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Is Your Real Estate Entity Ready

for an Audit?

If vou are in the process of sccuring permanenmt -
nancing or rasimg common or preferred eomty from
an institutional investor Lor voor real cstate entinyg voo
might have been asked 1o provide andited Anancial
statements. That could sound daunting for those unfa-

miliar with the audit process, but it doesu’t have o e

The wery hrst step s o uncderstand what a hnanceal
atatement audit is. A Anancial statement andic i the
examination ¢f an entity’s Anancial statements and ac-
companving disclosures by an independent anditon. An
ancht 15 the highest-level assurance service a certibied
public accountant (CPA| performs w provide “reasom-
able assurance™ abour whether the Anancial statemenis

are free from material misstatement,

Whale selecoang and engagng the CPA firm thar well
b performing the audic s essendal, designaing a wam
within your eompany that will oversee and facilitate the
andit process is also of vomost importance, This team
should be comprised of accountng and hnance profes-

stomeals as well as I'T professionals.

Onee the company's and andit wams are selected, a
planmng meenng should be held, preferabily o persomn,
it conditions allow: "This s an opportumty for the: teams
tor wet to know each other and establish olear hoes of
communication that are instrumental in ensuring the
audit process runs efficiently. The wams should collab-

orate o an agenda foe the meenng,

At a mimirmem, the topics below shonld bee adelressed:
1z Ower
all marker conditons, 1t is essemial for the andice

iew of the company’s operations and overs

toy understand the business and the indousiey mowloch
the company dperates.

Z: Clurrent vear activity: Were there any significan
transactions during the vear! Transactions typically
have aceounting and anditing implications. Propern
acopusitions dispositions,  retmances, re-capitalia-
tns areel simalar wems should be discussed 1o deral
and will e focus arcas for the anditors,

3: Substantial development/constetion, changes
i oprerations, loss of significant tenants, pending
or threatemng hingaton and any other factors tha
could have an impact on Anancial reporting,

4: J:-l'I\LI'l"."ll_L'\I thar the anditors |.II'II'-iI.|'I' a clesr lisy of
requested fems subsequent 1o the meeting

& Esablishing a clear tdmeline for when requesis
are doe to the anditor and when the audicors” report
15 exprected] to be released v satisfv lender or investor

cleadlines,

After this meeting and onee the avditors” request lis
has been provided, the company™s aodit team shoold
re-grromgr b elisenss the st i deeail and assign responsi-
bilities. Most of the anditors’ roCjueELs will b items thia

any accounting department will have readily available,

Henwever, some mught recuure addinonal preparation;
therefore, it is important to review the lst carly on and
have sufficient time w0 ask the auditor any follow-up

f|uestions,

A tvpacal auditor wash bt for a real estate enoey would
include the following:

1z Trial balance and general ledger,

2: Internally prepared financial statements,

3¢ Approved hoadgers,

4t Internal control svstem narratives,

S: Management’s golng concern assessment,

6z Cash reconciliations, AR and AP aging

T2 Fixed assets, debit, and equity roll forwards.

8: Bent molls, scheduale of strajght-line rent aned fu-

LUre EEIATEITE TeTis,

9z Schedule of related party ransactions,

10 Parmership and debt agreements,

Whale the abene st s oot comprehensmve, 1t should
prowide a selid starting point for the auditors,. Cnee
their planming phase has been completed, the audivors
will make selections from these documents and request
addibonal support. Addibional requests typreally me-
clude mwtees, canceled checks, leases, bank statemenes
and any other documentation that can be used o sup-

provt the company’s accounting records,

A company going through its brst inancial staterment
aneit s not aosimple tasks boswever, the aodit process
will be much smoother with careful planning and

preparation,

Establishing a dedheated team and consistent comna-
nication with the anditors will ensure tmely comple-
tion of tasks and allosw for financial statement de |.:".'l.'l"!|'

within the esmblished deadiines



