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Purpose and Audience 
 
 
This guide provides a practical framework for creating, adopting, and maintaining the written financial 
policies, standard operating procedures (SOPs), and internal controls that auditors expect every 
municipality to have in place. It is specifically designed for small rural Alaska offices where these 
documents may not yet exist or may be outdated. 
 

Why Written Policies Are a Non-Negotiable Audit Expectation 

Auditors consistently cite 'lack of formal policies' as a finding. Verbal procedures are not sufficient. 

Written policies demonstrate to grantors and oversight bodies that your city has a governance structure for 
financial management. 

Policies adopted by council resolution carry the force of law within your municipality. 

Without written policies, each new staff member invents their own procedures — creating inconsistency and 
compliance risk. 

A written policy framework survives staff turnover. Informal knowledge does not. 
 

The Three-Layer Framework 

Layer What It Is Who Creates / Approves It 

Policies High-level rules that define what is required and what is 
permitted. Adopted by the governing body. 

Finance staff drafts; city council 
adopts by resolution 

Procedures 
(SOPs) 

Step-by-step instructions that explain how to carry out 
each policy. Operational guidance for staff. 

Finance staff creates; supervisor or 
mayor approves 

Internal Controls Specific checks and oversight mechanisms that ensure 
policies and procedures are actually followed. 

Finance staff implements; mayor and 
council provide oversight 
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Section 1: Essential Financial Policies 
 
 
The following policies are the minimum set that auditors and grantors expect every municipality to have 
adopted. For each policy, this section describes the purpose, what the policy must address, and how to 
get it adopted. 
 

Policy Purpose Must Address SNAPP Toolkit Reference 

Budget and 
Appropriations 
Policy 

Defines how the 
annual budget is 
prepared, adopted, 
and amended 

Budget adoption timeline; amendment 
process; spending authority limits; 
council approval requirements; 
monitoring frequency 

Year-End Toolkit, Section 5; Monthly 
Review Toolkit, Section 2 

Procurement 
Policy 

Establishes 
purchasing rules and 
competitive 
requirements 

Dollar thresholds for quotes/bids; sole 
source criteria; approval authority by 
amount; documentation requirements; 
conflict of interest rules 

Grant Compliance Toolkit, Section 
4; Procurement Checklist 

Internal Controls 
Policy 

Documents the 
control environment 
including 
compensating 
controls 

Segregation of duties (or compensating 
controls); authorization levels; 
reconciliation requirements; governing 
body oversight schedule; QuickBooks 
access controls 

Internal Controls Toolkit; 
Segregation of Duties Matrix 

Records Retention 
Policy 

Defines how long 
each type of record is 
kept and when/how 
records may be 
destroyed 

Retention periods by record type; 
destruction procedures; permanent 
records list; electronic backup 
requirements 

Documentation Retention Guide 

Cash Handling 
Policy 

Governs receipt, 
custody, and deposit 
of all cash and checks 

Receipt issuance; deposit timing; petty 
cash procedures; dual signature 
requirements; void check procedures 

Internal Controls Toolkit, Section 4 

Travel and 
Expense Policy 

Defines rules for 
travel authorization, 
per diem rates, and 
reimbursement 

Pre-approval requirements; allowable 
expenses; per diem rates; 
documentation requirements; advance 
and reimbursement procedures 

Federal Compliance Guide (for 
grant-funded travel) 

Investment Policy 
(if applicable) 

Governs how 
municipal funds may 
be invested 

Authorized investment types; risk 
tolerance; reporting requirements; 
compliance with Alaska statutes 

Alaska AS 37.10.071 

 

How to Adopt a Policy 

Step Action 

1. Draft the policy Finance staff prepares a draft using SNAPP toolkit guidance as a template. 
Keep the language simple, specific, and enforceable. 
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Step Action 

2. Review with SNAPP advisor Before presenting to council, have your SNAPP advisor review the draft for 
completeness and alignment with audit expectations. 

3. Present to council Place the draft policy on the council agenda as an action item. Provide copies 
to council members in advance. 

4. Council adopts by 
resolution 

The council adopts the policy by passing a resolution. Record the resolution 
number, date, and vote in the meeting minutes. 

5. Distribute and implement Provide copies to all affected staff. Train staff on the policy requirements. Begin 
following the policy immediately. 

6. File the adopted policy File the signed resolution and adopted policy in the Policy Manual (see Section 
4) and in the audit folder. 

7. Review annually Place policy review on the annual calendar. Update if regulations change or 
operational needs evolve. Re-adopt by resolution if changes are made. 
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Section 2: Standard Operating Procedures (SOPs) 
 
 
SOPs translate policies into step-by-step operational instructions. While policies say what must be done, 
SOPs say how to do it. SOPs do not require council adoption — they are operational documents approved 
by the supervisor or mayor. 
 

Essential SOPs for Small Municipalities 

SOP What It Covers SNAPP Reference for Detailed Steps 

Monthly Close 
Procedure 

Step-by-step process for completing 
monthly financial close: reconciliations, 
transaction review, reporting, filing 

Monthly Close Checklist; Monthly Review 
Toolkit, Section 1 

Accounts Payable 
Procedure 

How to receive, approve, enter, and pay 
vendor invoices 

Year-End Toolkit, Section 2 

Payroll Processing 
Procedure 

How to process payroll: timesheets, 
verification, tax deposits, filing 

Year-End Toolkit, Section 3; Monthly Review 
Toolkit, Section 4 

Cash Receipts 
Procedure 

How to receive, log, deposit, and record all 
cash and check payments 

Internal Controls Toolkit, Section 4 

Bank Reconciliation 
Procedure 

Complete reconciliation workflow from 
statement download through filing 

Bank Reconciliation Workflow Guide 

Grant Expenditure 
Procedure 

How to verify allowability, record charges, 
and maintain grant files 

Grant Compliance Toolkit; Procurement 
Checklist 

Council Financial 
Reporting Procedure 

How to prepare and present the monthly 
council financial report package 

Monthly Review Toolkit, Section 5 

Year-End Close 
Procedure 

Full year-end close workflow from Phase 1 
(Stabilize) through Phase 4 (Sustain) 

Year-End Audit Readiness Toolkit 

 

Writing an Effective SOP 

Element What to Include 

Title and purpose Name of the procedure and a one-sentence statement of what it accomplishes 

Scope Who performs this procedure and when it applies 

Step-by-step instructions Numbered steps in the order they are performed. Include QuickBooks menu 
paths where applicable. 

Forms and templates used Reference any checklists, forms, or templates used during the procedure 

Review and approval Who reviews the completed work and how the review is documented 

Filing instructions Where to file the completed documents 
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Element What to Include 

Frequency How often the procedure is performed (daily, monthly, annually, per 
occurrence) 

Last updated date When the SOP was last reviewed or revised 
 

ℹ  

SOP Writing Principle 
Write SOPs for the person who will do the job next — not the person doing it today. The goal is that a new staff 
member with basic accounting knowledge can follow the procedure without verbal instruction. This is how 
municipalities survive staff turnover. 
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Section 3: Internal Controls Framework 
 
 
Internal controls are the specific mechanisms that ensure policies are followed and procedures produce 
accurate results. For small municipalities, controls must be practical and achievable with limited staff. 
 

The Four Control Types 

Control Type Purpose Example Documentation 

Preventive Stops errors or fraud 
before they occur 

Requiring approval before payment; 
requiring two signatures on checks 
above threshold 

Signed invoice; dual-signature check 

Detective Identifies errors or 
problems after they 
occur 

Bank reconciliation; budget vs. 
actual review; QuickBooks audit 
trail review 

Reconciliation report; variance 
analysis; audit trail printout 

Corrective Fixes problems once 
detected 

Corrective action plan for audit 
findings; reclassifying miscoded 
transactions 

CAP document; correcting journal 
entry with support 

Compensating Substitutes for controls 
that cannot be 
implemented due to 
limited staff 

Mayor reviews and initials bank 
reconciliations; council reviews 
financial reports 

Mayor initials on reconciliation; 
council minutes noting report review 

 

Minimum Internal Controls for Small Municipalities 

Controls Auditors Expect to See — Regardless of Staff Size 

1. Bank reconciliations completed monthly for every account and reviewed by an independent party (mayor). 

2. All expenditures supported by original vendor invoices with approval signatures before payment. 

3. Budget vs. actual report reviewed monthly and presented to the governing body. 
4. Payroll reviewed and approved by the mayor before each payroll is processed. 

5. All grant charges verified for allowability before recording in QuickBooks. 

6. Grant reports reconciled to QuickBooks before submission; signed by the mayor. 

7. Council receives financial reports at every regular meeting — documented in meeting minutes. 
8. QuickBooks closing date set after audit; password held by mayor. 

9. Written Internal Controls Policy adopted by council resolution. 

10. Corrective action plan maintained for any audit findings — tracked and reported to council. 
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Section 4: Building Your City's Policy Manual 
 
 
A policy manual is a single organized document (physical binder or electronic folder) containing all 
adopted financial policies, current SOPs, and supporting documents. It serves as the central reference for 
how your city manages its finances. 
 

Recommended Policy Manual Structure 

Section Contents 

Cover page and table of 
contents 

City name, date of last update, list of all policies and SOPs included 

Section 1: Adopted Financial 
Policies 

Budget and Appropriations Policy, Procurement Policy, Internal Controls 
Policy, Records Retention Policy, Cash Handling Policy, Travel Policy (each with 
resolution number and adoption date) 

Section 2: Standard Operating 
Procedures 

Monthly Close SOP, AP SOP, Payroll SOP, Cash Receipts SOP, Bank 
Reconciliation SOP, Grant Expenditure SOP, Council Reporting SOP, Year-End 
Close SOP 

Section 3: Internal Controls 
Documentation 

Control matrix (who does what); compensating controls description; 
QuickBooks access configuration; audit trail review schedule 

Section 4: Organizational 
Information 

Current staff roster and positions; chart of accounts; bank account listing with 
authorized signers; council-approved salary schedule 

Section 5: Annual Review Log Date of each annual policy review; changes made; council resolution number 
for any amendments 

 

! 

The Policy Manual as Audit Evidence 
When the auditor asks 'Do you have a written internal controls policy?' you hand them the policy manual. 
When they ask 'What is your procurement process?' you show them the procurement SOP. The manual is 
your single source of truth and your primary defense against policy-related audit findings. 
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Section 5: Step-by-Step Implementation Guide 
 
 
If your city does not currently have written policies and procedures, use this phased implementation plan. 
Do not try to create everything at once — build incrementally. 
 

Phase Timeline Actions Deliverables 

1. Stabilize Weeks 1–4 Draft and adopt the Internal Controls Policy 
and Budget Policy. These are the two most 
frequently cited missing policies in audits. 

Two adopted policies (council 
resolutions on file) 

2. Organize Weeks 5–12 Draft and adopt the Procurement Policy and 
Cash Handling Policy. Write SOPs for Monthly 
Close, AP, and Payroll using SNAPP toolkit 
checklists as the foundation. 

Two more adopted policies; three 
SOPs documented 

3. Prepare Weeks 13–20 Draft and adopt the Records Retention Policy 
and Travel Policy. Write remaining SOPs (Bank 
Reconciliation, Grant Expenditure, Council 
Reporting). Compile all documents into the 
Policy Manual. 

Complete policy set; complete SOP 
library; assembled Policy Manual 

4. Sustain Ongoing Review all policies and SOPs annually. Update 
as regulations or operations change. Train new 
staff using the Policy Manual. Re-adopt any 
amended policies by council resolution. 

Annual review log; updated manual; 
trained staff 
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Section 6: Common Audit Findings Related to Policies and 
Procedures 
 
 

Finding Root Cause Consequence Prevention 

No written internal 
controls policy 

Policy was never created or 
formalized 

Significant deficiency finding; 
documented in management 
letter 

Draft and adopt using SNAPP 
Internal Controls Toolkit as 
template 

Policies exist but are 
not followed 

Staff unaware of policy or 
procedures deviate from 
written policy 

Finding for policy non-
compliance; undermines the 
entire control environment 

Train staff on policies; review 
procedures annually; verify 
practices match policy 

No procurement policy City has no documented 
purchasing thresholds or 
competitive requirements 

Procurement findings on grant-
funded purchases; potential 
questioned costs 

Adopt procurement policy 
aligned to 2 CFR 200 and your 
city's needs 

No documented SOPs Procedures exist informally 
but are not written down 

Finding for inconsistent 
procedures; high risk during staff 
turnover 

Document all recurring financial 
procedures using SNAPP toolkit 
checklists 

No annual policy review Policies adopted years ago 
and never updated 

Outdated policies that conflict 
with current regulations or 
operations 

Add annual policy review to the 
finance calendar; update and re-
adopt as needed 

No evidence of 
governing body 
oversight 

Council does not receive or 
review financial reports 

Material weakness in control 
environment; compensating 
controls absent 

Add financial reports as standing 
agenda item; document in 
meeting minutes 
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Policy and Procedure Implementation Checklist 
 
 

Essential Policies 

✓ Policies 

□ Internal Controls Policy drafted, reviewed, and adopted by council resolution 

□ Budget and Appropriations Policy drafted, reviewed, and adopted by council resolution 

□ Procurement Policy drafted, reviewed, and adopted by council resolution 

□ Cash Handling Policy drafted, reviewed, and adopted by council resolution 

□ Records Retention Policy drafted, reviewed, and adopted by council resolution 

□ Travel and Expense Policy drafted, reviewed, and adopted by council resolution 

□ All adopted policies filed with resolution numbers and adoption dates 

 

Standard Operating Procedures 

✓ Standard Operating Procedures 

□ Monthly Close Procedure documented (based on SNAPP Monthly Close Checklist) 

□ Accounts Payable Procedure documented 

□ Payroll Processing Procedure documented 

□ Cash Receipts Procedure documented 

□ Bank Reconciliation Procedure documented (based on SNAPP Bank Recon Guide) 

□ Grant Expenditure Procedure documented 

□ Council Financial Reporting Procedure documented 

□ Year-End Close Procedure documented (based on SNAPP Year-End Toolkit) 
 

Policy Manual and Governance 

✓ Policy Manual and Governance 

□ Policy Manual assembled (all policies, SOPs, and supporting documents) 

□ Policy Manual accessible to all finance staff 

□ Annual policy review date added to finance calendar 
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✓ Policy Manual and Governance 

□ Staff trained on all policies and SOPs 

□ New staff orientation includes Policy Manual review 

□ Annual review completed and documented in the Review Log 
 

  



 Policies, Procedures, and Internal Controls Guide SNAPP • ASCF 

 

 
Arctic Slope Community Foundation | SNAPP Program | Page 13 of 14 

 
Glossary 
 
 

Term Definition 

Compensating Control An alternative oversight procedure used when traditional segregation of duties 
is not possible. Must be documented and consistently applied. 

Internal Controls Policy A written policy, adopted by the governing body, that documents the 
municipality's control environment and specific control procedures. 

Policy A high-level rule adopted by the governing body that defines what is required, 
what is permitted, and what is prohibited. 

Policy Manual An organized collection of all adopted financial policies, SOPs, and supporting 
documents maintained as a central reference. 

Procedure (SOP) A step-by-step operational instruction that explains how to carry out a specific 
financial task or implement a specific policy. 

Resolution A formal action by the city council that adopts, amends, or rescinds a policy. 
Recorded in the meeting minutes with vote count. 

Segregation of Duties Dividing key financial responsibilities among different staff members to reduce 
the risk of error or fraud. 
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Disclaimer 
 
 
This guide is published by the Arctic Slope Community Foundation as part of the Success for Nonprofit 
Audit Preparation Program (SNAPP) Modified Virtual Support Program. It provides a framework for 
developing financial policies, procedures, and internal controls. 
 
SNAPP provides advisory and technical assistance only. This document does not constitute legal or audit 
advice. Policies must be tailored to each municipality's specific circumstances and adopted by the 
governing body. Participating municipalities remain solely responsible for the content, adoption, and 
enforcement of their policies. 
 
Municipalities should consult with their auditor, legal counsel, NSB Finance Office, or the Alaska Municipal 
League for guidance on specific policy requirements. 
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