Abstract

’I’Vue responsibility of a steward is to protect, use wisely, and be
accountable for another’s resources. This article discusses
the concept of biblical stewardship and research that examined
the effectiveness of the systems of internal control in American-
based non-governmental (NGO) and non-profit (NPO) organi-
zations with field operations in developing countries. The con-
cepts, principles, and theories of stewardship, internal control,
and accountability were explored. The data indicate weaknesses
exist in the systems of internal control in these NGOs and NPOs.
Relevant best practices are proposed to address these weak-
nesses and to give practical guidance on how to respond as both
individual and corporate stewards of God’s resources.

Introduction

causes expect their gifts to be used for the cause. Yet,

how many donors really know whether these organiza-
tions have sound systems of internal control to ensure monies
are used wisely and in accordance with the donors’ giving
instructions?

D onors to non-profit organizations championing worthy
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responsible use of resources, money, time, and talents, in the
administration, management and control of an organization.?
Stewardship responsibility applies to both the individual
giver and the corporate receiver. As individual stewards we
are required to be productive with our time, talents, and
resources. As corporate or organizational stewards, we have
been entrusted with and are responsible for the resources of
others. In the spirit of stewardship and consistent with sound
internal control as defined by the accounting profession above,
we should safeguard donors’ resources and ensure the optimal
allocation, use and accountability of those resources.

Stewardship and Internal Control - A Biblical
Viewpoint

A good steward does not give and forget but maintains an in-
terest in and monitors the organization to which he has given.
He does so to ensure gifted resources are used in a manner
consistent with the donor’s intent and the organization’s mis-

sion and policies and procedures.
A careful study of Scripture shows over half of Jesus’
parables have

i, "2 GOOD STEWARD DOES NOT GIVE AND FORGET & %
S5t BUT MAINTAINS AN INTEREST IN AND MONITORS =i =
wewi o THE ORGANIZATION TO WHICH HE HAS GIVEN, .

and what does
this have to do with stewardship?

Internal control is defined by the accounting profession as
a process designed to provide organizations with reasonable
assurance they accomplish their objectives of financial report-
ing, efficient and effective operations, and compliance with
laws and regulations.! Stewardship is similarly defined as the

believers, his

message is
about repenting of sins, letting him save you, and following
him. However, when he speaks to believers he tells us how to
have the abundant life, how to be the light and salt of the earth.
Jesus also tells us how to be good stewards and managers of
the material things in life.
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Genesis 1 tells us God is the owner of all of creation and all
of its resources. God places man in the Garden of Eden as a
steward over His creation. Later in the Gospels, Jesus instructs
us through the Parable of the Talents in Matthew 25:14-30
to manage our talents in such a manner that those gifts are
multiplied and not squandered. Jesus reminds us of our re-
sponsibility as stewards again in Luke 12:48 where he says,
“...when someone has been given much, much will be required
in return; and when someone has been entrusted with much,
even more will be required.”* As believers and stewards, we
cannot pretend to be innocent. In order to protect us from our-
selves and to be good stewards, we must actively monitor the
distribution of the gifts we have given or received from others
and ensure proper internal controls and accountability are in
place.

Methodology and Hypothesis

Christians give to many non-profit organizations including
local churches, charities, and organizations with operations
overseas. Our research specifically explored American-based
non-governmental (NGO) and non-profit (NPO) organizations
(hereafter, NPOs) with field operations in developing countries
(see Figure 1). Nevertheless, most of our findings and recom-
mendations easily apply to organizations here at home as well
as those overseas.

We examined the internal control systems of NPOs to de-
termine their effectiveness and their ability to adapt to the

various control risk components identified by the accounting
profession which threaten an organization’s success (see Ap-
pendix 1). Our research also examined whether the corporate
stewardship of accountability was followed by these NPOs,
especially from the standpoint of internal control adequacies.

Our hypothesis is this: The internal control systems of these NPOs
are not adequately designed, implemented, and monitored and
therefore corporate stewardship for donors are not adequately
practiced.

A sound internal control system is the primary account-
ability and governance tool an organization can establish and
use for achieving reliability of financial reporting, operating
efficiency and effectiveness; the compliance with laws, regula-
tions, and organizational policies; and to provide accountabil-
ity and stewardship for stakeholders.’ No two entities will, or
should, have the same internal control system. Organizations
and their systems of internal control differ dramatically based
on their industry, size, purpose, management philosophy, di-
versity and complexity of its operations, local culture and op-
erating environment, and legal and regulatory requirements.®
For Christian organizations, biblical ethics and values should
be a part of any good internal control system. In fact, it should
drive the entire design of the system. While no system is fool-
proof, the absence of sufficient internal control creates an op-
portunity for abuse, fraud, and corruption. It sends a message
to employees, stakeholders, and individuals outside of the

FIGURE 1: COUNTRIES IN WHICH RESPONDENTS OPERATE
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organization that management does not care about protecting
the entity’s assets.’

The concept of stewardship accounting has its foundation
in the early stages of accounting centuries ago and contributes
to the understanding of accountability and internal control.
Stewardship accounting was founded on the separation be-
tween capital ownership and management and centered on
the notions of responsibility, accountability and control.? The
concept of a steward making financial exchanges for someone
else creates accountability among two or more parties who
rely upon reciprocity and trust. When shared with the public,
this trust creates a stronger sense of accountability and an
awareness the steward was a secure keeper of their funds and
accountable for his or her actions. Today, organizations fulfill
the concept of stewardship accounting and internal control by
providing similar accountability function to its stakeholders.’

Internal Control and Stewardship in NPOs

Financial reporting requirements for nonprofits are quite dif-
ferent from for-profit entities. By comparison, things are fairly
simple in the for-profit world. The goal of a for-profit business
is to make money for its owners; and, most owners are content
as long as their dividend checks are deposited in a timely man-
ner without knowing any other specific organizational details.
In the nonprofit world, however, donors want to know what
is going on with NPOs. As good stewards, NPOs are required
to maintain accountability and credibility with the donor base
demonstrating they have operated the programs efficiently,
effectively, and consistently to honor the use of the
funds and accomplish their mission and goals.

The missions of the non-profits are inherently
service-driven (for example: NPOs may provide
faith-based, educational, disaster relief, medical
services, and food distribution services - see Fig-

FIGURE 2:
SERVICES PROVIDED BY RESPONDENTS’ NPOs

corruption scandals where assets were misappropriated and
donated funds were misdirected into other projects or toward
personal gain by one or more of the organization’s leaders in
both profit (e.g., WorldCom, Tyco, Enron) and non-profit orga-
nizations (e.g., United Way, Red Cross, International Mission
Board). These scandals have raised the general public’s aware-
ness of and demand for stewardship and accountability from
all types of organizations, especially NPOs. The vigilant efforts
of NPOs to demonstrate accountability is critical to their ongo-
ing financial viability and is necessary to keep donors inter-
ested in the continued investment of their time, talents and
resources.

Empirical Findings

Our research sought answers to 55 questions (See Appendix
2) developed to determine whether the NPOs’ internal con-
trol systems were vulnerable to the various risk components
identified in the professional auditing standards. From the
survey data, we discovered the NPOs experienced challenges
and weaknesses in their present internal control systems, sup-
porting our hypothesis.

Finding One: Foreign Operations

The very existence of foreign operations does not mean the
internal control system will fail. However, due to unstable and
developing economies and political environments, it often sig-
nals to management there is need to compensate for this weak-
ness by strengthening controls over other risk components.!?
The data show respondents lived and worked in countries they

ure 2). Because their missions are not profit driven,
NPOs must focus on performance driven goals and
answer the question: are their services provided
with efficiency, effectiveness, and in compliance
with donor wishes and organizational policies and
procedures? As the NPOs are performance driven
and service delivery focused rather than profit fo-
cused, they are often more vulnerable to breaches
in their internal control.?

For example, the missionary is focused on
evangelism and the healthcare worker is focused
on saving lives; yet, neither is focused on internal
control although it is necessary to keep both in the
field. One NPO administrator emphasized what is
at stake: “When trust gets shaken, it reflects in the
bottom line of charitable organizations. The aver-
age small donor bases a lot on trust. When that’s
eroded, it reflects on the organization and the non-
profit community as a whole.”!

Just in this millennium in the United States,
donors have seen many examples of fraud and
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perceived to be corrupt, were politically and economically
unstable, and where some within the NPOs even admitted to
paying bribes in order to obtain government services. These
situations indicate a greater risk for an unsuccessful internal
control system. NPOs operating in foreign environments must
be prepared for cultural and political differences and must
ensure their systems of internal control make appropriate ac-
commodations for the countries in which they operate.

Finding Two: Organization Diversity, Size, Complex-
ity and Type.

The data from the research show the NPOs operate a variety
of diverse and complex services (faith-based, medical, edu-
cational, environmental, and agricultural, etc.) requiring the
skills of very specialized or technical staff (evangelists, doc-
tors, teachers, engineers, and farmers, etc.).!® Further, these
NPOs had few employees and limited budgets at their field
offices. The staff and resources also were generally focused on
the field services, not internal controls. NPOs should ensure
their internal control systems to be modified to accommodate
the diversity, size, complexity and type of organization. Staff
assignments should also include establishing, maintaining,
and monitoring elements of internal controls.

Finding Three: Operating Environment.

The operating environment (including the local culture, legal
and political climate) contributes to the success or failure of
the internal control system.'* The more stable the operating
environment, generally the more successful the internal con-
trol system. Survey respondents working in NPO field offices
were asked several questions to gauge their perception of cor-
rupt behavior among business people, political leaders, clergy,
and other groups of individuals in the field country where
they work. The data
show a high level
of perception of

FIGURE 3:

ed, etc.) within their systems of internal control to address
such vulnerabilities.

Finding Four: Organizational Policies and Proce-
dures.

Organizational policies and procedures, codes of ethics and
sound financial systems exist to encourage transparency, ac-
countability, stewardship, and successful internal control.
They need to be reviewed and updated at least annually.!®
Survey respondents indicated their organizations generally
had good policies, procedures, codes of ethics, and financial
systems. Yet, only 20% indicated these had been reviewed
or updated within the 24-months period prior to the survey.
This signals a weakness in control per professional auditing
standards and should be addressed.

Finding Five: Training over Internal Controls.

Two-thirds of the respondents indicated they had received
training on internal controls.'® Yet, only 36 percent of the re-
spondents indicated their training was culturally adapted to
address specific issues found in their local field offices. NPOs
must regularly provide employees with training regarding
updates of policies and procedures. The training should also
cover organizationally specific risk components they face due
to its operation, location, complexity, etc.

NPO Best Practices

No internal control system will completely ensure organiza-
tional successinachieving the objectives ofintegrity of financial
reporting, efficient and effective operations, and compliance
with applicable laws and regulations. A sound control system
exhibits management’s best effort to lead their organization
in the right
direction while
providing stew-

corruption among ardship and ac-
government  of- NPO PERCEPTION OF CORRUPTION AMONG GROUPS countability over
ficials and other organizational
local NPOs. Staff resources.

were wary of the po- 100% The study
litical culture in the shows most

countries in which
they operated, and
their organizational
values were often
in conflict with local
cultural  practices
(see Figure 3). This
shows NPOs must
pay special atten-
tion to their operat-
ing environments and incorporate specific elements (such as
maintaining extra security, using redundant financial checks
and balances, and transferring funds to the field only as need-
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NPOs attempted
to exercise good
stewardship and
provide trans-
parency and
accountability to
their stakehold-
ers. Yet our
findings indicate
these NPOs faced
numerous challenges with various risk components in internal
control. Some of these risks were internal, such as updating
policies and procedures and providing adequate training, while
others were external, such as the cultural, legal and political
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environments. Despite the challenges, management should
design its own system of internal control addressing each risk
component (per Appendix 1), paying careful attention to those
specific risks the organization may be most vulnerable to (see
ICS Design Considerations).

Although our research focused on NPOs operating in devel-
oping countries, the lessons and concepts of good stewardship
and internal control apply to NPOs operating anywhere. As
stewards of God’s resources, we have the responsibility to use
resources wisely. At the same time, we must be watchful of the
organizations we support financially to ensure they fulfill their
stated objectives.

Leaders with corporate (recipient) stewardship responsi-
bilities must make sure the organization’s mission is properly
fulfilled as they are fully accountable to their financial sup-
porters. They must design the accountability systems with

ICS DESIGN CONSIDERATIONS

sound principles of internal control, carefully addressing the
various risk components (including the diverse operations,
size, location, purpose, and operating environment) where the
organization is most vulnerable.

May all givers be as in Exodus 36:2-7, where, as produc-
tive individual and corporate stewards, they give out of their
abundance to the point where there is no more need. Giving
occurs like this when we view giving as the Apostle Paul did,
as something we want to do rather than something we have to
do. Furthermore, may corporate stewards ensure the talents,
gifts, and resources of their donors are used in the most ef-
ficient, effective, and mission focused manner and accounted
for with the highest level of integrity. Only then will all deserve
the accolade from the Owner, “Well done, my good and faithful
servants” (Matthew 25:21).

An Internal Control System (ICS) is an intangible structure unique to each entity and designed to help the entity achieve efficient and
effective operations, financial reporting, and compliance with laws, regulations, and entity policies. As such, the implementation of
the ICS and the evaluation of the individual risk components should vary from organization to organization.

Consider Entity Size. Possible tangible measures include number of employees, size of the budget, and number of locations of opera-
tion. When examined with the various strengths and weaknesses, the following may be considered:

1. If an entity has a small number of employees assigned to several locations each with limited operating budgets, it should
consider various separation of duties among the limited number of employees to ensure no single employee has complete
responsibility for all financial duties. For example, one person may have all the responsibilities of paperwork generation and
data entry of the financial operation, but a separate person can simply provide the final signature or electronic approval to
authorize the transaction. This one element ensures at least two people review all transactions and will provide a separation
of duties (a check and balance) over the financial operations.

2. Multiple locations create more challenges in an ICS. Yet with increased technology, financial operations can be
centralized to a corporate location where enhanced internal control procedures are in place. This would minimize risks of
financial reporting failures or unauthorized transactions.

3. Larger budgets may provide greater resources for enhanced ICS such as better financial systems, enhanced technology,
more resources (i.e.: better skilled staff, more staff, staff with a focus on internal control, training for staff, etc.). Smaller
budgets will likely impact an entity adversely.

Designing Internal Control Systems based on biblical values and ethics

For faith-based entities, the priority for the ICS should be the entity’s vision and mission to determine whether specific organiza-
tional goals and objectives are being achieved. The organization’s purposes must be biblically grounded and ethically driven. The
organization’s board of directors and administrators should make operational decisions which are God honoring. From a practical
standpoint, management may find it wise to consult with a financial accounting professional or industry specific guidance to estab-
lish the most effective ICS. Soliciting accounting professionals with a Christian focus through the “word of mouth” method may be the
bestroute. Once a professional is hired, make sure the scope of work is clearly documented in writing through a letter of engagement.
NPO management must accept the responsibility of establishing the ICS as a “hands on task” as management is clearly responsible
for the ICS. Once established, the ICS must be monitored and periodically evaluated, at least annually, to ensure entity objectives are
being achieved.
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APPENDIX 1

INTERNAL CONTROL RISK COMPONENTS, STRENGTHS, WEAKNESSES, AND MEASURES™*

RISK COMPONENT

Entity Size

Entity Budget

Experience and
Number of
Employees

Entity Governance
and Management
Philosophy

Diversity and
Complexity of
Organization

Stage of Life Cycle
(A%e and Maturity
of Organization)

Industry

OPERATING ENVIRONMENT

Foreign
Operations

Legal
Environment

Regulatory
Environment

Political
Culture

Policies &
Procedures

Financial Systems

Training

STRENGTH

Large - has more resources for
implementation of internal
control system and its compo-
nents

Large - has more resources for
implementation of internal con-
trol system and its components

More employees provide the op-
portunity to have staff assigned
to the task of implementing and
monitoring the internal control
system

Strong governance influences
control consciousness; Manage-
ment focus and encouragement
toward controls creates corpo-
rate environment focused on in-
ternal control

Large - has more resources for
implementation of internal
control system and its compo-
nents

Older organizations are gener-
ally more mature in process and
it N

sy 3 g the
of well established internal con-
trol systems

Less complex industries may
suffice with less complex inter-
nal control systems

A strong legal structure may
deter fraud and corruption

A strong regulatory environ-
ment may deter fraud and cor-
ruption

A strong, active, transparent,
and democratic political culture
may deter fraud and corruption

Existence of strong P&Ps deters
fraud and corruption

Existence of strong transparent
financial systems deters fraud
and corruption

Existence of strong training pro-
grams related to internal con-
trol deters fraud and corruption

WEAKNESS

Large organizations may be so complex the inter-
nal control system is hard to impl tand mon-
itor; Small organizations may not have a sound in-
ternal control system; both increase the risk of
failure of the internal control system and exis-
tence of fraud and corruption

Large - may not focus on small details; Small - may
not have resources for staff and training for inter-
nal control systems; both increase the risk of fail-
ure of the internal control system and existence of
fraud and corruption

Fewer employees limit the numbers of staff avail-
able for implementing and monitoring the inter-
nal control system which increases the risk of fail-
ure of the internal control system and existence of
fraud and corruption

Weak governance indicates disinterest in inter-
nal control: Lack of management interest or
focus on control may cause employees to not be
concerned with internal control which increases
the risk of failure of the internal control system
and existence of fraud and corruption

The greater the diversity and complexity the or-
ganization, the greater the risk of failure of the
internal control system and potential for fraud
and corruption

Younger organizations are generally less mature
in process and systems; therefore internal control
systems may not be well established which in-
creases the risk of failure of the internal control
system and existence of fraud and corruption

More complex industries need more complex and
monitoring of their internal control systems; the
lack of which increases the risk of failure of the
internal control system and existence of fraud
and corruption

The existence of foreign operations increases
the risk for internal control failure and the ex-
istence of fraud and corruption

A weak or non-existent legal structure increases
opportunities for failure of the internal control
system and the existence of fraud and corruption

A strong regulatory environment may encourage
the failure of the internal control system and ex-
istence of fraud, bribery, and corruption to
"grease" processes

A weak, non-transparent, or non-democratic po-
litical culture increases the failure of the internal
control system and existence of fraud and cor-
ruption

Lack of or weak P&Ps increases the risk of failure
of the internal control system and the existence
of fraud and corruption

Lack of transparent or weak financial systems in-
creases the risk of failure of the internal control
system and the existence of fraud and corruption

Lack of or weak training ﬁrograms related to in-
ternal control increases the risk of failure of the
internal control system and the existence of
fraud and corruption

*ADAPTED FROM AICPA STATEMENTS ON AUDITING STANDARDS AU314, APPENDIX C, AICPA, NEW YORK, 201517

]

MEASURE

Number of employees; size of
budget; number of locations

Size of budget

Number of employees

Is there an organizational awareness
of internal control through monitor-
ing, training, handbooks, etc.

Number of employees; size of
budget; number of locations

Age of entity

Industry type and purpose

Existence of foreign operations

Type/Culture of legal environment

Type/Culture of regulatory
environment

Type/Culture of political culture

Existence and monitoring of P&Ps
related to internal control

Existence and monitoring of financial
systems related to internal control
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APPENDIX 2
PARTIAL LISTING OF QUESTIONS ASKED IN SURVEY

1. Are you currently (or formerly) an employee of an American-based non-governmental organization (NGO)
or non-profit organization (NPO) that has headquarters in the U.S. and field offices outside the U.S.?

2. My organization provides field staff with training regarding business internal controls?
3. This training in internal controls is adapted to fit local cultural interpretations of corruption? Please rate
your agreement with this question using a scale of 1-5 where (5) means “Strongly Agree” and (1) means

“Strongly Disagree.”

4. My organization provides field staff with training regarding fraud and corruption prevention and detection
techniques?

5. In your field country, have you been required to give a bribe, gift, or favor to obtain a service or product you
or your organization were entitled to?

6. How many times have you been required to give a bribe, gift, or favor for services?

7. What is your perception of corruption in the country where you are working? Please rate your agreement
with this question using a scale of 1-5 where (5) means “Very High” and (1) means “Very Low.”

8. Has your organization been a victim of fraud or corruption at your field office within the past 0 to 12 months,
13-24 months, 25-36 months, No, or Don’t Know?

9. Do you think your NGO operates in a country (countries) or region (regions) that subjects your NGO to more
corruption?

10. Does your organization have staff whose primary assignments are focused specifically on fraud and cor-
ruption prevention and detection?

11. How often does your organization review and update its internal control systems?

12. How many years of experience do you have in the provision of field services with your present organiza-
tion? In your career?

13. In which country do you presently live?
14. In which country (countries) does your field office provide service coverage?

Note: An electronic survey was used with 55 questions. The survey was distributed to 233 individuals and organizations
around the world operating as or within American-based NPOs in developing countries. 158 individuals visited the
survey; only 64 surveys were considered complete and valid for the research. Because the survey was anonymous, we
were not able to determine which individuals or organizations responded. While this research began with the intention
of conducing a descriptive statistical analysis, it is much more of an inferential analysis due to the limited data received
from the surveys.
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