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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.




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.

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




Effective System of Internal Controls
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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




Common Internal Control Deficiencies

Adjusting journal entries identified during the audit

Lack of segregation of critical duties

* Prior-period adjustments

Uniform Guidance findings
U Return to Title IV (R2T4)
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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

Operating Margin

Financial Summary.
STATEMENT OF ACTIVITIES
Yoar Endad May 31,
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" ~ Ty EET) e 2o
et twition and fees. sm o 22000728 em 250760 am 2659808 mon 29600565 s
Grouth it as row e now
suniliary activities s 13930965 ma 10 B s 16,762,145  sasn
e a1 am
Inwestrent Income am (11,23) o 1206 e 2168 o ann
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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

Projected Cash Flow
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Cash Flow Forecasting

STATEMENT OF CASH FLOWS. : B - -
Year Ended May 31,
200 2021 2022 2023 2024

‘CASH FLOWS FROM OPERATING ACTIVITIES
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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?

Operating Reserves

STATEMENT OF FINANCIAL POSITION

May3i,
2020 2021 2022 2023 2028
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Operating Reserves

3. LIQUIDITY AND FUNDS
The following reflects the University’s financial assets as of the statement of finan position date. reduced
by amounts not available for genernl use because of doner-imposed restrictions within one year of the
statement of financial pesition date

May 31
207

Financial assets:

Cash and cash equivalents s § 5 672
Smdent accounts receivable-net 899.113
Government fiinds receivable-net 309,131 8.730.711
Contributions receivable 1.108.966 <
Tnvestments, net of investments in real estate 1,817.869
Investments held for long-term purposes 34,448,025

Beneficial interest in trusts held by others
Financial assets, at year-end

Less those nnavailable for general expenditures within one year due to:

Board-designated endowment = (1.918.067)
Donor-imposed restrietions:
Beneficial interest in trusts held by others (2.090.667) (2.021.169)
Investments held for long-term purposes:
Original gifts held in perpetuity (24.049.674)  (24.416.926)
! eamings. net of ions within one year (8.546.074) (5.298.721)
Restricted by donor with purpose and time restrictions,
net of expected amounts available within one vear (954.678) (1.205.876)

Financial assets available to meet cash needs for general
expenditures within one year $ 11352175 _8$ 17.307.013

Deferred Maintenance
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How old is your campus?

» Age of plant in years
» Accumulated depreciation/depreciation expense
» Targetis 15 years or less

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

|| 2020 | 2021 | 2022 | 2023 | 2024 |
Age 13 13 12 12 12

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).

21

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.

22
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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”

24

12



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

25

Questions?




Thank you.

Dan Campbell, Partner
CapinCrouse LLP

)% dcampbell@capincrouse.com
D 505.50.CAPIN ext. 1452
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