
U.S. Department of Housing and Urban Development
Office of the Inspector General

SPECIAL ATTENTION OF: TRANSMITTAL
Office of Multifamily Development and Handbook No: 2000,04, REV-2, CHG- 10
Real Estate Assessment Center Chapter Number: 2 Examples B, B-I, B-2, C’. and I)

Issued: March 2. 2011

1. This transmits Handbook 2000.04, REV-2, CHG-10, chapter 2, example B through example D,
Consolidated Audit Guide for Audits of HUD Programs (Audit Guide).

2. Previous issued examples A and E have not been changed and still are valid examples for
reference purposes.

Changes made to examples B through D are to satisfy the reporting requirements of the Statement
on Auditing Standards (SAS) No. 117, Compliance Audits, which establishes standards and
provides guidance on performing and reporting on compliance audits performed in accordance
with generally accepted auditing standards, generally accepted government auditing standards,
and the U.S. Department of Housing and Urban Development’s (HUD) Audit Guide requirement
that an auditor is to express an opinion on the entity’s compliance with HUD program
requirements and related reporting on internal control over compliance.

3. Summary: The Office of the Inspector General is in the process of updating the handbook and
will release each chapter as it is completed. When all of the individual chapters of the Audit
Guide are revised, they will be consolidated into a revised Audit Guide and issued as Handbook
No, 2000.04, REV-3.

This handbook chapter’s examples B, B-2, C and D are a change to Handbook 2000.04, REV-2,
chapter 2, examples, B-2, C and D dated December, 2001, and examples B and B-i dated March
2007. A change was necessary to comply with the requirements of SAS No. 117. This change
serves as a reference and suggested wording for auditors, who perform audits of HUD programs
to use to comply with SAS 117.

4, Filing Instructions:

The issuance of these examples cancels examples B, B-2, C and I) contained in chapter 2, dated
December 2001, and draft examples B and B-I dated March 2007.

Remove Insert

Examples B-2, C and D, Examples B, B-I. 13-2, C, and I),
chapter 2, dated December chapter 2, dated March 2011
2001 and 13 and B-i dated
.March 2007

March 2011



5. Effective I)ate:

This change is effective and can be used upon issuance. SAS No, 1 17 is effective for compliance
audits for fiscal periods ending on or after June 15, 2010.

Michael P. Stephens,
Acting Inspector General, G

\Iarch 21)1 1
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E%ample B
Independent Auditor’s Report on Internal Control

Combined Report Applicable to Internal Control (her Financial Reporting Based on an
Audit of Financial Statements and Internal Control Over Compliance for IIUD-Assisted

Programs
No Material Weaknesses, No Significant Deficiencies Identified 2

lidspcndent Auditor’s Reporf

[Addreseel

We ha’ e audited the financial statements of I insert entity’s name as ofand for the year etided
linsen dateJ. and have issued our report thereon. dated [insert date of reportj. We hate also
audited I insert entity’s name compliance with specific program requirements that could have a
direct and material effect on each of its major’ U.S. Department of housing and Urban
Deielopment (IIUD)-assisted programs for the year ended linsert datel. and have issued our
reports thereon. dated [insert date of reportj.

We conducted our audits in accordance with auditing standards generally accepted in the United
States ofAmerica: the standards applicable to financial audits contained in “Got ernment
Auditing Standards,” issued by the Comptroller General of the United States: and the
Consolidated Audit Guide for Audits of! IUD Programs’ (Guide). issued by the I IUD office of

the Inspector General. Those standards and the Guide require that we plan and perfonn the audits
to obtain reasonable assurancc about whether the financial statements are free of material
misstatement and whether Jinsert entity’s namel complied with thc compliance requirements
referred to above that could have a direct and material effect on a major I IUD-assisted program.

Management of [insert entity’s namej is responsible for establishing and maintaining effective
internal control over financial reporting and internal control oser compliance with the compliance
requirements referred to above. In planning and perfonning our audits ofthe financial statements

‘See example B-I for an illustration ofa report in which significant deficiencies were identified by the
auditor but no material weaknesses were identified. See example B-2 for an illustration ofa report in
which both material weaknesses and significant deficiencies were identified. b.ample B-2 would also be
used by the auditor for situations in which there were material weaknesses but no significant deficiencies
were identified.

Isote that this combined report fonnat is illustrative ofone possible presentation. 4uditors may choose to
issue separate reports on internal control over financial reporting and internal control oser compliance.

lid e linseit entity’s namel K an issuer and the audit is pertonned in accordance with Puhlic (ompany
Accountin: Os ei sight Board (PCA(’)L3i gandaids. modifications to this report wc ild hi. necessars to
amph with PC OB standards. See also tootnote 2. which discusses alternatne prnseiitahon that may be
more appropi iate for reporting for issuers,

I he reference to major Ill D-assisted programs here and throughout this report is used becaitse the
tuditoi’s opinion on compliance runs to the n4ior programs. Iloweser. when required by the
I orsolidated Audit (iuide for Audits ot’ lit :1) Programs” GuideL the auditor still has the responsibility to
test i.omphance with specific requirements applicable to nomnajor HI D-assisted program transattiolls and

thc zijtc..d ,ionmaio, repoit “Rcport oil (oniplianu. Wiil’ %pcitt. R,.auneint lits .ppIit.ihlt I,.
.i’ I’ ‘
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and compliance, we considered [insert entit ‘s name] internal control over financial reporting and
its internal control o er compliance s ith the specific program requirements that could ha c a
direct and material effect on a major I RID—assisted program to determine the auditing procedures
for the purpose of expressing our opinions on the financial statements and compliance but not for
the purpose of expressing an opinion on the effectiveness of [insert entitys name] internal control
oer financial reporting and internal control oer compliance. Accordingl. ‘ae do not express an
opinion on the effectiveness of [insert entit ‘5 name] internal contiol O\ er financial reporting and
internal control over compliance.

A deficiency in internal control exists v. hen the design or operation of a control does not allo
management or employees, in the normal course of performing their assigned functions. to
prevent or detect and correct (1) misstatements of the [insert entity’s name] financial statements
or (2) noncompliance with specific program requirements of a JIUD-assisted program on a timely
basis. A material eakness is a deficiency or combination of deficiencies in internal control such
that there is a reasonable possibility that (1) a material misstatement of the [insert entit ‘s name]
financial statements or (2) material noncompliance with specific program requirements of a
I RID-assisted program will not be prevented or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting and internal control over
compliance was for the limited purpose described in the third paragraph of this report and as not
designed to identify all deficiencies in internal control that might be deficiencies, significant
deficiencies, or material weaknesses. We did not identify any deficiencies in internal control that
we consider to be material eaknesses as defined above.

[We noted certain matters that reported to management of [insert entity’s name] in a separate
letter. dated [insert date of letter[.S

This report is intended solely for the information and use of management, [identify the body’ or
individuals charged with goernance[, others within the [insert entity’s name], and I IUI) and is
not intended to be and should not be used by anyone other than these specified parties.

[Signature]
Date]

1 hi meno n of the m ina”ernert len o i the md pendcnt ouditom s r pom t IS liii d to all mudit
I I L
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Example fl-I

Independent Auditor’s Report on Internal Control
Combined Report Applicable to Internal Control Over Financial Reporting Based (311 an
Audit of Financial Statements and Internal Control Over Compliance for I1tl)-Assistcd

Programs
Significant Deficiencies Were Identified--No Material Weaknesses Identified1

Indepcpdent Auditor’s ReporC

[Addressee]

We have audited the financial statements of[insert entity’s name] as of and for the year ended
[insert date]. and have issued our report thereon, dated [insert date of issued audit report]. We
have also audited [insert entity’s name] compliance vvith specific program requirements that
could have a direct and material effect on each of its major’ U.S. Department of I lousing and
Urban Development (IIUD)-assisted programs for the year ended [insert date], and have issued
our reports thereon, dated [insert date of issued audit report].

We conducted our audits in accordance with auditing standards generally accepted in the t nited
States of America; the standards applicable to financial audits contained in Governrnent
Auditing Standards.” issued by the Comptroller General of the United States; and the
“Consolidated Audit Guide for Audits of JIUD Programs” (Guide). issued by the 1-IUD Office of
the Inspector General. Those standards and the Guide require that xve plan and perform the audits
to obtain reasonable assurance about whether the financial statements are free of material
misstatement and whether [insert entity’s name] complied with the compliance requirements
referred to above that could have a direct and material effect on a major IIUD-assisted program.

Management of [insert entit’v ‘s name] is responsible for establishing and maintaining effectiv e
internal control over financial reporting and internal control over compliance with the compliance
requirements referred to above. In planning and performing our audits of the financial statements
and compliance, v e considered [insert entity’s name] internal control over financial reporting and
its internal control over compliance vs ith the specific program requirements that could have a
direct and material effect on a major 1-JUD-assisted program to determine the auditing procedures
for the purpose of expressing our opinions on the financial statements and compliance but not for
the purpose of expressing an opinion on the effectiveness of’ [insert entity’s name] internal control

Note that this combined report format is illustrative of one possible presentation. Auditors may choose to
issue separatc reports on internal control over financial reporting and internal control over compliance.

lIthe [insert entity s namej is an icsuer and the audit is pertonned in accordance vvith Public (ompans
\ccountine Oversieht Board (PC NOB) standaids. modifications to this report svould be nccessars to

L Yi pl\ s ith PC OB stand iids ScL also IootnotL . vhih discusse ilternativL piesertations th it i iy b
inok. appropriate (or reporting (or is uers

I he reference to major Ht 1)-assisted programs here and throughout this report is used because the
auditor’s opinion on compliance runs to the major proizrams. [losseser, vhen required by the
“Consolidated \udit Guide for Audits of lIt D Programs” (Guide), the auditor still has the responsibility to
test compliance vsith specific requirements applicable to nonmajor IllS U-assisted program transactions and
IS’, ie rh related nonmajoi report, ‘Report on ( om hence \k th SpLeif is Requirements pplic thL to

ll(t \ i cdP i
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O\ er financial reporting and internal control over compliance. Accordingl . we do not express an

opinion on the effectiveness of insert entit ‘s name] internal control over financial reporting and
internal control over corn p1 iance.

A dcl icienc\ in internal control exists when the desien or operation ota control does not allow
nianaieinent or ernplo ees. in the normal course of performing their assigned functions, to
pre\ em or detect and correct (1) misstatements of the insert emits ‘s name] financial statements

or t2 ) nonconipliance with specific program requirements of a I lCD—assisted program on a timeR
basis. ,\ material w eakiicss is a deficiency or combination of deficiencies in internal control such
that there is a reasonable possibility that (I) a material misstatement of the I insert entit ‘s name
financial statements or (2) material noncompliance with specific program requirements of a
I lCD—assisted program will not be prevented or detected and corrected on a timely basis,

Our consideration of internal control over financial reporting and internal control over
compliance was for the limited purpose described in the third paragraph of this report and was not
designed to identify all deficiencies in internal control that might be deficiencies, significant
deficiencies, or material weaknesses. We did not identify any deficiencies in internal control that
we consider to be material weaknesses as defined aboe. however, we identified certain
deficiencies in internal control that we consider to be significant deficiencies. A significant
deficiency is a deficiency or a combination of’deficiencies in internal control that is less severe
than a material weakness in internal control o cr financial reporting or a material weakness in
internal control over compliance vet important enough to merit attention h’ those charged with
go ernance. We consider the deficiencies described below to be significant deficiencies.

I Describe the significant deficiencies that were identified.)4

The [insert entit .s name) responses to the significant deficiencies identified in our audit are
described above [or in the accompan ing schedule of findings). We did not audit insert entity’s
name] responses. and, accordingly, we express no opinion on the responses.

[We noted certain matters that we reported to management of the [insert entilv’s name) in a
separate letter, dated insert date of the letter].

Ehis report is intended solely for the information and use of management, [identift the body or
individuals charged with governance], others within the [insert entity’s name]. and IBiD and is
not intended to be and should not be used by anyone other than these specified parties.

I Signature]
[Date]

11 auJiki aciuuc the hnJine in a scparite ,chcduic instead ol in the aud’. ut tue reurt. lu thud
entefl e 01 the pre ioii parauraph ould he replaced ith lancuage similar to the uI lus iie

I losses ci. ss e dentifiud certain Jeliciences in internal control that we consider to he iuni Ileant
Je1iciencie as deset ihed in the accompan\ iie schedule of findines as items list the reterence
numhcrs of the related findine: for example. findings I . 2. and 3)

I T c’4tlon of th nlanacenlent elk’ II the ndependeul judiloi s repoll ‘. eiua eJ all add

d i t: this (j Jc
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Example B-2

Independent Auditor’s Report (>11 Internal Control
Combined Report Applicable to Internal Control Over Financial Reporting Based on an
Audit of Financial Statements and Internal Control Over Compliance for HUD-Assisted

Programs
Material Weaknesses and Significant 1)eficiencies Were Identified’ 2

ende,itAuor’s1cport3

[Addressee]

We have audited the financial statements of [insert entity’s name] as of and for the year ended
[insert date], and have issued our report thereon, dated [insert date of report]. We have also
audited [insert entity’s name] compliance with specific program requirements that could have a
direct and material effect on each of its major4 U.S. Department of Housing and Urban
Development (HUD)-assisted programs for the year ended [insert date], and have issued our
reports thereon, dated [insert date of report].

We conducted our audits 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
“Consolidated Audit Guide for Audits of HUD Programs” (Guide), issued by the MUD Office of
the Inspector General. Those standards and the Guide require that we plan and perform the audits
to obtain reasonable assurance about whether the financial statements are free of material
misstatement and whether [insert entity’s name] complied with the compliance requirements
referred to above that could have a direct and material effect on a major MUD-assisted program.

See example B for an illustration of a report in which no material weaknesses or significant deficiencies
were identified by the auditor, See example B-I for an illustrationofa report in which significant
deficiencies were identified but no material weaknesses were identified. Note that this example (13-2)
illustrates the reporting when both material weaknesses and significant deficiencies were identified.
Example B-2 would also be used b the auditor for situations in which there were material weaknesses but
no significant deficiencies were identified.

Note that this combined report format is illustrative of one possible presentation. Auditors may choose to
issue separate reports on internal control over financial reporting and internal control over compliance.

If the [insert entity’s name] is an issuer and the audit is perfbmied in accordance with Public Company
Accounting Oversight i3oard (PCAOE3) standards, modifications to this report would he necessary to
comply with PCAOI3 standards. See also footnote 2, which discusses alternative presentations that may be
more appropriate for reporting for issuers.

The reference to major HUE)-assisted programs here and throughout this report is used because the
auditor’s opinion on compliance runs to the major programs. However, when required by the
“Consolidated Audit Guide for Audits of HUE) Programs” (Guide), the auditor still has the responsibility to
test compliance with specific requirements applicable to nonmajor FIUD-assisted program transactions and
issue the related nonmaior report, ‘R.eport on Compliancr. With Specific Requirements Applicable to
Nonmajor HUDAss isted Proarams.”

Page 1
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Management of [insert entit ‘s nameJ is responsible for establishing and maintaining effectie
mternal control over financial reporting and internal control os er compliance ‘a ith the compliance
requirements referred to abox e. In planning and performing our audits of the financial statements
and compliance, we considered [insert entity’s name] internal control o er financial reporting and
its internal control over compliance with the specific program requirements that could ha e a
direct and material effect on a major JIUD-assisted program to determine the auditing procedures
for the purpose of expressing our opinions on the financial statements and on compliance but not
for the purpose of expressing an opinion on the effectiveness of [insert entity’s name] internal
control over financial reporting and internal control over compliance. Accordingly. we do not
express an opinion on the effecti eness of [insert entity ‘s namej internal control o er financial
reporting and internal control over compliance.

Our consideration of internal control over financial reporting and internal control over
compliance was for the limited purpose described in the preceding paragraph and was not
designed to identify all deficiencies in internal control that might be significant deficiencies or
material weaknesses, and, thereibre, there can he no assurance that all deficiencies, significant
deficiencies, or material weaknesses have been identified. However, as discussed below, we
identified certain deficiencies in internal control that we consider to be material weaknesses and
other deficiencies that we consider to be significant deficiencies.’>

A deficiency in internal control exists when the design or operation of a control does not allow
management or emplo ees, in the normal course of performing their assigned functions, to
present or detect and correct (I) misstatements of the [insert entity’s name] financial statements
or (2) noncompliance with specific program requirements of a JIUD-assisted program on a timely
basis. A material weakness is a deficiency or combination of deficiencies in internal control such
that there is a reasonable possibility that (1) a material misstatement of the [insert entity’s name]
financial statements or (2) material noncompliance with specific program requirements of a
IIUD-assisted program will not be pi’evented or detected and corrected on a timely basis. We
consider the following deficiencies in [insert entity’s name] internal control to be material
weaknesses:

I Describe the material weaknesses that were identified.]6

A significant deficiency is a deficiency’ or a combination of deficiencies in internal control that is
less severe than a material weakness in internal control over financial reporting or a material
weakness in internal control os er compliance yet important enough to merit attention by those
charged with go ernance We consider the following deficiencies in [insert entity’s name]
internal control to be significant deficiencies.

11 no significant deficiencies weie identified this sentence would read as fhllows.

I low es er, as discussed below, we identified certain deficienc ie’> n internal conti ol that we
onsider to he material weaknes es

II tt e auditor includes the iindmes in a separate schedule instead olin the body 01 the r poi1 tile ast

,entenee of the pi e ious paragraph would be replaced with language similar to the following

I lowe er, we identi tied certain deficiencies in internal control that we consider to be material

weaknessLs as described in the accompanying schedule of findings as items [list the reference
numbers of the related findings: for example. findings 1. 2, and j.

PJgL 2
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[Describe the significant deficiencies that ere identifiedj5

I he [insert entit ‘s namej responses to the material weaknesses [and sienificant deficiencies}
identified in our audit are described abose [or in the accompanying schedule of iindingsj. Vt e did
not audit [insert entity ‘s name] responses, and. accordingh, ‘. e express no opinion on the
responses.

[We noted certain matters that we reported to management of [insert entit ‘s namej in a separate
letter, dated [insert date of letierj.9

This report is intended solely for the information and use of management, identify the body or
individuals charged with goernance1, others within the [insert entity’s namej, and I IUI) and is
not intended to he and should not he used by anyone other than these specified parties.

I Signature[
[I)ate

I the iLditor includec the findings in epaiate c1i,du1e nctcad olin thc. tv.1\ ot the report. t.L ,a,
sentence ol the pesious paragraph ssould be ieplaced with lancuace similar to the following

Vt e identified certain deficiencies in internal control that we consider to he significant deficiencies
as described in the accornpan iiiu schedule of findines as items [list the reieience numbers of the
related findincs; tot example, findings 1, 2, and 31

I hc ii noon of thT. man Ieemnt lcttLr in th ndepLr nt suditoi ‘s i poit s n d I TI II i lit
IT ids if iii a I
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Example C

Independent Auditor’s Report on Compliance With Specific Program Requirements That
Could Have a I)irect and Material Effect on Each Major HUI)-Assisted Program

identtor’sI

To the Partners
[the Entity]
Anytown, U.S.A.:

We have audited the [insert entity’s name] compliance with the specific program requirements
governing [list those requirements tested] that could have a direct and material effect on each of
the [insert entity’s name] major U.S. Department of Housing and Urban Development (HUD)—
assisted programs, for the year ended [insert date]. Compliance with those requirements is the
responsibility of the [insert entity’s name] management. Our responsibility is to express an
opinion on the [insert entity’s name] compliance based on our audit.

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 “Consolidated Audit Guide for Audits of HUD Programs” (Guide), issued by the HUD Office
of the Inspector General. 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 DUD-
assisted program occurred. An audit includes examining, on a test basis, evidence about the
[insert entity’s name] 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. Our audit does not provide a legal determination of the [insert entity’s
name] compliance with those requirements.

In our opinion, the [insert entity’s name] 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
DUD-assisted programs for the year ended [insert date].

This report is intended solely fbr the information of and use of management, [identify the body or
individuals charged with governance], others within the [insert entity’s name], and HU[) and is
not intended to be and should not be used by anyone other than these specified parties.

[Signature]
[Date]

If the [insert entity’s name] is an issuer and the audit is perfomed in accordance with Public Company
Accounting Oversig.ht Board (PCAOB) standards, modihcanons to t.his report would he necessary to
comply with PCAOB standards,
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Exaniple D

Independent Auditor’s Report on Compliance With Specific Requirements Applicable to
Nonmajor IJUD Program Transactions

To the Partners
[the Entity]
Anvtown. U.S.A.:

e have audited the financial statements of] insert entity’s namel as of and tbr the year ended

[insert date]. and have issued our report thereon, dated [insert date of report].

In connection with that audit and with our consideration of linsert entity’s name] internal control

used to administer HLID programs, as required by the ‘Consolidated Audit Guide tbr Audits ol
DUD Programs” (Guide). issued by the U.S. Department of 1-lousing and Urban Development

(HUD), Office of the Inspector General, we selected certain transactions applicable to certain

nonmajor IIUD-assisted programs for the year ended [insert date].

As required by the Guide, we performed auditing procedures to test compliance with the

requirements governing [list those requirements tested] that are applicable to those transactions.

Our procedures were substantially narrower in scope than an audit, the objective of which is the
expression of an opinion on [insert entity’s name] compliance with these requirements.

Accordingly. we do not express such an opmion.

The results of our tests disclosed no instances of noncompliance that are required to be reported
herein under the Guide.

This report is intended solely for the information and use of management, [identi ft the body or
individuals charged with governance], others within the [insert entity’s name], and DUD and is
not intended to be and should not be used by anyone other than these specified parties.

[Signature]
[Date]
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