What is a Review or Compilation? What is a review? The objective of a financial "review" conducted by an independent auditor is to examine the nonprofit's financial statements and determine whether the financial statements are consistent with generally accepted accounting principles. A review shares the goals of an audit, however, a review is not conducted with the same level of investigation or analysis as an independent audit. During a review, the auditor examines the financial statements but does not conduct an examination of the nonprofit’s internal controls (which is normally included in the scope of an independent audit). Instead the review provides a limited level of assurance that the financial statements are free of misrepresentations. The auditor’s report after a review will note whether the auditor is aware of any “material modifications” that should be made to the financial statements. The report after a review is not considered to provide a professional opinion about the nonprofit’s financial statements as a whole. The key difference between an audit and a review is that conducting an audit requires the auditor to obtain independent confirmation or verification of the financial information examined. Here is how the accounting professionals at Jitasa describe the distinction between a financial review and an audit: "The CPA doesn't perform in-depth 'testing' as they do in an audit. They review for material issues and obvious deviations from GAAP. But they won't go in and test unique individual transactions in the same way as in an audit. A review provides some assurance, but does not independently validate transactions." An example of an independent accountant’s review report is posted on the website of the Portland Christian Center. What is a compilation? A compilation differs signiﬁcantly from a review or an independent audit of ﬁnancial statements. A compilation is literally a compilation of financial records into a format required by accounting standards. When this work is performed by an auditor it is referred to as a “compilation” and accounting standards require the auditor to assess whether the records are free from obvious errors. Here are the major differences between a compilation and a financial review or an audit: During a compilation the auditor does not examine the internal controls that are used to manage the risks of embezzlement or fraud (which is part of an independent audit); During a compilation the auditor will not collect and examine source documents (i.e. canceled checks or bank statements) to test the accuracy of the nonprofit’s accounting records (which would be part of the "testing" during an audit); When conducting a compilation the auditor reformats the financial statements but does not make any determination of whether the account balances are reasonable by comparing them to his or her expectations (which is part of a review). In the report after conducting a compilation, the auditor will not provide any opinion or assurance that the financial statements accurately reflect the financial position of the organization - which is a normal outcome of an independent audit. Why conduct a compilation? A compilation offers the advantage of engaging a set of trained eyes to review the financial records of the nonprofit. The scope of a compilation can be a month, a quarter, or an entire year's financial records. This can be useful because the auditor organizes the nonprofit’s financial information into the format for financial statements required by GAAP (the same as that used for audits) and may also provide explanatory notes that can clarify financial statements. So, if a nonprofit does not have the internal capacity to put its financial records into a “professional” format, a compilation can accomplish that. Also, the CPA conducting the compilation may raise questions about certain records that can be helpful to spot irregularities. Another advantage to a compilation is that afterwards the nonprofit’s financial records are formatted in a standard manner that can easily be reviewed by third parties, such as a bank that might be considering making a loan to the nonprofit. And last but not least, a compilation can be conducted by a CPA at a substantially lower cost than either a review or an independent audit. Independent Accountant’s Compilation Report for Friends of Casco Bay. Background Information on compilations of financial statements, sample engagement letters for compilations, and sample compilation reports (American Institute of CPAs). Nonprofit Audit Guide© Home - See more at: http://www.councilofnonprofits.org/nonprofit-audit-guide/what-is-a-review#sthash.TriuKkfd.dpuf
