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• A leading national accounting, tax and business
consulting firm in Canada, with locations throughout
Alberta

• Proudly serve and respond to the needs of our clients in
the public, private and not-for-profit sectors

• Provide a collaborative, cost-effective approach to doing
business

• Provide personalized strategies to help organizations
succeed across the country and around the world

About Us
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INTRODUCTION

Today’s Schedule

3

Topic Time

Introduction 10:00 am – 10:10 am

Understanding 

Financial Statements
10:10 am – 11:00 am

Break 11:00 am – 11:05 am

Financial Reporting 11:00 am – 11:15 am

Capital Budgeting & 

Fraud Risks/Controls
11:15 am – 11:30 am

Governance 11:30 am – 11:45 am

Conclusion & 

Questions
11:45 am – 12:00 pm



INTRODUCTION

• Upon completion of this session, you will be able 
to:

– Gain a better understanding of what the financial 
statements are and what financial reporting is

– Use capital budgets for long term planning

– Understand fraud risks and what internal controls 
can be put in place to mitigate against them

– Advise your Board of Directors of governance 
issues that impact their positions

Today’s Objectives
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Other?
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UNDERSTANDING FINANCIAL STATEMENTS

Types of Financial Statements

Prepared Internally by Organization
• Budgets
• “Internal Reports”

– Typically revenue and expense  - actuals vs budget
– Balance sheet – less frequently

Reports Prepared Externally by CPA firms
• Compilation 
• Review Engagement
• Audit



UNDERSTANDING FINANCIAL STATEMENTS

Contents
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Independent Auditor’s Report 1 - 2

Statement of Financial Position 3

Statement of Operations 4
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UNDERSTANDING FINANCIAL STATEMENTS

Terminology
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• Statement of Financial Position

• Statement of Operations

• Statement of Changes in Net Assets

• Statement of Cash Flows



UNDERSTANDING FINANCIAL STATEMENTS

The Connection

Statement of Financial Position

Statement
of Cash
Flows

Assets

Cash

Liabilities

Net
Assets

Surplus /
Deficit

Statement of
Operations

Revenue
minus
Expense =
Surplus /
Deficit

Schedule
of
G&A
Expenses



UNDERSTANDING FINANCIAL STATEMENTS

The Two Bottom Lines

10

Statement of Operations: Annual Surplus/Deficit

• reflects the annual results of the Organization’s 
operations

Statement of Financial Position: Net Assets

• provides a picture of overall financial health



UNDERSTANDING FINANCIAL STATEMENTS

The Bottom Lines

Statement 
of 

Operations

Revenue 
- Expense

Surplus/ 
Deficit

A surplus builds net assets
A deficit depletes net assets

Statement 
of Financial 

Position

Assets = 

Liabilities 
+ 

Net Assets



UNDERSTANDING FINANCIAL STATEMENTS

• Assets
– Current assets – restricted cash

– Capital assets

• Liabilities
– Current liabilities

– Long term debt

– Deferred contributions

• Net assets
– Unrestricted net assets

– Invested in capital assets

– Reserves (or internally restricted net assets)

Statement of Financial Position

23



UNDERSTANDING FINANCIAL STATEMENTS

Statement of Financial Position

• Do we have the ability to pay our bills?

• Need to look at the SFP

– Compare current assets (CA) to current liabilities (CL)

• Current financial assets – what you own

• Current liabilities – what you owe

• Current Assets > Current Liabilities
– Likely able to pay bills

• Current Liabilities > Current Assets
– Will be problems paying bills



UNDERSTANDING FINANCIAL STATEMENTS



UNDERSTANDING FINANCIAL STATEMENTS

• What you ‘own’ vs. what you ‘owe’ and the net result

• It reflects everything that has happened to your 
Organization up until that point

• The cumulative impact of the circumstances that 
surround you and the decisions that you made

• It indicates your ability to manage risk or pursue new 
opportunities

What can the Statement of Financial Position Tell us?



UNDERSTANDING FINANCIAL STATEMENTS

• Revenues

• Expenses

• Net surplus (deficit)

• Budget

Statement of Operations

23



UNDERSTANDING FINANCIAL STATEMENTS

• Revenue Questions

• Where does the Organization’s money come from?

• Is it reasonably diversified or at risk?

• Do revenue streams appear reliable / consistent?

• Expense Questions

• What does the Organization spend on operating 
activities?

What can the Statement of Operations tell us?



UNDERSTANDING FINANCIAL STATEMENTS

Are expenses in line with revenue changes?

• Note: Statement of Operations will not present 
expenditures on capital items or debt principal 
repayments

Profitability and Savings

• Did the Organization cover its costs?

• Are surpluses sufficient to meet balance sheet 
obligations?

• Is the Organization saving? If so, is it enough?



UNDERSTANDING FINANCIAL STATEMENTS



UNDERSTANDING FINANCIAL STATEMENTS

Net Assets Goes into Three “Buckets”

Unrestricted 
Net Assets

Invested in 
Capital Assets

Restricted 
Net Assets



UNDERSTANDING FINANCIAL STATEMENTS

• Reports the Organization’s Surpluses by type:

– Unrestricted net assets

• Reports all general operations

– Invested in capital assets

• Reports all activity relating to capital assets acquisitions, 
dispositions and related financing

– Restricted net assets

• Reports all restricted funds to be used for specified future 
purposes

Statement of Changes in Net Assets



UNDERSTANDING FINANCIAL STATEMENTS



UNDERSTANDING FINANCIAL STATEMENTS

• Summarized cash inflows and outflows by:

– Operating activities

– Financing activities

– Investing activities

Statement of Cash Flows
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UNDERSTANDING FINANCIAL STATEMENTS

• How can I get more detail?

– Notes and schedules provide a great deal of additional 
information.

– Provides significantly more detail on items found on other 
statements.

– Tie back to statement of financial position and statement of 
operations if applicable.

Notes to the Financial Statements



UNDERSTANDING FINANCIAL STATEMENTS

• Nature of the Organization

• Significant accounting policies

• Other notes

– Provide detailed information for line items on the statement 
of financial position

– Provides other information deemed necessary to disclose 
anything pertinent for users of the financial statements

Notes to the Financial Statements



UNDERSTANDING FINANCIAL STATEMENTS

• Reserves – Internally Restricted Net Assets

– Should serve a purpose and be reviewed periodically

– Subject to board approval

– Cannot be used for other purposes without a valid reason

– Very useful in communicating an organizations long term 
plans if used properly

– Goes hand in hand with budgeting (both operating and 
capital)

Reserves



UNDERSTANDING FINANCIAL STATEMENTS

Capital –
vehicles

Capital –
building

Operating –
Project #1

TOTAL

Balance, 
beginning

15,000 85,000 50,000 150,000

Transfer from 
Unrestricted 
net assets

2,500 5,000 2,500 10,000

Balance, 
ending

17,500 90,000 52,500 160,000

Reserves - example



UNDERSTANDING FINANCIAL STATEMENTS

• Objectives of financial statements:

– Communicate information to users

– Determine financial health (key concept)

– Assisting in the decision making process

– Make financial information publicly available -
accountability

Why have Accurate Statements



BREAK TIME

5 minutes
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FINANCIAL REPORTING

• Who do the financial statements belong to?  Whose are 
they?

– Not the auditors/accountants

– Audit report – is the auditors

– Review report – is the accountants

Misconception About Financial Statements



FINANCIAL REPORTING

• Compilation/Notice to Reader

– No assurance

• Review Engagement

– Limited assurance

• Audit

– High assurance

Types of Reports



FINANCIAL REPORTING

• Finance department:

– Enters “transactions” and generates financial statements

• Management:

– Reviews for accuracy and completeness

Financial Statement Responsibility



FINANCIAL REPORTING

• Board / Directors:

– Approve

– HAVE ULTIMATE RESPONSIBILITY

• Auditor:

– Provides an opinion on “fairness” only

Financial Statement Responsibility



FINANCIAL REPORTING



FINANCIAL REPORTING

• Opinion

• Basis for Opinion

• Emphasis of Matter

• Other Information

• Responsibilities of Management and Those Charged 
with Governance for the Financial Statements

• Auditor’s Responsibilities for the Audit of the Financial 
Statements

Audit Report



FINANCIAL REPORTING

• Unqualified Opinion
– Means no significant issues and financial statements are 

presented fairly, in all material respects.

• Qualified Opinions
– Scope limitation – auditor couldn’t audit something

– GAAP departure – financial statement not prepared with all 
accounting standards

• Disclaimer of Opinion
– Auditor couldn’t audit something important 

• Really big or important scope limitation

• Adverse Opinion
– Financial statements not prepared with accounting standards

• Really big or important difference from GAAP

Auditors’ Opinions
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CAPITAL BUDGETS

• Regardless of size, most organizations have a capital 
structure to consider

– Asset purchases

– Investments (cost to produce a product for sale)

– Building operating reserve

– Eliminating a deficit

• Furniture, equipment and technology

– Maintenance, repair & replacement

– Building acquisition and construction projects

Capital structure does not just mean capital assets

38



FRAUD RISKS

• How could fraud and error occur in your organization?  

• Cash receipts 

• Access to assets and the accounting records (lapping of 
A/R) 

• Lack of reporting to the Board 

• Access to accounting records (passwords)

• Expenditures (no approval procedures)



FRAUD RISKS

Perceived

pressures/ Opportunity

incentive

Rationalization

Fraud Triangle

*20/60/20 rule



INTERNAL CONTROL ENVIRONMENT

• Timeliness & sufficiency of reports 

• Frequency of meetings

• Independence from management

• Experience/competence of directors

Board of Directors



INTERNAL CONTROL ENVIRONMENT

• Ability to provide necessary information

• Transaction authorization limits defined

• Segregation of duties (assets vs records)

• Communication and enforcement of 

integrity and ethical values 

• Established policies and procedures 

Management



INTERNAL CONTROL ENVIRONMENT

• Hiring, training, evaluation & promoting

• Job descriptions 

• Performance evaluation

• Monitoring of vacation time 

• Bonding/screening

Human Resource Policies & Procedures



INTERNAL CONTROL ENVIRONMENT

• Appropriate record keeping

• Transaction documentation complete 

• Management review of reports and analysis 

of variances 

• Monitoring/testing of new/enhanced 

systems

• Records backed up 

Accounting System



INTERNAL CONTROL ENVIRONMENT

• SWOT analysis

• Procedures to identify business risks, their 

significance, likelihood of occurrence and 

monitoring of these risks 

• Review of insurance coverage 

• Awareness of compliance with laws & 

regulations 

• Safeguard of physical assets 

• Disaster recovery plan 

Risk assessment 
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GOVERNANCE

• What is my role?
– Participate:

• Monthly reporting
• Budgeting
• Annual audit
• Asking questions of management or auditors.

– Approve:

• Monthly reporting
• Budgeting
• Annual audit

– Communicate:

• Provide strategic direction to management
• Evaluate performance of Executive Director
• Discuss risks and concerns with Auditor
• Understand the audit process

Board of Directors



GOVERNANCE

• What is my role?
– Participate:

• Prepare monthly reporting
– Does everything make sense?

• Budgeting
– Prepare, follow, compare to actual results

• Annual audit
– Implement auditor’s recommendations

– Approve:

• Monthly reports for funders and Directors
• Expenditure support

– POs
– Supplier invoices
– Timesheets

• Appropriate reconciliations

– Communicate:

• Operational plans to Directors
• Operational plans and budgets to staff
• Oversee controls
• Discuss risks and concerns with Auditor
• Understand the audit process

Management



GOVERNANCE

• Operational Board

– Assist in day-to-day transactions

– Involved with staff/customers/suppliers

– Meet often, quite involved

– Typical for small organization with limited number of or no staff

• Governance Board

– Set policy, strategy, etc.

– Only involved with CEO/Executive Director

– Meet less often, not involved in operations

– Typical for larger organizations with qualified staff

What type of Board are you?



GOVERNANCE

• Duty of Care

• Duty to act honestly

• Duty of diligence

• Duty to exercise power

• Duty of obedience

• Duty of Loyalty

• Must act in best interest of organization and not your own 
interest (or your family or friends, or even the other members 
of your Chamber of Commerce)

• Must avoid conflict of interests

Legal Responsibilities



GOVERNANCE

Process:

• Understand mandate/mission

• Create strategic direction

• Set policy

• Approve procedures

• Review reports

• Ask questions, ask more questions
– Is there directors’ liability insurance

– Is there indemnification procedures

– What is the conflict of interest policy

– Is the mandate clear

– Is there a board manual

– What is in the by-laws

– Are employee deductions remitted to CRA

Key Responsibilities



GOVERNANCE

– Hire, set goals for, evaluate CEO/Executive Director

– Approve key financial information

• Budgets, financial statements, salary grids

– Assess risks

• Fraud, loss, change in operations, insurance

Other key responsibilities:



GOVERNANCE

1. Failing to understand fiduciary duties

2. Failing to provide effective oversight

3. Deference to the executive committee, board chair or 
organization’s founder

4. Micro-managing staff

5. Avoiding the hard questions

6. Insufficient conflict management

7. Lack of awareness of laws governing tax-exempts

8. Operating with outdated, inconsistent governing 
documents

Top 15 Mistakes

41



GOVERNANCE

9. Airing disagreements outside the boardroom

10.Failure to cultivate board diversity

11.Recruiting and selecting board members without due 
care

12.Failing to educate and motivate board members

13.Failing to document actions appropriately

14.Failing to review program effectiveness and efficiency 
and take appropriate follow-up actions

15.Failing to hold executives (and nonparticipating 
directors) accountable

Top 15 Mistakes (continued)



GOVERNANCE

• What if I don’t do my role (Board of Directors)?

– Lack of support/accountability for management

– If on a Board, and the entity can not pay its bills, then you may 
personally be responsible for certain expenses, like payroll 
deductions to Canada Revenue Agency, etc.

• What if I don’t do my role (Manager)?

– Inability to provide services to members

– Staffing and operational issues
• i.e. inappropriate use of resources

– Stress
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QUESTIONS?




