DO NONPROFITS BENEFIT FROM BEING
izl  AUDITED BY ISSUER AUDIT PARTNERS? ... “SHRSHERa"

Zimmerman Aleksandra, Gvinjilia Megi , Zappin Brooklyn, Zawodzinski Peyton

Fal

INTRODUCTION RESULTS

PATH ANALYSIS

In the auditing profession, practitioners must serve clients across diverse economic sectors. Stronger Internal Controls

However, little is known about how these differing sectors can impact the outcome for different e Nonprofits audited by issuer audit partners show fewer material weaknesses.
i i i i i i i i i i Path A . Path B
clllenteIZ:tThls St;(-jy examlnesgnonpipﬂi.orga.nlzlatcljo?s benefit from being audited by a partner who / - \ e 5% material weakness rate (issuer partners) vs. 10% (non-issuer partners).
IS0 aUdIts @ PUBIEC ompany. REy MOtIVAtions ICIHAe, e |ndicates stronger financial oversight and improved control quality.
Pam € Greater Operational Efficiency

e Cross-sector auditing: Conventionally, the auditor industry favors specialization. However, a Stradler g MgmtRatio
growing number of auditors are serving for both non-profit and for profit clients
e The information intermediary role: We propose the idea that serving both sectors might allow

e Lower management expense ratios (reduced administrative spending).
e Higher program expense ratios (more resources directed to mission activities).

. _ . o ] ] ] . . Direct effects: Coefficient  p-vale
partners to act as information intermediaries, which would benefit non-profits and their delivery. * Overall, a larger share of funds supports core programs.
This specifically means that these partners help with things like tax planning, internal controls, o oo Effects of Switching to Issuer Partners
and development decisions. Path C 0007 0001 e Within the same nonprofit, switching to an issuer partner is associated with:
* Extension of past research: We built on previous research to include unrelated audit clients P E— o Lower management costs.
across economic sectors i Coefficient _p-vahe o Higher program spending
. . . o gro . . Indirect Effect A*B -0.0002 0.000 ’
* Benefits and costs of client diversification: We i) omr o e Suggests improvements are not driven solely by organizational differences.
. 0 orm o ; ota ect- (A* -0.007 :
Iookgd into how @versn‘ymg the clients you are Additional Evidence
serving as an audit partner can help or hurt the Control variables and fixed effects inchided Yes : : . . .
, e Benefits are stronger when partners audit multiple public companies,
CllentS yOU SErve. % of total effect: Indirect / T otal 3.061%

consistent with knowledge transfer.
e Audit report lag increases by ~7 days.
e Audit fees do not increase.
e Results are robust across multiple tests.

NUMBER OF ORGANIZATION OBSERVATIONS BY AUDIT FIRM
TYPE/SIZE

MAIN RESULTS: INTERNAL CONTROLS

Partner Type Smaller Firms Total Entity-Year
Obs

CONCLUSION

Issuer partners 1,607 . ~

(Unique Partners)

_ 5% 10%
Non-Issuer partners ? 0 Overall Insight: Nonprofits benefit from audit partners with public-company

experience, even though boards rarely prioritize this expertise.
Benefits:

Issuer Partner MW Rate Non-Issuer Partner MW Rate .
| . o | | o e Stronger internal controls
Material weakness reporting rate for nonprofits with issuer Material weakness reporting rate for nonprofits with non- o
partners issuer partners e More efficient resource use
Nonprofits audited by issuer partners are significantly less Iikelytc? have material weaknesses in internal controls over PS Greater Spendlng on m|SS|On aCtIVItIES
financial reporting (B = -0.013, p<0.01) and major program expenditures (8 = -0.011, p<0.01). ] . ] ] . .
METHODS e Partner SWItChlng: |mprovement5 perSISt when nonprOfltS switch to issuer
MAIN RESULTS: OPERATIONAL partners, supporting a causal interpretation.
Design: Mixed-method approach combining interviews and archival analysis. ) Trade-Offs: Audits take slightly longer, but audit fees do not increase.
e EFFICIENCY Key Takeaway: Public-company audit experience transfers best practices
* 10 nonprofit executives that improve nonprofit governance and efficiency without higher cost.
e 10 audit partners with issuer audit experience
e Provide insight into auditor selection and whether public-company experience is considered 1.6% -
Archival Data
e U.S. nonprofit audit data (2015-2019) REFERENCES

0.8% +

e 19,676 nonprofit-year observations

e 5,818 nonprofits and 1,888 audit partners

e |ssuer partners identified using PCAOB Form AP disclosures 0%
Key Measures

* |Internal controls: material weaknesses

e Operating efficiency: management expense ratio and program ratio

-0.8% o

||
e Trade-offs: audit report lag and accounting/audit fees -
- . ol
Ana IySIS e Managen;ent Ratio Progra:'n Ratio :t.
¢ StatiSti Ca | m Od e | S With Sta N d a rd CO ntro | S Nonprofits with issuer partners demonstrate lower management expense ratios (B = -0.010, p<0.01) and higher program -

ratios (B = 0.009, p<0.01), indicating more efficient resource allocation toward mission-related activities.

e Robustness tests including balancing and partner-switch analyses
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