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In light of the unforeseen and unprecedented response to Hurricane Katrina by Rural
Development and the delayed receipt of the Engagement Letter from the Office of Inspector
General (OIG), the implementation of 7 CFR 3560.308(b), “Engagement Requirements,” until
June 30, 2006, will be as follows. This letter provides guidance for the borrowers’ financial
reporting for Fiscal Year (FY) 2005, which will be the same requirements as the previous RD
Instruction 1930-C.

For FY 2005, all projects will submit financial reports as follows:

Form RD 3560-7, “Multiple Family Housing Project Budget/Utility Allowance.” An

annual report of actuals for the full operating year will be submitted by the borrower, or
its agent, using Form RD 3560-7. The report will reflect the actual income and expenses
for the project for the borrower's 12 month operating year. The actuals must be
submitted using the same format as was used to submit the proposed FY 2005 budget.
The report will be submitted with the annual audit report or Form RD 3560-10 as
appropriate.

Miscellaneous Management Reports. These reports include, but are not limited to, the

following items that provide additional or unique information that augment or otherwise
support other management reports described in this section:

Minutes of annual meetings. Written record of annual meeting of organizational
borrowers who, by their organizational charter, are required to maintain such
written records.
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Miscellaneous items. These include other written or electronically stored data or
information such as financial or income/expense data, justification statements, or
other technical or informative material that stands alone or supports other
management reports described in this section, whether volunteered by the
borrower or requested by the Servicing Official.

For FY 2005, projects with 24 units or less.

Form RD 3560-10, “Multi-Family Housing Borrower Balance Sheet.” Form RD 3560-10
will be used for the verification of review of project accounts and the review verifier will
also review the actual data on Form RD 3560-7 for projects with 24 or fewer units unless
the State Director or Servicing Official determines that a project with 24 or fewer units
requires an audit for reasons of good cause. Such reasons include, but are not limited to,
situations where project records are incomplete or inaccurate, or it appears that the
borrower has not adequately accounted for project funds, or where the borrower's
operation consists of multiple projects where each project is 24 or fewer units (with
subsidiary reports prepared for each project).

The State Director or Servicing Official may authorize the initial verification of review to
cover a period up to 18 months for a new project whose first operating year was less than
6 months.

Form RD 3560-10 will be prepared by a competent person qualified by education and/or
experience who has no identity of interest or possible conflict of interest with the
borrower or its principals. However, in the case of a nonprofit institution, the verification
of review may be made by a committee of the membership but may not include any
officer, director or employee of the borrower.

Fraud, abuse. and illegal acts. If the review verifier becomes aware of any indication of
fraud, abuse or illegal acts in Rural Development financed projects, prompt written notice
shall be given to the appropriate USDA OIG Regional Inspector General and the
Servicing Official.

For FY 2005, projects with 25 uniis or more, in addition to the requirements outlined
above, an annual audit report is required.

An audit report will be in the format as prepared by a Certified Public Accountant (CPA)
or Licensed Public Accountant (LPA), provided the LPA was licensed on or before
December 31, 1970.

All audits are to be performed in accordance with generally accepted government
auditing standards(GAGAS), as set forth in "Government Auditing Standards™
established by the Comptroller General of the United States, and any subsequent
revisions (this publication is commonly referred to as the "Yellow Book" or "General
Accounting Office Standards"). The 2003 revision of "Government Auditing Standards”
or “Yellow Book™ may be downloaded from www.gao.gov. In addition, the audits are
also to be performed in accordance with applicable portions of various Office of
Management and Budget (OMB) Circulars.






