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October, 2016  
Definitions of Abbreviations and Acronyms  

No. Abbreviation / 
Acronyms 

Definition 

1 Board National Board of Ethiopian Red Cross Society 

2 Secretary General The person in charge of the National Head Quarter and that 
of ERCS at large 

3 ERCS Ethiopian Red Cross Society 

4 Annual General 
Meeting (AGM) 

The general assembly of members, stakeholders, donors 
and other invited participants 

5 DSG Deputy Secretary Generals 

6 BRD Branch Resources Development 

7 Duty station A city / town or place of work or office where a staff is 
expected to regularly report  

8 Staff long term loan A loan granted to staff under special condition and which is 
payable within twelve months 

9 MoU Memorandum of understanding that clearly stipulates the 
project objective, target group, duration of the project 
(intervention), activity schedule, cost breakdown and 
reporting requirements 

10 EDP Essential Drugs Program 

11 TI Training Institute 
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Part I 
1. Preamble 

The Ethiopian Red Cross Society (ERCS) was 

established in 1935 through the decree of the 

Ethiopian Government. Its main objective is providing 

humanitarian services to those in need. In the same 

year Ethiopia ratified the Geneva Convention and 

ERCS became the 48th member of the International 

Federation of Red Cross and Red Crescent Societies.  

In light of socio-political changes and the request of 

the General Assembly of the Society, ERCS’s charter 

was revised as per proclamation 153/1999 to 

restructure and organize the Society in every region 

in line with the Federal structure. 

1.1 Background 

The changes in the economic, legal and social 

environment of the country as well as the service and 

operational growth of Ethiopian Red Cross Society 

necessitated the revision of the Financial Manual that 

was in place for nearly a decade.  

Furthermore, the observed limitations of the existing 

policies and procedures which were subject to 

frequent amendments and directives justified the 

urgency for putting in place accounting policies and 
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procedures that suit the current demands of the 

Society.  

1.2 The Purpose of the Manual 

This manual is prepared for Ethiopian Red Cross Society 

for implementation using the existing organization 

structure which is designed to accommodate envisaged 

service expansion in the coming future. The manual, 

therefore, is intended to  

 facilitates the day-to-day accounting  
records of  the  Society, 

 address the requirements of the Society 
for reasonable years in the future, 

 serve as a reference against which 
adherence is measured, 

 induct new employees as a training 
material such that new comers are easily 
acquainted with the system in place, and  

 Introduce consistency in the day-to-day 
activities of the Society. 
 

 1.3 Change Provision  

This manual shall be reviewed periodically so as to 

accommodate external changes such as the legal codes, 

tax system and internal matters like changes in 

organizational structure which necessitate modification 

in the provisions of this manual.  
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Under normal circumstances this manual shall be 

reviewed every five year in order to cope up with the 

change in the internal and external environment. If the 

revision become compulsory before its revision time due 

to rapid changing conditions accommodating the change 

will not be prohibited. In any case the Finance Director of 

ERCS is responsible to look after the need for changes or 

amendments in light of changing conditions. The 

recommendation for changes shall be presented in 

writing to the Secretary General and the Secretary 

General shall review the proposal and decide 

accordingly. 

Until such changes are made all concerned staff at the 

echelons of Ethiopian Red Cross Society are obliged to 

fulfill and adhere to the policies and procedures as 

stipulated in this manual. 

 This Manual replaces all Financial Policies and 

Procedures issued previously and shall come into effect 

starting from the board approval day. 

1.4  Scope of Application 

The provisions of this manual shall be applicable to 

Ethiopian Red Cross Society’s Core (operations) budget 

and Projects. The income generating units like the 

Training Center and Essential Drug Programs (EDP) and 
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Drugs retail outlets (Pharmacies and Drug shops are 

covered in this manual.  

2.   Accounting Policies  

2.1 Accounting System 
 

2.1.1 Multiple Entities: At any one given time 
ERCS runs a number of programs and 
projects financed by donors. Each donor 
requires a separate report as to the 
transfers, utilization (expenditures) and 
balances thereto. In addition to this, 
donors are keen to make sure that the 
fund is utilized for the intended purpose. 
As a result, each project is treated (through 
the chart of accounts) as having a separate 
concern which are delineated through 
activity codes. 

 
 2.1.2 Vertical Decentralization: ERCS hierarchy 

along the Federal structure implies the 
National Head Quarter, Regions, Zones 
and Branches. Regions and Zones prepare 
and approve their own budget, raise 
revenues, make expenditures and prepare 
their own set of financial statements 
(reports). However, they have clearly 
defined relationship with the National 
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Head Quarter with regard to fulfilling the 
cherished mission of ERCS.  

 
              In addition to this, collections made at 

zone and region level trickle down to the 
National Head Quarter from membership 
collections and other sources of revenues.  

 
2.1.3 Horizontal Decentralization: ERCS runs 

operationally autonomous units such as 
Essential Drug Program (EDP) and Training 
Institute which generate revenues from 
services and provisions they offer. These 
income generating units prepare their 
respective budgets, collect revenues, 
effect payments and keep their own set of 
accounts. 

  
2.2 Accounting Practices  

 

2.3.1 Ethiopian Red Cross Society uses double 
entry accounting system. 

2.3.1 The Society uses modified accrual basis of 
accounting which 

•Recognizes inflows (revenue) in the 
period when the fund is available for use. 

•Records expenditures (for purchase of 
fixed asset, supplies, services or effecting 
payments or settlements of other 
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obligations) in the period in which they 
occur regardless of when cash is paid out. 

2.3.1   EDP, Drugs retail outlets and Training 
Institute Use Accrual basis of accounting. 
All revenues are reported in the period in 
which they are earned and expenses in 
which they are incurred, consumed or 
expired.  

2.3.1 Cost is the basis for all accounting entries. 
Accordingly acquisition of goods and 
services should be recorded at the actual 
amount paid for, except for transactions 
that involve donation without the 
document that expresses the original cost 
of the donated Item/s/, which must be 
recorded on the basis of their current 
market values or invoice values. 

           

Note: Revenue is assumed to be available when it is 
legally usable and collectible so as to cover 
operations of the period.   

2.3.1  ERCS’s accounting policies and 
procedures follow “Generally Accepted 
Accounting Principles (GAAP)”. 

2.3.1   Observes Federal, regional or City 
Administration's laws and regulations. 

2.3.1   Birr is the monetary value for all 
transactions recorded in the books of 
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accounts (However, the equivalent 
amount of foreign currency may be 
indicated for donors’ reference 
purpose). 
 

2.3 Operating Budget 

2.3.1   Operating budgets (inflows and 
expenditure) are prepared on 
department basis and are subject to 
review by the Management Committee 
and approval by Board. 

2.3.1    The Planning and Monitoring Service is 
responsible for coordinating budgeting 
activities requirements by program 
departments and regions while the 
finance department is responsible for 
consolidation. 

2.3.2 Quarterly appraisal of performance 
(physical and financial) against budget is 
necessary to ensure goal fulfillment.  

2.3.3   Emergency budgets shall be prepared by 
DSG - programs and need to be reviewed 
by the Secretary General before 
submitting to donors. 

2.3.4   Budget transfer within a given project, 
activity and a specific donor supported 
activity shall be initiated by Program 
Heads in consultation with Finance 
department. The Secretary General shall 
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review the request and take the matter 
with the respective donor.  

2.3.5   Requests for budget transfer, 
amendment or revision of core cost shall 
be duly reviewed and approved by the 
Secretary General. 

2.4 Capital Budget 

2.4.1 Capital budget requirement shall be 
supported by performance, 
technological or strategic benefit to the 
Society. 

2.4.1 Capital budget request shall be reviewed 
and approved by the Board. 

Note: the detail procedure of budget cycle, 
approach, hearing, review, defense is discussed 
in a separate manual.  

2.5 Fixed Asset 

2.5.1       Due to the very nature of ERCS 
humanitarian activities, fixed assets are 
recorded as expenditures at the time of 
acquisition and hence, not presented in 
the financial statements of the Society 
except for Income generating activities 
(IGA).  

2.5.2 For IGA like EDP, Drugs retail outlets and 
Training Institute fixed Assets are treated as 
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an asset and hence presented in financial 
statement of the entities. 

2.5.3 Fixed Assets should be recorded at their 
acquisition/ original/ cost. The cost of fixed 
asset should include all direct expenditures 
incurred in acquiring and bringing the asset 
ready for operational use. 

2.5.4 Maintenance/Modification and or 

renovation costs that extends the useful life 

of fixed asset beyond the original estimate 

or increase its capacity should be capitalized 

in consultation with and upon receipts of a 

written certificate/recommendation from 

the concerned engineer. The certificate 

must confirm that the maintenance cost has 

extended the useful life or increases the 

capacity of the fixed asset. 

2.5.5 Fixed asset acquired through donation 

without document that express original 

costs of the donated items should be 

recorded at their fair market value.  

2.5.6 If for some reason, the original cost of fixed 

asset is unknown, the estimated fair market 

value will be taken as cost. 
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2.5.7     All Fixed assets must be registered and 

insurance coverage (policy) for the major 

fixed asset such as Building Stores, Vehicles 

etc that is relevant to the group or the 

specific fixed asset is mandatory, 

2.5.8 Notwithstanding the above provision, a 
memorandum record (fixed asset register) 
of fixed asset shall be maintained by 
Finance Department and all levels of the 
Society showing all relevant details. 

2.5.9 Title deeds, certificates, plans or any 
other document that evidence ownership 
shall be collected from the respective 
government body and should be kept with 
Deputy Secretary Genera for support 
service at Head office while it should be 
kept with Region / Branch Head at Region or 
Branch level respectively. 

2.5.10 Sale or disposal of fixed asset shall be in 
line with the mandates of ERCS. Branches, 
EDP, Drugs retails outlets and Training 
Institute have a mandate to dispose fixed 
assets except Vehicles. The mandate to 
dispose vehicles rests solely on HQ. 

2.6 Expenditure Approval l 
All contractual agreements with third 
parties, unless specifically delegated, 
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shall be signed as defined in the attest 
plan. 

2.7 Bank Accounts  

2.7.1 The authority to open and close bank 
accounts rests upon the Secretary General 
combined with any one of the DSGs of 
ERCS.  

2.7.2 The Secretary General has the authority 
to designate signatories that operate bank 
accounts at regional and zonal branches 
and the limit thereto.  

2.7.3 Cheques shall be signed by joint 
signatories. 

2.7.4 Depending on the circumstances and 
accessibility to banks and the level and 
volume of operations, Region / Branch 
shall propose for bank accounts, the 
DSG support services and the Finance 
Director FM shall review the proposal to 
open bank accounts and forward their 
recommendation to the Secretary 
General.   

2.7.5 Collections and deposits at woreda 
branch level are transferred to zone 
account on a monthly basis keeping 
nominal balance only. This is effected 
through standing instruction given to 
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the banks maintaining branch bank 
accounts. 

2.8 Inventory Control 

2.8.1 The following functions should be 
undertaken by different employees and 
supervised by Head of Property 
Administration: 

o Physical custody of stocks 

o Maintaining stock record 

o Stock control and stock reconciliation 

2.8.2 Owing to the nature of ERCS, items 
purchased for immediate use or for 
scheduled activities are recorded as 
expenditure at the time of purchase. 

2.8.3 However, bin card that shows quantity 
movement of items shall be maintained 
by the store custodian. A parallel stock 
record card (indicating purchase value 
and quantity) shall also be maintained 
by stock control (accountable to finance 
department) to facilitate subsequent 
stock reconciliation.   

2.8.4 Quantity movement of items donated 
for emergency operations like tents, 
Jerri cans, pots, bed nets, lanterns, etc. 
are recorded in a bin card and stock 
record card.   



ERCS Financial Policy and Procedure Manual 

 

18 | P a g e  
 

2.8.5 The value of items found in stock at the 
end of the year (as verified by physical 
count) should be disclosed as 
memorandum note (disclosure) to the 
financial statements.  

2.8.6 The stock control personnel shall 
periodically reconcile stock card 
balances with that of bin cards. 
Furthermore, reconciliation of the 
records before commencement of 
physical count is obligatory.  

2.8.7 The storage of inventory items should 
be well arranged and conveniently  
stocked, 

2.8.8 The warehouse should have adequate 
insurance coverage. 

2.8.9 Periodic physical inventory of stock 
items is necessary while year-end 
physical count is mandatory. 

2.8.10     EDP should take   physical inventory of 

Drugs semiannually and Drugs retail 

outlets should undertake drugs physical 

inventory quarterly.  
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2.8.11 The physical count team of HQ shall be 
composed of: 

 Finance                  Count Team head 

 Staff from Program      Count team member 

 Custodian       Assisting the count 

 Internal Auditor               Verifier  

 External auditor               Observer 

 

2.8.12 The physical count team of EDP 
shall be composed of 

 Distribution Officer                   Count team Head 

 Accountant                               Count team member 

 Custodian                                 Assisting the count 

 Fort Clift Operator                  Count team member 

 Internal Auditor                        Verifier 

 Division Heads                          Coordinator  

2.8.13 The physical count team Drugs retail 
outlets shall be composed of: 

 Drugs Outlet Head                  Count team Head 

 Dispensary                               Count team member 

 Accountant                              Count team member 

 ERCS branch Accountant       Verifier 
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  

2.8.14  The physical count team of Training 
Institute shall be composed of: 

 Accountant                              Count team Head 

 Logistic and HR Officer          Count team member 

  Custodian                                Assisting the count 

 Internal Auditor                       Verifier    

 Finance and Admin Division Heads    Coordinator 

2.8.15 Expired, obsolete, damaged and returned items 
shall be segregated and disposed as outlined in 
the detail procedure part.  

2.8.16 EDP, Drugs retail outlets and Training Institute 
shall use First in first out (FIFO) inventory costing 
method. 

2.9 Stock Records  

2.9.1 Bin Card (BC) is kept by the store mainly for 

controlling the balance of items at its disposal in 

quantity only; 

2.92. For control purposes Stock Card(SC) which is the 

inventory control point of stores both in quantity 

and value shall be kept by accounts;  

2.9.3 All receipts and issues of materials are recorded 

in the Bin Card(BC) and Stock Card(SC) from the 
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Goods Receiving Vouchers (GRV) and Store Issue 

Vouchers(SIV), 

2.9.4 Acquisition and issuance of stocks of drugs, and 

Items should be recorded in a general ledger 

inventory account and stocks on a perpetual 

system basis. 

2.9.5  The receipt and issuance of these stocks should 

be valued on the basis of First in first out (FIFO) 

inventory valuation method for EDP, Drugs retail 

outlets and Training Institute. But, if there is uncertain 

circumstances and expiry of drugs or food items 

occurred beyond the control of the custodian, 

applying a LIFO methods is possible when approved by 

concerned body in writing. 

2.10 Receivables  

Receivable are claims from other organizations 
and individuals to which ERCS granted/rendered 
fund/services/Drug sales on credit. Receivable in 
ERCS include project advances, purchase 
advances, deposits and prepayments, and sundry 
debtors. 

 All receivables should be recorded at their face 
value. 

2.11  Depreciation  

Fixed assets are recorded as expenditure at the 
time of acquisition hence depreciation is not 
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calculated in the books of the Society. But 
depreciation is applicable to EDP, Drugs retail 
outlets and Training Institutes 

EDP, Drugs retail outlets and Training Institutes use 
straight line deprecation method and their estimated 
useful life are as follows: 

 Buildings, Major reconstructions     20 Yr.  (5%) 

 Furniture and Fittings    10 Yr.  (10%) 

 Motor Vehicles     5 Yr.  (5%) 

 Machineries like Laundry, Industrial Kitchen 
Machineries, Daf Mixer, Industrial etc.    10 Yr.  
(10%)  

 Equipment 5 Yr.  (30%) 

 Computer and Electronics     4 Yr.  (25%)                                

NB. The deprecation base should be the original cost of 
the fixed asset category adjusted by additions and 
deductions made to the category during the reporting 
period.  
 

2.12 Periodic Financial Reports 

2.12.1 Financial reports pertaining to projects need to 
conform to the due dates and conditions as 
defined in the MoU signed with the specific 
donor. Hence, every effort shall be exerted to 
meet the reporting demands of donors.  
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2.12.2  It must be kept in mind that financial reports 
need to be accompanied by physical activity 
reports. This requires close coordination and 
smooth rapport between program and finance 
personnel. 

2.12.3  Accounts division Head shall ensure that 
project records are kept up-to-date and 
pending matters are resolved in due time. 

2.12.4  The Finance Director of ERCS shall ensure that 
interim and annual financial statements are 
prepared as per schedule and the quality 
contained therein is relevant for decision-
making 

2.12.5 Monthly, quarterly and semi-annual financial 
statements shall be prepared as per the 
tabular schedule shown below 

Core Budget (Regular) – budget versus actual 
comparison report – Head Office including EDP and 
Training Institute 

No. Report 
Type 

Completion 
Time 

Responsible Reviewed by 

1 Monthly  2 weeks from 
the elapse of 
the month 

 Finance Head 
and Accounts 
Division Head, 
Finance and 
Admin 
Division 

Deputy SG for 
SS 
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Heads 

2 Quarterly 3  weeks from 
the elapse of 
the quarter 

Finance Head 
and Accounts 
Division Head, 
Finance and 
Admin 
Division 
Heads 

SG and 
National board 

3 Semi-
annual 

3 weeks from 
the elapse of 
the six 
months 

Finance Head 
and Accounts 
Division Head, 
Finance and 
Admin 
Division 
Heads 

SG and 
National board 

4 Annual 7 weeks from 
the elapse of 
the fiscal year 

Finance Head 
and Accounts 
Division Head, 
Finance and 
Admin 
Division 
Heads 

SG and 
National board 

 

Core Budget (Regular) – Including budget versus actual 
comparison report – Region 

N
o. 

Report 
Type 

Completion 
Time 

Responsible Reviewed by 
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1 Monthly  2 weeks from 
the elapse of 
the month 

Admin. & 
Finance Head 

 Branch Head 

2 Quarterly 2 weeks from 
the elapse of 
the quarter 

Admin. & 
Finance Head 

 Region Head and 
Region Board 

3 Semi-
annual 

2 weeks from 
the elapse of 
the six months 

Admin. & 
Finance Head 

 Region Head and 
Region Board 

4 Annual 5 weeks from 
the elapse of 
the fiscal year 

Admin. & 
Finance Head 

 Region Head and 
Region Board 

 

Core Budget (Regular) – Including budget versus actual 
comparison report – Branch 

No. Report 
Type 

Completion 
Time 

Responsible Reviewed by 

1 Monthly  5 days from the 
elapse of the 
month 

Admin. & 
Finance 
Head 

Branch Head 

2 Quarterly 10 days from the 
elapse of the 
quarter 

Admin. & 
Finance 
Head 

 Branch Head 
and Branch 
Board 

3 Semi-
annual 

10 days from the 
elapse of the six 
months 

Admin. & 
Finance 
Head 

 Branch Head 
and Branch 
Board 
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4 Annual 3 weeks from 
the elapse of the 
fiscal year 

Admin. & 
Finance 
Head 

 Branch Head 
and Branch 
Board 

     

 

Pharmacy Budget (Regular) – budget versus actual 
comparison report – Drugs Outlets 

No
. 

Report 
Type 

Completion 
Time 

Responsible Reviewed by 

1 Monthly  5 days from the 
elapse of the 
month 

Pharmacy or 
Drug shop 
head 

Branch Head 

2 Quarterly 10 days from 
the elapse of 
the quarter 

Pharmacy or 
Drug shop 
head 

 Branch Head 
and Branch 
Board 

3 Semi-
annual 

10 days from 
the elapse of 
the six months 

Pharmacy or 
Drug shop 
head 

 Branch Head 
and Branch 
Board 

4 Annual 3 weeks from 
the elapse of 
the fiscal year 

Pharmacy or 
Drug shop 
head 

 Branch Head 
and Branch 
Board 
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Reporting responsibility 

 Respective department, region or branch heads are 
responsible for the timely preparation of a report 
that presents fairly the financial affairs of the Society. 

 The Finance Department at the National Head 
Quarter shall closely follow-up the timeliness and 
completeness of reports. 

 When indications signal the reports do not comply 
with reporting schedule as defined in this manual, 
the matter should be brought to the attention of DSG 
– Support. 

 DSG – Support shall intervene and give clear 
instruction as to the significance of timeliness and 
completeness of report.    

 Frequent delays with undue reasons shall entail 
administrative measures as found appropriate. 

2.12.6 Periodic financial statements shall be reviewed 
by the management members of ERCS at all 
levels before presenting it to the Board. 

2.12.7 External audit of the financial statements of 
ERCS shall be completed and the reports shall 
be on hand for deliberation on the Annual 
General Assembly Meeting.  

2.13  Fiscal Year 

The fiscal year of Ethiopian Red Cross Society is 
Hamle 1 – Sene 30 of Ethiopian calendar (July 8 – 
July 7 of the Gregorian calendar). 
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Notwithstanding this provision, financial reports 
could be prepared in the Gregorian calendar or 
any other period to suit the requirements of 
specific donors or agencies.  

2.14 Document Retention 
Documents of financial nature shall be retained 
for a maximum of 10 years provided that they are 
audited and the purpose for which they are 
maintained is complete. This holds true also for 
back-up softcopies of accounting records.  

Furthermore, the Head Office shall set-up a 
finance archive where financial documents with 
particular emphasis to project accounts are kept 
for immediate reference under the custody of a 
specific person assigned to receive documents of 
fiscal periods completed, copies of MoU and 
contracts and sort, order, label and issue for 
review / reference purposes and control the 
return of the same after use.  

2.15. Account Write-off 

 The society follows the direct write-off method to 
account for uncollectible and long overdue payables. 
Accordingly, receivables that are no longer collectible 
and payables that are no longer claimed shall be written-
off from the accounting records of the society in 
accordance with bad debts and long overdue payables 
write-off articles stipulated in this manual. 
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2.16. Drug Transfer between Drugs retail 
outlets 

When there is a need and sufficient supply of drugs in 
the store Drug retail outlets can exchange drugs needed 
in one specific area. 

3. Financial Transactions 
3.1 Transactions that are not properly 

approved and evidenced by authentic 
documents shall not be recorded in the 
accounting records. 

3.2 Only original documents will be accepted 
for accounting records. Exception to this 
shall be authorized by the Finance 
Manage, Branch Head, EDP Head and 
Training Institute Head after evaluation of 
the factors / circumstances dictating 
exceptional treatment.  
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4.  Financial Responsibility 
4.1 Board  

The Board has the following authorities and 

responsibilities with regard to accounting and 

finance: 

 Select external auditor  of the  Society and 

present it to the General Assembly for 

Approval; 

 Deliberates on the annual audit report of 

the  Society; 

 Approves the annual work plan and 

budget of the Society;  

 Decide on foreign travel per diem rate,  

 Approves the society’s accounts write-off 

  Approves the financial policy of the 

Society, 

4.2 Secretary General  

The Secretary General shall have the following 

responsibilities with regard to finance: 

 Appoints bank signatories and authorizes opening 
/ closing of bank accounts; 

 Ensures that the financial matters and the 
financial system of the Society are executed in a 
timely and in the most efficient manner; 
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 Oversees the preparation of work plans and 
budgets of the Society and the implementation 
of the same upon approval by the Board. 

 Ensures that efficient and effective internal 
control systems are in place to safeguard the 
Society’s resources. 

  Delegates authorization of payments and cheque 
signatory to regional and zonal branches; 

 Ensures that periodic (monthly, quarterly and 
semi-annual)  activity and financial reports and 
annual financial reports are prepared and 
submitted to the Board, donors and 
stakeholders;  

 Approves local travel per diem rate, 

 Ensures that audited financial reports and 
statements are prepared and submitted to the 
Board for review and deliberation. 

4.3 Finance Director  

The Finance Director, in general, is responsible 

for the proper functioning of the overall financial 

system, financial management and control, 

maintaining the accounting records, preparation 

of reports that assist the Secretary General, 

Board, Donors or other stakeholders in decision - 

making. 
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5. Cheque Signatories Attest Plan 
Subject to periodic revision, the following 
signatories and the limit thereto is recommended 

No. Operating 

Unit 

Combination Limit 

1 Head Office Secretary General with 

either Finance Head or 

DSG – Programs or DSG 

Support services or DSG 

HDRM 

Unlimited 

One of the DSGs with 

either Finance Head or  

Budget and Disbursement 

Division Head or Accounts 

Division Head 

Birr 1,000,000 

Finance Head with either 

Budget and Disbursement 

Division Head or Accounts 

Division Head 

Birr 500, 000 

2 EDP and Training 

Institute 

Secretary General either 

with EDP Heads or DSG – 

Programs or DSG Support 

Unlimited 
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DSG – Deputy Secretary General 

BRD – Branch and Resource Development 

services or DSG HDRM 

Secretary General either 

with Training Institute 

Heads or DSG – Programs 

or DSG Support services or 

DSG HDRM 

 

Unlimited 

 One of the DSGs with EDP 

Head or Admin and 

Finance Head 

Birr 1,000, 000 

 

The  Head EDP with EDP 

admin and finance head  

500, 000 

One of the DSGs with 

Training Institute Head or  

admin and finance head 

Birr 1,000, 000 

  The  TI Head with admin 

and finance head or The 

training division Head  

Birr 500, 000 
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Authorization of cheque signatory for the Branches 

(Regional, Drug retail outlets) shall be delegated by 

Secretary General.  

6. Accounting Documents and Records 
Accounting transactions are based on source 

documents that evidence occurrence of an event of 

financial nature. These documents should be 

designed in such a way as to reduce the volume of 

recording activity and to minimize errors that would 

occur otherwise. 

These forms whether automated, pre-numbered and 

printed, Xeroxed, or any other formats shall be 

strictly controlled. These documents can generally be 

categorized into vouchers (invoices), registers and 

ledgers. 

6.3 Vouchers 

Vouchers are source documents to pass 

accounting entries. Vouchers include cheque 

payment voucher, petty cash payment voucher, 

cash receipt voucher and journal voucher.  These 

documents are pre-numbered and should be kept 

under lock and their distribution needs to be 

checked thoroughly. If all operations pertaining to 

vouchers are automated, sequence control 
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should be built-in to the system and alteration of 

sequence number restricted to higher authorities 

only. 

6.3 Registers 

Registers are used to control the distribution of 

printed vouchers and to facilitate monitoring of 

status of activities. Registers may include cheque 

pad register, cheque payment register, petty cash 

payment register, stores issue voucher register, 

Goods receiving note register, delivery orders 

register, fixed asset register, etc. In the event 

these are computerized, the significance of the 

register is minimal except for recording those 

vouchers kept as a provision for system or power 

failures.  
  

6.3 Ledgers 

Accounts, whether manually maintained or 

automated, summarize changes in account 

balances. These help the preparation of financial 

statements and reports. Accounts are classified as 

control, general and subsidiary ledgers. The 

quality of the figures shown in the account 

balances should be verified periodically. In order 

to keep the accounts up-to-date transactions 

should be posted to ledgers on a daily basis.  
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7. Chart of Accounts 
The chart of accounts is the basis of an 

accounting system. The proposed chart of 

accounts was redesigned in line with the 

requirement of SAP B1 ERP system and attached 

as an annex to this manual. 

In SAP B1 the chart of account is organized by 

drawers and levels. The drawers which have been 

by defined by SAP can’t be changed. The first 

three drawers: Assets, Liabilities and Equity 

(Capital and Reserve or Accumulated Fund) hold 

the Balance Sheet Accounts. The bookkeeping 

balance of these accounts is kept from one fiscal 

year to the next. The last five drawers: Revenue, 

Cost of sales, Expenses (operating cost), Financing 

(non-operating Income and Expenditure) and 

Other Revenue and Expenses hold the Profit and 

Loss or Income and Expenditure Accounts. The 

bookkeeping balances of these accounts has to 

be cleared at the end of each fiscal year during 

the Period End Closing process. 

The Chart of accounts arranges the society’s 

general ledger accounts in a hierarchical 

structure. The top level in the structure (level 1) 

consists of sections or groups for different type of 

accounts (assets, liabilities, capital and reserves, 
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revenue and son on). The system displays the 

section as a cabinet drawer as mentioned above. 

Level 2 through 4 can contain either active 

accounts or titles that combine several active 

accounts. Level 5 contains only active accounts. 

Because only active accounts can e posted to in 

SAP Business One. In report, a title account 

summarizes all the balances of each active 

account below it. 

The customers, vendors and employee data 

balance don’t appear in the Chart of Accounts. 

Rather they are categorized as Business Partner 

and found in Business Partner Master Data. 

Hence the receivables and payables control 

accounts accumulated the employee, customer 

and vendor transactions in their balances in 

Business Partner Master Data. 

For example, when you post an A/R invoice, the 

accounts receivable account related to the 

customer is used, in addition to the customer 

accounts. 

The organization of chart of accounts follows 

Generally Accepted Accounting Principles.  

The accounts are classified into: 
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 Asset  

 Liabilities 

 Fund/Accumulated Fund  

 Sources (income), and  

 Expenses 

7.1 Cost Centers 

The major cost components of Ethiopian Red 
Cross Society are classified into core cost / 
budget and Projects budget.  

7.1.1 Core Cost/ Budget  

Core activity pertains to regular operations 
of the Society which includes the overall 
policy making, planning, assessment, 
implementation guidance, monitoring and 
maintaining relationship with international 
societies.   

The financial activity with regard to core 
program is limited to monitoring inflow of 
sources and expending the same against 
budgets. However, close monitoring as to 
budget utilization and expenditure trends is 
essential.  

7.1.2 Projects 

Projects refer to specific activities 
supported by donors which have particular 
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objective to address. Projects are resource 
and time bound.  There are instances where 
a single donor could support multiple 
projects or conversely projects where 
different donors could take part.  

The financial task with regard to projects 
involves several activities such as 
maintaining separate bank account for each 
donor (where necessary), coordination with 
program personnel to expedite project 
accomplishment, reviewing financial 
documents coming from branches as to 
appropriateness, authenticity and 
compliance to the legal frameworks, 
maintaining and managing bank accounts, 
transferring fund to projects. 

Furthermore, reporting requirements of 
donors need to be complied with due 
respect to reporting formats and reporting 
time. 

7.1.3 Program Departments 

Program departments in charge of the 
major implementation activities such as 
Disaster Risk Reduction and Disaster 
Preparedness and Response departments 
are considered as cost centers to facilitate 
cost accumulation, reporting and review of 
utilization.  
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     7.1.4      EDP Program and Training Institute 

The two institutions have semi-autonomous 
finical management system that  involves 
several activities such as maintaining 
separate bank account, make their own 
revenue and expenditure for their activity 
and program, and produce & submit report 
to the head Office.  

Part II 

2. Cash at Bank and Cash on Hand 

2.1 Cash on Hand 

2.1.1. Cash on Hand 

In the context of this manual cash refers to cash at 

bank and cash on hand. Cash on hand consists of 

collections which is to be deposited immediately 

and petty cash fund, payroll fund and fuel coupon.   

Cash consists of Birr (other currency) notes, Coins, 

cash-in-transit, cheques on hand, bank drafts, bank 

CPOs, postal orders, and fuel coupons. 
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1. Policy 

 All cash collections of the Society must be 

effected only through official pre-numbered cash 

receipts vouchers of the Society.  

 Only the receiving cashiers are authorized to 

collect cash on behalf of the Society. 

 Personal cheques shall not be accepted for 

collection unless the cheques are verified by the 

bank. 

 All cheques received from third party must be in 

the name of the Society. 

 Post-dated cheques shall not be accepted as 

collection. 

 No payment for any purpose shall be made from 

daily cash collections. 

 All daily cash collections shall be deposited in the 

Society’s bank account immediately and late 

collections not later than the morning of the 

following day. 

 Cash receipts vouchers shall be pre-numbered by 

the time of printing and uses of them needs strict 

control. 

 

 



ERCS Financial Policy and Procedure Manual 

 

42 | P a g e  
 

2. Procedures 

 The respective accountant should prepare the 

cash receipt voucher at Head Office and branches 

to effect cash collection. 

 The cashier should record all the daily cash 

movement on the basis of the day’s cash receipts 

and deposit slips, and strike the daily balance. 

 The original copy of the source documents and 

supporting documents together with the copy of 

cash receipts and the deposit slips should be sent 

to the accounts on daily basis. 

 The cashier should reconcile the cash balance as 

shown on the daily cash movement statement 

with the total cash balance in safe. Differences 

and discrepancies, if any, should be reported the 

immediate supervisor (authority) and be 

investigated. 

 The cashier prepares cash receipt for each 

collection in three copies and the distributions 

are as follows: 

 

1. Original copy to the payer 

2. First copy to the accounts 

3. The second copy remains with pad. 
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3. Internal Control over Cash Collection 

 Cash receipt pads shall be checked for 

correctness on receipt from printing and shall be 

kept under the custody of senior accountant / 

Admin. & Finance Head/ under lock and key. 

 Used cash receipt pads shall be verified (by an 

accountant). The used pads shall be kept under 

the custody of the Accounts Head at Head Office 

and the Admin. and Finance Head at regions and 

zones. . 

 A register shall be maintained to record receipt 

and issuance of cash receipt voucher pads. Only 

one pad shall be given to the cashier or collector 

at a time. 

 A new cash receipt pad must be issued after 

ensuring complete use of the previous cash 

receipt voucher pad. 

 The issuance of cash receipts vouchers should 

follow the sequence number of the vouchers. 

 During a fiscal year it is appropriate to conduct 

surprise cash counts by a senior accountant or a 

designated person. 

 At the end of a fiscal year a physical count of cash 

should be taken and the result must be compared 

with the records. 
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 All cash-in-transit and in safe box must have an 

insurance coverage. 

 Cash collections should be kept in a safe, if 

possible in a separate room and dependable lock 

until it is deposited to the bank. 

 Cashiers are under obligation not to keep third 

parties money in safe box. Any third party money 

found so should be confiscated and a cash 

receipts voucher must be issued. 

 

2.1.2. Petty Cash Fund       

A petty cash is a fund maintained on 

replenishment basis intended to make cash 

available for small expenditures.  

 

A. Policy 

 The petty cash should be an imprest fund which 

should be replenished from time to time. 

 The float amount of petty cash fund is Birr 50,000 

for Head Office, Birr 15, 000 for Training institute, 

Birr 5, 000 for EDP, Birr 3,000.00 for pharmacies 

and drugs shop, and Birr 10,000 for regional 

offices and zones. However, the float amount 

shall be revised and adjusted from time to time 

with the approval of the Deputy Secretary 

General – Support. 
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 All payments made out of petty cash shall be 

supported by tangible source documents. 

 Any one payment made out of petty cash shall 

not exceed Birr 5,000 at Head Office and Birr 

1,500 at Training Institute, Birr 750 at EDP, Birr 

500 at pharmacies, and Drug Shops and Birr 3,000 

at regional or zone offices. However, these limits 

may be adjusted and increased from time to time 

depending on the volume of transactions with the 

approval of the Deputy Secretary General – 

Support Services.  

 All petty cash payment vouchers shall be pre-

numbered and the supporting receipts shall be 

attached to each voucher.  

 The petty cash fund shall be established at the 

beginning of the fiscal year, and closed at the end 

of the fiscal period. Furthermore, the petty cash 

fund may be closed when the cashier goes on 

leave, resigns, terminates contract of 

employment or as and when it becomes 

appropriate. 

 Petty cash replenishment should be authorized 

by Finance Director or any one of Division Head 

(Budget and Disbursement Division Head or 

Accounts Division Head) at HQ. For EDP and TI it 

should be authorized by entity’s Head or Finance 
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and Administration Division Head and Branch 

Head at the branch (region and zone) and Drugs 

retail outlets. 

 Advance payment for suppliers from petty cash is 

strictly forbidden without authorization of the 

Finance Director at the Head Office, Finance and 

Administration Division Head at EDP and Training 

Institute level, and the Admin. and Finance Head 

at regions / zones.  

 Advance payments made from the petty cash 

fund in the form of suspense should be cleared 

within 7/seven days and advance payment for per 

diem should be cleared within seven days after 

the traveler return back to his/her office. 

 The petty cashier should be provided with a safe 

and the full amount of the fund must be insured. 

The fund must be kept separately. 

 Where the balance in the petty cash fund falls to 

about 25% of the float, the cashier shall submit a 

request for replenishment of the fund. 

 

B. Procedures 

 The petty cash fund shall be established in the 

name of the cashier. The entry being 

 Debit:  Petty cash fund by the name of petty cashier 

       Credit:     Cash at Bank 
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                  (For petty cash establishment) 

 The petty cashier should prepare petty cash 

payment voucher on the basis of authorized, 

complete, and authenticated and relevant source 

documents. Before effecting payment, approval 

must be obtained as per the attest plan as shown 

in table 1.  

 Before making payments, the petty cashier 

should examine that 

 the amount requested is within the 

limit of the petty cash, 

 it is signed / approved by the 

responsible person, 

 previous advance, if any, are cleared 

 The petty cashier should register the petty cash 

vouchers daily on the petty cash register and 

summary statement and rule the balance of the 

statement at the time of replenishment. 

 At any time, the sum of the petty cash on hand, 

the paid documents and the suspense should be 

equal the float amount of the petty cash 

established. 

 A senior accountant at the Head Office and an 

accountant shall check as to the correctness and 

proper approval of the payments made from the 

petty cash fund and then prepare a cheque in the 
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name of the petty cashier for the total amount of 

the petty cash paid and stamp all the paid 

vouchers and related source documents 

“replenished “with proper cross referencing. 

 Accounting entry at the time of petty cash 

replenishment is  

     Debit: expenditure (by types of expenditure) 

     Debit: Advance payments (unclear advance) 

           Credit:   cash at bank 

C. Internal Control over Petty Cash Fund     

 The petty cash fund should be kept separately 

from other cash collections and funds. 

 Changes to the petty cash float amount and 

payment limit per transaction shall be approved 

by the Deputy Secretary General – Support at the 

Head Office. 

 Advance payment from petty cash is strictly 

forbidden. Unless exception to this provision is 

authorized by the Finance Director at the Head 

Office, Heads of EDP and Training Institute or 

Region / Zone branch Heads.  

 The petty cashier should not have access to 

accounting records. 
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 Finance personnel other than the petty cashier 

should review the correctness of all supporting 

documents and proper approval of the payments 

made from the petty cash fund before 

replenishment. 

 Surprise cash count should be conducted during a 

fiscal year (as found appropriate) by a senior 

accountant or designated person.   

 At the end of a fiscal year the petty cash fund 

should be closed and show nil balance.  

2.1.3 Payroll Fund 

Payroll fund is a fund drawn for monthly payroll 

payments of staffs whose salary is not paid through 

bank. 

A. Policy 

                  Payroll Activities schedule  

No. Activity Schedule Operating 

Unit 

Responsibility 

1 Providing 

payroll data to 

Accounts 

24th of each 

month 

Head Office, 

including 

training 

Institute,  

Personnel Division, 

Admin. & Finance 

Head at EDP, and TI.  

Head of a Drugs 
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EDP, Drugs 

retail outlets, 

Regional and 

Zonal Branch  

outlets and Admin 

and Finance at 

branch level 

2 Preparing 

payroll 

25th of each 

month 

Head Office, 

including 

training 

Institute,  

EDP, Drugs 

retail outlets 

, Regional 

and Zonal 

Branch 

Designated 

Accountant 

3 Checking 

payroll 

26th of each 

month 

Head Office, 

including 

training 

Institute,  

EDP, Drugs 

retail outlets 

and Regional 

and Zonal 

Branch 

Budget and 

Disbursement  

Head, & Finance and 

Admin Div. Head 

and Head of Drug 

Retail outlets 

4 Approving 

payroll 

26th - 27th of 

each month 

Head Office, 

EDP- Drugs 

Finance Director, 

EDP head, Training 
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retail 

outlets& 

Training 

Institute 

Head Office, 

including 

training 

Institute,  

EDP, Drugs 

retail outlets, 

Regional and 

Zonal Branch 

Institute Head, and 

Branch Heads 

5 Paying payroll 27th of each 

month 

All Units Cashier 

 

B. Procedure 
 HR department at Head Office and Admin. and 

Finance Division at Region / Zone should provide 

monthly summary of relevant payroll data such as 

list of new employees, employees dismissed, 

salary increment, deductions, if any, etc. on or 

before 24th of each month. 

 The accountant in charge should prepare payroll 

sheet of staffs by the 25th of every month and get 

approval by the Finance Director at Head Office, 
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Zone Secretary at Region and Branch Manager at 

Zone by the 26th of every month. 

 After approval of payroll sheet by the concerned 

person, the accountant in charge should initiate a 

payment request in the name of the cashier for 

the net amount of the payroll (staff not paid 

through bank). 

 On the basis of the payment request and the 

attached payroll, the accountant should prepare 

a cheque payment voucher in the name of the 

cashier. 

 The amount of payroll fund withdrawn from bank 

should not exceed the net amount of the payroll 

prepared during the month. 

The journal entry for payroll fund drawn  

    Debit:   Payroll fund (name of cashier) 

      Credit: Cash at bank 

 Salary is paid on the 27th of each month in the 

Ethiopian calendar. If 28th day falls on Saturday 

and Sunday the payment will be effected on 

Friday. 

 The cashier should effect payment upon 

presentation of pay slip and photo identification 

card, and obtain signature of employees.  
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 Salary cannot be paid by proxy unless a written 

consent of the employee or without legal court 

order. 

 After payment of the payroll for 7 days, 

unclaimed salary should be deposited to bank. 

The cashier then hands over the paid payroll 

along with the deposit slip to accounts.   

 

2.1.4. Fuel Coupon 

Fuel coupon or electronic card such as Abysinia Fuel 
Card refers to a medium of payment, which is 
procured from oil companies and through which 
payment for fuel purchased is effected. It should be 
noted that the coupon or the electronic card 
arrangement shall be concluded with an oil company 
having better distribution of dealers. 

 
A. Policy  

 The fuel coupon, as a fund, shall be maintained 
on an “imprest” system. 

 The fund shall be established by the initial 
purchase of fuel coupon. 

 The float amount for fuel coupon for Head Office 
is Birr 50,000, for EDP Birr 20,000.00, for Training 
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Institute Birr 30,000.00 and Birr 15,000 for 
Regions and Zones.  

 The Logistics Department Head shall periodically 
review and determine the amount of the float for 
the coupon fund. Periodic revision to the fuel 
coupon float amount shall be approved by DSG - 
Support. 

 For EDP and Training Institute, the revision of 
float amount for coupon fund shall be made by 
Finance and Administration head of respective 
organization and approved by the respective 
heads of the organizations. 

 For zonal and regional branches, the head of 
finance and administration shall revise the float 
amount of coupon fund and present it to branch 
head for approval. 

B. Procedure 

 To establish the fuel coupon, a cheque is 
prepared for the float amount in the name of the 
supplier. 

 The entry for the amount of the fund 

Debit: Fuel Coupon Fund            xxxxx 

Credit:      Cash at Bank                      xxxxx 

(To record cash drawn for coupon payment) 
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 The fuel coupons shall have different or a 
combination of denomination of values for ease 
of use. 

 A request to withdraw coupon shall be made 
using a form that shows vehicle plate number, 
user department (program/ project), distance 
travelled or to be travelled, kilometer reading, 
etc. 

 General Service and Property Administration 
Division shall check the request and initials for 
approval while the final authorization rests on the 
Logistics Department Head and Finance and 
Admin heads at EDP and Training Institute. 

 When the balance reaches about 20% of the fund 
the cashier shall initiate request for 
replenishment. The replenishment request shall 
be equal to consumed portion of the fund. 

Entry: 

 Debit:   Fuel expense (per cost center) xxxx 

         Credit:            Cash at bank         xxxx 

(To record fuel fund replenishment) 

C. Internal Control 

 Fuel coupons or automated cards shall be kept in 
safe box with the cashier and locked. 
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 The denomination of the fuel coupons shall be 
reviewed periodically in light of prevailing fuel 
price.  

 At any one time, the sum of the coupons on hand   
(not used) plus the authorized and issued (for 
consumption) should tally with the float balance. 

 The General Service and Property Administration 
Division should maintain a detailed register book 
that shows consumption and mileage per vehicle. 

 A detailed register book that shows consumption 
and mileage per vehicle shall be maintained by 
EDP’s Administration and General Service Head 
and by Logistics and HR Officer for Training 
Institute. 

 The request for replenishment shall be supported 
by summary of the actual consumption per 
vehicle. 

 The consumption report shall be prepared in 
three copies. The distribution of which is  

For Head Quarter: 

 Original for General Service and Property 
Admin. Division   

 One copy for  Finance Head,  

 One copy for logistics Head 
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  For EDP: 

 Original Admin and GS  

 Copy for Finance and admin division Head 

    For Training Institute: 

 Original for Logistic & HR 

 Copy  for Administration & Finance Division 
Head  

For Regional and Zonal branch 

 Original for Branch Head  

 Copy for Finance and Administration Head,  

 The Logistics Department Head and the Head 
Finance and Admin division of EDP, and Training 
Institute shall make thorough review of the 
report before approving the request for 
replenishment. Surprise count of the fuel 
coupons is an essential dimension of the internal 
control while year-end physical count of the fuel 
coupons is mandatory.  

2.2 Cash at Bank 
Cash at bank represents all cash balances at 

designated banks including current (designated for 

specific activities, donors, projects or core 

activities), saving and time deposit accounts, 

blocked accounts, treasury bills and bonds. The 
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Society may also maintain one or more bank 

accounts of similar nature as found appropriate. 

The underlying practice regarding cash at bank is 

that all cash receipts are deposited intact into the 

bank accounts and all payments are made by 

cheque or equivalent documents.  

A. Policy 

 The opening or closing of bank accounts, 

appointment or removal of the signatory status 

and defining the limit is the authority of the 

secretary General and DSGs.  

 For each donor based project a separate bank 

account should be maintained if necessary. 

 At the close (winding up) of a project the bank 

account may show remaining balance. Such 

balance should immediately be communicated to 

the donor as to transfer the balance to other 

projects supported by the donor or utilize the 

balance to cover activities which are important to 

the Society. 

 In any case donor supported bank account 

balances that remained inactive for two years 

shall be transferred to the Society’s core budget 

account with due notification to the donor.   
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 Two signatories, as defined in the attest plan, are 

required for all payments which are effected 

through cheques, transfer letters, bank drafts and 

bank CPO’s. 

 All cash disbursements above Birr 5,000 (Birr Five 

Thousand) at Head Office, Birr 1,500 at Training 

Institute, Birr 750 at EDP, Birr 500 at pharmacy 

and Drugs Shop and Birr 3,000 (Birr Three 

Thousand) at Region / Zone shall be paid by 

check. 

 Depending on the actual circumstance bank 

account balances may be maintained at woreda 

branch level whose balance is transferred (leaving 

nominal balance) to zone bank account on a 

monthly basis as per standing instruction of the 

Society. 
 

B. Procedure 

 A pre-numbered cheque payment voucher is 

prepared based on approved source documents, 

which contains the detail of the transaction, 

before issuance of a cheque. 

 Payment request form should be filled by the 

user to initiate a cheque payment and be 

approved by the department head of the budget 

holder. 
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 A payment request and payment authorization 

slip should be prepared on the basis of approved 

source documents. 

 A payment authority should be approved 

/authorized before preparation of the cheque 

payment voucher and issuance of the cheque.  

 A cheque must be signed by authorized 

signatories and handed over to the recipient 

against an official receipt or signature for receipt 

in the space provided. 

 Cheque prepared and not paid within 30 days 

shall be cancelled. 

 Cheques issued and that remain outstanding for 

more than six months should be reversed as they 

are stale cheques. 

 Supporting documents evidencing cheque 

payments shall be stamped paid and cross-

referenced with the cheque payment voucher. 

 Used cheque stab should be kept in a safe place 

to make it available in case of requirement by 

external bodies such as external auditor and 

others as the case may be. 

 All deposits to bank may take the form of cash, 

cheques, drafts, telegraphic or mail transfers, etc, 
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and appropriate evidence as to the amounts must 

be attached to support the deposits.  

 Cash or cheques that are directly deposited to the 

bank by outsiders should be substantiated by 

appropriate bank advices and recorded using a 

journal voucher. 

 Bank deposit slips, credit and debit advice, 
transfer receipts serve as source document in 
journalizing the transactions. 

 All bank debit and credit advices are to be 
recorded on the bankbook and then journalized. 

 The cashier should endorse all cheques received 

from third parties with” for deposit only” 

immediately upon such receipts. 

 Cancelled cheque must be marked “cancelled 

“and void cheques must be marked “void” and 

kept stapled with the cheque pad. 

 Whether manual or an automated accounting 

system is in use bank register book shall be 

maintained for each bank account to facilitate 

follow-up of daily bank balance.  

 The accountant shall prepare weekly cash 

position report and submit the same to the 

Finance Director and Program Heads every 

Monday. 
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C. Internal Control 

 Request for new cheque pads should be made at 

appropriate time in order to avoid running out of 

cheque leaves. 

 Cheque pads shall be collected from banks by 

authorized persons or cheque signatories only. 

 Upon receiving cheque pads, the number of 

cheque leaves in the cheque pad should be 

counted to make sure that they are in the right 

order. 

 If cheque leaves are missing from the cheque 

pad, bank officials should be notified immediately 

in order to prevent the possibility of cashing the 

missed cheque. 

 Check if all cheque leaves are stamped as to the 

bank branch on the face of every cheque leaf. 

 Cheque should be prepared in the name of payee 

only. 

 Cancelled cheque must be marked “cancelled” 

and void cheques must be marked “void” and 

kept stapled with the cheque pad. 

 Under no circumstances shall blank cheques be 

signed by any of the bank signatories. 
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 Unused cheques shall be kept safely under lock 

and key under the responsible person. 

 The accountant should make sure that cheques 

that bear amounts in excess of the cash balance 

at the specific account are not issued. Hence, the 

cheque stub balance should reflect a reasonable 

bank account balance as adjusted to transactions 

not recorded. 

 The designated senior accountant/accountant 

should prepare monthly bank reconciliation. The 

account division head at Head Office, the division 

Heads of Finance and Admin at EDP and Training 

Institute must review monthly bank reconciliation 

statement,  

 At regional and zonal office, the branch Finance 

and Administration Head must review monthly 

bank reconciliation statement of the branch 

office and Drug retail outlets, 

 Branches are required to send monthly bank 

reconciliation along with copy of the bank 

statement within fifteen (15) days of the end of 

the month. 

 Splitting up of a single payment and writing 

several cheques, unless the amount exceeds the 
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maximum limit of cheque payment, for a single 

transaction is forbidden. 

Note: Unused cheque should be kept under the 

custody of the accountant designated for this 

purpose and the preparation of cheque based on 

approved payment vouchers should be handled by 

another accountant at head office level, Branch, 

Training Institute, EDP and Drugs Outlets. 

2.2.1. Bank Transfers 

Banks may be instructed through letters to effect 
payments to third parties or to transfer cash between 
accounts of the Society (intra account transfers). 
Transfer letters are in effect equivalent to cheques. 
Thus, the letters must be signed by persons 
authorized to sign cheques and within the limit 
thereof.   

A. Procedure 

The procedure for cheque payments shall also apply 
to transfers. 

B. Internal Control 

The internal control for cheque payments shall also 
apply to transfers. 
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2.2.2. Bank Advices 

Bank advices are produced by banks that maintain 

current accounts in order to evidence an increase 

(credit advice) or a decrease (debit advice) in the 

account balance of the holder. 

Bank advices are used as evidence for funds 

transferred from the Society   head office to the 

regional office’s accounts or from regional office 

accounts to head office and from the partner’s or any 

donor. Add to this, bank advices along with transfer 

letters evidence Intra account transfers. 

A. Procedure 

 Assign the cashier or someone to collect bank 

advices and bank statements from banks and for 

respective bank accounts. 

 Verify that the advices collected pertain to the 

transactions made by the Society. 

 After verification and satisfaction as to 

correctness of the advices, the credit and debit 

advices or transfer receipts shall serve as a source 

document for journalizing transactions. 

 The verified debit and credit advices must be 

recorded on the bank-book and then journalized. 
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B. Internal Control 

 Ensure that all advices that evidence a 
transaction are collected in a timely manner and 
are filed properly for future reference. 

 Seek explanation from the respective bank for 
advices, which are not adequately explained. 

 The Accounts Division Head at Head Office, the 
division Head Finance and Admin at EDP and 
Training Institute and the Admin. & Finance Head 
at Region / Zone shall check and ensure that 
amounts shown in advices are not carried - over 
from month-to-month as reconciling items. 

2.2.3. Bank Reconciliation 

Banks normally prepare bank statements monthly. 
The balance shown on the bank statement may not 
agree with the record maintained by the Society.  

Some of the reasons for the differences are  

 Cheques issued but not presented to the 
bank (outstanding cheques). 

 Deposits made (recorded in ERCS Ledger) 
but not shown in the bank statement 
(deposit in transit / outstanding deposit). 
This usually occurs when deposits are made 
on the closing days of the month. 
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 Bank charges deducted by the bank. Banks 
produce and provide (the client) debit 
advices to evidence such deductions. 

 Bank credits or collections made on behalf 
or refunds made by the bank (recoded by 
bank but not by ERCS).  Banks produce and 
provide (the client) credit advices to 
evidence such increases on the account 
balance. 

 Cost of cheque book. Banks do not produce 
or provide a document to evidence a 
deduction in relation to the cost of a cheque 
book. 

 Error on either or both sides.   

A. Procedure 

 Bank reconciliation should be prepared on a 
monthly basis as soon as bank statement is 
received from the bank. 

 Compare cheque payments made during the 
month with those shown in the bank 
statement.  Note cheques issued but not 
shown in the bank statement. Make list of 
outstanding cheques. 

 Compare cheques outstanding during 
previous periods with charges shown in the 
current bank statement. This would clear list 
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of outstanding cheque shown in the previous 
months. 

 Compare deposit shown on the bank 
statement with deposits made during the 
month. Note deposits made and not shown in 
the bank statement. Make list of outstanding 
deposits. 

Caution: deposits-in-transit should normally pertain to 
end of the month deposits or cheques that 
require clearance from other banks. 
Otherwise, make proper investigation of 
such discrepancy. 

 Reverse cheques outstanding for more than 
six months as they are stale cheques. 

 Start with the balance shown in the bank 
statement, add outstanding deposits deduct 
outstanding cheques and arrive at the 
adjusted bank balance. 

 If difference prevails check the matter with 
the respective bank.  

B. Internal Control 

 Bank statements should be collected from bank 
by cheque signatories or persons specifically 
designated to collect the statements. 

 Bank reconciliation should be prepared at the end 
of every month by an accountant who is not 
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involved in cheque preparation and recording 
(maintenance) of the bank-book. 

 Bank charges or credits as shown in the bank 
statement and which are evidenced by credit or 
debit advices should be journalized. 

 Bank reconciliation shall be checked by the 
Accounts Division at Head Office and by Finance 
and Administration Head at Region / Zone, EDP, 
Training Institute and Drug outlets. 

 Differences that involve the bank or transactions 
that do not pertain to the Society should be 
notified to the respective bank immediately. 

 All bank reconciliation statements should be filed 
and kept for future references and audits.  

 Quarterly financial reports of branches and drug 
outlets must contain bank reconciliation along 
with copy of bank statement.                       

 

Part III 

3.1 Receivables 
 

Receivables in the case of ERCS pertain to money due 
from customer,  staff or volunteers to whom advances in 
the form of cash, medicine or medical supplies, other 
items or services etc. are made. Furthermore, 
receivables may include project advances, working 
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advances, travel advances, staff loan, and sundry debtors 
at ERCS Head Office or Regions / Zones, EDP and TI.  
 

3.1.1. Staff Debtors 

Salary loans and advance payments to employees in 

connection with particular task either related to core 

cost or programs are classified as staff debtors. Such 

loans and advances needs strong follow-up for proper 

settlement.  

3.1.2. Staff Working Advance  

A. Policy 

 Working advance shall be approved by the 
budget holder department head.  

 Working advance is paid for work which is to be 
conducted outside ERCS’s offices. Working 
advances can be paid in cash or bank drafts. 
However, working advance should preferably be 
disbursed by bank drafts to be drawn at the 
nearest bank wherever available. 

 Working advance should be settled within 7 
(seven) days after returning or accomplishment 
of the given task. Failure to do so shall result in 
the holding of the respective employee’s salary of 
the immediate month.  

 Unless specifically approved by the Finance 
Director at Head Office, branch heads at regions 
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and zones, EDP Head and TI Head, paying 
additional working advance before settlement of 
previous advance is strictly forbidden. 

 Partial settlement of working advance is not 
allowed. If there is a justifiable case, arrangement 
should be made to collect the remaining 
unsettled balance from monthly salary of the 
employee. 

B. Procedures 

 All working advances must be supported with 
appropriate request initiated by the concerned 
staff and approved by the budget holder. 

 Amount requested as working advance should 
reasonably take into account the volume of work, 
duration and cost estimates. 

 Working advances are paid through bank drafts 
or cheques. Petty cash funds should not be used 
to meet requests for working advance as it would 
tie-up the petty cash and makes it difficult for 
follow-up and control. 

 Based on approved request, the accountant 
prepares a cheque or an instruction to the bank 
to prepare bank drafts whichever is appropriate. 
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3.1.3. Per diem Advance    

A. Policy 

 Per Diem shall be given to the employee to 
compensate for extra expenses incurred due to 
board and lodging on occasional trips outside of 
the place of assignment. 

 All local and foreign travels must be supported by 
budget and authorized by concerned officials.  

Travel authorization schedule:  
 

No. Operating 
Unit 

Travelling 
person 

Authorizing Official 

1 Head Office Board President 
and Board 
Members 

Secretary General 

Secretary 
General 

National Board President 
/ Deputy 

DSGs and other 
Managers 
directly 
Accountable to 
SG 

Secretary General 

Department 
Heads 

Respective DSGs 

Division Heads Department Heads 
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Other Staff Department Heads 

2 Region Region Board 
chairperson and 
board members 

Regional Branch Head 

Regional Branch 
Head 

Region Board chairperson 
/ Treasurer 

Program Heads, 
Admin. & 
Finance Head 

Regional Branch Head  

Other Staff/ 
Drug Drugs retail 
Drugs retail 
Drugs retail 
outlets 

Regional Branch Head 

3 Zone Zone Board 
chairperson and 
members,  
Woreda 
chairperson  and 
members 

Zone Branch Head 

Zone Branch 
Head 

Zone Board chairperson / 
Treasurer 

Program Heads, 
Admin. & 
Finance Head 

Zone Branch Head 

Other 
Staff/Drugs 

Zone Branch Head 
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Outlet 

4 EDP/TI Head of EDP 

Head of TI 

 DSG Program 

DSG HDRM 

Other staff 
including 
division heads 

EDP Head  

TI Head 

5 Drugs retail 
Outlets 

Pharmacy Head 
or Drugs Shop 
Head 

Branch Head 

Other Staff Pharmacy Head or Drugs 
Shop Head 

 
 The local per diem rate shall be in accordance 

with HR manual and benefit policy of the Society 
or shall be decided by board considering the 
living cost of the country, 

 Perdiem rate both for local and foreign travel 
shall be reasonable and fair. Add to this, the 
payment shall consider the hardship and 
challenges of travel. Hence, the Board shall 
decide on a reasonable rate for foreign travel 
which is subject to periodic review. SG (executive 
management) shall decide on local travel per 
diem rate. 

 Foreign Trip Allowance for overseas travel shall 
include such expenses for meals and lodging and 
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be paid at rates which is to be decided by the 
Board.  

 Under normal circumstances, overseas trip rates 
vary according to the cost of lodging and 
accommodation of the particular geographical 
region and the specific country.  

 In cases where travel costs are covered by the 
host, the traveler shall be provided with 30% of 
the per diem approved for the respective country 
for travel related expenses. 

 Other expenses and requirements of 

overseas travel are 

 Airport departure charges and similar 
regulatory charges paid by employees in 
connection with the business trip are 
reimbursable to the staff 

 The Society will arrange and pay for all 
local expenses related to visa, passport, 
and medical formality processes in 
connection to the business trip 

 Charges for excess luggage shall be 
covered by the traveler 

 Upon completion of the travel the traveler should 
fill the travel advance clearance /redemption 
form and settle the advance payments related to 
the travel. 

 In any event where a staff member spends more 
time in the field than originally allowed, he/she 
should provide acceptable documentation for the 
delay in order to claim additional per diem 
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 All travel advances must be cleared fully within 
7/seven/days after returning of the staff from the 
trip 

 The society shall take appropriate administrative 
measures on advances not cleared or remaining 
balance on the employees not yet settled. 

 By no means additional travel advance be given 
to the traveler before settling the previous travel 
advance. 

B. Procedures 

 For all perdiem advances appropriate request 
must be initiated by the concerned staff and 
approved by the budget holder. 

 Based on approved request, the accountant 
prepares a cheque or an instruction to the bank 
to prepare bank drafts whichever is appropriate. 

 As defined the procedure for petty cash, payment 
of perdiem advance from petty cash fund is 
forbidden, because it is not controllable and 
manageable.  

 The accountant shall deduct the monthly 
installments from payroll until the receivable 
related to advance amount is fully paid. 
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3.2 Project Advances 
Cash advances are made for projects /programs that 

are to be implemented at branch levels. 

A. Policy 

 The advance should be made on the basis of the 

approved budget. 

 Advances to be made to implementing branch 

office should follow the modality in which the 

head office enters into agreement with the 

donors. 

 Advances to branch office should be made with 

the authorization of the concerned program 

department. 

 On the basis of the approved budget and 

authorization of the concerned program 

department, the finance department should send 

the working advance in line with activity schedule 

and relevant cost breakdowns. 

 Request for additional working advance should be 

lodged when 80% of the balance is utilized. 

 For new projects first working advance will be 

released without any preconditions and 

settlement requirement. 

 For on-going projects, additional fund is released 

only on clearance of previous project advances. 



ERCS Financial Policy and Procedure Manual 

 

78 | P a g e  
 

Quarterly reports, especially, the preceding 

quarter report is requirement for subsequent 

round of fund releases. . 

 Each implementing branch should settle the 

working advance received by producing 

legitimate documentary evidence and 

summarizing documents in line with budget 

breakdowns and expenditure category.  

 Expenditures or invoices which are not stated in 

the budget breakdowns and not related to the 

program are not acceptable for advance 

settlement. 

 Without the approval and authorization of the 

Head Office, inter-program borrowing of fund is 

strictly forbidden. 

 Inter-branch transactions due to the delivery of 
goods on credit and expert services (if any) and 
cash borrowing should be properly recorded and 
such accounts must regularly be settled or 
reconciled. 

 Quarterly statement of account must be 
exchanged between the branches and any 
difference reconciled. 

 Each branch should maintain a separate bank 

account for each project. 
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B. Procedures        

 The concerned program department should 

initiate request of working advance on the basis 

of approved budget. 

 Based on  the working advance request ,the 

Finance department 

 Verifies whether the request is on the 

basis of budget or not 

 Issues cheque or bank transfer letter to 

effect  a working advance transfer 

 inform regional or branch offices about 

transfer of advances and proper utilization 

of the fund 

 If things are in order Finance Department should 

complete the transfer within shortest possible 

time of receiving the request. Delays for any 

justifiable reason in transferring working advance 

should be communicated to the concerned 

program department immediately. 

 Request for reimbursement of working advance 

are accompanied by documents evidencing 

expenditure. Should there be documents which 

are not acceptable the documents shall be 

returned to the project site stating the reason of 

rejection. 
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 The reimbursement request less amounts 

pertaining to rejected documents shall be sent to 

the project. 

C. Internal Control over Branch Advance        

 Ensure that payments from project advance are 

in line with the budget items, activities and 

objects of expenditure 

 Enforce that payments shall only be effected 

against duly authorized payment requests. 

 Where possible make visits and check physical 

activity reports against project objectives and the 

status of performance thereto. 

 Where suppliers are involved verify that the 

suppliers are legally registered, have duly 

renewed business license and provide the 

appropriate VAT or ToT receipts along with fiscal 

receipts (where available). 

 Verify that supporting documents are complete 

and authentic. 

 Ensure that supporting documents are properly 

explained as to project, activity and objects of 

expenditure i.e. to make the documents self 

explanatory. 

 Complete document coding before sending to the 

National Head Quarter.  
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 Observe that timely compilation of documents 

and ensuring completeness expedites the overall 

project performance and reduce unnecessary 

back and forth flow of documents. 

 Clarify matters with the Project accounts staff 

where there are ambiguous or un clear matters 

before effecting disbursement.      

 

Flowchart of Fund Transfer Process 

Activity   Responsible

  Tasks checklist 

 

    

 

 

 

 

 

 

 

 

Request for initial working 

advance transfer 
Concerned 

program 

department 

1. Fund is available 

2. Budget is provided 

3. Check activity 

schedule 

4. MoU is sent to Finance 

 

 

Receive request for 

initial working 

advance transfer 

Finance Department 

/ project accounts 1. Fund is available 

2. Budget is provided 

3. Amount is in line with 

activity schedule 

Request is 

accepted 

or rejected 

Rejected 

Accepte

d 

 

Finance 

Department / 

Project accounts 

Finance 

Department / 

project accounts 

Notify concerned 

department 

within 24hrs 

Notify 

concerned dep’t 

within 24hrs 
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Project progress review 

session (1hr appraisal session 

every Monday between 11-

12am) 

Transfer fund 

within 24hrs Finance Department; 

Program Department  

Logistics Department 

1. Status reviewed 

2. Bottlenecks discussed 

3. Course of action 

mapped 

Another round of Fund 

request received from branch 
Concerned 

program 

department 

1. Check with activity schedule 

2. Check with budget 

3. Confirm and pass to finance within 2 days 

Additional round of fund 

request received from program 
Finance Department 

/ Project Accounts  

1. Check with budget 

2. Check document for   

3. legality, correctness, 

authenticity 

Documents 

are accepted 

or rejected 
Rejected 

Finance 

Department / 

Project accounts 

Notify concerned 

department / project within 

24hrs & transfer fund for 

accepted portion 

 

1.  

Transfer fund 

within 24hrs  

Notify concerned 

dep’t/project 

within24hrs & transfer 

fund for accepted 

portion   
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Explanatory Note to the Flow Chart  

1. Need assessment is carried out by experts and 

possible intervention areas are identified 

2. Project document is prepared for the identified 

priority issue or concern 

3. MoU is signed with specific donor or donors. The 

MoU clearly stipulates project objectives, target 

group, activity schedules, cost components and 

reporting requirements. 

4. The department in charge of the project 

implementation forwards copy of the MoU to 

Finance Department 

5. Fund is released by the donor (in line with activity 

schedule and cost components thereto) and is 

deposited to the bank account maintained at the 

National Head Quarter. 

Accepted 
Finance 

Department / 

Project accounts 

Transfer fund within 

24hrs 

Periodic report 

requirement  

Finance 

Department / 

Project accounts 

1. Periodic report per donor 

requirement 

2. Regular report per reporting 

schedule defined in the policy part 

3. Check document for  legality, 

correctness, authenticity 

Transfer fund 

within 24hrs  

Project report 

requirement  
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6. Initial working advance release request is lodged 

by the concerned program department 

7. Upon receiving the initial working advance 

release request, finance department verifies 

whether the request is in line with activity 

schedule and the budget provided. 

8. If request is in line with the MoU and activity 

schedule, fund is released within 24 hours. 

Otherwise, discrepancy should be notified to the 

requesting department within 24hours. 

9. During the course of implementation various 

challenges may be encountered here and there. 

In order to address such matters a review session 

of one hour is held every Monday. 

10. The members of the review session are program 

heads, Finance department head and logistics 

head having project accounts head as explainer. 

11. Focus of the discussion is on problem or 

bottleneck. Alternative solution and 

recommendation are drafted. Where the 

proposals require higher level authorization the 

proposal is submitted to DSGs for immediate 

decision. 

12. Financial documents pertaining to a given project 

are sent to program heads for verification and 

endorsement.  
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13. The documents sent must adhere to the points 

discussed in the internal control of branch 

advance.    

14. Project finance verifies project documents in line 

with the MoU. If satisfied releases fund within 24 

hours of document receipt.  

15. Periodic activity and financial reports are 

prepared for the consumption of management 

and donors.  

 

Note: The reporting requirement of the donor as 

stipulated in the MoU shall be respected at all times.  
 

Accounting Entries 

A. Accounting entry for Project Fund Transfer 

 Accounting entry for project advance transfer 

from the Head Office to regional (head office 

books of accounts) 

           Debit:   Working Advance by name of project/branch/region 

Credit       Cash at bank – Specific Project Account 

 Accounting entry for project advance transfer 

from  Head Office to regional or branch offices 

(regional/branch office books of accounts) 

       Debit:  cash at bank (project account) 

           Credit:  Head Office payable (by name of project) 
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B. Accounting entry when settlement 

documents are sent to Head Office 

/regional /branch office 

 Accounting entry when advance settlement 

documents are received from region at Head 

Office (Head Office books of accounts) 

Debit:  Expenditure (by type of object of 

expenses) 

 Credit:  Working advance by name of 

project/branch /region 

 Accounting entry when advance settlement 

documents are sent from region to Head Office 

(Region / branch books of accounts) 
 

  Debit:  Head office payable (by name of project) 

     Credit:  Cash at bank (project account) 

C. Accounting entry when the region or 

branch effects payments to the projects 

    Debit:  expenditures (project)               

          Credit:  cash at bank (project) 

  d) Accounting entry when there is an inter-project 

borrowing and settlements (between funds that 

are financed by the same donor). This is exercised 

only upon approval and authorization by DSG - 

support. The entries will be 
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D. Accounting entry when borrowing made 

In the books of the lending project the following entry 

would be passed: 

     Debit:  Accounts receivables (by name of project) 

       Credit:   Cash at bank  

      In the books of the borrowing project the following 

entry would be passed: 

      Debit:  Cash at bank 

       Credit: Accounts payable (by name of lending fund) 

E. When loan is settled 

         In the books of the lending project the following 

entry would be passed: 

           Debit:  Cash at bank 

                 Credit:  Accounts receivables (by name of project) 

       In the books of the borrowing project the following 

entry would be passed: 

              Debit: Accounts payable (by name of lending fund) 

                    Credit:  Cash at bank 
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F. Drug Transfer between Drugs retail 
outlets. 

 If one of Drug Retail outlets face drug shortage, it can 
borrow from the other Drug Outlets having sufficient 
stocks. In this case the requesting Drugs retail outlets 
should present its request in writing to branch secretary 
(lending) and get approval for borrowing. 

   Account section of the sending Drugs retails 
outlets upon receipt of copy of the drug transfer 
note and the accompanying letter, should 
prepares a journal voucher to record the transfer 
as; 

     Dr.     Account receivable by the name of the receiving Drugs Retail outlet 

                  Cr.           Inventory of Drugs.  

 Account Section of receiving ERCS-Drugs retails 
outlets upon obtaining of the Drugs Transfer 
voucher and Good Receiving voucher, passes the 
following entry. 

      Dr.  Inventory of Drugs. 

                                Cr.    Account payable by the name of sender Drugs Retail outlet 

3.3 Prepayments 
Prepayments refer to payment made in advance such as 
advance payment of office rent for 12 months, insurance 
premium, and deposit to be made for utilities but 
refundable in future are all treated in this account. 

A. Policy 
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 Prepayments in essence are assets until utilized 
or expiry. Nevertheless, prepayments are treated 
as expenditures in the books of ERCS. Quarterly 
amortization of prepayments which are treated 
as asset initially for core costs is an essential 
exercise to bring the account balance up-to-date. 

 The respective finance department /accounts 
section shall maintain a memorandum record of 
prepayments to monitor utilization / expiry. 

 Prepayment account balances need strict follow-
up as to proper utilization and collection, if 
returnable at an agreed date. 

 Where the need arises ERCS shall reconcile the 
balance of prepayment with respective service 
provider on annual basis.  

B. Procedures 
 Prepayments are paid on the basis of agreements 

or contract renewals. 

 Verify that the contracts are signed by authorized 
person and the expenditures are provided in the 
budget. 

 Maintain register books update records 
immediately following payment.  

 Reconcile balance at least once in a year 
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3.4 Trade Debtors 

 
Trade debtors are mostly applicable to EDP, Drugs 
retail outlets and the Training Institute. It refers to 
receivable that arises from the regular business 
transaction carried out on account.  
 
Trade debtors may become relevant in the long term 
when ERCS starts to operate with restricted suppliers 
for various services. The suppliers are selected on the 
basis of, among other criteria, dependability, 
reliability, past performance, financial status, etc. In 
such instances advance payments could be made to 
suppliers before delivery of goods or services.  
 
Trade debtors refer to companies, organizations and 
associations with whom ERCS has established 
relationship and ERCS has paid in advance of 
receiving services or goods.  
 

A. Procedure 

 Before entering into a contractual agreement with 

suppliers, their credit worthiness should be screened. 

 Contracts have to be signed by authorized persons. 

 Advance is paid based on the terms and conditions 

stipulated in the contractual agreement. 
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 Subsidiary ledgers are maintained for each supplier 

and the transactions pertaining to the client are 

entered in detail. 

 If the account balance pertaining to trade debtors is 

significant, monthly status report of Trade Debtors 

should be prepared and forwarded to the Deputy 

Secretary General - support. 

 In the event delays are observed in the supply or 

goods or service, the Logistics Department Head may 

need to intervene to speed-up delivery. 

 It is likely that goods / services for certain amounts 

may not be delivered. Thus, adjustments may be 

required for expected uncollectible from the balance 

of trade debtors. 

Criteria to determine the amount of uncollectible 

 Aging analysis of the account balance 
(accounts which are inactive for more 
than a year are more susceptible to be un 
collectible),. 

 Financial status of the trade debtor such 
as bankruptcy, liquidation,  

 Legal action that bars the trade debtor 
from operation, 

 Liquidation of the trade debtor,  
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 Cost consideration of the benefit of the 
return as compared to the legal process 
and the related cost (this is valid when 
the amount is relatively insignificant), 

The amount determined thus should be debited to 

bad debt expense and credited to allowance for 

bad debts. However, provision for doubtful 

accounts and the subsequent write-off should be 

made in line with the write-off attest plan for staff 

debtors. 

B. Internal Control 

 List of trade debtors, their addresses, contact 

persons, along with their credit rating should be 

prepared for easy reference. 

 For easy reference and follow-up, service or 

supply agreement contracts should be filed 

separately. 

 Adjustments to trade debtors account should be 

duly approved by the Finance Director. 

 Monitor delivery or service provision patterns by 

trade debtors. For those on the default side, the 

follow-up needs to be strengthened. 

 ERCS should file its claims at the right time in the 

event the trade debtor goes bankrupt. 
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 Unusual balance in trade debtors’ ledgers should 

be investigated and appropriate action taken 

depending on the case. 

 The provision for bad debts requires prior 

approval as defined in the attest plan for staff 

debtors.    
 

3.5 Sundry Debtors 
Sundry debtors pertain to receivable which are 
classified neither as staff, trade nor branch offices 
but take place due to specific relationship for a 
specific time.  
 
The procedure and internal control defined for trade 
debtors is applicable to sundry debtors. 

 

3.6 Write-off Bad Debts 
The society follows the direct write-off method to 

account for uncollectible accounts. Accordingly, 

receivables that no longer collectible and meet the 

National Society’s criteria for bad debts should be 

written-off from the accounting records of the society in 

accordance with the following authorization guideline.  

Bad debts up to Birr 1, 500, 000 shall be written off by 

executive management of ERCS. Bad debt above Birr 1, 

500, 000 shall be written-off by the approval of National 

Board. 



ERCS Financial Policy and Procedure Manual 

 

94 | P a g e  
 

The account section, upon obtaining approval and 

appropriate evidence from the authorized body passed 

the following entry to record the write- off. 

                                           Dr. Bad Debt Expense 

                                                Cr.     Receivable  

3.7 Investment 
 

The Society shall invest idle or excess cash resource 
(depending on the case) in areas deemed viable to 
generate income without jeopardizing its goals and 
objectives. 

 
Short term Investment (Treasury Bill, Time Deposit etc) 
shall be decided by executive management and that of 
long term investment such as Bond Purchase, Investment 
in Shares of various institutions, etc. rests on the decision 
of the Board. Most of the investment alternatives 
available for consideration are long term by nature. 
Hence, require thorough analysis which may require an 
expert opinion as to financial and technical feasibility, 
rate of return, inflows of return and risks involved.  

 

For the purpose of illustration, Treasury bill which is 
frequently floated by Ministry of Finance and Economic 
Cooperation is discussed in this manual. 

 
Treasury Bills with varying maturity dates issued by the 
National Bank of Ethiopia, however, are short term in 
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nature and safe investments. As a result, a detailed 
discussion of Treasury Bills in presented in this manual. 

  
The Society may participate in Treasury bill auctions as 
and when floated by the government with a view to 
optimize the utilization of short term idle or excess cash.  

 

EDP & Drugs retail outlets may set aside some of their 
idle cash to invest in a short term investment in order to 
earn interest with the prior authorization of DSG Support 
Service. However, if EDP needs a liquid cash for purchase 
of Drugs from the Drugs retail outlets, the Drug retail 
outlets should  send the money in the form of loan as a 
reimbursable in kind (Drugs). In this case EDP is 
responsible to send the equivalent amount of drugs to 
the Drug outlets up on receiving the purchased drugs 
from the suppliers. 

 

A. Procedure 
 Determine the amount of excess cash and the 

period for which it remains so. 

 Study the yield pattern to make successful bid for 
the treasury bills. 

 Collect the necessary bid forms from the National 
Bank of Ethiopia. 

 Set the bid amount based on past patterns and in 
light of potential competitors in the maturity 
category. 

 Authorized persons shall fill in the form and affix 
the official seal of the Society. 

 Submit the bid on the scheduled date. 
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 If the  Society is declared winner the entry would 
be  

 
Entry: 

 Debit: treasury bill    xxxx 

     

                           Credit:  Cash at Bank  xxxx 

  

Upon maturity of the treasury bill the following entry is 
passed  
   

Entry: 
Debit: Cash at Bank  xxxx 
 Credit:   Treasury Bill     xxxx 
 Credit:  Interest Income from TB xxxx 
 

Note: Income generated from treasury bills is not 
taxable 

 

B. Internal Control 
 

 Properly determine the excess cash by taking into 
account requirements as per cash plan. 

 Make provisions for contingency requirements to 
meet unforeseen events in the future. 

 Maintain a record that shows the amount of the 
treasury bills, the maturity date/s and the 
interest thereof. 

 Verify the interest earned is calculated properly. 
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 Check that interest earned from the purchase of 
treasury bills is taxed.   

Part IV 

4. Stocks and Fixed Assets 

4.1 Stock and Supplies 
Supplies are consumable items purchased or held in 

warehouses which are not fixed assets  such as 

stationeries, cleaning, uniform, repair materials, 

medicines, spare parts, tyres, etc. stocks which may 

be acquired through purchases, or gift obtained in 

the from different parties or donors.  

Furthermore, stock items may include tents, kitchen 
utensils, camp equipment, blankets, bed sheets, 
Drugs, foodstuff, supplementary foods, seeds, and 
the likes that are procured or collected from donors 
for emergency relief operations.   

A. Policy 

 Purchase of stock items will be treated as 
expenditure upon purchase. 

 In EDP, Drugs retail outlets and Training 
Institute it shall be treated as Inventory 

 It is recommended that ERCS carries out 
bulk purchase to obtain price, delivery 
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advantage and to enhance efficient 
utilization of resources.   

 Receipt of stock or supplies whether 
purchased or donated should be 
evidenced by Goods Receiving Voucher 
except for the one’s purchased for 
immediate consumption. 

 Stock record card (by stock control) and 
bins cards (store custodian) shall be 
maintained to control physical movement 
of the items. 

 Office supplies purchased for immediate 
consumption at Head Office, EDP and 
Training Institute may not need to pass 
through the store procedure. The head of 
the user department shall sign and affix 
his/her stamp at the back of the invoice to 
confirm receipt of the items. The items 
may be kept with the department 
secretaries until put to use. 

 The provision stipulated above shall be 
applicable to supplies purchased (at Head 
Office, EDP and Training Institute) whose 
invoice value is up to Birr 1,500. 

 Year end physical count of stock items is 
mandatory while surprise counts may be 
conducted by either internal audit or 
accounts staff. 
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 The value of stock as verified by year-end 
count shall be valued using the latest price 
and disclosed in the memorandum notes 
to the financial statements.  

B. Procedure 

 Original goods receiving voucher shall be 

attached to the purchase documents such 

as purchase requisition, suppliers invoice 

(VAT or ToT) and submitted to finance for 

clearance. 

 Purchase requests should be supported 

with budget. 

 Purchase requests should clearly indicate 

purpose, source of finance whether core/ 

project and which specific activity. 

 Check the condition of stock items 

(whether the stock items are in good 

condition, expiry date is approaching, 

physically deteriorating, damaged, 

becoming obsolete, losing features, etc.) 

in warehouse and draw attention of 

management for immediate decision. 

 Memorandum note that discloses 

quantity and value of items in warehouse 

need to be attached to quarterly / interim 
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financial statements based on perpetual 

records.  

 At the end of the fiscal year (annually), 

every item found in the warehouses 

should be counted physically. On the 

count sheet clearly indicate 

 Third party properties 

 Damaged, returned, 

repaired, etc.  

 Obsolete, expired items 

etc. 

 The count sheet should be prepared in 

triplicate. The distribution being 

 Original Finance   

 1st copy  Store / 

custodian  

 2nd copy file for 

reference 

 Reconcile counted balance with bin card 

and stock record balance. Investigate 

variances and fix responsibility for 

variances. 

 Forward a report regarding the finding of 

the count to the Secretary General 

through the DSG - Support. 
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 The physical count balance must be 

shown on the bin card, the entry being 

30/10/ ___ Physical count, Quantity 

____”. Regarding financial records 

maintained with computer, beginning 

balance, as per count, should be posted.  

 The Adjustment of Stock and Reporting in 

EDP, Drugs retails outlets, and Training 

Institute is as follows: 

When there is a difference between the 
stock count and the book balance, the   
account section should pass the following 
entry to adjust the book balance to the 
stock count as;  

 When inventory shortage are 
revealed; 

        Dr. Inventory Shortage (by store/dispensary/ 

                    Cr.         Inventory of drugs/Item (at cost) 

If it is proved that the store/dispenser is 
responsible for the loss, the entry will be 

Dr. Account receivable by the name of custodian/ dispenser 

                  Cr.   Inventory Shortage (by store/dispensary/ 

If it is proved that the shortage has 
occurred because of the nature of the 
item and other unforeseen circumstance 
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/beyond the custodian, the shortage 
should be recognized as a loss and the 
entry will be 

 

              Dr. Loss on inventory shortages                              

 Cr. Inventory Shortage (by store/dispensary/ 

When Inventory overage is revealed 

             Dr. Inventory of Drugs or Item (by amount Overage) 

 Cr.            Gain on inventory Overage 

To record supplies used during the period 

    Dr.  Supplies expense 

                 Cr.      Inventory of supplies 
 

4.1.1. Valuation of Stock 
 

Stock and supplies on hand at year-end may be 
valued for disclosure purpose. Since purchase 
of stock or supplies is treated as expenditure 
at the time of purchase, valuation is required 
for informative purpose only. But for EDP Drug 
Retail outlets and TI, stock and supplies on 
hand at year-end be valued as Inventory. As a 
result, stock items and supplies found in stock 
at year-end shall be valued using the latest 
price of the respective item.  
 

4.1.2. Stock Write-Off 
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Stock items may expire due to stay in 
warehouse, exposure to various conditions, 
etc. add to this, items may be rendered 
obsolete due technological changes, changes 
in organizational structure, or simply with the 
passage of time. As a general rule items whose 
useful period is less than six months shall not 
be procured. Where instances dictate 
otherwise every effort shall be exerted to 
utilize or consume items having short useful 
life. 
 
Every effort should be exerted to put into use 
items whether donated or purchased before 
expiry or become obsolete. Despite, the best 
of efforts or due to negligence, items are 
bound to expire, damaged or become 
obsolete.  
 
Expired, obsolete, damaged and returned 
items shall be segregated and measure shall be 
taken promptly to free warehouse space, avoid 
unnecessary tie-up and even temptation. 
 

A. Procedure 
Slow Moving Items 
 

 Slow moving items are without movement for 
two years which do not have expiry dates. 
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 Identify slow moving items during physical 
inventory or earlier.  

 Circulate list of such items along with quantity for 
possible interest at regions or zones. 

 Wait for feedback for 30 days. 

 Dispose the items at most convenient means: 
auction, negotiation, gift to schools, hospitals, 
orphanage etc within three months from the end 
of the fiscal year. 

 
Obsolete Items 

 Obsolete items are no more usable to ERCS due 
to technological change or structural changes.  

 Obsolete items include stock items, supplies, 
office equipment, furniture, computers, printers, 
etc 

 Identify obsolete items during physical inventory 
or earlier.  

 Circulate list of such items along with quantity for 
possible interest at regions or zones. 

 Wait for feedback for 30 days. 

 Dispose the items at most convenient means: 
auction, negotiation, gift to schools, hospitals, 
orphanage etc within three months from the end 
of the fiscal year. 

 
Damaged / Returned or Old Items 

 Damaged / returned or old items are items put 
into use but returned to warehouse for various 
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reasons. Identify obsolete items during physical 
inventory or earlier.  

 Damaged items cover the whole range items 
from office items such as staplers, punchers to 
computers, furniture, office equipment and the 
likes. 

 Segregate the items into serviceable and out of 
use 

 Serviceable items such as tyres and the likes 
should be kept in proper place for eventual use.  

 The serviceable items should be repaired / 
reconditioned as per the recommendation of the 
committee. 

 Maintenance or reconditioning should commence 
within two months of the end of the fiscal year. . 

 Dispose the items at most convenient means: 
auction or negotiation within three months from 
the end of the fiscal year. 

 

B. Procedure for EDP Expired and Damaged 
drugs 

 Expired and Damaged Drugs may be found at 
the main store or returned from pharmacies 
or drug shops. 

 The Accounts section summarizes the 
quarterly damaged and expired inventory 
sheet using the damage and expire summary 
form. 

 Food, Medicine and Health care 
Administration and control Authority 
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(FMHACA) is a government owned entity 
which established by law to regulate the 
pharmaceutical sector. EDP and Drugs retail 
outlets dispose the drugs based on the 
disposal guideline of the Authority (FMHACA).       

 The Accounts section upon receipt of Disposal 
certificate from FMHACA, update the stock 
card, prepare a Journal voucher and passes 
the following entry. 

 
Dr.   Stock expiry and damages Expense 

CR.    Inventory of Drugs (at cost) 
 

 The disposal of all the items should be done by 
committee composed of members from different 
units. The committee shall make a deliberation on 
the details of items to be disposed and means of 
disposal and present their recommendations to DSG 
support Service for approval. 

 Upon getting the approval the logistics department 
shall dispose the items as per the approval. 
 

Disposal committee composition is given below in 
tabular summary: 

No. Operating Unit Composition Authorizing 
Body 

1 Head Office Logistics 
Department  
Finance 
Department 

DSG – Support 
services 
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DRR or DPR  

2 EDP Finance and Admin 
Division Head 
Admin & General 
Service  
Custodian ( Store 
Man)  

DSG- Program 

3 Training 
Institute 

Finance and Admin. 
Division  
HR Logistic Officer  
Accountant 
Custodian ( Store 
Man) 

DSG- HDRM 

 Optional IT Services  

4 Region Admin. & Finance 
Head 
Program Head  
Store Custodian  

Region Branch 
Head 

5 Zone  Admin. & Finance 
Head 
Program Head  
Store Custodian  

Zone Branch 
Head 

6 Drugs retail 
outlets 

Head of Pharmacy 
or Drug shop 
Dispensary 
Accountant 

Branch Head 

Note: The disposal of stock items or supplies shall be 
recorded in the minutes of management at the 
respective levels. 
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Adjustment for stock expiry  

 When the account section gets the 
expired  or damaged drugs and 
items from the year end stock, or 
inventory count, and SG approved 
expiry to be written off, passes the 
following entry 

Dr. Loss on the stock expiry 

            Cr. Inventory/ Provision stock expiry and damage item   

4.2 Fixed Asset 
Due to the very nature of ERCS all payments in 
relation to the acquisition of fixed asset shall be 
treated as expenditure. But EDP, Drugs retail 
outlets and Training institute treat fixes assets as 
an Asset. For the purpose of control and 
monitoring, fixed Asset of ERCS refers to all 
movable and immovable but durable property 
owned by the Society. Thus, fixed assets shall cover 
items such as motor vehicles, office equipments, 
office furniture, fixture and fittings, computer and 
accessories, etc. 
Fixed Asset is an item of a permanent nature and 
which is to be used in the normal operation of 
ERCS. 

 
The following conditions shall be fulfilled in order 
to classify an item as fixed asset 
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 The item should have a useful life of more 
than one year. 

 The original acquisition cost must be at least 

Birr 1, 500 at ERCS HQ, branches, Training 

Institute, EDP and Drug Retail Outlets. 

 The item must be individually identifiable. 

Following is a tabular summary of fixed asset 
groupings, the elements that are classified under the 
major groups. 

 

N

o. 

Major Group Elements under the major group 

1 Motor vehicles Includes automobiles, ambulances, 

station wagon, pickup and trucks, 

motor cycles, etc. 

2 Building Multi-purpose buildings, warehouses, 

workshop buildings, etc.  

3 Furniture, 

fixture, and 

fittings 

Includes office tables, chairs, filling 

cabinets, shelves, etc. 

 

4 Office 

equipment 

Includes photocopy and duplicating 

machines, laminating machines, 

printers, fax machines etc. 



ERCS Financial Policy and Procedure Manual 

 

110 | P a g e  
 

5 Computers Computers, attachments and software  

 

 

A. Procedure 
 

 Any item that costs Birr 1,500 and above, which is 
capable of being identified as separate property 
and with a life span of more than one year shall 
be classified as fixed asset at Head office, Branch,  
EDP and Training Institute, and Birr 1,000.0 at 
Pharmacies and Drug Shops. 

 The cost of a fixed asset shall include original cost 
of the item and all incidental costs incurred until 
the item is ready for use. 

 The account section, upon receiving of the 
invoice, copy of the GRN, Purchase committee 
minutes and other supporting documents, checks 
the accuracy and appropriateness of the 
documents/transaction and passes the following 
entry; 

                     For HQ and Branches the entry would be: 

                    DR         Expense 
                               CR   Cash at Bank or Payable 
         For EDP and Training Institute: 

                     

              DR     Fixed Asset (By Name of the Fixed Asset) 

                                 Cr.     Cash at Bank or Payable 
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 Fixed assets are not shown in the financial 
statements of the Society but are disclosed in the 
notes to the accounts.  

 Expenditure for repair and maintenance of an 
asset with a view to maintain the asset at a 
certain level of service / condition shall be 
treated as expense. 

 The proceeds from sales of fixed asset is treated 
as income on sale of fixed and is included in 
source of funds. 

 For EDP and TI and Drugs retail outlets: 

 Fixed assets are shown in the financial 
statements as an asset. 

 All other maintenance cost related to furniture, 
Fitting, Fixture, vehicle, Office and other equipment or 
rented premises, costs below the minimum 
requirement should be treated as current period 
expense. Therefore fixed assets are presented in the 
financial statements. 

 

B. Internal Control 

 Ensure that capital item expenditures are 
provided in the capital budget. 

 Check the amounts and quantities of items shown 
in the purchase order with the amounts indicated 
in the supplier’s invoice and the fixed assets 
receiving voucher. 

 The accountant shall ascertain that the purchase 
of fixed assets are approved in accordance with 
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the purchasing procedures and are supported by 
Performa invoices, supplier invoice, purchase 
order, and have budget allotment. 

 Ownership certificates (buildings, vehicles …) and 
title deeds should be kept locked and in a secured 
place under the responsibility of the Finance 
Director at Head Office and Region / Zone branch 
heads. 

 All fixed assets must have unique identification 
number and tag (preferably aluminum tags). 

 A separate fixed asset register should be 
maintained for each fixed asset. The fixed asset 
register card must contain such details as 
description of the asset, date of acquisition, 
acquisition cost, location, user, fixed asset 
number, etc. 

 Physical inventory of all fixed assets shall be 
taken at the end of each fiscal year.  

 The result of the count should be compared with 
the record and a report shall be produced 
summarizing the result of the count and 
recommendation as to appropriate course of 
action regarding variances and state of the fixed 
asset.  

 

4.1.3. Depreciation 

 
Depreciation is a system of accounting with the aim 
of distributing the cost of a fixed asset over the 
useful life of the asset. Since fixed assets are treated 
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as expenditure at the time of purchase there is no 
need to compute depreciation expense at ERCS 
Head Office and its branches. But at EDP, drug retail-
outlets and Training Institute fixed assets are 
treated as an asset and hence depreciation need to 
be computed on yearly basis. 

 

For EDP and TI at the end of every reporting period, the 
accounts section should calculate depreciation on fixed 
assets in accordance with the above mentioned 
depreciation policy and pass the following adjusting 
entry: 

Dr.  Depreciation Expense (by type of asset) 

                Cr.  Accumulated depreciation (by type of asset) 

4.1.4. Fixed Asset Numbering 
 

Fixed asset are given an identification number that 
facilitates easy identification and traceability. The 
fixed asset number shall identify the fixed asset 
group, location and quantity of fixed assets within 
the group. Fixed assets numbering and controlling 
register included in the formats and annex part of 
this manual.  
 

A. Procedure 
 

 Fixed asset should be individually identified by 
fixed asset number. 
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 The fixed asset number should normally appear 
on the body of the fixed asset to facilitate easy 
identification and physical control. 

 The fixed asset number chart shall be prepared 
by the Logistics Department. 

 The Property Administration Division shall assign 
fixed asset numbers for new acquisition in line 
with the guideline (coding chart).  

 
B. Internal Control 

 

 Ensure that all fixed asset with physical 
dimension have identification number. 

 Cross - check the numbers on the fixed asset with 
the one on the record. 

 Install a mechanism whereby new fixed asset are 
given the identification number before being put 
into operation or use. 

 

 

4.1.5. Fixed Asset Disposal 
 
Disposal of fixed assets or stock may be 
conducted when the assets are technologically 
obsolete or keeping the assets is no more 
economical or the cost of running the asset 
outweighs the service or benefit from them.  
 
Fixed Asset disposal pertains to vehicles and 
other major items.  
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 Vehicles of any type (trucks, ambulances, motor 
vehicles, etc.) to be disposed should be 
transferred to the National Head Quarter. 

 Field vehicles whose age is more than five years 
shall be critically evaluated in light of running cost 
(fuel consumption, repair and maintenance and 
road worthiness).  

 The sending unit should send brief description of 
the vehicles history, status and the rational for 
disposal (technical fitness, economic, status, 
history of accident, etc). 

 The main tender committee at the National Head 
Quarter should review the documents and 
vehicles. 

 Technical crew shall evaluate status and 
condition of Fixed Asset and come up with 
recommendation as to subsequent action. 

 The Logistics Department needs to define annual 
vehicles disposal calendar. 

 Following the calendar, regions, branches or 
zones should handover vehicles which they 
recommend for disposal to the National Head 
Quarter. 

 The logistics department at the National Head 
Quarter assess the vehicles independently 
(employing technical expertise) and forwards the 
optimal recommendation to the Secretary 
General. 

 The disposal shall be carried through open tender 
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 The tender notice is disseminated using 
electronic and print media to elicit the maximum 
number of tender participants. 

 The vehicles recommended for disposal (through 
whatever means) shall be cleared and disposed-
off within the physical year.     

 

4.1.6. Procedure for Disposal of Fixed Asset at 
EDP, Drugs retail outlets & Training 
Institute 
 Disposal of fixed assets should be initiated 

upon receipt of a written proposal by the 
person in charge of the asset 

 The proposal should be approved by the 
Heads of EDP and training institute, at 
Drugs retail outlets level pharmacist or 
Druggist and Branch secretary. Then routed 
to the tender committee  

  The tender committee advertise the 
disposal of fixed asset in local newspaper 
or post it on public notice board as 
appropriate. 

 The tender committee should open the bid 
document in front of bidders 

 The tender committee should evaluate the 
tender process on the basis of known and 
approved criteria and forward its 
recommendation to the Head of EDP and 
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Training institute and Branch secretary at 
pharmacy and Drugs shop 

 The Head of EDP, Training Institute and 
Branch secretary approves the  disposal  of 
fixed asset on the basis of the 
recommendation of the tender committee 

 The account section, upon obtaining 
management approval and relevant 
documents, record the removal of fixed 
assets through sale 

 
1. If the disposal of fixed asset result in gain (sold at 
greater than book value) 

   Dr. Cash                                                   
   Dr. Accumulated Depreciation             

      Cr.      Fixed Asset (at original cost) 

                                              Cr.     Gain on Disposal of Fixed Asset 

Example- Assume a fixed asset was purchased at Birr 50, 
000, accumulated depreciation is Birr 45, 000 and sold at 
Birr 10, 000.  

The entry would be: 
                             
Cash…………………………………. Birr 10, 000 

                                Accumulated depreciation ………45, 000 
                                                                    

Fixed Asset……………..50, 000 
Gain on disposal………. 5, 000 

2. If the disposal of fixed asset result loss 
          Dr. Cash 

Dr. Accumulated Depreciation 
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Dr. Loss on Disposal of Fixed Asset 
 Cr. Fixed Asset (at original cost) 

Example- Assume a fixed asset was purchased at 
Birr 50, 000, accumulated depreciation is Birr 45, 
000 and sold at Birr 2, 000.  

The entry would be: 
      Cash…………………………………. Birr 2, 000 

                    Accumulated depreciation ………45, 000  
                    Loss on disposal……………………….. 3, 000 
                                            Fixed Asset……………..50, 000 

                                                 
 

3, If the fixed asset is disposed at book value (no gain, 
no loss) 
                            Dr. Cash 
                             Dr. Accumulated Depreciation 
                                                Cr. Fixed Asset 

 
Example- Assume a fixed asset was purchased at 
Birr 50, 000, accumulated depreciation is Birr 45, 
000 and sold at Birr 5, 000.  

The entry would be: 
                          
Cash…………………………………....Birr 5, 000 

                            Accumulated depreciation ………45, 000 
                                                                 
Fixed Asset……………..50, 000 
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4, If not fully depreciated fixed asset is discarded or 
transferred to third party as a gift: 

  
                       Dr. Accumulated Depreciation  
                       Dr. Loss on Disposal of Fixed Asset 

Cr.     Fixed Asset (at original cost) 
                     

Note: The disposal of stock items or supplies shall be 
recorded in the minutes of management at 
the respective levels. The Disposal and selling 
of used vehicles is the mandate of ERCS Head 
office. 

Part V 

5. Liabilities 

 
Liabilities are obligations of the Society to transfer 
economic benefits to third parties as a result of past 
events.  It includes loans, accounts payable, mortgages, 
deferred revenues and accrued expenses. Liabilities are 
classified into current and long term. 

5.1 Current Liabilities  
Current liabilities are financial obligations due within 
short period of time usually one year. Current liabilities 
includes accounts payable, tax payables, accrued 
liabilities, employees’ deduction payables and 
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professional fees. All current liabilities should be settled 
within the agreed time or at least within the fiscal year.  

  
 5.1.1. Accounts payable 
  Accounts payable represents liabilities that arise from 

goods and services rendered to the 
society whose payment is not made. 

 
A. Procedure 

 

 All amounts due to creditors or suppliers for 
goods and services rendered to the Society 
should be booked in the accounts as and when 
it occurs. 

 Regular review of the accounts should be 
made and unpaid amounts must be settled 
within the agreed time. 

 For services and supplies received, there 
should be proper documentation; contract 
agreement for services and goods receiving 
notes for the supplies. 

 Before effecting payment to creditors or 
suppliers and other service rendering 
institutions, for the goods and services 
delivered, the concerned department should 
approve for proper delivery of the supplies and 
services in accordance with the specification of 
the supplies and the service agreement signed. 
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 Exchange of statement of accounts with major 
creditors and reconciliation of accounts are 
recommended at least once in a year. 

 The accounting entry for supplies and  goods 
at Head Office 

          i) Upon receiving of goods and appropriate 
invoices 
                       Debit:   Expenditure 
                                  Credit:  Accounts 
payable/creditors 

      ii) When payments are made 
                           Debit:  Accounts payable 
                                   Credit:  Cash at bank 
 

  The accounting entry for supplies and  goods 
and Drugs at Training Institute, EDP and Drugs 
retail outlets  
 

          i) Upon receiving of goods and appropriate invoices 
                       Debit:   Inventory 
                                  Credit:  Accounts 
payable/creditors 

      ii) When payments are made 
                           Debit:  Accounts payable/creditors 

                                   Credit:  Cash at bank 

 The accounting entry for services rendering  
          i) Upon receiving of the service 
                       Debit:   Expenditure 
                                  Credit:  Professional fees payable 

       ii) When payments are made 
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                           Debit:  professional fees payable 
                                   Credit:  cash at bank 

 
B. The EDP payable policy between Pharmacies 

and Drug shops 
 

i) The Pharmacies and Drug shops payable 
represents liability arise from drugs 
received from EDP 

ii) The amount due to EDP should be settled 
within one month period after the 
delivery of drugs to pharmacies and 
Drug shops. 

iii) EDP payable account should be reviewed 
and statement of 
account/reconciliation should be 
exchanged between EDP and 
pharmacies and Drugs shops at least in 
a quarter and end of the year to 
reconcile the two records.  

iv) At each period the pharmacies and Drugs 
shop pass the entry when they 
received the drugs from EDP 

                     Dr.     Inventory of Drugs 
                                      Cr.   EDP payable 

v) When the pharmacies and Drug shops 
transfer cash to settles their liability 
the account section should pass the 
following entry 

                      Dr.   EDP payable 
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                                      Cr.   Cash at Bank  
 

C. Internal Control over Accounts Payable 
 Ensure that payment settlement are supported 

by tangible, and approved documents 

 Ensures that all liabilities are made for valid and 
appropriate purposes of the Society’s day to day 
operation 

 All liabilities should be settled in accordance with 
the time schedule and agreed time not to incur 
additional cost of penalties 

 All liabilities should be settled to the legal person 
or otherwise as stated by court. 

 Ensure timely and proper recording of liabilities 
settled. 

 Make regulars review over liabilities 
                          

5.1.2. Accrued Liabilities 

  
Accrued liabilities refer to expenses incurred but 

not paid (settled) as of the closing day of the 

fiscal year (Sene 30). Examples of expenses that 

may be accrued are utilities (electric, water, 

telephone), salary, service fees, office rent, etc. 

 

A. Procedure 
 Provide separate subsidiary ledger for each 

type of accrual. 
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 Ascertain expenses incurred but not paid (i.e. 
services are received, etc). 

 Where actual amount of the expense is not 
yet determined make estimates on the basis 
of past trends. 

 When effecting payments subsequently, 
debit the accrued liabilities account and 
credit cash. 

 Additional income generated by the 
employees of the Society (payable for 
different services) should add to the basic 
salary of the employee and the tax 
difference should be deducted from the 
payment. 
 

B. Internal Control 
 Duly ensure the accuracy of accruals on a 

case-by-case basis. 

 Ensure that settlement of payment should be 
supported by tangible, and approved 
documents   

 Take note to avoid treating the accrual as 
expense (double recording) at the time of 
payment. 

 
5.1.3. Taxes and Government Obligations 

 
Statutory taxes as provided in the related laws and 
which are due to City Administrations or the 
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Federal Government shall be settled as per the 
legal provisions. Taxes may consist of salary income 
taxes withheld from employees’ pay, pension 
contribution (both employees and employers’ 
contribution), taxes withheld from service 
providers, withholding tax held from suppliers or 
service provider,  municipal taxes, licenses and 
registration taxes, etc. 
 
All taxes deducted from the Society employees 
should be paid to the tax office in accordance with 
the tax rules and regulations 

I. Income Tax 
 

Salary income tax is withheld from employees of 

the Society working on contract or permanent basis 

as per the tax provision in force.  The tax is 

collected from employees on behalf of the tax 

authority and is payable to the same within the 

period defined in the proclamation or as instructed 

/ regulated by the tax authority. 

 

II. Withholding Tax 
 

Organizations having legal personality, private, 
public, nonprofit organizations and non-
governmental organizations shall, pursuant to article 
53(2) of Proclamation Number286/2002 are obliged 
to withhold 2% tax from payments they make to 
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service providers or goods suppliers having TIN. All 
withholding amounts should be paid to the tax office 
within the coming month. 
 

A. Procedure 
 Withhold 2% (suppliers with TIN) withholding 

tax from any purchase, which exceed Birr 
10,000 per transaction. 

 Withhold 2% (providers with TIN) withholding 
tax from any service payment, which exceed 
Birr 500 per transaction. 

 Withhold 30% from service providers or 
goods suppliers without TIN. 

 Produce a receipt evidencing the withheld 
amount. 

 Summarize the collection made thus and 
deposit the amount to the respective tax 
office. 

B. Internal Control 

 Ensure to provide receipts of withholding tax 
deducted from suppliers or service providers. 

 Ensure that settlement of payment should be 
supported by tangible, and approved 
documents   

 Check that the amounts withheld from 
suppliers and service providers reports are 
properly filed with the tax authority within 
the time limit and frame. 
 

III. Provident Fund  
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Provident fund used to be a pension scheme for 
employees working in NGOs, Chartered 
organizations, private organizations. The fund is 
established by joint contribution of the employer 
and the employee. The rate varies from 
organization to organization depending on the HR 
provisions or collective agreements.  
The fund is maintained in the name of each 
employee either in banks or was managed by 
commercial nominee. Since the enforcement of 
the pension Proclamation for private employees 
new provident funds are not allowed except for 
the amount above and over the pension provision 
rate.      
 

 On the basis of the HR provisions the amount 
deducted from employees who were on 
provident fund and the excess amount (over 
the pension) provident funds collected from 
the employees and the contribution of the 
Society should be deposited to bank and 
posted to each employee saving books 
maintained at bank.  

 The fund should be administered by the 
respective branch office 

 The total monthly contribution of provident 
fund shall be deposited after payment of salary 
and not later than 10 days of the coming 
month to yield interest income. 
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 The statement of accounts of employees’ 
provident fund should be controlled by a 
senior accountant at Head Office, EDP, 
Training Institute, and Administration and 
Finance Head at Region / Zone. 

 No claim shall be made from provident fund as 
long as the staff is in the Society. 

 Memorandum entry should be maintained 
both at Head Office and Region / Zone office to 
update and follow balance of employees 
balance. 

 The Head Office and respective branch offices 
should notify to each employee’s provident 
fund account balance every 6 months. 

 Reconciliation with bank should carried out at 
least twice a year to avoid complication and 
compounding errors. 

 Upon termination of the employee from the 
Society the cumulative amount of the 
provident fund should be released to the 
beneficiary on written authorization letter by 
the Society responsible officials at Head Office. 

 When an employee leaves the Society, the 
balance of the provident fund should be 
released or paid within 10 days following 
presentation of clearance document to the 
respective branch office. 

 Entry to transfer cash from the Society’s 
account to provident fund bank account for 
settle of monthly contributions 
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 The Society transfers cash from Society 
account to provident fund bank account to 
settle of monthly provident fund contributions 
 

IV Pension Contribution  
 

 On the basis of the proclamation enforce the 
Society must deduct pension contribution from 
the salaries of employees entitled for pension 
contributions. 

 All pension deducted and the contribution of 
the Society should be paid to the concerned 
office within the coming month. 

5.1.4. Unclaimed Salary 

 Salaries of the Society staff may not be paid 
due to various reasons. 

 Unpaid salaries are deposited to bank after 
waiting for 7 days. 

 When the employee requests for payment of 
unclaimed salary, the Personnel Division / 
Admin. and Finance Head should approve the 
request. 

 After approval of payments, the accountant in 
charge should prepare cheque payment 
voucher and cheque for settlement of 
unclaimed salary if the amount is payable in 
cheque otherwise it can be settled from petty 
cash fund. 
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5.1.5. Employees Deduction Payable 

 
All deductions made from the payroll on behalf of 
credit association, idir contribution, family 
allotments, court order collections; union 
contributions, bank loan settlement, housing loan 
deduction, etc. shall be accounted as employees’ 
deduction payable  

 
These deductions shall be recorded in a separate 
account for easy follow-up and review.  

 

A. Procedure 
 Obtain written evidences or consent by the 

employee for such deductions. 
 Record such deduction on payroll deduction 

register. The register shall contain starting 
period, name of beneficiary, total amount, 
monthly deduction, completing period, etc. 

 Show the deductions on the payroll as per the 
register. 

 Arrange the settlement to respective parties 
in due time. 

 

B. Internal Control 
 Check that such deductions from employees’ 

earning have proper evidence. 

 Periodically review the payroll deduction 
register. 
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 Ensure that deductions are made as per the 
schedule shown on the payroll deduction 
register. 

 Check and investigate accounts with unusual 
balances and take appropriate action 
immediately. 
 
 

 

 
 

5.2 Long Term Liabilities                  
Long-term loan refers to financial obligations falling 
due after a year. Current maturities out of the long-
term loans must be transferred to current liabilities. 
 

A. Procedure 
 Obtain written evidences or agreements that 

evidence long-term obligations. 

 Take Proper note of the time in which part of 
the obligation comes due, the interest and 
other essential information as per the 
agreement. 

 Prepare a cash plan to meet such obligations 
as per the agreement. 

 Settle the amount when it comes due. 

 If rescheduling is required, take the matter to 
the attention of the appropriate body for 
approval. 

 
B. Internal Control 

 Verify that loan agreements are signed and 
approved in line with the attest plan. 
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 Make proper contact with the respective 
financial institutions regarding the status and 
any arrangements required. 

 Monitor timely settlement of the obligation. 

 Check the accuracy of interest calculation. 

 
 

5.3 Write-off Long overdue Payables 

 
The society follows the direct write-off method to 

account for long overdue payable accounts. 

Accordingly, payables that not claimed by creditors 

for longer period and meet the National Society’s 

criteria for settlement should be written-off from the 

accounting records of the society in accordance with 

the following authorization guideline.  

Payables up to Birr 1,500, 000 shall be written off by 

executive management of ERCS.  Payables above Birr 

1,500, 000 shall be written-off by the approval of 

National Board. 
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Part VI 

6 Fund Balance, Income and Expenditure 

 

6.1 Fund Balance  

 
 Fund balance is the accumulated balance of 

revenues received over expenditures over the 
fiscal periods. 

 It is a balance sheet account and represents the 
difference between total assets and total 
liabilities 

 Fund balances’ of the Society may be classified 
into restricted or earmarked fund, unrestricted 
and expended fund  

 Transfers from unrestricted to restricted funds - 
this is perfectly possible, when the budget falls 
short of the actual cost required, the Board of 
Directors can authorize transfer from unrestricted 
funds to restricted funds to make up the shortfall.  

 Transfers from restricted to unrestricted funds - 
this should not be done except with written 
consent of the donor in some exceptional cases 
and even then should only be done with great 
care. It is possible that the Society may end up 
with a balance on a restricted fund that it cannot 
"use up". For example it may be that the purpose 
has already been met, or that more money was 
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received than was needed for that specific 
purpose. In this case, ERCS should communicate 
the donor as to the proposal along with strong 
justification to obtain the consent of the donor. 
Once the consent is obtained the decision shall 
rest on the Board of Directors.  

 Transfers between general and designated funds 
- can be handled by the Board of Directors and 
should be disclosed in the annual accounts. 

6.1.1. Restricted Fund Balance 

 
 The key point about fund is that funds obtained 

from different parties for a specific purpose must 
be used only for that purpose. As a result, the 
accounting records and the annual accounts must 
distinguish between the different types of funds 
according to the terms under which they were 
given (note that the term funds is used 
throughout to refer not only to money but to 
property and assets of any sort donated to the 
Society). 

 These are funds used for the purpose stipulated 
in the agreement with the donor.  

     Restricted Income Funds 

 These are funds, which are subject to special 
trusts specified by the donor.  
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 They can only be used for the purposes for which 
they are given, and if they are used for any other 
purpose it may be viewed as fraud or deception. 

 

6.1.2. Unrestricted Funds 

These are funds which do not have restrictions on their 
usage. 

A. Non-designated or General Funds 

These are funds available for the purposes of the 
Society to be spent as the Board of Directors sees 
fit within the stated objectives of the Society. The 
Board of Directors is free to set priorities and 
decide how and when to spend the funds, and they 
are not earmarked in any way. 

B. Designated Funds 

These are unrestricted funds available for the 
general purposes of the Society, but which the 
Board of Directors has chosen to earmark for a 
particular purpose. A decision to designate funds in 
this way should be made at Board of Directors 
meetings and minutes. A particularly important 
point about designated funds is that they can be 
"undesignated" by the Board of Directors. 
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However, again this should always be done at 
Board of Directors meeting and minute. 

 

6.1.3. Project Funds 

The Society undertakes various programs /projects, 
which are financed by the donors, mainly by the National 
Societies under bilateral and multilateral arrangements, 
whereby the transfer of funds is directly channeled to 
the Society’s accounts. 
 
On the other hand, there are programs that focus on 
relief operations. These programs are financed through 
the federation under two schemes:- 

1. Transfer made according to account code 
known as ‘Transfer to  National Society’ 

2. Transfer made as ‘Working Advance’ 

Other development programs or projects rely on cash 
transfers made in accordance with the development co-
operation agreement. 

Policy 

 For all projects intended to be undertaken there 
should be a project document. the document 
must contain 
      1.  Detail budget of the project 
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      2. Implementation period 
      3. Reporting periods 
      4. Modality of financing 

 It is strictly forbidden to use the projects fund for 
other purposes or unrelated activities  

 The budget earmarked for the project purpose 
has to be deposited to the project bank account. 

 Financial and activity reports should be prepared 
and submitted to the stakeholders timely on the 
basis of the agreed project documents and should 
be reconciled on money basis before additional 
transfer is made.  

 All cash transfer must be in accordance with 
principles and rules for Red Cross and Red 
Crescent Disaster relief. The system requires 
yearly audit of IFRC funds transferred including 
checking and verification of original documents 
held by the national societies. 

 An independent accounting record should be 
maintained for each project. 

 A separate bank account should be opened to 
each donor. 

 To differentiate one program/project from 
another, the Society should maintain the 
accounting system to accommodate the name of 
projects, activity of the project, location of the 
projects, name of  the donor, and accounts 
number to record the documents. 

 Donation in kind whether fixed asset or stock 
item should be recorded either in the fixed asset 
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register or stock card as the case may be through 
a memorandum record. 

 Annual audit of the Society’s books of accounts is 
mandatory 

 If the monetary value of the donated items is 
unknown, the Finance and Logistics Departments 
should assess its equivalent market value and 
assign values for memorandum recording 
purposes. 

6.2 Documentation and recordings 

6.2.1 Documentation 

Project agreements documents and other relevant 
documents are sources of revenue and expenditure 
transactions and serve as basic documents for 
entries. 

6.2.2 Recording           

Fund balance accounts usually occur mainly at the 
end of the accounting period when income and 
expenditure /expense accounts are transferred and 
the account balances are closed. 

         
 Entry to record fund receipt from donor 

Debit:   cash at bank 
                                  Credit:   Grants / Donation 
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Entry to record fund release to branch 
Debit:   Branch / Project 

                                  Credit:   Cash at bank 
 

Entry to record documents received from 
branches 

Debit:   Expenditure by object  
                                  Credit:   Branch / Project 

 
Entry to close income accounts 
                           Debit:   Income accounts 
                                  Credit:   Fund balance 

 
Entry to close expenditure/expense accounts 
 
                    Debit:  Fund balance  
                          Credit:  Expenditure/expense accounts 

 

6.3 Income and Expenditure (expense) 

Accounts  

6.3.1 Income 

 

The main sources of incomes of the Ethiopian Red 

Cross Society are membership fees, government 

subsidy, rental income, dividend income, 

ambulance service, grants and donations and 

income from profit making entities and other 
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miscellaneous sources such as from sale of 

disposals of fixed assets and other scarps. 
 

I. Membership Fees 
 

 Primary source of funds. 

 It is collected using membership card (ID) and or 

cash receipts voucher. 

 Delegation may be given to regional offices to 

prepare and print in their own membership and 

cash receipts voucher in sequential manner with 

their respective branch name. 

 All lists of printed cash receipts and membership 

cards should be communicated to the Regional 

Office Admin. and Finance in writing. 

 Branch offices should transfer the predefined 

percentage share of the total membership 

collection and revenue to regional offices. The 

regional offices in turn should transfer the 

predefined share ot their collections from zones 

and braches to the National Head Quarter.  

 

II. Government Subsidy 

The Federal Government, Regional Governments 

and Municipalities of the respective towns 

provide budgetary support to the Ethiopian Red 
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Cross Society for the smooth operations of the 

humanitarian services.  

 The budgetary allocation of the Federal 

Government is to support the service of the 

Society and is transferred to National Head 

Quarter from the Ministry of Finance and 

Economic Development.  

 The regional, zonal and woreda branches of 

the Ethiopian Red Cross Society offices are 

also supported out of the budgetary 

appropriation of municipalities to cover the 

running and operating costs of ambulance 

services. 

 Accounting entry to record government subsidy 
is: 

               Debit:   Cash at bank 
                           Credit:   Government subsidy  

 

III. Income from Income Generating 

Activities 

 

 The Society has various incomes generating 

activities at its Head Quarter and branch offices. 

 Income can be generated from rental of 

buildings, sale of drugs, trainings, catering & 

lodging and other services. 
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 Zonal /branch offices should transfer predefined 

percentage of income collected from income 

generating units to regional offices. 

 Regional offices are in turn obliged to transfer 

predefined percentage of income collected to the 

Head Office.  

 Accounting entry to record revenue from Income 

Generating Activities is as follows: 

                Debit:  Cash/bank 
                         Credit:  Revenues 

 

IV. Donations  

To support the Ethiopian Red Cross overall 

activities and fulfill its mission donors and 

different partners of the Society may give gifts. 

Gifts may be in kind or in cash for the purposes 

specified in the agreements. 

A donation is a gift given by physical or legal 
persons, typically for charitable purposes and/or 
to benefit a cause. A donation may take various 
forms, including cash offering, services, new or 
used goods including clothing, toys, food, and 
vehicles. It also may consist of emergency, relief or 
humanitarian aid items, development aid support, 
technical and capacity building support and can 
also relate to medical care needs. Charitable gifts 
of goods or services are also called gifts in kind. 

https://en.wikipedia.org/wiki/Gift
https://en.wikipedia.org/wiki/Charitable_organization
https://en.wikipedia.org/wiki/Cash
https://en.wikipedia.org/wiki/Alms
https://en.wikipedia.org/wiki/Service_(economics)
https://en.wikipedia.org/wiki/Clothing
https://en.wikipedia.org/wiki/Toy
https://en.wikipedia.org/wiki/Food
https://en.wikipedia.org/wiki/Vehicles
https://en.wikipedia.org/wiki/Humanitarian_aid
https://en.wikipedia.org/wiki/Gifts_in_kind


ERCS Financial Policy and Procedure Manual 

 

143 | P a g e  
 

Donations are given without return consideration. 
This lack of return consideration means that, in 
common law, an agreement to make a donation is 
an "imperfect contract void for want of 
consideration. Only when the donation is actually 
made does it acquire legal status as a transfer of 
property. On the contrary, donations are valid 
contracts, though they may require some extra 
formalities, such as being done in writing. 

Internal Control over Donations 

 All collection from donation shall be received 
through CRV as indicated in Part II of this manual 
for cash collection 

 Ensure complete records of all donations 
including the name of the donor, date, amount 
and compliance requirements. 

 Make sure all donations are used as per the terms 
of the agreement and in compliance of the 
requirements of the donor. 

 Keep separate subsidiary ledger for each donor. 

 Ensure for the physical inspection of donated 
materials.  

 Record all donated materials and facilities and 
voluntary services at cost or their fair market 
value. 

 Accounting entry to record donations are as 
follows: 

 Donation received in Cash 

https://en.wikipedia.org/wiki/Consideration
https://en.wikipedia.org/wiki/Common_law
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                    Debit:  Cash at bank 
                            Credit:  Donation /contributions 

 Donation received in kind (materials, 
facilities etc) 
 

Debit:  Expenditure (expenses) in kind 
                            Credit:  Donation in kind  

 Donation received in form of Technical 
assistance or expert’s service 

           Debit:  Expenditure (expense) in kind 
                          Credit:  Donations (donated services)      
                            

IV. Income from sale of old fixed assets 

ERCS disposes the old fixed assets through different 
disposal mechanism one of which is through sale. It is 
one of the income sources for the national society. 
The sale of old fixed assets should be done through 
open tender/auction. Proceeds from disposal of Fixed 
Assets include but not limited to Cars, Ambulances, 
Furniture and Fixture, Equipment, Computer, 
Accessories, used tyres, spare parts, etc.).  
The accounting entry to record proceed from sale of 
old fixed assets are: 

                  Debit:  Cash/Accounts Receivables 
                          Credit: Proceed from Fixed Assets / other income 
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The income generating activities (EDP, TI and Drug 
Retail outlets) record the sale of old fixed assets as 
mentioned under 4.2.4. of this manual. 

6.3.2 Expenditures/Expenses 

A. Policies 
 Expenditures are made to accomplish the 

mission of the Society 

 Expenditures are the spending of money  or 
financial resources to achieve the Society’s 
objectives 

 All budgetary or core cost expenditures 
should be recognized when the related 
liability is incurred. 

 Expenses of the income generating activities 
of the Society should be recognized in the 
period in which they are incurred (accrual 
basis of accounting) 

 All departmental costs of the Society 
incurred for the smooth operation should be 
properly recorded and reported. 
 

B. Procedures 
 Payment requests are authorized by duly 

delegated officials of the Society. 

 Authentic and original documents shall 
evidence payments of expenditures. 
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 Obligations which entail financial settlement 
shall be recorded and shown in the financial 
statements of the Society. 

 Contractual agreements shall be cross 
referenced to evidence payments 
 

C. Internal Control over expenses 
The internal control discussed on cash, 

receivables is applicable for expenses 

6.3.3 Documentation  

Documents used to collect revenues are those 
defined printed forms of the Society. 

A. Policies  

 Core-cost revenues are recognized on the basis of 
modified accrual basis of accounting. Revenues 
should be recognized in the period in which they 
become available and when it becomes legally 
usable and collectible within the period or soon 
enough to finance periodic operation.  

 Revenues of the income generating activities of 
the Society are recognized on the accrual basis of 
accounting.  

 Revenues shall be recognized as the process of 
earning is complete. 
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 Program and project income should be 
recognized at time of cash collection (on cash 
basis) 

 Revenues from contributions in kind should be 
recognized at their fair market value. 

Part VII 

7. Financial Reporting 

7.1 General  
 All financial statements of the Society should be 

prepared timely. 

 Periodic financial statements are essential to 
provide financial performances indicators to the 
management of the Society, stakeholders and the 
donors. 

 Periodic financial reports could be monthly, 
quarter, semi-annually or annual basis depending 
on the need of the Management and or the 
agreement made with donors, etc. 

 The reports should be comparable with budget 
and previous period performance. 

 The reports should be timely, reliable and 
accurate. 
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7.2 Objectives of the Financial Reporting 
 

 Financial statements are sources to management 
and other authorities for planning, controlling 
and other economic decision making. 

 Provide management and donors /users with 
information for forecasting, comparing and 
evaluating the performance, sources of revenues-
raising and its spending power. 

 Evaluating performance of the management‘s to 
utilize resources effectively in achieving the 
Society’s objectives. 
 

7.3 Trial balance and adjustments 

A. Trial balance 
 

The base and source to prepare any financial 
statement is the trial balance. Trial balance proofs 
the accuracy and equality of the debit and credits of 
the general ledger. Trial balance is prepared before 
and after adjustments 

 
B. Adjustments 

Adjustments are required to up-to-date account 
balances. All accruals and deferrals should be 
adjusted to make account balance fair and reliable. 
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7.4 Stock and Prepayments 

 Stocks on hand at the end of the fiscal period (as 
verified through physical count) shall be 
disclosed as a memorandum note to the financial 
statement. In the case of EDP and Training 
Institute it should be reported on the Balance 
Sheet. 

 The unexpired portion of prepayments should 
also be disclosed as a memorandum note to the 
financial statements. 
  

Note: For the income generating Units of the Society 
the expired portion of prepayment and the consumed 
part of stocks only should be recorded as an expense 
and to be deducted from the asset.  

            

7.5 Accrued Expenses 

 
It is common that at the end of the accounting year, 
expenses may be incurred without effecting 
payments. In this case, costs should be adjusted and 
included in the financial statements. 
                   Debit:  Expense accounts 
                                 Credit:  Accrued liabilities 

7.6 Fixed Assets 

  
 Since all fixed assets purchased/received for 

core/regular budget is recorded as expenditure 
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at time of acquisition, there is no need to adjust 
depreciation expense. But at EDP, Drugs retail 
outlets and Training Institute deprecation 
expenses are calculated on pooling basis based 
on the given percentage yearly and recorded as 
an expense. 

        Debit: Depreciation expense 
                   Credit:  Accumulated depreciation /by type of fixed assets/ 

 

7.7 Reports 
Reports are important to have on day-to-day, 
weekly, monthly, quarterly and annual basis to 
provide information about the overall activities of 
the Society and to make appropriate decision.  

 
7.8 Daily, Weekly, Monthly, Quarterly and 

Semi-annual Reports 

 
 Daily cash on hand and bank position reports are 

prepared by the designated personnel to keep 
up-to-date records of balances of cash on hand 
and each bank account. 
 

 Weekly cash position report should be prepared 
by the designated personnel. The report should 
include beginning balance, expenditures during 
the week, collections during the week and ending 
balance. Furthermore, the report should also 
indicate commitments / obligations that come 
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due in the coming week. Weekly cash position 
report helps to avoid out of cash balance / 
insufficient fund situations. Weekly cash position 
report should be prepared by the senior 
accountant at Head Quarter including EDP and 
Training Institute and accountant at regional 
offices and should be communicated to the 
Finance Director at the Head Office and 
Secretaries at Region / Zone.  

 Monthly reports should include bank 
reconciliations, outstanding advance report and 
petty cash position reports and fuel coupon 
report and stock balance report (quantity). 
 

 Quarterly reports include expenditure versus 
budget and variance analysis and comparison to 
previous periods. Quarterly report should be 
prepared by a senior accountant at Head Office, 
EDP and Training Institute and Administration 
and Finance Head at regional / zone offices. 
Quarterly reports should be submitted to the 
Secretary General and DSGs for management 
review. Quarterly report should be finalized 
within 21 days of the end of the quarter. 

 
7.8.1 Annual Reports  

Annual reports are usually conventional reports, 
which show the financial operations and positions of 
the Society. 
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A. Income and Expenditure Statements 

 
It summarizes the sources of income flows to the 
Society and expenditure/expense incurred during 
the accounting period. The statement should be 
prepared after adjustments are made. The income 
and expenditure statement should be comparable 
with budget and performance of previous year. 

 
B. Balance sheet 

 
Its shows the financial position of the Society at 
specific date. Comparative balance sheet should be 
prepared to provide valuable information to the 
management of the Society, stakeholders, and 
donors. 

  
C. Statement of Cash Flows 

 
It shows inflows and out flows of cash during the 
fiscal year.  Along with a balance sheet and income 
and expenditure statements, a statement of cash 
flow is included in reports to the management of the 
Society. The objectives of such a statement are to 
show the manner in which the operation of the 
Society has been financed and utilization of 
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financing resources. The statement provides the 
following important information. 

 The sources from which funds have been 
obtained and the way in which they have 
been used. 

 The funds generated by the operation of 
branches or the Society and the manner in 
which any resulting surplus of liquid assets 
has been applied or any deficiency of such 
assets has been financed. 

 Bank reconciliations should be attached to 
cash flow statements for immediate and easy 
reference.  

7.9 Notes to the Financial Statements 

 
 The disclosure principle requires that financial 

statements include all significant information 
needed by users of the statements. 

 If the omission of certain information would 
cause the financial statements to be 
misleading, disclosure of such information is 
vital.  

 The financial statements included in annual 
reports should be accompanied by detail 
notes to the statements. But, disclosure in 
notes is used to supplement the information 
in the body of the financial statements not to 
correct or justify improper accounting 
presentations in the statements. 
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The following are in formations often disclosed in 
annual reports: - 
 

 A summary of major accounting polices 
followed by the Society. 

 Stock and fixed assets  

 Detail description or summary of receivables, 
and  status of donors 

7.10 Financial Document Archive 
Setting up a financial document archive center 

should be an integral function of the Finance 

Department due to the following rationale.  

 

 ERCS runs numerous projects and 

activities concurrently 

 Legal requirement to retain financial 

documents for at least 10 years 

 Donors requirement to physically check 

financial documents pertaining to projects 

they support 

 External / internal auditors request for 

document access  

 The need to trace back certain 

transactions which belong to previous 

periods 

 The need to keep sensitive documents in 

the hands of responsible person whose 
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primary task is to keep documents 

properly, and  

 To reduce time and energy wasted in 

searching documents  

 

A. Procedure for Financial Document Archive 

 A separate room which can accommodate 

existing as well as upcoming documents is 

provided 

 A person with exposure to finance and 

recordings is assigned on a full time basis 

 Copies of contractual agreements, MoU, 

Charters, Directives, etc are handed over 

to the archive 

 Working tables and chairs are kept in the 

archive to facilitate quick reference and 

work 

 Except for active year, all financial source 

documents segregated on annual basis 

and labeled accordingly are hand over to 

the archive 

 Financial reports whether monthly, 

quarterly or other periodic reports along 

with annual reports are submitted to the 

archive 
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 Audited financial statements are handed 

over to the archive 

 Approved budget, amendments, etc are 

kept at the archive 

 Documents are shelved on fiscal year and 

project basis for easy and quick access  

 

B. Internal control over Financial document 

archive 

 

 Register is prepared to control and 

monitor of document movement 

 Only authorized persons and staff from 

finance, internal audit are allowed entry 

to the archive 

 Where document is drawn for a lengthy 

period, it should be duly authorized by the 

Finance Director / Project Accounts or 

Core Accounts Head 

 Photocopy of documents from the archive 

shall duly be authorized 

 The person in charge of the archive shall 

always keep the sequence order and 

shelving of the documents 

 The archive should always be kept clean 

and orderly 
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 No document shall be left of the working 

tables or in improper places 

 The doors and windows of the archive 

should be metal grilled. 

 The Finance Director, Finance and Admin 

Divisions Heads and Accounts Division 

Head shall periodically visit the archive to 

obtain impression of the handling 

 

 

                                                       

Ahmed Reja   

ERCS President 

 
 

 

 


