
DOUG REGALIA – LEARNING HOW TO READ & INTERPRET AN ORGANIZATION’S 990s

Sybil: Hello everybody. I'm very pleased to offer this training for you. It's a training specifically to
know and learn how to review a nonprofit's 990s. And as you know, a CPA, Certified Public
Accountant, is the kind of organization and person that a nonprofit hires to do a 990 audit of
their financials. I was lucky enough to get a training from Doug Regalia who is an expert CPA at
reviewing nonprofit finances. I thought it was such a great training that I asked if he would offer
his training to me for free so that we could share it with the world with donors like you so you
could have some tips and tricks from him, it was so valuable. So this is an intense training. You
need to sit down, take notes is what I'd recommend. It's about 45 minutes long, but I think you'll
go away with a wealth of information, which is why I really wanted to create this for you. And it's
focused on reviewing nonprofits in the United States, but we too talk about how it might apply to
other places. Most states in the United States, well they all require nonprofits to create 990s if
they're above a certain size. And so that's why it's important for you to know about this. As well
some smaller nonprofits may not have 990s, but we do talk about what you can do to still be
able to review those finances effectively. I hope you enjoy this training as much as I enjoyed
listening to Doug teach me how to think through this. So have a listen, take some notes and
have an informative time reviewing this work.

Doug: Okay, thank you Sybil. My name is Doug Regalia and I started in public accounting in
1981 with Peat Marwick, now KPMG. I founded the firm in my name in 1990, so we have
focused for the last 32 years solely on providing audit and tax preparation services to the
nonprofit community and we don't audit any for-profits. So, and we enjoy and love working for
our clients and we have many in various industries. And so I'm happy to present today for you
the financial statement that is for "a nonprofit organization." I have removed the actual name
from the financial statement I will be reviewing, but the information is valid and actually reflects
an audit that we recently completed.

Sybil: That's so great and I laugh at myself because I'm such a geek. I'm like really excited to
hear this Doug. So let's start. Why don't you start, let's share screen and you can talk to us all
about how to look at a financial statement and really parse it through and what are the things we
should be thinking about?

Doug: Okay, so we have a couple letter and this what you're we're gonna review is essentially
the end product from an audit process that takes between 10 to 12 weeks. And so this is a
culmination of a lot of activity, verifying numbers, reviewing internal controls, and assessing the
financial condition of a client that we have been engaged to audit. So we have a cover letter,
table of contents, and then we have the independent auditor's report. This is two pages. In a
nutshell, however, it's the first two paragraphs that are most meaningful because this concisely
tells the reader in the first paragraph that we have performed the audit. And in the second
paragraph we have a conclusion or our opinion and our opinion is that the financial statements
present fairly in all material respects the financial position of this organization. Now we will see
additional language and that is intended to provide the readers with more information about



what an audit is and what an audit is not. So it's a lot of legal lease that we are required to
reflect in this two page report. And so I won't read this language, but it does help I think provide
additional detail about what we did. We have another paragraph at the bottom called other
matters in this case because we're referencing information that was from the prior year audit. So
we have comparative numbers and so we're required to have this paragraph and there's a date
at the bottom of this letter and there's two connotations to that date. The first is that's the last
date of any audit work we performed, we've done nothing since that date and that impacts any
potential disclosures regarding subsequent events. The other connotation to that date is that
we've done in a forward looking work to ascertain for ourselves that the organization will
continue to be a going concern. That's actually a good thing, going concern that we feel based
on our analysis of balance sheet in assessing future budgets, cash flows after the balance sheet
date, in this case it was December 31st, 2021, that we have enough evidence to support our
conclusion that we feel the organization has the financial strength to continue for a year from
this date.

So through September 15th, 2023, if we didn't feel that way, we'd have a reference to another
paragraph in the footnotes that would explain to the reader why we felt there may be some
financial difficulties and that same paragraph would indicate management's response to our
concern, and generally what that involves is management providing information about how they
intend to overcome the conditions that we were concerned about in our footnote. But that
doesn't exist for this entity. So this is what we would call a clean opinion. Technically it's an
unmodified opinion, meaning it's not being modified from the standard report language, which is
what you see here. Alright, we then continue into the financial statements. This is the balance
sheet. It's called statement of financial position. That's the terminology used for exempt
organizations. And in fact, the exempt organizations have used the terminology we'll see for
about almost 30 years. And in fact, there are proposals to have the for-profit community change
their verbiage from in this case would be a balance sheet to statement of financial position
because that's what it is. We're providing information about the financial position or condition of
an organization. Now here, I'll call it a balance sheet because it balances, we have total assets
which equal total liabilities and equity. In this case, equity is titled net assets. That's the
terminology we use for exempt organizations and they should equal. Now this complies with one
of the more recent accounting standard updates, ASUs issued by the FASB Financial
Accounting Standards Board, they have the ultimate authority as to what these financial
statements look like and how they should be presented. And in that ASU, there is a
recommendation to have subtotals for current assets, non-current assets, current liabilities, and
if they exist in non-current liabilities or long-term, there are none here. And the reason for that is
it provides information to assist the reader in assessing for themselves the financial condition of
an organization. Now in this case, we have current assets of almost $3 million. That's important
because compared to the current liabilities, well that's a ratio we call working capital. Working
capital is current assets minus current liabilities. What's left, you want that figure to be positive.
In this case, it's extraordinarily positive to the tune of over 2.7 million, evidence that the
organization indeed has the financial strength to certainly cover current liabilities. Another ratio
is what's called the quick ratio. In this case, we take a look at cash 2,000,005 and we compare
to accounts payable. Is there enough cash to pay the vendors? Indeed, there is. Again, that



ratio in this example is off the charts good. Certainly if a financial statement showed cash less
than accounts payable, that would introduce concerns a reader might have. Now in this client
we have obviously enough current assets which are comprised of cash, investments which
could be converted to cash, receivables which ultimately will be collected and turned into cash
to pay off all the liabilities right now.

So we don't, because some of these liabilities cannot be paid immediately. But as of December
31st, this was the condition as of that date. Now the remainder of what we call total assets
minus total liabilities is equity or net assets. The terminology net assets means it's net. These
are the assets, net of liabilities, that's why that term exists. Assets, net of liabilities are net
assets. There are two categories potentially for exempt organizations. One is without donor
restrictions, it used to be called unrestricted. And there's a second category with donor
restrictions. This used to be called temporarily restricted. Now I still use those terms because
they're very straightforward. With donor restrictions potentially could include two categories of
donor restrictions. One is temporary, the other is permanent, like for an endowment. So we'll get
into the net assets later on in the financial statements. Now without donor restrictions, another
term that someone might use, and we have the total here and has been bifurcated to two
components, but the total 1,841,000 represents essentially retained earnings. That's the
equivalent in the for-profit financial statements. Is it a sin for an organization, an exempt
organization to have retained earnings? No, it's not. Is it a sin for an exempt organization to
show a profit? No, it's not. And they better show a profit if they intend to keep the doors open.
This is not a private foundation. A private foundation is required to spend 5% of its average
value total assets. This is not a private foundation. There is no requirement to liquidate or spend
the money in any rational method. Now I mentioned this has been bifurcated to two
components. Okay, so we have an undesignated portion of 906 and a board designated amount
of 934. That 934 is simply an indication that management wants to convey to the readers that it
has set aside some of its retained earnings for some future purposes. And so we'll see that later
in the footnotes. Is it required? No, it's not. The board can designate or undesignate at will. They
may decide next year to have no designated net assets, in which case we'll just have, this figure
will be the total. So it's more of a statement telling the reader, "Hey, we are serious about
reinvesting "some of the earnings we have for some purpose." Maybe it's a rain day fund.

On the next page, one might call this a profit and loss statement, but we call it a statement of
activities and changes in net assets. So that's the key word, changes in net assets. This is a
reconciliation of those two equity categories we saw on the previous page. We already know
that first one is without donor restrictions. And the next is with donor restrictions. So we have
two columns that impact equity. Now, one might wonder why do we have restrict the net assets
set aside under equity? What's the deal with that? Well, before the introduction of SFA S116 and
117 back in 1993, these temporarily restricted donations were classified as deferred revenue
and presented up within current liabilities. But the FASB says, well wait a minute, we're not
gonna, we wanna distinguish donor restricted contributions from a deferred revenue because
there's not an earning cycle involved. The donors are simply making a contribution and they're
not benefiting from that. That's for the organization that might be earmarked for a program, but
the donor themselves aren't receiving any benefits. That's the distinguishing factor between a



restricted contribution and a deferred revenue. So it's categorized as part of equity, but it
operates like deferred revenue. This column right here and the way to see that, how it interacts
with current operations, which is the first column, this is operations, is let's start with a second
column and we track here current year restricted donor contributions in these categories. Now,
when those restrictions become, or the restrictions have been satisfied either because the
calendar turned the page, it was a time restricted donation or there was a program that was held
and that allows the release of those funds, we see that happening right here. So we remove
from this column those donor restricted contributions which are set free. They're set free to be
reclassified into operations. So the net impact is zero and that's correct. But you see here the
deferred revenue concept is true because we've had revenue that was deferred from a prior
period and now it's hitting operations right here. We have operations. This reflects the current
year activity of revenue and expenses, the bottom line being I'll cut to the chase had a pretty
decent year, $138,000, that's controllable.

This is what management has at its disposal in terms of funds and how it intends to spend the
funds to either reinvest in their organization, which it is doing 'cause it's adding the net income,
do you wanna call it that, to the prior year retained earnings or net assets to come up with a new
total. And that was on the prior year, prior page. In the second column over which management
has absolutely no control. Management does not control this column. It is controlled by the
donors as we already know. And because that includes the current year donations and those
that become unrestricted, it's all based on the donors. Well, so what happened here in this
column is we had a net decline. Okay, is that good or bad? It's neither, it's absolutely neutral. So
we add that negative to the last year's balance and so that equity amount decline. So that
essentially that negative figure impactful in terms of what happened to total equity, well total
equity only went up 63 grand. But that distorts the picture because the actual picture in this case
from operations is equity had a jolt, a very positive one, double this figure because operations
had positive on an accrual basis earnings of $138,000. We'll get into these expenses as we go
through the financial statement.

All right, the next page is a statement of cash flows. This is another reconciliation page. It's
required very important schedule may the most important one here because what it does, it tells
the reader how did the organization do on a cash basis. Previous page was a accrual basis.
This is a cash basis. Well the answer's right here and many readers will go here first. Did
operations generate or use cash in its operations? Well, in this case, cash was provided by
operating activities, fantastic. If operations can produce positive cash flow, that's wonderful. It's
when this is negative that you might have some concerns because you can only have negative
cash flow for so long before you start having to sell investments to generate cash or borrow
money from the bank to pay the bills. So again, this goes along with my earlier statement, an
organization's gonna have to show positive profits if it wants to continue to keep its doors open.
And this is certainly evidence of that. Last year was a somewhat of an anomaly. We won't get
into that, but that was a good year as well. But there's nothing wrong with a nice almost $90,000
in positive cash flow. So that's from operating activities. Investing activities is another
component of the cash flow statement. So here in this year what happened? Well, we have a
use of cash and that was for infrastructure. So some property and equipment was acquired,



that's good. If this is a negative, generally that is perceived to be a positive thing for an
organization. Sometimes this investment line is negative. That indicates the organization has
taken cash most likely from a checking account, earning almost nothing and putting it into a
higher yielding investment asset. And so that's also perceived as very good when that's
negative. Overall cash generated from the entire year amounted to almost $86,000 when added
to last year's very impressive ending balance obviously the year December 31st, 2021 ended at
at also at a very high rate. So that's the statement of cash flows. The next schedule is what we
call the SFE. That's the statement of functional expenses. And so in this case, management has
various programmatic activities. These aren't the real names, but you get the idea. And so this is
great information. Sometimes you can have too many somewhat perhaps might create
confusion, well how many? Either 10 of these things. But this is probably a very good number. It
helps distinguish the operations and allow the reader to really understand what's going on with
these various programmatic services. Now we have a total program then and the organization
spent 1,000,002 or at least allocated 1,000,002 to program services out of total expenses of
1,000,005. That's a pretty good ratio. That's a very healthy ratio. Generally if this ratio is 70% or
higher, that will usually translate to fairly good ratings on say Charity Navigator, which is a third
party website that does evaluate exempt organization tax returns. Our system GNA and
fundraising. You cannot escape these supporting services. The entire allocation by the way of
this schedule, the FASB requires that it be based on some rational method. The most favored
method is to analyze salaries and see how people spend their time. So supporting this
schedule, not prepared by the CPA by the way, prepared by the management team. They go
through, do a salary survey. How do people spend their time? Maybe it's over a 30 day period
they get an assessment and then based on those formulas, they allocate some of the common
cost that cannot be directly coded to say programmatic services. So we see here, for example,
these travel costs are directly related to these two in this case program activities. So there's no
allocation that's direct cost. This is a direct cost, that's the GNA travel. So you see there's, there
are some direct cost and then there are also some allocated costs. Certainly salaries are the
most common allocated, but that also applies to other elements on this schedule. All right, and
now we have notes to the financial statements. An organization is required to have an
organization footnote explaining what they are, some background. And then footnote two, this
consumes several pages because it is important and required to communicate to the reader
what are the accounting policies followed by this organization. So I think very clear in terms of
what it's communicating. I won't read these. I might wanna highlight just a couple of interesting
things. Well first of all, net assets, as I mentioned earlier, there are two categories without and
then with, so that explains the differentiation between those two equity components. We have
revenue recognition and two of the more recent ASUs issued very important for exempt
organizations 2018-08 and then 2014-09. 2014-08 deals with conditional grants. And 2014-09
deals with the earnings process I mentioned earlier, revenue from contracts with customers and
that's where you're providing a service and you haven't necessarily earned all the money you've
collected, perhaps you've collected in advance. And so this is where deferred revenue comes
into play. I mentioned functional allocation of expenses. This explains the methodology involved
and again, you'll see here that there is a payroll connection to that. And then we have some, but
not all of the recent and relevant accounting pronouncements that do impact this financial
statement and all financial statements for exempt organizations. A going concern is an issue I



raised early on. And so that that is so important that the organization, the management team
needs to make a statement as of the date of the audit report that they believe the management
team does, that this organization has the ability to continue as a going concern. And of course
as do we. All right, now we get into the footnotes that perhaps have more meat on them
because they relate to information previously viewed by the reader. So cash and equivalence is
explained and we see here just looking at the total cash, and this ties to the statement of
financial position. We see a lot of money in non-interest bearing checking. There's a lot of
resources doing nothing for the organization. So if I was on the finance committee of this
organization, I might be interested enough to suggest that maybe this money can go into higher
yielding, maybe a certificate of deposit account in these days you can probably get some decent
rates or maybe the money needs to stay there because maybe there are in intentions to spend
the money for various program activities or other needs the board may have already the
earmarked. there is some money set sitting in money market, okay? They don't earn great rates
as we see here. Maybe today those rates have changed, but as of this date, December 31st,
they weren't anything to write down about. PayPal that earns nothing but it's a temporary
depository for cash collected. All right, liquidity is a newish footnote introduced recently by the
FASB and the intent here is to give the reader information about the organization's ability to
sustain itself for the foreseeable period. And I think it is somewhat limiting, it's a static evaluation
because all it does is as of the date of the fiscal year end is regurgitates information we already
have seen. So what are total cash? What are receivables or investments, excuse me, and
receivables? And because these are either cash or assets that can be converted to cash over
the next 12 months.

Okay, so we've identified 2,000,873. Now some of the cash in theory has been spoken for, it
hasn't been set aside in any particular account, but some of this money the donors have said,
well, I've given you cash or I've given you a commitment, so you have a receivable on the
books, okay, maybe it's in here, well I want you to spend the money in a certain way. So that
money has been in theory set aside because it should be spent in accordance with the donor's
wishes. Some amounts are restricted because they have a time restriction, they can't, well they
won't get the money until another year has passed. So after the one year period and then we
have the board's decision, well we've designated some of the equity to be spent on purposes
that we decide are important. So essentially that cash has been reserved as well. So that leaves
1,000,321 leftover, not a bad sum. Now an astute reader of the financial statements might take
that figure and go back to the SFE and say, oh you got 1,000,003 identified, what were the total
expenses on an accrual basis for 2021? 1,000,577. So why you got about 80% already
identified to cover expenses if they're consistent for the upcoming fiscal year. So that's a very
good indication of an organization's ability to continue as a going concern to continue paying the
bills. Some of our clients would like this figure to be at least maybe two months worth of
expenses. Well that's far exceeded in this example.

Next footnote are receivables. And so we see here that we bifurcated current year receivables
and those that are not current. Generally if a receivable will not be collected within the next 12
months, it should be reported and reflected at its net present value. Ordinarily we would do that,
but in this case we call it a discount. So in the situation where it's a material figure, in other



words those that are long term, then you would have another line be negative and that would be
the discount related to the time value of money. We present that future cash flow at its net
present value. We often not to do so because it was not material. We can do that if it's
something is immature. Alright, so moving on. We now have investments and we know we've
seen investments already, pretty safe certificates of deposit. So, and we show that here. This is
essentially accrued interest reason, fair value is in excess of cost. So very straightforward. We
have a level one, level two measurement that's required and that's explained in footnote two. So
fair value with those questions. Footnote two, that's where the accounting policies are. Then we
have property and equipment, fixed assets, very straightforward, just property and equipment
along with accumulated depreciation that creates by the way, depreciation expense. That's part
of the SFE schedule. And so this was an asset, a non-current asset on the statement of
financial position that we've already reviewed and we have a liability here that needs
explanation. It was also on the statement of financial position. So it was an $86,000 liability. You
may remember that figure that's explained here. There are some related party transactions and
if there are any related party receivables or payables or revenue or expenses, there is a
requirement to disclose what those are and who's involved. And we've done that here. We have
a leases footnote explaining the leases that are related to this organization. If material, if this
was a multi-year office lease for example, then there would be further requirements to capitalize
that lease, show it as an asset with a corresponding lease liability. That is not the case here.
Then we have a footnote on net assets, equity and I mentioned, I promised earlier we dive into
this more. We are, and so we have first the net assets without donor restrictions. This is
unrestricted and the components here. And so now we see what those board designated
components are that were identified on that statement of financial position. So the board felt
strongly a general reserve was necessary.

We don't know what that's gonna be ultimately spent on, but that may be increased or
decreased in future periods. And then we have an allocated portion for a specific programmatic
purpose. And so that then gives us the total for all unrestricted or net assets without donor
restrictions. A very impressive figure as we already know. As we transition to page 15, we have
more information about net assets and then we have a great paragraph here summarizing the
activity involving what happened with donor restricted net assets. And that includes the current
year contributions and then those that were satisfied with the restrictions were then set free and
those amounts were classified or reclassified from donor restricted to unrestricted. And that
plays out on a statement of activity as we already reviewed. Alright, footnote 12 talks about
accrued payroll. There is a requirement to make this disclosure so that readers can see what
accrued payroll represents and how much it is and we do that. We have a retirement plan
footnote, not all employers are required to have a retirement plan. In this case, this organization
opted to do so. And so we explain in general terms what those benefits are. Of course there is a
pension agreement that is far too long to reproduce here. So this is Reader's Digest version at
that. But we do disclose that during the year, $77,000 in this case for the current year was
allocated to employees. Okay. And then we have a final page. We have a general disclosure
regarding commitments and contingencies. Very standard, nothing specific here, but it tells the
reader what sort of concerns an organization, and certainly we as CPAs take into consideration
when evaluating the financial position of the organization. We have a COVID-19 that still



remains somewhat of a threat and we explain what happened and how it impacted this
organization the last two years. And then we have subsequent events footnote. In this case I
mentioned earlier, we've reviewed everything after December 31st, 2021 through September
15th, 2022, but nothing after September 15th, 2022. The only supplement event that we are
aware of is that the CD matured and it's been reinvested. Look at that at a higher rate, lovely.
0.55% better than the 0.8 or zero, yeah, 0.08% they were earning before. So that concludes my
presentation of the financial statements.

Sybil: Let's talk a little bit now about just overall. When you're looking at an organization's
financial statements, the one you reviewed for me was very healthy and it was great to look at
because it had all these great examples. But what are the nightmare scenarios that you've seen
in general and what are the things that you would say, okay, overall, what are the things that
you've seen most common that are the problems that we need to watch out for if we're looking
at one of these financial audits that someone does for a nonprofit?

Doug: Yeah, great question. So we have encountered clients that have experienced significant
financial distress. An indication immediately is how did they do both on an accrual basis and a
cash basis in terms of net income? So when we see repetitive losses and they're significant, I
don't mean you know, $20,000 loss, but I mean a $200,000 loss one year and the next year
maybe it's a $250,000 loss. Well if that's unsustainable and I don't care what organization you
are, that's a lot of money to have to make up for either by borrowing from a bank or liquidating
investments. Over a period of time, that organization may find it very difficult to keep its doors
open in that case. And we have seen, I'd say 10 of these over the last 20 years. So it's
somewhat rare then we would have and have issued an opinion with what we call, and it's the
wrong term now, but it used to be called a going concern opinion. There is no such thing, but
there is a going concerned reference and we withdraw the reader's attention to a footnote, a
very elaborate footnote and I mean elaborate, I mean it will take up generally two pages and it
explains to your reader, hey, here's what's going on. The organization has sustained losses of
this amount, the most recent year and this amount the previous year. And this brings to our
concern a level that this may not be sustainable. However, we discussed this with management
and may have taken plans and have in place a measured response to help reverse the tie. And
so then we'll have a page and a half of what management proposes to fix the problem. And so
some of those might be an increased effort to get new contributions from either or existing
donors and new donors. Or perhaps they've taken a step to hire a development director
specifically for the purpose of generating new funds. Maybe they're increasing their activity in
applying for grants from foundations they haven't thought of before. Or perhaps they're gonna
be expanding programs or increasing fees for the programs that they already are running to
help generate cash. There may be a donor or a board member who has the financial strength to
provide an interest free loan that would help your organization at least keep their doors open for
a period of time and with the intent that they would forgive perhaps some or all of that donation
if the organization was unable to repay the loan. So that would be disclosed in the financial
statement.

So these are the kinds of things that we have seen in the past that do provide evidence that the



organization will continue at least for another year. Otherwise what happens if we come to the
conclusion that well even those are not strong enough to guarantee the organization will still be
in existence say in two years from now or three years. Well, in the rare circumstance that we do
come to that conclusion, we have two options. A, we don't issue a report at all or we issue an
opinion that essentially says, well this organization will not be able to sustain itself and there's
an opinion set aside for that. Basically it's a fire sale opinion that is very damaging. So that's the
report. That's a last resort report you would ever issue. We have not issued one of those. I know
some firms have issued them. In fact what's interesting is the FASB has done an analysis
looking at organizations where the CPA says, oh they're gonna fail. And the FASB followed up
to see was the CPA correct? And they followed those specific clients to see that did they fail?
And about half the time they did. Half the time they did not. So that was concerning to the FASB.
While you condemned an organization, you said they'd failed but they didn't. What happened,
what was the situation there? Conversely, there have been situations where they were identified
a weakness, but the CPA says, no, we don't believe this is a problem, they'll fix it. And again,
half and half, half did fix it and half failed. So another disconcerting problem is why did CPA miss
that? What did the CPA overlook that would've enabled them to conclude this is not a survivable
entity? So it's a challenge and it's based on judgment.

Sybil: I really appreciate that. I'm curious about just a couple more things that I wanted to ask
you about. One is we are very focused right now in this conversation on United States Law and
Review. For folks that might be listening to this from other countries, is there anything that you
talk about here that could be, that's relatable to to other countries or how can somebody use
your knowledge but then seek out very specific country laws and country specific laws for their
area where they wanna fund?

Doug: Yeah, good question. So yes indeed these financial statements are in conformity with US
gap, but there has been a convergence and a concerted effort in the United States and
worldwide have international accounting standards. So the bodies of European countries,
African countries, south American countries, United States, all hemispheres that have bodies
that regulate the CPA industry or equivalence to come up with a standard set of accounting
principles, which should be consistently followed by all member nations. They're getting toward
that and they've achieved some of that certainly in the for-profit environment. The not-for-profit
environment I don't believe has been given as much attention from an international accounting
standards point. But for those who have, who are looking at financial statements in other
locations outside of the United States, there is a governing body in those countries more than
likely. And so efforts should be made to search to see what those standards are and so they can
review them when they look at those financial statements that are not based on US gap.

Sybil: Thanks for that Doug. And it this a little bit relates to that, but it also is a bigger question. I
find that oftentimes, not even often, but it feels often to me, some of the nonprofits that the
donors I work for want to give to don't actually have updated audits all the time. Some of the
groups are fairly small, they don't do it every year. I'm wondering are your opinion on that, I feel
like a lot of groups do do it obviously diligently, but what is a donor to do if they see that a
nonprofit they really like doesn't have an updated audit statement or one that they feel they're



that comfortable with? Do they come in and say you need to do it now? How heavy handed
should they get? What's your advice?

Doug: Yeah, so in the United States an audit is required, the requirement for an audit is based
on each state's laws. So generally it's the attorney general of that state and that group that
determines the threshold that requires an audit. So in California, if an organization has revenue
of 2 million or more, that organization is required to have an audit. Now in your example, you
mentioned that these, some of these entities don't have that level of revenue. Why waste
financial resources when they're not required legally? Now can a donor gain comfort in other
materials that might be available? So yeah, the first thing I would go to if I'm a donor is the tax
return. So the tax returns are available from a variety of sources. There are some websites,
charity Navigator, Guide Star, in California you go to the California Attorney General page and
you can search for exempt organizations. And there is a significant amount of documentation on
that website including the 990s including the RRF-1, that's a California specific form required to
be file filed with the attorney general. So there's financial data that exists. Now can you rely on a
tax return? I mean it's better than relying on nothing. It's probably better than relying on
internally prepared financial statements. The reason for that is effort has to be made on those
tax returns to comply with IRS reporting requirements. And of course the IRS takes seriously the
figures and the information presented. So there's some threat I suppose an organization would
consider in terms of any false information that might exist in a 990 filed with a governmental
agency. 'Cause that 990 is required to be filed with the IRS and that must be attached to form
199 when filed with the franchise tax board. And it must be required, excuse me, accompanied
Form RRF-1 when filed with the California Attorney General. So it's three separate
governmental agencies, all of which have the authority and the ability to audit and review those
tax returns. So to that extent, based on that threat, I'd give some credence to the tax return even
if there is no audit.

Sybil: That's super helpful. I've also known that some of my clients, when they've had concerns
or they're interested in supporting an organization that they see ult is ultimately gonna build and
become larger, they sometimes will fund an audit for the organization so that it helps them start
with good standards, if they're starting a group that's really small that they see as building up
too. So yeah, thanks for all that advice and it sounds like we should have, I should reach out to
you in the future to do a tutorial on reviewing the 990s. Doug, this has been very, very helpful.
And is there anything else you wanna add now that you went through all this, that you think's
really important for a donor to think about when they're looking at an organization's both audited
statements from somebody like you, a CPA or if they're looking at any other financials related to
a nonprofit?

Doug: I would definitely suggest going to the organization's website and reading as much as
you can about their programmatic activities, what they do, how they do it, if it's a cause that you
believe in. And I would read the audit report in conjunction with the 990 because they should be
consistent. Now there's some differences in how information is presented, but make sure the
information is consistent between those two documents. I think they're complimentary to each
other because the 990 has a lot of verbiage that isn't necessarily in the audit report specifically



regarding program activities. I would also review literature the nonprofit produces, their annual
report which discusses what they've accomplished this last year 'cause those accomplishments
are not part of the auto report. Auto report to some degree is dry as basic numbers. And also if
it's possible, request from the organization before donating what their budget is for the next
fiscal year. Sometimes that's made available. Perhaps it's a download they have on their
website and they should be willing to provide the information if a donor is serious about making
a contribution.

Sybil: Thanks for all your words of wisdom, Doug. It's been delightful and I'm sure that we're
gonna keep talking in the future.

Doug: Well, Sybil thank you so much for the opportunity. I appreciate it.

Sybil: Well, there you have it. I hope you enjoyed this training and learned as much as I did
from Doug. I just, like I said before, I thoroughly enjoyed the conversation. I feel like he
articulates the issues pretty well that even though they're very complicated and very dense, so
I'm glad you made it through the whole thing and I hope you have a wonderful day. Until we talk
next time, do your good and be well.
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