
 

Abstract—Controls over the financial activities of the 

Non-profit organizations (NPOs) are very important due to the 

fact that NPOs are managing public funds received from 

government, corporate and public donations. The objective of 

this study is to investigate the basic internal financial controls 

practices among Mosques in the state of Selangor and Wilayah 

Persekutuan Kuala Lumpur (central region of Malaysia).  In 

Malaysia which consists of 14 states, Mosque is an example of 

NPOs which falls under religious category and monitored by 

Islamic bodies of each state. A state is divided into several s. 

Mosque refers to the main mosque in an area which received 

funding from government, corporate and public donations. 

Central region of Malaysia was chosen as the population of 

interest due to the fact that this region is the most developed 

area which received lots of funding. Unstructured interviews 

and review of documents were conducted to investigate the 

current practices of basic financial controls on receipt of income 

and on disbursing funds. The findings suggested that internal 

controls practices by Mosques on both receipt of income and 

funds disbursement requires significant attention regarding the 

segregation of duties element. Other elements of internal 

controls such as physical custody, recording of transactions, 

and authorization are at the accepted level.   

 
Index Terms—Internal controls, district mosque, Malaysia. 

 

I. INTRODUCTION 

Non Profit Organizations (NPOs) is becoming recognized 

as playing important role in communities (Sinclair, 2010). 

However, various types of fraud, mismanagement or error 

perpetrated on NPOs have become more and more ingenious, 

and therefore implementing good internal control system 

(ICS) could help an organization to ensure the reliability of 

its financial reporting system, to safeguard its assets, to make 

sure that financial statements are prepared timely and most 

importantly, to prevent fraud and error from happening [2]. 

Poor internal control practices not only creates an 

opportunity for abuse, fraud, and corruption, but also can 

send message to employees, stakeholders, and other 

individuals outside the organizations indicating management 

ignorance about protecting the entity’s assets. 
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Although studies focusing on internal control practices 

among non-profit organization have been quite extensively 

reported in the literature, in the context of Malaysia, studies 

on internal control practices among mosques are still very 

limited whereas; Muslims in Malaysia represent 60.4% of the 

total population of 29,179,952 people (as in the year 2012). 

Against this background, the main objective of the study 

attempts to investigate internal control practices among 

District Mosques, a religious organization for Muslims in 

central region of Malaysia. More specifically, the study 

focuses on (i) internal control practices on receipt of income 

which covers physical custody, segregation of duties, and 

recording of transactions, and (ii) internal control practices 

on disbursing funds which covers authorization, segregation 

of duties, and physical custody. 

 

II. LITERATURE REVIEW 

A. Overview of Mosque Administration 

Malaysia comprises of fourteen states and the 

administration of Islamic affairs are done by two 

organizations; the Islamic Religious Council (IRC) 

(responsible for policymaking), and the Islamic Religious 

Department (IRD) (responsible for carrying out the policies 

and procedures for developing and advancing Islam in each 

state). Besides, the Department of Islamic Development 

(JAKIM) coordinates the standardization of each state’s 

method of administering its Islamic affairs at the federal level 

[3]. 

In the state of Selangor, the IRC is known as “Majlis 

Agama Islam Selangor” (MAIS) and the IRD is represented 

by “Jabatan Agama Islam Selangor” (JAIS). In Wilayah 

Persekutuan Kuala Lumpur, the IRC is identified as “Majlis 

Agama Islam Wilayah Persekutuan” (MAIWP), and the IRD 

is known as “Jabatan Agama Islam Wilayah Persekutuan” 

(JAWI). Mosques management in Selangor falls under JAIS, 

and JAWI is responsible for Mosques management in 

Wilayah Persekutuan Kuala Lumpur. There are four 

categories of Mosques; State Mosque, Royal Mosque, 

District Mosque, and Kariah Mosque. A state is divided into 

several areas. District Mosque refers to the main mosque in 

an area which received funding from government, corporate 

and public donations. 

The Mosque is one of the most critical and significant 

institutions for Muslims [9]. It is not only a place where 

Muslims perform their daily prayers, but also plays the role as 

a centre of many other activities, either directly related to 

worship or non-worship activities [9]. Shouldering various 

roles and activities, the mosque cannot avoid the need of fund 
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and cash flow to guarantee all those activities can be 

managed well [9]. As Mosques are dealing with public funds 

received from government, corporate and public donations, 

controls over the financial activities in handling funds 

received and expended by the organization has become an 

interesting area to be investigated.  

B. Internal Control 

Internal controls are systems of policies and procedures 

that protect the assets of an organization, create reliable 

financial reporting, promote compliance with laws and 

regulations and achieve effective and efficient operations [4]. 

Not only related to accounting and reporting, these system 

also relate to the organization’s communication processes, 

internally and externally, and include procedures for i) 

handling funds received and expended by the organization, 

ii) preparing appropriate and timely financial reporting to 

board members and officers, iii) conducting the annual audit 

of the organization’s financial statements, iv) evaluating staff 

and programs, v) maintaining inventory records of real and 

personal property and their whereabouts and vi) 

implementing personnel and conflicts of interest policies.  

The effective implementation and monitoring of internal 

control system will ensure that NPOs such as religious 

organizations meet their objectives, such as providing 

services to the community professionally, while utilising 

resources efficiently and minimising the risk of fraud, 

mismanagement or error [5]. Internal control principles 

suggest that internal control system (ICS) is the primary 

accountability and governance tool an organization can 

establish and use to provide accountability to its stakeholders 

as well as to help deter, prevent, and detect fraud and 

corruption [6], [7]. 

C. Internal Controls on Receipt of Income and 

Disbursement Funds 

As the procedures of handling funds received and 

expended by the organization is an important component to 

achieve sound internal controls, it is therefore important to 

evaluate the internal control practices on receipt of income 

and disbursement of funds due to the fact that religious 

organizations appear to have lack of expertise and 

commitment in practicing proper internal controls. Prior 

studies have suggested that the lack of regulations and a 

proper code of conduct as regards accounting and financial 

management practices in churches (and other religious 

organizations) have contributed to their inefficiency [8]. 

Duncan and Flesher [10] also claimed that fraud and 

embezzlement are becoming more common in western 

church institutions. Controls related to physical custody of 

cash and cheques, segregation of duties, recording of 

transactions, and authorization of payments are the suggested 

control elements on receipt of income and disbursing funds 

[3]. 

 

III. METHODOLOGY 

The study adopted the qualitative research approach with 

unstructured interview as the main data collection technique 

involving 13 District Mosques in the central region of 

Malaysia as suggested by JAWI and JAIS. The questions 

asked for the unstructured interview was adapted from the 

audit working papers on internal control systems for receipt 

of income (Table I) and disbursing funds (Table II) and detail 

answers for certain questions were sought when necessary 

based on the interviewer’s judgment. The checklist regarding 

internal controls on receipt of income were classified into 

three; physical custody of cash and cheques collection, 

segregation of duties among persons who counted money 

from collection boxes and the person who made entries in the 

cashbook, and recording and verification of transactions for 

cash/cheques received. For internal controls checklist on 

disbursing funds, authorization of payments, segregation of 

duties in terms of preparing payment documents and physical 

custody of cheque books were asked during the interview 

session. Besides unstructured interview, review of 

documents was also done to gain more insights regarding the 

internal controls practices by District Mosques. Descriptive 

analysis was conducted to analyze the data. 
 

TABLE I: INTERNAL CONTROL ON RECEIPT OF INCOME 

SECTION A: INTERNAL CONTROLS ON RECEIPT OF INCOME 

Physical 

Custody 

(PC) 

Physical Custody (PC) 

PC1 All collection boxes are sealed or locked 

PC2 All collection boxes opened regularly 

PC3 

Number of people present during the opening of the 

collection boxes (i) One person; (ii) Two persons; (iii) More 

than two persons 

PC4 
Counting of money from collection boxes done promptly 

once opened (i) Yes; (ii) Only few (iii) Not at all 

PC5 

All money received from public donations are deposited at 

least on the next working day (i) Yes (ii) Only few (iii) Not at 

all 

PC6 
Incoming monies are not used to pay any expenses before 

banking in first 

PC7 
All cash received are placed in a safe place (e.g.: locked 

box/drawer) if it cannot be banked on the same day 

PC8 
All cheques received are placed in a safe place (e.g.: locked 

box/drawer) if it cannot be banked on the same day 

PC9 
Access to the safe/locked box is limited to authorized 

person(s) only 

Segregation of Duties (SD) 

SD1 

The counting of money from collection boxes is done by a 

different person from the person who makes entries in the cash 

book 

Recording of Transactions (RT) 

RT1 The mosque maintain a cashbook for cash/cheques received 

RT2 
Checks are conducted to ensure the incoming receipts are 

recorded regularly 

RT3 
Cash/cheques recorded in the cashbook are verified with the 

bank pay-in slips 

RT4 
The pay-in slips or cash receipts recorded in the cashbook are 

verified with the relevant bank statements 

 

IV. FINDINGS 

A. Receipts of Income: Physical Custody 

Under physical custody, questions were divided into three: 

collection (PC1, PC2, PC3, and PC4); banking –in (PC5, and 

PC6); and safekeeping (PC7, PC8, and PC9). In terms of 

physical custody of collection boxes, the objective of 

controls is to ensure all cash collections boxes is safeguarded, 

and once opened, the cash should be promptly counted, 

recorded and deposited to the bank.  
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TABLE II: INTERNAL CONTROL ON DISBURSEMENT FUND 

SECTION B: INTERNAL CONTROLS ON DISBURSEMENT 

FUND 

Authorization (A) 

No Controls 

A1 Payments are supported by invoice 

A2 
Payment vouchers are prepared when making 

payments 

A3 

There are limits imposed on payment approvals at 

various levels of the committee members of the 

mosque 

Segregation of Duties (SD) 

SD1 
The person preparing payment vouchers is different 

from the person preparing cheques 

SD2 
The person preparing payment documentation is 

different from the person signing cheques 

SD3 
The person approving payments is different from the 

person preparing cheques 

Physical Custody (PC) 

PC1 
Cheque books are kept in a safe place (e.g.: safe, 

locked box or locked drawer 

 

All District Mosques practiced good physical custody for 

safeguarding the collection boxes by having sealed or locked 

boxes, and all collection boxes are opened regularly. These 

could prevent possibility of theft of the cash collection. 

Regarding the number of people present during the opening 

of the collection boxes, there should be at least two people 

present in order to minimize the chance of theft or fraud. 

However, only 84.61% of District Mosques have at least two 

people present during the opening of collection boxes. As 

cash is in the most vulnerable form, counting of money from 

collection boxes should be done promptly once opened to 

prevent theft and fraud. It was found that 84.62% of 

respondents counted the cash collection immediately once 

the collection box opened. 

In terms of banking-in money collected from the collection 

boxes, 92.31% of respondents have good controls by 

depositing at least on the next working day and not using the 

money to pay any expenses before banking in first. With 

regard to safekeeping of cash and cheques, it was found that 

all District Mosques practiced good internal controls by 

placing cash/cheques in a safe place (e.g.: locked 

box/drawer) if it cannot be banked on the same day, and 

access to the safe/locked box is limited to authorized 

personnel only. 

B. Receipt of Income: Segregation of Duties  

With regards to segregation of accounting duties, the main 

principle is to segregate the three functions; authorization, 

recording, and custodial functions. Checks and balances are 

essentials to make embezzlement difficult. For that reasons, 

no single person should be responsible to perform more than 

one function [1]. In the case of District Mosques in the 

central region of Malaysia, segregation of duties regarding 

the counting of money from collection and the recording of 

entries in the cash book seemed to be low. Only five District 

Mosques (38.46%) segregated these duties.  

C. Receipt of Income: Recording of Transactions 

Financial transactions need to be recorded as it provides 

audit trail. To ensure the accuracy of the recorded 

transactions, verification need to be done by authorized 

personnel [3]. In the current study, 12 District Mosques 

(92.31%) were found to have a good record-keeping of 

cashbook for cash/cheques received. Since all District 

Mosques performed regular checking to ensure all incoming 

receipts are recorded regularly, it was found that one District 

Mosques did not use cashbook to record cash/cheques 

received due to lack of accounting knowledge but applying 

their own recording format. This could be a reason why the 

score for question RT3 (Cash/cheques recorded in the 

cashbook are verified with the bank pay-in slips), and RT4 

(The pay-in slips or cash receipts recorded in the cashbook 

are verified with the relevant bank statements) are similar 

(only 12 District Mosques) due to the reason that one District 

Mosque did not have cashbook for the purpose of 

verification. 

D. Receipts of Income: Physical Custody: Average Score 

of Internal Controls Implementation 

Comparing the three average scores (PC, SD, and RT) on 

internal controls for receipt of income; it can be concluded 

that JAWI and JAIS are responsible for carrying out the 

policies and procedures for developing and advancing Islam 

in each state should put extra effort regarding the practice of 

segregation of duties related to collection boxes. As SD was 

found to have the lowest score of controls implemented 

(38.46%), and due to the fact that cash is vulnerable to fraud 

and embezzlement, this area should be considered as a high 

risk and need extra attention and monitoring from the 

regulating bodies, and during the internal and external audit. 

E. Disbursement Fund: Authorization 

Payment should be supported by relevant documents such 

as invoice and payment voucher and payment approval based 

on limits should be imposed to ensure good internal controls 

practices in cash disbursement and to avoid fraud [4]. All the 

13 District Mosques used invoice and payment voucher as 

supporting documents for funds disbursement. The used of 

invoice by all District Mosques in making payment was 

considered as a good practice as it signified that no staffs 

were allowed to do advanced payments to suppliers and 

claimed for reimbursements at a later date. However, only 

seven District Mosques (53.85%) imposed authorization 

based on limits. In practice, a good internal control should 

ensure that payment should have various level of 

authorization based on limits for which higher limit should 

involve a committee to make a decision for the payment to 

avoid fraud and embezzlement. 

F. Disbursement Fund: Segregation of Duties 

Reviewing the scores for segregation of duties, it can be 

concluded that majority of District Mosques (69.23%) were 

able to segregate the custodial function and authorization 

function. However, low scores on SD1and SD2 showed that 

majority of District Mosques did not practice a good 

segregation of duties in terms of recording and custodial 

functions. 

G. Disbursement Fund: Physical Custody 

All 13 District Mosques in the central region of Malaysia 

have a good control on cheque books which are kept in a safe 

place (e.g.: safe, locked box or locked drawer). 
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H. Comparisons of Internal Controls Practices between 

Authorization, Segregation of Duties and Physical Custody 

on Disbursement Funds 

Comparing the three average scores (A, SD, and PC) on 

internal controls for disbursing funds; it can be concluded 

that similar to findings on receipt of income, SD for 

disbursing funds was found to have the lowest score 

(43.59%), and should be considered as having high risk of 

fraud. Further actions, attention and monitoring should be 

given by the regulating bodies. For example, training on 

proper accounting system should be organized by JAWI and 

JAIS to enhance internal controls practices by District 

Mosques in the central region. 

 

V. CONCLUSION 

The findings of this suggested that internal controls 

practices by District Mosques on both receipt of income and 

funds disbursement requires significant attention regarding 

the segregation of duties element. Other elements of internal 

controls such as physical custody, recording of transactions, 

and authorization were at the accepted level. This research 

contributed in improving the effectiveness and efficiency of 

District Mosques in central region of Malaysia by 

highlighting strengths and weaknesses in its internal control 

systems which could be used as guidance in enhancing the 

level of internal control implementation of religious 

organizations in Malaysia. Eliminating the weaknesses or 

problems identified may improve the control over the 

resources, strengthen accountability, improve financial 

reporting and improve relationship with the stakeholder, 

thereby enhancing their desire to continue supporting the 

religious organizations with financial. Highlighting strengths 

and weaknesses allow for a set of best practices to be 

collected and used to improve the internal accounting control 

system.  
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