
The following requirements apply to all HUD-insured and Capital Advance Projects.  References will indicate the Insured Regulatory Agreement reference first, then the Capital Advance Regulatory Agreement.

1.
Distribution of Project Funds.  Distributions are allowed in accordance with the Regulatory Agreement Paragraph 6(e) for HUD-Insured projects only. Section 202 and Section 811 properties are not allowed distributions.  


 Distributions are limited to Surplus Cash available at the end of an annual or semi-annual reporting period.  Surplus Cash is determined by the completion of a Computation of Surplus Cash.  Please refer to Handbook 4370.2, Financial Operations and Accounting Procedures for Insured Multifamily Projects.  In addition, no distributions will be allowed unless the owner is in compliance with the Regulatory Agreement, other business agreements, and other HUD requirements.  


Enclosed is an excerpt from Handbook 4370.1, Reviewing Annual and Monthly Financial Reports, which defines surplus cash and distributions to owners.  It provides guidance on how surplus cash is determined and explanations of the various types of distributions available to owners.  Also provided is a copy of a discontinued form for the Computation of Surplus Cash.  Although with the submission of financial statements through FASS, this form is no longer required, it does show how surplus cash is calculated.
2.  
Books and Records.  Books and records must be maintained in accordance with HUD’s Chart of Accounts.  (http://www.hud.gov/offices/reac/products/prodmf.cfm) (Regulatory Agreement paragraph 9(d) or Capital Advance Regulatory Agreement paragraph 11(e))  Revised Charts of Accounts may be utilized as long as they can be easily converted to conform to HUD’s Chart of Accounts at fiscal year end.  
3.  
Audited Financial Statements.  Audited Financial Statements (AFS) must be submitted annually.  Prior to your initial submission, you must establish your fiscal year and submit the information to your Project Manager.  You have determined that your fiscal year ends _______.  Your AFS are due ninety (90) days after fiscal year end. These AFS are to be filed electronically through HUD’s Secure Systems Financial Assessment Subsystem (FASS).  (Regulatory Agreement paragraph 9(e) or Capital Advance Regulatory Agreement paragraph 11(f)
For new construction projects, financial statements are not due until the day after the cost certification cutoff date.  If the cost certification cutoff date is within sixty (60) days of fiscal year end, AFS will not be required until the following fiscal period.  Information concerning submission of financial statements is obtained at:

· REAC’s website:  http://www.hud.gov/offices/reac
· The User Guide for the Multifamily Financial Assessment System is available at: http://www.hud.gov/offices/reac/products/fass/fassmf_guide.cfm
· HUD Handbook 4370.1, Review of Monthly Accounting Reports and Annual Financial Statements

· HUD Handbook 4370.2, Financial Operations and Accounting Procedures for Insured Multifamily Project 

· HUD Handbook 2000.4, Consolidated Audit Guide

· OMB Circular A-133 (non-profits only)

· 24 CFR Part 5, Subpart H

All handbooks are available at www.hud.gov, click on “Resources,” and then click on “HUD Handbooks, Forms and Publications.”  We recommend you add this site to your favorite bookmarks.

Failure to submit AFS to FASS in a timely manner will result in a flag being placed in the Active Partners Performance System (APPS).  

4. 
Monthly Accounting Reports.  Monthly Accounting Reports (MAR) are typically required for new properties for at least six (6) months and are to be submitted on the tenth (10th) day of the month following the reporting period.  The owner will be advised when submission of Monthly Accounting Reports may be discontinued.  However, owners are to continue to prepare these reports and maintain for HUD review if requested. See HUD Handbook 4370.1, Chapter 3.  
The following reports are to be submitted:

· HUD 93479 – Schedule A, Monthly Report for Establishing Net Income

· HUD 93480 – Schedule B, Schedule of Disbursements

· HUD 93481 – Schedule C, Schedule of Accounts Payable
5.
Rent Receipts.  All rents and other receipts are to be deposited in the name of the project in a bank whose deposits are federally-insured (Regulatory Agreement paragraph 9(g) Capital Advance Regulatory Agreement paragraph 11(h))
6.  
Bank Accounts.  The minimum number of bank accounts required are:

· Regular Operating Account

· Replacement Reserve Account

· Tenant Security Deposit Account

· Residual Receipts Account

(Handbook 4370.2)

7.
Accounting system.  If the owner wishes to utilize a consolidated accounting system, they must assure that all income and other funds of the property shall be segregated from funds of any other corporation or person.  (Regulatory Agreement paragraph 11. (a).

8. 
Security Deposits.  Funds collected as security deposits must be kept separate and apart from all other project funds in an account maintained in the name of the project.  The account must be fully funded at all times.

9. 
Some management costs may be billed to the project’s operating account, while others must be provided by the Management Fee.  Please se3 Handbook 4381.5, Rev-2, The Management Agent Handbook, paragraph 6-37, 6-38, 6-39, Figure 602, Page 6-30 for guidance.  

Section 202 and Section 811 projects only are required to have the following:

1. Operating Budget.  Thirty (30) days prior to the beginning of each fiscal year, an operating budget for that fiscal year is to be submitted to HUD.  (Regulatory Agreement paragraph 3)  Notice 99-13 dated May 17, 1999 modified this requirement.  Owners are now required to prepare the annual operating budget and maintain a copy for their records.  The budget is only to be submitted to HUD if the owner is requesting a rent increase based on increased operating expenses; the property is designated as “Troubled” by HUD; or if the property has been specifically notified by HUD that the budget is to be submitted.

2. Revenue Fund Account.  All rents and other receipts are to be deposited in the name of the project in a “revenue fund account” in a bank which is a member of the Federal Deposit Insurance Corporation, Savings Association Insurance Fund, or the National Credit Union Share Insurance Fund.  The bank must provide collateral acceptable to HUD to equal funds in excess of $100,000.  (Regulatory Agreement paragraph 2).

3. Minimum Capital Investment (MCI) Account. The MCI escrow provides money for operating deficits during the first three years of operation.  HUD must approve all releases from this account.  In accordance with HUD Handbook 4571.5, Paragraph 6-12, the following are the requirements for the release of the MCI:

a. If final closing occurs within six (6) months after construction completion, any MCI funds remaining that have not been used to cover operating deficits during the first three (3) years of operations, are to be released to the owner.

b. If final closing does not occur within six (6) months after construction completion (unless extended by the Field Office for up to two (2) months due to justifiable delay), any MCI funds that have not been used for operating deficits will not be returned and are to be deposited in the Reserve for Replacement Account at the end of the first three (3) years of operation.


(Regulatory Agreement paragraph 5(b))

4.
Residual Receipts.  No distributions are allowed to non-profit owners in accordance with the Regulatory Agreement (paragraph 7(d)).  Surplus cash available at the end of the annual reporting period is to be deposited into a Residual Receipts account within sixty (60) days.  Surplus cash is determined by completion of a Computation of Surplus Cash.  (Please refer to Chapter 2 of HUD Handbook 4370.2, Financial Operations and Accounting Procedures for Insured Multifamily Projects.)  Withdrawals from this account require HUD approval.

5.
Security Deposits.  Funds collected as security deposits must be kept separate and apart from all other project funds in an account maintained in the name of the project.  The account must be fully funded at all times. (Regulatory Agreement Paragraph 7(f))

6.
The minimum number of bank accounts required is:

· Revenue Fund Account

· Replacement Reserve Account

· Tenant Security Deposit Account

· Residual Receipts Account
· Minimum Capital Investment Account (for three years)


(Regulatory Agreement paragraph 2, 5(a), 5(b), 5(c), 7(f), and Handbook 
4370.2)
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