City of Portland
Accounting Administrative Rules

Administrative Rules Development

Purpose

The purpose of this administrative rule is to establish minimum standards for the creation, approval, layout, maintenance and periodic review of citywide accounting administrative rules.

Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring

The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

 “Accounting Administrative Rule” means a written document with broad application throughout City bureaus that helps ensure compliance with applicable laws and regulations, Generally Accepted Accounting Principles (GAAP), City Code, and other authoritative directives.  An accounting administrative rule may also provide for stronger internal controls, operational efficiencies or the reduction of risk to the City.

Development of Accounting Administrative Rules

1. A new Administrative Rule may be proposed by a Commissioner, the Controller, a bureau or the Accounting Advisory Committee.

2. The Controller informs the Chief Financial Officer (CFO) of the new rule under development.

3. The Controller designates staff to research the rule, identify stakeholders and prepare the draft rule.  Research will include the review of authoritative literature and best practices.
4. The draft rule is distributed to key stakeholders for review and comment.  Key stakeholders may include Commissioners and their staff, Bureau Directors, City accounting staff and the City Attorney.
5. The Controller provides the draft rule to the CFO for initial review and approval.
6. The final draft of the rule is sent to City Attorney for review.
7. After review by the City Attorney, the final draft is sent to Bureau Directors, bureau finance managers or officers and the Accounting Advisory Committee for review and comment.  This review period shall not be less than 15 calendar days.
8. The final administrative rule is sent to the Controller, CAO or designee, or Council for adoption.
9. The rule is added to the Accounting Division’s Administrative Rule Book, web site, and the Auditor’s Portland Policy Documents (PPD) website.
10. A memo is sent to the Council and Bureaus informing them of the new administrative rule.
11. The Accounting Division provides training on the new rule as required.
Maintenance of Accounting Administrative Rules
1. Administrative rules will be written according to a standard format, as illustrated by this rule.  This format will include purpose, authority, reference to applicable forms or documentation, adoption date, effective date, and the Controller’s initials on the original file copy.

2. The Accounting Division will ensure that the employee Accounting Division website, the PPD, and hard copy versions of administrative rules are current.

3. Administrative rules will be reviewed on a periodic basis to ensure that they meet the current needs of the City, conform to applicable laws, regulations and GAAP, and provide guidance on best practices to accounting staff citywide.

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rules

GAAP Hierarchy

Purpose

The purpose of this administrative rule is to establish minimum standards for the use of Generally Accepted Accounting Principles (GAAP) to guide City accounting transactions and reporting.

Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring

The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“AICPA” means the American Institute of Certified Public Accountants.  The AICPA issues authoritative standards, especially through its Auditing Standards Board.
“FASB” means the Financial Accounting Standards Board.  The FASB is the authoritative accounting and financial reporting standard-setting body for business enterprises and not-for-profit organizations.  The GASB has elected to apply many of the standards issued by the FASB to governmental accounting.

“GAAP” means Generally Accepted Accounting Principles, the standards, rules and procedures that serve as the norm for the fair presentation of financial statements. 
“GAAP Hierarchy” means the relative authority of the standards, rules, procedures, and other literature on financial accounting and reporting, as set forth in the Statement on Auditing Standards No. 69.
“GASB” means the Governmental Accounting Standards Board.  The GASB is the ultimate authoritative accounting and financial reporting standard-setting body for state and local governments.

General Guidelines

1. Statement on Auditing Standards (SAS) No. 69 issued by the AICPA established a GAAP hierarchy for state and local governmental entities.  The City of Portland follows this hierarchy for accounting transactions and reporting.  In addition, governments have the option of following subsequent private sector guidance for proprietary funds; however, the City has elected to not follow subsequent private sector guidance.

2. Level 1 pronouncements are the top level of authority, and take precedence over lower levels of announcements.

3. If an accounting issue is addressed in multiple levels, guidance in the highest level must be followed.

4. Pronouncements within any level carry equal weight.

GAAP Hierarchy

1.  Level 1 pronouncements include the following:

· GASB Statements

· GASB Interpretations

· FASB pronouncements if made applicable by the GASB

· AICPA pronouncements if made applicable by the GASB
2.  Level 2 pronouncements are followed when Level 1 provides no guidance.  They include:

· GASB Technical Bulletins

· AICPA Audit and Accounting Guides if they apply to state and local governments and have been cleared by the GASB

· AICPA Statements of Position if they apply to state and local governments and have been cleared by the GASB

3.  Level 3 pronouncements are followed when Levels 1 and 2 provide no guidance.  Currently there are no Level 3 pronouncements in effect.  Future guidance would include the following:

· GASB Emerging Issues Task Force consensus positions 

· AICPA Practice Bulletins if they apply to state and local governments and have been cleared by the GASB

4.  Level 4 guidance applies when Levels 1, 2 and 3 provide no guidance.  Level 4 currently includes:

· GASB Implementation guides, which are generally in a question and answer format

· Widely recognized and prevalent practices, consistent with GAAP

5.  Other accounting literature provides the lowest level of guidance.  This includes:

· GASB Concepts Statements

· Pronouncements of the FASB that have not been made applicable to state and local governmental accounting by the GASB

· Accounting textbooks or articles

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rules
New Fund Establishment

Purpose
The purpose of this administrative rule is to establish minimum standards for the establishment of new funds. 

Authority
Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring
The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions
 “Fund” means a fiscal and accounting entity with a self-balancing set of accounts recording cash and other financial resources, together with all related liabilities and residual equities or balances, and changes therein, which are segregated for the purpose of carrying on specific activities or attaining certain objectives in accordance with special regulations, restrictions, or limitations (National Council on Governmental Accounting Statement No.1).
Fund Creation
1. The Council shall establish the minimum number of funds that are required by law or necessary for sound fiscal administration. The funds will be structured to allow preparation of financial statements in accordance with Generally Accepted Accounting Principles.

2. The Accounting Division will assign all new fund numbers and fund types.
3.    The Accounting Division will establish new funds in IBIS at the written request of the Financial Planning Division after communication with the requesting bureau. New funds require the approval of the City Controller and resolution by City Council in accordance with City Code, the City’s Comprehensive Financial Policy and Oregon Revised Statutes.

4.    Revenues and expenditures will be recorded in a fund only after the date of authorization.
Budget Only Funds
New funds may be established during preparation of the budget to facilitate budget development. Revenues and expenditures will not be recorded in funds established for this purpose until the new fiscal year begins.

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rules
Accounts Receivable (AR)

Purpose

The purpose of this administrative rule is to establish minimum standards for management of accounts receivable and to provide bureaus with guidance for timely and efficient revenue collection efforts.  

While prompt billing, timely collection and accurate reporting are the goals, the emphasis of this administrative rule also includes maintaining good communications with customers, encouraging voluntary payment on overdue accounts, identifying actions necessary for collection of these accounts, and providing minimum requirements in managing and monitoring accounts receivable.  

The bureaus, using their best efforts and available resources, should meet the minimum standards in this administrative rule.  Failure of bureaus to meet these standards does not waive the City’s right to collect accounts receivable and does not create any rights of action for any account debtors or third parties.  

This administrative rule does not prohibit bureaus from taking additional collection actions, including, but not limited to, submission of overdue accounts to third party collection agencies and litigation.
Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Scope

This administrative rule applies to all accounts receivable citywide, whether processed through the IBIS AR module or a separate bureau system. Accounts receivable include all monies owed to the City for services performed for other persons or organizations including contracts, grants, and leases. Specialized language used throughout this rule is common accounting terminology as established in Generally Accepted Accounting Principles.

Monitoring
The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“Accounts Receivable” means money owed to the City for services or merchandise received by the customer on credit.  Payment is generally due within 30 days after the service or merchandise has been received.

“Allowance for Doubtful Accounts” means an estimate of the percentage of accounts receivable that will not be collected.  The estimate is based on past experiences and an analysis of current accounts receivable.

“Subsidiary Ledger” means a group of accounts with common characteristics used to facilitate the accounting process.  This frees daily transactions from flowing to the general ledger.  

Billing

1. Sales on credit shall be invoiced monthly within 30 days of providing goods or services on credit or within 30 days of meter reads, construction cost or billing information becoming available unless grant contracts or other written agreements require an alternate billing schedule.

2. Invoices shall be sequentially numbered unless grant contracts or other written agreements require the use of a specific form. Bureaus may establish their own numbering systems but these systems shall include a unique bureau identifier.

3. Invoices shall include a description of the goods or services provided; the date(s) those goods or services were provided; the amount due; and the invoice due date.

4. Invoice amounts shall be based on approved price lists, fee schedules, actual cost recovery or signed contracts.
5. Invoices for grant reimbursements from Federal Financial Assistance and state or private funding with a match or audit requirement must be processed through the Grants Office in the Bureau of Financial Services.
6. Subsidiary accounts receivable ledgers shall be reconciled to the IBIS general ledger each accounting period.
7. Credit balances at the end of each accounting period shall be analyzed by bureau staff and a report with explanations shall be submitted quarterly to the Accounting Division for review.

Cash Receipting

1.   Adequate separation of duties shall be maintained among those responsible for cash receipts, cash disbursements, posting of entries to the accounts receivable subsidiary ledger and the general ledger, sales and collections.

2.   If adequate separation of duties is not possible due to limited staffing, alternate compensating controls shall be established through the Accounting Division. Alternate compensating controls could include such procedures as review by supervisors or managers, analytical review by an independent party or verification by other staff.

Collections

1.   Detailed aging schedules shall be prepared for each accounting period for bureau use. At a minimum these schedules shall include the name of the customer or account number, the current amount due, a list of outstanding invoices and a classification for each invoice showing the number of days past due.

2.   Customers whose invoices are past due shall be contacted and such contacts shall be documented. 
3.   Interest of 1% per month shall be charged on outstanding invoices more than 30 days past due unless interest is prohibited by statute, grants, contracts or other written agreements, or an alternate rate is specified by statute, grants, contracts or other written agreements.  Additional amounts may be added for a rebill charge.

4.   Bureaus shall submit a quarterly status report on all accounts more than 90 days past due to the Accounting Division, indicating what action has been taken on accounts more than 90 days past due. Those bureaus that maintain independent automated AR systems may submit an aging schedule to meet this requirement.

5.   Upon referral by the Commissioner in Charge or the City Council, the City Attorney will evaluate appropriate legal action to collect delinquent accounts more than 180 days past due.  In addition to initiating litigation in Circuit Court, accounts less than $5,000 may be referred to one or more collection agencies or Small Claims Court. 

6.   Bureaus with their own accounts receivable systems may use their own collections systems provided those systems have been approved by the City Controller.
Write-Off Guidelines

1.   When it has been determined that collection of past due amounts is unlikely, bureaus shall write-off amounts greater than one year old, subject to the requirements in 2. and 3. below.  Documentation should include reasons for the write-off, including inability to find the debtor, lack of assets belonging to the debtor, etc.

2.   Write-offs, reductions, adjustments or special payment arrangements to receivables require written approval from an authorized bureau manager or director depending on the amount of the write-off.  The approval thresholds are:

· Bureau Directors or their designees must approve amounts to $4,999.

· Bureau Directors must approve amounts of $5,000 to $24,999.

· Both the Bureau Director and the City Chief Financial Officer must approve amounts of $25,000 or more.

3.   Written approval shall include the reason for the write-off or adjustment and a record of the collection efforts to date on the invoice or account.

4.   Bureaus that use alternate write-off processes authorized by City Code are exempt from the requirements of this section.
Year-End Reporting

1.   Outstanding receivables will be recorded at fiscal year-end and related revenues will be recognized on an accrual or modified accrual basis as appropriate throughout the year. Revenues will be recorded on a modified accrual basis in governmental funds and on an accrual basis in enterprise and internal service funds. Those bureaus that maintain independent automated AR systems shall submit journal entries to record outstanding receivables for this purpose.

2.   An allowance for doubtful accounts shall be recorded at fiscal year-end to record estimated uncollectible accounts. This allowance will be based on an analysis by bureau staff to determine those accounts that are currently outstanding but for which collection is unlikely. Documentation of this analysis shall be provided to the Accounting Division to support the year-end journal entry.

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rule
Clothing and Equipment Allowances and Reimbursements

Purpose

The purpose of this administrative rule is to establish minimum standards for City payment of employee clothing and equipment expenses. 

Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring

The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“Allowance” means an amount paid to an employee for business-related clothing, uniforms, or equipment.  The recipient may or may not need to account for the funds with receipts for items purchased.  When the recipient does not provide receipts for the amount paid, the allowance will generally be taxable in accordance with IRS regulations.

“Reimbursement” means an amount paid to an employee in exchange for receipts for business-related clothing, uniforms, or equipment.  In this case the amount paid to the employee is generally not taxable in accordance with IRS regulations.
General Guidelines

1. The City will pay for uniforms, clothing or equipment only if there is a business requirement.

2. Employee expense allowances or reimbursements will follow the provisions of the relevant labor agreement and/or City Code as appropriate.

3. The expense must be substantiated to the City with receipts within a reasonable period of time, or the amount received by the employee will be taxable.  Substantiation shall include the amount paid, when purchased, where purchased, and the business purpose of the purchase.
4. If the employee receives an allowance, amounts received in excess of actual expenses shall be returned to the City within a reasonable period of time, or the excess will be taxable.  If the employee does not document actual paid expenses with receipts, the full amount of the allowance will be taxable income to the employee in accordance with IRS regulations.
5. The City will furnish uniforms and/or equipment directly to eligible employees in accordance with applicable labor agreements.
Allowable Items

1.   Items allowed to be purchased with clothing or equipment reimbursements or allowances are established by relevant labor agreements.

2.   The following items are included in one or more of the current labor agreements as allowable for reimbursement:
· Clothing that is required as a condition of employment, and cannot be worn as ordinary clothing, e.g. uniforms

· Shoes that are required for safety purposes

· Rain gear

· Insulated clothing

· Safety glasses

· Tools where the employee is required to furnish his/her own tools

Tax Treatment of Allowances

1.   If an employee does not substantiate an allowance or advance to the City, the amount will be treated as taxable wages in accordance with IRS requirements.

2.   Substantiation of expenses must occur within a timely manner, or the amount received is considered taxable income to the employee.  This is generally considered to be 60 days within the date the expense is paid or incurred.

3.   If excess amounts are to be returned to the City, this must occur within 120 days after the expense is paid or incurred, or the excess is considered taxable income to the employee.

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rule

Independent Contractors

Purpose

The purpose of this administrative rule is to establish minimum standards for engaging Independent Contractors (IC).

Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring

The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“Independent Contractor (IC)” means an individual, partnership or sole proprietorship engaged to provide services to the City that have met the requirements listed in the section “Criteria for IC Status” below.  Those requirements are based on IRS rules and State of Oregon statutes regarding independent contractors.  Payments to independent contractors are made through the accounts payable system, and therefore no tax withholdings or PERS payments are made.  The City must report the payments made to independent contractors via the 1099 IRS reporting process.

“Employee” means an individual hired to perform services under the direction and control of the City as employer.  Federal and State taxes, PERS contributions and other withholdings occur on an ongoing basis.  Federal and state wage and hour laws apply to the relationship between the employee and the City as the employer.  

“Professional, Technical, and Expert Services (PTE)” means an individual or group who for a fee provides services or gives professional advice regarding matters in the field of their special knowledge or training, including but not limited to:  planners, architects, engineers, lawyers, accountants, doctors, dentists, ministers, and counselors in investments, insurance, advertising, graphics, training, public relations, communications, data processing, and management systems.  The Purchasing Agent shall have authority to classify those services not specifically addressed in this provision.

“Assumed Business Name” means one or more words and/or numerals, that a person or entity uses to identify any business that the person or entity transacts, if the person does not conspicuously disclose the real and true name of each person who transacts the business.  
“Model Contract” means an IC contract developed in advance to be used as a template for a number of ICs that are performing similar services under similar terms.    

Scope of this Administrative Rule

1.   This rule covers services provided by individuals, partnerships or proprietorships, whether or not the party does business under an assumed business name.
2.   PTE services are exempt from this rule.  PTE services are controlled under City Code 5.68.  Refer questions to the Bureau of Purchases.

3.   Services provided by Corporations are exempt from this rule.

4.   Individuals providing only materials are not covered by this rule.

5.   Services must cost less than $5,000 for all work performed.  
6.   Services costing more than $5,000 must follow the purchasing requirements in City Code 5.33. 

Responsibility for Determination of Proper Status

1.   Prior to hiring an individual to perform services for the City as an IC, bureau staff should review the section “Criteria for IC status” and make an initial determination as to whether the individual qualifies for IC status. 

2.   Prior to establishing the IC as a vendor in the accounts payable system, Accounting Division staff will review and approve the bureau determination.

3.   If a conflict occurs, the City Attorney is the final arbiter as to IC status.

4.   If an individual does not qualify for IC status based upon the criteria in the section “Criteria for IC status”, the bureaus must either hire the individual as an employee, or seek other vendors to provide the service. 

Criteria for IC Status

If an individual meets all of the following criteria they can be treated as an independent contractor:
· The individual or business entity providing the services is free from direction and control over the means and manner of providing the services, subject only to the right of the City to specify the desired results.

· The individual or business entity providing services is responsible for obtaining all business registrations or professional occupation licenses required by state law or local government.

· The individual or business entity providing the services furnishes the tools or equipment necessary for the performance of the services.

· The individual or business entity providing services has the authority to hire and fire employees to perform the services.

· The individual offers or can offer services to other clients outside the City of Portland.

· Payment for the services is made upon completion of the performance of specific portions of the project or is made on the basis of an annual or periodic retainer.

The Independent Contractor Worksheet, located with the Accounts Payable forms on the Accounting Division’s employee website, can assist bureau staff in determining if the arrangement with an individual meets the independent contractor guidelines.

Exceptions to the above requirements are to be approved by the City Attorney’s office.

Form Requirements for IC Contracts

1.   IC services are to be provided based on a written contract.

2.   IC contracts shall include a starting and ending date for providing the services.

3.   IC contracts shall include the scope of work, project manager, method of payments, and payment terms.

4.   IC contracts shall be consistent with the criteria listed in the section “Criteria for IC status” above.  

Use of Model Contracts

1.   In order to increase administrative efficiency, bureaus that have many similar ICs may benefit from developing model contracts for each general type of activity.  The blank model contract may then be completed with the specific information for each contractor.

2.   Model contracts must be approved in advance by the City Attorney’s office.
Requirements for Establishing IC Vendor Numbers

1.   Prior to establishing an IC vendor number, Accounting Division staff shall review the written contract and approve the vendor’s status as an IC. 

2.   Accounting Division staff will refer any questions regarding the IC status of a vendor to the City Attorney’s office for resolution.

3.   If the amount of the service is expected to exceed $2,500 in any fiscal year, the City requires all vendors and contractors to be EEO certified, per the requirements of City of Portland Code Chapter 3.100.
Payment Method

Request for payment shall be made by an invoice prepared by the independent contractor and approved by the project manager. Payments must be processed through the accounts payable system. 
History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rules
Leases

Purpose

The purpose of this administrative rule is to establish minimum standards for payment and reporting of leases.

Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring

The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“Lease” means a contract granting the use of real estate, equipment, or other capital assets for a specified period of time in exchange for payment, usually in the form of rent.

“Lessee” means the individual who pays a fee to the lessor to use real or personal property.

“Lessor” means the owner of leased property.

“Capital Lease” means a lease of real or personal property that meets the criteria for capitalizing an asset and recording a liability in the accounting records as established by FASB Statement No. 13, Accounting for Leases.

“Operating Lease” means a lease of an asset over a term of one year or more that does not meet the criteria for a capital lease.

“Rent” means a fee paid to the owner of property for the use of that property for a specified time period.

Lease Authority

1. A lease is a contract and shall be in writing. 

2. In accordance with City Code 5.33.030, the Purchasing Agent must execute contracts for the lease of supplies, materials, equipment, labor, contractual services, and personal services if less than $500,000 annually. Contracts of $500,000 or more per year require Council approval.  
3. In accordance with City Code 3.15.080(C) the Chief Administrative Officer is authorized to execute agreements to rent or lease non-City-owned property for use by the City, City-owned commercial, industrial or residential property, or City-owned property that is being held for future City use.

Criteria for Identifying Capital Leases

1.   If a lease meets any one of the following four criteria, it is a capital lease.
· The lease transfers ownership of the property to the lessee by the end of the lease term. 

· The lease contains a bargain purchase option. A bargain purchase option exists when the lessee can exercise a provision in the lease to purchase the leased property for a price sufficiently lower than the expected fair value of the property, and the exercise of this option at the inception of the lease is reasonably assured.

· The lease term is equal to 75 percent or more of the estimated economic life of the leased property. The estimated economic life is the estimated remaining period that the property is expected to be usable with normal repairs and maintenance.

· The present value of the minimum lease payments is 90% or more of the fair value of the leased property. 

Note:  If, at the start of the lease term, there is 25% or less total life of the property remaining, the third and fourth bullets do not apply.

2.   In addition to meeting one of the preceding criteria, the lease must not have a cancellation clause to be considered a capital lease. A true cancellation clause allows the lessee to terminate the lease at any time for any reason. A clause specifying the cancellation of the lease due to non-appropriation of funds does not eliminate the possibility that the lease is a capital lease.

Lease Accounting

1.  When a lease meets the criteria for a capital lease, an asset and liability shall be reported in the accounting records at the lower of the fair value of the asset or the present value of the minimum lease payments.

· If capital lease property has been leased by a proprietary fund or a fiduciary fund, the asset and liability shall be recorded in the accounts of the fund and depreciation shall be recorded in the fund operating statement.

· If capital lease property has been leased by a governmental fund, the asset and liability and the depreciation expense shall not be recorded at the fund level but should be recorded in the governmental activities column of the government-wide statement of net assets.
· When capital lease property is disposed of, the asset, related accumulated depreciation and any remaining liability shall be removed from the accounting records.
2.   If the capital lease meets the ownership transfer or bargain purchase criteria, the property shall be amortized over the life of the property. If the capital lease meets the economic life or the present value criteria, the property shall be amortized over the term of the lease.

3.   If the lease does not meet the criteria for a capital lease, the lease shall be charged to operating leases. Appropriate accruals shall be made at year-end if the fiscal year-end occurs between payment dates.
Lessee Capital Lease Disclosure Requirements

The following disclosures are required for capital leases in accordance with Generally Accepted Accounting Principles:

· A description of the general leasing arrangements

· Disclosure of the gross amount of assets recorded under capital leases presented by major asset class and the total amount of accumulated depreciation.

· Separate identification of related obligations as capital lease obligations in the balance sheet with classification as current or non-current as appropriate.

· Disclosure of the minimum future lease payments in total and for each of the next five years, presenting a deduction for the amount of imputed interest to reduce the net minimum future lease payments to their present value

Lessee Operating Lease Disclosure Requirements

The following disclosures are required for operating leases in accordance with Generally Accepted Accounting Principles:

· A description of the general leasing arrangements

· Disclosure of the future minimum rental payments in total and for each of the next five years for non-cancelable leases of more than one year

· Disclosure of current year rental costs

Lessor Capital Lease Disclosure Requirements

The following disclosures are required for lessor capital leases in accordance with Generally Accepted Accounting Principles:

· A description of the general leasing arrangements

· The total future minimum lease payments receivable with separate deductions for executory costs and uncollectibles

· Unguaranteed residual values accruing to the government

· Minimum lease receipts for each of the five succeeding fiscal years

· Any unearned income offset against initial direct costs

· Total contingent rentals of the period

Lessor Operating Lease Disclosure Requirements

The following disclosures are required for lessor operating leases in accordance with Generally Accepted Accounting Principles:

· A description of the general leasing arrangements
· Cost and carrying amount of leased assets
· Depreciation on leased assets
· For noncancelable leases, minimum future rentals in the aggregate and for each of the five succeeding fiscal years
· Total contingent rentals of the period
Responsibility for Reporting

1.   It is the responsibility of bureau staff to prepare journal entries to record capital and operating leases in accordance with guidelines established by the Accounting Division. 

2.   It is the responsibility of bureau staff to provide required disclosure information to the Accounting Division for financial statement note disclosure purposes in accordance with guidelines established by the Accounting Division. 

3.   When uncertainty exists as to required journal entries or disclosure information, it is the responsibility of bureau staff to consult with the Accounting Division for guidance.
History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
City of Portland
Accounting Administrative Rules

Petty Cash and Change Accounts

Purpose

The purpose of this administrative rule is to establish minimum standards for petty cash and change accounts. 
Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring
The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“Petty Cash Account” means a cash fund or checking account set aside for the purpose of making incidental expenditures for which the issuance of a City of Portland check would be too expensive and time consuming. 
“Change Account” means cash set aside for the purpose of making change in across-the-counter cash transactions at authorized locations and activities.  The total amount in a change account is the authorized amount; any increase or decrease to this amount must be made by using the “Petty Cash and Change Accounts Request Form”.  

“Custodian” means the individual responsible for the safekeeping, disbursement and replenishment of petty cash accounts.

Establishing Petty Cash and Change Accounts

1. The Chief Administrative Officer shall approve the creation of new petty cash and change accounts.

2. For petty cash accounts of $1,000 or more, an imprest checking account may be allowed.  The establishment of checking accounts must be done through the City Treasurer’s Office, with the account name: City of Portland, Bureau of (bureau name plus division or department name if appropriate).

3. Requests for new accounts, changes to existing accounts, or account closures are to be made using the “Petty Cash and Change Accounts Request Form” and are required to be approved by the Chief Administrative Officer or authorized designee.
4. Bureau staff should periodically re-evaluate the need for and size of each petty cash and change account with the goal of reducing the size of petty cash accounts and eliminating unnecessary accounts.

Petty Cash and Change Account Responsibilities
1.   The bureau director or authorized designee should maintain on file a copy of the form designating the individual assigned as custodian of each petty cash or change account. A copy of this form should also be on file in the Accounting Division.
2.   The petty cash custodian shall not be authorized to approve cash payments from the account or requests to replenish the account.

3.   In instances where such segregation of duties is not possible, alternate compensating controls shall be arranged through the Accounting Division. Alternate compensating controls could include such procedures as review by supervisors, managers or other independent parties, verification by other staff, or reconciliation of the account by a person other than the custodian. 

4.   Unscheduled and intermittent spot checks of petty cash funds shall be made by the supervisor.

5.   If there is a change in the custodian’s supervisor, prompt notice shall be given to the Accounting Division.

Security of Funds

1.   Petty cash funds and checks shall be stored in a secure location.

2.   Change accounts shall be secured.  Receipts are to be deposited intact on a daily basis.
3.   The custodian’s supervisor, bureau director and Accounting Division shall be notified within 24 hours if any of the following occurs:  (1) material shortage; (2) theft is suspected; or (3) checks are missing.

Authorized Uses

1.   Petty cash funds may be used for incidental items.  The following items are examples of allowable expenditures.  This list is not intended to be all-inclusive. 

· Postage stamps and postage due expenses

· Office supplies

· Hardware and repair supplies

· Keys

· Copies and printing

· Film and film developing

· Notary commission fee

· Reimbursement of travel expenses less than $100, including local mileage and minor travel expenses, with receipts and an approved Training/Travel Authorization/Reimbursement form 

· Other allowable City business expenses

· Customer refunds
2.   Change funds are to be kept at the minimum level necessary to handle normal customer service needs. The amount of each change fund should be withheld at the close of each day from the total cash in the register or cash drawer for use the following day. The remaining cash is recorded as the current day’s receipts and is reconciled to the receipt documents.

3.   The use of petty cash accounts is prohibited for the following types of payments:

· Payments to employees for salary or wages

· Payments to individuals that could be subject to IRS 1099 reporting requirements

· Advances of any type, including travel advances

· Personal use of any type

· Cashing of personal checks for employees or others

Disbursements

1.   Individual purchases from petty cash accounts shall not exceed $100 unless approved in writing by the bureau director.  Purchases shall not be divided in order to circumvent the $100 limit.

2.   Petty cash checking accounts require two signatures on each check. Bureaus should authorize a minimum of three check signers to insure at least two signers will be available when needed.
3.   All disbursements from petty cash accounts must be authorized and supported by receipts or other documentation.

Account Replenishment and Reconciliation

1.   Periodically, petty cash accounts shall be replenished to bring the balance up to the authorized amount. The amount replenished shall be the sum of all petty cash disbursements since the previous reimbursement; any differences shall be reconciled.

2.   All replenishments shall be made through Accounts Payable.

3.   Petty cash accounts shall be counted and reconciled to the authorized amount at least once each accounting period, and when there is a change in custodian. 
4.   Checking accounts shall be reconciled to each monthly bank statement. 

5.   Upon reconciling, if the account shows minor overages or shortages, it shall be noted on the reconciliation, and it shall be reported to the supervisor immediately.

6.   Petty cash and change accounts shall be reconciled as of June 30 each year to facilitate accurate year-end reporting. Reconciliation reports shall be forwarded to the Accounting Division for processing.

Account Reduction or Abolishment
When a petty cash account is reduced or abolished, funds shall be deposited and notice given to the City Treasurer’s Office. When checking accounts are closed, unused checks and deposit slips shall be sent to the City Treasurer’s office.

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 

City of Portland
Accounting Administrative Rules

Capitalization of Computer Software Developed or Obtained for Internal Use

Purpose

The purpose of this administrative rule is to establish minimum standards for the capitalization of expenses incurred for the purchase or development of computer software for internal use. 
Authority

Authority for this administrative rule is established in the City Charter and City Code.  This administrative rule has been approved by the City Council. 
Monitoring
The Accounting Division of the Office of Management and Finance (Accounting Division) will periodically monitor bureaus to assess compliance with the minimum standards of this rule.  When instances of non-compliance are identified, bureaus will be required to develop and implement a corrective action plan.  The Accounting Division will provide assistance to bureaus, if requested, to develop this plan.  The Controller will report all instances of non-compliance annually to the Chief Administrative Officer (CAO) and City Council.

Definitions

“Capital Assets” means tangible or intangible assets having significant value that are used in operations and that have initial useful lives extending beyond a fiscal year.  Capital assets include land, improvements to land, buildings, equipment, infrastructure and work in progress. See the Capital Asset Policy (currently under development) for more detailed information regarding capital assets and the capitalization threshold.

“Computer Software Developed or Obtained for Internal Use” means computer software purchased from a commercial vendor, internally developed, or contractor-developed to meet the City’s internal needs. This administrative rule does not cover proper accounting for the costs of computer software developed to be sold, leased or otherwise marketed.

“Preliminary Project Stage” means the earliest stage of a software development or selection project, during which the alternatives are being evaluated but no decision has been made as to which strategy or vendor to use. Typical activities during this phase include assembling the evaluation team, evaluating proposals from vendors and the final selection of alternatives.

“Application Development Stage” means the stage of a software development or selection project during which the design, coding, installation and testing of new software occurs. The stage begins once management has authorized and committed to funding the project, and it is considered probable that the project will be completed and put to its intended use. The application development stage concludes when the software is complete and ready for use.

“Post-Implementation/Operation Stage” means the stage that begins once the software is put into use.  It includes training and subsequent maintenance of the software.
“Governmental Fund” means a self-balancing set of accounts through which most governmental functions are financed.  Governmental funds use modified accrual accounting, and the focus is on the financial position of the fund, and changes to that position.  Governmental funds include the General, Special Revenue, Capital Projects, Debt Service and Permanent funds.

“Proprietary Fund” means a self-balancing set of accounts through which a government’s business-type functions are financed.  Proprietary funds use accrual accounting, and determine net income, similar to organizations in the private section.  Proprietary funds include Enterprise and Internal Service funds.

Treatment of Project Costs

1. The decision to capitalize or expense the costs of obtaining computer software is based on the stage of computer software acquisition or development and the nature of the costs incurred.

2. Costs of projects during the application development stage shall be capitalized. Typical costs include direct materials or services contributing to the project, payroll and payroll-related costs for employees directly associated with the project, testing costs and installation costs.  General and administrative costs, training costs, data conversion costs with the exception of data conversion software, maintenance costs and overhead shall not be capitalized but shall be expensed as incurred.

3. Interest costs incurred by proprietary funds during the development process shall be capitalized.  Interest costs incurred by governmental funds during the development process shall not be capitalized. 

4. Costs of projects in the preliminary project stage or the post-implementation/ operation stage shall be expensed as incurred.  

5. The cost of upgrades and enhancements to capitalized computer software shall be capitalized only if the upgrades or enhancements provide additional functionality.

6. Capitalized software is included in the capital assets of individual proprietary funds, and in the government-wide statement of net assets for software held in a bureau in a governmental fund.

Amortization

1.   The capitalized cost of the computer software shall be amortized over the estimated useful life of the software.

2.   Estimated useful lives shall be based on City useful life schedules. Useful lives must be applied consistently by all bureaus.

3.   Amortization will be calculated using a convention of zero amortization during the fiscal year of acquisition and a full year’s amortization charge in the fiscal year of retirement.

4.   The costs of computer software developed or obtained for internal use will be amortized on a straight-line basis.

5.   Zero residual value is to be used for all capitalized software.

6.   Amortization is reported as an operating expense for proprietary funds.  Amortization expense is reported only at the government-wide level for software amortized in governmental funds. 

Disposal of Software
If existing software is retired from use, any unamortized costs of the old software shall be expensed.

History
Resolution No.

Passed by Council September 1, 2004.  Effective September 1, 2004. 
