tools for use by the construction supervisor and

al the families in the construction of their homes. Thisisan areathat is closely scrutinized by auditors.
56 December 2002



Financial Management Guide for Federally-Funded Organizations

It is recommended that, in addition to maintaining an inventory of non-expendable tools as explained
above, you maintain an inventory of most expendable construction tools purchased with grant funds to
help in planning for future tool purchases and to facilitate preparation of your next budget. Tools
purchased with 523 grant funds can NOT be |leased to the participating 502 families.

Federal Tax Forms

This section will address several Federal forms that must be filed by your organization. In
order to avoid penalty and interest charges from the Internal Revenue Service, it is recommended that
these forms be prepared and filed on atimely basis. Copies should be kept in your files.

1. Form 941 -- Employer's Quarterly Federal Tax Return

Thisform isfiled to ensure that taxpayers are complying with Federal tax laws. IRS's Circular
E, "Employer's Tax Guide," explains the rules for withholding, paying, depositing, and reporting
Federal Income tax and Social Security tax (FICA). It is recommended that you obtain a copy of this
circular and follow the instructions for tax deposits and reports very closely.

The 941 form is a summary of taxes withheld and paid by an employer, including the
employer's share of FICA & Medicare taxes. Thisform isfiled quarterly and due by the last day of the
month following the end of a quarter. If al taxes were deposited when due, you have 10 more days to
filethe 941 return.

2. Form 990 -- Return of Organization Exempt From Income Tax

This form summarizes the financia activity during an