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The purpose of this policy is to place in writing the methods SampleNonprofit uses to allocate expenses to primary functional activities of Program and two supporting functions, Administration (also known as “Management and General), and Fundraising, and also to allocate Program activities between specific program areas.





Cost Centers.  The SampleNonprofit general fund tracks its activities by primary function, and within the Program total by Program.  In some cases it further divides Programs into Projects or particular grants that require individual tracking and support a particular Program; it calls these sub-programs “Projects.”  SampleNonprofit maintains a general program, currently titled “Policy Development and Outreach.”  Within each Program that has Projects, it also maintains one general Project (e.g. XYZ General).  These functions and sub-functions are cost centers.





Income.  SampleNonprofit attributes income to a particular general fund cost center only when the donor restricts the funds to that cost center.  General support funds, and all earned income, are attributed to the Fundraising cost center.  At the present time, SampleNonprofit’s senior management and financial staff are responsible for managing the Income budget but this may be distributed among managers as the organization grows.





Personnel.  Staff are each allocated by percentage of effort in each cost center, based on management’s direction and the staffer’s job description, and management’s estimate of how time was spent.  For now, this estimate is made yearly, and allocation rates are not changed.  If SampleNonprofit receives more tightly restricted funding in the future, including possible Federal A-133 funds, SampleNonprofit will consult with its auditors--in advance--to determine how often and at what level of detail staff effort must be documented and supported.  This will only be necessary once the auditors are being asked to opine on the overall allocation of costs, but may be necessary as soon as the auditors are asked to opine on whether remaining funds are unrestricted or temporarily restricted (until now, all substantial funds have been unrestricted).  Each staffer’s payroll cost is then spread according to that staffer’s percentage of effort.  Payroll taxes and benefits are allocated across cost centers in aggregate, as a % burden on payroll, rather than by individual.  SampleNonprofit’s senior management are responsible for managing the Human Resources budget, and details of individual staffers’ compensation rates are kept confidential.





Activity-specific Expenses.  Activity-specific expenses are specifically associated with one or more cost centers and are posted accordingly.  Senior program and administrative staff are responsible for managing the Activity-specific Expenses budgets.





Shared Operating Expenses.  Shared operating expenses are shared costs of all cost centers (for example, Occupancy), and are partially program, and partially administration and fundraising.  Once each staffer’s percentage of effort by cost center is determined by management, those percentages of effort are applied to the % of FTE (full time equivalent) of each staff position, to prepare a schedule of Distributed FTEs, which are in turn summed by cost center, and the sum of FTEs by cost center is divided into the total FTEs for SampleNonprofit, to calculate a Standard Cost Allocation Rate for shared operating costs.  Each shared operating expense is spread across the cost centers according to this Rate; in other words, shared costs are distributed based on aggregate staff effort.  Certain expenses within the Shared Operating section of the line items are treated differently and are posted to a specific cost center; for example, the expense of the annual audit, while it occurs within Legal & Accounting, an operating expense, it is attributed 100% to Administration, in accordance with financial reporting standards.





Sponsored Projects.  At this writing, SampleNonprofit only has one small sponsored project, called “Casey/Roberts” which is a reference to the Annie E. Casey Foundation’s support for Robert Roberts’ work.  For the time being it is treated as a program column.  Eventually, SampleNonprofit will need to develop policies and procedures for charging an administrative fee to such projects and/or allocating costs to them.





Note on Administration.  In general, SampleNonprofit only attributes the following functions to Administration:  financial management, board expenses, corporate-wide planning, and certain legal and tax expenses associated with maintaining corporate and tax exempt status.  This means that some costs which the lay person might consider administrative, such as property insurance, are treated as shared costs, distributed according to staff effort.  Non-specific uses of staff effort are assumed to be general program, rather than administrative, if the specific nature of the cost cannot be determined.





#   #   #








-� PAGE �1�-











