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PREPAID EXPENSE POLICY
VILLAGE OF LAKE LINDEN
 Prepaid Expenses

    I.  Policy Statement

           The Village of Lake Linden records its assets in accordance with those applicable laws set forth by the State of Michigan.

    II. Definitions

           ASSET: An asset of the village is an item that has future benefit that can be controlled by the village and that is derived from past transactions.

           PREPAID EXPENSE: A prepaid expense is a cash disbursement or other transfer of economic resources, other than an outlay for inventory or capital property, before the criteria for expense recognition have been met, that is expected to yield economic benefits over one or more future periods. It is recorded as an asset at the time of incurrence and amortized to expenses over the periods expected to benefit from it. Prepaid expenses generally expire either through the passage of time, such as prepaid rent or insurance, or through use or consumption. Prepaid expenses are non-financial assets.

           FINANCIAL ASSETS: Financial assets are assets that could be used to discharge existing liabilities or finance future operations that are not for consumption in the normal course of operations.

           NON-FINANCIAL ASSETS: Non-financial assets are acquired, constructed or developed assets that do not normally provide resources to discharge exiting liabilities, but instead:

               a)  are normally employed to deliver government services

               b)  may be consumed in the normal course of operations; and

               c)  are not for sale in the normal course of operations.

   III. Policy Objectives

          This policy explains which payments qualify as prepaid expenses to create consistent application across departments. The objective is to record expenses in the period in which the goods are received or services consumed and to avoid having prepayments incorrectly classified as prepaid expenses. 
    IV. Application

           This policy applies to all transactions of the Village which meet the conditions and definitions of this policy.

    V.  Policy Directives

           A prepaid expense exists when a payment is made for goods or services that are not received during the current period. This does not include prepayments, such as grants. The amount relating to the current period should be expensed in that period. The value of the future benefit portion should be recorded as an asset in the prepaid expense asset accounts. As the goods or services are received in subsequent periods, that proportion of the value should be expensed to operations. When all goods or services are received in full, the prepaid expense account balance should be zero.

    VI. Policy Guidelines

           Common prepaid expenses include fees paid for a specified period of time extending beyond a period end date or advance payments for shipments of goods or delivery of service. The following list details which expenses are routinely categorized as prepaid;

A. Regular monthly utility bills when the due date for the billing would require payment prior to the monthly Council meeting.

B. Payment on special project invoices when the project budget has had prior approval by the Council.

C. Expenses required for day-to-day operations provided they fall within the proscribed budget totals approved by the Council and provided the purchases have been made within the guidelines proscribed in the Fiscal/Purchasing policy.

D. Annual professional dues, insurance premiums, advance lease payments, retainer fees, and subscriptions. 
Prepayments should be classified as Accounts receivable and Advances (financial assets) and kept separate from prepaid expenses (non-financial assets). Materiality should be a consideration when assessing this policy. A prepaid expense should be recorded in situations where expensing the full payment would result in material misstatement of the period’s expenses and assets.

    VII. Accountability

           Departments are responsible to ensure that prepaid expenses are properly reflected in their accounts.

    VIII. Monitoring

           These accounts are subject to review by the Lake Linden Village Council Executive Committee, Village Accounting Program support staff, all auditors retained by the Village Council, and individual Trustees of the Village Council.
    IX.  Inquiries

           Inquiries can be directed to the Village Clerk’s Office in person at 401 Calumet Street, by phone at 906-296-9911, or via email at vll@lakelinden.net.                                        


Phone: (906) 296-9911   Fax: (906) 296-1044Email:vll@lakelinden.net Web: lakelinden.net
President: Edward R. Fisher


Clerk: Robert Poirier


Treasurer:  Jill DuMonthier
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