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CHAPTER 2. REPORTI NG REQUI REMENTS AND SAMPLE REPORTS

Government Auditing Standards require that the auditor issue
the follow ng reports based on the audit of the financi al
statenents: a report on the financial statenments, a report
on conpliance with applicable |l aws and regul ati ons, and a
report on internal control. |In addition, there are
additional reports required to be issued in an audit
conducted in accordance with this audit guide. The audit
report should be issued to the auditee's governing body
and/or top official, as appropriate. The report cover
should clearly indicate the HUD assisted activities and
period(s) that were audited.

It is expected that the specific conpliance requirenents
identified in this guide will cover those |aws and

regul ations that, if not conplied with, could have a direct
and material effect on the financial statenments. |In such
cases, the conpliance reports (in Section C below) and
illustrated in this guide are the only reports necessary for
reporting on the auditee's conpliance with |aws and

regul ations. However, if the |A as part of the audit of
the financial statenents, considered |aws and regulations in
addition to those noted in this guide, for which
nonconpl i ance could have a direct and material effect on the
financial statenments, the auditor should also issue the
conpliance report in accordance with Governnent Auditing

St andar ds.

The follow ng reports are required to be submtted by the
audi t ee:

A. The auditor's report on the basic financial statenents
together with the auditor's report on acconpanyi ng
suppl emental information required by HUD, stating
whet her that supplenmental information is fairly stated
inall material respects in relation to the basic
financial statenents taken as a whole (Exanple A).

B. The auditor's conbined report on internal control as it
relates to both financial reporting and adm ni stering

the HUD assisted prograns. It nust identify any
reportabl e conditions and material weaknesses noted
(Exampl e B).
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C. Areport on conpliance with applicable |aws and
regul ations that may have a direct and material effect
on each HUD- assi sted program i ncl udi ng:

-- an opinion on conpliance with specific requirenents
applicable to nmaj or HUD assi sted prograns
(Exanple O

-- areport on conpliance with specific requirenents
applicable to non-mgj or HUD- assi sted prograns
(Exanmpl e D)

When perform ng tests of conpliance requirenments contai ned
in Chapter 4, the I A should report on fair housing and non-
di scrimnation. Were the HUD assisted activity is non-

maj or, fair housing reporting should be included in the
auditor's report on non-nmaj or HUD assisted prograns. \Were
the HUD assisted activity is major, the auditor's report on
specific requirenents applicable to fair housing should be
separate (Exanple E) fromthe auditor's opinion on
conpliance wth specific requirenents applicable to mjor
pr ogr amns.

The report on conpliance should also identify and include
all material instances of nonconpliance. The findings
shoul d include an identification of all material questioned

costs, as a result of nonconpliance. 1In addition, the
findings should contain adequate informati on necessary to
facilitate the audit resolution process, i.e. the nunber of

itens and dol |l ar value of the popul ation, the nunber of
itenms and the dollar value of the selected sanple, and the
nunber of itens and the dollar value of the instances of
nonconpl i ance (Exanple F). Nonmaterial instances of
nonconpl i ance shoul d be comunicated to the auditee in
accordance wth the Governnment Auditing Standards.

D. In the auditee’s comments on audit resolution matters,
the auditee should determine if significant findings
from previous HUD required annual audits, HUD-AO G
audi ts, HUD nmanagenent reviews, or REAC physi cal
i nspections have been corrected and di scl ose those which
remai n uncorrected at the time of the review
(Exanple G. The auditor is required to follow up on
prior audit findings, perform procedures to assess the
reasonabl eness of the comments on audit resolution
matters relating to HUD prograns prepared by the
auditee, and report, as a current-year audit finding,
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when the auditor concludes that the comments materially
m srepresent the status of any prior audit finding(s).

E. Any report fromthe auditors on illegal acts or fraud
t hat have occurred or are likely to have occurred,
including all questioned costs found as a result of
t hese acts that the auditors becone aware of, should be
covered in a separate witten report in accordance with
t he provisions of the Governnent Auditing Standards.
This report should be sent to the cognizant District
| nspector General for Audit(see Appendix for list of
District Inspectors General for Audit). Illegal acts
are to be reported on without regard to whether the
condition giving rise to the questioned costs has been
corrected or whether the auditee does or does not agree
with the finding and questioned costs.

F. A corrective action plan devel oped by the auditee,
wherein the auditee officials describe the corrective
action taken or planned in response to the findings
identified by the auditor. The plan should al so include
comments on the corrective action taken on prior
findings resulting fromIlA or relevant HUD-O G audits
and HUD programreviews (Exanple H).

Auditor's Reports. The following are illustrations of
reports on financial statements, on internal control, on
conpliance with specific requirenents and the auditee's
corrective action plan that may be issued in an audit in
accordance wth this guide. These reports are not nmeant to
be all-inclusive; auditors should exercise professional
judgnent in tailoring their reports to the circunstances of
i ndi vi dual audits.

Exanpl es:

A. Report on Audited Financial Statenents and Suppl enent al
| nf or mat i on.

Report on Internal Control

C. Opinion on Conpliance with Specific Requirenents
Applicable to Maj or HUD Prograns.

D. Report on Conpliance with Specific Requirenents
Appl i cabl e to Non-maj or HUD Program Transacti ons.
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E. Report on Conpliance wth Specific Requirenents
Applicable to Fair Housing and Non-Di scrim nation.

F. Schedul e of Findings and Questi oned Costs.

G Auditee's Conments on Audit Resolution Matters Relating
to HUD Prograns.

H Corrective Action Plan (An Auditee Responsibility).
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EXAMPLE A

REPORT ON AUDI TED FI NANCI AL STATEMENTS AND SUPPLEMENTAL
| NFORVATI ON

| ndependent Auditor's Report

To the Partners
[the Entity]
Anytown, U. S A.:

We have audited the acconpanyi ng bal ance sheet of [the Entity] as
of Decenber 31, 20XX, and the related statenents of incone,
changes in partners’ capital and cash flows for the year then
ended. These financial statenments are the responsibility of the
[the Entity's] managenent. Qur responsibility is to express an
opi nion on these financial statenents based on our audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the
standards applicable to financial audits contained in Governnent
Audi ting Standards, issued by the Conptroller General of the
United States. Those standards require that we plan and perform
the audit to obtain reasonabl e assurance about whether the
financial statenents are free of material msstatenent. An audit
i ncl udes exam ning, on a test basis, evidence supporting the
anounts and disclosures in the financial statenments. An audit

al so includes assessing the accounting principles used and
significant estinmates made by nmanagenent, as well as eval uating
the overall financial statenent presentation. W believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statenents referred to above
present fairly, in all material respects, the financial position
of [the Entity] as of Decenber 31, 20XX, and the results of its
operations and its cash flows for the year then ended in
conformty with accounting principles generally accepted in the
United States of Anmerica.

I n accordance with Governnent Auditing Standards, we have al so

i ssued our report(s) dated [date of report] on our consideration
of [the Entity's] internal control and on our tests of its
conpliance with certain provisions of |aws, regulations,
contracts, and grants. Those reports are an integral part of the
audit perforned in accordance with Governnent Auditing Standards
and should be read in conjunction with this report in considering
the results of our audit.
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The acconpanyi ng suppl enental information (shown on pages XX- XX)
is presented for the purposes of additional analysis and is not a
required part of the basic financial statenents of [the Entity].
Such informati on has been subjected to the auditing procedures
applied in the audit of the basic financial statenents and, in
our opinion, is fairly stated, in all material respects, in
relation to the financial statements taken as a whol e.

CPA and Conpany
Certified Public Accountants

Anyt own, U. S A
[ Dat e]
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EXAMPLE B

| NDEPENDENT AUDI TOR' S REPORT ON | NTERNAL CONTROL ( COVBI NED REPORT
APPLI CABLE TO | NTERNAL CONTROL OVER FI NANCI AL REPCRTI NG BASED ON
AN AUDI T OF FI NANCI AL STATEMENTS AND | NTERNAL CONTROL OVER

COVPLI ANCE FOR HUD- ASSI STED PROGRAMS- - REPORTABLE CONDI TI ONS WERE
NOTED- - NO MATERI AL WEAKNESSES)

To the Partners
[the Entity}
Anytown, U. S A.:

We have audited the financial statenents of [the Entity] as of
and for the year ended Decenber 31, 20XX, and have issued our
report thereon dated [Date]. W have also audited [the Entity's]
conpliance with requirenents applicable to HUD assi sted prograns
and have issued our reports thereon dated [Date].

We conducted our audits in accordance wth auditing standards
generally accepted in the United States of America and the
standards applicable to financial audits contained in Governnent
Audi ting Standards, issued by the Conptroller General of the
United States and the Consolidated Audit Guide for Audits of HUD
Prograns (the "Quide"), issued by the U S. Departnment of Housing
and Urban Devel opnent, O fice of the Inspector General. Those
standards and the Guide require that we plan and performthe
audits to obtain reasonabl e assurance about whether the financi al
statenents are free of material m sstatenent and about whet her
[the Entity] conplied with |laws and regul ati ons, nonconpli ance
with which would be material to a HUD assi sted program

The managenent of [the Entity] is responsible for establishing
and mai ntaining effective internal control. In planning and
perform ng our audit of the financial statenments, we considered
[the Entity’s] internal control over financial reporting and its
internal control over conpliance with requirenents that would
have a direct and material effect on a HUD assisted programin
order to determi ne our auditing procedures for the purpose of
expressing our opinions on the financial statenents and on
conpliance and not to provide assurance on the internal control
over financial reporting and the internal control over
conpl i ance.

We noted certain matters involving internal control and its
operation that we consider to be reportable conditions.
Reportabl e conditions involve matters comng to our attention
relating to significant deficiencies in the design or operation
of internal control that, in our judgnment, could adversely affect
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[the Entity's] ability to record, process, summarize, and report
financial data consistent with the assertions of managenent in
the financial statenments or its ability to adm nister HUD

assi sted prograns in accordance with applicable |Iaws and
regul ati ons.

[ 1 ncl ude paragraphs to describe the reportable conditions noted.]

A material weakness is a condition in which the design or
operation of one or nore of the internal control conponents does
not reduce to a relatively lowlevel the risk that m sstatenents
that would be material in relation to the financial statenents
bei ng audited or that nonconpliance with applicable requirenments
of laws and regul ations that would be material in relation to a
HUD- assi st ed program nmay occur and not be detected within a
timely period by enployees in the normal course of performng

t heir assigned functions.

Qur consideration of internal control would not necessarily
disclose all matters in internal control that mght be reportable
condi tions and, accordingly, would not necessarily disclose al
reportable conditions that are al so considered to be nmateri al
weaknesses as defined above. However, we believe none of the
reportabl e conditions described above is a material weakness.

This report is intended solely for the information and of the
audit commttee, managenent, and the Departnent of Housing and
Ur ban Devel opnent and is not intended to be and should not be
used by anyone other than these specified parties.

CPA and Conpany

Certified Public Accountants
Anytown, U. S A
[ Dat €]
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EXAMPLE C

| NDEPENDENT AUDI TOR' S REPORT ON COWMPLI ANCE W TH SPECI FI C
REQUI REMENTS APPLI CABLE TO MAJOR HUD PROGRAMS

To the Partners
[the Entity]
Anytown, U. S A.:

We have audited the conpliance of [the Entity] wth the specific
program requirements governing [list those requirenments tested]
that are applicable to each of its nmajor HUD assi sted prograns,
for the year ended Decenber 31, 20XX. Conpliance with those
requirenents is the responsibility of [the Entity’ s] nmanagenent.
Qur responsibility is to express an opinion on [the Entity’s]
conpliance based on our audit.

We conducted our audit of conpliance in accordance with auditing
standards generally accepted in the United States of Anerica, the
standards applicable to financial audits contained in Governnent
Audi ting Standards, issued by the Conptroller General of the
United States, and the Consolidated Audit Guide for Audits of HUD
Prograns (the "Quide") issued by the U S. Departnent of Housing
and Urban Devel opnent, O fice of the Inspector General. Those
standards and the Guide require that we plan and performthe
audit to obtain reasonabl e assurance about whether nonconpliance
with the requirenents referred to above that could have a direct
and material effect on a major HUD assisted programoccurred. An
audit includes exam ning, on a test basis, evidence about [the
Entity's] conpliance wth those requirenments and perform ng such
ot her procedures as we consi dered necessary in the circunstances.
We believe that our audit provides a reasonable basis for our
opinion. Qur audit does not provide a |egal determ nation of
[the Entity's] conpliance with those requirenents.

In our opinion, the [Entity] conplied, in all material respects,
with the requirenents referred to above that are applicable to
each of its major HUD assisted prograns for the year ended
Decenber 31, 20XX
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This report is intended solely for the information of the audit
commttee, managenent, and the Departnent of Housing and U ban
Devel opnent and is not intended to be and shoul d not be used by
anyone ot her than these specified parti es.

CPA and Conpany
Certified Public Accountants

Anytown, U. S A
[ Dat €]
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EXAMPLE D

| NDEPENDENT AUDI TOR' S REPORT ON COWMPLI ANCE W TH SPECI FI C REQUI RE-
MENTS APPLI CABLE TO NON- MAJOR HUD PROGRAM TRANSACTI ONS

To the Partners
[the Entity]
Anytown, U. S A.:

We have audited the financial statenents of [the Entity] as of
and for the year ended Decenber 31, 20XX, and have issued our
report thereon dated [Date of report].

In connection with that audit and with our consideration of [the
Entity's] internal control used to adm nister HUD programns, as
requi red by the Consolidated Audit Guide for Audits of HUD
Prograns (the "Quide") issued by the U S. Departnent of Housing
and Urban Devel oprment, O fice of the Inspector General, we

sel ected certain transactions applicable to certain non-ngjor
HUD- assi sted prograns for the year ended Decenber 31, 20XX

As required by the Guide, we performed auditing procedures to
test conpliance with the requirenents governing [list those
requirenents tested] that are applicable to those transactions.
Qur procedures were substantially |less in scope than an audit,

t he objective of which is the expression of an opinion on [the
Entity's] conpliance with these requirenents. Accordingly, we do
not express such an opi nion.

The results of our tests disclosed no instances of nonconpliance
that are required to be reported herein under the Cuide.

This report is intended solely for the information of the audit
comm ttee, managenent, and the Departnent of Housing and Urban
Devel opnent and is not intended to be and shoul d not be used by
anyone ot her than these specified parties.

CPA and Conpany
Certified Public Accountants

Anytown, U. S A
[ Dat €]
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EXAMPLE E

| NDEPENDENT AUDI TOR' S REPORT ON COMPLI ANCE W TH SPECI FI C
REQUI REMENTS APPLI CABLE TO FAI R HOUSI NG AND NON- DI SCRI M NATI ON

To the Partners
[the Entity]
Anyt own, USA

We have applied procedures to test [the Entity's] conpliance with
Fai r Housing and Non-Di scrimnation requirenments applicable to
its HUD assisted progranms, for the year ended Decenber 31, 20XX

Qur procedures were limted to the applicable conpliance

requi renent described in the Consolidated Audit Guide for Audits
of HUD Prograns issued by the U S. Departnent of Housing and
Urban Devel opnent, O fice of the Inspector General. CQur
procedures were substantially less in scope than an audit, the
obj ective of which would be the expression of an opinion on [the
Entity's] conpliance wth the Fair Housing and Non-Di scrimnation
requi renents. Accordingly, we do not express such an opinion.

The results of our tests disclosed no instances of nonconpliance
that are required to be reported herein under the Cuide.

This report is intended solely for the informati on and use of the
audit commttee, managenent, and the Departnent of Housi ng and

Ur ban Devel opnent and is not intended to be and should not be
used by anyone ot her than these specified parti es.

CPA and Conpany
Certified Public Accountants

Anytown, U. S A
[ Dat €]
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EXAMPLE F

SCHEDULE OF FI NDI NGS AND QUESTI ONED COSTS
(Shoul d be Attached to Auditor's Report on Conpli ance)

When the auditor identifies a finding, this schedule nmust include
the followi ng information for each finding, where applicable:

(a) the size and correspondi ng doll ar val ue of the popul ation,

(b) the size and dollar value of the sanple tested, and (c) the
size and dollar value of the instances of nonconpliance.

The Governnent Auditing Standards state that well-devel oped
findings generally consist of the follow ng attri butes:

-- Statenent of condition - the nature of the deficiencies,
e.g., a reqgulation not being followed, a control procedure
not followed or one which is inadequate.

-- Criteria - what the auditee should be doing, e.g. the
specific regulation, a prudent nmanagenent practice, or an
internal control procedure.

-- Ef fect - what happened as a result of the condition; this
shoul d be nonetized in all possible instances and descri bed
as thoroughly as possible.

-- Cause - why the condition exists, e.g. the auditee was
unaware of the regulation or internal control was not a high
priority of the auditee.

-- Reconmendati on - what the auditee should do to correct the
condition, normally addresses the cause e.g. devel op
procedures to inplenent regulation or follow established
pr ocedur es.

The auditor should attenpt to identify the condition, criteria,
effect, and cause to provide sufficient information to HUD
officials to permt tinmely and proper corrective action. These
findings may al so serve as a basis for HUD to conduct additional
work. In addition, as part of the finding, the auditor is
required to make a recomrendation for corrective action to the
auditee. As part of this report, the auditor is required to

i nclude the auditee's summary coments on the findings and
recommendations in the report. |In addition, the auditee is
responsi bl e for devel oping a separate corrective action plan (see
Exanpl e H) based on the auditor's findings and reconmendati ons
and including the plan when submtting the auditor's report. |If
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corrective action is not necessary, a statenment by the auditor
describing the reason it is not should acconpany the audit
report.
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EXAMPLE G

AUDI TEE' S COMVENTS ON AUDI T RESOLUTI ON MATTERS RELATI NG TO HUD
PROGRAMS

The Omner has not taken corrective action on findings fromprior
audit report, nunber and title:

Finding No. 1 - The required docunentation with regard to
eligibility was not obtained for tenants
recei ving rent suppl enents.

St at us - The owner has not obtained the required docunentation
fromthird-party sources nor has the owner reinbursed
the appropriate prograns. The anount of the rent
suppl ements received for these tenants for the prior
audi t period was $15, 350.

Finding No. 2 -

Status -

Co-- This includes all prior audits, programreview reports and
state agency reports.

C - The auditor may rely on managenent's representation as to
t he conpl eteness of reports submtted during the audit
period. The auditor does not have to independently
confirmthe conpl eteness of audit and other reports
recei ved by managenent.
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EXAMPLE H

CORRECTI VE ACTI ON PLAN

Nane
Audi t
Audi t

The f

and Nunber of Project

or/Audit Firm
Peri od
ollowing is a recommended format to be foll owed by auditees

for submtting a corrective action plan:
Section | - Internal Control Review
A. Comment s on Fi ndi ngs and Recommendati ons

The auditee should provide a statenment of concurrence or
nonconcurrence with the findings and recormmendations. |If
the auditee does not agree with a finding, specific

i nformation should be provided by the auditee to support its
position. If the information is volum nous, an appendi x may
be attached to the subm ssion.

Acti ons Taken or Pl anned

The auditee should detail actions taken or planned to
correct deficiencies identified in the report. Appropriate
docunent ati on should be submtted for actions taken. For

pl anned actions, auditees should provide projected dates for
conpl etion of major tasks. O ficials responsible for

conpl eting the proposed actions should also be identified.

| f the auditee believes a corrective action is not required,
a statement describing the reasons shoul d be incl uded.

Status of Corrective Actions on Prior Findings

The auditee nmust comment on all prior findings whether or
not corrective action has been conpleted. The auditee
shoul d provide a report on the status of corrective actions
taken on prior findings that remain open. An update should
be included on dates for conpletion of major tasks and
responsi ble officials for any actions not conpleted. In
addi ti on, docunentation should be submtted for any actions
t he audi tee consi ders conpl et ed.
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Section Il - Conpliance Review

A Comments on Fi ndi ngs and Reconmendati ons
(See Section I. A above.)

B. Actions Taken or Pl anned

(See Section I. B.)

C. Status of Corrective Actions on Prior Findings

(See Section 1. C)
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