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What is a community association audit?
A financial audit is a detailed, methodical, and objective examination of 

accounts and all other items that support an association’s financial statements. 
The audit covers the statements themselves, plus the annual budget, bank 
accounts, vendor contracts, reserve account, and other transactional records. 
The goal is to identify risks – the likelihood that something has gone or will go 
wrong in the financial operation of the association. The process, conducted 
by a Certified Public Accountant (CPA), can be time-consuming, but identify-
ing issues now helps avoid future major problems.  

Risk assessment — review of association operations
Your CPA will need to gain a good understanding of the association’s 

business and financial operations. In advance of the first meeting, you should 
make the following documents available for review: 
•	 Financial	records.	Financial statements for the year being audited. 

•	 Contracts. Includes those for the management company and all regularly 
paid vendors. 

•	 Board	meeting	minutes. One year’s worth of documents. 

•	 Covenants	and	other	association	documents. Includes by-laws, stan-
dards and use restrictions, etc. 

•	 Reserve	 study.	 If you don’t have one, you may be in breach of your 
obligations. 

It’s also good practice to assign a contact person from the board and man-
agement company to field potential auditor questions. 

When to conduct an association audit
There are several situations where an audit may be required or requested:
•	 New	board	of	directors	or	new	management	company.	Ensure that 

the new team or company is starting fresh, without any concerns about 
prior issues or inconsistencies. 

•	 Developer	 or	bank	 turnover. While there aren’t too many developer 
turnovers, this is a good opportunity to make sure there are no unpaid bills 
or other liabilities.

•	 Covenant	requirement.	Many covenants require an annual audit or review. 
As a board member, it becomes your fiduciary responsibility to comply. 

Potential issues identified during an audit
During the audit engagement process, HOA clients will often ask about 

the types of risks or issues that may be uncovered during an audit. Every 
association audit is different, but here are some of the more commonly 
identified issues:
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•	 Nothing.	This is a very good thing 
and worth confirming at least 
every few years unless your cov-
enants mandate a shorter window. 

•	 Contract	discrepancies. The most 
common issue is that payments to 
vendors don’t match the contracts. 
This may simply be due to a cleri-
cal error or may be a symptom of 
a larger issue. 

•	 Missing	 tax	 returns. You would 
be surprised at how many HOAs 
have not recently (or ever) filed a 
tax return. You must file an annual 
federal and state return. 

•	 Financial	statement	discrepancies. Each line item on the income state-
ment must match a specific budget area. As board members and manag-
ers change and the neighborhood grows, it is not uncommon for one to 
change without an update to the other. 

Audit costs and alternatives
A community association should expect to pay about $5,000-6,000 for a 

full audit. There are some alternatives that may accomplish some of the goals 
associated with a full audit without the same time and expense requirements. 
•	 Agreed-upon	procedures	engagement. This is essentially an audit with 

specific areas of focus, rather than a complete audit. It is still a very detailed 
look, but is less costly and can be tailored to meet tighter budgets. At a 
minimum, you could look at cash receipts, cash disbursements, and vendor 
contracts. The price for this engagement is around $3,000-4,000. 

•	 Review.  This is more of a cursory look at the financial statements confirm-
ing that they conform to Generally Accepted Accounting Principles (GAAP). 
Since they are limited in scope, financial reviews may cost around $2,500. I 
don’t often see actionable results that justify this lower expense.

•	 Compilation. This is just a basic presentation of financial statements without 
expressing any assurances on them. I mentioned this option simply because 
some companies offer it as an audit alternative. In my opinion, it is not.

When a full audit is not required, we typically recommend agreed-upon 
procedures engagements. It is more cost effective than a full audit, and most 
associations have some specific areas of concern that can be adequately 
addressed through this more targeted approach. We do not recommend 
financial reviews or compilations, as neither does an adequate job of identify-
ing current issues or potential risks. n

With	 new	 homeowner	 association	 (HOA)	 boards	 in	 place,	
now	 is	 time	of	 year	when	 requests	 for	 financial	 audits	 start	
increasing.	What	 is	an	audit?	Do	we	need	one?	What	will	 it	
cost?	This	article	will	answer	these	questions	and	present	an	
effective	alternative	to	a	full	audit.	


