Accounts Payable and Expenses

Evaluate Documentation and Spending Controls




Hierarchy of Documentation

The value of supporting documentation for financial transactions can be measured by the degree of objectivity with which such documentation was compiled.  For example, auditors rely on bank statements to confirm the accuracy bank holdings.  Below are some definitions and a list that ranks, from greatest to least, the quality of financial supporting documentation.

Definitions 

A) Externally Prepared Documentation – Documentation not prepared by church staff

B) Internally Prepared Documentation – Documentation prepared by church staff

C) Institutional Documentation – Documentation from a remotely affiliated organization

D) Personal Documentation – Documentation from a closely affiliated person or organization

E) Printed Documentation – Preprinted forms

F) Written Documentation – Hand-written or hand-typed forms

G) Reviewer signature – Signature made by an approved supervisor or another ministry team level staff person

Documentation Quality (ranking from greatest to least objective)

1. Externally prepared printed institutional documentation – examples include bank statements and vendor invoices

2. Externally prepared written institutional documentation – examples include confirmation letters relating to whose financial relationship to the church
3. Externally prepared printed personal documentation – examples include signed contracts

4. Externally prepared written personal documentation – examples include confirmation letters from partner organizations relating to their financial relationship to the church
5. Internally prepared printed or written personal documentation with reviewer signature - examples included a review bank reconciliation and approved expense reports
6. Internally prepared printed or written personal documentation without review signature – any mission prepared financial information without a reviewer’s signature

Records Management

The church should maintain payables records according to the following schedule (see the on-line record retention resource for additional guidelines).  

	Record Type
	Holding period

	Cash disbursements journal
	4

	Check register
	7

	Check stubs
	7

	Checks - cancelled
	7

	Debit/credit memos
	4

	Expense reports
	4

	Expense voucher copies
	4

	Freight bills (paid)
	4

	General sales contracts
	Permanent

	Information returns - 1099's
	Permanent

	Invoices (after payment)
	4

	Orders for merchandise (tapes, records, books, etc.)
	4

	Paid invoices
	4

	Petty cash vouchers
	4

	Promissory notes (after payment)
	Permanent

	Purchase orders
	4

	Purchase requisitions
	4

	Purchases journal
	7 years

	Royalty Payments
	4

	Statements - vendors
	4

	Travel expense vouchers
	4

	Vendor master file review
	3


Spending Controls

Spending controls are necessary for monitoring the flow of resources so that there is compliance with church approved objectives.  Following are some fundamental internal-control procedures for spending:

A) All expenditures should only be made consistent with a council approved budget.

B) Payment preparation should be independent of payment approval.  Purchase requests should be approved at the next level of staff supervision.
C) Channel most of your church’s spending through the use of employee expense reports, credit card statements (with documentation attached) or check disbursement.  These methods ensure greater accountability and documentation.  Cash transactions are difficult to control.
D) The purpose for each expense should be clearly noted on the supporting documentation.
E) Staff should seek out several price quotes for significant equipment or vehicle purchases.  These price quotes should be filed with the purchase documentation as proof of due diligence.

F) Advances to employees should be limited to foreseeable business needs within a week’s or two weeks’ time period.

G) If possible, high cost items should be purchased with a check.  Check payments have tighter process controls.  The reasons for this are that check authorization should be made by staff other than the purchaser, and that the disbursement would flow through an externally prepared bank statement.
H) Supporting documentation should be organized and cross-referenced with the appropriate financial reports.  Financial reports include employee expense report, petty cash voucher, or general ledger.

I) Financial reports should be reviewed at least monthly.  This review should include an evaluation as to year-to-date spending against budget and consider whether spending was in compliance with funding restrictions.  This review should be documented with the signature of an independent staff or council member.

J) Cancelled checks should be sorted and attached to the related bank statement.

K) If supporting receipt documentation is not available, then a supervisor or council member should evaluate the circumstances.  If the reasons are legitimate, then the reviewer must initial available financial records to document approval.

L) The church should establish monthly, quarterly, and yearly checklists in order to document completion of routine financial and operational processes.
M) All documentation should be maintained in an orderly process that allows for easy audit.
