December 9, 2008

TO:  State Directors
Rural Development

ATTN: Multi-Family Housing Program Directors

FROM: Russell T. Davis (Signed by Russell T. Davis)
Administrator
Housing and Community Facilities Programs

SUBJECT:  Compliance with the Improper Payments Information Act
Section 521 — Rental Assistance Program

The purpose of the unnumbered letter is to provide guidance to the Multi-Family Housing
(MFH) Program Directors on the implementation of the annual Improper Payment Information
Act (IP1A) audit required to be conducted on the Section 521, Rental Assistance (RA) program.

The RA program continues to be listed as a high risk program under the IPIA due to the size of
its outlays and the high error rate.

Compliance with IPIA will be on-going, and an audit will be required annually until the Agency
achieves an error rate of less than 2.5 percent of the program outlays. The results from the Fiscal
Year (FY) 2008 audit showed the final error rate of gross dollars improperly calculated to be
3.95 percent. Therefore, another audit is required this year.

We will be using the same audit procedures that were completed last FY. The Centralized
Servicing Center’s (CSC) Audit Unit will be again conducting the review.

The Agency is required to conduct a review that uses a statistically valid selection of all the RA
payments made in a 12-month period. The selection is based on all RA payments made in FY
2008.

EXPIRATON DATE: FILING INSTRUCTIONS:
December 31, 2009 Housing Programs



Below is the anticipated timeline for completion of this review:

1. During the week of December 1, 2008, CSC sent letters and instructions for submission
of required documents for review to the selected properties. See Attachment A for an
example of the letter.

2. Properties have until December 19, 2008, to submit the requirement documents to CSC
for review.

3. CSC will conduct the review from December 22 through February 28, 2009.
4. By April 30, 2009, the RA audit report will be completed.
We will post the list of properties selected for audit on the MFH’s sharepoint web site. The web

address is
https://rd.sc.egov.usda.gov/teamrd/hcfp/mfh/MultiHousing%20Family%20Information/Forms/Allltems.aspx.

If you receive any questions from the management agent, please direct them to the CSC Audit
Unit’s phone number, 1-800-349-5097, ext. 5783 that is listed in the letter.

We appreciate your cooperation in these efforts to meet the Department’s obligations to be in
compliance with IPIA.

If you should have any questions regarding this, please contact Janet Stouder at 202-
720-9728.

Attachment



Attachment A

USDA .&_ United States Rural Development
_ ] Centralized Servicing Center
i Rural Dep_artment of P.O. Box 66818

Oevvslopw ent Agriculture St. Louis, MO 63166-6818

Committed to the future of rural communities. (800) 414-1226 (Voice)

(800) 438-1832 (TDD/TTY Hearing Impaired Only) or
(314) 457-4554 (FAX)

This letter is to inform you that the tenant certification identified below was randomly selected for a review of your file
documentation and calculation of Rental Assistance. This review is part of an annual review required to be conducted
by the Agency in accordance with the Improper Payment Information Act (IPIA). Please provide the information
identified below by December 19, 2008.

This year, the Centralized Servicing Center (CSC), which processes your monthly payment, will be conducting the
review.

Please submit a copy of Form RD 3560-8, “Tenant Certification,” and supporting documents for the following tenant:

Unit “Tenant
Property Name Location No. Tenant Name Certification” to be
—_— Reviewed

»

Note: The effective date of the certification may not be the current certification.

Please ensure that the supporting documents consist of all documents that were used to complete the “Tenant
Certification” identified above. This includes calculation tapes, internal worksheets, and third-party verifications.
Examples of supporting documents are as follows:

Verification of Employment: A copy of verification of employment for each adult household member

e Zero Income Persons: Include the Zero Income Verification Checklist from your files.
Unemployment and Unemployment Benefits: Tenants receiving unemployment benefits must provide the most recent
award or benefit letter prepared and signed by the authorizing agency to verify the unemployment income.

o Regular, Unearned Income (e.g., Social Security, pensions, workers compensation): A copy of the most recent
award or benefit letter prepared and signed by the authorizing agency.

e Public Assistance: A copy of the most recent award or benefits letter prepared and signed by the authorizing agency to
verify the amount of public assistance received

“USDA is an equal opportunity provider, employer and lender.”
To file a complaint of discrimination write USDA, Office of Civil Rights, Programs, 300 7" Street SW, Room 400 (Stop 9430),
Washington, DC 20024 or call (866)632-9992 (Voice), (202) 401-0216 (TDD/TTY Hearing Impaired Only) or (202)720-8046 (FAX)



Attachment A

USDA .&_ United States Rural Development
_ ] Centralized Servicing Center
i Rural Dep_artment of P.O. Box 66818

Oevslopw ent Agriculture St. Louis, MO 63166-6818

Committed to the future of rural communities. (800) 414-1226 (Voice)

(800) 438-1832 (TDD/TTY Hearing Impaired Only) or
(314) 457-4554 (FAX)

e Alimony or Child Support Payments: A copy of the divorce decree, separation agreement, or other document
indicating the amount of the required support payments. (If the tenant reports that the amount required by the
agreement is not being received, the tenant must document that assistance has been requested from the state or local
entity responsible for enforcing payment.)

e Support for Foster Children or Adults: Documentation indicating the amount of money received for the care of
foster children or adults, and the anticipated period of time the support will be provided.

e Income Tax Return: For self employment, a complete, legible copy of the most recently filed Federal income tax
form may be submitted for each applicant/tenant, unless the person was exempted from filing a return.

o Verification of Assets and Income from Assets: Financial institution statements to verify account balances. (For
some assets, such as mutual funds or 401(k) accounts, copies of year-end statements can provide information about
annual income. Documents from tenants that identify if any asset has been disposed of for less than fair market value.)

¢ Disability/Handicapped Documentation: If the tenant has been living in the property for a while, the necessary
documentation may have to be retrieved from the application or prior certification documentation.

o Medical Expense: Documentation used to calculate medical expenses.

e Citizenship: FOR FARM LABOR ONLY, documentation of U.S. citizenship or immigration status (for all household
members) is required.

Included is a FAX cover sheet with corresponding Record Number to be submitted with each Tenant
Certification and supporting documents.

We request that you fax the documents to (314) 457-4562 by December 19, 2008 between the hours of 6:00 a.m.
and 6:00 p.m. Central Standard Time, Monday through Friday.

If faxing is a problem or if you have any questions concerning this letter, you may contact the Audit Unit at 1-800-349-
5097, extension 5783, from 8:00 a.m. to 4:30 p.m. Central Standard Time, Monday through Friday.

We appreciate your immediate attention and assistance with this review.

Sincerely,

Stephanie B.M. White

Director

Multi-Family Housing
Portfolio Management Division

“USDA is an equal opportunity provider, employer and lender.”
To file a complaint of discrimination write USDA, Office of Civil Rights, Programs, 300 7" Street SW, Room 400 (Stop 9430),
Washington, DC 20024 or call (866)632-9992 (Voice), (202) 401-0216 (TDD/TTY Hearing Impaired Only) or (202)720-8046 (FAX)



MFH Rental Assistance Audit/Review
FAX COVER SHEET

Project Name: Date:
Unit #:
Tenant Name: # of pgs:
To: CSC - Audit Unit/ Tamara Terrell Phone:  (800) 349 — 5097 x5783

FAX #: (314) 457 — 4562

From: Phone:

FAX #:

Required Documentation from Mgmt Co:

Tenant Certification, Form RD 3560-8 (Submit the tenant cert. based upon
the requested effective date.)

____ Verification of Income.
____Verification of Assets
____Medical Expense
____Verification of Disability

Verification of Citizenship
(Farm Labor Only)

Remarks:

Please attach the corresponding cover sheet for each tenant.
Include all supporting worksheets and/or checklists.
All required documents due by 12/19/08



December 11, 2008

TO: State Directors
Rural Development

ATTENTION: Rural Housing Program Directors
Guaranteed Rural Housing Coordinators
Area Directors and Specialists

FROM: Russell T. Davis (Signed by Russell T. Davis)
Administrator
Housing and Community Facilities Programs

SUBJECT: Single Family Housing Guaranteed Loan Program
Quality Control of Digitally Imaged Essential Documents

In digitally imaging Single Family Housing Guaranteed Loan Program (SFHGLP) essential
documents, quality control is integral to ensuring that quality expectations have been met.
Quality control encompasses a process to verify the quality, accuracy and consistency of digital
images and plays an important role in the success of the project. It is an ongoing evaluation.

A recent review of the Rural Development Imaging Repository of origination documents
disclosed that quality control surrounding imaging of essential documents was not always
performed. Sampled files revealed that supportive loan documentation was not always captured
in electronic format. Electronic documentation was inadvertently omitted or overlooked from
the imaging process in some cases. Partially scanned forms (i.e. front page without a back page)
or partially supported documentation (income verification without the supporting wage earning
statements, etc.) was not present in some files reviewed.

Expiration Date: Filing Instructions:
December 31, 2009 Housing Programs



Of files sampled, the following essential documents were absent in a number of the cases
reviewed:

= Retention of the fully executed and accurately completed Form 1980-21, “Request for
SFH Loan Guarantee.”
m 1% page and the 2" page executed by the lender and borrower(s)
= The absence of all or a portion of supportive control documents surrounding the
verification of income.
m Verbal verifications, written verifications, earning statements, W-2s, tax
returns
= The absence of documents validating the applicant’s desire for a mortgage loan and the
lender’s confirmation of interview.
m  Fully executed (borrower and lender) FNMA 1003, Uniform Residential Loan
Application
= The absence of rejection letters with appropriate appeal rights.

The “State Office Scan & Index Application Information” guide provides instructions for the
quality control of the documents scanned. The quality control screen is used to verify that all
scanned images appear correctly. It is also the state’s opportunity to confirm all of the
documents identified as essential documents accompany the file/batch scanned. If not scanned
properly, the image, the document, or the batch can be deleted as needed. The state also has the
opportunity within the quality control window to rotate pages for proper viewing, delete blank
pages, and delete unreadable pages. Once the user exits the batch, the documents are scanned.
Therefore, this step in the scanning process plays an important role in controlling the quality,
consistency and accuracy of imaged documents.

If the state finds that an existing indexed document requires a change of Borrower ID, the
document type requires modification, or a scanned document should be deleted, the state may
utilize the “State Office Scanning Change/Deletion Request” form provided in the scanning
guide noted above to request a change by the technology staff in St Louis, Missouri.

While regular use of the procedures are effective, a staff member who supervises personnel who
scan and index documents should regularly perform a visual check of a sample of images to
supplement the quality control step described above. A visual check generally involves verifying
any or all of the following information:

= The borrower identification assigned to the indexed file is correct.

= |Images are properly indexed.

= |mages are readable and in the proper viewable position.

= |mage skew is tolerable.

= |maged documents appear in the correct order for multi-page items.

= No physical matter (dust, hair, specks of paper) is present in the scan.



Regular use of the procedures provided should ensure that the level of quality necessary in
capturing essential documents electronically. The quality control steps are required prior to any
destruction of the Rural Development guaranteed loan file.

If you have any questions, please feel free to contact Debbie Terrell at 918-534-3254 or David
Chaput at 202-720-1456; or via email to debra.terrell@wdc.usda.gov or
david.chaput@wdc.usda.gov.













In accordance with 7 CFR 3550.63 (a) (1)(iv), the area loan limit may not exceed the
applicable local HUD Section 203(b) limit (FHA’s basic 1-4 family mortgage insurance
program). The FHA limits consist of a floor and a ceiling. Any area where the FHA limit
exceeds the floor is known as a “high cost” area. The 203 (b) limits are based on 95% of
area median sales price except for high cost areas. High cost areas are a percentage of the

Fannie/Freddie (conforming loan) limits.

States should carefully review both the FHA limits and lot costs to determine their high
cost areas, as they may have changed from the previous year. The limits are posted on
HUD’s website at https://entp.hud.gov/idapp/html/hicostlook.cfm.

When conducting reviews in high cost areas as described above, we believe it is
reasonable to see a decline from previous loan limits in many areas based on changes in

the housing market.

We are not suggesting that the limits in “high cost” areas should be lower than the FHA
floor limit. However, we are asking that the proposed limit for high cost areas truly
reflect current and accurate market conditions to ensure it does not exceed the dollar
amount that is needed to purchase a modest home.

As previously stated, we recognize not all areas have declined. However it is incumbent
upon the Program Director to make the case, based on current market information, that the

recommended values are reasonable.

Questions may be directed to Cathy Glover, of the Single Family Housing Direct Loan
Division, at 202-720-1460




December 17, 2008

SUBJECT: Interest Rates for Water and Waste Disposal
Loans, Watershed Protection and Flood
Prevention Loans, and Resource Conservation
and Development Loans

TO: Rural Development State Directors,
Rural Development Managers,
and Area Directors

Language in the Consolidated Farm and Rural Development Act requires that the poverty rate
and the intermediate rate be determined based on the approval date of the loan. For those loans
approved on or after May 23, 2008, the poverty rate will be set at 60 percent of the market rate
and the intermediate rate set at 80 percent of the market rate, adjusted to the nearest one-eight of
one percent. Following are the new interest rates for water and waste disposal loans approved on
or after May 23, 2008:

Poverty Line...increased to...... 3.125%
Intermediate...increased to....... 4.125%
Market......... increased to....... 5.125%

For loans approved but not closed on or before May 22, 2008, the poverty rate will remain fixed
at 4.500 percent and the intermediate rate will continue to be set at one-half of the difference
between the poverty line rate and the market rate. Following are the new interest rates for water
and waste disposal loans approved on or before May 22, 2008:

Poverty Line...unchanged at......4.500%
Intermediate... increased to....... 4.750%
Market......... increased to....... 5.125%

EXPIRATION DATE: FILING INSTRUCTIONS:
March 31, 2009 Administrative/Other Programs



These rates will be effective from January 1, 2009, through March 31, 2009.

Also, the rate for watershed protection and flood prevention loans and resource conservation and
development loans is as follows:

CURRENT RATE NEW RATE
4.500% 5.125%

Please notify appropriate personnel of these rates.

(Signed by James M. Andrew)

JAMES M. ANDREW
Administrator
Utilities Programs

Sent by Electronic Mail on 12/18/08 at 9:00am by PAD.
State Directors should advise other personnel as appropriate.




December 19, 2008

SUBJECT: Interest Rate Changes for Housing Programs
and Credit Sales (Nonprogram)

TO: Rural Development State Directors,
Rural Development Managers,
and Area Directors

ATTN: Rural Housing Program Directors

The following interest rate is in effect for loans approved after the beginning of business January
1, 2009.

Loan Type Existing Rate New Rate
Farm Labor Housing- 7.500% 7.250%

State Director Exception

Also, the benchmark used for FY 2008 interest rate for repayment of unauthorized assistance
when the borrower was at fault was announced by Treasury to be 4.580%.

Please notify appropriate personnel of this rate.
RUSSELL T. Davis (Signed by James C. Alsop) for

Administrator
Housing and Community Facilities Programs

EXPIRATION DATE: FILING INSTRUCTIONS:
December 31, 2009 Administrative/Other Programs

Sent by Electronic Mail on 12/19/08 at 4:00 pm PAD.
State Directors should advise other personnel as appropriate.






