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Preface

The 2007-2008 Not-for-Profit Organization Audits with Single Au-
dits explains the special characteristics of not-for-profit organi-
zations and the unique accounting conventions that they employ.
It provides a comprehensive audit approach to performing
audits of not-for-profit organizations, including additional spe-
cific guidance relating to audits of organizations that receive
federal awards that require a single audit in accordance with
OMB Circular A-133. Not-for-Profit Organization Audits 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 practice management information specific to audits
of not-for-profit organizations, including suggestions on market-
ing and proposal development, staff administration and training
considerations, risk assessment and client acceptance consider-
ations, and techniques to improve the profitability of audits of
not-for-profit organizations. The accompanying CD-ROM con-
tains electronic versions of audit programs, Excel workpapers,
reports, sample correspondence, a comprehensive disclosures
checklist, and various government documents.

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 II, 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 10 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 I, similar to that of Part I, enables the auditor to easily build
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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 pro-
nouncements 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.

Not-for-Profit Organization Audits 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 workpa-
pers, 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 accompanying 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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DISTINGUISHING CHARACTERISTICS OF
NOT-FOR-PROFIT ORGANIZATIONS

Not-for-profit organizations have many unique features, both finan-
cial and nonfinancial, that distinguish them from commercial enter-
prises. These distinguishing features include the following;:

® Revenue sources and methodology in collecting and recogniz-
ing revenue

¢ Financial position and performance indicators
* Organizational structure and support
e Operating environment and public scrutiny

These features make the audit of the financial statements of a not-
for-profit organization different from the audit of a typical commer-
cial enterprise. The following discussion provides an overview of
some of the differences (and in some cases similarities) of not-for-
profit organizations when compared to commercial enterprises for
each of these features.

Revenue Sources and Methodology in Collecting and
Recognizing Revenue

As with many specialized industries, many of the differences among
organizations in different industries relate to the organization’s rev-
enue streams (i.e., how it receives and/or earns its revenue). A hos-
pital’s revenues are earned in a much different way than a mutual
fund’s. A manufacturer’s revenues are earned quite differently from
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an insurance company’s. Similarly, a not-for-profit “earns” much of
its revenue in ways that are, for the most part, different from the
ways that commercial enterprises earn their revenues.

Generally, a not-for-profit’s revenues will fall into one or more of
the following categories:

¢ Contributions from the general public, corporate donors, and
foundations

e Fund-raising campaigns or annual events

e Grants and contracts with foundations, other not-for-profit
organizations, or governmental entities

* Charges for specific services rendered
* Investment earnings

Contributions from the General Public, Corporate Donors,
and Foundations

Not-for-profit organizations solicit general support contributions
from a variety of different sources in a variety of different ways.
These contributions can range from multimillion dollar contributions
from large corporations, individuals, or foundations to the spare
change collection canisters found near the cash registers in stores. In
general, the larger the contribution, the more personal interaction
there will be between a not-for-profit organization and the donor. For
large contributions, the not-for-profit organization may agree to rec-
ognize the donor in some way, such as dedicating a room of an office
to the donor or naming an award after the donor. Other large donors
request that their contributions remain anonymous. Large donations
often carry more restrictions in regard to how they may be spent.
Temporary or permanent restrictions are important factors in deter-
mining the proper accounting treatment of contributions. An impor-
tant trend observed in the not-for-profit environment is that donors
are tying their contributions to specific performance indicators. In
other words, what results were achieved by the not-for-profit organi-
zation with the resources provided by the donor?

Small cash contributions represent a different side of the general
support contribution picture. Small contributions may be collected
by volunteers or other intermediary organizations and then remit-
ted to the not-for-profit organization. Obviously, the not-for-profit
organization should take reasonable precautions over the handling
of cash contributions. These types of contributions can be the most
difficult to control since the dollar amounts collected most likely will
not justify the cost of elaborate internal controls.

Within these two extremes of general support contributions is a
wide variety of methods for soliciting contributions, including direct
mail solicitations, telephone solicitations, affinity credit cards, and
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radio, television, and print advertising. More recently, many not-for-
profit organizations are using web-based solicitations. Each of these
methods will result in contributions of various sizes. They also may
result in contributions in the form of cash, checks, credit card
charges, pledges to pay at a later date, formal bequests, or “in-kind”
contributions of various types of goods or services.

Auditors must design their audit procedures to verify the various
types of general support revenues that may be pledged or collected.
The requirements of FASB Statement (FAS) No. 116 (Accounting for
Contributions Received and Contributions Made) also must be con-
sidered to determine the proper accounting treatment of contribu-
tions received and pledged.

Fund-Raising Campaigns or Annual Events

Many not-for-profit organizations find that organizing their fund-
raising appeals into a campaign or special event presents a better
opportunity to focus attention on their fund-raising activities, thus
increasing their chances of success.

A fund-raising campaign usually has a specific goal that is to be
accomplished over a specified period of time. Often these cam-
paigns are associated with capital projects. For example, a univer-
sity may announce a capital campaign to raise $50 million by the
year 2010 to begin construction of a new library. The campaign may
have “chairs,” individuals who have made significant contributions
to encourage other individuals or companies to make contributions.
In fact, many not-for-profit organizations make sure that they have
commitments for a significant part of the campaign’s goal before
they announce the campaign with any publicity. The commitments
already obtained will encourage potential donors to contribute and
will increase the likelihood that the campaign will be viewed as a
success.

A not-for-profit organization may stage a special event to focus
attention on its fund-raising efforts. These events can also serve as a
forum to familiarize donors with the programs that the organization
is providing. The types of special events can vary widely and may
include annual awards dinners, exhibitions, concerts, outings, din-
ners with celebrities or dignitaries, and receptions. Often, not-for-
profit organizations recruit “chairs” or “sponsors” to underwrite
some or all of the event’s expenses. This greatly increases the event’s
chances for financial success.

Because these special events may be infrequent, not-for-profit
organizations may lack control over their financial aspects. The
number of unexpected problems or costs associated with special
events may be high. Therefore, in addition to auditing the revenue
recognition issues, the auditor should review the reasonableness of
any campaign start-up expenses. Not-for-profit organizations in the



