
228 

7 CFR Ch. XVII (1–1–18 Edition) § 1773.5 

(2) The borrower and CPA will enter 
into an audit agreement in accordance 
with § 1773.6. 

(c) Notification of selection. When the 
initial selection or subsequent change 
of a CPA by a borrower has been made, 
the borrower must notify RUS, in writ-
ing, at least 90 days prior to the as of 
audit date. 

(1) RUS will notify the borrower, in 
writing, within 30 days of the date of 
receipt of such notice, if the selection 
or change in CPA is not satisfactory. 

(2) Notification to RUS that the same 
CPA has been selected for succeeding 
audits of the borrower’s financial 
statements is not required; however, 
the procedures outlined in this part 
must be followed for each new CPA se-
lected, even though such CPA may pre-
viously have been approved by RUS to 
audit records of other RUS borrowers. 
Changes in the name of a CPA firm are 
considered to be a change in the CPA. 

(d) Audit engagement letter. The bor-
rower must enter into an audit engage-
ment letter with the CPA that com-
plies with § 1773.6. 

(e) Debarment certification. The bor-
rower is responsible for the receipt, 
from the selected CPA, of a lower tier 
covered transaction certification, as 
required under the provisions of Execu-
tive Orders 12549 and 12689, Debarment 
and Suspension, and any rules or regu-
lations issued thereunder. 

(f) Submission of auditor’s report. The 
borrower must submit to RUS the re-
quired auditor’s report, report on com-
pliance and on internal control over fi-
nancial reporting, and management 
letter as set forth in § 1773.21. 

(1) An annual auditor’s report, report 
on compliance and on internal control 
over financial reporting, and manage-
ment letter that fail to meet the re-
quirements detailed in this part will be 
returned to the borrower with a writ-
ten explanation of noncompliance. 

(2) The borrower must, within 60 days 
of the date of the letter detailing the 
noncompliance, submit corrected re-
ports to RUS. 

(3) If corrected reports are not re-
ceived within 60 days of the date of the 
letter detailing the noncompliance, 
RUS may notify the borrower that a 
default has occurred under its security 
instrument or take other appropriate 

action. The default notice will set forth 
the period of time during which the de-
fault will be remedied. 

(g) Submission of plan of corrective ac-
tion. The borrower must submit writ-
ten comments to RUS on the findings 
and recommendations in the auditor’s 
report, report on compliance and on in-
ternal control over financial reporting, 
and management letter. The borrower 
must also submit to RUS: 

(1) A written plan for corrective ac-
tion taken or planned; and 

(2) Comments on the status of correc-
tive action taken on previously re-
ported findings and recommendations. 

If corrective action is not necessary, 
a written statement describing the rea-
son it is not should accompany the 
auditor’s report. 

[56 FR 63360, Dec. 3, 1991, as amended at 66 
FR 27835, May 21, 2001] 

§ 1773.5 Qualifications of CPA. 
For purposes of the RUS standard se-

curity instrument, any CPA that meets 
the qualifications criteria of this sec-
tion and enters into an audit agree-
ment with the borrower that complies 
with § 1773.6, will be considered satis-
factory to RUS. 

(a) Certification. The accountant that 
audits the financial statements of an 
RUS borrower must be a CPA in good 
standing of some state. The CPA does 
not have to be licensed by the state in 
which the borrower is located; how-
ever, the CPA must abide by the rules 
and regulations of professional conduct 
promulgated by the accountancy board 
of the state in which the borrower is 
located. 

(b) Independence. The CPA must be 
independent. A CPA will be considered 
independent if the CPA: 

(1) Meets the standards for independ-
ence contained in the AICPA Code of 
Professional Conduct in effect at the 
time the CPA’s independence is under 
review; 

(2) Does not have and has not had any 
direct financial interest or any mate-
rial indirect financial interest in the 
borrower during the period covered by 
the audit; and 

(3) Is not and was not, during the pe-
riod under audit, connected with the 
borrower as a promoter, underwriter, 
trustee, director, officer, or employee. 
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(c) Peer review requirement. The CPA 
must belong to and participate in a 
peer review program, and must have 
undergone a satisfactory peer review of 
the accounting and audit practice con-
ducted by an approved peer review pro-
gram under paragraph (c)(4) of this sec-
tion, unless a waiver is granted under 
paragraph (c)(7) of this section. The re-
viewing organization must not be af-
filiated with or have had its most re-
cent peer review conducted by the or-
ganization currently being reviewed 
(reciprocal reviews). After the initial 
peer review has been performed, the 
CPA must undergo a peer review of the 
accounting and audit practice within 36 
months of the issuance of the previous 
peer review or at such additional times 
as designated by the peer review execu-
tive committee. 

(1) A CPA that receives an unquali-
fied peer review report will be satisfac-
tory to RUS provided that the CPA 
meets the other criteria set forth in 
this section. 

(2) If a CPA receives a qualified or 
adverse peer review report, the CPA 
must undergo a second peer review 
within 18 months of the date of the 
qualified or adverse report. A CPA that 
receives an unqualified second peer re-
view report will be satisfactory to RUS 
provided that the CPA meets the other 
criteria set forth in this section. 

(3) A CPA that receives a second 
qualified or adverse peer review report 
will not be satisfactory to RUS. 

(4) Approved peer review programs. The 
following peer review programs are ap-
proved by RUS: 

(i) The peer review programs con-
ducted by the AICPA; 

(ii) The peer review program con-
ducted by the regulated audit program 
group of the National Conference of 
CPA Practitioners; and 

(iii) An independent peer review pro-
gram that, in RUS’s determination, re-
quires its members to: 

(A) Ensure that the CPA can legally 
engage in the practice of certified pub-
lic accounting; 

(B) Adhere to the quality control 
standards established by the AICPA; 

(C) Submit to peer reviews of the 
CPA’s accounting and audit practice 
every 36 months or at such additional 

times as designated by its own execu-
tive committee; and 

(D) Ensure that all professionals in 
the firm, including CPAs and nonCPAs, 
take part in the qualifying continuing 
professional education requirements of 
GAGAS, as set forth in paragraphs 
(c)(4)(iii)(D)(1) and (c)(4)(iii)(D)(2). A 
qualified continuing professional edu-
cation course is one which meets the 
standards of the AICPA. 

(1) An auditor responsible for plan-
ning, directing, conducting, or report-
ing on government audits must com-
plete, every two years, at least eighty 
hours of continuing education and 
training which contributes to the audi-
tor’s professional proficiency. At least 
twenty hours must be completed in any 
one year of the two-year period; and 

(2) An individual responsible for plan-
ning, directing, and conducting sub-
stantial portions of the field work, or 
reporting on the government audit 
must complete at least 24 of the 80 
hours of continuing education and 
training in subjects directly related to 
the government environment and to 
government auditing. If the audited en-
tity operates in a specific or unique en-
vironment, auditors must receive 
training that is related to that envi-
ronment. 

(5) Submission of reports. The CPA 
must submit to the Assistant Adminis-
trator, Program Accounting and Regu-
latory Analysis, a copy of any peer re-
view report and accompanying letter of 
comment, if any, within 60 days of the 
date such report and letter of comment 
are released by the peer review group. 

(i) If the peer review report indicates 
that a follow-up review will be made, 
the CPA must submit subsequent re-
ports to the Assistant Administrator, 
Program Accounting and Regulatory 
Analysis, within 60 days of the date 
such reports are released by the peer 
review group. 

(ii) A peer review report must be sub-
mitted to the Assistant Administrator, 
Program Accounting and Regulatory 
Analysis, at least once every 36 
months, or more frequently, if required 
by the peer review program. 

(iii) A copy of the peer review report, 
accompanying letter of comment, and 
the partners’ inspections must be made 
available to OIG, upon request. 
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(6) Waiver of the peer review require-
ment. (i) A CPA may request that the 
Administrator, RUS, waive the peer re-
view requirement. To be eligible for a 
waiver, the following criteria must be 
met: 

(A) The firm has been in existence for 
less than 1 year from the date of the re-
quest and has not been previously orga-
nized under a different name; 

(B) One of the partners organizing 
the firm has previously, within 18 
months preceding the request, worked 
for a firm that has been peer reviewed 
and the partner was partner-in-charge 
of audits of RUS borrowers in the pre-
vious firm; 

(C) The firm has enrolled in an ap-
proved peer review program; and 

(D) The firm agrees to have the peer 
review conducted within 18 months of 
the date of the RUS waiver. 

(ii) Waiver requests must address 
each of the criteria in paragraph 
(c)(7)(i) of this section and should be 
submitted to the Assistant Adminis-
trator, Program Accounting and Regu-
latory Analysis’. 

[56 FR 63360, Dec. 3, 1991, as amended at 61 
FR 107, Jan. 3, 1996; 63 FR 38722, July 17, 1998; 
66 FR 27835, May 21, 2001] 

§ 1773.6 Auditor communication. 
(a) During the planning stages of a fi-

nancial statement audit, GAGAS and 
AICPA standards require the auditor to 
communicate certain information re-
garding the nature and extent of test-
ing and reporting on compliance with 
laws and regulations and internal con-
trol over financial reporting. The com-
munication must include the nature of 
any additional testing of compliance 
and internal control required by laws 
and regulations or otherwise requested, 
and whether the auditors are planning 
to provide opinions on compliance with 
laws and regulations and internal con-
trol over financial reporting. This com-
munication must take the form of an 
audit engagement letter prepared by 
the CPA and formally accepted by the 
board of directors or an audit com-
mittee representing the board of direc-
tors. The engagement letter must also 
encompass those items prescribed in 
SAS 83, entitled ‘‘Establishing an Un-
derstanding with the Client’’. It must 
also include the following: 

(1) The borrower and the CPA ac-
knowledge that the audit is being per-
formed and the auditor’s report, report 
on compliance and on internal control 
over financial reporting, and manage-
ment letter is being issued in order to 
enable the borrower to comply with the 
provisions of RUS’s security instru-
ment; 

(2) The borrower and CPA acknowl-
edge that RUS will consider the bor-
rower to be in violation of its security 
instrument with RUS if the borrower 
fails to have an audit performed and 
documented in compliance with 
GAGAS and this part; 

(3) The CPA represents that he/she 
meets the requirements under this part 
to be satisfactory to RUS; 

(4) The CPA will perform the audit 
and will prepare the auditor’s report, 
report on compliance and on internal 
control over financial reporting, and 
management letter in accordance with 
the requirements of this part; 

(5) The CPA will document the audit 
work performed in accordance with 
GAGAS, the professional standards of 
the AICPA, and the requirements of 
this part; 

(6) The CPA will make all audit-re-
lated documents, including auditor’s 
reports, workpapers, and management 
letters available to RUS or its rep-
resentatives (OIG and GAO), upon re-
quest, and will permit the 
photocopying of all audit-related docu-
ments; and 

(7) The CPA will follow the require-
ments of reporting fraud and illegal 
acts as outlined in § 1773.9. 

(b) The audit agreement may include 
such additional terms and conditions 
as the CPA and borrower deem appro-
priate, including, but not limited to: 

(1) The CPA will report all audit find-
ings to the board of directors as re-
quired in § 1773.20(b); and 

(2) The auditor’s report, report on 
compliance, report on compliance and 
on internal controls over financial re-
porting, and management letter with 
copies for transmittal to RUS, and sup-
plemental lenders, if applicable, will be 
submitted to the borrower’s board of 
directors within 90 days of the as of 
audit date; 
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