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HIGHLIGHTS

What We Audited and Why

We audited he U. S. Department of H™HUB)ing and
HOME Investment Partnershipsogram(HOME) as part of our fiscal year 2009

annual audit plan. Our audit objectives werageesste adequacy of HU
monitoring and implementation of requirements to recapture HOME funds not
committed within two years and spent within five years, assess the adequacy of
HUDG6s moni t o itdlmegrateddisthursemnseat ardhformation
System(information system)andassess whether it was appropriate for HUD to

applythe cumulativetechniqudor assessing deadline compliance and the-ifirst

first-out method focommiting anddisbursingHOME fundsto participating

jurisdictions

What We Found

HUD needsa improve efforts taequire participating jurisdictions tancelmore
than$62million in HOME fund balances for open activities tietre committed
more tharfive yearsaga Theprolonged delay or failure twancelthe fund



balances caudeanoverstatenentof commitmentsn H U D informationsystem
which prevented thaccuratedentification offunds thatweresubject to recapture
by HUD or the United States Treasuiy. addition to theexcessivdéund

balances, we question the eligibility of more ti¥di.6 milliondisbursed to
participating jurisdictiongor activities that were more than five yeatd, showed
evidence oftalledperformanceandmayhavewarranedtheir classificatioras
terminaed activities.

Participating jurisdictionsnademore han $20.9 million in inorrectcommitment
entries to the information system. The inaccuragretermined thantegrity of
the information system andports generated frothe system HUD did not
routinelymonitor the accuracy of commitmenk&tparticipating jurisdictions
entered into the information systenor did itrequireparticipating jurisdictions to
implementadequaténternal controls over commitmerttseyentered into the
system HUD missdthe opportunity to identify and require correctidrtlte
types of deficienciediscussed in this repdoecause it did not routinely monitor
this area Thesignificantinaccuraciedring intoquestion the reliabilitypf
commitmentghatotherparticipating jurisdictions entedinto theinformation
system

HUD used a cumulativetechniqudor assessing deadline compliarasela first-

in first-out method foHOME commitments and expendituttésit conflicted with
statutory requirementiatrequire the identification of HOME commitmerasd
expenditures bthe progranfundingyearto whichthey relate The statutemake
no mention othecumulative technique and the fiistfirst-out methodas
acceptable alternatigse Thetwo HUD practicescontributed tahe more than $62
million in old activitiesremainng open asliscussed abovedUD would have
recaptured the funds due to the missedjiear disbursement requirement were it
not for the cumulative techniqudhefirst-in first-out methogas described by
HUD, contributal to misclassification of fundemn HUDG6 s f i nanaei al sy
subject to recapturey HUD or by the United States Treasupursuant to a
separate statutoeadlinethat will be in place starting September 30, 2009

What We Recommend

Werecommend thatUD identify whichof the old open activitiesave been

completed or terminatedancelthosebalancesrecapture shortfalls generated by

the cancellationsaandrequire repayments for HOME expenditures on terminated
activities We further recommend that HUBhplement procedures to ensure that

field offices monitor the accuracy tuture commitmentghatparticipating
jurisdictions enter iandpoovidé¢teEhdical i nf or mat
assistance to participagjurisdictiors regardingwhat constituteacceptable

documentation for commitment$lUD shouldalsorequire participating

2



jurisdictionsto closeout old HOME activitiesas appropriateeallocate remaining
balancegor future HOME project$n a timely mannerandestablish and
implementadequaténternal controls over commitments they eni¢o the
information system FurthermoreHUD should obtaira formal legal opinion
from the Office of General Counsahd revise its regulations to ensise
proceduregor assessingompliance with commitment and expenditure
requirementsre consisterwith statutory requirements.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06;REV
Please furnish us copies of any correspondence or directives issued bétasise o
audit.

Audi teeds Respc

We provided our discussion draft audit report to HUDAoigust11, 2009 and

held an exit conference @ugust20, 2009. HUD provided written comments on
September 3, 2009. HUDdisagreedvith findings 1 and 3 buagreedwith

finding 2. Also, HUD generally agreed with our recommendations.

The complete textdlUD6 s wr i tten response, along wi
response, can be found in appendix B of this repaie. excluded the attachment

containing the Federal Register, datedy\M28, 1997whichis available orthe

Government Printing Officevebsite.
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BACKGROUND AND OBJECTIVES

TheHOME program is athorizedunder Title llof the CranstoiGonzales National Affordable
Housing Act as amendedHOME is funded for the purpose of increasing the supply of
affordable rental housing; improving substandard housing for existing homeowners; assisting
new homebuyers through acquisitp construction, and rehabilitation of housing; and providing
tenantbased rental assistanddOME funding is allocated to eligible state and local
governments to strengthen pubtidvate partnerships and to supply decent,, gafd sanitary
affordable lousing to very lowincome families.State and local governments that become
participating jurisdictions may use HOME funds to carry out multiyear housing strategies
through acquisition, rehabilitation, new construction, and tebasgd rental assistance.
Participating jurisdictionare required to reserve a portion ofith¢OME fundsfor community
housingdevelopmenbrganizations. Private nonprofit communligsed service organizations
receive their certification and designationcasymunityhousingdevelopmenbrganizations

from participating jurisdictiondased on criteria specifiedithUD 6 s r e.gul at i ons

HUD makes formula allocations of HOME funds to participating jurisdictionsn@naual
basis. HUD makede allocations without regatd the grticipating jurisdictiongtimely
commitment and expenditure of prior year HOME allocatiddblD officials stated thathe
departmentoes not have the statutory authority to deny annual formula allocations to
participating jurisdictions that fail to tiety commit and spend HOME funds. HUDstzasystem
to monitorparticipating jurisdictiondcompliance wittprogramdeadlines focommitmens,
reservations to community housing development organizations, and expenditures. HUD
provided information that shaud snce inception of the program 1992it has recapturednore
than $1 million from participating jurisdictions for failure to meetgedeadlins. HUDO s
nationalproductionreportas ofDecember 31, 2008, shows that since inception of the HOME
progran, HUD has allocated HOME funds totaling more than.$g8lion, of which more than
$24.1 billion has been committed and more than $21.7 billion has been expended by
participating jurisdictions.

Title 1l of the CranstorGonzalez National Affordable Hsing Act providsthata participating
jurisdictionés right to draw funds from its H
are not placed under binding commitment to affordable housing vidhimonthsafter the last

day of the month in whicbuch funds are depositedot he parti ci pating juri ¢
Investment Trust FundRegulationdor the HOME progranmave similar languagendrequire

thatHOME funds be committetly the participating jurisdictionsithin 24 months and

expen@dwithin five years However for purposes of determining the amount by which the

HOME Investment Trust Fund will be reduced or recaptured, HUD cossidesum of

commitments taommunity housing development organizatiocc@mmitments, or expenditures,

as gplicable, from the fiscal year allocation being examined and $udvsequenrdllocations.
Thisinterpretation othe 24month commitment requiremefreferred to by HUD athe
ficumulativétechniqu¢iss et f or t h i n HUDdontaindig thed statute ons, b u
HUD alsousel a firstin first-out methodto commitand disburséunds to activitiesn its
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information system This means that funds are committed distbursed r om t he fol dest
available funds first.

In 1996 HUD established anomplemented thenformation systento accumulate and provide
data tomonitor, among other requirementgmpliance wittHOME requirements for
committing and expending fund&lUD also usethe information system tgenerate reports
used within and outsiddUD, including the publigparticipating jurisdictions, anihe Congress.
Theinformationsystemis thedisbursemenand reporting system for ti¢OME and other HUD
community developmergrograns. Theinformationsystemis a realtime mainframebased
computer applicatiorthat is undergoing reengineering toVaeb-based system

Requirements ahe NationaDefense Authorization Act of 199Public Law 101510,dated
November 5, 199(gtatethat on September 30 of the fifth fiscal year after the period of
availability for obligation of a fixed appropriation account ends, the account shall be closed and
any remaining balance (whether obligated or unobligated) in the account shall be canceled and
thereafter shall not be available for obligation or expendfturany purposeThe HOME fiscal

year 2002 appropriation was the first time HOME funds had an identifiedybegeeriod of
availability subject tdPublic Law 101510andits five-yearexpenditure deadlinePrior to fiscal

year 2002, HOME funds wer@propriated for an indefinite peri@hd were availablentil
expended.Fiscalyear 2002 HOME funds that are not spent by September 30 (2®9ears

after the period of availability ended on September 30, 2004 be subject to recapture by the
United States TreasuryJnexpended HOME funds for grant years 1992 through 2001 are not
subject toPublic Law 101510

The objectives of the auditwet@(l)a s sess t he adequacy of HUDOGs n
implementation of requirements to recapture HOMEIfunot committed within two years and

spent within five yearf2)as sess t he adequacy ofitsiffidrbafiocn moni t
systemand(3) assess whether it was appropriate for HUD totiseumulative technique for

assessing deadline compli@mandthe firstin first-out methodto commit anddisburseHOME

fundsto participating jurisdictios



RESULTS OF AUDIT

Finding 1: Fund Balance®r OpenActivities More ThanFive Years
Old Were Not Closed Ouh a Timely Manneand Could
Trigger Recpatureby the United States Treasury

HUD needs to improve efforts tequire participating jurisdictions tbeobligatenore thar$62

million in HOME fund balances a timely mannefor open activities thawveremore tharfive

years old.We also questiothe eligibility of more than $11.6 milliodisbursed to participating
jurisdictionsfor openactivities that were more than five years old and showed evidence of
stalled performance that may have warranted their classification as terminated aciivities.
balancesssociated with the old activities restricted participating jurisdictions from committing
and spending the funds on other eligible HOME activities in a timely manner or for reimbursing
the program for ineligible costs. The delay or failuregoldigate amounts when due caused an
overstatememf commitments n HUDOGs i nformation syssotem and c
understang shortfalk thatweresubject to recaptudey HUD. Thesesituatiors occurred because
HUD had not adequately enforceflorts to require participating jurisdictions to close olat

fund balances in a timely manraard to support whether inactive or stowoving activities

were, in effect, terminated activitie$he balances indicadleexcessive delays by participating
jurisdictionsin thecompletionof projectsand/or closeout of funded activitie$he portionof

thefund balanceshat are associated withd opensubgrantedctivities would make it more

difficult for participating jurisdictions and HUD to avoid losing HONIEdssubjectto

recapture by the United States Treasury updavisions ofPublic Law 101510 (seefinding 3).

The $62 millionfor open activities and the $11.6 million in questionedsoostsisted af
e $7 million for 77openactivities with no éind draws since the activities were funded

e $20.4 million for 436openactivities with no fund draws since 20QdIs more than $3.9
million in questioned costand

e $34.6million for 243 openactivities with fund drawfrom 2007 to April 2009 plusmore
than $7.7 million in questioned cesbut the activities were not completed despite
having been f un d eearrégalataryrdidbursethéndrequiremente

HUD officials acknowledged the problem with closing out open activities and commeated th
they hal efforts underwayo address the matter. They stidtthe headquartei®ffice of
CommunityPlanning and Developmeh&d emphasized to field offices the importance of
closing out open activitiesThey further stated that thgyrovided field offices with reports that



identified the openactivities Moreover,the closeout of such activitiessan elemenbof field
office stafd performance standards.

HUD Had Made Progress in
Closing Open Activities

We started the audit November2008 andnitially assessed activitiefhiown in
H U D @openactivities reportas ofDecember 31, 2008We only assessedpen
activities that werei¥e yeass old or oldebecausé¢hat periodparallelsH UD 6 s
regulatory requirement that participating jurisdiciepend HOME funds within
five years of the datef their HOME agreementsThe Decembereportidentified
more thar$83.1million in open activities funded between 1992 2003

During the auditwe contacted 11 field offices concerningdf&heopen
activities with fund balances that totaled mtivan $19million. We made the
contacts tabtain information and suppdud explainwhat action thefficeshad
taken to requir@articipating juiisdictions tocloseout the activitieand to
deobligatehe fundbalances Based on the responses& detemined that HUD
closed some of theld activitiesshown in the December repakiring the course
of ouraudit Thereforeweupdatedour assesnent usi ng HUDOs oper
reportas of April 30,2009. The April reportshowedmore thars62million in
open activitiecompared to th&83.1 nillion shown in theDecember 31, 2008
report ThedifferenceindicatesshatHUD madeconsiderablg@rogressn closing
outold openactivitiesafter westarted the audih November2008

There Were FiveYear-Old Activities
with No FundsDisbursed to
Participating Jurisdictions

H U D @men activitiegeportas ofApril 30, 2009,showed more thars7 million

for 77 open activities that wemaore tharfive years oldfor whichthe
participating jurisdictions had not drawn down any funds under their letter of
credit. HUD regulations povide that a projectvhich has been committed in the
informationsystem for 12 months without an initial disbursement of fundsy

be canceled. The activities were funded betwi88and 2003andwereat least
four years past the ionth date thathould havetriggeredasystem cancédtion
but did not do so



Number of Funds

Funding year activities drawn Fund balance
1993to 1999 8 $ 0 $ 1,342,451
2000 3 0 308,470
2001 9 0 193,355
2002 17 0 2,175,006
2003 40 0 3,066,706
Total 77 0 $7,085,988

Based on HUD Becember 2008 open activities reporg mequested information
from five field officesfor six activities that totaled more than $3.8 milliofwo
field offices provided various explanations abtwb activities funded for $1.2
million, but they did noexplain why they had not required the participating
jurisdictions to cancel the activities and deobligate the fuiitie. activitieswvere
stil |l open i n HUD@ns field offftcegNevn@rkeansyidl nos y st e m.
respond to our request for an activity funded for $555,660we determined that
the participating jurisdictiotaterdrew more than $480,000 against the activity
Two field offices responded with information shog thatthe particpating
jurisdictions hd since deobligated fund balances and/or closed Hutdaties
funded for more than $@illion. Our assessment and follewp shovedthat

HUD hadmade progressn closing out activities that had no fund draws but that
moretimely action is needetb require participatingurisdictions tocloseoutall
such activitiesanddeobligatehe fund balances

There Were FiveYear-Old
Activities with No Fund Draws
Since 2006

HUD®& s o p e mepaatastofidprili3®, 208%showed more thar$204
million for 436 open activities that wemore tharfive years oldfor whichthe
participating jurisdictions had not drawn down any funds under their letter of
credit since 2006. The activities were funded between 1992 and RQI3.
regulations state thatHOME-assisted project théd terminated before
completion, either voluntarily or otherwise, constitutes an ineligible projdu.
absence of fund draws within the last two years dagseestions as to whether the
activitieshad beercompletel with residual fund balances whetherthey
represergdterminated activities. In either instandke fund balances should
havebeendeobligated. If the activities were terminated, the amounts drawn
represerdgdineligible HOMEexpenditures



Total fund Distribution by funding year
balances for
activities
Year of funded more
last fund than five
draw years ago | 19921999 2000 2001 2002 2003
19971999 $1,638,780, $1,637,441] $1,340 - - -
2000 219,375 157,157| 62,218 - - -
2001 1,107,345 177,441 252,918| $676,986 - -
2002 1,356,460 189428 | 532,128 160,474| $474,431 -
2003 1,171,893 2,126 15,489 297,071 500,364| $356,842
2004 4,884,233 232,914| 23,250 270,673 635,678| 3,721,719
2005 2,804,476 391,099| 29,753 19,815 624,328| 1,739,480
2006 7,309,430 2,223,189| 49,080 853,574| 2,193,768/ 1,989,847
Total $20,491,992) $5,010,795| $966,176| $2,278,592| $4,428,570| $7,807,859

The fundbalancesssociated with these activities should be deobligated in
H U D information gstem unless thegpticipating jurisdictiongan specifically
support that the actities havenot beenterminated (voluntarily or involuntarily)
and are progressing a timely mannetowardproducing affordable housing for
eligible recipients

Based on data incl uded weaquestborioré thani nf or mat
$3.9million thatparticipating jurisdictions drew dowfor 76 activities(see

appendix ¢included in the above table. In each case, the activities were more

than five years old (some dating back to the 199ig)the participating

jurisdictions had drawn down less tha percent of the funded amounts coupled

with no fund draws in the last two years. $éeonditions werrotindicative of
activitiesmaking reasonable progress toward producing affordable hamging

were instead indicativeof stalled or possiblyerminatedactivities HUD will

need to determin@hetherthe activitieshad beernerminated anavhetherthe

funds drawn for them were eligible under the HOME program

As discussed below, even if tdove activitiesrenow progressingoward
completion amountsassociated with subgranted activitieay prevent
participating jurisdiction$rom meeing theeightyearexpendituredeadlineunder
Public Law 103510, applicable to activities fundemdith appropriations from
fiscal year 2002 and later.

Based on HD6 Becember 2008 open activities reporg mequested information
from eight field offices orl2 activities withfundbalances ofmore than $13
million. Three fieldoffices providecho clearexplanationgor why they had not
requiral participating jursdictions to cancel and deobligate HOME fundssfar
activities with fund balances of more than $hilion. One field office(Los
Angeles)did not respond to our request for an activity wiflarad balance of
more thar$1.2 million Five field officesresponded with information shavg
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thatthe participating jurisdictions kesince drawn, deobligated, or canceled five
activities which reduced the$6.3million fund balance to about $1.5 million.
Thefollow-up indicatel thatHUD hadmade progressn closing outthe old
activitiesin this category However moretimely action is needetb require
participatingurisdictions tocloseout anddeobligateunds for such activitieand,
when applicable, reimburse the program for expenditures made fon&techi
activities

There Were FiveYear-Old Activities
with Fund Draws from 2007 to April
2009

HUDG s o p e mepaatastofidprili3®, 208%showedmore thar$34.6

million in fund balancefor 243 activitiesthat weregfunded between 1994 and
2003but which had fund drawfsom 2007to April 2009thatshould be evaluated
to determine why thactivitieshad not been completedhe amount includ#
more than $13 milliomn fund balacesfor 32 activitiesfor whichthe

participating jurisdictions had drawn ory.7 million or50 percent or less of the
HOME funds committed tthem. Thefund balancéncluded more than $1.2
million for a 1996 Floridanew constructiomctivity (number 31Q)for whichthe
participating jurisdiction had only drawn about 19 percent of the allocated, funds
anda $1.2 millionfund balancdor a 1994Puerto Ricanew constructiomctivity
(number 15)for whichthe participating jurisdiction had only drawn about 45
percent of the allocated fundblUD regulations state that HOM&ssisted
projects that are terminated before completion, either voluntariyherwise,
constitute an ineligible project.

Total fund Distribution by funding year
balances for
activities
Year of funded more

last fund than five

draw years ago | 19921999 2000 2001 2002 2003

2007 $4,541,513 $1,616,152] $20,367 $53,560| $776,556| $2,074,878
2008 21,210,265 541,384| 429,898| 1,970,363| 4,315,435 13,953,185
2009 8,871,729] 1,836,813] 70,665| 1,381,245 2,956,083 2,626,923
Total $34,623,507] $3,994,349) $520,929| $3,405,168| $8,048,075] $18,654,986

HUD should ensuréhat participating jurisdictions close and deobligate fund
balances for completed activities and disallow exyenditurdor activitiesthat
are effectively terminated. Thiequirementncludes but is not limited to a
failure to produce affordable houginccupied by HOMEeligible recipients in a
reasonable period.
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For instance, we question more than $7.7 milliodigibursements to participating
jurisdictionsfor 32 activitieg(seeappendix ¢, whichappear tdhavebeenstalled

or possibly terminatedin each case, the activities were more than five years old
(some dating back to the 19908t the participating jurisdictions had drawn
down less than 50 percent of the funded amounts. These conditions were not
indicative of activities making reasonalpiegress toward producing affordable
housing but werdanstead indicative of stalled or possibly terminated activities.
HUD will need to determinevhetherthe activitieshad beerterminated and were
eligible under the HOME program.

Inadequate Action to CloseOld
Open Activities Increasel the
Potential for Recapture by the U.S.
Treasury

Theexistenceof subgranted funtlalances for the above old open activitiesild
make it more difficult for participating jurisdictions and HUD to avoid losing
HOME funds to recapture by the United States Treasury under the statutory
requirements oPublic Law 103510 For instanceHUDO expiring funds report
showedmore than $12 million in open subgranted activities in Regiomd¥ dre
included in the $62 million discussatiove. HUDG6 guidanceprovides the
following concerning tis lawd application tahe HOMEprogram. ltstates that

¢ HOME funds appropriated in fiscal year 2002 will not be available for
participating jurisdictions to expend after September 30, 2009. HOME
funds remaining in a participating jurisdictiisrfiscal year 2002 grant
after this date Vil be recaptured by the United States Treasury.
Unexpended HOMEunds in grants from 1992 through 2001 are not
subject to these rulesdowever, beginning witthefiscal year 2002
appropriation, each annual HOME grant is subjecteée@ipenditure rule.
So, for example, fiscal year 2003 HOME funds will no longer be available
to participating jurisdictions after September 30, 2010.

e In order for a participating jurisdiction twe able to draw dowrl&2002
funds, all prioryear funding must first have &e drawn down for those
recipients and fund types having fiscal year 2002 funds committed to
them. AsaresultHUD 6 s ¢ statesdahapartcipating jurisdictions
may not even be aware that some of thei¥rg@f@2 HOME commitments
arefiparked with speific recipients or within certain fund typdasus
effectively blocking off their access to the fiscal year 2002 HOME funds.

The capability 0of2001 and earlier year HOME funzarticularly funds
associated with subgranted activitigsplock participéing jurisdiction®ability
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to draw 2002 anthteryear funds (subject to statutory recapture) underscores the
urgency for HUDto closeout andcancelfund balances for old open activities

Conclusion

HUD had made progres® closing out open activities, butrieeds further
improvements to ensure that field offices require participating jurisdictions to
closeout old open activitiesxpeditiouslyto avoid losing HOME funds to
recapture by the United States Treasury pursudptibdic Law 101510that
becomes eéctive for the HOME program on September 30, 2(aéhd balances
that should have beeatosed outontributel to understating ardr maskingwhat
would otherwisehavebeencommitments hor t f a | ldeadlinecompHadde 6 s
statusreport thatveresubjectto recapturdoy HUD for redistribution to
participating jurisdictions Also, fund disbursements assocdhgath open
activities thatvereor shouldhavebesnterminated represesdineligible HOME
expenditures Thesesituatiors occurred because HURAad rot adequately
enforcedefforts to require participating jurisdictions to close olatfund
balances in a timely mannand to support whether inactive or stovoving
activities were, in effect, terminated activities

Recommendations

We recommend thdhe Assistant &cretary folCommunity Planning and
Development

1A. Ensurethatfield officesrequire participating jurisdictions tdoseout in a
timely manne$62,201,487n activities reflected in itepenactivities
report that arenore tharfive years oldandcarcel the fund balances.

1B. Require participating jurisdictions to reimburse H&##Bm nonfederal
sourcesany portion otthe $11,634,58 for activities listed in appendi
thatHUD determins had beererminatedvoluntarily orinvoluntarily.
Whenmakingthis determinationHUD should consider the participating
jurisdiction®lack oftimely physical completiomndor production of
affordable housingccupied by HOME incomeligible individuals

1C. Recapturanyshortfalls generated by the closure aedligation of fund
balances associated with the open activities

1D. Establishand implementontrols to ensure théeld offices require
participating jurisdictions to closaut future HOME activitieswithin a
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timeframe that will permit reallocatiomd use of the funds for eligible
activities in time to avoidbsingthem to recapture by the United States
Treasury under provisions Blublic Law 101510
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Finding 2 Inadequate HUMMonitoring of and Internal Controlever
Commitments Entered into theftmmation System Reseildl
in Questionable Data Reliability

HUD did notroutinelymonitorthe accuracy of commitmerntisat participating jurisdictions
enteedinto theinformation system HUD also didhot requireparticipating jurisdictions to
institute basic internal controlgvertheir commitmenentries The audit identifiednore tha
$20.9 millionin incorrectcommitmententriesmade by seven participating jurisdictiortsUD
missedthe opportunity to identify and require correctiortlod type of inaccuraciesound
during the audibecause it did not routinely monitor this area. The inaccuran@srmine the
integrity of system data anaff reports generated frothe information systemFor example, the
incorrectentries impa&dthe deadlinecompliancestatusreport whichHUD uses taletermine
recapture amounts for participating jurisdicsdhat miss thie 24-month statutory commitment
deadline Thesignificantinaccuracied®y such a small number of participating jurisdictions
reviewed brilg into question the reliability of commitmentsherparticipating jurisdictions
entered into thenformationsystem

Field OfficesWere Not Required to
Monitor and Enforce Requirements
for Commitment Data Entries

HUDG s p r forcanductingaisk assessments do not include criteria for
field offices to assign risk factofer commitments entered into the information
system. Further, HUD had not developedppropriate checkligor monitoring
the accuracy and support for commitmethtst participating jurisdictiongntered
into theinformation systemWe examined HUD 2008 monitomg of12
participating jurisdictions by four Region feld offices (Jacksonville and
Miami, Florida; Atlanta, Georgjaand ColumbiaSouth Carolina). The four field
offices did notmonitor whether the participating jurisdictions only madeperly
suppated commitmenéntriesand adjustment® the information systemTwo

of thefield offices examined written agreementisréefor Jacksonville anthree
for Miami) for proper content but not for accuracy of input to the information
system. Thus, HUD msgd the opportunity to identify and require correction of
the type of inaccuracies found during the audit.

We visited five Region IV participating jurisdictiotisatHUD monitored in 2008
and examinedupport for commitments afad commitmeniadjustmets entered

into the information systemWe focused on entries made during the month of the
participating jurisdictiondcommitment deadlireand three monthiseforethe
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deadlines. We examined commitments totaling more than $6.9 nahidn
identifiedmore than $2.3nillion (33 percenof $6.9 million in questionable
commitmentghatthe participating jurisdictions entered intetinformation

system
Types of commitment violations and errors
Past Other
Commitments Total deadline Exceeded inadequately
Participating and activities | questionable or no agreement supported
jurisdiction examined entries agreement | amount entries
Polk County, E $ 692,499 8 $ 691,320] $354,482| $ 158,122 $ 178,716 *
RichlandCounty, SC 503,989/ 5 295,210 252,240 3,650 39,320 *
Tampa, E 2,170,837/ § 1,213,265 1,213,265 **
Macon, A 608,372/ 11 106,295 3,528 102,767**
Miami-Dade
County FL 3,000,000/ 3 - - - -
Total $6,975697/ 42 | $2,306,090 $606,722| $ 165,300 $1,534.,068

*Entries made before the agreements were executed but executed before the commitment deadline date.
** No execution date shown on the agreement.
** Amount not reconcilable to the written agrnment.

HUD headquarter®ffice of Community Planning and Developmetdff stated
that their limited staff and added responsibilities associated with the economic
recovery effortwould limit their ability to monitor the accuracy of commitments
participatng jurisdictions entedinto the information system.

HUD Did Not Require Adequate
Internal Controls over
Commitment Data Entries

HUD did not require participating jurisdictions to establish and implement
adequaténternal controls over commitmerdad related adjustmeritsatthey
enterednto the information systemThis deficiencywas significant considering
that HUD, as discussed above, dat monitorparticipating jurisdictions to
determine the accuracy ocbmmitmententriesenterednto theinformation

system HUD regulations define commitment to mean that thé@pating
jurisdiction has executed a legally binding agreement wathta recipient, a
subrecipientor a contractor to use a specific amount of HOME funds to produce
affordable housing or provide tendrdsed rental assistance; has executed a
written agreement reserving a specific amount of funds to a community housing
development organization; or has met the requirement to cdonmaisto a

specific local project.The information systemeferencananualprovides that
HOME funds ar e dctivioy anoh recotdeiidtiie inforoati@ann
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systemwhen there is a writtehegally binding agreement and the activity is set
up and funded in the information system.

We identified instances which participating jurisdictioneommitted funded
fundsin the systemwhenthey had ndegally binding agreemesitthe agreements
were not datedor theagreement amount did not match doenmitmentamount.
Upon learning of our visit, one of the participating jurisdictiadgisted the prior
entriesmade tahe nformation system to reduce inflated commitments to the
amountssupported byts executed written agreements addition we noted
similar conditions irDIG external auditén which participating jurisdictions
entered commitments into the informationtsys that were not supported by
written agreements.

Forexample the following OIG auditst participating jurisdictionslentified
more than $8.6million in commitments that participatijurisdictionsrecorded
in the information systerwithout beingsupported by properly executed written
agreements:

Inadequately
Audit report Participating supported
number Report issue date Jurisdiction commitments
2009LA-1004 Nov. 26, 2008 California $15,000,000
2008AT-1006 Mar. 7, 2008 Fulton CountyGA 2,700,000
2008AT-1009 June 9, 2008 Augusta GA 983,000
Total $18,683,000

The problem with participating jurisdictioniacorrectlyentering commitments

into the information systemwassignificant andvasnot isolated.Theincorrect

and wsupported commitmeeintriesunderscore the need for HUD to require
participating jurisdictions to establish, implement, and enforce internal controls

over data entries and adjustmentsis problemis significant considering that

HUD recapturecommitmentsthataren ot made by tmoh pr ogr a m¢
statutory deadline based on commitment shortfalls identified de&dline
compliancestatusreport. The report is generated from cumulative commitments
thatparticipating jurisdictionfiaveentered intohe information system over the

l'ife of their r espe cinadegeatelr@kbEngfamdo gr a ms .
poorinternal control®©vercommitments enteradto the information system

compromised the accuracy argiability of commitmentghatparticipatirg

jurisdictions entered into the system
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HUD Provided Incorrect | nformation
or Accepted Inadequately Supported
Commitment Entries

Conclusion

HUD provides instructiont participating jurisdictionsnwhat constitutes
unacceptable and acceptable documentation for commitmidntceptable
commitment documentation includggpaoved budgetsigned letters of intent,

award letters, and council minute&cceptable commitment documentation

includes a written agreement or contract between the participating jurisdiction and
a state recipient, subrecipient, program recipi@ntontractor signeldy both

parties dated on or before the deadline datammitting a specific amount of

HOME funds to a specific HOME projecEurther, signatures of all parties

signing the agreement or contract must be dated to show the execution date.

We identified twanstancesn which HUD field office staff caused or did not

require participating jurisdictions to change incorrect commitmeniesim the

information systemln one case, two different HUD staffemberdold a

participating jurisdiction that it waseeptable to enter commitments iibe
informationsystenb ased on t he partihauseganmitteaeg | ur i
approval of projects for funding versus the executed written agreements. Our

sample includedive instanceswhich totaled more than $1,000,in whichthe
agreements were executed 49 to 85 days
datalaf t er the participating Intheatherdi cti ono
caseaHUD field office official statedhatit wasconsidered acceptable allow
commitments supported by written agreemémishichthe parties that signed the
agreements did not provide the dateswvhichthey executed the agreement.

These instances indicate a need for HUD to better ensure that its staff understand
andenfaceH U D dlacumentatiomequirement$or commitmentsvhen

conducting monitoring reviews and when providing technical assistance to
participating jurisdictions.

This audit and past OIG audds participating jurisdictionglentified morethan

$20.9 milion in incorrectcommitment entriedor seven participating

jurisdictionst hat overstated cumul ative commitn
system. Such overstatements canlmskamounts that would otherwise be

identified asshortfalls or understate shoitfamountssubject to recapturat

should beeflected in thaleadlinecompliancestatusrepors. Thesignificant
inaccuraciedy the sevenparticipating jurisdictiongring into question the

reliability of commitmentghatparticipating jurisdictionsrgered into the
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informationsystem We attribute these conditions to HUD not requiring its staff

to monitor the accuracy of commitments entered into the information system and
not requiring participating jurisdictions to establish adequate internal tontro

over their commitment entries.

Recommendations

We recommend thdhe Assistant Secretary f@ommunity Planning and
Development

2A.

2B.

2C.

2D.

Establish and implement procedures to monitor the accuracy of
commitmentghatparticipating jurisdictions enter intbe information

system These procedureshould include expandirtd U D disk rating
systemto includerisk factors for this review area and development of an
appropriate monitoring checklist to ensure consistency and thoroughness
of coverage amonfield offices.

Ensure that it$ield office staff are aware of and enforce the

documentation requirements femteringcommitments into the

information system and that they provide accurate technical assistance and
advice to participating jurisdictiomregardingthis matter.

Require participating jurisdictions to establish and implement internal
controls over commitmentlatthey enter into the information system to
help reduce the potential forcorrectand impropeentry of commitments
into the information sstem.

Add an electronic certification to the funding activity screen of the
information systenso that participating jurisdictions will be required to
certify that the commitment data @et(activity funding) and/or
adjustmerg comply with requirenents for commitments aratesupported
by required documentation.
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Findn g3 HUDGs Regul at eforAssddsng Gampliancee n t

with Commitmentand Expenditur&equirement€onflicted
with Statutory Requiremesit

HUD usa a cumulativetechnique tdrack compliancevith HOME commitment and
expendituredeadlinesand a firstin first-out method to account for commitments and
disbursementehich we believeonflictedwith requirement#n the CranstorRGonzalezNational
Affordable Housing AcandPublic Law 103510, Bothlawsrequiretheidentification of
HOME commitments andr expenditureby programyear Thecumulativetechnique for
tracking deadline complian@nd thefirst-in first-out methodto account for commitments and

expendituresontributedo more than $62 million in old open activities discussed in finding 1

The firstin first-out method also contributed to timeorrectclassification and reporting of
HOME expendituresHUD would have recaptured the $62 million for missing the-figar
disbursement requirement were it not for the cumulative andrifsst-out practices.The

cumulative technique and the fiistfirst-out methodenabledparticipating jurisdictions to offset

older yearrommitment an@xpenditure requirementgth conmitments and expenditures that
actually pertained t.oAsmmesule HuDallowethe paiapatigs 6
jurisdictions more time to complete actiesi than théive-year expenditure requirement
containedirHUD 6 s r e ghdaddtidnal expmesditure deadlines in Public Law 1810 that
will become effective on September 30, 2009

HUDG6s Cu nfedchraque v e
Conflicted with Statutory
Requirements

HUD has used theeumulative techniqusinceat leastLl996 when iimplemened
theinformation system Statutory expenditure deadlinksk comgiancewith

acti

specificdat es associated with HUDG6s funding

HOME Investment Trust Fund or to specific HOME year appropriatidvie
believe thaH U D @wnulative techniqueonflicts with relevant statutory
requirements Spedfically,

e Title Il of the CranstorGonzalez National Affordable Housing Act,

providesthata parti ci pating jurisdictd.i

HOME Investment Trust Fund shall expire if the funds are not placed
under binding commitment to affordethousing withir4 monthsafter
the last day of the month in which such funds are depositethi

participating jurisdictionbés HOME
j uri s

reduce the lineofcreditn t he participating
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Investment Trust énd by the expiring amount and reallocate the funds.

e Public Law 101510,datedNovember 5, 1998tates that on September 30
of the fifth fiscal year after the period a¥ailability for obligation of a
fixed appropriation account ends, the account sfeatlosed and any
remaining balance (whether obligated or unobligated) in the account shall
be canceled and thereafter shall not be available for obligation or
expenditure for any purposé&his went into effect for the HOME
program startingvith thefiscal year2002appropriatiorwhen Congress
started HOME funding fixeterm (three yearsappropriations

HUD has implemented and continues to use the cumulaiymiqueo track
deadline compliance for commitments and expenditimesigh its deadline
conpliance status reportWe question theegulatoy basis for theumulative
techniquebecause our legal assessment indicatem8ict with the statutory
requirementor tracking compliance with the 2¢honth commitment requirement
A representative fadU D 6Céfice of GeneralCounselstatedthatthe cumulative
techniquewas consistent with the Nationaffordable Housing Act requirements
butthe Office of General Counseid notissue dormallegal opinion to address
the matter. We requestedegal opnion on whether theumulative technique
was consistent withothTitle 1l of the CranstorGonzalez National Affordable
Housing Act andPublic Law 101510whenit becomesffecive for the HOME
program We also requested an opinitegardingthe impactPublic Law 101510
will h a v e o0 ncuntuldteédtechniquéor recapturing commitments in the
HOME program. The Office of General Counseéid notprovide a written
resporseto our initialandfollow-up requestfor the opinion.

HUD said itimplementedhe cumulative techniguer assessing compliance with
commitment and expenditure requirensdmtcausehe Office of General Counsel
reviewed andipproved the regulatien A 1997 notice to participating
jurisdictionsstatel that HUD considexlateryear canmitments because it would

be unfair to a participating jurisdictipfor which, because of cancellation of a
1995funded projectits fiscal year 1995 funds rema&duncommitted and subject

to recapture when the participating jurisdiction bready comntted latery e ar s 6
funds.

Thecumulativetechnique allowegatrticipating jurisdictions to exceed the
statutory24-month commitment deadlinend possibly understatdOME funds
that mayhavebeensubject to recapturel'he technique overstated participating

jurisdictionsd commitments, compared to
deadline dates. The overstatements caused a corresponding understatement of
commi t ment shortfalls that could be sub

deadline compliance statugpuoet.
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Classification and Reporting of
Expenditures

H U D 6 s -infirst-out nhethodresulted in incorrect classification and reporting
of HOME expenditureandtheir related unliquidated obligationsl U D 6 s
guidance to participating jurisdictiopsovides an explanation of tffiest-in first-
outmethod I t st ainfersationlystem usethdndethodor both
committing funds to activities and foecording disbursements made to
participating jurisdictions Under this methodunds ardirst committed and
disbursedrom thefoldesb avalable funds. When a commitment or
disbursementequest is enterad the information systenthe system searches for
thefoldesb funds first by grant progranthen by source year of funds, recipient
of funds, and type of funddn this way, HOME fundsirre committed and
disbursed to the participating jurisdictioinem the oldest grant year to the newest
grant year by recipient and fund type.

e Expenditures and the related unliquidated obligatiortse firstin first-
outmethod asdescribed in HUD gulance preventghe direct association
that should exidbetween fixedyearappropriatios, expenditures, and
unliquidated obligations (difference between obligated ansand
expenditures).The techniquelistorts reporting of expenditures against
fixed appropriations andould maket erroneouslappear that HUDvas
in compliance witHPublic Law 1015 1 Oefylstyearrecapturadeadline
andthus masKunds that shoulberecapturd by the United States
Treasury Thetechnique as described by HURouldalso result in
incorrect reporting by HUD to outside partiesHfOME program
expendituresndunliquidated obligationfor fixed appropriations
included in its reports tthe Congressthe United State$reasury, andhe
public.

Thefirst-in first-out meéhodalso alloved participating jurisdictions to

delay activity completion and avoid delay recapturanderthe HUD

regulatory requirement to disburse HOME funds within five yeRms.

instance, the $62 million in old open activities (five years oldider)

di scussed in findi ng -iidfirsthoatteehnigue.r e s ul t
If not for that technique, HUD would have been required to recapture the

funds based on its regulatory requirement to recapture HOME funds that
participating jurisdictionslid not disburse within five years of their

HOME agreements.

HUD officials stated that they planned to continue using, with some possible
modification, the firstin first-out method for commitments and expenditures
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under botHaws. They further commentelat they used the firsh first-out
method for all community development programs and not just the HOME
program.

Conclusion

We believe thaH U D @wnulative techniquéor assessing deadline compliance
and itsfirst-in first-outmethod toaccount for expentliresconflictedwith

statutory requirements for commitments and expenditurbs. statutes make no
me nt i on auhulati&tdelinisiue andirst-in first-out methodas
acceptable alternatisand thetwo practiceslid not ensure compliance with
statutay requirements for the commitment and disbursement of HOME funds
Thecumulativetechniqueand the firstin first-out methodcontributedto more
than$62million in old open activities discussed in finding 1. eTinst-in first-out
methodalso caused thmisclassification of funds otherwise subject to recapture
by HUD for not meetinghe regulatory expenditurequirements andould mask
funds thatwill besubject to recapture by the United States Treasayinning
October 1, 2009This condition occured because thgracticesggave participating
jurisdictions credit for recentear commitments and expenditures to offset older
year commitment and expenditure requirements.

Recommendations

We recommend that the Assistant SecretarCfmmmunity Planning and
Developnent

3A. Obtain a formal legal opinion from the Office of General Counsel on
wh et h e rcuriuldtiyétechniquor assessing complianeéth
commitmentdeadliness consistent with and is an allowable alternative to
the 24monthcommitmentrequirement gpulated at Title 1l of the
CranstorGonzalez National Affordable Housing Act

3B. Obtaina formal legal opiniofiromthe Office of General Counsel on
wh et h e rfirsHiUfilsBosit methodfor assessingompliance with
HOME expenditureequirementss consistent with and is an allowable
alternative to theightyearrecapturadeadlinepursuant to Public Law
101-510.

3C. Revise the regulations to ensure the procedures for assessing compliance
with commitment and expenditure requirements are ciemsig/ith
statutory requirements and discontinue use ottimeulative techigquefor
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assessing deadline compliance andfitisé in first-out methodto account
for thecommitment and expenditure of HOME funds.
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SCOPE AND METHODOLOGY

We performed tl review from November 2008 to May 2009 at HUD headquarters in
Washington, DCand at HUD field offices and participating jurisdictions in Atlanta and Macon,
Georgia; Columbia, South Carolina; and Jacksonville, Miami, Tampa, and Polk County, Florida.
Thereview generally covered the period January 1, 1992, through April 30, 2009. We adjusted
the period when necessary

We did not review and assess general and application controls over coprputssed data for

H U D information system We conducted otln¢ests and proceduresdosure the integrity of
computerprocessed data thakrerelevant to the audit objectives. The tests included but were
not limited to comparison of computprocessed data to supporting commitment documents
such as written agre®ents, contracts, loan agreements, and other supporting documentation.
We also conducted esite reviews at selected HUD field offices and participating jurisdictions
to review records and interview HUD staff and program participants. The tests dishktsed
participating jurisdictions enteredcorrectcommitmens into the information systemThe
incorrectentries did not impact our report because we obtained correct information from source
documentation for the activities reviewand determined thacorrectentries by participating
jurisdictions hd compromised the reliability and integrity #fU D information systemsge
finding 2).

To accomplish our objectives, we

e Interviewed officials of the Office d@ommunity Planning and Development, O#fiaf
Affordable Housing Programs, and Office of General Counsel at HUD headquarters

e Requested but did not receive a legal opinion from the HUD Office of General Counsel
concer ni firgin fildduieshniquefor assessing commitmerdad the impac
of Public Law 1015100n thetechnique

e Researched HUD handbooks, tbede of Federal Regulationiggislative history of the
commitment requiremenkederal Registersand other requirements and directives that
govern the HOME program

e Revi e we dro¢tdutz® and controls used to adminigteHOME program

e Interviewed officials and staff of the HUD Offices of Community Planning and
Development in Atlanta, Georgia; Columbia, South Carolina; and Jacksonville and
Miami, Florida

e Revi ewed Hdiimydeportsramafiles for the HOME prograluring onsite
visits at selected HUD field officesnd reviewed prior OIG external audit repdhat
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dealt with HOME commitments

e Obtained and reviewed HUDformation systemmeports from HUD headquartersdan
field offices

¢ Interviewed officials and staff and reviewed activity records and files of selected
participating jurisdictions in Macon, Georgia; Richland County, South Carolina; and
Miami, Tampa, and Polk County, Florida

e Contacted nine HUD field offies by telephone andneail and obtained information
related to activities open for prolonged periods. The field offices contactedPwert®
Rico; Milwaukee, Wisconsin; Detroit, Michigan; Newark, New Jersey; Houston, Texas;
Greensboro, North Carolinaji¢ago, lllinois; Miami, Florida; and New York, New
York.

e Conductedests to determind UD f i e | ebmpdidnde iwithéH®ME program
commitmentrequirements HUD® epenactivities report, provided byheheadquarters
Office of Community Planning andedelopmentshowed more thar88 million® in fund
balancedor open activitiest December 31, 2008)atweremore tharfive years oldof
which we tested moritan$19 million to determine what action HUD had taken to
address closing out the activitiefhe amount tested included all activities élivities
at 15 participating jurisdictionghathad fundbalance®qual to or greater th&500,000
The results of the audit only apply to the tested activities and cannot be projected to the
universe ototal population

¢ Conducted tests to determiparticipating jurisdictiosdcompliance withthe HOME
programcommitmentrequirements We visited5 of 28 participating jurisdiction
monitored by HUD Region IVield officesin 2008. During the site visitsve reviewed
42 HOME activities with commitmenthat totaled more thab6.9 million. We selected
the activities considering factors suchagie commitments close to the deadline date,
significant dol openectivdiesepon, fusds reryeaidld &r dlder
not spent, angarticipating jurisdictionsnonitored by HUD irfiscal year2008. The
results of the audit only apply to the tested activities and cannot be projected to the
universe or total population.

We conducted the audit acmrdance with generally accepted government auditing standards
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

'This amount excludes the City of New Orleansd particip
program incane, and administration including community housing development organization operating funds.
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INTERNAL CONTROLS

Il nternal control i's an integral component of
reasonablassurance that the followirmgntrols areachieved:

Program operations,

Relevance and reliability of information,
Compliance with applicable laws and regulaticarsd
Safeguarding of assets and resources

Il nternal control s r eéthodseandpmceduenusay eomeetitsé s pl an
mission, goals, and objective$heyinclude the processes and procedures for planning,

organizing, directing, and controlling program operatiasisvell aghe systems for measuring,

reporting, and monitoring pgvam performance.

Relevant Internal Controls

We determinedhatthe following internal controls were relevant to our audit
objectives:

e Programoperations Policies and procedures that management has
implemented to reasonably ensure that a program meets its objectives.

¢ Relevance and reliability of dataPolicies, procedureand practices that
management has implemented to provide reasonable assurance that
operational and financial information used for decision making and reporting
externally is relevanteliable and farly disclosed in reports.

¢ Compliance with laws and regulationBolicies and procedures that
management has implemented to provide reasonable assurance that program
implementation is in accordance with laws, regulations, and provisions of
contracts or gant agreements.

We assessed the relevant controls identified above.
A significant weakness exists if management controls do not provide reasonable

assurance that the process for planning, organizing, directing, and controlling
program operationsiw| | meet the organizationds obj
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Significant Weaknesses

Based on our review, we belietratthe following items are significant weaknesses:

e Fund balances for open activitiemre tharfive yearsold werenot closedut
in a timely manneand could trigger recaptuls the United States Treasury
(seefinding 1).

¢ InadequatéiUD monitoringof and internal controls oveommitments
enterednto theinformationsystemresuledin questionable data reliability
(see finding 2)

e HUDO segulatory requirement fassessingompliance wittcommitment and

expenditure requirementonflictedwith statutoryrequiremert (see finding
3).
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APPENDIXES

Appendix A

I\

SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendatior Unsupported/ Funds to be put t
number better use/
1A $62,201,487
1B $11,634,558

Unsupported costs are those costs charged to afiidBced or HUBInsured progran
or activity when we cannot determine eligibility at the tim¢hefaudit. Unsupported
costs require a decision by HUD program officials. This decision, in addition to
obtaining supporting documentation, might involve a legal interpretation or @#ofic
of departmental policies and procedures.

Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an OIG recommendation is implementdtse amountsclude
reductions in outlays, deobligan of funds, withdrawal of intergstosts not incurred by
implementing recommended improvements, avoidance of unnecessary expenditures
noted in preaward reviews, and any other sauvingtare specifically identifiedIn this
instance, if HUD reviews ahcancelghe fundsn a timely mannerit can reallocate the

funds for eligible activities and possibly avoid recaptuyréhe UnitedStatesTreasuryof

2002 and later year funds that participating jurisdictions may be blocked from drawing
due to open futh balances for old open subgranted activities.
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Appendix B
AUDI TEE COMMENTS AND Ol G6S EVAL

Ref to OIG Evaluation Auditee Comments

ST,
- B US. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
i * = WASHINGTON, DC 20410-7000
% &
%«v.oiqﬁ

ASSISTANT SECRETARY FOR

COMMIUTNITY FLANNEING AND DEVELOFMENT SEP 1 1 2303‘

MEMORANDUM FOR: JTames D. McKay, Regional Inspecior General for Audit,
Atlanta Region, 4AGA

4
FROM: N[léﬁ?sﬂfgm/g Asst tary, D

SUBJECT: CPD Response to Discussion Drafi Audit Report -- Effectiveness of
HUD's Controls and Monitoring of HOME Commitments,
Expenditures, and Input to its Integrated D1sbwsemaut andl
Information System

This is in response to your memorandum of August 11,2009, rega.rdmg the Office of
Inspector General’s-audit of HUDY's controls and monitoring of commiiments, expenditures, and
inputs to the Integrated Disbursement and Information System (IDIS) for the HOME Investment
Partnerships (HOME) Program. The Discussion Draft Aundit Report identified three findings and
made eleven recommendations coneerning those findings, HUD's Office of Community Planning
and Development (CPD) disagrees with two of the findings and the associated recommendations
made in your report, as well as many of the statements made throughout the audit report. CPDs
objections to these statements and findings, as well as iis response to the recommendations, are
outlined in detail below.,

General Comments

Om page 5, and thronghout the Discussion Draft Audit Report (Report), OIG characterizes
Comment 1 CPD’s procedures for determining compliance with HOME's commitment, CHDO reservation, and

expenditure deadlines as “HUD’s first-in first-out technique.” As CPD has pointed out on
numerous occasions to the auditors, this is not an accurate characterization of the method by which
deadline compliance is détermined. “First-in first-out” (known as FIFO) is a standard aceounting
rule used in HUD s Integrated Disbursement and Information System (IDIS) to ensure that the
Comment 2 oldest grant money available is used first. The FIFO rule is employed by all CPD formula grant
programs in IDIS. In fact, this mefhod of drawing the oldest money available first is necessary
because HOME patticipating jurisdictions (PJs) cannot specify in IDIS the grant yt:a.r(s) from which
funds are to be commitied and drawn.

However, to defermine compliance with HOME®s commitment, CHDO resarvation, and
Comment 1 expenditure deadlines, CPD uses the now well-established “cumulative” method in which the total
amounts committed, Teserved to CHDOs, or expended are compared to the PF s comulative
commitment, CHDO reservation, and expenditure requirements (see attached - Federal Register

www.hid.gov espanolhed.poy
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Comment 3

Notice FR-62-28926, published on May 28, 1997). For example, to determine compliance with the
commitment requirement, the total authorized grant amounts for the year being examined, plus all
previous grant years, is compared to the sum of total commitments for all grant vears, CPD believes
that OIG's confusion between the use of the FIFO method for making actual expenditures, and the
“cumulative method” to caleulating commitment, reservations and expenditures for the purpose of
compliance determinations has led to the erroneous conclusions of Finding 1. Despite CPD's
repeated attempts to explain the difference, OIG declined to make any change to the draft report.

The Report states, on page 5 under the heading “Background and Objectives,” second
paragraph, that “HUD makes formula allocations of HOME funds to participating jurisdictions on
an annual basis. HUD makes the allocations without regard to the participating jurisdictions’ timely
commitment and expenditure of prior year HOME allocations.” This statement implies that HUD
has the authority to deny funding to PJs that fail to timely commit, reserve or expend HOME funds,
but that it declines o exercise that authority by withholding HOME allocation from poor
performers. As CPD explained to the auditors on numerous occasions, there is no statutory
authority to withhold HOME allocations based upon untimely performance, Further, the statement
ignores CPDYs established system for tracking HOME deadline compliance and the deobligation of
funds when deadlines are not met. In fact, inexplicably, there is no recognition or even a passing
reference (o the strong internal provedures that CPD has instituted to effectively manage the HOME
deadline compliancé requirements and ensure that all PJs arc treated fairly and cqually.

On page 6 of the Report, in the second paragraph, the statement “Prior to fiscal year 2002,
HOME finds were appropriated for an indefinite period and were available until expended” fails to
recognize HOME’s statutory 24-month commitment and regulatory five-year expenditure
requirements that have been tracked and enforced sinoe the inception of the HOME program in
1992.

Finding 1: Fund balances for open activities more than five years old were not closed
out in a timely manner and could trigger recapture by the United States Treasury

The Report finds that CPD needs to improve efforts to require HOME participating

Jjurisdictions (PIs) to deobligate more than $62 million in HOME fund balances in a timely manner

for open activities that were more than five years old. Tt also questions the eligibility of more than
$11.6 million disbursed to PJs for open activities that were more than five years old and showed
evidence of stalled performance that may have warranted their classification as terminated activities,
Agcording to the report, the balances associated with the old activities prevenited PJs from
committing and spending the funds on other eligible HOME activities in a timely manner or for
reimbursing the program for ineligible costs. The report states that the delay or failure to deobligate
amounts when due caused an overstatement of commitments in IDIS and contributed to masking or
understating shortfalls that were subject to recapture by HUD and that these situations occurred
because CPD had not adequately enforced efforts to require PJs to close out old fund balances in a
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