
[image: image1.wmf]
Risk Based Audit Planning

2a. Not-For-Profit – 2009

By Mark Lilling and Matthew Lilling

10 Cutter Mill Road, Suite 305

Great Neck, New York 11021

(516) 829-1099

mlilling@lillingcpa.com

Copyright 2008 © Advantage Audit LLC

Advantage Audit

The attached risk based planning materials and audit programs are designed to help professionals efficiently document audit risk planning and related audit procedures. They specifically address the most recent risk assessment standards set forth by the American Institute of Certified Public Accountants in SAS numbers 104-111, SAS 112-115 and include standards to January 1, 2009.

It is important that auditing professionals use their discretion and modify these materials to fit each of their separate clients.  These materials are not intended as a replacement for professional expertise and judgment, but rather as a guide to facilitate the documentation necessary to comply with audit risk and other professional standards.  Along with each volume, there is a completed planning document and audit program for a sample company included, which is intended to be a reference. 

These manuals will be updated annually to reflect new auditing standards as they are enacted.

To ensure that these quality control materials comply with professional standards, the Advantage Audit has undergone a peer review of its system.  The unqualified report (valid for three years) has been accepted by the Peer Review Committee of the Center for Public Company Audit Firms of the American Institute of Certified Public Accountants and is included in this package.  If you are being peer reviewed, provide a copy of this report to your peer reviewer.

Authors:

Mark S. Lilling

Matthew S. Lilling

Please send any comments, suggestions or questions to:

Advantage Audit LLC

10 Cutter Mill Road

Great Neck, New York 11021

(516) 829-1099

mlilling@lillingcpa.com

2a. Not-For-Profit – Risk Based Audit Planning

	Company Name: Upload to OO forum
	Year End: 09/30/09


New Client Relationship

Complete this section if entity is a new client; if not, disregard

How was client referred to firm?

This is a long standing client, formerly an accounting, tax and software consulting client

[_]
Firm is satisfied with integrity and reputation of the company and management (inquire with third parties if considered necessary)

Complete the following after communicating with predecessor accountants:

[_]
Integrity of management is not suspect

[_]
No significant disagreements with management as to accounting principles, or other similarly noteworthy matters

[_]
No communications to management or others with equivalent authority and responsibility regarding fraud, illegal acts by clients, and internal-control related matters.


List reasons for the change of accountants

List any additional, significant items disclosed by predecessor accountants:

Complete the following:

[_]
Obtain prior year’s financial statements, if any

[_]
Review important information from prior year's work papers obtained from predecessor accountant, if available

[_]
Confirm independence to auditing firm

[_]
Confirm that audit firm has expertise necessary to perform engagement

[_]
Acceptance of the client will not violate any regulatory agency requirements and codes of professional ethics of the AICPA and State CPA Societies

[_]
Client is acceptable to audit firm

n/a – Existing Client
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	Company Name: Upload to OO forum
	Year End: 09/30/2009


Understanding the Entity and Its Environment

General Information

Company address: 
1

Primary contact:

2

Email address: 

3

Telephone number: 
4

Fax number: 

5

Additional locations: 
N/A

Entity’s legal name: 
Upload to OO forum

Type of legal entity (Corporation, LLP): 
Corporation, nonstock

Type of Exempt (include IRS section code number, ex. 501(c)(3)):
501(c)(3)

Describe the NPO’s main goal: 
To provide specialized residential services to developmentally disabled 



adults; see By-Laws, Article II

Date of formation:

6

State of corporation: 

Michigan

Ownership, Management and Governance:

List the members of the Board of Directors / governors:

	Name
	Title
	Background

	
	Executive Director and President
	Extensive Group Home

	
	Director, Vice President/Secretary
	

	
	Director,
	

	
	Director,
	


List the principal members of management, including titles:


M, Executive Director


B, Finance Director


C, Program Director


J, Office Manager

List any known related parties, including subsidiaries, affiliates, partnerships, joint ventures, relatives, etc.  

	Name
	Relationship
	Location

	None
	
	


Industry, Regulatory and Other External Factors

Describe regulatory environment, addressing regulatory framework, relevant legislation, government policy, and environmental requirements affecting the organization’s activities

Blah is regulated by the State of Michigan; each resident home is licensed by the Michigan Department of Human Services, Bureau of Children and Adult Licensing (BCAL); residents' rights are administered by the Michigan Department of Community Health under the Michigan Mental Health Code.

Describe any reporting requirements that apply to the nonprofit organization

Major contract/grantors require a copy of annual audit; 

Describe other relevant external factors that affect the entity’s activities such as general economic activity, interest rates, inflation and currency revaluation.

None, except for government funding levels thru 

Are there any risks related to industry, regulatory and other external factors?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Nature of the Entity

Business Operations

Describe nature of revenue sources

ATC is a contract home services provider to ; substantially all revenues are derived from C and Els under “fee for service” contracts.

Describe the major fundraising events

None

Describe involvement in ecommerce

None

List major vendors

None

Describe sources of employment and compensation

EEs are recruited primarily via help wanted ads as necessary.  Compensation rates for hourly home workers are set by C and S.  Residence homes are staffed by hourly workers at or near minimum wage levels.  Different hourly rates apply based on “trained” vs “untrained” workers.  Home managers and executive management are paid salaries.  

Describe research and development activities and expenditures

None

Are there any risks related to business operations?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Investments

Describe investment activities

None - ATC maintains cash in commercial bank DDAs

Are there any risks related to investments?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Financing

Describe debt structure, significant leases of property, plant or equipment and other relevant financing information

Fixed assets consist primarily of transport vans and automobiles at homes, financed with vehicle loans as necessary.  Group residence homes are leased by the State of Michigan, for the Department of Mental Health, as lessee, from private owners/investors.

Are there any risks related to financing?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Financial Reporting

Describe accounting principles and industry-specific practices

ATC follows NFP reporting as a residential home services provider.  Internally ATC uses cash method accounting for transactions during the year, and records accounts receivable and payable and other accruals by journal entry at year-end.

Are there any risks related to financial reporting?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Measurement and Review of the Entity’s Financial Performance

Describe key financial / non-financial performance measures of the entity, such as ratios, operating statistics, performance indicators, variance or trend analysis and competitor analysis 

ATC's revenues are determined entirely by contracts with the it's major funding sources, at reimbursement rates for specified services for resident persons placed in ATC facilities.  Management reviews various operating data periodically as necessary to assure financial results are within expected results.

Are there any risks related to the measurement and review of the entity’s financial performance?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Other Considerations

Describe any other significant considerations

ATC is completely dependent on government funding for revenues, and dependent on it's funding sources for placement of new residents to fill vacancies.

Are there any risks related to other considerations?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Procedures

Describe the procedures used to obtain the information described in this section

Interviewed M

Review of prior year's workpapers and and financial statements.

Continuation of Relationship with Client

No events have occurred since our last audit to indicate that we should reconsider continuance of our relationship with client.

List any exceptions

[√]
Client is acceptable for continuing service

Audit Team Discussion – “Brainstorming”

Discussion Date: 


02/01/2010

Location: 


Office

Discussion attendees (include name and title):


Me, myself and I

Complete after discussing the following topics at the audit planning meeting:

[√]
Areas of significant risk of material misstatement

[√]
Unusual accounting procedures used by the client

[√]
Important control systems

[√]
Significant IT applications and how the client’s use of IT may affect the audit

[√]
Areas susceptible to management override of controls

[√]
Materiality at the financial level and tolerable misstatement

[√]
How materiality will be used to determine the extent of testing

[√]
The application of generally accepted accounting principles to the client’s facts and circumstances and in light of the entity’s accounting policies

[√]
Fraud risk and related overall and specific responses


The need to:

[√]

Exercise professional skepticism throughout the engagement

[√]
Remain alert for information or other conditions that indicate that a material misstatement due to fraud or error may have occurred

[√]

Follow up rigorously on any indication of a material misstatement

Describe additional topics discussed


Confirm any litigation with attorneys

[√]
Audit strategy and risks are adequately communicated to engagement team 

Internal Control

Control Environment

The control environment sets the tone of an organization, influencing the control consciousness of its people.  It is the foundation for effective internal control, providing discipline and structure.

Complete the following after obtaining sufficient knowledge:

Communication and Enforcement of Integrity and Ethical Values

[√] 
Integrity and ethical values are appropriately addressed, communicated and reinforced by management 

[√] 
Management takes appropriate action to remove or reduce incentives and temptations of dishonest, illegal or unethical acts

[√] 
Management’s sets an appropriate “tone at the top” which promotes integrity and ethical values

Commitment to Competence

[√] 
Management considers competence levels for particular jobs and the employees possess requisite skills and knowledge

Participation of Those Charged With Governance

[√] 
Those charged with governance have adequate experience and stature 

[√] 
The importance of responsibilities of those charged with governance is recognized in codes of practice or is effectively communicated orally and by management examples

[√] 
Effective whistle blower procedures are in place

[√]
An adequate process for reviewing the effectiveness of the entity’s internal control is in place

Management’s Philosophy and Operating Style

[√]
Management’s philosophy and operating style appropriately encompass: an approach to taking and monitoring business risks, attitudes and actions toward financial reporting, conservatism with which accounting estimates are developed, and attitudes toward information processing and accounting functions and personnel

Organizational Structure

[√]
The entity’s organizational structure provides an adequate framework for achieving objectives

[√]
The entity’s organizational structure provides for appropriate lines of reporting to key areas of authority

Assignment of Authority and Responsibility

[√]
Authority and responsibility for operating activities are appropriately assigned and reporting relationships and authorization hierarchies are established

[√]
All personnel adequately understand the entity’s objective

Human Resource Policies and Practices

[√]
Human resource policies and practices appropriately relate to recruitment, orientation, training, evaluating, counseling, promoting, compensating, and remedial actions 

[√]
Training policies adequately communicate prospective roles and responsibilities

If any of the above are not satisfactory, describe why

Are there any risks related to the control environment?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Entity’s Risk Assessment Process

An entity’s risk assessment process is the process for identifying and responding to business risks and the results thereof.  For financial reporting purposes, it includes how management identifies risks relevant to the preparation of financial statements that are presented fairly in conformity with generally accepted accounting principles.

Management assesses the effect of the following conditions on the entity’s ability to prepare financial statements that are free from material misstatement:

[√]
Changes in operating environment

[√]
New personnel

[√]
New or revamped information systems

[√]
Rapid growth

[√]
New technology

[√]
New business models, products or activities - N/A

[√]
Corporate restructurings - N/A

[√]
Expanded foreign operations - N/A

[√]
New accounting pronouncements

If any of the above are not satisfactory, describe why

Are there any risks related to the entity’s risk assessment process?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Information System, Including the Related Business Processes Relevant to Financial Reporting and Communication

The information system relevant to financial reporting objectives consists of the procedures to initiate, authorize, record, process and report entity transactions (as well as events) and to maintain accountability for the related assets, liabilities and equity.

Information System

Mark after obtaining sufficient information that the entity’s information system adequately encompasses the following:

[√] 
Identifies and records all valid transactions

[√] 
Describes on a timely basis the transactions in sufficient detail to permit proper classification of transactions for financial reporting

[√]
Measures the value of transactions in a manner that permits recording their proper monetary value in the financial statements

[√]
Determines the time period in which transactions occurred to permit recording of transactions in the proper accounting period

[√]
Presents properly the transactions and related disclosures in the financial statements

If any of the above are not satisfactory, describe why

Are there any risks related to the information system?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Narrative Description of Accounting System 

Prepare this section for as many transaction classes as necessary

Transaction Class: Revenue Receipts, from billed fees for services

Describe flow of information, including the initiating, recording and processing of transactions 

List controls:

[√] 
Discussed control with appropriate manager; 
Name of Manager: 

[√]
Performed walkthrough, of system and determined that it is operating as defined and controls are in effect

Are there any risks related to this specific control?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Repeat the above for additional transaction classes

Uses of Information Technology

Client uses nationally recognized, “off-the-shelf” software package, maintains adequate back-ups and limits information access to necessary personnel, for:

[√]
Integrated General Ledger;  
Name of Software:  One 

[√]
Payroll;



Name of Software:  One 

[√]
If entity does not use “off-the-shelf” software, entity has adequate IT controls

[√]
Audit strategy includes adequate tests around the system

[√]
Reliance on SAS 70 is not considered necessary

If any of the above are not satisfactory, describe why

Are there any risks related to uses of information technology?

[√]
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Control Activities

Control activities are the policies and procedures that help ensure that management’s directives are carried out.

Complete after obtaining sufficient knowledge that management has taken necessary action to address risks that threaten the achievement of the entity’s objectives: 

[√]
Performance reviews

[√]
Information processing

[√]
Physical controls

[√]
Segregation of duties

If any of the above are not satisfactory, describe why

Are there any risks related to the entity’s control activities?

[√]
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Monitoring of Controls

Monitoring is done to ensure that internal controls continue to operate effectively over time.

Complete after obtaining sufficient knowledge that management has addressed the monitoring of controls related to the following: 

[√]
Controls are adequately monitored

[√]
Controls are modified as conditions change, on a timely basis

Are there any risks related to the monitoring of controls?

[√] 
No significant and/or fraud risk

If yes, describe and include overall and specific audit response

Materiality Level Guideline

	Total Revenue
	$7,000.00
	x
	5%
	=
	$128,350

	Pre-tax Income
	$116,000
	x
	5%
	=
	$5,800

	Net Income
	$116,000
	x
	5%
	=
	$5,800

	Total Assets
	$683,000
	x
	5%
	=
	$34,150

	Equity
	$515,000
	x
	5%
	=
	$25,750


Overall Audit Strategy and Plan

Complete this table for each audit area:

	Audit

Area
	Material-ity

(High/

Moderate/Low)
	What Could Go Wrong?
	Signif-icant

Risk?

(Y/N)
	Fraud

Risk?

(Y/N)
	Inherent

Risk?

(H/M/L)
	Control

Risk

(H/M/L)
	Risk of

Material

Misstat-ement

(H/M/L)
	Audit Program

(Basic/ Further)
	Summary of Audit Plan (Overall and Specific)

	Cash
	M
	Existence

Over/under stated

Cutoff error

Ownership

Restrictions


	N
	N
	M
	M
	M
	B, F
	Confirm balances

Test reconciliation and cutoff

Trace reconciling items to subsequent statements

Test disclosures



	est MM 01
	
	
	
	
	
	
	
	
	

	Test MM 02
	
	
	
	
	
	
	
	
	


If revenue recognition was not identified as a fraud risk, anywhere in this document, describe why:
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