
AUDIT COMMITTEE MEETING 
JANUARY 17, 2013 

 
 
 

 
 



AUDIT COMMITTEE 
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 

 

AGENDA 
 

9:00 a.m. 
January 17, 2013 

Thompson Conference Center 
2405 East Campus Drive, Room 3.102 

Austin, TX 78712 
 

 
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 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. 
 
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 September 6, 2012 Sandy Donoho,  
Director of Internal Audit 

   

Item 2 Presentation, Discussion and Possible Action on Acceptance of the 2012 Audit Results from the State  
Auditor’s Office 
-Communications with the Audit Committee  
-Opinion Audit on FY 2012 Basic Financial Statements 
-Opinion Audit on FY 2012 Revenue Bond Program Enterprise Fund 
-Opinion Audit on FY 2012 Computation of Unencumbered Fund Balances 

Verma Elliott,  
Director of Internal Audit 

State Auditor’s Office 

   

Item 3 Presentation, Discussion, and Possible Action on the 2013 Internal Audit Charter and Board Resolution  
No. 13-019 

Sandy Donoho, 
Director of Internal Audit 

   

Item 4 Presentation and Discussion of the Internal Audit Peer Review Results  
   

Item 5    Presentation and Discussion of the Status of the Fiscal Year 2013 Internal Audit Work Plan  
   

Item 6 Presentation and Discussion of Recent Internal Audit Reports 
A. An Audit of Program Services 

 

   

Item 7 Presentation and Discussion of the Status of External Audits    
   

Item 8 Presentation and Discussion of Recent External Audit Reports 
A. Comptroller’s Post-Payment Audit 
B. FEMA Close-out Monitoring of the Heston Contract 
C. HUD Uniform Relocation Act Monitoring 
D. HUD Monitoring of the HOME Program 

 

   

Item 9 Presentation and Discussion of the Status of Prior Audit Issues  
   

Item 10 Presentation and Discussion of the Status of the Fraud Hotline and Fraud, Waste and Abuse Complaints  

PUBLIC COMMENT ON MATTERS OTHER THAN ITEMS FOR WHICH THERE WERE POSTED AGENDA ITEMS. 
EXECUTIVE SESSION                                                                                                                                                                                             Lowell Keig, Chair 
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.  
OPEN SESSION 
If there is an Executive Session, the Board will reconvene in Open Session. Except as specifically authorized by applicable law, the Board 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 

JANUARY 17, 2013 

 

 
Presentation, Discussion, and Possible Action on the Audit Committee Meeting Minutes 
Summary for January 17, 2013. 

 

Recommended Action 

Approve Audit Committee Meeting Minutes Summary for September 6, 2012. 

 

RESOLVED, that the Audit Committee Meeting Minutes Summary for September 6, 2012, 
is hereby approved as presented. 



AUDIT COMMITTEE 
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 

 
September 6, 2012 

8:00 AM 
Capitol Extension, E2.026 

1500 North Congress 
Austin, TX 

 
Summary of Minutes 

 
 

Call To Order, Roll Call; Certification of Quorum 
The Audit Committee of the Board of the Texas Department of Housing and Community Affairs of September 6, 2012 was called to 
order by Chair, Lowell Keig at 8:00 a.m.  It was held at the Capitol Extension, E2.026, 1500 North Congress Ave., Austin, TX.  

 
Roll call certified a quorum was present. 

 
Members Present: 
Lowell Keig, Chair 
Leslie Bingham-Escareño, Member 
Tom Gann, Member 
 
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 

Agenda Item 1 Presentation, Discussion, and Possible Approval of the Audit Committee Minutes for June 14, 2012 
                              A corrected version of the June 14, 2012 Audit Committee Minutes were handed out to Board Members and

available for the public.  Notable item corrected was Agenda Item #1. Leslie Bingham-Escareño was present at 
the meeting. 
Motion by Leslie Bingham-Escareño to approve with corrections; duly seconded by Tom Gann; motion 
passed. 

Agenda Item 2 Presentation, Discussion, and Possible Approval of the Fiscal Year 2013 Internal Audit Work Plan 
Motion by Tom Gann to approve the FY 2013 Internal Audit Work Plan; duly seconded by Leslie Bingham-
Escareño; motion passed. 

Agenda Item 3  Presentation and Discussion of the Status of the Fiscal Year 2012 Internal Audit Work Plan 
Report Item Only.  No Action Required. 

Agenda Item 4 Presentation and Discussion of Recent Internal Audit Reports   
Report Item Only.  No Action Required. 

Agenda Item 5 Presentation and Discussion of the Status of External Audits  
Report Item Only.  No Action Required. 

Agenda Item 6 Presentation and Discussion of Recent External Audit Reports 
Report Item Only.  No Action Required. 

Agenda Item 7 Presentation and Discussion of the Status of Prior Audit Issues 
Report Item Only.  No Action Required. 

Agenda Item 8 Presentation and Discussion of the Status of the Fraud Hotline and Fraud, Waste and Abuse Complaints 
Report Item Only.  No Action Required. 

Public Comment on Matters Other Than Items For Which There Were Posted Agenda Items. 
None. 

EXECUTIVE SESSION  
At 8:37 a.m. Chairman Keig convened the Executive Session. 
The Board may go into Executive Session pursuant to Texas Government Code §551.071 for the purpose of receiving legal advice 
from counsel on any agenda item and Texas Government Code §551.074 for the purpose of discussing personnel matters, 
including to deliberate the appointment, employment, evaluation, reassignment, duties, discipline, or dismissal of a public officer or 



employee including, specifically, the performance evaluation of the Internal Auditor. 

OPEN SESSION 
At 9:57 a.m. Chairman Keig reconvened the Open Session and announced that No Action had been taken during the 
Executive Session and certified that the posted agenda had been followed. 

ADJOURN 
Since there was no further business to come before the Committee, Lowell Keig adjourned the meeting of the Audit Committee at 
9:58 a.m. on September 6, 2012. 
 
 
 
______________________________________ 
Brooke Boston, 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 ACTION REQUEST 

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation, Discussion and Possible Action on Acceptance of Audit Results from the State 
Auditor’s Office. 

 
RECOMMENDED ACTION 

 
WHEREAS, the Department is required to undergo an annual audit of its books 
and accounts, an annual audit of the Housing Trust Fund, and to obtain audited 
financial statements of the Housing Finance Division and the Supplemental Bond 
Schedules, 
 
NOW, therefore, it is hereby 
 
RESOLVED, the annual financial audit, audit of the Housing Trust Fund and 
audit of the Housing Finance Division and the Supplemental Bond Schedules are 
hereby accepted. 
 

BACKGROUND 
 
Audit requirements: 

1) The Department’s governing statute, Texas Govt. Code §2306.074, requires an annual 
audit of the Department’s books and accounts.  

2) Texas Govt. Code §2306.204 requires an annual audit of the Housing Trust Fund to 
determine the amount of unencumbered fund balances that is greater than the amount 
required for the reserve fund.  

3) The Department’s bond indentures require audited financial statements of the Housing 
Finance Division and the Supplemental Bond Schedules. 

 
Results of the audits conducted by the State Auditor’s Office: 
 
FY 2012 Basic Financial Statements 
Unqualified Opinion 
 
FY 2012 Unencumbered Fund Balances Calculation 
Audit results yielded no required transfer to the Housing Trust Fund 
 
FY 2012 Revenue Bond Program Audit 
Unqualified Opinion 
 
FY 2012 Report to Management 
Other less significant internal control issues were verbally conveyed to management.  



Required Communication with the Audit Committee 

Based on the Audit of the Department of Housing and Community Affairs’ 

Fiscal Year 2012 Financial Statements 
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We have audited the financial statements of the Department of Housing and Community Affairs 
(Department) for the year ended August 31, 2012, and have issued our reports thereon dated December 
20, 2012.  Professional standards require that we communicate the following information related to our 
audit. 
 

No. Item Comments 

1 The Auditors’ 
Responsibilities Under 
Generally Accepted 
Auditing Standards  

As stated in our engagement letter dated July 19, 2012, our 
responsibility, as described by professional standards, is to express an 
opinion about whether the financial statements prepared by 
management with your oversight are presented fairly, in all material 
respects, in conformity with generally accepted accounting principles.  
Our audit of the financial statements does not relieve management or 
those charged with governance of their responsibilities.  

2 
 

Planned Scope and 
Timing of the Audit  

We performed the audit according to the planned scope and timing 
previously communicated to you in our engagement letter dated July 
19, 2012. 

3 Corrected and 
Uncorrected 
Misstatements  

Professional standards require us to accumulate all known and likely 
misstatements identified during the audit, other than those the 
auditor believes are trivial, and communicate them to the appropriate 
level of management.   
 
Auditors identified some adjustments that the Department corrected.  

4 Other Information in 
Documents Containing 
Audited Financial 
Statements  

As noted in our opinion reports dated December 20, 2012, our 
financial statement audit opinions apply to the Department’s financial 
statements, Revenue Bond Program Enterprise Fund’s financial 
statements, and Computation of Unencumbered Fund Balances, which 
include the accompanying notes.  We also applied our auditing 
procedures to supplementary bond schedules and concluded that such 
information was fairly stated in all material respects in relation to the 
basic financial statements taken as a whole. 
 
We did not opine on management’s discussion and analysis (MD&A). 
However, we performed limited procedures related to the MD&A, 
which consisted of inquiring management regarding the methods of its 
measurement and presentation.  We also did not opine on the 
Revenue Bond Program Enterprise Fund supplemental schedules.   

5 Management 
Representations  

We requested certain representations from management that are 
included in the management representation letter dated December 20, 
2012.  We also requested a representation letter dated December 20, 
2012, from the Department’s general counsel regarding the existence 
of certain contingent liabilities that might require disclosure in the 
financial statements. 



Required Communication with the Audit Committee 

Based on the Audit of the Department of Housing and Community Affairs’ 

Fiscal Year 2012 Financial Statements 
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No. Item Comments 

6 Qualitative Aspects of 
the Entity’s Significant 
Accounting Practices  

Management is responsible for the selection and use of appropriate 
accounting policies.  The significant accounting policies the 
Department used are described in Note 1 to the financial statements.  
 
We noted no transactions the Department entered during the year for 
which there was a lack of authoritative guidance or consensus.  There 
were no significant transactions that had been recognized in the 
financial statements in a period that differed from when the 
transaction occurred. 

7 Significant Difficulties 
Encountered During the 
Audit  

We did not encounter any restrictions in performing our procedures or 
gaining access to individuals or records.  Management and staff 
provided us with all of the information and support we requested in a 
timely manner. 

8 Other Audit Findings or 
Issues  

We generally discuss a variety of matters, including the application of 
accounting principles and auditing standards, with management each 
year.  Those discussions occurred in the normal course of the audit.  
 
We did not identify any material weaknesses in internal control over 
financial reporting or non compliance with laws and regulations that 
materially affected the Department’s financial statements or the 
Computation of its Unencumbered Fund Balances.  
 
We communicated certain issues that were not material or significant 
to the audit objective in writing to the Department management. 

9 Disagreements with 
Management  

For purposes of this document, professional standards define a 
disagreement with management as a financial accounting, reporting, 
or auditing matter, whether or not resolved to our satisfaction, that 
could be significant to the financial statements or the auditor’s report.   
 
We did not encounter any disagreements with management during 
this audit. 

10 Management’s 
Consultations with 
Other Accountants  

In some cases, management may decide to consult with other 
accountants about auditing and accounting matters, similar to 
obtaining a “second opinion” on certain situations.  If a consultation 
involves application of an accounting principle to the Department’s 
financial statements or a determination of the type of auditor’s 
opinion that may be expressed on those statements, our professional 
standards require the consulting accountant to check with us to 
determine that the consultant has all the relevant facts.  
 
To our knowledge, there were no such consultations with other 
accountants.  
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No. Item Comments 

11 Significant Issues 
Discussed, or Subject to 
Correspondence, with 
Management  

Prior to and throughout our audit, we had routine discussions, or 
engaged in correspondence, with management regarding the 
Department and the application of accounting principles and auditing 
standards.  In our judgment, such discussions and correspondence did 
not occur in connection with our retention as auditors.  

12 Independence  The State Auditor’s Office is independent to conduct the audit of the 
Department’s fiscal year 2012 financial statements.  It is the State 
Auditor’s Office’s philosophy to conduct all projects in an environment 
of full independence; that is, free of any personal, external, or 
organizational impairment. 

13 Fraud, Illegal Acts, 
Violations of Provisions 
of Contracts or Grant 
Agreements, or Abuse  

We did not find evidence that fraud, illegal acts, violations of contracts 
or grant agreements, or abuse had, or might have, occurred. 

 

This information is intended solely for the use of the Department’s Board of Directors, as well as the 

Department’s management, and is not intended to be and should not be used by anyone other than 

these specified parties. 
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BOARD ACTION REQUEST 

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation, Discussion, and Possible Action on the 2013 Internal Audit Charter and Board 
Resolution No. 13-019. 

 
 

RECOMMENDED ACTION 
 

WHEREAS, the Internal Audit Division is required by audit standards to develop 
a charter, and to periodically update the charter, and 
 
WHEREAS, the Department maintains a board resolution regarding internal 
audit in order to clarify its expectations regarding the audit function;  
 
NOW, therefore it is hereby 
 
RESOLVED, the Internal Audit Charter and Board Resolution No. 13-019 are 
approved as presented. 
 
 

 
BACKGROUND 

 
Internal Audit Standards (the Institute of Internal Auditor’s International Standards for the 
Professional Practice of Internal Auditing) require periodic approval of the Internal Audit 
Charter. The Board resolutions regarding internal audit are reviewed and approved as part of this 
process.  The content of the charter and the resolutions has not changed substantially since their 
last approval in February 2012.  
 
 



Texas Department of Housing and Community Affairs 
Internal Audit Division  
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INTERNAL AUDIT CHARTER 
(Effective October 17, 2001, Amended FebruaryJanuary  167, 20123 

as approved by the Department’s Governing Board) 
 

D E F I N I T I O N 
 
Internal audit is an independent, objective assurance and consulting activity within the Texas 
Department of Housing and Community Affairs (Department) designed to add value and 
improve the Department’s operations.  Internal audit helps the Department accomplish its 
objectives by bringing a systematic, disciplined approach to evaluate and improve the 
effectiveness of risk management, control and governance processes. 
 
 

P U R P O S E 
 
The purpose of internal audit’s work is to determine whether: 
 

• risks are appropriately identified and managed,  
• management information is reliable, accurate and timely,  
• acceptable policies and procedures are followed,  
• compliance with applicable laws and regulations is achieved, 
• resources are safeguarded and used efficiently and economically,  
• planned missions are accomplished effectively, and  
• the Department’s objectives are met.   

 
The internal audit division supports management in its responsibilities by furnishing analyses, 
appraisals, observations and recommendations to assist the Department in evaluating and 
improving the effectiveness of its risk management, control and governance processes.   
 
 

A U T H O R I T Y  
 

The Internal Auditing Act (Chapter 2102, Government Code) and the Department’s enabling 
legislation (Chapter 2306, Government Code) authorize the establishment of an internal audit 
program. Internal auditors shall have full access to all of the Department’s records, facilities, 
properties and personnel relevant to the performance of engagements or investigations, and are 
free to review and evaluate all policies, plans, procedures and records. However, internal 
auditors shall have no direct responsibility for, or authority over, any of the activities reviewed, 
and the auditing, review and evaluation of an area shall in no way relieve management of its 
assigned responsibilities. 
 
Department management shall respond to all information requests by the internal auditor or 
internal audit staff pursuant to this authority within two business days of such requests, including 
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requests of information considered confidential by its nature or due to pending or actual 
litigation.  The internal audit staff shall use discretion in its review of records and assure the 
confidentiality of all matters that come to its attention. 
 
The director of internal audit or a designated representative will be included in all entrance and 
exit conferences conducted by any external, federal or state auditors or monitors and shall 
receive copies of the audit or monitoring reports, as well as copies of management’s written 
response.  The internal audit division shall be available to assist management in providing 
additional information, preparing responses to reports and examinations, and subsequently 
reviewing the progress made to correct the deficiencies reported.   

 
 

I N D E P E N D E N C E  
 
Internal auditors shall not develop or install procedures, prepare records, perform internal control 
functions, or engage in any other activity which they would normally review and evaluate and 
which could reasonably be construed to compromise the independence of the internal audit 
division.  However, the independence of the internal audit division shall not be adversely 
affected by determining and recommending standards of control to be applied to the 
development of the systems and procedures reviewed.  The internal audit division shall be 
responsive to requests for assistance from management, provided that the subject of the request 
is related to auditing or internal controls.  The internal audit division staff shall not assume 
operating responsibilities or direct the activities of any employee not employed by the internal 
audit department division or assigned to assist the internal auditors. 
 
The internal audit division shall be available to perform consulting and advisory services at the 
specific request of the board, or of management with the board’s approval.  The nature and scope 
of these services are subject to agreement with management and the board. Consulting and 
advisory services are intended to add value and improve the Department’s governance, risk 
management and control processes. These consulting and advisory services will only be 
performed if the director of internal audit deems that the engagement can be performed while 
still maintaining the auditors’ objectivity and independence, and if the assignment does not result 
in the internal audit division or any member of the internal audit staff assuming any management 
responsibility. 
 
 

A C C O U N T A B I L I T Y  
 
The director of internal audit shall report directly to the audit committee of the governing board 
of the Department and administratively to the executive director of the Department.  The director 
of internal audit shall furnish copies of all audit reports to the audit committee and to the 
governing board in accordance with the criteria established by the audit committee.  The director 
of internal audit shall periodically appear before the audit committee and/or the governing board 
at its meetings to report on audit findings and the operations of the internal audit division.   
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The audit committee and the governing board shall periodically assess whether resources 
allocated to the internal audit division are adequate to implement an effective program of internal 
auditing. To facilitate this process, the director of internal audit will emphasize significant risks 
to the Department that are not addressed in the annual audit plan as proposed to the audit 
committee and/or the governing board for approval, and will periodically report to the audit 
committee and/or the governing board on internal audit staffing levels. The audit committee 
and/or the governing board shall approve the internal audit division’s annual operating budget. 

 
 

R E S P O N S I B I L I T I E S 
 
The internal audit division shall: 
 

• comply with the Texas Internal Auditing Act; 
 

• execute a comprehensive audit program to insure all activities of the Department are 
reviewed at appropriate intervals as determined by the director of internal audit and as 
approved by the audit committee and/or the governing board; 
 

• review and evaluate systems of control and the quality of ongoing operations, 
recommend actions to correct any deficiencies and follow-up on management’s response 
to assure that corrective action is taken on a timely basis; 
 

• perform an objective assessment of evidence to provide an independent opinion or 
conclusions regarding the Department, its operations, functions, processes and systems; 
 

• evaluate the quality of management performance in terms of compliance with policies, 
plans, procedures, laws and regulations; 
 

• evaluate the effectiveness and contribute to the improvement of risk management 
processes, including evaluating the potential for the occurrence of fraud and how the 
Department manages fraud risks; 
 

• assess and make appropriate recommendations for improving the governance process for 
in promoting ethics and values within the Department, ensuring effective organizational 
performance, achieving management’s strategic objectives, communicating risk and 
control information to appropriate areas of the Department, and coordinating and 
communicating information among the governing board, external auditors and 
management; 
 

• review the controls of significant new systems and subsequent revisions before they are 
implemented.  In addition, the environmental, operational and security controls of the 
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Department’s automated processes shall be assessed and reviewed as needed; 
 

• verify the existence of Department assets and assure that proper safeguards are 
maintained to protect them from losses of all kinds; 
 

• audit the reliability and operation of the accounting and reporting systems as needed; 
 

• consider the scope of work of external auditors and regulators, as appropriate, for the 
purpose of providing optimal audit coverage to the Department; 
 

• conduct or participate in internal investigations of suspected fraud, theft or 
mismanagement, and provide advice relating to internal fraud and security; 
 

• identify operational opportunities for performance improvement by evaluating the 
functional effectiveness against Department and industry standards;.  From time to time 
other divisions and individuals may also be engaged in this or similar functions 
 

• coordinate its audit efforts with those of the Department’s external, state, and federal 
auditors; and 
 

• evaluate the adequacy of management’s corrective actions and perform necessary follow-
up procedures to ensure that the corrective actions have been implemented. 

 
The Director of Internal Audit shall: 
 

• ensure that written reports are prepared for every internal audit and that such reports are 
furnished to the director responsible for the audited activity.  Copies of each audit report 
and management’s responses shall be provided to the audit committee and the governing 
board in accordance with the criteria established by the audit committee.  Management is 
responsible for providing the internal audit division with a detailed written response to 
reported deficiencies.  Such response, stating corrective action taken or planned, 
including a target date for completion and the individual responsible for implementation, 
should be received by the director of internal audit within ten (10) business days after 
management has received the report draft disclosing the deficiencies.  Additional 
response time may be granted by the director of internal audit if circumstances warrant 
additional time; 

 
• present a summary of audit activities to the audit committee or to the governing board at 

least three times annually.  Each presentation will include comments about major audit 
findings and if necessary, an opinion of the adequacy of management’s response to the 
audit reports. In addition, the director of internal audit will meet, as needed, with the 
executive director and/or the audit committee to discuss the purpose, authority, 
responsibility and performance of the internal audit division, the status of the audit plan, 
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the status of management’s resolution of audit recommendations, and other significant 
issues involving the internal audit function; 
 

• prepare an annual summary report of audit activities, including opinions on the overall 
condition of the Department’s controls and operations; in the content and manner 
prescribed by the State Auditor’s Office;  
 

• confirm to the audit committee and/or the governing board on an annual basis the 
independence of the internal audit division and its audit staff; 
 

• periodically review the internal audit charter and present it to management, the audit 
committee and/or the governing board for approval; and 
 

• promote and encourage the advancement of audit and control knowledge through the 
dissemination of related information and the active participation in professional groups 
and organizations.   

 
 

S T A N D A R D S   O F   A U D I T   P R A C T I C E 
 
As a means of assuring the quality and performance of the internal audit division, the audit 
committee requires the internal audit division to meet or exceed the International Standards for 
the Professional Practice of Internal Auditing and to comply with the Code of Ethics prescribed 
by the Institute of Internal Auditors and with gGenerally aAccepted gGovernmental aAuditing 
Sstandards, as may be periodically amended.  It is also expected that the internal audit division 
will obtain an external peer review of the internal audit division to evaluate the quality of its 
operations at least once every three years. 
 
 



 
AUDIT COMMITTEE - BOARD RESOLUTIONS 

Resolution # 12-01813-019 
(As approved by the Board on February January 167, 20123) 

 
WHEREAS the original audit committee (Committee) members were appointed by the chairman of the governing 

board (Board) in April, 1992, pursuant to the Texas Government Code, Chapter 2306, Texas Department of Housing and 
Community Affairs (Department), section 2306.056, Committees, and whereas the Committee’s authority and composition 
has not been specified, and whereas the Committee members’ duties and responsibilities have not been previously 
enumerated, the Board hereby resolves the following: 

 
RESOLVED, that the Committee shall have the authority to investigate any organizational activity as it deems 

necessary and appropriate, and shall have unrestricted access to all information, including documents and personnel, and 
shall have adequate resources in order to fulfill the oversight responsibilities it conducts on behalf of the Board, including 
full cooperation of Department employees. The Committee has the authority to pre-approve the annual budget of the 
internal audit division and the annual audit plan, and to approve any non-audit services or requests for audits or 
investigations outside of the annual audit plan. 

 
RESOLVED, that the Committee shall be composed of three board members appointed by the Board’s 

chairperson who shall serve for two year terms each or until their respective successor shall be duly appointed and 
qualified.  Audit committee members shall be free of any relationships that would interfere with their ability to exercise 
independent judgment as a member of the Committee. 

 
RESOLVED, that a chairperson of the Committee shall be appointed by the Board’s chairperson. 
 
RESOLVED, that the Committee shall meet a minimum of three times each year, either in a separate meeting or 

as part of a larger Board meeting, or at such additional or special meetings as may be called as needed by the Board 
chairperson, the Committee chairperson, or the executive director; and that the Committee shall report on its proceedings 
and actions to the Board with such recommendations as the Committee deems appropriate. 

 
RESOLVED, that the Committee’s primary function is to assist the Board in carrying out its oversight 

responsibilities as they relate to financial and other reporting practices, internal control, and compliance with Board and 
ethics policies, and to ensure the independence of the internal audit function. 

 
RESOLVED, that in fulfilling its function, the Committee’s responsibility for (i) financial and other reporting 

practices is to provide assurance to the Board that financial and other reporting information reported by management 
reasonably portrays the circumstances or plans reported; (ii) internal control is to monitor the effectiveness of control 
systems and processes through the results of internal and external audits and reviews; (iii) compliance with Board and 
ethics policies is to periodically inquire of management, the internal audit director, and the independent accountant about 
significant risks or exposures and assess the steps management has taken to minimize such risk; (iv) the internal audit 
function is to support the internal audit division so that internal auditors can gain the cooperation of auditees and perform 
their work independently and free from interference and to provide reasonable assurance that the internal auditors perform 
their responsibilities.   
 
PASSED and APPROVED this 17th day of January, 2013.  
 
 
 
Chair of the Governing Board                                                          
 
 
Executive Director  
 
 
 
Board Secretary   
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation and Discussion of the Internal Audit Peer Review Results. 
 

REPORT ITEM 
 
The Internal Audit Division is required by Government Auditing Standards to receive a peer 
review every three years.  The most recent peer review was in December 2012.  This 
presentation covers the results of that review.  
 
 

BACKGROUND 
 
Internal Audit Standards and the Internal Auditing Act require the Internal Audit Division to 
undergo a peer review every three years.  The Internal Audit Division received a rating of “Pass” 
which is the highest possible rating available.  There were no suggestions for improvement.  
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BOARD REPORT ITEM  

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation and Discussion of the Status of the Fiscal Year 2013 Internal Audit Work Plan. 

 
REPORT ITEM 

 
The Internal Audit Work Plan for Fiscal Year 2013 was approved by the audit committee and by 
the Board on September 6, 2012.  This presentation outlines the current status of the plan. 
 

BACKGROUND 
 
There are six audits on the plan this year.  We have completed two of these audits and released the 
reports: 

• an Audit of the Manufactured Housing Division’s Mailroom Procedures and Processes 
and 

• an Audit of the Program Services Division. 
 
There are two audits that we are currently working on: 

• an Audit of Asset Management, and 
• an Audit of Housing Trust Fund Transfers. 

 
 
In addition, we completed the following non-audit activities that are required by auditing 
standards: 

• the annual review and revision of the internal audit charter and board resolutions, 
• an update of the Internal Audit Division’s policies and procedures, and 
• the Internal Audit Division’s 2012 peer review. 

 
 

 
 
 
 
 



 
Department of Housing and Community Affairs 

Internal Audit Division  
Status of the Fiscal Year 2013 Internal Audit Plan 

as of January 17, 2013 
 

Program 
Area/Division 

Audit Hours 
4160 

Comments 

Asset Management Asset Management 900 In Process 
Program Services Program Services – Quality Assurance 1000 Completed 

Bond Finance Housing Trust Fund Transfers 160 In Process 
Compliance Compliance Monitoring 1000 Pending 

Agency-Wide Loan Processing 1000 Pending 
Mfg. Housing Division Mailroom Procedures and Processes 100 Completed 

Program 
Area/Division 

Management Assistance/ 
Special Projects 

900 Comments 

Internal Audit Conduct Annual Risk Assessment and 
Prepare Fiscal Year 2014 Audit Plan 

120 Due Late Summer 2013 

Internal Audit Annual Review and Revision of Internal 
Audit Charter 

20 Completed 

Internal Audit Review and Revise Internal Audit Policies 
and Procedures to Comply with New 

Auditing Standards 
60 

Completed 

Internal Audit 2012 Peer Review 160 Completed 
Internal Audit Preparation and Submission of the Fiscal 

Year 2013 Annual Internal Audit Report 40 Due Fall 2013 

Internal Audit Coordinate with External Auditors 50 Ongoing  
Internal Audit/IS Consolidate ERM and Risk Assessment 

Processes 
175 Pending 

All Divisions Follow-up on the Status of Prior Audit 
Issues 

125 Ongoing  

All Divisions Tracking the Status of Prior Audit Issues 50 Ongoing  
All Divisions Tracking, Follow-up and Disposal of Fraud 

Complaints 
100 Ongoing  
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BOARD REPORT ITEM 

 INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation and Discussion of Recent Internal Audit Reports. 
 

REPORT ITEM 
 
Internal Audit recently completed the following audits or reviews from our fiscal year 2012 work 
plan: 

• an Internal Audit of the Manufactured Housing Division, and 
• an Internal Audit of the Program Services Division. 

 
BACKGROUND 

 
An Internal Audit of the Manufactured Housing Division 
Internal Audit also provides audit coverage for the Manufactured Housing Division and reports 
the results of those audits to their board.  Since this is a time commitment for internal audit staff, 
we report to the TDHCA board when we perform work in the Manufactured Housing Division. 
 
An Internal Audit of the Program Services Division 
The Program Services Division’s quality assurance activity ensures that programs are adhering to 
and processing draws in accordance with state, federal, and program requirements.  Program 
Services performs the quality assurance review of draws requested by contract administrators for 
the HOME, Housing Trust Fund (HTF), and Neighborhood Stabilization (NSP) Programs.  Of 
the 120 draws tested, 114 (95.0%) contained the required checklists to ensure that the draw 
requirements were met.  In addition, Program Services formally disapproved 13 (10.9%) draws 
due to deficiencies in the required supporting documentation.  Eleven of these draws were 
subsequently corrected and approved. There were no findings for this audit, therefore 
management responses were not required.  
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BOARD REPORT ITEM 

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation and Discussion of the Status of External Audits. 

 
REPORT ITEM 

 
There have been three external audits or monitoring visits so far this fiscal year. A fourth one is 
scheduled to start next month.  

 
 

BACKGROUND 
 
Of the four external audits or monitoring visits in fiscal year 2013, two are complete, one is in 
the fieldwork phase, and one is scheduled to start in February.   
 
 
 
 



TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 
INTERNAL AUDIT DIVISION – STATUS OF FY 2013 EXTERNAL AUDITS  

January 17, 2013 
 

Page 1 of 1 

 
External 

Audits/Activities 
Scope/Description Stage Comments 

SAO 

Annual opinion audits: 
• Basic Financial Statements for the FYE 

August 31, 2012. 
• Revenue Bond Program Audit for the FYE 

August 31, 2012. 
• FY 2012 Unencumbered Fund Balances. 

Completed Final reports were released on December 20, 2012. 

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 2012 and a review 
of significant controls over financial reporting and 
compliance with applicable requirements.  

Reporting The final report will be released in March 2013. 

DPS 
A review of  the Section 8 Program’s use of the 
Criminal History Records Information (CHRI) to 
perform criminal records checks.  

Planning This audit is currently underway. 

DOE DOE will be conducting an onsite monitoring of the 
Weatherization Assistance Program. Scheduled DOE plans to arrive the week of February 11, 2013.  
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BOARD REPORT ITEM  

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation and Discussion of Recent External Audit Reports. 

 
REPORT ITEM 

 
Reports were recently finalized for the last four of the 14 external audits or monitoring visits that 
occurred in fiscal year 2012.   
 

BACKGROUND 
 
The Comptroller’s Post-Payment Audit - The Comptroller’s Office reviewed the Department’s 
purchasing, travel and payroll expenditures to determine if they complied with state laws and 
rules regarding expenditure requirements as well as with Uniform Statewide Payroll/Personnel 
System (USAS) processing requirements.  
 

• Purchase Transactions, Refund of Revenue Transactions and Fixed Assets – No errors 
were identified. 

• Payroll Transactions and Deductions – The audit identified one incorrect longevity 
payment that resulted in an underpayment of $100 to an employee and three personnel 
files missing prior state service documentation. 

• Travel Transactions – Seven transactions were paid early, resulting in a total loss to the 
treasury of $1.52 in interest. 

• Internal Controls – One employee had the ability to adjust payee instructions and approve 
paper vouchers, and one required confidentiality form was not signed timely by the 
employee. 

 
FEMA Close-Out Monitoring of the Alternative Housing Pilot Project (AHHP) – Three issues 
were identified but all three issues were resolved based on the Department’s responses to the 
findings. Documents were submitted to FEMA to complete the grant close-out process.  
 
HUD Technical Assistance and Monitoring Review of the HOME Program - HUD reviewed the 
State’s affordable housing programs in the HOME Division. HUD concluded that the state has 
the continuing capacity to implement and deliver its affordable housing and rehabilitation 
programs at current levels and to manage its financial responsibilities. They noted that the state 
has significantly improved the quality of its monitoring and has implemented a process to 
complete the required annual monitorings of its subrecipients and CHDOs. HUD identified six 
findings and six concerns. The Department provided explanations and/or corrective actions for 
all of the findings identified in the report. 
 
HUD Technical Assistance and Monitoring Review of the HOME Program’s Uniform 
Relocation Act – HUD conducted a monitoring review for compliance with the Uniform 
Relocation Assistance and Real Property Acquisition Policies Act (URA.)  HUD identified three 
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findings and one concern. The findings were: lack of timely relocation notices, incorrect 
replacement housing payment calculations, and lack of compliance with one-for-one replacement 
and relocation requirements for certain demolition and reconstruction projects. The concern was 
that acquisitions for projects undertaken by an entity that receives federal assistance but does not 
have authority to acquire property by eminent domain do not disclose information to the seller as 
required. The Department provided explanations and/or corrective actions for all of the findings 
identified in the report.  
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Texas Department of Housing and Community Affairs 
Uniform Relocation Act and Section 104(d) Compliance Review Response 

 
Finding 1: Failure to provide required relocation notices in a timely manner. 
 
Crestmoor Park South Apartments 
 
Corrective Action: Where occupants vacate the project before being appropriately advised of 
their eligibility or ineligibility for relocation assistance, the grantee must initiate reasonable 
procedures to locate all former occupants who should have received notice. Each occupant's file 
must be documented with attempts to make contact and the results. The State must determine the 
eligibility or ineligibility for relocation assistance for each former occupant who is located and 
assist such persons with advisory services and relocation payments. TDHCA must submit to 
HUD the dates each occupant listed on the Crestmoor Park South Apartments rent roll dated 
January 2009 vacated the following units and the reason for their displacement. Persons who 
moved permanently after September 10, 2009 must be evaluated for their eligibility for URA 
assistance, for which HUD must concur with the State's assessment. 

 
100 101 106 107 109 110 117 118 119 
123 124 127 131 136 140 141 143 145 
151 153 159 161 162 163 164   

 
TDHCA requested, on August 16, 2012 (attached as TDHCA Letter August 16, 2012), 

from Crestmoor Park South’s development owner (hereinafter referred to as “Crestmoor”): 

• A listing by unit number identified under Finding 1 to identify the location of all tenants 
listed on the January 2009 rent roll included with the HOME application for Crestmoor. 

• A listing by unit number identified under Finding 1 to identify the location of all tenants 
listed on the September 10, 2009 rent roll, which is the date the HOME Contract was 
executed by the Crestmoor ownership. 

• All tenants who vacated Crestmoor, after September 10, 2009 and did not execute a lease 
agreement upon completion of renovations must be located. Examples of reasonable 
procedures to locate former occupants include: 

• Certified mail to forwarded address; 
• Public notice i.e. newspaper advertisement; 
• Contacting the Emergency Contacts noted in applications; etc. 

• Determination of eligibility for permanent relocation assistance under the URA, with 
backup documentation. 

TDHCA informed Crestmoor that all persons who moved permanently after September 9, 
2009 must be evaluated for their eligibility for relocation assistance by completing an Excel 
spreadsheet created by TDHCA staff for this purpose. 

Crestmoor responded on September 25, 2012 (attached as Crestmoor Response - 
September 25, 2012) providing incomplete or unsatisfactory support documentation. The 
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response was determined to be inadequate, and on October 10, 2012 (attached as TDHCA Email 
– October 10, 2012), TDHCA requested the information above again. On October 17, 2012 
(attached as Crestmoor Response – October 17, 2012), Crestmoor responded to Finding 1 
providing documentation summarized below.  

 
January 2009 Rent Roll- General Information Notice (GIN)  

Crestmoor provided the requested TDHCA URA Rent Roll spreadsheet (attached as 
TDHCA URA Rent Roll – January 2009) and Crestmoor January 2009 Rent Roll (attached as 
Crestmoor January 2009 Rent Roll).  Twenty one (21) of 25 units identified under Finding 1 
were documented on the January TDHCA rent roll.  Crestmoor submitted five NND’s (attached 
as NND’s – attached with Jan Rent Roll) for tenants not listed on the rent roll; however, move-in 
date confirmation to completed project was not provided. Last, Crestmoor listed unit 140 on the 
rent roll as well as provided a separate NND for the same unit. The tenant names differ; 
therefore, clarification follow-up is required.   

Crestmoor provided the following explanations including support documentation for the 
21 units listed on the TDHCA rent roll: 

• Tenant occupancy assessment 
o  Two evictions – units 100 and 109 
o  One abandonment – unit 153 
o  Three tenants moved to nursing home or rehab or senior complex– units 123, 161 

and 159 
o Eight with reason “not given”– units 101, 106, 117, 119, 140, 127, 141, and 143 
o Five tenants provided “reasons for move” – 107,110, 145, 162 and 163 
o One tenant “no paper work” - 136 

• Copies of 21 out of 25 Security Deposit Refund (Move-out) Determinations signed by 
Property Manager  

• Copies of six letters advising tenants of potential relocation assistance eligibility 
including certified mail receipts (attached as Certified Mail Receipts and Letters) with 
“return to sender” stamped sent to tenants who could not be located. The six units 
identified are:   

o 100 (eviction) 
o 107 (move-out notice)  
o 109 (eviction) 
o 131 (move-out without notice) 
o 143 (move-out w/o notice)   
o 145 (move-out with notice)  

• Certification signed by Property Manager including copy of Notice (GIN) advising  
tenants  was hand delivered to residents on February 12, 2009 (attached as GIN Delivery 
– Property Manager Certification) 

TDHCA is in the process of sending a response to Crestmoor requesting support 
documentation for tenants who received NND’s and returned to the completed project. TDHCA 
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will also require verification of all tenants listed as evictions, unit abandonment and/or “no 
paperwork”. TDHCA will also seek guidance from HUD Relocation Specialist to determine if 
further actions are required. 

 
September 10, 2009 Rent Roll - Initiation of Notice (ION)  

Crestmoor completed the requested TDHCA URA Rent Roll spreadsheet (attached as 
TDHCA URA Rent Roll – September 2009) and Crestmoor September 2009 Rent Roll (attached 
as Crestmoor September 2009 Rent Roll). Twenty (20) of 25 units identified under Finding 1 
were listed on the September 2009 TDHCA rent roll. Crestmoor submitted five separate NND’s 
(attached as NND’s attached to September 2009 Rent Roll) for tenants not listed on the rent roll; 
however, move-in date confirmation to completed project was not provided.   

Additionally, of the 25 units listed under Finding 1, ten (10) tenants were also listed as 
occupants in both the January and September 2009 rent rolls. These tenants are no longer 
occupants. Crestmoor submitted copies of certified mail return receipts stamp “return to sender” 
(attached as Certified Mail Receipts and Letters). Crestmoor also published an ad in the local 
paper ad (attached as TDHCA October 11, 2012 Email, Instructions for Newspaper Ad, Text and 
Ad Invoice) that included 24 of 25 tenant names listed on the September 2009 rent roll with a 
response due date of December 1, 2012.  (Unit 123) is not included in the 
published ad; however, the rent roll lists this tenant as being moved to a nursing home on April 
23, 2010.  

Determination of relocation assistance is required for all 20 names listed unless 
Crestmoor submits support documentation verifying relocation assistance ineligibility for five of 
the 20 names listed, which would reduce relocation assistance to 15 tenants. The following are 
reasons why these tenants may not be eligible to receive assistance:    

• Tenant relocation assistance ineligibility assessment: 
o   – Evicted on August 31, 2009 – documentation required 

and confirmation of vacant unit status on September 10, 2009. 
o  – Evicted on September 15, 2009 – documentation 

required. 
o   – In nursing home with move-out date of April 23, 2010 – 

documentation required.  
o  - Evicted on August 23, 2009 – documentation required and 

confirmation of vacant unit status on September 10, 2009. 
o  – Deceased with move-out date of September 29, 2011 – 

verification required. 
o ) – Evicted on May 7, 2010 –documentation required. 

TDHCA is in the process of sending a response to Crestmoor requesting support 
documentation for tenants who received NND’s and returned to the completed project. In 
addition, Crestmoor must confirm eligibility or ineligibility relocation assistance for tenants who 
were evicted, are in nursing homes or deceased on September 9, 2009. Crestmoor must submit 
documentation verifying response or no response for tenants listed on the newspaper published 
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ad. For those tenants that respond and are determined eligible to receive relocation assistance, 
verification of full compliance with URA and Section 104(d) is mandated.  

 
HPD Red Oak  
 
Corrective Action: TDHCA must submit to HUD a listing by unit number of the final location of 
all tenants listed on the rent roll included with the HOME application for HPD Red Oak.  All 
tenants who vacated the three sites after August 30, 2010 and did not execute a lease agreement 
upon completion of renovations must be located and for the purposes of offering permanent 
relocation assistance under the URA.  HUD must concur with the State’s determinations. 

TDHCA requested, on August 17, 2012, from HPD Red Oak’s development owner 
(hereinafter referred to as “Red Oak”): 

• A listing by unit number to identify the final location of all tenants listed on the rent roll 
included with the HOME application for HPD Red Oak. 

• All tenants who vacated the three sites, after August 30, 2010 and did not execute a lease 
agreement upon completion of renovations must be located. Examples of reasonable 
procedures to locate former occupants include: 

• Certified mail to forwarded address; 
• Public notice i.e. newspaper advertisement; 
• Contacting the Emergency Contacts noted in applications; etc. 

• Determination of eligibility for permanent relocation assistance under the URA, with 
backup documentation. 

TDHCA informed Red Oak that all persons who moved permanently after August 30, 
2010 must be evaluated for their eligibility for relocation assistance by completing an Excel 
spreadsheet created by TDHCA staff for this purpose. 

Red Oak responded on September 7, 2012 (all correspondence is attached).  The response 
was not determined to be adequate, and on September 12, 2012, TDHCA requested the 
information above again. On October 5, 2012, Red Oak responded to the finding and stated that 
they did not believe that lack of issuance of notification was sufficient cause to deem the 
households who did not reoccupy the property displaced and eligible for relocation assistance. 
On October 16, 2012, TDHCA requested that Red Oak submit the information to clear this 
deficiency as initially requested on August 17, 2012. The attorney for Red Oak,  
submitted a letter detailing the reasoning behind their determination that URA is not applicable 
to these tenants on October 22, 2012. TDHCA is in the process of drafting a response to this 
most recent communication. 

TDHCA will take every measurable action to ensure compliance with URA and to rectify 
the issue of noncompliance detailed in the monitoring letter. TDHCA will continue to work 
closely with Red Oak to clear the finding. The development owner has been awarded funds by 
the TDHCA board for another development, and has not, and may not; execute a loan 
commitment until this finding is resolved to the satisfaction of HUD and TDHCA. Additionally, 
failure to comply with TDHCA requests to clear this finding may result in loss of future awards 
to members of this development team.   
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Policies and Procedures 
 
Corrective Action: For future funding cycles, the State must develop and submit to HUD policies 
and procedures that identify how it will implement and monitor technical compliance with the 
URA for its HOME-funding multifamily rehabilitation/reconstruction program.  
 

TDHCA rules, Notices of Funding Availability (NOFAs), applicant certifications and/or 
written agreements for funds subject to URA and Section 104(d) shall include required 
references of federal regulations and state compliance mandates, as appropriate. TDHCA created 
a Relocation Handbook to communicate relocation policies, procedures and state and federal 
mandates to recipients of funds subject to URA and Section 104(d). Additional resources can be 
found at the TDHCA relocation website at http://www.tdhca.state.tx.us/program-
services/ura/index.htm. The site distributes training materials; direct links to URA and Section 
104(d) regulations; and provides a link to the HUD Handbook 1378 to adequately advise 
recipients of state and federal mandates. TDHCA provides, and in some cases mandates, the use 
of TDHCA spreadsheet templates to capture occupancy data and excel tools to assist in the 
calculation of tenant relocation payments and project relocation budgets. TDHCA used HUD 
guidelines to create templates for the most common relocation notices. Additional guidance will 
be made available during webinar and in-person trainings. Last, the TDHCA relocation 
monitoring scope and tools will test for compliance of URA and Section 104(d) during on-site 
and desk reviews. 
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Finding 2: Incorrect replacement housing payment calculations; improper disbursement and 
failure to evidence receipt of replacement housing payments; failure to provide referrals to 
decent, safe and sanitary replacement dwellings; and failure to ensure persons were 
permanently relocated to same. 
 
HPD Red Oak 

 
Corrective Action: For HPD Red Oak, TDHCA must initiate a recalculation of the replacement 
housing payments for units 14 and 109.  Tenants must be made aware of the revised calculation, 
which must be approved by HUD. Any underpayment for which a tenant may be otherwise 
entitled must be issued to the tenant. For unit 109, since the tenant was not offered a comparable 
replacement dwelling before leasing and occupying the replacement, the revised payment must 
be based on the actual replacement chosen by the displacee provided it is otherwise decent, safe, 
and sanitary. Technical assistance will be provided for unit 14 upon request, given the tenant 
received a replacement housing payment but did not actually enter into a written lease 
agreement. 
 

TDHCA requested, on August 17, 2012, from HPD Red Oak the following information 
for the two displaced households identified in the monitoring letter:  

Unit 109:  
• Recalculation and documentation of corrected rental assistance payment.  
• Verification of the exact amount of monthly rent and utilities paid by the tenant at the 

displacement dwelling.  
• Certification that the displacement dwelling met decent, safe, and sanitary standards.  
• Evidence the tenant received moving cost and rental assistance payments.  

 
Unit 14:  

• Recalculation and documentation of corrected rental assistance payment.  
• Certification that the displacement dwellings met decent, safe, and sanitary standards.  
• Documentation verifying arms-length rental lease and a comparable unit study to ensure 

cost reasonableness.  
 
Red Oak responded on September 7, 2012 (documentation attached). TDHCA accepted, 

for both households, the income documentation and decent safe and sanitary replacement 
dwelling inspection forms. TDHCA also accepted the market study of comparable units and 
lease agreement for Unit 14-  Photographs of the rental unit leased by the  
household were also submitted for TDHCA review.   

On October 4, 2012, TDHCA requested further information (correspondence attached). 
TDHCA calculated the allowable rental assistance payments to the  
households and provided further instruction on disbursement. On October 5, 2012, Red Oak 
submitted additional response which included acceptance of the TDHCA relocation budget 
worksheets and copies of both the initial payments already made to the households and copies of 
checks to be disbursed upon TDHCA approval. On October 8, 2012, TDHCA placed a call to 
Red Oak in which it was determined that claim forms should be submitted by both the  
and  households as verification that the households were aware of and would 
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receive proper payment. TDHCA sent the HUD claim form templates to Red Oak on that date.  
The completed forms have not been submitted to TDHCA as of October 23, 2012, but we 
anticipate that the forms will be submitted in the very near future, at which point we will advise 
Red Oak to disburse the funds to the households.   

Policies and Procedures 
 
Corrective Action: TDHCA must also include a process in which all URA replacement housing 
and moving payments will be approved by designated staff prior to issuance of a Notice of 
Eligibility for Relocation projects involving demolition and/or reconstruction.  
 

The TDHCA Relocation Handbook requires recipients of funds subject to URA and 
104(d) to submit, at Initiation of Negotiations, copies of the Notices of Non-Displacement and 
Notices of Eligibility for each tenant that is supported by the Household Relocation Assistance 
Budget Calculator (See Appendix 6 in the Relocation Handbook). TDHCA will review and 
approve the documentation for accuracy and consistency with all federal and state relocation 
requirements. The approval will occur prior to the initial disbursement of federal funds.  
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Finding 3: Failure to comply with one-for-one replacement and relocation requirements for 
certain projects involving demolition and/or reconstruction. 
 
The Heights at Corral 
 
Corrective Action: TDHCA must provide evidence the Housing Authority of the City of 
Kingsville made direct payment or reimbursement for all disconnection and reconnection of 
necessary utilities (i.e., water, sewer, gas, and electricity). Additionally, TDHCA must submit to 
HUD an examination of each tenant’s eligibility for a replacement housing “gap” payment. Gap 
payments are often made to a displaced subsidized tenant to defray the additional cost for 
rent/utilities associated with his/her move from a public housing unit to a Housing Choice 
Voucher unit.  
 

TDHCA requested, on August 27, 2012 (attached as TDHCA Letter – August 27, 2012), 
from The Heights at Corral’s development owner (hereinafter referred to as “The Heights”): 

• Evidence that the Kingsville Housing Authority made direct payment or reimbursement 
for all disconnection and reconnection of necessary utilities. 

• An examination of each tenant’s eligibility for a replacement housing “gap” payment 
(payment made to a displaced subsidized tenant to defray the additional cost for 
rent/utilities associated with his/her move from a public housing unit to a Housing Choice 
Voucher unit). 

TDHCA informed The Heights that they should use TDHCA’s Relocation Budget 
Assistance Calculator to determine 1) if a tenant was eligible for a replacement housing “gap” 
payment, and 2) if the voucher payment standard was sufficient to cover all rent and utility costs 
at the replacement units beyond the out-of-pocket costs paid at the displacement site. 

The Heights responded on September 17, 2012. Of the 57 tenants that occupied Brown 
Villa (to be known as The Heights at Corral after demolition and reconstruction), 36 tenants 
moved to privately managed properties, 6 moved to another public housing property, 11 tenants 
voluntarily vacated the property, and 4 tenants were either evicted or terminated for cause. 
TDHCA will require “The Heights” to submit documentation of the 11 “voluntary moves” and 
four evictions to determine if the 15 tenants were properly evaluated for eligibility or ineligibility 
to receive relocation assistance. 

Regarding reimbursement for disconnection and reconnection of necessary utilities and 
moving expenses, The Heights provided the same documentation that they submitted in June 
2012. Since they provided the same documentation from June in response to our September 
request for evidence that direct payment or reimbursement was made for disconnection and 
reconnection of necessary utilities, TDHCA determined the resubmission of the same 
documentation as unsatisfactory. TDHCA seeks further guidance from the HUD Relocation 
Specialist concerning the acceptable type of documentation required of The Heights to ensure 
full compliance is met.  

Regarding examinations of each tenant’s eligibility for a replacement housing “gap” 
payment, The Heights submitted 20 TDHCA Relocation Assistance Budget Calculators (attached 
as 20- TDHCA Relocation Assistance Calculators). However, when compared to the supporting 
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documentation, data contained on the forms did not match or was incomplete. To assure receipt 
of documentation that substantiates the appropriateness of tenant relocation payments, The 
Heights received instructions to resubmit a TDHCA Relocation Budget Assistance Calculator 
and attach verification of payments for each tenant. The Heights submitted 20 of the 36 TDHCA 
forms for tenants who received Housing Choice Vouchers. However, the Calculators were 
incorrectly completed as they entered the number of rooms in the Total Moving Expense cell 
instead of the dollar amount and did not contain the requested support documentation. With 
exception of the 6 tenants who moved to public housing (attached as Six PHA Leases, Security 
Deposit receipts and misc relocation receipts), TDHCA will require The Heights to resubmit 
corrected forms for all 36 tenants who moved to privately managed units including substantiation 
of payment. Contingent on documentation received for the remaining 11 “voluntary moves” and 
four “evictions” in question, additional relocation assistance forms may be required.  The 
Heights also provided HUD-50058 (Family Report) forms (samples attached as HUD 50058 
forms Sampling of 36 tenant forms received) and leases for all thirty-six tenants who received 
vouchers, as well as a list of the six tenants who moved to another public housing authority 
property, demonstrating each tenant’s eligibility for the housing “gap” payment.     

TDHCA is in the process of drafting a response to the Heights after this most recent 
submission of documents. 

TDHCA will take every measurable action to ensure compliance with URA and Section 
104(d) and to rectify the issue of noncompliance detailed in the monitoring letter. TDHCA will 
continue to work closely with The Heights to clear the finding. Additionally, failure to comply 
with TDHCA requests to clear this finding may result in loss of future awards to members of this 
development team.   

 
Policies and Procedures 
 
Corrective Action: TDHCA must make public and submit to HUD a one-for-one replacement 
plan for this project. Finally, TDHCA must submit to HUD its proposed procedures for 
implementing and monitoring section 104(d) compliance. Technical assistance may be provided 
upon request. 
 
 TDHCA will request documentation from The Heights to support the elimination of eight 
4-bedroom units. Verbal communication with the Kingsville Housing Authority indicates that of 
the eight 4-bedroom units, four were leased to families being overhoused, two units were used 
for Headstart and Family Planning, and two units were vacant. The Heights also indicated that 
other Kingsville Housing Authority properties (Canal Villa and Maple Circle) are experiencing 
lack of demand for 4-bedroom units. 

TDHCA has adopted and published the following language in the 2013 Uniform 
Multifamily Rule (pending Board approval) for what constitutes an ineligible proposed 
development at application: 

“A Development utilizing a Direct Loan that is subject to the Housing and Community 
Development Act, §104(d), requirements and proposing Rehabilitation or Reconstruction, 
if the Applicant is not proposing the one‐for‐one replacement of the existing unit mix.” 
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The following language is in the HOME Certification submitted with the application: 
 

“Before receiving a commitment of HOME funds for a project that will directly result in 
demolition or conversion, the project owner will make the information public in 
accordance with 24 CFR Part 42 and submit to TDHCA the following information in 
writing […] Information demonstrating that any proposed replacement of housing units 
with similar dwelling units (e.g. a 2‐bedroom unit with two 1‐bedroom units) or any 
proposed replacement of efficiency or SRO units with units of a different size is 
appropriate and consistent with the housing needs of the community.” 
 

TDHCA rules, Notices of Funding Availability (NOFAs), applicant certifications and/or 
written agreements for funds subject to URA and Section 104(d) shall include required 
references of federal regulations and state compliance mandates, as appropriate. TDHCA created 
a Relocation Handbook to communicate relocation policies, procedures and state and federal 
mandates to recipients of funds subject to URA and Section 104(d). Additional resources can be 
found at the TDHCA relocation website at http://www.tdhca.state.tx.us/program-
services/ura/index.htm. The site distributes training materials; direct links to URA and Section 
104(d) regulations; and provides a link to the HUD Handbook 1378 to adequately advise 
recipients of state and federal mandates. TDHCA provides, and in some cases mandates, the use 
of TDHCA spreadsheet templates to capture occupancy data and excel tools to assist in the 
calculation of tenant relocation payments and project relocation budgets. TDHCA used HUD 
guidelines to create templates for the most common relocation notices. Additional guidance will 
be made available during webinar and in-person trainings. Last, the TDHCA relocation 
monitoring scope and tools will test for compliance of URA and Section 104(d) during on-site 
and desk reviews. 

 
Concern 1: Acquisitions for projects undertaken by an entity that receives Federal financial 
assistance but does not have authority to acquire property by eminent domain do not disclose 
information to the seller as required.  
 

The Relocation and Acquisition Disclosure - Seller Voluntary Arms Disclosure 
Agreement form (Appendix 2 of the Relocation Handbook) is required at time of application in 
order to comply with disclosure requirements related to the acquisition of the property.  
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BOARD REPORT ITEM  

INTERNAL AUDIT 

JANUARY 17, 2013 

 
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:  

• 19 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. Of these: 

o 15 are for the Neighborhood Stabilization Program (NSP), 
o 2 are for the Community Affairs Division, 
o 1 is for the Financial Administration Division, and 
o 1 is for the Compliance Division. 

• 11 issues are “pending” and are reflected on the attached list. Internal audit will verify 
and close these issues once they are reported as “implemented.” Of these: 

o 2 are for the Neighborhood Stabilization Program (NSP),  
o 4 are for the Homeless Housing and Services Program, and 
o 5 are for the HOME Multifamily Program. 
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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): 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: 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. 

Target Implementation Date: 02/29/12 

Actual Implementation Date: 10/15/12 

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: 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: 01/31/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented.  Recommendation Age (in days): 244 
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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 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: Implemented – Not Verified

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 

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: 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 
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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: 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 were 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 HOME Multifamily Program    Division: Multifamily Allocation Division 

Report Date: 05/16/2012          Current Status: Pending

Finding: HOME Multifamily does not always process draws within five to ten business days as required by the HOME Performance Management Standard 
Operating Procedure. Five (14.3%) of the 35 judgmentally selected project draws and six (20.7%) of the 29 judgmentally selected CHDO operating 
draws were not processed within 10 business days. The longest processing time noted for these draws was 24 business days for project draws and 16 
business days for CHDO operating draws. 

Recommendation: The Department should ensure that draws are processed within the timeframe required by HOME Multifamily. 

 

Management Response: Staff concurs with the recommendation and will ensure that draws are processed within the timeframe 
required. Management notes that part of the resolution to this finding may include amending the process 
to include a more realistic timeframe for draw completion; draw processing for multifamily is often more 
time-consuming because of factors related to the final construction inspection and because of the 
complexity and volume of the invoices submitted. 

Target Implementation Date: 05/31/12 

Actual Implementation Date: N/A 

 

  Status: 

 

Management has not yet reported this recommendation as implemented. 

 

Recommendation Age (in days): 281 
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Report Name: An Internal Audit of the HOME Multifamily Program    Division: Multifamily Allocation Division 

Report Date: 05/16/2012          Current Status: Pending

Finding: The HOME Multifamily Standard Operating Procedures (SOP) for Application Intake and Award Process; Contract Generation; Setups, 
Disbursements, and Loan Closings; and Performance Management are not finalized as of January 27, 2012.  

The Application Intake and Award Process; Contract Generation; Setups Disbursements, and Loan Closings; and Performance Management SOPs are 
not signed or dated.  

Furthermore, the Application Intake and Award Process and Contract Generation SOPs do not have an effective date indicated and the Application 
Intake and Award Process additionally has comments and corrections throughout. 

Recommendation: The Department Should finalize, sign, date and distribute the HOME Performance Management policies and procedures. 
  
The Department should ensure that policies and procedures are finalized, signed and dated, and distributed to the Department's staff. 
  
The Department should ensure that the HOME Multifamily policies and procedures are finalized, signed, dated and distributed to the Department's 
staff. 

 

Management Response: Staff will also ensure that the appropriate processes for Performance Management will be finalized, signed 
and dated. 
  
All existing HOME procedures are under review and management is committed to finalizing and signing 
SOPs by the end of May. All of the information contained in this audit will be considered as modifications 
are made to the SOPs. 
  
As stated above, existing HOME procedures are under review and management is committed to finalizing 
and signing SOPs by the end of May. 

Target Implementation Date: 05/31/12 

Actual Implementation Date: N/A 

  

 Status: 

 

Management has not yet reported this recommendation as implemented. 

 

Recommendation Age (in days): 281 
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Report Name: An Internal Audit of the HOME Multifamily Program    Division: Multifamily Allocation Division 

Report Date: 05/16/2012          Current Status: Pending

Finding: The supporting documentation for the draws was not always available or did not always adequately support draws for both the project draws and the 
CHDO operating draws we tested. The HOME Program Specialists use draw checklists which are contained in the HOME Access database to review 
the requests and the supporting documentation, and to approve or disapprove the draw request.  We tested a judgmentally selected sample of 35 project 
draws and found that 18 (51.4%) did not have adequate or complete supporting documentation available in the Housing Contract System, the HOME 
Program electronic files, or the hard copy file. We also tested 29 CHDO operating draws and found that 23 (79.3%) did not have sufficient supporting 
documentation available in the Housing Contract System, hardcopy contract files, or the HOME Program’s electronic files as required. 

Recommendation: The Department should: 
• ensure that draw requests are not approved until all items required by the draw checklist are verified, and 
• ensure that draw documentation is sufficient to adequately support costs. 

 

Management Response: Internal Audit's recommendations speak to ensuring adequate support for costs paid. Although this 
supporting documentation may come in multiple forms due to the limited Federal guidance simply 
requiring that CHDO draw support prove CHDO costs are "necessary and reasonable," staff will work to 
ensure that a timesheet, paystub or other appropriate documentation of pay (at the determination of 
division management) is included with every CHDO draw that is claiming staff time as a cost. Checklists 
will be updated as necessary, the SOP will be revised to provide further clarity and management will 
continue to work to make sure that program guidelines are consistently applied by all staff processing 
draws. 

Target Implementation Date: 05/31/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 281 
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Report Name: An Internal Audit of the HOME Multifamily Program    Division: Multifamily Allocation Division 

Report Date: 05/16/2012          Current Status: Pending

Finding: There were two of eighteen contracts (13.3%) that had contract start and end dates in the Housing Contract System which did not agree with the 
effective dates and the termination dates of the executed contracts. One contract was listed in the Housing Contract System to start and end 6 days 
earlier than the executed contract, and one contract was listed to start and end 2 days later than the executed contract. 

Recommendation: The Department should ensure that contract information is accurately entered into the Housing Contract System during contract setup. 

Management Response: Management understands, and fully agrees with, the importance of accuracy of information input in the 
Housing Contract System. An additional step will be added to the current procedure to confirm the 
contract system data against the actual executed contract. 

Target Implementation Date: 05/31/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 281 
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Report Name: An Internal Audit of the HOME Multifamily Program    Division: Multifamily Allocation Division 

Report Date: 05/16/2012          Current Status: Pending

Finding: HOME Multifamily is not always tracking contract amendments or maintaining supporting documentation for amendments. We judgmentally selected 
a sample of 15 amended contracts from an incomplete population of 37 amended contracts which were amended from September 1, 2010 to February 
1, 2012. Amended contracts were sampled rather than individual amendments because the complete population of amendments for HOME Multifamily 
contracts could not be determined. We were unable to determine the complete population of amendments because this information has not been 
consistently tracked. 

Recommendation: The Department should ensure that all amendments are tracked and the supporting documentation is maintained as required. 

Management Response: The Multifamily Finance Division is currently building a pipeline management database in Microsoft 
Access to track and manage all multifamily programs. The amendments will be tracked in this new 
system, which is expected to be implemented in the fall. In the meantime, staff will track all multifamily 
Contract amendments in a spreadsheet. Additionally, documentation of the amendment request will be 
saved in the Division's electronic files. 

Target Implementation Date: 05/31/12 

Actual Implementation Date: N/A 

   

Status: 

 

Management has not yet reported this recommendation as implemented. 

 

Recommendation Age (in days): 281 
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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: Implemented –Not Verified

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: 12/31/11 

  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 25 of 33 
 

 

Report Name: DOE Financial Management and Administration Monitoring Report  Division: Community Affairs Division 

Report Date: 3/1/2012          Current Status: Implemented – Not Verified

Finding: In the course of this review it was noted that labor categories presented against Annual funds were consistent; however, the time being charged was 
substantially inconsistent with the approved budget. Specifically, the charges reviewed were approximately 63 percent below the approved budgeted 
personnel costs. The degree of inconsistency is extreme in comparison to other WAP grant recipients who presented lower than estimated payroll 
expenditures. The Project Officer's Technical Monitoring Report also noted this issue.  
   
When this issue was discussed with the Grantee, they stated that it is anticipated that labor charges will become more in line as there are more 
expenditures to the grant as described in the "Uncosted Balances" section of this report, which shows the remaining balance of the Annual grant as 
$8,653,924.44.  
 

Recommendation: TDHCA should submit a Corrective Action Plan within 60 days of receipt of this report that illustrates a path forward to expend the remaining 
uncosted balances and distribute spending more consistently across both WAP grants, considering the ramping down of the ARRA award, throughout 
the remaining grant period. 

Management Response: During the ARRA weatherization grant period, Texas Subrecipients produced ARRA units at an 
unprecedented rate. The Department charged costs at a rate that was in proportion to the amount of 
activity observed through monitoring at the Subrecipient level and the amount of staff time spent 
supporting the grant. The Department has already experienced an increase in formula grant activity at the 
Subrecipient level. As the Department successfully winds down the ARRA grant, we expect that 
weatherization activity for the formula grant will return to its pre-ARRA level. In turn, Department staff 
will spend more time and resources supporting the grant, expending all grant funds by the end of the grant 
period. Under regular operation of our program, the Department will always strive to expend 100% of 
grant funds in accordance with Department of Energy requirements within the grant period. 

Target Implementation Date: 03/31/13 

Actual Implementation Date: 7/24/12 

   

  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: KPMG 2010 Statewide Single Audit        Division: Financial Administration Division 

Report Date: 2/29/2012           Current Status: Implemented –Not Verified

Finding: The Texas Department of Housing and Community Affairs (TDHCA) used a modified direct cost methodology to receive cost reimbursement under 
their Federal awards for select agency wide type expenses. The modified direct cost methodology allocates expenses among various federal programs 
based on full time employees (FTEs) assigned to each respective federal program. The modified direct cost methodology has not been submitted to 
their cognizant agent for approval. Therefore, these expenses should have been allocated to the various federal programs based on their approved 
Indirect Cost Rate Agreement dated August 24, 2011. The approved rate is 43% with a base of direct salaries.  
   
For one specific sample item, the agency wide type expense was for disaster recovery information technology issues. TDHCA prepared an analysis of 
the allocation based on the Indirect Cost Rate Agreement as compared to their modified direct cost methodology. The variances between federal 
programs were less than $1,000 per program. The total drawn from the federal programs was less than the 43% that would have been allowable under 
the Indirect Cost Rate Agreement. Therefore there are no questioned costs. 

Recommendation: TDHCA should seek approval for their modified direct cost methodology or use the approved Indirect Cost Rate Agreement. 

Management Response: The Department will review its methodology for allocating agency wide type expenses and will either 
seek approval for continued use of the modified direct cost methodology or use the approved Indirect Cost 
Rate Agreement. Using the approved Indirect Cost Rate Agreement for all agency wide type expenses will 
ensure that draws are consistent with the approved rate. 
 

Target Implementation Date: 08/31/12 

Actual Implementation Date: 08/31/12 

  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: KPMG 2010 Statewide Single Audit        Division: Compliance Division 

Report Date: 2/29/2012           Current Status: Implemented –Not Verified

Finding: The HUD 60002 Report for NSP was submitted timely for the fiscal year ending January 31, 2011. However, no supporting documentation was 
maintained to verify the completeness and accuracy of the amounts being reported. 

Recommendation: TDHCA should maintain documentation to support the HUD 60002 Reports filed. 

Management Response: TDHCA Compliance and Monitoring Division is drafting a monitoring plan and tool for review and 
verification of Section 3 data submitted by all subgrantees. It is anticipated that data provided for the 2011 
Program Year Section 3 report will be subject to monitoring in accordance with Compliance and Asset 
Monitoring's established protocols. 
 

Target Implementation Date: 07/24/12 

Actual Implementation Date: 08/15/12 

  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: KPMG 2010 Statewide Single Audit               Division: Neighborhood Stabilization Program 

Report Date: 2/29/2012                 Current Status: Implemented – Not Verified

Finding: Per review of the DRGR system, the September 30, 2010 report was the only Quarterly Performance Report (QPR) that was submitted for NSP as of 
September 2011. It was submitted approximately one hundred ninety-five days late and subsequently rejected awaiting modifications. All other 
required DRGR reports for NSP had not been submitted as of September 2011; therefore, none of these reports could be tested for completeness and 
accuracy. 

Recommendation: TDHCA should establish a process for filing the required NSP reports. 

Management Response: The Texas Department of Housing and Community Affairs (TDHCA), as the state agency charged with 
administration of the Neighborhood Stabilization Program (NSP) in Texas, is required to file quarterly 
progress reports (QPRs and each a QPR) with the US Department of Housing and Urban Development 
(HUD). At the outset of NSP TDHCA failed to organize and staff to be able to file QPRs on a proper 
timely basis.  Efforts to utilize non-NSP staff to assist in addressing QPR requirements were not 
successful, and in August 2011 TDHCA hired an NSP Information Specialist to assume responsibility for 
the QPRs. The NSP Information Specialist has received the training on the HUD systems used to file 
QPRs and on the requirements of NSP. It is necessary to submit QPRs in sequential order and to have 
each QPR accepted by HUD before filing the next QPR. Since the effective date of the audit TDHCA has 
submitted, received requests for corrections, corrected, and resubmitted successfully its QPR for 3rd 
quarter 2010, 4th quarter 2010, and 1st quarter 2011. TDHCA has submitted its QPR for the 2nd quarter 
of 2011 and is awaiting HUD approval. The 3rd quarter QPR is ready to submit as soon as 2nd quarter is 
approved. The 4th quarter QPR is due January 31, 2012. TDHCA believes, assuming no unanticipated 
issues are raised in the HUD review process, it will be current on its QPR filings by February 2012 and 
that it will be able to remain current. Due to HUD review and approval timing, it is anticipated that the 1st 
quarter, 2012 report will be timely submitted on or before April 30, 2012. Throughout this process HUD 
staff has been kept apprised on a current basis. Because the corrective work has continued into fiscal year 
2012, it is anticipated this will, however, be a recurring finding in that year. 

Target Implementation Date: 07/24/12 

Actual Implementation Date: 07/24/12 

  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 Homeless Housing and Services Program    Division: Community Affairs Division 

Report Date: 8/17/2012           Current Status: Pending

Finding: Funds for two (25.0%) of the eight subrecipients were not paid in accordance with their contracts. 

Recommendation: The Department should ensure that draws comply with the subrecipient contracts prior to payment. 

Management Response: The Department acknowledges the need to improve oversight of the draw management process. The 
Department is currently exploring the feasibility of adding expenditure limit validations into the contract 
system. These validations would not allow Subrecipients to request amounts over the maximum allowed 
by contract requirements. 
 

Target Implementation Date: 09/15/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 94 
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Report Name: An Internal Audit of the Homeless Housing and Services Program    Division: Community Affairs Division 

Report Date: 8/17/2012           Current Status: Pending

Finding: The Department does not have a process in place to ensure subrecipients comply with the matching funds requirement outlined in the subrecipient 
contracts. For the eight subrecipients there were a total of 18 contract amendments that impacted the contract budget. Six (33.3%) of the 18 resulted in 
an increase in the final allocation, which meant that the matching funds requirements should have also increased. However, none of these six contract 
amendments included an increase to the matching funds required by the contracts. 

Recommendation: The Department should develop a process to ensure that subrecipients comply with the matching funds requirement in their contract. The matching 
funds requirement should be adjusted when contract amendments are made which result in an increase in the final contract amount. 
 

Management Response: The Department acknowledges that adjustments to the match requirements in the contracts were not 
sufficiently adjusted. Future HHSP contracts will not include a match requirement as the governing statute 
does not include language regarding match, as the original rider did. Staff assures that in the future 
contract requirements, for match or otherwise, will be more thoroughly tracked. 
 

Target Implementation Date: 09/15/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 94 
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Report Name: An Internal Audit of the Homeless Housing and Services Program    Division: Community Affairs Division 

Report Date: 8/17/2012           Current Status: Pending

Finding: There are 49 HHSP services in the subrecipient contracts which subrecipients agreed to provide to a targeted number of clients. The HHSP Monthly 
Performance Report tracks all performance metrics for 27 (55.1%) HHSP services, some but not all performance metrics for 19 (38.8%) HHSP 
services, and does not track any performance metrics for three (6.1%) HHSP services. 

Recommendation: The Department should ensure that the performance metrics reported by the subrecipient accurately measure the subrecipients’ progress towards 
meeting the goal outlined in their contracts. 
 

Management Response: The Department acknowledges the need to improve oversight in this area. In future contracts, the 
Performance Measures exhibit to the contract will include items that more consistently reflect the metrics 
to be achieved, and monthly reporting will include submission relating to all contract measures. Further, 
the contracts will include benchmarks setting the rate at which Subrecipients must meet their performance 
targets; if not successfully achieved, deobligation will be considered. Finally, the Monthly Performance 
Report will track items that more consistently reflect the metrics included in the contract. 
  
The CAD Planning Section will review progress to meeting the benchmarks on a quarterly basis to ensure 
that benchmarks are adhered to. If review shows that a Subrecipient is consistently unable to satisfy 
contract requirements regarding benchmarks, the Subrecipient will be required to submit a plan of action 
to meet the benchmarks and follow through with that plan. 
  
This effort to ensure metrics accurately measure progress toward goals outlined in their contracts is 
already underway and manifest in the HHSP rules. This will also be reflected in the final version of future 
HHSP contracts. 
 

Target Implementation Date: 09/15/12 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): 94 
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Report Name: An Internal Audit of the Homeless Housing and Services Program    Division: Compliance Division 

Report Date: 8/17/2012           Current Status: Pending

Finding: The Department does not have effective monitoring procedures in place to predict, identify, and prevent weaknesses at the subrecipient level. The 
monitoring instrument does not capture information on many of the requirements in the subrecipients contracts. In addition, the Department has not 
monitored three of the eight subrecipients and the other five were monitored only once since 2010. 
 

Recommendation: The Department should improve its monitoring procedures and periodically monitor all of the subrecipients to ensure compliance with their contracts. 

Management Response: The Department's Compliance Division is responsible for monitoring the HHSP program. The 
Compliance Division understands that the Department has yet to formally adopt specific rules on the 
administration of the HHSP program. Currently, the Department has a general HHSP rule (Section 
5.1003) that provides an overview of the intent of the program. The HHSP program is currently funded 
through GR, HTF and BMIR funds. The multiple sources of funds require the Compliance Division take 
into account specific requirements from each of the GR, BMIR and HTF funds. The Compliance Division 
intends on utilizing the BMIR requirements and HTF funding source requirements (in addition to Rule 
5.1003), to develop a monitoring instrument that will ensure program funds are expended in accordance 
with the contract provisions and applicable State and Federal rules, regulations, policies, and related 
Statutes. 

 The Compliance Division intends on completing the HHSP Monitoring Instrument by September 31, 
2012 and intends on performing a desk monitoring or an on-site monitoring of all HHSP entities, between 
October 2012 and February 2013. 

 Until the Department is able to adopt the HHSP rules, the Compliance Division will utilize the 
monitoring instrument to determine the effectiveness of the subrecipient's performance and program 
compliance. 

 

Target Implementation Date: 02/28/13 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. Recommendation Age (in days): N/A 
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Report Name: HUD-OIG NSP Report        Division: Neighborhood Stabilization Program 

Report Date: 8/22/2012          Current Status: Pending

Finding: The Department did not always comply with Neighborhood Stabilization Program Requirements. 

 The Department did not adequately manage its NSP1 obligations by not maintaining sufficient records to support obligations reported to HUD. 
Federal regulations required the Department to establish and maintain sufficient records to support that it complied with requirements. Based on a 
review of a statistical sample of obligations, the Department did not have valid contracts or other obligating documentation for $631,402 in reported 
obligations. Also, it entered into agreements with subrecipients that did not complete their activities, resulting in $8,767 of unsupported costs. Further, 
more than $24.7 million of its reported obligations did not match the subrecipient agreements. In addition, the Department did not report its progress to 
HUD in a timely manner as required and did not appear to be on track to spend funds by the statutory deadline. These conditions occurred because the 
Department did not allocate enough resources or establish the effective controls to operate its program. Therefore, the Department did not effectively 
and efficiently implement its planned program and incurred questioned obligations and costs totaling more than $25 million. 

 
Recommendation: (1G) Monitor the Department’s progress toward meeting its March 2, 2013, expenditure deadline and follow up on any delays. 

 
Management Response: No response indicated by management. Target Implementation Date: 03/02/13 

Actual Implementation Date: N/A 

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

 



10 



Page 1 of 1 

BOARD REPORT ITEM 

INTERNAL AUDIT 

JANUARY 17, 2013 

 
Presentation and Discussion of the Status of the Fraud Hotline and Fraud, Waste or Abuse 
Complaints. 
 

 
REPORT ITEM 

 
The Internal Audit Division has received 32 complaints of fraud, waste or abuse in fiscal 
year 2013 (as of 1/4/2013.) 
 

BACKGROUND 
 

In fiscal year 2013, internal audit received 32 fraud complaints.  Of these: 
• 24 calls were received on our hotline:  

o 3 were related to the Department’s programs or staff: 
 Manufactured Housing -Two 
 Compliance - One 

o 21 were related to other agency’s or housing authority’s programs. These callers 
were referred to the appropriate agency for assistance. 

• 8 complaints were received from other sources. These complaints included: 
o Tax Credits - 4 (3 of which were referred to Compliance) 
o Compliance - 1 
o Weatherization/CEAP - 1 
o Disaster Recovery - 1 
o Multiple Programs - 1 

The sources for these complaints were: 
o SAO Hotline - 2 
o TDHCA Staff - 2 
o Public - 2 
o Sub-Recipient - 1 
o Media - 1 

• 22 of the 32 complaints (68.8%) were not under the Department’s jurisdiction. 
• Resolution of the 10 TDHCA complaints: 

o Unsubstantiated - 1 
o Pending - 6 
o Referred to SAO and/or other oversight agencies - 3 
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