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1.
PURPOSE

This guide sets forth the guidelines to be followed by independent Certified Public Accountants (CPA), in conducting and presenting audits of the financial statements of the projects of multi‑unit housing borrowers whose mortgages are owned by (financed by) Oregon Housing and Community Services (the Department).  It does not provide detailed audit procedures nor is it intended to supplant the auditors' judgment as to the work required to be performed.

This guide is intended primarily for use by independent CPA's, as defined by the American Institute of Certified Public Accountants (AICPA) Standards, in auditing the annual financial statements of a borrower whose project construction has been completed and cost certified.  The first year audit should be prepared from the date of initial occupancy not to exceed a twelve‑month period.  An audit is required at the first fiscal year end even if a twelve‑month period has not elapsed.  The fiscal year end may be the end of any calendar quarter, applied on a consistent basis.

2.
BACKGROUND AND GENERAL INFORMATION

Oregon Housing and Community Services issues general obligation bonds to provide permanent mortgage financing for the construction or rehabilitation of the structures or facilities which serve the elderly and disabled.

The borrower has agreed to various controls and regulation of certain aspects of the project's operations.  These may include, but are not limited to, limits on rental rates, rates of return, eligibility of tenants/residents and fiscal management.  These requirements are contained in a Regulatory Agreement and/or Loan Agreement (hereinafter the Agreement) which is incorporated in and made a part of the mortgage or trust deed (hereinafter mortgage).

Many borrowers contract with professional management firms to operate the projects and produce the financial statements the CPA is auditing.  The management agreement must conform to the pertinent requirements of the Agreement.

The Agreement requires submission of complete annual financial reports to the Department.  The Department certifies to its bondholders that annual reports are received from each borrower and reviewed by the Department staff as assurance of the continued economic feasibility of the projects.  Furthermore, the Department conducts annual site visits and reviews the tenant/resident files for compliance with eligibility requirements.

The statements must: (1) be prepared in accordance with Generally Accepted Accounting Principals (GAAP) and the requirements of the Department, with one copy submitted within 60 days after the end of each fiscal year; (2) be certified to be accurate by the borrower or an officer of the borrower and (3) be examined and reported on by an independent CPA.  The CPA must meet the standards of independence established by the AICPA.

3.
PLANNING AND COMPLETING THE AUDIT

Engagement Letter
The Housing Department encourages the borrower to obtain an engagement letter engaging an independent CPA to perform the audit in compliance with the Department Audit Guide.  This letter does not need to be sent to this Department.

The arrangements for audit between the CPA and the borrower must allow authorized agents of the Department to examine the auditor's working papers supporting the audit report.

The engagement letter shall specifically direct the auditor to perform the audit in accordance with the provisions of the Department Audit Guide and all procedures, rules and regulations, statutes and requirements referred to therein.

Important Note:
According to AICPA Ethics Interpretation 501‑3 "Failure to follow standards and/or procedures or other requirements in governmental audits", a CPA or PA* who accepts an engagement and undertakes an obligation to follow Government Auditing Standards, issued by the Comptroller General of the United States, guides, procedures, statutes, rules and regulations, in addition to generally accepted auditing standards, is obligated to follow such requirements.  Failure to do so is an act discreditable to the profession, and a violation of Rule 501.

Audit Scope and Coverage
The primary purpose of the audit is to report on the financial statements of the project's operations.  The CPA must also report on internal control and any compliance deviations noted from the completion of the audit compliance questionnaire set forth in Appendix 2.  The Department is interested in the financial solvency of the project, its ability to meet debt service requirements, keeping the property free of any unauthorized liens and avoiding mortgage default.

The objectives of the audit are to determine:

(1)
Whether the financial statements present fairly the financial position of the project and the results of its operations in conformity with generally accepted accounting principles.

(2)
Whether operating practices and controls comply with certain specific Department requirements as outlined below (see pages 5‑8) and covered in the Audit Compliance Questionnaire (Appendix 2).

Note that number 2 above should be specifically addressed in the auditor's comments on compliance and internal controls, and that deficiencies must be corrected prior to the release of surplus cash.

The audit must be sufficiently comprehensive in scope to permit the expression of an opinion on the financial statements and supplemental data in the report and must be performed in accordance with generally accepted auditing standards and Government Auditing Standards issued by the Comptroller General of the United States and the audit requirements set forth in this guide.  If deemed necessary, the auditor may review the tenant/resident files.  As used in these instructions, the term "expression of opinion" includes (1) an unqualified opinion, (2) a qualified opinion, (3) a disclaimer of opinion, or (4) an adverse opinion.  If either a qualified or adverse opinion is expressed or if an opinion is disclaimed, the Department requires an explanation.

The CPA is also required to (1) review, evaluate and comment on the adequacy of the accounting records and procedures and the system of internal controls, and (2) indicate, if disclosed by the audit, the borrower's failure to adhere to the certain specific provisions of the Agreement or corporate charter or to Department regulations and procedures applicable to the borrower's operation.

Audit Standards
The audit work must be performed in accordance with generally accepted auditing standards established by the AICPA, Government Auditing Standards issued by the Comptroller General of the United States, and the Department Audit Guide.

The CPA's working papers are expected to conform to the guidelines prescribed in the AICPA Statements of Auditing Standards.

Statements of Auditing Standards numbers 14 and 30 (AU621 and AU642) substantiate the requirement to follow the Department Audit Guide.

Questions of compliance with audit standards will be referred to the State Board of Accountancy.

Audit Requirements
In addition to the standards noted above, the CPA will find the following documents necessary or useful in the conduct of the audit and should obtain them from the mortgagor's files prior to starting the examination:


 (1)
Regulatory Agreement and/ or Loan Agreement

 (2)
Management Agreement

 (3)
Entity Document, if applicable

 (4)
Prior year's audit report

 (5)
Sample of all approved Lease Agreements used in the project

 (6)
Any notice of default

 (7)
Mortgage instruments including modification, forbearance and workout agreements.

 (8)
Any contracts for services and supplies executed on behalf of the project, where material.

 (9)
Statement of any changes in the owners/partnership entity during the year as covered by the Department rules on the sale or partial sale of a project which explain that any change in ownership by a sole proprietor or general partner which introduces a new party to this class of ownership shall constitute a sale in whole or part.

(10)
All correspondence related to release of surplus cash, audit questions and financial requirements to make repairs or improvements.

(11)
Any changes in the Audit Guide.

An Audit Compliance Questionnaire is provided in Appendix 2 which will guide the CPA in the audit of compliance matters which are of particular interest to the Department.  While the Audit Compliance Questionnaire may reveal conditions of internal control, it is not to take the place of internal control testing documentation the auditor employs in the standard conduct of the audit in accordance with AICPA standards.  The questionnaire has been designed so that "No" answers indicate an adverse condition which must be described in the auditor's report if they have a material effect.  The CPA should also cite other conditions which constitute weaknesses as disclosed by the Questionnaire and/or the process of conducting the audit.

The Questionnaire must be made a permanent part of the CPA's working papers which may be subject to review by the Department.

Definitions and Requirements
The Agreement is the primary mortgage instrument through which the Department controls the borrower's operation of the project.  The following are definitions and a discussion of terms used in the Agreement and this guide (other terms will be defined upon request):

Distribution:  Any withdrawal or taking of cash or other assets of the project other than for mortgage payments or for the payment of expenses necessary and reasonable to the operation and maintenance of the project.  Distributions shall be made only out of surplus cash and subject to the specific limitations outlined in the Agreement.

Related Party Transactions:  Report all related party transactions regardless of nature or amount.

Necessary and Reasonable Expenses:  The CPA will have to make a judgment as to the propriety of project disbursements. The Department considers the following to be distributions of project income, not expenses necessary and reasonable to the operations of the project: legal expenses incurred in the sale of partnership interests, the fee for preparation of a partner's, shareholder's, corporation's or individual's federal, state or local income tax returns, payment for advice to an owner on the tax consequences of foreclosure, withdrawals of project funds to reimburse owners for prior advances, capital expenditures and project acquisition costs.

On occasion, it is necessary for a project sponsor to provide additional cash to the project's Operating Account to meet the financial obligations of the project and to maintain the financial viability of the project.  Options for providing for owner advances are:

(1)
As additional paid‑in capital shown in net worth or owner's equity.  This can be repaid upon the written authorization by the Department to release surplus cash.

(2)
As an interest bearing loan to the project, unsecured with interest and principal payable from available cash with prior written approval by the Department.

(3)
In the case of a partnership, as a non-interest bearing (or interest bearing) loan to the partnership.  This is not to be a liability of the project but, upon release of surplus cash, can be repaid through the partnership distribution.

NOTE:  Once owner/partner advances are paid in and deposited to project operating funds, the funds cannot be repaid without specific written authorization from the Department.

Payroll Expenses:  Payrolls are distributed to various categories:  Administration, Kitchen, Housekeeping, etc.  Payroll taxes, worker's compensation insurance, and employee benefits should be allocated to the associated payroll expense.

Surplus Cash (See Appendix 1 for specific computation)  Any unrestricted cash remaining on hand after:

(1)
The payment of:

(a)
All sums due or currently required to be paid under the terms of the Department's mortgage or note.

(b)
All amounts required to be deposited in the reserve fund for replacements as defined by the Agreement.

(c)
All obligations of the project other than the mortgage, unless funds for payment are set aside or deferment of payment has been approved by the Department.

(2)
The segregation and recording of:

(a)
An amount equal to the aggregate of all special or restricted funds to be maintained by the project.  This includes any deficiency in the tax and/or insurance escrows.

(b)
All tenant/resident security deposits held.

(c) All accounts and accrued items payable including accrued interest on the mortgage loan.

       In addition to cash, two types of accounts receivable may be used:

                     (1)  Housing assistance rental receivables outstanding as of fiscal year-end that have

                            since been collected;

(2) Approved replacement reserve requests as of fiscal year end.

Tenant/Resident Eligibility:  The Elderly and Disabled Housing Program contains specific eligibility requirements based on income.  The criteria are contained in the Agreement, and for the most part, on the tenant/resident eligibility forms maintained at the project.

Exit Conference
At the conclusion of the audit, the CPA should hold an exit conference with the borrower to discuss the audit findings.  The CPA should obtain comments from the borrower and include such comments in the report on compliance and internal control, including whether the borrower agrees with the audit conclusions, any action the borrower plans to take or reasons for not taking action (Appendix 1, page 30).

4.
FINANCIAL STATEMENTS AND AUDIT REPORT

Although the financial statements are often prepared by a management accountant or other agent, the borrower has primary responsibility for the financial statements and supplemental data, and as a reflection of this responsibility, must certify such statements (See Appendix 1, Exhibit K (page 32).

The auditor's opinion should state whether the basic financial statements present fairly the financial position of the project as of the Balance Sheet date and the results of its operations for the comparative periods then ended in conformity with generally accepted accounting principles applied on a consistent basis.  In addition, the opinion should state that the supplemental data has been subjected to the audit procedures applied in the examination of the basic financial statements and is fairly stated in all material respects in relationship to the financial statements taken as a whole (See Appendix 1).

Comparative statements are required.  The audit report and financial statements must include the following (see Appendix 1 for required report formats):

(1)
Independent Auditor's Report
The report should contain Scope and Opinion paragraphs as illustrated in Appendix 1, page 14.  The report must contain an opinion on the fairness with which the borrower's statements show the financial position, and the results of operations of the project.  The auditor must also express an opinion as to whether the supplemental financial information is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

(2)
Basic Financial Statements
(a)
Balance Sheets, Comparative 

(b)
Statements of Income and Expense, Comparative 

(c)
Statements of Shareholders' Equity or Partners' Capital, Comparative

(d)
Statements of Cash Flows, Comparative

(e)
Notes to Financial Statements

(3)
Supplemental Data
(a)
Computation of surplus cash and distributions. (refer to Definitions section)

(4)
Auditor's Reports on:
(1) Compliance with Laws and Regulations








(2) Internal Control Structure
The reports should include sections containing statements on the following:

(a)
A report on the borrower's compliance with laws and regulations



(b)
The auditor's report on the internal control structure of the borrower.

(c)
A statement that the auditor, in his/her evaluation of internal accounting controls, took into consideration the items listed in the Audit Compliance Questionnaire (Appendix 2). Adverse conditions designated by "No" answers must be described in the auditor's report, determined to be corrected or not as of the date of the audit, and schedules supplied as needed.  While the Audit Questionnaire need not be included with the audit report, any adverse conditions found through the Audit Questionnaire must be addressed in the audit report.

This section should also include recommendations and observations believed by the CPA to warrant the attention of the borrower and the Department.  The CPA's letter of recommendation may be included.  Matters which may appear questionable to the CPA, should be mentioned for administrative determination by the Department.  The views or comments of the borrower should be included for each item whenever possible.

It is of major importance that the weaknesses in internal control and noncompliance practices be fully disclosed in the auditor's comments in the Compliance and Internal Control Report.

The applicable section of the Agreement should be cited for items of noncompliance noted during the course of the examinations.  Comment should also be made as to the status of corrective action taken or to be taken by the borrower on the respective items.

(5)
Management Letter
The CPA may include in the auditor's report a management letter as Exhibit J.

The management letter issued to the CPA may include the following representations in addition to those items deemed necessary by the auditor:

The mortgage payments are current and all tax, insurance and reserve accounts are current as agreed and confirmed in writing by the servicer, (except....).

The Contingency Escrow account is correctly funded (if applicable).  The project has complied with all provisions of the workout agreement (if applicable) (except...).

No new financing or other liens have been executed (unless Department approved ‑ then state that new financing was executed as approved).

The Agreement has been complied with, no surplus cash or other distributions have been made without Department approval, security deposits are funded, and held in a interest‑bearing account (if applicable) for the tenants/residents benefit, the management fee was calculated correctly in accordance with the management agreement and it appears there were no non‑project expenses paid with project funds.

All additions to fixed assets must have been approved by the Department in accordance with the terms and provisions of the trust deed, note, and the Agreement.  The required amounts of insurance coverage were in force and there were no changes in ownership interests between balance sheet dates.

(6)
Borrower's Certification
The report shall include a certification by the borrower when the project is owned by an individual, by (a) duly authorized representative(s) when it is owned by a partnership or when it is owned by a corporation.  The minutes of the entity should reflect who the authorized signers are, and their names are to be included in the signature area.

(7)
Audit Compliance Questionnaire
A fully completed questionnaire must be retained in the auditor's working papers with positive affirmation provided in the auditor's report that all matters in the questionnaire have been addressed.  Any adverse findings must be reported in the auditor's report.

















APPENDIX 1

SAMPLE AUDIT REPORT
ABC ELDERLY/ DISABLED PROJECT OWNED BY

ABC PARTNERSHIP

REPORT ON EXAMINATION OF FINANCIAL STATEMENTS

AND SUPPLEMENTAL DATA

at (dates)

NOTE:
The sample financial statements and notes thereto include only those disclosures unique to the Department's Elderly/ Disabled Housing Program developments.  However, they must also include all disclosures necessary for a fair presentation in accordance with generally accepted accounting principles.  Comparative financial statements are required.
















 APPENDIX 1

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

C O N T E N T S

Exhibit A ‑ Independent Auditor's Report



     Financial Statement Opinion

Exhibit B ‑ Balance Sheets

Exhibit C ‑ Statements of Income and Expense

Exhibit D ‑ Statements of Changes in Partners' Equity

Exhibit E ‑ Statement of Cash Flows

Exhibit F ‑ Notes to Financial Statements

Exhibit G ‑ Supporting Data Required by Department




1.  Calculation of Surplus Cash

Exhibit H(a) ‑ Auditor's Report on Compliance with Laws and Regulations

Exhibit H(b) - Auditor's Report on the Internal Control Structure

Exhibit I ‑ Exit Conference

Exhibit J ‑ Management Letter (see page 10)

Exhibit K ‑ Borrower's Certification

Exhibit L ‑ Audit Compliance Questionnaire (See Appendix 2)
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Exhibit A

(SAMPLE)

ABC PROJECT OWNED BY 

ABC PARTNERSHIP

FINANCIAL STATEMENT OPINION

INDEPENDENT AUDITOR'S REPORT
To the Partners




Oregon Housing and Community Services 

ABC Partnership




State of Oregon

Anytown, U.S.A.




1600 State Street









Salem, OR  97301

We have audited the accompanying balance sheet of the ABC Partnership (a limited partnership) as of (date) and the related statements of income and expense and changes in partners' equity and cash flows for the year then ended.  These financial statements are the responsibility of the project's management.  Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the ABC Partnership (a limited partnership) as of (date), and the results of its operations and the changes in partners' equity and cash flows for the year then ended in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards and the Audit Guide for Elderly/ Disabled Housing  Program issued by the Oregon Housing and Community Services Department, we have also issued a report dated      (Date)               on our consideration of  (project name)   internal control structure and a report dated      (Date)            on its compliance with laws and regulations.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a whole.  The supporting data included in the report (shown on pages XX to XX) are presented for the purposes of additional analysis and are not a required part of the financial statements of ABC Partnership (a limited partnership).  Such information has been subjected to the auditing procedures applied in the audit of the financial statements and, in our opinion, is fairly stated in all material respects in relation to the financial statements taken as a whole.

Anytown, U.S.A.








XYZ and Company

(date)










Certified Public Accountants
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Exhibit B

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

BALANCE SHEETS

For Years Ended (dates)

                  Assets                   
     
(Year End)     
(Year End)

Current Assets

Petty Cash

$

$          


Cash in Bank


Tenant/Resident Accounts Receivable


Accounts Receivable ‑ Other


Notes Receivable ‑ Other


Notes Receivable ‑ Stockholders, Ofcrs.


Investments (Short Term)


Other (Identify in Notes)

         
      
_________                      


Total Current Assets

$

$          

Deposits Held in Trust ‑ Funded

Tenant/Resident Security Deposits

$

$          

Other (Identify in Notes)

           
  
_______           


Total Deposits Held in Trust

$

$          

Prepaid Expenses

Property Insurance

$

$          


Mortgage Insurance


Real Property Taxes


Other (Identify in Notes)

           
        
_________   


Total Prepaid Expenses

$

$          

Restricted Deposits and Funded Reserves
Lender Escrow Deposits (Schedule in Notes)

$

$


Reserve for Replacements (Schedule in Notes)


Other (Identify in Notes)

           
        
_________   


Total Deposits

$

$          
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Exhibit B

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

BALANCE SHEETS (continued)

For Years Ended (dates)

                  Assets                   


(Year End)     (Year End)

Fixed Assets

Land


$


$          


Land Improvements


Buildings


Building Equipment Fixed


Building Equipment Portable


Furniture


Furnishings


Maintenance Equipment


Motor Vehicles


Other (Identify in Notes)

               

_______    


Total Fixed Assets

$


$          



Less Accumulated Depreciation

(             )

(             )


Net Fixed Assets

$


$          

Other Assets

Organization Costs, Net of Acc. Amort.

$


$          


Loan Fees, Net of Acc. Amortization

           
 
_________          


Total Other Assets

$          

$________          


TOTAL ASSETS

$          

$________                                 
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Exhibit B

(SAMPLE)

ABC Elderly/ Disabled Project Owned By ABC Partnership

BALANCE SHEETS (continued)

For Years Ended (dates)

            Liabilities             

Year End)

(Year End)

Current Liabilities

Accounts Payable

$


$          


Accrued Wages Payable


Accrued Interest Payable


Accrued Property Taxes


Local Improvement District Assessments


Notes Payable (Short term)


Miscellaneous Current Liabilities


Mortgage Payable ‑ Current Portion


Other (Identify in Notes)

       
  
_________         


Total Current Liabilities

$


$          

Deposit and Prepayment Liabilities

Tenant/Resident Security Deposits

$


$          


Other Deposits (Identify in Notes)


Prepaid Rent

_________
_________




Total Deposit and Prepayment



Liabilities

$


$          

Long‑Term Liabilities

Notes Payable (Identify in Notes)

$


$          


Mortgage Payable



Less:  Current Portion

(              )     
(              )


Total Long Term Liabilities

$           

$_____          


TOTAL LIABILITIES

$       

$
      
              
Partners' Equity                                                                              $            

$            



TOTAL LIABILITIES AND 

PARTNERS' EQUITY

$               
$                 


The accompanying notes are an integral part of these financial statements.
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Exhibit C

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

STATEMENTS OF INCOME AND EXPENSE

For Years Ended (dates)

Income


(Year End)     (Year End)

Rental Receipts

$
$          


Meal Service Income


Laundry and Vending Income


Interest Income


Commercial Income


Other Income (Specify in Notes)

________
________
          


TOTAL INCOME

$
$          

Expenses

Administrative



Management Fee

$
$          



Advertising and Marketing



Legal



Audit



Telephone and Office Expenses



On‑Site Management Payroll



Other (Specify in Notes)

________
________




Total Administrative Expense

$
$          


Maintenance



Elevator Maint. and/or Contracts

$
$          



Exterminating



Janitorial and Maintenance Supplies



Grounds Maintenance



Heating and Air Conditioning Repair Services



General Repair Services



Painting/Decorating Materials and/or Services



Payroll



Other (Specify in Notes)

________
________




Total Maintenance Expense

$
$          

                                                                                                               APPENDIX 1                                                                                      

                           Exhibit C

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

STATEMENTS OF INCOME AND EXPENSE (continued)

For Years Ended (dates)






(Year End)     
(Year End)

Kitchen



Raw Food and Supplies



Kitchen Payroll



Equipment Purchase and Maintenance



Other (Specify in Notes)

   ________ 
__________             



Total Kitchen Expense

$
$


Housekeeping



Housekeeping Supplies

$
$



Facility Laundry Expense



Housekeeping Payroll



Equipment Purchase and Maintenance



Other (Specify in Note)

__________
_________             



Total Housekeeping Expense

$
$


Activities



Social Activities Supplies

$
$



Social Director Payroll



Other (Specify in Notes)

__________
_________




Total Activities Expense

$
$


Utilities



Electricity

$
$          



Gas



Oil



Water



Sewer



Garbage



Other (Specify in Notes)

_________
_________



Total Utilities Expense

$
$          


Depreciation and Amortization

$________ 
$ _______         


Total Depreciation and Amortization

$
$          
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Exhibit C

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

STATEMENTS OF INCOME AND EXPENSE (continued)

For Years Ended (dates)






(Year ended)
(Year ended)


Taxes and Insurance



Insurance

$
 $          



Real Estate Taxes



Personal Property Taxes



Other (Specify in Notes)

___________
___________




Total Taxes and Insurance Expense

$
$          


Financial



Interest on Mortgage Payable

$
$          



Interest on Notes Payable



Other (Specify in Notes)

____________
___________




Total Financial Expenses

$
$          



TOTAL EXPENSES

$
$          



NET INCOME/(LOSS)

$
$
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Exhibit D




(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

STATEMENTS OF CHANGES IN OWNERS EQUITY

For Years Ended (dates)






(Year End)     
(Year End)


Beginning of Year

$
$          


Add:



Net Income

$
$          



Contributions



Other


Deduct:



Distributions

$___________          
$___________          



(Detail by Individual)


End of Year

$
$

The accompanying notes are an integral part of these financial statements.
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Exhibit E

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

STATEMENT OF CASH FLOWS

Increase (Decrease) in Cash

For Years Ended (dates)





(Year End)     
(Year End)

Cash flows from operation activities:


Rental receipts
$_________         $__________       

Interest receipts


Other receipts (Detail)


Administrative


Management fees


Utilities

 
Salaries and wages


Operating and maintenance


Real estate taxes


Payroll taxes


Property insurance


Miscellaneous taxes and insurance


Interest on mortgage note


Miscellaneous financial


Tenant security and other deposits

Net cash provided (used)

  by operating activities
$_________
$  ____ ____     
Cash flows from investing activities:


Purchase of depreciable assets


  decrease (increase) in:


Reserve for replacement of


   depreciable assets


Reserve for taxes and insurance 

Net cash provided (used)

  by investing activities
$_________ 
$ _________        
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Exhibit E

(SAMPLE)

ABC Elderly/ Disabled Project Owned by

ABC Partnership

STATEMENT OF CASH FLOWS (Continued)

Increase (Decrease) in Cash

For Years Ended (dates)






(Year End)     (Year End)

Cash flows from financing activities:


Mortgage principal payments


Cash distributions paid to partners


Net cash provided (used) by


financing activities


Net increase (decrease) in cash


Cash ‑ beginning of period


Cash ‑ end of period

$                     $
           
RECONCILIATION OF NET INCOME (LOSS) TO

NET CASH PROVIDED BY OPERATING ACTIVITIES:

Net income (loss)

Adjustment to reconcile net income (loss) to net 

cash provided (used) by operating activities:


Depreciation

Decrease (increase) in:
(NOTE TO AUDITORS -


Accounts receivable ‑ rent subsidy
THE DIRECT METHOD - IN PRESENTING


Accounts receivable ‑ tenants/residents
THE CASH FLOW STATEMENT IS 


Prepaid property insurance
REQUESTED)


Prepaid mortgage insurance


Prepaid property taxes

Increase (decrease) in:


Accounts payable ‑ trade


Accounts payable ‑ management agent


Accrued interest payable


Tenant/resident security deposit payable


Rents received in advance


Net cash provided (used) by


  operating activities

$                      $ 
          
The accompanying notes are an integral part of these financial statements.
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Exhibit F

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

NOTES TO FINANCIAL STATEMENTS

Organization and Summary of Significant Accounting Policies
The partnership is organized as a limited partnership formed (date) to acquire an interest in real property located in (city, state) and to construct and operate thereon an apartment complex of           units.  Such projects are regulated by the Department as to rent charges and operating methods.  The Regulatory and/or Loan Agreement limits annual distributions of net operating receipts to "surplus cash" available at the end of each year.  Surplus cash for the year ended (date) was 

$            .

The following significant accounting policies have been followed in the preparation of the financial statements:

How depreciation is provided, e.g. using the straight‑line method over the estimated useful lives of the assets.

What deferred loan costs consist of, e.g. fees for obtaining the Department Elderly/ Disabled Housing Program mortgage loan and are being amortized on the straight‑line method over the life of the mortgage loan.

How income or loss of the partnership is allocated, e.g.         % to the general partner and           % to the limited partners.  No income tax provision has been included in the financial statements since income or loss of the partnership is required to be reported by the respective partners on their income tax returns. 





(Reconciliation of Financial Statements to tax return is no longer required)
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Exhibit F

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

Notes Payable to Others and to General Partners
The $                 trust deed note bearing interest at        % and payable to the Oregon Housing and Community Services, State of Oregon is serviced by KeyCorp Real Estate Capital Markets, Inc., and is payable in monthly installments of $               (including interest) through (date).  The apartment development is pledged as collateral for the note.


Five‑year maturity schedule.

The notes payable to general partners represent the excess of construction and development costs and fees over the total proceeds of the insured mortgage loan and capital contributions.  In accordance with provisions of the partnership agreement, such amount is to be repaid without interest from surplus cash if permitted by the Department, otherwise from the proceeds of any mortgage refinancing, net excess insurance proceeds, sale of parts of the partnership property with Department approval, or upon dissolution of the partnership.

The amount due to the general partner represents temporary advances which, in accordance with provisions of the partnership agreement, are non-interest bearing obligations reimbursable by the partnership from cash flow beginning in (year) if permitted by the Department, otherwise from proceeds of refinancing or sale of the development.

Plus all other notes necessary to comply with GAAP, such as:


Debt repayment schedules


Lease and other commitments


Contingencies


Related Party Transactions, whether or not material


Etc.
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(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

SUPPORTING DATA REQUIRED BY Department

For Years Ended (dates)

1.
Comparative Computation of Surplus Cash and Distributions at the Balance Sheet Date







(Year end)
(Year end)

Cash



Cash on Hand and in Banks
$
$          



Other (describe)                             
           
           



Total


$
$          


Less ‑ Current Obligations



Trust Deed Interest Payable 15th of



next Month (½‑month interest



payable) (Standard 15/360 method)
$
$          



Delinquent Mortgage Payments



Delinquent Deposits to Reserve for Replacements



Accounts Payable (due within 30 days) (Note:  



Provide a reconciliation to this amount if 



different from that shown on the Balance Sheet)



Loans and Notes Payable ‑ Operating 



Expenses (payable within 30 days)



Accrued Expenses (not escrowed)




(Except interest shown above)

             Prepaid Rents



Tenant/Resident Security Deposits



Mortgage Escrow Deposit Deficiency



Other (describe)
                                                                                     __________
__________




Total Current Obligations
$
$          



Surplus Cash/(Deficiency) at




Balance Sheet Date)
$  -----        
$------------          


Distribution Allowed Per Regulatory and/or Loan




Agreement (limited to profit




motivated borrowers)
$          
$-------------          
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Exhibit H(a)

(SAMPLE)

ABC PROJECT OWNED BY

ABC PARTNERSHIP

REPORT ON COMPLIANCE WITH LAWS AND REGULATIONS

To the Partners





Oregon Housing and Community Services Department

ABC Partnership





State of Oregon

Anytown, U.S.A.





1600 State Street












Salem, OR  97310

We have audited the financial statements of the ABC Partnership (a limited partnership) as of and for the year ended (date), and have issued our report thereon dated (date of report).  We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.

Compliance with laws, regulations, contracts, and grants applicable to the project is the responsibility of the project's management.  As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we performed tests of the project's compliance with certain provisions of laws, regulations, contracts, and grants.  However, our objective was not to provide an opinion on overall compliance with such provisions.  Accordingly, we do not express such an opinion.

We also considered those compliance matters comprehended in the "Audit Compliance Questionnaire", which is set forth in Appendix 2 of the Oregon Housing and Community Services Audit Guide for Elderly/Disabled Housing Program projects.

The results of our tests disclosed no instances of noncompliance that are required to be reported herein under Government Auditing Standards or the “Audit Compliance Questionnaire”. 

This report is intended for use in connection with the project to which it refers and should not be used for any other purpose.

Anytown, U.S.A.






XYZ and Company

(date)










Certified Public Accountants 
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Exhibit H(b)

(SAMPLE)

ABC PROJECT OWNED BY

ABC PARTNERSHIP

REPORT ON THE INTERNAL CONTROL STRUCTURE

To the Partners

ABC Partnership

Anytown, U.S.A.:

We have audited the financial statements of the ABC Partnership (a limited partnership) as of and for the year ended (date), and have issued our report thereon dated (date of report).  We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States and the Audit Guide for Elderly/ Disabled Housing Program (the “Guide”) loans, issued by Oregon Housing and Community Services.  Those standards and the Guide require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.

The management of the project is responsible for establishing and maintaining an internal control structure.  In fulfilling this responsibility, estimates and judgements by management are required to assess the expected benefits and related costs of internal control structure policies and procedures.  The objectives of an internal control structure are to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition and that transactions are executed in accordance with management's authorization and recorded properly to permit the preparation of financial statements in accordance with generally accepted accounting principles.  Because of inherent limitations in any internal control structure, errors or irregularities may nevertheless occur and not be detected.  Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design may deteriorate.

In planning and performing our audit of the financial statements of ABC Partnership (limited partnership) for the year ended (date), we considered its internal control structure in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on the internal control structure.

We performed tests of controls, as required by the Guide, to evaluate the effectiveness of the design and operation of internal control structure policies and procedures that we considered relevant to preventing or detecting material noncompliance with specific requirements applicable to the project’s Elderly/ Disabled Program.  Our procedures were less in scope than would be necessary to render an opinion on such internal control structure policies and procedures.  Accordingly, we do not express such an opinion.
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Exhibit H(b) (Cont'd)

(SAMPLE) continued

ABC PROJECT OWNED BY

ABC PARTNERSHIP

REPORT ON THE INTERNAL CONTROL STRUCTURE

A material weakness is a reportable condition in which the design or operation of the specific internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that would be material in relation to the financial statement being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions.

Our consideration of the internal control structure would not necessarily disclose all matters in the internal control structure that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses as defined above.  However, we believe none of the reportable conditions described above is a material weakness.

We also noted other matters involving the internal control structure and its operation that we have reported to the management of the project in a separate communication dated (date).  

We understand that, 1) the objectives of the control procedures referred to in the third paragraph of this report are to provide assurance concerning compliance with Oregon Housing and Community Services’ related requirements, 2) such procedures are considered by Housing and Community Services to be adequate for its purposes in accordance with the Department's and related regulations, and 3) procedures that do not accomplish such objectives indicate some inadequacy for such purposes.  Based on this understanding and our study, we believe that the project's procedures would be adequate for such purposes.

This report is intended for use in connection with the project to which it refers and should not be used for any other purpose.

Anytown, U.S.A.

XYZ and Company

(date)
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Exhibit I

(SAMPLE)

ABC Elderly/ Disabled Project Owned By

ABC Partnership

EXIT CONFERENCE

1.
Unauthorized Distribution of Project Income ‑ $40,000
Project operating funds were used to reimburse the General Partner for an advance made to the project two years ago.  Since there was no surplus cash available from the prior year and the Department authorization was not obtained, the reimbursement was an unauthorized distribution of project income in violation of the provisions of Section 10(a) and (b) of the Regulatory and/or Loan Agreement.

Reply
The General Partner agreed that the reimbursement violated the provisions of the Regulatory and/or Loan Agreement and deposited $40,000 in the project's operating accounting.

2.
Project Expenses for Furniture Rental Exceeded Income by $5,000
The development paid the XYZ Furniture Company, an owner affiliated company, $5,000 more than the income received for the rental of such furniture.

Reply
The General Partner said that the resident manager had not promptly notified the furniture company when a tenant/resident had vacated a furnished unit. He/she was unaware that this condition existed.  However, he/she agreed that an equitable solution would be for the furniture company to reimburse the project $5,000.  The reimbursement had not been made at the conclusion of our audit on February 15, 20    .
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Exhibit J

MANAGEMENT LETTER

(Please refer to Page 10)
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Exhibit K




    

(SAMPLE)

Certificate of Borrowers
I (We) hereby certify that I (we) have prepared, or caused to be prepared, and am (are) responsible for the contents of the accompanying financial statements and supplemental data of the ABC Elderly/ Disabled Project owned by ABC Partnership for periods ending       (dates)                and, to the best of my (our) knowledge and belief, they are complete and accurate.

Further, I (we) hereby certify that I am (we are) the authorized representatives of ABC Partnership to assume this responsibility as determined and recorded in the minutes of the       (date)                   meeting (or as stipulated in the partnership agreement).


General Partners


          (Give Name)
      (Date)


          (Give Name)
      (Date)
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Exhibit L

AUDIT COMPLIANCE QUESTIONNAIRE

This Questionnaire is to be completed and retained in the Auditor's file.  All adverse conditions must be reported in Auditor's Report.

Answers to these questions should be based upon a review of procedures and/or an actual test of transactions.  "NO" answers are indicative of an adverse condition which must be described in the audit report unless the borrower has written permission from the Department to deviate from the regular mortgage requirements.  The work performed by the CPA or PA* is to be done on a test basis.  All questions must be answered whether or not material.  














Were 'No" 



Answers




Corrected

         

Yes, No or
by Date    



N/A (Not
of Audit

            Examination Item            

Applicable)
Report ?
 1.
Mortgage Status
a.
Are payments on the mortgage current?
_______
______

b.
Were Property taxes paid in



full in November?
______
______



c.
Was Property insurance paid in



full when due?
______
______

d.
Were escrow deposits sufficient to equal two 

months for December year ends or 8 months for 

June year ends of state property tax and an 



appropriate amount to cover the time past since 



last payment of insurance and all other tax and 



insurance liabilities collected under escrow?
______
______



e.
Has any deficiency in escrow deposits been 



deducted from the surplus cash calculation?
______
______
         
f.
Were deposits to the Replacement Reserve Account 



current, including interest paid in?
______
______
         
g.
Were all distributions from the replacement reserve 



authorized by the Department?
______
______
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Were 'No'





Answers     




Corrected




Yes, No or    
by Date




N/A (Not
of
Audit



Examination Item
Applicable)
Report


h.
Has all interest earned by the replacement 



reserve account been retained in the 



replacement reserve account?
______
_______ 
        


i.
Is the balance shown for replacement reserves 



in the Balance Statement confirmed by 



the Servicer?
______
_______

j.
If "other financing" agreements have been 




executed, did the Department approve these?
______ 
_______        
 2.
Books and Records
a.
The books, contract, records, documents



and other papers relating to the property,



the development and its operation are to



be maintained in reasonable condition for



proper audit as prescribed by the Department



in written directions to specific projects 



as may be agreed to from time to time.



Was there an adequate audit trail?
______
_______

b.
Does the borrower make frequent postings



(at least monthly) to the ledger accounts.
______
_______ 

 3.
Cash Activities
a.
Are all cash receipts deposited in the name of 



the project in a bank whose deposits are 



federally insured by FDIC?
______
______

b.
Are security deposits kept separate and apart 



from all other funds of the project in an 



interest bearing account?
______
______
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Were 'No'





Answers     



Corrected




Yes, No or    
by Date




 N/A (Not
of Audit


Examination Item 
Applicable)
 Report ?
c.
Does the borrower keep sufficient funds in the 



security deposit account to equal or exceed the 



aggregate of all outstanding obligations to the



depositors?
_______
________

d.
Did cash disbursements exclude payments for:


(i) legal expenses incurred in the sale 



of partnership interests?
______
_______


(ii) the fee for the preparation of a partner's, 



shareholder's, corporation's or individual's 



federal, state or local income tax returns?


(iii) advice to an owner on tax consequences of 



foreclosure?
______
_______

(iv) reimbursement to the owners or affiliates while 



the mortgage is in default, under modification, 



forbearance or provisional workout arrangements 



for prior advances, capital expenditures and/or 



project acquisition costs?  (Not applicable if 



owner has prior written approval from the 



Department.)
______
______


e.
Were distributions made to or on behalf of the owners 



limited to those authorized by the Regulatory and/or



Loan Agreement or in accordance with prior written



approval of the Department while the project was



in a "surplus cash" position?  [Note: (1) Projects



operating under a modification or forbearance



agreement are not in a "surplus cash" position.



(2) Distribution to nonprofit borrower entities



or principals are not permitted by the Regulatory



and/or Loan Agreement.  (3) The use of rental



proceeds to pay for costs included in the 



borrower's cost certification are unauthorized 



distributions of project income.]
______
_______
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Were ‘No’ 




Answers   




Yes, No or 
Corrected




N/A (Not 
by Date

 Examination Item
Applicable)
of Audit?



f.
Does the borrower have a formal collection 



policy?
           
______
         
g.
Is the collection policy enforced?
           
______

         
h.
Were all accounts or notes receivable from 



tenants/residents less than 30 days old?
_____
______

                 
I.
Do tenant/resident accounts receivable consist exclusively 



of amounts due from other than employees unless 



authorized by the Department?
_____
_____ 
j.
Have "write‑offs" of tenants/residents accounts 



been less than 1% of gross rent?
_____
_____ 
k.
Are other than tenants'/residents' accounts receivable 



composed exclusively of amounts due from



unrelated persons or firms?
_____
_____


l.
Were there indications that payments for services, 



supplies or materials were comparable to amounts 



normally paid for such services?
_____
_____

 4.
Management Agreement
a.
Has the Management Agreement been approved 



by the Department?
_____
_____ 
b.
Was compensation to the management agent 



limited to the amounts prescribed in the



Management Agreement?
_____
_____ 
 5.
Rents and Occupancy
a.
Were individual units charged rents in accordance 



with the Department approved rental schedule?
_____
_____
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Were 'No'





Answers         




Corrected




Yes, No or    
by Date




N/A (Not
of Audit

Examination Item
Applicable)
Report?

b.
Were rentals or leases to tenants/residents made for periods 



of at least 30 days or more?
______
_____







        

 6.
Expenses

a.
Are expenses reasonable and necessary?
          
_____

         

b.
Was interest paid out of operating funds 



only for the Department loan or other



approved loans authorized by the Department?
          
_____

         

c.
Were all Accounts Payable less than 30 days old?
          
_____

         
 7.
Fixed Assets
Were there no additions to fixed assets during the year 


under audit except items approved by the Department and, 


if any, were these purchased in accordance with the 


provisions of such authorization?
          
_____

         
 8.
Future Liabilities
a.
Does the project, if qualified for property tax 



abatement or any other special tax assessment, 



show the future liability in the notes to financial 



statements including a calculation of what the 



current tax would have been if paid?
          
_____
         

b.
Does the project indicate in the notes to 



Financial Statements when a future liability



will become effective?
          
_____

         
 9.
Financial Stability
a.
Does the project show the ability to meet its 



financial obligations as a going concern?
          
_____
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Were 'No'





Answers     




Corrected




Yes, No or    

by Date




N/A (Not

of Audit

Examination Item
Applicable)

 Report? 
10.
Release of Surplus Cash

a.
Were distributions of surplus cash made following 



the receipt of authorization from the 



Department?
______
______


a.
Is the project covered against loss of rents as required 



by the Regulatory and/or Loan Agreement?
______
______


b.
Is the deductible amount in compliance with 



the amended maximum of $2,500 ?
______
______


 c. Are money handlers for the project covered 



by fidelity bonds?
______
______
         
12.
Ownership
a.
Has the ownership of the project remained 



the same? (no change in owning entity)
          
______
         
13.
Surplus Cash Limitations

a.
Was surplus cash shown as "none allowed" if 



the project is a not‑for‑profit organization?
          
_____

         

b.
Were any deferred maintenance and repair items 



deducted when calculating surplus cash?
          
_____

         
14.
New Liens
a.
Was the condition of title unchanged except as 



approved by the Department?
          
_____

         
15.
Completion of Audit in Timely Manner
a.
Was the audit completed within 60 days of the fiscal 



year end or as otherwise allowed by the



Regulatory and/or Loan Agreement or as extended



in writing by the Department?
          
_____
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