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Internal Controls
by David B. Gregory, Financial Officer

Topics:

· Why is Internal Control for Churches Necessary?

· Cash Disbursements - Internal Control

· Offerings - Internal Control

·  More areas of concern for Internal Control

Why is Internal Control for Churches Necessary?


What is the purpose of internal control? Internal controls are important to

protect the assets of your organization and to ensure compliance with

managerial policies. Poor internal controls can result in a greater likelihood of

honest errors or dishonest acts.


Why do we need internal controls? Our leaders are honest. I believe

most church volunteers are honest, but we do not want the church to take on

the role as the tempter. We want to trust our people but keep temptation to a

minimum.


I don't want to appear to mistrust our volunteers. Internal controls

benefit your volunteers by showing that they and the church care enough to

avoid the appearance of any misbehavior. Be ready to defend the integrity of

your volunteers based on both their integrity and on your internal controls.

Who should handle our church's finances? Before allowing anyone to

handle your church's finances it would be wise to read the qualities of an

overseer in 1 Timothy 3:2-4 and Titus 1:7. A common thread throughout these

verses is trustworthiness and integrity. Enlisting volunteers with integrity will

greatly reduce the chance of them being tempted.


How can you design internal controls to protect your church's assets?

Start with considering how someone could embezzle some of the church's assets. Next you can read about internal controls, hire a CPA to review your internal control procedures or do an internal control review yourself. There are others who have thought this subject through and have quality information available to you. "The Church Guide to Internal Controls" by Richard Vargo is a good basic internal control guide and includes a questionnaire to use in evaluating your church's internal controls. I also suggest the following book for your library: Dan Busby, CPA, President of ECFA. "http://www.amazon.com/Zondervan-Church-Nonprofit-Financial-Guide/dp/0310261864."

Cash Disbursements - Internal Control for Churches

The main ingredient for implementing internal control is in segregation of duties.

Problems arise when one person has too much control of the cash accounts.

· We have heard several stories of churches allowing one person to handle all

or most of the cash receipts and cash disbursement functions. They counted

offerings, made the deposit, recorded the offering, paid the bills, signed the

checks, did the bookkeeping, and prepared the financial reports. The lack of

internal control made it very easy for them to conceal embezzlement. Cases

of embezzlement have involved pastors, pastors’ wives, church secretaries,

and church treasurers. Often, there is no actual embezzlement, but even an

accusation can do a great deal of damage to the ministry.

The following are suggested procedures for handling the cash disbursement

function of your church. You may need to add additional controls or change these

in order to maintain good internal control.

· Split the cash disbursement responsibility. Have the church secretary open

he bills, review them, and give them to the bookkeeper. The bookkeeper

pays the bills and gives them to the treasurer for signature. The treasurer

signs the checks and has someone else mail them.
· Don't allow the check signer to have access to blank checks. This will reduce the possibility of using a church check for a personal expense.


· Two persons should be required to sign any check over a pre-determined

amount. The amount requiring a second signature and a second signature

line can be pre-printed on the check. Now in order to embezzle funds, there

would need to be a conspiracy with both check signers for any amount over

the limit.
· Require that someone other than the bookkeeper or treasurer do the bank

reconciliation. This person would review all the bank activity without having

access to the deposits or the checks.
· Have a person prepare financial reports who has no other financial

responsibility.

· The person in charge of a discretionary fund should not distribute the funds,

but rather submit his request to a committee for review prior to making the

disbursement.

· All church staff is paid a pre-determined salary and the amounts are reported

on a W-2 annually. Ministerial housing allowance is voted on in December

for the following year.
· All payroll taxes must be paid on time.


This entire system could be done with fewer persons depending on the resources of

your church. Use the above recommendations as a starting point only. Each

church must determine how much internal control is necessary based on their

particular needs.

Offerings - Internal Control for Churches

The following are true stories of how some churches handle their offerings:
· One deacon collects the offering, counts the money and makes the deposit.
· The pastor's wife collects the offering, counts the money, makes the deposit

and posts the giving to the members' tithing statement.
· The ushers collect the offering and the treasurer counts the money and

makes the deposit.
· The ushers collect the offering and two ushers count the money. The money

is put into an envelope and one usher deposits the money.
What is wrong in each of the above cases?

In the first three examples, one person counts and deposits the money. Without

two persons counting the money, the church cannot know if all the funds went into

the church's bank account.
In the second case the same person also prepares the members' tithing

statements. This gives one person complete control of the money and reporting to

the donor records. It opens the door to embezzlement of the money by making it

easier to cover up the evidence.
In the third case the treasurer counts the money and also handles the church

books. This makes it very easy for the treasurer to cover up any embezzlement of

the money since there is no one else doing the bookkeeping or reviewing the

treasurer's work.
In the fourth case two ushers count the money and one usher makes the deposit.

This may reduce the likelihood of embezzlement but may not assure that all the

money makes it to the bank.
The following are suggested procedures for handling offerings. You may need to

add additional controls or change these in order to maintain good internal control at

your church:
· Have members use envelopes. This will protect the offerings until they are

counted. By saving the envelopes, you will have a written record for each

offering put into the plate.
· Encourage members to write checks. This makes theft much more difficult.

The canceled check can serve as a receipt if verification of the church records

are necessary. Make sure checks are endorsed immediately in order to

reduce the likelihood of theft.
· Always require two people to be present when the offering is handled. This

reduces the ability of one person to embezzle funds, and reduces the risk of

the appearance of inappropriate behavior.
· Have a safe place to count cash. This reduces the risk of outside theft or

robbery.
· Require counters to prepare and sign a written log of the total offering

counted. This log should be in ink and given to someone who is not

connected to the counting of the cash. A theft after the cash is counted

could be detected when examining the bank statements.
· Place cash in a safe place between the time of the collection and time of

deposit.
· Deposit cash in the bank as soon as possible. This reduces the chance of

theft and reduces the amount of time someone may be tempted to embezzle

the funds.
· All deposit logs, deposit slips, and bank statements need to be reviewed and

balanced by someone unrelated to the handling of cash to determine

accuracy. This person should compare the signed deposit log with the

deposit slip and verify that the bank received the deposit.

If you implement these and other procedures when handling your offerings, you will

greatly reduce the risk of embezzlement and increase the chance of discovering it.

More areas of concern for Internal Control

Every church needs to implement internal control policies that reduce the risk of

theft, fraud, or temptation. Again, the main ingredient for implementing internal

control is in segregation of duties. Some other areas to be looked at while

reviewing your internal control procedures include:

· Financial statements should be prepared monthly.
· Donations records - A proper understanding of IRS rules regarding receipts

and donation value for non-cash donations.

· Restricted donations must be accounted for properly.
· Cash disbursement controls are necessary for payment of bills.
· Petty cash controls should be put into practice.
· Bank statements should be reconciled monthly.
· Savings and investment accounts should be reconciled monthly.
· Land, buildings, and equipment records need to be maintained.
· Accounts payable needs proper control.
· Insurance needs to be reviewed regularly.
· Debt needs to be monitored.
· Annual budget needs to be prepared and monitored.
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