
Statement on Auditing Standards (SAS) 112
Background
SAS 112 (which became effective for fiscal years ending on or after Dec. 15, 2006) provides new guidelines from the Auditing Standards Board (ASB) that are impacting the year-end audits of nonprofit organizations, requiring more extensive documentation and investigation by the auditor. 
SAS 112, Communicating Internal Control Related Matters Identified in an Audit, establishes standards and provides guidance concerning the auditor's assessment of the risks of material misstatement (whether caused by error or fraud) in a financial statement audit, and the design and performance of audit procedures. The standards are designed to create more effective audits as a result of better risk assessments and improved audit design and performance. 
All nonprofits, include the VA-affiliated NPCS have become familiar with the new requirements under SAS 112, which defines certain internal control deficiencies and requires that they be communicated by the auditor to a nonprofit organization's management. 
For example:

· SAS 112 requires auditors to evaluate the severity of all the internal control deficiencies they identify in an audit. Auditors must evaluate the likelihood and size of the potential misstatement to determine whether it is a "significant deficiency" or a "material weakness." 
· Auditors must communicate in writing all significant deficiencies or material weaknesses they identify. This also includes any significant deficiencies or material weaknesses that auditors identified in prior audits that the organization has not yet corrected. These communications should be made to "management and those charged with governance" within 60 days of the report's release. 

Definitions: 

Control deficiency - This occurs "when the design or operation of a control does not allow management or employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis." 

Significant deficiency - This is a "control deficiency, or a combination of control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process or report financial data reliably in accordance with generally accepted accounting principles such that there is more than a remote likelihood that a misstatement of the entity's financial statements that is more than inconsequential will not be prevented or detected by the entity's internal control." 

Material weakness - This is "a significant deficiency, or combination of significant deficiencies, that  results in more than a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the entity's internal control." 

Current Status

All nonprofits must be aware of SAS 112's new requirements and the potential impacts, including the following: 

· New deficiencies identified under the new, broader definitions of reportable matters. 

· Noncompliance with donor restrictions or debt covenants. 

· Loss of low-risk audit status for Single Audits.
· Need for additional staff to establish and/or monitor compliance with internal control, financial reporting and governance policies. 

It must also be noted that the additional levels of detail and documentation required under these accounting standards may very well increase the complexity (and cost) of the NPC’s year-end audit. These standards are requiring all NPCs to provide transparent financial documents and reporting regardless of size.  The level of compliance is high.  As noted, only five of 82 nonprofits had any material weaknesses for the 2007 audit.   
