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Introduction

• Why are there differences from other accounting 
standards?

• Who sets the standards? 
• What are the unique differences?What are the unique differences?
• Who are the users of the financial statements?
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Some of the differences

• "Fund level" vs. “Entity-Wide”
• "Governmental" vs “Business Type”• Governmental  vs. Business Type
• Modified accrual vs. full accrual
• Focus on budget vs actual• Focus on budget vs. actual 
• Multiple opinion units

“Very large” reports with many sections• Very large reports with many sections
• Other
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The possible users

• Rating agencies
• City Council members• City Council members
• Audit committee
• Internal audit• Internal audit
• Management

Media• Media
• Citizens

Oth
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Primary governmental funds

• General fund
• Debt service• Debt service
• Capital projects
• Special revenue• Special revenue
• Other
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Primary enterprise funds

• Water & sewer
• Aviation• Aviation
• Other
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Common accounting practices/transactions

• Illustrations
– Governmental– Governmental
– Enterprise
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Reconciliation from “Fund-Level” to “Entity-Wide”

• Needed to convert to “Full-Accrual”
• Reconciling items typically relate to “governmental”• Reconciling items typically relate to governmental

activities
• Conforms to “1” basis of accountingConforms to 1 basis of accounting
• “Some” comparability to other organizations
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Other “Specialized” considerations

• A/R & allowance
• Fixed assets/classification/depreciation• Fixed assets/classification/depreciation
• Public funds investment act
• Grant accounting & reporting• Grant accounting & reporting
• Other
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Other accounting matters

• Perform basic journal entries for the issuance, repayment, and 
refinancing of debt 

• Determine when grant revenue should be recognizedg g
• Perform basic journal entries for investments 
• Determine the annual cost of compensated absences 
• Account for the acquisition improvement impairment and disposal of• Account for the acquisition, improvement, impairment, and disposal of 

capital assets, including intangibles
• Determine the annual cost of pollution remediation 

A ti f i k fi i ti iti• Accounting for risk financing activities
• Accounting for arbitrage
• Food stamps
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• Accounting for lotteries
• GASB update



Questions & answers
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State of Arkansas 
Annual Accounting & Audit Update Conferenceg p

Evaluating Organizational Business Risks



Today’s Discussion 

• The “Big” Picture
• Managing Risks:• Managing Risks:

– Entity-Wide Business Risks
Integrity Risks– Integrity Risks

– Best Practices – Fraud Prevention Matters
Documentation and Monitoring– Documentation and Monitoring

• Slowing Economy – Staying on Your Toes
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Today’s Objectives

• Inform you

• Educate you

• Motivate you

• Encourage you to take action/change
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Hopefully We Will Learn …..

“Insanity: doing the same thing over and over 
again and expecting different results.”again and expecting different results.

Albert Einstein
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The Big Picture
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Understanding and Addressing Fraud Risksks
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Formal Documented Procedures Code of Ethics
On-Going Communications

Internal Auditor
Corrective Actions

On Going Communications 

Control Environment
Internal Controls Framework

Governing Body Oversight

Control Environment

QUESTION?
Conflict of InterestCompliance Monitoring

Governing Body Oversight

QUESTION?
Enterprise Risk ManagementSegregation of Duties

Audit CommitteeCode of Conduct

O G i T i i
Well Defined Policies

Segregation of Duties
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Risk Assessment
Antifraud Program

On-Going Training 
Independent Audit 18



What Concerns “Me” the Most in Today’s Environment

• Governing Body & Executive Management still are not 
connecting the “Dots”

• Management does not always have a solid basis for the 
representations being made to third parties

• Organizational “Brain Drain” with little or no documentationg
• Over reliance on others with limited or no verification 
• Not all people value their “Signature”
• Misconception – all employees know the difference between 

Right & Wrong
• Value of organizational data is not maximized 
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• Increase in the number of fraud related articles



Entity-Wide Business Risks
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Why Should You Care?

D l ti t bl f ti l l ti f th b i d f d i k• Develop a timetable for timely completion of the business and fraud risk 
assessment and implementation of proper procedures to address the 
risks identified in the assessment.

• A comprehensive risk assessment process includes the following steps:• A comprehensive risk assessment process includes the following steps: 
identify risks, assess impact, prioritize risks, develop action plans, and 
implement, monitor and report on necessary changes.  These 
procedures should be performed on a continual basis in order to 
minimize the following kinds of risk:
– Strategic Risk – the risk that the organizational goals will not be 

achieved due to inadequate responses to external risk factors
O ti l Ri k th i k th t i ti l l ill t b– Operational Risk – the risk that organizational goals will not be 
achieved due to the inability to implement effective business or 
operating decisions and practices.

– Financial Reporting Risk – the risk that the objectives of adequate
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Financial Reporting Risk the risk that the objectives of adequate, 
timely and reliable financial reporting and disclosure will not be 
achieved.



The Yard Stick – How Do You Measure Up?
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Committee of Sponsoring Organizations (COSO) -
Definition of Risk AssessmentDefinition of Risk Assessment 

Every entity faces a variety of risks from external and 
internal sources that must be assessed. A precondition to 
risk assessment is establishment of objectives, linked at 
different levels and internally consistent. Risk assessment 
is the identification and analysis of relevant risks tois the identification and analysis of relevant risks to 
achievement of the objectives, forming a basis for 
determining how the risks should be managed. Because 
economic, industry, regulatory and operating conditions will 
continue to change, mechanisms are needed to identify 
and deal with the special risks associated with change.
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and deal with the special risks associated with change. 



Entity-Wide Risk Assessment Process
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ENVIRONMENT 
RISK

PROCESS RISK INFORMATION FOR 
DECISION MAKING

PROTIVITI  RISK  MODEL

Financial

RISK DECISION- MAKING 
RISK

Competitor

Customer Wants Price

Empowerment
Leadership
Authority/Limit

Governance
Organizational Culture
Ethical Behavior

Strategic
Environmental Scan
Business Model

Technological Innovation

Sensitivity

Shareholder Expectations

Price
Interest Rate
Currency
Equity
Commodity
Financial Instrument

y
Outsourcing
Performance Incentives
Change Readiness
Communications

Board Effectiveness
Succession Planning

Reputation
Image and Branding
St k h ld  R l ti

Business Portfolio
Investment 

Valuation/Evaluation
Organization Structure
Measurement (Strategy)
Resource Allocation
Pl iShareholder Expectations

Capital Availability

Sovereign / Political

Legal

Liquidity
Cash Flow
Opportunity Cost
Concentration

Information Technology
Integrity
Access
Availability
Infrastructure

Stakeholder Relations

Integrity
Management Fraud
Employee and Third 

Party Fraud

Planning
Life Cycle

Public Reporting
Financial Reporting 

EvaluationLegal

Regulatory

Industry

Fi i l M k t

Credit
Default
Concentration
Settlement

y
Illegal Acts
Unauthorized Use

Operations
Customer Satisfaction Scalability Compliance
Human Resources Performance Gap Business Interruption

Internal Control Evaluation
Executive Certification
Taxation
Pension Fund
Regulatory Reporting

Financial Markets

Catastrophic Loss

Collateral
p p

Knowledge Capital Cycle Time Product/Service Failure
Product Development Sourcing Environmental
Efficiency Channel Effectiveness Health and Safety
Capacity Partnering Trademark/Brand Erosion

Operational
Budget and Planning
Product/Service Pricing
Contract Commitment
Measurement (Operations)
Alignment

© Grant Thornton LLP. All rights reserved. 2525

Accounting Information

The Protiviti Risk Model was reprinted with permission to Webb Watch Corporation from Protiviti KnowledgeLeader -
www.knowledgeleader.com. © 2009 Protiviti Inc.
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Prioritizing Risks

• Significance
– How big of an impact would this risk have if it were 

?to occur?
– Impact could be in many areas, including financial, 

reputation human resources technology etcreputation, human resources, technology, etc.
– Scale:

• Not Significant at all• Not Significant at all
• Somewhat Significant
• Very Significant
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Very Significant
• Extremely Significant



Prioritizing Risks

• Likelihood
– How likely it is that this risk would actually– How likely it is that this risk would actually 

occur?
– Scale:Scale:

• Remote
• Somewhat Likely• Somewhat Likely
• Very Likely
• Probable
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• Probable



The graphic below depicts how the Risk Assessment Heat Map on the previous slide can 
be interpreted risk responses should be developed starting with those risks found in the

Risk Rating Interpretation
be interpreted – risk responses should be developed starting with those risks found in the 

upper-right quadrant.

Secondary Risks
• Lower likelihood, but could             

have significant adverse impact on 
business objectives

Key Risks
• Critical risks that potentially 

threaten the achievement of  
business objectives

High

ifi
ca

nc
e

Low Priority Risks
• Significant monitoring not 

necessary unless change in 
classification

Secondary Risks
• Lesser significance, but more likely 

to occur
• Consider cost/benefit trade-off

Si
gn

• Periodically reassess
Consider cost/benefit trade off

• Reassess often to ensure changing 
conditions (move to high 

significance)
Low
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Low Likelihood High

Source: Protiviti KnowledgeLeader - www.knowledgeleader.com.



Who is Responsible for Risk?

• Finance Department?

• Department Heads?

• Manager / Administrator?

• Governing Body?
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All of the above but in reverse order 



Why Should You Care about Risks?

• It is the right thing to do
• You have a Fiduciary Responsibility• You have a Fiduciary Responsibility
• Demonstrates Proactive Management Style 
• Times are changing:• Times are changing:

– AICPA – Independent Auditors
Rating Agencies– Rating Agencies

– Etc.
M Oth
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• Many Others



Integrity Risks

© Grant Thornton LLP. All rights reserved. 31



ENVIRONMENT 
RISK

PROCESS RISK INFORMATION FOR 
DECISION MAKING

PROTIVITI  RISK  MODEL

Financial

RISK DECISION- MAKING 
RISK

Competitor

Customer Wants Price

Empowerment
Leadership
Authority/Limit

Governance
Organizational Culture
Ethical Behavior

Strategic
Environmental Scan
Business Model

Technological Innovation

Sensitivity

Shareholder Expectations

Price
Interest Rate
Currency
Equity
Commodity
Financial Instrument

y
Outsourcing
Performance Incentives
Change Readiness
Communications

Board Effectiveness
Succession Planning

Reputation
Image and Branding
St k h ld  R l ti

Business Portfolio
Investment 

Valuation/Evaluation
Organization Structure
Measurement (Strategy)
Resource Allocation
Pl iShareholder Expectations

Capital Availability

Sovereign / Political

Legal

Liquidity
Cash Flow
Opportunity Cost
Concentration

Information Technology
Integrity
Access
Availability
Infrastructure

Stakeholder Relations

Integrity
Management Fraud
Employee and Third 

Party Fraud

Planning
Life Cycle

Public Reporting
Financial Reporting 

EvaluationLegal

Regulatory

Industry

Fi i l M k t

Credit
Default
Concentration
Settlement

y
Illegal Acts
Unauthorized Use

Operations
Customer Satisfaction Scalability Compliance
Human Resources Performance Gap Business Interruption

Internal Control Evaluation
Executive Certification
Taxation
Pension Fund
Regulatory Reporting

Financial Markets

Catastrophic Loss

Collateral
p p

Knowledge Capital Cycle Time Product/Service Failure
Product Development Sourcing Environmental
Efficiency Channel Effectiveness Health and Safety
Capacity Partnering Trademark/Brand Erosion

Operational
Budget and Planning
Product/Service Pricing
Contract Commitment
Measurement (Operations)
Alignment
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Definition of Fraud

• Fraud is a type of illegal act involving the obtaining of 
something of value through willful misrepresentation. 
Whether an act is in fact fraud is a determination toWhether an act is, in fact, fraud is a determination to 
be made through the judicial or other adjudicative 
system and is beyond auditors' professional y y p
responsibility.   (GAO Yellow Book)

• For purposes of the section, fraud is an intentional act 
that results in a material misstatement in financial 
statements that are the subject of an audit. (AICPA –
SAS No 99)
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SAS No. 99)



Definition of Fraud (con’t)

• Deceit, trickery, sharp practice, or breach of 
confidence, perpetrated for profit or to gain some , p p p g
unfair or dishonest advantage (Dictionary.com)

• The term “occupational fraud” may be defined as: p y
“The use of one’s occupation for personal 
enrichment through the deliberate misuse or 

f ’misapplication of the employing organization’s 
resources or assets”(2008 Report to the Nation on Occupational Fraud 
and Abuse) 
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Fraud
The Government World is Not ImmuneThe Government World is Not Immune

• Bilked out of $10 million
• Former Employee gets 10 years for Theft

E l C ll d P ll Pl F l f• Employee Called Payroll Plan Foolproof
• Missing Funds Could Top One Million
• DA Asked to Find Out How $260 000 was lost at Tax Office• DA Asked to Find Out How $260,000 was lost at Tax Office
• Sensitive Information Left in Recycle Bin
• Technology to Fool Auditors: From Colored Pens toTechnology to Fool Auditors: From Colored Pens to 

Computer Scanners
• Police Warn of Utility Bill Scam
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• 14 Indicted in Connection with Payroll Fraud



Fraud
The Government World is Not Immune (con’t)The Government World is Not Immune (con t)

P t i h h i ll d l• Prosecutors weigh charges in payroll scandal
• Police union treasurer quits amid financial investigation
• Former commissioner pleads guilty to stealing county gasoline 

for personal usefor personal use
• Two former employees face indictments
• Mayor investigated in theft of Harley Davidson motorcycle

Councilman embezzlement case in hands of FBI• Councilman embezzlement case in hands of FBI
• Chief resigns in wake of payroll investigation 
• Council discusses former employee accused of stealing money 

from cityfrom city
• Former worker accused in bribe
• Construction company bills school $90,000 for job it did not get
• Former contractor admits illegal campaign donations to council
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• Former contractor admits illegal campaign donations to council 
members, others



The Fraud Statistics

Association of Certified Fraud Examiners
(ACFE)(ACFE)

2006 and 2008 Reports to the Nation on 
Occupational Fraud and Abuse
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2008 ACFE Report to the Nation

• Available on ACFE.com
• Key points:

– Lack of adequate internal controls was most commonly cited as 
the factor that allowed fraud to occur.

– The most commonly cited behavioral red flags were perpetrators 
living beyond their apparent means (39% of cases) or 
experiencing financial difficulties at the time of the frauds (34%).

– Small businesses are especially vulnerable to occupational p y p
fraud.

– The implementation of anti-fraud controls appears to have a 
measurable impact on an organization’s exposure to fraud.
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measurable impact on an organization s exposure to fraud.

"2008 Report to the Nation on Occupational Fraud and Abuse. Copyright 
2008 by the Association of Certified Fraud Examiners, Inc." 



2008 Detection of Fraud  
Government AgenciesGovernment Agencies

F d h M di l th f ti i t d t ti i 24 thFraud schemes – Median length of time prior to detection is 24 months
for all entity types

Initial detection method – In order of significance:

TIP (50.3%)

INTERNAL AUDIT (26.8%)

INTERNAL CONTROLS (19.7%)

BY ACCIDENT (16.6%)( )

NOTIFIED BY POLICE (5.1%)

EXTERNAL AUDIT (9.6%)

© Grant Thornton LLP. All rights reserved. 39
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Occupational Fraud and Abuse
Classification SystemClassification System

(Continued)
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Occupational Fraud and Abuse 
Classification SystemClassification System
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ACFE 2006 / 2008 Report to the
Nation StatisticsNation Statistics

• Frequency by type of fraud:
– Asset misappropriation – 88.7%
– Corruption – 27 4%Corruption 27.4%
– Fraudulent statements – 10.3%

• Median Loss by type of fraud:
– Fraudulent statements – $2,000,000
– Corruption – $375,000

Asset misappropriations $150 000– Asset misappropriations – $150,000
• Approximately 85% of all asset misappropriation cases involve 

theft or misuse of cash
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ACFE 2006 / 2008 Report to the 
Nation StatisticsNation Statistics

• Governments rank 2nd

in number of total cases 
(2008 2nd)

• Median dollar loss was 
$82,000 in these cases 
(2008 $93,000)
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ACFE 2006 / 2008 Report to the 
Nation StatisticsNation Statistics

Government and Public
Administration

Billi h ( t• Billing schemes (procurement 
fraud) and non-cash theft were 
the most commonly reported 
forms of asset misappropriation in pp p
the government and public 
administration sector, each 
occurring in 26 of the 119 cases.
2008 Billi Ski i N• 2008 – Billing, Skimming,    Non-
Cash, Check Tampering, 
Expense Reimbursement, Cash 
on Hand, Cash Larceny, Payroll, 

© Grant Thornton LLP. All rights reserved. 44
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Key Anti-Fraud Controls

• Surprise Audits
• Job Rotation / Mandatory 

Vacation

• External Audit of Internal 
Controls over Financial 
ReportingVacation

• Hotline
• Employee Support Programs

Reporting
• Code of Conduct
• Management Review of  

Internal Controls• Fraud Training for Managers / 
Executives & Employees

• Internal Audit / Fraud 

Internal Controls
• External Audit of Financial 

Statements
I d d t A dit C ittExamination Department

• Anti-Fraud Policy
• Independent Audit Committee
• Management Certification of 

Financial Statements
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• Rewards for Whistleblowers
"2008 Report to the Nation on Occupational Fraud and Abuse. Copyright 2008 by 
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ACFE 2008 Report to the
Nation StatisticsNation Statistics
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ACFE 2008 Report to the
Nation StatisticsNation Statistics
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ACFE 2008 Report to the
Nation StatisticsNation Statistics
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ACFE 2008 Report to the
Nation StatisticsNation Statistics
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ACFE 2008 Report to the
Nation StatisticsNation Statistics
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ACFE 2008 Report to the Nation Statistics
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ACFE 2006 Report to the 
Nation StatisticsNation Statistics
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What does the Data show?

• Fraud can happen at any level
• Employee length of service doesn’t reduce Fraud
• Rarely do employees who commit Fraud have a 

criminal background 
• More education doesn’t equate to less Fraud
• Recovery from Fraud is rarely 100%
• A comprehensive Fraud Program MUST be in 

Place
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2008 Victim Organizations That Modified Control 
After Discovery of FraudAfter Discovery of Fraud

Victim Organizations That Modified Controls After Discovery of Fraud

Victim Organizations That Modified Controls After 
Discovery of Fraud

40%

60%

80%

100%
Discovery of Fraud

“Three fourths of the victim organizations in our study altered their existing

0%

20%

40%

Yes No

Three-fourths of the victim organizations in our study altered their existing 
internal control system in direct response to the discovery of fraud, 
which shows that most organizations perceived the fraud to have 
occurred or succeeded at least in part due to a control weakness”
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occurred or succeeded, at least in part, due to a control weakness .

"2008 Report to the Nation on Occupational Fraud and Abuse. Copyright 
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The Costs of Fraud

• Reputation risk

f C f• Association of Certified Fraud Examiners 2008 report 
to the nation: Participants estimated that U.S. 
organizations lose 7% of their annual revenues toorganizations lose 7% of their annual revenues to 
fraud. Applied to the projected 2008 United States 
Gross Domestic Product, this 7% figure translates to 
approximately $994 billion in fraud loss

J b / C
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People’s General Behavior

Will commit 
fraud under the 

right

Actively seek
 out

 opportunities
for fraud

10%
right 

circumstances
80%

 Will never
commit fraud

10%
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Fraud:  How Does it Happen?

Deterrence

MOTIVE / 
PRESSURE

RATIONALIZATION
FRAUD

OPPORTUNITY

PreventionPrevention
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2008 Behavioral Red Flags 
Present During Fraud SchemePresent During Fraud Scheme

• Living beyond means
• Financial difficulties
• Wheeler dealer attitude

• Past employment-related 
problems

• Complaining about inadequate• Wheeler-dealer attitude
• Control Issues, unwillingness to 

share duties
• Divorce / family problems

Complaining about inadequate 
pay

• Refusal to take vacation
• Excessive pressure from within• Divorce / family problems

• Unusually close association with 
vendor / customer

• Irritability suspiciousness or

Excessive pressure from within 
organization

• Instability in life
• Excessive family / peer pressure Irritability, suspiciousness, or 

defensiveness
• Addiction problems
• Past legal problems

y p p
for success

• Complaining about lack  of 
authority

© Grant Thornton LLP. All rights reserved. 58

Past legal problems

"2008 Report to the Nation on Occupational Fraud and Abuse. 
Copyright 2008 by the Association of Certified Fraud Examiners, Inc." 



B t P ti F dBest Practices – Fraud 
Prevention MattersPrevention Matters
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Best Practices – Fraud Prevention Matters

Prevent Detect

Monitor Deter

© Grant Thornton LLP. All rights reserved. 60



Fraud - How To Prevent?

• Definition - to keep from happening 
or existing 

• Tone at the Top
Eff ti i ti t ll• Effective communication to all 
employees

• Officer responsible for compliance
• Code of Conduct & Ethics Policies, 

ti d t tit l

Prevent

tied to entity values
• Establish standards & operating 

procedures
• Well designed internal controls

P i f k l• Proper screening of key employees 
and vendors

• Provide mechanism to report 
suspicious activity
F d P li

© Grant Thornton LLP. All rights reserved. 61

• Fraud Policy
• Training & Education



Fraud – How to Detect?

• Definition - to discover or 
determine the existence, 
presence, or fact of

• Well designed Internal Audit 
function

• Effective audit procedures
• On-going background checks

Detect
On going background checks 
on key employees

• Well designed exit interviews
• Conflict of Interest Statements
A R ti• Anonymous Reporting 
Mechanism

• Data Mining
• Fraud Policy

© Grant Thornton LLP. All rights reserved. 62
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Fraud – How to Deter?

• Definition - to turn aside, 
discourage, or prevent from g , p
acting 

• Proper disciplinary actions 
and disclosure

• Fair and consistent• Fair and consistent 
enforcement

• Prompt and skilled 
investigations Deter

• Perception
• Fraud Policy
• Training & Education
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Fraud – How to Monitor?

• Definition – to close watch 
over

• Monitor employees 
performance & conduct

• Data Mining
• Workplace surveillance
• Fraud Policy
• Training & EducationMonitor Training & Education
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Sl i E St iSlowing Economy – Staying on 
Your ToesYour Toes

© Grant Thornton LLP. All rights reserved. 65



Staying on Your Toes

• Tone at the Top – Code of Conduct
• Develop Fraud Policy
• Communicate – Communicate – Communicate!
• Stay “Current” on key controls:

– Supervision
– Review– Review
– Reconciliations

• All areas dealing with money (cash, checks, credit cards, etc.):
f– Reassess proper segregation of duties

– Perform surprise visits and selective testing – let people know you 
are monitoring

© Grant Thornton LLP. All rights reserved. 66

• Be a “Dot” connector – Be Aware of your surroundings



Questions and Answers
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State of Arkansas
Annual Accounting & Audit Update Conference

A diti d A ti U d tAuditing and Accounting Update

© Grant Thornton LLP. All rights reserved.



AICPA audit risk alert

• Review of audit risk alert for state and local 
governmentsg

• Audit Risk
• Understanding the entity and its environment andUnderstanding the entity and its environment and 

assessing the risks of material misstatement
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Economic and industry developments

• The current economic crisis
– Key economic indicators– Key economic indicators

• Government intervention to curtail the economic 
crisiscrisis
– The American Recovery and Reinvestment Act 

(ARRA) of 2009( ) o 009
– ARRA Compliance Requirements
– Other government intervention

© Grant Thornton LLP. All rights reserved. 70
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Economic and industry developments (cont.)

• The state of the States’ economy
– Local government bankruptcies– Local government bankruptcies
– Municipal securities and challenges in the 

municipal marketmunicipal market
– The credit crisis and its potential impact on local 

government credit ratingsgo e e t c ed t at gs
– Tax exempt debt issues
– Postemployment benefits other than pension

© Grant Thornton LLP. All rights reserved. 71

Postemployment benefits other than pension, 
including retiree health care



Economic and industry developments (cont.)

– Securities lending losses
– Electronic commerce and privacy of data– Electronic commerce and privacy of data 

concerns
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Legislative and regulatory developments

• Municipal securities rulemaking board activities
– Electronic municipal market access– Electronic municipal market access

–Continuing disclosure
Other EMMA features–Other EMMA features

– Short-term obligation rate transparency system
Bank tying– Bank tying

– Restrictions related to political contributions
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Legislative and regulatory developments (cont.)

• New IRS regulation on required withholding
• “Red Flags” rule• Red Flags  rule
• New guidance issued on public housing agencies 

completion of the financial data schedule andcompletion of the financial data schedule and 
related auditor reporting
– The status of the in-relation-to reporting e status o t e e at o to epo t g

requirement
– Auditor subsequent event considerations
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• Sales tax on internet sales



Audit and attestation issues and developments

• Audit risks arising from current economic 
conditions

• Structured investment vehicles
• Pension OPEB and the use of specialistsPension, OPEB, and the use of specialists
• Pollution remediation
• Information technology internal control issues• Information technology internal control issues
• Auditing accounting estimates
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Audit and attestation issues and developments 
(cont )(cont.)

• Consideration of fraud in a financial statement 
audit
E l i h i f• Evaluating the existence of assets

• Communication with those charged with 
governance

• Communicating internal control related matters 
identified in an auditidentified in an audit
– Definitions of significant deficiency and material 

weakness
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Audit and attestation issues and developments 
(cont )(cont.)

– The evaluation process
– The applicability of SAS No 115 to Yellow Book– The applicability of SAS No. 115 to Yellow Book 

and single audits
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Accounting issues and developments

• GASB accounting standards upcoming 
implementation datesp
– GASB Statement No. 43, Financial Reporting for 

Postemployment Benefit Plans Other Than p y
Pension Plans

– GASB Statement No. 45, Accounting and 
Financial Reporting by Employers for 
Postemployment Benefits Other Than Pensions
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Accounting issues and developments (cont.)

– GASB Statement No. 49, Accounting and 
Financial Reporting for Pollution Remediation p g
Obligations

– GASB Statement No. 51, Accounting and , g
Financial Reporting for Intangible Assets

– GASB Statement No. 52, Land and Other Real 
Estate Held as Investments by Endowments
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Accounting issues and developments (cont.)

• Recently issued GASB pronouncements and 
related guidanceg
– GASB Statement No. 56, Codification of 

Accounting and Financial Reporting Guidance g p g
Contained in the AICPA Statements on Auditing 
Standards

– GASB Statement No. 55, The Hierarchy of 
Generally Accepted Accounting Principles for 
St t d L l G t
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Accounting issues and developments (cont.)

– GASB Statement No. 54, Fund Balance 
Reporting and Governmental Fund Type p g yp
Definitions

– GASB Statement No. 53, Accounting and , g
Financial Reporting for Derivative Instruments

– GASB TB 2008-1, Determining the Annual 
Required Contribution Adjustment for 
Postemployment Benefits
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Accounting issues and developments (cont.)

– GASB Concepts Statement No. 5, Service 
Efforts and Accomplishments Reporting – an p p g
amendment of GASB Concepts Statement No. 2

– FASB Accounting Standards Codification™g
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Accounting issues and developments (cont.)

• Recent pronouncements
– Recent auditing and attestation pronouncements– Recent auditing and attestation pronouncements 

and related guidance
– Recent accounting pronouncements and relatedRecent accounting pronouncements and related 

guidance
• Recent AICPA independence and ethics ece t C depe de ce a d et cs

pronouncements
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Accounting issues and developments (cont.)

• On the horizon
• Auditing and attestation pipeline – nonissuers• Auditing and attestation pipeline – nonissuers

– Auditing standards board clarity project
Compliance auditing– Compliance auditing

– Exposure draft to revise standards for 
compilation and review engagementscompilation and review engagements
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Accounting issues and developments (cont.)

• Accounting pipeline
– Current GASB projects– Current GASB projects
– Comprehensive implementation guide update

• Resource central• Resource central
– Publications

AICPA reSOURCE: accounting and auditing• AICPA reSOURCE: accounting and auditing 
Literature

• AICPA audit committee toolkit for government
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• AICPA audit committee toolkit for government 
entities



Accounting issues and developments (cont.)

• Continuing professional education
– Online CPE– Online CPE

• Webcasts
• Member service center• Member service center
• Hotlines

Accounting and auditing technical hotline– Accounting and auditing technical hotline
– Ethics hotline
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Accounting issues and developments (cont.)

• Industry conferences
• AICPA GAQC• AICPA GAQC
• AICPA industry expert panel – State and local 

governmentsgovernments
• Industry web sites
• Additional web resources• Additional web resources
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Accounting Issues and Developments (OMB Circular A-133) 

• Economic Developments
– The State of the Economy

• Legislative and Regulatory Development• Legislative and Regulatory Development
– Report on Single Audit Quality
– Response to the PCIE Report

GAOC director testifies at Senate Hearing on Single Audit Quality– GAOC director testifies at Senate Hearing on Single Audit Quality
– AICPA and GAOC Single Audit Quality Task Forces

• GAO Developments
Single A dit Q alit GAO standing– Single Audit Quality – GAO standing

– 2007 revision of GAS
– GAS implementation tool

G id l i ith GAS d th S b O l A t f 2002
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– Guidance on complying with GAS and the Sarbanes-Oxley Act of 2002
– Other GAO Developments



Accounting Issues and Developments (OMB Circular A-133) 
(cont )(cont.) 

• OMB Developments
– OMB response to PCIE Report

OMB Single Audits and private information– OMB Single Audits and private information
– Circular A-133 Compliance Supplement Update
– OMB website and Federal Funding Accountability and Transparency Act

Pending revision of Federal Financial Report– Pending revision of Federal Financial Report
• Federal Audit Clearinghouse Development

– Submissions of the 2008-2010 DCF
Major programs and the DCF– Major programs and the DCF

– DCF and reporting package not appropriate in compliance audits of for-profits
– Using the FAC database

© Grant Thornton LLP. All rights reserved. 89



Accounting Issues and Developments (OMB Circular A-133) 
(cont )(cont.) 

• HUD update
– Consolidated Audit Guide revisions
– Proposes an Independent Public Accountant Roster

A dit d Att t ti I d D l t• Audit and Attestation Issues and Developments
• AICPA Peer Review Checklist – A tool to help improve audit quality
• Common deficiencies found during peer review
• Recent AICPA independence and ethics pronouncementsRecent AICPA independence and ethics pronouncements
• Independence requirements under AICPA, GAS and Circular A-133
• On the horizon
• Auditing pipeline (proposed revisions to SAS 74)
• Resource central
• AICPA GAOC

– AICPA state and local government expert panel
AICPA not for profit organi ation e pert panel
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– AICPA not-for-profit organization expert panel
• Publications



Questions & answers
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Audio
Slides

Video

Slides

State of Arkansas
A l A ti & A dit U d t C fAnnual Accounting & Audit Update Conference

Sharpening the Focus on AccountabilitySharpening the Focus on Accountability 
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Slide 93

SN1 I added in some general external webcasting slides. General suggestions:

1) Less text - it would make the learning more effective and make the slides look cleaner. Move some text from slides to the notes 
section of the slides so audience could still reference your speaking point after the webcast.

2) Given the title of the webcast, it may be good to start out with the landscape slides (like you have), then go directly into the survey,
and then circle back to the Form 990 section, as well as additional reserouces.

3) The rule for CPE is a minimum of 4 questions for each one hour of CPE, so we need at minimum of 8 questions (each with up to 6 
multiple choices) for 2 CPE hours. Also, you should plan on positioning at least one question at the beginning and at the end of the 
presentation due to how NASBA (regulating body of CPA’s CPE) counts CPE, so we’ve been asking for at least 5 questions per hour of 
CPE just to be on the safe side. Try to target these quesions to be marketing related type questions to find out more about your clients
and prospect. After the webcast, LearnLive could pull a report on how the audience responded individually to provide you opportunities
to reach out to clients.
Steven Ng, 1/8/2009



Grant Thornton’s Sixth Annual
National Board Governance SurveyNational Board Governance Survey
for Not-for-Profit Organizations
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Board’s most important focus
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Board’s strength in these areas
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Governance policy changes
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Who signs the conflict of interest policy?

© Grant Thornton LLP. All rights reserved. 97



Board committees
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Board oversight of alternative investments
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Executive compensation and 
and benefits discussion by boardand benefits discussion by board
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Executive session
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If you have an audit committee,
does it includedoes it include……
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Frequency of auditor meeting with
audit committeeaudit committee

© Grant Thornton LLP. All rights reserved. 103



Who prepares your organization’s
990/990 T?990/990-T?
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Which groups review your
990/990 T?990/990-T?
(by annual budget size)
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Some results from other governance surveys in the 
past yearpast year

NACUBO* SOX R d ti f Hi hNACUBO* SOX Recommendations for Higher 
Education Follow-up Survey (in 2007)
91% have audit committees• 91% have audit committees

• 83% have the external auditor report directly to the 
audit committeeaudit committee

• 50% have internal audit function
65% have whistleblower policy• 65% have whistleblower policy

• 67% have code of ethics
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Some results from other governance surveys in the 
past yearpast year

NACD* 2007 Leading Not-for-Profit Governance 
Survey

• Top governance issues for boards are:
– Strategic planning
– Organizational performance
– CEO succession
– Board effectiveness

• 75% of boards met in executive session at least 

© Grant Thornton LLP. All rights reserved. 107

once a year
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Comparison of NACD Results of Board Priorities for 
Not for Profit and For Profit BoardsNot-for-Profit and For-Profit Boards

Not for Profit
• Strategic planning

For Profit
• Strategic planningStrategic planning

• Organizational performance
• Board leadership

Strategic planning
• Corporate performance
• CEO succession

• CEO succession
• Board effectiveness

• Relations with 
shareholders
CEO ti• Board culture • CEO compensation

• Information 
management/decisionItems appearing on
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management/decision 
making

Items appearing on
only one list are in bold



Organizations with guidance on not-for-profit 
governancegovernance

I d d t S t i d d t t ) d• Independent Sector www.independentsector.org) and 
Panel on the Nonprofit Sector (www.nonprofitpanel.org)

• Association of Governing Boards of Universities and
Colleges (www agb org)Colleges (www.agb.org)

• National Association of College & University Business 
Officers (www.nacubo.org)
A i S i t f A i ti E ti• American Society of Association Executives
(www.asaenet.org/)

• National Council of Nonprofit Associations
( ncna org)(www.ncna.org)

• Evangelical Council for Financial Accountability
(www.ecfa.org)
C t f Phil th ( hil th i i d )
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• Center for Philanthropy (www.philanthropy.iupui.edu)
• BoardSource (www.boardsource.org)



Some excellent resources 
on not for profit governanceon not-for-profit governance

• Independent Sector, through the Panel on the 
Nonprofit Sector issued Principles of GoodNonprofit Sector, issued Principles of Good 
Governance and Ethical Practices: A Guide for 
Charities and Foundations issed in 2007 
(www.independentsector.org)

• Association of Governing Boards of 
Universities and Colleges (AGB) issued its 
Statement on Board Accountability in 2007 
(http // agb org/ mspage cfm?parm1 1501)
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Some good books on not-for-profit governance

• Good to Great and the Social Sectors: A 
Monograph to Accompany Good to Great, 
by Jim Collinsby Jim Collins

• Governance as Leadership: Reframing the p g
Work of Nonprofit Boards, by Richard 
Chait, William P. Ryan and Barbara Taylor

• Boards That Make a Difference, by John 
Carver 
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Grant Thornton 
Not for Profit ResourcesNot-for-Profit Resources

• Publications for not-for-profit
organizationsg

• Not-for-profit website at:  www.grantthornton.com/nfp

• Grant Thornton Contact:
Ben Kohnle
ben.kohnle@gt.com
214-561-2260
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Grant Thornton’s Board Governance Institute
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Additional resources for trustees and audit 
committeescommittees 
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For more information on how Grant Thornton’s Not-for-Profit and Higher 
Education Advisory Services Practice can help:

Contact Info:
Ben Kohnle
214-561-2260

Or contact your local Grant Thornton LLP office:
www grantthornton com/locationswww.grantthornton.com/locations 
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