
WESTAR Procedure #10:
Internal Financial Control Procedures
Purpose:

To provide reasonable assurance that WESTAR’s assets are safeguarded through the implementation of reliable, accurate, up-to-date and effective financial management and reporting systems.
Definitions:

Bank reconciliation – Bank reconciliation is the process of comparing and matching figures from the accounting records against those shown on a bank statement. The result is that any transactions in the accounting records not found on the bank statement are said to be outstanding.
Internal audit – As used in this procedure, internal auditing means measuring compliance with WESTAR’s policies and procedures, especially with regard to the efficacy of the organization’s financial management systems.
Journal entry – Journal entries are used to record inflows and outflows to a balance sheet. Adjusting journal entries are prepared at the end of an accounting period to update account balances to reflect correct balances as of the balance sheet date.
Transaction – As used in this procedure, a transaction is any entry into WESTAR’s accounting system that either debits or credits one or more of the organization’s accounts.

General Notes:  

WESTAR’s financial management and reporting systems consist of policies and procedures that, collectively, are designed to provide reasonable assurance against unintentional or intentional errors that could result in misstatement of the organization’s financial statements. Elements of the financial management “system” include:

· A password protected computer-based accounting system (QuickBooks) to record and track all expenses and income 
· Records management and retention 

· Segregation of duties and oversight of financial transactions 

· Internal audits

Process steps related to the implementation of each of these elements of WESTAR’s financial management system are discussed below. To provide “reasonable assurance” in the context of a very small organization like WESTAR, independent oversight by Certified Public Accountants (CPA) with non-profit accounting expertise is necessary, yet their role needs to be limited given the cost of their services. WESTAR is not in a financial position to retain CPA services to implement a financial management system that would always instantly identify errors or misstatements, and that would provide absolute assurance that errors will never occur. The goal of this procedure is to prevent, if possible, or to limit the likelihood of and mitigate the potential impacts from unintentional or intentional errors that could result from misstatements in WESTAR’s financial statements. 
Process Steps/Descriptions: 

I. Password protected computer-based accounting system
WESTAR uses QuickBooks accounting software to record all transactions. All transactions are entered by the Office Manager under the oversight of the Executive Director. The official records are password protected, and only the Office Manager and independent CPA are allowed to input transactions or adjust transactions through journal entries. All adjustments, including journal entries, are automatically tracked and recorded in the system and are subject to review by the Executive Director or independent auditors. Procedure #8: Coding and Account Allocation Procedures, describes how this part of WESTAR’s financial management system is implemented. 
II. Records management and retention
Procedure #1: Records Management and Retention, describes how records are managed to comply with applicable federal grant requirements. Each transaction is documented and hard-copy records are retained in secure files. Older records are either archived or disposed of in accordance with federal guidelines related to records retention.

III. Segregation of duties
WESTAR has implemented recommendations from EPA, auditors, independent CPA’s, and the American Institute of Certified Public Accountants on compensating controls a very small organization like WESTAR can implement to effect reasonable segregation of responsibilities in situations where, in its absence, the organization would be vulnerable to unintentional or intentional errors. WESTAR policies and procedures that provide for segregation of responsibilities include:
· Executive Director’s Expenses – Approval and Check Issuance (Policy FA-00-03)

· Grant payment requests (Procedure #7)
· Coding and allocation procedures (Procedure #8)

In addition, WESTAR has instituted the following procedures to enhance the segregation of duties beyond the policies and procedures listed above:

· The Executive Director opens and reviews all bank statements. All cancelled checks are reviewed for authorized signature and evidence of tampering. Once the review is complete, the statement is initialed and dated, then forwarded to the Office Manager for further handling.

· Upon completion of each bank reconciliation by the Office Manager, the Executive Director reviews a report of un-cleared transactions for accuracy and to evaluate if follow up actions are needed. Typically, follow up will be initiated on checks that have not cleared within 180 days.

· The QuickBooks accounting software records all journal entries, including adjusting journal entries made by the independent CPA. A report of all journal entries, including those made by the CPA, is prepared each quarter and the report is reviewed for reasonableness and accuracy, initialed and dated by the Executive Director. 

· WESTAR contracts with an independent accounting firm to oversee the on-going implementation of the financial management system by the Executive Director and Office Manager. The independent CPA keeps up to date on GAAP and other accounting procedures that WESTAR is required to comply with, and within WESTAR’s financial management system, is charged with ensuring that all transactions are documented in WESTAR’s accounting system in accordance with current GAAP requirements.
· The Executive Director provides quarterly reports, including current financial positions, to EPA based on the records prepared by the Office Manager, reviewed by the Executive Director, and audited by the independent CPA. Detailed documentation supporting each quarterly report is maintained in electronic and written form on site. 

· The WESTAR Treasurer provides a financial status report to the membership twice yearly. The basis of the financial status report is the QuickBooks accounting record prepared by the Office Manager, overseen and approved by the Executive Director, and audited by the independent CPA.

· WESTAR contracts for an independent compliance audit on an annual basis. The purpose of the audit is to determine if WESTAR is in compliance with the requirements in OMB Circular A-133. Where deficiencies are noted or recommendations are made that would improve WESTAR’s financial management system, WESTAR will update its policies and procedures to incorporate all appropriate recommendations.
IV. Internal audits

Backup copies of the QuickBooks accounting records are provided to the Executive Director each time a grant payment request is completed (approximately every 2 to 3 weeks). The Executive Director uses this backup to audit the accuracy and completeness of records. The Office Manager is notified of any errors and either the Office Manager corrects the errors or, if she is unable or unsure as to how to properly correct the error, she makes note of the error for discussion with and handling by the independent CPA. 
The internal audit reports vary from one internal audit to the next, but the focus is always on the accuracy and completeness of the record. All WESTAR’s expenses are paid either by check or authorized ACH withdrawal, and all such expenses must be entered into the accounting system before WESTAR can be reimbursed for the expenses. Reimbursements are either electronically transferred into WESTAR’s bank account or, in the case of check reimbursements, funds are deposited promptly into WESTAR’s bank account by the Office Manager who is not authorized to withdraw money from or sign checks against WESTAR’s bank account.
Some typical audit reports include:

· Unfiltered profit/loss report: This report is run for the entire grant period on a cumulative basis to determine if any records were entered into the system without either a Class or Job coding. Since reimbursements are based on reports that are run “by Job” and/or “by Class”, if the appropriate Job or Class code were not entered, the report would not list the expense and the grant payment request would not reflect the expense.
· Compare profit/loss detail to profit/loss cumulative: Each grant payment request is based on expenses since the previous payment request, and the profit/loss detail report includes a detailed accounting of the actual expenses during that time. Each payment request is also documented with a report showing the cumulative expenses since the beginning of the grant minus the cumulative expenses from the previous reimbursement. An explanation is provided with each grant payment request to reconcile any calculated difference between current minus previous cumulative expenses and the profit/loss detail for the period.

· Other tests: Expense categories and charts of accounts have been set up to facilitate reporting to grantors and contractors. This categorization also facilitates identification of incorrect coding of expenses. For example, all overhead expenses should be grouped under the Indirect Job listing, and any overhead expense coded under any other Job is incorrectly coded. The Executive Director periodically reviews the complete record to determine if records have been improperly coded.
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