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Gearing Up for the 2008 Financial Statement Audit

By Nicolo R. Pinoli, CPA, Novogradac & Company LLP

s the year draws to a rapid close, accountants’
Athough’ts are irresistibly drawn to pending finan-

cial statement audits. However, before year-end,
there are many opportunities to get affairs in order and
thus expedite the audit process. We all have a desire to
have our audits completed as early as possible, not only
to keep investors happy and maintain compliance with
agreed-upon delivery dates, but also to minimize the dis-
ruption to our everyday operations.

Fortunately, there is a relatively simple list of efficiency
measures that owners of low-income housing tax credit
(LIHTC) properties can take now that will pay huge divi-
dends down the road. If the list seems daunting, keep in
mind that even if every item on the list cannot be com-
pleted, merely completing a handful will have a direct and
measurable impact on this year’s audit.

Accounting

e Make sure the adjusting entries from the prior year audit
have been posted.

e For projects with cost certifications completed this year,
make sure the books have been reconciled to the amounts
reported on the cost certification.

® Review balance sheet accounts for accounts that need
cleaning up — tenant accounts receivable, prepaid rent,
interest payable, notes payable, related party advances,
developer fee payable, and capital accounts should all be
scrutinized for potential misstatements.

® Make sure that all bank accounts have been reconciled
monthly.

Operational

e Where there have been changes in management compa-
nies, make sure the accounting balances from the previ-
ous management company were rolled over to the new
management company’s books and records.

e For projects placed-in-service during the current year,
analyze the lease-up to date carefully — for projects not
fully leased, develop a strategy to place new move-ins to
maximize credits for the current year and avoid 15-year
credits.

* For significant repairs made during the year, make sure
the items have been capitalized or expensed properly.

e For insurance claims received during the current year,
contact your accounting advisor regarding the proper ac-
counting for this transaction

e For any new litigation threatened or in process, discuss
the status with your auditor.

e For any asset dispositions, contact your accounting advi-
sor to discuss proper accounting.

e For projects coming up on Year 15, consider possible exit
strategies and discuss the pros and cons with your tax
advisor.

Tax

e For partnerships with a change in ownership, the details
should be reported to your tax preparer — if the change in
ownership is greater than 50 percent, alert your tax pre-
parer immediately, as this may trigger another tax filing
with a potentially earlier due date.

* For projects receiving Form 8609s this year, Part I should
be completed, and the 8609s should be signed and filed
with the Philadelphia service center of the Internal Rev-
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enue Service.

e For allocations received in the current year, plan ahead
to meet the 10 percent test — contact a tax advisor early
and complete the 10 percent test before year-end if pos-
sible.

e For partnerships with low or negative capital accounts,
discuss strategies with a tax advisor to avoid having
credits reallocated away from the investor.

® Spend some time to double-check tenant files or hire a
professional to assist on compliance with commitments
made to federal, state, or local agencies.

HUD Issues

® The U.S. Department of Housing and Urban Develop-
ment (HUD) has made a major revision to the HUD au-
dit requirements, significantly increasing the amount of
audit work required — make sure to plan staffing needs
to address the substantial increase in document re-
quests from auditors.

e For any HUD issues identified in the prior year financial

statements, make sure that remedial action has been
taken to address the issues raised.

Agreements

e For projects with capital contributions pending, review
the list of requirements and develop a plan to expedite
the capital contribution.

e For projects with pending tax credit adjusters, consider
having your tax advisor assist you with the calculation
of the potential adjuster.

e For older projects with unpaid deferred developer fees,
check agreements for possible impending requirements
that the fee be paid and formulate a strategy to address
this requirement.

e For any new agreements or amendments to agreements,
forward copies to your auditor prior to year-end to fa-
cilitate confirmations and new disclosures.

e For projects with operating deficits or project cost over-
runs, review guarantee agreements for possible funding
requirements. $
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This article first appeared in the December 2008 issue of the Novogradac Journal of Tax Credit Housing.

© Novogradac & Company LLP 2008 - All Rights Reserved

Notice pursuant to IRS regulations: Any ULS. federal tax advice contained in this article is not intended to be used, and can-
not be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any such advice
intended to be used to support the promotion or marketing of a transaction. Any advice expressed in this article is limited to
the federal tax issues addressed in it. Additional issues may exist outside the limited scope of any advice provided — any such
advice does not consider or provide a conclusion with respect to any additional issues. Taxpayers contemplating undertaking
a transaction should seek advice based on their particular circumstances.

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For
further information visit www.taxcredithousing.com.

Special offer for E-newsletter only subscribers:
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Subscription to the Journal of Tax Credit Housing.
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