MODEL FINANCIAL AUDIT PROGRAM 
Audits of Congregations for Fiscal Year 2018
If your parish has Annual Operating Income greater than $250,000, the Trustees strongly recommend that you be audited by a CPA or other independent entity. Parishes might consider trading CPA parish members with another parish to have an independent audit done. Parish Audits must be completed and returned to the Diocese with the Certificate of Audit by June 30, 2019.
GUIDELINES FOR AUDITORS: In addition to this audit questionnaire, you are to reference the questionnaire in Section VI of the Audit Guidelines for Congregations. Review the local and National Canons and General Information provided in the Manual of Business Methods.  Review these sections and guidelines with the parish committee, vestry and leadership.

The following worksheets are provided for use by the financial audit team.  This model program can be followed step by step and will be the basis of your audit.  Further information on required Audit procedures are found in Section VI of the Manual of Business Methods in Church Affairs.

Chapter III contains information about parish bookkeeping and audits.  All working papers and the year-end bank statement for each account of the church must be attached to your Certificate of Audit.  The parish should keep a copy of all worksheets and should retain as a reference for next year’s audit committee and for any audit review.  This form and the attached forms are to be sent to the Diocese.  Your working papers remain in the church records.

Make two copies of the Certificate of Audit. One should be submitted to the Vestry/Executive Committee when you make your report and should be filed with the minutes. One copy is to be filed with your report together with all required forms, to the Diocese and be retained in the official parish audit file.

  All recommendations you make because of your audit should be recorded in writing on the

Certificate of Audit in the place provided. In addition, your recommendations should be given to the parish treasurer.   A combined management review letter will be prepared with you and the management team collaborating.  This is to be provided to management and to the vestry.

Before beginning your audit, review the audit guidelines found in Chapter VI in the Manual of Business Methods in Church Affairs.  Once you are ready to begin, secure from the Treasurer the following records:

1.
Receipts and Disbursements Records

2.
Check Book Register

3.
Files of Paid Vouchers

4.
Records of Cash Receipts from Sunday offerings (count sheets)

5.
Record of pledges and payments

6.
Duplicate deposit slips, passbook or account statements 
         (December of previous year through January of next year—two months overlapping)

7.
Record of endowment and investment fund transactions

8.
Copy of Treasurer’s Report to the Annual Meeting for both the year being audited and the prior year.

9.
Copy of Annual Parochial Report

10.
Obtain or prepare a schedule of all insurance policies

Be certain that the parish has had all savings passbooks, bank and investment fund statements posted to December 31, and/or request from all banks a confirmation of balances on deposit as lending   institutions (banks, the   Episcopal   Church   Building Fund, the   Diocese   for   Sibley Revolving Loans, others) to which the congregation is indebted, a confirmation of balances due

on any outstanding loans, as of December 31 unless the lender has rendered a year end statement. Again, a sample form is enclosed. In addition, have the statements for the year-end of the previous year accounts and the first full month of the succeeding year accounts available.  If time does not allow and the parish has original bank statements, new statements may not be necessary. You may need alternate procedures to satisfy yourself as to the adequacy of the balances.  Original bank statements, subsequent cash collections, payment coupons, amortization schedules and loan agreements, etc. can be reviewed for adequacy of balances.

You are now ready to begin the audit. The following audit program is designed to be a thorough audit. Follow the instructions and answer the questions.
If additional space is required, attach additional sheets. A place is provided on the right side of the model program for the initials

or signature of the person performing each step in the audit.

Finally, the audit provides the opportunity to review Vestry Minutes to ensure certain matters have been approved by the Vestry as required.   For example, the Vestry is required each year to pass a resolution indicating it has accepted the parish Parochial Report and Annual Audit.
The Vestry must give such approval every year.   As part of the Audit, you should review the Vestry minutes to ensure this action was taken.  You should also review financial motions to see if they are consistent with financial actions taken during the year.
While reviewing the Vestry Minutes, you might also satisfy yourself that, if the parish pays a Housing Allowance to ordained staff, the Vestry has adopted a resolution approving the amount of the allowance. The IRS requires such a vestry resolution if the parish is paying a Housing Allowance.

I.
PRELIMINARY
A.  Were any financial records you requested missing or refused?

B.  If so, what reason or reasons were given for the omission? 
II.   REVIEW   INTERNAL   CONTROL (ask   the   following   questions   of   the   Treasurer, Parish
Secretary, and/or Rector.) Please note the Internal Controls section of the Manual of Business Methods in Church Affairs, Chapter VI.  Please review the entire Internal Controls Questionnaire with the Vestry or Finance Committee once every other year.
A.
Cash receipts and collection procedures
1.
Who is responsible for counting the weekly offerings?

                                                                                                                          

2.
If two persons are not assigned to perform this task,
state the reason. (Proper internal control requires at

least two people to handle the cash)  


3.
Who is responsible for making up deposits?


Are deposits made the same day utilizing a drop box?              If not, are they
secured in a safe overnight? (explain)


4.
Are all receipts deposited intact?  

5.
Who maintains pledge records?  

6.
Are pledge statements sent periodically?  

7.
Do all funds of the church go through the accounts of the church?  
B.
Cash Disbursements
1.
Who signs checks and how many signatures are

required?  

Is there a policy requiring 2 signatures for certain amounts?  

Is the policy written?  
 (attach a copy)
2.
Are bills and invoices approved for payment and properly maintained on file? 
3.
Who prepares checks and maintains bill files?  

4.
Are there any returned checks with the bank statement after year end
that have unusual payees, unusual endorsements, changed dollar amounts, etc? 
(Attach report of all such returns)
C.
Is there a cash receipt and disbursements journal, which is posted at least monthly?


D.
Are all bank accounts reconciled monthly?  

E.
Are satisfactory payroll records maintained?  

Is a payroll service used?  
Are Federal 941 and State NYS-45 reports filed quarterly? 

Are all employees receiving a W-2, not a 1099?  

(Clergy, Secretary, Musicians, Sexton, paid Church School and Choir Person, 
whether part or full time are W-2 employees).
Are there personnel files for all employees?  

F.
Who receives and opens mail?  

G.
Are all special funds accounted for properly?  

H.
Are monthly reports (financial statements) presented to the Vestry
or Executive Committee and made a part of the minutes?  



I. If financial records are kept on a computer, what backups are maintained?


Are they stored offsite?   

Are they tested periodically to be sure backups are working?  
What financial software do you use?  

J. What are your conclusions concerning the adequacy of internal control?

                             
State your recommendations for improvement and include in the final report to be

given to the Vestry/Executive Committee and the Treasurer.

 III.  CASH ON HAND IN BANKS
A.
Review bank reconciliations.
        Initials and date: 

1.
See that the year end reconciliation agrees with the actual bank statement and to the annual report included in the Vestry or Executive Committee minutes and submitted to the Diocese.
2.
Test to see if all bank accounts have been reconciled monthly. *
3.
See that all checking accounts and savings accounts are included in financial reports to the Vestry or Executive Committee and Diocese. *
4.
Review reconciling items on the year end reconciliation’s care- fully and trace to the succeeding month’s bank statement any significant or unusual items.
B.
If a cash fund (petty cash) is maintained, count on a surprise basis and verify balance with appropriate records.
                                                                Initials and date: ___________________  
C.
See that the amount shown on the annual financial statement as beginning cash (January 1 cash balance) agrees with the prior year’s annual statement ending cash balance.  

D.
Year end bank reconciliation should be checked for mathematical accuracy. Outstanding items should be checked to the subsequent month’s bank statement. Are there more errors than expected?


E.
Is a large amount of money kept in an operating or saving account? (more than
one month of cash needed for operations) 

If the answer is “yes”, why
are these funds not in an investment account?  


  F.
If E. was “yes”, for how long has this money been in an account and not invested in longer term funds?

  G.
What was the source, in detail, of these funds?  Go back through the deposit history to
determine the source.  Attach a sheet showing the sources.  Were there restrictions? 
(include in the schedule)  

IV.
CASH RECEIPTS
A.
Entries in the cash journal should be traced to validated deposit slips. *
                                                     Initials and date: 
B.
Cash receipts entries in the cash journal should be traced to individual pledge records.
                                                     Initials and date:  
C.
Run a total of the year end pledge statements and compare the total to the total pledges      reported in the annual report.
 Initials and date:
D.
Compare the total of special offerings (Easter, Thanksgiving, Christmas, etc.)
received and reported and compare the total to prior years for reasonableness. *
                                                     Initials and date:  
E.
Prepare a schedule of investment income by source and review for reasonableness.
                                                     Initials and date: 
F.
Compare all revenues to budgeted amounts and examine all variances. *
                                                     Initials and date:  
G.
Select a random sample of weekly deposits (perhaps one per month) and review the reasonableness of loose cash offerings. *
                                                     Initials and date: 
V.
CASH DISBURSEMENTS
A.
Compare expenses to budget and ask for an explanation of significant variances. *
                                                    Initials and date:  
B.
Select a random sample of checks and examine paid bills, canceled checks, and entries
in the cash disbursements journal. * Initials and date:  
C.
Examine canceled checks for authorized signatures, proper endorsements, and expense classification.
                           Initials and date:
D.
Examine payroll checks and determine if tax, insurance, and other withholdings are     properly handled. *                         Initials and date:
E.
Review payroll tax records and see that all payroll taxes are being paid. *
                                                    Initials and date: 
F.
Trace cash transfers (e.g., savings withdrawals to deposit in checking accounts.
                                                   Initials and date: 
VI.   SAVINGS ACCOUNTS
A.
Review all savings statements and passbooks carefully.  Trace withdrawals to deposits
in other church accounts. (Expenses and other disbursements should be made from checking accounts, not savings accounts) *
                                                            Initials and date:  
B.
Determine that interest earned is properly accounted for. *
                                                    Initials and date: 
C.
Confirm savings account balances (use the sample form enclosed)
if statements or passbooks are not available.
                                                    Initials and date: 
VII.   DEBT
A.
Confirm the balance of all outstanding debts if statements are not available. (use the sample form enclosed)           
                                                    Initials and date:  
B.
Review payments to be sure they are made on time and that interest

and principal are properly recorded.    Initials and date: 
* For all items noted with an asterisk, you may wish to test two (or more) months records, rather than performing the work for all twelve months.  If discrepancies are found in your test months, additional months should be audited.
VIII.
DESIGNATED RECEIPTS AND DISBURSEMENTS
(examples of designated receipts are special offerings such as those for the Episcopal Relief and Development Fund, the Bishop’s Discretionary Fund, etc.)
A.
Determine that receipts are properly recorded and reported to the

Vestry or Executive Committee.         Initials and date:  
B.
Determine that disbursements are properly reported and in accordance with the receipt designation.
      Initials and date: 
C.
Determine the accuracy of carried over designated receipt balances.
     Initials and date:  
IX.   INVESTMENTS
A.  Review investment reports. Verify income with financial reports and review recording of income.
                                                   Initials and date: 
B.  Determine if some investments are restricted.
If restricted investments exist are the restrictions followed and known to the vestry?  

Are the restricted accounts listed separately within the annual report balance sheet?  


                                                   Initials and date: 
C.   Are large amounts (more than one month operating) kept in short term accounts?  
            Review savings and operating statements. If yes, attach log, including source, when received, 
       amount, average balances, etc.

                                                   Initials and date:  
D.  Review the minutes for proper authorization for trading of investments.
                                                  Initials and date:   
E.  Has the Vestry approved an investment policy? (attach copy)
F.   Are
investment
committee
members
qualified
to
manage
invested
funds?
(explain)

Are the funds managed by an agency or investment manager? (name) 


H.  Was the management company selected by competitive bid?  

I.   What are the fees paid for management services?   
J.   What has been the annual return on invested funds and has it been equal or greater than the

      indexes? 
X.   INSURANCE
A.
Review insurance coverage.  Prepare and submit with audit a list which includes the name of carrier, description of coverage, period of insurance, premium amount and date of premium payment for the following policies:

1.
Fire Insurance on facilities, fixtures and equipment

2.
General Liability (Public liability & property damage) 

A.  Directors and Officers Liability

B.  Liability covering volunteers and paid personnel

3.
Boiler Insurance

 4.
Umbrella Liability equal to the Diocese (review Diocesan program)

5.
Burglary

6.
Fine Arts, stained glass windows, chalices, etc.

7.
Malpractice for paid laity, clergy.

8.
Sexual Abuse for laity, clergy, (paid and volunteers)

9.
Workers’ Compensation

10.
Disability Benefits

11.
New York State Unemployment Insurance (if applicable)

12.
Fidelity Bond/Treasurer’s Bond

13.
Non-ownership liability insurance for cars owned by others when used for church business

14.
Other special policies held by the church

          Initials and date: 
B.
How often is the insurance coverage reviewed and by whom?

                                  

C.
Determine that all policies are in force and all premiums paid.
          Initials and date: 
XI.
DESIGNATED FUNDS
A.
For any designated funds, use a copy of these work papers and fill in the

sections that would apply to the various designated funds that the parish might have.

XII.
MINUTES
Review the minutes of the Vestry or Executive Committee for authorization for the annual budget,
for financial transactions and for an indication that monthly reports are being prepared and reviewed.
                                     Initials and date:  



If the parish pays its ordained staff a housing allowance in lieu of providing a rectory, review the minutes of the Vestry or Executive Committee to ensure that the amount of the housing allowance has been adopted by the Vestry in the form of a resolution.










 Initials and date:
Was the following resolution adopted for a Housing Allowance:

Have your Vestry approve a housing allowance at the last Vestry meeting of the year.
Format for Annual Housing Resolution (Even though this can be for multiple years, we recommend you do it each year for all clergy in December for the following year. It must be in the Vestry minutes) It is not uncommon for this to be 30% of total salary, including social security. In certain circumstances, it could be 100%. It is the percentage of housing costs, fair market value of house rented furnished, whichever is less) 

Be It Resolved That: 

Whereas, ________________________________is employed as a minister of _______________________________________, which does/does not provide a residence for him/her, the Vestry of ____________________________ resolves that of his/her total compensation in 20___ $ _______________be designated a parsonage allowance within the meaning of that term as used in Section 107 of the IRS Code of 1986 and this designated amount be assumed to be the amount in future years, as long as _______________________ is employed at _______________________unless amended.

Review worksheet and resolution in manual.  Initials and date:  

XIII.
GENERAL
A.
Check the mathematical accuracy of the cash receipts and disbursements journal. *
Initials and date:  

B.
Determine that monthly totals are used in preparing monthly and annual financial statements. *
Initials and date:  

C.
Determine the mathematical accuracy of monthly financial statements. *
Initials and date:  

D.
Determine that the budget was properly approved by the Vestry or Executive Committee.
Initials and date:  

E.
Check the accuracy of the financial information on the Parochial Report.
Initials and date:  

XIV.
REPORT TO THE PARISH/MISSION AND TO THE DIOCESE
A.
Prepare the Certificate of Audit, signed by all members of the Audit Team and parish committee, attach it to the annual financial statement, and combine it with the management audit.  Submit it to the Vestry or Executive Committee. Discuss your list of observations, discrepancies, and comments, with the Vestry or Executive Committee.
B.
Submit a copy of your report (attached to the annual financial statement) with the Certificate of Audit to the diocese. To comply with the Canons of the Church, this should be received by the diocese by June 30.
C.
All members of the Audit Team and parish Committee should sign these work papers in the place provided.

We have completed the financial audit according to the instructions provided. We have the following additional comments:
Signatures of Parish Audit Committee Members:



Date:   

Signatures of Diocesan Audit Team Members:


Date:   

*For all items noted with an asterisk, you may wish to test two (or more) months records, rather than performing the work for all twelve months. If discrepancies are found in your test months, additional months should be audited.

Created by Episcopal Diocese of Rochester New York http://www.episcopalrochester.org  
            FORM FOR CONFIRMATION OF BANK BALANCES

                                                                   (Church Letterhead)
To: (name of bank)
Please confirm directly to our auditor/Audit Committee (name and address of auditor/Audit Committee)
the balances in our bank accounts as of December 31, 20___.  We have listed below the names and numbers of our accounts with you.  A self-addressed envelope is enclosed for your convenience.

Yours truly,
Name of Church
(by authorized signature)
	Number of Account
	Name of Account
	Balance as of 12/31/ 


	#
                   (fill in)
	(fill in)
	$ 

(leave blank)

	#
	
	$ 


	#
	
	$ 


	#
	
	$ 



List checking accounts, savings accounts and certificates of deposit.  We certify that according to our records, balances in the 
accounts of the
Church as of December 31, 20       were as shown.
Name of Bank 

Authorized Signature 

(Send this form in duplicate; one copy for the bank)
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