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Financial Statement Audit 

“An audit engagement is the process of engaging an 
independent public accountant to examine the accounting 
records and other evidence supporting the financial 
statements; to prepare financial statements; and to render a 
professional opinion that the financial statements present a fair 
picture of the organization's financial position and its activities 
during the period in which the audit was carried out.” 
(Corporations Canada, April 27, 2017) 

 
https://www.ic.gc.ca/eic/site/cd-dgc.nsf/eng/cs04975.html#a 
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Financial Statement Audit 

“The purpose of an audit is to enhance the degree of 
confidence of intended users in the financial 
statements.” (CAS 200.3) 

 

• Provides reasonable assurance the audit is free from 
material misstatement, whether due to fraud or 
error 

– Purpose of an audit is NOT to detect/find fraud 

– The audit of the financial statements does not relieve 
‘those charged with governance’ (i.e. the Board of 
Directors) of their responsibilities. 
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Sample Audit Opinion 
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From Audit of Canadian Cancer Society at January 31, 2011, performed by KPMG. 
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Review Engagement 

“ A review engagement is the process of engaging an 
independent public accountant to prepare financial statements 
on a review basis. The accountant will not express an opinion on 
the fairness of the financial statements, but will only provide a 
limited assurance that the financial information is plausible and 
conforms to generally accepted accounting principles.” 
(Corporations Canada, April 27, 2017) 

 
https://www.ic.gc.ca/eic/site/cd-dgc.nsf/eng/cs04975.html#r 
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Review Engagement 

Provides limited assurance, primarily by performing 
inquiry and analytical procedures, about whether the 
financial statements as a whole are free from material 
misstatement 

• Enables the practitioner to express a conclusion on whether 
anything has come to the practitioner's attention that causes 
the practitioner to believe the financial statements are not 
prepared, in all material respects, in accordance with an 
applicable financial reporting framework 

• Known as ‘negative’ assurance 
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Sample Review Engagement Report 
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Compilation 

“Compilation is the process by which unaudited financial 
information is compiled to produce financial statements that 
are based on information provided by the organization. A 
compilation does not provide any assurances as to the accuracy 
or veracity of the financial statements since there has been no 
audit or review engagement done.” 

 
https://www.ic.gc.ca/eic/site/cd-dgc.nsf/eng/cs04975.html#c 
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Are We Required to Have an Audit? 

• It depends! 

• Factors to consider: 

– Whether the organization is incorporated 
provincially versus federally 

– Canada Revenue Agency 

– Organizational by-laws 

– Funders 
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Federal Incorporation 

• The Canada Not-for-profit Corporations Act 
(NFP Act) does require certain nonprofit 
organizations to have audited financial 
statements 

– Depends on whether organization is a ‘soliciting’ 
organization 

• i.e. Receives more than $10,000 in a year from public 
funds i.e. donations, government grants, etc. 
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Federal Incorporation 
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Federal Incorporation 
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Provincial Incorporation 

• No clear requirement to have an audit as per Corporations Act 

– No clear requirement not to have an audit, either! 
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Provincial Incorporation 

• From ‘Part XIII Financial Disclosure’ of the Corporations Act: 

 

 

 

 

 

 

Where the definition of a ‘shareholder’ is as follows: 
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Provincial Incorporation 

• However Part XIII also states: 
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Provincial Incorporation 

• You DO have to present annual financial statements  
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Canada Revenue Agency 
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Recommendation pertains to charities (no such recommendation 
for nonprofits other than charities) 

Organizational By-Laws 

• Specific to each organization 

• By-laws may clearly state whether an audit (or 
review engagement) is required 

• If not stated in by-laws, it is Board’s 
responsibility to make decision 

– Board is also responsible for appointing auditors 
and communication with auditors 

– Audit Committee! 
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The Role of an Audit Committee 

• Appointment of external auditor 

• Audit planning, including establishing timing and 
reviewing the audit plan (as presented by external 
auditor) 

• Reviewing and approving draft audited financial 
statements 

• Reviewing and responding to auditor’s findings with 
respect to internal controls 
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Preparing For an Audit 

• Being as prepared as possible is a “win-win” 

– Auditor is able to perform audit efficiently 

• Helps maintain agreed-upon audit fees 

• Pre-audit communication 

• Preparing the accounting records 

• Preparing working papers and other 
documentation 
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Pre-Audit Communication 

• Communicate with auditor so there are no ‘surprises’ 
and the auditor can plan accordingly 

– Clarify expected date for audit 

– Date reports are needed 
• I.e. Board needs to approve statements before AGM 

– Significant or unusual events during the year 
• I.e. New projects/contracts 

• Significant change in staff (new CEO) 

• Suspected or confirmed errors and irregularities (including fraud) 

• Legal issues 
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Pre-Audit Communication 

• Request a list of items to 
prepare! 

– Prepare only what auditor 
needs 

– Don’t waste time 
preparing things the 
auditor won’t use 

• (see sample list in 
Handouts) 
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Preparing Accounting Records 

• Audit goes most smoothly when organization’s 
books are complete when submitted for audit 

 All revenues and expenditures recorded 

 Make accruals where invoices not received 

 All journal entries made 

 Bank accounts are reconciled 

 Assets and liabilities have been reviewed to 
ensure they are recorded at their correct amounts 
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Preparing Working Papers 

• Support for significant assets and liabilities: 

Bank reconciliations and statements 

Aged Accounts Receivable listing and subsequent 
receipts (as well as doubtful accounts) 

Prepaid expense calculations 

Capital asset schedule 

Aged Accounts Payable and subsequent payments 

Details of amounts owing to government (i.e. HST) 

Deferred revenue calculations 
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Preparing Working Papers 

• Revenue and expense analytical 

– Comparison to prior year(s) 

• By major type or account 

–  with explanation for ‘significant’ changes 
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Preparing Other Documentation 

• External auditors normally want to see 
detailed the general ledger for the following 
types of accounts: 

 Repairs and maintenance 

 Meals and entertainment 

 Professional fees 

 ‘Miscellaneous’ accounts 
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Preparing Other Documentation 

• External auditors will also want to see: 

Employment contracts (i.e. CEO) 

Support (invoices) for capital asset purchases 

Support for new agreements (i.e. funding, leases) 

Minutes during (and after) the period 

Payroll remittances and GST filings 

Correspondence with lawyers 

• The organization is responsible for the 
preparation of financial statements! 
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Summary 

• Co-operation and communication will help the 
audit go as smoothly (and quickly) as possible, 
and will help keep those fees down! 

– Clear expectations for both the organization and 
external auditor 

– Timing (i.e. deadlines) are known to both parties 

• This will also help in maintaining a 
professional and cordial relationship with the 
external auditor 
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List of Handouts 

 Sample List of Requested Items for Audit (Brian T. Scammell, 
CPA, CA, CBV, March 2018) 

 The Difference Between an Audit and a Review Engagement 
(The Strauss Blog, May 2016) 

 Financial Information Kit (Charity Central, March 2010) 

 Why RFPs should be a nonprofit leader’s best friend (Charity 
Village, October 2012) 

 A Guide to Financial Statements of Not-For-Profit 
Organizations: Questions For Directors to Ask (CPA Canada, 
2012) 

 

* Handouts will be emailed to you after the session 
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Links 
 

CPA Canada:  https://www.cpacanada.ca/en/business-and-accounting-

resources/financial-and-non-financial-reporting/not-for-profit-organizations 
 

Charity Village:  https://charityvillage.com/app/ 
 

Charity Central:  https://www.charitycentral.ca/ 
 

Corporations Canada:  http://www.strategis.gc.ca/eic/site/cd-

dgc.nsf/eng/h_cs03925.html 
 

CPA NL – Lists of Licensed Public Accountants:  
https://www.cpanl.ca/en/serving-the-public/licensed-public-accountants 
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Save the Date! 

To Reserve or Not to Reserve –  

A Panel Discussion 
 

Monday, 14 May 2018  2:00pm – 4:00pm 
 

Provincial Learning Centre 

NL Housing & Homelessness Network 

1 East Dr., St. John’s, NL   (Corner of East Dr. and Charter Ave.) 
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Please complete the feedback form provided. 
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Thank-You! 

 
 

Community Sector Council Newfoundland and Labrador 
25 Anderson Avenue, St. John’s NL  A1B 3E4   

 

Shelley Martin   Darlene Scott  
shelleymartin@cscnl.ca  darlenescott@cscnl.ca  

    
709 753 9860  

 Toll free: 1 866 753 9860 

 www.communitysector.nl.ca  
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