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the office to do the bank reconciliation
because the person finally took a vacation.
I found that there was a $7,000 deposit
that was carried as a deposit in transit. I
started looking at how long it had been in
transit. As the months went back, my
stomach added another knot, until seven
months went by, and I was sick to my
stomach realizing I had allowed this
money to be taken.

It turned out the person had a gambling
habit, and she had taken a deposit and lost
it gambling, and then took another deposit
to try and get back to even, and so on,
and so on. She had figured out some other
ways to steal, as well, and that $7,000 was
only the tip of the iceberg. The moral of
the story is, had I put in place a few of
the items mentioned in this article, it
would have been more than enough to
keep both of us out of trouble.

Internal Control for Money Received

Ideally, basic internal control involves
using four different people. The duties of
each person take varying amounts of time
and expertise and are described below.
This is not the only way to insert internal
controls by any means. However, it will
give you a reasonable example that will
get you headed in the right direction.

Person 1—receives the money,
whether via mail, phone call credit
payments, or walk-in payments. His
or her duties involve sorting the mail
into payments received or accounts
receivable and invoices to be paid or
accounts payable. This person should
have a method of recording who the
payment was from, what it was for,
and the method by which it was paid.
This can be done on a spreadsheet, by
numbered receipts, or a handwritten
list. The point is to have a record to
refer to and use as a cross reference.
This is the beginning of what account-
ants call an audit trail.

Person 2—gets the money and the
recording sheet from person 1,
makes sure that all the items on the
recording sheet match the money,
prepares the deposit slip, and takes
it to the bank.

Person 3—records the money into
the accounting system and verifies
that the deposit was made in accor-
dance with what was received.
Person 4—does the bank statement
reconciliation, matching the bank
deposits actually made with the bank
deposits that were supposed to have
been made.

Please note the separation of duties so
that everyone has someone else looking at
what they have done to ensure no mistake
has been made or any money is missing.

Internal Control for Money Spent

Again, this is best as a four-person system.
Person 1—is the one who needs to
purchase items to keep the system
up and running, also known as the
person who spends the money.
Naturally the board will need to
develop policies and adopt a budget
so this person spends in accordance
with some parameters and rules.
Person 2—writes the checks, after
making sure the funds are available
to cover them and ensuring that the
bills being paid are approved under
the established policies.

Person 3—signs the checks. They
must also double-check to ensure
that funds are available and the bills
are being paid according to policy.
Person 4—does the bank statement
reconciliation ensuring the check sig-
natures are authorized, that the bills
paid were authorized properly, and
that the funds shown in the accounting
system match with the bank statement.

Implement Internal Control

I know there are systems out there run
by one person who does it all and frequent-
ly is an unpaid volunteer to boot. However,
most (if not all) systems have a board of
directors who should be used to implement
these procedures. This is an excellent way to
get the board involved in their jobs and to
learn more about the system.

Implementing controls is also a way to
use some of those folks who don’t want to
fix pipes and don’t know anything about
fixing things, but could open mail and
record information for you. Be creative
about who fills the different spots in your
checks and balances and try to use this as
another tool in having your water system
run as effectively and efficiently as possible.

Lastly, having a regular audit by a certi-
fied public accountant is a great way to
make sure your internal control is work-
ing—and another way to ensure yourself
a good night's sleep.®

Bill Luikart is the operations man-
ager for the California Rural Water
Association (CRWA). Before joining
CRWA, he was the owner of several
small businesses.




