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REPLY TO 
ATTN OF: 85401-14-FM 
 
TO:  Thomas C. Dorr  

Under Secretary  
    for Rural Development 
 
ATTN:  John M. Purcell 
  Director 
  Financial Management Division 
 
FROM: Robert W. Young  /s/ 

Assistant Inspector General 
  for Audit 

 
SUBJECT: Rural Development’s Financial Statements for Fiscal Years 2007 and 2006 
 
 
This report presents the results of our audits of Rural Development’s financial statements for the 
fiscal years ending September 30, 2007, and 2006.  The report contains a qualified opinion and 
the results of our assessment of Rural Development’s internal control over financial reporting 
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 for implementation 
of our recommendations.  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. 
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In our opinion, except for the effects of such adjustments, if any, as might have been necessary had we 
been able to assess the reasonableness of the consolidated balance sheet, statement of net cost, and 
statement of changes in net position, and all impacted financial statement line items and related note 
disclosures referred to in the preceding paragraph,  the consolidated financial statements referred to in 
the first paragraph, present fairly, in all material respects, the financial position of Rural Development 
as of September 30, 2007, and 2006; and its net costs, changes in net position, and budgetary resources 
for the years then ended, in conformity with accounting principles generally accepted in the United 
States of America. 
 
As discussed in Notes 1 and 22 Rural Development changed its reporting requirements for Allocation 
Transfers and reported all financial activity in its statements as the parent entity whether the amount 
was material or not.  Additionally, as discussed in Note 1 to the consolidated financial statements, 
Rural Development changed its method of reporting the reconciliation of budgetary resources 
obligated to the net cost of operations in 2007.  These changes were made in accordance with OMB 
Circular No. A-136, Financial Reporting Requirements. 
 
The information in Management’s Discussion and Analysis and Required Supplementary Information 
is not a required part of the consolidated financial statements, but is supplemental information required 
by accounting principles generally accepted in the United States of America and OMB Circular No.  
A-136.  We have applied certain limited procedures, consisting principally of inquiries of management 
regarding the methods of measurement and presentation of this information.  However, we did not 
audit this information and, accordingly, we express no opinion on it. 
 
We have also issued a report on Rural Development’s internal control over financial reporting and a 
report on the mission area’s compliance with certain provisions of laws and regulations.  These reports 
are an integral part of an audit performed in accordance with Government Auditing Standards, and, in 
considering the results of the audit, these reports should be read in conjunction with this report. 
 
Rural Development’s response to the findings identified in our audit is presented in exhibit A.  We did 
not audit the response and, accordingly, we express no opinion on it. 
 
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/ 
 
Robert W. Young 
Assistant Inspector General 
  for Audit 
 
November 9, 2007 
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operation that we consider to be significant deficiencies.  We believe that the significant deficiencies in 
Section 1 are material weaknesses.   
 
Additional Other Procedures 
 
As required by OMB Bulletin No. 07-04, we considered Rural Development’s internal control over 
Required Supplemental Information by obtaining an understanding of the internal control, determining 
whether these internal controls had been placed in operation, assessing control risk, and performing 
tests of controls.  Our procedures were not designed to provide assurance on internal control over such 
Required Supplemental Information; accordingly, we do not provide an opinion on such controls. 
 
As further required by OMB Bulletin No. 07-04, with respect to internal control related to performance 
measures determined by management to be key and reported in the Management’s Discussion and 
Analysis, we obtained an understanding of the design of significant internal controls relating to the 
existence and completeness assertions and determined whether they had been placed in operation.  Our 
procedures were not designed to provide assurance on internal control over reported performance 
measures; accordingly, we do not provide an opinion on such controls. 
 
We did not identify any material weaknesses that were not disclosed in Rural Development’s FMFIA 
report. 
 
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/ 
 
Robert W. Young 
Assistant Inspector General 
  for Audit 
 
November 9, 2007 
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