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Hello,

Thank you for downloading our How To Guide for the
Nonprofit's Audit. We believe nonprofits serve a vital role in
our society by fulfilling the goals of charitable causes and
helping the economy through creating employment and
bettering our communities. Nonprofits are organized to serve
as the intermediary between those who can help and those
who are in need. While nonprofits strive to do good, they can
face many challenges. These challenges include obtaining
funding, complying with laws, and managing the organization
with future sustainability in mind.

Audited financials tell a story about your organization
to your community of supporters and donors. They provide
comfort and may be required by government agencies and to

apply for grant funding. Whether you are
seeking youir first or fifth audit, we hope our
guide will help you prepare for a successful
audit, so you can continue to make a difference
today and for the many tomorrows to come.

How does your story read?

Ernst J. Wintter, CPA
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SECTION 1:

PREPARING FOR YOUR NONPROFIT
AUDIT

Nonprofits operate differently from for-profit entities. While nonprofits receive
certain tax benefits, they are also subject to greater financial scrutiny. Many
nonprofits are required to submit to an audit by law; others choose to have an
audit performed to comply with donor requests or as a matter of
best-practice.,

There are several things that you can do to prepare for a nonprofit audit that
will make the process smoother for you, your staff and your auditors. However,
first and foremost, it is important to understand what auditors will be
reviewing.

1. The Accounting Practices of Your Organization

During a nonprofit audit, your organization's accounting practices will be
closely reviewed. As tax-exempt entities, nonprofits are required to utilize
ethical accounting processes.

2. Your Financial Reports

Your auditor will not only check for financial errors, but also ensure that
your financial status is being properly reported to employees and
stakeholders. As a nonprofit organization, you should be regularly
generating internal financial statements. Nonprofit organizations often
submit reports to donor organizations and government entities. These
reports will be reviewed to ensure that they are submitted correctly and in a
timely manner.
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SECTION 1:
PREPARING FOR YOUR NONPROFIT AUDIT

3. Management of Contributions

Because your organization receives private donations and/or government
funds, your leadership is expected to manage these funds ethically.
Auditors will examine your incoming donations and determine how
organization funds are used. This will require examination of top-level
management salaries, as well as any incentives or benefits. The auditor will
also determine how much money was spent on marketing and fundraising
expenses, as opposed to direct services, research funding or any other
distribution of funds. This will then be compared to the spending patterns
of organizations of similar type and size.

In addition to these key areas above, your auditor will most likely review items
such as:

Your service description
Staffing charts

HR practices

Key staff qualifications
Board roles and guidelines

Prior to your audit, your auditor, leadership and board audit committee should
meet to develop a timeline and discuss the forms of documentation that you
will need during the audit. The documentation needed might be extensive,
but fortunately, it will change little from year to year.



SECTION 2:

NONPROFIT AUDIT PREPARATION PLAN
AND CHECKLIST



Nonprofit Audit Preparation Plan

A project planning worksheet that allows the NPO to track the varying items needed to gather and prepare for the
upcoming audit.

O Accounting policies and procedures

O Summary of internal controls

Bank statements and reconciliations

Investment statements

O List of grant funds received and expected; plus documentation
(Le. original letter indicating grant has been awarded).

O List of any physical items in inventory that you are intending to
sell

O Fixed asset and depreciation schedule (include copies of any
documentation relating to donated fixed assets)

0O Reconciliations to support any other asset accounts

O Listing of year-end accounts payable and accrued expenses

O If applicable, a schedule of notes payable to the nonprofit,
changes to the schedule year-to-year, and copies of the notes
themselves




Nonprofit Audit Preparation Plan
Continued

0O Reconciliation of deferred grant revenue and refundable
advances from donors

O Reconciliation of net assets classifications

O Organizational practices

o Organization chart

a

HR - Staff job descriptions

List of Board members and committees

Schedule of donated services

List of fundraising events

Board minutes for the last year

Q|lgo|gao|Qo|Qn

Year-end payroll reports




NONPROFIT AUDIT CHECKLIST

Below is a list of commonly requested items reviewed by auditors. We
suggest you organize the items below within a binder. It would be helpful to
include a Table of Contents for each binder and section separators.

O Year-end reconciliation and bank statements
O Bank reconciliation statement should have a complete list of
outstanding checks with check number, date, and amount
O Also, list any details for deposits that have been made but have not
yet appeared on bank statements
O Year-end investment summary showing year-to-date transactions and
balance of investments at fair market value (FMV) and original cost (FMV
at date of donation) in hand at the end of the fiscal year
0 Documentation of marketable securities that were donated during the
year and of their sale, if applicable
o Written pledges made by donors for a charitable contribution and
documentation of any verbal pledges
O List of grant funds received already and those that are not yet received
but expected, with documentation. The original letters from funders
communicating that a grant has been awarded are usually enough to
share with a funder,
O List of any physical items in inventory that you are intending to sell
O Fixed asset and depreciation schedule (include copies of any
documentation relating to donated fixed assets)
0 Reconciliations to support any other asset accounts
O Listing of year-end accounts payable and accrued expenses such as
payroll, payroll tax payable and documentation of the liability created by
unused but accrued paid leave, including paid leave that carries over to
the next fiscal year
O If applicable, a schedule of notes payable to the nonprofit, changes
to the schedule year-to-year, and copies of the notes themselves
O Reconciliation of deferred grant revenue and refundable advances from
funders
O Reconciliation of net assets classifications



NONPROFIT AUDIT CHECKLIST
CONTINUED

Know where the following documents are, in case you are asked to provide
copies. Better yet, organize them in a binder and have one copy available upon
request.

a

Corporation or organizational documents

Policies related to financial management and controls

Tax exemption letters

Board or committee meeting minutes

Grant proposals, commitment letters and contracts with funding sources
Final reports submitted to funders

Vendor Contracts

Leases

Equipment maintenance agreements

Insurance policies (office contents, professional liability, etc.)

OO0O0O0O0OoQoQOoaQn






‘Example of an accounts payable control.

[Name of Organization]
[Department or Process]

Invoice Approval

Controls may be defined as measures to ensure procedures are followed properly

and to detect any errors. The following example checklist may be modified for your

specific business needs. Use of this template does not in any way guarantee

satisfactory audit results.

Submitted

by: Date:
Invoice Invoice
Name: Amount: $

"The Department Manager must approve all Invoices over $1,000.

Documents Attached

H Packing List Showing ltems Received
H Original Invoice Showing Date Received

L

For Approving Manager Use Only

Review
Date

Approving Manager (Print Name)

Approving Manager Signature Date Signed
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‘Example of an internal control for vendor management.

[Name of Organization]

Vendor Verification Policy

Controls may be defined as measures to ensure procedures are followed properly
and to detect any errors. Use of this template does not in any way guarantee
satisfactory audit results.

Prior to sending payments $500 and above to any vendor, the following verification
procedures are to be completed and reviewed by the Director of Operations.

Vendor Verification

H Does the Invoice or Purchase Order have:

O a complete address

H phone number

[d  website, and

[  contact information?

Is the invoice itemized with clear descriptions?
Is the amount $500 or over?

Verification Method

L] Phone call

[d  Website Check

O social Sites: (Google+ page, FB Business Page, Yelp
Listing)

Oooo

For Reviewing Manager Use Only

Approving Manager (Print Name)

Approving Manager Signature Verification Signed
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[Nonprofit]

Auditor Evaluation Scorecard

The scorecard is intended to aid nonprofits in evaluating firms for their annual
nonprofit audit needs. Please feel free to customize per your particular needs. Use
of this template does not in any way guarantee satisfactory audit results.

Firm Name: Score: (from scorecard)

Contact Name:

Address:

Reviewed by: Date:

Attachments: « Excel Scorecard for each firm
« RFP

Evaluation Summary
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Nonprofit Auditor Evaluation Scorecard

(Also available as an Excel Workbook)
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RFP #:

RFP Scorecard
Firm Name: Value
Date Evaluated: “

Low = 14; Max =
Evaluated by: 35

Do Not Consider
Nonprofit Audit Proposal Factors Score

Referral

(2 points if the firm was referred, 1 point if firm was found online)

Nonprofit Audit Experience

(1 =3 yearsorless; 2=41to06 years; 3 = 6+ years)

Peer Review Report

(1 = Not Provided; 2 = Provided)

Conflict of Interest

(1 = Unsure; 2 = Yes; 3 = No Conflicts)

Free consultation

(1=No; 2=Yes)

References Provided

(1=No; 2=Yes)

References Verified

(1=No; 2=Yes)

Reference Rating

(1 = Okay; 2 = Satisfactory; 3 = Great)

Auditor Understands Mission

(1=No; 2=Yes)

Member of State Board

(1=No; 2=Yes)

Time to Respond

(1 = Received After Deadline; 2 = Received on Deadline; 3 = Received

Before Deadline)

Relevant Experience

(1 =1 or less comparable clients ; 2 = 3 or less comparable clients; 3 = 4+ comparable clients)

Fees

(1 = Exceeds Budget by 15% or more; 2 = Within Budget; 3 = Under Budget by 15% or more)

Additional Fees (Overruns)

(1 = RFP did not address management of overruns; 2 = RFP satisfactorily addressed

management of overruns; 3 = Auditor does not bill for overruns)
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SECTION 4:
REQUEST FOR PROPOSAL

The request for proposal template is intended to aid nonprofits in requesting nonprofit
audit proposals. Please feel free to customize per your particular needs. Use of this
template does not in any way guarantee satisfactory audit results...[insert legal disclaimer].
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[Your Letterhead]

Date

Name of Audit Partner
CPA Firm

Address

City, State Zip

Re: Request for Proposal

Dear [Namel:

Our 501(c)(3) tax-exempt organization, [Nonprofit Organizationl, is requesting a
three-year audit and tax proposal from several CPA firms with experience providing
audit and tax services to not-for-profit organizations.

A. Overview

[Describe in two to three paragraphs an overview of your nonprofit, including mission,
history, sources of funding, operating model, and why the audit is being requested
(i.e. IRS required, to satisfy grant requirements, to apply for additional funding).]

B. Audit Timing and Scope
Our agency requests a bid from your firm to provide:

Audited financial statements for the [number of years] beginning with the year
ended [IMONTH DD, YYYYI.

Preparation of management letter (including our management action plan as
part of final submission to the Board of Directors).

Preparation of IRS Form 990 and applicable state forms for each year. Required
state filing will be in California.

Planning meetings in preparation for audit.

Presentation of final audited financial statements and management letter to our
Board of Directors, including executive session if requested.

Availability to answer questions throughout the entire year.

[IF APPLICABLE:] Preparation of reports to comply with OMB's Uniform
Guidance.



We anticipate that we would be prepared for the audit of the fiscal YYYY financial
statements to begin fieldwork during the week of _________ and would expect the
delivery of financial statements and the management letter by [EXPECTED DATE OF
DELIVERY]. We would also expect the timely preparation and filing of tax returns.

If you are interested in submitting a proposal, contact [Nonprofit Contact] at (___)
___-____or [Nonprofit Contact's Emaill and we will make available to you:

current financial statements,

latest tax returns,

an organizational chart, and

other documents as requested by you for preparation of a proposal.

C. Proposal Specifications

Please provide the following information in your proposal. Since we will be
comparing the qualifications of a number of firms, please provide the information in
the order requested.

1. Provide a description of your firm. (staff size, number of professionals,
industries served, etc.)

2. Describe engagements your firm currently conducts in the not-for-profit
sector. Include a list of not-for-profit clients that you believe are comparable
to our organization in size, mission focus and complexity. If partners or other
employees serve in an advisory/consultative capacity within the not-for-profit
sector, please list such positions as well.

3. Describe the level of experience of the individuals who would be assigned to
our account.

4. Describe your firm's basic approach to performing an audit and the resulting
advantages that will accrue to our agency. Include description of the activities
undertaken by your firm to promote/ensure audit quality.

5. [IF APPLICABLE! Describe your firm's method of compliance with OMB's
Uniform Guidance.

6. Describe the extent to which our organization's personnel will be expected to
contribute to the work effort.

7. Describe any existing or potential relationships between your firm and our
agency and any employee or officer of the agency that could affect your
independence and objectivity because of an actual or perceived conflict of
interest.

8. Please include your peer review report with your proposal.



D. Scheduling and Staffing of Engagement

1. ldentify the engagement team which would be performing our audit and
include a resume of the qualifications and experience for partners, managers
and staff.

2. Indicate the expected timing and completion of the audit and the expected
delivery of the financial statements and management letter.

E. Fees

1. Provide information regarding your audit and tax fees for each of the three
years of this engagement, including the estimated number of hours to be
spent by each person and the expected rate per hour of each. Be sure to
include out-of-pocket expenses in your fee structure and indicate how these
are calculated.

2. Describe whether and how you bill for overruns. State how you manage
against overruns and how we can be assured of no “surprise” billings.

F. Other Proposal Information

1. Please give any additional information, not specifically requested previously,
considered essential to your proposal.

2. It should be noted that either party may cancel the audit for the second or
third year by written notice to the other party no later than six months after the
start of the fiscal year.

G. Proposal Deadline

The deadline for receipt of your proposal submission is [datel. Documents should
be emailed to [Nonprofit Contact's Emaill. No proposals received after this date will
be considered. All proposal submissions will be responded to once a decision has
been made.

H. Other Instructions

A duly authorized representative must sign the proposals. Consideration may be
given to such matters as contractor integrity, record of past performance, and
financial and technical resources. Upon request, bidders must be willing to provide
information concerning these matters.

For any additional questions or clarifications, please contact [Nonprofit Contact] at
(___) ___-____or[Nonprofit Contact's Emaill.

Sincerely,

Nonprofit Contact
Nonprofit
Address

City, State Zip



At Ernst Wintter & Associates LLP, we are both a caring partner
in the community and experienced independent auditors and
tax preparers specializing in nonprofits. We work closely with
our clients to make the engagement an efficient process. We
make recommendations on controls, record keeping, and
accounting issues to help you operate effectively, so you can
continue to make a difference.

KEY TAKEAWAYS:

* A nonprofit may need to provide a copy of the audit to
comply with the state and federal governments, to help
fundraise and obtain grants.

* An audit acts as a stamp of approval for your
supporters, donors, and state and federal agencies.

* Preparation is an essential key to a successful audit.
Establishing an audit committee and discussing the
document requirements with your auditors and staff will
save time and help you identify potential internal
processes for improvement.



Ernst Wintter & Associates LLP is an accounting firm with over
25 years of experience helping individuals and businesses with
their audit, tax and accounting needs. We pride ourselves on
our professionalism, integrity, and exceptional client service,

Our well-balanced team of professionals has a wealth of
experience providing a variety of services to individuals and
businesses. Our collective experience means that we can take
care of any of your tax and accounting needs quickly and
efficiently.

ERNST WINTTER & ASSOCIATES LLP

Certified Public Accountants

Contact Us Today

(925) 933-2626
info@winttercpa.com

www.winttercpa.com
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