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2017 NSCF Internal Audit Report 
 
Background:  
 
The Navy Supply Corps Foundation (The Foundation) has a volunteer, ideally someone with auditing 
expertise, perform an internal audit of financial and compliance operations on an annual basis.  The 
internal audit steps are part of The Foundation’s Financial Operations Policy Statement (FOPS).   
 
Testing was performed on the entire FOPS to gain confidence in the effectiveness of financial operating 
procedures and related compliance.   
 
The execution of the testing was performed by developing steps for each of section of the FOPS and 
performing them with the Foundation Chief Staff Officer (CSO).  The testing included discussions and 
review of internal source documents as well as documentation from third parties supporting the 
transactions.  The testing was performed at The Foundation office in Watkinsville Georgia 3-4 October 
2017.  
 
Overall Assessment: 
 
The overall assessment of the internal audit is SATISFACTORY. 
 
This overall assessment is based upon the amount of recurring transactions performed by The 
Foundation and the procedures and oversight in place to measure and monitor operations. There are 
however, opportunities to improve the policies, procedures, internal controls, and disclosures by The 
Foundation.  
 
Potential Areas for Improvement: 
 
Opportunity 1: Policies and Procedures 
 
Background:   
 
The FOPS includes the following: 

 Policies related to finance; 

 Financial operations procedures; and 

 A section with steps to be performed during an internal audit.   
 
Findings 

 The FOPS included some financial operations policies that have not been fully or partially 
implemented, which need to be addressed over the next year to facilitate more complete 
compliance of the intent of the FOPS. Such policies are outlined below.    

 The internal audit procedures called for testing steps that were inconsistent with existing 
procedures. 

 
Risks 

 Polices that do not reflect actual operations create confusion and decrease the value of the 
policy as an instrument of compliance and internal controls. 
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 The existence of policies that are not applicable to operations could result in polices that do 
relate to the controls of procedures being ignored due to the lack of consistent applicability.  

 
Recommendations  

 Treasurer separates the FOPS into three separate documents or sections: 
 - Financial Policies 
 - Financial Procedures (operations) 
 - Internal Operations Internal Review  

 Treasurer, develop the financial policies based upon the goals of The Foundation.  Develop 
financial procedures that support the financial policies and are consistent with the operational 
spectrum and needs of The Foundation.   

 Board approves the financial polices, and the audit committee approve the financial procedures 
(operations).  

 The Audit Committee develop standalone internal review procedures that are flexible to allow 
for unpredictability of testing selections.   

 
Opportunity #2 Potential changes and additions to financial policies 
 
Background: 
 
The FOPS defines specific items that will be decided based upon the judgment of the CSO.  There are 
other items that are silent as to how the decision is made, and in practice are carried out as judgment 
calls by the CSO.   
 
The FOPS details steps to be taken by committee chairs, the Audit Committee, and Budget and Finance 
Committee (BFC).  These steps are either not performed, or are not applicable to current foundation 
processes.   
 
Findings  

 The (BFC) mentioned in the FOPS, has become inactive and therefore cannot carry out its 
specified duties. 

 There is no official revenue recognition policy for when donations are booked. 

 There were no established budget guidelines.  

 Committee chairs are doing less than what is outlined in the FOPS. 

 The FOPS dictates that the CSO, Treasurer, and Vice Chairman are the only people authorized to 
sign checks for The Foundation.  The policy further states payments in excess of $5,000 require a 
second signature by the Chair, Vice-Chair or Treasurer.  Currently a member of the Audit 
Committee (and formally Vice-Chair, making current FOPS wording problematic) cosigns checks 
over $5,000. It is recommended that wording in the FOPS be added that a Foundation Chair 
appointed designee by letter (and on file) can co-sign checks.   
 

Risks 

 The committee chairs cannot operate as effectively as possible with a lack of clear guidance. 

 Not delineating between judgment calls and stated approvals weakens the internal control 
environment.   

 
Recommendations  
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 A newly selected Chairman of the Budget and Finance Committee draft and issue new 
procedures for the budget process prior to the next budget development evolution. 

 A newly selected Chairman of the Budget and Finance Committee draft guidance for committee 
chairs that is consistent with their actual budget-related responsibilities and consistent with the 
policies in the FSOP. 

 CSO, draft a revenue recognition policy for review of the Treasurer and inclusion in the updated 
policies. 

 During the review and approval of the financial procedures, the Audit Committee will ensure 
items that are judgment calls by the CSO are adequately defined.   

 Treasurer, identify the correct second signer for checks over $5,000 as part of the updated 
policies. 

 
Opportunity #3: Potential improvements to procedures/internal controls 
 
Background: 
 
There are procedures in the FOPS that if followed could improve the internal control environment.  
Additionally there are procedures in the FOPS that may not be required and serve to potentially 
overcomplicate operations. 
 
Findings  

 Cash reconciliations, though balanced, contained a hard to identify adjusting journal entry 
booked by The Foundation accountant and balance through the accounting software.  Though 
balanced, a reconciling item that can’t be readily identified is not truly reconciled. 

 A second signer is required for checks over $5,000.  The check stock includes language that 
checks are void after 90 days.  It did not indicate that the check was invalid without a second 
signature for amounts over $5,000. 

 No due diligence was performed on vendors as prescribed in the policy. 

 No competitive bids were analyzed for the “Ready for Sea” book as required by the policy for an 
outlay of the amount of money. 

 Two bids instead of the three required by the policy were presented for the river cruise. 

 No bids were obtained for personal service contracts even though they exceed the cumulative 
expenditure amount detailed in the policy. 

 Voided checks are shredded rather than secured as per the policy. 

 Approval for amounts for large payments were not specifically spelled out in the board minutes. 

 The vendor used for NSCS CO receptions invoice is a recurring payment but no vendor due 
diligence was performed. 

 There was no evidence of board approval for renewal of the office lease. 

 No attorney review of the cruise contract was performed as required by the policy. 

 There was no evidence of review of travel over $1,000 by audit committee as required by the 
policy. 

 There are no SOPs for paying bills or for utilizing and reconciling The Foundation purchase card. 
 
Risks 

 The lack of the above practices decreases the effectiveness of the internal control environment.   

 Some of the policies above could be simplified or eliminated if they are determined to not be 
needed. 
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 Cash reconciliations would be more effective if the reconciling items were clearly labeled to 
assist in the verification of their accuracy.   

 
Recommendations  

 CSO add descriptions to bank reconciliation reconciling items. 

 CSO add wording to check stock that a second signer is required for checks over $5,000.   

 Treasurer remove the policy requirement for formal due diligence to be performed on vendors. 

 Treasurer, specify that competitive bids are not required for expenditures specifically approved 
by the board or for personal service contracts.   

 CSO update the voided check procedures to indicate that they are copied and shredded.  

 CSO create a schedule of transactions to be approved by the board.  Call out their approval in 
the minutes. 

 The Board, determine if attorney review is required for board approved items. 

 CSO develop a schedule of travel expenses over $2,500 (currently $1,000) to be available for 
review by The Board and or the internal auditor. 

 CSO develop procedures for paying bills and for utilizing and reconciling The Foundation 
purchase card. 

 
Opportunity 4: Donation Intentions 
 
Background: 
 
Donations are made to The Foundation in the following categories: 
Unrestricted – Can be used by The Foundation for day-to-day operations as well as scholarships. 
Restricted – A restricted use for the funds that is typically restricted to scholarships or a specific 
scholarship. 
 
The public at large is unaware of the operations and expenses required to run a foundation. This may 
lead some donors to believe that a donation made without restrictions is inherently restricted for 
scholarships solely based upon the goals of The Foundation.  Additionally, donors may not be aware that 
some of the expenses of the foundation are made to facilitate future donations and are in keeping with 
the esprit de corps goals of The Foundation.   
 
Finding 

 The Foundation does not openly advertise the differences between making contributions that 
are unrestricted or restricted or restricted for specific types of scholarships.   

 The Foundation does not openly advertise the need for unrestricted donations to keep the 
foundation running and develop future donations and other sources of funding.  

 
Risks 

 Donors may feel that their donation was used inappropriately when they make an unrestricted 
contribution. 

 Donors may inadvertently make a contribution that is restricted and not be aware of the lack of 
flexibility that allows The Foundation in continuing operations. 

 An uninformed choice can be made by a donor when drafting their will simply based upon the 
definition of restricted and unrestricted donations provided by the individual preparing their 
will. 
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Recommendations 

 CSO work with the Webmaster to publish giving methods and restriction classifications along 
with the limitations this puts on The Foundation for using the money. Divulging such methods 
can also be put into annual campaign letters; the intent is not to promote restricted giving, but 
rather to give potential donors an appropriate opportunity to understand donor options and to 
avoid misunderstandings when a gift is used for unrestricted purposes and claims that donors 
were not informed of NSCF donation options and practices.    

 CSO, upon approval from the board, publish the annual financial statements, and links to annual 
tax filings (already public information) of The Foundation on the website to demonstrate 
transparency. 

 Treasurer, with CSO assistance, drafts for the Chairman a summary of 2017 financial operations 
to include how the operation of The Foundation compared to goals, and how challenges were 
addressed. 

 Chairman to state goal for a target percentage of overhead cost, and discloses differences to it.   
 
Opportunity #5: Simplification and implementation of new accounting guidance 
 
Background: 
 
The Foundation uses one bank account and one investment account for all classes of restricted assets 
(unrestricted, temporally restricted, and restricted).   This is allowable and only requires that tracking 
and reconciliations be performed to ensure proper restriction characterization.   During testing, it was 
noted that no transactions of unrestricted assets exceeded the balance of unrestricted funds. 
 
The Financial Accounting Standards Board (FASB) has promulgated Accounting Standards Update No. 
2016-14 Presentation of Financial Statements of Not-for-Profit Entities.  This guidance is applicable for 
fiscal years starting after December 2018, and will result in only two restriction categories (restricted 
and unrestricted).   
 
Finding 

 The pending implementation of new not-for-profit accounting guidance from the FASB in 2018 is 
a good time to evaluate if separate restricted and unrestricted asset accounts should be utilized.   

 
Risk 

 Comingling different restriction classes of assets, though legal, creates the need for unnecessary 
tracking and reconciliations.   

 
Recommendations  

 CSO work with The Foundation accounting firm to implement the new 2018 accounting 
guidance for not-for-profits. 

 CSO open a separate checking account for restricted assets and pay restricted payments for 
scholarships from account.   

 
Opportunity #6: Uses of foundation resources 
 
Background: 
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Money from the foundation was used in prior years to fund the publication of a book related to The 
Navy Supply Corps.  Money has also been used to reserve and take on the financial liability of cruises 
targeted to foundation members.  Both of these items were below the amount of unrestricted assets.  
All of these transactions were approved by The Foundation Board of Directors (The Board). 
 
Findings 

 It was unable to be determined if such large outlays of The Foundation’s money was in keeping 
with the mission of The Foundation. 
These obligations result in a liability for the foundation if there is insufficient return on 
investment.   

 
Risk 

 The Foundation has stated policies for the financial risk of investments, but not for the 
contingent liabilities related to the above transactions.   These types of transactions may result 
in liabilities outside of the risk tolerance of The Foundation. 

 
Recommendation 

 The newly selected Chairman of the BFC adopt a policy for taking on future liabilities that 
includes analysis to be performed to determine potential losses for The Foundation.   

 Board to approve the potential loss if it is an investment that achieves the mission of The 
Foundation.   

 
Opportunity 7: Recurring reviews 
 
Background: 
 
The Foundation staff has oversight for financial operations from: The Foundation Chair, board, 
treasurer, budget and financial audit committee, external auditor, accountant, and internal auditor. 
 
Finding 

 The financial operations oversight provided by the various people and functions above are not 
coordinated as part of the overall internal control environment. 

 
Risk 

 The internal control environment may be overly complicated by the differing layers of review 
that are not coordinated.    

 
Recommendations  

 CSO and the 2018 internal auditor work together to identify control points in the revised policies 
and new procedures.  They will develop review steps and present them to the audit committee 
for approval.     

 CSO develop a schedule of items specifically requiring board approval as part of the board 
meeting documentation.  Clearly identify in the board meeting notes whether or not the items 
were approved.   

 
Opportunity #8: Chapter operations 
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Background: 
 
The Foundation developed a Chapter Operations Manual to provide guidance for chapter operations.  
The Foundation requires the chapters to provide information on their financial operations. 
 
Findings  

 There was no evidence the current Chapter Operations Manual was adopted or approved. 

 The reporting from the chapters was not available for review at the administrative office. 

 There is no specific process for the review and retention of the financial operations reports 
provided by the chapters. 

 
Risk 

 The full effect of the oversight function for chapters may not be realized. 
 
Recommendations 

 The board review and specifically approve and adopt the current Chapter Operations Manual. 

 The CSO to retain a file of all chapter financial operations. 
 
Opportunity #9: Open items from prior years’ audits 
 
Background: 
 
A review of prior years internal audit reports, it is clear that The Foundation is on a continued trajectory 
of improving processes and procedure over financial operations.  Some of the items noted from prior 
internal audit have not been implemented or would benefit from further improvement. 
 
Findings 

 The recommendation to obtain employee fraud insurance was not implemented. 

 Procedures for The Foundation credit card were not implemented. 

 Documentation from board meetings related to financial transaction would benefit from 
continued improvement. 
 

Recommendations 

 CSO submit bids and coverage options for fraud insurance for approval by the board. 

 Treasurer draft credit card policies and CSO document credit card procedures.   

 CSO and Board work together to better reflect financial transactions and approvals in the 
minutes. 

 
 
 
 


