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This Unnumbered Letter (UL) is issued to provide guidance for borrowers electing
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The new rule was in effective for borrowers with fiscal year beginning January 1,
2018 and thereafter. The reporting change will continue to be OPTIONAL for Fiscal
Year 2018 reporting and will be MANDATORY for Fiscal Year 2019.

For profit and limited profit borrowers must state the method of reporting the year
end actuals. There are two options for reporting for FY 18. Option 1 will be based
on the type of property and number of units. Option 2 is based on the borrower ID
and amount of federal financial assistance received by the borrower.

Through this rule change, the Agency has removed the requirement for an
engagement that examines records using Agreed Upon Procedures (AUP)
established by the Agency as part of the annual financial reporting requirements
outlined in 7 CFR Part 3560.308. The Agency will allow borrowers to not submit
AUPs for the Fiscal Year 2018 reporting cycle by submitting a statement similar to
the following with the yearend reports.
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Pursuit to the Final Rule 7 CFR Part 3560 to reduce MFH Program financial reporting

requirements an engagement that examines records using agreed upon procedures has been

eliminated. Accept this as our request to eliminate this engagement for year-end financial
reporting of FY2018 per 7 CFR Part 3560.308.

Option 1 Units at the property

FY 2018
Year End Financial Reporting Requirements

For Profit and Limited Profit Entity

project (24 + units)

approval

Forms RD Bprrower Agreed-Upon Audited Financial
Certification Of Statements (In
Type of Property 3560-7 and Procedures and .
3560-10 Performance Determinations accordance with Yellow
Standards Book Standards)
Rural Development
project (1-15 units) Yes Yes No No
Rural Development Eliminated with
project (16-23 units) Yes Yes approval No
Rural Development Yes Yes Eliminated with Yes*

Option 2 Borrower Identification Number / Federal Financial Assistance
The determination as to the need of an audit is based on all RD projects associated with the

borrower identification number and the total amount of federal financial assistance the borrower

received at all properties.

Combined Federal Financial Assistance
Year End Financial Reporting Requirements
For-Profit or Limited Profit

in Federal financial
assistance

Total Borrower Forms RD | Borrower Certification | Uniform Administrative Requirements
Federal Financial 3560-7 and | of Performance Audit required in accordance with RD
Assistance* 3560-10 Standards Audit Guide
RD Borrower with
less than $500,000 in
Federal financial Yes Yes No
assistance
RD Borrower with
$500,000 or greater
Yes Yes Yes**




*See RD Programs Audit Determination Worksheet and Major Program Determination —
Attachment A. Compilation of Prescribed Forms may be necessary, if an audited financial statement is not
required by another federal agency or other business agreement.

**Must be completed by an Independent CPA.

State and local governments, Indian tribes, and Non-Profit Organizations must submit audits in
accordance with 2 CFR 200, Part F, and the Office of Management and Budget’s (OMB) Uniform
Administrative Requirements, Cost Principles and Audit Requirements for Federal Awards.

Combined Federal Financial Assistance
Year End Financial Reporting Requirements
State and Local Government, Indian Tribes and Non-Profit Organizations

Eé)(tia;lrzorrower Forms RD Borrower Certification Sipgle Audit in accordance
Financial 3560-7 and of Performance with 2 CFR part 200
. " 3560-10 Standards subpart F
Assistance
RD Borrower
with less than
$750,000 in Yes Yes INo
Federal financial
assistance
RD Borrower
with $750,000 or Yes Ves Y egt s
greater 1n
Federal financial
assistance
***[n accordance with the Council of Financial Assistance Reform (CoFAR) uniform
guidance. This Single Audit is in accordance with 2 CFR part 200 subpart F, Appendix XI
Compliance Supplement; and submitted to the Agency as part of the financial reporting
requirements. Must be completed by an Independent CPA.

Non-profit borrowers receiving less than $750,000 in combined Federal financial assistance, will
continue to submit owner certified prescribed forms using the accrual method of accounting. The
prescribed forms will include Form RD 3560-7, “MFH Project Budget/Utility Allowance” and Form
RD 3560-10, “MFH Borrower Balance Sheet”, including supporting schedules for those forms
within the report package and the borrower Certification of Performance Standards.

Funds the borrower entity receives which must comply with Federal statutes, regulations, or terms
and conditions of Federal awards will be included as Federal Financial Assistance. Examples:
expenditure/expense transactions associated with awards including grants, compacts with Indian
Tribes, cooperative agreements, and direct appropriations; the use of loan proceeds under loan and
loan guarantee programs; the receipt or use of program income and interest subsidy.



Typical Agency combined Federal Financial Assistances is defined as a combination of any or all of
the following sources:
0 Outstanding principal balance at the beginning of the fiscal year of a U. S. Department of
Agriculture (USDA) Mortgage, a mortgage insured by the Federal Housing Administration
(FHA) or HUD- held mortgages and other Government insured loans (Including but not
limited to HOME, and CBDG loans);
0 Any USDA Rental Assistance or Project based Section 8 assistance received during the
fiscal year;
0 Interest reduction payments received during the year (interest subsidy);
Federal grant funds received during the year and/or;
0 Outstanding principal balance at the beginning of the fiscal year of an existing USDA
Section 538 Guaranteed Rural Rental Housing loan.

o

Any project audits independently obtained by the borrower must be submitted to the Agency.

We will be issuing addition guidance for year-end reporting requirements which will include
revisions to HB-2-3560, Chapter 4 and additional training.

If you have any questions, please contact Dana Daugherty-Perez at 217-403-6210. Servicing
Officials should direct questions regarding the subject of the UL to their assigned
Portfolio Management Analyst.



Attachment A

RD PROGRAMS AUDIT DETERMINATION WORKSHEET

Step 1: Gather all the information below to determine whether a Financial and Compliance audit is
required by Rural Development.

RD Borrower Name: Borrower ID:

RD projects associated with ID
(List all — may need additional pages)

Federal Financial Assistance Received
RD 515 Loan balances at beginning of FY

(Include debt deferral and Interest)
Interest Subsidy
RD Rental Assistance

HUD Section 8 Assistance
RD GRRH 538 Loan balance
Other:

Total Federal Financial Assistance received from the borrower: $

Step 2: Is the RD project owned by a not-for-profit entity with $750,000 of assistance?
Yes, single audit requirements under 2 CFR part 200.
No, go to Step 3.

Step 3: Did the project receive $500,000 or greater, in the aggregate, in Federal Financial Assistance?
Yes, an RD Financial and Compliance Audit is necessary. Go to Step 4.
No, go to Step 5.

Step 4: Are any of the individual programs identified in Step 1 equal to or greater than $500,000?
Yes, these program(s) are the property's major program(s). A major program report
is required.

No, there are no major programs. A major program report is not required in the
audited financial statements.

Step 5: Does another regulatory agency, legal entity, and/or other business agreement require an
audit in accordance with Generally Accepted Auditing Standards or Government Auditing
Standards?

Yes, submit a copy of that audit to RD.
No, Go to Step 6.

Step 6: Submit a compilation of prescribed forms in accordance with SSARS by AICPA.



Attachment B

EXAMPLE REPORTS

1. Independent Auditor’s Report

2. Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

3. Independent Auditor’s Report on Compliance For Each Major RD Program and
Internal Control Over Compliance required by the Audit Guide for Audits of RD
Programs

Note — Subject to change based on most recent professional literature and guidance.
It is the auditor’s responsibility to use the most up to date language.
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Audited Financial Statements
With Required Rural Development
Supplemental Information

ABC Apartments, LP
RHS Project Number: 00-000-000000000-00-0

December 31, 20x2 and 20x3
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0
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Independent Auditor’s Report
To the Partners of USDA Rural Development
ABC Apartments, LP Servicing Office
New York, New York New York, New York

Report on the Financial Statements

We have audited the accompanying financial statements of ABC Apartments, LP RHS Project
No. 00-000-000000000-00-0 (Partnership), which comprise the balance sheets as of December
30, 20X2 and 20X1, and the related statements of income (loss), changes in partners’ capital
(deficit), and cash flows for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to Partnership’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of Partnership’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Partnership as of December 31, 20X2 and 20X1, and the results of its

operations, changes in partners’ capital (deficit), and its cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Report on Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The accompanying supplementary information is presented for purposes of additional
analysis as required by the United States Department of Agriculture Rural Development.

Such information is the responsibility of management and was derived from and relates directly
to the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audits of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole.

Reports Issued in Accordance with Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated March XX,
20X3 on our consideration of Partnership’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. Those reports are an integral part of an
audit performed in accordance with Government Auditing Standards in considering Partnership’s
internal control over financial reporting and compliance.

ABC Firm, LLC
Indianapolis, Indiana

March XX, 20X3

Page | 2
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0

Balance Sheets
December 31, 20X2 and 20X1

ASSETS
20X2 20X1

Current Assets
Cash and cash equivalents 3 - 3
Prepaid expenses -

Total current assets -

Tenant Deposits Held in Trust
Tenant deposits held in trust -

Restricte d De posits
Resere for taxes and insurance -
Reserse for landscaping -
Reserwe for replacement -

Total restricted deposits -

Fixed Assets
Land -
Buildings -
Fumishings and equipment -

Total fixed assets -
Accumulated depreciation -

Net fixed assets -

Total Assets b - b

The accompanying notes are an integral part of the financial statements.

Page | 3
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0
Balance Sheets (continued)
December 31, 20X2 and 20X1
LIABILITIES AND PARTNERS' CAPITAL (DEFICIT)
20X2 20X1

Current Liabilities
Accounts payable - operations B - 3 -
Accrued mortgage interest - -
Accrued real estate taxes - -
Mortgage payable - current portion - -
Deferred revenue - -
Total current liakilities - -

Tenant De posits Held In Trust
Tenant deposits held in trust - -

Long-Term Liabilities
Mortgage payable, net of cument portion - -
Due to related parties - -
Total long-term liabilities - -

Total Liabilities - -

Total Partners' Capital (Deficit) - -

Total Liabilities and Partners' Capital (Deficit) 5 - 5 -

The accompanying notes are an integral part of the financial statements.

Page | 4
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0

Statements of Income (Loss)
For the Years Ended December 31, 20X2 and 20X1

20X2 20X1

Rental Income
Tenant payments 3 - 5
Tenant assistance payments -

Total potential rental income -
Vacancies -

Total rental income -

Other Income
Interest income -
Laundry and wending -
Tenant charges -
Other income -

Total other income -

Total income -

Expenses
Maintenance and operating _
LHility -
Administrative -
Tax and insurance -

Total expenses -

Income from Operations -

Non-Operating Income (Expense)

Interest subsidy income -
Interest expense -
Depreciation expenze -

Total non-operating income (expense) -

Net Income B - 3

The accompanying notes are an integral part of the financial statements.

Page | 5
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0
Statements of Changes in Partners’ Capital (Deficit)
For the Years Ended December 31, 20X2 and 20X1
20%2 201

Partners’ Capital (Deficit), Beginning of Year T - & -
Met Income - -

Distributicns - -

Partners' Capital (Deficit), End of Year i - £ -

The accompanying notes are an integral part of the financial statements.

Page | 6
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0

Statements of Cash Flows
For the Years Ended December 31, 20X2 and 20X1

202 201

Reconciliation of Net Income to Met Cash Provided
by Operating Activities
MNet Income $ - 3

Adjustments to Reconcile Net Income to Met Cash

Provided by Operating Activities

Depreciation expense -

Decrease (increase) in asseis
Prepaid expenses -
Tenant deposits held in trust -

Increase (decrease) in liabilities
Accounts payable - operations -
Accrued morigage interest -
Accrued real estate taxes -
Tenant deposits held in trust -

Met Cash Provided By Operating Activities -

Cash Flow From Investing Activities
MNet withdrawals from the resene for taxes and insurance -
Purchase of fixed assets -

Met Cash Used In Investing Activities -

Cash Flow from Financing Activities
Principal payments -
Payments on deferred revenue -
Procesds on defermed revenus -
Distributions -

Met Cash Used In Financing Activities -

Increase (Decrease) in Cash and Cash Equivalents -

Cash and Cash Equivalents, Beginning of Year -

Cash and Cash Equivalents, End of Year F - 3

Supplemental Disclosure

Cash paid for interest 5 - ]

The accompanying notes are an integral part of the financial statements.

Page | 7
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0

Notes to the Financial Statements
For the Years Ended December 31, 20X2 and 20X1

Note 1 — Nature of Activities

ABC Apartments, LP RHS Project No. 00-000-000000000-00-0 (Partnership) was formed on
June 1, 1908, under the laws of the State of New York, for the purpose of operating a XX-unit
apartment community located in New York, New York. The community is financed by a United
States Department of Agriculture Rural Development (RD) Section 515 Loan, and therefore is
regulated by RD as to rent charges and operating methods. Under this program, Partnership
provides housing to low-income and moderate-income families, subject to regulation by RD as to
rental charges and operating methods. Lower rental charges to tenants are recovered by
Partnership through rental and interest subsidies provided by RD.

Note 2 — Significant Accounting Policies

A summary of Partnership’s significant accounting policies consistently applied in the preparation
of the accompanying financial statements is as follows:

Basis of Accounting

Partnership’s financial statements were prepared on the accrual basis of accounting.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of continent
assets and liabilities at the date of the financial statements and the reported amounts of revenues,
expenses, and other changes in partners’ capital (deficit) during the reporting period. Actual
results could differ from those estimates.

Cash and Cash Equivalents

For the statements of cash flows, all unrestricted investment instruments with original maturities
of three months or less are cash and cash equivalents. As of December 31, 20X2 and 20X1, cash
and cash equivalents consist of an operating checking account.

Subsequent Events

Partnership evaluated subsequent events through March XX, 20X3, which is the date the financial
statements were available to be issued. This evaluation determined that there are no subsequent
events that necessitated further disclosure in and/or adjustments to the accompanying financial
statements.

Page | 8
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0

Note 2 — Significant Accounting Policies (continued)

Tenant Receivable and Bad Debt

Tenant rent charges for the current month are due on the first of the month. Tenants who are evicted or move out
are charged with damages or cleaning fees, if applicable. Tenant receivable consists of amounts due for rental
income, security deposits, or the charges for damages and cleaning fees. Partnership does not accrue interest on
the tenant receivable balances.

Partnership has not established an allowance for doubtful accounts and does not use the reserve method for
recognizing bad debts. Bad debts are treated as direct write-offs in the period management determines that
collection is not probable.

Tenant Security Deposits

Partnership maintains accounts for security deposits received from tenants. The cash is restricted for
reimbursement of the security deposits unless there is evidence of default by a tenant under the lease agreement.

Tax and Insurance Reserve

Tax and insurance reserve is restricted cash for payments of real estate taxes and insurance. Partnership is
required to establish and maintain a reserve account. This account is used to receive monthly deposits sufficient
to pay annual real estate taxes and insurance premiums that are paid from the account.

Replacement Reserves

In accordance with the loan agreement with RD, a reserve for replacement is to be funded SAMT annually until
it reaches SAMT.

Property and Equipment

Property and equipment are recorded at cost. Depreciation is computed using the straight-line method of
depreciation. When assets are retired or otherwise disposed of, the cost and related accumulated depreciation are
removed from the accounts, and any resulting gain or loss is recognized as income or loss for the period. The cost
of maintenance and repairs is charged to expense as incurred and significant renewal and betterments are
capitalized. Deductions are made for retirements resulting from renewals or betterments.

Accrued Real Estate Taxes

Partnership is subject to real estate and personal property taxes and pays one year in arrears. Partnership was
assessed in 20X1 and made bi-annual payments in May 20X2 and November 20X2. Failure to make these
payments could have resulted in additional penalties, interest, and liens. At December 31, 20X2 and 20X1,
accrued real estate taxes represent an estimated amount to be paid in the subsequent year.

Recognition of Rent Revenue

Partnership recognized net rent revenue in the period in which the rent is earned. In accordance with the RD
financial reporting requirements, potential rental income represents total possible rent revenue as if all units are
100% occupied during the year. Total rental income represents potential rental income less vacancies. Rents
collected in advance are deferred until the rental income is earned.
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ABC Apartments, LP
RHS Project No. 00-000-000000000-00-0

Note 2 — Significant Accounting Policies (continued)

Rental Assistance Payments

Partnership entered into a rental assistance contract for low-income families as provided by RD.

Advertising
Partnership expenses advertising costs as they incur. For the years ended December 31, 20X2 and 20X1,

advertising and marketing expenses were SAMT and $AMT, respectively.

Income Taxes

No provision for federal or state income taxes was made in the financial statements as the federal and
state income tax effect on Partnership’s activities accrued to its partners.

Generally accepted accounting principles in the United States require Partnership to examine its tax
positions for uncertain positions. Partnership is not aware of any tax positions that are more likely than
not to change in the next twelve months, or that would not sustain an examination by applicable taxing
authorities. Partnership’s policy is to recognize penalties and interest as incurred in its statements of
income (loss) as a component of operating expenses, and totaled $0 for December 31, 20X2 and 20X1.
Partnership’s federal and state income tax returns for fiscal years ended 20XX through 20XX are subject
to examination by the applicable tax authorities, generally for three years after the later of the original or
extended due date.

Impairment of Long-Lived Assets

In accordance with the provisions of accounting for the impairment or disposal of long-lived assets,
Partnership reviews long-lived assets for impairments when circumstances indicate the carrying amount
of an asset may not be recoverable based on the undiscounted future cash flows of the asset. If the
carrying amount of an asset may not be recoverable, a write-down to fair value is recorded. Fair values
are determined based on the discounted cash flows, quoted market values, or external appraisals, as
applicable. Long-lived assets are reviewed for impairment at the individual asset or the asset group level
for which the lowest level of independent cash flows can be identified.

Fair Value Measurements

Partnership adopted fair value measurements of financial assets and financial liabilities of nonfinancial
items that are recognized or disclosed at fair value in the financial statements on a recurring basis. This
establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1 measurements) and the lowest priority to measurements involving
significant unobservable inputs (Level 3 measurements).The three levels of the fair value hierarchy are
as follows:

* Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that
Partnership has the ability to access at the measurement date.

* Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.

* Level 3 inputs are unobservable inputs for the asset or liability.
Page | 10
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ABC Apartments, LP RHS
Project No. 00-000-000000000-00-0

Note 2 — Significant Accounting Policies (continued)

The level in the fair value hierarchy within which a fair measurement in its entirety falls is based on the lowest
level input that is significant to the fair value measurement in its entirety. Partnership had no investments at
December 31, 20X2 and 20X1 except for certificate of deposits.

Partnership operates in a heavily regulated environment that typically includes restrictions such as land use, rent
regulations, government subsidies in the form of rental assistance through either rent subsidy or tenant vouchers,
subsidized mortgage interest rates, and restrictions on selling or transferring.

A summary of the methods and significant assumptions used to estimate the fair values of financial instruments
is as follows:

*  Short-term financial instruments — The fair value of short-term financial instruments, including cash and
cash equivalents, restricted deposits, accounts receivable, accounts payable and accrued liabilities
approximate their carrying value due to the short-term nature of these instruments.

*  Long-term financial instruments — The fair value of long-term financial instruments, including mortgage
payable which approximates the carrying value in the accompanying financial statements based on
current borrowing rates.

Reclassifications

Certain accounts in the 20X1 financial statements were reclassified for comparative purposes to conform with the
presentation in the 20X2 financial statements. Total assets, liabilities, partners’ capital (deficits), and net income
are unchanged due to these reclassifications.

Note 3 — Mortgage Payable

The mortgage payable is payable to RD in monthly installments of SAMT at an interest rate of RATE% per
annum and a term of # years, maturing on DATE. As part of the Loan Agreement, Partnership entered into an
Interest Credit and Rental Assistance Agreement that effectively lowers the interest rate to approximately 1%
over the term of the loan. The mortgage liability of Partnership is limited to the underlying value of the real estate
collateral pledged. No partner is personally liable on the mortgage note payable. The original amount of the note
payable was SAMT.

Estimated annual maturities of the mortgage notes payable are as follows:

20X3 $ AMT
20X4 AMT
20X5 AMT
20X6 AMT
20X7 AMT
Thereafter AMT

S AMT



Attachment B
Page 15 of 30

ABC Apartments, LP RHS
Project No. 00-000-000000000-00-0

Note 4 — Distribution To Partners

Under the mortgage payable agreement, annual distributions to partners are limited by RD regulations to
$AMT. During the years ended December 31, 20X2 and 20X1, SAMT and $AMT, respectively were
distributed to the partners. Distributions are paid one year in arrears of being earned.

Note 5 — Related Party Transaction

Management Fee

Partnership entered into a management agreement with ABC Property Management (management agent), an
identity of interest with the general partner, to manage the rental operations. The management agreement
allows for a management fee based on per occupied unit per month. Property management fees were SAMT
and $AMT during the years ended December 31, 20X2 and 20X1, respectively.

Management Services

Management agent provides administrative services to Partnership and was reimbursed SAMT and SAMT for
the cost of site employee payroll, payroll taxes, and benefits during the years ended December 31, 20X2 and
20X1, respectively.

Legal Services
ABC Legal, an identity of interest with the general partner, performs legal services for Partnership. During the

years ended December 31, 20X2 and 20X1, SAMT and $AMT, respectively, was incurred and expensed.

Advances from General Partner

A general partner made non-interest bearing operating deficit loans of SAMT which are payable from the
proceeds of the sale or refinancing of the rental property. At December 31, 20X2 and 20X1, Partnership
owes the general partner SAMT and $AMT, respectively.

Note 6 — Current Vulnerability Due to Certain Concentrations

Concentration in Affordable Housing Market

Partnership’s sole asset is ABC Apartments. Partnership’s operations are concentrated in the affordable
housing real estate market. In addition, Partnership operates in a heavily regulated environment. The operations
of Partnership are subject to the administrative directives, rules, and regulations of federal, state, and local
regulatory agencies, including, but not limited to, RD and the State Housing Agency. Such administrative
directives, rules, and regulations are subject to change by an act of Congress or an administrative change
mandated by RD or the State Housing Agency. Such changes may occur with little adequate funding to pay for
the related cost, including the additional administrative burden, to comply with a change.

Concentration in Government Funding
Partnership received X% and X% of gross revenue from RD in the form of rental assistance and interest
reduction subsidy payments during the years ended December 31, 20X2 and 20X1, respectively.

Concentration in Credit Risk

Partnership continually monitors its positions with, and the credit quality of, the financial institutions with which
it invests. Financial instruments that potentially subject the company to concentration of credit risk consist
principally of cash. Management believes Partnership placed all cash with high-credit quality financial
institutions and that there is no significant concentration of credit risk with respect to cash.
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ABC Apartments, LP RHS
Project No. 00-000-000000000-00-0

Schedule of Required Supplemental Information
For the Year Ended December 31, 20X2

1. Management Fee Calculation

The management fee is based on a fee per unit occupied by tenants during the momnth.
Total qualified units
Less: Rent free units
Vacancies
Total ooccupied units
Fee per unit

Management fee expense

2. Insurance Disclosure

Partnership maintains insurance cowerage as follows:

Coverage period
Property covwerage on buildings MNowvember 2022 to October 2003
Fidelity / employee dishonesty March 20%2 to March 203

3. Return to Owner

Coverage

In accordance with the loan agreement, the annual retum to owner is as follows:
Maximum retum to owner

Budgeted retum to ocwner

Retumn to owner paid

4. Schedule of Changes in Fixed Assets

3
5
-
I
i

Beginning Ending
Balance Additions Disposals Balance
Land 3 - 5 - ¥ ¥
Buildings - -
Fumiture and equipment - -
Total fixed assets 3 - 5 - ] ]
Accumulated depreciation
Buildings 5 - 5 - k3 k]
Fumiture and equipment - -
Total accumulated depreciation 5 - 5 - 3 ]

i iditions & - 21 200

Mone

i ) for ¢ D 39 2030

Mone

See Independent Auditors report
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Schedules of Expenses
For the Years Ended December 31, 20X2 and 20X1

20%2 201

Maintenance and Operating Expe nses
Maintenance and repairs - paymoll 3 - 3 -
Maintenance and repairs - supplies - -
Maintenance and repairs - contract - -
Painting - -
Snow remonal - -
Grounds - -
Sendces - -
Annual capital budget - -
Other operating expenses - -

Total maintenance and operating expenses 3 - 3 -
LHility Expenses
Electricity 5 - 5 -
Water - -
Sewer - -

Fuel (QilfCoal/Gas) - -
Garbage and trash removal - -
Other utilities - -

Total utility expenses 3 - 3 -

Administrative Expenses
Site management payroll 3 - 3 -
Management fee - -
Project audit fee - -
Legal expense - -
Adwertising - -
Telephone and answering sendce - -
Office supplies - -
Training expense - -
Heatlth insurance and other employee benefits - -
Payroll taxes - -
Workers’ compensation - -
COther administrative expenses - -

Total administrative expenses 3 - 5 -

Taxes and Insurance Expenses
Real estate taxes 5 - 3 -
Property and liability insurance - -
Fidelity coverage insurance - -

Total taxes and insurance expenses 3 - 5 -

See Independent Auditors report
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UEDA
Form RD 35e0-10
[Rew. 02-05)

Fositian

3
MULT] FAMILY HOUEING
BORROWER BALANCE ZHEET

FART 1 - BALANCE 2HEET

FORM AFPFROVED
OMB NO. 0STE-0139

FROJECT MNAME

BORROWER MAME

BORROWER ID AND FROJECT MO,

EBEGINNING DATES >

AZSETS

CURRENT ASZET2

1 GENERAL SPFERATING ACCOUNT
ALE. TAX & INSURAMNCE ACCOUNT
RESERVE ACCOUNT
BECURITY DEFOSEIM ACCOUNT
CTHER GAEH (faeniify)
CTHER (Toenfify!
ACGCOUNTS RECENMABLE (Attach st
ACCTRCVEL 0O-30 DAYE k-]
ACCT RCVEL 31-60 DAYE 5
ACCT RCVEL 514-50 DAYE -]
ACCT RCVEL OWVER 50 DAYE 5
LEBS: ALLOWAMCE FOR DDOUBTFUL ACCTS
MWVENTCRIES (Joentiiv
PREFPATMENTS

= N ook

& 110 M

ENHOING DATES =

CUPRRENT YEAR PRIOR YEAR COMMENTS
1e 1H1/2ma
123412002 A2731720%1
3 - £ -

2 TOTAL CURRENT ASSETE (dcd T thrw T1)

FIXED AZZETE

13 LAMND

14 BUILDINGS

158 LEBE: ACCUMULATED DEFRECIATION
1E FURMITURE & FIXTURES

17 LEBE: ACCUMULATED DEFRECIATION
1E

19

TOTAL FIXED ABSETS (Add 13 thu 180

OTHER AZEETS

TOTAL ABSETE (ddd 2,10 ang 20

LIABILITIES AMD OWHER'S EQUITY
CURRENT LIABILITIES
22 ACCOUNTE PAYABLE [Attach [Tsf)
ACCT PAYASLE 0-30 DAYE
ACCT PAYASLE 31-60 DAYS
ACCT PAYABLE E1-90 DAYE
ACCT PAYASLE OVER 30 DAYSE
MOTES PAYABLE (Attsch list) (Accd Experses)
BECURITY DEFOEITE

TOTAL CURRENT LIABILIMES {4ad 22 thrr 24)

[N ]
ER ]

LOMG-TERM LIABILITIES

28 NOTES PAYABLE RURAL DEVELOPMEMT
27 OTHER [fdentify)

28

TOTAL LABLITIES [Acd 25 and 280
OWHER'S EQUITY (Met Warthl (27 minus 20}

TOTAL LIABILITIEE AND OWHMHER'S EQUITY
f40d 20 and 23}

TOTAL LONG-TERM LIABILITIES (dod 2¢ and 27}

IH

sl Far o brurraien sl @ 0000 18 e L e b ool B

wcmrading o e Sapresa M b Ay oF 10 s e e i) b w b b F e e ool f i o pwin! DS o eder e ik DM s
a1 ot e g | e e e ey B b e
ey ke an ey sy e warom ey w oy P i e ) iy s

o tar i armi
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‘Waming:
Saobion 1001 of TiSs 18, Unlisd Strisc Code provides: "Whoawsr, In any manor within the juricdisiion of

any department or aganoy of the Unibed Stabes knowingly and willtully Slsfies, oonosals or oowens up by
any trigk, coheens, or devics & mabterial fxof, or maksc any falee, foSous or freudulent ctatemnent or
rEpre GRS, of makes or usst any fales witting or dosument knowing e e to contaln any ke,
Tofous or fraudule nt ciaisment or sniry. chall b fined under thic s or Impriconed mot mom han
Thve yoare, or bothe

HAVE FEAD THE ABCWVE WARNIMNG STATEMENT AND | HERESY CERTF Y THE FOREE0ING INFORMATION I2 COMPLETE AND
ACCURATE TO THE BE3T OF MY EMNOWLEDEE.

Signature of Somower o SorTWer REpmsantathe)

TR

[PART 0l - THIRD PARTY REFREZENTATION

‘e hawe compared the bomosers records bo the accompamying balance sheet and stabement of achual budget and income on Form
RO 35607, The acoompanying Farms are a fair presentation of the bomower's records [aken as 2 whoie.

Wiie pesttfy that Ao idenify of Interess exisls betwesn us and any indhidusl oF ogAnZalion doing business with e poject o
=

=) Signatue |

HName and! TRe)

{Aeadress]

l:l In = of e aboe representation and signature, a compliation, redew or audt opinion compieted, debed and signed by 3 person
or i qualfied by So=nse or cesfication s afached

S PO 1007 ST S

See Independent Auditors report



Attachment B
Page 20 of 30

ABC Apartments, LP RHS

Project No. 00-000-000000000-00-0

UiDa FPuoskien 3 FORM APFROVED
Fom RD 35807 OMB WO 057E-01E3
{RAew. 0506 NULTIPLE FAMILY HOUHKG FROJECT EUDGET
PROJECT MAME ECRRCIWER MAME BORRIMNER ID AND FROUECT NG
Loar Trare e Amount 5 - |Hc||: Rale Paymant % - iZ Pavment 5 -
Aeporing Periad Budget Taps Froject Rznial Tipe Pmjec Tipe Tre biowing uillles 2z ﬂmbm:l:rqx_l | vty regues
Annual nilal Family Full Pl Blectricy Gas — i of AA. Curren
(Cruarierty Reguiar Report Edariy Lim Ead Proft dxer ST numper ol Flbvenis
Wonthiy Aient Change Cangeegaiz Won-Froft Trash Bamower ACCIURng
BHR (Group Homes ol
tter Serucing e %
LH 3l
CURRENT PROPOIED COMMENTE
EUDGET ACTUAL BUDGET of (VTN
BEGINNING DATED » M0 1H2 Mz 1M
ERDING DATED = 12302 1331203 AE31r203

FERATIOMAL CALH 3OURCER
| RENTAL NCONE
2 RHE RENTAL AZBETANGE
3 APPLICATION F1 RECER
4 LALMDEY AKD DikG
S INTEREET HCO
& TEMANT CHARG!
T OTHER - PROJECT BOURCED
3 LEZS (Vacancy and Confispancy Afowance]
9 LEZE [Agency A
10 EZubbolal I fvw 7] - @ & 20
HOH-OFERATIONAL CAZH T0URCES
11 CAZH - KON PROUECT
12 AUTHOREED LOAN (NomSHE]
13 TRAMIFER FROM REBERVE
14  Bubbotsl (17 s 13
1S TOTAL CASH SOURCER 10+ 14)

OFERATIOMAL CASH USER
18 TOTAL DEM EXPENBEE (From Fat V)
17 RHEZ: DEET PAYMENT
13 RHE PAYMENT fCrazrage)
13 RHE PATMENT Lad= Fea)
Il REDUCTICH N PRIDIR .
Z1 TENANT UTIUITY PAYMENTE
I TRANEFER TO VE
I3 RETURM TO OW
24  Bubboisl [19 e 25

HOH-OFERATIONAL CAZH UTER

T WEBCELLAKECLS - See Zupe. Diala 35, po 12 -

3 Bubbolsl (35 e 27

23 TOTAL CAZH URER (24 + 20)

31 NET GARH [DEFICIT] [156 - 20)
CARH EALAMCE

31 BEGIMNNING CAZH BALANCE

32 ACCRAUAL TD CASH ADJUETMENT
33 ENDING CAZH BALANCE (30 + 3 =

woved Mcandve Alowance)

UKP AZSET MAMAGEMENT Fi

Aoming IO e Papdeeor PaLTorn AT TR @ ARy Ty 07 SONGLCT OF BEGRLDT 800 & DA 1 108 000 [T PO 0 & CoReToR O T Ter vl F oy ¢ i D6l s
nannde Th enio DA Do cumiey Tl it coseoior TI-OTER T i SRR [ OO e Tl Mibemeion Solecion B ST 10 del e OUT ol PEROOT e, aaing
et Sms i PR WA ) A BT AT B MR o T AT B STy ] ety b Sl of

Fom RD 35807 Fape 1
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FART Il - (FERATING AND MAINTENANCE EXPENSE SCHEDULE

CURRENT PROPOSED | COMMENTS
BUDGET ACTUAL BUDGET or (Y0}

1 MAINTENANCE AND REFARS FAYROLL H - |3 - -

2 MAINTEMAMNCE AND REFAIRS SUPPLY -
3 MAINTENANCE AND REFARS CONTRACT -
4 PAINTING -
5 SNOW REMOVAL -
& ELEVATOR MAINTENANCE/CONTRACT -
7 GROUMDS -
& SERVICES -
0 ANNUAL CAPITAL BUDGET (From Part V - Operafions) -
10 OTHER CFERATING EXFENSE (Memize) -
11 SUB-TOTAL MAINT. & OPERATING {1 the 10) -

12 ELECTRICITY If master meterad -
13 WATER check box on -
14 SEWER front. -
15 FUEL [OiliCoallGas) -
18 GARBAGE & TRASH REMOWVAL -
17 OTHER UTILITES -
13 SUB-TOTAL UTILITES (12 fww 17) -

12 SITE MANAGEMENT PAYROLL -
20 MANAGEMENT FEE -
21 PROJECT AUDITING EXFENSE -
Z2 PROJECT BOCREEEFINGIACCOUNTING -
23 LEGAL EXFENSE -
24 ADVERTIEMNG -
25 TELEPHOME & ANSWERING SERVICE -
25 OFFICE SUPPLEES -
27 OFFICE FURNITURE & EQUIFMENT -
25 TRAINIMNG EXPENSE -
28 HEALTH INS. & OTHER EMP. BENEFITS -
30 PAYROLL TAXES -
31 WORKERS' COMPENSATION -
32 OTHER ADMINISTRATIVE EXPENSE {femize) -
33 SUB-TOTAL ADMMNETRATIVE (12 the 32) -

34 REAL ESTATE TAXES -
35 SPECIAL ASSESSMENTS -
35 OTHER TAXES, LICENSES & PERMITS -
37 PROPERTY & LIABILITY INSURANCE -
35 FIDELITY COVERAGE INSURANCE -
30 OTHER MSURAMCE -
40 SUB-TOTAL TAXES & MSURANCE (34 thw 39) -

41 TOTAL OHM EXFENSES 11 + 18+ 33+ 40 [5 - 13 -3 - |

Torm T JoOT Page o

See Independent Auditors report



Attachment B
Page 22 of 30

ABC Apartments, LP RHS
Project No. 00-000-000000000-00-0

PART lll — ACCOUNT BUDGETING STATLIS
CURRENT PROPOSED COMMENTE
BUDGET ACTUAL EUDGET or (YD)

RESERVE ACCIUNT:
1 BEGIMNMNG BALANCE B - |5 - s -] |
2 TRAMSTER TO RESERVE - - -
TRANSTER FROMRESERVE
3 OPERATING DEFICTT - - -
4 ANNUSL CAPITAL BUDGET [PartV - Resene) - -
5 BUILDING & EQUIPMENT REPAIR - -
£ OTHER NON-CPERATIMG EXPENSES - -
7 TOTAL (3 o & - -
B ENDING BALANCE [[7=2)-7] - -

GEMERAL COERATING ACCOUNT >
BEGIMMMG BALANCE
ENDING BALANCE
REAL ESTATE TAX AND INSURANCE ESCROW
ACCDUNT>

BEGI.\NNG EALANCE
ENDING BALANCE
TEMANT SECURITY DEPOSIT ACCOUNT
BEGIMNMME EALANCE
ENDING BALANCE

[" Compiefe upon suUbmisEion of aclual expensec.|

NUMEER OF APPLICANTS ON THE WAITING LIZT RESERVE ACCT. REQ BALANCE
NUMEER OF APPLICANTE NEEDINGRA AMCIUNT AHEADEEHIND

See Independent Auditors report
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PART N — RENT SCHEDULE AND UTILITY ALLOWAMCE
A. CURRENT APPROVED RENTEAMILITY ALLOWANCE

POTENTIAL INCOME FROM
UKNITDESCRIFTION RENTAL RATES EACH RATE
UNIT KOTE ROTE umumY
BR SEE TPE HUMEER BAZIC RATE HUD BASIC RATE HJD ALLOWBNCE
- 13 - |3 - |3 - |3 - |3 - |3 -
CURRENT RENT TOTALS| § - |3 - |3 -
BASIC ROTE HUD

B. PROPOSED RENTS - Effective Date

POTENTIAL INCOME FROM

UNITDESCRIFTION FENTAL RATES EACH RATE
UNIT KOTE WOTE
3R 3EE TyPE umser | sasic RATE HUL BATIC AATE HUD
N -3 -3 - s -3 - |5 -

PROPOSED RENTTOTALS| § - |3 - |3 -

BASIC ROTE HUD
. PROPOSED UTILITY ALLOWARCE - EMactie Dats ! J
MOKTHLY DOLLAR ALLOWANCES
iR SFE UNITTYPE | MUMNBER | ELECTRE GAS 'WATER SENER TRASH OTHER TOTAL
H - |3 - |3 - |3 - |3 - |3 - |3 .

Form RD 35807 Page4

See Independent Auditors report
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FAPMT v = ANNLUAL OAFTTAL IDUDGET

Eropoasd | Propoasd

Actusl From | Actuml Tots! | Tos sctusl

Cpmraing Cont Linim s e
— =L dul¥

SMumberof
Lints 'Remm
h—

Appilarsen:
Fangs - 3 - 3 - ¥ - 3 - 3 - -
Fiafr garuses - - - - - - -
Mangs Hood — - - - - - -
Wimahar & Orysr _ - - - - - -
CRhar: - - - - - - -

Carpst and Vinpd:
1mm - - - - - - -
FT - - - - - - -
= — - - - - - -
1 - - - - - - -
CRhar: - - - - - - -

Dakiraia:
= tchane
Dashrocomm
Othar:

Doora:
Cxmriar - - - - - - -

resnar - - - - - - -
CRhar: - - - - - - -

Window Covarings
Lt
Oihar:

Heating & Alr Gondiiosning
Heafng | -
A Condiioning
Othar:

FlumBing:
‘Wimmr Haadmr
B Sinks
Bibchan Sinks
FaucEDs
Tallets
Dihar:

Miajor Cactrical:
- EETLIGHTMG

g

Strucharex:
‘Windoss
Scresnm

‘Wimllm

Racing

SHding

Exmriar Faindng
Dihar:

Teal and Stips
Dihar:

Landsosping & Srounds:
ndscsping - MULTH
Lawn Egquipment
"ancing

Facrsafon Ares

Signe

Othar: Brick work

AppsnxibilRy Features:
it Fornirs
Dihar:

Autsmation Cqulpmsmt:
Hits Mensgamant
Cammon SrEn
Dihar:

Cthar:

Lt Gubsr
st Had Dug Egqulpman|
at Gresnhouss Flepsl
Lt I0IE RTD

TOTAL CUUrTTAL EX0FENEER: |
Form D 35880-7 Pags &

3 - 1= - 1= N - 1= -

See Independent Auditors report



Attachment B
Page 25 of 30

ABC Apartments, LP RHS
Project No. 00-000-000000000-00-0

FEAT W — HIOWATURED, ATES SN0 CORMENTE

Ll
m&auﬂmﬂm of THia 16, UnHed $ladee Codie providies: "Whoewer, In any manor within the jurisdicion of any deparimant
or sgency of the Unted Stzies knowingly snd wiSTully G ises, conceais o covers up by any trick, echsme, or devie & mataral
fecl or makes any Falss, Bestious or Feudulent stelsment or represenits, or makee or used any fks wiidng or documsnt
inowing e sams to contain any talss, Reifous or rsudulent satement or sriry, shall be Ansd under this e or Imprisoned nof
marg than fhve yaam, of both.

IHAVE READ THE ABOVE WARNING STATEMENT AMD | HERERY CERTIFY THE FORSGOING NFOFMATION IS COMPLETE AND
ACCURATE TO THE BEST OF WY KMNCWLEDGE.

[Dde) TSI of BOTET T SoTMer REprEsaTTatg |
(TE]
AGENCY APPROVAL. [Rural Developmen? Approvad Deca: DATE:

COMNERTY:
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING

STANDARDS
To the Partners of USDA Rural Development
ABC Limited Partnership Servicing Office
DBA ABC Apartments City, State

City, State

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of ABC Limited
Partnership, which comprise the balance sheet as of December 31, 20X2, and the related statements
of operations, changes in partners’ equity and cash flows for the year then ended, and the related notes
to the financial statements, and have issued our report thereon dated DATE, YEAR.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered ABC Limited Partnership’s
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of ABC Limited Partnership’s
internal control. Accordingly, we do not express an opinion on the effectiveness of ABC Limited
Partnership’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on
a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal
control that is less severe than a material weakness, yet important enough to merit attention by those
charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether ABC Limited Partnership’s financial statements
are free from material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we
do not express such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of ABC Limited
Partnership’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering ABC Limited Partnership’s internal
control and compliance. Accordingly, this communication is not suitable for any other purpose.

Firm’s signature
City, State
DATE, YEAR
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR RD PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE CONSOLIDATED
AUDIT GUIDE FOR AUDITS OF RD PROGRAMS

To the Partners of USDA Rural Development
ABC Limited Partnership Servicing Office

DBA ABC Apartments City, State

City, State

Report on Compliance for Each Major RD Program
We have audited ABC Limited Partnership’s compliance with the compliance requirements described in
the Audit Guide for Audits of RD Programs (the Guide) that could have a direct and material effect
on ABC Limited Partnership’s major U.S. Department of Rural Development (RD) program for the
year ended December 31, 20X2. The Partnership’s major RD program is as follows:
List the major program.

Name of Major RD Program Direct and Material Compliance
Requirements
Section 515 Rural Rental Housing Loan Mortgage status, replacement reserve, return

on investment or return to owner, equity
skimming, cash receipts, cash disbursements,
tenant security deposits, management
functions, unauthorized change of ownership
or acquisition of liabilities and unauthorized
loans of project funds.

Management’s Responsibility
Management is responsible for compliance with the requirements of laws, regulations, contracts,
and grants applicable to its RD program.
Auditor’s Responsibility
Our responsibility is to express an opinion on compliance for each of ABC Limited Partnership’s
major RD programs based on our audit of the compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and the Guide. Those
standards and the Guide require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the compliance requirements referred to above that could have a direct and
material effect on a major RD program occurred. An audit includes examining, on a test basis,
evidence about ABC Limited Partnership’s compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major RD
programs. However, our audit does not provide a legal determination of ABC Limited Partnership’s
compliance.

Opinion on Each Major RD Program

In our opinion, ABC Limited Partnership complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major RD
program for the year ended December 31, 20X2.
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Opinion on Each Major RD Program

In our opinion, ABC Limited Partnership complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major RD
program for the year ended December 31, 20X2.

Other Matters (needs to be included if immaterial instances of non-compliance were noted)
We noted certain matters that we are required to report to management of ABC Limited Partnership in a
separate written communication. These matters are described in our management letter dated DATE, YEAR.

Report on Internal Control Over Compliance

Management of ABC Limited Partnership is responsible for establishing and maintaining effective internal
control over compliance with the compliance requirements referred to above. In planning and performing
our audit of compliance, we considered ABC Limited Partnership’s internal control over compliance
with the requirements that could have a direct and material effect on its major RD program to determine
the auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion
on compliance for its major RD program and to test and report on internal control over compliance in
accordance with the Guide, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of ABC Limited
Partnership’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a compliance requirement of an
RD program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or combination of deficiencies, in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a compliance requirement of a RD program will not be
prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with
a compliance requirement of a RD program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements
of the Guide. Accordingly, this report is not suitable for any other purpose.

Firm’s signature
City, State
DATE,YEAR.
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Schedule of Findings and Questioned Costs
For the Year Ended December 31, 20X2

For the Year Ended December 31, 20X2:

There were no findings or gquestioned costs for the year ended December 31, 202,

For the Year Ended December 31, 20X1:

There were no findings or guestioned costs for the year ended December 31, 20X1.
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Year End Financial Reporting Requirements
State and Local Government, Indian Tribes and Non-Profit Organizations

Single Audit

The Single Audit is divided into two areas: Compliance and Financial.
The compliance component of a Single Audit covers the study and understanding (planning stage) as well
as the testing and evaluation (exam stage) of the recipient with respect to federal assistance usage,

operations and compliance with laws and regulations

The financial component is exactly like a financial audit of a non-federal entity which includes the audit of
the financial statements and accompanying notes.

Single Audit Component Reference /Checklist

Financial Statement(s) 2 CFR 200.510(a)

Opinion on Financial Statements 2 CFR 200.515(a)

Uniform Guidance Report on Internal Control 2 CFR 200.515(b) (major programs)
Uniform Guidance Report on Compliance 2 CFR 200.515(c) (major programs)
GAS Report on Internal Control 2 CFR 200.515(b)

Schedule of expenditures of Federal Awards 2 CFR 200.510(b) (Example provided)
Opinion or Disclaimer of Opinion on Schedule of Federal Awards 2 CFR 200.515(a)
GAS Report on Compliance 2 CFR 200.515(¢c)

Schedule of Findings and Questioned Costs 2 CFR 200.515(d) (Example provided)
Summary Schedule of Prior Audit Findings 2 CFR 200.511(b)

Corrective Action Plan (if findings) 2 CFR 200.511(c) (Example provided)
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year ended December 31, 20X7

Federal Grantor/ Federal Agency or
(Pass-through Grantor)/ CFDA Pass-through Federal
Program Title Number Number Expenditures

U.S. Departments of Agriculture
Rural Rental Housing Loans 10.415 $2,247,033

U.S. Departments of Agriculture
Rural Rental Housing Loans 10.427 242,249

U.S. Departments of Agriculture

Interest Assistance Programs 10.437 87, 046
Total $2,576,328

1. Basis of Presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes the
federal award activity of DEF Apartments under programs of the federal government
for the year ended December 31, 20X7.

The information in this Schedule is presented in accordance with the requirements of Title 2
U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Because the
Schedule presents only a selected portion of the operations of the Project, it is not intended to
and does not present the Project's financial position, changes in net assets, or cash flows.

2. Summary of Significant Accounting Policies

(a) Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in the Uniform Guidance,
wherein certain types of expenditures are not allowable or are limited as to reimbursement.



(b) DEF Apartments NFP has elected not to use the 10 percent de minimus indirect cost
rate as allowed under the Uniform Guidance.

(c) The outstanding balance of loan and loan guarantee programs at December 31, 20x7 with

continuing compliance requirements which are reported as federal expenditures on the
accompanying schedule of expenditures of Federal Awards was $2,229,088.

See Independent Auditor’s Report.



DEF Apartments NFP
Project No. 00-000-000000000-00-0

SCHEDULE OF FINDINGS
Year ended December 31, 20X7
Financial Statements

Type of auditor's report issued: Unmodified

Internal control over financial reporting:
Material weakness identified? Yes X No

Significant deficiency identified not considered

to be material weaknesses? Yes X  None
Noncompliance material to financial statements noted? Yes X No
Federal Awards
Type of auditor's report issued on compliance for
major programs:
Internal control over financial reporting:
Material weakness identified? Yes X No
Significant deficiency identified not considered
to be material weaknesses? Yes X  None
Any audit findings disclosed that are required to be
reported in accordance with CFR Section
200.516(a)? Yes X No
Identification of major programs:

CFDA Number Name of Federal Program or Cluster

10.415 Rural Rental Housing Loans

Dollar threshold used to distinguish between Type A
and Type B programs: $XX0, 0000

Auditee qualified as low-risk auditee? Yes X No



DEF Apartments NFP
Project No. 00-000-000000000-00-0

SCHEDULE OF FINDINGS, QUESTIONED COSTS, AND RECOMMENDATIONS
December 31, 20X7

Findings Financial Statements Audit
None noted

Findings and Questioned Costs Major Award Programs Audit
None noted

Findings and Questioned Costs Prior Years

None noted
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	Rural Development 
	Rural Development 
	Joel C. Baxley Administrator 
	Rural Housing Service 1400 Independence Ave, SW Room 5014-S Washington, D.C.  20250 
	Telephone: (202) 692-0268 
	February 7, 2019 
	TO: 
	TO: 
	TO: 
	State Directors Rural Development 

	FROM: 
	FROM: 
	Joel C. Baxley Administrator Rural Housing Service 
	/s/ Joel C. Baxley 

	SUBJECT: 
	SUBJECT: 
	Multi-Family Housinfor Fiscal Year 2018 
	g Financial Reporting Requirements 


	This Unnumbered Letter (UL) is issued to provide guidance for borrowers electing 
	to submit their Fiscal Year 2018 annual financial reports during the requirements 
	published in the Federal Register on November 24, 2017.   
	The new rule was in effective for borrowers with fiscal year beginning January 1, 2018 and thereafter. The reporting change will continue to be OPTIONAL for Fiscal Year 2018 reporting and will be MANDATORY for Fiscal Year 2019. 
	For profit and limited profit borrowers must state the method of reporting the year end actuals. There are two options for reporting for FY 18.  Option 1 will be based on the type of property and number of units.  Option 2 is based on the borrower ID and amount of federal financial assistance received by the borrower. 
	Through this rule change, the Agency has removed the requirement for an engagement that examines records using Agreed Upon Procedures (AUP) established by the Agency as part of the annual financial reporting requirements outlined in 7 CFR Part 3560.308.  The Agency will allow borrowers to not submit AUPs for the Fiscal Year 2018 reporting cycle by submitting a statement similar to the following with the yearend reports. 
	EXPIRATION DATE:   FILING INSTRUCTIONS: February 29, 2020     Housing Programs 
	USDA is an equal opportunity lender, provider, and employer. 
	Pursuit to the Final Rule 7 CFR Part 3560 to reduce MFH Program financial reporting requirements an engagement that examines records using agreed upon procedures has been eliminated.  Accept this as our request to eliminate this engagement for year-end financial reporting of FY2018 per 7 CFR Part 3560.308. 
	Option 1 Units at the property 
	FY 2018 Year End Financial Reporting Requirements For Profit and Limited Profit Entity 
	Type of Property 
	Type of Property 
	Type of Property 
	Forms RD 3560-7 and 3560-10 
	Borrower Certification Of Performance Standards 
	Agreed-Upon Procedures and Determinations 
	Audited Financial Statements (In accordance with Yellow Book Standards) 

	Rural Development project (1-15 units) 
	Rural Development project (1-15 units) 
	Yes 
	Yes 
	No 
	No 

	Rural Development project (16-23 units) 
	Rural Development project (16-23 units) 
	Yes 
	Yes 
	Eliminated with approval 
	No 

	Rural Development project (24 + units) 
	Rural Development project (24 + units) 
	Yes 
	Yes 
	Eliminated with approval 
	Yes* 


	Option 2 Borrower Identification Number / Federal Financial Assistance The determination as to the need of an audit is based on  RD projects associated with the borrower identification number and the total amount of federal financial assistance the borrower received at all properties. 
	all


	Combined Federal Financial Assistance Year End Financial Reporting Requirements For-Profit or Limited Profit 
	Combined Federal Financial Assistance Year End Financial Reporting Requirements For-Profit or Limited Profit 
	Total Borrower Federal Financial Assistance* 
	Total Borrower Federal Financial Assistance* 
	Total Borrower Federal Financial Assistance* 
	Forms RD 3560-7 and 3560-10 
	Borrower Certification of Performance Standards 
	Uniform Administrative Requirements Audit required in accordance with RD Audit Guide 

	RD Borrower with less than $500,000 in Federal financial assistance 
	RD Borrower with less than $500,000 in Federal financial assistance 
	Yes 
	Yes 
	No 

	RD Borrower with $500,000 or greater in Federal financial assistance 
	RD Borrower with $500,000 or greater in Federal financial assistance 
	Yes 
	Yes 
	Yes** 


	*See RD Programs Audit Determination Worksheet and Major Program Determination – Attachment A. Compilation of Prescribed Forms may be necessary, if an audited financial statement is not required by another federal agency or other business agreement. 
	**Must be completed by an Independent CPA. 
	State and local governments, Indian tribes, and Non-Profit Organizations must submit audits in accordance with 2 CFR 200, Part F, and the Office of Management and Budget’s (OMB) Uniform Administrative Requirements, Cost Principles and Audit Requirements for Federal Awards.   
	Combined Federal Financial Assistance Year End Financial Reporting Requirements State and Local Government, Indian Tribes and Non-Profit Organizations 
	Total Borrower Federal Financial Assistance* 
	Total Borrower Federal Financial Assistance* 
	Total Borrower Federal Financial Assistance* 
	Forms RD 3560-7 and 3560-10 
	Borrower Certification of Performance Standards 
	Single Audit in accordance with 2 CFR part 200 subpart F 

	RD Borrower with less than $750,000 in Federal financial assistance 
	RD Borrower with less than $750,000 in Federal financial assistance 
	Yes 
	Yes 
	No 

	RD Borrower with $750,000 or greater in Federal financial assistance 
	RD Borrower with $750,000 or greater in Federal financial assistance 
	Yes 
	Yes 
	Yes*** 

	***In accordance with the Council of Financial Assistance Reform (CoFAR) uniform guidance. This Single Audit is in accordance with 2 CFR part 200 subpart F, Appendix XI Compliance Supplement; and submitted to the Agency as part of the financial reporting requirements. Must be completed by an Independent CPA. 
	***In accordance with the Council of Financial Assistance Reform (CoFAR) uniform guidance. This Single Audit is in accordance with 2 CFR part 200 subpart F, Appendix XI Compliance Supplement; and submitted to the Agency as part of the financial reporting requirements. Must be completed by an Independent CPA. 


	Non-profit borrowers receiving less than $750,000 in combined Federal financial assistance, will continue to submit owner certified prescribed forms using the accrual method of accounting. The prescribed forms will include Form RD 3560-7, “MFH Project Budget/Utility Allowance” and Form RD 3560-10, “MFH Borrower Balance Sheet”, including supporting schedules for those forms within the report package and the borrower Certification of Performance Standards. 
	Funds the borrower entity receives which must comply with Federal statutes, regulations, or terms and conditions of Federal awards will be included as Federal Financial Assistance.  Examples: expenditure/expense transactions associated with awards including grants, compacts with Indian Tribes, cooperative agreements, and direct appropriations; the use of loan proceeds under loan and loan guarantee programs; the receipt or use of program income and interest subsidy. 
	Typical Agency combined Federal Financial Assistances is defined as a combination of any or all of the following sources: 
	o Outstanding principal balance at the beginning of the fiscal year of a U. S. Department of Agriculture (USDA) Mortgage, a mortgage insured by the Federal Housing Administration  (FHA) or HUD- held mortgages and other Government insured loans (Including but not limited to HOME, and CBDG loans); 
	o Outstanding principal balance at the beginning of the fiscal year of a U. S. Department of Agriculture (USDA) Mortgage, a mortgage insured by the Federal Housing Administration  (FHA) or HUD- held mortgages and other Government insured loans (Including but not limited to HOME, and CBDG loans); 
	o Outstanding principal balance at the beginning of the fiscal year of a U. S. Department of Agriculture (USDA) Mortgage, a mortgage insured by the Federal Housing Administration  (FHA) or HUD- held mortgages and other Government insured loans (Including but not limited to HOME, and CBDG loans); 

	o Any USDA Rental Assistance or Project based Section 8 assistance received during the fiscal year; 
	o Any USDA Rental Assistance or Project based Section 8 assistance received during the fiscal year; 

	o Interest reduction payments received during the year (interest subsidy); 
	o Interest reduction payments received during the year (interest subsidy); 

	o Federal grant funds received during the year and/or; 
	o Federal grant funds received during the year and/or; 

	o Outstanding principal balance at the beginning of the fiscal year of an existing USDA Section 538 Guaranteed Rural Rental Housing loan. 
	o Outstanding principal balance at the beginning of the fiscal year of an existing USDA Section 538 Guaranteed Rural Rental Housing loan. 


	Any project audits independently obtained by the borrower must be submitted to the Agency. 
	We will be issuing addition guidance for year-end reporting requirements which will include revisions to HB-2-3560, Chapter 4 and additional training. 
	If you have any questions, please contact Dana Daugherty-Perez at 217-403-6210.  Servicing Officials should direct questions regarding the subject of the UL to their assigned Portfolio Management Analyst. 
	           Attachment A 
	RD PROGRAMS AUDIT DETERMINATION WORKSHEET 
	RD PROGRAMS AUDIT DETERMINATION WORKSHEET 
	Step 1: Gather all the information below to determine whether a Financial and Compliance audit is required by Rural Development.
	  RD Borrower Name: _______________   Borrower ID:___________________

	  RD projects associated with ID    ________________     ____________________ 
	  RD projects associated with ID    ________________     ____________________ 
	(List all – may need additional pages)   

	Federal Financial Assistance Received
	Federal Financial Assistance Received
	  RD 515 Loan balances at beginning of FY  __________________ _____________________ (Include debt deferral and Interest) Interest Subsidy   __________________  _____________________ RD Rental Assistance   __________________ _____________________ HUD Section 8 Assistance            __________________ _____________________ RD GRRH 538 Loan balance  __________________ _____________________ Other:            __________________ _____________________ 
	Total Federal Financial Assistance received from the borrower: $ 
	Step 2: Is the RD project owned by a not‐for‐profit entity with $750,000 of assistance? Yes, single audit requirements under 2 CFR part 200. No, go to Step 3. 
	Step 3: Did the project receive $500,000 or greater, in the aggregate, in Federal Financial Assistance? Yes, an RD Financial and Compliance Audit is necessary. G o to Step 4. No, go to Step 5. 
	Step 4: Are any of the individual programs identified in Step 1 equal to or greater than $500,000? Yes, these program(s) are the property's major program(s). A major program report is required. 
	No, there are no major programs. A major program report is not required in the audited financial statements. 
	Step 5: Does another regulatory agency, legal entity, and/or other business agreement require an audit in accordance with Generally Accepted Auditing Standards or Government Auditing Standards? 
	Yes, submit a copy of that audit to RD. 
	No, Go to Step 6. 
	Step 6: Submit a compilation of prescribed forms in accordance with SSARS by AICPA. 
	Attachment B 


	EXAMPLE REPORTS 
	EXAMPLE REPORTS 
	1. 
	1. 
	1. 
	Independent Auditor’s Report 

	2. 
	2. 
	Independent Auditor’s Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements Performed in Accordance with Government Auditing Standards 

	3. 
	3. 
	Independent Auditor’s Report on Compliance For Each Major RD Program and Internal Control Over Compliance required by the Audit Guide for Audits of RD Programs 


	Note – Subject to change based on most recent professional literature and guidance. It is the auditor’s responsibility to use the most up to date language. 
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	Independent Auditor’s Report 
	To the Partners of
	To the Partners of
	To the Partners of
	   USDA Rural Development 

	ABC Apartments, LP
	ABC Apartments, LP
	   Servicing Office 

	New York, New York
	New York, New York
	   New York, New York 

	Report on the Financial Statements 
	Report on the Financial Statements 


	We have audited the accompanying financial statements of ABC Apartments, LP RHS Project No. 00-000-000000000-00-0 (Partnership), which comprise the balance sheets as of December 30, 20X2 and 20X1, and the related statements of income (loss), changes in partners’ capital (deficit), and cash flows for the years then ended, and the related notes to the financial statements. 
	Management’s Responsibility for the Financial Statements 
	Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error. 
	Auditor’s Responsibility 
	Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with auditing standards generally accepted in the United States of America and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free from material mi
	An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to Partnership’s preparation and fair presentation of the financial statements in order to design audit procedures that a
	We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
	Attachment B Page 5 of 30 
	Opinion 
	In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Partnership as of December 31, 20X2 and 20X1, and the results of its operations, changes in partners’ capital (deficit), and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of America. 
	Report on Supplementary Information 
	Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole. The accompanying supplementary information is presented for purposes of additional analysis as required by the United States Department of Agriculture Rural Development. 
	Such information is the responsibility of management and was derived from and relates directly to the underlying accounting and other records used to prepare the financial statements. The information has been subjected to the auditing procedures applied in the audits of the financial statements and certain additional procedures, including comparing and reconciling such information directly to the underlying accounting and other records used to prepare the financial statements or to the financial statements 
	Reports Issued in Accordance with Government Auditing Standards 
	In accordance with Government Auditing Standards, we have also issued a report dated March XX, 20X3 on our consideration of Partnership’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose of that report is to describe the scope of our testing of internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the intern
	ABC Firm, LLC Indianapolis, Indiana March XX, 20X3  
	Page | 2 
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	ABC Apartments, LP RHS Project No. 00-000-000000000-00-0 
	Balance Sheets December 31, 20X2 and 20X1 
	Figure
	The accompanying notes are an integral part of the financial statements. 
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	ABC Apartments, LP RHS Project No. 00-000-000000000-00-0 
	Balance Sheets (continued) 
	December 31, 20X2 and 20X1 
	Figure
	The accompanying notes are an integral part of the financial statements. 
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	Figure
	The accompanying notes are an integral part of the financial statements. Page | 5 
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	ABC Apartments, LP RHS Project No. 00-000-000000000-00-0  
	Figure
	The accompanying notes are an integral part of the financial statements. Page | 6 
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	ABC Apartments, LP 
	RHS Project No. 00-000-000000000-00-0 
	Figure
	The accompanying notes are an integral part of the financial statements.  Page | 7 
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	ABC Apartments, LP 
	RHS Project No. 00-000-000000000-00-0 
	Notes to the Financial Statements For the Years Ended December 31, 20X2 and 20X1 
	Note 1 – Nature of Activities 
	ABC Apartments, LP RHS Project No. 00-000-000000000-00-0 (Partnership) was formed on June 1, 1908, under the laws of the State of New York, for the purpose of operating a XX-unit apartment community located in New York, New York. The community is financed by a United States Department of Agriculture Rural Development (RD) Section 515 Loan, and therefore is regulated by RD as to rent charges and operating methods. Under this program, Partnership provides housing to low-income and moderate-income families, su
	Note 2 – Significant Accounting Policies 
	A summary of Partnership’s significant accounting policies consistently applied in the preparation of the accompanying financial statements is as follows:  
	Partnership’s financial statements were prepared on the accrual basis of accounting.  
	Basis of Accounting  

	The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of continent assets and liabilities at the date of the financial statements and the reported amounts of revenues, expenses, and other changes in partners’ capital (deficit) during the reporting period. Actual results could differ from those estimates.
	Use of Estimates 

	For the statements of cash flows, all unrestricted investment instruments with original maturities of three months or less are cash and cash equivalents. As of December 31, 20X2 and 20X1, cash and cash equivalents consist of an operating checking account. 
	Cash and Cash Equivalents 

	Partnership evaluated subsequent events through March XX, 20X3, which is the date the financial statements were available to be issued. This evaluation determined that there are no subsequent events that necessitated further disclosure in and/or adjustments to the accompanying financial statements. 
	Subsequent Events 
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	RHS Project No. 00-000-000000000-00-0 
	Note 2 – Significant Accounting Policies (continued) 
	Tenant Receivable and Bad Debt  
	Tenant Receivable and Bad Debt  

	Tenant rent charges for the current month are due on the first of the month. Tenants who are evicted or move out are charged with damages or cleaning fees, if applicable. Tenant receivable consists of amounts due for rental income, security deposits, or the charges for damages and cleaning fees. Partnership does not accrue interest on the tenant receivable balances.  
	Partnership has not established an allowance for doubtful accounts and does not use the reserve method for recognizing bad debts. Bad debts are treated as direct write-offs in the period management determines that collection is not probable. 
	Tenant Security Deposits  
	Tenant Security Deposits  

	Partnership maintains accounts for security deposits received from tenants. The cash is restricted for reimbursement of the security deposits unless there is evidence of default by a tenant under the lease agreement.  
	Tax and Insurance Reserve 
	Tax and Insurance Reserve 

	Tax and insurance reserve is restricted cash for payments of real estate taxes and insurance. Partnership is required to establish and maintain a reserve account. This account is used to receive monthly deposits sufficient to pay annual real estate taxes and insurance premiums that are paid from the account.  
	In accordance with the loan agreement with RD, a reserve for replacement is to be funded $AMT annually until it reaches $AMT.  
	Replacement Reserves  

	Property and equipment are recorded at cost. Depreciation is computed using the straight-line method of depreciation. When assets are retired or otherwise disposed of, the cost and related accumulated depreciation are removed from the accounts, and any resulting gain or loss is recognized as income or loss for the period. The cost of maintenance and repairs is charged to expense as incurred and significant renewal and betterments are capitalized. Deductions are made for retirements resulting from renewals o
	Property and Equipment  

	Partnership is subject to real estate and personal property taxes and pays one year in arrears. Partnership was assessed in 20X1 and made bi-annual payments in May 20X2 and November 20X2. Failure to make these payments could have resulted in additional penalties, interest, and liens. At December 31, 20X2 and 20X1, accrued real estate taxes represent an estimated amount to be paid in the subsequent year.  
	Accrued Real Estate Taxes 

	Partnership recognized net rent revenue in the period in which the rent is earned. In accordance with the RD financial reporting requirements, potential rental income represents total possible rent revenue as if all units are 100% occupied during the year. Total rental income represents potential rental income less vacancies. Rents collected in advance are deferred until the rental income is earned.  
	Recognition of Rent Revenue  
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	ABC Apartments, LP 
	RHS Project No. 00-000-000000000-00-0 
	Note 2 – Significant Accounting Policies (continued) 
	Rental Assistance Payments 
	Rental Assistance Payments 

	Partnership entered into a rental assistance contract for low-income families as provided by RD.  
	Partnership expenses advertising costs as they incur. For the years ended December 31, 20X2 and 20X1, advertising and marketing expenses were $AMT and $AMT, respectively.  
	Advertising 

	No provision for federal or state income taxes was made in the financial statements as the federal and state income tax effect on Partnership’s activities accrued to its partners.  
	Income Taxes  

	Generally accepted accounting principles in the United States require Partnership to examine its tax positions for uncertain positions. Partnership is not aware of any tax positions that are more likely than not to change in the next twelve months, or that would not sustain an examination by applicable taxing authorities. Partnership’s policy is to recognize penalties and interest as incurred in its statements of income (loss) as a component of operating expenses, and totaled $0 for December 31, 20X2 and 20
	In accordance with the provisions of accounting for the impairment or disposal of long-lived assets, Partnership reviews long-lived assets for impairments when circumstances indicate the carrying amount of an asset may not be recoverable based on the undiscounted future cash flows of the asset. If the carrying amount of an asset may not be recoverable, a write-down to fair value is recorded. Fair values are determined based on the discounted cash flows, quoted market values, or external appraisals, as appli
	Impairment of Long-Lived Assets  

	Fair Value Measurements 
	Fair Value Measurements 

	Partnership adopted fair value measurements of financial assets and financial liabilities of nonfinancial items that are recognized or disclosed at fair value in the financial statements on a recurring basis. This establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to measuremen
	•
	•
	•
	 Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that Partnership has the ability to access at the measurement date. 

	•
	•
	 Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly.  


	• Level 3 inputs are unobservable inputs for the asset or liability.  Page | 10 
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	Note 2 – Significant Accounting Policies (continued) 
	The level in the fair value hierarchy within which a fair measurement in its entirety falls is based on the lowest level input that is significant to the fair value measurement in its entirety. Partnership had no investments at December 31, 20X2 and 20X1 except for certificate of deposits. 
	Partnership operates in a heavily regulated environment that typically includes restrictions such as land use, rent regulations, government subsidies in the form of rental assistance through either rent subsidy or tenant vouchers, subsidized mortgage interest rates, and restrictions on selling or transferring.  
	A summary of the methods and significant assumptions used to estimate the fair values of financial instruments is as follows: 
	• 
	• 
	• 
	Short-term financial instruments – The fair value of short-term financial instruments, including cash and cash equivalents, restricted deposits, accounts receivable, accounts payable and accrued liabilities approximate their carrying value due to the short-term nature of these instruments. 

	• 
	• 
	Long-term financial instruments – The fair value of long-term financial instruments, including mortgage payable which approximates the carrying value in the accompanying financial statements based on current borrowing rates. 


	Certain accounts in the 20X1 financial statements were reclassified for comparative purposes to conform with the presentation in the 20X2 financial statements. Total assets, liabilities, partners’ capital (deficits), and net income are unchanged due to these reclassifications.  
	Reclassifications 

	Note 3 – Mortgage Payable 
	The mortgage payable is payable to RD in monthly installments of $AMT at an interest rate of RATE% per annum and a term of # years, maturing on DATE. As part of the Loan Agreement, Partnership entered into an Interest Credit and Rental Assistance Agreement that effectively lowers the interest rate to approximately 1% over the term of the loan. The mortgage liability of Partnership is limited to the underlying value of the real estate collateral pledged. No partner is personally liable on the mortgage note p
	Estimated annual maturities of the mortgage notes payable are as follows: 
	20X3 $ AMT 20X4 AMT 20X5 AMT 20X6 AMT 20X7 AMT Thereafter 
	AMT

	  $ AMT 
	  $ AMT 
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	Note 4 – Distribution To Partners Under the mortgage payable agreement, annual distributions to partners are limited by RD regulations to $AMT. During the years ended December 31, 20X2 and 20X1, $AMT and $AMT, respectively were distributed to the partners. Distributions are paid one year in arrears of being earned. 
	Note 5 – Related Party Transaction 
	Partnership entered into a management agreement with ABC Property Management (management agent), an identity of interest with the general partner, to manage the rental operations. The management agreement allows for a management fee based on per occupied unit per month. Property management fees were $AMT and $AMT during the years ended December 31, 20X2 and 20X1, respectively. 
	Management Fee 

	Management agent provides administrative services to Partnership and was reimbursed $AMT and $AMT for the cost of site employee payroll, payroll taxes, and benefits during the years ended December 31, 20X2 and 20X1, respectively. 
	Management Services 

	ABC Legal, an identity of interest with the general partner, performs legal services for Partnership. During the years ended December 31, 20X2 and 20X1, $AMT and $AMT, respectively, was incurred and expensed. 
	Legal Services 

	A general partner made non-interest bearing operating deficit loans of $AMT which are payable from the proceeds of the sale or refinancing of the rental property.  At December 31, 20X2 and 20X1, Partnership 
	Advances from General Partner 

	owes the general partner $AMT and $AMT, respectively. 
	Note 6 – Current Vulnerability Due to Certain Concentrations 
	Partnership’s sole asset is ABC Apartments. Partnership’s operations are concentrated in the affordable housing real estate market. In addition, Partnership operates in a heavily regulated environment. The operations of Partnership are subject to the administrative directives, rules, and regulations of federal, state, and local regulatory agencies, including, but not limited to, RD and the State Housing Agency. Such administrative directives, rules, and regulations are subject to change by an act of Congres
	Concentration in Affordable Housing Market 

	Partnership received X% and X% of gross revenue from RD in the form of rental assistance and interest reduction subsidy payments during the years ended December 31, 20X2 and 20X1, respectively. 
	Concentration in Government Funding 

	Partnership continually monitors its positions with, and the credit quality of, the financial institutions with which it invests. Financial instruments that potentially subject the company to concentration of credit risk consist principally of cash. Management believes Partnership placed all cash with high-credit quality financial institutions and that there is no significant concentration of credit risk with respect to cash. 
	Concentration in Credit Risk 
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	INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
	To the Partners of            USDA Rural Development ABC Limited Partnership           Servicing Office DBA ABC Apartments City, State City, State 
	We have audited, in accordance with the auditing standards generally accepted in the United States of America and the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States, the financial statements of ABC Limited Partnership, which comprise the balance sheet as of December 31, 20X2, and the related statementsof operations, changes in partners’ equity and cash flows for the year then ended, and the related notesto the financ
	Internal Control Over Financial Reporting 
	In planning and performing our audit of the financial statements, we considered ABC Limited Partnership’s internal control over financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of ABC Limited Partnership’s internal control. Accordingly, we do not express an opinion on the effectiveness of ABC Limited Par
	A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timel
	Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not designed to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses may exist that have not been identified. 
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	ABC Limited Partnership Independent Auditors’ Report on Internal Control Page Two
	  Compliance and Other Matters
	As part of obtaining reasonable assurance about whether ABC Limited Partnership’s financial statements are free from material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do not express su
	Purpose of this Report 
	The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results of that testing, and not to provide an opinion on the effectiveness of ABC Limited Partnership’s internal control or on compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards in considering ABC Limited Partnership’s internal control and compliance. Accordingly, this communication is not suitable for any other purpose. 
	Firm’s signature City, State DATE, YEAR 
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	INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR RD PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE CONSOLIDATED AUDIT GUIDE FOR AUDITS OF RD PROGRAMS 
	To the Partners of         USDA Rural Development ABC Limited Partnership      Servicing Office            DBA ABC Apartments City, State 
	  City, State   
	Report on Compliance for Each Major RD Program
	We have audited ABC Limited Partnership’s compliance with the compliance requirements described inthe Audit Guide for Audits of RD Programs (the Guide) that could have a direct and material effecton ABC Limited Partnership’s major U.S. Department of Rural Development (RD) program for the year ended December 31, 20X2. The Partnership’s major RD program is as follows:
	List the major program. 
	Name of Major RD Program Section 515 Rural Rental Housing Loan 
	Name of Major RD Program Section 515 Rural Rental Housing Loan 
	Name of Major RD Program Section 515 Rural Rental Housing Loan 
	Direct and Material Compliance Requirements Mortgage status, replacement reserve, return on investment or return to owner, equity skimming, cash receipts, cash disbursements, tenant security deposits, management functions, unauthorized change of ownership or acquisition of liabilities and unauthorized loans of project funds. 


	Management’s Responsibility 
	Management is responsible for compliance with the requirements of laws, regulations, contracts, 
	and grants applicable to its RD program. 
	Auditor’s Responsibility
	Our responsibility is to express an opinion on compliance for each of ABC Limited Partnership’s major RD programs based on our audit of the compliance requirements referred to above. Weconducted our audit of compliance in accordance with auditing standards generally accepted in the United States of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States; and the Guide. Those standards and the Guide require that 
	We believe that our audit provides a reasonable basis for our opinion on compliance for each major RD programs. However, our audit does not provide a legal determination of ABC Limited Partnership’s compliance. 
	Opinion on Each Major RD Program 
	In our opinion, ABC Limited Partnership complied, in all material respects, with the compliance requirements referred to above that could have a direct and material effect on each of its major RD program for the year ended December 31, 20X2. 
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	ABC Limited Partnership 
	Independent Auditors’ Report 
	on Internal Control 
	Page Two 
	Opinion on Each Major RD Program 
	In our opinion, ABC Limited Partnership complied, in all material respects, with the compliance requirements referred to above that could have a direct and material effect on each of its major RD program for the year ended December 31, 20X2. 
	Other Matters (needs to be included if immaterial instances of non-compliance were noted)
	We noted certain matters that we are required to report to management of ABC Limited Partnership in aseparate written communication. These matters are described in our management letter dated DATE, YEAR. 
	Report on Internal Control Over Compliance 
	Management of ABC Limited Partnership is responsible for establishing and maintaining effective internal control over compliance with the compliance requirements referred to above. In planning and performing our audit of compliance, we considered ABC Limited Partnership’s internal control over compliance with the requirements that could have a direct and material effect on its major RD program to determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing an opi
	Our consideration of internal control over compliance was for the limited purpose described in the first paragraph of this section and was not designed to identify all deficiencies in internal control over compliance that might be material weaknesses or significant deficiencies. We did not identify any deficiencies in internal control over compliance that we consider to be material weaknesses. However, material weaknesses may exist that have not been identified. 
	The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal control over compliance and the results of that testing based on the requirements of the Guide. Accordingly, this report is not suitable for any other purpose. 
	Firm’s signature City, State DATE,YEAR. 
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	Year End Financial Reporting Requirements State and Local Government, Indian Tribes and Non-Profit Organizations 
	Single Audit 
	Single Audit 

	The Single Audit is divided into two areas: Compliance and Financial. 
	The compliance component of a Single Audit covers the study and understanding (planning stage) as well as the testing and evaluation (exam stage) of the recipient with respect to federal assistance usage, operations and compliance with laws and regulations 
	The financial component is exactly like a financial audit of a non-federal entity which includes the audit of the financial statements and accompanying notes. 
	Single Audit Component Reference /Checklist 
	Single Audit Component Reference /Checklist 

	Financial Statement(s) 2 CFR 200.510(a) Opinion on Financial Statements 2 CFR 200.515(a) Uniform Guidance Report on Internal Control 2 CFR 200.515(b) (major programs) Uniform Guidance Report on Compliance 2 CFR 200.515(c) (major programs) GAS Report on Internal Control 2 CFR 200.515(b) Schedule of expenditures of Federal Awards 2 CFR 200.510(b) (Example provided) Opinion or Disclaimer of Opinion on Schedule of Federal Awards 2 CFR 200.515(a) GAS Report on Compliance 2 CFR 200.515(c) Schedule of Findings and
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	DEF Apartments NFP Project No. 00-000-000000000-00-0 
	SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS Year ended December 31, 20X7 
	Federal Grantor/ Federal  Agency or (Pass-through Grantor)/ CFDA Pass-through Federal Program Title        Number   Number 
	          Expenditures 

	U.S. 
	U.S. 
	U.S. 
	Departments of Agriculture Rural Rental Housing Loans        10.415 $2,247,033 

	U.S. 
	U.S. 
	Departments of Agriculture Rural Rental Housing Loans           10.427 242,249 

	U.S. 
	U.S. 
	Departments of Agriculture  Interest Assistance Programs  10.437
	      87, 046



	  Total       $ 2,576,328 
	1. 
	Basis of Presentation 

	The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal award activity of DEF Apartments under programs of the federal government for the year ended December 31, 20X7. 
	The information in this Schedule is presented in accordance with the requirements of Title 2 
	U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Because the Schedule presents only a selected portion of the operations of the Project, it is not intended to and does not present the Project's financial position, changes in net assets, or cash flows. 
	2. 
	Summary of Significant Accounting Policies 

	(a)
	(a)
	(a)
	 Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such expenditures are recognized following the cost principles contained in the Uniform Guidance, wherein certain types of expenditures are not allowable or are limited as to reimbursement. 

	(b) 
	(b) 
	DEF Apartments NFP has elected not to use the 10 percent de minimus indirect cost rate as allowed under the Uniform Guidance. 

	(c)
	(c)
	 The outstanding balance of loan and loan guarantee programs at December 31, 20x7 with continuing compliance requirements which are reported as federal expenditures on the accompanying schedule of expenditures of Federal Awards was $2,229,088. 


	See Independent Auditor’s Report. 
	DEF Apartments NFP Project No. 00-000-000000000-00-0 
	SCHEDULE OF FINDINGS Year ended December 31, 20X7 
	Financial Statements 
	Type of auditor's report issued: 
	Internal control over financial reporting: 
	     Material weakness identified? 
	Significant deficiency identified not considered 
	to be material weaknesses? Noncompliance material to financial statements noted? Federal Awards Type of auditor's report issued on compliance for major programs: 
	Internal control over financial reporting: Material weakness identified? 
	Significant deficiency identified not considered to be material weaknesses? 
	Any audit findings disclosed that are required to be reported in accordance with CFR Section 200.516(a)? 
	Identification of major programs: 
	 CFDA Number
	 10.415
	Dollar threshold used to distinguish between Type A and Type B programs: 
	Unmodified 
	Unmodified 
	Unmodified 

	_____ Yes 
	_____ Yes 
	X 
	No

	_____ Yes 
	_____ Yes 
	X 
	None 

	_____ Yes 
	_____ Yes 
	X 
	No 

	_____ Yes 
	_____ Yes 
	X 
	No 

	_____ Yes 
	_____ Yes 
	X 
	None 

	_____ Yes 
	_____ Yes 
	X 
	No 


	       Rural Rental Housing Loans 
	     Name of Federal Program or Cluster

	      $XX0, 0000 
	Auditee qualified as low-risk auditee?  Yes No 
	_____
	X 

	DEF Apartments NFP Project No. 00-000-000000000-00-0 
	SCHEDULE OF FINDINGS, QUESTIONED COSTS, AND RECOMMENDATIONS December 31, 20X7 
	Findings Financial Statements Audit 
	None noted 
	Findings and Questioned Costs Major Award Programs Audit 
	None noted 
	Findings and Questioned Costs Prior Years 
	None noted 





