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internal control that might be significant deficiencies or material weaknesses
therefore, there can be no assurance that all deficiencies, significant deficieng;
or material weaknesses have been identified. However, as discussed below, v
identified certain deficiencies in internal control that we consider to be m, ’

e aterj
weaknesses and other deficiencies that we consider to be significant deficie e

NCig
A deficiency in internal control exists when the design S.‘
control does not allow management or employees, in
performing their assigned functions, to prevent, or detect and correct missta
ments on a timely basis. A material weakness is a deficiency, or a cornbinatioa (o
deficiencies, in internal control, such that there is a reasonable possibility thgtoaf

material misstatement of the entity’s financial stat i
ements will not be pr -
or detected and corrected on a timely basis. e

We consider the following
be material weaknesses:

Or operation of ;
the normal course of

deficiencies in the Company’s internal control to

[Describe the material weaknesses that were identified.]

A significant deficiency is a deficiency,
internal control that is less severe than a
enough to merit attention by those
following deficiencies in the Co
deficiencies:

or a combination of deficiencies, iy
material weakness yet importan
charged with governance. We consider the
mpany’s internal control to be significant

[Describe the significant deficiencies that were identified.]
In addition, durin

r}al control and other operational matters that are presented for your considera. .
tion. This letter does not affect our report dated [date] on the financial sta’temu‘m

g our audit, we noted certain matters involving the inter. |

of [client]. We will review the status of these comments during our next audit

engagement. Our comments and recommendatio : X
. ns, all kL
discussed with a of which\ have been

ppropriate members of management, are intended o

' Ly ‘ : ’ d\to improve

;I’}e mternal control or resu_lt in other operating efficiencies. We .l be pleasid fo
1scuss these comments in further detail at your convenietice, perform any

3d@1t1onal study of these matters, or assist you in implementing the recommen-
ations. Our comments are summarized as follows:

[Describe the general comments and suggestions that were identified.] |
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CHAPTER 2
CASH

INTRODUCTION

On most financial statements, cash is not one of the higher balance sh(leet.
accounts. Therefore, to some it may not seem to be an area f‘or major
concern. However, diligent auditors spend a good amount of time thor(i
oughly understanding the flow of cash throughout a business entity an
perform extensive audit testing.

The reason-for such concern is the cash involved. Cash is the most
liquid of asse¢tshand has the highest riisk'for theft, gmbezzlement, apd
misappropriation. A study by the Association of Certified Fraud E.X&m'
ers fourid fhat more than 80 percent of occupational fraud cases involve
asset i izappropriation, and cash is the targeted asset 90 percent of_ the
gina, In general, the following rules over cash controls are especially
baeneficial: . |

e Do not allow a single employee to handle a cash transaction from begin-
ning to end. '

e The cash handling function should be separated from the function of
recording cash transactions in the books of account.

o The receipt of cash should be centralized.

e Customers should obtain a receipt at the conclusion of each sale.

e Cash receipts should be deposited to the bank intact on a daily basis.

e All cash disbursements should be made by check or authorized bank
transfer.

¢ Employees not involved with cash processing should prepare bank
reconciliations.

e Bank reconciliations should be performed on a timely basis at the end of
each month.

AU-C Section 265 requires the auditor to include in thc? Wr}tten
communication an explanation of the potential effects of -51gruf1cant
deficiencies and material weaknesses that have been identified. Please
note that the comments included in this guide may need wording added
or revised for this attribute depending on the specific circumstances.

2.00 Cash

2.00.01 Cash: Unopened Bank Siatements

There is currently no system for reviewing bank statements, and ‘they are
frequently left unopened for extended periods before they are reconciled. This
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greatly increases the risk of overlooking mistakes made by the bank or the
organization, and/or fraudulent activity involving cash. We suggest that yp,
opened bank statements received in the mail be forwarded directly to the

i i i de
tion of their review should be ma
i uld any be found. Documenta . : : :
. 1{Eefm :eSI;? the ban statement. We feel that this suggestion w;]l further
a . _ .
- S e the checks and balances necessary for strong controls over cas
enthanc

President. The President would then review the bank statements and cancelgq

checks for any strange or unusual items and investigate these items should any
be found.

2.00.02 Cash: Bank Statement Review

of the canceled checks, because [client]’s current operating cash account does not
provide the canceled checks with the monthly bank statement. The Chief Execy-
tive Officer should open and review the bank statements and copies of the
canceled checks and investigate strange or unusual items should any be found,

2.00.03 Cash: Bank Statement Review

During our audit procedures performed regarding cash disbursements, we noted
the bank statements provided by Bank X did not include images of the canceleg
checks. Preparing an accurate bank reconciliation without documentation of f.»
actual disbursement checks that cleared the bank could lead to significant ergcrs,
which will ultimately filter through to an organization’s financial statemenis. We
strongly recommend the Organization request that Bank X provide tie' check
images with the bank statements, which will help to identify any discrepancies
and/or or detect fraud or theft. Without having this documentatiori, the ability to

perform this critical step in the internal controls over cash will be significantly
impaired.

2.00.04 Bank Sta tement Review

warded to the President for review. We suggest that bank statements received in
the mail be forwarded unopened directly to the President, rather than first going
through the accounting department. We believe that this practice will further
enhance the checks and balances necessary for strong controls over cash.

2.00.05 Cash: Bank Statement Review

We suggest that the unopened bank statements received in the mail be forwarded
directly to the Executive Director. The Executive Director would review the bank
statements and canceled checks for any strange or unusual items and investigate

lmlmhilnm““'“""“"
N ——

2,00.06 Cash: Bank Reconciliation Approval

ly, employees who are responsible foF other cash functions alTObri\;jc::
. 'l'ptions This provides an ineffective system of cash control, be
- Ieict(;nt(i'lual apOSSﬂ-Jility of fraudulent activities due to ;he laclk tof ?;1 giicﬁiz;e
. i i endent of cash receipt ar
segrega’dlf)l} 'Of d}‘;l(;fflfa i:i::: [tjkllzylfai&(nii%ncﬂiations for any u?v..mual it(?ms and
L aﬁwltﬁeirsa roval by initialing the form. This will significantly improve
?}? C:;Tsfé; E)fechesz and balances necessary for strong cash control.

e

2.00.07 Cash: litvest Cash in Accounts

ing i i ates
ent]’s funis in bank accounts are not being uwes'ted in a way tlhat gearéi]; e
L ]a’rcgt returns. There was a cash balance of [high § amount] ul'ﬂinﬂ-\e ount
$fﬂ1g];e \ 1rw interest rate in the year ending [ciate]t; Aixfang;e;rlliﬁs “‘;;len fhe bank
Sist i i ] i t of a banking :
2a0ist in protecting [client] in the even > &
E‘aqu ‘ir? teicepss of the FDIC insured limit of $XXXXX. E[/V;1 sugeg{;e;; coofn[s;;ient%
o i i oach may best meet the n ;
- bank regarding which approac : _ et
1;V b tk:i we reco%nmend that [client] establish the following types of accoun
owever,
the bank of its choice: | )
e A “sweep account” investment involves an arrangzmgnt w1;h melgii;le
i ‘ed at the end of every business day ar .
hereby the account is cleared a i . e
l‘;\;lj;ceyis invested for overnight return. This type of mvestlcliient‘evi;icn_
can be stipulated by [client] to ensure that the invested funds ar
tained in a conservative manner.

* A “zero-balance account” is a method where [client] s bal;k ;ii;?;; 111i
maintained with a zero balance. All funds are kepir m‘asented et
account to ensure maximum earnings. As checks afle p1fh crcmnibay
bank for payments, the bank liquidates that amount from

account and honors the check.

2.00.08 Cash: Over Federally Insured Limit

1 it in
While conducting the audit of cash we nqted [:.:hef?t] h:uci czsk}r}?; gigs(:lts "
excess of the federally insured limit in a fmancm{l. ms.tl . 1§ai el sl
potential for losses to [client] in the event of bank or mstgcu‘ 1toand ailute. We have
discussed this situation with management and.we urll enzh o o i e
large deposits of cash receipts it is difficult to maintain essJE e m:) O n e
operating account. We strongly suggest that manageme;: c Osgrible oo cach
balances and transfer excess balances to othq banks, w lcert‘ie1 5 feaeral,ly reduce
the potential for loss of monetary amounts in excess o

level.
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2.00.09 Cash: Deposits in Excess of Federally Insured Limits

During our audit, we noted that
; / some of the speci
occasionall ; . pecial progra
I itsl. %?e {E?IOHIS ;Ffrfll and Jkuvestments in amounts in exIc:)essg oflllclzc?e?;(l e
cash in accounts that ;(;Yefi)thg;ese contracts and agreements specificall; ;ﬁ}‘-llrﬁd
We fecomurie : uninsured or above the feder, v i o
nd [client] take steps to either amend the termsa;fy tﬁfsured limif
e Contracts

accounts,

2.00.10 ' Dai
Cash: Daily Cash Reporis Comparisons with Deposit Ticket

Currently, dail
’ y cash teports are pp
warded to th ; prepared by the reception;
entry into th: a;i(er;u}ulndg depart{nent for preparation ofpﬂllergzt (?s?f t'ﬂifn -
plete control bi:a a 15 ge?. This practice, however, does not Pm ‘dlc et angd
deposit. We f:eel thufe g e daily report 18 not reconciled and agregd tv ' E a com.
an employee mde;elgtil:e?:tﬂoi‘OMthIgmﬁcanﬂy strengthen its control g\fef caacil?fl
X cash processi sh j
cash reports to the deposit ticket or t};le ban]ins%af;if;%uently compares the daily

[Client] TeC :
this situation exists
erations. We suggest, however, that this type of segregation can be

al op
mor hed through a recording function of the acc

J%n necessary segregation for grant cash and
accounting records.

2.01 Cash Receipts

2.01.01 Cash-Receipts: Receiving Checks and Receipis
We noted that there are no standard procedures for receiving checks at the office.

2.00.11 Cash: Outstanding Checks

At the fjme Of our k1
- audit, there Were
ing for sever were several large checks that h
procedure thleil elfllsciﬁtaijsstlf iaclﬁmg outstanding checks is an ﬁ;;ilsn(iuzitagd;
at ail outgoi ntro
that an accur : going checks are account 3
urate outstanding check list be kept for each b:gkf‘;lé We sugge:t
count and o

[P

C s ( ) 2

2.00.12 Cash: Reconciling Statements Regularly

tl
. A0 unts

explanations.

2.00.13 Combining Cash Accounts
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2.00.14 Casfi: Restricted for Grants

records its cash activity through several cash accounts. We understand
partly in an effort to separate grant activity from [client]'s

ounting system. The operat-

accomplis . T : :
ing bank account of a cash flow system is the major link of internal accounting
controls over both cash receipts and cash disbursements; if operating activity is

gh more than one bank account, internal controls tend to be

handled throu _ :
weakened. To strengthen internal control, we strongly suggest that [client] de-
receipts and disburse all expenditures from one main checking account.

osit all s :
activity can be done through the

This is a-devere weakness in internal control and should be remedied as soon as

possibie.The following procedures should be implemented to greatly improve

intairie ! controls:
e Checks should be immediately endorsed when they are received.

e A control list should be made of receipts when they are opened.
e Checks should be deposited to the bank on a timely basis.

* Receipts should be processed on a timely basis.

e Deposit slips should be matched against the list of receipts to ensure that
all amounts on the receipts were deposited.

2.01.02 Cash Receipts: Segregation of Duties

We noted that there was a lack of segregation of duties within the cash receipts
area. The objective of internal control over cash receipts is to obtain control over
amounts received at the time of receipt. We feel that separating these closely
related functions in the cash receipts system of [client] will result in much greater
internal control in this particular area. To achieve this control, certain duties
involving receipts should be handled by more than one member of [client]’s
personnel. The following procedures should be enacted to ensure efficient inter-

nal control:
e One employee, preferably the receptionist, should open the mail, make a
control list of all receipts, and restrictively endorse all items received as
“for deposit only.” This would prevent any unauthorized endorsement

should the checks be misplaced or lost before being deposited.
e The receipts should then go to another employee for further processing
and deposit to the bank on a timely basis.

s Then, someone who does not otherwise handle receipts should compare
the deposit slips to the list of receipts to ensure that all funds reflected on

the receipts were deposited.
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2.01.03 Cash Receipts: Monthly Transaction Report Informatio
n

We notgd during our audit that [client)’s month]
gsed as its cash receipts listing, only shows t;?d
alc;isa ;:Jtr:;cllude the datf—:' each item ig actually re
- ;111;):}51 are received would help to ensu
Wb er‘enhance the usefulness of ca i
rocommocs th;ta;ic:;?el:ﬁ?r}d stronger accounting
in its monthly trr:msac:ti(}rjw;tl'izc;)?é‘(:rate s

controls over cash receipts
eived for each cagh receipt ;teu;f

2.01. /
04 Cash Receipts: Making Timely Deposits

Our al-ldit testine i
; g in the area of .
daily deposits of cash receipts revealed th ; .
c . at [c/ ki
ash to the bank. This practice opens [clz'eEftT?(f]tifentohtrma
eat of 3

loss or theft of i
cash while it ig i
this ar on the Premises. Ty in
€a, we suggest that during times of heavy czssglrFI?then ernal controls u
inflo

are

2.01.06 Timely Deposits of Cash Receipts

Duri i
- 111(1g our audit, we noted that each
CKs received are then entered into

M—mﬁ -----
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£01.07 Segregation of Duties: Accounts Receivable and Past-Due

Accounts
employees 1e5p onsible for maintaining the open invoice accounts receivable files

and mailing statements on past-due accounts are also involved in handling cash
receipts and preparing deposits. Also, the credit manager is authorized to issue
credit memos, bad debt write-offs, and also has access to cash receipts. This
combination of duties is inconsistent and allows for the possibility of mishan-
dling or misappropriation of cash. To improve controls over receipts, we suggest
that an employee independent of the receivable function prepare a list of daily
cash receipts. Another employee should then be responsible for retaining the
actual checks and for making the bank deposit. Also, the credit manager’s access
to cash receipts should be terminated. Only customer remittance invoices should
pe forwarded to the receivable department and, where none exist, a copy of the

check or an internally prepared remittance form should be used.

201.08 Segregation of Duties

We noted-ihet several functions related to accounts receivable such as generating
pillings ¥oi service income, entering invoices into subsidiary ledger, performing
park d:posit runs, posting cash receipts into the subsidiary ledger, and setting
ap new customers are performed by the same accounts receivable clerk. The
came clerk also has access to the general ledger. A lack of segregation of duties in
this area indicates weaker internal controls and could result in erroneous post-
ings as well as create opportunities for fraudulent activities. We recommend that
the duties of billings, maintenance of subsidiary ledger and general ledger, bank
deposit delivery, and setting up new customers be segregated to strengthen the
system of internal control over accounts receivable and cash receipts.

2.01.09 Processing Cash Receipts: Restrictive Endorsement/Tape Total

Our audit procedures disclosed that at the present time, incoming checks are
forwarded to the accounts receivable clerk for endorsement and crediting to the
accounts receivable subsidiary detail. The checks are then given to a second
employee for preparation of the bank deposit. Because more than one employee
handles the checks, a system for tracking the checks is necessary to enhance
control in this important area. We suggest that a restrictive endorsement be
stamped on the checks in the mailroom and an adding machine tape or other log
of the total amount of checks be prepared before the checks are given to the
accounts receivable clerk. The tape or log should later be compared to the
authenticated deposit slip by someone not associated with the cash functions.

2.01.10 Processing Cash Receipts: Restrictive Endorsement of Checks

During our audit procedures, it was noted that checks that are received by mail
are not immediately restrictively endorsed when the mail is opened but are
delivered to the Assistant Accountant to be endorsed. This practice exposes
[client] to the threat of a loss or theft of cash while it is on the premises. In order
to significantly strengthen internal controls over cash receipts, we recommend
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that checks be immediately restrictively endorsed when the mail is opened |

stamping checks with [client]’s full name, checking account number, and the
words “for deposit only.”

2.01.11 Processing Cash Receipts: Using Tapes

Control over incoming cash receipts should be established immediately upgy
receipt. At present, the cash register is not used as a control device. We strongly
suggest that both the cash received and the cash register tape accompanying it pe
sent to the cashier on a daily basis for deposit.

2.01.12 Processing Cash Receipts: Timely Depositing

Contributions received in the mail appear to be recorded promptly. Howevey,
our procedures disclosed several instances where the cash was not promptly
deposited. We suggest that deposits involving a substantial amount of curren

be made on the day the cash is received. This will avoid the possible mishandling_

or misplacement of funds.
2.01.13 Processing Cash Receipts: Reconciling Lockbox Receipts

While conducting the audit, we noted that a locked receipt box is used to hold
accumulated cash sales proceeds, but the receipts (sales invoices) are not Subse-

quently agreed to the bank deposits. This agreement is a necessary procedure *

that ensures that all cash received is deposited. We recommend that the TetETLs
(sales invoices) be summarized and compared to the bank deposit slips to exsure
that all cash sales are properly accounted for and recorded.

2.01.14 Processing Cash Receipts: Timely Posting

We noted there is a considerable delay in posting cash rece:pts to the accounts
receivable subsidiary. For cash collection and credit review to be at an optimum

level of performance, it is imperative that cash receipts be posted on a more
timely basis.

2.01.15 Cash Receipts

During our testing of accounts receivable we discovered that checks had been
received from one particular vendor that were held for long periods of time
before they were deposited into the bank. These checks were not safeguarded as

they were in an unlocked location for a period of weeks. It subsequently came to
our attention after the end of the audit that the reason this situation occurred was
that the vendor had changed its method of sending refund checks to [client]. We
strongly suggest that the cash receipts system be designed to ensure that all
receipts are deposited intact and on a timely basis. An analysis should be made

to determine the reason why the system broke down and the best way to prevent
this in the future.
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2.01.16 Cash Receipts Log

adi cash receipts (checks) are not logged before they
e ﬂl; aﬁiglbtep?gzggsiﬁtThis practiﬁe IEas the potential that actual checks
e paSSel cs)’c or separated from the daily deposit as they progress thr01:1gh ‘the
. tablish strong control, we recommend that the Company _rnamtlamla
e f To at the point at which the checks are opened in the mail, which is
e receigfiica%y reconciled to the cash receipts journal. Any differences between
erxzrshould be investigated and resolved promptly.

2.01.17 Processing Cash Receipts: Scanning of Checks

'« our understanding that all checks received are scanned before being dlizpos-
?t 1; This document is used in place of the previous manual c.hec:k_ log. While ge
. that the use-of the computer technology in this fashion is a reasona s
concrl;;h it is critical that the system provide the same elements of control an
a , :
pggof of docurieniation as the previous process.

2.01.18. Comparing Deposits with Control Totals

Dailv cash control sheets prepared by Fhe ac'cmmting defjartiﬁe?ttr:i;);clﬁoﬁ
f:\niaared to the data processing transaction printouts to verify . a it
have been properly processed. One employee in the accoun 12gcon€r01 rent
maintains the cash receipts records @d prepares the bankfdepoil : Control over
cash would be strengthened if receipts were tota'led before ¢ ic s oo
warded to accounting. Subsequently, an employee independent of cash p

ing should compare the total to the cash control sheet.

2.01.19 Comparing Deposits with Cash Receipts Log

i ures disclosed that the cash receipts process usgd by [Clzent]‘ is
S;erqi?’?;fypég;egied; however, the final step of reconciling the. daﬂyfcash.reci;};;
log to the actual deposit slip is not performed on a regu‘lar basis. Per orm?;lgt :
procedure greatly strengthens controls over cash receipts and f311sures e
checks received are being deposited into the bank. We stron‘gly 1ecom‘mend a
management insist that this procedure be completed on a timely basis an

any differences be resolved.

2.01.20 Cash Receipts: Comparison of Receipts Log

It was noted during our audit process that alt}_mugh lists are currentlyc'1 made }?;taili
cash receipts when the mail is opened, the lists are never compa;e ‘to w s
actually deposited in the bank. We recommend tha.t someonle who :s iﬁ}@) e
from the cash receipts function compare and reconcile deposit shp:v, q e cast
eceipts logs of incoming checks and cash to ensure th.at all the 1ec911p st]w ﬂl
deposited intact and on a timely basis. By establishing this procedurc?, [client] w f
be able to more accurately track all incoming cash and strengthen its system o
Internal controls over cash receipts.
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2.01.21 Review of Cash Receipts Log

We noted that the cash receipts

the audit, we identified that thelog 18 not reviewed

in a ti
cash receipts log w viog)) manner. Dy

as reviewed and recong;

mvoices from adily match

d to
of four or fivy, - noted several che .

€ months before being deposited. Avaicll.:lilglzl;sv}‘;ere hf
wou

and overal] cash
: Co i
dlately. After thege Tl:oclis W‘f’fﬂd _be strengthened if funds w. B b? ey
ldentified items are clarified necessalife deposited immg
’ Corrections cap b
sh receipts

specific op
Id for perig,

2ances, to as5sess

strongl
resolve these ol items, %V}é sz;gtglf;rt

2.01.24 Policy for Incoming Checks
During our aud
checks received.
the checks recej

it, we noted that there ;

Current €re is no established policy for .

ved. At t}lf;eei(rjlllldsl? arfment opens its own nI:aillgx;(; (;Id hﬁnldmg
each day, the checks are e; 7 fDI;ITWLn1s(;els
arde

R —
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the accounting department or entered into the respective departmen-
e before being forwarded to the accounting department. The account-
ent then restrictively endorses the checks once the checks arrive
here. This practice allows for a significant loss of control over the entire cash
receipts process. A strong system of controls should ensure that all checks
received are immediately recorded and then forwarded by the most direct path
to the accounting department and deposited in the bank. The responsibility of
receiving checks should also belong to one employee who is also in charge of
endorsing the checks, so that funds are less likely to be mishandled or

misappropriated.
201.25 Internal Control over Cash Receipts

During out audit procedures, it was noted that checks that are received by mail
are not always immediately restrictively endorsed when the mail is opened.
Furthermore, checks' that are not deposited timely are not secured. In order to
signiﬁcantly strer.gthen internal controls over cash receipts, we recommend that
checks always’ be restrictively endorsed immediately when the mail is first
opened by stamping them with [client]’s full name, checking account number,
and e words “for deposit only.” Furthermore, checks must be appropriately
cured in a locked safe or drawer until they are deposited.

directly
tal databas
ing depart™

S

2.01.26 Segregating Duties: Cash Receipts

We noted that duties involving cash receipts were combined during the year,
whereby one employee is now completely responsible for the entire cash receipts
process. To improve the internal controls over cash receipts, we recommend that
[client] establish new procedures for handling incoming checks. We recommend
that one employee, independent of the accounting department, such as the
receptionist or office manager, open the mail and restrictively endorse all incom-
ing checks. This person should keep a daily log of all incoming checks. Copies of
the checks should be forwarded to the appropriate departments for processing
and the checks should be forwarded to the accounting department for recording
in the accounting system and timely deposit. A third person should periodically
compare and contrast deposit slips to the daily log of incoming checks to ensure
that all the receipts were deposited. By segregating the cash handling, recording,
and depositing functions, [client] will be able to more accurately track all incom-
ing checks and strengthen the system of internal controls over cash receipts.

2.01.27 Internal Conirol over Cash Receipts

Presently, the receptionist, who also prepares the deposit slips and takes the
deposits to the bank, extracts cash receipts from the mail. In some instances,
other staff members do receive copies of checks, and the staff person responsible
for membership processes membership checks. The objective of internal control
over cash receipts is to obtain control over amounts received at the time of
receipt. To achieve this control, we suggest that one employee, preferably the
receptionist, open the mail, make a control list of all receipts, and restrictively
endorse all items received “for deposit only.” The receipts should then go to
another employee for further processing and deposit on a timely basis into the
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bank. Someon
the list of recsj;?;f Zflss 3;: Tlintdlil the receipts should compare deposit slip
closely rel : ; at all receipts were deposited. i ol
y related functions in the cash receipts system wzuld rediigaﬂr? hn'gkthe‘i
e ris

receipts could be impro i
1 perly deposited ' i
Internal control over this partfculalr)ar;; e st and. efe] il Bein greag

2.01. pts: inati
28 Cash Receijpts: Coordination with Reconciliation Process

While conductin i
g cash receipts testin
b eipt g, we noted that the pr i
oo mlénl;cf to _the deposits in the bank is overly compléim;sss b
chame o rl(;ec‘;ﬁW the current accounting procedures in this .are; asr];lggeSt .
P ures to make this process more efficient. The ultimatec ZHSItdEI
: YSien

SI[()L]I(:] a”CNdV “H easy l(i I]. a e I

2.01.29 Cash Management

terms OF
and the tme

2,02.02 Lockbox System: Process Checks on Location

Durin
locat
that these receipts
ment for review an
penefits env

following:

2.01.30 Cash Management

il ‘ , virtually 1 i 2
mntroilaaignplrjggggss‘ 15 an extremely critical part of aﬁ;nsirzst’zﬁleé?{mtbank
casily a6 oo (1:.1;81? shogld be established that allow for this cAo b:e (lzln -
e ] dO.C uﬂ;c, receipts should always be recorded a5 of the dOne of
e ‘ entghon should also reflect the date of depgsi gl
at the transaction can be completely traced Nt to the baig

2.01.31 Cash Management

Occur, management should
ceur, closely review the i
Situation before the release of those checks Rt st gave e ]

2.02 Lockbox System

2.02.01 Use a Lockbox System

- : aqe tO the rece thl'Ii ; i

e

Chapter 2: Cash -~ 2013

m be established. This process, while perhaps somewhat more costly in
¢ bank charges, is more efficient and will ensure maximum cash control

ly deposit of all customer remittances.

g a recent week, a large percentage of all remittances relating to the [place]
ion were actually received at that location. The present procedures provide
then be forwarded to the credit/accounts receivable depart-
d mailing to the lockbox. To provide the control and cash flow
isioned in the adoption of the lockbox system, we suggest the

e The lockbox address should be displayed prominently on both the top
and bottom of all invoices to ensure that customers send payment to this

address.
o Remittafices received at the other locations should be forwarded directly

to the'lozkbox.

2 02.65-Lockbox System: Centralization of Non-Lockbox Receipts

Cl¢arly, there has been an increasing trend toward the use of lockbox systems
and procedures for handling cash receipts. We concur with this practice, espe-
cally in situations of heavy inflows of cash receipts, as a method to better
safeguard the cash receipts process and improve cash flow. However, under
existing procedures, a number of different employees may handle those remit-
tances that are not routed through the lockbox system. Any remittances that
continue to come directly to the [department] office should be handled by one
individual, because this is the most effective means of ensuring effective central-
ized cash control. Also, efforts should be put in place to better utilize the lock-box
process and to minimize the number of cash receipt items received directly at the

[department] office.
2.03 Cash Disbursements

2.03.01 Cash Disbursements: Cancel Invoices

As a result of our audit procedures in the cash disbursements area, we found that
invoices were not effectively canceled after payment was made. In some in-
stances, invoices were paid twice due to this lack of a notation system for paid
invoices. To maintain stronger controls over cash disbursements, we suggest that
invoices be canceled by stamping “PAID” on the face of the invoice upon receipt

of final payment.

2.03.02 Disbursements

In our review of procedures over cash disbursements, we noted that the support-
ing documentation, including departmental approval of invoices, is not available
and reviewed when checks are signed. Rather, simply a listing of invoices is
reviewed and only unusual invoices are reviewed further. The review and
approval of the invoices is the function that authorizes the disbursement to take
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CHAPTER 6
FIXED ASSETS

p—

INTRODUCTION

For certain small to medium-sized businesses, fixed assets may consti-
tute an investment of substantial amounts; for others, the necessary fixed
assets are much fewer in number and less costly. Related accounting and
internal control matters, however, tend to be much the same no matter
what kind of fixed assets the business may require. A strong system of
controls for fixed assets for most businesses would include the following
attributes:

o A subsidiary ledger or schedule that records important identifying infor-
mation for individual fixed asset components.

o Auihorizations for approvals for the acquisition of new fixed assets from
s2mior management. (In general, all such purchases should be required to
go through the same purchasing procedures as other purchases.)

e A written policy regarding capitalization of assets and expensing.

s Periodic physical inventory of all fixed assets and reconciliation with the
subsidiary ledger.

e Authorizations for approvals of dispositions of fixed assets.

AU-C Section 265 requires the auditor to include in the written
communication an explanation of the potential effects of significant
deficiencies and material weaknesses that have been identified. Please

note that the comments included in this guide may need wording added
or revised for this attribute depending on the specific circumstances.

6.00 Fixed Asset Accounting

6.00.01 Maintain Fixed Asset Records

At the present time, fixed asset records are not maintained by [client]. We
recommend that [client] maintain detailed fixed asset records and reconcile these
records to the general ledger on a timely basis to ensure accurate accounting for
assets. Specifically, fixed asset records should include the following data:
Description of the asset;

Cost, voucher number, and vendor name;

* Date placed in service;

Estimated useful life;
Depreciation method (for both accounting and tax purposes);

Depreciation expense and accumulated depreciation for the year (for both
accounting and tax purposes); and
Date asset retired and selling price if applicable.
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Complete information such as the above on all fixed assets would Proyi |
excellent control for the safeguarding of these assets, which are Signiﬁcant
costs. Better assessment and evaluation could also be ma n

de regarding the reliabu;
ity of certain fixed assets and the need for replacements, etc.

6.00.02 Procedures for Disposal of Fixed Assets

[Client] does not have a formal procedure to ensure that disposals of fixed

are reported to the accounting department as they occur. Without such a
dure, the likelihood increases that disposals

leads to a situation where fixed assets that

assefy
Progg.
are not being recorded. Thig Oftey
physically exist within a busineg

ment on a timely basis, A simple standardized form could be

provide adequate accounting documentation and to provide evide

nce of adhey
ence to [client] policy.

6.00.03 Reconciling Fixed Assets to the General Ledger
At the present time, there is detailed fixed assel
uch a procedure hy,

To prevent the need for major adjustments “o the
property accounts at the end of each year, we suggest that the general ledger
fixed asset accounts be reconciled to the detailed records on a monthly Lagis,

6.00.04 Convert to Computerized Asset System

a significant amount of manua] record-keeping duties,
efficient, and provide more accurate information with

which to make business decisions regarding fixed assets.

6.00.05 Maintain Individual Fixed Asset Records

such a system. This will eliminate a significant amount
of manual record-keeping duties, make Operations more efficient, and provide

more accurate information with which to make business decisions regarding
fixed assets.
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6.00.09 Supporting Documentation Needed

i ion that
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re}a}qv?ly hl'gh g 1 .ice cc;mparison, and evidence of receipt 0‘ elgsu o
obt‘ammg pids f(?:_ E;l’ all become more evident in this case. We 5t101'1g,fz;Eio fgfor
S;tlf faCtO\rstfc?Il:: 1’;2 implemented to retain supporting documen
that provi

purchases of fixed assets in all cases.

Mmm_
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6.01 Physical Inventory of Fixed Assets

6.01.01 Physical In ventory of Fixed Assets |s Needed

S (l
(.)L]I (i]SC“S 1 1 revie f

will provide a strong source of detaj
et . .
safeguards for fixed assets. a1l and control to establish a future systen of
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O ) a on
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¢ Description of the asset;

« Cost, voucher number, and vendor name;

o Date placed in service;

« Estimated useful life;

e Depreciation method;

s Depreciation expense and accumulated depreciation for the year; and
o Date asset was retired and selling price if applicable.

Complete information such as the above on all fixed assets would provide
at control for the safeguarding of these assets, which are a significant cost.
¢ assessment and evaluation could also be made regarding the reliability
placements, and so on.

excelle
A bette

of certain fixed assets, and the need for re
6.01.05 Detailec Property Records Need to Be Established

[Client] does not ‘haintain property records for its office furnishings. To improve
control over office furnishings, detailed property records should be established.

speciﬁcf‘lf‘ 7. property records should include the following data:

»_ Dascription and unit number assigned;

« Location of property unit;

e Cost, voucher number, and vendor name;

¢ Condition: new or used;

e Date placed in service;

o Useful life;

» Depreciation method (for accounting and tax purposes);

» Depreciation provision for each year (for accounting and tax purposes);

e Date retired or fraded; and
e Additional first-year depreciation information.

6.01.06 Fully Depreciated Assets

During our audit, we noted that a significant amount of fully depreciated assets
were included in property, plant, and equipment at year-end. A further investi-
gation disclosed that these assets are no longer in use and, in many instances,
were not present at the expected location. This may indicate that financial
statements are misstated in that fixed assets and the related accumulated depreci-
ation are overstated. We strongly suggest that the Company perform a physical
inventory of all fixed assets and make adjustments as necessary to properly

reflect the related book values on the balance sheet.

6.02 Fixed Asset Purchases

6.02.01 Fixed Asset Purchases Need to Be Approved

Our audit procedures disclosed that [client] does not require major acquisitions of
fixed assets to be approved prior to their purchase. This allows for the ordering,

M------_--_-_ = R R R R ORI
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receipt, and payment for fixed asset purchases to take place without the aPpryy,
of a responsible key employee. This practice allows for substantial manipulag,
to take place within this area that could potentially damage the organizatiop
Suggest that [client] require prior written approval by way of a purchase org,
signed by a responsible company official for all

Also, receiving reports indicating receipt of the asset in
should be available before the vendor invoice is approved for payment.

6.02.02 Acquisition of Fixed Assets with Related Debf

Our audit procedures disclosed that certain fixed assets were purchased thrg
financing arrangements that were not recorded on the date of purchase. Rather,
the payments made on i )
erty and equipment. In a situation where fixed assets and the related debt are ng|
recorded timely, the impact includes a potential inadequate determination of
asset value as well as related debt. We strongly recommend where assetg e
purchased under financing arrangements, that the asset and related debt shoylg

assets were acquired throug
the date of execution of tiu
ecorded as increasag 1,
assets and the related
the impact includes an inadequate determj.
nation of asset value and understatement of potential liabilities, .\ strongly
recommend that the asset and leasing arrangements be recorded on the lease

execution date and subsequent payments on the lease be recorded: as reductions
of the lease obligation.

6.02.04 Acquisition of Fixed Assets through Lease

Our audit procedures disclosed that certain fixed assets were purchased through

related financing arrangements should be recorded on the purchase date. Subse-
quent payments on the debt, generally monthly, should be recorded as reduc
tions of the liabilities accrued, Related lease details

the financial statements. This practice will
ensure that management has more up-to-date and accurate information with
regard to lease transactions throughout the entity, as well as providing necessary

documentation to prevent misstatements from occurring in the financial
statements.
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6.03 Capitalization Policy

01 Capitalization Policy Needs io Be Implemented | —
E formal capitalization policy exists for the [client]. This create
k. esen'tt’ug?ion whereby the following may occur: |

. chases of individually significant amounts not being recorded as

1 Asst?taglglflot on the schedule of fixed assets. f

i rchases of immaterial amounts being considered as purchases o
y ﬁizsltag;lets and included on the schedule of fixed assets.

. i ditures
ggest the implementation of a policy t;t;_at Woﬁ\d tdaejégi?tlfee:éjc?)r;ded as
We su . lue as capital expenditures tha :
+ain dollar value P 'd recarding the level of
e A cenal This will set a company standard regarding -
iable fixed assets. S W ' ts with appropriate
depreciab : be recorded as fixed asse v e 2
1 t will need to be ) . fixed
k. iﬁsgiri’?f ienit. This will allow for much stronger control of existing
accouﬂ 1n NG AR

ofs, to enstuiie yompany assets are properly safeguarded.
assels,

6.03.02-Capitalization Policy Needs to Be Implemented

: udit, we noted that [client] has no formal pohqf foz- ths cﬁ%ta;lliz:o
o t alnd equipment purchases. This leaves the organizatio P e
B ity §tfhat fixgd assets will not be appropriately recor;ied, .dep{.‘ea e é
tha possflblll;[y accounting or tax purposes. We suggest that ['Chenﬂ }mp er?imh
4 .repOltecll- Orre uiring all assets costing more than an est’abhshed‘ amount,
wr;tfeéz}g Otclnc‘t})]e c;lpitalized and depreciated over the assets’ useful lives.
as $1,000,

6.03.03 Adhere to Capitalization Policy

dit procedures revealed that capital expenditlure:s less Fhan.$2QO ?a[:;;;etr;
O\lr lized everal cases during the year. This is a violation (? L
Cap}tal}ZEd‘ gl licy, which requires that only asset purchasles of greater -
Capl’tallzﬂ’fl‘?ﬂ p‘gefdy’as fixed assets. We recommend that [ch.entl] .51(:.1heref’cf(i)x‘l3 A
?:rﬁ?gnb;olﬁiz so there is a consistent application of the capitalization o

assets within the organization.

6.03.04 Capitalization Policy Needs to Be Implemented

At th nt time, there are no formal asset t.:apital-izah(?n policies 1nr Ce}fiii
 Binp dit tflere were several instances in which flxe:d asset pu ses
e alcll ;a’ther than capitalized. Failure to capital‘ize fixed assn?t af?;léit
t‘feii S;ﬁ:?tiethe interim financial statements, not to mention the Lm?f]l ngsfgnate
of0 1asse’fs We recommend that a policy be jr.nplemented that x.r\{:luex s i
expendit‘ures over a certain dollar value, possibly $1,000, as capi P

to be recorded as depreciable fixed assets.

6.03.05 Capitalization Policy Needs to Be Implemented

i iy d, and an
We noted that fixed assets purchased during ’;lﬁzfyeag ;:S(’e;:fs ;}iiirﬁzesea i
italize ixe :
j ear-end was made to capita  all e e
?}Tauyséze?th:tcgst of fixed assets should be capitalized and depreciated ove

an
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es;imaged useful lives. It may be helpful for [client]
whereby any furniture, fixture i

would be capitalized on the b’oc())lzs T o], ooty Uing tha
throughout the year when
may be enhanced,

6.03.06 Capitalization Policy Needs to Be Implemented

We also noted that [client] h
_ ; as no fo i oy
and equipment purchases. We sug;:;?l policy for the capitalization of furnj

requiring that all assets cout that [client] implement a written ol

o ing more than an i
be capitalized and depreciated over the assets’elsltsit;ﬁlslﬁid amount, such as § 00y,
es. &

6.03.07 Capitalization Policy Needs to Be Formalized
At present, no formal fixed
[ , assets capitalization polj i
‘;):L ;ﬁ(ﬁfnﬁnted to more effectively contro] anfgloa:goixrlit? o
ane s effepc ﬁ 5;; g;};%egist C11:he present capital expenditure ;;li[cc
; nd cont ent]’s practice i
s goal, Wt E gI:‘ojl [client]’s practice in this are

suggest a pojj

lient]’s pmpe'c]I
Y be reviewed,
a. To accompligh

Property accounts,

® Prepare written guidelines for

fixe)d asset additions (furnity
etc.).

Proper account classification of all routiy
13

® PFormalize [client]’s

; olic fsrant
items and long-ter Poticy to differentiate between

Y : mainten Neon
m improvement items, Afice anc repair

fecommended policies will crea

o X e\1n
or purchases of fixed assets. tch e

6.03.08 Capitalization Policy Needs to Be Consistent
We noted during our audit of

perhaps requir-
,000 be capitalized and

re i X |
LNy

T A
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03.10 Capitalizing Equipment
noted during our audit that certain equipment was recorded as an expense
items OVer the organization’s capitalizat—i(?n policy threshold. We recom.mend

hat the erson responsible for coding the invoices be aware of the policy so
aipment 1S properly classified. We also recommend that procedures be put in

e%ace to analyze expense accounts such as equipment expense or maintenance
accounts as part of the closing procedures to determine if items are found that

should be capitalized.
5,04 Depreciable Lives of Property, Plant, and Equipment

6.

6.04.01 Depreciable Lives of Equipment Need to Beiter Match Actual

Lives

Our audit procedures disclosed that a significant amount of fully depreciated

assets are included in property, plant, and equipment at year-end. This indicates

that the asset lives used for recording depreciation for financial statement pur-
0ses are pernaps somewhat shorter than the actual useful life of the asset. We

suggest that [client] review this area and make adjustments in useful lives as

deemoc necessary.

24,02 Consistent Useful Life

Juring our audit, we noted that useful lives of similar fixed assets were not
consistent for all related entities. The estimates of the useful lives of the fixed
assets drive depreciation, which directly affects the reported net income of the
entities. To ensure proper, consistent financial reporting, we recommend that
management review and assign proper useful lives to the fixed assets across

entities.
6.05 Fixed Asset Disposals

6.05.01 Fixed Asset Disposals Policy Needs to Be Implemented

At present, [client] does not have a formal procedure to ensure that disposals of
fixed assets, whether by destruction, sale, scrapping, or trade-in, are reported to
the accounting department. Without such a procedure, the likelihood of a dispo-
sal going unrecorded increases substantially. A formal policy to ensure the
reporting of fixed asset dispositions should be adopted and should require the
necessary level of approvals based on the value of the asset. We suggest that a
simple yet standardized form be developed to provide adequate approvals for
disposal, details, and other pertinent information as evidence of adherence to
[client] policy. This form would also provide the necessary accounting documen-
tation for recording the disposal into the books of account.

6.05.02 Fixed Assets Disposed of: Remove from General Ledger

A number of fully depreciated assets that are no longer in use are being carried in
the fixed asset accounts. This causes the balance of fixed assets to be higher than
it actually is. We recommend that a periodic review be instituted to ensure that
fully depreciated assets no longer in use are removed from the fixed asset
accounts.
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6.05.03 Fixed Asset Disposal Approval Process

necessary,

6.05.04 Asset Retirement Obligations

[Client] estimated the asset retirement obligations at December
estimate and analysis was not complete and in accordance w.
standards on asset retirement obligations, [Client] does not ha

nal controls and procedures to estimate and evaluate the asset retir,
tions, calculate the related depreciation and accretion expense

required disclosures in accordance with the applicable accounting standards, The

lack of such controls and procedures may result in recording asset Tetiremen
obligations incorrectly, e financial statements materia]|

which could resulf in _
12 omitted. We fecommend thy

31, 20X1. [Clz‘enz]',
ith the accoung,

being misstated and important disclosures beir

standards.
6.06 Depreciation Calculations

6.06.01 Depreciation Calculations When Changing Method's

Ouwr audit procedures disclosed that [client] has been chidnging depreciation
methods as well as useful lives to achieve the best advantage for financial
statement purposes. Changes in depreciation methods do require the application
of provisions of FASR Accounting Standards Codification (ASC) Topic 250,

M“""‘
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6.06 02 .

! Life . o tially all of
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in the earlier years of i ; t, the straight-line metho .

greater in When these factors are absent, 4 ible assets are furniture,
& asset ages. ° jority of the Company’s tangib cas in
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desirable. Given t : ich appear to lack the req Ao e

: ent which app view its deprecia
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puring ©

6.07 Allocation of Depreciation Expense

artments
6.07.01 Allocation of Depreciation Expense to Proper Dep

g se relating to
; . o] Il depreciation expen b
X ime, [client] is charging a /hich inventory may be
* 1i1h'e plesecﬁ)&ﬂd;g[ improvements to overhead, Ofexl;lg(‘:ngl e in?:flu Az i
buildings an 2 building improvem P
ldings and bui inistrative offices, inventory
taken. Because the buil £ and administrativ Bulbinisns
i ffices, sales offices, to the appropriate
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g amre Ozerfoaresﬁlt in a more accurate 1'epor’cmg1 o él;;gon
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6.07.02 Depreciation Expense Should Be Recorded Monthly
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t t
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recommend that the estimated annual deprecj
recorded on a monthly basis

6.08 Amortization of Leasehold Improvements

6.08.01 Amortization of Leasehold Improvements Neegs a Sep
Account

Presenﬂy, the amortization of leasehgld improvements is being recordeq :
credit in the same account used torecord the cost of thege improvemengs, Dy
reporting requirements and the need to readily obtain information relateq W
accumulated amortization, we suggest accumulating the amortization in 5 .
rate account, as ig Currently being done for other fixed asset accounts,

general ledger will then provide a continuing record of the original cost and fh
related accumulated amortization, '

6.09 Valuation of Land and Plant Facilities

valuations for aj| fixed assets, to allow for the
audit opinion on futyure financial statements,

certain instances, a complete valuation of this nature
adequate means of deriving or estimatin
existing fixed assets. Also, thi

surance coverage and security purposes.
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valuation of Land and Plant Facilities <t i the records of [clint].
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13.01 Purchase and Retirement of Outstanding Stock
CHAPTER 14
GRANTS |

13.01.01 Retirement of Previously Issued Stock

Dul‘ing the [year] fiscal ]

; : year, [client ; :
previously issued and outstanding C]lazesaiq?ﬂm and retired all
legal counsel be consulted on these transact

. shares of :
nonvoting) stock. We Suggest thay

have been ; . ions to make certain
suggest thattatlifen btgaiiﬁ- thlts St.odlc from a legal perspective. At a mﬁ;f:'jE " Stepg
mutes include and do iy um, y,
shares and the transaction th " cument the decision to retige sy, . INTRODUCTION
at facilitated the retirem retire th
ent. €5
13.02 Earnin ; Not-for-profit organizations that receive grant and contract funds from
gs per Share Computation various funding agencies can have very specific internal control and
13.02.01 : operational complications. These situations necessitate a strong account-
Eamings per Share Computation ing system to record specific grant and contract activities. The systems

should facilitate the reporting requirements of each contract and grant as
well. Also, consicleration must be given to compliance with laws and

Our audit testing disclosed that the earnings
regulationg-that are a component of any grant or contract accepted. Some

interim financial statements are not fomp -per-share data included in [

lientys
uted on the basis of the WCtent]s

average number of ¢ ei

reflect interim financigini?f(:;ma;t?orioimol}; Sl‘lal'e equivalents outstandixl'lgg}_“;-g of these requirements are extremely rigid and onerous, and they must be

statements, we believe that the comput t? asis comparable with the year-eng accepitet - with a full understanding of what is actually expected of the

share calculation should be e PU ation methodology for the earnings.pep gruntee. Federal grants and contracts, depending on the amount, also
5. generally accepted accounting pring ~ariy a separate audit requirement that must be satisfied generally on an

computed in this fashion, and e annual basis.

l AU-C Section 265 requires the auditor to include in the written
communication an explanation of the potential effects of significant
deficiencies and material weaknesses that have been identified. Please
note that the comments included in this guide may need wording added
or revised for this attribute depending on the specific circumstances.

14.00 Accounting

14.00.01 Separate Cost Centers for Federal Grants Suggested

Currently, a single general ledger cost center is used for numerous sources of
federal funding. This practice makes it extremely difficult to determine the funds
expended for each of the separate grants and contracts. To more clearly reflect
activity on a grant-by-grant basis, we strongly suggest that [client] maintain
separate cost centers for each federal funding source. This practice will also
facilitate the reporting requirements for grants and contracts.

14.00.02 Grant Accounting

During our audit procedures, we reviewed the grant schedule prepared by
management and noted that it did not properly reconcile to the grant activity as
recorded. Consequently, we proposed significant adjustments to properly record
the grant activity. We recommend that management establish controls to prop-
erly reconcile the grant activity and ensure that this agrees to the books of

account.

M
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14,002
14.01 Audits

14.01.01 Uniform Guidance Audit Requirements

The Office of Management and Budget (OMB) has issued Uniform Administmﬁm
Requirements, Cost Principles, and Audit Requirements for Federal Awards (commgp
called “Uniform Guidance”), which requires institutions of higher education ang
nonprofit institutions that expend $750,000 or more in federal funds to anny
conduct a detailed, organization-wide audit that complies with the establighgy
criteria. This audit requirement became effective for fiscal

years beginning o or
after December 26, 2014. To ensure that all such requirements are complete]

fulfilled, we suggest that [client] closely review its obligations under any pro.
grams in which federal funds are received

14.02 Federal Grants Reporting

14.02.01 Federal Grants Reporting Requirements

We noted an increased involvement of [client] in the area of federal grants. While
federal funds are a valuable source of revenue within the community, they
impose very specific and stringent reporting requirements that consume consig-
erable staff time and related overhead expense to administer them. Also, where
cumulative federal funds are over a certain limit, an additional audit performed
in accordance with Government Auditing Standards may be required.

14.02.02 Federal Financial Reports

During our analysis of the quarterly government reports required by goveinient
grantees, we noted that two of the four reports for the year had matiiematical
errors. Extreme care should be taken with these reports, because they
ment documents. We suggest that a careful review of these repor
before they are filed. Amounts reported in these reports shed
with the general ledger.

7 ave govern-
's take place
id always agree

14.02.03 Student Financial Aid Program Reports

[Client] has received numerous reports from various divisions of the U.S, Depart-
ment of Education regarding its Student Financial Assistance Programs. These
reports, in the aggregate, assess [client] in excess of [$ amount] of potential
disallowed costs. We understand that special legal counsel and an SFA consultant
have been engaged to represent [clienf] in these matters and that many of these
matters are currently on appeal within the proper administrative channels of the
Department of Education. As we suggested in the prior year’s letter, we very
strongly suggest that these SFA matters be given the absolute highest priority
and that whatever actions necessary be taken to resolve them. In our opinion, the
resolution of these issues is critical to the future of [client].

14.02.04 Federal Grants Reporting: Timely and Accurate Reporting

Our audit procedures revealed that there were instances where reports required
to be filed under the grant agreement were either not filed at all or filed after the

Chapter 14: Grants 14,003
We strongly recommend that [client] institute policigs and prtzFeeciL;EZ
requi t be filed by their respectiv
te that the required reports mus B due
It is critically important that timely and accurate reports b(:.\ prgd;trc; o
e that the goals and purposes of the grant have been achieve
ensiue

counted for properly.

due date-
jpat stipula

14.03 Grants Regulations

14,03.01 Grants Compliance with Agreements

_ . | that a
is currently no review procedure for grant ?gleemenés- We 1fi§§1ce with

- rocedure is necessary to ensure understanding of and comp riate

fe‘”‘?g I:*:erms identified by the funding source. We recommend that approp

1f1C

ec : :
. 1 review grant agreements on a timely basis.

persoﬂﬂe

14.03.02 GrajiCompliance and Related Accounting

unting orinciples promulgated over the years for 11ot-fpr—prof1§h nga;szz;
ngg ,-nau\-ﬂl»é substantial interpretation and jludgmetgt reelggggm:me . {ierg y
ifficult question regar
2 f net assets as well as the difficu 'g th
e '(a)?oil?ether grant funds are to be recorded as a contnbutlonfor ;1;
) X or
bt ‘l:’; e transaction. Currently, the College l}as no formal -Plocgdur;ecﬁions.
:\fiewgand analysis of its grants and for making these fclasgflca;c;?iance ons.
r i derstanding of and co
est that, in order to ensure un At e
chis;ilf ggrant terms as well as consistency of reporting for all t?;lfel‘llyila 5115
. i 1 review grant agreements on a t1
ments, the appropriate personne e s
Eig]cf:leeelstab]ish doczmented and consistent procedures pertaining tokthe ?cliﬁlln Fmg
:Ea accounting for all grants. We believe that this process wll(ll Tn;la Se te;l g
ifyi y ier and more routine task. Thus,
classifying of grants an easier and m : ' he
f?éoa;lcclllieve rrfl}clmregconsistent accounting and financial statement presentation
a

14.03.03 Maintain Summary Schedule of Grants

jent]’ dule
There is no summary schedule kept for [Chent].s.grants. A summary sc;:: t‘; .
helps to keep track of the various aspects pertaining to hi?rzﬁntioi\ﬁ s;gdgude g
j intai dule of its grants, w 5
lient] maintain a summary sche : . uld 1n <
E;mmu]it term, dates of receipt, reporting requirements, any restrictions, an
other pertinent information.

14.03.04 Procurement Policies

The issuance of the revised Uniform Gu'iclance relating tlc.) fediffcll giz(i)zl{tasd lal;lgds
contracts dictates an increased emphasis in th_e area of po }T}ei‘ o 1-}: m—l
relating to the procurement of goods and services. Althox;g bce o T
in place regarding procurement, we suggest that the 50 (;c]}; b ede LS
completely address the process and criteria as detaile PP

regulations.
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14.038.05 Procurement Policy and Procedure

The Office of Management and Budget’s (OMB’s) Uniform Administrative R
ments, Cost Principles, and Audit Requirements for Federal Awards (commonly callgg
“Uniform Guidance”) requires all not-for-profit organizations receiving federa[
funds to have a written procurement policy that includes various Tequirg
policies and procedures. Although [client]’s management has a good understang.
ing of the rules and regulations regarding procurement, we suggest that

procurement policy be written so that the compliance requirement as explaingg
in Uniform Guidance can be satisfied.

€Uy,

14.03.06 Subrecipient Monitoring

During our audit procedures, it was determined that [client] did not sufficieny|
monitor subrecipient awards, and there was no formal written agreement pe.
tween [client] and the subrecipient to document the terms and conditions of
award. We recommend that [clienf] better monitor all subrecipient awards as well
as develop written agreements, signed by both parties, that fully explain he
federal grant requirements and includes other appropriate language to Protect
[client] and document [client]’s compliance regarding subrecipient monitoring,

14.03.07 Subrecipient Monitoring

During our audit process, it was determin.
federal grants were not aware of the re
regarding subrecipient monitoring under federal grants. It is necessary undar
U.S. Office of Management and Budget (OMB) Uniform Administrative Reque
ments, Cost Principles, and Audit Requirements for Federal Awards (commonly czlled
“Uniform Guidance”) and under most federal grant agreements that ary federal
funds passed through to a subrecipient be appropriately monitored and that the
subrecipient is properly informed of the grant requirements, incliding the need
for an audit in accordance with Uniform Guidance when requited: We strongly
recommend that all federal program managers or other iusponsible staff be

properly trained in managing federal grants, particularly in the area of sub-
recipient monitoring.

ed that certain program managers foy
quirements and their responsibilities

14.03.08 Subrecipient Monitoring

During our audit procedures, it was determined that although the Association
did sufficienﬂy monitor subrecipient awards, there was no formal written agree-
ment between the Association and the sub-recipient to document the terms and
conditions of the subrecipient awards. We recommend that the Association have
written agreements signed by both parties that fully explain the federal grant
requirements and include other appropriate language to protect the Association

and to further document the Association’s compliance regarding subrecipient
monitoring,

14.03.09 Federal Grant Expenditures: Disallowed Costs

During our audit procedures involving federal expenditures,

it was noted that
there were instances of unallowable expenses being charged t

0 a federal grant.

Chapter 14: Grants 14,005

it 1 X that
ent has corrected these errors, but it is strongly tfcto?ﬁ?r;ii%v o
anage™ i e closely monitored to ensure that or
ditures be more ¢ v . [ only 2 oW e
g 1 grants. Upon audit of the federal gr
harged to federal grants. i e P
P el hese can be required to be refunde
wed costs such as these : : ‘ _
a%lllomany cases this can have a serious negative financial effect on an

ex -
cOEtTaCt’ dis

o Vernmel'lt.
. rg‘.miza’cion.

14,03.10 Maintaining Proper Support for Grants

r audit testing we found that controlls over grants of fedefral andei’::;c;
e OUd be improved. Although a system is set up to account for expl
4 ng:; lgraftts tlilis information is not reconciled to the overa;; t:/l\?: EE ;gr;c;i
o efl rate accounting of the grant expenses. }

o o e etore & better tem, capable of properly accounting for the
i _bett9f151}:f§e t(; the};e grants as well as maintaining more
iy D dscmaned for all grant revenue and expenses. The
- o Ciﬂg‘j;tt lgcoec ;n;zztiathggﬁcoult to %etermine the func}s received ar}ﬁ
accounﬂngf SYS‘ o 1 ﬂmﬁvidual grant. Establishing a better accounting system wi 1
e)l(s e;ﬁ?lcii‘r'?: E‘:t; lreporh'ng requirements for grants and greatly improve interna
also s

Base
fund

control

14.03.11 Support for Grant Expenses

Juri ur audit procedures, we noted certain instances m_ which ;_Jlopnie gtfd
e ntation was not maintained for expenses. For fransactions e
portmg.dlocurl;is without the appropriate supporting doc.umentanon, -Clal%\] °
B 'grl? ;ed This is clearly a critical weakness in mt‘ernal contro Si' /
i C%lsa Oy“lena that management establish controls and implement policies
:tmgsggelfkigiupport is obtained and maintained for all expense transactions.
oe

14.03.12 Oral Commitment to Modify and Extend Contract Terms

ino the audit of contracts, we noted that [clienf] hgs psrformed wo1lf ;;1: i’;h;
Pu}g]gg task and continued billing under the task "at—r}?k. I’Slaseqd_ on i)uininated
?the contract file, the period of performance for the “ABC pleECtt‘EI L
ge tember 30, 20X1. Based on an oral commitment fr'om the cgntrgci n;% o Al:
[clint] continued to perform undel" ’rh.e project until D:;itl?n erofﬁéer’ XA
though [client] obtained oral authorization from the COIldl ntlgact fa e

ommend that [client] always obtain a formally executed co

before incurring any cost.

14.03.13 Oral Commitment to Award Conftract

-for ork
During the audit of contracts, we n(c)ltedd ]t:l)lat th; eCro;lea;S))/OI(ms;\ Ei;i%lfﬁgei gvour
e “ABC” task that was awarded Decem 2 . o
S;i?w of the contract file, however, the period of pe;formfélr(;ec :S;a;h;warded_
project started September 30, 20XX, which was before tle comm_1tmen!t B
Further investigation revealed that based on an or:i1 cczh s b
contracting officer, the Company started to perforlm under 1 121 ﬂioﬂzaﬁon aoee
of the formal award. Although the Company obtained an oral a




14,006  CPA’s Guide to Management Letier Comments

Chapter 14: Grants  q 4,007

the contracting officer, oral commitments can be nonbinding on the fede
government. We recommend that the Company always obtain a formay

: . ; ; ¥
cuted contract before starting a project or MCUITING any cost. .

14.04 Loan Fund

14.04.01 Loan Fund Activity Should Be Heported Monthly

During our audit procedures in the Loan
record much of the [account naime] account
received monthly statements from the [company] showing loan collectiong
current balances of students with open accounts. To reflect accurate acco
balances in the general ledger, we suggest [client] record all the activity reporteq
to it each month. This practice will provide a much better review and Teconciljy.
tion process over the outstanding loan balances and thereby safeguard schog]

assets. Also, this information will cause the interim as well as year-end finangjy
Statements to be more accurate and reliable.

Fund, we noted that [client] fajleq
activity in the general ledger, [Cﬁeut]

14.04.02 Report Loan Fund Activity to the Servicing Agent

We noted on several occasions that students with outstanding [name of loan] Ioan

balances made payments on their accounts directly to [client]. [Client], howevey,
did not report these payments to the loan servicing agent. We suggest that whep
[client] receives [name of loan] loan payments in the business office, it shoulg
notify the servicing agent so that the student’s accounts can be properly credite,!
This practice will provide a much better review and reconciliation process a gy
the outstanding loan balances and thereby safeguard school assets. Also, this

information will cause the interim as well as year-end financial statemers to be
more accurate and reliable.

14.04.03 Formal Periodic Review of the Aged Trial Balanze

The year-end student accounts receivable subsidiary indicaved that a significant
number of receivables are over two terms old. We strongly suggest that a formal

e and more formalized collection proce-
dures be established. In addition, the University should develop and enforce
policies and procedures to prevent the subsequent registration of students whose

tuition obligation to the University from prior terms remains unpaid. The imple-
mentation of these recommendations and the monitoring of all aspects of student
accounts receivable, including monthly reconciliations and collection procedures,

are critical elements in a strong system of internal controls and will be of extreme
benefit to the University when implemented.

14.04.04 Formal Periodic Review of the Aged Trial Balance

Currently, subsequent payments are being recorded in the term in which they are
received. This practice impairs the comparability on a term-by-term basis of the
accounts receivable subsidiary ledgers. Procedures should be implemented that

allow for recording student payments on outstanding accounts receivable against
the term in which the charge originated.

F

04.05 Organiza tion and Reconciliation
14.04.

S i restricted
-+ nrocedures revealed certain complications w1.th the 1021121 igfofcﬂiation
audlttpi)uld have been resolved with simple coorkcllmatn::nrtE an onld provide
g that CO° i ial aid records. Such a practice _
; ords to financia . 2 i
iness office #c * both its accounting function .
. i trong control over ) y
Umve1_31'f}7 e:slﬂzl'ﬁis ng.ﬂd also greatly enhance the effectiveness of existing
soancial aldl areas.

| control and the reliability of the financial records produced.
internal €

14,04.06 Default Rate on Loans

to the loan funds, our testing disclosgd that the OVEIfliséiti h(l)i
- regpect high. We suggest that continued action be taken tole sen
i 1t %atle All past-due loans should be reviewed, with couect‘lﬁi;s
fosice o0 ible -and write-offs taken when a loan ig degmed unco Jec i thé
pece Whiiepcv):flll he most beneficial to the organization in monitoring
gﬁtgg;g loans and protecting its assets.

14.04.07 Couperation with Federal Agencies

i til all
i :{ns ‘with Department of Education officials should be pMSﬁiirgg 1The
e jjs;)lved problems of the loan funds from the past 1adre Ocnﬁnue.to e
majox- unlae ent’s report of [name of loan] loans oqutandmg shou f?mm] e o be
3.;:\%111%1 aid updated so that a more accurate picture O.f ‘[na{?ze ?;h gl e
R i is available. It is critical to
-of-school, delinquent, etc., is ‘ : e
fcmd]’rs;tazl that these matters be resolved in concert with the federal agency
oan p

14.04.08 Identification of Grantors

dit procedures revealed that in many instapces the restrlc.tect nzt :::e}t)i ieg;

S;tr :éle;iugtely identified to ensure that tt;e erSh;; Zoafﬁtok;:e ];Dré?;;; brirlpe
i i i izes the o i :

carrie_d tior Thieng’:sﬁfii f(ipgiégll*tzfeollowed. gl“here may be monete:;lry 1;1;51;
Cm}mbuuon aﬁglb cause funds could be required to be returne.d to the don .
iy W? i getermi.ned that such provisions have been violated. W(‘e rec i
B effort be made to identify each separate' grantpr compmsmfian
§ thaf 501;“3 t asset balance. This type of informanon 1n1.ght be r?sge ateg
7 l‘e_StllC’ie nit that a grantor requests an accounting of his or he‘1 on
Elsflgil;? tﬁ:i ceizfsilosure of this information is needed at some future point.

14.04.09 Overdrawn Restricted Funds

] t of the restricted net assets to fund
Throughout the year, amounfcs were drawn oun T
for Opi?l‘aftions Of:lthe PIK:SL: lsf:sif:?liéiz{?klfj the restricted net asset prolgraaz
e 1'ntende puif:e This includes substantial overdrawn amounts (rjn
foeel oo ttheyd Ciont.ract program accounts at year-end. Tl.rlestla ‘over ?Suig
- granre;?nt a liability to the federal government. .The Umv.e;lsﬁlyenSE 10
Zrilslc?uu;;tsrzi}zew, and resolve these issues thrgu;gel‘; zﬁgo;c;aﬁ?;ss x;\lf:z e dEVEL

’ i i rocedu :
I;;fr: e?rflf iﬁ;allzrir;jéilozggpii?;ﬂt;ﬁ groblem from occurring again. There may
e
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be serious implications for these actions, some of which may include vio]atiﬂm_

of laws and regulations that can carry stiff fines and/or penalties. We hi al
recommend that you discuss these matters with legal counsel knoWledgeeml'e
and experienced in this area.

14.04.10 Federal Agency Program Review

During [date] the University underwent a program review by the Department g

Education. After the on-site review was completed, the Department removed fhy

University from the drawdown method of obtaining federal funds and placed j
on the reimbursement method. The University must also provide the Depar.
ment with certain reconciliations of expenditures and documentation prior f
requesting any future federal reimbursements. We suggest the University
promptly provide the Department with all required documentation and begin
negotiations concerning any potential liability as soon as possible. There may be
serious implications for these past actions, some of which may include violationg
of laws and regulations that can carry stiff fines and/or penalties. We high

recommend that you discuss these matters with legal counsel knowledgeable
and experienced in this area.

14.05 Other

14.05.01 Grants: Controls Inadequate

Controls over grants of federal and state funds are inadequate. Compliance with
laws and regulations regarding federal grants and contracts is of the Aol
importance. Violation of these laws and regulations can impose significatii oper-
ating and financial penalties on an organization and should be avoidod at all
cost. We suggest that [client] structure a system capable of properiy accounting
for the transactions and restrictions relative to these grants as well &s maintaining

more accurate and complete documentation for all restricted rrant revenue and
expenses.

14.05.02 Grant Controls

Our audit disclosed that controls over grants of federal and state funds are weak
and need improvement. Compliance with laws and regulations regarding federal
grants and contracts is of the utmost importance. Violation of these laws and
regulations can impose significant operating and financial penalties on an organi-
zation and should be avoided at all cost. We suggest that [client] structure a
system capable of properly accounting for the transactions and restrictions
relative to grants as well as maintaining more accurate and complete documenta-
tion. Additionally, we discovered that currently there is no accurate summary
schedule kept for the organization’s grants. Such a schedule, when periodically
reconciled against the general ledger, helps to keep track of the various aspects
pertaining to grants. We suggest that the organization maintain a summary
schedule of their grants, which should include the amount, term, dates of receipt,
reporting requirements, any restrictions, and other pertinent information.

Chapter 14: Granis 14,009

14,05.03 Grants: Need to Maintain Time Sheets

ient] currently charges direct expenses to applicable grants and estimates
e nnel time spent to allocate salaries and related costs against the grants. We
ersol suggest that [client] maintain employee time sheets or effort reports
Stwnfl);r estimated) to allocate personnel costs. Time sheets are typically used ‘to
ac?ﬁtate the allocation of these expenses to each cost center. This approach. will
faivjde much better information to make these types of allocations and will be
Erfore in compliance with applicable regulations.

14,05.04 Inactive Grant Receivables and Grant Deferrals

Based on our review of the schedule of grants and contracts, we noted that there
are many balances of both receivables and cl'eferralsf from grants and contralcts
that have been inactive for many years. T_hese items simply cluttgr Ithe acco%mtmg
records and can cause confusion regarding thg true level of activity. We 1ecotrlil-
mend that managéinent investigate and review these balances and take the
appl-opriate action +o close out these old amounts.

14.05.05 Timely Invoicing of Grant Expenditures

During ¢t audit, we noted that there are no set proceglures for the. invoicing of

rant ;\pendimres and that the current invoicing practice has contributed to the
[ehort]’s delay in recording revenue in a timely and accurate manner. We sugges;
t\at invoices be sent to grantors at least on a quarterly basis, which shoul
increase cash collections and better maintain the accuracy of thg grants.recelvable
balance. We strongly suggest that management begin to investigate this problem
and we further suggest that a formal policy alnld procedure be adopt‘ed so that
accounting personnel have a clear responsibility and involvement in the ap-
proval of invoices sent to the organization’s grantors.

14.05.06 Time Sheels for Grant Personnel Costs

[Client] currently uses a method of estimating personm'al time spent based on
grant agreements and budget proposals to allocate salar}es ?nd- benefits to e:’:lch
grant. We recommend that [client] use time sheets, which m'dlcate actual time
spent, to allocate personnel costs to each individua‘l grant. This approach would
provide more accurate information for these allocations.

14.05.07 Time Sheets for Federal Programs

It was noted during our audit procedures that [client] is charging time to fedgral
programs based on budgeted fixed percentages rather than on actual time
reported by employees on their time sheets. We recommenq [client] adopt a
policy to ensure that all grants are appropriately charged for time worked. Time
worked on federal programs should be charged to the appropriate program as
the actual activity of each employee is incurred.

14.05.08 Federal Grant Expenditures: Indirect versus Direct Costs

During our audit procedures involving federal expenditures, it was noted _that
certain expenses charged to federal grants were incorrectly charged as direct




1 4,01 0  CPA% Guide to Management Letter Comments

expenses. In these instances, the nature of the expenses indicates they woulg b

more appropriately classified as indirect costs. We strongly recommend tha:
expenditures be more closely reviewed so that they are classified properly 4
direct or indirect expenses for federal grant and contract purposes. Upon audjt of
the federal grant or contract, disallowed costs such as these can be required toh

refunded to the government. In many cases this can have a serious I‘legativ:
financial effect on an organization.

14.05.09 Labor Cosis

Labor costs (salaries etc.) are usually the most significant costs charged to g
government contract, and they usually comprise the base used for the allocatigy
of related indirect costs. The accuracy of the labor cost allocation is direct]y
dependent on the accuracy of the Company’s employee (salaried and hourly
labor hours charged to contracts, indirect accounts, and other costs. Also, hours
recorded on an employee’s time sheet must be adequately supported and dogy.
mented if they are to be accepted as the basis for reimbursable labor costs gy
government contracts. We strongly suggest that appropriate and proper policies
and procedures be implemented and strictly followed in this area.

14.05.10 Cost Classification

Our audit procedures disclosed that in many instances allowable and unallows-
ble costs are frequently not distinguished, and they become confused in cogt
submissions related to federal grants. We suggest that the Company’s accounting
procedures be in writing and provide that all costs are properly classified &
allowable or unallowable, including direct and indirect costs that should he
excluded from proposals, billings, and claims submitted the government, it is
important that the classification of costs as allowable and unallowabic to be
communicated to those individuals within the Company who are respensible for
acting on them. This communication involves not only making siire that appro-
priate employees are aware of established policies and pricedures but also
providing the necessary training to ensure they understand hew to interpret and
execute them.

14.05.11 Classification of Grant Income

During the audit, we noted that income received as grants and contributions was
not properly classified as unrestricted or restricted. If they are not properly
classified, there is increased risk of restricted grants being used for purposes
other than their specified purpose. We recommend that the person who reviews
the cash log also review the classification of income as restricted or unrestricted.
This would help the organization identify any mistakes in recording and also
allow proper handling of grants and contributions.

15,001

CHAPTER 15
ORGANIZATIONAL/GOVERNANCE
STRUCTURE

INTRODUCTION

Organizational issues and structure can have a dramatic effect on any
business enterprise. Experience has shown that an organization that is
well defined in its mission and goals, with a strong corporate policy and
effective communications, will likely be more successful in accomplish-
ing its objectives. In contrast, organizations that lack a clear mission and
have poor coamunication within the employee ranks seem to have
much mote difficulty in achieving even the simplest task. Deep political
divisionr. ranging from employees to members of the board, can be a
styoniy-indication that the organization’s future is in jeopardy.

AU-C Section 265 requires the auditor to include in the written
communication an explanation of the potential effects of significant
deficiencies and material weaknesses that have been identified. Please
note that the comments included in this guide may need wording added
or revised for this attribute depending on the specific circumstances.

15.00 Corporate Minutes

15.00.01 Corporate Minutes: Improvement

We noted that [client]’s board minutes are not current. Minutes serve as a record
of the events of the board meetings and should document all important topics
discussed and decisions reached. Board minutes can be a crucial document in the
event of future legal matters and in documenting compliance with IRS regula-
tions and other regulatory issues. We suggest that the Board Secretary (or an
appointed record-keeper) be responsible for taking board minutes, so that every
meeting will have one set of corresponding minutes.

15.00.02 Corporate Minutes: Missing Signatures

Our audit testing disclosed that the condition and content of the corporate

minutes has improved over that of the prior years. Minutes for all Board

Meetings were prepared and available for our examination upon arrival. How-

ever, signatures were missing on most of the minutes, and the minutes that were

signed were frequently signed several months after the date of the meeting.

It\l/llinutes should be signed by the Board Secretary to serve as an authentication of
em.
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15.00.03 Board Minutes

Our audit procedures disclosed that minutes of the meetings of the Board o
Directors are not maintained. As a result, there is no assurance regardin
discussion that may have taken place at a meeting of the board and likewise, N
assurance regarding official actions of the Board that may have had a finang
impact. We very strongly suggest that, in the future, minutes be promp,
prepared and retained for all meetings of the Board of Directors.

15.00.04 Executive Committee Mintutes

Our audit procedures disclosed that minutes of the meetings of the Executiy
Committee are not maintained. As a result, there is no assurance regarding fh,
discussion that may have taken place at a meeting of the committee gy
likewise, no assurance regarding official actions of the committee that may haya
had a financial impact. We strongly suggest that, in the future, minutes he
promptly prepared and retained for all meetings of the Executive Committee,

15.00.05 Committee Minutes

Our audit procedures disclosed that minutes of the meetings of certain Boayg
committees are not maintained. As a result, there is no assurance regarding the
discussion that may have taken place at a meeting of the committee ang,
likewise, no evidence regarding official actions of the committee that may have
had a financial impact. We strongly suggest that in the future, minutes he
promptly prepared and retained for all meetings of Board committees, includiy,
the Executive Committee and the Finance Committee.

15.00.06 Board Committee Minutes

Our audit procedures disclosed that minutes of the meetings of the Board of
Directors are maintained and in very good order. However, thefe are no minutes
maintained for the meetings of the various committee meetiriys.As a result, there
is no assurance regarding the discussion that may have taker place at a meeting
of the committee and, likewise, no evidence regarding official actions of the
committee that may have a financial impact. We strongly suggest that in the
future, minutes be promptly prepared and retained for all meetings of Board
committees, including the Executive Committee, the Audit Committee, and the
Finance Committee.

15.01 Organizational Structure

15.01.01 Organizational Structure

[Client] currently relies on a part-time Administrator and temporary help on an
as-needed basis to perform its administrative and accounting functions. In the
past, [client]’s minimal staff size has required the Board of Directors to remain
involved in its financial affairs to provide needed oversight and to perform
independent review functions. While this has served [client] in a positive fashion,
certain other Board responsibilities have not been achieved. We suggest that
[client] consider the addition of a permanent pari-time Administrative Assistant,
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se duties would relate to daily office operations. This would have the effect
lieving the Administrator of those duties, and thereby allowing him or her to

who

O{E;Form the more important components of his or her position. This also elimi-

fes the need for the Board of Directors’ involvement in these areas of the
a .
chounting function.

15.01.02 Organizational Structure

We noted that the Office Manager has complete control of many responsi!ailities
gssential for the smooth and efficient operation qf [cli.?nt]. Exe;utwe skill and
k-ﬂgwledge of critical areas should not be ce1.111a1_1zed in any single employee,
pecause this substantially increases the potential risk of loss in the event of that
loyee’s incapacity or leaving the employment of the organization. We

igfngw recommend that [client] ensur:e.continuity of ifcs loperations th‘rough a
petter segregation of duties in these critical areas. Providing a mecha_msm that
allows for other employees to back up one another can be_a very effective means
of accomplishing this objective. We suggest that a l'(?dlStI‘lbUthIl mf respongft.)ﬂl-
ties to appropiiae employees and otherwise ensuring that therg is a suff'1c1ent
spackup krowiedge base” in other employees will greatly benefit [client] in the

event of @ tass of a single critical employee.

15.01.03 Organizational Structure

wa noted that the Administrator has exclusive executive skills, l.mowledge, and
responsibilities that are essential for the smooth operation of [chent]._ We recom-
mend the Board of Directors consider developing a succession plan in the event
the Administrator is unable to perform his or her duties for a length of time due
i illness, attrition, or any other reason. The succession plan should outline
procedures to be implemented and a redistribution of responsibilities in the
event of a temporary or permanent change. This plan will ensure tha_t .The
organization will be able to conduct its operations in the orderly and efficient
manner that has been the basic ingredient for its past success.

15.01.04 Organizational Structure

Like many similar nonprofits, [client] functions quite well with a small staff_. This
minimal staff size has always required the Board of Governors to remain in-
volved in the financial affairs of [client] to provide needed oversight and inde-
pendent review functions. Likewise, a lot of institutional knowledge, strategic
oversight, and responsibilities for critical day-to-day operations are Velsted with
[client]'s Executive Director. Although other staff members can provide some
additional coverage with respect to daily office operations in the absence of .the
Executive Director, [client] needs to ensure to the extent possible an appropriate
distribution of executive skill and critical area knowledge such that a loss of its
Executive Director will not severely affect the operations and/or financial affairs.
We tecommend the Board of Governors consider developing a succession plan in
the event the Executive Director is unable to perform her duties for a length of
time due to illness, attrition, or any other reason. This plan should outline
procedures to be implemented and responsible persons to be in place whether
the situation is determined to be temporary or permanent.
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15.01.05 Executive Management

We s.trongly recommend that the Foundation consider hiring an Executive
or Director who would be an actual employee of the Foundation. This in
woyl.dl be solely devoted to the Foundation and would manage d
activities, including the oversight of the [name] management servicgs ra
the Fou.ndation by the vendor. We believe that this structure wogld h
fempha51ze and strengthen the Foundation’s organizational structure i
its independence from [name]. " e

divig
y‘to-day

15.01.06 Organization Chart

Our agdit testing disclosed that [client] does not have an organization ch;

Therel is a natural tendency in a small business to dismiss the need f )
organization chart. In such organizations management deals directly withor E
employee more than in large organizations, the personnel tend to kno e
another, and employees are generally familiar with the responsibilities ofw ;

empl(?yees. However, the lack of an organization chart can cause confusion CLther
who is .accountable for particular areas and to whom certain emplo ea Out
requnmble. This has the potential for a negative effect in which certginyares o
leﬂCflOIL‘.fS are overlooked, efforts are duplicated, or functions are ineffici: i
Well-des1gned organization chart can prevent such misunderstandings andnglsA
Increase administrative efficiency and control in the following ways: ° :

* Indicate whether there is appropriate allocation of {
0 :
sory responsibility; ' perating and superyi

* Indicate whether there is adequate separation of duties;

e Inform mapagement, new employees, and others of [client]’s manacment
and operating style; and 1

. ?rovlide- information for management, enabling them to ‘monitor and
Inquire into operations and procedures, assign new duties or responsibili-
ties that might arise (particularly in a growing businzs), or make reas-
signments when employee turnover, promotions, operational needs
desire for better separation of duties, or other circumstances require it. }

We rec_:omlmend that management prepare and maintain a complete and accurate
organization chart in sufficient detail to indicate [client]’s major areas of opera-
tions, the person responsible for each area, and who each supervisor re ortslzo as
well as which employees report to each supervisor. ’

15.02 Audit Commitiee

15.02.01 Audit Committee Needed

In an effort to improve communications between management, Board Members
and the auditor, we suggest the establishment of an audit com1;1ittee to assist thé
Mgmbe%'s of the Board in accomplishing their fiduciary duty and responsibility to
[clzent]l mn the financial realm. The audit committee would be responsible for
engaging the independent auditors, reviewing the overall audit plan, reviewin

the audited financial statements and the related management letter;’ creatjng§

OfﬁCer

OVided to
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and conclusion; and reporting the resulting summary and conclusion
the Board of Directors. Statements on Auditing Standards require, in certain
f;cumstances, that the independent auditor have a direct contact with such a
ittee of the governing board. An audit committee is advantageous because
i ensures direct communication between the independent auditor and the Board.
l experience has been that Board Members generally approve of audit com-
ittees because these committees prove to be the most effective and time-
efficient method of communication within the Board.
15.02.02 Redefine Finance Committee Functions

{While the finance committee has many functions, it lacks the power and author-
ity to accomplish the typical objectives of such a committee. We suggest that its

owers and authority be redefined to include the various responsibilities associ-
ated with the audit of [client]’s financial statements. Because the organization
currently does not bave an audit committee, the finance committee could also be
responsible for re ‘iewing the audited financial statements and the related man-
acement letterand reporting the resulting summary and conclusion to the Board
of Directors- Statements on Auditing Standards require, in certain circumstances,
that the independent auditor have a direct contact with such a committee of the
goveriung board. By using this committee in this fashion, much better communi-
caven will take place between management, the members of the finance commit-
we and the independent auditor.

ary

15.03 Routine for Acquisition of Businesses

15.03.01 Routine for Acquisition of Businesses

As a component of its business, [client] acquires various other similar businesses
to expand its operations. During the past year, [client] acquired several domestic
businesses. We feel that a routine should be developed that would assure the
assimilation of future acquisitions into [client] on an efficient basis and ensure
that all required information for historical and current financial reporting pur-
poses is acquired on a timely basis. We recommend that this routine include, at a
minimum, the following points:

e [Client] should obtain financial statements (audited, if possible) of the

acquired company for each of the last five fiscal years.

e [Client] should obtain copies of federal and state income tax returns of the
acquired company for each of the last five fiscal years, including any
reports for IRS audits and related closing agreements that affect those
years.

 Appropriate accounting personnel should visit the acquired company
shortly after acquisition date in order to explain reporting requirements,
review systems of internal control, and initiate any changes that have to
be instituted to conform the acquired company’s reporting and control
systems to those of [client].

¢ An accounting department employee at the appropriate level should be
named to coordinate all accounting considerations surrounding the assim-
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ilation of the acquired company’s reporting and accounting systepq i
that of [client]. fy

® An internal review should be performed at six months after the acqug,
tion date. The primary purpose of this process should be to detepm:.
that all required changes have been made and that the acquired COmpgy
is conforming to [client]’s policies and procedures. Y

15.03.02 Acquisition Accounting

[Client] acquired 52 sites on [date] and paid approximately $XX million
approximately $XX million acquisition-related costs. Although [client]’s Manggy.
ment is knowledgeable and has prior experience in dealing with acquisitig,
transactions, it was not aware that the business combinations accounting gga,
dards were recently revised. During our audits, we noted that [client] Prepareg
acquisition-date accounting entries that were not in accordance with the reyigeg
accounting standards for business combinations. [Client] does not have adequate
internal controls and procedures to analyze, evaluate, account for, and Prepag
the required disclosures for the new acquisition transactions in accord
the latest applicable accounting standards. The lack of such controls and proge.
dures may result in recording an acquisition transaction incorrectly, which mg
result in the financial statements being materially misstated and material disclo.
sures being omitted. We recommend that [client] put in place the necessary
controls and procedures to account for the acquisition transactions
with the new applicable accounting standards.

; iHC]udjng

ance wigy

15.04 Conflicts of Interest

15.04.01 Conflicts-of-Interest Policy Needed

We noted that [client] does not have a formal policy regarding employee conflicts
of interest. In recent years, issues of conflicts have become miiah inore visible and
many companies have elected to develop or formalize such a policy. We recom-
mend [client] adopt a formal policy covering potential contlict-of-interest situa-
tions. This policy should identify all business relationships and other dealings

between [client] and its officers, directors, key employees, and other such parties
with whom [client] conducts business.

15.04.02 Obtain Written Statements of Conflicts

We noted that [client] has a formal policy regarding conflicts of interest. In recent
years, issues of conflicts have become much more visible, and many companies

current sound business practices. We recommend, however, that [client] adopt a
formal policy of obtaining written conflict-of-interest statements from all officers,
directors, and key employees on an annual basis, This written statement should
identify all business relationships and other dealings between [client] and such
parties. We strongly recommend that this policy be implemented and followed

through to ensure that [client] is practicing acceptable methods of protecting itself
from potential self-dealing issues.

in accordane !

15,007
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04.03 Obitain Written Statements of Conflicts

] i ‘mal policy regarding conflicts of
t [client] has implemented a formal p i ts

ﬂotef{;kxfevgr we recommend that [client] adopt a fm'g}al }taohcy og OEZ?Z?E
interes - i t-o%—interest statements from all officers, 1re9 ors, an ‘ v
- COHS;C annual basis. We strongly recommend thgt this qumy be 1rrt1pé§e
ployees Oid followed through to ensure that [clientl is practicing acceptable
mﬁiﬁsif protecting itself from potential self-dealing issues.
me

{5.04.04 Obtain Written Statements of Conflicts

' i ented a formal policy regarding com‘hc.ts‘ of
o masv[ei?ﬁtg rzgsmﬂifén that [client] adopt a formal policy of obtaining
in t‘.areSt' Hozlvict—of’-mterest statements from all officers, directors, emp'loyeer%, ar];d
. Cog 's on an annual basis. We strongly recommend tha.t .t‘tus policy 1e
il céllancl followed through to ensure that [client] is practicing acceptab‘ e
imtﬁgslgf protecting itself from potential self-dealing issues as well as certain
me

fraudulent practices.

15.

15.04.05. Cbtain Written Statements of Confilicts

We iited that the Company has implemented a formal policy Tat Coﬁgﬁi}é
el i i ' to better monitor co

i est. However, in order to :
axaliows conflicts of interest o nclret 8 gt pellcy ot
fh thi i d that the Company also adop
e D iy o ts from all officers, directors, and
S ain ritten conflict-of-interest statements fr , dir '
Obtaln$1%0v;ees on an annual basis. We strongly recommend that th.1s p.ohtc‘}crhﬁe
E lemznted and followed through on to ensure tha’g the Cor'nPany 151 pu;c_ 1ar g
;TCP;;table methods of protecting itself from potential prohibited related-party

transactions and self-dealing issues.

15.04.06 Appearance of Conflicts of Interest Must Be Addressed

i i rent con-
[Client]’s present relationship with [com;mn%1 a[iipfefars. t; E:};F:S?sn Eggeetf; con
i i i g t. The differin, ; .
flict-of-interest situation for managemen ‘ i b ach, et
i i i hip and the businesses conducted by
the interrelationship of ownership o
iti " whi on management must ¢
create conditions under which the comm : 1 el
ici i ; lings. These dealings leave [c p
ticipate in non-arm’s length dea - » Il opier 1 the
i isi hed are biased and made
charge that the ultimate decisions reac ‘ i mace In the bes
i jent]. We recognize the difficu '
interests of those other than [client] . the il
racti y t must be addressed in considering a g :
B ot e ooren the significance of the possible
ment of the corporate structure. However, g
problems causedq]:))y the conflicts of interest far outweigh the necessary efforts to

eliminate this entire issue.

15.04.07 Identify Related-Party Transactions

Financial reporting standards require disclosurfa of signi.fic_ant Eeﬁteﬁ;az;‘g

fransactions, including the nature of the relationship, a dedscrq:t}tlon odue efr; nsac

I ’ i d amounts due to or

tions, dollar amounts of the transaction, an m the
: i i te. We recommend that manag

related party at the financial statement da : . . ;

adopt apforfnal policy to identify and monitor these types of transactions fo
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proper inclusion of the appropriate financial statement disclosures. Also, ¢
information should be shared with the organization’s governing Board to Obiaj,
appropriate approval.

15.04.08 Intercompany Transactions

During the audit, we noted that [client] has extensive related-party transactjg

The relevant cash receipts and disbursements were recorded through the ac:
counting system. However, the transactions were not always reflected in the
correct accounts. In addition, the relevant supporting documents were not Maiy,
tained for all transactions. To minimize the risk of possible material misstafe.
ment, we recommend that management establish a monitoring system, whjg,
tracks both sides of a related-party transaction and maintains the intercompay,
balances with all supporting documentation attached. We also suggest that thig

information be regularly reconciled to the general ledger accounts and
accounting records of all entities.

15.04.09 Intercompany Accounts

Due to the increase in the intercompany account activity and the related ba).
ances, specifically the increase in the amount of funds due to parent from
subsidiary, we recommend that the organization should execute a note Ppayable
from subsidiary to parent. As a result, this will provide documentation of the
debt as well as a payment schedule for principal and interest, which woulg
facilitate the accounting process and reporting for intercompany balances. Befj:
documentation of these intercompany balances will facilitate reporting between
the entities and prevent misstatements in these areas from occurring withn the
financial statements.

15.04.10 Related-Parly Activities

During our audit, we noted an extensive amount of relatedi-p arty transactions,
some of which were not supported by relevant documeiation. We recommend
that the Company keep all supporting documentation for related-party transac-
tions. We also recommend an accurate reconciliation with the related party’s
detailed balances on a regular basis. For management analysis, we recommend

developing a listing of the details of all related-party transactions to facilitate this
process.

15.04.11 Related-Party Transactions

During the audit, we noted that related-party transactions are not regularly
reviewed by management. Also, certain intercompany balances do not agree
with the balances on the other entities” financial records. The lack of a reconcilia-
tion process for these amounts indicates a weakness of the internal control
structure and could cause errors to occur in the books of account. Accounting
standards contain detailed reporting and disclosure requirements for related-
party transactions. To ensure proper accounting, it is recommended that the

Company designate an appropriate staff member to oversee the transactions and
reconcile the accounts on a regular basis.
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504.12 Leasing Office Space from a Related Party

[Ch-eﬂt] is currently leasing office space from a related party. This is currently
done under oral agreements concerning all aspects of the leasing arrangement. In
ordet 10 protect [client] and to eliminate potential problems that can arise from

] agreements, we recommend that written lease agreements be prepared and
. ed. The lease agreements should name the parties involved and list the terms
1f,:he lease and the office space leased. We suggest that this practice will avoid
;otential misunderstandings in the future and be well worth the effort.

1

15.05 Business Planning

15.05.01 Business Planning

[Client] has experienced large operating deficits in recent years due. to bo‘th weak
revenue results and excessive expenses. Continuation of this s‘lt.uatlon will er0('ie
the Company’s et worth and, depending on the depth of deficits, coulld force its
dtimate liquication. The budget process is driven by the overall busmfess plan,
and recent. [client] budgets have not accurately reflected actual oPerahoqs_qnd
results. I light of this situation, we suggest that management consider rev1§1tmg
[clien:|'s overall business plan and restating the current year budget. We highly
werommend the strategy of concentrating on [client]’s core businesses. Thege
p.ugrams and products are the center of [client]’s business, and are clearly in
demand. If these programs and products are fiscally strong and profitable, [client]

will be as well.

15.05.02 Business Planning

[Client] has experienced large operating deficits in recent years due to both weak
revenue results and excessive expenses. Continuation of this situation will ero@e
the Company’s net worth and, depending on the depth of deficits, cou}d force its
ultimate liquidation. The budget process is driven by the overall business plan,
and recent [client] budgets have not accurately reflected actual operation's‘a.nd
results. In light of this situation, we suggest that management consider revisiting
[client]’s overall business plan and restating the current year budget. We highly
tecommend the strategy of concentrating on [client]’s core businesses. Any new
activities for fiscal [year] and [year] should be thoroughly and conservatively
planned and budgeted for prior to initial investment. New activities sh0u'1d be
evaluated with regard to whether they add value to and/or strengthen [client]’s
core purpose and strategic plan. Then, when initiated, these activities s:houid not
be expected or budgeted to be self-supporting for a certain length of time. Plans
should be incorporated that cover these initial start-up expenses.

15.05.03 Growth of the Company

During our audit procedures, we discussed with management several significant
new programs and services that [client] is considering starting in the near futu're.
These programs and setvices would greatly increase the volume and complexity
of [client]’s accounting as well as the overall administration. We strongly suggest
that management consider the increased demands that are going to be assumed




