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AUDIT COMMITTEE 
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 

 
AGENDA 

 
9:00 a.m. 

September 12, 2013 
 

Capitol Extension Auditorium 
1500 North Congress, Austin, TX  

 
 
CALL TO ORDER, ROLL CALL          Leslie Bingham-Escareño, Chair 
 
CERTIFICATION OF QUORUM          Leslie Bingham-Escareño, Chair 
 
The Audit Committee of the Governing Board of the Texas Department of Housing and Community Affairs will meet to consider and 
possibly act on the following: 
 

ACTION ITEMS  

Item 1 Presentation, Discussion, and Possible Action on the Audit Committee Meeting Minutes for July 25, 
2013  

Sandy Donoho, 
Director of Internal 

Audit 
 

Item 2 Presentation, Discussion, and Possible Action on the Draft FY 2014 Internal Audit Work Plan  
 

Item 3     Presentation and Discussion  on  the Status of the FY 2013  Internal Audit Work Plan  
  
Item 4 Presentation and Discussion of Recent Internal Audit Reports: 

a) An Internal Audit of Compliance Monitoring  

 
Item 5 Presentation and Discussion of the Status of External Audits  

 
Item 6 Presentation and Discussion of Recent External Audit Reports: 

a) Quarterly DOE Monitoring of the Weatherization Assistance Program  
b) Texas Workforce Commission Civil Rights Division Review of Personnel Policies and Procedural 

Systems 

 

 
Item 7 Presentation and Discussion of the Status of Prior Audit Issues  

 
Item 8 Presentation and Discussion of the Status of the Fraud, Waste, and Abuse Hotline and Other Fraud 

Complaints  

 

EXECUTIVE SESSION 
Leslie Bingham-
Escareño, 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. 

1. Pursuant to Texas Government Code, §551.074 the Audit Committee may go into Executive Session for 
the purposes of discussing personnel matters including to deliberate the appointment, employment, 
evaluation, reassignment, duties, discipline, or dismissal of a public officer or employee: 
(a) the Director of Internal Audit  

 

2. Pursuant to Texas Government Code, §551.071(1) the Committee may go into executive session to seek 
the advice of its attorney about pending or contemplated litigation or a settlement offer. 

3. Pursuant to Texas Government Code, §551.071(2) the Committee may go into executive session for the 
purpose of seeking the advice of its attorney about a matter in which the duty of the attorney to the 
governmental body under the Texas Disciplinary Rules of Professional Conduct of the State Bar of Texas 
clearly conflicts with Texas Government Code, Chapter 551.   



4. Pursuant to Texas Government Code, §2306.039(c) the Committee may go into executive session to 
receive reports from the Department’s internal auditor, fraud prevention coordinator, or ethics advisor 
regarding issues related to fraud, waste or abuse. 

PUBLIC COMMENT ON MATTERS OTHER THAN ITEMS FOR WHICH THERE WERE POSTED AGENDA ITEMS.  PUBLIC 
COMMENT MAY INCLUDE REQUESTS THAT THE COMMITTEE PLACE SPECIFIC MATTERS ON FUTURE AGENDAS FOR 
CONSIDERATION.   

 

OPEN SESSION 
 

If there is an Executive Session, the Committee will reconvene in Open Session and may take action on any 
items taken up in Executive Session. Except as specifically authorized by applicable law, the Board may not 
take any actions in Executive Session. 

ADJOURN 
 

 
To access this agenda & details on each agenda item in the board book, please visit our website at www.tdhca.state.tx.us or contact Michele Atkins, 512-475-3916 

TDHCA, 221 East 11th Street, Austin, Texas 78701, and request the information.  
Individuals who require 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 three (3) days before the meeting so that appropriate arrangements can be made.  
Non-English speaking individuals who require interpreters for this meeting should contact Jorge Reyes, 512-475-4577 at least three (3) 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. 

http://www.tdhca.state.tx.us/
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AUDIT COMMITTEE ACTION REQUEST 
 

BOARD SECRETARY 
 

SEPTEMBER 12, 2013 
 

 
Presentation, Discussion, and Possible Action on the Audit Committee Meeting Minutes Summary for July 
25, 2013. 

 

RECOMMENDED ACTION 

 

RESOLVED, that the Audit Committee Meeting Minutes Summary for July 25, 2013, are 
hereby approved as presented.  
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AUDIT COMMITTEE 
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 

 
9:00 a.m. 

July 25, 2013 
Capitol Extension Auditorium 

1500 N. Congress Ave. 
Austin, TX 78701 

 
MINUTES SUMMARY 

 
CALL TO ORDER, ROLL CALL, CERTIFICATION OF QUORUM 
The Audit Committee of the Governing Board of the Texas Department of Housing and Community Affairs was called to order by Chair, 
Leslie Bingham-Escareño at 9:00 a.m. on July 25, 2013.  It was held at the Capitol Extension Auditorium, 2405 1500 N. Congress Ave., 
Austin, TX. Roll call certified a quorum was present. 
 
Members Present: 
Leslie Bingham-Escareño, Chair 
Tom Gann, Member 
J. Mark McWatters, Member 
 
PUBLIC COMMENT 
The Committee 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 Committee met to consider and possibly act on the following: 
 
AGENDA ITEMS 
 
AGENDA ITEM 1 Presentation, Discussion, and Possible Approval of the Audit Committee Minutes for January 17, 2013 

Motion by Tom Gann to approve the Audit Committee Minutes for January 17, 2013; duly seconded by J. Mark 
McWatters; motion passed. 

 
AGENDA ITEM 2 Presentation, Discussion, and Possible Action on the Status of the FY2013 Internal Audit Work Plan 

Motion by Tom Gann to approve staff’s recommendation on the Status of the FY2013 Internal Audit Work Plan; 
duly seconded by J. Mark McWatters; motion passed. 
 

AGENDA ITEM 3 Presentation and Discussion of Recent Internal Audit Reports 
Report only.  No action required. 
 

AGENDA ITEM 4 Presentation and Discussion of the Status of External Audits 
Report only.  No action required. 

 
AGENDA ITEM 5 Presentation and Discussion of the Status of Recent External Audit Reports 

Report only.  No action required. 
 

AGENDA ITEM 6 Presentation and Discussion of the Status of Prior Audit Issues 
Report only.  No action required. 

 
AGENDA ITEM 7 Presentation and Discussion of the Status of the Fraud Waste and Abuse Hotline and Other Fraud Complaints 

Report only.  No action required. 
 
PUBLIC COMMENT ON MATTERS OTHER THAN ITEMS FOR WHICH THERE WERE POSTED AGENDA ITEMS. 

No public comment. 
 
EXECUTIVE SESSION No Executive Session Held. 
 
ADJOURN 

Since there was no further business to come before the Committee, Leslie Bingham-Escareño adjourned the meeting of the Audit 
Committee at 9:25 a.m. on July 25, 2013. 
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______________________________________ 
Barbara Deane, Board Secretary 
 

For a full transcript of this meeting, please visit the TDHCA website at www.tdhca.state.tx.us 
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AUDIT COMMITTEE ACTION REQUEST 

INTERNAL AUDIT 

SEPTEMBER 12, 2013 

 
Presentation, Discussion and Possible Approval of the Fiscal Year 2014 Internal Audit Work 
Plan. 

 
 

RECOMMENDED ACTION 
 

WHEREAS, the Texas Internal Auditing Act and audit standards require the 
governing board to approve an annual audit work plan that is based on an agency-
wide risk assessment as well as input from the governing board and executive 
management, and that outlines the internal audits planned for the upcoming fiscal 
year, 
 
RESOLVED, the internal audit work plan for fiscal year 2014 is hereby approved 
as presented. 
 

 
BACKGROUND 

 
The annual internal audit work plan is required by the Texas Internal Auditing Act and by audit 
standards.  The plan outlines the program areas that the Internal Audit Division will audit during 
the 2014 fiscal year as well as outlining the other planned activities of the Internal Audit 
Division. 
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1 10% of available hours are set aside for special requests from the board.  If no such requests are received, this project will be 
performed using these hours.  

Department of Housing and Community Affairs 
Internal Audit Division – Fiscal Year 2014 DRAFT Internal Audit Plan 

September 12, 2013 
 

Program 
Area/Division 

Audit Hours 
(4620) 

Comments 

Single Family HOME Program 800 Scope Will Be Developed During Planning 
Mfg. Housing  Titling Process 900 Scope Will Be Developed During Planning 

Community Affairs Low Income Home Energy Assistance 
Program (LIHEAP) 

900 Scope Will Be Developed During Planning 

Agency-wide Ethics Program 180 Scope Will Be Developed During Planning 
Financial 

Administration 
Financial Administration 800 Scope Will Be Developed During Planning 

Housing Trust Fund Amy Young Barrier Removal Program 500 Scope Will Be Developed During Planning 
Agency-wide Performance Measures1 540 Contingency – 10% Set-Aside for Board Requests 

Program 
Area/Division 

Management Assistance/ 
Special Projects 

Hours 
(750) 

Comments 

Internal Audit Quality Assurance Self-Assessment 
Review 120 Required by Audit Standards 

Internal Audit Conduct Annual Risk Assessment and 
Prepare Fiscal Year 2015 Audit Plan 

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

Internal Audit Annual Review and Revision of Internal 
Audit Charter 

20 Required by Audit Standards 

Internal Audit Preparation and Submission of the 
Fiscal Year 2014 Annual Internal Audit 

Report 
40 

Required by the Texas Internal Auditing Act, Due 
Each November 

Internal Audit Coordinate with External Auditors 60 Ongoing Requirement 
All Divisions Follow-up on the Status of Prior Audit 

Issues 
100 Required by Audit Standards 

All Divisions Tracking the Status of Prior Audit Issues 50 Required by Audit Standards 
All Divisions Tracking, Follow-up and Disposal of 

Fraud Complaints 
200 Internal Audit is Responsible for the Fraud Hotline 

and for Reviewing Fraud Complaints 
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AUDIT COMMITTEE REPORT ITEM  

INTERNAL AUDIT 

SEPTEMBER 12, 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 and revised on July 25, 2013.  This presentation 
outlines the current status of the plan. 

 
BACKGROUND 

 
There are six audits on the plan this year.  We have completed five of these audits and have 
released the reports. We will discuss the recent internal audit of compliance monitoring under 
agenda item #4. We are currently drafting the report on the loan processing audit and we will 
discuss that report at the next audit committee meeting.  In addition, we have completed all of the 
non-audit activities on the plan, most of which are required by auditing standards, or by statute, 
except for our annual report to our oversight agencies, which is due November 1st.  
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Department of Housing and Community Affairs 

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

as of September 12, 2013 
 

Program 
Area/Division 

Audit Hours 
4160 

Comments 

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

Bond Finance Housing Trust Fund Transfers 160 Completed 
Compliance Compliance Monitoring 1000 Completed 

Agency-Wide Loan Processing 1000 Reporting 
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 Completed 

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  
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 
 

275 
Ongoing  
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AUDIT COMMITTEE REPORT ITEM 

INTERNAL AUDIT 

SEPTEMBER 12, 2013 

 
Presentation and Discussion of a Recent Internal Audit Report. 
 

 
REPORT ITEM 

 
Internal Audit recently completed an audit of compliance monitoring.  This project was 
part of the fiscal year 2013 audit plan. 

 
BACKGROUND 

 
An Internal Audit of Compliance Monitoring 
The Compliance Division effectively performs on-site monitoring reviews and desk reviews and 
correctly identifies and refers issues of noncompliance to the Administrative Penalties Committee. 
However, we identified opportunities for improvement in the timeliness of the compliance monitoring 
and inspection reports.  In addition, the Compliance Division should ensure that property owners are 
provided with a full 90-day corrective action period to correct issues of noncompliance. Meeting this 
requirement is especially important because a recent change to the Department’s enabling statute now 
mandates a full 90-day corrective action period.  Management has indicated that they agree with the 
recommendations in this report and are working to implement them. 
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An Internal Audit of Compliance Monitoring 
 

Executive Summary 

The Texas Department of Housing and Community Affairs’ (Department’s) Compliance Division (Division) 
effectively performs on-site monitoring reviews and desk reviews as required in order to ensure that the 
Department’s housing and energy assistance programs are correctly administered and funds are 
expended in accordance with contract provisions and applicable state rules and federal regulations. 
When serious non-compliance in the Tax Credit Program occurs, non-compliant properties are correctly 
identified and are referred to the Administrative Penalties Committee as appropriate.  

However, the Division should enhance the timeliness of monitoring and inspection reports to ensure 
that these reports are issued within the required timeframes. Of the 120 reports tested for the 
Compliance Monitoring, Contract Monitoring, and Physical 
Inspections sections, 11 (9.2%) were not issued within the 
timeframes required by the Division’s policies and 
procedures.  

Of the 30 reports tested for the Community Affairs 
Monitoring section, 10 (33.3%) were for the Weatherization 
Assistance Program (WAP) which is required to issue 
monitoring reports within 30 days of the monitoring visit. Of 
those 10 WAP reports, seven (70.0%) were not issued within 
the timelines required by state rules or the Department of 
Energy’s federal regulations.  

In addition, the Division is not always providing property 
owners with a 90-day corrective action period to correct 
issues of noncompliance as required by state rules and 
Department policies.  Of the 60 monitoring and inspection 
reports tested that would require a 90-day corrective action 
period, 28 (46.7%) did not include a full 90-day corrective 
action period. Instead, the corrective action period was 
generally between 86 and 89 days because some monitors count three months from the date of issue 
rather than 90 calendar days.  This is especially important because a recent change to state law now 
requires the Department to ensure that property owners are given a 90-day corrective action period.  

Other Key Points 

• The Compliance Division does not always maintain current records on external users of the 
Compliance Monitoring and Tracking System (CMTS) as required by the Department’s policies. 
We tested 34 unique Administrator of Accounts user IDs to determine if users were still 
employed by the property. The Division’s property administrator records are not current for 12 

The Compliance Division 
 
The Compliance Division (Division) is 
responsible for ensuring programmatic and 
financial compliance with federal and state 
regulatory requirements. As part of their 
oversight and monitoring procedures, the 
Division conducts on-site monitoring reviews 
and desk reviews.  

The Division consists of five different 
sections, four of which are responsible for 
monitoring activities. The four sections 
responsible for monitoring activities are: 
Compliance Monitoring, Contract Monitoring, 
Physical Inspections and Community Affairs 
Monitoring. The fifth section, Compliance 
Administration, is responsible for prior 
participation reviews, reviewing annual owner 
compliance reports, oversight of utility 
allowance appraisals, training for staff and 
development owners, as well as reviewing 
referrals to the Administrative Review 
Committee. 

Texas Department of Housing and Community Affairs – Internal Audit Division 
August 2013                                                                  Report # 13-1057 
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An Internal Audit of Compliance Monitoring 
 

of 34 (35.3%) users tested. Although they cannot delete data, these former users have the 
ability to submit false reports or to make unwanted changes to external property manager 
accounts. 

• The Compliance Division does not always enter monitoring information into the various tracking 
systems as required by the Division’s policies and procedures and the information that is 
entered is not always consistent with the information in the hard copy monitoring reports. Of 
the 120 reports tested for the three sections that utilize the various tracking systems, 81 (67.5%) 
had information that was either not entered into the tracking systems or had information that 
was not consistent with the hard copy reports that were issued. This issue is important because 
the dates in the various tracking systems are used by Division management to evaluate staff 
performance. 

• The Community Affairs Monitoring section’s standard operating procedures have not been 
completed or finalized. Without finalizing and formally communicating policies and procedures 
to staff, the staff may not be performing their duties consistently or in the manner intended by 
management.  For example, we tested 30 monitoring reviews for the Community Affairs 
Monitoring section, of which 27 required a corrective action period. We found that the 
corrective action period given to the subrecipients was not consistent.  Sixteen (59.3%) of the 
reports gave the subrecipient a 30-day corrective action period and 11 (40.7%) gave the 
subrecipient a 45-day corrective action period. 

Summary of Recommendations 

The Compliance Division should: 

• ensure that they are issuing reports within the timeframes required by federal regulations, state 
rules, and Department policies and that they are closing monitoring reviews and inspections 
within the timeframes required by the Division’s policies and procedures. 

• ensure that a 90 day corrective action period is given to the property owners as required. 

• periodically verify the identity of authorized external users through measures such as user 
account audits as prescribed by the Department’s User Accounts and Network Access Policy. 

• ensure that all of the required information is entered into the various tracking systems and the 
information entered into the various tracking systems is consistent with the information in the 
hard copy reports. 

• finalize the policies and procedures for the Community Affairs Monitoring section and ensure 
that they are communicated to staff for consistency. 

Summary of Management Responses 

Management generally agreed with the recommendations outlined in this report and indicated that they 
are taking steps to implement them. 

 

Texas Department of Housing and Community Affairs – Internal Audit Division 
August 2013                                                                  Report # 13-1057 
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An Internal Audit of Compliance Monitoring 
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An Internal Audit of Compliance Monitoring 
 

Detailed Results 

Chapter 1 

Enhance the Timeliness of Monitoring and Inspection Reports and 
Corrective Action Periods  

The Compliance Division (Division) is not always issuing monitoring and inspection reports within the 
timeframes required by federal regulations, the Department’s Texas Administrative Code rules and the 
Division’s internal policies and procedures. We tested 150 monitoring and inspection reports; 120 reports 
were for the Compliance Monitoring, Contract Monitoring, and Physical Inspections sections. Of these 
120 reports, 11 (9.2%) were not issued within the required timeframes. Furthermore, reviews and 
inspections are not always closed within the timeframes required by the Division’s policies and 
procedures. Of the 120 reports tested, 11 (9.2%) were not closed within the required timeframes. It is 
important for monitoring and inspection reports to be issued timely so the owners are aware of any 
noncompliance issues that may have been identified and can address the issues promptly.  

The Community Affairs Monitoring section does not have set timeframes for issuing reports for the 
various programs they review, except for the Weatherization Assistance Program (WAP). Of the 30 
Community Affairs reports tested, 10 (33.3%) were for WAP. Of those 10, seven (70.0%) were not issued 
within the timeframes required by the Department of Energy’s regulations and by the Department’s Texas 
Administrative Code rules.  

In addition, the Division is not always providing property owners with a 90-day corrective action period 
to correct issues of noncompliance as required by the Department’s rules and the Division’s internal 
policies and procedures. Of the 60 monitoring and inspection reports tested that would require a 90-day 
corrective action period, 28 (46.7%) did not allow for the full 90 days to correct the issue. This is 
especially important because a recent change in the Department’s enabling legislation specifies a 90-day 
corrective action period.  

Chapter 1-A 

Issue and Close Monitoring and Inspection Reports Within the Required 
Timeframes 

The Division is responsible for ensuring programmatic and financial compliance with federal and state 
regulatory requirements. As part of their oversight and monitoring procedures, the Division utilizes both 
on-site and desk reviews. The Division consists of five sections of which four of those sections are 
responsible for monitoring activities. The four sections responsible for monitoring activities are: 
Compliance Monitoring, Contract Monitoring, Physical Inspections and Community Affairs Monitoring. 
The fifth section, Compliance Administration, is responsible for prior participation reviews, reviewing 
annual owner compliance reports, oversight of utility allowance appraisals, training for staff and 
development owners, as well as reviewing referrals to the Administrative Review Committee. 

Texas Department of Housing and Community Affairs – Internal Audit Division 
August 2013                                                                  Report # 13-1057 
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An Internal Audit of Compliance Monitoring 
 

We tested a random sample of 150 monitoring reports and physical inspection reports from the four 
sections of the Division that perform monitoring activities to determine if the monitoring reports were 
issued and closed within the time frames required by federal regulations, the Department’s rules, and the 
Division’s internal policies and procedures.  

The Compliance Monitoring section is responsible for ensuring long-term compliance with the various 
housing programs administered by the Department. Of the 150 monitoring and inspection reports we 
tested, 30 (20.0%) were for the on-site monitoring visits performed by the Compliance Monitoring 
section. Of these: 

 four (13.3%) monitoring reports were not issued within 35 days of the review date as required 
by the Division’s policies and procedures,  

 four (13.3%) of the monitoring visits were not closed out within 45 days of the monitoring 
letter date if there were no findings, the date the corrective action documentation was 
received, or the corrective action due date if no response was received, as required by the 
Division’s policies and procedures, and   

 one (3.3%) on-site review was not closed as of June 13, 2013. This is 167 days after the 
corrective action due date and 288 days after the on-site review date. 

The Physical Inspections section performs and administers inspections for developments monitored by 
the Division. This includes some inspections that are performed by an external contractor. Of the 150 
monitoring and inspection reports we tested, 30 (20.0%) were for inspections performed or administered 
by the Physical Inspections section. Of these: 

 six (20.0%) physical inspection reports were not issued within 40 days of the inspection date 
or the date of receipt of the inspection from the contractor as required by the sections policies 
and procedures, and  

 four (13.3%) inspections were not closed within 45 days of the inspection date or the 
corrective action due date as required by the Division’s policies and procedures. 

The Community Affairs Monitoring section moved to the Division in June 2012. The Community Affairs 
Monitoring section is responsible for ensuring that the Low-Income Housing and Energy Assistance 
Program (LIHEAP), Comprehensive Energy Assistance Program (CEAP), Weatherization Assistance 
Program (WAP) and the Homeless Housing and Services Program (HHSP) are administered and the 
funds are expended in accordance with contract provisions and applicable state and federal rules and 
regulations. Of the 150 monitoring and inspection reports we tested, 30 (20.0%) were for the Community 
Affairs Monitoring section.  The Community Affairs Monitoring section does not currently have finalized 
policies and procedures that identify the required time frame for issuing monitoring reports. However, the 
Department of Energy (DOE), the federal funding agency for the WAP, as well as the Department’s rules, 
require that a monitoring report is issued within 30 days. 

Of the 30 monitoring reports we tested for the Community Affairs Monitoring section, 10 (33.3%) 
included the WAP. Of these 10 reports: 

Texas Department of Housing and Community Affairs – Internal Audit Division 
August 2013                                                                  Report # 13-1057 
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An Internal Audit of Compliance Monitoring 
 

 seven (70.0%) were not issued within 30 days of the review date as required by DOE and the 
Department’s  rules, and  

  two of the seven reports not issued within 30 days had not been issued as of June 13, 2013. This 
was 82 days and 119 days respectively from the date of the review. 

The Contract Monitoring section is responsible for ensuring that the Department’s HOME, Housing Trust 
Fund, Neighborhood Stabilization Program, Community Development Block Grant and Emergency 
Solutions Block Grant programs are administered and funds expended in accordance with contract 
provisions and applicable state and federal rules and regulations. Of the 150 monitoring and inspection 
reports we tested, 30 (20.0%) were for the on-site visits and 30 (20.0%) were for the desk reviews 
performed by the Contract Monitoring section. We found no significant problems with the timeliness and 
close-out of the monitoring reports for this section.  

Recommendation 

The Division should: 

• ensure that monitoring reports are issued within the timeframe required by federal regulations, 
Department rules, and the Division’s policies and procedures, and 

• ensure that monitoring reviews and inspections are closed out within the timeframe required by 
the Division’s policies and procedures and federal oversight agencies. 

Management’s Response 

Management agrees that monitoring reports should be issued within the timeframe required by federal 
regulations, Department rules, and the Division’s policies and procedures, and  that monitoring reviews 
and inspections should be closed out within the timeframe required by the Division’s policies and 
procedures and federal oversight agencies. The division will continue to review the timeliness of report 
issuance and onsite close out on a monthly basis and continue to use this as criteria in employee’s 
evaluations. In addition, the Division will continue to follow the Department’s Human Resources Policies 
and Procedures for employees who cannot perform as required by their job description. The management 
team of the Compliance Division is responsible for this. The target date for implementation is August 1, 
2013.   
 
Chapter 1-B 

Provide Development Owners 90 Days to Respond to Notices of Noncompliance 
as Required 

The Compliance Monitoring and Physical Inspections sections have policies and procedures that require 
that an owner be provided with a 90-day corrective action period to respond to a notice of noncompliance. 
We tested 60 monitoring and inspection reports for these two sections and found that 28 (46.7%) did not 
provide a full 90-day corrective action period. Instead, the corrective action period given was generally 
between 86 and 89 days. This is because some monitors and inspectors count three months from the date 
of the monitoring letter instead of calculating 90 calendar days.   It is important that owners are provided 
with a 90-day corrective action period because a recent change to the Department’s enabling legislation, 
Chapter 2306 of the Government Code, now includes this requirement in the statute.  

Texas Department of Housing and Community Affairs – Internal Audit Division 
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An Internal Audit of Compliance Monitoring 
 

Recommendation 

The Division should ensure that a full 90-day corrective action period is given to development owners as 
required. 

Management’s Response 

Management agrees that the Division should provide a full 90-day corrective action period to 
development owners as required. An excel tool has been created and provided to all employees to ensure 
the correct number of days are provided for a corrective action period. This was implemented on August 
1, 2013. Chief of Compliance Patricia Murphy is responsible. 
  

Texas Department of Housing and Community Affairs – Internal Audit Division 
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An Internal Audit of Compliance Monitoring 
 

Chapter 2 

Contract Monitoring Activities are Performed as Intended 

The Contract Monitoring section performs on-site monitoring reviews and desk reviews to ensure the 
Department’s HOME, Housing Trust Fund, Neighborhood Stabilization Program, Community 
Development Block Grant and Emergency Solutions Block Grant programs are administered and funds 
expended in accordance with contract provisions and applicable state and federal rules and regulations.  

We attended and observed an on-site monitoring review and reviewed the on-site and desk review 
monitoring programs used by the Contract Monitoring section. We determined that the contract 
monitoring activities are performed in accordance with federal regulations, the Department’s rules, and 
the Division’s policies and procedures. The monitoring review programs are detailed and identify the 
procedure steps to be performed during an on-site or desk review as well as identifying the relevant 
federal regulations, rules, and policies where applicable. In addition, the Contract Monitoring section has 
developed various testing tools for the different types of programs they monitor. The monitoring 
programs and tools help ensure consistency and standardization between contract monitors. 

  

Texas Department of Housing and Community Affairs – Internal Audit Division 
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An Internal Audit of Compliance Monitoring 
 

Chapter 3 

Properties are Correctly Identified and Referred for Administrative 
Penalties 

The Administrative Penalties Committee (Committee) is responsible for administering the Department’s 
penalty enforcement authority, which includes ensuring that properties comply with federal regulations, 
state statutes, the Department’s rules and its internal policies through assisting in the completion of 
corrective actions and assessing an administrative penalty, where appropriate.  

We tested a random sample of 30 properties that were referred to the Committee and determined that all 
(100%) of the properties were identified and referred for administrative penalties in accordance with 
federal regulations, state rules, and the Department’s policies.  

We also tested a judgmental sample of 30 properties that were monitored or inspected but were not 
referred to the administrative penalties committee to determine if properties were identified and referred 
correctly.  

 Twenty-nine (96.7%) of the properties we tested did not meet the necessary requirements for 
referral to the administrative penalties committee because the findings of noncompliance were all 
corrected in accordance with the Department’s policies. 

 One (3.3%) of the properties met the requirement for referral to the Committee.  However, this 
property was given time to work with the Asset Management Division to try and amend its’ 
LURA requirement. The property was eventually able to receive an amended LURA and the 
noncompliance finding was corrected. Therefore, the property was not referred to the Committee. 
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Chapter 4 

Update and Accurately Maintain Electronic Records 

The Division does not always maintain current records on external users of the Compliance Monitoring 
and Tracking System (CMTS). Property owners designate an individual as the administrator of accounts 
for the owner’s properties. The administrator is granted property administrator privileges in CMTS that 
allows them to submit compliance and property reports to the Department via CMTS and to assign 
manager accounts for each property. The manager accounts are property-specific and allow the electronic 
submission of compliance and property reports for each individual property.  We tested 34 administrator 
accounts and found that the records were not current for 12 of 34 (35.3%) of the users tested.  

In addition, the Division does not always consistently or correctly enter information into the various 
systems used to track information on monitoring reports, as well as other data related to the monitoring 
reviews.  These systems include CMTS, TeamMate audit software, and a Microsoft ACCESS database.  
The Division’s policies and procedures require that information is tracked in these systems.  Of the 120 
monitoring and inspection reports we tested that were applicable for the Compliance Monitoring, Contract 
Monitoring, and Physical Inspections sections, 81 (67.5%) had information that was either not entered 
into the tracking systems or was not consistent with the corresponding hard copy reports. 

Chapter 4-A 

Update External User Data in CMTS  

We tested a randomly selected sample of 34 unique administrator of accounts user IDs to determine if the 
users were still employed in some capacity by the property, such as at the property’s management 
company or the property owner’s company.   

• The Division’s property administrator records are not current for 12 of 34 (35.3%) users tested. 
One of the 12 users works for a company that is no longer related to the property. This is reflected 
by the CMTS records, but not the Division’s database of user accounts. The other 11 users are no 
longer employed with the companies shown in CMTS to have relationships with the respective 
properties.  

• We were unable to confirm the status of one of the 34 (2.9%) users because CMTS did not have a 
record of the user. 

The Department’s User Accounts and Network Access Policy requires user account administrators to 
perform user account audits on external accounts every two years.  However, unauthorized users with 
property administrator privileges present a low risk from an IT security standpoint because they can only 
submit reports and view non-sensitive property information, but may pose a greater risk from the 
program’s perspective due to the potential for false report submissions or unwanted changes to external 
manager accounts by the administrators of accounts. 
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Recommendation 

The Division should periodically verify the identity of authorized external users through measures such as 
user account audits as prescribed by the Department’s User Accounts and Network Access Policy. 

Management’s Response  

Management agrees that the Division should periodically verify the identity of authorized external users 
through measures such as user account audits as prescribed by the Department’s User Accounts and 
Network Access Policy.  An SOP has been developed and was implemented on August 1, 2013 to 
quarterly audit 5% of the CMTS user accounts. Stephanie Naquin, Manager of Compliance 
Administration is responsible for ensuring compliance with the SOP. 
 
Chapter 4-B 

Consistently and Accurately Track Monitoring Data 

The Compliance Monitoring, Contract Monitoring, and Physical Inspections sections use the CMTS, 
TeamMate audit software, and a Microsoft ACCESS database in order to track dates and other data for 
their monitoring reviews and reports. Of the 150 monitoring reports tested, 120 (80.0%) are tracked 
utilizing one of the tracking systems noted above.  As part of the monitoring report testing, we verified if 
the dates tracked in the various tracking systems were consistent with the dates found in the hard copy 
monitoring reports. 

Of the 120 applicable monitoring reports, 81 (67.5%) had dates in the automated tracking systems that 
were inconsistent with the information in the hard copy reports. The dates entered into the tracking 
systems were generally off by a couple of days, earlier or later, than the dates in the report. The dates that 
are entered into the various tracking systems are used by Division management to ensure that staff meets 
the required time frames and goals for performing their monitoring reviews, issuing monitoring reports, 
and closing out the monitoring reviews. If the dates entered into the tracking systems are not consistent 
with the actual dates in the reports, management may be making incorrect assessments of staff 
performance. 

In addition, we noted that dates that should be entered into the tracking systems are not always entered. 
For example, CMTS is utilized to track the date when the supporting documentation for corrective actions 
is received from a property and reviewed by the monitor or inspector. However, inspectors and monitors 
do not always enter this information and as a result, management may be unable to determine if the 
supporting documentation was reviewed within the required timeframe.  

Recommendation 

The Division should ensure that all of the required information is entered into the various tracking 
systems and that the information entered is consistent with the information in the hard copy reports. 
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Management’s Response 

Management agrees that the Division should ensure that all of the required information is entered into 
the various tracking systems and that the information entered is consistent with the information in the 
hard copy reports. To improve in this area, as monthly reports are provided to employees as feedback, 
management will sample 5% of the data to ensure accuracy. Wendy Quackenbush, JR Mendoza, Earnest 
Hunt and Stephen Jung are responsible for this. The target date for implementation is September 1, 2013.   
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Chapter 5 

Finalize and Approve the Policies and Procedures for Community 
Affairs Monitoring 

The Community Affairs Monitoring section’s standard operating procedures have not been completed or 
finalized. Policies and procedures are internal controls that help ensure that management’s directives are 
carried out. Without finalizing and formally communicating policies and procedures to staff, the staff may 
not be performing their duties consistently or in the manner intended by management.  For example, we 
tested 30 monitoring reviews for the Community Affairs Monitoring section, of which 27 required a 
corrective action period. We found that the corrective action period given to the subrecipients was not 
consistent.  Sixteen (59.3%) of the reports gave the subrecipient a 30-day corrective action period and 11 
(40.7%) gave the subrecipient a 45-day corrective action period.  

Recommendation 

The Division should finalize the policies and procedures for the Community Affairs Monitoring section 
and ensure they are communicated to staff in order to help ensure consistency. 

Management’s Response 

Management agrees that the Division should finalize the policies and procedures for the Community 
Affairs Monitoring section and ensure they are communicated to staff in order to help ensure consistency. 
Chief of Compliance Patricia Murphy is responsible for completing these SOPs and they should be in 
final form by October 31, 2013. 
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Chapter 6 

Prior Audit Issue Cleared 

As part of this audit, we performed testing to determine if a prior audit issue related to compliance 
monitoring identified in the Internal Audit of the Homeless Housing and Services Program (HHSP) 
released in August 2012, was implemented. The finding stated: 

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. 

The Division has developed 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. In addition, the Division completed a monitoring review of all HHSP subrecipients. We 
determined that this prior audit issue was implemented and is closed. 
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Appendix A 

Objectives 
 
The objectives of this audit were to determine if: 

• monitoring reports are issued within the timeframes required by federal regulations, state rules, 
and Department policies, 

• noncompliant properties are identified and referred for administrative penalties in accordance 
with federal regulations, state rules, and Department policies, and 

• contract monitoring activities are performed in accordance with federal regulations, state rules, 
and Department policies. 

Scope 
 
The scope of this audit was state fiscal years 2012 and 2013 through May 24, 2013. 

Methodology 
 
A preliminary understanding of the Compliance Division was developed in order to determine the project 
objectives by: 

• interviewing Compliance Division staff, 
• reviewing background information related to the Compliance Division, and 
• performing a project-level risk assessment. 

The following tests were conducted to meet the audit objectives: 

• Compared monitoring reviews and inspection reports to the timeframes required for issuing the 
reports as established by federal regulations, state rules, and Department policies. 

• Performed observations of an on-site contract monitoring review to ensure that contract 
monitoring activities are performed in accordance with federal regulations, state rules, and 
Department policies. 

• Reviewed the on-site and desk review monitoring programs utilized by the Contract Monitoring 
section to determine if they ensure that contract monitoring activities are performed in accordance 
with federal regulations, state rules, and Department policies. 

• Tested properties that were referred to the Administrative Penalties Committee to ensure they 
were correctly identified and that they met the requirements to be referred. 

• Tested properties that were monitored or inspected but were not referred to the Administrative 
Penalties Committee to ensure that the properties did not meet the criteria for referral. 

•  Evaluated the CMTS  validations of data input. 
• Compared the job functions of the Department’s employees with internal CMTS roles with the 

employees’ job functions to determine if access levels are appropriate. 
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• Verified the employment of users at other state agencies assigned internal CMTS roles to 
determine whether they are administering programs that require CMTS access privileges. 

• Tested external user accounts to determine if users assigned external CMTS roles are still 
employed in a position appropriate for the access levels granted to the user. 

Criteria 

The following documents were used as criteria: 
 

• Texas Administrative Code, Title 10, Part 1, Chapter 5, Subchapter E, 
• Texas Administrative Code, Title 10, Part 1, Chapter 10, Subchapter F, 
• Texas Administrative Code, Title 10, Part 1, Chapter 60, Subchapter C, 
• The Compliance Division’s internal policies and procedures, 
• Compliance Monitoring and Tracking System (CMTS) internal user guide, 
• Compliance Monitoring and Tracking System (CMTS) external user guide, 
• Compliance Monitoring and Tracking System (CMTS) Owner Authorization form,  
• Weatherization Program Notice (WPN) 08-01, 09-1, 10-1, 11-1, and 12-1 issued by the 

Department of Energy, and 
• Information Systems Division internal policies and procedures. 
• COSO Control Activities, Technology General Controls 
• COBIT Control Objective PO4.11 

Type of Audit 

This audit was a performance audit of the Compliance Division. 

Report Distribution 

As required by the Texas Internal Auditing Act (Texas Government Code, Chapter 2102), this report is 
distributed to the: 

• Texas Department of Housing and Community Affairs’ Governing Board 
• Governor’s Office of Budget and Planning 
• Legislative Budget Board 
• State Auditor’s Office 
• Sunset Advisory Commission 

Project Information 

We conducted audit fieldwork from June 2013 through July 2013. We conducted this performance audit 
in accordance with Generally Accepted Government Auditing Standards. Those standards require that we 
plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives. We believe that the evidence obtained provides a 
reasonable basis for our findings and conclusions based on our audit objectives. This audit was also 
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conducted in conformance with the International Standards for the Professional Practice of Internal 
Auditing. 

The following staff performed this audit: 
• Nicole Kludt, CFE, CICA, Project Manager 
• Derrick Miller 

Appreciation to Staff 

We would like to extend our sincere appreciation to management and staff of the Compliance Division for 
their cooperation and assistance during the course of this audit. 
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AUDIT COMMITTEE REPORT ITEM 

INTERNAL AUDIT 

September 12, 2013 

 
Presentation and Discussion of the Status of External Audits. 

 
REPORT ITEM 

 
There were ten (10) external audits or monitoring visits scheduled or completed during 
fiscal year 2013.  

 
 

BACKGROUND 
 

There were ten (10) external audits or monitoring visits in fiscal year 2013. We have received 
reports on nine (9) of these so far.  We are awaiting a final report on one (1) monitoring visit that 
was completed in July.  
 
We received two reports from monitoring reviews since the last audit committee meeting:  

• Department of Energy - Quarterly Monitoring of the Weatherization Assistance Program. 
• Texas Workforce Commission – Civil Rights Division Review of Personnel Policies and 

Procedural Systems. 
 
The details of these reports will be discussed under agenda item #6.  
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TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 
INTERNAL AUDIT DIVISION – STATUS OF FY 2013 EXTERNAL AUDITS  

September 12, 2013 
 

 
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 in December 2012. 

KPMG 
KPMG audited the expenditure of federal awards as 
part of the State’s Comprehensive Annual Financial 
Report for fiscal year 2012. 

Completed Final report was released in February 2013. 

DPS 
A review of the Section 8 Program’s use of the 
criminal history record information  to perform 
criminal records checks.  

Completed Final report was released in January 2013. 

DOE DOE conducted an onsite monitoring of the 
Weatherization Assistance Program. Completed Final report was released in February 2013.  

TWC 

The Texas Workforce Commission’s Civil Rights 
Division conducted a review of the Department’s 
policies and procedures for compliance with Chapter 
21 of the Texas Labor Code.  

Completed Final Report was released in July 2013.  

HUD 
HUD conducted an annual review of the Section 8 
Program and calculates an overall score based on the 
various measures they evaluate.  

Completed Final report was released in May 2013.  

HUD HUD conducted an on-site monitoring of the 
Neighborhood Stabilization Program.  Reporting 

A draft report was received on July 12, 2013. An extension was 
requested on the management responses.  Management’s 
responses were due September 10, 2013.  
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TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS 
INTERNAL AUDIT DIVISION – STATUS OF FY 2013 EXTERNAL AUDITS  

September 12, 2013 
 

 
External 

Audits/Activities 
Scope/Description Stage Comments 

SAO 

The State Auditor’s Office completed agreed-upon 
procedures (called a SAS 119) to verify Section 8 
data prior to entering the data into HUD’s REAC 
system. 

Completed Final report was released in June 2013.  

NeighborWorks 
America 

NeighborWorks America conducted a remote review 
of 15 client files for the National Foreclosure 
Mitigation Counseling Program’s Round 6 Funding. 

Completed Final report was released in July 2013. 

DOE DOE conducted an onsite monitoring of the 
Weatherization Assistance Program. Completed Final Report was released in July 2013.  
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AUDIT COMMITTEE REPORT ITEM 

INTERNAL AUDIT 

SEPTEMBER 12, 2013 

 
Presentation and Discussion of Recent External Audit Reports. 

 
REPORT ITEM 

 
There have been two (2) external audit or monitoring reports received since the last audit 
committee meeting. The following reports will be discussed: 
 

a) Department of Energy (DOE) - On-Site Monitoring of the Weatherization 
Assistance Program.  

b) Texas Workforce Commission (TWC) – Civil Rights Division Review of 
Personnel Policies and Procedural Systems. 

 
BACKGROUND 

 
 
a) DOE On-Site Monitoring of the Weatherization Assistance Program – There were no findings or 

concerns. There were three recommendations: 
• Investigate the use of the MULTEA multifamily audit for assessing small multifamily 

buildings. 
• Provide final inspection sheets and financial and programmatic compliance reports for 

the units reviewed in Dallas after final inspections and verification of work. 
• Submit the state plan for review by DOE staff as soon as possible. 
 

b) TWC Civil Rights Division Review of Personnel Policies and Procedural Systems - The 
Department was certified as “compliant”.  
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AUDIT COMMITTEE REPORT ITEM  

INTERNAL AUDIT 

SEPTEMBER 12, 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 29 current prior audit issues:  
 

• 23 issues were recently 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 4 are for the Financial Administration Division, 
o 3 are for the Homeless Housing and Services Program, 
o 1 is for the HOME Multifamily Program. 

 
• 6 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 3 are for the Multifamily Finance Division, 
o 1 is for the Neighborhood Stabilization Program (NSP), 
o 1 is for the Compliance Division, and 
o 1 is for the Asset Management Division. 
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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

 September 12, 2013 
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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Detailed Audit Findings 

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 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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Detailed Audit Findings 

 

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: 04/25/13 

  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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Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

• 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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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

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

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

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

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

Recommendation: NSP should:  

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

 

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

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

Target Implementation Date: 01/31/12 

Actual Implementation Date: 03/20/12 

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

Recommendation Age (in days): N/A 
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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Report Name: An Internal Audit of the HOME Multifamily Program    Division: Multifamily Finance Division 

Report Date: 05/16/2012          Current Status: Implemented – Not Verified

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: 05/31/12 

   

Status: 

 

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

 

Recommendation Age (in days):  
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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Report Name: An Internal Audit of the Homeless Housing and Services Program   Division: Community Affairs Division 

Report Date: 8/17/2012          Current Status: Implemented – Not Verified

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: 10/01/12 

  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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Report Name: An Internal Audit of the Homeless Housing and Services Program   Division: Community Affairs Division 

Report Date: 8/17/2012          Current Status: Implemented – Not Verified

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: 10/01/12 

  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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Report Name: An Internal Audit of the Homeless Housing and Services Program    Division: Community Affairs Division 

Report Date: 8/17/2012           Current Status: Implemented – Not verified

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: 10/01/12 

  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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

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): 132 
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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Report Name: Comptroller Post Payment Audit        Division: Financial Administration 

Report Date: 11/30/2012          Current Status: Implemented – Not Verified
 

Finding: 

 

The Comptroller identified three payroll transactions that were missing the documentation needed to determine whether the payments to the employees 
were made correctly. The Department obtained the verification documentation during the audit. The service dates matched the dates in USPS and 
resulted in no monetary impact to the employees' longevity payments. The Department stated that the documentation was missing due to oversight. 
  
Agencies are required to maintain specific documentation to support the legality, propriety, and fiscal responsibility of each payment made out of the 
agency's funds. The Comptroller's office may require the documentation to be made available during a post-payment audit, a pre-payment audit, or at 
any other time. 

 
Recommendation: The Department must ensure that prior state service is properly verified and documented for its employees. The Department should review all 

personnel files to ensure that properly completed prior state service verification documentation is properly documented in the employees' files. 

 
Management Response: The Department has updated procedures to ensure that employees have the proper documentation in their 

files to support prior state service. Files pulled during the current audit where documentation was missing 
were from employees hired prior to the last audit and before the current procedures had been 
implemented. The Payroll and Human Resources areas with the Department are currently working 
together to review all personnel files to ensure that Prior State Service forms in files match the 
information in USPS 
 

Target Implementation Date: 05/31/13 

Actual Implementation Date: 05/10/13 

  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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Texas Department of Housing and Community Affairs 
Detailed Audit Findings 

Report Name: Comptroller Post Payment Audit        Division: Financial Administration 

Report Date: 11/30/2012          Current Status: Implemented – Not Verified

Finding: As part of our planning process for the post-payment audit, we reviewed certain limitations the Department placed on its accounting staff members' 
abilities to process expenditures. We reviewed the Department's security in USAS, USPS and TINS, and the voucher signature cards that were in effect 
during fieldwork. We did not review or test any internal or compensating controls that the Department may have relating to USAS/USPS/TINS 
security or internal transaction approvals. 
  
The Department had one employee with security to adjust payee instructions in TINS and approve paper vouchers. To reduce risks to state funds, 
agencies should have controls over expenditure processing that segregates each accounting task to the greatest extent practical. Ideally, no individual 
should be able to alter payments or other accounting transactions within the state governmental accounting systems without another person's 
involvement. 
  
As a routine part of our security review, we reviewed the Department's compliance with the requirement that all agency users of the Comptroller's state 
government accounting systems must complete a CTIA form. For employees and contractors who require access to the Comptroller's state government 
accounting systems, the agency's security coordinators must have a signed CTIA form from every user on file at their agency prior to granting access 
to the systems. A reviewing official also must sign the agreement, which the agency's security coordinator keeps on file for as long as the user has 
access to the systems plus five years. The Department did not obtain a signed CTIA form for one employee prior to granting access to the systems. 
According to the Department, this was due to the oversight of the agency. 

 
Recommendation: The Department should review the controls over expenditure processing and segregate each task to the extent possible to ensure that no individual is 

able to process payments without oversight. In addition, the Department must enhance its controls to ensure the CTIA forms are completed in a timely 
manner. 
 

Management Response: The Department acknowledges this isolated incident caused by a transition from a previous security 
coordinator to a newly trained staff member, This oversight allowed one employee with security to 
enter/update in TINS and approve payments in USAS. Since the finding, the Department has changed the 
TINS access to inquiry. In the future, management will periodically review the State Comptroller's Office 
Control Reports to confirm security status. 

To improve controls related to CTIA forms, management will audit the master file to ensure all CTIA 
forms are accounted for. 

 

Target Implementation Date: 01/31/13 

Actual Implementation Date: 12/01/12 
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  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: Comptroller Post Payment Audit        Division: Financial Administration 

Report Date: 11/30/2012          Current Status: Implemented – Not Verified

Finding: Tex. Gov't Code Ann. Sec. 2155.382(d) (Vernon 2008) authorizes the Comptroller to allow or require state agencies to schedule payments that the 
Comptroller will make to a vendor. The Comptroller must prescribe the circumstances under which advance scheduling of payments is allowed or 
required; however, the Comptroller must require advance scheduling of payments when it is advantageous to the state. 
  
We identified seven travel transactions that the Department paid early resulting in interest loss to the state treasury. These transactions were paid early 
because the Department was unaware that travel cards and direct bill invoices that exceed $5,000 must be scheduled 

 
Recommendation: To minimize the loss of earned interest to the state treasury, the Department must schedule all payments that are greater than $5,000 for the latest 

possible distribution and in accordance with its purchasing agreements as described in the Comptroller's Prompt Payment and Scheduling Guide. The 
Department can pay according to the terms on the invoice only if those terms are included in the purchase agreement. 

 
Management Response: Prior to this audit, the Department's practice for travel direct bill payments was payment upon receipt of 

statement or services rendered. Prompt payment laws for travel direct bill payments had not been 
communicated to staff nor identified as findings in prior audits. The Department will schedule all 
payments that are greater than $5,000 for the latest possible distribution and in accordance with its 
purchasing agreements as described in the Comptroller's Prompt Payment and Scheduling Guide. 

 

Target Implementation Date: 01/31/13 

Actual Implementation Date: 12/01/12 

  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: Comptroller Post Payment Audit        Division: Financial Administration 

Report Date: 11/30/2012          Current Status: Implemented – Not Verified

Finding: We identified one employee with an incorrect state effective service date in USPS. The improper date resulted in an incorrect payment of longevity pay 
to the employee. The employee had an underpayment of longevity pay totaling $100. 
  
This error occurred due to the employee not receiving state service credit for time spent on leave without pay status. The leave without pay period 
started in the middle of one month, continued for a full month, and ended in the middle of the third month. The Department recorded this break of 
service as two separate periods of employment. Because of this, the employee did not receive state service credit for the first and third months of this 
period. 
  
Gov't Code sec.661.909(h) states, "A full or partial calendar month during which an employee is on leave without pay does not constitute a break in 
continuity of employment." 
  
We provided the Department with the schedule and calculations of the incorrect payment amounts during the fieldwork. The schedule is not included 
with this report due to confidentiality. 

 
Recommendation: The Department must ensure that prior state service is properly verified and documented for its employees. The Department must also compensate the 

employee who was underpaid longevity pay. The Department must ensure that its internal operating procedures include quality control measures that 
will detect an underpayment of compensation to a state employee. The Department shall promptly correct the underpayment through a supplemental 
payroll. See 34 Tex. Admin. Code Section 5.40(c)(2012). 

 
Management Response: Employee noted in finding had prior state service information entered into the Uniform Statewide Payroll 

System (USPS) based on the interpretation of the form received. The information has been corrected and 
the employee has been compensated. 
  
The Department will take extra measures (reviews) to ensure proper processing for longevity pay. When 
the Verification of Employment form for prior state service is received by the payroll division, if there is 
any question as the information on the form, payroll will verify with Human Resources in writing what the 
payroll department's interpretation of the information is and verify that HR agrees with that interpretation. 
The Department's internal operating procedures include quality control measures that detect 
underpayment(s) of longevity pay. 
 

Target Implementation Date: 01/31/13 

Actual Implementation Date: 12/01/12 
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  Status: Management reports that this recommendation has been implemented.  Internal Audit has not yet verified 
this assertion. 

Recommendation Age (in days): N/A 
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Report Name: HUD Technical Assistance and Monitoring Review      Division: Multifamily Finance Division 

Report Date: 08/02/2012           Current Status: Pending

Finding: The Housing Authority of the City of Kingsville submitted a request for HOME funds in conjunction with a demolition application to HOD approved 
under section 18 of the of the U.S. Housing Act of J 937. Although these regulations eliminated the requirement for a Public Housing Authority to 
provide for one-for-one replacement of demolished units, no such exemption exists for the use of HOME funds. This project resulted in the net loss of 
14 lower-income dwelling units in the community, since the reconstruction proposed six fewer 3-bedroom units and eight fewer 4-bedroom units. 
  
The Heights at Corral project records continued no rent rolls, General Information Notices or written referrals to comparable replacement properties. 
Persons appear likely to have moved permanently to decent, safe, and sanitary units given the project was carried out by the Housing Authority of the 
City of Kingsville using Housing Choice Vouchers. However, no documentation was provided to evidence the displacing agency evaluated whether or 
not the voucher payment standard was sufficient to cover all rent and utility costs at the replacement unit beyond the out-of-pocket costs paid at the 
displacement site. 

 
Recommendation: 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, TDI-ICA must submit to 1-IUD 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 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. 
 

Management Response: 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-

Target Implementation Date: 01/31/13 

Actual Implementation Date: N/A 
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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 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. 
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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. 
  
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.” 

  
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/programservices/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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  Status: Management has not yet reported this recommendation as implemented. 
 

Recommendation Age (in days): 91 
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Report Name: HUD Technical Assistance and Monitoring Review      Division: Multifamily Finance Division 

Report Date: 08/02/2012           Current Status: Pending

Finding: 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. 
  
In projects where tenants were found to receive a Notice of Nondisplacemcnt, the letter did not include the locations of potential units available for 
temporary housing. Sponsors were not observed to have provided any follow-up notification advising of same at a later date, closer to the actual time 
of temporary relocation. It is unclear to HUD the extent of advisory services provided in general. 
  
The HPD Red Oak project resulted in at least two permanent displacements. In both cases, technical aspects of the relocation were not in accordance 
with ORA regulations and IJUD policy. 
The tenant of unit 109 was issued a Notice of Eligibility for Relocation Assistance due to being over income. The project rent roll identified the 
household as having two persons in occupancy of a two-bedroom unit. Prior to displacement, it appeared the household was comprised of three 
persons. Although the household was offered a rental assistance payment, it was computed on the cost of one-bedroom dwellings that would not satisfy 
either the functional equivalency or decent, safe, and sanitary criteria under the URA definition of "comparable." Additionally, there are varying 
indications as to the exact amount of monthly rent and utilities paid by the tenant at the displacement dwelling. No decent, safe, and sanitary inspection 
was conducted on the tenant's replacement dwelling to verify it met the condition requirements to be eligible for payment, nor was any conducted on 
the dwellings used in the calculation as required. Rental assistance was disbursed to the tenant in two installments, both issued within a 40-day period. 
However, it is unclear if the expenditure was done in accordance with this plan since there was no evidence the tenant actually received moving and 
rental assistance payments. 
  
In the case of unit 14, the tenant was displaced due to her status as a full-time student without dependents. Project records contained conflicting data as 
to her actual amount of monthly rent and utilities, but according to the Notice of Eligibility for Relocation Assistance the tenant paid no rent at 
Vermillion Square. While she was offered a rental assistance payment based on the costs of one-bedroom dwellings, the amount of the payment was 
improperly capped at $5,250. None of the dwellings listed in her relocation notice were confirmed to be decent, safe and sanitary nor was her 
replacement unit. This tenant appears to have received an unknown amount in rental assistance based on a written statement to lease the upstairs 
portion of her father's home at a cost of $600 per month. No market analysis was conducted to assess whether or not this was truly an arms-length 
rental lease or if the amount charged for this type of housing arrangement was reasonable. 

 
Recommendation: 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 cost of 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 
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lease agreement. 
  
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 Assistance. 
 

Management Response: 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 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. 
  
The TDHCA Relocation Handbook requires recipients of funds subject to URA and 104(d) to submit, at 

Target Implementation Date: 01/31/13 

Actual Implementation Date: N/A 
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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. 
 

  Status: Management has not yet reported this recommendation as implemented. 
 

Recommendation Age (in days): 91 
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Report Name: HUD Technical Assistance and Monitoring Review      Division: Multifamily Finance Division 

Report Date: 08/02/2012           Current Status: Pending

Finding: Records for the rehabilitation of Crestmoor Park South Apartments identified tenants that were issued two different Notice of Nondisplacement in 
February 2009 instead of General Information Notice (GIN) followed later by either the Notice of Eligibility for Relocation Assistance or Notice of 
Nondisplacement (NND). The HOME agreement was not executed until September 10, 2009 whereas construction commenced shortly after closing on 
June 24, 2010. In the HOME application, the rent roll identified only one vacancy of the 68 units. Comparisons of the January 2009, July 2010, and 
June 2011 rent rolls identified 25 households in occupancy at the time the project was proposed who were no longer in occupancy in July 2010. Unless 
a project sponsor has screened a household for their ability to meet resident occupancy criteria, it is difficult to issue an accurate notice providing 
reasonable guarantee to remain at the development. The Notices of Nondisplacement were not issued in a timely manner nor were tenants advised as to 
the location of available units for the duration of their temporary relocation. 
  
For the HPD Red Oak project, no tenants were found to have received either a GIN or NND. The HOME application included rent roll listing 5 tenants 
of the Western Oak property who did not appear to be eligible for continued occupancy and were not provided either notice as required. A review of 
income certifications and new leases executed upon completion of the rehabilitation could not confirm all tenants were allowed to remain on-site, 
based on the rent roll dated February 28, 2010. 

 
Recommendation: 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. 
Units: 100, 101, 106, 107, 109, 110, 117, 118, 119, 123, 124, 127, 131, 136, 140, 141, 143, 145, 151, 153, 159, 161, 162, 163, and 164. 
  
TDHCA must submit to HUD 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 and for the purposes of offering permanent relocation assistance under the URA. HUD must concur with the State's 
determinations. 
  
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-funded multi-family rehabilitation/reconstruction program. 
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Management Response: TDHCA requested, on August 16, 2012, from Crestmoor Park South's development owner: 
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 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 providing incomplete or unsatisfactory support 
documentation. The response was determined to be inadequate, and on October 10, 2012, TDHCA 
requested the information above again. On October 17, 2012, Crestmoor responded to Finding 1 providing 
documentation. 
 

Target Implementation Date: 01/31/13 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. 
 

Recommendation Age (in days): 91 
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Report Name: HUD Affordable Housing Monitoring and Technical Assistance Visit    Division: Compliance Division 

Report Date: 08/17/2012            Current Status: Pending

Finding: Review of the multifamily portfolio report indicated that there are numerous projects that are out of compliance with the HOME Program 
requirements. 
  
On June 20, 2012, Stephen Eberlein met with Tim Irvine, Executive Director and Sara Newsom, Director, HOME Program, to discuss issues and 
progress in resolving the defaulted activities listed in HUD's FY 2009 Monitoring Report. Following is a recapitulation of the meeting. 

  
• St. John Colony Park alk/a, Del Meadows, Dale, TX - IDIS #4001- All issues have been resolved 
• Thomas St. Apartments, 925 Thomas St, Linden, TX - IDIS #2727 - All issues have been resolved 
• Colonias Del Valle, Pharr, TX-IDIS #2710- All issues have been resolved 
• Mexia Homes - Mexia, TX - IDIS #2637 - Enforcement action underway by State Administration Penalties Office 
• Juan Linn Apartments- Victoria, TX-IDIS #4369 - New owner in place. Progress is being made to reestablish the LURA 
• Carriage Square Apartments - Dickinson, TX - IDIS #2670 - Property was demolished. The land is being marketed for sale and 
redevelopment 
• Red River - Wharton, TX - IDIS # 7607 - State is working with new owner to reestablish the LURA 
• Palisades at Belleville- Belleville, TX- IDIS #2647- State is working with new owner to reestablish the LURA. Note: This owner also owns 
the Red River Project directly above. 
• Gardens of DeCordova - Granbury, TX - IDIS #26281- Owner defaulted on construction loan. The private lien holder has maintained 
compliance with LIHTC/Board requirements and the state is optimistic that he will accept the HOME requirements. The state is scheduled to 
monitor this project in July 2012. 
• Community Action of South Texas - Three projects - All of the LURAs have been extended and all other issues resolved. 
• Duncan Place- Hillsboro, TX- IDIS # -State will request a grant reduction 
• Flamingo Bay Apartments (Lakeside Center) - 200 Garfield, LaPorte, TX - IDIS # 1529 - State will request a grant reduction 

  
The following projects noted in the FY 2009 monitoring report have been brought into compliance and no further action is required at this time. 

  
Lincoln Court Apartments - IDIS #2631 
Port Yelasco Apartments - IDIS #2636 
Colorado City Homes- IDIS #2676 
Colorado City Homes II - IDIS #2677 
Southeast Texas Community Development- IDIS #2680 
Ebenezer Senior Housing- IDIS #2681 
Spur Triplex - IDIS #2694 
Sterling Park Square • ID IS #2696 
Tyler Community Homes (Path) IDIS #2699 
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Weldon Blackard Rental- IDIS #2706 
Railroad Street Rental Housing- IDIS #2711 
Sunrise Villas Apartments IDIS #2723 
Alamo Plaza Apartments- IDIS #3200 
Villa De Reposo - IDIS #4002 
Alta Vista Village Retirement Community- IDIS #4006 
Spring Garden Apartments IV- IDID #4007 
Plainyiew Duplex - IDIS #4008 

 
Recommendation: Because two projects noted in FY 2009 report remain unresolved, this old finding remains open. Once the remaining issues for Duncan Place and 

FlamingoBay (Lakeside Center) are resolved through repayment of the HOME Investment to the state's HOME Treasury Account; approval of a grant 
reduction; or otherwise brought into compliance, this finding can be cleared. The state needs to continue to work to bring the Juan Linn and Red River 
projects into compliance. 
  
These final corrections need to be completed on or before February 28, 2013. If compliance cannot be achieved via one of the above-referenced 
options, the state must repay its HOME Treasury Account for the full amount of the HOME Investment for these projects from non-federal funds. The 
state should also provide a monthly update on the status of the above noncompliant projects with the first report being due on or before September 5th, 
and by the 5th day of each month thereafter. 
 

Management Response: The Department is providing an update on the multifamily portfolio as Attachment A. 

 

Target Implementation Date: 02/28/13 

Actual Implementation Date: N/A 

  Status: Management has not yet reported this recommendation as implemented. 
 
Management has reported a revised implementation date as 07/31/13. 
 

Recommendation Age (in days): N/A 
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Report Name: An Internal Audit of Asset Management         Division: Asset Management 

Report Date: 05/02/2013             Current Status: Pending

Finding: The procedures used by asset resolution staff are not followed consistently and there is limited guidance in place for multifamily asset resolution 
activities. 

 
Recommendation: Single-family asset resolution activities should be performed consistently and processes should be established for multifamily asset resolution 

activities. 

 
Management Response: Management agrees that SOPs need to be revised and/or implemented for both single-family and 

multifamily asset resolution; however, the multifamily strategies will continue to be much more property 
specific. Division Director Cari Garcia is responsible for ensuring that SOPs for resolution are updated 
and finalized by September 30, 2013. 

 

Target Implementation Date: 09/30/13 

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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AUDIT COMMITTEE REPORT ITEM  

INTERNAL AUDIT 

SEPTEMBER 12, 2013 

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

 
 

REPORT ITEM 
 

The Internal Audit Division received 79 complaints of fraud, waste or abuse in 
fiscal year 2013 (as of 8/31/2013). Last year (fiscal year 2012) we received 80 
complaints.  

 
 
 

BACKGROUND 
 

In fiscal year 2013, Internal Audit received 79 fraud complaints.  Of these: 
• 60 calls were received on our hotline:  

o 10 were related to the Department’s programs or staff: 
 Tax Credits – 3 
 HOME –3 
 Manufactured Housing – 2 
 Compliance – 1 
 Personnel - 1 

o 50 were not related to the Department’s programs or staff. These callers were 
referred to the appropriate agency for assistance. 

• 19 complaints were received from other sources:  
o 16 were related to the Department’s programs: 

 Tax Credits – 7  
 Weatherization/CEAP – 5 
 Compliance – 1 
 HOME – 1 
 Neighborhood Stabilization Program -- 1 
 Multiple Programs – 1 

o 3 were not related to the Department’s programs. 
The sources for these 19 complaints were: 

o Public – 9 
o TDHCA Staff – 6 
o SAO Hotline –2 
o Sub-Recipient – 1 
o Media – 1 

• 53 of the 79 complaints (67.09%) were not under the Department’s jurisdiction. 
• The 26 TDHCA complaints were resolved as follows: 
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o Closed –10 
o Unsubstantiated – 9 
o Referred to SAO and/or other oversight agencies – 7 
o Pending – 0   
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