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CHAPTER 5: REQUI REMENTS FOR ANNUAL FI NANCI AL
REPORTS AND SUPPORTI NG DATA

5-1. | NTRODUCTI ON

This chapter discusses the annual financial statenments and
supporting docunentation that are required by HUD at the

cl ose of each fiscal year for all HUD-insured or HUD held

nmort gages associ ated with cooperative housing corporations.

Par agraph 5-1 di scusses the responsibilities and requirements for
annual financial reporting. Paragraph 5-2 presents the financia
statenents and supporting docunentation. Requirenments for
submitting the reports and the appropriate certification are

di scussed in paragraph 5-3 of this chapter

A REPCORTI NG PERI CD

1. Fiscal Year. The financial reports nmust cover
the entire fiscal period under review A
financial report is required even if the initial
fiscal period is less than a full year. It shal
contain the sane statenents and supporting
data as required in the annual financial report.

2. The Initial Year of Project Operations, covers
the period fromthe begi nning of operations
through the end of the fiscal year established by
the nortgagor. Financial statenents are
required even though the initial fiscal period
may be less than a full year

3. The Partial - Year Financial Statenent, covering
the period fromcost certification cut-off
through the end of the fiscal year established by
the nmortgagor, shall contain the same
statenments and supporting data required in the
annual financial report.

4. The statenent covering the period of occupancy
during construction nmust show gross carrying
charges received (excluding actual operating
expenses during the period, although in certain
cases accrued expenses may be al |l owed).
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B. RESPONSI BI LI TY.



Under the terns of the Regulatory Agreenent, it is the
responsibility of the Board of Directors to obtain the
annual financial reports and to submt copies of the
reports to the HUD Field Ofice within 60 days after
the end of each fiscal year

C. PREPARATI ON

1. The Annual Financial Statenents nust be
prepared on an accrual basis, after naking all
year-end adjustnents. Since the report is based
on an exam nation of books and records of and
related to the nortgagor, or entity, the
nmort gagor shall advise the nortgagee, at |east
30 days prior to the end of the nortgagor's
fiscal year, that a statement reporting the
escrow, regular bank and reserve fund bal ances
is required as of the date on which the fisca
year ends.

2. The Report shall be reviewed by an
I ndependent Public Accountant (IPA) who is a
Certified Public Accountant (CPA) or a
licensed or registered public accountant having
no business relationship with the nortgagor
except for the performance of review, systens
work and tax preparation. Such an |IPA nust
have been certified, licensed or registered by a
regul atory authority of a State or other politica
subdi vision of the United States on or before
12/31/70. In states that do not regul ate the use
of the title "public accountant,” only Certified
Public Accountants may be used to nake these
revi ews.

6/ 92 5-2

4370. 3

D. CONSOLI DATED REPORTI NG

A Consol i dated Statenent of Financial Position and
Statement of Incone reflecting the total operations
shoul d be submtted when

1. A cooperative housing project has been
devel oped in sections, wherein each section
i nposes a separate nortgage obligation on the
si ngl e cooperative housing corporation

2. The assets and liabilities of two or nore
cooperative housing corporations, each having



5-2.

one or nore nortgage obligations, are
consolidated or nerged so as to inpose the
nmort gage obligations on a single cooperative
housi ng corporation

In either of the above situations, it is mandatory
that the initial assets and liabilities of each
nmor t gaged parcel be recorded in the Genera

Ledger of each cooperative housing corporation

in their original anounts at final endorsenent.

It is also required that a separate schedul e be
attached to the Consolidated Financi al

St at ements showi ng the current bal ance due on

each insured nortgage by project nunber

REPCORTI NG REQUI REMENTS

Fi nanci al statenents provide historical information for
measuring and eval uating the financial performance of a project
and to provide advance warni ng of financial problens.

According to generally accepted accounting principles, a

conpl ete set of financial statenents includes at |east the

foll owi ng four reports:

0 Statenment of Financial Position (Balance Sheet)
0 St at ement of | ncone (Form HUD 92410)
0 St at ement of Retai ned Earnings
0 St at ement of Cash Fl ows
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These four statenments nust be suppl emented by notes that
detail any aspects of the financial operations and reporting
whi ch are not evident fromthe statements thenselves. In
addition, HUD requires several supplenentary schedules to be
included with the basic financial statements. Sanples of the
required reports are included in Appendices 3, 7, 8, and 9.

A STATEMENT OF FI NANCI AL PGCsI TI ON
1. Definition. The Statenment of Financial Position
is a sunmary of the project's financial status at
a given point in time. |t docunments what a

project owns and what it owes as of a specific
date. Primarily, the Statenent of Financia
Position can be used as a tool to review and
eval uate the financial condition of the project

and its ability to pay its |legal debts as of a given

date. In addition it provides a neans of
review ng and evaluating the project's short-term
and long-termability to neet ongoing



expenses and future denands.

2. Di scussion. The Statenment of Financia
Position includes an Assets, a Liabilities and
Omer's Equity section. Appendix 3 includes
an exanple of a Statenent of Financial

Posi ti on.
B. STATEMENT OF | NCOVE
1. Definition. Form HUD-92410, The Statenent

of Income is the second annual financial report.
This statement measures the financial results of
the project for the fiscal year

2. Di scussion. The Statenent of Inconme is a list
of the project's revenue and expenses for a
specified period of tine. The Statement of
I ncome serves three purposes:

0 It details all revenues for a tinme period,
usual |y one year
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0 It details all expenses for the sane
period
o] It calculates the net inconme or |oss of

the period by subtracting the expenses
fromthe revenue

The Statenment of | ncone has three

parts:
0 Revenue
o] Expenses
0 Net | ncone (or Loss)
a. Revenue. Revenue is the flow of cash

into the project fromvarious sources
There are four types of revenue:

0 Carryi ng Charges
o] Fi nanci al Revenue
0 Servi ce Revenue
0 O her Revenue
Not e: Any receipts for services or facilities

properly classified as "M scel |l aneous" or
"Service" or "Qther" revenue, as
provi ded under the Chart of Accounts



Not e:

Not e:

Not e:

in Chapter 6, shall be fully identified as
to the services or facility provided.

If gross potential unit carrying charges
reported differs fromthat shown on the
For m HUD- 92547A, Rent | ncrease

Wor ksheet for Subsidized Projects, a
detail ed statenent accounting for the

di fference nust be attached.

Recei pts from donati ons, subsidy
paynents, and sinilar anounts earned
during the current year shall be
reported and fully identified.

A full explanation is required
concerning any receipts from charges
for facilities or services, other than
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Not e:

rei mbursenent for breakage or damage
by menbers.

Expenses. Expenses are outflows of

assets (e.g. cash) or increases in
liabilities, (e.g., payables). They occur
in connection with providing the

housi ng servi ces which generate

revenue. Project expenses can be
categorized into the foll ow ng groups:

Sal es Expenses

Admi ni strative Expenses
Uilities Expenses

Qperating and Mai nt enance
Expenses

Taxes and | nsurance

Fi nanci al Expenses
Depr eci ati on Expenses
Corporate or nortgagor entity
expenses

O O0Oo0oo

O O0Oo0oo

Any apartnents or commercial space
occupi ed but not producing revenue

must be shown as an expense under the
appl i cabl e expense classification, and a
supporting schedul e nmust be subnitted

to convey the names of such occupants
and their connection with the project.

If no such expense applies, it shall be



Not e:

so indicated on the statenent.

Any expenses reported for salaries or
ot her conpensation to supervisory or
adm ni strative enpl oyees, officers,
directors, or stockhol ders must be
supported by a schedul e showi ng duti es,
sal ary paid, and date of prior witten
HUD appr oval

C STATEMENT OF RETAI NED EARNI NGS
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1. Definition. The Statenent of Retained
Earni ngs represents the accunul ated earni ngs
m nus di vi dends decl ared fromthe begi nni ng of
the project to the present.

2. Di scussion. The Statenent of Retained
Earnings is a historical statenent and account.
The two accounting entries that affect this
statenment and account are: 1) periodic transfer
of net income (or loss) fromthe Profit or Loss
summary account and 2) dividends or refunds
paid to nmenbers

D. STATEMENT OF CASH FLOWS.

1. Definition. The Statenment of Cash Flows is a
conplete listing of all cash receipts and
di sbursenments for an accounting period. It lists
funds provided and applied for all cash and
certain non-cash outlays (e.g. depreciation) to
reflect a net increase/decrease in cash during
the operating period.

2. Di scussion. The statement shall include no |ess

detail than that shown in the exanple in

Appendi x 8 and may include footnotes, if
applicable. It shall be prepared on a cash basis
and shall include all receipts, i.e., carrying
charges revenue, concessions, conmercial

property, advances by owner, releases fromthe

Reserve for Replacenents, parking, etc. |t shal
al so include all disbursenents, whether by check
or in cash. |In addition, a schedule of funds in
the bank shall include a list show ng each

depository by name, account title, and bal ance.
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NOTES TO THE FI NANCI AL STATEMENTS

Notes to the Financial Statenents include information
relative to the nortgagor organi zation and policy

changes affecting the preparation of financial statenents
and account bal ances, as well as significant accounting
policies that have been followed in the preparation of
the financial statenent by the nortgagor's accountant.

SUPPORTI NG DATA

Supporting data in the form of explanatory comments or
appropri ate schedul es nust acconpany the financial
statements. This information nust include the
fol | owi ng:

1. Accounts and Notes Receivable. A conplete,
detail ed analysis shall be included of any
accounts or notes receivable other than regul ar
menbers accounts, including date acquired,
ori gi nal amount, terns, nanme of borrower and
bal ance due.

2. Del i nquent Menber Accounts Receivable. A
summary anal ysis shall be nade of delinquent
menber accounts, including the nunber of
menbers and amounts delinquent for 30 days,
30- 60 days, 60-90 days, and over 90 days.

3. Mort gagor Escrow Deposits. A breakdown
shal |l be nade of the itens naking up the total
anount on deposit with the nortgagee in
anticipation of future disbursements for
nort gage i nsurance premuns, taxes, property
i nsurance, etc. This anount shall be confirnmed
in witing by the nortgagee.

4. Menber Deposits. A conplete, detailed
anal ysis shall be included of funds nmaintained in
any regul ar nmenber accounts.

6/ 92
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5. Reserve Funds. An analysis shall be nmade of



all required reserve funds, including:

a. A statenment as to the anmount required
If establishment of nore than one fund
is required, a separate statenent nust
be submitted for each fund.

b. A statenment as to the formin which
these funds are provided. If in cash,
the nanes of the depository of each
fund are required, if invested in
securities, full details are required.

C. A statenment of any withdrawal s during
the year, including the purpose of and
authority for such withdrawal s.

6. Accounts Payable. A list shall be included of
accounts payabl e, other than trade creditors,
segregated by those payable within 30 days,
30-60 days, and nore than 60 days, with detail ed
anal ysis of the latter group, to include date
i ncurred, original anount, purpose, terns,
creditor, and bal ance due. Accrued expenses
shal | be shown separately from accounts
payabl e.

7. Accrued Taxes Payable. A statenent shall be
attached supporting any accrued taxes shown,
i ncludi ng each type of tax, basis for the accrual
and date due.

8. Resi dual Receipts. For all projects required to
make deposits to a residual receipts fund, a
conputation shall be included show ng the
anmount of any such receipts at the end of the
fiscal year and the date of their deposit to the
fund. An analysis of this fund and the
comput ation are required regardl ess of whether
or not residual receipts have actually been

gener at ed.
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9. Change in Fixed Asset Accounts. A schedule in

the formrequired by HUD shall be included

showi ng full details and expl anati ons of any

Changes in Fixed Asset Accounts.
10. Conpensation of Oficers. Since cooperatives

are usually owned by a corporation, a statenent



11.

12.

detailing the Conpensation of Oficers is
required. |If no conpensation was paid, a
statement to that effect will suffice.

Listing of Identity of Interest Conpani es and
Activity. Alisting of identity-of-interest (as
defined bel ow) conpani es doing business with

the nmortgagor and/or nanagenent agent of the
project, along with a breakdown of services
rendered and anmounts received, shall be

required if the paynents for services perforned
for the project totalled $1, 000 during the
operating peri od.

HUD assunes an identity of interest to exist

bet ween the project board of directors and the

| ender/vendor when (1) any officer or director

of the project; or (2) any person who directly or
indirectly controls 10 percent or nore of the
project's voting rights; or is also (1) an officer
or director of the |ender/vendor; or (2) a person
who directly or indirectly controls 10 percent or
more of the | ender/vendor's voting rights or (3)
directly or indirectly owns 10 percent or nore

of the | ender/vendor. A vendor is any

i ndi vi dual or establishnent that provides goods
or services of any kind to the project for
compensation or remnuneration

Unaut hori zed Distribution of Project I|ncone.

I f any unaut horized distribution of project
incone is revealed during the review, a separate
schedul e nust be prepared detailing the

anounts involved, date of distribution and any
ot her relevant information.
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5-3. REPORT SUBM SSI ON REQUI REMENTS

A

I NTRODUCTI ON

The cooperative board of directors should consider the
followi ng | PAissues relating to the preparation of the
revi ewed statenents:

1

Al'l cooperatives with insured or HUD hel d
nmort gages nust conply with the requirenents
of this Handbook. Annual reviews perforned
under OMB Circular A-133 Audits of
Institutions of Hi gher Education and O her



Non-Profit Institutions nmust also conply with

the requirenents stated here

I ndependent Public Accountants (1 PAs) that

per f orm bookkeepi ng services for a cooperative,
are prohibited fromperfornmng reviews of the
cooperati ve.

To the extent pernitted by GAAP/ GAS, | PAs
may rely on physical inspections of project
made by HUD or nortgagees

The nortgagor's records consist of prior year
I PA revi ews, HUD Managenent Revi ews,
HUD/ Mor t gagee physical inspection reports
and HUD-O G reviews. This information
shoul d be provided to | PAs and shoul d be
stated in the | PA engagenent letter.

When conducting conpliance tests for
Affirmative Fair Market Housing Action Plans,

| PA should be limted to verifying that such a
pl an exists, if required by the Regul atory
Agreenment. In addition, |1PAs should sanple

some items, (e.g., advertising expenses) to check

for conpliance.

B. ACCOUNTANT" S CERTI FI CATI ON
Fi nanci al Statenents Review. An independent
public accountant shall review the books and
5-11 6/ 92
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records of the nortgagor and shall furnish an
opi nion on the annual financial statenents.
The i ndependent accountant shall justify any
mat eri al departure fromthe "unqualified

opi ni on" | anguage as illustrated in Appendi x 10.

Internal Control Structure. An independent
publ i c accountant shall obtain an understanding
of the project's internal control structure and
shall furnish a witten report on their
understandi ng of the entity's internal contro
structure and the assessnment of control risk
made as part of a financial statenent audit.
This report may be included in either the
auditor's report on the financial audit or a
separate report. The independent accountant
shall justify any nmaterial departure fromthe



"unqual i fied opinion" |anguage as illustrated in
Appendi x 11

3. Conpl i ance with applicable | ans and
regul ati ons. An independent public accountant
shal |l prepare a witten report on their tests of
conpliance with applicable | aws and
regul ations. This report, which nmay be incl uded
in either the report or the financial audit or a
separate report, should contain a statement of
positive assurance on those itens which were
tested for conpliance and negative assurance

on those itens not tested. It should include al
mat eri al instances of nonconpliance and al
i nstances or indications of illegal acts which

could result in crimnal prosecution. The

i ndependent accountant shall justify any

mat eri al departure fromthe "unqualified
opi ni on" | anguage as illustrated in Appendix 12

The foll owi ng Additional reports, which nay be incl uded
in either the report of the financial audit or issued as
separate reports, are recommended by GAAS and are

also to be prepared and submtted. Sanples of these
reports are included in the Appendi ces.
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4. Audi tor's Managenent Letter or Schedul e of
Fi ndi ngs and Questioned Costs. (See Appendi x
13) Wen the auditor identifies an issue, the
followi ng information should be provided to
HUD officials to permt tinely and proper
corrective action to be taken. The auditor
should attenpt to identify:

0 condition (the nature of the problen

0 criteria (what the owner/managenent
agent shoul d be doi ng)

0 ef fect (what happened as a result of the
probl em

0 cause (why the probl em exists)

The findings reported by an auditor may serve
as a basis for HUD to perform additiona
revi ews.

The Auditor's "Managenment Letter or Schedul e
of Findings and Questioned Costs" should be
attached to the auditor's report on conpliance.



5. Auditor's Comments on Audit Resol ution
Matters. (See Appendix 13) This report
identifies whether a project owner has taken
corrective actions on findings fromthe prior
audit report. The auditor should provide the
proj ect nane, prior audit report number, a brief
description of the finding and the status of the
corrective action and the finding. This report
al so includes findings contained in program
review reports, and state agency reports.

6. Audi tee' s Response or Corrective Action Plan.
(See Appendi x 13) The report shoul d provide
a statement of agreenment or disagreement with
the findings and the reconmendati ons
proposed. |f the auditee disagrees with a
finding, specific information should be provided
as to why the finding is considered to be
incorrect. The auditee should al so provide
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detail ed actions taken or planned to correct the
deficiencies noted in the report.
C COOPERATI VE' S ( MORTGACGCR' S)

CERTI FI CATI ON

The followi ng certifications by two corporate officers of
a cooperative corporation nust acconpany the report:

1. "The Books of Account are being maintained in
accordance with the Uniform System of
Accounts for Cooperative Housing Corporations
as required by the Departnent of Housing and
Ur ban Devel opnent".

2. "W hereby certify that we have exam ned the
acconpanyi ng financial statenments and
suppl enental data of (corporate nane) and, to
the best of our know edge and belief, the sane
is complete and accurate".

3. The report also shall include the Enployer
Identification Nunber (EIN) assigned to the
project by the Internal Revenue Service when
the project is owned by a partnership or a
corporation or any entity having an EIN. The
ElI N nmust be entered bel ow t he partner or
corporate signatures



STATEMENT OF OCCUPANCY DURI NG
CONSTRUCTI ON OPERATI ONS

This statement covers the period of occupancy during
construction and it nust adhere to the requirenents of
HUD Handbook 4470.1, Mrtgage Credit Anal ysis.

This report nust show gross Carrying Charges received
(excl udi ng actual operating expenses during the period,
al though in certain cases accrued expenses may be

al | owed) .

1. Addi tional allowable operating expenses for this
pur pose may i ncl ude:
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a. adverti si ng expense,
b. sal es conmi ssions customary for the

type of project, if any,

C. a reasonabl e managenent fee
(excluding salaries paid to officers of
sponsor or nortgagor), and

d. electricity, gas, water and operating
sal ari es (mai ntenance, cleaners,
gardeners, elevator operators, etc.) to
the extent they are not included in
construction costs on Form HUD- 92330
or Form HUD- 92330- A

Unal | owabl e Expenses include the foll ow ng
Cccupancy costs:

a. Depr eci ation

b. I nt er est

cC. Taxes

d. Property | nsurance Prem unms

e. Mort gage | nsurance Preniuns (M P)

If this statement shows an excess of revenue
over operating expenses, as defined, the excess
shall be treated as a recovery of construction
costs (line 15 of Form HUD-92330), except in
nonprofit nortgagor cases.



A copy of the statenent, signed by the
nort gagor, nust be attached to Form
HUD- 92330.

I'n nonprofit-nortgagor cases, net

income is sonetinmes treated as a
recovery of cost and sonetines
transferred at final closing to a residua
recei pts account for future project
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needs (See Handbook 4470.1 and cost

certification instructions). The incone

statenment, however, nust be reviewed

to determine if any expense itens

shown in the statement were paid from

Al l owance to Make a Project

Qperational (AMPO funds or

ot herwi se included in cost certification

itens. |If so, the net incone reflected

in the statenent shall be adjusted

accordingly; and a requirenent nmade

that such adjusted net incone be

transferred to the residual receipts

accounts.

4. If operating expense exceeds revenue, no entry
is made on Form HUD-92330. In this case, the
recogni zed excess of expense over revenue nay
be carried over as a reduction of net inconme in
any inconme statenment required

E. STATEMENT COVERI NG THE PERI OD

BETWEEN COST CERTI FI CATI ON CUTOFF DATE

AND FI RST SCHEDULED PRI NCI PAL PAYMENT.

This statement is to be prepared according to the

instructions contained in HUD Handbook 4470. 1

Mortgage Credit Anal ysis.

F. MANAG NG AGENT' S CERTI FI CATION.  In

i nstances where there is a managenent agent for the

proj ect,

a certification is required that shal

the individual as well as the conpany for nmanagenent.
Managi ng Agent's Certification should take the form of
the Mortgagor's Certification

identify
The
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