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SUBJECT: The Texas Department of Housing a
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HIGHLIGHTS

What We Audited and Why

We audited th&J). S. Department of Housing and Urban Developn(EiiD)
Community Development Block Grant (CDB&upplemental | and Disaster
Recoveryprogramfunds administered byhe Texas Department of Housing and
CommunityAffairs (TDHCA). Specifically,we wanted tadetermire whether
TDHCA administeredhefloodplainmanagement prograas requiredy federal,
state and local policiesnd whetheit protected HUD €DBG investmergin
properties recongicted or rehabilitated with Baser Recovery program funds
against futurgootential lossesThe audit was initiated as part of the Office of

| ns pect o (OlGemmreitmantt@HUD to implement oversighftthe
DisasterRecoveryfunds to prevent fraudvaste and abuse

What We Found

TDHCA generally administered throgramfunds in accordance with applicable

federal state and local floodplain regulations apdlicies. Howeverits action

plandi d not require homeowner s i nsurance
rehabilitated withfSupplemental funds, anl its grantsrequiredonly 3 years of

homeo w n ®insuwrance for homeagconstructed or rehabilitated with



Supplemental 1l fundsDue to the lack of or limited insurandélUD6 €DBG
Disaster Recoverfunds invested in the homes provided to the disaster victims
are at risk ofoss Of a sample of 5%uppkementl | fundedhomes tested8
werelaterdamaged by another hurricane orsto Of the 38 homes3alid not
have insuranceBased ora projection othe sample resultat leastl33of 453
reconstructedr rehabilitated home®r homes awaiting reconstructidacked
insurance andveredamagear are at risk of beindamaged byrotherstorm. If
TDHCA changs and improvedts action plan and policieanestimate $ 60.2
million of program fundgould be saved

What We Recommend

We recommenthatH U D ®isector of Disaster Recovery Assistar&&pecial
Issues DivisiorrequesiTDHCA to (1) modify its action plarto provide
homeowneids insurance for a period equitable to the amount of funds inyested
requesthe homeowner to obtain homeow@einsurance as a prerequisite to
obtaining assistance forpeeriod equitable to the amount of funds invested
prohibit the homeowner from recéng future DisasterRecoveryassistance if an
insurance policy is not maintained on a newly reconstructedabilgated

home

Audi teeds Respc

We provided aopy of the draft report to TDHCA on August 21, 2009. We held

an exit conference with TDHCA and HUD &eptember 8, 200Based on

TDHCAG6s comments, we made tone changes
September 14, 2009Verequested anteceived DHCA G s wr i tt en ¢ o mme
thereviseddraft report on September 21, 2009. TDHCA did not agree with the
finding. The complete text of TDHCAOGS
that response can be found in appendix B of this report.
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BACKGROUND AND OBJECTIVES

The2005hurricane seasowas ore of the most extreme necorded history to hit th&ulf Coast
region HurricaneKatrina and Rita causezktensie damage to homes froexcessivevind
and raindamage.Sincethe 2005 krricaneseasontheregion has suffereeightadditional
hurricanes or tropical stormisicluding Hurricane Ikehatcausedextensivedamagecosting $30
billion to theeastern Texasoastline

To aid in the recoverfrom the 2005storms,Congress authorized two supplemental funding
appropriations Supplemersl I, Public Law 109148 authorizedb11.5 billion, and
Supplemerdl II, Public Law 109234, authorized $5.2 Hibn in funding Of the$16.7 billion
authorizedthe Stateof Texas(State)received$503 millionthrough thel. S. Department of
Department oHousing and Urban DevelopméngHUD) Community Development Block
Grantprogram(CDBG) to address areas mostpacted by HurricarseRita and Katrina

The Texasgovernor selected the Texas Department of Housing and Community Affairs
(TDHCA) as the lead agency to administer @2BG DisasteRecoveryfunds. TDHCA,
established in 1991s theSt a tpen@agy/agencyfor providing essential public servie¢o and
meeting thehousing needsf extremelylow- to moderaténcomeindividuals and families

TDHCA's method of allocationseddata from the Federal Emergency Management Agency
(FEMA), the Texas Department of Insurance, census povertyatatgublic input. The metdo
of allocation distributed $263 million to the individual assistance program under
Supplementall and II, which was designed to rehabilitate or reconstruct the homes of the
disaster victims affected by Hurricane Riteunds forall homeowners projected to be assisted
with Supplemental | fundsave been budgeted aapproved. Thereconstructioror
rehabilitationof homes using the Supplemental Il funidsearnestbeganin 2009. As of March
2009, the contractor daompleted a few homes arsdrequiredo complete all homes by the
end of the contract in January 201lhe following table provides informatiagegardingprojects
and funds used and anticipated to be used for homeowners to recover from Hurricane Rita.

Funding source Type of Number Amount of
assistance Assisted assistance
Supplemental |
Loan 31 $ 2,345421
Grant 453 27,286,630
Supplemental Il
Loan 329 19,834,415
Grant 2964  $178,509,737

1 Our estimate 02,964 grants is derived by dividing Supplemental Il funds available of $198,344,152 for

housing assistance by the average grant amount of $60,235 from Supplemental | and removing the estimated 10
percent of the projects that will be loans. ($198,3448&2235=3,293projects); (3,293*.10 = 329 loans);

(3,293- 329= 2,964 grants)

Ten percent of the funding is estimated to be Iptins it was removed from the total available for grants.
($198,344,152 $19,834,415 = $178,509,737)
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TDHCA providesassistance to homeowners with loans or grants to reconstruct or rehabilitate
their homes. A forgivable loan is used to fund the worka homen a floodplain. The loans

are forgiven if the homeowners maintain residencydfgears. Additionally, the homeowner

must maintain flood insurance at all times to be assisted in a flood pIBIHCA will assess
penaltiesand will be unable to provide federally assistending if the homeownsdo not meet
the requirementsTDHCA provides grants for homes that are not in a floodpl&umpplenental

| grans do not haveadditional requirementsuch as requiring insurance or residency
Supplemental Il grantsontain nsurance andreeffective up ta3 yearsbased on the completion
date of the improvements.

Our objectiva wereto determine whethéfDHCA administeredhe floodplain pogram as

required by federaktate and localpolicyandwh et her i t pCDBQG irvestmergin HUDOG s
properties recongicted or rehabilitated with Baster Recovery program funds against future

potential losses.



RESULTS OF AUDIT

Finding TDHCAO BisasterRecoveryAction PlanNeeds Improvement

TDHCA generally administered throgramin accordance withpplicable federaktate, and

local floodplain manageent policies.However,i t s acti on plans did not
insurancedr Supplemental | and onlyy&arsinsurancevas required for Supplementalfdir

homes recoriaucted or rehabilitatedith program funds. ThusUD6s CDBG Di saster
Recovery funds invested in the homes provided to the disaster victims are at risk @iflass

sample of 5Bupplemental homes tested, 38erelaterdamaged by another hurricane or

storm® Of the 38 home<3 did not have insuranceProjecting the results of the stical

samples shows that at led83 of the 453Supplemental homedacked insurance angere

damaged oare at risk of being dargad. This condition occurred becau$®HCA designedts

action plan taeconstruct or rehabilitatbe maximum numbesf homedor disaster victims

rather than require insurance for the homes for a period equitable to the amount of funds invested
and theasset life of the homeAs a resultanestimateds60.2million® in HUD CDBG Disaster

Recovery fundareat risk of loss TDHCA needdo ensure CDBGunds are protected from

future lossby protecingt he homes with homeowner s i nsuranc

Uninsured Homes Were
Damaged Again byAnother
Hurricane or Storm

Site visits at 59 statistically selecterkeconstructed or rehabilitat&lipplemeral |
fundedhomes found that 38 tfiemwere damagedgainby Hurricane lke or

another stormOf the 38 home<3 werenot insured Projecting this statistical

sample shows thaff the 453 homethat hal beenor will be repaired or replaced

with Supplemeral | funding, at leas49homes hd been damaged agaof which

at leastl33were not insuredThe estimate are based only on the homes that were
damaged by Hurricane Ike or another storm. However, damages could also occur
from other causes, such as fire.

The average grant awarded to repaireplace the homes was $586. Using the
average grant amountgvestimate that at a minimuy8 million is at risk of los®n
at leastl33homes that were damaged but uninsfime&upplemental. |

For Supplemental TDHCA decided to foggo providing insurance tsomeowners
thatreceived a grant to minimizbe cost per household DHCA basedts decision

The 38 homes coist of 26 newly constructed homes and 12 existing homes awaiting reconstruction or
rehabilitation.

The 23 uninsured homes consist of 15 newly constructed hpineshabilitationand7 existing homes waiting
for assistance.

®  Supplemental | (8,011,255 + Supplemental Il ($2,223,74%= $60,235000, rounded to 60.2million.
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on the premise that the cost saving would altdeassist more familiesnits
waiting list TDHCA had calculatethat its waiting lishadalready surpassithe
amount ofDisasteRecovery fund available.Further, TDHCAIndicatedthat

homeowner ds i ns ur astawteryefguremertdike mantatorywa s no't
flood insurance.

One Uninsured Property
Sustained Severe Damage

TDHCA stated it took measures to minimize damage to hboyesquiring the

contractors to construct homes including the latest design and building techniques to

all eviate damage caused by fl ooding or h
manufactured home, which cost more than $47,000 to purchase and instétiedust

severe damage caused by a tree blown down by Hurricane lke in September 2008

(See Figures 1 and)2As of April 2009, the home was not repaired because the
homeowner did not have private homeowner
the damage.

—— ’ o . e~

Figure 1 Uninsurednanufacturethomedamaged by Hurricane Ike

®  Photayraphprovided by homeowner, Hankamer, Texas.
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Figure 2 Interior view current conditionshattered joistand rafters

The homeowner received financial assistance from FEMA for the damaged roof;
however, according to the homeowner, the funds were not sufficient to repair all
of the damage. The homeowner requested information on how to apply for
federal aid to repair th@of damage caused by Hurricane lke. Aside from the
damage to this home, the majority of the damage to the ®thespected and
affected homes was not as severe.

TDHCA Required Insurance
for Supplemental Il Homes

TDHCA also administered the CDBRisaster Recovery program benefits under
Suppl ement al ', which included. the St a
That progranwill fund at least an additional 2,900 home reconstruction or
rehabilitation projects at a cost of more than $178.5 millidocording to

TDHCA officials, they took action to mitigate the risk for Suppleraehtfunded
homes.In February 2009, wheRDHCA began executing Supplemahii grant
agreementst required hazard or property insurance for reconstructed or
rehabilitatechomes. The grant agreements required homeowners to keep the
improvements now existing or hereafter erected on the property insured against
loss However, the grant agreemedid not specify a period for which the
homeowners had to maintain timsurane. According toAffiliated Computer
Services, INcC,ACS) TDHCA G s c theinsurancetmast remain in place

for "perpetuity”

Supplementl Il Funds Will be
at Risk After 3 Years

Although TDHCA took actions to protect tiseipplemental [funds, concerns
exist as the grant agreements with the homeowners terr3igatas from the
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home reconstruction or rehabilitation completion date. Thus, aftears,

TDHCA will lack a means to esurethe homeowner maintasinsuranceo

protect the CDB investment for the remaining useful asset life of the hame

for a period equitable to the amount of CDBG funds invesidte potential for

future damages appears hghinformation provided b&CS showed that 266
homesof Supplemental Il applicantkdt requested assistance to rebuild after
Hurricane Rita, were also damaged by Hurricane lkeaddition, FEMA has

paid more than $1.4 million in benefits to these homeowners for damages caused
by Hurricane Ike.Although all of the $178.5 million of Sptemental 1l funding

will be atrisk3yearsaf t er t he h o me, & @maeconpelvatived on d af
calculate dower estimate of risk based on the assumptiat apercentage of
Supplemental Ihomeswill continueto beinsured as showrby Supplemental |

testing it is more conservative to calculate a lower estimate of Aslopting that
conservative approach and usthgerror rate from Supplemeaitl to make the
estimationrmeans thaanestimatedp52.2million in Supplemental Ifundswill be

at riskif changes are not made

Disaster Victims Will Continue
to Seek Aid to Repair Their
Homes

UnlessTDHCA correctsts DisasterRecoveryactionplan, disaster victims will
continue toseekfederal aido repair or replactheirhomes that werealready
assisted Uninsured homeownewsith Hurricanelke damage whaneet FEMA
assistanceequirements areligible for FEMA assistance and are allowed to apply
for additionalHUD CDBG lke assistanceSome of th&3 homeowners that were
affected by Hurricane Ikbavealready received FEMA assistance and are
requesting and/or anticipatifigrtherfederal aid for Hurricane lke damage.

Moreover,as of November 2008,exasestimaté that it needsnore thar3

billion for uninsured housing cost as a result of Hurricane Based on our
samplealmost29 percent of the disaster victims affected by Hurricane \Réiize
hurricane victims againLocal government officials stated that the disaster
victims that were assistédr Hurricane Rita areequesting information on how to
applyfor funding when it becomes available to repair the damages to their new
homescaused by Hurricane IkefDHCAG s d e c tosegquoah ome&to wner 6 s
insurancegor Supplemental | or not insurifgpmes under Supplemental Il for a
period equitable to its cobasput at risk a substantial portion of the funds
provided under Supplemergdland Il and created a conditionhereoy federal

tax dollarsmayagainbe usedo assist the same homeowne®nce the
Supplemental | funds have beemdgeted andxpended, any additional assistance
from HUD will need to be provided from another source of funds.

" SeeAppendix C Sampling Methodology and Results.
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Conclusion

TDHCA generally administeredhé program funds in accordance with applicable
federal, state, and local floodplain regulations and poli¢cies/ever, based on the
sample testedseveral of theSupplemerdl | homeownerslid not have
homeowner 6s i nthairhomesfoom loss.AAddiionally, Bomes

will be at risk after the initial insurance period terminates for homes reconstructed
and/orrehabilitated with Supplemental Il fund$DHCA needs tensurehatthe
investments in theomes are protected with insurand@therwiseg portion of

the fundings at risk of loss If TDHCA requiresthehomes to be insured against
damages caused by hazards, wind storms, or rain stanstimate $60.2

million could be put to better use and protected from loss

Recommendation

We recommend th&t U D ®isector of Disaster Recovery Assistaid&c&pecial
Issues DivisiorrequesiTDHCA to

1A. Maodify its action plan to eitherpvide homeownéds insurance for a
reasonable period to all newlgconstructear repairechomes for a peod
equitable to the amount of funds invessed the life of the asseir request
the homeowner to obtain homenelGs insurance as a prerequisite to
obtaining assistance for a period equitable to the amount of funds invested
and the life of the assedr prohibit the homeowner from being able to
receive futuredDisasterRecoveryassistance if an insurance policy is not
maintained on aewlyreconstructedr repairechome which will result in
$60.2million in fundsto be put to better use.
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SCOPE ANDMETHODOLOGY

We performed our audit fieldwork from January through May 20@8eat D H C Aoflice
located in Austin, €xas;the Affiliated Computer Services, INACS), office in San Antonio,
Texas;and the Cancil of Governmeris (Councils§ officeslocated in Beaumont, Houston, and
JasperTexas Theaudit generally covered the periddnuary 10, 20QThrough April 3, 2009
To accomplish our objectigewe

e Gained an understanding of the CDBG program requirements by reviewing applicable
HUD regulations, wivers,notices and kgislationfor the DisasteRecovery
Supplementall and 1l provided to Texas.

¢ Reviewedl D H C Aadngalaction plans.

e ReviewedlT DH C AGoancib s , @Shidicias and procedures to gain an
understanding of therganizatiosofloodplain management and environmental
assessment requiremeatsd home wner 6 s i nsurance coverage

e Reviewed the Guncilo s  aCnSdlilsg\for homes in flood zones and conducted site
visits to the homes that were completed.

Interviewed pesonnel fromTDHCA, the Councils, andACS.

e Reviewedl D H C ASopplemental | data from its Housing Contracting System to obtain
astatisticalsample of applications for homes notifiood zone.

¢ Reviewedflood zone maps and other data obtained fllBMA related to Hurricane Ike
damageo the homes in the sample.

e Conducted file reviews, site visits, and interviegf applicantdor the 59 randomly
selected housing applications and summarized the results.

¢ ReviewedACS6 Supplemental Il data from its Worltrac System to obtain information on
the number of applications and the number of homesuiggdamaged by Hurricane
Ike.

The universe consisted of the electronic data receivedTraH C Adusing contracting

system hat contained 453 approved applications for a total funding of $27,286,630. A file
review conducted on the applications verified that the data obtained' DéiCA wasgenerally
reliable A representative statisticehmpling methoavas usedbecause eackampling unit is
selected without bias from the universe and the conclusions reached about the universe can be
based on mathematically defensible projections from the sardgiag this method, a random
sample of 59 applications funded ByD H C ASapplematal | fundswas selected fareview

A detailedfile reviewwas performean all 59 applications irthe statistical sample to determine
whetherthe properties were properly identified as not being in a flood Zohefile
documentation supported the @wilHresults that the homegerenotlocated inflood zones A
site visitwas conducted to verify ardéteminewhetherany of the 59 applicasithomes was
damaged by Hurricane lla a recent storrandwhetherthe homeswere insured.We projected

8 TheCouncil of Government iavoluntary association of local governments whose purposesisite area

wide problems for their region. Texas is divided inta@dionalcouncils of whichd were affected by
Hurricane Rita.
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the results of our sample to the population of 453 hoéssthenestimatedhe tisk of lossto
Supplemental &ndSupplemental Ifunds (e Appendix C for the complete sampling
methodology and results).

An electronic databas# applicationsavasobtaned from ACS. A reliability assessment of the

computer data provided by ACS was limited tonlenber of homes completédthe flood

plainand was determined to be generally reliable. All additietedtronicdata wasused for

background informatomnd no assessment of t heAlthbagh@mbs r el
detailed revievof Supplemental Igrantswas performedit is expecedthat2,964 households

will be assisted with $178.5 million Bupplementall funds. Although all of the $178.5 million

of Supplemental Il funding willbe atrisky ear s after the honmeosed compl
conservative, we calculated a lower estimate of risk based on the assuhmgdt&percentage of
Supplemental Il homesill continuebeinsured, as shown by Supplemental | testing, even

though insurance will not be an enforceable requirement. Adopting that conservative approach

and using the error rate from Supplena¢htwe calculated the estimation of risk of loss for

Suppemenal Il (see Appendix C for the complete sampling methodology and results)

The audit wagonducted iraccordance with generally accepted government auditing standards
Those standards require that we plan and perform the audit to siirent, 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 conclusins based on our audit objectives

® At the time of our review, only Bomes were completind 28 under constructidor Supplemental II.
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INTERNAL CONTROLS

Il nternal control i's an integral component of
reasonable assurance that the following objectives are achieved:

e Programoperations,
e Relevance ancetiability of information
¢ Compliancewith applicable laws and regulatiqgresd
e Safeguarding of assets and resources.
Il nternal controls relate to managementos pl an

mission, goals, and objectives. Internal controls include the processes and peofmedure
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance.

Relevant Internal Controls

We determinedhatthe followinginternal controls were relevant to our audit
objectives:

e Floodplain managemenpolicies andorocedures
e Floodinsuranceurchasepolicies
e Ho me o wimsaranggaurchasepolicies

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

assurance that the process for planning, organizing, directing, and controlling
program operations wil/l meet the organi z

Significant Weaknesses

Based on oureview, we believethatthe followingitems aresignificant weaknesses:

e TDHCA lackedpolicies and procedures to ensure timheownes had
insurance to prote@deral fundingrom loss due tduture hurricanes, storms,
or other hazards€efinding).
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APPENDIXES

Appendix A

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

Recommendatior Funds to be put
number to better usd/

1A $60,235,000

1/ Recommendations that funds be put to better use are estimates of amounts that could be used more efficiently if
an Office of Inspector General (OIG) recommendation is implemeritedse amountsclude reductions in
outlays, deobligation of funds, withdral of interestcosts not incurred by implementing recommended
improvements, avoidance of unnecessary expenditures noted in preaward reviews, and any othdratavings
are specifically identifiedIn this instance, the amourgpresents the estimatedststhat HUD can avoid if it

requires homeownerdéds insurance to be maintained on hc
and Il funds. The estimatedoesnot reflect any offsetting costs that magincuredi n provi di ng homeo\v
insurane.
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Appendix B
AUDI

TEE COMMENTS AND Ol

Ref to OIG Evaluation

Auditee Comments

G6S EVAL

Comment 1

Michacl Gerber
EXECUTIVE DIRECTOR

TEXAS DEPARTMENT OF HousiNG AND COMMUNITY AFFAIRS

wwwtdhea.state.tx.us

September 21, 2009

Mr. Gerald Kirkland

Regional Inspector General for Audit

HUD Oftice of Inspector General, Region VI
819 Taylor Street, Suite 13A09

Fort Worth, TX 76102

Dear Mr. Kirkland:

Please find attached the Texas Department of Housing and Community Affairs’ response to
the recently revised draft audit numbered 2009-FW-101X. The Department continues to
disagree with the underlying assumptions of the audit and the conclusions drawn. It is also
clear to us that there is significant disagreement between HUD's Office of Inspector General
and the HUD division implementing this program.

We encourage you to resolve these differences at HUD and provide clear guidance to the
Department as to what is expected so that we may continue to administer our Disaster
Recovery programs in full compliance with HUD rules and guidelines.

Sincerely,

Pt ff L

Michael Gerber
Executive Director

221 F 11 s O.B 13941 « A 't 8711-3941 o (800) 525-0657 £75-3800
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Comment 1

Comment 2

Comment 1
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