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Dear Friends,

Thank you to all who contributed to this helpful, informative workbook created to
assist parish leaders in preparing annual audits and safeguarding financial resources
entrusted to the church’s care. The guidance and best practices found in these pages are
an invaluable resource to all in fiduciary roles.

After several years of discussion and research, the diocesan Finance Office is pleased
to provide this workbook and the associated materials for your use in strengthening
internal controls, improving financial reporting, and conducting audits and
examinations.

During the next year, the Finance Office will provide various in-person and Zoom
sessions throughout the diocese to enhance participants’ knowledge of accounting,
personnel management, and financial reporting to make these ongoing procedures less
stressful and more meaningful.

This comes with prayers and gratitude for all engaged in dedicated service in the
congregations of the diocese.

Yours in Christ,

(The Rt. Rev.) John Harvey Taylor
VII Bishop of Los Angeles
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St. Joseph rch, Buena Park

Introduction

s stated in the Manual of Business Methods (Chapter VI: Audit Guidelines for Congregations), annual

audits are required by the canons of The Episcopal Church for all parishes, missions, and other institu-

tions. To provide additional tools to every parish (large and small), the diocese has prepared this Audit
Workbook to provide additional guidance and templates to assist in preparing your audit.

The primary purpose of an audit is to assure that financial statements are fairly stated. Any persons overseeing
the church’s monies or investments needs an audit to protect both the church’s assets and themselves against
suspicion of mishandling those assets.

The audit is a requirement of the canons of the Episcopal Church and a good and reasonable business practice.
Every congregation is required to conduct an annual audit.

Audits may be completed by an outside audit firm, an individual CPA, or using the Committee Audit approach.

Diocesan Audit Guidelines

he diocesan audit guidelines are delineated below. Requirements for external audits are based on a church’s

annual revenue, which includes all monies from the church, school, thrift shop, or any other parochial or-
ganization. These guidelines are minimum requirements; any church that is not required to conduct an external
audit or external review may do so.

There are three different types of financial audits/examinations:

4 External Audit: A comprehensive financial audit conducted by an independent Certified Public Accoun-
tant (CPA). The goal of an external audit is to express an opinion on the financial statements’ accuracy
and whether they are prepared in accordance with Generally Accepted Accounting Principles.

4 Agreed-Upon Procedures: Agreed-Upon Procedures are engagements where an independent external fi-
nancial professional performs a specific review of financial data and management systems based on the
Diocesan agreed-upon tasks (procedures). (See Appendix for additional information on each required
procedure and suggested engagement letter). The final reports include the findings on the procedures
performed, without offering an overall opinion of the Church’s Financial Statement.

4 Committee Review/Audit: Audits of the entire parish or mission entity conducted by a committee
as authorized by the congregation’s Finance Committee, Diocesan Finance Department, or other
appropriate diocesan authority. The entire entity of a parish or mission church, including a church-
operated school, thrift shop, bookstore, and any other organizational unit that receives funds as part
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of the church ministry. Committee audits assess the accuracy of the financial statements and evaluate
the internal controls necessary for sound financial operations. A Committee Audit can be performed by
qualified church members (Internal Audit) or by another church (Audit Exchange) in exchange for the
receiving church performing an audit of the auditing church’s finances.

Diocesan 2026 Audit Requirements

Class Annual Church Revenue Audit Requirement
1 Greater than $2 million External Auditby a CPA - Annually
5 Between $1.0 and $2 miltion External Audit by a CPA every 3rd year with Agreed Upon

Procedures or Committee Review/Audit in intervening years

External Audit by a CPA or Agreed Upon Procedures at least every

3 Between $500K and $1.0 million
$ $ 4th year with Committee Review/Audits in intervening years

4 Under $500K Agreed Upon Procedures or Committee Review/Audits annually

Churches with any of the following circumstances may require or consider retaining a CPA audit or Agreed
Upon Procedures review in the event of the following:

4 At the time of an administrative transition. This would include the call of a new rector or the employ-
ment of a new church bookkeeper/administrator, unless an external audit has been conducted within
the last year.

4 Churches that did not submit any audit in the prior year.

¢ Churches whose prior audit included significant internal control deficiencies, material errors, or mis-
statements in the financial statements.

This workbook can be used by a committee or by an outside auditor to meet the requirements of an Agreed-Up-
on Procedures Review. Audits must be completed and submitted to the diocese by September 1 of each year.

These guidelines are minimum requirements; any church that is not required to conduct an external audit or
external review may do so. All churches, regardless of audit type, are required to form an audit committee with
the following stipulations: Neither the treasurer nor the finance committee chair should be on the committee.
Further, the committee should not include more than one member of the finance committee. It should include
at least one vestry or bishop’s committee member

Please submit all requested documents online at https://edla.org/finance/audit.

The audit program workbook is provided to assist congregational audit committees with a clear, step-by-step
process, intended to clarify what is required of them. The diocese acknowledges that this new guidance is being
provided at a time when parishes may have already committed to auditing under their usual procedures. If so,
we can accept the audit format for the current year, with the caveat that we require submission of a financial
statement in accordance with the canons of the Episcopal Church, as noted in the Manual of Business Affairs.

If there are questions regarding these polices, please contact the Rev. Susan Stanton, 213.202.2852, ext.
233, or sstanton@lafinance.org or Samantha Wylie, convention coordinator, at 213.240.7622 or swylie@
ladiocese.org.

The Rev. Susan A. Stanton
Chief Financial Officer
Episcopal Diocese of Los Angeles
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Holy Trinity & St. Benedict’s Church, Alhambra

General Instructions

hurches that will be undergoing a full financial statement audit will engage a CPA firm, who will devise

an audit program and request the church prepare the required information to allow the CPA to complete

the audit. Churches that will undertake an agreed-upon procedures engagement will engage a CPA firm
(or other accounting professional as approved by the diocese). The church will prepare an engagement letter to
document the procedures that are to be performed and send it to the practitioner for review and agreement. A
sample engagement letter with the required procedures is included in Appendix A. Again, the practitioner will
provide a list of requirements to conduct the engagement. If your church is having difficulty finding a profes-
sional to perform the engagement, please contact the diocese for assistance.

For churches that will perform a Committee Audit, which we expect will be the vast majority, the work program
shown beginning on Page 5 will walk you through the process of performing the audit. If the church conducts a
committee audit, the audit committee members should be independent of the congregation’s decision-making
and financial record-keeping functions. The members of the audit committee should have sufficient financial
skills and experience to conduct a competent audit. The committee should not have a majority membership
of finance committee or vestry members and should not include the clergy, bookkeeper, treasurer, finance
committee chair, or wardens holding a position in the year being audited. The diocese acknowledges that
finding eligible individuals to serve on this committee may be challenging for smaller churches. Please contact
the Finance Office to discuss this requirement if needed.

The diocese requires submission of your complete financial statements for the congregation and your affiliat-
ed organizations (e.g., schools, thrift shops). A workbook is posted on the EDLA Finance website to assist the
church in preparing them for your review. Reference to guidelines and further instructions is made to the Man-
ual of Business Methods in Church Affairs, prepared and distributed by The Episcopal Church. This is available
for download at www.episcopalchurch.org/finance.

The scope of the committee audit must include:
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A. Sufficient tests of transactions to assure compliance with
these guidelines and adequate control of the assets of the
congregation.

B. Verification (or preparation) of financial statements in the
form posted on the EDLA website or an alternative format
approved by Diocesan Finance. The Audit Committee Letter
is included at the end of this workbook.

C. Areview of management control practices.

he following pages of this workbook will guide you through
the work of the committee audit. They are to be completed
and returned at the completion of the audit.

The treasurer/bookkeeper should ensure that the following doc-
umentation is available and assembled for the public accoun-
tant or committee auditors for the year being audited:

1.

NS gk w

10.

11.

12.

13.
14.
15.
16.
17.

Internal Control Questionnaire - completed by church
management

Approved church budget for the year being audited //( = LS /:/fi'f\':{‘ T B
ki i A TR~

St. John’s Cathedral, Los Angeles

Approved housing allowance resolution(s)
Vestry/Bishop's committee minutes
Financial statements prepared

Cash receipt, disbursement records, and the General Ledger of all accounts

Bank statements, savings account statements, and investment reports for all accounts with applicable
reconciliation, including the first month of the next year

Check stubs and processed checks, and records of electronic payments, including voided checks and
voided electronic payments

List of authorized signatures for all cash and investment accounts

Record of plate collections and other cash receipts, including record of corresponding deposits (include
description of procedures and control of plate collections and other receipts)

Paid invoices, vouchers, or other backup for expenditures (include description of procedures and con-
trol of plate collections and other receipts)

Details of any mortgages or other loans, including copies of loan statements showing balances at the
end of the year for each loan

Details of any significant receivables or payables as of end of year
Prior year’s audit report

Schedule of Restricted Net Assets

Payroll register reflecting the last pay period of the year

Accounting Policies and Procedures Manual m

4 Diocese of Los Angeles ¢ May 2026



Congregation Audit Workbook

St. James’ Church, South Pasadena

Committee Audit Procedures

Part A: General (Internal Controls & Policies)
1. Obtain and review the audit report covering the period immediately preceding this period being audited.

Have prior audit recommendations been implemented? If some prior recommendations have not been
implemented, explain what they are and the reason for not being implemented.

2. Is there an Accounting Policy and Procedures manual for this church (not the Manual of Business Methods
in Church Affairs)? [OYES [ONO

3. Obtain Vestry/Bishop’s Committee (BC) minutes, approved budget, and annual year-end financial reports
for the period being audited. Review minutes for budget approval, review of periodic financial statements,
and other matters affecting financial statements. List the date the budget was approved and other signifi-
cant matters.

4. Determine whether the congregation is a corporation or an unincorporated association. Verify that it is in
good standing with the California Secretary of State (visit bizfileonline.sos.ca.gov).

O Corporation [ Unincorporated association Good standing? COYES [CONO
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5. Obtain and review the most recent property tax bill. Is the property titled correctly? Is the property receiv-
ing all applicable exemptions? (Note: The welfare exemption is a broader exemption than the religious ex-
emption and is generally more applicable for uses taking place on church property unrelated to worship.)

6. Review the Reporting section of the Internal Control Questionnaire submitted by the church staff. Request
the report of one monthly or quarterly report and review to see if you agree that the controls appear to be in
place as reported in the questionnaire. Comment on any exceptions below.

Provide a summary of your results below:

7. Request the year-end report presented to the vestry. Note below any significant variances to the budget in
the audit year.

Provide a summary of your results below:

8. Review a sample of journal entries posted to the General Ledger (5 entries, unless controls over explanation
and approval are not in effect, in which case expand to 10 entries). Document your selections in the
Transaction Testing workbook. See recommendations for selecting entries for testing in the workbook.

Provide a summary of your results below.
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9. Is there a church safe? If so, please list who is authorized to access it and a summary of its contents.

10. Are there any known liens against the property and/or equipment? If so, please list:

11. Does the church have any affiliated entities that derive their status from the church (e.g., school, thrift shop)?
List those entities in the chart below:

Affiliated Entities of the Congregation

Entity Type/

Name or DBA Legal Name (if incorporated) Federal ID / State ID(s) | Accounting by: | Audited by:

12. Is building space currently being provided to other organizations on a regular basis (e.g., AA, Boy Scouts,
a separately operated school, or another church)? If so, list those organizations in the chart on page 8. Re-
quest the current insurance certificate and agreement.
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Building Space Provided to Other Organizations

Date approved | Lease and/or Annual Current
Organization by Standing written agreement? | revenue insurance
Committee Y/N. If yes, state certificate on
date of agreement file? (Y/N)

13. Any parish that desires to mortgage or otherwise encumber, to sell, exchange or otherwise dispose of all or
any of its real property, or to acquire, except by gift, devise, or bequest, any real property subject to an ex-
isting encumbrance, or to assume an existing encumbrance, must obtain the written consent of the Bishop
and Standing Committee prior to any such sale, exchange, mortgage, or other encumbrance, disposition or
acquisition (EDLA 2020 Canon IIL Sec 3.06, Consent for Encumbrances or Disposition). Transactions con-
sidered to be encumbrances and require written consent of the Bishop and Standing Committee include,
but are not limited to, the following:

Loans secured by congregation-owned real estate.

Mortgages or deeds of trust as security for the repayment of a loan

Refinancing of mortgages or certain loans

Ground Leases Agreements

Ground Lease Option Agreements

Sale of a church, rectory, vicarage, or any property of the church.

Financed acquisition of any new property

Redevelopment agreements

Grant of easement over church property

L R EE JBE JEE R R JNR JNE JNR 2

Solar leases that are financed or are affixed to real property and become permanent appurtenances to
land, including fixtures

<

Cellular communication antenna and facilities lease agreements, amendments, or lease buyouts in ex-
change for the right to use the property long-term

<*

Grants that require a deed restriction

4 Designation of historical status.
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¢ Power Purchase Agreements (PPAs)
4 Money loans that convey real property to a buyer

Did the standing committee approve every required encumbrance? JYES [ NO

Part B: Payroll and Benefits

14. Compare the following

¢ The total of wages on all four 941 (quarterly payroll tax reports), with the total wages filed on forms W-2.

¢ Compare the total wages with the wages shown in the general ledger.

Document your selections in the Transaction Testing workbook.

15.

16.

Are they materially the same? (Some variances will exist due to various pre-tax deductions.)
O YES 0O NO

Doesitappearthat payroll taxreports were filed accurately and timely, and that payroll taxes are paid current?
O YES 0O NO

Does it appear that employee wages were reported completely and accurately in the financial statements?
O YES 0O NO

What are the controls to ensure that all payroll is authorized? (At a minimum, someone besides the payroll
clerk should review and approve payroll.)

Review a year-to-date payroll report to evaluate whether employees are properly classified as Exempt (from
overtime) or Non-Exempt (eligible for overtime).

To be “exempt” from overtime pay in California, an employee must meet both a salary test and a duties test.
The salary test requires a minimum monthly salary of $5,729 ($68,640 annually) in 2025, which is at least
twice the state minimum wage, paid on a fixed salary basis. The duties test requires that the employee’s pri-
mary job duties meet specific criteria for an executive, administrative, or professional role, and that these
exempt duties make up more than 50% of their work time.

Employees who customarily do not exercise discretion and independent judgment regarding the possible
courses of conduct or do not have the authority or power to make an independent choice or work-related
decisions free from immediate direction or supervision and usually considered to by non-exempt and sub-
ject to overtime provisions

Consult the State of California’s Department of Industrial Relations web page for additional information
regarding executive, administrative, and professional employee exemptions from overtime

Please advise which employees appear misclassified, if any.
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17. Are all employees paid in accordance with the minimum hourly wage specific to that church’s location?
Current minimum wage information can be referenced at the State of California Department of Industrial
Relations website: https://www.dir.ca.gov/dlse/minimum_wage.htm.

Note that a number of communities in California mandate a higher minimum wage than the state require-
ment, so be sure to reference your specific city. O YES 0O NO

18. Review payroll records and timesheets for 1-2 pay periods (chosen at random). Do all non-exempt (hourly)
employees submit timesheets? Do timesheets agree to the hours paid for all hourly employees? Do
timesheets include time in/time out and at least one half-hour lunch break for shifts of more than 5 hours?
Are timesheets signed by both the employee and a supervisor? If the accounting records are on an accrual
basis, not a cash basis, is vacation and sick time accrued for all employees, including clergy? If not, report
exceptions.

19. Obtain a list of employees paid during the year under audit and select 10% of the employees. Obtain the
personnel files for these individuals. At a minimum, personnel/payroll files should include:

4 Employment application or Letter of Agreement

4 Tor employees scheduled to work over 1,000 hours per year, a copy of a Lay Pension Plan and Health
Insurance invoice, which shows proof of their enrollment for health and pension benefits. If a benefit-eli-
gible employee declines coverage, they should still submit the enrollment form and check that they have
chosen to waive coverage. This does not apply to schools. (Note: Per Denominational Health Plan policy,
benefit-eligible employees are entitled to paid health insurance benefits. Employees working fewer than
1,000 hours per year may enroll in the church health insurance plan at their own cost.

L 4

Authorization of pay rate (s) paid in the year under audit

L 4

Department of Justice Form I-9 should NOT be found in these files (and should be maintained in a sep-
arate location). Inquire about how Form I-9s are maintained for all employees. Request a copy of the I-9
folder and determine if there is a completed and signed form for all current employees.

Report any exceptions:

10 Diocese of Los Angeles 4 May 2026
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20. Review clergy compensation records to determine:

21.

22,

23.
24,

4 Was clergy compensation reported at end of year on form W-2? Box 1 of the cleric's W-2 should equal
cash compensation minus housing allowance minus clergy RSVP contributions minus employee health
premiums and other pre-tax deductions.

4 Was the value of life insurance premiums on coverage in excess of $50,000, including the amount provid-
ed by Church Pension Group, included on form W-2?

<&

Was vestry-approved clergy housing allowance reported in Box 14 of Form W-2?

¢ Was federal income tax NOT paid by the church (it may have been withheld from the clergyperson’s pay-
check, at their discretion)?

¢ Was FICA and Medicare NOT paid by the church for the clergy person?

Report any exceptions:

Obtain the last clergy pension assessment bill paid during the period under audit. Are pension payments up
to date for all participants (no past due amount or carry-forward balance)? [ YES [ NO

Report any exceptions:

Does the amount of pension expense on the P&L equal 18% of the priest(s)’s stipend plus housing allow-
ance? If a rectory is provided, pension contribution should equal 18% of 130% of their Cash Stipend (includ-
ing any utilities allowance). For Lay employees, is the amount of pension expense on the P&L in compliance
with the adoption agreement filed with CPG? O YES 0[O NO

Review the names on the pension bill. Are the names listed current? 0O YES O NO

Obtain the last Episcopal Church Clergy and Employee Benefit Trust (ECCEBT) bill paid in the year under
audit. Are all clergy and lay employees who are regularly scheduled for more than 1,000 hours a year covered
by an Episcopal Medical Trust healthcare plan? [0 YES O NO

Report any exceptions:
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25. For Lay employees, is the amount of pension expense on the P&L in compliance with the adoption agree-
ment filed with CPG? O YES [ NO

Report any exceptions:

26. If the church has one or more employees (including clergy), is a workers compensation insurance policy
being maintained (required)? Name of carrier:

27. Compare salaries paid to the approved budget. Comment on any significant differences.

Part C. Cash Receipts, Accounts Receivable, and Contributions

28. Review internal control procedures as reported in the CR section of the Internal Controls checklist and/or
read the church’s written procedures (if any) and controls for cash receipts (including checks and ACH and
credit card payments), and the deposit of such monies.

Summarize any internal control weaknesses here:

29. Obtain an understanding of the money count procedures and consider the following:

4 Are sufficient safeguards in place to prevent theft or misplacement from the time of receipt until the
funds are counted and deposited? Note that this would normally include the use of a safe with dual con-
trol or other access such that a single person cannot access and remove assets without detection.

4 Are collection receipts counted and recorded in a manner such that they can be traced in total to the
bank deposits?

L 4

Is there a standardized form for the counters to use?

L 4

Are deposits made on a timely basis?

L 4

Are there at least two unrelated persons responsible for counting and depositing checks and cash?
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4 Are counters rotated on a periodic basis so that the same people are not always counting together?
¢ Are counters’ sheets retained and reconciled with actual deposits?
¢ Are all discrepancies investigated?

Report any exceptions to the above:

30. From alist of all deposits recorded in the year under audit, select a sample of transactions to test. Your sam-
ple should be 10% of all transactions or 25 transactions, whichever is smaller. Trace amounts on counter
sheets, online giving records, and/or deposit slips/source documents to the recordings of cash receipts in
the accounting software and determine that revenues are properly recorded and appropriately classified in
the financial reports. Ensure any donor restriction is adequately classified in the accounting software. (See
Transaction Testing workbook for schedule.)

Comment on any unusual items, inconsistencies, or items that were not supported by sufficient documen-
tation to ascertain how they should be recorded and classified in the financial reports.

Part D: Cash Disbursements, Accounts Payable, and Credit Cards

31. Review internal control procedures as reported in the CD section of the Internal Controls checklist and/
or read the church’s written procedures (if any) and controls for cash (including checks, credit cards and
electronic fund transfer (EFT) disbursements, both from the operating bank account and any other bank
account(s).

Summarize any internal control weakness here:

32. Determine who was authorized to sign checks during the period being audited, how often the signers were
last updated, and whether the signers are appropriately authorized. Potential documentation to request is
a current bank signature card, Vestry resolution authorizing the signers, and/or church bylaws (sometimes
signing authority is limited in the bylaws).
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Note any discrepancies.

33. Are bills/expenses approved separately from signing checks? If so, determine what vestry resolution autho-
rizes the signers and when it was last updated.

Note any restrictions on amounts, spending areas or discrepancies.

34. Does the church pay any bills using online bill payment systems? If so:

¢ Automatic payments that are deducted by the recipient (EFT/ACH) should be authorized by Vestry/BC
and managed by appropriate personnel.

4 For online payments initiated by the church, the final payment should not be released unless authorized
by an authorized bank signer

4 For online payments initiated by the church and paid by paper check, facsimile images of signatures
printed on checks from the payment system must be of an authorized signer.

Report any exceptions to the above:

35. From a list of all disbursements made in the year under audit, select a sample of transactions to test. Your
sample should be 10% of all transactions or 25 transactions, whichever is smaller. Vouch for amounts paid
per the accounting ledger/transaction list to check stub or other payment verification, vendor invoice, cred-
it card bills/receipts, and similar source documentation. Evaluate whether disbursements are properly re-
corded and appropriately classified in the financial reports. Vouch amounts paid to the bank statements
and canceled checks.

Document your selections in the Transaction Testing workbook.
Comment on any unusual items, inconsistencies, or items that were not supported by sufficient documen-

tation to ascertain how they should be approved, recorded, and classified in the financial reports.
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36.

37.

Identify individuals and unincorporated companies that paid more than $600 or more during the year. (This
can generally be run as a report from the General Ledger system.) Obtain copies of IRS Forms 1099 filed for
the year under audit and confirm 1099 forms were filed for all appropriate entities/individuals to report
earnings. This does not apply to goods purchased or expenses reimbursed, only services provided by a ven-
dor that is not a corporation, LLC, or non-profit entity.

Report any exceptions:

Obtain the bank statement and reconciliation for December 31 of the year under audit, including a list of
outstanding check payments. Examine the bank statement for January, following the close of the audit year,
to ensure that outstanding items have cleared the bank. Inquire about procedures in place to ensure checks
outstanding for a period longer than 3 months are addressed (e.g., canceled and reissued to the vendor).

Randomly select an additional month during the audit year and see that reconciliations were completed in
a timely manner.

Report any exceptions:

Part E. Financial Reporting and Banking

38.

Obtain a copy of the year-end financial statements. Review the financial statements and ensure that they
accurately reflect the church’s financial activity for the year under audit.

Describe significant items.

IMPORTANT NOTE: If, during the audit, an error in recording revenue or expenses is detected that exceeds
2% of total revenue, the financial statements should be amended and the parochial report revised accord-
ingly. Please note this in the Audit Committee Report, if encountered.
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Current Assets

39.

40.

41.

42.

Obtain a list of all checking, savings, investment, discretionary/pastoral needs, and related organization
bank and brokerage accounts. Obtain copies of the bank and investment statements and reconciliations for
December 31.

4 Are all of the accounts in the name of, and addressed to, the church? O YES O NO

4 Are statements of each account available to show activity for the year? O YES [ NO

4 Are bank account reconciliations completed by someone other than the person who participates in the
receipt and disbursement of cash? If not, are the bank reconciliations reviewed and signed by someone
other than the person who completed it? O YES [ NO

Are bank accounts being reconciled on a timely basis? [ YES 0O NO
4 Are bank charges and/or bank interest recorded timely? [ YES [ NO

4 Arebank transfers properly recorded as transfers to both affected accounts and not as income/expenses?
O YES O NO

For savings and investment accounts, review activity for the period being audited. Was the activity in accor-
dance with the investment plan and appeared to be in the normal course of business? [ YES [ NO

L 4

If not, please comment:

Identify any clergy discretionary/pastoral needs funds. Review diocesan guidelines here. Make sure they
are recorded on the financial statements in some manner. Review bank statements and/or account activity
from accounting records to ensure the church has appropriate control over the account and its usage is
supported and seemingly for appropriate business and pastoral purposes.

If not, please comment:

Review any major receivables, deferred or prepaid expenses, or other assets. Describe how these accounts
are used. Do the transactions appear reasonable? Do the balances appear complete?
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Report any exceptions here:

Fixed Assets
43. Review methods and procedures used to report capital expenditures and equipment.

Has land, buildings, property and equipment been appropriately reflected at cost on the balance sheet?
O YES O NO

Has depreciation of property and equipment been recorded in the accounts? [ YES [ NO

44. Review the church’s fixed asset schedule and trace balances to the financial statements. Is there evidence
that a periodic review was conducted to compare the actual property, furniture, fixtures, and equipment
with the recorded listing? [ YES [O NO

Liabilities
45. Review the liabilities reported on the Balance Sheet. Does the activity in the account(s) during the year ap-
pear reasonable? Do the balances appear accurate and complete?

Describe significant items.

46. List debt sources and debt balances as of December 31:
¢ Are mortgage or loan payments being made on a current basis?
¢ If there are one or more loans, do the statement balances agree with the balances on the balance sheet?

¢ s all borrowing or indebtedness authorized by the Vestry/Bishop, and if involving real property, has
consent of the EDLA Standing Committee?

4 Are all loan agreements and/or lease agreements in writing and properly safeguarded?

¢ Are periodic reviews conducted to determine compliance with any debt/lease provisions?
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47. Request or prepare a schedule of restricted net assets that includes the following:

4 The source and date;

4 Terms governing the use of principal and income;

4 To whom and how often reports of condition are to be made;
¢ How the funds are to be invested.

A template to prepare this schedule is included in the Transaction Testing workbook.

If information can’t be obtained, please explain:

48. Obtain an understanding of how restricted and designated fund balances are recorded on the balance sheet.
Are inflows and outflows recorded directly to the equity accounts or are there income and expense accounts
for these funds? Does the Vestry/BC regularly receive reports on the changes in these fund balances? Sum-
marize here:

49. If there are any significant changes in a fund balance, tie to documentation supporting those changes. This
may include statements showing gains/losses in investment accounts, deposit records, vestry minutes,
and/or disbursement records. Make a special note to review whether funds have been spent according to
their intended purpose.

Describe significant items.
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Audit Reports (Committee Audit)

Prepare an Audit Report as a result of your review of the financial records of the church (see template on
page 20).

The reports should be put on church letterhead, signed by the committee members, and presented to the
vestry/BC for acceptance prior to submitting to the diocese along with a copy of the financial statements
that were audited, a copy of the completed workbook, and any documentation deemed necessary to illus-
trate or explain exceptions and discrepancies identified during the audit. This letter should be made a part
of the minutes of a vestry meeting,.

Include a copy of vestry/bishop’s committee minutes accepting the committee audit. m
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Sample Audit Committee Report

(Please copy and paste into a separate Word or text document and edit as needed.)
DATE COMPLETED
To the Rector, Wardens, and [Bishop’s Committee or Vestry] of

CHURCH NAME
CHURCH ADDRESS

Subject: 20XX Financial Audit

We have reviewed the financial statements resulting from financial transactions of CHURCH NAME (“Church”)
as of December 31, 20XX and the fiscal year then ended. Our review was made in accordance with audit
guidelines issued by the Episcopal Diocese of Los Angeles and other procedures deemed appropriate by the
audit committee.

[Other than the item(s) listed below], nothing came to our attention that would indicate the Church’s financial
statements to be out of compliance with accounting principles promulgated by The Episcopal Church.
[Note exceptions and comments here, if any]

Also, during the course of the examination referred to above, the following items pertaining to internal control
and other operational matters, which we believe to be of a significant nature, were noted. The first category

of comments includes those areas of control where recommendations of the previous auditors have been
implemented. The second category of comments restates those recommendations of the prior year’s auditors
that have not been acted upon but we believe to still be worthy of consideration. The third category includes
comments and recommendations pertaining to areas that we believe improvements in control and/or
procedures should be initiated.

Areas where prior auditors’ recommendations have been effectively implemented.
[Insert comments and findings here or indicate “none noted.”]

Areas where prior auditors’ recommendations have not been sufficiently addressed:
[Insert comments and findings here or indicate “none noted.”]

Comments and recommendations of current year auditors:
[Insert comments and findings here or indicate “none noted.”]

Our examination and report is not meant to be construed as an audit and opinion rendered by an independent
Certified Public Accountant, although we, ourselves, are independent of the management accounting function
of the Church for the period under audit.

Audit Committee Member 1 Audit Committee Member 2 Audit Committee Member 3
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Guidance for Determining Exceptions
Reported in the Audit Committee Report

he Church’s financial statements out of compliance with accounting principles promulgated by The Episco-
pal Church. (Re: Paragraph 2 of the Sample Audit Committee Report presented on the prior page.)

Exceptions that could be noted under this category would include, but not be limited to:

4 Books are kept on the cash basis rather than accrual or modified accrual.
¢ The face of the Statement of Financial Position does not include the classifications of:
¢ Net Assets with Donor Restrictions
¢ Net Assets without Donor Restrictions
¢ Adjustments were required to the financial statements that were greater than 2% of gross revenue.

¢ Adjustments were required to the financial statements because contributions (donor restricted or other-
wise) were recorded on the balance sheet rather than shown on the P&L.

Please comment for the two paragraphs below based on what was communicated in the prior year’s Audit Com-
mittee letter:
4 Areas where prior auditors’ recommendations have been effectively implemented:
[Insert comments and findings here or indicate “none noted.”]

4 Areas where prior auditors’ recommendations have not been sufficiently addressed:
[Insert comments and findings here or indicate “none noted.”

4 Comments and recommendations of current year’s auditors:
[Insert comments and findings here or indicate “none noted.”]

Note that the focus in this section is on significant internal controls related to the safeguarding of assets or the integ-
rity of the financial information OR comments from prior years that did not meet the threshold of inclusion in the
auditors’recommendations, but have not been implemented as accepted by the church team in the prior year.

Exceptions that could be noted under this category would include, but not be limited to:
4 Bank and/or investment account reconciliations were not completed on a timely basis and/or are not

reviewed by an individual other than the preparer.

4 Lack of controls over cash receipts (for example, cash is handled by one person rather than two unrelated
persons), which could lead to misappropriation of funds

4 Borrowing was completed without the approval of the Standing Committee.

4 Payroll taxes were not remitted to the IRS or state taxing authorities in a correct or timely manner.

4 Accruals were made for general purposes without a supporting invoice or committed expense.
Exceptions that should be reported to the church’s treasurer/audit committee, but do not need to be reported to
the diocese in the first year they are detected, would include:

4 A minority of invoices, out of a sample of 25, do not have approvals noted on them, although it was ascer-

tained that they were recurring charges that were confirmed to have been approved.

4 A W-4 form for an employee could not be located, but an updated form was obtained to satisfy the defi-

ciency.

4 A schedule of restricted assets was not available for review, but the church was able to walk through each
fund’s restrictions (request it be available for the next audit!). m
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Appendix A

Internal Control Questionnaire

Used as a pre-audit planning tool comprising a series of “Yes/No/NA” questions used to
assess the design and effectiveness of the parish’s internal controls. Answering these
questions will help identify risks of fraud, waste, or abuse, and ensure financial statement
accuracy across areas like cash, inventory, payroll, and compliance.

Continued on the next page
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THE EPISCOPAL DIOCESE OF .OS ANGELES
INTERNAL CONTROL QUESTIONNAIRE

NAME OF CONGREGATION:

CITY/TOWN:

AS OF DECEMBER 31,

GENERAL
G 1. Describe the form of accounting records: [0 Manual [0 Computer
G 2. Name software used for each application:

General ledger

Pledges

Accounts payable

Payroll

G 3. Ifmanual accounting records, describe in box:

BUDGET

B 1. Istheannual budget approved by the Yes No N/A  Comments
Vestry/Bishop’s Committee (BC)?

B 2. Areall changes to the budget authorized by O O O
the Vestry/BC and recorded in the minutes of
Vestry/BC meetings?

REPORTING O 0O o

R 1. IsaTreasurer’s report submitted to the Vestry
/BC or accounting committee each month? o o ad

R 2. Isthe Treasurer’s report presented in
sufficient detail to inform the reader as to the
nature of the various items of income and
expenses? O O ad

R 3. Does the report present the current actual
financial data compared with the approved
budget? O 0O o
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Yes No

R 4.1Is there periodic reporting, at least quarterly,
of all other funds and activities, including
designated or restricted funds, all committees,
ECW, choir, alter guild, youth, men’s
and women’s groups, capital campaigns,
discretionary funds, etc.? O

CASH RECEIPTS - PRIMARY OPERATING ACCOUNT

CR 1. When are Sunday Offering receipts counted?

O

N/A

O

Comments

CR 2. When are Sunday Offering receipts deposited?

CR 3. Are there at least two unrelated persons
responsible for counting and depositing
offering receipts? O

CR 4. Are the persons responsible for counting
receipts rotated on a periodic basis? O

CR 5. Do the counters have a standardized form
for recording the deposit information and do
they sign the form? O

CR 6. Are there safeguards to protect the
collections from theft or misplacement from
the time of receipt until the time the funds
are counted and deposited? O

CR 7. Are the counter’s sheets retained and
reconciled with actual deposits, and are all
discrepancies investigated? O

CR 8. Are all the pledge envelopes or other
memoranda retained and reconciled to the
recorded amounts? O

CR 9. Areall other cash receipts recorded and
deposited on at least a weekly basis? O

CR 10. Are other cash receipts safeguarded from
theft or misplacement until deposited? O

CR 11. Are all checks received restrictively endorsed
“for deposit only” immediately upon receipt? [

CR 12. Are statements sent to each pledging unit? O

CR 13 If so, how frequently? Does the parish prepare
and mail to contributors contributing >$250
areceipt as required by the IRS? O
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CASH DISBURSEMENTS - PRIMARY OPERATING ACCOUNT
Yes No N/A Comments

CD 1. Are cash disbursements made by check? O oa

Online or other electronic means? O O O

CD 2. Isthere are clearly defined approval process
for all disbursements? o o a

CD 3. Are all checks made payable to specified
payees and not to “cash” or to “bearer”? o o a

CD 4. Are all disbursements supported by original
documentation? o o a

CD 5. Is the original vendor’s invoice or other
documentation marked “paid” at the time
of signature to prevent duplicate payment?
Or does the accounting software prohibit
entering the same invoice number more than

once? o o ad
CD 6. Check signing:

a. Is the signing of blank checks prohibited? O oo

b. Is the use of a signature stamp or pre-printed
signatures prohibited? O 0O o

c. If signature imprint machines are used, are
the keys kept under lock and key except when
in use? o 0o

d. Does all supporting documentation
accompany checks presented for signature? O O O

e. Are all account signers authorized by the
Vestry/BC? O O 0O

f. Is more than one signature required for any
check? o oo

g. Ifnot, do checks for more than a prescribed
threshold require more than one signature? U oo

Threshold amount?

h. Are blank checks securely stored beforeuse? 0O 0O O

CD 7. Are all disbursements requiring special
approval of funding sources or of the Vestry/
BC properly documented in the Vestry/BC or
finance committee minutes? o o a
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Yes No N/A Comments

CD 8. Isthere written evidence of approval on all
paid invoices? O oo

CDO9. Ifcredit cards are used by clergy or staff
that are paid directly by the church, are the
cardholders required to submit receipts
and documentation for purchases and is
there adequate explanation to properly code
expenses to the general ledger? o oa

CD 10. If electronic payments are made (wire, e-pay,
ACH, etc.) are proper approval procedures
followed for approval and is the payment
released by someone other than the person
who inputs them? o o a

JOURNAL ENTRIES - PRIMARY OPERATING ACCOUNT
(This is applicable to double-entry accounting systems only.)

. . Yes No N/A Comments
JE 1. Isthere an appropriate explanation

accompanying each journal entry? O 0O O

JE 2. Are all journal entries approved by a
knowledgeable person of authority other than
the person initiating the entry? O O O

JE 3. Isadequate documentation maintained to
support each journal entry? O O ad

BANK ACCOUNT RECONCILIATION - PRIMARY OPERATING ACCOUNT
Yes No N/A Comments

BA 1. Are all bank accounts reconciled on a monthly
basis with the general ledger? O 0O o

BA 2. Are the bank account reconciliations
completed by someone other than the
person who participates in the receipt or
disbursement process? O 0O o

OR

Is the reconciliation reviewed and approved
with supporting documentation attached by
someone outside that process? o 0O o

BA 3. Do the reconciliation procedures provide for:

a. Comparison of dates and amounts of deposits
as shown on the bank statement with the cash
receipts journal? o o ad
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Yes No N/A Comments
b. Investigation of bank transfers to determine

that both sides of the transaction have been

recorded? o oa
c. Investigation of all bank debit and credit
memos? o oo

d. Review of all checks outstanding over 90 days? O O [

e. Voiding of checks outstanding for more than

six months? o 0o 0o
f. Is the bank immediately notified of all
changes of authorized check signers? o 0o 0o

BA 4. Are all journal entries for bank charges and
bank account interest recorded on a timely
basis? O 0O 0O

SPECIAL FUNDS - BANK ACCOUNTS

SC 1. Are all special funds bank accounts recorded
in the general ledger? o oo

SC 2. Does the parish document the purpose for
each special bank account and the nature of
authorized expenditures from it? o 0O o

SC 3. Are all bank accounts comprising special
accounts reconciled on a monthly basis with
the general ledger? o o a

Checkbook? O 0O O

SC 4. Are all journal entries for bank charges and
bank account interest recorded on a timely

basis? O O ad
SC 5. Isthere a clearly defined approval process for

all disbursements? o o a
SC 6. Are all checks made payable to specified

payees and not to “cash” or to “bearer™? o o a
SC 7. Are all disbursements supported by original

documentation? o o a
PETTY CASH

PC 1. Is the responsibility for the petty cash fund
assigned to only one person? O O O

PC 2. Are all petty cash funds maintained on
an imprest basis, (i.e., the total amount of
vouchers paid or disbursed, plus cash, will
always equal the amount of the fund)? o o a
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Yes No N/A Comments
PC 3. Isthere adequate review of documentation

before the fund is reimbursed? o oag
PC 4. Is the petty cash fund reimbursed at least

monthly? o oag
PC 5. Isthe cashing of checks and loans to

employees prohibited? o oag
PC 6. Isthe actual petty cash protected from theft

or misplacement? O 0O o
INVESTMENTS

I 1. Areallinvestment instruments held in the
name of the parish only? o oag

I 2. Isauthorization for the sale and/or purchase
of investments provided for by the Vestry/
BC or authorized investment committee, and
documented in the minutes? O 0O o

I 3. Areall investment instruments held by a
federally insured bank or the diocese or in
well-known brokerage firms and managed by
an individual with knowledge of investment

risk? O 0O o
I 4. Areall investments recorded in the general

ledger? O oOoag
I 5. Areinvestment dividends or interest recorded

in the general ledger? o oag

I 6. Isthegeneralledger adjusted, at least at year
end, to reflect the fair market value of the
investments? O O O

SPECIAL FUNDS - INVESTMENT ACCOUNTS

SI 1. Are all special funds investment accounts
recorded in the general ledger? o 0o 0o

SI 2 Does the parish document the purpose for
each special investment account and the
nature of authorized expenditures from it? O O O

SI 3. Isthere a clearly defined approval process for
all disbursements? [ I Ry

SI 4. Are all disbursements supported by original
documentation? o 0o 0o

28 Diocese of Los Angeles ¢ May 2026



Congregation Audit Workbook

PROPERTY AND EQUIPMENT Yes No N/A Comments

PE 1. Isformal approval of the Vestry/BC required
for all property and equipment additions and
dispositions? o o ad

PE 2. Isadetailed inventory of all property,
furniture, fixtures, and equipment maintained

showing: o oa
a. Date acquired? o oa
b. Detailed description? [ I R
c. Cost, if purchased, or fair market value, if

donated? o oa
d. Any donor restrictions? O oa

PE 3. Isaperiodic review conducted to:

a. Compare the actual property, furniture and

fixtures, and equipment to the recorded

inventory listing? o oa

b. Ensure the adequacy of insurance coverage? [0 O O

c. Are significant values listed/documented/
known by the insurance carrier? O O O

LIABILITIES

L 1. Isall borrowing or indebtedness authorized
by the Vestry/BC and the appropriate board
or the Standing Committee? O O O

L 2. Areallloan agreements and/or lease
agreements in writing and properly
safeguarded? o oa

L 3. Are there periodic reviews conducted to
determine compliance with any debt or lease
provisions? o o ad

L 4. Areallliabilities noted on financial
statements or reports to the Vestry/BC? [ O I R

RESTRICTED GIFTS/ CONTRIBUTIONS

RG 1. Arerecords maintained of all bequests,
memorials, endowments, or any other

restricted gifts to include: O oa
a. Date, amount, and donor of gift? o 0o 0o
b. Anyrestrictions or limitations on its use? O O O

c. For endowment gifts, any restrictions on
the use of investment income/ investment
appreciation? [ I R
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RG 2. Are the income and other transactions
periodically reported to the Vestry/BC?

RG 3. Are written acknowledgments issued for all
contributions other than pledges?

PAYROLL

PR 1. Are personnel files maintained to include:

a. Employment application, and/or letter of
employment?

b. Authorizations of pay rates and effective
dates?

c. Internal Revenue Service Form W-4?

d. Department of Justice Form 1-9?

e. State withholding forms?

PR 2. Isthere a written record of hours worked and
approved by a supervisor when applicable?

PR 3. Are there adequate records to:

a. Show computation of gross pay?
b. Account for all deductions from gross pay?
c. Support payroll tax returns and Forms W-2?

PR 4. Are payroll tax returns filed on a timely basis?

PR 5. Are payroll tax deposits made on a timely
basis?

PR 6. Are all employees, clergy and lay, receiving a
Form W-2?

PR 7. Are Forms 1099 being provided for all
individuals who are not employees, and for
all unincorporated entities paid $600 or
more annually? (Note that 1099s should not
be sent to non-profit organizations, even if
incorporated.)

PR 8. Are Forms W-2 wages reconciled to the
general ledger accounts and quarterly payroll
tax returns?

PR 9. Are clergy housing allowances recorded in the

minutes of the Vestry/BC no later than the
first meeting of the year?
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COMPUTER SYSTEMS Yes No N/A Comments

CS 1. Are current or duplicate copies of the
operating system and software programs

maintained off premises? o oa
CS 2. Are computer files backed up on a regular

basis? o oa

If so, how often? O 0O 0O

CS 3. Ifbackups are made, are they stored offsite? O 0O O

If not, where?

CS 4. Is access to the computer and computer

programs limited to authorized persons? o o ad
CS 5. Isthere adequate documentation, available

on-site for all computer programs? O O O
DISCRETIONARY FUNDS

DF 1. Have the clergy established their policy with
respect to the treatment of honoraria?

(See below.) O 0O O
DF 2. Ifyes, what is their policy?

a. Honoraria are used personally OR [ I R

b. Honoraria are placed in the parish
discretionary fund for the advancement of the
ministry OR O 0O 0O

c. Honoraria are placed in other parish funds O O od

DF 3. Are deposits into the discretionary fund
limited to donations and fees? o oa

DF 4. Ifnot, what other types of receipts are
deposited in the fund? o oa

DF 5. Are there parish policies that prohibit use of
the discretionary fund to pay clergy expenses? O 0O O

DF 6. Ifnot, does the clergy refrain from paying
clergy expenses from the discretionary fund in

practice? o oa
DF 7. Isthe treasurer and/or warden of the parish a
signatory of the discretionary fund? o oa

DF 8. Are two signatures required for all checks
written from the discretionary account? o o ad

DF 9. Who are the authorized signors of the account
(position titles, not names): O 0O O
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Yes No N/A Comments
DF 10.Are disbursements from the account limited

to alms? O 0O O

DF 11.If no, what other types of disbursements are
made, other than possibly clergy expenses
addressed above?

Describe:

DF 12.Do records exist that describe the nature of
the disbursements made from the account?
(Note that a journal or memo would suffice) O O O

PROHIBITED TRANSACTIONS

PT 1 Are there policies prohibiting officers from
receiving compensation for services? o oo

PT 2 Are there policies prohibiting the church’s
Vestry/BC members from receiving
compensation for their services (i.e. lawyer
billing for legal services, etc.) o oo

PAROCHIAL REPORTING

PR 1 Was the parochial report completed and
submitted by March 1 of the applicableyear? O O @O

PR 2 Was the report reviewed and approved by the
Vestry/BC before submission? O O ad

PR 3 Is there an electronic record of parochial
report calculations? o o a

Must be signed by the treasurer and senior management officer of the church.

The above information is accurate to the best of my knowledge.

NAME: DATE
TITLE:
NAME: DATE
TITLE:
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Episcopal Diocese of Los Angeles
Financial Worksheet

he purpose of this workbook is to provide a common format for a condensed financial statement to be sub-
mitted to the Diocese to accompany your Committee Audit workbook and results.

Please prepare financial statements in the formats shown, adapted if needed to reflect your General Ledger
accounts.

You may enter your Trial Balances in the proscribed format in the Current Year and Prior Year TB tabs OR you
may key in your numbers directly from your source documents.

Explanations for selected accounts

Cash and cash equivalents Operating cash, petty cash and other cash accounts that are imme-
diately available or have a maturity of less than 90 days.

Accounts and Interest Receivable These accounts are used to accrue revenue or interest due from
investments. Examples could be sending an invoice to a tenant for
rent that is due or accruing interest on a savings account for which
payment won't be received until the following period.

Prepaid Expenses Payment to a vendor for services that will be received in a subse-
quent period. An example could be making a partial payment in
advance for a repair to the church property. The appropriate time
to book the expense in the P&L is in the period that the work is
performed.

Contributions Receivable A contribution for which a firm commitment has been made but
the cash has not yet been received.

Short Term Investments These would be liquid investments, such as money market ac-
counts or CDs with a maturity of less than one year from the bal-
ance sheet date.

Assets Held for Restricted Purposes This classification would include any endowment or other funds
for which the church has restrictions on its use.

Land, buildings, and equipment Commonly known as fixed assets. Churches generally will capital-
ize assets over a given amount and directly expense those with a
value below that threshold. Most churches do not record depreci-
ation as required by Generally Accepted Accounting Principles.

Long-term investments These are investments with greater than one year maturity from
the balance sheet date or investments in stocks, bonds, mutual
funds, etc., that possibly could be liquidated, but are not expected
to be.

Accounts Payable Invoices that have been received but are not yet paid.

Diocese of Los Angeles ¢ May 2026 33



Congregation Audit Workbook

Deposits

Deferred Revenue

Notes payable

Long-term debt

Net assets without donor restrictions

Net assets with donor restrictions

Security or other deposits that are expected to be refunded at a
future point.

Often pledges paid in advance or other revenue that was received
in advance of the period the revenue should be recorded. Exam-
ples could include a pledge paid in December for the following
year, a contribution given for an event that will be held at a later
date or a rent payment for a future period.

Aloan or obligation, generally with simple terms, due within 1 year
from the balance sheet date.

Aloan that is longer term, generally longer than a year, likely to an
outside lender. This type of loan often has reporting requirements
to the lender at specified due dates.

Total Assets less Total Liabilities without restrictions (unrestricted

equity)

Total Assets less Total Liabilities related to funds that are restrict-
ed by an endowment or other restriction.

Definitions: Methods of Accounting

Cash Basis

Accrual

Modified Accrual

34 Diocese of Los Angeles 4 May 2026

Revenue and expenses are recorded when received or paid.
NOTE: This method of accounting is not generally accepted.

Revenue is reported when earned and expenses are reported in
the period for which they are incurred(e.g., a telephone invoice re-
ceived in January for December, thus the expense would be report-
ed in December). In this method the full amount of a parishioner’s
annual pledge would be reocrded at the beginning of the year, with
the offsetting entry to Accounts Receivable. As payments come
in on a weekly or monthly basis, the pledge’s receivable balance
would be lowered as cash is applied.

Revenue and expenses are recorded either using the cash method
or the accrual method. As pledges may not always be paid at 100%
of the commitment amount, it can be a prudent policy to record
revenue upon receipt (i.e. pledge revenue is recognized when re-
ceived) and accrue expenses to ensure they are recorded in the pe-
riod goods or services are received.

The exception to this would be a large or multi-year pledge that is
committed and probably will be collected. m
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Statement of Key Accounting Policies

for the years ended December 31,20__ and 20____

Parish/Mission

Method of Accounting
How are revenues recorded?!

How are expenses recorded?

Property and Equipment
Basis of presentation (check box)
A. Land and buildings

B. Furniture and equipment
C. Vehicles
D. Other - describe

Historical

City
Hybrid

Cash (Modified " )

Basis Accrual) Accrual Additional Explanations from Preparer

[l
[l

cost

[l
[l
[l
[

[l
[l

value

[l
[l
[l
[

[]

[]

Estimated  Appraised
value

[]

[]

[]

[l

Is Depreciation booked in your financial statements? If yes, how is it calculated?

Investments

Basis of presentation (check box)

If your investments are recorded at market
value, how are gains/losses recorded?

Realized gains (from assets sold during the
period)*

Unrealized gains (increase/decrease in
assets that were not sold)®

Historical
cost

[l

Balance
sheet
account

[]
[]
[]

Market value
(Preferred)

[l

Income
Statement
account

[]
[]
[]

Additional Explanations from Preparer

Explanatory Notes

Cash basis = Recorded when received

2. Accrual basis = Recorded when earned (revenue) or when the goods and/or services are incurred (expenses). See Instructions tab

for further explanation.

3 Note that property and equipment is generally recorded at the cost of acquiring it. For many churches, values on the books for land
and buildings goes back so far that it would be difficult to ascertain that historical cost. In a committee audit, there is no need to
be concerned about that value. For Furniture and Equipment, Vehicles and Other, it would be typical for a Company to depreciate
the assets. It is not essential that a church do that as churches are not federal and state income tax payers, so it is not as essen-
tial. It is recommended to the extent possible that these assets be expensed when incurred. If they are sizable and they are not
depreciated, they should be written off when they are no longer in use.

4. Realized gains/(losses) must be recorded in the Statement of Activities

5. Unrealized gains can be booked in the Statement of Financial Position
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Statement of Financial Position

for the years ended December 31,20__ and 20____

Parish/Mission City
. Current Year Prior Year Change
Assets: R .
Cash and cash equivalents $ $ $ %
Accounts and interest receivable $ $ $ %
Prepaid expenses $ $ $ %
Contributions receivable $ $ $ %
Short-term investments $ $ $ %
Assets held for restricted purposes $ $ $ %
Land, buildings, and equipment $ $ $ %
Long-term investments $ $ $ %
Long-term investments - Donor Restricted $ $ $ %
Total Assets  $ $ $ %
Liabilities and net assets:
Liabilities $ $ $ %
Deposits $ $ $ %
Contributions receivable $ $ $ %
Deferred Revenue $ $ $ %
Notes payable $ $ $ %
Long-term debt $ $ $ %
Total Liabilities ~ $ $ $ %
Net assets without donor restrictions $ $ $ %
Net assets with donor restrictions $ $ $ %
Total Net Assets $ $ $ %
Total Liabilities and Net Assets $ $ $ %
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Statement of Activities

for the years ended December 31,20__ and 20____

Parish/Mission

Revenues, gains, and other support
Contributions
Rental income
Income on long-term investments
Other investment income

Net unrealized and realized gains
on long-term investments

Other

Net assets released from restrictions
Satisfaction of program restrictions

Expiration of time restrictions
Total revenues, gains & other support

Expenses and losses:
Missions
Pastoral Ministries
Parish Programs
Administrative
Parish Repairs & Maintenance

Rental Expenses

Total expenses

Depreciation
Total expenses and losses
Change in net assets

Net assets at beginning of year

Net assets at end of year

City

Net Assets without  Net Assets with Total - Change
Restrictions Total Prior Year $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
$ $ $ $ $ %
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Statement of Activities

for the year ended December 31,20___

Parish/Mission City
. Net Assets without Net Assets with
Revenues, gains, and other support: Restrictions Restrictions Total
Contributions

Rental income

Income on long-term investments

Other investment income

Net unrealized and realized gains on
long-term investments

Other

Net assets released from restrictions:

Satisfaction of program restrictions

Expiration of time restrictions

Total revenues, gains, and other support

Expenses and losses:

Missions

Pastoral Ministries

Parish Programs

Administrative

Parish Repairs & Maintenance

Rental Expenses

Total Expenses

Depreciation

Total expenses and losses

Change in net assets

Net assets at beginning of year

Net assets at end of year
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Deposit Test Work Sheet (Sample)

Notes: This workbook supports testing for Part C: ltem 26. Please make your selections from the General Ledger detail.
Sample should include 10% of transactions for the year or 25 transactions, whichever is smaller.

Please summarize exceptions on the lines below (by selection number) and report them to the audit committee, if significant.

SAMPLE Begin your entries on the next page

Deposits Testing Traced tosupport (VN) |5 1o Bank Exceptions (Y/N) _Mwn/u\mmxw
Selection Original Counter | Deposit | Oniine giving | Statement | (Describe details | recorded?
# Type Date Number Name Description Account Code Amount Sheet Slip | receipt/report (Y/N) on lines below) (Y/N)
1 Deposit | 02/16/24 Vanco Batch 724593263 | Pledge Offerings 2,500.00
2 Deposit | 02/27/24 Batch 570 Pledge Offerings 4,000.00
3 Deposit | 02/29/24 Rent-3/24 Rental Income 1,200.00
4 | Deposit |05/17/24 prrQl Interest/Dividend 5,203.87
Interest/Dividends Income/DMF

mxnmﬁﬂosm (Describe details below. Identify by selection number)
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Cash Disbursements Test Work Sheet (Sample)

Notes: This workbook supports testing for Part D: ltem 31. Please make your selections from the General Ledger detail.

Sample should include 10% of transactions for the year or 25 transactions, whichever is smaller.

Please summarize exceptions on the lines below (by selection number) and report them to the audit committee, if significant.

m>_<_ _U _Im Begin your entries on the next page

Reviewed Invoice or other
expenditure support Reviewed Disbursement Support
Selection o Original Invoice? | Other- | manerised” mqmm”wnumwmﬂ< Check/EFT
# Type Date Number Name Description Account Code Amount (Note #) note? | person? Paid Date | Payment Type | approved? | cleared (Date)
1 | Transfer | 01/17/2024 | EFT IRS Payroll tax-1/15/23 -SPLIT- -573.21
2 | Check 01/20/2024 | 1403 IRS Est.#697-Heating System Replacement Reserve -2000
Repair

3 | Check 01/20/2024 | 1419 Perfect Air Flow | Jan 2023 -SPLIT- -2,500.00

Heating & Air
4 | Check 01/20/2024 | 1424 The Church Cleaning services General Repairs & -525.00

Pension Fund Maintenance

Check | 01/20/2024 | EFT Bank Vi Visa xax0469- F&M Vi

5 ec ank Visa Pmt-12/23 &M Visa -740.54

mxnmﬁﬂosm (Describe details below. Identify by selection number)

* Expense report, credit card statement - coded
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Notes

Schedule of Restricted Assets Work Sheet

: This workbook supports testing for Part E: Item 43. Please make your selections from the General Ledger detail.
Sample should include 10% of transactions for the year or 25 transactions, whichever is smaller.

Parish/Mission City Auditor Performing Testing Date Completed
Selection Date General statement Who oversees that funds as disbursed Current Status

# Name of Fund/Asset Source of Funds Established on restrictions of funds in accordance with restrictions? of Compliance

1

2

3

4

5

6

7

8

9

10
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Appendix B

General Instructions: Agreed-Upon Procedures

he primary purpose of an agreed-upon procedures engagement is to provide an independent review of the

financial statements and internal controls by a professional accounting firm, which can validate or recom-
mend improvement. Conducting an examination based upon these agreed-upon procedures is a reasonable
intermediary step between a CPA audit and opinion and a congregational self-audit/examination.

An examination based on Agreed Upon Procedures requires complete financial statements of the congregation
and all affiliated organizations (e.g., schools, thrift shops). A workbook is posted on the EDLA Finance website
to assist the church in preparing these documents for review. Reference to guidelines and further instructions is
made to the Manual of Business Methods in Church Affairs, prepared and distributed by the National Episcopal
Church. This is available for download at www.episcopalchurch.org/finance

The scope of the agreed-upon procedures engagement shall include:

a. Procedures by an external examination financial professional to determine that financial statement
balances correctly tie to the trial balance and supporting documentation as stated in the Engagement
Letter.

b. Review of the Parochial Report calculations by an external examination financial professional to deter-
mine that such calculations are completed in accordance with Diocesan instructions.

c. Areview of management internal control practices

Steps in planning for and conducting an agreed-upon procedures engagement.

The first step will be securing an external examination financial professional to perform the work. In general, a
local firm or a sole practitioner can perform such an engagement.

A sample engagement letter has been provided for use. That letter specifically sets forth the steps the Diocese
mandates for conducting this examination by an external financial examination professional. However, if your
church has a need for specific exemptions or additions, please send that request to the Rev. Susan Stanton, CFO,
for approval.

After the external examination and the selection of the financial professional, both parties will sign the engage-
ment letter to document their understanding of the work to be performed.

The external examination financial professional will establish a timeline to conduct and perform the proce-
dures, which will include a PBC (items prepared by the client) by the congregation’s advance of the commence-
ment of the work. Itis veryimportant to complete the list diligently and accurately to avoid additional fees once
the examination begins.

Upon completion of the agreed upon procedures, the financial professional will review the results of their exam-
ination and note any errors or deficiencies that require corrective action. This information should be reviewed
with the Treasurer, Bookkeeper and Finance Committee members to get their concurrence. A letter must be
provided to the Diocese with the agreed-upon procedures report and the financial statements that acknowl-
edges this review and concurrence.

The treasurer/bookkeeper should ensure that the following documentation is available and assembled for the
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external financial professional in advance of starting the engagement.

4 Internal Control Questionnaire - completed by Church Management
4 TFinancial Statements in the approved Diocesan Format with the supporting trial balance.

4 Bank statements, savings account statements and investment reports for all accounts with applicable
reconciliation, including the first month of the next year

<&

Details of any mortgages or other loans, including copies of loan statements showing balances at the
end of the year for each loan

Account reconciliations for all balance sheet accounts
Copy of prior year’s audit report
Schedule of Restricted Net Assets

Parochial Report with supporting calculations

@ & & o

¢ Any additional documents requested by the outside external financial professional.

Churches undergoing an agreed-upon procedures engagement will be required to submit to the Diocese:

4 The external examination financial professional’s letter detailing the procedures performed and the re-
sults of the engagement.

L 4

The financial statements for the period under review.

4 The internal control questionnaire, prepared by the church and reviewed by the external financial
professional.

4 A letter of acceptance of the findings from the Church’s Finance Committee.
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Sample Engagement Letter

Date

Sample Parish
Main Street
Anytown, CA 90XXX

Dear Parish Treasurer:

We are pleased to confirm our understanding of the nature and limitations of the services we are to provide for
Parish name] (“Parish”) located in [name of city, state].

We will apply the agreed-upon procedures which the Episcopal Diocese of Los Angeles (EDLA) has specified, to
the Parish Financial Report of the Parish as of December 31, 20XX, prepared in accordance with the 202X Par-
ish Financial Reporting Requirements. This engagement is solely to assist the EDLA in monitoring the financial
condition of the Parish. Our engagement to apply agreed-upon procedures will be conducted in accordance
with attestation standards established by the American Institute of Certified Public Accountants; the accoun-
tant is required to be independent of the entity and to meet the accountant’s other ethical responsibilities. The
sufficiency of the procedures is solely the responsibility of the EDLA. Consequently, we make no representation
regarding the sufficiency of the procedures described either for the purpose for which this report has been re-
quested or for any other purpose. If, for any reason, we are unable to complete the procedures, we will describe
any restrictions on the performance of the procedures in our report, or will not issue a report as a result of this
engagement.

Because the agreed-upon procedures does not constitute an examination, we will not express an opinion on the
Parish Financial Report. In addition, we have no obligation to perform any procedures beyond those listed.

We will submit a report listing the procedures performed and our findings. This report is intended solely for
the use of the EDLA and the Parish, and should not be used by anyone other than these specified parties. Our
report will contain a paragraph indicating that had we performed additional procedures, other matters might
have come to our attention that would have been reported to you.

The parish is responsible for the presentation of the Parish Financial Report in accordance with the 202X Parish
Financial Reporting Requirements; and for selecting the criteria and determining that such criteria are appro-
priate for your purposes. The parish is also responsible for making all management decisions and performing
all management functions; for designating an individual with suitable skill, knowledge, and/or experience to
oversee any accounting or bookkeeping services we provide in connection with this engagement; and for evalu-
ating the adequacy and results of those services and accepting responsibility for them.

[Name] is the engagement partner and is responsible for supervising the engagement and signing the report or
authorizing another individual to sign it.

We plan to begin our procedures on approximately [DATE] and, unless unforeseeable problems are encoun-
tered, the engagement should be completed by [DATE]. At the conclusion of our engagement,we will require a
representation letter from Parish management that, among other things, will confirm management’s responsi-
bility for the presentation of the Parish Financial Report in accordance with the 2018 Parish Financial Report-
ing Requirements.

The estimated fee for these services is $ . This fee estimate is based on anticipated cooperation from
your personnel and the assumption that unexpected circumstances will not be encountered during the en-
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gagement. If significant additional time is required, we will discuss it with you and arrive at a new fee estimate
before incurring the additional costs. Half of our fee will be billed upon commencement of our work and the
balance upon delivery of our report.

We appreciate the opportunity to assist you and believe this letter accurately summarizes the significant terms
of our engagement. If you have any questions, please let us know. If you agree with the terms of our engagement
as described in this letter, please sign below and return it to us. If the need for additional procedures arises, our
agreement with you will need to be revised. It is customary for us to enumerate these revisions in an addendum
to this letter. If additional specified parties of the report are added, we will require that they acknowledge in
writing their responsibility for the sufficiency of procedures.

Sincerely,
[Sample CPA Firm]

Signature Date

This letter correctly sets forth the understanding of the Parish or Mission.

Signature Date

Title
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Sample: Agreed-Upon Procedures to Be Performed

We will perform the following procedures, as applicable:

1.

10.

Cash and Cash Equivalents - We will trace amounts reported on the trial balance to bank reconciliations
and ensure the total agrees to the balance presented on the financial statements.

Accounts and Interest Receivable -
Pledges receivable: We will trace the amounts reported on the trial balance to a list by donor.
Other receivables: We will trace amounts reported in the trial balance to supporting documentation.

We will review the accounts on the trial balance that are reported on this line item for accuracy and appro-
priateness.

Prepaid Expenses — We will trace amounts reported in the trial balance to supporting reconciliations. We
will review the balances to determine their appropriate classification as Prepaid Expenses (expense is allo-
cated to the proper period). We will agree total Prepaid Expense accounts in the trial balance to the total
reported on the financial statements.

Contributions Receivable — Agree amounts from the trial balance to the financial statement line item. Re-
view reconciliation supporting the balance for appropriateness. (There is a valid pledge to make the contri-
bution.)

Short Term Investments — Agree amounts from the trial balance to broker statements; ensure the accounts
from the trial balance agree with the financial statements. Determine that all of the accounts are correctly
classified as short-term.

Assets Held for Restricted Purposes — Agree asset accounts from the trial balance to supporting documen-
tation that shows the balance and that they are properly classified as restricted assets. Determine that the
financial statement balance ties to the supporting trial balance accounts.

Land, Buildings and Equipment - Agree the amounts reported on the trial balance to detailed lists or other
supporting documentation. Agree accounts from the trial balance to the total presented on the financial
statements. Inquire as to the depreciation method utilized and test that depreciation is being recorded

properly.

Long Term Investments — Agree amounts from the trial balance to broker statements; ensure the accounts
from the trial balance agree to the financial statements. Ensure that all accounts are correctly classified as
long-term.

Long Term Investments — Donor Restricted — Agree asset accounts from the trial balance to supporting
documentation that shows the balance and that they are properly classified as restricted assets. Determine
that financial statement balance ties to the supporting trial balance accounts. Determine that assets have a
valid donor restriction that is currently in effect.

Accounts payable and accrued expenses — Agree Accounts Payable per the trial balance to the detailed

list of accounts payable by vendor. Agree the accrual accounts from the trial balance to the supporting
documentation for the balances. Determine that accrual balances are valid as of year-end. We will examine
the supporting documentation for all cash disbursements over $500 made from January 1, 20XX, through
January 31, 20XX, to ensure all such items pertaining to the calendar year under review have been included
in the accounts payable list.
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11.

12.

13.

14.

15.

16.

17.

18.

Deposits - We will trace the amount reported on the financial statements to the trial balance and support-
ing detailed documentation. We will inquire as to the date the deposit would be expected to be refunded
per leases or contracts.

Deferred contributions/revenue — We will trace the amount reported on the financial statements from the
trial balance to supporting documentation.

Notes payable — We will trace the amount reported on the financial statements from the trial balance to
amortization schedules or other supporting documentation.

Long Term Debt — We will trace the amount reported in the financial statements to the trial balance and
to supporting documentation to determine whether it qualifies as a liability under accounting principles
generally accepted in the United States of America.

Net Assets without Donor Restrictions — Determine that accounts are properly calculating to this balance
from the trial balance.

Net Assets with Donor Restrictions — Determine that accounts are properly calculating to this balance from
the trial balance.

Parochial reporting — We will trace the amounts reported on line 15 through 18 to the specified lines of the
parochial report. We will read the parochial report completed by the parish and trace the amounts to sup-
porting documentation.

Parish internal control questionnaire — We will read the internal control questionnaire completed by the
parish and report any weaknesses in internal control procedures.
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