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Sub topics 

 Loan Confirmations 

 Loan Loss Reserve 

 Accrued Interest Receivable 

 Footnote Preparation 

 Schedule of Federal Awards 

 Management Discussion and Analysis 

  Documentation, Documentation….. 



Knowing what to 

expect and being 

prepared will make 

your audit 

smoother. 

The Auditors are Coming! 



LOAN CONFIRMATION LETTERS 

 Purpose is to provide verification of loan 

terms, balances and authenticity of loan 

clients. 

 Letters might not be useful depending upon 

sophistication of loan client’s bookkeeping.  

 Who should prepare them?  



 Typically you will prepare the letters 

◦ Save money-the auditors will charge for this and 

you have the records and capabilities to do them. 

◦ Letters are mailed directly to loan clients with 

instructions and return envelopes to mail their 

reply directly to the auditor. 

 Why this doesn’t work  

◦ Loan Clients might call you to get the information 

to use to complete the form!  

◦ Delinquent clients will not open or return the 

forms. 



 Be upfront with auditors  

◦ If loan clients are not completing the form 

themselves tell the auditor. 

 

◦ Our case-this was happening we spent hours 

preparing the letters, mailing them out, and then 

answering the multiple phone calls for information. 

I told the auditors and they said stop mailing the 

letters that they would do alternative testing on 

the loans. 

◦ Actually made our lives easier and cut costs!  



Loan Loss Reserve 

 Loan program 

requirements 

 EDA-RLF follow your 

own plan document 

 USDA-IRP  

Mandatory USDA-

RD 3% of loans 

outstanding 

 ARC-RLF follow 

your plan document 

 

 GAAP requirements 

 If probably not 

collectible in full 

 Amount can be 

reasonably estimated 

 Purpose is to 

properly measure 

value of Loans at 

given time. 



How to estimate loss reserve 

 No one knows your loan clients better 

than you-definitely not the auditor 

 Document your rationale in assigning 

uncollectible percentages or amounts. 

 If well documented and supported then 

the auditors are likely to agree with you 

 So how do we do it? 



Loan Client: Mom and Pop Grocery 

 Loan made 2005 $100,000  for 15 year term 
at 4% current balance is $72,065. 

 Collateral is real property, equipment  and 
personal guarantee 

 Haven’t been able to make normal payments 
for 2 years, they make sporadic payments 
and are able to pay the interest 

 Mom and Pop are now in 70’s and business 
keeps declining as the neighboring business 
shut down and the property is vacant. 



Mom and Pop Grocery 

 
 Would we value the loan at full value or 

should it be reported at a lesser amount? 

 

 What factors influence your decision? 

 

 



Mom and Pop Grocery -2  

 Same scenario except the neighboring 

vacant properties have just been sold to 

Staples. 

 

 Does this change your earlier answer?  



Accrued 

Interest 

Receivable 



 Most loan software packages will prepare a 
report calculating the unpaid interest on each 
loan as of a given date. 

 

 Is this all you need to do? 

 

 No, because if you have any loans that you have 
just created a loan loss reserve for then you 
probably shouldn’t record the interest due at full 
value. 



 Normally once you determine what 

percentage of each outstanding loan is 

collectible you can apply that same 

percentage to the accrued interest. 

 

 Document again and give worksheet to 

auditor to support valuation reflected on 

your financial statement. 



A patient was at her doctor's office after 
undergoing a complete physical exam. The doctor 
said, "I have some very grave news for you. You only 
have six months to live." 

 

The patient asked, "Oh doctor, what should I do?" 

 

The doctor replied, "Marry an accountant." 

 

"Will that make me live longer?" asked the patient. 

 

"No," said the doctor, "but it will SEEM longer." 

 

 



Footnote preparation 

 Preparing the 

footnotes yourself 

will not only save you 

money but will lessen 

your stress level.  

 Auditors will provide 

the template they 

use for the 

Footnotes 

 so all you might need 

to do is update the 

amounts   







Schedule of Expenditures of Federal 

Awards (SEFA) 
 

 

 Almost done! 

 

 Schedule lists each grant or federally 

funded program within the grant period. 





What numbers go into the SEFA? 

 Each loan program has a guide as to what 

makes up the valuation to include in the 

Expenditures of Federal Awards. (A-133 

Supplement) 

 Example: 

◦ USDA-IRP Program for MOVRC June 30,2011 

 RLF Receivable 6/30/11          $1,069,131. 

 Add Cash Balance 6/30/11      232,507. 

 Add Admin Expenses FY10       15,583. 

 Total Reported Federal Expenditures $1,317,221 



Management Discussion and 

Analysis  (MD&A) 
 If you are already doing this great! 

 If not it is very helpful for readers of your 

statements or give users a quick glimpse 

into your recent year. 

 Make it short, easy to read and graphic 

 Just the highlights and major 

accomplishments 

 



MOVRC outline  

 Financial Highlights-bullet points about # 

people served in programs, #loans closed, 

#jobs created, $ funds leveraged, 

#infrastructure jobs and size  

 

 Describe the sections in the audit report 

and what they contain (Stmt Activities, 

Cash Flow etc. 



 Reporting on Financial Activities-boring 

but necessary.  This years # compared to 

last years # for Revenue and Expenses. If 

significant variances –why. 
 We use graphs here to show revenue by source and 

expenses by function 

 

 Description of Major funds/programs. 

Like new program started or old one 

finished 

 

 

 



 General economic factors in region and 

impact on the agency 

 

 Lastly who to contact for questions 

 

 

 Templates and examples can be found on 

internet. Just follow along and customize 

to your agency. 



DOCUMENTATION, 
DOCUMENTATION …. 

 Items to always give to auditors 

◦ Listing of loan clients in collection status and 

copies of any legal actions filed. If on going 

relationship with auditors you only have to give 

current year data. 

 

◦ Listing of all outstanding loans-should support the 

value placed on the financial statement 



 Listing/worksheet of loan loss reserve 

calculations-make sure it ties to the actual 

financial statements.  Typically a journal entry 

has been made to update the general ledger.  

 

 Any new regulatory updates to the program. 

Like ARC-RLF distressed counties. 

 

 Have available copies of reports filed with 

funding agencies.  



 Review loan files before the auditors 

arrive. You know they are going to ask for 

something you don’t have pulled for 

them-be ready when they ask. 

 

 If you know they always ask for something 

each year-go ahead and pull it for them 

and have waiting.  No need to let them 

call all the shots!  

 



Lastly- 

 They are doing you a service! 

 Don’t let this cause a migraine-unless you 

have something to hide or a simply nasty 

auditor 

 If you have a nasty auditor-you can always 

change auditor firms next year! 

 



And the 

auditors are 

satisfied and 

life returns 

to normal. 

Thank you and its Lunchtime………. 


