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Introduction

Why audits matter
to nonprofits

In the era of the 24-hour news cycle and instant soctal media
amplification of any scandal, nonprofits must be more cautious than
ever about thetr stewardship. Funders have heard too many stories
of fraud, malfeasance, and poor financial leadership within the
nonprofit industry. Beyond legal compliance, there are four ways an
audit can help a nonprofit:

Reputation: Audits guard the reputation of a well-managed
nonprofit organization.

Funding: With greater competition for donors, audits help secure
funding.

Accountability: Funders rely on audits to confirm accountability
and compliance.

Transparency: An audit increases transparency into financial
management, performance, and impact.
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Does your
organization need
an audit?

Not all nonprofits are legally required to have an audit,
although there are many strong reasons for larger nonprofits
($250K+ in funding) to prioritize having an audit.

Here are several scenarios that might require your organization to
conduct an audit:

 Your organization receives significant federal funding, etther
directly or pass-through from a grant.

 State requirements dictate an audtt, often when revenue or
donations exceed a mandated threshold.

- Many grantors and high-level donors also require routine audits.

Sage

National Council of Nonprofits

Use these online resources to determine whether
your nonprofit organization is legally required to
have an audtit:

Federal audit requirements

State audit requirements
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https://www.councilofnonprofits.org/nonprofit-audit-guide/federal-law-audit-requirements
https://www.councilofnonprofits.org/nonprofit-audit-guide/state-law-audit-requirements

Audit process

What goes into a
nonprofit audit?

The audit of a nonprofit organization consists of two parts—an
auditor review of your GAAP-compliant financial statements,

and a separate compliance audit to assess risk and internal
controls.

Most financial statement risk in any nonprofit comes from errors
in judgment or faulty financial management processes. Therefore,
an audtt will be most beneficial if your auditor can spend more

time on your compliance audit to get a better assessment of your
organization’s risk.

Sage
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Compliance

audit
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Risk assessment
process

An audtt will assess the different types of risk to enable the audtitor to
become famtliar with your internal controls, and your accounting and
reporting processes. The auditor will want to understand where your
risk ltes to 1ssue an informed opinion on your GAAP conformitty.

Effective internal controls reduce the risk of a material misstatement,
so testing your internal controls will be an important part of the risk
assessment. Based on the result of controls testing, the audtitor will
then test your accounting and reporting process by:

- Checking calculations

- Examining records and source documents to support balances and
transactions

- Confirming certain balances and transactions with third parties
- Where applicable, physically observing assets

For audit-ready financials, nonprofits should thoroughly document
transactions and balances within a modern financial system.

Sage

Primary risk assessment

- Judgment and estimates

Controls testing

« Accounting and reporting processes
- Effectiveness of controls

Control testing results
- Determine the level of substantive testing

Substantive testing
« Check calculations

« Examine records and source documents
- Ensure balances and transactions are supported
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Accelerating the process

How to achieve
an expedient and
cost-effective audit

What an audit should do What really happens The solution

Focus on the riskiest areas of a nonprofit’s The organization’s financial statements are Prepare audit-ready financials that keep the
financial statements—those that involve the not audit-ready, and accounting is not well cost of your audit down whtle improving its
most accounting complexity and judgment. documented. Audttors spend the bulk of their  value to your organization and your funders.

time unraveling the day-to-day accounting
and verifying data flows.
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Automation

How to produce
audit-ready

financials in the
cloud

Preparing audit-ready financials can be easier in theory than Modern cloud accounting software streamlines
in practice if you lack a modern cloud accounting system. and automates:
When accounting software 1s outdated or lacks features, the audtt » The organization of funding sources

process quickly bec.omes.mlored n sorting through the accquntmg + The documentation of accounting treatments
records rather than identifying risk. Modern cloud accounting -

software will save your finance team and your auditor a significant » The calculation and reconciliation of all figures
amount of time and prove to your key stakeholders that your financial - The closing and consolidation of the books
statements are audit-ready.

« The preparation of financial statements
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Get
organized

A modern cloud financial management solution, like Sage Intacct, demonstrate the accounting path will set the stage for both you and
organizes transactions so you and your audtitors can eastly trace your audttor to have a postitive audit experience. By establishing a
transactions from the financial statements to the general ledger to clear and complete audtt tratl from transaction to reporting and

the sub-ledger to the supporting documents, and back agatn. Using reconciliation, auditors will be able to easily and effectively test your
an accounting system that is purpose-butlt to manage and organization’s accounting processes.

Financial | Supporting

statement documents
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“Our donors want to see
that we receive a clean
audit opinion. The internal
controls in Sage Intacct are
critical. The entire AP and
AR cycles are now paperless

with an audit trail and

an automated approval
process butilt right in.”

~ Faith Noble, CFO, Toward Employment
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Gain visibuity
and transparency

When your auditor asks for additional information, you
need to be able to provide it quickly to keep the audit
moving forward.

Wading through file cabinets, consulting multiple
spreadsheets, or exporting and importing data from another
computer program will slow down your audtit and make 1t more
costly.

A modern cloud financial management system can provide
access to real-time financial data to everyone in your
organization that needs tt, including your outside audttor.
Your team can still work at the same time the audttor i1s
working, minimizing distractions and keeping your team
focused on achteving your mission.

Sage
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Gain visibility with role-based dashboards
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Thts controller dashboard
1n Sage Intacct places
role-based, real-time data
at your fingertips that
helps nonprofit financial
leaders cut through

the notse and more
proactively manage thetr
organizations.
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“One of the things that we do is
give our auditor a view-only access
to Sage Intacct. He can go in and
audit every single transaction if he
wants to. It cuts down on the time/l
spend with him. He’s got the access
and 1t makes our audit go so much
quicker. | can do an audit in one
week with Sage Intacct. Can you
believe 1t? A week. That is huge!”

~ Donna Dickt, Executive Director, North America Transplant
Coordtinators Organization (NATCO)
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Speed up the
process

Reducing audit time also reduces audit cost.

After your accounting process 1s well-documented

and audtitable, you need to present your financials,
reconciliations, and supporting documents to your auditors
1n a timely manner. Cloud accounting software speeds up
accounting period closes through automated calculations
that eliminate the inefficiencies and itnaccuracies
assoclated with manual spreadsheets.

You can also speed up your close through the use of multiple
sub-ledgers for each of your organization’s entities or
locations. You can close a sub-ledger before you close the
full general ledger, allowing your auditor to get started
sooner in riskier areas, like recetvables. This provides your
auditor with extra time for testing in higher risk areas whtle
allowing the audit work and your financial close process to
occur stmultaneously.

Sage
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Save time with compliance dashboards
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Sage Intacct
offers prebutlt

compliance reports

that audttors
can view from
the compliance
and disclosures
dashboards.
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“Having a more sophisticated
financial solution reduces
the back-and-forth during
audits. We simply give
a read-only seat to our
auditors and they can poke
around the system to look
at backup for transactions
themselves. This easily
makes our audits 25% faster.”

~ Steve Polinski, Controller, Canine Companions
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Leverage
automation

Leverage the power of automation in a cloud
accounting system to improve accuracy and lower the
time and cost involved in an audit.

Grant auditors permission to log in from any location and
galn read-only access to review all your data for predefined
periods. Audttors can click on any figure 1n the financial
statement and drill all the way down to the general and sub
ledgers, reports, reconctliations, and original transactions
to test key accounting processes. They can run butlt-in
reports and reconciliations on demand, achieving a higher
level of confidence 1n transactions.

Attach supporting documents to any transaction, so the
audttor can view source documents. This self-service model
for reports and documentation speeds up the audtt, allowing
the auditor to investigate without coming to you with
guestions.
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Greater efficiency
translates into
time and cost
savings

These nonprofits (and more) have saved a
significant amount of time and money on
audit preparation with Sage Intacct—freeing
up valuable resources that can be allocated to
achieving mission success.

SoSe

o

< %
(IanineélgZ Pavmon

Companions’

25% 50%
saved 1n audit faster audit
cost

i EGRAMMV

MEALS@WHEELS
MISSISSIPPI

faster audit faster audit

ACCELERATING YOUR NONPROFIT AUDIT WITH AUDIT-READY FINANCIALS

MUSEUM"®

60%
faster audit

mbcia

92%
faster audit

18



Conclusion

Reap the benefits of
audit-ready financials

Audits are never fun, but they are necessary to achieve funding and
provide the transparency and compliance expected of well-managed
nonprofit organizations. A modern cloud accounting system can help
you prepare audit-ready financials and improve the efficiency and cost-
effectiveness of an audit while minimizing the day-to-day disruption.

Sage Intacct helps you establish solid accounting processes, automate
financial calculations and financial statement preparation, and provide
clear audit trails and documentation to support your accounting
treatment decistons to an audttor.

By showing the accounting path and enabling audttors to eastly trace
transactions and call up thetlr own reports and reconctliations, Sage
Intacct helps speed up your audit and potentially reduces its cost,
enabling your organtization to focus its time and money on advancing
your mission.

Sage
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About
Sage Intacct

Sage Intacct is the AICPA’s preferred provider of cloud
financial applications.

Specializing in helping nonprofits of all types—including health and
human services, NGOs, charities, trade and membership associations,
cultural institutions, and fatth-based organizations—Sage Intacct
streamlines grant, fund, project, and donor accounting, while
delivering real-time visibility into the metrics that matter.

Our modern, true cloud solution, with open APls, gives nonprofits the
connectivity, visibility, and efficiency they need to do more with less.
At Sage Intacct, we help nonprofits strengthen stewardship, build
influence, grow funding, and achieve mission success.

In add1ition to intuttive software solutions, Sage Membership provides

members with access to actionable human advice from experts and "‘\ @ | |
peers through exclusive content and tools to help you make even & AICPA Business Solutions
better m'i.SS'.LOn‘Cr:Lt:LCa]. deCiSiOnS Preferred Provider of Financial Applications
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Quick links
to educational
resources

Looking to move your nonprofit finance operations to a new
cloud accounting system? Here are some additional resources
to help you make the right decision.

Product overview video
Sage Intacct for Nonprofits

Customer story video
Room to Read

More resources
Browse all nonprofit resources

Sose
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