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1. Organizational Background

1.1 Establishment

Oromo self Reliance Association (OSRA) is an indigenous; community based non-
political, not-for profit and secular voluntary organization. It was established in 1995 as a
membership organization by a group of interested and dedicated intellectuals,
professionals, prominent public and business personnel and community leaders to
promote integrated rural development among marginalized and resource poor
communities in Oromiya Region. It was registered with the Ministry of Justice in 1995
and re-registered with the Charities and Societies Agency pursuant to the new Charities
and Societies Proclamation No. 621/2009 in October 2009 as a resident charity
organization.

The general assembly is the supreme management organ of OSRA with the power to
appoint board members, decide on major policy and strategic issues and approve annual
work plan, performance report and audit report. Under the overall directives of the Board,
an Executive Director manages the day-to-day operation of the association.
Administration and Finance Department, program Coordination Department and
Planning and Evaluation Unit support the Executive Director to realize the mission of the
organization. Program implementation is facilitative by area offices that operate under the
supervision of program coordination department.

1.2 Vision and Mission

Vision - The vision of OSRA is to see poverty free, food secured and self-reliant society
in Oromiya.

Mission - OSRA implements integrated rural development projects, with special
emphasis on the marginalized and resource poor community members through
mobilization of internal and external resources to improve food security, self-reliance,
family health, and to support environmental protection.

1.3 Organizational values

As a value-based charity organization, OSRA adheres to the following values to guide its
overall policy strategies and program operations, and serve as a yardstick to its
organizational identity:

¢ Genuine and mutual partnership

e Neutrality

e Humanity

e Gender equity and equality

e Pcople centered
Team spirit
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1.4 Key Thematic Areas

OSRA has six major program intervention areas for the improvement of the livelihood of
rural communities:

e Rural water supply, hygiene and sanitation,

e Food security, nutrition and livelihood enhancement

e Promotion of cereal banks, farmers marketing organizations and value chains
e Promotion of zero grazing and improved heifer breed introduction

o Sensitization on gender and harmful traditional practices

e Environmental protection

1.5 Organizational objectives

In line with its vision, mission and value statements, OSRA endeavors to realize the
following objectives:

a. To assist the poor and needy community so as to engage in their socio-economic
development, promote sense of self reliance and culture of collaborative efforts
and working together,

b. To promote community centered integrated development programs that contribute
to improve the livelihoods of the community such as provision of water, health,
education and agricultural development services,

c. To promote sustainable use, development and management of natural resources
and practices to protect environment and thereby eliminate the consequences of
climate change and natural calamities,

d. To support relief and rehabilitation efforts so as to protect the communities from
natural calamities,

e. To support and promote anti-harmful traditional practices that endanger the health
of women and children, and assist the efforts to economic empowerment of
women and children,

f.  Promote the advancement of the language, arts, culture and heritage of Oromo,

Encourage the youth to engage in their socio-economic advancement and support
their efforts.

1 4°)

1.6 Operation Areas

At present, OSRA is active in three Zones of Oromiya through its District level area
offices. The existing three operation areas are as given hereunder:

e Ada’a Barga District, West Shoa Zone of Oromiya,

e Akaki District, Finfinne Surrounding Special Oromiya Zone,

e Bacho. Ilu and Tole District, South West Shoa Zone of Oromiya.

The Financial and Accounting Polices of OSRA stipulated in this manual are designed
and developed taking into account the organizational vision and mission, the
organizational values, objectives and programmatic interventions as well as the internal
and external dynamics of the organization.
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2. Financial and Accounting Policies and Procedures

2.1 Definition

This financial policy and accounting procedures are meant to explain the internal controls
that should be followed in order to increase employee understanding of, support for, and
proper usage of those controls. In this manual, general financial and accounting policy
issues are presented in the introduction section while the specific policies are addressed at
the beginning of cach section.

2.2 Objective of the Accounting Policies and Procedures

The objective of this financial and accounting policies and procedures manual is to define
OSRA’s accounting and financial management systems and procedures to ensure well-
defined internal controls and to generate and disseminate accurate and timely financial
reports and information to relevant users.

2.3 Significance of Financial Policies and Procedures

Financial resource 1s one of the major organizational resources that plays pivotal role in
the smooth operation of an organization. The effectiveness of an organization is
measured in proper and economic use of its financial resources toward the attainment of
its objectives. For prudent and effective use of financial resources, sound financial
policies and procedures that are devised taking into account the specific situation and
operational modalities of an organization are required that aim to govern the ways an
organization utilizes its financial resources.

The systems that guide how financial resources are generated, recorded, maintained and
utilized serve as one of the major factors that determine the image of an organization
before various stakeholders. For voluntary organizations that depend on external funding
accessed in the form of project grants and donations, having good financial management
image 1s a critical issue because donors as well as government bodies have legitimate
concern to ascertain that the resources are used properly and economically for the
intended purpose.

Establishing sound financial accounting policies and procedures helps the leadership of
OSRA ensure whether employees adhere to laws and regulations when performing their
tasks. Financial policies are an important way to communicate management’s philosophy
or vision for running the organization. Both managers and Employees use financial
policies to guide their decision making as well as to establish effectiveness criteria and
key performance indicators that help determine organizational success.

Accounting policies and procedures help the preparation of accurate financial statements
(1.e., balance sheet, income statement, fund statement, cash flow reports, etc.) at a defined
period 1o enable internal and external users know the financial position of the
organization.
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A well designed and properly maintained system of financial management and
accounting policies and procedures  enhances accountability, transparency and
consistency in utilization of financial assets. It is one of the best ways to communicate
essential accounting information and make sure that everyone engaged in accounting task
is on the same page. It also promotes communication between accounting and other
departments as well as facilitates annual and periodic financial accounting and audit
processes. Itis one of the means by which to judge the trustworthiness of an organization.

Financial/Accounting policies and procedures manual also serves as a training tool for
financial and non-financial staff of the organization to facilitate good understanding of
the systems and compliance with them.

The current review and design of the Financial/Accounting Policies and Procedures of
OSRA is made in view of the above context.

2.4 Scope of the Manual

This financial accounting policy and procedure manual depicts OSRA’s accounting
structure, accounting records and reports, cash and banking operations, tax management,
accounts receivable and payable operations, fund management operations, expenditure
and revenue operations, and system of chart of accounts and coding schemes. It is also
made relatively comprehensive to enable its use as a training tool on financial
management and accounting systems of the organization.

2.5 Need for Revising the Existing Financial/Accounting Policies and Procedures
Manual

The existing financial/accounting policy and procedure manual of OSRA was issued in
March 1996 when the organization was established and with low level of operation. Since
the adoption of that accounting policies and procedures, the organization has gone
through internal and external changes.

OSRA was established in 1995 nearly 17 years ago. During this period, it has
experienced expansion both structurally and operationally. The number of staff currently
on board. the type and number of projects/programs it implements, the size of project
funds it generates and implements have increased through time. These internal change
factors necessitate more sound and strong internal controls to ensure prudent financial
resource management and pertinent accounting processes that enable the management
and staff of the organization to discharge their fuditury responsibility in the most
satisfactory manner. Strong internal control facilitates proper utilization of the financial
resources for the intended purpose in transparent and accountable manner while ensuring
the generation of pertinent and relevant accounting information to internal and external
users at the right time.
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The second major factor that necessitated the review of the accounting policies and
procedures of OSRA is external factor. OSRA, like all other organizations, operates in a
dynamic world that is changing rapidly. For OSRA to remain relevant and sustainable
with feasible level of operation, being responsive and adapting to the changes in the
surrounding environment is a critical issue. Among others, the government regulatory
and reporting requirements, and the trend in donor funding requirements are two major
external factors that necessitate the modification of the financial management and
accounting activities of OSRA. The provisions of the Charities and Societies
Proclamation require a different and a more elaborate accounting and reporting method
for revenues and expenditures and a more elaborate reporting system from charities and
societies. Especially, the directive on the policy of 30/70 administrative and operational
costs accumulation demands a different way of coding and treatment. It requires changes
in the charts of accounts and coding schemes to respond to the new reporting and cost
categorization requirements. Furthermore, the new system of property administration and
reporting both for consumables and fixed assets also needs change in the manner these
items used to be managed earlier. Now, fixed assets and consumable items are required to
be included in the annual financial statements. The new financial reporting requirement
leads to preparation of financial statements with modified format different from the usual
one. Thus, the system needs to facilitate the preparation of organizational level annual
financial report in compliance with the 90/10 revenue and 70/30 cost categorization
regulations.

As access to external funding has been extremely competitive from time to time, the
donor requirements have become equally intense. Among the pre-award assessment
conducted by donor organizations, the major area of concern has been the existence of
good financial management and strong internal controls. Donor organizations are much
concerned about the sound management and effective utilization of the resource they
provide in the form of grant fund. It is obvious that organizations that have good financial
management system and accounting procedures have comparative advantages over those
who don’t. As evidence to the existence of good financial management and proper
internal controls donor organizations want to see the policy manual in place. Thus,
revising the existing accounting policies and procedure manual is a good tool for OSRA
to have good image in front of external donors.

2.6 Financial Management Principles and Policies

Financial management refers to controlled handling, planning, monitoring and evaluation
of scarce financial resources. It also involves assessing the results of the utilization of
financial resources. The main objective of financial management is to ensure that the
usage of financial resources is geared toward the achievement of organizational mission
and objectives and building confidence with respect to proper utilization of the resources.

2.6.1 Financial Management Principles

The financial management of OSRA is based on the following basic principles:
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a. Financial Stewardship - the board and management of OSRA ensure that the
financial resources of the association are well protected and used efficiently to
accomplish the mission of the association

b. Accountability - being responsible for what is done and respecting the end goal of

financial management

Transparency — financial and accounting activities of OSRA is clear to all relevant

stakeholders

d. Imtegrity — honesty in the financial undertakings and ensured complete picture of

financial management situations

Financial viability - sustaining the work of the organization, proper budgeting and

respect for donor rules

. International Accounting Standards — basing financial management and accounting
practices of the organization on Generally Accepted Accounting principles (GAAP).

(]
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2.6.2 Financial Management Policies

In line with the objective of financial management concepts and principles presented in
section 2.6 and 2.6.1 above. OSRA adopts the following broad financial management
policies:

a. Financial Management

e It is the duty of the management of OSRA to ensure that good financial management
system is in place, based on proper planning of budgets, good accounting procedures,
effective reporting and proper evaluation and analysis of the results of financial
resource application in line with organizational mission.

e The management of OSRA ensures and sees to the availability of accurate and
dependable accounting systems, effective internal control procedures, transparent
reporting, informed budget use analysis, responsive/open financial planning and
appropriate responses/quick action to its financial data

e As a system of financial sustainability of the organization, the management of OSRA
maintains a reserve fund as appropriate and feasible in consultation with funding
partners. Such reserve may be constituted from project end period remaining
balances, exchange gains, internal revenues and other contributions. The reserve fund
is utilized by the formal authorization of the Executive Director.

e As much as practical, OSRA arranges cash in transit insurance especially in case of
Jarge amount transfers to area offices.

e The management ensures that the annual budget of the organization is prepared and
submitted for the validation of the Board and the approval of the General Assembly.

e For all major procurements, the management of OSRA ensures the fulfillment of
standard terms and conditions to maintain the principle of value for money

e The Executive Director shall co-sign all check payments including the authorization
of its check payment voucher.
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b. Budget Planning and Tracking

e Budget is used as financial management and control tool that guides the use of
financial resources of the organization.

e Budget planning shall be participatory whereby relevant work units, program staff
and management actively involve and contribute.

e Organization wide annual budget shall be constituted from project and other
institutional funding sources that could be secured and identified. Organizational
level budget summary shall provide the 30/70 Administration/Operation costs
proportion.

e All project budgets are tracked using a predefined format and submitted to
management every month or every quarter as appropriate. The Tracking addresses
comparison of budget with utilization, utilization rate and variance analysis and
recommendation for proper action by concerned bodies.

¢. Fraudulent financial activities

® The management shall put in place adequate control measures which could avert
fraudulent activities including assuming or submitting false financial documents,
distortion. mutilation, cancellation or any impairment of financial documents

e Should such activities take place they shall be reported to management urgently so
that remedial action is immediately taken.

d. Inflation and Exchange Gains

e The negative effect of inflation on the program operation and the livelihood of the
human resources of the organization is proactively studied by the management and
presented to the Board for pertinent action

e Contingencies shall be provided for in project budget and annual budget planning to
minimize the effect of inflations.

e Exchange gains on project fund transfers will be utilized for the purpose of the
respective project and/or organization unless otherwise agreed upon with the donor
organization as to the utilization of the amount thus gained.

e OSRA may negotiate with donor organizations to use exchange gains as contribution
to reserve fund set up for the purpose of financial sustainability.

e. Financial Monitoring and Control

e The Finance Unit is responsible to prepare Cash Flow Plan (CFP), which shows the
financial inflow and outflow of the organization on monthly basis to maintain good
liquidity and operational viability.

e Arca Office effectiveness in financial utilization and adherence to organizational
policies and procedures as well as timely clearance of periodic cash transfers/work
advances with valid supporting documentations are closely monitored and checked at
appropriate intervals
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All valuable financial and related documents such as check pads and vouchers are put
under the custody of designated person with defined accountability mechanism for
the proper handling and use of the documents.

Outstanding checks are regularly monitored and the Finance Unit or responsible
accountant expedites their timely withdrawal by the payee.

Work advances shall be cleared within 7 days of the completion of the work. No
further advance shall be given in the name of a staff member before full settlement of
the advance on hand. The salary of a staff member who has not completed advance
clearance shall be withheld until the clearance is completed.

Outstanding advances shall be reported to the senior financial manager/head for
timely and appropriate action.

Financial Reporting

Annual Financial Reports (Balance Sheet, Income Statement, General ledger) are
submitted to the management for scrutiny and validation with exception analysis.
Once acceptance of management is obtained through formal minutes, they are signed
and stamped for internal documentation and submission to the external auditor.

The annual financial reports shall be presented to the Board of OSRA for validation
and for the General Assembly for approval. The preparation of annual financial
reports shall be done in a manner to allow the timely completion of the external audit
of the accounts and books of the organization so as to meet government’s reporting
deadlines.

Project reports are prepared on monthly or quarterly basis as appropriate showing
approved budget, expenditure up to the reporting period, budget balance and
percentage utilized. Cash balance statement is given as a footnote providing for
beginning balance, cash transfer during the reporting period, total availed fund and
expenditures for the period and the cash on hand at the end of the reporting period.
Monthly and quarterly project reports are submitted for the review and approval of
the General Manager and pertinent project managers, respectively within 10 and 15
days of the month following the reporting period.

Accounts Closing

At the end of a financial period books of accounts shall be closed and financial
statements be drawn and the excess of income over expense or vice versa is
transferred to respective fund accounts.

The Finance Unit of the organization will devise the necessary online design to
enable automatic generation of closed general ledger accounts.

External Audit

The overall audit of organizational books and accounts shall be made by an
independent auditor to be identified with open bid process.

The auditor presents the audit report and the main findings to the Board and the
General Assembly of OSRA
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e Any recommendations and comments made by the auditor shall be acted upon as a
post audit actions within one month of the approval by the General Assembly.

e The original copy of the audit report shall be maintained with the management letter
for future reference and follow up.

i. Ensuring Security of Financial Records

e The financial documents of the organization shall be under the overall custody of the
head of the finance unit or Senior Accountant. No financial document is accessed
without the authorization of the responsible person.

¢ The online accounting records shall be safeguarded by password system and limited
access except authorized accountants.

e To protect loss of accounting data due to unexpected damages, back ups are taken
every day by the senior accountant.

2.7 Accounting Policies

OSRA records its financial activities and reports in its financial statements in compliance
with the Generally Accepted Accounting Principles (GAAP). The adoption of GAAP is
required to ensure that accounting policies and procedures are applied on consistent basis
to determine the value of assets, liabilities and results of the operation (fund balances) in
an accounting period or fiscal year.

In line with the above statement, OSRA adopts the following accounting policies:

2.7.1 Because of its simplicity and suitability to the operation of the organization,
modified cash basis of accounting is adopted,

2.7.2 Expenditures on fixed assets are expensed in the year in which they occur for
donor report purpose and a combined entry is passed to recognize the existence of
the asset and for government reporting purpose

2.7.3 Stocks are valued at cost at the year end

2.7.4 Donated goods are valued and included in the books of the Association as
revenues and expenditure simultaneously,

2.7.5 All grants are recorded in gross as granted income when received from donors,

2.7.6 Revenues and expenses are recorded when received and paid, respectively.

2.7.7 Free of charge services of the officers of the organization and other professionals
are quantified and included in the books of OSRA as income and expenditures
simultaneously.

2.7.8 Bad and doubtful debt is recognized when balances due are doubtful of recovery.

2.7.9 The results of the operation of the year; i.c., excess of income over expenditure or
excess of expenditure over income is transferred to the respective fund account,

2.7.10 OSRA uses a double entry accounting system which analyses and records
transactions into their debit and credit parts.

2.7.11 OSRA uses a voucher system with all the relevant primery documentations for
receipts and payments of all kinds.
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