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You need to know . . .
 
The information in this session is based on 

CNCS and Federal laws, rules, and 
regulations; CNCS grant terms and
provisions; and generally accepted

accounting and financial principles and
practices. 

Some state commissions, national grantees, or
parent organizations may impose    

additional requirements. 
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Welcome . . .
 
 Introduction of trainer and CNCS staff 
 Program types represented 

 Senior Corps, AmeriCorps, SIF, NCB, 9/11, MLK 

 Questions 

 As we go . . . ask clarifying questions and provide 
your experiences 

 Questions at the end as time permits 
 We will do a small group activity as time permits
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Session Objectives
 
1.	 Gain useful information and learn techniques that will 

help to better understand financial statements and 
audits 

2.	 Understand the relationship between the basic financial 
statements 

3.	 Understand the key ratios used in assessing the 
financial health of an organization 

4.	 Understand OIG audits and OMB A-133 audits 
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Definition of an “Audit”
 
 Verification of the financial statement or internal 

controls of an organization by an objective third 
party such as a CPA, State Auditor, OIG etc. to
express an opinion that: 
 The financial information is presented fairly and 

it is materially correct 
 The organization internal controls are working

properly as designed 
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Why have an audit
 
 To satisfy Federal requirement to have a 

financial management system capability of 
managing Federal funds 

 Funds are used for purpose of grant and are 
reasonable and necessary for accomplishing 
grant objectivities 

 Provide assurance to stakeholders such as: 
banks, customers, funders etc. that financial 
information reported are materially correct. 
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Types of audits that 
may affect your organization 
 Office of Inspector General(OIG) audits
 

 OMB A-133 audits 
 Program specific audits 
 Financial statements audits 
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Financial Statements (Non-Profit)
 
 Statement of Financial Position 
 Statement of Activities 
 Statement of Cash Flows 
 Statement of Functional Expenses 
 Notes to the Financial Statements 
 These basic financial statements 
 Provide information on the organization

as a whole 
 Provide comparative figures for analysis 
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Statement of Financial Position
 
 Also known as the Balance Sheet 
 Shows financial position of an organization 

at a particular point in time 
 Presents information about the 

organization’s resources, debts, and net 
worth 

 Key equation: 
 Assets = Liabilities + Net Assets 
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Statement of Financial Position
 
Assets 
 Assets:  presented in order of liquidity or length of 

time it takes to convert them to cash 
 Current Assets:  typically have a useful life of less 

than one year 
 Fixed Assets: typically have a useful life of more 

than one year 
 Depreciation: a non-cash asset that reflects the 

decline in an asset’s useful life 
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Statement of Financial Position
 
Liabilities 
 Liabilities: listed in order of nearness to maturity 
 Accounts Payable: represents amount owed to business 

creditors on open accounts e.g., utilities, supplies, rent 
 Notes Payable: reflects more formal and longer term debt 

owed to banks or other lenders 
 Accrued Expenses: are estimates of expenses that have 

not been paid as of the Balance Sheet date 
 Deferred Revenues:  are reflected as liabilities, because 

they have not been “used” for the purpose intended at that 
point in time 
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Statement of Financial Position
 
Net Assets 
 The difference between the assets and 

liabilities is equal to the net assets or net 
worth of the organization 

 Net assets increases or decreases based 
on the operating results from the fiscal 
year 
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Statements of Financial Position
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Statements of Activities
 
 Also know as the Income Statement 
 Represents changes in net assets 
 Shows all of the inflow or income an 

organization earned (revenues) and all of 
the funds spent (expenses) during a 
specific period 
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Statements of Activities (cont’d)
 

 States operational activities from the 
beginning to the end of the fiscal year 

 Provides information about cost of 
services and shows how an organization 
uses its revenues and public support 

 Identifies the categories of expenses 
 Tells if an organization is operating within 

its budgetary constraints 
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Statements of Activities
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Statement of Cash Flows
 
 Shows how an organization is funding its activities

and how cash is spent 
 Operating 

+ Grants, fees & contributions 
 Program expenses, supplies, payroll 

 Investing 
+ Sale of property, maturity of investments 
 Purchase of property 

 Financing 
+ Short or long term loans 
 Payment on debt, mortgage payments 
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Statements of Cash Flows
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Statement of Functional Expenses 
Program Services 
 Organization’s major programs or activities 
 Select functions that are significant to the entire 

organization 
Support Service (General & Administrative) 
 Oversight, finance, and business management 
 Fundraising 
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Statements of Functional Expenses 
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Ratios – What They Indicate
 
 Current Ratio: Ability to pay current liabilities 

as they mature 
 A higher number is better 

 Quick Ratio: Ability to pay current debt with
only cash and cash equivalents 
 A higher number is better 

 Debt to Equity Ratio: Indicates the balance 
between equity and debt 
 The greater the number means more debt or the

organization is “more leveraged” 
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Ratios – What They Indicate
 
 Program Services to Expense: Indicates the ratio that 

an organization spends on its mission in relation to its 
total expenses 
 A higher number is better 

 General and Administrative to Total Expenses: 
Shows the relationship between the organization’s 
overhead expenses to its total expenses 
 A lower number indicates a more efficient organization 

 Total Expense to Total Revenues and Support: 
Ratios less than 1 but closer to 1.0 indicate a fairly 
healthy financial picture 
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How are Subjects 

for OIG Audits Selected?
 

 Legislation 
 Risk: 

 Federal dollars expended 
 New program 
 No recent monitoring 

 Audit Leads: Requests from CNCS Program or 
Grants Officers, leads from investigations, news 
reports, FOIA requests 

 OIG Hotline reports (whistleblowers) 
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The Audit Process
 
 Notification 
 Planning 
 Entrance Conference 
 Fieldwork/Testing 
 Exit Conference 
 Draft Report 
 CNCS and Grantee Response
 
 Final Report 

Financial and Grants Management Institute  
April 24 - 25, 2012 

24 



   

Here’s a Tip . . .
 
 Know which guidelines apply to your grants
 

 Annual changes to provisions 
 Provisions 
 Code of Federal Regulations 

 Title 45, Chapters 12 & 25 
 OMB Circulars 
 Program Handbooks 
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Exit Conference
 
 This discussion takes place when fieldwork is 

finished and the results are compiled 
 It provides CNCS and auditee officials with an opportunity 

to confirm information, ask questions, and provide 
clarifying data 

 An exit briefing also takes place at each 
subgrantee/site if any were tested 
 Parent organizations should attend or otherwise find out 

what the findings are at each subgrantee or site  
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Draft Report and 
Responses to Draft Reports 
 The draft report is issued to the auditee and CNCS 

officials with a request that they provide written 
comments, usually within 30 days 
 The Draft Audit Report is a “work-in-progress” and is not 

a public document 
 The Grantee and CNCS each have the opportunity 

to comment on the draft report 
 Responses are included as attachments to the final 

report (a public document) 
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Response Suggestions
 
Make it Meaningful and Something You Want 

the Public to Understand 
 If there is agreement with a finding, say so, and 

include a corrective action plan 

 If there is disagreement, state the case based on 
controlling rules (law, regulations, grant provisions) 

 If the audit report recommendation does not work

for your organization, propose an alternative
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Audit Resolution
 
 CNCS and Grantee management agree or disagree 

on proposed corrective actions 
 OIG is given an opportunity to review the proposed 

corrective actions 
 Final decisions are made by the CNCS 

 CNCS and Grantee management take action to 
improve operations or correct deficiencies identified
in the Final Audit Report 

 Debts, if applicable, are established: 
 Collected 
 Payment Schedule 
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Final Report
 
 The auditor(s) incorporate the responses 

or comments and include their views on 
them 

 The final report is 
 Issued to the CNCS 
 With a copy to the grantee 
 Is posted to the OIG’s publicly accessible 

website: www.cncsoig.gov See Handout 2 
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A-133 Audits
 
 Ensures consistency and uniformity among Federal 

agencies for the audit of non-Federal entities expending 
Federal grant awards 

 Required annually for entities expending $500,000 or 
more of Federal funds during the organization’s fiscal 
year 

 Audit must be performed by an independent Certified 
Public Accountant 

 Cost of audit should be recorded as an administrative 
(indirect) cost in proportion to the grants percentage of 
activity or other appropriate allocation 
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A-133 Audits (cont’d)
 

If an A-133 audit is required, an independent auditor 
must audit your organization to assess: 

 The reliability and accuracy of your organization’s 
financial statements and financial position 

 The adequacy of your organization’s internal control 
structure 

 Your organization’s compliance with applicable laws 
and regulations that may materially affect your 
financial statements 
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A-133 Audits (cont’d)
 

 A-133 Audit reports are submitted in a reporting

package to the Federal Audit Clearinghouse
 

 The audit package consists of: 
 Audited Financial Statements and Schedule of 

Expenditures of Federal Awards (SEFA) 
 Summary Schedule of prior audit findings 
 Auditor's reports 
 Schedule of Findings and Questioned Costs 
 Corrective Action Plans – required as a result of 

audit findings 
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A-133 Audits (cont’d)
 

 Auditor's reports include: 
 An opinion or disclaimer of opinion as to whether the 

financial statements are presented fairly and in
conformity with Generally Accepted Accounting
Standards 

 A report on internal controls related to the financial 
statements and major programs 

 A report on compliance with laws, regulations, and
provisions of contracts or grant agreements, 
noncompliance with which could have a material 
effect on the financial statements 
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A-133 audit consists of 2 primary reports 
 Report on Internal Controls over Financial Reporting and on 


Compliance and Other Matters Based on an Audit of Financial 

Statements Performed in Accordance with Government Auditing 

Standards (GAS)
 
 Describes the scope of testing of internal control and the 

results of the tests performed 
 Report on Compliance with Requirements Applicable to Each 


Major Program and Internal Control over Compliance in 

accordance the OMB Circular A-133
 
 Attests as to whether the organization complied with laws, 

regulations, and the provisions of contracts or grant 
agreements, which could have a direct and material effect on 
the Federal program of that organization 
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Recipients of 
Federal Assistance are Required 
 Maintain systems of internal control over all Federal 

programs so that you can demonstrate compliance with 
applicable laws and regulations 

 Identify all grant programs by CFDA number and title, 
awarding agency, year of award and pass-through 
entity, if applicable 

 Maintain similar information for contracts, loans and 
loan guarantees 
 Such as award number, agency, project title, and pass-through 

entity, if applicable 
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Recipients of 

Federal Assistance are Required to (cont’d)
 

 Ensure audits mandated by OMB Circular A-133 are 

performed and filed with all Federal entities, when required
 

 Follow up on audit findings, questioned costs or compliance 

questions with specific responses
 
 When necessary, take corrective action that resolves current or 

previous findings 
 Sign the Data Collection Form (SF-SAC) and single audit 


submission form prepared jointly by the independent auditor 

and recipient organization
 
 Even if the auditor prepares this form, your organization is still 

legally responsible for its accuracy and timely submission 
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Organizations that "pass through" amounts of 
Federal funding to subrecipients must: 
 Identify the sources of their awards, noting the CFDA number, title, and 

source of funding 
 Identify other non-grant Federal assistance 
 Ensure subrecipients secure an A-133 audit, when required 
 Provide technical assistance to auditors and recipients 
 Issue management decisions on subrecipient audit findings within 6 

months 
 Ensure subrecipients resolve findings through corrective action plan 
 Monitor subrecipients to ensure compliance with pass-through assistance 

requirements 
 Require subrecipients to permit access to their records by pass-through 

agencies and higher-tier auditors, if necessary 
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Summary of Auditors’ Results
 
I.  S u m m a ry o f  A ud i to rs ’ R es u lt s  

F in a n c ia l  S t a tem  en ts  

T y p e  o f  A  u d it o r ’ s re p o r t i ss u ed  Q  u a l if ie d  o r  U n q u  a li f ied  

In  te rn a l C o n tro l  o v er  m a jo r  p ro g ram s  
 M a ter i a l w  ea k n es s(e s)  i d en t if ie d  Y es  o r  N  o  
 R ep o r ta  b le  c o n d iti o n s( s )  i d en ti f ied  t h a t  

a re  n o t  co n s id ere d  to  b e  m a t e r ia l  
w e ak n es s (es )  

Y es  o r  N  o  

 N o n c  o m  p li an ce  m at e r ia l t o  f in an c  ia l  
st a te  m  en t s n o t ed  

N o n e  o r  re  fe ren c e  to  t h e  d e  ta i ls  

F ed er a l A w a r d s  
 M a ter i a l w  ea k n es s(e s)  i d en t if ie d  Y es  o r  N  o  
 R ep o r ta  b le  c o n d iti o n s( s )  i d en ti f ied  t h a t  

a re  n o t  co n s id ere d  to  b e  m a t e r ia l  
w e ak n es s (es )  

Y  es  S ee  S ch e d u le  (X  X  )  o r  N  o  

T y p e  o f  a u d ito r ’ s  r ep o r t  is s u ed  o n  
co m p l ian c e  fo r  m a jo r  p ro g ram s  

Q u a l if ie d  o r U n q u a li f ied 

A u d i t f in d i n g  req u ire  d  to  b e  re p o r te d  in  
acc  o rd  an ce  w i th  O M B  C ircu la r  A -1 3 3  
Id  en ti f ica tio n  o f  m  a jo r  p r o gr am  s  
D o l la r  t h res h o ld  fo r  T  yp e  A  a  n d  B  
p ro g ram  s  
A u d i tee  q u a li f ie s  a s  a  l o w - r i sk  a u d ite e  

I I.  F in a n c ia l  S ta te m en t  F in d in g s  
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A-133 Corrective Action Plans
 
 If an A-133 audit report identifies findings, your organization must 

develop a Corrective Action Plan for each finding to include: 
 The reference numbers the auditor assigns to audit findings 
 Name of Contact Person responsible for corrective action 
 Corrective Action Planned or Taken 
 Anticipated Completion Date 

 If your organization does not agree with the audit findings or 
believes corrective action is not required, then the Corrective 
Action Plan shall include an explanation and specific reasons 

http://www.whitehouse.gov/omb/circulars 
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Ways to Prepare for A-133 Audits 
 Policies and procedures should be documented to help 


ensure adherence to all areas of compliance
 

 Review the effectiveness of internal controls 
 Conduct interim compliance audits 

 Grant-specific requirements 
 Governmental regulations 

 Perform reviews of subrecipients 
 Compliance with grant requirements 
 Adherence to prime recipient’s guidance 
 Review of internal controls 
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Ways to Prepare for A-133 Audits (cont’d)
 

 Prime recipients of Federal funds are ultimately 

responsible for oversight of subrecipients’ activity and 

reporting, including:
 
 Regulatory compliance 
 Ensuring reporting is completed timely 
 Data accuracy and completeness 
 Prevention of misuse of funds 
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Available Audit-Related Resources 

 OMB Circulars: www.whitehouse.gov/omb/circulars 
 Federal Audit Clearinghouse:  

http://harvester.census.gov/sac 
 U.S. Government Accountability Office:  www.gao.gov 
 Catalog of Federal Domestic Assistance:  www.cfda.gov 
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Activity
 
Understanding Audits and Financial Statements 

1.	 Read through the scenarios 
2.	 Determine what recommendation you would make to 

correct the situation 
3.	 Discuss your analyses within your table group 
4.	 Select a spokesperson and report conclusions 
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Questions?
 
Open
 

Wrap Up
 

Evaluation
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For More Information
 
 Contact your CNCS Grants Officer 

 E-mail or call your Grants Officer 
 Contact MBI Consulting 

 Financial & Grants Management Training and 
Technical Assistance Provider 
 Telephone:  301-986-1595, ext. 110 
 E-mail: cforrester@mbicfs.com 

 Visit the Resource Center 
 Online tools and training 
 www.nationalserviceresources.org/financial-and-grants-management 
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