The AICPA Audit Committee Toolkit: Not-for-Profit Organizations



Audit Committee Financial Expertise Considerations
	PURPOSE OF THIS TOOL: The following information illustrates how the audit committee might approach ensuring it has access to requisite financial expertise.


Audit Committee Financial Expertise 

The inclusion of at least one audit committee member with financial expertise (as described subsequently) is a highly recommended best practice. 

The following attributes are all deemed to be essential components of financial expertise: 


An understanding of generally accepted accounting principles, generally accepted auditing standards, and financial statements 


The ability to assess the general application of such principles and standards in connection with the accounting for estimates, accruals, and reserves 


Experience preparing, auditing, analyzing, or evaluating financial statements that present a breadth and level of complexity of accounting issues that can reasonably be expected to be raised by the organization’s financial statements, or experience actively supervising (that is, direct involvement with) one or more persons engaged in such activities 


An understanding of internal control and procedures for financial reporting 


An understanding of audit committee functions 


A general understanding of not-for-profit financial issues and specific knowledge of the not-for-profit industry (for example, health care or education) in which the organization participates 

The following questions should be used to assess whether an individual audit committee member, or the committee as a whole, possesses the previously stated attributes: 


Does state law include certain requirements of audit committees regarding independence, expertise, membership and shared responsibilities with the finance committee, and so on? 


Have one or more individuals completed a program of learning in accounting or auditing? 


Do one or more individuals have experience as a chief or principal financial officer (for example, finance director or business manager), principal accounting officer, controller, public accountant, or auditor? 


Do one or more individuals have experience in position(s) that involve the performance of similar functions? 


Have one or more individuals gained experience by actively supervising a person(s) performing one or more of these functions? 


Do one or more individuals have experience overseeing or assessing the performance of companies, not-for-profit organizations, or public accountants with respect to the preparation, auditing, or evaluation of financial statements?

Do one or more individuals have other relevant financial experience (for example, service on boards of banking or investment institutions or experience as a banker or investment advisor)? 


Do one or more individuals have experience serving on audit committees of other not-for-profit organizations? 

Alternative Approaches 

If no individual member of the audit committee possesses the attributes required for financial expertise and the committee members collectively do not possess such attributes, several of the following options might be considered: 


Potential volunteers with financial expertise have limited time to commit to an organization. They might, for example, have time to attend one or two meetings per year, but not a monthly board meeting. Therefore, especially for smaller not-for-profit organizations, it may be beneficial, if bylaws allow it, to open up membership of the audit committee to persons who are not also members of the board of directors or trustees. 


Establish a relationship with a peer or an otherwise comparable organization to have the CFO for one organization provide financial expertise to the other. Such arrangements can be reciprocal or involve multiple organizations. 


Establish an outsource relationship in which a financial professional is engaged and compensated to provide financial expertise as a consultant to the audit committee. Such an individual must otherwise be independent with respect to the organization (that is, must have no other financial arrangements with the organization). 


Pursue a training program for audit committee members to develop the financial expertise. Such training can include participation in professional development programs offered by the AICPA, associations serving the not-for-profit industry, or the specific industry in which the organization participates, or the conduct of in-house training programs. 

Resources 

Various organizations provide information to support audit committees in carrying out their responsibilities. In addition to this toolkit, the AICPA maintains an Audit Committee Effectiveness Center. Independent Sector has devoted significant attention to issues related to financial expertise, as have industry organizations such as the National Association of College and University Business Officers. Many public accounting firms provide information on these subjects as well. Although its provisions are not directly applicable to not-for-profit organizations, the “SEC Rule on Audit Committee Financial Experts” contains information that may be of interest. Not-for-profit organizations, especially organizations doing business in or soliciting funds in California, should become familiar with the requirements of the California Nonprofit Integrity Act of 2004. A summary of the act can be found at http://ag.ca.gov/charities/publications.php. Other states also have laws and regulations related to audit committee functions. Audit committee members should read and understand any laws and regulations in all states where their organization does business. 

See appendix A of this toolkit for additional information about resources. 
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