To:

WPC Finance Committee
From:

WPC Audit Committee

Date:

July 29, 2009
Subject:
2008 Financial Review

SUMMARY
The internal review of the 2008 WPC financial books in accordance with section G-10.0401 d. of the Book of Order has been successfully completed.  To be compliant with this requirement, at a minimum, a review should be performed annually by a group of members with a general knowledge of finance.  The Audit Committee consisted of Tye Cowan, Robert Cravens, and Dick Mills.  The work of the Committee was greatly assisted by Shannon King and Pat Koester.  It is unknown when the last review was conducted.  We utilized the services of a local CPA and past WPC treasurer, Steve Duncan, to create a procedural outline for future use (see Attachment 1).  The goal of the review was to test if the internal controls are adequate to safeguard the church’s assets.

The procedures, policies, and transactions were reviewed in the following categories: 
(1) Cash, (2) Pledges Receivable, (3) Other Assets, (4) Property, Equipment and Insurance, (5) Liabilities, (6) Fund Balances and Restricted Funds, (7) Special Gifts & Endowment, (8) Revenue and Support, (9) Expenses by Committee, and (10) Payroll Testing.  The work papers are available for review electronically or hard copy.
In general, internal controls were found to be adequate for safeguarding the church’s assets.  However, there were procedures in six areas that could be improved to provide a more helpful picture of the financial status of the church or improve the internal controls.  It is suggested that the Finance Committee should work with the Treasurer to decide the value and ease of implementing the recommendations.
Reconciliations

The operating cash position on the books and financial statements does not match the bank and debit card reconciliations.  The financial statements were overstated by about $8,000 - $9,000 in the two months tested.

Recommendation:

Checks, deposits, and debit card charges should be recorded in the month the transaction actually occurs and then appear as reconciling items if they do not clear the bank.

Debit Card Use

The three pastors use three debit cards which are tied to a single bank account.  Office personnel can also charge against the account for internet purchases.  Expenses are charged to different budgeted accounts with varying amounts of approval or documentation by the authorized approver of the budget.

Recommendation:

The Finance Committee should revisit the Debit Card account and look at the level of activity by user and decide if $3,000 per month is a suitable total spending level and whether the types of expenditures are meeting the objectives for the use of the card.  It would appear that the account use started for emergency situations and is now being used routinely with few approval controls.  Consideration should be made to set a suitable expense level (e.g., $200) that requires documented approval by the authorized committee chair.
Designated Funds and Endowment
There were two main issues:

a. At the end of 2008, there were 11 designated funds with negative balances totaling slightly over $20,000.  In other words, the designated funds had spent more than the original designated amounts.
b. Activity for temporarily restricted funds (i.e., Designated Funds) and permanently restricted funds (i.e., the Endowment) currently do not show in the Statement of Revenue and Expenses.  All of these show in a separate schedule without impacting the change in income.
Recommendation:
a. The designated funds should never go below zero.  Other accounts should be identified for any shortfalls and be transferred to the appropriate designated fund in a timely fashion.

b. In addition to the current schedules showing the fund activity, the summary monthly net changes for these funds could be shown in a few additional line items in the Statement of Revenue & Expenses to recognize the activity as “Revenue and Support” or “Expenses”.  An example is discussed in Steve Duncan’s summary (see Attachment 2).  Our Committee was not unanimous in supporting this particular recommendation.
Borrowed Funds
Short term borrowing was recorded in “Revenues and Support.” 

Recommendation:

Any open line of credit should be shown as activity in the balance sheet as a change in liabilities.  Loan payments could still be summarized and shown in the “Stewardship and Finance” expense section of the Statement of Revenue & Expenses rather than the Revenues section.

Timecards

Timecards are sometimes signed after payroll is prepared.

Recommendation:

Timecards should be approved in advance by the appropriate authorized approver or an appropriate designee.

Auto Mileage Reimbursement

Some auto mileage reimbursement payments are paid from a simple one number summary of miles rather than from a contemporaneous record (as defined by the IRS). Without the appropriate detail, it will not meet the IRS requirements of an accountable plan.  If not an accountable plan, then payments should be included in W-2 wages.
Recommendation:

Consider requesting more detail with an expense report.

Respectfully submitted,

Tye Cowan 
                        
  Robert Cravens



Dick Mills
Attachment 1
	
	PLANNING
	Webster Presbyterian Church Internal Review: 2008

	Audit Objectives:
	
	
	
	
	

	1
	The internal audit of WPC to be conducted with adequate planning, documentation and review by the Committee sufficient to report to Session.
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Form Committee including members versed in accounting/finance.
	 
	 
	 
	 
	 

	2
	Review prior year workpapers and plan fieldwork dates.
	 
	 
	 
	 
	 

	3
	Prepare initial data request list.  Committee as a whole to review the list.
	 
	 
	 
	 
	 

	4
	Committee as a whole to discuss risk assessment and general audit planning.  Divide work based on audit program.  Discuss necessary workpaper documentation (review prior -- documents related to procedures and policies of WPC may have been included in prior year.  Update if necessary.
	 
	 
	 
	 
	 

	5
	Review the December financial statements.  Select items for testing.  Inquire regarding unusual balances or balances that are significantly over or under budget.  Tie balances in the financial statement to the general ledger. Inquire regarding any differences.
	 
	 
	 
	 
	 

	6
	OPTIONAL: Review session minutes during the year to determine any unusual items and how they may have impacted the financial statements or whether any additional liabilities may have been incurred.
	 
	 
	 
	 
	 

	7
	Perform internal audit fieldwork.  Committee to discuss various findings during fieldwork and whether to conduct additional testing.
	 
	 
	 
	 
	 

	8
	Perform additional tests if necessary.
	 
	 
	 
	 
	 

	9
	Prepare Committee report and letter to Session (these may be combined).
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	CASH  
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Cash is fairly stated as of December 31. 

	 
	CONTROL OVER CASH IS IMPORTANT.  THEREFORE, THESE PROCEDURES ARE NOT OPTIONAL.  
 

	 
	    IT IS IMPORTANT TO SEE THAT THE BANK RECONCILIATION IS BEING PREPARED AND IS ACCURATE (TEST).
 

	 
	   For workpaper documentation, make a copy of the December bank reconciliation and any other bank reconciliation selected for  detail testing
 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Obtain bank reconciliations for December 31, 2008 for all cash accounts.
	 
	 
	 
	 
	 

	2
	Inquire whether bank reconciliations are prepared monthly and by whom.
	 
	 
	 
	 
	 

	3
	Document procedures for receipt of invoices, the accounts payable process, what type of documents are provided for support of checks written, whether supporting documents are provided to check writer, who signs checks generally, who has signature authority and on which accounts, who cuts checks, who delivers or mails checks and where blank checks are stored.
	 
	 
	 
	 
	 

	4
	Using the December 31 bank reconciliation, test the accuracy of the reconciliation.  Check the math in the reconciliation, tie the bank balance per reconciliation to bank statement, view outstanding checks and deposits in transit as clearing subsequent month statement, noting that payee on check agrees with cash disbursements journal.  Discuss age of outstanding checks with person reconciling bank statement and the status of determining the reason they may be outstanding.  Outstanding checks held for too long must be turned over to the State of Texas as unclaimed property.
	 
	 
	 
	 
	 

	5
	Tie balance per books on bank reconciliation to cash balance in general ledger.
	 
	 
	 
	 
	 

	6
	Review general ledger for cash in the month in which the bank reconciliation is tested.  Note any significant journal entry adjustments made to cash.  Other than normal deposits and checks (or debits) charged, adjustments made to cash should be investigated.
	 
	 
	 
	 
	 

	7
	Select one other bank reconciliation in a different month for testing.  Limit testing to tying balance per bank on statement to reconciliation and balance per books to general ledger.  Review bank reconciliation for unusual items.
	 
	 
	 
	 
	 

	8
	Perform similar tests of reconciliations for the other bank accounts, including the debit card account, the Charles Schwab account and the Endowment Account.
	 
	 
	 
	 
	 

	9
	Update workpapers, include copies of bank reconciliation with relevant tick marks.
	 
	 
	 
	 
	 

	10
	Draft conclusion regarding cash.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	PLEDGES RECEIVABLE
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	That pledges receivable are properly stated and disclosed in the financial statements.
	 

	 
	Pledges are not recorded as revenue (actual amounts received are recorded).  However, gain an understanding of the relationship between total pledges for the year, the total budgeted pledged revenue, and the total pledges received.

	 
	
	
	
	
	
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Determine how pledges are accounted for both in the system and how reported to session.  Document.
	 
	 
	 
	 
	 

	2
	Run a test based on total pledges documented compared to total pledges received per the financial statements.  
	 
	 
	 
	 
	 

	3
	Inquire regarding significant differences between total amounts pledged versus total amount received.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	OTHER ASSETS
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Other assets are properly recorded and adequately safeguarded.
	 
	 
	 

	2
	Realization of any receivables is adequately disclosed or accounted for.
	
	 

	 
	
	
	
	
	
	 

	 
	OPTIONAL: IF OTHER ASSETS ARE NOT SIGNIFICANT OR THERE WERE NO CHANGES FROM PRIOR YEAR.

	 
	
	
	
	
	
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Use discretion when reviewing the other assets in the general ledger.  Some balances are small and may not warrant further work.  
	 
	 
	 
	 
	 

	2
	Inquire regarding other assets (tangible or intangible) that may not be disclosed in the financial statements.  If any exist, determine if they should be disclosed.
	 
	 
	 
	 
	 

	3
	Conclude regarding other assets.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	PROPERTY AND EQUIPMENT AND INSURANCE
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	That property and equipment is fairly stated at December 31.  
	 
	 
	 

	2
	Property held by the Church is properly safeguarded and insured.
	
	
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Obtain general ledger activity for each of the property and equipment accounts (BALANCE SHEET ACCOUNTS.  Review for unusual items.
	 
	 
	 
	 
	 

	2
	Trace asset purchases or improvements to supporting documentation.  (sample basis)
	 
	 
	 
	 
	 

	3
	Note how purchases or improvements are recorded and disclosed.  Since the property and equipment accounts are not included in the budgeted portion of the financial statements, how are changes to the property accounts disclosed?
	 
	 
	 
	 
	 

	4
	Review insurance policies of the Church.  Discuss with Committee heads regarding proper amounts of coverage to help determine if the Church is adequately insured.  Document.
	 
	 
	 
	 
	 

	5
	Review the insurance general ledger accounts (including workers comp), and trace payments to the supporting documentation.  Note which insurance policies are being purchased.
	 
	 
	 
	 
	 

	6
	OPTIONAL: Obtain a list of property and equipment if existing.  Determine if there are amounts of property and equipment on the books that is no longer held by WPC.
	 
	 
	 
	 
	 

	7
	OPTIONAL: Inquire regarding the reporting basis (cost or fair value) of assets.  Document.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	LIABILITIES
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Liabilities are properly stated fairly at December 31
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Obtain the statement from the lender that includes the principal balance of the notes payable as of year end.  Tie this amount to the general ledger.  Reconcile any difference.
	 
	 
	 
	 
	 

	2
	Test the reasonableness of the current portion of the long-term receivable to determine if it is fairly stated.
	 
	 
	 
	 
	 

	3
	Note the interest rate in the loan per the statement of the lender.  Test the interest expense for the year.
	 
	 
	 
	 
	 

	4
	Inquire regarding the disclosure of the mortgage principal paid in the financial statements.  If the mortgage principal is included in account 6290 in the Steward and Finance section, how does the principal balance in the balance sheet reflect the amount due to the lender?  How is the liability on the books reflected?
	 
	 
	 
	 
	 

	5
	Payroll liabilities (such as December withholding paid in January).   Inquire regarding the payroll process and how the payroll taxes are deposited (do not duplicate work that may have been done on payroll in another section -- ask other committee members -- see section on "Payroll testing").  If payroll deposits are made monthly, then review the December payroll for payroll deposit amounts outstanding at December 31.
	 
	 
	 
	 
	 

	6
	Inquire as to any other borrowings such as a line of credit.  How are borrowings recorded?  If there are additional borrowings, obtain a statement from the lender showing the balance at year end and trace to the general ledger and financial statements.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	FUND BALANCE AND RESTRICTED FUNDS
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Review the activity in the Fund Balance (or Fund Principal) account during the year.  Inquire regarding ANY activity. 
	 
	 
	 
	 
	 

	2
	Inquire regarding any other accounts in this section (such as excess cash received).  Determine the nature of the item and how it should be reported.
	 
	 
	 
	 
	 

	3
	Tie the restricted funds accounts in the financial statements to the general ledger and then to the restricted (or designated/exchange) accounts in the section of the financial statements that follows the revenues and expenses.  Inquire regarding any differences.
	 
	 
	 
	 
	 

	4
	Review the "Summary of Restricted Accounts" in the financial statements.   Select accounts for testing of the activity.  Use judgment to select those that may have a higher risk of mis-statement.
	 
	 
	 
	 
	 

	5
	Inquire as to the use of the Designated Funds.  What happens to balances that are unspent?   How are the revenues reported in the statement of revenues and expenses?  How are the expenses reported in the statement of revenues and expenses?
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	SPECIAL GIFTS & ENDOWMENT
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Determine whether the endowment Fund and income that it generates is being accounted for in accordance with it's governing document.

	 
	
	
	
	
	
	 

	 
	REVIEW WORK ON THE ENDOWMENT FUNDS MAY BE PERFORMED LESS OFTEN THAN ANNUALLY.  COMMITTEE SHOULD USE JUDGEMENT.

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Obtain the Endowment Fund governing document.  (Copy or bring forward from prior year workpapers).  Inquire as to how the income is recorded and trace the entries in the general ledger.  Document how the Endowment Fund income should be allocated (or bring forward copy from previous year).
	 
	 
	 
	 
	 

	2
	Trace the balance from the broker statement or bank statement to the general ledger and financial statements.
	 
	 
	 
	 
	 

	3
	Review the activity in the general ledger.  If cash is to be moved to the operating account, inquire as to whether this has been done.
	 
	 
	 
	 
	 

	4
	Conclude regarding the Endowment account.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	REVENUE AND SUPPORT
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Determine whether revenue and support is fairly stated and includes all items of support to the Church.

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Inquire and document the process for recording revenue from contributions.  Document the Sunday counters procedures.  Document procedures for other deposits into the Church.
	
	
	
	
	

	2
	Select a sample (suggest two month's activity) in the general ledger for each of the revenue accounts and trace to support.  Support would include Sunday deposits as well as miscellaneous deposits.  Trace the entry from the GL to the support.  Examine the support to determine if the entry to the GL accounts was properly recorded.  Document adequacy of support (copies and GL account references).
	
	
	
	
	

	3
	Determine whether there is proper segregation of duties taking into account the relative size of the available staff.
	
	
	
	
	

	4
	Review a sample of some of the Sunday deposits.  Note whether the procedures performed by Sunday counters match the prescribed procedures. (such as two counters).
	
	
	
	
	

	5
	Review other items of revenue and support.  Inquire regarding unusual items.  Inquire regarding interest income - Building Fund.  Where is the building fund in the balance sheet or designated accounts?
	
	
	
	
	

	6
	Inquire regarding borrowings (line of credit) or any other unusual or non-revenue item included in revenues.
	
	
	
	
	

	7
	Conclude (with brief memo) regarding revenue and support.
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page _1 of 1_

	Additional Comments:
	
	
	
	
	


	
	EXPENSES (BY COMMITTEE)
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Expenses are properly recorded.
	 
	 
	 
	 
	 

	2
	Expenses disclosed in the financial statements include all expenses of the Church.
	
	 

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Review the expenses section of the income statement.  Inquire regarding unusual balances.  Inquire regarding balances that are significantly above or below the annual budget.  In the Administration section, do not duplicate work regarding payroll that is performed in another section of these procedures (see "Payroll testing")
	RDC
	 
	 
	 
	Exp-01

	2
	Select GL accounts for testing.  Obtain the general ledger activity for those accounts for the year and select material (a sample) charges and trace to support.  Verify propriety of account and amount charged.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	Page _1 of 1_

	Additional Comments:
	
	
	
	
	


	
	PAYROLL TESTING
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	 
	 
	 
	 
	 
	 

	 
	THIS TEST MAY BE PERFORMED EVERY OTHER YEAR OR MORE OFTEN.  COMMITTEE SHOULD USE JUDGEMENT.

	 
	Note:  Those who are challenged in accounting procedures may need assistance from bookkeeping on how payroll is recorded in order to complete this test.  It is important to determine that no checks are being charged to payroll that are not actually part of payroll and that payroll deposits are being made timely.

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Obtain the 941's (and 940 if required to be filed) for the year.  Reconcile the wages on the 941's (in total) to the total payroll for the year.  In order to conduct this test, you may be required to trace to the payroll journal.  (see item 4).
	 
	 
	 
	 
	 

	2
	Inquire as to payroll procedures for each pay period, who records the payroll, who disburses the checks, whether there are any checks written to payroll employees that are not included in the payroll system.
	 
	 
	 
	 
	 

	3
	Document the system for approving pay increases (or bring forward from prior year and verify not changed).
	 
	 
	 
	 
	 

	4
	On a test basis (suggest one month's payroll), trace the totals from the payroll journals to the amounts recorded in the general ledger.  Note how the gross pay is recorded, how the employer's portion of the payroll expenses are recorded, how the payroll deposit liability is recorded and paid.
	 
	 
	 
	 
	 

	5
	Inquire regarding any correspondence from the IRS during the year.
	 
	 
	 
	 
	 

	6
	Conclude regarding the recording of payroll.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


	
	CASH DISBURSEMENT TESTING
	Webster Presbyterian Church Internal Review: 2008

	Internal Audit Objectives:
	
	
	
	
	

	1
	Determine if controls over cash disbursements are adequate to properly safeguard cash and assist in proper recording in the general ledger.

	 
	
	
	
	
	
	 

	 
	CASH DISBURSEMENT TESTING IS OPTIONAL.  CONDUCT TESTS ON "EXPENSES BY COMMITTEE" FIRST.    IF THE COMMITTEE DEEMS FURTHER TESTING IS NECESSARY, CONDUCT SOME TESTS OF THIS  CASH DISBURSEMENT SYSTEM.

	 
	 
	 
	 
	 
	 
	 

	
	
	Performed
	
	Not
	
	Workpaper

	
	
	By
	N/A
	Performed
	Comments
	Reference

	1
	Review the cash section to determine if documentation has been generated on procedures over cash disbursements.  Document if not completed.  
	 
	 
	 
	 
	 

	2
	Obtain the cash disbursements journal for the year for the operating account.
	 
	 
	 
	 
	 

	3
	Select a sample (either random or systematic) for testing.  Samples may be all transactions for a month, or every 5th transaction during the year, etc. Trace to payment to the supporting documentation.  Note whether supporting document is adequate (third party documentation, approval by session, etc) based on procedures in place.
	 
	 
	 
	 
	 

	4
	Note whether invoice was properly cancelled (marked as paid).
	 
	 
	 
	 
	 

	5
	Trace to cancelled check or copy of check included with bank statement.  Note whether payee in CD journal agrees with payee on cancelled check or check copy.
	 
	 
	 
	 
	 

	6
	Note whether the correct general ledger account was charged based on the supporting documentation or the payment voucher and whether the payment was properly approved.
	 
	 
	 
	 
	 

	7
	Maintain copy of journal as workpaper documentation with items selected for testing marked.
	 
	 
	 
	 
	 

	8
	Review the general ledger activity related to the use of the debit card account, noting any unusual transactions.  Select several for testing to determine if there is supporting documentation in the files supporting charges.  Determine how many debit cards exist and who is authorized to use them.
	 
	 
	 
	 
	 

	9
	Inquire regarding the purposed of the debit card account and the Charles Schwab account.  Review transactions in general ledger for unusual items.  Trace the general ledger balance with the statement balances for both.
	 
	 
	 
	 
	 

	10
	Review the general ledger or cash disbursements journal for checks written to authorized signatories or non-payroll checks written to payroll employees.  Inquire regarding any unusual items.
	 
	 
	 
	 
	 

	11
	Conclude regarding procedures performed.  Determine if additional testing is necessary.
	 
	 
	 
	 
	 

	
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	Page ___________

	Additional Comments:
	
	
	
	
	


Attachment 2

Steve Duncan CPA

17300 El Camino Real, Suite 110

Houston, Texas 77058

Tel: 281-480-7325 Fax: 1-866-497-0549

July 7, 2009

Audit Committee 

Webster Presbyterian Church 

201 W. Nasa Parkway 

Webster, Texas 77598 

During procedures performed by myself and subcommittee members related to the annual audit by a Committee as specified in the Book of Order, the following comments and recommendations are summarized. These are based on my observations and may not include all of the comments that others in the subcommittee may have. 

COMMENTS AND RECOMMENDATIONS 

WPC Internal Review 

2008 

BANK RECONCILIATIONS 

During cash work, it was noted that the reconciliation is not tied to the general ledger (financial statement) balance. This was occurring monthly and the differences varied by month. At the end of December, the books indicated $43,381.57 in operating cash and the bank reconciliation showed 38,048.98 for an overstatement of cash of $5,332.59. In addition, the debit card account balance per books was $3,000 and the balance per the reconciliation was $(118.22) for a difference of $3,118.22. Thus, cash per financial statements as of December 31, 2008 is greater than the cash per reconciliations by $8,450.81. 

Another observation made when reviewing bank reconciliations is that some checks were issued and recorded after the month end cutoff and were not included in the bank reconciliation as an outstanding (uncleared) item. If those checks were included in the accounting month open, instead of in the subsequent month, then they would show up as an outstanding check. However, proper cutoff should be made of the books and cash disbursements so these should not be reconciling items. 
Expenses that Session wants included in the current month but were not paid until a subsequent month can be included in an accrual journal entry to accounts payable, if it is sufficiently important to include the unpaid expense in the current period. This can be set up as an auto reversing entry. 

The Debit Card Account: 

The debit card account reconciliations do not agree to the general ledger. The books are left open after the end of a month for a check to be drawn or electronic transfer made from the operating account to the debit card account. The cash transfer does not take place until the following month, and does not show up as an uncleared check and uncleared deposit. 

Recommendations: 

The bank reconciliation should be reconciled to the book balance monthly (the book balance is the ACS posting journal balance and the financial statement balance). If there are any items other than deposits in transit (uncleared deposits) or outstanding (uncleared) checks that impact the reconciliation, then those items should be adjusted or corrected prior to completing the reconciliation. Thus, they would not be a reconciling item. 
With regard to the debit card account, I recommend that the activity be recorded in the month the transaction actually takes place. Thus, the bank statement for the debit card account will reflect the general ledger balance (there would be no uncleared items in this reconciliation because there is no time lag – everything gets recorded by bank on the day it occurs.) 
USE OF THE DEBIT CARDS 
Each pastor uses a debit card. Total use of the debit cards is limited to $3,000 per month by Session. The following observations were made: 

1. The treasurer and/or bookkeeper spend about 2 hours per month rounding up receipts and determining which general ledger accounts (budget line items) to charge. 
2. Charges may not always be made to the correct general ledger account. 
3. There is no approval process. Expenses are incurred and charged to budget line items based on the discretion of the cardholder. 
One suggestion was made to try to get advance approval (by the committee responsible for the budget line) for charges (no minimum amount specified). I also understand that Session established some controls on the use of the cards by limiting their total use to $3,000 per month. I recommend the Session consider improving accountability for the use of the cards (and for budgets) by reducing or removing the ability of anyone to charge amounts to a budget line item that is meant to be controlled by others. In other words, consider having a single line item in the budget for each of the three cards, regardless of what they are used for. Each user would be responsible for that budget line item. This would also improve accountability for other line items in the budget because those authorized to approve expenses for a line item would have complete control for that budget line. This would be similar to the Pastors’ “discretionary” accounts already in use and would save the 2 hours per month spent determining which budget line items to charge. It would also add more control by committees for their own committee budgets. 
DESIGNATED FUNDS
a. Negative balances – Designated Funds are temporarily restricted gifts that are given to WPC with the stipulation that they be used for a specific purpose. These funds must be held until the restrictions are removed (money is spent for that purpose). If amounts in excess of restricted, designated amounts are used, then the balance should be (can only be) from unrestricted funds. As of December 31, 2008, there were 11 designated funds with negative balances totaling ($20,302.47). 

b. Presentation in Financial Statements – The three most common financial statements used by nonprofit organizations are the Statement of Financial Position (Balance Sheet), Statement of Activities (Statement of Revenues and Expenses), and Statement of Cash Flows. The Statement of Activities should typically include both unrestricted revenue and support as well as temporarily restricted (designated funds) and permanently restricted (endowment). Including all types of revenue and support reports a true picture of the activities of the nonprofit organization. WPC reports designated and endowment activity in a separate schedule after the statement of activities (beginning on page 5 of the December financial statements). Without recreating the wheel, it is possible to include summary information into the statement of activities (instead of in a separate schedule) by recording an additional journal entry each month as follows: 

Dr. 
Cr. 
Temporarily restricted revenue and support 

XXXX 
Permanently restricted revenue and support 

XXXX 
Designated Fund expenses 


XXXX 
Fund balance (unrestricted) 


XXXX or XXXX 
The first three accounts above will represent the activity in the designated fund accounts and endowment fund. These can also be budgeted and incorporated into the annual budget. 
ACCOUNTING FOR BORROWED FUNDS 

The Statement of Revenues and Expenses included activity in the revenue section for the principal amount of the line of credit borrowed and repaid. The total amount borrowed had been repaid by December 31, 2008. Thus, the year to date “revenue” from that line item is zero. However, the interim months include amounts in revenue and support (positive or negative) that do not represent true revenue or support. This distorts the actual revenue for that period. Borrowed funds are not revenue, and don’t change net assets. Reports that show 12 months activity (if they were generated from the accounting system) would be incorrect. Historical information by month or year may prove very useful when budgeting or making comparisons (trend analysis with horizontal and vertical comparisons of

periods/amounts). I recommend recording borrowed money in its actual place on the balance sheet (statement of position) as an increase or decrease to a liability. 
Generally, the purpose of recording borrowed funds in revenue is done to attempt to make the statement of activities (statement of revenue and expenses) into a cash flow statement. However, it is not meant to be a cash flow statement. The cash flows are reported in a separate statement, if presented at all. 
This raises the question of how to report the principal balance on the Property loan. Historically, WPC has shown the principal payments as an expense in the budgeted section of the statement of revenues and expenses (under the finance committee). The payments could be presented in a separate new section AFTER the “Net Total” (net of revenues/expenses) on the statement of revenues and expenses (see p. 4). This new section could be for budgeted purposes only since principal payments are budgeted.
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