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The content of this presentation, whether communicated in 
writing or verbally by partners, employees, or representatives 
of Capin Crouse LLP, is provided solely for educational 
purposes. This presentation is not intended to provide legal, 
accounting, tax, investment, or fiduciary advice. Please 
contact your attorney, accountant, or other professional 
advisor to discuss the application of this material to your 
particular facts and circumstances. 
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Overview

Every accredited institution receives an audit from a qualified 
and independent certified public accounting firm. Beyond the 
official audit, the CFO, president, and board should also hear 
essential observations on the financial integrity and health of 
the organization. 
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Objectives

1. Effective system of internal controls – checks and
balances

2. Operating margin – surplus or deficit, with trends

3. Projected cash flow – avoiding unseen emergencies

4. Operating reserves – adequate and available financial
resources to operate in the future

5. Risks of deferred maintenance – staying current

6. “Ongoing concerns” – a reality check
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Effective System of Internal Controls

Internal Control Deficiencies

• Material weakness

• A deficiency, or a combination of deficiencies, that
creates a reasonable possibility that a material
misstatement will not be prevented or detected on a
timely basis

• Significant deficiency

• A deficiency, or a combination of deficiencies, that is less
severe than a material weakness, yet important
enough to merit attention by those responsible for
oversight of financial reporting
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Common Internal Control Deficiencies

• Adjusting journal entries identified during the audit

• Lack of segregation of critical duties

• Prior-period adjustments

• Uniform Guidance findings

 Return to Title IV (R2T4)

 NDSL
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Operating Margin
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Operating Margin

• Operating margin is the excess (deficit) of operating
revenues, donor support, and investment income over
(under) operating expenses, including depreciation and
interest

• The statements of activity (income statements) should
provide an operating measure

• The current year increase (decrease) should be
considered in context with prior years
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Operating Margin
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What is your current business model?

• Enrollment-driven or something else

• High discount rate or funded scholarships

• Endowment support

• Residential or remote learning
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Projected Cash Flow
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Cash Flow Forecasting
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Operating Reserves
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What is your current status?

• Are reserves sufficient and flexible enough to support
the institution’s mission?

• Are reserves growing in proportion to the growth of the
institution?
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Operating Reserves
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Operating Reserves
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Deferred Maintenance
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How old is your campus?

• Age of plant in years

• Accumulated depreciation/depreciation expense

• Target is 15 years or less

• Age increases when plant additions are less than
depreciation expense (see statement of cash flows)

20242023202220212020

1212121313Age

19

Are you a going concern?
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Reality Check

• An organization operating as a going concern is
expected to operate for 12 months or more without
threat of liquidation. The implication is that the
organization is profitable.

• Formerly an auditing construct, in 2014 the Financial
Accounting Standards Board issued Accounting
Standards Update No. 2014-15, Presentation of
Financial Statements – Going Concern (Subtopic
205-40).
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Substantial Doubt

• Continuity – The ability of an organization to financially
continue is presumed as the basis for financial
reporting unless liquidation is imminent.

• Substantial doubt – Even if liquidation is not imminent,
conditions may exist that in the aggregate raise
substantial doubt regarding the organization’s ability to
continue as a going concern.

• Substantial doubt is defined as the probability that the organization
will not be able to meet its obligations as they become due within
one year of the date that the financial statements are issued.
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Management Evaluation

• FASB ASC 205 requires that management evaluate
this probability when preparing financial statements in
accordance with accounting principles generally
accepted in the United States

• Qualitative factors that are known or reasonably
knowable

• Quantitative factors that are known or reasonably
knowable
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Management Assertion

• Management must determine if substantial doubt
exists

• If the determination is yes, substantial doubt exists,
management must disclose this in the notes to the
financial statements, as well as plans to mitigate

• If management determines that plans to mitigate do not
alleviate the substantial doubt, management must
disclose the plans and state “there is substantial doubt
about the entity’s ability to continue as a going concern”
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Audit Considerations

• Auditing standards (AU-C 570B) require auditors to:

• Obtain sufficient audit evidence and conclude on the
appropriateness of management’s evaluation and assertion

• Obtain an understanding of and assess management’s plan
for mitigation

• Include a separate section in the audit opinion with a heading
that references substantial doubt exists if management’s plan
does not alleviate the substantial doubt
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Questions?
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