
847 NE 19th Ave, Ste 150 � Portland, Oregon 97232 � Tel 503.335.3668 �  Fax 503.335.0475 www.hdc1.org 
 

 

October 28-29, 2008 Training 
Affordable Housing Fin n between Accounting, 

 

AY 1:  TOOLS TO UNDERSTAND CURRENT CONDITIONS

 

 

ancial Management: Intersectio
Development and Asset Management 

HDC and Kay Sohl Consulting 

 
D  

. Introductions and Expectations 9:00 – 9:20 AM 
 hope to get out of session 

. Asset Management Perspective  9:20 – 10:00 AM 

 CLASS DISCUSSION 

MORNING BREAK 10:00 – 10:15 AM 

. Key Definitions for Financial and Asset Management  10:15 - 11:00 AM 

ming from?  

4. Financial Management Perspective 11:00 – 12:30 PM 
ment 

ties impacts the financial health of the sponsor 

f ownership structure of properties on financial records 
ion  

LUNCH   12:30 – 1:15 PM  

. Methods of Accounting 12:30 – 2:00 PM 
 the nonprofit 

. not GAAP) 

FTERNOON BREAK 2:00 – 2:15 PM 

 
1

• Role in organization; what you
 
2

• What is asset management? 
• Interests of the partners 
• Financial goals for owner 
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• EXERCISE 1: Crossword Puzzle  
• Where is the financial information co
• Getting the information in a timely manner 

 

• Accounting goals: internal manage
• How the financial performance of proper
• External reporting: role of accountant 
• Audits 
• Impact o
• How accountants can get complete property by property informat
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• Why GAAP matters to
• Accrual accounting – the basics 
• Significant areas in GAAP 
• Translating to Proforma (e.g

 
A
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6. Translating Information From Financial Statement To Proforma  2:15 – 3:15 PM  

• EXERCISE 2: Proforma  
 
7. Discussion: Improving Asset and Financial Manager Communication  3:15 – 4:00 PM 

• Vocabulary challenges – are we using the same words to describe different info, different 
words to describe the same info 

• EXERCISE 3: Roles  
• Information flow – how can we provide the info everyone needs on a consistent, timely 

basis 
• Getting what we all want and need from property managers 
• Stress points in asset management 
• Stress points in financial management 
• Board: strategic, fiduciary, generative thinking 

 
8. Wrap Up 4:00 – 4:15 PM 
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DAY 2:  PLANNING IMPLICATIONS AND STRATEGIES 
 
1. Changes In The Financial Markets / Impact On Affordable Housing       9:00 – 9:30 AM 

• The 1990’s: Emerging new loan products/ deregulation/ who is regulated, who isn’t? 
• Foreclosure rates across the country 
• Impact on rental market 
• Impact on banks 

 
2. Asset Management Indicators of Financial Performance        9:30 – 10:30 AM 

• Revenue 
• Expenses 
• Debt payments  
• Net cash flow  
• Long term viability: operating expense to revenue ratio; accelerators, milestones 

 
MORNING BREAK 10:30 – 10:45 AM 

 
3. EXERCISE 4: Calculating Indices 10:45 – 12:00 PM 
 
LUNCH 12:00 – 12:45 PM 
 
4. Ways of Evaluating Portfolio  12:45 – 1:00 PM 

• Sources and Uses to Balance Sheet 
• Project trends  
• Levels: project, portfolio, organization   
• Asset management financial performance loop  
 

5. Organizational Financial Strategies  1:00 – 1:45 PM 
• Four legged stool  
• Revenue streams in organizational budgets  
• Shared costs/ indirect costs allocated to properties  

DISCUSSION:  Do you know your fully loaded costs in your organization (development, 
property management, asset management) 

  
6. Project Financial Strategies 1:45 – 2:30 PM 

• EXERCISE 5: Impact of Restructure Strategies 
 
AFTERNOON BREAK 2:30 – 2:45 PM 

 
7. Strategies To Strengthen Organizations To Withstand The Recession  2:45 – 3:15 PM 

• Lines of business 
• Resident services 
• Development opportunities/ market  

 
8. Steps For Organizations To Strengthen Fiscal System  
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Financial Management: An 
Intersection between Asset 

Management and Accounting

Housing Development Center &
Kay Sohl Consulting

Oct. 29-30, 2008

Introduction to Asset Management: 
Life of Housing Project

Con
str

uc
tio

n

1 - 3 years 8 – 12 
months 

Longer Than Our 
Remaining Lifetimes 

(40-60 years)

Pre
de

ve
lop

men
t 

Proj
ect

 O
pe

rat
ion

s

On New Projects:
Outline population,   
rents, unit mix
Set operating budgets
Select property man.
Design input

Prepare for
lease-up
Lease-up start

Mission
Financial viability
Physical condition
Long term portfolio planning 
Compliance & reporting
Safety

What is Asset Management in the 
Affordable Housing Context?

The active and strategic pursuit of an owner’s long 
term social, physical and financial goals from 
predevelopment through the administration and 
disposition of a property and portfolio.*

A systematic plan for, and ongoing oversight of, the 
management of one or more housing project(s) in 
furtherance of the project’s goals and the 
organization’s mission.

* From the Consortium of Asset and Housing Management (CHAM)
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Components of Asset Management

Achieving housing mission
Sustaining financial viability
Maintaining physical condition
Managing major transitions and milestones, e.g. 
Year 15
Complying and reporting to regulatory entities
Securing resident and neighborhood safety
Performing commercial property

5

Asset Management:

Hiring, firing and 
evaluating property 

manager
Development of 

strategic plan and 
property goals

Hold/sell/refinance 
decisions

Cash management and 
reserves

Communicating with 
investors

Hiring accountants, 
lawyers, contractors

Long-term portfolio 
planning

Property Management:

Rent collection
Record keeping

Financial reporting
Maintenance

Management of     
day-to-day operations

Areas of Overlap:

Tenant relations
Annual budgeting
Capital planning

Workouts
Dealing with 

regulations and 
obligations

Public relations
Crisis 

management
Security

What is the Difference between Property 
and Asset Management?

From LISC

Interests of the Parties in Affordable 
Housing

• Equity Investor:

• Public Lender:

• Residents:

• Owners:

• Private Lender:
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Defining Success
• Equity Investor:

Return on investment
Realize federal tax credit

• Public Lender:
Maximize public benefit
Minimize public cost
Protect asset/ investment
Meet compliance
Repayment

• Residents:
Accessibility
Affordability
Quality

• Owners:
Further mission

Healthy projects and portfolio
Net cash flow to support  

organization

• Private Lender:
Debt Repayment
Community Benefit
Profit

NON-PROFIT ASSET MANAGEMENT
= 

DOUBLE BOTTOM LINE

Mission: 
• Affordability

Access to housing
Resident success
(increasing their 

personal assets)

Financial HealthFinancial Health::
Project (operations & long Project (operations & long 

term needs)term needs)
Portfolio (balance higher Portfolio (balance higher 

mission projects)mission projects)
Owner organizationOwner organization

- +

+

-
ALIGNS WITH MISSION

FI
N

A
N

C
IA

LL
Y 

VI
A

B
LE

Project and Portfolio Structure:
Balancing Mission with Financial 
Viability

Conceptual framework from CHAM
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Baseline Financial Viability

Cover operating expenses
Keep project out of default

Make required debt payments to 
lenders, primary and subordinate
Make required reserve 
contributions
Meet minimum debt           
coverage ratio                  
requirements of lender

Additional Project Financial Goals

Deposit additional funds in replacement 
reserves for long term capital needs
Fund asset management costs 
Cover resident services costs
Fund or maintain operating reserves
Support for your organization

subsidize other projects
subsidize other lines of business
fund a portion of general operating costs

Repositioning Your Property
or Portfolio

Good management trumps 
bad markets

Excessive debt trumps good 
management

Inadequate rehabilitation 
trumps debt

Expense controls are rarely 
the driver of long term 
problems

Courtesy of Len Tatem, Consultant, NeighborWorks Workout Clinic, 2008
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GAAP to Proforma
1. REVENUES: ADDRESSING RECEIVABLES
2. DETERMINE TOTAL OPERATING EXPENSES* 

(ADJUSTMENTS TO GAAP):
- Take out depreciation
- Take out interest expenses
- Add in contributions to replacement reserves (funders treat 

this differently)

= Total Operating Expenses (Proforma)
3. DEBT PAYMENT = PRINCIPAL + INTEREST
4. Net Cashflow
* Capital improvements: depending on PM, may not show on income 

statement, or may be called major capital expenditures, 
adjustment at end of year.  Do not include as above the line 
expense in determining industry ratios.

Total 
Project 
Budgets –
Owner 
using 3rd

party PMZ

REVENUES
Gross Potential Rents
- Vacancy loss
- Loss to lease
- Concessions
- / + Change in receivable balance

Net Rental Income
+ Other Revenues (Laundry….)
+ Grants

Effective Gross Income (Net Revenues)

EXPENSES
Onsite Management
Property Management Fee
Utilities
Maintenance & Repairs
Insurance
Audit
Direct staff costs at owner (most would call asset management fees)
Indirect costs at owner (handled differently – some include in asset management fee)
Resident Services Costs For Project
- TOTAL OPERATING EXPENSES

= NET OPERATING INCOME
- Debt Service  

= NET CASHFLOW

- Capital expenditures from rental revenues
- Waterfalls

Paid by PM
Paid/ received 
by owner

Note: If PM includes
Capital expenditures 
in operating 
expenses, move for 
calculations

Exercise 1: Definitions
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Review Tools for Monitoring Financials

MONTHLY
Financial Statements
Occupancy Reports

ANNUALLY
Year End Financials
Annual Audit and Tax 
Return

Elements of a Financial Statement

Financial Statements may include: 
Income and Expense Report
Balance Sheet
Rent Roll
Aged Receivables
Aged Payables
Others

Process: 
Prepared by PM, reviewed monthly by AM, 
submitted to lenders/ investors monthly by PM, 
trends or major variances reported to board

The Income and Expense Report* 

PURPOSE: 
Monitor operations of property, 
including comparison to annual 
operating budget 

KEY ELEMENTS:
Revenues
Expenses
Net Cash Flow
Prepared on cash or accrual basis

*Alias Financial Statements, Profit and Loss, Statement of Activities
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The Capital vs. the Operating Budget

Appliances

Exterior Paint

Carpet 
replacement

Elevator 
maintenance

Lighting

Interior Paint
Smoke detectors

Light fixtures
Turnover cleaning

Blinds
Cadet heaters
Drywall repair
Landscaping

Finish carpentry
Low voltage electrical

Bath accessories
Fire extinguishers

Siding
Windows & Doors
Roofing & Gutters
Cabinets 
Countertops
Water heaters
Tubs
Elevator
Sheet flooring
Gas furnace
Water, sewer lines
Bike racks
Play equipment
Sidewalks and paving

Capital Operating

Items in the middle are either buried in maintenance expenses or
come out of net cash flow. 

Balance Sheet
PURPOSE:

Describes the relative financial 
position of the project at a given 
point in time

PROCESS:
Prepared monthly by PM, but 
Owner’s CFO reconciles generally 
quarterly

• KEY ELEMENTS:
– Assets, liabilities, and owner’s equity

(Profits or losses from the income and expense report cause 
changes in the owner’s equity on the balance sheet)

Other Monthly Reports in Financial 
Statement

Rent Roll: 
Details vacancies (which units are vacant for how long)
Use in conjunction with the Income and Expense Report 
& Aged Receivables Report to evaluate occupancy & rent 
collection

Aged Receivables Report:
Shows past due receivables including rents by 30/ 60/ 90 
days

Aged Payables Report: 
Shows invoices received but not paid

Others you use regularly?
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Waterfalls: How Positive Cash Flow of the 
LIHTC Property is to be Distributed

The Limited Partnership 
Agreement describes how the 
profits and losses and housing 
tax credits are shared (based 
on partners' percentage 
ownership interests)

The General Partner 
(managing partner) receives a 
larger share of any positive 
cash flow, in the form of fees 
for services

Example of a Waterfall Provision:
Replacement Reserve
Operating Reserve
Deferred Development Fee
Investor Services Fee
Resident Services Fee (after 
2003) 50% to GP and 50% to 
HOME Loan accrued interest and 
principal balance
HOME Loan equal amount to 
unpaid accrued interest and 
principal balance
HOME unpaid accrued interest
HOME principal balance
Partnership Administrative Fee
Incentive Management Fee
.01% to GP and 99.99% to LP

EXERCISE 2:
1: Translate financial statements to proforma model:

2. Discuss the following questions: 

A. What view does this provide that is not provided in GAAP?

B. What view do the accountants feel is missing in the Proforma 
model?

C. What do these views give you that are not available in audit?

D. What does the audit provide that is not available in either of 
these views?

3. Assign reporter

Exercise 3:
Roles in Financial Management

Asset 
Management: Accounting:Shared:
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Fiscal Roles

Prepare monthly financials
Identify and take action to improve performance
Manage expenses
Project impact of properties on portfolio
Reports to lenders
Reports to investors
Annual budgeting
Monitor and maintain compliance 
Fiscal compliance with funding source requirements
Establish and maintain internal financial controls (fraud prevention)
Long term planning (Year 15, refinances)
Prepare board reports and support board decision making
Monitor and project capital needs & reserve balances
Organizational budget & financials
Project audits & tax returns
Organizational audits/ 990s
Establish and implement cost allocation plan

3rd PARTY 
PROPERTY 

MANAGEMENT 
FIRM, PRESIDENT

PROPERTY 
MANAGER 

ONSITE 
MANAGER

NON-PROFIT 
EXECUTIVE 
DIRECTOR

CHIEF 
FINANCIAL 

OFFICER
ACCOUNTANT

HOUSING 
LEAD/ ASSET 

MANAGER

RESIDENT 
SERVICES 

COORDINATOR

COMPLIANCE 
OFFICER 

BOARD OF 
DIRECTORS

Owner and Property Manager Communication & 
Management Relationships

KEY: 
Direct contract management relationship (external)
Information sharing, problem solving          
Supervisory relationship (internal)

Property Manager Non-Profit

Compliance Chart Template, cont.

Other

Tenant Files/
Surveys/ Record Keeping

Physical Inspections

Reserve Requirements

Financial Reporting & 
Standards

REPORTING REQUIREMENTS

Other Standards & 
Requirements

Other Insurance Coverage

Liability Insurance

Property Insurance

INSURANCE REQUIREMENTS

Monitoring

Requirement

GP 
Loa

n

City of 
Portland, 

Sewer 
Loan

Partner-
ship 

Agree-
ment

LIHTC 
Alloca

-
tion

OHCS –
Housing 

Trust Fund

PDC 
HIF

PDC 
CDBG

First 
Mortgage 

Lender

TENANT SERVICE REQUIREMENTS
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Compliance Chart Template, cont.

Other

Tenant Files/
Surveys/ Record Keeping

Physical Inspections
Reserve Requirements

Financial Reporting & 
Standards

REPORTING REQUIREMENTS

Other Standards & 
Requirements

Other Insurance Coverage
Liability Insurance
Property Insurance

INSURANCE REQUIREMENTS
Monitoring
Requirement

GP 
Loa

n

City of 
Portland, 

Sewer 
Loan

Partner-
ship 

Agree-
ment

LIHTC 
Alloca

-
tion

OHCS –
Housing 

Trust Fund

PDC 
HIF

PDC 
CDB

G

First 
Mortgage 

Lender

TENANT SERVICE REQUIREMENTS

DAY 2:

Welcome

TIMELINE….. Financial Market: How we got here
< 1930’s Mortgages required 50% down and 5-year terms.

System collapsed in the Great Depression
1933 Glass-Steagall Act established FDIC and banking reforms, e.g. separating investment and 

commercial bank functions
1934 FHA created to insure mortgage lenders from default

Resulted in lower down payments and 30-year fixed terms
1938 Fannie Mae (GSE) created – to buy FHA insured loans and resell as securities, i.e. 

creation of a secondary mortgage market
Homeownership jumped from 44% in 1940 to 65% in 1970

1970’s Interest rates rose drastically – as high as 21%
Introduction of Adjustable Rate Mortgages (ARMS)

1980 Federal law (DIDMCA) prohibited states from limiting the interest rate that could be 
charged on first mortgages

1980’s S&L crisis – first collapse of American financial institutions since Great Depression (cost 
federal government $160 - 200 billion)

1986 Tax Reform Act eliminates non-mortgage interest as a deduction
1990’s Subprime and alt-A (alternative documentation) mortgages

Wall Street securitizes these loans
1999 Barriers among banking, securities and insurance relaxed

Gramm-Leach-Bliley Act repealed Glass-Steagall provisions that prohibited banks from 
owning other financial institutions

2000’s Subprime and alt-A mortgages grow
2000-06 Subprime mortgages triple from $216 to $600 billion and alt-A mortgages grow from $68 to 

$400 billion
Homeownership jumped from 64% in 1995 to 69% in 2005

2005 Housing prices stabilize/decrease in many markets and interest rates begin to rise

By 2007 14% of subprime and 9% of alt-A mortgages were delinquent
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Sample Criteria from Enterprise for Selecting Projects for 
Investment

1. Financial Capacity
a. Liquidity
b. Ability to meet short and long-term liabilities, including contingent 

liabilities
c. Diversification and/or reliability of operating sources; operating history
d. Cash flow outlook

2. Organizational Capacity
a. Stable and capable senior leadership
b. Adequate staff to carry out the organization’s activities
c. Adequate governance (board)
d. Enterprise Asset Management Feedback

3. Portfolio Performance
a. Cash flow
b. Watch lists/ risk ratings
c. Development performance: delivery of LIHTC benefits

4. Market Environment of Organization
a. Local subsidy/ policy environment
b. Condition of local real estate market Enterprise

September 18, 2008

Repositioning Your Property
or Portfolio

Good management trumps 
bad markets

Excessive debt trumps good 
management

Inadequate rehabilitation 
trumps debt

Expense controls are rarely 
the driver of long term 
problems

Courtesy of Len Tatem, Consultant, NeighborWorks Workout Clinic, 2008
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Net Cashflow per Year (organizational goals)
Net Cashflow PUPY
Net Cashflow as % Gross Revenues
Net Cashflow as % Total Operating Expenses

Net 
Cashflow

Debt Coverage Ratio (over time)
Debt Payment Per Unit Per Year

Debt
Structure

Operating Expenses per Unit per Year
Expense Categories per Unit (e.g. Maintenance)
Expense Categories as Percent of Total Expenses

Expense Side

Gross Potential Rents Compared to Maximum 
Achievable
Occupancy Rate
Collection Rate

Revenue Side

FINANCIAL INDICATORS

W
hy

: C
au

se
s

R
es

ul
t

Internal Constraints: Setting Rents = 
Balance of Mission & Financial Goals 

Revenue Side Issues:

Maximum Achievable

Maximum 
AchievableMarket

Constraints: Lesser of Market &
Maximum Allowable = Maximum Achievable <of =

Gross Potential 
Rents

OR

Net Rental 
Income

Vacancy Loss: Not just one issue 
“Solving Vacancy Problems”

Collected 
Rents

- Vacancy

Collection Loss: If you are going to 
provide a rent subsidy, who do you want 
it to go to?

- Bad Debt, Receivables

Revenue Side Calculations
Setting Rents

Calculating Maximum Allowable Rents
Determining Market Rents

Calculating Effective Gross Income (Net Revenues)
Loss to Lease
Concessions
Calculating Vacancy (physical occupancy vs economic vacancy)
Calculating Collection Loss

Economic Occupancy: Collected Rents as % of Gross Rents

Setting Rents Resident Housing
Rental Revenue Burden
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Analysis of Expense Cost Categories Between Affordable and Market 
Housing

Operating Cost 
Categories

King County Study Market per Dupre & Scott
2006  

Average per 
Unit

% of Total 
EGI

2006
Average per 

Unit

% of Total 
EGI

Property  Management 
Onsite and Fees $1,136 37% $1,157 11%

Resident Services $1,452 14% $0 Not listed

Legal and Accounting $196 3% In off-site mgt
Insurance $353 5% $235 2%

Real Estate Taxes $46 1% $868 8%

Marketing $38 1% $166 2%

Security $160 2% In Misc.

Combined Maintenance $1,160 16% $1,107 11%
Utilities $840 12% $1,156 11%

Telephone $83 1% In off-site mgt

Misc $422 4% $410 4%

Misc Costs include:
bad debt, concessions, 
lease payments, fees

cable, pool, rec rm, security & high legal

1,2871,3901,1191,1451,293
Maintenance/ Repairs/ 
Turnover/Landscape

1,0946849317511,069Utilities and Telephone

273389318316280Management Fee Per Unit Per Year

SPECIFIC COST CATEGORIES

100%100%100%100%100%

6%6%5%6%6%Insurance

1%-1%0%5%1%Reserve Contributions

6%8%9%13%7%Property Taxes

35%36%31%30%35%
Maintenance/ Repairs/ 
Turnover/Landscape

29%18%26%20%29%Utilities and Telephone

1%0%1%1%1%Professional Fees

22%32%27%26%22%Admins and Fees

BY PERCENTAGE OF TOTAL 
EXPENSES

$        3,721 $        3,823 $         3,557 $       3,774 $        3,727 Total Operating Expenses

50033127112559Number of Units

Properties > 
20 units

Properties < 
20 units2004 Bond2002 Bond 

Portfolio 
Weighted 
AverageEXPENSE CATEGORY

AVERAGES FOR PROJECT GROUPS

SAMPLE PROPERTY: ANALYSIS OF EXPENSES

Net Cashflow Calculations
Dollar Value  $400 – 600 PUPY

Net Cashflow = EGI – Total Op. Expenses – Debt (P&I)
Net Cashflow per Unit = Net Cashflow/ Total # of units (pupy)

Debt Coverage Ratio = 1.15+
NOI / Must Pay Debt Payments

Risk Analysis
Net Cashflow as % of EGI = Net Cashflow / EGI          3 – 6%
Net Cashflow as % of Operating Expenses = Net Cashflow/ 

Total Operating Expenses 7 – 15%

Messy stuff that reduces real dollars to organizations: capital 
expenditures, investor services fees, waterfall provisions
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Discussion of Impact of Incomes
on DCR

Median Income Served @ 30% @ 40% @ 50% @ 60% 
Annual Net Revenues (7% Vacancy) $4,046 $5,725 $7,405 $9,084

  less Operating Expenses  (per unit per year)* $4,200 $4,200 $4,200 $4,200

Net Operating Income per unit per year -$155 $1,525 $3,205 $4,884

Available Debt Service at 1.15 dcr $0 $1,326 $2,787 $4,247

Net Cash Flow Per Unit Per Year at 1.15 DCR -$155 $199 $418 $637

Operating Expense to Net Revenues Ratio 104% 73% 57% 46%

   Net Cash Flow as % operating expenses -3.7% 4.7% 10.0% 15.2%

   Net Cash Flow as % net rents -3.8% 3.5% 5.6% 7.0%

SAMPLE 2:  TWO BEDROOM APARTMENT, ONE UNIT

EFFICIENCY RATIO

Total Operating Expenses
Gross Potential Rent

WARNING!

Operating Expenses as a Percentage of Rent and How that Effects DCR

-

0.20

0.40

0.60

0.80

1.00

1.20

1.40

1.60

1.80

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29

D
eb

tC
ov

er
ag

e 40%
50%
55%
60%
65%
70%

Op Exp 
Ratio

1.10

Inflator on income = 2%/year
Inflator on expenses = 3%/year
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Exercise 4: Indices
Calculate the following:

1. Vacancy Rate
2. Collection Loss
3. Economic Occupancy 
4. Total Operating Expenses PUPY
5. Net Cashflow (Total)
6. Net Cashflow per Unit per Year
7. Net Cashflow as % of EGI
8. Net Cashflow as % of Total Operating Expenses
9. Debt Coverage Ratio
10. Efficiency Ratio

Source & Uses Statements
For an LIHTC Entity

SOURCES
Debt (private)
Debt (public)
Debt (sponsor loan)
Equity (LP)
Equity (GP)

USES
Land acquisition
Construction
Development Costs
Holding costs, lease up interest
Replacement & Operating 
Reserves

Assets
o Cash (including reserves)
o Receivables 
o Land
o Building improvements
o Construction in Progress

Liabilities
Long Term Debt (private)
Long Term Debt (public)
Long Term Debt (sponsor loans
Short Term
Payables

Balance SheetSources & Uses Statement

Expensed items,
Not on balance sheet

Steps to Analyze Portfolio’s Financial 
and Physical Health

Project by project financial projections
Trend net cash flow over time using income 
and expense accelerators
Rent to market – maximum allowable vs. 
maximum achievable
Tenant incomes to rent restrictions
Analyze outstanding debt – sources and uses, 
prepayment penalties
Compare physical property conditions to 
reserves
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PROJECT
How is each project 

performing?

Net Cashflow per 
Unit
Debt Cover Ratio
Vacancy
Economic Vacancy
Expenses per Unit
Variances from       
Budget
Expense to 
Revenue Ratios
Reserve Balances

PORTFOLIO
As a whole, how is your 

portfolio performing?

Portfolio’s net cashflow
Percent of projects/ 
units stabilized, under 
construction, lease-up
Replacement Reserves 
& Capital Expenditures
Operating Reserves
Market Risks
Management Trends/ 
Risks (rents to 
allowable, vacancy, 
economic vacancy, 
expenses to budget)

ORGANIZATION
What is the fiscal strength 

of the organization?

Organization’s operations 
breakeven or above
Balance sheet, net worth
Quick response, liquidity
Control of revenue 
sources, type of revenues
Reserves
Credit worthiness, debt 
ratios, contingent 
liabilities
Trends over time

Financial Review Levels of Analysis

Asset Management Financial 
Performance Loop

Establish 
Performance 
Goals:
• Annual Budget
• Reporting format
• AM Plan

Communicate 
Goals:
• Property Manager
• Funders/ Investors

Analysis 
and review 
of financials

If not 
meeting 
goals, make 
corrective 
action

Developer Fees
Cashflow From Properties

Operating SupportFund 
Development

EXPENSES

NET SURPLUS (Deficit)

Allocated Shared & Admins

Other Income

Contributed Income

Government Contracts 

Service Fees

Development Fees

REVENUES

Shared 
CostsAdmins

Fund 
Develop-

ment
Other 

Programs
Resident 
Services

Property 
Manage-

ment

Property 
Develop-

ment

REVENUE STREAMS FOR HOUSING NON-PROFITS
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OHCS 
Analysis of Income & Expense: 2007

What Is a Concern?
What Would You Do To Fix It?
INCREASE REVENUES:

Raise Rents
Improve Occupancy
Improve Collections

CONTAIN EXPENSES:CONTAIN EXPENSES:
AdminsAdmins/ Staffing/ Staffing
InsuranceInsurance
UtilitiesUtilities
Effective Maintenance Effective Maintenance 

SpendingSpending

REHABREHAB

REFINANCE

Impact of Increasing Revenues vs
Decreasing Expenses

INCOME  2007 Year End ACTUAL 
Gross Potential Income 158,136                                   
Total Vacancy and Concessions (12,771)                                   
NET RENTAL INCOME 145,365                                   

Total Other Income 4,556                                       
TOTAL REVENUE 149,921                                   

EXPENSES:
Administrative 27,860                                     
Utility 29,993                                     
Turnover and Maintenance 10,208                                     
Taxes and Insurance 7,466                                       
Reserve Replacement Deposits 23,978                                     
         TOTAL EXPENSES 99,505                                     

 NET OPERATING INCOME 50,416                                     

Debt Service - Bank of America 52,078                                     
NET INCOME (LOSS) (1,662)                                     
Critical Asset Management Indicators
Economic Vacancy Rate -8.1%
DCR 0.97                                         
Net Cash Flow PUPY (25)                                          

Total Oper. Exp. PUPY 4,523                                      
Expense to Revenue Ratio 66%
Net Cash Flow as % of Revenues -1%
Net Cash Flow as % of Expenses -2%
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Impact of Increasing Revenues vs
Decreasing Expenses by 5%

INCOME  2007 Year End ACTUAL 
Gross Potential Income 158,136                                   
Total Vacancy and Concessions (12,771)                                   
NET RENTAL INCOME 145,365                                   

Total Other Income 4,556                                       
TOTAL REVENUE 149,921                                   

EXPENSES:
Administrative 27,860                                     
Utility 29,993                                     
Turnover and Maintenance 10,208                                     
Taxes and Insurance 7,466                                       
Reserve Replacement Deposits 19,003                                     
         TOTAL EXPENSES 94,530                                     

 NET OPERATING INCOME 55,391                                     

Debt Service - Bank of America 52,078                                     
NET INCOME (LOSS) 3,313                                       
Critical Asset Management Indicators
Economic Vacancy Rate -8.1%
DCR 1.06                                         
Net Cash Flow PUPY 50                                            

Total Oper. Exp. PUPY 4,297                                       
Expense to Revenue Ratio 63%
Net Cash Flow as % of Revenues 2%
Net Cash Flow as % of Expenses 4%

Impact of Increasing Gross Potential 
Rents by 5% vs Decreasing Expenses

84 Net Cash Flow PUPY 

1.11 DCR 

8.1%Economic Vacancy Rate

Critical Asset Management Indicators

5,516 NET INCOME (LOSS)

52,078 Debt Service - Bank of America

57,594 NET OPERATING INCOME

99,505 TOTAL EXPENSES

23,978 Reserve Replacement Deposits

7,466 Taxes and Insurance

10,208 Turnover and Maintenance

29,993 Utility

27,860 Administrative

EXPENSES:

157,099 TOTAL REVENUE

4,556Total Other Income

152,543 NET RENTAL INCOME 

(13,500)Total Vacancy and Concessions

166,043 Gross Potential Income

2007 Year End ACTUAL INCOME 

Impact of Decreasing Vacancy by 5% vs
Decreasing Expenses

INCOME  2007 Year End ACTUAL 
Gross Potential Income 158,136                                   
Total Vacancy and Concessions (4,900)                                     
NET RENTAL INCOME 153,236                                   

Total Other Income 4,556                                       
TOTAL REVENUE 157,792                                   

EXPENSES:
Administrative 27,860                                     
Utility 29,993                                     
Turnover and Maintenance 10,208                                     
Taxes and Insurance 7,466                                       
Reserve Replacement Deposits 23,978                                     
         TOTAL EXPENSES 99,505                                     

 NET OPERATING INCOME 58,287                                     

Debt Service - Bank of America 52,078                                     
NET INCOME (LOSS) 6,209                                       
Critical Asset Management Indicators
Economic Vacancy Rate -3.1%
DCR 1.12                                         
Net Cash Flow PUPY 94                                            

Total Oper. Exp. PUPY 4,523                                       
Expense to Revenue Ratio 63%
Net Cash Flow as % of Revenues 4%
Net Cash Flow as % of Expenses 6%
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Potential Management Issues:
Insufficient rent increases

Marketing, turnovers, screening

Rent collections problems

Management performance issues (e.g. 
on-site presence,development to asset 
management communications)

Deferred maintenance, turnover, 
inefficient maintenance, deferred capital 
improvements 

Impending needed capital repairs

No asset management capacity

Financial Indicators:
$ Gross potential rents compared 
to maximum allowable

$ Physical vacancy

$ Economic vacancy (aged 
receivables, bad debt expense 
plus physical vacancy)

$ Expenses compared to budget

$ Maintenance expenses (high or 
very low), capital expenses 
compared to budget

$ Replacement reserve balances

$ Net cashflow

Financial Feedback
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Kay Sohl Consulting

When Worlds Collide:
Accounting, Development, & 

Asset Management

Neighborhood Partnership Fund

October 28, 2008

Kay Sohl Consulting

Signs of Financial Health in a 

Nonprofit Organization?

Kay Sohl Consulting

Goals of Nonprofit Financial 
Management

• Achieve the Mission

• Liquidity: Cash when needed

• Solvency:  Positive Net Worth

• Compliance
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Kay Sohl Consulting

Nonprofit Compliance 
Framework

• GAAP 

• IRS

• Funding Agreements

Kay Sohl Consulting

Key Financial Goals in 

Affordable Housing 
Nonprofits???

Kay Sohl Consulting

Affordable Housing Financial 
Management  Goals

• Manage risks

• Identify and maximize 
opportunities

• Enhance sustainability and 
resiliency
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Kay Sohl Consulting

Affordable Housing Realities

• Multiple Entities

• Multiple Lines of Business

Kay Sohl Consulting

Multiple Lines of Business

• Housing Development

• Property and Asset Management

• Home ownership

• Resident Services

• Other human services

Kay Sohl Consulting

Multiple Entities

• Direct Ownership

• Single Asset Entities – HUD 811, 
202, LIHPRA

• Low Income Housing Tax Credit 
Partnerships or LLC
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Kay Sohl Consulting

Financial Impact ??

• Housing Development

• Rental Housing Operation

• Home sales

• Resident Services

• Other Services

Kay Sohl Consulting

Directly Owned Rental

• Property is an asset of core nonprofit

• Debt is debt of core nonprofit

• Profit/loss from operation impact 
core org’s net income

• Cash flow from property impacts core 
nonprofit’s cash

Kay Sohl Consulting

Directly Owned Rental

Developer Fee:

• Provides cash to core organization 
when collected

• Generally increases debt of core 
organization

• Only developer fees paid through 
grant funds are income
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Kay Sohl Consulting

Jargon Alert !!!

• Net Income (Profit/Loss) and Net 
Cash Flow are not the same thing

• Net Income is computed using Accrual 
Accounting (or A Cruel Accounting)

• Bliss of Accrual coming very soon !!!!

Kay Sohl Consulting

Nonprofit Single Asset Entity

• Property is asset of the separate 
entity

• Debt is debt of the separate entity

• Profit/loss from operation impacts 
the net worth of the separate entity, 
not the core nonprofit

Kay Sohl Consulting

Nonprofit Single Asset Entity

• Property management, asset 
management, resident services fees 
may be paid to the core entity

• Fees are expense of the separate 
entity and income to the core 
nonprofit

• Payment of fees results in cash to 
core entity
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Kay Sohl Consulting

Single Asset Entity

• Developer Fee is part of the cost of 
the asset recorded on the separate 
entity’s books

• Payment of Developer Fee increases 
debt of the separate entity

• Developer Fee is income to the core
nonprofit

Kay Sohl Consulting

LIHTC Entities

• 99%+ owned by investors

• Core Nonprofit is General Partner
with less than 1% ownership

• Property recorded as asset on the 
LIHTC books

• Debt, acquisition, and development 
costs recorded on the LIHTC books

Kay Sohl Consulting

LIHTC

• In the LIHTC 

assets – liabilities = owner’s equity

• Core nonprofit records its minority
interest in the equity of the LIHTC
entity as an asset on the nonprofit’s 
books



7

Kay Sohl Consulting

LIHTC Developer Fees

• Developer fee is part of the cost of 
developing the property – recorded 
on the LIHTC books as an asset

• Obligation to pay the Developer Fee 
is recorded on the LIHTC books as a 
liability

Kay Sohl Consulting

LIHTC Dev. Fee Impact

• Developer Fee from LIHTC is income
to the core nonprofit

• When LIHTC pays the Developer 
Fee, nonprofit receives cash

• When LIHTC defers payment of 
Developer Fee, nonprofit records 
receivable as an asset

Kay Sohl Consulting

LIHTC - Operations Impact

• LIHTC operating profit/loss 
increases/decreases the equity of 
the LIHTC

• Nonprofit records minority share
of the LIHTC net income/loss as 
income or loss – impacts 
nonprofit net income
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Kay Sohl Consulting

LIHTC Cash Flow Impact

• LIHTC net cash flow impacts ability
to pay Deferred Developer Fees or 
other Note Payable to the core 
nonprofit

• Core nonprofit may be required to 
contribute cash to LIHTC if severe 
cash flow problems persist

Kay Sohl Consulting

LIHTC Compliance Risks

• Nonprofit general partner responsible 
for compliance 

• For profit partners are at risk for 
losing tax credits if project not 
managed properly

Kay Sohl Consulting

Major Financial 
Challenges
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Kay Sohl Consulting

Developer Fee challenges

• Cost overruns or difficulty obtaining 
full financing may result in reduced 
Developer Fee

• Collection of full Developer Fee often 
depends on cash flow of property

Kay Sohl Consulting

Net Income from Operations

• Directly owned properties impact net 
income of core nonprofit

• Nonprofit single asset entities don’t 
directly impact net income of core 
nonprofit

• Minority interest share of LIHTC net 
income impacts core nonprofit

Kay Sohl Consulting

Cash Flow Impact

• Directly owned properties use/supply 
cash directly

• Separate entity cash flow determines 
ability of core nonprofit to collect 
Deferred Developer Fees, Notes 
Receivable, and fees for asset 
management or other services
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Kay Sohl Consulting

Consolidation ! ! !

A fascinating topic for accountants…..

More later on how accounting rules 
may require nonprofits to report 
income, expenses, assets, and debts of 
all the different entities (core, 
nonprofit, LIHTC) as if it were all one 
big entity !!!

Kay Sohl Consulting

Quick Quiz

• Why does the cash flow of separate 
entity properties matter to the core 
nonprofit?

• Why does the net income of separate 
entity properties matter to the core 
nonprofit?

Kay Sohl Consulting

Longer Term Impact

Poor financial performance by 
either directly owned and 
separate entity properties may 
damage the credibility of the core 
nonprofit and reduce 
opportunities for future 
development
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Kay Sohl Consulting

Financial Impact ??

Housing Development

Rental Housing Operation

• Home sales

• Resident Services

• Other Services

Kay Sohl Consulting

Home Sales

• Profit or loss on home sales impacts 
profit or loss of core nonprofit entity

• GAAP accounting requirements may 
distort measurement of profit or loss 
when projects extend over multiple 
years and combine grant $$ with debt

Kay Sohl Consulting

Home Ownership Accounting

• Record all grants and loans to finance 
construction

• Costs incurred are recorded in Housing 
Inventory asset account, creating basis

• Compute gain or loss on sale of home by 
subtracting basis plus sales expenses from sales 
price

• Single year profit/loss may not reflect true 
economic gain or loss on home sales
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Kay Sohl Consulting

Home Sale Delays

• May require use of the core 
nonprofit’s cash for debt service and 
maintenance

• Poor sales price may make recovery 
of the core nonprofit’s cash 
impossible as well as result in net loss 
on the sale which reduces nonprofit’s 
net income

Kay Sohl Consulting

Resident Services

• Expenses generally recorded in core 
nonprofit entity

• Funded through grants or fees from 
separate entities

• May create losses

• May be essential to sound operation
of property as well as mission

Kay Sohl Consulting

Financial Impact ??

Housing Development

Rental Housing Operation

Home sales

Resident Services

• Other Services



13

Kay Sohl Consulting

Core Management Goals

• Achieve mission

• Strong cash position 

• Adequate net assets

• Compliance 

• Confidence – community, funder, 
lender, investor

Kay Sohl Consulting

Healthy Nonprofit Needs

• Positive net income

• Sufficient Net Assets (equity) to 
withstand adversity and permit 
innovation/expansion

• Strong cash position

• Ability to achieve and document 
compliance 

Kay Sohl Consulting

Financial Management Cycle

• Plan

• Execute

• Record

• Report

• Monitor
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Kay Sohl Consulting

Financial Management
Info Needs 

• Legal structure for all projects

• Financing structure for all projects

• Compliance requirements for all 
grants, loans, or investor agreements

• All development and construction 
costs

• All debt transactions

Kay Sohl Consulting

Breakdowns in Info Flow???
• Developer/ accountant?

• Property manager/accountant?

• Asset manager/ accountant?

• Grant writer/ accountant?

Kay Sohl Consulting

Mysteries and Joys of 
Accounting
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Kay Sohl Consulting

Accounting

Comprehensive record of 
everything that happens that 
has financial impact on your 
organization

Kay Sohl Consulting

Accounting system organizes info 
from all transactions

• Checks written

• Funds deposited

• In-kind services and products 
received

• Obligations to pay others

• Others’ obligations to pay you

Kay Sohl Consulting

Transactions are sorted into 
categories

• Types of expenses

• Types of income

• Things you own -assets

• Things you owe- liabilities

• Your net worth- net assets
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Kay Sohl Consulting

Happy Financial Story!

In the beginning:

Assets – Liabilities = Net Assets
Then. . .

Revenue – Expenses = Net Income
The end:

Assets – Liabilities = greater Net Assets

Kay Sohl Consulting

Sad Financial Story 

In the beginning. . 

Assets – Liabilities = Net Assets
Then . . .

Revenues – Expenses = Net Loss
The end. .

Assets – Liabilities = reduced Net Assets

Kay Sohl Consulting

Nonprofit Accounting 
Framework

• GAAP 

• Federal funds requirements

• IRS requirements
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Kay Sohl Consulting

GAAP

• Generally Accepted Accounting 
Principles

• Standards used by CPAs to 
determine if financial statements 
fairly present the financial condition 
of the organization

• Set by the Financial Accounting 
Standards Board 

Kay Sohl Consulting

GAAP for Nonprofits

• Statements of Financial Accounting 
Standards:

– 116 & 117
– 124 & 136

• Emerging Issues Task Force: 
– EITF 04-05

Kay Sohl Consulting

Accounting Challenges

• Cash versus Accrual Method

• Chart of Accounts Structure

• Cost Allocation

• Restricted Funds
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Kay Sohl Consulting

More Challenges

• Development and Pre-
development Costs

• Debt and Debt Service

• Valuing investments in 
partnerships

• Valuing receivables

Kay Sohl Consulting

More Challenges

• Depreciation

• Reserves

• Treatment of Asset Management 
Fees

• Consolidation – dealing with 
multiple entities

Kay Sohl Consulting

Core Accounting Concepts

• Every financial transaction has 
2 impacts

• Cash doesn’t have to change 
hands for financial impact to 
occur
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Kay Sohl Consulting

Methods of Accounting

• Cash Basis

• Accrual Basis

• Modified Cash or Modified 
Accrual

Kay Sohl Consulting

Cash Basis Accounting

• Records Income when payment is 
received

• Records Expenses when payment is 
made

• Doesn’t record Payables or 
Receivables

Kay Sohl Consulting

Accrual Basis Accounting records

• Income – when earned

• Expenses – when incurred

• Cash

• Payables and Receivables
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Kay Sohl Consulting

Key Differences

• Cash Basis accounting records 
income when cash is received and 
expense when cash is paid out

• Accrual Basis accounting records 
income when it is “earned” and 
expense when an obligation to pay for 
something is incurred.

Kay Sohl Consulting

Accounts Receivable

• Right to receive payment is an 
asset

• Recorded at time when legal 
obligation to pay occurs

• Right to receive rent results in 
both rent income and an increase 
in Rent Receivable

Kay Sohl Consulting

Payments on Receivables

• Receiving payment for an 
obligation which has already been 
recorded as an Account 
Receivable is recorded as a  
decrease in Accounts Receivable
and an increase in Cash
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Kay Sohl Consulting

Accounts Payable

• Amount owed to another entity

• Record when you have incurred the 
obligation to pay –usually when you 
have received the goods or services

• Purchasing something on credit is 
recorded as both an expense and an 
increase in Accounts Payable

Kay Sohl Consulting

Paying Off Payables

• Making payment for purchases 
which have been recorded as 
Accounts Payable is recorded as a 
decrease in Accounts Payable and 
a decrease in Cash

Kay Sohl Consulting

Chart of Accounts Structure
• Line item categories: Assets, Liabilities, 

Net Assets, Revenues, Expenses
• Function tracking: cost centers for 

expenses: 
– Management, Fund Raising, Specific Programs

• Source tracking:
– Unrestricted, Temporarily Restricted, 

Permanently Restricted
– Individual Funding Sources
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Kay Sohl Consulting

Cost Center Accounting

System to identify the income and 
expenses which are generated by 
specific lines of business:

• Housing development

• Rental property operations

• Resident services

Kay Sohl Consulting

Cost Allocation

Systematic way to assign portions of 
costs which cannot be directly 

attributed to specific cost centers

(Pleasurable Topic for Day 2 !!!!)

Kay Sohl Consulting

Restricted Funds

GAAP accounting uses the word 
“restricted” to describe 
contributions made by donors 
who limit the nonprofit’s right to 
use the funds. 
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Kay Sohl Consulting

GAAP & Contributions

Contributions to nonprofits fall in 
one of three categories:

• Unrestricted

• Temporarily Restricted

• Permanently Restricted

Kay Sohl Consulting

Kay Sohl Consulting

Restricted Contributions

• Temporarily Restricted contributions
result in creation of Temporarily 
Restricted Net Assets (equity) until 
the restrictions are met.

• Permanently Restricted contributions 
result in Permanently Restricted Net 
Assets (equity)
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Kay Sohl Consulting

Kay Sohl Consulting

Purpose Restrictions on 
Contributions

• Donor specifies the use of the funds

• Restriction is fulfilled by using funds for 
the purposes specified

• Gift is recorded as Temporarily Restricted 
income when notice of the gift is 
received 

Kay Sohl Consulting

Time Restrictions on 
Contributions

• Donor specifies the time period in which 
the gift may be used

• Multi-year grants and pledges are 
recorded as Temporarily Restricted income 
when notice of grant or pledge is 
received

• Funds are released from time 
restrictions when collected and 
permitted to be used
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Kay Sohl Consulting

Timing for Recording Gifts

• GAAP requires nonprofits to record all 
contributions and pledges as income when 
notice of the award is received and to 
record fulfillment of restrictions as 
releases from Temporarily Restricted 
Net Assets 

Kay Sohl Consulting

Multi-year Grants

• Record the entire amount of the grant as
Temporally Restricted Grant Income on the 
date the grant award notice is received

• Record the entire amount of the grant as
Grants Receivable. Discount the amount to 
reflect the net present value of the stream of 
payments you will receive.

Kay Sohl Consulting

Record Use of Grant Funds

• Track expenses which meet the 
requirements of the grant

• Release amounts equal to the 
grant expenses from Temporarily 
Restricted.
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Kay Sohl Consulting

Kay Sohl Consulting

Impact of Multi-Year Grants

• May create appearance of a “profit” in 
the year the award is received

• May create the appearance of a “loss’ in 
the years in which grant funds are used

• Over the life of the grant the “profits”
and “losses” will offset each other.

Kay Sohl Consulting

Non-GAAP approach to Grants

• Record grants received in advance as 
Deferred Revenue.

• Each month, reduce Deferred 
Revenue and increase Grant Income 
by an amount equal to the total 
expenses of carrying out the activity 
funded by the grant.
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Kay Sohl Consulting

Kay Sohl Consulting

Language Challenge

• GAAP makes major distinction between 
contributions and exchange transactions

• GAAP distinctions parallel OMB distinctions 
between “vendor agreements” and “sub-
recipient” agreements 

• GAAP treats only contributions as 
“restricted”

• OMB applies restrictions to all federal 
funds

Kay Sohl Consulting

GAAP & Government Funds

• GAAP classifies most governmental 
contracts as exchange transactions 
which are considered “unrestricted”
as GAAP defines it

• Regardless of GAAP treatment, 
nonprofits must observe and 
document compliance with funder 
restrictions.
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Kay Sohl Consulting

GAAP Treatment of 
Government Contracts 
considered Exchange 

Transactions

Record income when nonprofit complies

with contract requirements by delivering

services or incurring allowable costs

Kay Sohl Consulting

Recording Government 
Payments

• Treat funds received in advance as 
Deferred Revenue

• Account for reimbursement contracts by 
recording Contract Income and 
Contract Receivable for amounts 
invoiced for reimbursement

• Payments received on reimbursement 
contracts reduce Contracts Receivable

Kay Sohl Consulting

Tracking Government Funds

• Code income to correct source

• Identify all requirements applicable to the 
source:
– OMB A-110
– OMB A-122
– OMB A-133
– Other?
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Kay Sohl Consulting

Tracking Expenses charged to 
Government Sources

• Requires cost center accounting

• One program may have multiple 
sources of funding

• Contract cost center may be portion of 
program cost center coded to specific 
funding source

Kay Sohl Consulting

Kay Sohl Consulting

Development Accounting

• Use pre-development cost center to 
track initial costs  

• In a directly-owned project, costs of 
acquisition/construction/rehab are 
recorded as an asset
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Kay Sohl Consulting

Separate Entity Development

• Establish complete general ledger 
records for separate entity

• Transfer any development costs 
processed through core nonprofit to 
the separate entity

• Separate entity records the asset and 
debt associated with development

Kay Sohl Consulting

Development Info Needs

• Legal structure and documents 

• Loan agreements and loan draw-
downs

• Contractor invoices and payment 
authorizations

• Funding source agreements

Kay Sohl Consulting

Developer Fee Accounting

• Directly owned properties: 
developer fees paid through draw 
down of loan funds

• Record Developer Fees as 
increase in debt, not income
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Kay Sohl Consulting

Developer Fees –
Separate Entities

• Core entity records developer fee 
as income

• Separate entity records 
developer fee as part of basis in 
property (asset)

Kay Sohl Consulting

Debt 

• Legal obligation of one entity to pay 
another entity –

• The entity entitled to receive the 
payment records a Receivable (Asset)

• Entity which is obligated to pay, 
records a Payable (Liability)

Kay Sohl Consulting

Info flow challenge

• Lender may disburse funds directly to 
contractors – resulting in debt for the 
owner of the property without cash 
passing through the owner’s accounts

• Accountant needs trail of all loan
draw downs authorized and disbursed
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Kay Sohl Consulting

Debt Service

• GAAP distinguishes repayment of 
principle from payment of 
interest

• Interest is an expense

• Repayment of principle is a 
reduction of the liability not an 
expense

Kay Sohl Consulting

GAAP Financial Statements

• Interest portion of debt service 
payment is reported as an expense on 
the Profit and Loss Statement

• Principle portion of debt service 
payment appears as reduction in 
Liability on the Balance Sheet

Kay Sohl Consulting

Valuing Investments in GAAP

• Record at cost

• Adjust to market value if readily 
determined (i.e. stocks)

• Adjust equity in partnerships by gains 
and losses generated by the 
partnership
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Kay Sohl Consulting

Valuing Receivables

• Receivable is one entity’s right to
receive payment from another entity

• Record at the Net Present Value

• Net Present Value reflects the time 
value of money – a dollar today is 
worth more than a dollar in 3 years

Kay Sohl Consulting

Collectability Matters

• Owner of a receivable must 
determine the how likely it is that it 
will receive payment from the entity 
which owes the money

• Reduce the value of the receivable to 
reflect that it is unlikely to be 
collected

Kay Sohl Consulting

Impact of Troubled Properties

• Cash flow problems in separate 
entities limits their ability to pay fees 
or debts to the core nonprofit

• Core nonprofit must consider 
whether to reduce the value of 
receivables from the separate entities 
if there is substantial doubt on ability 
to repay
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Kay Sohl Consulting

Depreciation

• An expense which reflects the 
value of the use of asset over 
time

• Depreciation expense is offset by 
an entry to Accumulated 
Depreciation, a contra-asset

Kay Sohl Consulting

Kay Sohl Consulting

Impact of Depreciation

• Depreciation increases expenses but 
does not use cash

• Recording Accumulated Depreciation
reduces the value of the asset on the 
Balance Sheet
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Kay Sohl Consulting

Simple Example

• Nonprofit buys a van for $20,000. Van 
is estimated to have useful life of 5 
years.

• Each year, nonprofit records $4,000 in 
Depreciation Expense and $4,000 in 
Accumulated Depreciation

Kay Sohl Consulting

Example - continued

• At the end of 5 years, the Asset 
section on the Balance Sheet shows:
Investment in Van $20,000
- Accum. Deprec (20,000)

Net Book Value 0

Kay Sohl Consulting

Reserve Accounts

• Contributions to maintenance or operating 
reserves are generally not considered 
expenses in GAAP accounting

• Reserve accounts are generally considered 
assets of the property owner

• Transferring funds to or from a reserve 
account is moving $$ from one asset to 
another
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Kay Sohl Consulting

Accounting/ Cash Flow 
Differences 

• Investment in assets

• Depreciation

• Borrowing

• Repayment of Debt principle

• Contributions to reserves

• Use of reserves

Kay Sohl Consulting

Asset Management Fees

• Core nonprofits incur expenses for 
providing asset management for 
properties owned by separate entities

• If separate entity agrees to pay a fee 
for asset management, the fee is 
income to the core nonprofit and 
expense to the separate entity

Kay Sohl Consulting

Consolidation ! ! !

What we’ve all been waiting for
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Kay Sohl Consulting

Consolidation

Consolidated financial statements 
present the Balance Sheet and 
Income Statement as if revenues, 
expenses, assets, liabilities, and 
net assets of the core nonprofit 
and the separate entities were 
put together

Kay Sohl Consulting

Consolidation is Required If. .

• Core nonprofit has control and 
economic relationship with a separate 
entity

• Control for nonprofit separate 
entities exists through controlling the 
appointment/ removal of a majority 
of seats on the separate entity board

Kay Sohl Consulting

EITF 04-5
• FASB Emerging Issues Task Force –

effective for fiscal years beginning after 
12-15-05

• Investor’s Accounting for an 
Investment in a Limited Partnership
When the Investor is the Sole General 
Partner and the Limited Partners have 
Certain Rights

• www.fasb.org/pdf/abs04-5.pdf
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Kay Sohl Consulting

EITF 04-5

• Clarified meaning of 
CONTROL when the General 
Partner has a minority 
ownership interest

Kay Sohl Consulting

Consolidation is Required if:

• General Partner (GP) has control over the 
Limited  Partnership regardless of holding a 
minority interest.

• GP is presumed to have control unless:

– Limited Partner (LP) has “kick-out” rights
– LP has “substantive participating rights” –

examples: budget approval, hiring or 
termination of property management company

Kay Sohl Consulting

Reporting Challenges

Internal users:

• Executive Director,  construction, 
program, and asset managers

• Board of Directors 

External users:

• Lenders, investors, funders, IRS
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Kay Sohl Consulting

Board Info Needs

Evaluate financial health:
• Cash position
• Net assets
• Risks and opportunities

Evaluate management performance
• Progress toward targets
• Compliance

Kay Sohl Consulting

Management Info Needs

• Financial health

• Compliance

• Progress toward targets

• Cost center performance

• Risks and opportunities

Kay Sohl Consulting

Lender /Investor Info Needs

• Cash Flow

• Compliance

• Audited GAAP financial 
statements
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Kay Sohl Consulting

Board, management, lender, 
investor, funders and community

Need independent auditor 
assurances that financial 
statements fairly present the 
financial condition of the separate 
entity and the core nonprofit

Kay Sohl Consulting

A-133 and/or HUD Audits
• Include all standard independent 

audit procedures and reports

• Require additional testing and 
reporting on compliance

• Include findings on compliance and 
questioned costs

• Nonprofit response to findings and 
corrective actions undertaken

Kay Sohl Consulting

SAS 112

• New audit standard requires more 
rigorous analysis of risks of 
misstatement and design of audit 
procedures to test for significant risks

• Requires test of controls even when 
controls are deemed inadequate
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Kay Sohl Consulting

Impact of SAS 112
• Increased reporting of significant 

deficiencies or material weaknesses in 
internal control

• Increased auditor concern about 
independence – reluctance to 
perform audits for clients lacking 
sufficient expertise to form 
independent judgments about 
proposed adjustments

Kay Sohl Consulting

More SAS 112 Impact

• Higher audit fees

• More emphasis on auditor 
communication with Board of 
Directors
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When Worlds Collide:
Accounting, Development, & 

Asset Management

Neighborhood Partnership Fund

Planning Implications & Strategies

October 29, 2008

kay@kaysohlconsulting.net

Strategic Budget Structure

• Distinguishes income and 
costs of each line of 
business

• Determines the full cost of 
operating each line of 
business

kay@kaysohlconsulting.net

Budget Timeframe

• All resources which the core org 
will obtain or use in the fiscal year

• Incorporates the portions of 
grant budgets which will occur 
within your fiscal year
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Organizational Budget

• Projects all resources the org will 
obtain and use during the fiscal year

• Includes non-cash items including 
depreciation and in-kind contributions

• Focus on income earned and 
expenses incurred during year

kay@kaysohlconsulting.net

Organization Budget - continued

• Cost centers for management, fund 
raising, and program functions:
– Housing development
– Rental operations
– Asset Management
– Resident Services

• Sub-cost centers for each project in 
development, operating property

kay@kaysohlconsulting.net

Budget - continued

• Identifies income sources associated 
with each cost center

• Identifies any general operating
support- income not associated with 
specific cost centers

• Presents planned use of general 
operating support
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kay@kaysohlconsulting.net

Key Budget ????

• Which lines of business generated 
income which covers the full cost
and/or contributes a surplus?

• Which lines of business will operate at 
a loss?

• What resources will be available to 
subsidize lines that create losses?

kay@kaysohlconsulting.net

Key Planning ???

• Which lines of business generate income
equal to the full cost of the activity?

• Which generate income in excess of full 
cost?

• Which incur costs in excess of income?

• What resources will be used to close the 
gaps for lines which generate losses?

kay@kaysohlconsulting.net

Core Org Budget includes:

• Cost of providing asset management, 
resident services, etc. to separate 
entities

• Fee income from separate entities

• Resources which will be used to fill 
gaps between costs and fees
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Housing Org Budget Challenge

• Sources and uses of cash which 
are not revenues or expenses

• Impact of investment in assets

• Impact of borrowing and debt
repayment

kay@kaysohlconsulting.net

kay@kaysohlconsulting.net
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Need to know full cost of specific 
functions or services to:

• Set prices

• Make accurate requests for funding

• Measure profit or loss

• Compare costs to other providers

• Evaluate impact of potential changes

kay@kaysohlconsulting.net

To Determine Full Cost

• Identify primary functions/ cost 
centers

• Identify direct costs of each function
• Identify “shared” or “indirect” costs
• Determine reasonable method to 

allocate shared costs
• Full cost = direct cost + allocated 

indirect cost

kay@kaysohlconsulting.net

Core Nonprofit Functions

• Program

• Management/administration

• Fund Raising
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Administration/Management

• Financial management

• Board support

• Strategic planning

• HR management

kay@kaysohlconsulting.net

Seeking funds from government is 
generally considered administrative

rather than fund raising function

kay@kaysohlconsulting.net

Fund Raising

• Unsolicited requests for 
contributions

• All forms of contact with 
individual donors

• Most foundation grant-seeking 
activity
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“Program” Cost Centers

• Projects under development

• Operating projects – directly owned 

• Asset management for separately 
owned projects & directly owned

• Home ownership programs

• Resident services

kay@kaysohlconsulting.net

Behavior of Costs

• Direct Costs: costs which can be 
directly associated with a specific 
function

• Indirect Costs: costs which 
cannot be directly associated with 
a specific function

kay@kaysohlconsulting.net

Direct Cost Examples

• Cost of a program staff position

• Cost of reproducing materials 
used for a program

• Cost of renting space for 
program staff
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Indirect Cost Examples

• Rent for an office housing staff 
who work on programs, 
administration, and fund raising

• Costs for an executive director 
who does work in programs, 
management, and fund raising.

kay@kaysohlconsulting.net

Cost Allocation

Systematic way to assign 
portions of costs which cannot be 
directly attributed to specific cost 

centers

kay@kaysohlconsulting.net

Cost Allocation Plan

• Established by nonprofit

• Independent auditor evaluates 
reasonableness

• Must be applied consistently to all 
activities

• Multiple allowable methods of 
application
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Cost Allocation Methods

• Ratio of shared costs to direct costs

• % of staff time devoted to functions

• % of square feet devoted to functions

kay@kaysohlconsulting.net

kay@kaysohlconsulting.net
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kay@kaysohlconsulting.net

kay@kaysohlconsulting.net
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kay@kaysohlconsulting.net

kay@kaysohlconsulting.net

Cost Allocation Approaches

• Transaction by transaction allocation

• Pool shared costs – allocate pool total

• Use of “indirect rate” must be 
substantiated by tracking actual 
indirect costs
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Allocation Pitfalls

• Substantial expansion or contraction will 
impact allocated costs

• Many governmental funding agreements 
require prior approval for budget 
revisions

• Failure to obtain budget modification may 
result in disallowed costs

kay@kaysohlconsulting.net

Federally Negotiated 
Indirect Cost Rate

• Must receive federal funds 
directly

• Negotiated by nonprofit with 
federal cognizant agency

kay@kaysohlconsulting.net

Federally Negotiated Indirect 
Cost Rate- continued

• Identifies direct and indirect cost 
elements

• Requires consistent application of 
rate to all functions whether paid 
for with federal or other sources

• Requires documentation and 
adjustment
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kay@kaysohlconsulting.net

kay@kaysohlconsulting.net

Alternative to Federally 
Negotiated Indirect Cost Rate

• Written cost allocation plan

• Consistent application of the cost 
allocation plan to allocate shared 
costs 
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Grant Budget Issues

• Funder preferences and prohibitions

• Funding core operating costs

• Funding administrative costs

• Relationship of project budget to 
overall budget

kay@kaysohlconsulting.net

More Grant Budget Issues

• Multiple funders for one project

• Timing of proposals and decisions

• Multi-year proposals

• Sustainability

kay@kaysohlconsulting.net

Covering Operating Costs in 
Project Grant Budgets

• Foundation guidelines often prohibit 
indirect costs

• Portions of management, occupancy, 
and other overhead costs  may be 
permitted

• New costs versus shares of existing 
costs
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