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CHAPTER 1. GENERAL AUDIT GUIDANCE

1-1 Purpose. This guide is to assist independent auditors (IAs) in performing program-
specific audits of participants in selected Department of Housing and Urban Development
(HUD) Housing and Ginnie Mae programs. These audits must be performed in
accordance with the standards for financial audits of the U.S. General Accounting Office's
(GAO) Government Auditing Standards, issued by the Comptroller General of the United
States. The objectives of a HUD program-specific audit are to assist the program
managers in HUD in determining whether the auditee has: (a) provided financial data and
reports that can be relied upon; (b) internal control in place to provide reasonable
assurance that it is managing HUD programs in compliance with applicable laws and
regulations; and (c) complied with the terms and conditions of Federal awards and
guarantees, and thus expended Federal funds properly and with supporting
documentation. This guide is effective for audits of fiscal years ending March 31, 2002
and thereafter.

HUD program audit reports are a primary tool used by program managers to meet their
stewardship responsibilities in overseeing these HUD programs and assuring the integrity of the
funds. Program managers must act upon the areas of noncompliance and internal control
weaknesses noted in these reports. To be of value, these reports must contain adequate
information to give reported matters perspective and to allow the managers to take necessary
corrective action.

Use of this guide is mandatory for audits by IAs of all for profit HUD program participants. Audits
of non-profit participants are to be conducted in accordance with OME Circular A-133 and related
guidance.

This guide is divided into chapters. The first chapter discusses purpose, background, audit
planning and other considerations and establishes certain requirements for the performance of
the audit. The second chapter contains the reporting requirements. The remaining chapters of
the guide contain a compliance supplement for a particular HUD program (Chapter 3 has been
reserved for future use). Each audit should be conducted in accordance with requirements of
Chapters 1 and 2 and the applicable complianc e supplement included in Chapters 4 through 8 of
this guide.

Chapter 4 of this guide is reproduced in its entirety in the Real Estate Assessment
Center's (REAC) Summary of Financial Reporting and Audit Guidance for Multifamily
Program Participants and Independent Auditors. This summary is available on HUD's
website at http://www.hud.gov/reac/products/prodmf.html. Auditors should refer to
that document for a detailed discussion on HUD's electronic submission reporting
requirements for multifamily program participants (refer to 24 CFR Par 5, Subpart H).

This guide is not intended to be a complete manual of procedures, nor is it intended to
supplant the auditor's judgment of audit work required. Suggested audit procedures
contained herein may not cover all circumstances or conditions encountered in a
particular audit. The auditor should use professional judgment to tailor the procedures so
that the audit objectives may be achieved. However, all applicable compliance
requirements in this guide must be addressed by the auditor. If the auditor desires
technical assistance pertaining to HUD programs, their regulations or operations, the
auditor should contact the particular HUD Headquarters or Field program office listed in
the applicable chapter. A list of local and state offices is available on the Internet at
http://www.hud.gov.

1-2 Auditor Qualifications. An auditor must meet the auditor qualifications of Government
Auditing Standards, including the qualifications relating to independence and continuing
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professional education. Additionally, the audit organization is to meet the quality control
standards of Government Auditing Standards. While the Government Auditing Standards
urge audit organizations to make their extérnal quality control review reports available to
appropriate oversight bodies, it is not necessary to submit the report to either the HUD
Field office or the HUD/OIG unless requested to do so.

The standards on auditor qualifications in the Government Auditing Standards require
that accountants and accounting firms comply with the applicable provisions of the public
accountancy laws and rules of the jurisdictions in which they are licensed and where the
audit is being conducted. If the auditee is located in a State outside the home State of
the auditor, and the auditor performs substantial fieldwork in the auditee's State, the
auditor should document his/her compliance with public accountancy laws of that State
regarding licensing, in the audit working papers. This guide does not impose additional
licensing requirements beyond those established by the individual state board of
accountancies (some states allow temporary practice without a license).

Refer to HUD Handbooks 4370.2 and 4470.1 regarding additional requirements placed
on the IA's relationship with the mortgagor and/or general contractor.

Audit Scope and Approach. The audit should be sufficiently comprehensive in scope to
permit an expression of an opinion on the financial statements and supplemental data of
the HUD-assisted activity.

The opinion should state whether the basic financial statements present fairly, in all
material respects, the financial position of the auditee as of the date of the financial
statements and the results of its operations and its cash flows for the period then ended
in conformity with accounting principles generally accepted in the United States of
America. In addition, the opinion should state that the supplemental data has been
subjected to the audit procedures applied in the audit of the basic financial statements
and whether it is fairly stated in all material respects in relation to the financial statements
taken as a whole.

The Government Auditing Standards require the IA to consider the auditee's internal

control as part of planning and performing the audit and report on internal control. The
auditor should report on internal control in accordance with Chapter 2 of the guide.

Also, the IA is required to test and report on the auditee's compliance with applicable
HUD laws and regulations regardless of the amount of Federal financial assistance. The
auditor's report on compliance should include an opinion on the auditee's compliance
with specific requirements applicable to each of its major programs. Reporting
requirements are discussed further in Chapter 2. Major program means an individual
assistance program or a group of programs in a category of Federal financial assistance,
which exceeds $300,000 during the applicable year. A project, which has an outstanding
HUD-insured or guaranteed loan balance exceeding $300,000 as of the reporting date,
shall be considered a major program. A mortgagee or loan correspondent, which
originates and/or services an aggregate of FHA-insured loans exceeding $300,000 during
the period under audit, is considered a major program. In addition, a Government
National Mortgage Association (Ginnie Mae) Issuer with a remaining principal balance
exceeding $300,000 as of the reporting date is considered a ma3or program.

For Projects/Lenders/Issuers with HUD-assisted activity of $300,000 or less for the period
under audit (a non-major program), the auditor must also test and report on the entity's
compliance with specific requirements. The auditor's report on compliance is described
in Chapter 2.
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Government Auditing Standards require the reporting of all material instances of
noncompliance and quantification in terms of dollar value, if appropriate.

Matters Requiring Immediate Attention. The auditor should specifically assess the risk of
material misstatement of the financial statements due to fraud and should consider that
assessment in designing the audit procedures to be performed. In making this
assessment, the auditor should consider fraud risk factors contained in AICPA SAS No.
82, Consideration of Fraud in a Financial Statement Audit.

Normally, an audit in accordance with generally accepted auditing standards does not
include audit procedures specifically designed to detect illegal acts. However,
procedures applied for the purpose of forming an opinion on the -financial statements
may bring possible illegal acts to the auditor's attention.

If the auditor becomes aware of illegal acts or fraud that have occurred or are likely to
have occurred, the auditor should promptly prepare a separate written report and include
all questioned costs. The auditor should submit this report to the HUD District Inspector
General for Audit (DIGA), as the designated oversight official. A current list of DIGASs is
available on the Internet at http://www.hud.gov/oig/oigindex.html and in the Appendix.

Planning the Audit. A letter of engagement between the auditee and the IA shall be
prepared. The letter should state that the audit is to be performed in accordance with
generally accepted auditing standards, the Government Auditing Standards, and this
audit guide. It should specify that the scope of the audit and the contents of the financial
report meet the requirements of this audit guide. it should also specify that the auditor is
required to provide the Secretary of Housing and Urban Development, the HUD Inspector
General and the GAO or their representatives access to working papers or other
documents to review the audit. Access to working papers by HUD and GAO
representatives includes making necessary photocopies.

Generally, the auditor should use professional judgment to determine the extent of testing
necessary to support his/her opinion on the auditee's financial statements and to report
on the auditee's compliance with applicable laws and regulations. Each of the applicable
compliance requirements contained in this guide must be tested regardless of the amount
of Federal financial assistance. Where the auditor decides not to perform detailed testing
of a particular compliance requirement, the reasons therefore must be appropriately
explained and documented in the working papers.

All material instances of noncompliance identified by the auditor must be reported as a
finding, even in those cases where corrective action was taken by the auditee after the
audit period. For guidance, consult the particular program chapter. The schedule of
findings and questioned costs (Chapter 2, Example F) must include the following
information for each finding, where applicable, as required by the Government Auditing
Standards: (a) the number of items and dollar value of the population; (b) the number of
items and the dollar value of the selected sample; and (c) the number of items and the
dollar value of the instances of noncompliance.

The auditor is required to obtain written representation from management that includes
matters concerning compliance with program laws and regulations that have a material
effect on the financial statements and each HUD-assisted program.

The auditor shall retain working papers and reports for a minimum of three years from the
date of the audit report, unless the auditor is notified in writing by a HUD office or the
GAO to extend the retention period. When auditors are aware that HUD or the auditee is
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contesting an audit finding, the auditor shall contact the parties contesting the audit
finding for guidance prior to destruction of the working papers and report.

Consideration of Internal Control Compliance. Overall guidance for the consideration of

internal control, testing and reporting requirements for Federal financial assistance
programs is provided in the Government Auditing Standards.

The Government Auditing Standards require that a sufficient understanding of internal
control be obtained to plan the audit and to determine the nature, timing, and extent of
tests to be performed. In fulfilling the audit requirement relating to an understanding of
internal control and assessing the level of control risk, the auditor should follow, at a
minimum, the guidance contained in AICPA SAS No. 55, Consideration of the Internal
Control in a Financial Statement Audit and SAS No. 78, Consideration of Internal Control
in a Financial Statement Audit: An Amendment to SAS No. 55. In addition, when
auditing HUD programs, the auditor should perform tests of controls to evaluate the
effectiveness of the design and operation of internal control in preventing or detecting
material noncompliance with the requirements of the HUD-assisted programs. The
auditor should perform these procedures regardless of whether the auditor assesses the
internal control risk below the maximum. The steps performed and conclusions reached
should be clearly evidenced in the auditor's working papers. The working papers should
clearly demonstrate the auditor's understanding and assessment of control risk related to
internal control established for HUD-assisted activities. Tests may be omitted only in
areas when internal control is likely to be ineffective in preventing or detecting
noncompliance, in which case a reportable condition or material weakness should be
reported.

Quality Control Review for Audit Reports. The HUD Office of Inspector General (OIG)
and the REAC have implemented procedures for evaluating audits performed by non-
Federal auditors. As part of this evaluation of completed audits, the supporting audit
working papers shall be made available upon request by the OIG or the REAC. To
facilitate these requests, the transmittal letter should include the name, firm address, and
telephone number of the audit partner on the engagement and the IA's Federal employer
ID number.

Whenever an evaluation of an audit report or working papers discloses inadequacies, the
IA may be asked to take corrective action. If HUD determines that the audit report and
working papers are substandard or contain major inadequacies, it will consider filing
complaints with the cognizant State Board of Accountancy and initiating action to debar
the practitioner from further participation in Federal programs.

Corrective Action Plan. To assist the Department in resolving instances of
noncompliance and material weaknesses in internal control identified by the auditor, the
auditee is required to submit a corrective action plan with the auditor's report on HUD-
assisted programs. In the corrective action plan, the auditee must describe the corrective
action taken or planned in response to findings identified by the auditor. In addition, the
auditee must comment on the status of corrective action taken on prior findings. The
corrective action plan is considered a necessary part of the Project/Lender/Issuer's audit
requirement. Additional guidance concerning the corrective action plan is contained in
Chapter 2 of this guide.

Fair Housing and Non-Discrimination. When performing compliance work in the fair
housing and non-discrimination area, the following references should be used: HUD
Handbook 8004.1, Consolidated Civil Rights Monitoring Requirements for Section 8; 24
CFR Part 1 (Title VI of the Civil Rights Act, Americans with Disabilities Act, and others)
and Part 8 (Section 504 of the Rehabilitation Act)(both of which are applicable to all HUD-




assisted housing); and 24 CFR Part 100, The Fair Housing Act (applicable to all housing
in the nation). The Fair Housing Act prohibits discrimination based on race, color,
religion, national origin, sex, familial status or disability in all aspects of the of the sale or
rental of a dwelling (familial status refers to family composition, such as number and ages
of children). The prohibitions extend to actions, which have disparate impact because of
any of the prohibited bases.




