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NGO Grantee Audit 101 Checklist
	Question
	Yes
	No

	1. Is your grantee/grant applicant required to have an annual financial statement audit?   Requirements for an annual audit exist in various places:
· Grant agreements
· State or Federal Law
· OGM 08-06:
· Grant award is expected to be $25K or greater
· Grantee/applicant has annual revenues of $750K or greater

	
	

	If “No” to number 1 you certainly can request a copy of grantee’s audit, but they may not have had an audit completed, as none would be required.
If “Yes”, request a copy of the most recent audited financial statements directly from the grantee.  Some audited financial reports are publicly available.

	
	

	2. Did your grantee provide a report other than an independent audit report?

Other possible reports include:

□	Review Opinion Report
□	Compilation Opinion Report

Review and Compilation engagements performed by CPA firms are NOT audits.  They are lesser in scope than an audit; the CPA is providing very limited assurance about the accuracy of the attached reports.   They ARE superior to financial reports provided by the grantee because an independent auditor has at least reviewed them, but are inferior to an audit.

It’s important to note that a Review or Compilation does not satisfy the requirement of an audit. 

	
	

	3. Was the complete audit report provided?   There should be a Table of Contents.  All sections of the report, as indicated in the TOC, should be present.

	
	

	4. Was the independent auditor properly licensed to do public accounting in the State in which the grantee is incorporated?
· In Minnesota, auditing firms can be looked up online:  
Minnesota Board of Accountancy - Look up CPA Firms

	
	

	5. Read the independent auditor’s report, which should be near the beginning of the report at the beginning of the Financial Section.  Is the audit opinion “Unqualified?”

	
	

	If “No” to number 5 the Office of Grants Management recommends having the report reviewed by someone in your organization with experience reviewing or preparing audits or financial reports.  Any opinion on an audit report other than “Unqualified” could be cause for greater concern.
	
	

	6. Was the grantee/applicant subject to the Single Audit Act for the year under review?   The Single Audit Act applies only to non-federal entities that expend $750K or more in federal awards in one year.   You may need to refer to the Notes to the Financial Statements under “Federal Awards” or “Federal Financial Assistance.”
 
	
	

	If “No” to number 6, skip to question 9.
	
	

	7. If a Single Audit is required, the following reports should be present at the end of the report OR included in a separate report from the independent auditor (titles of these reports may vary slightly):

· Report on Internal Control over financial reporting and on compliance and other matters based on an audit of financial statements performed in accordance with Government Auditing Standards

· Report on Compliance for Each Major Federal Program;  Report on Internal Control Over Compliance;

· Report on compliance with requirements that could have a direct and material effect on each major program and on internal control over compliance in accordance with Circular A-133.

· Schedule of Findings and Questioned Costs

	
	

	8. Review the additional audit reports (from step #7) for findings disclosed by the independent auditor.  Are there any findings disclosed?

	
	

	If “Yes,” to number 8, any and all findings by the auditor should be considered in grant award decisions.   Have the finding(s) reviewed by someone in your organization with experience reviewing or preparing audits or financial reports if the finding(s) are difficult to understand.  If you’re granting federal awards, you may need to determine the cognizant agency that will be responsible for determining the grantee resolves the findings.

	
	

	9. Do the audited financial statements include other reports from the independent auditor?   If so, refer to question #8.

	
	

	10. Using your Agency guidelines, conduct a Financial Review using the audited Financial section of the financial section.  (A suggested Financial Review format follows this checklist.)
Specifically review:

· Statement of Financial Position (AKA Balance Sheet)
· Statement of Activities (AKA Income Statement)
· Statement of Cash Flows

Did your review give rise to any concerns or questions?
	
	

	Refer to the Office of Grants Management “Financial Review of Nongovernmental Organizations” (or immediately following this checklist) training presentation for examples of financial review steps and financial ratios to calculate.  Whenever possible, review changes in financial ratios year-over-year to trend the direction of the NGO’s financial health.

If “Yes,” I.e. your financial review gave rise to areas of concern, consult with someone in your organization with experience preparing or reviewing financial reports.
	
	

	Notes to the Financial Statements:

Questions 11 – 16 refer to the Notes to the Financial Statement which typically follow the Statements referred to in Question 10.   In every audited Statement, there’s a footnote which reads “See Notes to the Financial Statements” or “The Notes to the Financial Statements are an integral part of this report.”   In Audited Financial Statements, the Notes are covered by the Independent Auditor’s opinion and are considered just as important as the Statements.

Not every Note in questions 11 -16 will be present in every set of Financial Statements: only those that are material and relevant to the organization being audited.   If the Note is not present, you can assume the issue is not relevant to you Grantee.
	
	

	11. Note 1 – Organization – 
Note one describes the legal form of business (e.g. 501 (c) (3) or LLC).  It’s helpful to know how your grantee legally does business.

Does Note 1 match your understanding of the grantee/applicant?

	
	

	12. Investments (Fair Value) - 
Many organizations invest idle funds to try to gain extra revenue to support operations or administration.  Although this is an accepted business practice, it is not without risk.  Investments can gain or lose value over time.  Some investments have a ready market and active trading market and their value is readily determinable.  (E.g.  Publicly trade stocks or U.S. government securities) Some investment values are determined by estimate. (E.g. Real Estate)

You should read the note on your grantee’s investments and their estimated market values.

Do the investments appear appropriate for your grantee?
Is there substantial risk of an investment loss?

	
	

	13. Debt – 
Organizations borrow money for various reasons:
· Finance a large equipment or real estate purchase
· Working capital
· Cover operating expenses while waiting for reimbursement

You should read the note on your grantee’s short term (due within the next 12 months) and/or long term (due more than 12 months in the future) debt and evaluate their ability to make payments on that debt.

Does the grantee appear able to meet its debt payment based on its income streams?

Is there substantial risk that your grantee could default on the debt? 

	
	

	14. Restrictions on the Use of Assets – 
Although the grantee may have money in the bank according to the Statement of Financial Position (Balance Sheet), those funds may not be immediately available for use to pay for ongoing operation.  Assets can be restricted for a number of reasons:
· Grant requirements
· Debt covenants – Loan agreements may require the grantee to keep a certain amount of money on-hand to make several months’ loan payments
· Collateral – The money may be guaranteeing the debt obligation of others
· Trust agreements - A trust may have endowed the money to the grantee, but it can only be used for specified purposes.

The note should describe why the assets are restricted and how they can be used.  You should be aware of restrictions on your grantee’s assets and how it can affect their ability to pay ongoing costs.

Do restrictions on assets cause you concern over your grantee’s ability to pay ongoing costs, at least in the short term?

	
	

	15. Lease Obligations-
Most organizations have lease agreements.  These can include:
· Office space (very common)
· Vehicle(s)
· Office equipment (copiers)

Granting organization should have a rough idea of their grantees’ lease obligations and whether or not they have the ability to make payments based on current and project income.

Does the grantee appear able to meet its lease payments based on its income streams?

	
	

	16. Subsequent events-
Subsequent events are defined as significant things that occurred to the grantee organization after the year-end financial date but before the date of the audit report.  The date of the audit report is the date on the Independent Auditor’s report near the beginning of the financial section.
For example, the year-end date is often the end of the calendar year.   If the audit report were dated July 14th, 2015, then subsequent events would be events occurring between January 1st and July 14th, 2015.

Subsequent events only include events of great enough significance that it would affect an average reader’s opinion of the financial status of the organization.   Examples include (but not limited to):
· Default on a significant debt
· Declaration of bankruptcy
· Natural disaster affecting operations
· Settlement of significant litigation

Granting organizations should read the subsequent events note, if it is present.

Do any subsequent events disclose alter your opinion of the grantee’s ability to perform on the grant program?

	
	



Conclusion 
Your grant financial monitoring file should include documentation of this review.  Any major concerns generated as a result of this review should be documented.  There should be a documented connection between your concern and your grant monitoring plan. 
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Suggested Financial Review calculations to evaluate NGO Financial Stability[footnoteRef:1] [1:  Office of Grants Management policy 08-06] 

· Before awarding a grant of $25,000 or greater to a NGO, State Agencies must assess a recent financial statement from that organization.
· Items of significant concern must be discussed with the grant applicant and resolved to the agency’s satisfaction before the grant is awarded.
· Grant applicants with annual income of under $50,000 or who have not been in existence long enough to have a completed IRS Form 990 or audit should be asked to submit their most recent board-reviewed financial statements. 
· Grant applicants with total annual revenue of $50,000 or more but less than $750,000 should be asked to submit their most recent IRS Form 990. 
· Grant applicants with total annual revenue of over $750,000 should be asked to submit their most recent financial statements audited by a certified public accountant (AKA Certified Financial Audit.)
NGO Financial Review suggested calculations
	Ratio Name
Formula
	Purpose and recommended usage
	Results

	Current Ratio:

Current Assets
Current Liabilities
	Measures the organization’s ability to pay creditors’ current demands.

Ideally, the current ratio should be 1.0 or greater; indicating the organization has enough money on hand to pay its debts due in the short term.

The current ratio should be compared from year-to-year.  A severely declining current ratio may indicate the organization is having trouble paying bills in a timely manner.   
	

	Cash Ratio:

Cash + Marketable Securities
Current Liabilities
	Similar to the current ratio, the cash ratio measures the organization’s ability to pay bills today; as if all currently due debts needed to be paid today.

Ideally, the cash ratio should be 1.0 or greater; indicating the organization has enough money on hand to pay its debts due in the today.

The cash ratio should be compared from year-to-year.  A severely declining cash ratio may indicate the organization is having trouble paying bills in a timely manner.   
	

	Operating Deficit:

CHANGE IN NET ASSETS from the “Statement of Activities”

Change in Net Assets
Total Assets
	The Change in Net Assets is a measure of whether the organization is adding to or subtracting from its bottom line.

NGOs are applying for government grants are usually not-for-profits, so generating a positive number year-over-year is not the bottom line goal.  However, negative values year-over-year indicate the organization is exhausting its capital which could diminish its ability to perform the grant program.

A Change in Net Assets divided by Total Assets which produced a percentage of negative -25 percent or greater two or more consecutive years is an indication of a shrinking organization and could be cause for concern.
	

	Unrestricted Net Asset Deficit:

From the “Statement of Financial Position”:

Total Assets – Total Liabilities – Restricted Net Assets = Unrestricted Net Assets
	This represents the amount of assets an organization has with no restrictions for use.
Any negative value could be cause for concern over the financial well-being of the grantee/applicant.  A negative value indicates NGO needs to generate revenue in the coming year just to meet obligations incurred last year.   Large deficits could be a precursor to bankruptcy.  
**See below for follow-up questions to ask grant applicant
	

	Debt Ratio:

From the “Statement of Financial Position”:
Total Liabilities
Unrestricted Net Assets
	The debt ratio is a measure of an organization’s debt burden.

The debt ratio should be compared year-over-year.  No magic number exists that represents a healthy debt load, as every organization has different dynamics. An increasing value indicates the organization’s debt burden is increasing and could be an indicator of declining financial health.
**See below for follow-up questions to ask grant applicant
	

	

	Follow-up questions for grant applicant:
· What is contributing to your deficit in unrestricted net assets and/or increasing debt ratio?
·  What factors in your organization are present and contributing to this? 
· Is the board aware? 
· How is the board involved in approving the budget? 
· What is your organization’s strategic plan? 
· Does your organization have financial policies in place to establish an operating reserve? 

	

	Administrative expenses:

From the “Statement of Activities” or possible in the notes to the Financial Statements.

Administrative Expenses
Total Expenses
	Administrative expenses as a percentage of total expenses are a measure of the NGO’s administrative efficiency.

There is no right or wrong answer, but a grant reviewer should have an idea of the administrative efficiency of the NGO.

10% or less is considered a good target.

If an NGO has 25% or greater administrative expenses, the reviewer should inquire with the grantee about their administrative expenses and be mindful that Minn. Stat. § 16B.98 Subd.1 states a recipient of a grant from an appropriation of state funds must agree to minimize administrative costs and requires the granting agency to be responsible for negotiating appropriate limits to these costs so that the state derives the optimum benefit for grant funding.



	

	Months of Working Capital:

From the “Statement of Cash Flows” and the “Statement of Financial Position”:

Net Assets as of Year-End ÷ (Net Increase (Decrease) in Cash and Cash Equivalents ÷ # of months included) = Months of Working Capital

IMPORTANT:  If the sum of the “Net Increase/(Decrease) in Cash and Cash Equivalents” is a positive value, you can stop.  Your organization is gaining cash over the year(s) reported.
It’s worthwhile to have an understanding how long your grantee would “survive” if its capital is declining and continues to decline.

	Months of Working Capital is a rough estimate of the number of months the organization would “survive” if all things remained consistent.   All things remaining consistent assumes annual revenues and expenses remain about the same.

A value of 12 or less would be a cause of great concern – the organization may run out of money in the next twelve months.

A value of 24 or less would be cause for concern – the organization is fast burning through its capital.

A value of 48 or greater would be considered reasonably healthy.
	





Months of Working Capital Example:
		Name of Calculation
	Example of Calculation

	Net Increase/(Decrease) in Cash and Cash Equivalents
	Add:	2012	($200,000)
	2013	$50,000
	2014	+ ($100,000)
		($250,000)
STOP if the total is positive

	# of months of Cash Flow from Operating Activities (# years reviewed X 12)
	36

	Estimated Cash Used monthly
	($250,000 ÷ 36) = $6,944

	Net Assets as of 12/31/14
	$1,000,000

	Months of Working Capital
	($1,000,000 ÷ $6,944) = 144 Months



Other considerations of note when conducting a financial review:
· Inconsistent financial presentations
· The formatting / organizations of financial reports differ so much from year-to-year that it’s difficult to compare results year-over-year.
· Length of time to receive requested information.
· Board Meeting minutes are inconsistent or incomplete.
· No indication that the Board ever reviews financial performance of the organization.
· The organization changes independent auditors every year.
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Documenting your NGO Audit and Financial Review results:
State Agencies should document the results of its review of the grantee/applicants audit and financial stability.  Processes can vary from Agency to Agency.  The following is a suggested format for documenting the results:

	Issue / Concern Noted
	Follow-up steps completed
	Alteration (if any) to your grant  monitoring plan

	Note Concern Here
	Note Follow Up Here
	Note Alteration to monitoring

	Note Concern Here
	Note Follow Up Here
	Note Alteration to monitoring

	Note Concern Here
	Note Follow Up Here
	Note Alteration to monitoring

	Note Concern Here
	Note Follow Up Here
	Note Alteration to monitoring

	Note Concern Here
	Note Follow Up Here
	Note Alteration to monitoring

	Note Concern Here
	Note Follow Up Here
	Note Alteration to monitoring
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