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In planning and performing our audit of the financial statements of Bethany Lutheran Church (the “Church”) for the 
year ended June 30, 2011, in accordance with auditing standards generally accepted in the United States of America, 
we considered the organization’s internal control over financial reporting (internal control) as a basis for designing 
our auditing procedures for the purpose of expressing an opinion on the financial statements but not for the purpose 
of expressing an opinion on the effectiveness of the organization’s internal control. Accordingly, we do not express 
an opinion on the effectiveness of the organization’s internal control. 
 
Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not 
designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses 
and, therefore, there can be no assurance that all such deficiencies have been identified. In addition, because of 
inherent limitations in internal control, including the possibility of management override of controls, misstatement 
due to error or fraud may occur and not be detected by such controls. However, as discussed in the following pages, 
we identified certain deficiencies in internal control that we consider to be significant deficiencies.  
 
A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct 
misstatements on a timely basis.  
 
Professional standards define a material weakness and a significant deficiency as follows: 
 

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there is a 
reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or 
detected and corrected on a timely basis. We did not identify any deficiencies in internal control that we 
consider to be material weaknesses. 

 
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe 
than a material weakness, yet important enough to merit attention by those charged with governance.  

 
Our comments concerning internal control and other significant matters are presented as follows: 
 
• Significant Deficiency 
• Other Current Year Matter 
• Status of Prior Year Comment–Significant Deficiency 
• Status of Prior Year Comments–Other Matters 
• Audit Committee Matters 
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This communication is intended solely for the information and use of management, the church council, and others 
within the organization and is not intended to be and should not be used by anyone other than these specified parties. 
 
We will be pleased to further discuss these matters with you and want to express our sincere appreciation to the staff 
for the cooperation and assistance received during the audit engagement and for the opportunity to serve Bethany 
Lutheran Church. 
 
Sincerely yours, 
 
 
 
CAPIN CROUSE LLP 
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SIGNIFICANT DEFICIENCY 
 

During the current and prior year audits, we reviewed the receipts process for contributions. We noted that checks 
were not restrictively endorsed at any time due to the fact that they are deposited electronically. In addition, we noted 
that the counting team leader provides a listing of the monies collected to the accounting supervisor for entry into the 
general ledger. 

Receipts Process for Contributions 

 
We recommended checks be restrictively endorsed before they are counted. In addition, we continue to 
recommend the accounting supervisor reconcile the deposit per the donor system to the deposit per the bank and the 
general ledger.  
 
Current Year Management Response 
Checks are now being restrictively endorsed at the time the checks are counted for deposit purposes. The accounting 
staff will determine a reconciliation schedule for the deposit per the donor system and the bank. 
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OTHER CURRENT YEAR MATTER 
 

During the prior year audit, we discussed with management the Sarbanes Oxley legislation for publicly traded for 
profit corporations and its impact on nonprofit organizations. We noted that the Evangelical Council for Financial 
Accountability has determined that two provisions within Sarbanes Oxley are applicable to all corporations. We 
noted that this would include record retention policies and whistleblower protection. We noted that the Church has a 
record retention policy but it is not adhered to. 

Best Practice Policies 

 
We continue to recommend the Church develop policies related to these matters in the spirit of voluntary 
compliance with current laws. 
 
Current Year Management Response 
The Church has started the process of drafting new policies, however they are not complete and ready for adoption 
at this time. 
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STATUS OF PRIOR YEAR COMMENT-SIGNIFICANT DEFICIENCY  
 

During the prior year audit, we reviewed the receipts process for tuition revenue and we noted several weaknesses in 
this process. Checks were not restrictively endorsed at the time they were collected and all Church employees had 
access to the safe and could steal cash or non-endorsed checks. In addition, the assistant director had the opportunity 
to steal monies and alter the reports provided to the counting team leader and accounting supervisor. 

Receipts Process for Tuition Revenue 

 
We recommended checks be restrictively endorsed at the time of collection. We also recommended that access to 
the safe be limited. In addition, we recommended that the invoicing and receipting of tuition be performed by an 
individual who does not handle the funds and that the tuition invoicing system be reconciled to the general ledger and 
to the tuition deposit on a regular basis. 
 
STATUS: Implemented. 
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STATUS OF PRIOR YEAR COMMENTS-OTHER MATTERS 
 
Corporate Credit Cards and Expense Reimbursements
During the prior year audit, we reviewed corporate credit card purchases and expense reimbursements. We noted 
during our review that the Director of Finance & Administration is reviewing the complete package of expense 
reports and corporate credit card charges and that a member of church council is also proving review of the Senior 
Pastor’s expense reports and corporate credit card charges. However, we noted that no one was reviewing the 
expense reports and corporate credit card charges of the Director of Finance & Administration. 

  

 
We recommended that the Senior Pastor or a member of church council review the expense reports and the 
corporate credit card charges of the Director of Finance & Administration. 
 
STATUS: Implemented. 
 

During the prior year audit, we noted that the Church did not have a written conflict of interest policy. We noted that 
a policy would serve to keep church council members informed, provide for annual reviews, and control related party 
transactions. Also, this tool would create efficiencies in gathering data for related party transaction footnotes in your 
annual audited financial statements. 

Conflict of Interest Policy 

 
We recommended the church council establish a conflict of interest policy. 
 
STATUS: Implemented. 
 

During the prior year audit, we reviewed a sampling of journal entries. We noted that all entries had adequate 
documentation and appeared appropriate. We noted that all entries were made by the accounting supervisor and no 
one was reviewing or approving them. 

Journal Entries 

 
We recommended the Director of Finance & Administration review the journal entries made each month and notate 
approval. This would help ensure that all entries were recorded appropriately and provide a level of security for both 
the accounting supervisor and the Church. 
 
STATUS: Implemented. 
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AUDIT COMMITTEE MATTERS 
The following information about our audit, as required by professional standards, is considered to be significant and 
relevant to the responsibilities of those charged with governance in overseeing the financial reporting process. 
 

As independent auditors of the financial statements, we are responsible for: 
Auditors’ Responsibility under Generally Accepted Auditing Standards 

 
• Performing the audit in accordance with generally accepted auditing standards. 
• Designing the audit to obtain reasonable, rather than absolute, assurance about whether the financial statements 

are free of material misstatement. 
• Forming and expressing an opinion about whether the financial statements, that have been prepared by 

management with the oversight of those charged with governance, are presented fairly, in all material respects, in 
conformity with accounting principles generally accepted in the United States of America. 

 
An audit of financial statements includes consideration of internal control over financial reporting as a basis for 
designing audit procedures that are appropriate in the circumstances but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control over financial reporting. 
 
Our audit of the financial statements does not relieve management or those charged with governance of their 
responsibilities. Because of the concept of reasonable assurance and because we did not perform a detailed 
examination of all transactions, there is the risk that material errors, fraud, or other illegal acts may exist and not be 
detected by us. 
 

Under professional standards, including Rule 101 of the American Institute of Certified Public Accountants’ Code of 
Professional Conduct and its interpretations and rulings, we are required to communicate all relationships between 
Capin Crouse LLP and the board that, in our professional judgment, may reasonably be thought to bear on 
independence. 

Independence 

 
We are not aware of any relationships or services that would jeopardize this condition. We affirm our objectivity and 
independence in performing our audit services in conformity with professional standards. 
 

 
Qualitative Aspects of Accounting Practices 

Accounting policies–Management has the responsibility for selection and use of appropriate accounting policies. In 
accordance with the terms of our engagement letter, we will advise management about the appropriateness of 
accounting policies and their application. The significant accounting policies used are described in Note 2 to the 
financial statements. 
 
Changes in accounting policies–No new accounting policies were adopted, and the application of existing policies 
was not changed during the year. 
 
Expected new pronouncements–The FASB has issued a number of exposure drafts that could have an impact on 
future financial statements. The most significant of these exposure drafts address the accounting for leases, revenue 
recognition, and financial instruments. As additional developments occur, we will provide management with 
additional information so that the impact, if any, on the financial statements can be determined. 
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AUDIT COMMITTEE MATTERS, continued 
 

 
Qualitative Aspects of Accounting Practices, continued 

Significant and unusual transactions–Under professional standards, we are required to inform you about transactions 
we noted that were both significant and unusual, or transactions for which there is a lack of authoritative guidance or 
consensus. We noted no such transactions entered into by the organization during the year. 
 
Uncorrected misstatements–There were no uncorrected misstatements identified during the audit.  
 
Material corrected misstatements–There were no material corrected misstatements identified during the audit.  
 
Other corrected misstatements–There were no other corrected misstatements identified during the audit.  
 
Accounting estimates–Accounting estimates are an integral part of the financial statements prepared by management 
and are based on management’s knowledge and experience about past and current events, and assumptions about 
future events. Certain accounting estimates are particularly sensitive because of their significance to the financial 
statements and because of the possibility that future events affecting them may differ significantly from those 
expected. 
 
Issues concerning significant estimates made by management include: 
• Management’s identification of significant accounting estimates 
• Management’s process for making significant accounting estimates 
• Risks of material misstatement 
• Indicators of possible management bias 
• Disclosure of estimation uncertainty in the financial statements 

 
The most significant estimates include: 
• Depreciation expense based on estimated useful lives of property and equipment 
• Functional allocation of expenses based on estimated utilization of assets and personnel 
 
We reviewed the process and basis for management’s judgments and estimates impacting key accounting and 
financial reporting areas and concluded they are reasonable in relation to the financial statements taken as a whole. 
 
Financial statements disclosures and related matters–We considered issues involved and related judgments made, in 
formulating sensitive financial statements disclosures and believe they are presented with overall neutrality, 
consistency, and clarity. 
 
Representations requested from management–A copy of the letter containing representations requested from 
management is attached. 
 

We are pleased to report that there were no significant difficulties in dealing with management in performing and 
completing our audit. 

Significant Difficulties Encountered During the Audit 

 



Church Council  
Bethany Lutheran Church 
September 6, 2011 
Page 9 
 
 
AUDIT COMMITTEE MATTERS, continued 
 

Professional standards define disagreements with management, whether or not resolved to our satisfaction, as a 
matter concerning financial accounting, reporting, or auditing that could be significant to the financial statements or 
the independent auditors’ report. 

Disagreements with Management 

 
We are pleased to report that no such disagreements arose during the course of our audit. 
 

In some cases, management may decide to consult with other accountants about auditing and accounting matters, 
similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting 
principle to the board’s financial statements or a determination of the type of auditors’ opinion that may be expressed 
on those statements, our professional standards require the consulting accountant to check with us to determine that 
the consultant has all the relevant facts. 

Management’s Consultations with Other Accountants 

 
To our knowledge, there were no such consultations with other accountants. 
 

We generally discuss a variety of matters, including the application of accounting principles and auditing standards, 
with management each year prior to retention as the independent auditors. However, any discussions occurred in the 
normal course of our professional relationship, and our responses were not a condition to our retention. 

Significant Issues Discussed with Management 
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