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Highlights

CCH’s Knowledge-Based Audits™ of Not-for-Profit Organizations with
Single Audits combines, in one, easy-to-use volume, everything an
auditor needs to perform audits of financial statements, audits in
accordance with Government Auditing Standards, and single audits in
accordance with OMB Circular A-133. Comprehensive coverage of
the relevant technical literature is combined with user-friendly
advice based on actual experience, resulting in a technically sound
and extremely usable audit guide. Electronic versions of audit
programs, workpapers, reports, correspondence, and a comprehen-
sive disclosures checklist eliminate much of the time-consuming
clerical work.

2009-2010 Edition

This edition of Knowledge-Based Audits of Not-for-Profit Organizations
with Single Audits includes comprehensive coverage of the current
authoritative literature from the American Institute of Certified Public
Accountants (AICPA), the U.S. Government Accountability Office
(GAO), the Office of Management and Budget (OMB), and the Finan-
cial Accounting Standards Board (FASB).

The edition also includes extensive revisions and updated dis-
cussions to reflect the following:

¢ New auditing pronouncements through SAS-115, Com-
municating Internal Control Related Matters Identified in an
Audit, and accounting pronouncements through FASB
Statement No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities—Inclyding.an Amendment of
FASB Statement No. 115.In addition; the CD-ROM, which
includes the Knowledge-Based Audit workpapers, has
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been revised to reflect, where applicable, the effects of the
new pronouncements.

*  Eight new Statements on Auditing Standards (SASs)
(SAS-104 through SAS-111) relating to the auditor’s risk
assessment process (collectively referred to as the Risk
Assessment Standards), as well as three subsequent, but
related, SASs, SAS-112 through SAS-114.

In addition, the new Knowledge-Based Audit (KBA) documents,
audit programs, practice aids, correspondence, and example re-
ports, which incorporate the requirements of the Risk Assessment
Standards, have been included on the accompanying CD-ROM and
are referenced throughout the chapters. The Knowledge-Based
Audit is a risk-based audit methodology that emphasizes using
knowledge of the entity to make the risk assessments in connection
with a financial statement audit. The KBA approach is designed to
facilitate the flow of information gained through the performance of
risk assessment procedures and throughout the audit.

CCH Learning Center

CCH'’s goal is to provide you with the clearest, most concise, and
up-to-date accounting and auditing information to help further
your professional development, as well as a convenient method to
help you satisfy your continuing professional education require-
ments. The CCH Learning Center” offers a complete line of self-
study courses covering complex and constanly evolving accounting
and auditing issues. We are continually adding new courses to the
library to help you stay current on all the latest developments. The
CCH Learning Center courses are available 24 hours a day, seven
days a week. You’'ll get immediate exam results and certification. To
view our complete accounting and auditing course catalog, go to:
httpcchlearningcenter.com.

" CCH is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry
of CPE Sponsors. State boards of accountancy have final authority on the acceptance
of individual courses for CPE credit. Complaints regarding registered sponsors may
be addressed to the National Registry of CPE Sponsors, 150 Fourth Avenue North,
Nashville, TN 37219-2417. Telephone: 615-880-4200.

" CCH is registered with the National Association of State Boards of Accountancy as
a Quality Assurance Service (QAS) sponsor of continuing professional education.
Participating state boards of accountancy have final authority on the acceptance of
individual courses for CPE credit. Complaints regarding QAS program sponsors
may be addressed to NASBA, 150 Fourth Avenue North, Suite 700, Nashville, TN
37219-2417. Telephone: 615-880-4200.



Accounting Research Manager™

Accounting Research Manager is the most comprehensive, up-to-
date, and objective online database of financial reporting literature.
It includes all authoritative and proposed accounting, auditing, and
SEC literature, plus independent, expert-written interpretive guid-
ance. And, in addition to our standard accounting and SEC libraries,
you can enjoy the full spectrum of financial reporting with our
Audit library.

The Audit library covers auditing standards, attestation engage-
ment standards, accounting and review services standards, audit
risk alerts, and other vital auditing-related guidance. You'll also
have online access to our best-selling GAAS Practice Manual, Audit
Procedures, Compilations & Reviews, CPA’s Guide to Effective Engage-
ment Letters, CPA’s Guide to Management Letter Comments, and be
kept up-to-date on the latest authoritative literature via the GAAS
Update Service.

With Accounting Research Manager, you maximize the efficiency
of your research time, while enhancing your results. Learn more about
our content, our experts and how you can request a FREE trial by
visiting us at http#/www.accountingresearchmanager.com.

Automate your CCH Engagement Guides with
ProSystem fx Engagement

By integrating your CCH Engagement Guides with ProSystem fx
Engagement, you can achieve a fully paperless audit workflow.
ProSystem fx Engagement, the newest member of the CCH ProSys-
tem fx Office suite, enables firms to increase convenience and
efficiency by automating workpaper preparation, management, and
workflow within a state-of-the-art paperless engagement system.
ProSystem fx and CCH are pleased to offer this high-quality
combination of software and content to the accounting community.
To sample ProSystem fx Engagement, please call 1-800-PFX-9998, or
visit the ProSystem fx web site at www.prosystemfx.com.
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Thank you for ordering the 2009-2010 Knowledge-Based Audits of
Not-for-Profit Organizations with Single Audits. Each year we bring
you the best accounting and auditing reference guides available
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Preface

The 2009-2010 Knowledge-Based Audits of Not-for-Profit Organiza-
tions with Single Audits explains the special characteristics of
not-for-profit organizations and the unique accounting conven-
tions that they employ. It provides a comprehensive audit
approach to performing audits of not-for-profit organizations,
including additional specific guidance relating to audits of
organizations that receive federal awards that require a single
audit in accordance with OMB Circular A-133. Knowledge-Based
Audits of Not-for-Profit Organizations with Single Audits, designed
to be a complete reference, brings together in one place all the
tools necessary to comply with generally accepted auditing
standards and Government Auditing Standards, along with prac-
tice management information specific to audits of not-for-profit
organizations, including suggestions on marketing and proposal
development, staff administration and training considerations,
risk assessment and client acceptance considerations, and
~ techniques to improve the profitability of audits of not-for-profit
organizations. The accompanying CD-ROM contains electronic
versions of audit programs, Excel workpapers, reports, sample
correspondence, a comprehensive disclosures checklist, and vari-
ous government documents. The practice aids are based upon
CCH's newly developed Knowledge-Based Audits Methodology.

Analysis of current authoritative literature aids in the im-
plementation of new pronouncements and the understanding of
the unique characteristics of the relevant professional organiza-
tions. The audit approach presented is comprehensive, flexible,
and can be easily modified to meet the auditor’s specific
requirements.

The book is divided into two parts—Part I, Financial Statement
Audits, and Part 11, Single Audits Under OMB Circular A-133. Part
I covers the requirements for performing an audit of the financial
statements of a not-for-profit organization. It incorporates essen-
tial guidance for implementing the numerous professional stan-
dards affecting not-for-profit organizations, including AICPA
auditing standards, Statements of Position, and the AICPA Audit
and Accounting Guide for not-for-profit organizations. New au-
diting standards are covered completely. Unique accounting
requirements are also discussed. The 12 chapters in Part I follow
the natural progression of a financial statement audit—from
preplanning through conclusion and reporting. Part II covers the
additional procedures that must be performed in conducting
audits of not-for-profit organizations in accordance with Govern-
ment Auditing Standards and OMB Circular A-133. The format of
Part II, similar to that of Part I, enables the auditor to easily build

ix



x Preface

the additional requirements onto the requirements of a financial
statement audit.

Throughout the book, “Observation” points provide addi-
tional insights into the technical material being covered, “Audit
Cost-Savings Tips” provide practical suggestions for saving
audit hours—resulting in lower costs for the not-for-profit
organization and higher profit margins for the auditor—and
“Practice Alerts” call attention to recent or anticipated pro-
nouncements of the AICPA, GAO, OMB, and the FASB.

A pronouncement locator that cross-references original
pronouncements and the chapters in which they appear, to
quickly direct you to the information that you need, can be found
in the back of the book.

Knowledge-Based Audits of Not-for-Profit Organizations with
Single Audits is designed to make your audit engagements as
efficient as possible. To that end, the Guide includes a CD-ROM
that contains Excel workpapers, sample reports, sample letters, a
comprehensive disclosures checklist, and model audit programs.
It also includes a number of government documents for handy
reference. The electronic versions of the practice aids found in
the book can be printed and used as is or they can be customized
by using a word processing or spreadsheet program for specific
engagements and clients. A disc icon indicates that the
item—workpaper, report, or other practice aid—is on the accom-
panying CD-ROM and can be customized and completed on a
computer. Complete audit programs for both financial statement
audits and single audits, though not reproduced in the book, are
included on the CD-ROM. These programs, and the other
workpapers, are designed to be flexible to meet your needs; they
may be used as standalone materials or as supplements to your
existing audit materials.
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INTRODUCTION

The 2009-2010 edition of Knowledge-Based Audits of Not-for-Profit
Organizations with Single Audits has been extensively updated to
reflect the set of eight Statements on Auditing Standards (SASs)
(SAS-104 through SAS-111) relating to the auditor’s risk assessment
process (collectively referred to as the Risk Assessment Standards), as



Chapter 1: Introduction and Background — 1.03

well as SAS-112 through SAS-116. Although these recent standards
represent significant changes to existing audit practice, the Auditing
Standards Board believes that adoption of the standards will
enhance the auditor’s application of the audit risk model in practice
and will result in better quality and more effective audits. The new
standards primarily require:

The auditor to obtain a deeper understanding of the audited
entity and its internal controls for purposes of identifying the
risks of material misstatement in the financial statements and
what the entity is doing to mitigate those risks.

A more rigorous assessment of the risks of material misstate-
ment based on that understanding, with additional emphasis
on significant risks that call for special audit consideration.

A better linkage between the assessed risks and the audit pro-
cedures performed, including tests of controls and substantive
tests, in response to those risks.

Enhanced communications between auditors and manage-
ment and those charged with governance of the audit client.

The Risk Assessment Standards consist of the following eight
SASs:

1

SAS-104, Amendment to SAS-1, “Codification of Auditing Stan-
dards and Procedures,” which amends AU 230, “Due Professional
Care in the Performance of Work.”

SAS-105, Amendment to SAS-95, “Generally Accepted Auditing
Standards,” which amends AU 150.

SAS-106, Audit Evidence, which supersedes SAS-31, Evidential
Matter (AU 326).

SAS-107, Audit Risk and Materiality in Conducting an Audit,
which supersedes SAS-47, Audit Risk and Materiality in Con-
ducting an Audit (AU 312).

SAS-108, Planning and Supervision, which supersedes
“Appointment of the Independent Auditor” of SAS-1 (AU
310), and SAS-22, Planning and Supervision (AU 311).

SAS-109, Understanding the Entity and Its Environment and
Assessing the Risks of Material Misstatement, which is an entirely
new standard.

. SAS-110, Performing Audit Procedures in Response to Assessed

Risks and Evaluating the Audit Evidence Obtained, which super-
sedes SAS-45, Substantive Tests Prior to the Balance-Sheet Date
(AU 313), and together with SAS-109, supersede SAS-55,
Consideration of Internal Control in a Financial Statement Audit
(AU 319).



