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CHAPTER 2. COVPUTERI ZED AND MANUAL FI NANCI AL ACCOUNTI NG
SYSTEMS

2-1. | NTRODUCTI ON

Thi s chapter presents the HUD approach to defining financial
accounting systenms to track, nonitor and report on cooperative
housi ng corporation operations. Wether the systemis nanual or
aut omat ed, the system nust provide the infornmation necessary to
acconplish all the HUD accounting objectives for cooperative

cor porations.

Thi s approach is conprised of the follow ng steps:

0 Define functional requirenments and docunent the required forns
and report formats

0 Def i ne HUD accounting requirenents

0 Det erm ne whet her a manual or autonmated systemw ||l be
i mpl enent ed

0 I dentify conversion requirenents

0 Identify systeminpl ementation plan

0 Define internal controls

2-2. DEFI NE FUNCTI ONAL REQUI REMENTS

The purpose of this step is to produce a list of prioritized
requirenents that accurately describes the needs of the system users.
In this case, the users are the cooperative board of directors,
managenent staff and other enployees who will prepare the nonthly
and annual reports to HUD for nultifam |y housing prograns. The
first step is to identify the processes that will be supported by
the system and define the information requirenents of each process.
This involves reviewing the forns and reports required by HUD. The
functional requirenments of a typical cooperative corporation

fi nancial accounting systemincl ude:

0 Provi de the board of directors, managenent staff and ot her
enpl oyees with a systemto record financial transactions
related to daily cooperative corporation operations

0 Provide status information related to the current financia
position of the corporation

2-1 6/ 92

4370. 3

o] Support the board of director's and HUD s specific reporting
requi renents using HUD reporting guidelines



Mai ntain an accurate and conplete audit trail of the financial
transactions entered into the system

Provi de checks and bal ances to ensure data integrity and
accur acy

Provide a neans to produce annual reports to HUD incl uding:
Annual Operating Budget (Form HUD 92547), Statenent of
Position, Statenent of Income (Form HUD-92410), Statement of
Ret ai ned Earni ngs, and Statenent of Cash Fl ows

Provi de systemcontrols that will protect cooperative housing
corporation assets by notifying users of data di screpancies
such as accounts out of bal ance or excessive increase in
expenses

2-3. HUD ACCOUNTI NG REQUI REMENTS
A BOOKS OF ORI G NAL ENTRY

Regardl ess of the type of financial accounting system used,

books of original entry nust be nmaintained. They may be

mai ntai ned in manual | ogs or automated files. The books nust

be designed to conformw th the Uniform System of Accounts and

nmust be kept current at all times. The nmanual journals or

automated files that need to be maintained include:

1. The Journal of Monthly Charges establishes the revenue to
be expected, and the Cash Receipts Journal indicates
whet her it has been received. Wen posted to the Genera
Ledger, this will produce the Accounts Receivable |isting.
I ncomre which was not anticipated in nmaking up the Journa
of Monthly Charges will be shown on the Cash Receipts
Jour nal

2. The Accounts Payabl e Journal provides the data for the
budget ed and actual expense analysis to determ ne whether
the cooperative is running over or under its budget on
specific itens.
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The Cash Disbursenents Journal and the Cash Receipts
Journal are used for recording all cash transactions,

i ncluding checks. The journals are also used to record the
changes in the Certificates of Initial Capital Value and
Sur pl us Accounts when a nmenbership is repurchased by the
cooperative and resol d.

The Journal of Standard Monthly Entries is used to record
monthly recurring expenses. An exanple is the recordi ng of



a 36-nmonth insurance premium The initial purchase is
charged to its respective prepaid i nsurance account. Each
month, 1/36th of the total anpunt is brought into the books
by way of the Journal of Standard Monthly Entries, charging
the correspondi ng expense account which will reflect the
mont hly cost and crediting the prepaid account which will
reduce the bal ance and refl ect the anmount that has expired.
A proportionate amount should be funded each nonth and
charged to the prepaid account so the cash will be avail able
when the next policy prem um conmes due.

5. O her Books of Original Entry The cooperative may al so
mai ntai n ot her books of original entry such as the Payrol
Ledger or Menber Receivable Ledger to facilitate record
keepi ng and the preparation of the financial statements and
other reports required by HUD. Each cooperative should
mai ntai n adequat e books to support its operational needs.

B. THE GENERAL LEDGER (i.e., the collection of all the asset,
liability, owner's equity, revenue and expense accounts) and
SUBSI DI ARY LEDCGERS (i.e., ledgers that relate to a specific
general | edger account) nust be updated on a regular basis and a
trial bal ance taken as soon as possible after the cl ose of each
mont h' s busi ness.

Al so, the books of account and cash reconciliations nust be
available at all tines to the board of directors, the nortgagee,
and t he Departnent of Housing and Urban Devel opnent.

C MONTHLY PRORATI NG
Al t hough incone is budgeted and assessed on an annual basis, it

is received on a nonthly basis. Mny of the expenses will be
sust ai ned
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on a nonthly basis, but others, such as utilities, may vary with
the season. To nake financial statenments realistic, an accrua
system shoul d be used to prorate the deferred and prepaid
expenses to their respective nonths.

D. FORMS

Al HUD forns used to report financial activity for cooperative
corporations are coded to the Chart of Accounts. The follow ng
HUD fornms are used by cooperative corporations,

0 Form HUD- 92547A i s the annual operating budget with
conparative data for the preceding year. |t contains the
revenue and expense projections for the current fisca
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year. This formis used by all cooperative projects when
submitting their annual budgets. See Appendix 1 for a
sampl e of Form HUD- 92547A.

o] The former Form HUD- 93211 was the Monthly Report of
Cooperative Housi ng Corporations. |ts purpose was to
conpare the actual revenue and expense of nmonth to nonth
operations with those projected in the current annua
budget. Although no | onger required to be used by HUD,
cooperatives that have copies of the formon hand may find
the information it presented to be useful and nmay use it or
a simlar format at their sole option

E. FI NANCI AL STATEMENTS AND ACCESS TO BOOKS

Thi s Handbook contains the sanple format for fornal financial
statenents which are required to be subnitted to HUD at the end
of each fiscal year

Cooperative housing corporation financial statenments and
supporting informati on nmust be nade available at all tines to
the cooperative's board of directors and to the HUD staff and
HUD desi gnees when necessary.

MANUAL VS. AUTOVATED SYSTEMS
After the list of accounting requirenents has been docunented and

agreed upon, an assessnent of the feasibility of inplenmenting an
aut omat ed system
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will be nade by the cooperative board of directors. A nanua
financial accounting system may satisfy the needs of snal
cooperatives that have sinple accounting functions. Transactions
may be recorded in manual accounting | edgers and reports can be
compl et ed using HUD provided forns and report guidelines.

However, |arge cooperative corporations w th conpl ex recordkeeping
requi renents may want to consider an autonated financial accounting
system The system may be a commerci al software package or sinply a
PC- based spreadsheet. An analysis of the alternatives will be
conducted and the board of directors will determnine the nost
appropri ate nmethod of maintaining the accounts.

CASH VS. ACCRUAL BASI S ACCOUNTI NG
A CASH BASI S

A cash basis accounting systemidentifies receivables and
payabl es at the time cash is received or when cash is paid out.



An accrual basis accounting systemrecogni zes the entire anount
of a receivable or payable when the financial transaction takes
pl ace rather than when the cash is received or paid out. A cash
basis systemis not acceptable for HUD s purposes.

ACCRUAL BASI S

The accrual basis accounting nmethod presents a nmare accurate
picture of the financial state of a cooperative corporation and
is the recormended net hod for bookkeeping for cooperatives.
Accrual basis accounting takes into consideration anmounts
payabl e for a future accounting period and, simlarly,

recogni zes anounts expected to be received before the amounts
are actually collected. Wen cash is received or paid out,
adjustnents to the accrual accounts are nade to reflect the
change in the revenue or expense accounts. Accrual basis
accounting is in conformty with generally accepted accounting
principl es (GAAP).

CONVERSI ON FROM CASH BASI S TO ACCRUAL BASI S
Accrual based accounting neasures revenues and expenses nore

accurately and is required by GAAP. Consequently, HUD requires
all cooperatives to use this basis of accounting.
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I n maki ng the conversion froma cash based systemto an accrua
based system a nininmumof the following steps will be
necessary:

1. Prepare a journal entry to record the endi ng bal ances of
all asset and liability accounts on the Statenment of
Fi nanci al Position. These figures will be posted on the
new year's general |edger

2. Prepare a list of recurring journal entries to be booked
each month. This will include:
0 Capital contributions
0 Anortization of prepaid expenses
0 Depreci ation of fixed assets
0 Expense accrual s
0 Al'l owance for doubtful accounts

3. Exam ne period of operations after fiscal year-end to
det ermi ne whi ch expendi tures should be recorded as
liabilities (i.e., accounts payable) for accrua
accounti ng purposes and whi ch accounts al ready have an
amount accrued.



4. Record any current accounts payable liabilities.

5. Exam ne the status of Resident Cccupancy Charges to record
the arrearage anmounts and the current nmonthly charges to
their respective incone accounts, with offsetting entries
to accounts receivabl e,

6. Prepare a trial balance to ensure that entries bal ance to
zero.

2-6. | MPLEMENTATI ON OF AUTOVATED ACCOUNTI NG SYSTEM

A OVERVI EW OF AUTOVATED DATA PROCESSI NG ( ADP)
SYSTEMS

The decision to automate the accounting functions for
cooperative housing corporations nust be made after conpleting
an anal ysis of the current systemcapabilities. The analysis
may include Data Fl ow Di agrans (DFDs) showi ng the fl ow of
informati on within the current system
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B. PRQIECT | NI TI ATI ON PHASE

Once it has been determined that using an automated systemis
feasi bl e and cost effective, a systemabstract will be devel oped
to provide a high-level description of the features that will need
to be incorporated into the new system The system abstract
presents the critical business functions, performance
neasurenents, a processing abstract and a technol ogy abstract.

For a cooperative housing corporation system the system abstract
may consist of the list of HUD-required reports, the required
chart of accounts for cooperatives, the reporting and data entry
requirenents, a possible programnenu, and a potential technica
platformfor the system

C PRQIECT DEFI NI TI ON AND DESI GN PHASE

Once the general system design has been agreed upon by the board
of directors and any other staff, the systemdetails will be
docunented in the systemdesign. This includes defining the
screen layouts, the data files needed to support the system and
the report |ayouts.

D. PRQIECT DEVELOPMENT PHASE
The system desi gn docunent is used as input for the system

devel opment phase. For a new system devel opnment project, the
system desi gn docunent will be used for the devel opnent of



program speci fications. The programmer uses the specifications
for the devel opnent of the application prograns.

| f a package software solution is recommended, the system design
docunment will be used to verify that the software package supports
the requirenents of the system design

During this phase, the prograns are devel oped and tested. In

addi tion, user procedures are defined. The procedures will define
how transactions are posted to the chart of accounts, how the
different | edgers relate to each other, and how financial reports
are gener at ed.
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PROJIECT | MPLEMENTATI ON PHASE

Installation of the application software nmust be coordi nated,
paral | el operations nust be schedul ed and system i npl enentation
dat es nust be defi ned.

Paral | el operations of the manual system and the automated system
wi Il be necessary for several reasons. Systens testing will be
performed on the automated system during the parallel conversion
to verify the sane results are derived fromboth systens. Parallel
operations are al so necessary so that the cooperative corporation
system users can gradually becone famliar with the automated
system before the final cutover is nade.

After the systemis operational, users will be trained on use of
the systemto generate reports and to enter cooperative financia
information into the system

COMPUTER GENERATED REPORTS

It is inmportant to conplete an acceptance test to verify that the
forns and reports generated fromthe automated systemare simlar
to the forms and reports previously used in the manual system
Addi ti onal worksheets and reports may be avail abl e t hrough the new
system however, at a mninum the autonmated system shoul d

generate the sanme set of reports produced by the nmanual system

ADP CONTROLS

The ADP environment presents special challenges for ensuring
adequate internal controls and audit trails because of the limted
opportunities for the segregation of duties. However, ADP controls
can be established to address organi zati onal and operationa

i ssues. Systemcontrols for automated financial accounting
software are designed to prevent, detect, and correct errors that
coul d adversely inpact cooperative housing corporation business



activities. Sonme exanples of systemcontrols for verifying the
i nput, processing and output of cooperative housing accounting
systens incl ude:
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1. Establ i sh password access to the financial accounting system
to ensure only designated board nenbers have access to the
system
2. Limt data update capabilities to a controlled set of system
users. Access to financial data should be limted as should
access to report generation capabilities.
3. Place field edits on data entry fields to ensure the
conpl ete and accurate recordi ng of general |edger account
transacti ons.
4. Generate exception reports when di screpanci es in account
bal ances exi st or when transactions are suspended.
5. Generate exception reports when records are del eted, or
when financial anounts are changed
6. Generate nonthly audit reports to ensure that a conplete
and accurate audit trail exists. The audit reports need to
be avail able for review as necessary.
2-7. CONVERSI ON TO AUTOVATED FI NANCI AL ACCOUNTI NG
SYSTEMS
The nost appropriate time to convert cooperatives froma manual to an
aut omat ed accounting systemis at the beginning of the fiscal year.
At the end of the prior fiscal year the accounts are closed out and
the account bal ances are reconciled. The financial statenents are
reviewed allowing for a clear baseline fromwhich to initiate the
aut omat ed system activity.
2-8. I NTERNAL CONTROLS FOR FI NANCI AL ACCOUNTI NG SYSTEMS

In establishing a financial accounting systemfor a cooperative
corporation, a systemof internal controls needs to be defined.

The system of internal controls can be thought of as a filtering
device that prevents actions or events fromleading to organizationa
problems. The following is a |list of general, receipt, and

di sbursement controls to be used as a guidelines for establishing

i nternal controls.
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GENERAL

1

Al'l cash receipts (including those collected by managenent
agents) nust be deposited in the nane of the project in a
bank whose deposits are federally insured. Such funds shal
be wi thdrawn only under the provisions for project expenses.
Any owner receiving funds fromthe project, shal

i medi atel y deposit such funds in the project bank account.

As insurance against |oss, the board of directors or their
desi gnated agent nust subnmit to the Field Ofice proof of a
fidelity bond in an anobunt at |east equal to potentia
collections for two months if requested to do so by the Field
Ofice. Blanket coverage should extend to all enpl oyees
handl i ng cash.

Nunbered receipts for carrying charges shall be used and
reconciled to actual collections.

The person making up deposits shall not handl e the accounts
recei vabl e or the general | edger

Di sbursenment checks shall be identified with all rel evant
account numbers and anmounts applicable to each account
when one check is for nore than one invoicel/bill

The person preparing the payroll shall not handle the rel ated
pay checks.

Uni ssued checks shoul d be | ocked up and access to checks
shoul d be restricted to a linited nunber of authorized
per sonnel

The nunber of bank accounts and inter-bank transfers should
be kept to a m ni num

RECEI PT CONTROLS

1

Col l ections and all other funds held within an office,

whet her pendi ng regul ar deposit or in inprest funds, shall be
conpl etely controll ed under proper safeguards, preferably in
a fire-resistant conbi nati on safe or safe-cabinet.
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2.

A sequential nunbering systemshall be used to track al



checks recei ved and deposit ed.

Insofar as is possible, all collections shall be pronptly
deposited on the day received.

Bank statenents shall be reconciled by persons other than
those recordi ng or handling cash, or preparing and signi ng
checks.

DI SBURSEMENT CONTROLS

1

A request for a check must have supporting docunentation
(i.e., invoice item zing amount requested with an authorized
signature) in order for approval to be obtained to nake the
di sbur senent.

Checks nust be approved by an individual authorized to
approve checks.

The aut horized check signer shall review supporting
docunent ati on before signing checks.

A monthly reconciliation shall be perforned to ensure that
all checks disbursed are accounted for (i.e., cashed,
out st andi ng, or void).

The nonthly reconciliation shall be perfornmed by soneone
ot her than the person who authorizes the checks.

I nvoi ces shoul d be marked "paid' and the check nunmber and
date should be posted to the invoice. Supporting vouchers
shal |l al so be marked "paid" to prevent resubmn ssion

An adequate recordi ng systemshall be used to note al
checks issued and cash di sbursed.
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