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AGENDA 
 

CALL TO ORDER, ROLL CALL                                                      Lowell Keig, Chair 
 
CERTIFICATION OF QUORUM                                        Lowell Keig, Chair 
 
PUBLIC COMMENT 
The Audit Committee of the Board of the Texas Department of Housing and Community Affairs will solicit public comment at the end of the meeting 
and will also provide for public comment on each agenda item after the presentation made by the Department staff and motions made by the 
Committee. 
 
The Audit Committee of the Board of the Texas Department of Housing and Community Affairs will meet to consider and possibly act on the 
following: 
 
REPORT ITEMS                                                                                                                                                                               
Item 1 Presentation, Discussion, and Possible Approval of the Audit Committee Minutes for February 16, 2012 Lowell Keig, Chair

Item 2 Presentation and Discussion of the Status of the Fiscal Year 2012 Internal Audit Work Plan Sandy Donoho
Director, Internal Audit

Item 3  Presentation and Discussion of Recent Internal Audit Reports 

Item 4 Presentation and Discussion of the Status of External Audits  

Item 5      Presentation and Discussion of Recent External Audit Reports 

Item 6      Presentation and Discussion of the Status of Prior Audit Issues 

PUBLIC COMMENT ON MATTERS OTHER THAN ITEMS FOR WHICH THERE WERE POSTED AGENDA ITEMS. 
 
EXECUTIVE SESSION  
The Committee may go into Executive Session (close its meeting to the public) on any agenda item if appropriate and 
authorized by the Open Meetings Act, Texas Government Code, Chapter 551 and under Texas Government Code 
§2306.039 

Lowell Keig, Chair

 
OPEN SESSION 
If there is an Executive Session, the Committee will reconvene in Open Session. Except as specifically authorized by applicable law, the 
Committee may not take any actions in Executive Session 
 
ADJOURN 
 

To access this agenda and details on each agenda item in the board book, please visit our website at www.tdhca.state.tx.us or contact Nidia Hiroms, TDHCA, 221 East 11th Street 
Austin, Texas 78701-2410, 512-475-3930 and request the information. 

 
Individuals who require the auxiliary aids, services or sign language interpreters for this meeting should contact Gina Esteves, ADA Responsible Employee, at 512-475-3943 or Relay 

Texas at 1-800-735-2989 at least two days before the meeting so that appropriate arrangements can be made. 
 

Non-English speaking individuals who require interpreters for this meeting should contact Nidia Hiroms, 512-475-3930 at least three days before the meeting so that appropriate 
arrangements can be made. 

 
Personas que hablan español y requieren un intérprete, favor de llamar a Jorge Reyes al siguiente número (512) 475-4577 por lo menos tres días antes de la junta para hacer los 

preparativos apropiados. 
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BOARD ACTION REQUEST 

BOARD SECRETARY 

June 14, 2012 

 
Presentation, Discussion, and Possible Approval of the Audit Committee Meeting Minutes Summary 

for February 16, 2012.  
 
 

Recommended Action  
 
Approve the Audit Committee Meeting Minutes Summary for February 16, 2012.  
 
 
RESOLVED, that the Audit Committee Meeting Minutes Summary for February 16, 2012, is hereby 
approved as presented.  
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AUDIT COMMITTEE 
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 

 
FEBRUARY 16, 2012; 7:30 A.M. 

 
Capitol Extension, E1.028 
1500 North Congress Ave. 

Austin, TX 
 
 

SUMMARY OF MINUTES 
 
CALL TO ORDER, ROLL CALL; CERTIFICATION OF QUORUM 
The Audit Committee Meeting of the Texas Department of Housing and Community Affairs of February 16, 2012 was 
called to order by Vice Chair, Tom Gann, at 7:34 a.m.   It was held at 1500 North Congress Ave., Capitol Extension, 1.028 
Austin, TX.  Roll call certified a quorum was present. 
 
Members Present: 

Tom Gann, Member 
Lowell Keig, Member 

 
PUBLIC COMMENT 

The Audit Committee of the Board of the Texas Department of Housing and Community Affairs will solicit public 
comment at the beginning of the meeting and will also provide for public comment on each agenda item after the 
presentation made by the Department staff and motions made by the Committee. 

 
No public comment. 
 
The Audit Committee of the Board of the Texas Department of Housing and Community Affairs will meet to consider 
and possibly act on the following: 
 
REPORT ITEMS 
AGENDA ITEM 1 PRESENTATION, DISCUSSION, AND POSSIBLE APPROVAL OF AUDIT COMMITTEE MINUTES FOR 

September 15, 2011. 
Motion by Mr. Keig to approve staff recommendation; duly seconded by Mr. Gann; passed 
unanimously. 
 

AGENDA ITEM 2 PRESENTATION AND DISCUSSION OF AUDIT RESULTS FROM THE STATE AUDITOR’S OFFICE  
-COMMUNICATIONS WITH AUDIT COMMITTEE 
-OPINION AUDIT ON FY 2011 BASIC FINANCIAL STATEMENTS 
-OPINION AUDIT ON FY 2011 REVENUE BOND PROGRAM FINANCIAL STATEMENTS 
-OPINION AUDIT ON FY 2011 COMPUTATION OF UNENCUMBERED FUND BALANCES 
Report item only. No action taken. 
 

AGENDA ITEM 3 PRESENTATION , DISCUSSION, AND POSSIBLE APPROVAL OF THE 2012 INTERNAL AUDIT CHARTER AND 
BOARD RESOLUTION NO. 12-018 
Motion by Mr. Keig to approve staff recommendation; duly seconded by Mr. Gann; passed 
unanimously. 
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AGENDA ITEM 4 PRESENTATION AND DISCUSSION OF THE STATUS OF THE FISCAL YEAR 2012 INTERNAL AUDIT WORK 
PLAN 
Report item only. No action taken. 

 
AGENDA ITEM 5 PRESENTATION AND DISCUSSION OF RECENT INTERNAL AUDIT REPORTS 

Report item only. No action taken. 
 
AGENDA ITEM 6 PRESENTATION AND DISCUSSION OF THE STATUS OF EXTERNAL AUDITS   

Report item only. No action taken. 
 
AGENDA ITEM 7 PRESENTATION AND DISCUSSION OF RECENT EXTERNAL AUDIT REPORTS 

Report item only. No action taken. 
 
AGENDA ITEM 8 PRESENTATION AND DISCUSSION OF THE STATUS OF PRIOR AUDIT ISSUES 

Report item only. No action taken. 
 
 
EXECUTIVE SESSION  

No Executive Session was held. 
 

 
 
ADJOURN 

Since there was no further business to come before the Committee, Tom Gann adjourned the meeting of the 
Audit Committee at 8:30 a.m. on February 16, 2012. 

 
 
____________________________________ 
Michele Atkins, Assistant Board Secretary 
 
 
 

For a full transcript of this meeting, please visit the TDHCA website at www.tdhca.state.tx.us. 
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JUNE 14, 2012 

 
Presentation and Discussion of the Status of the Fiscal Year 2012 Internal Audit Work Plan. 

 
REPORT ITEM 

 
The Internal Audit Work Plan for Fiscal Year 2012 was approved by the audit committee and by 
the full board on September 15, 2011.  This presentation outlines the current status of the plan. 
 

BACKGROUND 
 
There are 8 audits on the plan this year.  We have completed: 

• a Follow-up Audit of the Neighborhood Stabilization Program (NSP),  
• an Audit of Contracting for Services, 
• an Audit of Website Management,  
• an Audit of HOME Multifamily, 
• an Audit of Human Resources, 
• a Quality Assurance and Self-Assessment Review, 
• the annual review of the Internal Audit Charter and Board Resolutions, 
• an update of the Internal Audit Division’s Policies and Procedures, and 
• our reciprocal peer review work.  

 
There are 2 audits or projects currently underway: 

• An audit of Section 8, and  
• An audit of the Homeless Housing and Services Program. 

 
In addition: 

• The Audit of the Loan Process has been delayed due to the Department’s reorganization 
and the re-structuring of this process.  We will either cancel this project or move it to the 
fiscal year 2013 audit plan, depending on the results and timing of the re-structuring. 

• In July we will start working on the risk assessment process used to develop next year’s 
audit plan, as well as starting to prepare for our upcoming peer review. 

 
 
 

 
 
 
 



 
Department of Housing and Community Affairs 

Internal Audit Division 
Status of the Fiscal Year 2012 Internal Audit Plan 

June 14, 2012 
 

Program 
Area/Division 

Audit Hours Comments 

NSP Neighborhood Stabilization Program 
(Follow-Up) 

1000 COMPLETED 

Community Affairs Homeless Housing and Services Program 1300 IN PROCESS (August Release) 
HOME HOME  Multifamily 1000 COMPLETED 

Multiple Divisions  Loan Process 1000 Delayed 
Staff Services Contracting for Services 120 COMPLETED 

Human Resources Human Resources 120 COMPLETED 
Information 

Systems 
TDHCA Website Management 120 COMPLETED 

Community Affairs Section 8 400 IN PROCESS (July Release) 
Program 

Area/Division 
Management Assistance/ 

Special Projects 
 Comments 

Internal Audit Conduct Annual Risk Assessment and 
Prepare Fiscal Year 2013 Audit Plan 

200 Required by the Texas Internal Auditing Act 
and by Audit Standards

Internal Audit Annual Review and Revision of Internal 
Audit Charter 

40 COMPLETED 

Internal Audit Quality Assurance Self-Assessment Review 80 COMPLETED 
Internal Audit Review and Revise Internal Audit Policies 

and Procedures to Comply with New 
Auditing Standards 

60 
 

COMPLETED 

Internal Audit Preparation for 2012 Peer Review 160 Required by  the Texas Internal Auditing Act 
and by Audit Standards 

Internal Audit Preparation and Submission of the Fiscal 
Year 2012 Annual Internal Audit Report 40 Required by the Texas Internal Auditing Act 

Internal Audit Coordinate with External Auditors 60 Ongoing Requirement 
All Divisions Follow-up on the Status of Prior Audit Issues 200 Ongoing - Required by Audit Standards 
All Divisions Tracking the Status of Prior Audit Issues 200 Ongoing - Required by Audit Standards
All Divisions Tracking, Follow-up and Disposal of Fraud 

Complaints 
200 Ongoing - Internal Audit is Responsible for the 

Fraud Hotline and Fraud Complaints 
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JUNE 14, 2012 

 
Presentation and Discussion of Recent Internal Audit Reports. 

 
REPORT ITEM 

 
Of the projects on our fiscal year 2012 audit work plan, we have recently completed the 
following audits or reviews: 

• an Audit of Website Management,  
• an Audit of HOME Multifamily, and 
• an Audit of Human Resources. 

 
 

BACKGROUND 
 
An Audit of Website Management  
The Department’s website management process is a function of the Information Systems 
Division (Division). The objective of this audit was to determine if the Information Systems 
Division has a process in place to manage updates to the Department’s website. 
Website management includes performing website updates, providing training and support, 
performing website maintenance and processing and completing web projects.  
 
We found that the Division has an effective process in place to manage updates to the 
Department’s website. Controls over the process appear to be operating as intended. However, 
we identified one opportunity for improvement. We recommended that the Division revise its 
procedures for updating the website to ensure that it communicates to the Department’s web 
liaisons that it is their responsibility to ensure that updates are accurate and complete, and to 
notify the web developer if changes need to be made. The web liaisons coordinate updates to the 
Department’s website for their divisions. Management agrees with this recommendation. 
 
An Audit of HOME Multifamily  
HOME Multifamily generally has processes in place to ensure that HOME program funds are 
committed and spent appropriately and within the timelines required by the Department of 
Housing and Urban Development (HUD), that draw requests are processed in accordance with 
laws and regulations, and that contract amendments are approved by executive management and 
by the Department’s Governing Board as required.  
 
However, improvements can be made in the timeliness of draw processing and in the 
maintenance of supporting documentation for expenditures. In addition, HOME Multifamily 
should maintain the supporting documentation for contract amendments as required in its 
policies and procedures.  
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An Audit of Human Resources   
The Department’s Human Resources Division is generally in compliance with the selected 
federal, state, and agency requirements tested. However, improvements can be made in ensuring 
that all required employment posters are accessible to applicants and in ensuring that the I-9 
forms which are used to verify an employee’s authority to work in the United States are 
completed and maintained as required. In addition, performance evaluations are not always 
completed timely and in accordance with agency policy. 
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JUNE 14, 2012 

 
Presentation and Discussion of the Status of External Audits. 

 
REPORT ITEM 

 
There have been eleven external audits or monitoring visits so far this fiscal year.  Seven are 
complete and four are still underway.  In addition, HUD will be coming next week to conduct a 
technical assistance and monitoring review of the Community Housing Development 
Organizations (CHDOs.) 
 

BACKGROUND 
 
The eleven external audits or monitoring visits in fiscal year 2012 to date include: 

• the FY 2011 annual statewide audit performed by KPMG, 
• the annual financial reporting audits performed by the SAO, 
• a DOE monitoring review of the Weatherization Assistance Program,  
• a DOE financial monitoring of ARRA Weatherization Assistance Program, 
• a review of driver’s license records requests for the Human Resources Division, 
• a Section 8 Management Assessment Program Review, 
• a HUD remote monitoring of the State’s NSP obligations,  
• a close-out monitoring of the Alternative Housing Pilot Project (AHPP),  
• a SAO audit of compliance with the Public Funds Investment Act, 
• a HUD-OIG audit of the Neighborhood Stabilization Program, and  
• a remote compliance monitoring review of the National Foreclosure Mitigation 

Counseling Program.  
 
 
 



TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 
INTERNAL AUDIT DIVISION – STATUS OF FY 2012 EXTERNAL AUDITS  
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External 

Audits/Activities 
Scope/Description Stage Comments 

KPMG 

The scope of the financial portion of the Statewide 
Single Audit includes an audit of the state’s basic 
financial statements for fiscal year 2011 and a review 
of significant controls over financial reporting and 
compliance with applicable requirements.  

Completed The final report was released in March 2012. 

SAO 

Annual opinion audits: 
• Basic Financial Statements for the FYE 

August 31, 2010. 
• Revenue Bond Program Audit for the FYE 

August 31, 2010. 
• FY 2010 Unencumbered Fund Balances. 

Completed Final reports were released on December 20, 2011. 

HUD-OIG 

An audit of the Neighborhood Stabilization Program 
(NSP1).  Scope includes subrecipient monitoring and 
status of program requirements (obligation, 
procurement, expenditure and program income) for 
January 15, 2009 to July 15, 2011. 

Reporting Carried over from FY 2011.   

HUD A remote monitoring review of  NSP obligations for 
selected subrecipients. Completed The report was sent to the Department on May 9, 2012. 

DOE 

On-site monitoring of the financial and 
programmatic aspects of the Weatherization 
Assistance Program (WAP.) Monitoring was 
completed in October 2011. Scope included on-site 
visits to subrecipients in Waco and College Station. 

Completed Report was received November 14, 2011.  

NeighborWorks 
America 

Compliance monitoring for grantees that received 
assistance under the National Foreclosure Mitigation 
Counseling Program. This grant is administered 
under the Texas State Affordable Housing 
Corporation. 

Reporting A report has not been received. 

DOE Financial monitoring of ARRA Weatherization 
Assistance Program (WAP.) Completed Report was received March 15, 2012. 
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External 

Audits/Activities 
Scope/Description Stage Comments 

DPS A review of driver’s license records requests for the 
Human Resources Division. Completed A report has not been received.  

HUD 

Technical assistance and monitoring review of the 
HOME Program. HUD will be reviewing 
Community Housing Development Organizations 
(CHDOs). 

Planning HUD plans to conduct their fieldwork the week of June 18, 2012. 

HUD Section 8 Management Assessment Program 
(SEMAP) Review.  Completed Report received April 16, 2012. 

FEMA Close out audit of the Alternative Housing Pilot 
Project (AHHP).  Reporting FEMA conducted this monitoring visit the week of May 14, 

2012.  

SAO An audit of compliance with the Public Funds 
Investment Act. Completed Report was received May 25, 2012. 
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JUNE 14, 2012 

 
Presentation and Discussion of Recent External Audit Reports. 

 
REPORT ITEM 

 
Reports were recently received for five of the eleven external audits or monitoring visits that 
have occurred in fiscal year 2012.   
 

BACKGROUND 
 
 

• 2010 Statewide Single Audit- 
There were three findings identified; none of these findings had questioned costs.  

o Non-Compliance – The Department used a modified direct cost methodology 
which allocates expenses to the various federal programs based on full-time 
equivalent employees (FTEs) assigned to those programs. The modified direct 
cost methodology was not submitted to the federal funding agency for approval.   

o Significant Deficiency – The Worldtrac application used by ACS to manage 
Disaster Recovery funds had one developer who had access to migrate code 
changes into the production environment.  The Disaster Recovery Program is now 
under the General Land Office and the ACS contract is complete and has been 
closed out. 

o Significant Deficiency and Material Non-Compliance – The HUD quarterly 
performance reports for the Neighborhood Stabilization Program (NSP) were not 
submitted timely. Only one report was submitted for fiscal year 2011 and that 
report was 195 days late.  It was rejected by HUD.  In addition, the HUD Section 
3 Summary Report for NSP was submitted timely, but no supporting 
documentation was maintained to verify the completeness and accuracy of this 
report.  The HUD quarterly performance reports for the Disaster Recovery 
Program were also not submitted timely. The range was 28 to 148 days late. The 
Disaster Recovery Program is now under the General Land Office. 

 
• DOE Financial Monitoring Report -  

DOE conducted a financial monitoring of the Department’s ARRA Weatherization 
Assistance Program (WAP).  DOE concluded that the Department is in compliance with 
most of the policies, procedures and guidance for the program.  They identified one 
finding: 

o The payroll time charged against the formula grant funding was not consistent 
with the budget. The charges were 63% below the budgeted personnel costs. The 
Department submitted a corrective action plan as required.  As the ARRA WAP 
funding winds down, the Department anticipates that more of the payroll costs 
will shift from the ARRA WAP funding to the formula grant.  
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• Section 8 SEMAP Review –  
The Section 8 Management Assessment Program Review, which is an annual review of 
Section 8 Program performance, rated the Department’s Section 8 Program as a “high 
performer.”  The Section 8 Program scored 100%.  
 

• SAO Report on Compliance with the Public Funds Investment Act – 
The SAO assessed the Department’s compliance with the Public Funds Investment Act 
(Texas Government Code, Chapter 2256). The Department was determined to be “Fully 
Compliant.”  
 

• HUD Remote Monitoring of Obligations for the Neighborhood Stabilization Program 
(NSP) –  
HUD’s Office of Block Grant Assistance reviewed NSP obligations for all contracts 
previously administered by the Texas Department of Rural Affairs (TDRA) as well as the 
Brownsville Housing Authority, the city of Irving, the City of Laredo, and Austin 
Habitat.  These contracts totaled $31.9 million.  HUD identified $10.6 million in 
unsupported obligations for these contracts.  They stated that there were obligations that 
were reported to HUD in excess of the underlying contracts for several contracts.  Also, 
there was source documentation that was unsigned or undated and did not qualify as an 
obligation.  Most of the discrepancies are tied to contracts formerly administered by 
TDRA. 
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JUNE 14, 2012 

 
Presentation and Discussion of the Status of Prior Audit Issues. 

 
REPORT ITEM 

 
Internal Audit tracks prior audit issues from both internal and external auditing or monitoring 
reports. These issues are followed up and cleared as time allows.  
 

BACKGROUND 
 
Of the 30 prior audit issues:  

• 8 issues previously reported as “implemented” were verified and closed by internal audit.  
(These issues are not on the attached list.) 

• 17 issues were reported by management as “implemented” and are reflected on the 
attached list. These will be verified and closed by internal audit once we have reviewed 
the supporting documentation.  

• 5 issues are “pending.” Internal audit will verify and close these issues once they are 
reported as “implemented.” Of these, 3 are for the Neighborhood Stabilization Program 
(NSP), 1 is for the Homelessness Prevention and Rapid Re-Housing Program (HPRP), 
and 1 is for the Weatherization Assistance Program (WAP).  
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: There are no formal timing requirements or goals in place for loan closing. Based on workload estimates provided by NSP management, there is not 
enough staff to close all the loans by the August 31, 2011 initial closing deadline. 

NSP has four staff for loan closers. However, two have additional responsibilities apart from closing loans. It is possible to process a homebuyer loan 
in 45 working days (or nine weeks) from underwriting to closure. This includes the 30 days required by legal for loan document preparation and 
review. In the private sector, it takes approximately two weeks to process a homebuyer loan and full-time loan processors can complete ten to fifteen 
closings each month. It is important to note that non-homebuyer transactions can be more complex and may require more time and effort for the loan 
processor. To assess the feasibility of meeting the August 31, 2011 deadline, we considered different staffing scenarios for processing the estimated 
400 loans and concluded that it is highly unlikely that NSP will be able to meet the deadline with the current staffing level.  

If NSP is unable to close the estimated number of loans by August 31, 2011, homebuyers awaiting closings could be without housing or incur 
additional expense in finding a temporary place to live. 

Recommendation: The Department should re-evaluate the resources of the NSP and reallocate staff as necessary to ensure that there are an adequate number of loan 
closers to complete the anticipated influx of closings. In addition, NSP should redistribute responsibilities to ensure that employees who conduct 
homebuyer loan closings can focus primarily on that task. 

 

Management Response: Management concurs and has re-allocated staff resources in order to ensure that homebuyer transactions 
are processed timely. Management will monitor workflow and as bottlenecks are forecast and identified, 
adjust resources to focus on the portion of the closing effort that is affected. 

Action for this finding was previously reported as implemented on August 17, 2011, but there had not 
been sufficient transactions to clear the item in the January, 2012 report. 

Target Implementation Date: 01/19/12 

Actual Implementation Date:  01/19/12 

Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion.  

Recommendation Age (in days): 283 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Pending

Finding: Key support, such as contracts and environmental clearance certifications, are often missing from the loan files when NSP forwards the files to legal. 
NSP Loan Closing Specialists attach a "Request for Preparation of Loan Documents and Closing Instructions" form to loan files provided to legal. The 
form provides general information on the files' contents. We compared the NSP form to the documentation that legal needs for homebuyer loan 
preparation. The form did not include many of the items needed by legal, including subgrantee contract information, indication of environmental 
clearance, and indication that the purchase discount was satisfied or waived.  

NSP has been largely focused on productivity. High production appears to have an impact on the quality of work. The risk of error is heightened by the 
lack of mitigating controls such as formalized policies and procedures.  

The responsibility for ensuring the accuracy of the information in the files lies with the NSP. If information in the loan file is not correct and the error 
is not caught by legal, inaccurate or incomplete homebuyer loans could be closed and funded, NSP money could fund non-compliant transactions, or 
NSP may unknowingly report incorrect information to HUD. 

Recommendation: NSP should:  

• enhance quality assurance reviews on the front end of the homebuyer loan closing process to ensure that issues are caught and corrected 
before files are sent to legal, and  

• amend the "Request for Preparation of Loan Document and Closing Instructions" form to include a comments section and checkboxes to 
indicate the file includes all of the items required by legal in order to prepare homebuyer loan documents. 

 

Management Response: Management concurs. Management will ensure the standardization of documentation to be reviewed by 
Legal Services and existing checklists will be reevaluated and revised in coordination with Legal Services 
to ensure that files are complete for each transaction. The clarifications now being finalized will clearly 
delineate the documents that will be required (to enable subgrantees to gather them), the review to be 
performed by Legal Services, and the programmatic reviews that will be performed by NSP and/or 
Program Services. 

NSP is continuing to actively participate in the realignment of TDHCA Single Family activities. Part of 
that process will be creation of a clear, consistent process and standard for submission of information to 

Target Implementation Date: 02/29/12 

Actual Implementation Date: N/A 
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the Legal Services Division. 

Status: Management has not yet reported this recommendation as implemented.  Recommendation Age (in days): 430 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: Although not required by HUD, the Department's NOFA set a minimum NSP contract amount of $500,000 plus $25,000 in administration fees for a 
total contract of $525,000. However, of the 48 randomly selected contract files tested, one original contract was written for less than $525,000. The 
NSP NOFA states that "In order to avoid allocating small amounts of funding that can have no meaningful impact on stabilizing of property values, the 
minimum award amount to an eligible entity cannot be less than $500,000, excluding administration cost."  

Although the Texas Administrative Code for NSP allows the Department to issue a waiver of certain contract terms required in the 2009 NSP NOFA, 
the stricter requirements of the NOFA may have deterred potential subgrantees from applying for grant funds and could have resulted in fewer areas 
served by the NSP. 

Recommendation: The Department should abide by the NOFA to ensure the subgrantees understand the Department's intent and that all subgrantees are offered an equal 
opportunity to participate under the dame set of rules. 

 

Management Response: Management concurs and will ensure that any future subgrantee abides by the requirements of the 
applicable NOFA. 

The NSP1 NOFA, which included the $525,000 minimum award, is no longer valid, and no further 
awards will be made under that authority.  The current NSP1-PI NOFA, which allows access to the NSP 
Reservation System, does not include a minimum award amount. 

Target Implementation Date: 02/29/12 

Actual Implementation Date: 01/19/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Pending

Finding: NSP does not have an established mechanism in place to track key elements of the program including contract milestone thresholds, cumulative budget 
transfer amounts, and homebuyer loan files.  

Although the NSP Technical Guide states that the Department will evaluate compliance with contractual obligations to ensure progress toward meeting 
benchmarks. NSP is not consistently tracking the subgrantee's milestones. Subgrantees are not always meeting their milestones. HUD requires grantees 
to obligate and expend funds in an expeditious manner and HUD has imposed a deadline for expending grant funds. In one instance, the subgrantee 
should have expended 30% ($600,000) of its demolition obligation by May 31, 2010 and 30% ($153,397) of its purchase and rehabilitation obligation 
by August 31, 2010. As of January 10, 2011, all the contract activities entered into the Housing Contract System for this subgrantee are still in pending 
status. The subgrantee has not drawn any funds to support meeting the 30% expended funds. This is significant because if the NSP fails to expend the 
grant funds within the established timelines, the funds will be recaptured by HUD, the subgrantees' geographic area will not be served, and the 
Department may not achieve the program objectives. NSP is also not formally tracking incremental budget transfers. The NSP contract with 
subgrantees indicates that there is a 10% budget transfer ceiling. Transfers above 10% require an amendment or written authorization from the 
Department. Transfers above 25% require approval of the Department's governing board. When the cumulative amount of budget transfers is not 
monitored, program specialists and management may not identify incremental budget transfers that exceed the allowable limits and may neglect to 
obtain the appropriate level of approval.  

There is no centralized mechanism to track the progression of homebuyer loans through the inter-divisional, multi-step closing process.  

NSP does not have a system or report that captures the entire population of NSP transactions. No single resource can be used to determine the status of 
the program or to review complete information about a specific transaction.  

 If NSP does not sufficiently monitor these key elements, there is an increased risk that the program may not stay on track and that the program 
objectives will not be completely achieved. Missed milestones could result in the loss of funding. Budget transfers could exceed the 10% ceiling, 
which may prevent the amendment from receiving approval as required. Homebuyer loan files could fall through the crack and result in delayed 
closings or unnecessary re-work. 

Recommendation: NSP should:  

• establish a system for tracking key program elements,  
• ensure grant funds are expended within the program guidelines and within the program timeframe, and  
• monitor contract milestone thresholds, cumulative budget transfer amounts, and the status of homebuyer loan files 
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Management Response: Management concurs. Management will establish a system for tracking key program elements and 
formally incorporate the procedures into an SOP by May 31, 2011 in order to better track subrecipient 
performance and compliance. 

Management will prepare a budget transfer reconciliation report for the May 2011 TDHCA Board meeting 
and request, if necessary, authorization for any already identified transfers at that meeting and will 
establish a more uniform process to manage cumulative budget transfers by May 31, 2011. 

Target Implementation Date: 01/03/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented.  Recommendation Age (in days): 430 

 



Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Page 7 of 29 
 

Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: NSP does not have detailed policies and procedures. The limited number of written policies and procedures NSP does have are all in draft form and 
have not been formally communicated to staff including SOPs for contract amendment requests, draw requests, set-up requests, contract 
administration, mortgage loan financing, home buyer assistance loans, and obtaining credit reports. 

Without finalizing and formally communicating policies and procedures to the NSP staff, staff may not be performing their job duties as intended by 
management. NSP management's finalization of the policies are necessary to ensure that all program specialists are performing their duties in 
accordance with standardized instructions, that program specialists perform their duties consistently and effectively, and that risks are mitigated. 

Recommendation: NSP management should finalize, communicate, and monitor compliance with the program's written policies and procedures. 

 

Management Response: Management concurs. Management will reevaluate the four existing draft SOPs, edit or create new SOPs 
as appropriate and finalize and communicate the SOPs to staff by May 30, 2011. Management will 
provide training on the SOPs for staff once they have been finalized. Management will establish a process 
for periodic sampling and testing to ensure compliance with written policies and procedures by August 31, 
2011. 

The NSP SOPs were finalized on August 17, 2011. 

Target Implementation Date: 01/31/12 

Actual Implementation Date: 01/18/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Pending

Finding: The Department may not be reporting accurate information to HUD. There were discrepancies in the total budgeted amounts recorded in the 
Department's Housing Contract System and the budgeted amounts recorded in the DRGR system. Of the 52 contracts that we compared in both the 
DRGR and Housing Contract System, differences were noted in 26 contracts (50.0%). Four contracts had differences of $1 million or more. One 
contract differed by more than $5 million. Two contracts were entered into the DRGR system but were not in the Housing Contract System and one 
contract was entered into the Housing Contract System but was not in DRGR. Overall, there was a total difference of $2,313,071 more in the DRGR 
system than in the Housing Contract System. 

HUD requires each grantee to report on its NSP funds using the DRGR system. HUD uses grantee reports to monitor for anomalies or performance 
problems that suggest fraud, waste, and abuse of funds and to reconcile budgets, obligations, fund draws and expenditures. 

A reconciliation of the data in the DRGR system, the Housing Contract System, and the contract file does not occur on a regular basis. Only two 
reconciliations were performed as of November 25, 2010. Both were performed in connection with an external audit by HUD. However, in both of 
these reconciliations, the data was not reconciled in aggregate at the program level, only at the individual contract level. Without regular 
reconciliations, contract information in the Department's Housing Contract System will not be consistent with HUD's DRGR system or with the hard 
copy files. 

The program manager is responsible for submitting program reports to HUD using the DRGR system. The program manager is also responsible for 
entering contract budget corrections into both DRGR and the Department's Housing Contract System. Ideally, these functions should be separated. 
When one person has the ability to enter data into the Housing Contract System and DRGR, there is a higher risk that data entry errors go undetected. 
Regular and routine reconciliations should identify data entry errors. 

Lack of regular reconciliations may prevent management from having accurate performance information available for decision-making and for 
reporting to HUD. A regular reconciliation process ensures that data is accurate and that unauthorized changes have not occurred. 

Recommendation: NSP should perform regular and routine reconciliations between the data in the Housing Contract System, the data in the DRGR system and the hard 
copy files. At a minimum, these reconciliations should include:  

• reviewing source documents,  
• verifying the accuracy and recording of the transactions in the Housing Contract System,  
• identifying and resolving any discrepancies in a timely manner,  
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• documenting the performance of reconciliations,  
• reviewing the reconciliations to ensure they are performed and any discrepancies are resolved, and  
• ensuring the individual performing the reconciliation does not also enter data into either of the data systems being reconciled or have the 

ability to process transactions. 
 

Management Response: Management concurs. Program Services staff is currently in the process of reconciling the contract system 
with DRGR, and the responsibility for completing HUD reporting from the DRGR system is being 
assigned to a staff member in Program Services. A full reconciliation is anticipated to be complete by 
April 30, 2011. Management will review existing draft SOPs to edit or create a new SOP to ensure that a 
process exists for the two systems to be reconciled on a monthly basis thereafter; associated SOPs will be 
finalized by May 30, 2011. 

Target Implementation Date: 03/31/12 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 430 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: The contract status in the Housing Contract System does not always reflect the actual status of the contract. We randomly selected a sample of 48 NSP 
contracts for testing purposes. The status of 18 of the 48 (37.5%) contracts reviewed in the Housing Contract System (and using the hard copy contract 
files) was inaccurate. The status should be classified as "pending", "active", "closed", or "terminated for cause" depending on the situation. 

We found that of the 18 inaccurately classified contracts: 

• Ten contracts expired on November 30, 2010. According to NSP management, amendments are in process. These contracts should be 
classified as "pending amendment" or "inactive" but were still labeled "active". 

• Four files were labeled as "closed" but there was no formal documentation scanned in the Housing Contract System to support closing the 
project.  

• Two files were labeled "terminated for cause" but should be "closed". 
• One file labeled "active" should be "closed". 
• One contract was not yet entered into the Housing Contract System; therefore no status was available.    

The status in the Housing Contract System should agree to the actual status of the contract. When triggering events such as contract expiration or 
contract termination occur, the status in the Housing Contract System should be revised and the correct classification should be used. Documentation 
supporting the triggering event should also be entered into the Housing Contract System.  

NSP staff does not always update the Housing Contract System when triggering events occurred such as contract expiration or voluntary termination. 
As a result, program managers who use the data in the contract file and the Housing Contract System for decision-making may not be relying on the 
correct data. 

Recommendation: NSP should ensure that the contract status in the Housing Contract System accurately reflects the status of the contract. 

 

Management Response: Management concurs. Management will review and amend existing draft SOPs regarding contract status 
in the Housing Contract System to ensure that a clear procedure exists for timely and accurate updates to 
HCS and implement a monthly review as part of the monthly reconciliation process discussed as part of 
response to recommendation 2A. 

Target Implementation Date: 01/17/12 

Actual Implementation Date: 04/17/12 
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The NSP Setups and Draws SOP was amended to include verification of contract status prior to approval 
of draws and activity setups.  The amended SOP was effective 3/20/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 

 



Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Page 12 of 29 
 

Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: Data in the Housing Contract System is often unavailable. Documents supporting the contract setups and draws, and the actual amendments themselves 
were not always present in the Housing Contract System. For instance, imaged documents for the budget amendments was not available in the Housing 
Contract System for 17 of 28 (60.7%) sub-recipient contracts reviewed. As a result, accounting and other program personnel periodically have to track 
down documentation supporting executed amendments on a case-by-case basis. 
 
Supporting documentation for setups was not available in the Housing Contract System. Examples of setup documents that were unavailable include: 

• 26 of 48 files (54.2%) did not include evidence of review, (of these 26 files, 21 were TDRA files), and  
• 5 of 48 files (10.4%) did not include contract termination documents, although the contracts were (or should have been) terminated.    

 
The draft NSP procedures require that supporting documentation be entered into the Housing Contract System. Expecting program staff and other 
Department staff to track down documentation that should be available in the Housing contract System is time consuming and inefficient. As a result, 
users of the Housing Contract System may rely on incorrect data because the information in the system is incomplete or unavailable. 

Recommendation: NSP should:  

• ensure that all supporting documentation is submitted by both the Department and TDRA and available in the Housing Contract System, and  
• finalize, communicate, and enforce the procedures that require supporting documentation to be entered into the Housing Contract System. 

 

Management Response: Management concurs. Management will review and edit existing SOPs or create new SOPs to ensure that 
all required supporting documentation is submitted and available in the Housing Contract System. All 
checklists will be reviewed and edited, as necessary, to facilitate the process and provide clear 
understanding of the required documentation. Associated SOPs and checklists will be finalized and 
communicated to staff and subgrantees by May 31, 2011. 

Management will establish a process for periodic sampling and testing of the Housing Contract System by 
August 31, 2011 to ensure that all required supporting documentation is present. 

Target Implementation Date: 01/31/12 

Actual Implementation Date: 03/20/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: NSP does not maintain a listing, outside of the Hosing Contract System, of the addresses and/or household names that were used to obligate the NSP 
funds by the September 3, 2010, deadline for obligations. NSP relies on the information in the Housing Contract System to record obligations. 
However, the Housing Contract System is constantly in flux and does not maintain a complete historical record of information. Therefore, we were 
unable to determine accurately the original population of awards obligated by the September 3, 2010, deadline. Because we could not determine the 
obligation population, we could not confirm compliance with the HUD requirements. 

The Housing and Recovery Act of 2008 requires grantees to use NSP funds within 18 months of when HUD signed its NSP grant agreement. For the 
Department, the 18-month period ended September 3, 2010. Funds are considered used when they are obligated by a grantee. HUD requirements 
include ensuring each obligation can be linked to a specific address. The obligation of each eligible use must be further evidenced by a specific event. 
For example, acquisition and landbank costs are considered obligated when the seller has accepted the purchase offer. Demolition costs can be reported 
as obligated when the subrecipient awards a demolition contract. A subrecipient's rehabilitation costs can be recorded as obligated when a construction 
contract is awarded for a specific property. To test the evidence of obligation, the population of obligations must first be identified. Because a listing of 
addresses and/or household names was not maintained outside of the Housing Contract System, the population of obligations could not be easily 
determined. 

Recommendation: NSP should ensure that the Department has documentation in place to support the obligation information reported to HUD. 

 

Management Response: Management concurs. Management has charged Program Services with the responsibility for re-
evaluating and reconciling documentation provided to recertify the obligations made as of the obligation 
deadline by April 30, 2011. 

NSP staff has extracted copies of all obligation documents from the Housing Contract System, and saved 
them to an accessible network file.  A summary spreadsheet describing the obligation documents and 
amounts is also in the file. 

Target Implementation Date: 03/01/12 

Actual Implementation Date: 04/15/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 04/08/2011          Current Status: Implemented – Not Verified

Finding: The checklists used by NSP staff to process draw requests do not have enough detail to guide NSP staff on how to process these draws. There is not a 
checklist for every draw type, staff do not always use the checklists consistently, and the checklists are not always signed by staff. Use of NSPs draw 
request checklists could be improved to ensure they provide clear and detailed guidance to NSP team members. NSP developed checklists to guide 
subgrantees in submitting their draw requests and to serve as a reference for NSP staff as they process draws. The checklists are supposed to cite the 
required supporting documentation and list any verifications the NSP staff must make prior to approving a draw.The draw request checklists do not 
outline the specific items that NSP staff should verify within the supporting documents. The checklists also do not reference the requirements or 
criteria against which the requests and support should be reviewed. NSP needs a checklist for every draw type.  NSP has four checklists in place to 
handle six types of draws. As a result, subgrantees and NSP staff do not have clear guidance as to what documents and benchmarks are required.   

NSP and TDRA staff should complete the draw checklists consistently. Of the 77 judgmentally selected draws tested, 40 (51.9%) did not have 
completed checklists, and 16 (20.8%) checklists were not signed by the program specialist. The draft NSP procedure related to draws states that if the 
electronic setup is acceptable, then the program specialist will complete the draw request checklist. Without the signature of the program specialist 
affirming their review of the supporting documentation for the draw, NSP may be unable to determine if the supporting documentation was reviewed 
for accuracy and allowability prior to the approval of the draw by the program specialist. The use of checklists continually reminds staff of the job 
requirements. It is a systematic way to make sure the activities are completed correctly and provides written documentation to support this assertion. 

Recommendation: NSP should improve the use of draw checklists by:  
• modifying checklists to accurately document the draw requirements, 
• developing comprehensive checklists for all draw types, and 
• ensuring that all draw checklists are completed correctly. 

 

Management Response: Management concurs. Management will re-evaluate and edit checklists as necessary to be specific for 
each of the following draw types: Administrative, Activity Delivery, Closing and Construction Draws. 

The revised checklists will be implemented by March 31, 2011, and staff will continue to provide training 
and technical assistance to subgrantees in person and via webinar. 

Target Implementation Date: 01/23/12 

Actual Implementation Date: 01/23/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: A Follow-up Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 01/31/2012          Current Status: Implemented – Not Verified

Finding: NSP loan files do not always include title insurance policies, which indicate that the subrecipient has clear title to the property. Of 161 properties 
reviewed, documentation of a title insurance policy was not available in the electronic or hard copy file for nine (5.6%) of the properties. Because NSP 
does not have documentation of the title insurance policy for these properties, the Department does not have assurance that the title to the property was 
clear when acquired by the subrecipient.    

The title is the collective ownership records of a piece of property. A clear line of title makes the property owner less vulnerable to ownership claims 
from other parties and to any outstanding debts of the previous property owners. Title insurance policies protect the property buyer against losses 
arising from problems with the property title that are unknown when the property is purchased. The title insurance policy will indicate whether all liens 
against the property have been satisfied. 

Recommendation: NSP should obtain and maintain a copy of the property’s title insurance policy and ensure the policy indicates that any outstanding debts against the 
property have been satisfied. 

 

Management Response: The NSP Loan Processing SOP was amended on 3/20/12 to add tracking and review for receipt of Title 
Policies. 

Target Implementation Date: 02/29/12 

Actual Implementation Date: 03/20/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: A Follow-up Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 01/31/2012          Current Status: Implemented – Not Verified

Finding: The loan repayment date listed in the general agreement between the Department and the subrecipient does not always agree with the loan 
documentation for a specific property or group of properties. For example, a promissory note stated that the subrecipient’s loan repayment date was 
August 31, 2011, while the amended NSP agreement indicated that the subrecipient’s loan repayment date was July 1, 2012 - almost one year later. As 
a result, the subrecipient appears to be delinquent in the Department’s Loan Servicing System, although their NSP agreement was extended. If the 
subrecipient appears delinquent in their repayment to the Department it could impact their other funding opportunities with the Department. 

Recommendation: NSP should ensure that the property loan documents are consistent with the NSP agreement between the Department and the subrecipient. 

 

Management Response: The NSP Contract Amendment SOP has been amended to add review of loan documents for potential 
impact of the Contract Amendment as part of the documentation maintenance process 

Target Implementation Date: 02/29/12 

Actual Implementation Date: 03/20/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: A Follow-up Audit of the Neighborhood Stabilization Program  Division: Neighborhood Stabilization Program 

Report Date: 01/31/2012         Current Status: Implemented – Not Verified

Finding: NSP did not always obtain documentation that the deed to a property was properly recorded. We tested files related to 161 NSP properties. 
Documentation demonstrating the property deed was recorded was not available for twenty-one (13.0%) of 161 properties reviewed. Failing to record 
the deed increases the risk that someone else may have a higher priority claim to the property.           

 A deed should be recorded in the appropriate county to indicate that ownership has been transferred from the grantor to the grantee. Although the 
Texas Property Code does not require that a property deed be recorded, recording a property deed publicly indicates who owns the property. The first 
person who records the deed, (as evidenced by the stamp on the deed and filing at the county’s property records office), and does not have notice of 
any other deeds relating to the property, holds legal title to the property. 

Recommendation: NSP should obtain and maintain documentation indicating that the deed to each property has been properly recorded and that the subrecipient is listed 
on the recorded deed as the grantee. 

 

Management Response: The NSP Loan Processing SOP was amended on March 20, 2012, to include tracking and review for 
copies of recorded Warranty Deeds.  A request was made to Legal Services on March 16, 2012 to add a 
requirement to closing instructions that copies of the recorded Warranty Deeds be required as part of the 
documents to be returned to TDHCA. 

Target Implementation Date: 02/29/12 

Actual Implementation Date: 03/20/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: A Follow-up Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 01/31/2012          Current Status: Implemented – Not Verified

Finding: NSP is not providing timely information to HUD as required. HUD requires NSP to report program performance to HUD on a quarterly basis using 
HUD’s DRGR system. The reports contain both current and historical information and are due to HUD no later than thirty days after the completion of 
the quarter. The most recent report submitted to HUD was for the fourth quarter of 2010. Accurate performance information is critical to stakeholders 
who use it for decision-making purposes. HUD requires regular reporting to ensure it receives sufficient management information to follow up 
promptly if a grantee lags in implementation and is at risk of recapture of grant funds. HUD also uses these reports to determine compliance with 
federal regulations and to identify and prevent fraud, waste and abuse. 

Recommendation: NSP should provide HUD with required information on a timely basis and continue to submit past due reports. 

 

Management Response: The 1st Quarter 2012 QPR was submitted to HUD in advance of the April 30, 2012 due date, on April 26, 
2012 

Target Implementation Date: 04/30/12 

Actual Implementation Date: 04/26/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: A Follow-up Audit of the Neighborhood Stabilization Program   Division: Neighborhood Stabilization Program 

Report Date: 01/31/2012          Current Status: Implemented – Not Verified

Finding: Section 3 of the Housing and Urban Development Act of 1968 requires the Department and its subgrantees to give priority consideration in awarding 
jobs, training and contracting opportunities to low- and very-low income persons who live in the community in which the funds are spent. HUD 
requires that grant recipients report cumulative Section 3 activities within their jurisdiction on an annual basis. The Department collects Section 3 data 
from the subrecipients using the Subrecipient Activity Reports and then reports the Section 3 data to HUD annually as required. However, NSP does 
not verify the accuracy of the data reported by its subrecipients. 

Recommendation: NSP should verify the Section 3 data reported by the subrecipients. 

 

Management Response: The Monitoring and Compliance Division is including Section 3 for current quarter risk assessment and 
monitoring. 

Target Implementation Date: 02/29/12 

Actual Implementation Date: 04/09/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Tax Credit Exchange Program    Division: Tax Credit Exchange Program 

Report Date: 08/04/2011          Status: Implemented – Not Verified

Finding:  We tested 38 approved Exchange draws and identified $3,616.88 in reimbursed expenses for donations, late charges, gifts, food, and party 
supplies. While these are not ineligible costs under the Exchange grant agreement, they do not appear in line with the overall directive of the  
Program to finance the construction, acquisition, and rehabilitation of qualified low-income housing projects.  TDHCA did not develop strict criteria 
for the use of Exchange funds.   As a result, Exchange funds awarded through TDHCA may not support the overall mission of the program.   

Recommendation: For future programs, TDHCA should set more restrictions on expense types to ensure all funds are used in clear support of the program mission. 

 

Management Response: Staff is committed to ensuring that future programs define parameters for the types of expenses that will 
be reimbursed to ensure that a program's intent and actual funds disbursed align. Other federal programs 
currently utilized for multifamily development have strict requirements with regard to cost eligibility and 
this is therefore not an issue with these other programs administered. 

Target Implementation Date: 9/30/11 

Actual Implementation Date: 04/03/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Tax Credit Exchange Program    Division: Tax Credit Exchange Program 

Report Date: 08/04/2011          Status: Implemented – Not Verified

Finding: The Exchange program uses a draw process for payment. Developers submit documents to the Department that support expenditures for costs related 
to their Exchange developments. The contracts between the Department and the developers limit reimbursement to incurred costs. We reviewed a 
systemic and judgmental sample of 38 Exchange draws and found two (5.3%) that included a total of $111,521 in estimated interest and anticipated 
costs.  

Recommendation: The Department should:  
• ensure that all draws are paid only for costs that have already been incurred, and  
• identify and implement restrictions on expense types for future programs to ensure that all program funds are spent on activities that clearly 

support the mission of the program.  
 

Management Response: Management acknowledges the two items identified as unincurred. Management has required the 
developer to pre-pay the estimated interest expense of $105,104 and provide proof of such payment. 
Management determined that the invoice for management services of $6,376 was a justifiable expense 
given that the fees were for a defined service and scope of work. Given the nature of the specific 
development, Management would agree with the billing of services in advance as it is a common practice 
for assistance with troubled deals, difficult transactions or in transactions with new or inexperienced 
developers.  

Items such as late fees, small token gifts, food and party supplies (for Ground Breaking and Grand 
Opening Events) are not prohibited by the Exchange program or the Tax Credit program; management 
looks for the reasonableness of the expense to ensure the items are justifiable development related 
expenses.  Clarification and additional guidance has been provided to staff and implemented. Such 
guidance is communicated to the developers as needed to ensure all items within a draw request are for 
items that have been incurred or expended. Additional clarification and guidance on acceptable expense 
items will be provided to the development community via the Exchange website by August 31, 2011. 

All Exchange funded developments have now completed construction and the Department is no longer 
disbursing funds. It should be noted, however, that staff is currently reviewing and evaluating all cost 
certification packages submitted for Exchange transactions. Each cost certification must include a CPA 
evaluation of the development costs and a determination with regard to eligible basis incurred for the 

Target Implementation Date: 09/30/11 

Actual Implementation Date: 4/03/12 
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property. The cost certification also includes all sources of funds and must reconcile with the actual CPA 
certified development costs incurred. Staff reviews the cost certification to ensure that the eligible basis is 
sufficient to support the amount of funds disbursed. This "back-end" review and reconciliation should 
provide resolution to any potential issues of cost eligibility. If eligible basis is not sufficient to support the 
amount of funds drawn, repayment of the excess or unsupported amount will be required. 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of the Tax Credit Exchange Program    Division: Tax Credit Exchange Program 

Report Date: 08/04/2011          Current Status: Implemented – Not Verified

Finding: The Treasury requires the Department to maintain program, financial, and accounting records sufficient to demonstrate that Exchange funds are used in 
accordance with program requirements. We tested a sample of 38 approved draws totaling $43,115,053 and identified 12 draws (31.6% of the 38 draws 
tested) that included inadequate support for all or a portion of the drawn expenses. Inadequately supported amounts within each of these draws totaled 
$4,240,288 (9.8% of the total amount tested). 

The Department has not outlined the requirements for the documentation submitted to support draw requests. As a result, Exchange properties are 
submitting, and the Department is approving, draw requests lacking key information. Supporting draw documentation maintained by the Department 
may not provide sufficient assurance that grant funds were disbursed in accordance with the program requirements. 

Recommendation: The Department should:  
• ensure that all draws are adequately supported,  
• clarify the documents required to support draw requests, and provide this information to Exchange developers and to Department staff 

responsible for reviewing and approving draws.  
 

 

Management Response: Management acknowledges that there were some instances of inadequate documentation or 
documentation that could have been clearer.  Clarification and additional guidance has been provided to 
staff and implemented. Such guidance has been communicated to the developers as needed to ensure all 
back up documentation is consistent and clear to anyone reviewing the draws. 
 
Additional guidance will be provided to the development community as a whole via the Exchange website 
by August 31, 2011. 
 
All Exchange funded developments have now completed construction and the Department is no longer 
disbursing funds. It should be noted, however, that staff is currently reviewing and evaluating all cost 
certification packages submitted for Exchange transactions. Each cost certification must include a CPA 
evaluation of the development costs and a determination with regard to eligible basis incurred for the 
property. The cost certification also includes all sources of funds and must reconcile with the actual CPA 
certified development costs incurred. Staff reviews the cost certification to ensure that the eligible basis is 

Target Implementation Date: 09/30/11 

Actual Implementation Date: 4/03/12 
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sufficient to support the amount of funds disbursed. This "back-end" review and reconciliation should 
provide resolution to any potential issues of inadequate documentation. 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Audit of Contracting for Services       Division: Purchasing/Financial Administration 

Report Date: 01/20/2012          Current Status: Implemented – Not Verified

Finding: Although these did not affect the outcome of the contract award, control weaknesses allowed the following to occur: 
• There was one (20.0%) contract tested where the score sheets were incorrectly calculated 
• There was one contract that had an instance where a current TDHCA employee was consulted prior to the scoring for a bid that was for a 

company that she had worked for prior to joining TDHCA. Her employment with them had ended only months prior. In addition, her husband 
had also been employed by the same bidding company. 

• There was one (20.0%) contract where there were three evaluators and one of the evaluators removed  himself from scoring two of the 
proposals due to a conflict with having trained the bidders staff. Therefore, for those two bidders, they each received an average score based 
on only two of the evaluators instead of on three. 

• There was one (20.0%) contract where one of the evaluators did not score one of the bids and there was no documentation for the deviation. 
• There was one (20.0%) contract where there were five evaluators for the first round of scoring but only four for the second round of scoring. 

The scores for one of the evaluators was not used in the final calculation for determining the total award. 
• There was no documentation to explain this. 
• There were two (40.0%) contracts where the scoring matrix was not in-line with the evaluation criteria defined in the RFP. There was no 

documentation for this deviation. 
Recommendation: The Division should implement policies and procedures for the scoring and award processes. At a minimum, the policies and procedures should 

address the following:  
•  selection of the contract reviewer team, 
•  conflicts of interest between the evaluators and the respondents to the solicitation for bid, 
•  documentation of any deviations from the review and scoring processes, and  
•  a final review process for all materials used in the review and scoring processes. 

 

Management Response: Historically Purchasing has customarily distanced itself from the Review Team.  As part of the 
procurement process Purchasing has been dedicated to making sure that every aspect from the 
specification and information gathering to the receipt of bids and proposals has been precisely followed in 
accordance with procurement rules and regulations.  The distance from the review of submissions was to 
not create a conflict of interest in the process of the review.    
   
Management acknowledges the recommendations and will prepare a checklist for Review Team leaders to 
have prior to the review and a checklist for turning in all scoring sheets and recommendations for award to 
Purchasing.  We will also have a generic matrix boilerplate that can be changed to accommodate any and 

Target Implementation Date: 03/01/12 

Actual Implementation Date: 04/05/12 
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all types of procurements.  Review Team checklists and a boilerplate matrix will be implemented by 
March 1, 2012 and is the responsibility of the Manager for Purchasing and Staff Services. 
 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: An Audit of Website Management       Division: Information Systems Division 

Report Date: 03/07/2012          Current Status: Implemented – Not Verified

Finding: The Information Systems Division Standard Operating Procedure # 1264.05 does not indicate that it is the web liaison's responsibility to review the 
website updates once they are implemented and to inform the web developer if the update is not complete or correct. 
 

Recommendation: The Information Systems Division should revise its procedures for updating the Department's website to ensure that it communicates to the web 
liaisons that it is their responsibility to ensure the updates are accurate and complete, and to notify the web developer is changes need to be made. 

 

Management Response: Management agrees with the recommended revisions to the website update procedures and will complete 
the revisions in March. 

The revised SOP was approved on April 5. 

Target Implementation Date: 03/31/12 

Actual Implementation Date: 04/17/12 

  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: HUD On-Site Monitoring of Homelessness Prevention and Rapid Re-Housing Program Division: Community Affairs Division 

Report Date: 08/16/2011           Current Status: Pending

Finding: Of the 9 recipients that were monitored, only five monitored letters had been completed and mailed to the subrecipients. The first three monitoring 
visits exceeded the 45 day deadline by an average of 71 days. Subsequent monitoring letters took approximately 2 additional weeks to be finalized.  
    
 (Note: This issue was listed as a concern in the HUD monitoring report. However, Community Services - CSBG had a prior audit finding (PAI #44) 
from 6/11/2008 that also identified monitoring reports being submitted late. Due to the new concern from the HUD report we  closed PAI #44 and 
elevated HUD's concern to a finding which will be tracked and followed up on by Internal Audit.) 
 

Recommendation: Management should review its standard and if necessary make adjustments to the monitoring review time. 

 

Management Response: Management has reviewed the 45-day response period and remains committed to the timely release of 
monitoring reports. The implementation of a new program, combined with new regulations, as well as 
new staff members contributed to the delays in issuing reports within 45 days. Management will continue 
to assess the timeline and make adjustments to the 45 day period if staff is unable to meet the 45 day 
deadline.   

Target Implementation Date: 10/31/11 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 227 
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Report Name: DOE Monitoring of the Weatherization Assistance Program     Division: Information Systems Division 

Report Date: 11/14/2011           Current Status: Pending

Finding: The Subgrantee's contractor failed to remove an unvented space heater in the bathroom, in violation of WPN 08-4, WPN 11-6, and the Texas 
Mechanical Field Guide. 

Recommendation: The Grantee should instruct the subgrantee agency to have the contractor return, remove the unvented space heater from the home and dispose of it 
properly. 

 

Management Response: In a November 21, 2011 monitoring report to Brazos Valley Community Action Agency, TDHCA 
required BVCCA to "Remove the old disconnected space heaters from home and seal subsequent hole in 
wall. This is to prevent the client from possibly re-connecting the UVSH and ensures compliance with 
WPN 08-4." The response to the report is due from BVCAA on or before December 21, 2011. TDHCA 
will provide follow-up to DOE once the Subrecipient's response is received. TDHCA has already provided 
technical assistance to the subgrantee to assist them in handling this type of situation in the future.  

 

Target Implementation Date: 03/20/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 216 

 

 

 


	Cover

	Agenda
	1

	2

	3

	4

	5

	6




