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   Jacobson Jarvis is  
unique: a full-ser-
vice certifi ed public 
accounting fi rm that 
focuses 100% of its 
audit capacity on the 
not-for-profi t com-
munity.  
   Our auditors work 
solely with the NFP 
community to help 
clients better achieve 
their mission.
   Our tax specialists 
serve both nonprofi t 
organizations and 
individual clients.
   Our business 
advisory consultants 
provide nonprofi t 
fi nancial health 
check-ups, internal 
audit services, System 
Review and account-
ing basic training in 
QuickBooks and Sage 
MIP Fund Account-
ing, as well as sales 
and service of Sage 
nonprofi t account-
ing, fund-raising and 
asset management 
software systems.

• Attentive
• Accessible
• Uniquely Focused

Contact Us
www.jjco.com
206-628-8990

Communique
Audit or review, how much assurance do you need?

by Erin Welch, CPA

(continued on page 2)

This is the fi rst year that not-for-profi ts are expe-
riencing the new risk assessment standards in 

their audit process. In this new environment, where 
much more time and effort is required of both 
not-for-profi t personnel and their auditors, many 
nonprofi t organizations are revisiting why they 
have an audit.  They are weighing whether an audit 
or a review is the best 
type of independent, 
fi nancial oversight 
service for their or-
ganization. Similarly, 
organizations that are 
looking to work with 
an independent CPA 
for the fi rst time, or 
are considering “up-
grading” to an audit, 
will also be evaluat-
ing the two services to determine what’s best in 
their situation. In order for the Board of Directors 
to make this important decision, it is crucial they 
understand the similarities and differences between 
an audit and a review.  

Common Ground
   There are certain things that are common to both 
an audit and a review:

•  The CPAs must be independent of having any 
fi nancial interest in the organization and of any 
close relationships with its key people.
•  CPAs are required to follow certain profes-
sional standards when performing each service.
•  Both assurance services result in a written 
report which is presented to the Board.
•  Neither service provides absolute assurance on 
the fi nancial statements.
•  Neither service is designed to detect fraud.

What exactly is an audit?
   An audit is the CPA’s highest level of assur-
ance services. It gives assurance that the fi nancial 
statements of the organization are presented in 
accordance with generally accepted accounting 
principles. 

   The audit opinion does not guarantee the absolute 
accuracy of each number in the fi nancial statements; 
rather it indicates that the statements are a fair presen-
tation to within a reasonable dollar amount. Auditors 
examine evidence that supports the amounts on the 
fi nancial statements and the additional information pre-
sented in the notes to the statements. Audit procedures 
generally include:

•  Inquiry of staff, management, and the Board of 
Directors
•  Reviewing Board minutes and other fi nancial and 
organizational documents
•  Gaining a knowledge and understanding of the 
entity and its internal control structure
•  Obtaining confi rmations of cash, investments, 
receivables, and revenue
•  Detailed testing of account balances and transac-
tions

   When the audit is completed, the CPA’s standard 
audit report states that an audit was performed in accor-
dance with generally accepted auditing standards, and 
expresses an opinion regarding the fair presentation of 
the entity’s fi nancial position, changes in net assets and 
cash fl ows. This is known as the expression of “posi-
tive assurance.” 

How does a review differ?
   A review, on the other hand, provides limited assur-
ance about the fi nancial statements of the organization. 
The assurance indicates only that the CPA believes 
that no material modifi cations are necessary for the 
fi nancial statements to conform to generally accepted 
accounting principles.
   A review has a substantially narrower scope than an 
audit. Review procedures consist primarily of inquiry 
and analytical procedures to identify unusual items or 
trends and, as there is no internal control consideration 
in a review, no formal management letter is issued.

There is a big 
difference in 
detail and 
thoroughness 
between an 
audit and a 
review.
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Audit or review... (continued from page 1)

   The CPA’s standard review report states that a 
review has been performed in accordance with 
AICPA professional standards, that a review is less in 
scope than an audit, and that the CPA was not aware 
of any material modifi cations needing to be made 
for the statements to be in conformity with gener-
ally accepted accounting principles (or if applicable, 
another comprehensive basis of accounting). This is 
known as the expression of “limited assurance.”

The Upshot
   A review requires your CPA to understand your 
organization, your business, major transactions, and 
to verify this understanding with inquiry and analyti-
cal procedures. 
   An audit requires all of this understanding, plus 
internal control analysis and actual “testing” of 
balances and transactions through examination of 
invoices, statements, contracts, and other documents. 
Basically, a review is designed to determine whether 
the fi nancial statements make sense, providing some 
assurance, but not the more extensive assurance of an 
audit.

Who needs an audit or review?
   The major consideration for most non-profi ts in 
obtaining an audit or review is the requirements of 

the users of the external fi nancial statements who are 
typically donors, grantors, governmental entities, and 
lenders. For some funders, an audit is simply required; 
others may be fl exible to negotiation as to whether an 
audit or review is acceptable. 
   Additionally, the Washington State legislature has 
amended the state law that governs charitable solicita-
tions to include a review requirement for organizations 
with more than $1 million in annual revenue and an 
audit requirement for organizations with more than $3 
million in annual revenue. While these new fi nancial re-
porting requirements will not take effect until rules are 
adopted by the Secretary of State, they are important to 
keep in mind as they may not be optional in the future.

The Bottom Line
Your organization will need to carefully weigh current 
and future reporting requirements when selecting the 
service that will most closely meet your nonprofi t’s 
needs. Considerations will include cost, staffi ng re-
sources, the need for internal control assessment, and 
the level of assurance the Board is comfortable with in 
performing their fi duciary responsibility. There is a big 
difference in detail and thoroughness between an audit 
and a review and while an audit can cost thousands 
of dollars more than a review, you (and your donors, 
grantors, and lenders) are receiving a substantially high-
er level of assurance.                                 •••

   Erin Welch, CPA, is the Jacobson Jarvis Senior Man-
ager and who joined the fi rm in 2000 as an experienced 

staff auditor from Ernst & Young. 
Erin’s broad range of auditing experi-
ence includes planning and conduct-
ing audits and providing advisory 
services for nonprofi t clients of all 
types and sizes.
She is a member of the American 
Institute of Certifi cated Public Ac-

countants (AICPA) the Washington Society of CPAs 
(WSCPA) and serves on the United Way Audit Review 
Committee. She is a Seattle native and a University of 
Washington graduate.

Erin may be contacted at erin@jjco.com.  
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