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Disclaimer!

>

Staff in the Ombudsman’s Office is prohibited from providing legal advice. Al
materials produced and provided to the public are for informational purposes only
and do not serve as legal advice.

Should confusion arise requiring the interpretation and application of the law to your
association’s specific circumstances, a legal opinion from a qualified attorney may be
necessary.

Please review the course calendar, training request form, and presentations
published on the training webpage to gain an understanding of additional
opportunities for education and training. See our training webpage at
http://red.nv.gov/Content/CIC/Program_Training/.
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Introduction

a

.u

Members of the board of directors are fiduciaries,
acting as stewards of association funds. The board is
ultimately responsible for the association’s finances.

The review of the reconciliation of the association’s
accounts during quarterly board meetings is one of the
most important tasks in ensuring the financial health of
the association is maintained over time.

This class assists board members and unit owners
alike in understanding their association’s financial
documents and the regulation that governs their
preparation, review, and audit.



Learning Objectives

Declarant delivery of property

Examples of cash inlays and outlays
Board duty to maintain financial records and to prepare financial statements
Regulations governing the preparation of financial statements

Comparison of financial statements vs financial records

R o A

Audit requirements for CICs/HOAs in Nevada
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Let's start at the beginning...

Declarant Transfer - Delivery of Property

As the association transitions to a board elected entirely by unit owners, the declarant shall provide the
association with:

1. All governing documents of the association.

2. An accounting for money of the association and audited financial statements for each fiscal
year.

A complete study of the reserves.

The reserve account containing the declarant’s share of amounts due.

The association’s money or control thereof.

A copy of any plans and specifications used in the construction of improvements.
All insurance policies of the association.

Any renewable permits and approvals issued by the government.

Written warranties that are still effective.

10 A roster of unit owners, their addresses and telephone numbers.

11. Contracts of employment of the association.

12. Any contract for service of the association (i.e. management agreement, landscaping).

© 00N Oh W
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Cash Flow: @ Income

Income flows into the association from:

o assessments collected for common expenses from unit
owners

o Invested funds of the association (interest earned)

o any payments, fees or charges for the use, rental or
operation of common elements

o charges for late payment of assessments
o construction penalties (not treated as a fine)
o fines for violations of the governing documents

o resale packages if not prepared by the community
manager

o potentially, a construction default lawsuit
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© Assessments

o Assessments are based on the budget and funding plan
adopted by the association, and can be adjusted annually.

o Pursuant to the governing documents of the association,
the executive board may impose any necessary and
reasonable assessments against units in the common-
Interest community.

o If any expense is caused by the willful misconduct or gross
negligence of any unit's owner, tenant or invitee (unless the
damage is caused by a vehicle delivering goods or
performing services), the association may assess that
expense exclusively against his or her unit, even if the
association maintains insurance with respect to that
damage.
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© Investments

Except as otherwise provided by the governing documents:

o An association, a member of the executive board, or a community manager shall deposit
or invest all funds of the association at a financial institution which:

o iIs located in this State;
o Is qualified to conduct business in this State; or
o has consented to be subject to the jurisdiction of the courts of this State and the
Division.
An association shall deposit, maintain and invest all funds of the association:

o in a financial institution whose accounts are insured by the FDIC, the National Credit
Union Share Insurance Fund or the Securities Investor Protection Corporation; or

o In a government security backed by the full faith and credit of the Government of the
United States.
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© Fines

Each unit owner must receive a schedule of the fines that may be imposed before the
association may impose any fines.

The executive board must send written notice by mail to any alleged violator’s unit and
mailing address specified.:

o Specifying in detail the alleged violation;

o Providing a clear and detailed photograph of the alleged violation (when possible),

o Providing a reasonable opportunity to cure the alleged violation,

o Providing the amount of the potential fine, and

o Providing the date, time and location for a hearing to contest the alleged violation and fine.

Once a fine is imposed, if the violation is not cured within 14 days or longer, it shall be
deemed a continuing violation and an additional fine may be imposed for each 7-day period,
or portion thereof, that it is not cured.

Any past due fine must not bear interest, but may include actual costs incurred by the
association to enforce the payment of the past due fine.
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If an association has imposed a fine against a unit's owner, the association shall establish
a compliance account to account for the fine and any associated fees (actual costs of

collecting). This must be separate from any account established for
assessments.

“Costs of collecting” include any:
o collection fees
o filing fees
o costs related to the preparation, recording or delivery of a notice
o costs for postage or delivery

o and any other fees or costs that an association charges a unit’s owner for the
Investigation, enforcement or collection of a past due obligation.
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Cash Flow; @ Expenses

Subject to the provisions of the declaration, the association may incur expenses.
From the Operating Fund:

o pay managing agents, employees, independent contractors, and attorneys (remain mindful of any conflict of
interest)

o involve itself in administrative proceedings on matters affecting the common-interest community (legal expenses)
o enter into contracts and incur liabilities (bids for service)
o pay utilities (gas, water, electric, waste, etc. in a condominium)
o pay any administrative expenses (mailing, newsletters, notices, amendments, recordings)
o must pay an annual fee to the Division & Secretary of State
o Incur insurance expenses
From the Reserve Fund:

o conduct maintenance, repair, replacement and modification of common elements and cause additional
improvements to be made based on the study of the reserves.

NRS 116.3102 OFFICE OF THE OMBUDSMAN FOR CICCH Rev. 7/12/2019



wyans®
1IN oncy

@ Required Insurance e

Property insurance —

o Insuring against risks of typical direct physical loss of the common elements (80% of the actual
cash value of the insured property)

Commercial general liability insurance —

> insurance for medical payments; bodily injury and property damage (amount determined by the
executive board, but not less than any amount stated in the declaration)

Crime insurance —

> coverage for dishonest acts by members of the executive board and the officers, employees,
agents, directors and volunteers of the association (at least 3 months of aggregate
assessments, plus reserve funds, or $5,000,000, whichever is less)

Errors and Omissions (Directors & Officers) policy —

> coverage must extend to board members, officers, employees, agents, volunteers, and the
community manager and its employees (amount not less than $1,000,000).
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@O Fees to Division

An association must pay $4.25 per unit to the Division, submitted with
the annual registration form.

If an association is subject to the governing documents of a master
association, the master association shall pay the fees, unless the
governing documents provide otherwise.

If the association fails to pay the annual fees owed, the administrative
penalty equals 10% of fees owed, or $500, whichever is less.

The amount of unpaid fees owed by the association or master
association bears interest from the date the fees are due until the date
the fees are paid in full.
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Executive Board Duties

In determining whether a board has performed his or her
financial duties to the association, the CICCH
Commission may consider whether the member of the
executive board has:

1. Consulted with appropriate professionals as
necessary before making any major decision;

2. Deposited all funds for investment in government
securities or in a financial institution whose accounts
are INSURED by the FDIC, the National Credit Union
Share Insurance Fund, the Securities Investor
Protection Corporation, or a private insurer approved
pursuant to NRS 678.755;

3. Maintained current, accurate and properly
documented financial records;
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Executive Board Duties

Continued

In determining whether a board has performed his or her financial duties to the association, the
CICCH Commission may consider whether the member of the executive board has:

4. Established policies and procedures that are designed to provide reasonable
assurances in the reliability of financial reporting, including proper maintenance of
accounting records, documentation of the authorization for receipts and
disbursements, verification of the integrity of the data used in making business
decisions, facilitation of fraud detection and prevention, and compliance with laws and
regulations governing financial records;

5. Prepared interim and annual financial statements;
6. Made financial records of the association available for inspection.
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Required Signatory Authorization
Withdrawal of Funds

Money in the RESERVE ACCOUNT may not be withdrawn without the signatures of at least TWO
directors of the board, or one director AND one officer.

Money in the OPERATING ACCOUNT may not be withdrawn without TWO signatures; one
director or officer and another: director, officer, or community manager.

Money in the OPERATING ACCOUNT of an association may be withdrawn without signatures to:
a) Transfer money to the reserve account at regular intervals;

b) Make automatic payments for utilities;
c) Make an electronic transfer of money to a state agency.

ACME Cookies e Bank One 71
100 Veteran's Bivd s ’1#;’531
9ie 2009 : ABAS 123456788 120302009
Metairie, LA 700021234
AMOUNT

All American Grease Service $175.00

One Hundred Seventy Five and 00/100°

Two Signatures Required Not Valid
PAY TO WER OF Over $90,000.00.
All Al Gre: rvice
123 Barnabas Way 2>
Dallas, TX 78548 . S =
> T
» Drgma D -~ e

*0000000304» 11222333LLWIE 42305455587
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What do we mean by “financial statements?”

“Financial statement” means a
financial statement of an association
that is prepared and presented in
accordance with the requirements
established by the Commission
pursuant to NRS 116.31142.

NOTE: Your association will likely maintain
various additional accounting documents
needed to prepare financial statements (i.e.
general ledger, chart of accounts, cash flow
statement, etc.).
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[

Budgets vs. Financial Statements ﬁj

Budgets — show how much money is projected to be received
(revenue) and spent (expense).

Financial Statements — provide an in-depth analysis of how
well the association is doing financially compared to the
budget, reporting the association’s actual fund balances &

financial transactions.
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Interim Financial vs. Financial Statements

Interim Financial Statements — cover a set period of time
(interim period) that is less than one fiscal year.

Financial Statements — cover the entire fiscal year.
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Regulatory Requirements for Financial Statements

1) The Commission shall adopt regulations
prescribing the requirements for the preparation
and presentation of financial statements of an
association pursuant to NRS 116.

2) The regulations adopted by the Commission must
Include, without limitation:

a) The gqualifications necessary for a person to prepare
and present financial statements of an association;
and

b) The standards and format to be followed in preparing
and presenting financial statements of an
association.
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Financial Statements must:

Commission Regulation

1. Present a balance sheet that reflects the operating funds, reserve funds for
future repairs and replacement and any other funds of the association.

2. Listthe assets, liabilities and fund balances or members’ equity if a single-
column format is used.

3. Include, at a minimum, a month-to-date and year-to-date presentation of: Income
a) The statement of revenues and expenses for all operating, reserve and Statement
other activities, presenting information about all assessments, revenues and
expenses;

b) A schedule comparing the details of the actual expenses of the association el

with the expenses budgeted for the association; Statement
c) Any changes in the fund balances to be presented on the balance sheet or v
statement of revenues and expenses (income statement); and

d) A footnote or disclosure which states that the association is in compliance with
paragraph (b) of subsection 2 of NRS 116.3115 and that reserve funds have
not been used for daily maintenance.
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Financial Statements must:

Continued from previous...

4. Be prepared using accrual basis of accounting in
accordance with Generally Accepted Accounting
Principles (GAAP).

5. Be prepared by, or the preparation of the interim
financial statements must be supervised by, a person
with accounting knowledge and experience in the
preparation of financial statements (i.e. certified public
accountant [CPA]).

6. Be distributed monthly, promptly upon completion, to
the treasurer of the association, the community manager if
the association is professionally managed and each
member of the executive board.
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Account Reporting Methods

Accrual Basis —Income and expense transactions are
reported on the financial statement when billed & incurred.

Cash Baslis — income and expense transactions are reported
on the financial statement when money moves from one
account to another and can lead to a misrepresentation of the
association’s current financial position.

As previously noted, Nevada requires a CIC/HOA’s

financial statements be prepared using the accrual basis
of accounting.
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Presentation of Financial Statements
Subject to Audit or Review

The financial statements of an association subject to an audit or review
must be presented using fund accounting and must include, at a
minimum:
1) An operating fund which reflects the accounting transactions
surrounding the normal maintenance and service operations of the
association; and

2) Areserve fund which reflects the accounting transactions pertaining
to the long-term, major repair and replacement requirements of the
association and the restrictions of its use as described in paragraph
(b) of subsection 2 of NRS 116.3115 (that funds have not been used
for daily maintenance).
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‘Quarterly Review

At least once every quarter, and not less than once every 100 days, unless the
declaration or bylaws of the association impose more stringent standards, the executive
board shall review, at a minimum, the following financial information at one of its meetings:

a) A current year-to-date financial statement of the association;

b) A current year-to-date schedule of revenues and expenses for the operating
account and the reserve account, compared to the budget for those accounts;

c) Acurrent reconciliation of the operating account of the association;
d) Acurrent reconciliation of the reserve account of the association;

e) The latest account statements prepared by the financial institutions in which the
accounts of the association are maintained (bank statements); and

f) The current status of any civil action or claim submitted to arbitration or mediation in
which the association is a party.
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Double-Entry Accounting

Under GAAP, double-entry accounting refers to a bookkeeper recording
any one transaction through at least two accounts.

> A debit is that portion of an accounting entry that either increases an asset
or expense account, or decreases a liability or equity account.

o A credit is that portion of an accounting entry that either increases a liability
Or equity account, or decreases an asset or expense account.
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SAMPLE BALANCE SHEET
(Represents a moment in time, is a shapshot of the association’s finances)
XYZ HOMEOWNER’S ASSOCIATION
As of 06/30/2019 (date should coincide with the income statement)

Money the association currently has in

Assets . .
Account# Account Name addition to services and money currently IOperating Fund | | Reserve Fund
XX NIy e ed to the association. $100,000 $2.000,000
Certificates of Deposit, etc.)
TXXX All Receivable Accounts (i.e. Assessments, Fines, Fees) $50,000 -
1XXX Prepaid Insurance Premiums (services owed to the association) $50,000 - N A C 11 6 . 45 1 (1& 2)
T Qe $200,000 $2,000,000
C p e Money or “services” the association . . . .
Liabilities
Account#  Account Name ey s o T Total The interim financial statements of
2XXX Prepaid Assessments from Unit Owners $15,000 - an associlation may be prepared
2XXX Accrued Expenses Payable - Unpaid bills (water, power, vendor contracts, etc.) $5,000 - : . :
using fund accounting or a single-
TOTAL LIABILITIES $20,000 - | |column presentation and MUST:
Equity Fund balgnces r_emaining_after expenses 1. Present a balance sheet that
Account# Account Name (cumulative retained earnings). Total .
Bxxx Member's Equity . . $178,000 $2,150,000 reflects the operating funds,
Excess of Revenue/Expenditures (derived from the Income Statement) $2,000 $(150,000) reserve fU nds fOf fUtU re repairs
TOTAL EQUITY $180,000 $2,000,000 and replacements and any other
funds of the association.
TOTAL LIABILITIES & EQUITY $200,000 $2,000,000 . ] R
2. List the assets, liabilities and
ASSETS = LIABILITIES + EQUITY fund balances or members’
equity if a single-column format
IS used.

The association is in compliance with paragraph (b) of subsection 2 of NRS 116.3115 and reserve funds have
not been used for daily maintenance.

DISCLAIMER: Visual aids are provided exclusively as an educational tool. YOUR ASSOCIATION’S FINANCIAL
DOCUMENTS MAY VARY IN FORMAT! By law, board members are expected to consult appropriate professionals

(e.g. accountants, community manager, etc.) as necessary in preparing their financial documents.
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SAMPLE BALANCE SHEET
(Represents a moment in time, is a snapshot of the association’s finances)
XYZ HOMEOWNER’S ASSOCIATION
As of 06/30/2019 (date should coincide with the income statement)

Assets
Account# Account Name Operating Fund Reserve Fund

XXX All Cash Accounts (i.e. Bank accounts) & Cash Equivalents (U.S. Treasury Notes, $100,000 $2,000,000
Certificates of Deposit, etc.)

Txxx All Receivable Accounts (i.e. Assessments, Fines, Fees) $50,000 -
XXX Prepaid Insurance Premiums (services owed to the association) : $50,000 - NA C 11 6 . 45 1 (1& 2)

TOTAL ASSETS 1 $200,000 # $2,000,000
Liabilities The interim financial statements of
Account# Account Name Total ..
2XXX Prepaid Assessments from Unit Owners $15,000 - an association may be prepared
2XXX Accrued Expenses Payable - Unpaid bills. (water, power, vendor contracts, etc.) $5,000 - using fund accounting or a Single-
TOTAL LIABILITIES $20,000 - |column presentation and MUST:
recount#  Acoountn Equity ro 1. Present a balance sheet that
ccoun ccount Name o -
3x0X Member's Equity $178,000 $2,150,000 reflects the operating funds,
Excess of Revenue/Expenditures (derived from the Income Statement) $2,000 $(150,000) reserve funds for future repairs
TOTAL EQUITY $180,000 $2,000,000 and replacements and any other
funds of the association.
TOTAL LIABILITIES & EQUITY et $200,000 = $2,000,000

2. List the assets, liabilities and

ﬁ fund balances or members’
This balance sheet balances! | N—" equity if a single-column format
N IS used.

The association is in compliance with paragraph (b) of subsection 2 of NRS 116.3115 and reserve funds have
not been used for daily maintenance.

DISCLAIMER: Visual aids are provided exclusively as an educational tool. YOUR ASSOCIATION’S FINANCIAL
DOCUMENTS MAY VARY IN FORMAT! By law, board members are expected to consult appropriate professionals

(e.g. accountants, community manager, etc.) as necessary in preparing their financial documents.
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Income Statement

Income Statement XYZ Homeowner’s Association

XYZ Homeowner's Association Statement of Operating Revenues and Expenses
Statement of Operating Revenues and Expenses 01/01/2019 - 06/30/2019
06/01/2019 — 06/30/2019 )
Actual | MTD Budget | Variance Actual |YTD Budget | Variance
Revenues Revenues
Assessments $23,909 $25,909 $(2,000) Assessments $155,458 $168,872 4 §(13,414)
Late Fees 100 0 4 100} Late Fees 800 0 800
Fines 300 0 4 300 ) Fines 1,200 0 1,200
Total Revenues $24,309 $25,909  $(1,600) | Total Revenues $157,458 $168,872,. $(11,414)
Expgnses_ ' Expenses
Administration o Administration
Legal Fees $2,750 151883 $(917) Legal Fees $8,750 $11,000 32,250 .
Management Contract 3,880 \ 3,680 T 0 Management Contract 22,080 22,080 0
Postage 155 1,208 53 Postage 930 625 (305)
g”fﬁ”""gs ; }%g \ 12‘1‘ (;i) Prining 720 625 (95) ) ] . .
Offce Supples. 05 ! (24 Cfics Suppies 5% s as | The interim financial statements of an
Annual Audit 563 563 0 Annual Audi 0o 3,500 0 association may be prepared usin
Common Area Maintenance . . . .
"~ Clubhouse Utlites N ' o e enance fund accounting or a single-column
Viater \ > ser 52 Water 36 400 1t presentation and must:
Power { R 100 (13) ewer . .
Cable & Intemet aRL 183 8 Power 675 600 @) 3. Include, at a minimum, a month-
Cleaning & Janitorial . . o00 000 0 Cable & Internat 1,050 1,100 50
Landscaping Contract O 0 3083 3,333 250 Cleaning & Janitorial 5,400 5,400 0 to-date and year-tO -date
Pest Control . | 1.000 1.000 0 Landscaping Contract 18,500 20,000 1,500 pl’esentathn Of
Pool Utiites 4@y . 4 379 416 37 Pest Control 6,000 6,000 0 .
Pool Maintenarice W’ 1,333 1,333 0 Pool Utilities 2,276 2,500 224
Government Fees Y Vs Pool Maintenance 8,000 8,000 0 a) The statement of revenues
Nevada 508 - $0 $0 $0 GovernmentFees d f ”
Ombudsmanyfor CICCH 0 0 0 Nevada SOS $100 $100 $0 ana expenses 10r a
Insurance y - : 4 Ombudsman for. CICCH 1:564 1:564 0
Direclorg & Officers $833 $833 $0 Insurance operating , reserve and_
Crime 1,333 1,333 0 Directors & Officers $5,000 $5,000 $0 other activities presen“ ng
DProperty 716 716 0 Crime 8,000 8,000 0 . . !
Cominercial Liability 633 633 0 Propetty 4300 4300 0 information about all
Insurance!Deductible 0 1,667 1,667 Commercial Liability 3,800 3,800 0
s s s Insurance Deductible 0 10,000 10,000 gssgf]ssrensents’ revenues and
Reserve Contribution 8,832 8,832 0 X "
Total Expenses $26,921 $27,968 $1047 Reserve Contribution $52,992 $52 992 $0 p !
Total Expenses $155,458 $168,872 $13,414 i
Excess Revenues (Expenses) $(2,612) $(2,059) $(553) b ) A SCh ed u Ie com p arin g th e

$0  $2,000 details of the actual

DISCLAIMER: Visual aids are provided exclusively as an \(/av)i(t%et?\Seegx(getrqgeassggglgaéltgg

educational tool. YOUR ASSOCIATION’S FINANCIAL Reported on the balance for the association;
DOCUMENTS MAY VARY IN FORMAT! By law, board members ngzggnder equity in
are expected to consult appropriate professionals (e.g. TS,

accountants, community manager, etc.) as necessary in preparing within the operating fund

Excess Revenues (Expenses)

their financial documents. column.



Income Statement

Income Statement XYZ Homeowner's Association

XYZ Homeowner’'s Association Statement of Reserve Revenues and Expenses
Statement of Reserve Revenues and Expenses 01/01/2019 - 06/30/2019
06/01/2019 — 06/30/2019 .
Actual | MTD Budget| Variance Actual | YTD Budget | Variance
Revenues Revenues
Contribution from Operating $8,832 $8,832 $0 Contribution from Operating $52 992 $52 992 $0
Interest on Reserve Balance 5.000 4167 333 Interest on Reserve Balance 30,000 25,000 5,000
Total Revenues $13,832 $12,999 $833 Total Revenues $82,992 $77,992 $5,000
Expenses Expenses
Reserve Projects Reserve Projects
Clubhouse Roof Replacement $67.050 $65,000 $(2 050) Block Wall Replacement, Phase 1 $27,850 $30.000 $2.150
Total Expenses $67,050 $65,000 $(2,050) Clubhouse Roof Replacement 67,050 65,000 (2,050) .
Gate Repair 16,905 17,000 95
Landscape Irmgation Replacement 48 506 50,000 1,494
Excess Revenues (Expenses) $(53,218) $(52,001) $(1,217) Pool Plastering 20586 22000 Y414
Surry Seal 52,095 48,000 (4,095) ; i H i
Total Exponses Moors 5232000 5853 The interim financial statements of an

association may be prepared using

fund accounting or a single-column
presentation and must:

Reported on the

balance sheet under 3. Include, at a minimum, a month-
equity in excess to-date and year-to-date

revenue/expenditures, presentation of:

within the reserve fund a) The statement of revenues and
column. expenses for all operating,
reserve and other activities,
presenting information about all
assessments, revenues and
expenses;

b) Aschedule comparing the
\ ) _ details of the actual expenses of
members are expected to consult appropriate professionals (e.g. accountants, community the association with the

manager, etc.) as necessary in preparing their financial documents. ggggg;%%gvdgeted for the

Excess Revenues (Expenses) $(154,008) $4,008

DISCLAIMER: Visual aids are provided exclusively as an educational tool. YOUR
ASSOCIATION’S FINANCIAL DOCUMENTS MAY VARY IN FORMAT! By law, board
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Account Reconciliation

According to GAAP, the purpose of account reconciliation is to:

o provide accuracy and consistency in financial accounts.

o ensure all cash outlays and inlays match between the cashflow statements and
Income statements.

o help avoid balance sheet errors, insulate against fraud and instill financial integrity
in the association’s accounting practices.

Account reconciliation is accomplished through double entry accounting and
by comparing the prepared financial statements of the association to the
actual financial records, looking for any discrepancies; this is typically done
through accounting software.
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Financial Statements vs. Financial Records

Financial records are defined as the transaction records necessary to support the
financial statements of an association including:

o receipts

o bank statements

Income tax reports

contracts

iInventories

iInvestments

disbursements

obligations

depreciation in property or equipment
contingent liabilities

any other records deemed necessary by the Division or association accountants/auditor.

O O O O O O O O O
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Unit Owner Right to Review Financials
NRS 116.3118

The association shall keep financial records sufficiently detailed to enable the
association to comply with NRS 116.4109.

All financial and other records of the association must be:

a) Maintained and made available for review at the business office of the association or
some other suitable location within the county where the common-interest community
IS situated or, if it is situated in more than one county, within one of those counties;

and

b) Made reasonably available for any unit’'s owner and his or her authorized agents to
Inspect, examine, photocopy and audit.

Rev. 7/12/2019 33
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Reviews vs. Audits

Reviews — provide that the financial statements are in conformity with GAAP
through simple (summary) analysis.

Audits — provide the highest level of assurance that an organization’s
financial statements are free of material misstatement (based on financial
records) utilizing the application of GAAP (line by line).

Rev. 7/12/2019 34
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Audit & Review

The executive board shall, if the annual budget is:

$45,000 - $75,000, cause the financial statement to be reviewed during the year
Immediately preceding the year in which the study of the reserves is to be conducted.

$75,000 - $150,000, cause the financial statement to be reviewed every fiscal year.

$150,000 or more, cause the financial statement of the association to be audited
every fiscal year.

If, within 180 days before the end of the fiscal year, 15% of the total number of voting
members of the association submit a written request for an audit, the executive board
shall cause the financial statement for that fiscal year to be audited by an independent
certified public accountant (CPA) (does not apply to associations with an annual budget
of $150,000 or more).
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y?
Audited Financial Statements %

The audited financial statement of an association must;

° Include a full presentation of accrual-basis accounting, prepared in accordance with GAAP which
includes, at a minimum:

> A balance sheet for the operating fund and reserve fund, presenting assets, liabilities and fund
balances;

o A statement of revenues and expenses for the operating fund and reserve fund which presents
information about all assessments, revenues and expenses;

o A statement of changes in fund balances which reconciles beginning and ending fund balances with
results of operations;

o A statement of cash flows;
> Any note disclosures as required by the Guide; and
> The following unaudited supplementary information:
> Any reserve disclosures as required by the Guide and NRS 116.31152; and

o An accompanying schedule which compares details of the actual expenses of the association to
the budgeted amounts of the association.
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Recommended
Reporting
Principles and
Practices

The Commission’s
recommended reporting
principles and practices of
financial accounting for
common-interest
communities are
contained in PPC’s Guide
to Homeowners’
Associations and Other
Realty Associations,
otherwise referred to as
the Guide (NAC 116.410).
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Audited Financial Statements,
Continued

The audited financial statement must:

- Be prepared and completed not later than 210 days after the end of the fiscal
year for the association.

- Be made available to the Division not later than 30 days after being requested by
the Division.

o Include on the annual registration form with the Division the following information:
> The amount of budgeted revenues;

> Whether the financial statements were audited or reviewed and, if so, the date on
which the audit or review of the financial statements was completed; and

o Whether the audit opinion is qualified or unqualified or whether the review report
IS modified or unmodified.
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Auditor Qualifications

An auditor performing the annual audit for an
association must:

> Be a licensed certified public accountant (CPA).
> Be independent of the association as set forth in the Guide.

An auditor performing the annual review for an
association must:

> Be a licensed certified public accountant (CPA).
o Be independent of the association as set forth in the Guide.

Qualifications
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Audits Conducted by the Division

If it has reasonable cause to believe that the accounts or records of an
association have not been properly maintained, the Division may open
an investigation and audit all financial accounts of that association.

> The Division will also investigate any credible complaint showing that the
association has engaged in a financial practice where it is unable to meet its
liabilities as they become due, creating a substantial risk of harm in the form
of debt to the association.

The Commission may, after notice and hearing, take action pursuant to
NRS 116.785 if the Division finds that a person has committed a
violation of NRS 116 or NAC 116.
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Paying Yourself

A member of the executive board or an officer of an
association shall NOT:

o enter into a contract with the association to
provide financing, goods or services to the
association:; or

o otherwise accept any commission, personal profit
or compensation of any kind from the association
for providing financing, goods or services.

> neither a director or officer of the board can be
paid to act as the qualified individual required to
prepare the association’s financial statements.
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Summary

Throughout the year, quarterly reviews of financial information take place by the
board at open, regular meetings of the association.

This review enables the board to determine how well the association is doing
financially compared to the ratified budget and ensure the financial documents

are free from discrepancy.

Each year (or every 5 years) reviews or audits of the financial statement are
conducted according to the size of the annual budget. Audits must be completed
within 210 days after the end of the fiscal year.

...the cycle repeats annually.
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Questions?
http://red.nv.gov — Main Page

CICOmbudsman@red.nv.gov — Email Questions

http://red.nv.gov/Content/CIC/Program_Training/
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