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 UNITED STATES DEPARTMENT OF AGRICULTURE 

 OFFICE OF INSPECTOR GENERAL 

Washington, D.C. 20250 

    
 
 
 
 
DATE:  February 16, 2001 
 
REPLY TO 
ATTN OF: 85401-1-Ch 
 
 SUBJECT: Rural Development’s Consolidated  
  Financial Statements for Fiscal Year 2000 
   
 TO:  R. Mack Gray 
  Acting Deputy Under Secretary 
    for Natural Resources and Environment 
 
ATTN:  Leroy Jones 
  Acting Director  
  Financial Management Division 
 
  
This report presents the results of our audit of the Rural Development consolidated 
financial statements for the fiscal year (FY) ended September 30, 2000.  The report 
contains our qualified opinion on the FY 2000 consolidated statements and the results of 
our assessment of Rural Development’s internal control structure and compliance with laws 
and regulations. 
 
In accordance with Departmental Regulation 1720-1, please furnish a reply within 60 days 
describing the corrective action taken or planned, including the timeframes, on our 
recommendation.  Please note that the regulation requires a management decision to be 
reached on all findings and recommendations within a maximum of 6 months from report 
issuance. 
 
We appreciate the courtesies and cooperation extended to us during the audit.  
 
 
 
 
/s/ 
ROGER C. VIADERO 
Inspector General 
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EXECUTIVE SUMMARY 
U.S. DEPARTMENT OF AGRICULTURE  

RURAL DEVELOPMENT 
CONSOLIDATED FINANCIAL STATEMENTS 

FOR FISCAL YEAR 2000 
AUDIT REPORT NO. 85401-1-Ch 

 
Our audit objectives were to determine if (1) the 
financial statements present fairly, in all material 
respects, in accordance with generally 
accepted accounting principles, the assets, 

liabilities, and net position; net costs; changes in net position; budgetary 
resources; and reconciliation of net costs to budgetary obligations, (2) the 
internal control structure provides reasonable assurance that the internal 
control objectives were met, and (3) Rural Development complied with laws 
and regulations for those transactions and events that could have a material 
effect on the financial statements. 

 
Our report discusses our qualified opinion on 
Rural Development’s financial statements.  Our 
qualification is due to Rural Development’s 
inability to ensure that the costs of its 

outstanding direct loan programs are reasonably estimated at over $11 
billion. (During the course of our audit, nothing came to our attention to 
indicate that loans made and related cash balances were materially 
misstated.) We have reported this problem since fiscal year (FY) 1992. Rural 
Development and the Office of Inspector General (OIG) continued to work 
with the Department’s Task Force to overcome this issue.  However, much 
work remains.   

   
Our report on Rural Development’s internal control structure discusses 
weaknesses in its support for estimating and reestimating loan subsidy 
costs, and control weaknesses related to performance measures in 
Management’s Discussion and Analysis. 
 
 

 
 
 

 

PURPOSE 

RESULTS IN BRIEF 
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We recommended that Rural Development 
develop workable methods and measures to 
estimate future loan losses for loans made prior 
to 1992, following a systematic approach, with 

documented processes and procedures that fully comply with Federal 
accounting standards.  This would include implementing GAO’s 
recommendation to improve the reporting of financially stressed Rural Utility 
Service loans. 

 
 

Rural Development officials generally agreed 
with the issues and recommendation in this 
report. 

KEY RECOMMENDATIONS 

AGENCY POSITION 
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REPORT OF THE OFFICE OF INSPECTOR GENERAL 

 
TO: R. Mack Gray 
 Acting Deputy Under Secretary  
   for Natural Resources and Environment 
 
 
We have audited the accompanying Consolidated Balance Sheet of Rural Development, a 
mission area of the United States Department of Agriculture (USDA), as of September 30, 
2000, and the related Consolidating Statements of Net Cost and Changes in Net Position, 
and Combined Statements of Budgetary Resources and Financing for the fiscal year (FY) 
then ended.  These financial statements are the responsibility of Rural Development's 
management.  Our responsibility is to express an opinion on these financial statements 
based on our audit. 
 
Except as discussed below, we conducted our audit in accordance with Government 
Auditing Standards issued by the Comptroller General of the United States, and the Office 
of Management and Budget (OMB) Bulletin 01-02, "Audit Requirements for Federal 
Financial Statements".  Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material 
misstatement.  An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements.  An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation.  We believe that our audit provides 
a reasonable basis for our opinion. 
 
We were unable to obtain sufficient and competent evidential matter to support Rural 
Development's financial statements and footnote disclosures related to loan allowances 
and subsidy costs and their impact on “Non-Federal Assets” stated at about $58 billion at 
September 30, 2000, as well as the related financial statement line items of “Net Position” 
and “Non-Federal Program Costs” on the Consolidated Balance Sheet and Consolidating 
Statement of Net Cost, respectively. 
 
Furthermore, we were unable to obtain sufficient and competent evidential matter to 
support Rural Development's Consolidating Statement of Changes in Net Position, and 
Combined Statements of Budgetary Resources and Financing. These Statements are 
impacted by the lack of support for “Non-Federal Assets” described above as they 
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relate to loan allowance and subsidy costs.   Accordingly, we determined that it was not 
practicable to perform further alternate procedures to satisfy ourselves as to (1) the value of 
any of the financial statement line items on the Consolidating Statement of Changes in Net 
Position, (2) the value of any of the financial statement line items on the Combined 
Statements of Budgetary Resources and Financing, and (3) the value of the assets, 
liabilities, equity, costs and revenues relating to “Non-Federal Assets,” and “Non-Federal 
Program Costs.” 
 
In our opinion, except for the effects of such adjustments, if any, as might have been 
determined to be necessary had we been able to assess the reasonableness of the 
Consolidating Statement of Changes in Net Position, Combined Statements of Budgetary 
Resources and Financing, and all financial statement line items and footnotes impacted by 
“Non-Federal Assets” or “Non-Federal Program Costs”, the financial statements referred to 
above, including the accompanying notes, present fairly, in all material respects, in 
conformity with generally accepted accounting principles, the assets, liabilities, and net 
position of Rural Development as of September 30, 2000; as well as its net costs for the 
fiscal year then ended. 
 
Our audit was conducted for the purpose of forming an opinion on Rural Development's 
financial statements taken as a whole.  The information in Management’s Discussion and 
Analysis and Required Supplementary Information sections represent supplementary 
information required by OMB Bulletin 97-01, "Form and Content of Agency Financial 
Statements."  We have considered whether this information is materially consistent with the 
principal financial statements, and no material inconsistencies were noted. 
 
We have also issued a report on Rural Development's internal controls, which cite two 
reportable internal control weaknesses and a report on the mission area's compliance with 
laws and regulations which cites no instances of noncompliance with laws and regulations. 
 
This report is intended solely for the information and use of the management of Rural 
Development, OMB, and the Congress, and is not intended to be and should not be used 
by anyone other than those specified parties. 
 
 
 
/s/ 
ROGER C. VIADERO 
Inspector General 
 
January 12, 2001 



 

 

 UNITED STATES DEPARTMENT OF AGRICULTURE 

 OFFICE OF INSPECTOR GENERAL 

         Washington, D.C.  20250 
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REPORT OF THE OFFICE OF INSPECTOR GENERAL 
ON INTERNAL CONTROL STRUCTURE 

 
 
TO: R. Mack Gray 
 Acting Deputy Under Secretary  
   for Natural Resources and Environment 
 
 
We have audited the accompanying principal financial statements of Rural Development 
as of and for the fiscal year ended September 30, 2000, and have issued our report 
thereon, dated January 12, 2001.  Except as discussed in our opinion, we conducted our 
audit in accordance with generally accepted auditing standards; the standards applicable 
to financial audits contained in Government Auditing Standards, issued by the Comptroller 
General of the United States; and OMB Bulletin 01-02, "Audit Requirements for Federal 
Financial Statements." 
 
In planning and performing our audit, we considered Rural Development's internal control 
over financial reporting by obtaining an understanding of Rural Development's internal 
control structure, determined whether the internal controls had been placed in operation, 
assessed control risk, and performed tests of controls in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements.  We 
limited our internal control testing to those controls necessary to achieve the objectives 
described in OMB Bulletin 01-02, except as discussed above.  We did not test all internal 
controls relevant to operating objectives as broadly defined by the Federal Managers’ 
Financial Integrity Act of 1982 (FMFIA), such as those controls relevant to ensuring efficient 
operations. The objective of our audit was not to provide assurance on internal control.  
Consequently, we do not provide an opinion on internal control. 
 
The information presented in the Management Discussion and Analysis is supplemental 
information required by OMB Bulletin 97-01, “Form and Content of Agency Financial 
Statements.”  OMB Bulletin 01-02 requires that we obtain an understanding of the internal 
controls designed to ensure that data supporting stated performance measures are 
properly recorded and accounted for to permit the preparation of reliable and complete 
information.  Our audit work in the area of performance measures involved confirming the 
financial information included in the Management Discussion and Analysis section with 
information contained in the principal financial statements, and 
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ensuring that there was data to support performance measures.   As part of Audit 
No. 50601-2-Ch, we reviewed and tested Rural Development's policies, procedures and 
systems for documenting and supporting financial, statistical, and other information 
presented in Management’s Discussion and Analysis.   We concluded that Rural 
Development’s controls did not adequately ensure the accuracy of performance measures 
included in Management’s Discussion and Analysis. 
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MANAGEMENT’S RESPONSIBILITY FOR INTERNAL CONTROL STRUCTURE 

 
 
The management of Rural Development is responsible for establishing and maintaining an 
internal control structure.  In fulfilling this responsibility, estimates and judgments by 
management are required to assess the expected benefits and related costs of internal 
control structure policies and procedures.  The objectives of an internal control structure are 
to provide management reasonable, but not absolute assurance that assets are 
safeguarded against loss from unauthorized use or disposition, and that transactions are 
executed in accordance with management's authorization and recorded properly to permit 
the preparation of financial statements in accordance with the agency's prescribed basis of 
accounting.  Because of inherent limitations in any internal control structure, errors or 
irregularities may nevertheless occur and not be detected.  Also, projection of any 
evaluation of the structure to future periods is subject to the risk that procedures may 
become inadequate because of changes in conditions or that the effectiveness of the 
design and operation of policies and procedures may deteriorate. 
 
In its FY 2000 FMFIA report, Rural Development reported to the Secretary of Agriculture 
that it generally complied with Section 2, Management Accountability and Control.  Rural 
Development identified three material internal control weaknesses that included (1) 
controls for establishing and reestimating loan subsidy costs; (2) Business Program’s 
compliance with all applicable civil rights laws, executive orders, and program 
requirements; and (3) oversight of the Multi-Family Housing Program to minimize abuse by 
participants.    
 
Additionally, Rural Development submitted its 2000 Federal Financial Management 
Improvement Act (FFMIA) remediation plan to provide the details for FMFIA Section 4, 
Financial Management Systems.  Rural Development reported that it was generally in 
compliance with Section 4, except for the material nonconformance for direct loan systems. 
The FFMIA report discusses one material nonconformance in Rural Development's 
financial management systems; impacting direct loan servicing and reporting subsystems. 
 Rural Development’s FFMIA remediation plan also discusses noncompliance with OMB 
Circular A-130, “Management of Federal Information Systems,” as well as its inability to 
prepare financial statements in accordance with applicable accounting standards. 
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OIG’S EVALUATION OF RURAL DEVELOPMENT’S INTERNAL CONTROL 
STRUCTURE 

 
 
For the purpose of this report, we have classified Rural Development's significant internal 
control structure policies and procedures into the following categories: 
 
� Direct Loans – consists of policies and procedures associated with authorizing and 

disbursing loans, collecting loan repayments, accruing interest and interest income and 
determining the allowance for subsidy; 

 
� Guaranteed Loans – consists of policies and procedures associated with authorizing 

and disbursing payments, authorizing guarantees, collecting repayments on defaulted 
guaranteed loans and determining the liability for loan guarantees; 

 
� Cash and Budgetary Resources – consists of policies and procedures associated with 

disbursing and collecting cash, reconciling cash balances, borrowings and repayment 
of debt, and budgetary resources; and,  

 
� Financial Reporting – consists of policies and procedures associated with processing 

accounting entries and preparing Rural Development’s annual financial statements.  
 
For each of the internal control structure categories listed above, we obtained an 
understanding of the design of significant control policies and procedures and whether they 
have been placed in operation.  We assessed control risk and performed tests of Rural 
Development's internal control structure. 
 
In making our risk assessment, we considered Rural Development's FMFIA reports, OIG 
audits and other independent auditor reports on financial matters and internal accounting 
control policies and procedures.  Regarding the 2000 FMFIA report, we agree with Rural 
Development's conclusions that it is generally in compliance with Sections 2 and 4.   
However, as acknowledged by Rural Development in its 2000 FMFIA report, its direct loan 
systems are not in compliance with Section 4.  This is a material weakness in its financial 
management systems. 
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Our consideration of the internal controls over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be reportable 
conditions.  We noted certain matters involving the internal control structure and its 
operation that we consider to be reportable conditions. Under standards established by the 
American Institute of Certified Public Accountants, reportable conditions are matters 
coming to our attention relating to significant deficiencies in the design or operation of the 
internal control structure that, in our judgment, could adversely affect Rural Development’s 
ability to have reasonable assurance that the following objectives are met:  
 

1. Transactions are properly recorded and accounted for to permit the preparation 
of reliable financial statements and to maintain accountability over assets; 

 
2. Funds, property, and other assets are safeguarded against loss from 

unauthorized use or disposition; and, 
 

3. Transactions, including those related to obligations and costs, are executed in 
compliance with (a) laws and regulations that could have a direct and material 
affect on the Principal Statements, and (b) any other laws and regulations that 
OMB, Rural Development, or we have identified as being significant for which 
compliance can be objectively measured and evaluated. 

 
Matters involving internal control and their operation that we consider to be reportable 
conditions are presented in the “Findings and Recommendation” section of this report.
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FINDINGS AND RECOMMENDATION 

 
 

 
I.  ALTHOUGH PROGRESS HAS BEEN MADE, CREDIT REFORM 
    PROBLEMS CONTINUE TO SIGNIFICANTLY IMPACT RURAL 
    DEVELOPMENT’S FINANCIAL STATEMENTS AND BUDGET 
    SUBMISSION 
 

 
Since FY 1994, we have reported material 
weaknesses in the processes and procedures 
used by Rural Development to estimate and 
reestimate its loan subsidy costs. As we 
reported last year, during FY 1999 the 

Department’s Chief Financial Officer (CFO) formed a task force under her 
overall leadership to assist in resolving the Department’s longstanding credit 
reform problems.  Progress has been made, including the implementation of 
a new cash flow model for guaranteed loans, which allowed us to determine 
the reasonableness of estimated losses on loan guarantees for the first time 
since FY 1994.  However, substantial work remains to be performed, and 
material weaknesses continue to exist.  As a result, we are unable for the 
seventh consecutive year to assess the reasonableness of Rural 
Development's allowance for credit program receivables. These same 
problems also materially impact Rural Development’s budget.  For example, 
because we can provide no assurance on Rural Development’s financial 
data, the Congress and other decision makers do not know whether the 
costs of Rural Development’s loan programs, estimated at over $11 billion, 
can be relied upon. 
 
Effective for FY 1992, the Federal Credit Reform Act (Act) of 1990 required 
the President's Budget to reflect the "costs" of direct loan and guarantee 
programs.  "Costs" are defined by this Act to mean the estimated long-term 
cost to the Government of direct loans or loan guarantees, calculated on a 
net present value basis, excluding administrative costs and incidental effects 
of receipts and outlays.  The primary intent of the Act is to ensure that the 
subsidy costs of federal loan programs are taken into account in making 
budgetary decisions. 
 
As noted above, during FY 1999 the Department established a task force to 
assist in resolving the Department’s credit reform problem.  The task force 
includes representatives from Rural Development, Farm Service Agency, 
OCFO, OIG, and the General Accounting Office (GAO).  The task force 

FINDING NO. 1 
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developed a comprehensive plan to enable it to resolve the credit reform 
issues by September 30, 2000.   Although progress was made by Rural 
Development during FYs 1999 and 2000, the completion date was moved to 
September 30, 2001 because the problems were too significant to enable 
resolution within the original timeframes.  Key task force accomplishments 
include: 
 

• A new cash flow model was developed and approved for the direct 
community facilities, business and industry, electric, 
telecommunications, and water and environmental loan programs.  A 
sensitivity analysis was completed to identify the cash flow data that 
have the most impact on the cost of the programs.  Additionally, key 
cash flow data elements used in the model were verified from the 
automated system to source documents for material programs.   

 
• A new cash flow model was developed for guaranteed loans, and key 

cash flow data elements used in the model were verified from the 
automated systems to source documents for material programs.   As 
previously noted, because of these actions, we were able to test and 
verify the model results which enabled us to remove our qualification 
on the financial statement line item “Estimated Losses from Loan 
Guarantees”. 

      
Although OIG determined that the estimated losses on loan guarantees 
were reasonable, additional analysis needs to be performed by Rural 
Development in several areas.  Details follow.   
 

• Federal accounting standards require that the liability for loan 
guarantees be reestimated annually whenever material for 
financial statement reporting; or that an acceptable monitoring 
process exists to determine whether a reestimate is material to 
the financial statements as whole.  For FY 2000, Rural 
Development reestimated its guaranteed loan costs for only the 
two largest loan programs. For future years, Rural Development 
needs to develop and document a systematic process for 
performing annual reestimates of all cohorts and/or establish an 
acceptable monitoring process to demonstrate that material 
changes have not occurred when annual reestimates are not 
made. 

 
 
 

• Rural Development currently does not capture the date of loan 
disbursement by the lender, which is when Federal accounting 
standards call for tracking the subsidy amount associated with the 
loan.  Our review disclosed that this nonconformance, while 
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currently immaterial, could have a material impact on loan subsidy 
costs for Business and Industry loans in the future.  Rural 
Development needs to capture the date of disbursement or 
periodically assess the impact of this nonconformance. 

 
• Our audit noted that sometimes estimated and final loss payments 

occur in different years, and the cash flow model did not accurately 
represent when the loss occurred.  While not currently material, in 
future years, Rural Development needs to appropriately track and 
identify these multiple loss payment situations for input to the 
model. 

 
• The reestimates recorded for the FY 2000 financial statements did 

not include a “future look”, which assesses factors such as 
forecasted future economic conditions, as required by Federal 
accounting standards.  This needs to be addressed by Rural 
Development.   

    
OIG also assessed the methodology used to develop the allowances for 
loans made prior to 1992.  The Act allows, but does not require, loans and 
loan guarantees made before 1992 to be restated on a net present value 
basis.   Rural Development elected to present these loans at net present 
value when implementing the Act.  Our review disclosed the following: 
 

• The Department’s task force plans to address the accounting 
treatment of loans made prior to 1992 in the future.  However, to date 
the pre-1992 loans have not been subject to the same systematic 
review as the task force performed for loans made after 1992.   The 
systematic review included researching the legislative requirements 
for loan programs; determining material programs; identifying key 
cash flow elements for material loan programs; and determining what 
data was available from automated systems.   

 
• The current methodology does not adequately address a “future look” 

for all loan programs as required by Federal accounting standards.  In 
general, the methodology consists of determining the present value of 
projected cash inflows and potential cash outflows based upon 
mathematically averaging collection and disbursement data extracted 
from automated loan accounting systems.  However, Federal 
accounting standards require that the same risk factors be 
considered as for post-1992 loans.  These default risk factors should 
be considered: (1) loan performance experience, (2) current and 
forecasted economic conditions that may effect loan performance, (3) 
financial and other relevant characteristics of borrowers, (4) the value 
of collateral to loan balance, (5) changes in the value of collateral and 
(6) newly developed events that would affect loan performance. 
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• Due to the large dollar value of individual electric loans, Rural 

Development assesses the collectibility of financially stressed electric 
loans when determining uncollectible amounts.  GAO reported in 
September 2000,  (GAO/AIMD–00-288:  Impact of RUS’ Electricity 
Loan Restructurings) that improvements could be made to improve 
the reporting of financially stressed loans.  OIG determined that Rural 
Development had implemented some of GAO’s recommendations 
during FY 2000.  For example, we found that program managers 
coordinated with accountants about estimated cash flows for 
financially stressed loans; and that these estimates could be traced to 
supporting documentation.  However, Rural Development did not 
agree with nor implement the recommendation to document 
procedures used to determine when a borrower should be added or 
deleted from the list of financially troubled borrowers.  The failure to 
develop and document the criteria for identifying troubled borrowers 
lessens the likelihood that all such borrowers are appropriately 
addressed in determining loan allowances for uncollectible amounts. 

 
Although progress was made in FY 2000 toward resolving longstanding 
credit reform problems, much work remains.  Our qualified opinion for the 
last 7 years means that Rural Development does not know the cost of its 
operations or any other meaningful measure of financial performance relating 
to loan costs, defaults, etc.    As a result, managers risk making flawed 
decisions, whether for budget purposes or operationally, when using 
questionable information.  

 
Because the Departmental task force on credit reform has been addressing 
problems with determining subsidy costs for loans made after 1991, we are 
making no recommendations herein.  However, with regards to loans made 
prior to 1992, OIG believes that the methodology used to report these loans 
on a present value basis can be improved by applying the same processes 
and reviews as the task force is performing for loans made after 1991.  
Furthermore, next year OIG plans to continue reviewing how Rural 
Development estimates losses for loans made prior to 1992.  
 

 
 
 
 

Develop workable methods and measures to estimate future loan losses for 
loans made prior to 1992, following a systematic approach, with documented 
processes and procedures that fully comply with Federal accounting 
standards.   This would include implementing GAO’s recommendation to 
improve the reporting of financially stressed  Rural Utility Service loans. 
 

RECOMMENDATION NO. 1 
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II. INADEQUATE GPRA POLICIES RESULTED IN A LACK OF  
    MEANINGFUL PERFORMANCE MEASURES AND INACCURATE  
    PERFORMANCE RESULTS 
 

 
 

During our audit of the Implementation of the 
Government Performance and Results Act 
(GPRA) in Rural Development, Audit No. 
50601-2-Ch, we determined that the 

Management Discussion and Analysis (MD&A) section of Rural 
Development’s FY 2000 financial statements generally did not contain 
meaningful performance indicators which measured progress toward 
meeting its performance goals.  OMB Bulletin 97-01 and the Statement of 
Federal Financial Accounting Standard No. 15 provide that the MD&A 
should include vital, significant program indicators that would affect the 
judgments and decisions of people who rely on the financial statements as a 
source of information.  The program indicators included should also be 
significant to the management, budgeting, and oversight functions of 
Congress and The Administration.   

 
Rural Development needed to include outcome oriented performance 
measures in its MD&A.  Although some outcome performance measures 
were included in the draft MD&A, Rural Development removed five of these 
measures after it and OIG concluded the measures were not supported.  
Rural Development should develop outcome-oriented performance 
measures that are useful for budgetary and management decisions, and 
demonstrate progress in achieving the agency’s major goals and objectives. 
 Proper controls should be in place to ensure the performance measures are 
quantifiable and reliable.  We believe that these problems were caused by 
Rural Development’s failure to adequately plan for GPRA, including the 
establishment and implementation of written procedures to provide guidance 
for the measurement, accumulation, verification, and reporting of 
performance results.  Such written procedures, if formulated, would have 
helped to ensure that results reported were appropriate and accurate.  
 
Because OIG is performing additional GPRA work in Rural Development 
(Audit No. 50601-2-Ch), we are making no further recommendations herein. 

 
 

FINDING NO. 2 
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Material weaknesses are reportable conditions in which the design or operation of one or 
more internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements 
being audited may occur and not be detected within a timely period by employees in the 
normal course of performing their assigned functions.  Because of inherent limitations in 
internal controls, misstatements, losses, or noncompliance may nevertheless occur and not 
be detected. We believe the reportable condition described in Finding No. 1 is a material 
weakness. 
 
This report is intended solely for the information and use of the management of Rural 
Development, OMB and Congress, and is not intended to be and should not be used by  
anyone other than these specified parties.    
 
 
 
/s/ 
ROGER C. VIADERO 
Inspector General 
 
January 12, 2001 
 



 

 

 UNITED STATES DEPARTMENT OF AGRICULTURE 
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REPORT OF THE OFFICE OF INSPECTOR GENERAL 
ON COMPLIANCE WITH LAWS AND REGULATIONS 

 
TO: R. Mack Gray 
 Acting Deputy Under Secretary  
   for Natural Resources and Environment 
 
We have audited the principal financial statements of Rural Development as of and for the 
fiscal year ended September 30, 2000, and have issued our report thereon, dated January 
12, 2001.  Except as discussed in our opinion, we conducted our audit in accordance with 
generally accepted auditing standards; the standards applicable to financial audits 
contained in the Government Auditing Standards, issued by the Comptroller General of the 
United States, and OMB Bulletin 01-02, "Audit Requirements for Federal Financial 
Statements."  Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material 
misstatement. 
 
The management of Rural Development is responsible for compliance with laws and 
regulations applicable to it.  As part of obtaining reasonable assurance about whether 
Rural Development's principal financial statements are free of material misstatement, we 
performed tests of its compliance with certain provisions of laws and regulations, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts and certain other laws and regulations specified in OMB 
Bulletin 01-02.  We limited our tests of compliance and did not test compliance with all laws 
and regulations applicable to Rural  Development.   We tested compliance with: 
 
 • Agricultural Credit Improvement Act of 1992; 
 • Agriculture Credit Act of 1987; 
 • Anti-Deficiency Acts of 1906 and 1950; 
 • Budget and Accounting Procedures Act of 1950;  
 • Chief Financial Officers Act of 1990; 
 • Consolidated Farm and Rural Development Act of 1961, as amended; 
 • Debt Collection Improvement Act of 1996; 
 • Federal Agriculture Improvement and Reform Act of 1996; 
 • Federal Credit Reform Act of 1990; 
 • Federal Financial Management Improvement Act of 1996;  
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 • Federal Managers' Financial Integrity Act of 1982; 
 • Food, Agriculture, Conservation, and Trade Act of 1990; 
 • Food Security Act of 1985; 
 • Government Management Reform Act of 1994; 
 • Government Performance and Results Act of 1993; 
 • Housing Act of 1949, Title V, as amended; 
 • Real Estate Settlement Procedures Act of 1974, as amended; and, 
 • Rural Electrification Act of 1936, as amended. 
 
As part of the audit, we reviewed management's process for evaluating and reporting on 
internal control and accounting systems, as required by the FMFIA, and compared the 
most recent FMFIA reports with the evaluation we conducted of Rural Development's 
internal control structure.  We also reviewed and tested Rural Development's policies, 
procedures, and systems for documenting and supporting financial, statistical, and other 
information presented in the Management Discussion and Analysis section.  Our analysis 
disclosed weaknesses in reporting performance measures.  However, providing an 
opinion on compliance with certain provisions of laws and regulations was not an objective 
of our audit, and accordingly, we do not express such an opinion. 
 
Under FFMIA, we are required to report whether Rural Development's financial 
management systems substantially comply with Federal financial management systems 
requirements, applicable Federal accounting standards, and the U.S. Government 
Standard General Ledger at the transaction level.  To meet this requirement, we performed 
tests of compliance with FFMIA, Section 803(a) requirements.  As acknowledged by Rural 
Development, its direct loan systems are not in compliance with FFMIA requirements.  This 
is a material weakness in its financial management systems.  Rural Development and OIG 
plan to jointly review Rural Development’s direct loan financial management systems in the 
upcoming year.  These reviews will assist Rural Development as it moves forward to 
correct deficiencies that currently prevent full compliance with OMB Circular A-127.  
 
Material instances of noncompliance are failures to follow requirements, or violations of 
prohibitions, contained in law or regulations that cause us to conclude that the aggregation 
of the misstatements resulting from those failures or violations is material to the financial 
statements, or the sensitivity of the matter would cause it to be perceived as significant by 
others.   
 
We considered the impact of Rural Development’s material nonconformance for direct loan 
systems in forming our opinion on whether the FY 2000 principal financial statements of 
Rural Development are presented fairly, in all material respects, and this report does not 
modify our opinion on Rural Development’s principal financial statements expressed in our 
report dated January 12, 2001. 
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This report is intended solely for the information of the management of Rural Development, 
OMB and Congress, and is not intended to be and should not be used by 
anyone other than these specified parties.  
 
 
 
 
/s/ 
ROGER C. VIADERO 
Inspector General  
 
January 12, 2001 
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ABBREVIATIONS 

 
 
Act  Federal Credit Reform Act 
CFO   Chief Financial Officer  
FFMIA  Federal Financial Management Improvement Act 
FMFIA  Federal Managers Financial Integrity Act 
FY  Fiscal Year  
GAO  General Accounting Office 
GPRA  Government Performance and Results Act 
MD&A  Management’s Discussion and Analysis 
OCFO  Office of the Chief Financial Officer 
OIG  Office of the Inspector General 
OMB  Office of Management and Budget 
USDA  U.S. Department of Agriculture 
 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 


