Guidance for Board Members - How to Review an Audit Report
1.  Read the opinion page carefully.  This should be the first page of the audit report.  

The opinion page will state that the purpose of the audit is to provide an opinion on the financial statements prepared by the client and will provide other boilerplate language.  The key item to look for is the type of opinion reached by the auditor – unqualified, qualified and adverse opinions are the most common.  Ideally, you want an unqualified opinion and should see wording to the effect of, “In our opinion, the statements present fairly in all material respects, the financial position and results of operations and cash flows . . .”  This is also known as a “clean opinion.”  If your NPC did not receive a clean opinion, the reason(s) why should be detailed in the report and in the auditor’s letter to management.  If anything on this opinion page is unclear, or if you are uncertain of the implications of the statements it makes, be sure to ask the auditor for a full explanation.
2.  Review the financial statements.  There should be at least three:  Statement of Financial Position; Statement of Activities; and Statement of Cash Flows.

Each statement should provide comparative figures for the previous year.  If there are significant differences from one year to the next, ask the auditor for an explanation. Questions to consider:  Have assets increased or decreased?  Was there a significant change in liabilities?  Have expenses increased more than income?  If the answer to any of these is yes, be sure you understand why.  Given your understanding of the organization, do the numbers make sense?  Is the organization better or worse off than it was a year ago?  Are key programs self-supporting?  Are administrative costs increasing and if yes, are funds available to cover them going forward?
3.  Read the notes.  These should follow the financial statements.

Auditors use footnotes to help explain the organization’s financial situation.  They generally discuss accounting policies, and then “note” information that has significance such as implementation of a major new program, a pending law suit, major bad debt, large acquisitions, etc.  If you don’t understand any of the notes, or feel that the auditor has missed an important item, ask for an explanation.
4.  Read the “management letter” carefully.  This is a separate letter that is provided to management only if the auditor identifies significant problems.  Organizations are not required to provide a copy of the management letter when complying with a request for a copy of their audited financials.

The auditor will detail significant negative findings in the management letter, particularly those pertaining to internal controls.  The auditor will often suggest corrective action.  Be sure you understand the basis for each negative finding and the necessary solution.  It is helpful to work out a plan for corrective action shortly after the audit is complete and to obtain the auditor’s agreement with your plan so that the same finding won’t be reported the following year.
Please Note:  
It is advisable to require the auditor to provide the key financial board member and staff member with a draft of the audit report and management letter.  Both should review this carefully to make sure the auditor has fully understood your operations.  Sometimes, deficiencies can be corrected immediately and omitted from the final report.      
The auditor – not the key financial board member or staff – should present the final audit report to the board.  This may be done in person or by speakerphone during a board meeting.  Board members should receive a copy before the presentation so they can review it in advance.  The auditor should review each of the sections discussed above and should take the time to answer board members’ questions.   
