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TO:  JamesBarnes, Director, Office of Community Planning and Development, 1AD

FROM:  Stephen D. King, Acting Didtrict Inspector Generd, Office of Audit, 1AGA

SUBJECT: HOME Program
North Suburban Consortium
Malden, Massachusetts

We completed our audit of the North Suburban Consortium (NSC) HOME Program. Our objectives
were to determine whether the NSC utilized its HOME funds in such a way tha decent, sefe, and
affordable housing opportunities for very low and low-income families, in the member cities area, were
expanded and whether the funds were used efficiently. We looked a both home-ownership and rentd
housing projects developed by the NSC.

We bdlieve that the NSC utilized its HOME funds in an efficient and effective manner, however, we did
find problems with NSC's adminigration of the program. This report contains four findings: 1) NSC
does not have adequate support for administrative and project delivery costs charged to the program,
2) NSC is not inputting activity completion reports and program income data into the Integrated
Disbursement and Information System, 3) NSC is not performing required monitoring to ensure that
program requirements are met, and 4) NSC needs to improve its administration over program
operations.

Within 60 days please give us, for each recommendation in this report, a status report on: (1) the
corrective action taken; (2) the proposed corrective action and the date to be completed; or (3) why
action is consdered unnecessary. Also, please furnish us copies of any correspondence or directives
issued because of the audit.

If you have any questions, please contact our office at (617) 565-5259.
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Executive Summary

We performed an audit of the North Suburban Consortium’'s (NSC) HOME Program.  Our audit
objectives were to evauate the NSC's compliance with HUD program regulations and whether HOME
funds were efficiently and effectively used to expand the supply of decent, safe, and affordable housing
for very low-income and low-income people.

Our audit disclosed that NSC did use its funds in an efficient and effective manner. However, we
believe that NSC needs to take action to correct the following adminigtrative deficiencies.

Adminigtration and Project
Delivery Costs Were Not
Supported

IDIS Not Properly
Maintained

The NSC did not maintain adegquate records to support
$626,225 of costs for overdl program management and
$424,677 for saff costs directly related to carrying out specific
projects. In addition, we consider $179,206 of administrative
costs to be indigible for reimbursement as the costs were
charged twice to the Federd government. The methods used by
the NSC to determine amounts charged resulted in duplicate
and unreasonable costs. NSC agreed that its methods could be
improved but believed that the costs charged were reasonable.
We recommend that you require the NSC to take the following
actions

Develop reasonable alocation plans supported by studies
of actud time spent on the various programs managed by
the Cities. The plans should be updated annualy or more
often if programs are added or deleted.

Base future adminigtrative and project ddivery costs on
actud costs supported by time cards and purchase orders.

Require NSC to provide documentation supporting its
satements that only $105,617 of the $179,206 in
adminigrative cogt isindigible

Document the digibility of $626,225 of adminigrative and
$424,677 of project delivery cost.

The NSC did not input information regarding project
completion and program income into HUD's Integrated
Disbursement and Information System (IDIS). As a result,
IDIS cannot be used to effectively monitor the status of
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Executive Summary

NSC Needs to monitor its
Member Cities

Administration of HOME
Program Operations Needs
Imorovement

00-BO-255-1002

program operations. NSC officids stated that due to a lack of
time, they did not input the required data. NSC intends to input
the data on atimely basisin the future.

The NSC needs to monitor its member cities program
operations. The NSC could not demondrate that it had
performed required monitoring to ensure compliance with
program requirements. As a consequence, the NSC has limited
assurance that loans met HOME digibility requirements,
persons receiving assistance were digible, and housing qudity
standards were met. NSC officials agreed to perform required
monitoring.

NSC management needs to be more involved in the
adminigration of the HOME program. We noted instances
where NSC was not complying with HUD regulations or
contract agreements. NSC needs to take corrective action on
the following issues:

Independent Audits. There has been no outsde audit of
goproximately $11 million of HOME program expenditures
snce program inception in 1992. NSC officids believed the
HOME program had been audited during the City of Malden's
annud sngle audit. Our review of the single audit reports
disclosed that the HOME program had not been included in the
audit scope, therefore, the requirements for obtaining audits had
not been met. NSC has scheduled audits for fiscal years ended
June 30 1997 and June 30, 1998. Asthe regulations require an
audit for dl years, we recommend that independent audits be
performed for the years Since program inception.

Loan Records: An accurate liging of outsanding loans
amounts, terms, and conditions was not maintained by NSC.
We compared NSC loan records to the actua loan documents
and found numerous errors and differences in loan amounts. In
addition, the loan records did not contain repayment terms and
conditions. Without a detailed and accurate list of loans, there
isan increased risk that repayment requirements will not be met.
NSC officids agreed that an accurate list should be created.

Contractor MHP: The NSC entered into an agreement with the
Massachusetts Housing Partnership Fund Board (MHP) to
assig firg-time home-buyers. NSC provides funds for interest
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Executive Summary

Findingsand
Recommendations
Discussed

subsides and loan loss reserve for second mortgage loans made
by a participating bank. According to the agreement, NSC is
to receve a summary from MHP of dl of its outstanding
subsidy loans and loan loss reserve, within 30 days of the end
of the caendar year. As of April 1999, NSC had not received
a summary for the year ended December 31, 1998. NSC
agreed to contact MHP and obtain and review the summary.

In addition, NSC needs to place liens against property for
mortgage assstance it provided through MHP. According to
MHP s records, through April 20, 1999, MHP had provided
assgance to 20 families with HOME funds. MHP maintains
the loan documents (Subsidy Note, Mortgage, and Settlement
Statement) and is the registered lien holder. As NSC provided
the funds, it should be the registered lien holder on the county
records. This will ensure that program and recaptured income
generated by MHP managed loans will be returned to NSC.
Currently, NSC is in an inferior pogtion to be aware tha
program or recaptured income is being generated as Al
correspondences on such matters would be between MHP and
the lender. The NSC did not agree with our position stating
that MHP has a system in place to ensure that |oans are repaid
and NSC notified accordingly.

We discussed the findings in this report with NSC's staff during
the course of our audit. We issued a draft audit report to NSC
on September 2, 1999. The NSC issued a written response to
the draft on October 29, 1999. The NSC did not agree with
the content of the report in regards to the findings on indligible
and unsupported adminigtrative and project delivery cods,
obtaining independent audits for fisca years 1992 - 1996; and
placing liens in NSC's name for loans managed by MHP.
Appropriate revisons were made where deemed necessary.
We included the NSC's pertinent comments in the Findings
section of the report. The NSC's full response is included in

Appendix B.
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| ntroduction

The North Suburban Consortium (NSC) receives funding under HUD’s HOME Investment
Partnerships Program (HOME). Communities that do not qudify for an individud alocation under the
HOME Grant formula can join with one or more neighboring locdities in a legdly binding consortium
whose members combined dlocation would meet the threshold for direct funding. The NSC was
approved by the Secretary as a consortium and receives its funding under this method.

The NSC is made up of seven cities (Maden, Medford, Arlington, Mdrose, Revere, Chelsea, Everett)
of which the City of Maden is the lead or representative city. The City of Madden is acting by and
through the Maden Redevelopment Authority (MRA) to administer the HOME program. Stephen
Wishoski isthe Executive Director of the MRA.

Title Il of the Cranston-Gonzalez Nationd Affordable Housng Act of 1990 crested the HOME
program. In generd, the purpose of the HOME program is twofold: 1) to expand the supply of decent,
safe, and affordable housing for very low-income and low-income Americans, and 2) to strengthen
public-private partnerships in the production and operation of such housing. As a housing block grant,
the HOME program gives participating jurisdictions discretion over which housing activities to pursue.
These activities may include acquisition, rehabilitation, new congruction, and resdent-based renta
assigance. In addition, participating jurisdictions may provide assistance in a number of digible forms,
including loans, advances, equity investments, and interest subsides. Up to ten percent of the HOME
funds received by a participating jurisdiction may be used to administer the program.

The Home Investment Trust Fund account established in the United States Treasury is managed through
a computerized disbursement and information syslem known as HUD's Integrated Disbursement and
Information System (IDIS). There are two key objectives of the IDIS: to manage and account for
disbursements of HOME funds to participating jurisdictions;, and to collect, consolidate and report
information regarding HOME Program performance. The participating jurisdiction is responsible for
reporting data on its HOME Program into IDIS.

During Fisca Years 1992-1998, the NSC was dlocated HOME program funds totaling $15,808,345.
HUD's reporting system for the HOME program showed that $11,040,632 of this total had been
drawn down as of February 1999. A following table shows the annua alocations and drawdowns.

| Fisca Year | Allocations | Drawdowns | Balance
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I ntroduction

Fisca Year Allocations Drawdowns Bdance
1992 $ 2,027,000 | $ 2,027,000 $ 0
1992 Mass. Home | $ 160,000 | $ 160,000 $ 0
1993 Mass. Home | $ 500,000 | $ 500,000 $ 0
1993 $ 1,715,000 | $ 1,715,000 $ 0
1994 $ 1,821,000 | $ 1,815,850 $ 5150
1995 $ 1,967,000 | $ 1,961,429 $ 5571
1996 $ 1,911,000 | $ 1,707,536 $ 203,464
1997 $ 1,861,000 | $ 528,684 $1,332,316
1997 MassHome | $ 1,502,145 | $ 531,029 $ 971,116
1998 Mass. Home | $ 339,200 | $ 0 $ 339,200
1998 $ 2005000 $ 94,104 $1,910,896
Totd $15,808,345 | $11,040,632 $4,767,713

The NSC uses HOME funds to provide loans for its Rentd Property Rehabilitation Program,
Homeowner Rehabilitation Program, First-Time Homebuyer Program and for New Congtruction of
Rentd Property. According to MRA'’s records, as of February 1999, the Consortium has expended a
total of $12,212,688 (HUD drawdowns plus program income) HOME funds on 378 activities and the
adminigration of the HOME program.

Activity Tota Expenditure Number of Loans
Subgtantid Rehabilitation $ 5,261,400 29
Moderate Rehabilitation $ 2,990,353 79
Firg-Time Home-buyer * $1,991,222 266
New Congtruction $ 1,000,930 4
Administration $ 968,783 -

Totd: $12,212,688 378
*  Oneloan for acquigtion of rental housing

The mgjority of NSC records are maintained at the MRA Located at 200 Plessant Street, Malden,
Massachusetts.  Each of the member cities and the larger developments have tenant and housing
ingoection information on file. In addition, the Massachusetts Housing Partnership maintains loan
information on Firg-Time Home-buyers.

The purpose of our audit was to evduate the NSC's

AU ESTE adminigration of HOME funds including areview of compliance
with HUD program regulations. Specifically, our review was to
determine whether the NSC efficiently and effectively used
HOME funds to expand the supply of decent, safe, and
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I ntroduction

affordable housing for very low-income and low-income people
and adequately monitored its member cities and sub-recipients.

To accomplish our audit objectives we performed the following:
Audit Scope and
Methodology : Reviewed applicable HUD reguldions to gain an
undergtanding of HOME program requirements,

Interviewed the Massachusetts HUD State Office of
Community and Planning and Development saff who
oversee the Consortium’'s HOME Program  for
information regarding the adminigtration of the program
and HUD monitoring performed,

Examined records, plans, performance evauations and
Integrated Disbursement and Information System
reports maintained by the Massachusetts State HUD
Office of Community Planning and Development to
obtain information on the use of HOME Program

funds,

Interviewed NSC managers and staff who administer
the HOME program to gain an underganding of the
gructure of NSC's HOME program and to identify
procedures and controls over the program;

Reviewed five of the highest funded completed HOME
activities to determine whether the Consortium
efficiently used HOME funds to provide affordable
rental housng to income €eigible paticipants a a
reasonable cost. Specifically reviewed adherence to
HUD’s affordability, maximum unit cogt limit, and
property standard requirements. Activities reviewed
totaled $1,449,000. Two of the activities were
adminigered by Community Housng Development
Organizetions,

Reviewed five Firg-Time Home-buyer files to assess
whether the Consortium effectively used HOME funds
to provide loans to income digible Firg-Time Home-
buyers. Specificdly reviewed adherence to HUD’s
affordability, property vaue limit, and property standard
requirements. Reviewed an additiond ten Frd-time
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Home-buyer files to determine whether liquid assets are
within a reasonable range for providing assstance. In
addition, determined whether twenty Firs-Time Home-
buyers Hill inhabit resdence as required under HUD's
affordability regtrictions.

Assured that twenty-nine Home-buyer mortgages were
properly registered and had not been discharged.

Examined HOME receipts and disbursements to
determine whether funds are properly accounted for
and that NSC has adequate controls to safeguard
HOME funds. Specificdly reviewed the following aress:
Homeowner and rental income limits, Adminidiration
Limts CHDOs Reserves Matching Funds
Contribution; Program Income and Project Ddivery
Costs. Also reviewed to ensure that accounting records
are maintained in accordance with HUD requirements,

Determined whether NSC procedures are in place to
adequately monitor member cities and sub-recipient
activities,

Evduated whether the NSC is maintaining IDIS in

accordance with program requirements.

We conducted the audit from January 1999 to August 1999
The audit covered the NSC's HOME operations from program
inception in 1992 to January 31, 1999. We expanded the
scope of our review as necessary.

We performed our audit in accordance with generally accepted
government auditing sandards.
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Finding 1

Administrative and Project Delivery
Costs Were Not Supported

The NSC's seven member Cities charged both adminisirative and project delivery costs to the HOME
Program which are an digible use of funds. However, we determined that $179,206 of adminigtrative
costs were indigible for reimbursement and the NSC did not maintain adequate records to support
$626,225 of codts for overal program management and $424,677 for staff codts directly related to
carying out specific projects.  Without maintaining adequate records there is no assurance that the
NSC’'s member Cities have not been reimbursed twice for the same staff costs or the charges to the
HOME program are reasonable.

HUD regulation 24 CFR 92207 dates that participating
jurisdictions such as NSC may expend 10 percent of HOME
program yearly funding amounts for payment of reasonable
adminigrative and planning costs.  In addition, 24 CFR
92.207b. dates that NSC can charge individud activities for
daff and overhead effort directly associated with carrying out
that activity (project ddlivery). Project ddivery efforts include;
work specifications preparaion, loan processing, inspections,
and other services related to asssting potential owners, tenants,
and home-buyers.

Costs Must be Supported

Costs charged to the HOME Program by NSC must meet the
requirements of OMB Circular A-87 (A-87). A-87 establishes
principles and standards to provide a uniform approach for
determining costs.  The following A-87 criteria gpply to the
HOME Program:

Attachment C, provides that to be alowable under Federd
awards, costs must meet the following generd criteria

1h.  “Not beincluded asacost or used to meet cost sharing
or matching requirements of any other Federad award in
ether the current or prior period...”

1j. “Beadequately documented.”

3.b.  “All attivities which benefit from the governmenta unit's
indirect cog, incduding undlowable activities and
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Finding 1

Maximum Allowable
Adminigtrative Costs Were
Claimed

$626,255 of Administration
Costs Not Supported

Allocation Methods Were
Not Reasonable

00-BO-255-1002

sarvices donated to the governmenta unit by third
parties, will receive an gppropriate alocation of indirect
cost.”

3.d.  “Where an accumulation of indirect cogts will ultimeatdy
result in charges to a Federd award, a cost alocation
plan will berequired .. . . .”

NSC's seven member cities entered into a written agreement to
dlocate 10 percent of the annud HOME funding among the
citiesfor adminidrative costs. Each city received approximatey
1.1 percent of annud funding except for the City of Maden
which received 3.3 percent because it was the NSC's lead
city. The written agreement dso specifies that each city will
document its gaff time and expenses for adminidrative and
project delivery costs. Member cities obtain the adminigtrative
amounts agreed to by submitting invoices to the NSC at various
intervas.

Our review disclosed that none of the member cities met the
agreement requirements to document staff time spent on the
program. The member cities had no documentary support such
as time cards or purchase orders for $626,225 of invoiced
costs. Discussion with persons who prepared the invoices for
each of the cities disclosed that hours worked listed on the
invoices were backed into in order to achieve the agreed to
percentage amounts.  Officids for the cities believed that the
cities were entitled to the adminigtrative costs that had been
camed. The officids bdieved that actud adminidrative cods
did not have to be accounted for because the HOME program
regulations alowed them to charge up to 10 percent of program
costs on adminigtration and that the 10 percent amount had not
been exceeded. In addition, the officias believed that actua
costs to administer the program exceeded the amounts claimed.

We reviewed the accounting records of the City of Maden and
the City of Revere to determine where adminidrative costs
listed on invoices submitted to the NSC were charged. We
found that costs billed to the HOME program were charged to
different programs on the books of record, and support for the
cities departmentd dlocation plans were not adequate.
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Finding 1

City of Maden

City of Revere

The City of Maden invoices listed five employees as having
worked on the HOME program. Only one of the five
employee' s sdary was dlocated to the HOME program on the
accounting records. Two of the other four employee's sdlary
had been charged in full to other Federd grant programs
administered by the city. Therefore, adminidrative cogs of
$179,206 for the two employees were reimbursed twice to the
City of Maden, once by the HOME program and once by the
other Federa grant programs. Charging the same expense to
separate  Federd  programs is  unreasonable and  in
noncompliance with OMB Circular A-87, Attachment C, 1.h.
Therefore, the codts are indigible for rembursement. For the
remaning two employees, we found that their sdaries were
charged to other Federa and city programs. No alocation was
made to the HOME program which indicates that invoices for
the three employees should not have been submitted to the
HOME program.

Malden city officids agreed that the four employee' s time had
been not been charged on the books of record correctly but
stated that the employees had worked on the HOME program
and the invoiced amounts were reasonable.  As discussed
above, the City of Maden had no basisto determine what were
reasonable amounts.

The hours for four employees lised on the City of Revere's
invoices were not supported by time cads or other
documentation. City officids stated that it was the city’s policy
to invoice for the entire amount of adminidrative funds made
avalable through the annua agreement. To achieve this
amount, the city “backed into the hours listed on the invoices’.
The city officids believed that this was reasonable as they
believed that the actud time worked on the HOME program
was greater than the amount of time billed to the NSC.

We reviewed the accounting records to determine what
programs the four employees salaries were charged to. One
employee was not charged to the HOME program on the
accounting records. Two of the employees were charged 100
percent to a general ledger account set up to record all Federa
and date grant income and adminigrative costs, which includes
the HOME Program. The fourth employee had 25 percent of
his time charged to the Federad and state grant account and 75
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Finding 1

$424,677 of Project
Ddivery Costs Were Based
on Estimates Amounts

Charges Should Be Based
on Actua Time Worked

00 Lo coo aoue

percent of his time to city programs. The city department
responsible for administering the HOME program was the City
Panning Department. In addition to managing city planning, the
department dso administered other Federd, state and local
programs. The department had no support for its alocation
plan. We noted that the city did require its Saff to prepare time
cards but that charges on the time cards were not used as a
basis for determining dlocations or for direct charging purposes.
As a reallt, there was no means of determining if the
adminigrative costs dlocated to the various programs it
operated were reasonable.

We compared Federal and state grant income received, which
included HOME adminigtration and project delivery cods, to
expenses allocated to the account for the period July 1, 1995 to
June 30, 1999 and found that income exceeded expenses by
gpproximately $233,000. This indicates that the City of Revere
was over reimbursed for the cost of managing its Federa and
date programs.  As income and expenses were combined into
one generd ledger account, we had no way to determine if
income exceeded actua costs on a program by program basis.

The NSC had no written policies and procedures regarding
project delivery codts. Project ddivery costs were
predetermined by an NSC officid. The officid sated that he
relied on his experience in running programs smilar to the
HOME program to develop what he thought project ddivery
cogts should be. The officid indicated that he did not maintain
written records of how he caculated or estimated the project
delivery cogts. The officia stated he estimated project ddivery
costs in his head and told the member cities what project
delivery cogtsit could charge for each activity.

At the completion of each activity, the member cities prepared
invoices to hill project ddivery costs.  As with adminidrative
costs, the persons who prepared the invoices disclosed that
hours worked listed on the invoices were backed into in order
to achieve the predetermined project delivery cost. Member
city officiads bdieved that actud project delivery codts did not
have to be accounted for as the amounts were pre-determined
by the NSC officid.

The duplicate and unreasonable charges could have been
avoided had the NSC's member cities charged sdary and
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Finding 1

Auditee Comments

OIG Evauation of
Auditee Comments

overhead costs based on actud time spent on the programs.
We note that al the member cities require its employees to
record daly time charges. Therefore, it would not be difficult
for the cities to track the actud cost of managing dl of its
programs. We believe that NSC management needs to change
its opinion that the NSC is entitled to take the maximum amount
of adminidrative funds available under program regulations and
seek ways to reduce management costs so as to provide
additiond funds for program gods.

The NSC agreed that documentation supporting adminigtrative
and project delivery costs were not adequate in al cases.
Beginning July 1, 1999, NSC will require member cities to
develop adequate cost dlocation plans. In addition, the
member cities will be required to base charges for project
delivery cost on actua costs supported by time cards and/or
purchase orders. Maden, as representative city, will review the
alocation plans and support documentation for adequacy on an
annud bass.

In regards to the $179,206 of indigible adminidrative codts,
NSC reviewed its accounting records and determined that the
amount actually overcharged was $105,617. NSC dtated that
it had reimbursed the Federd CDBG program $70,000 and
had found that an additiond $35,617 of digible adminigrative
costs had not been billed to the HOME program. NSC intends
to offset the $35,617 againgt the overcharged amount. NSC
provided no documentation to support the above.

NSC's response did not address the digibility of $626,225 of
adminigrative costs and $424,677 of project ddivery other
than to state that it believed the costs were reasonable.

NSC's proposed actions, if properly implemented, will correct
the problem from July 1, 1999 forward. For the period prior to
July 1, 1999, NSC provided no documentation to support its
contention that its adminigtrative and project ddivery costs were
reasonable and necessary for the operation of the HOME

program.
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Finding 1

Recommendations

00-BO-255-1002

We recommend that you require the NSC to:

1A .

1B.

1C.

1D.

Develop reasonable dlocation plans supported by
dudies of actud time spent on the various programs
managed by Cities. The plans should be updated
annudly or more often if programs are added or
deleted.

Base future project delivery costs on actua costs
supported by time cards and purchase orders.

Require NSC to provide documentation supporting its
statements that only $105,617 of adminigtrative cost is
indigible.  In addition, you should review NSC's
accounting records to ensure that $70,000 was
reimbursed to the CDBG program from non-Federd
funds. Also you should review NSC documentation
regarding the additional cost of $35,617.

Document the digibility of $626,225 of adminigtrative
and $424,677 of proect ddivery costs. We
recommend that you choose a representative year and
require that NSC provide the following documentation
to support administrative and project ddivery costs for
that year:

A liging of al Federd, State, and locd programs
administered by City departments responsble for
the HOME program.

The sdary and overhead dlocation plans for the
City departments respongble for administration of
the HOME Program for the year sdlected;

Documentation supporting actud payroll charges of
the departments to the various program generd
ledgers,

Income received from Federal and State programs
for Administration Purposes for the year sdected;
and,

Page 10



Finding 1

Invoices submitted by the seven member Cities
supporting project delivery cods.

If the documentation for the year reviewed supports
amounts charged, then no further action should be
required. However, if the documentation indicates that
costs are not digible, then dl years should be reviewed.
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Finding 2

Required Information Was Not Input Into IDIS

The North Suburban Consortium (NSC) did not input information regarding project completion and
program income into HUD’s Integrated Disbursement and Information System (IDIS) asrequired. As a
result, IDIS cannot be used to effectively monitor the current status or performance of HOME

activities

Completion and Income
Information is Required

Project Completion
Information Not Reported

HUD regulaions a 24 CFR 92.502d.1. states that project
completion information must be entered into the IDIS within
120 days of the final project draw down. If satisfactory project
completion information is not provided, HUD may suspend
further project set-ups or take other corrective actions including
recommitting the funds to other activities. HUD requires a
participating jurisdiction to report program and recaptured
income in IDIS as soon as the income is received (CPD
Directive Number 97-9).

Our review of NSC's records at April 1, 1999, disclosed that
110 completed activities had not been reported as completed in
the IDIS. Severd of the activities had been closed for up to
three years. The following digtribution table displays the number
of completed activities that exceed 120 days after the find
disbursement date, and the HUD fund baance:

Completed Activities Not Closed
Out of IDIS as of April 1, 1999

Number of Days that
Number of exceed 120 day close

Activities out period HOME Fund Balance
55 0-200 $ 267,386
44 201-400 $ 248152
7 401-600 $ 30990
1 601-800 $ 13615
3 801-1234 $ 108,714
110 $ 668,857

Out of the 110 activities, 50 have a zero LOCCS bdance, and
the remaining 60 have an aggregate LOCCS baance of
$668,857. The $668,857 represents HUD funding obligated
under the 60 activitiess No harm resulted as NSC had
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Finding 2

Program and Recaptured
Income Not Reported

additiona funds avallable to start and complete other activities.
However, it could have an adverse effect in the future should
the amount of funds available be reduced.

The NSC has not reported in IDIS $313,668 of program and
recaptured income received from January 1, 1998 to April 30,
1999. Therefore, the financid data used by HUD for planning
and anaysis purposes is not accurate.

Auditee Comments

NSC dated that since the 1G auditors have |eft the office, 104
activities have been closed out and NSC will close out activities
on a timey bads in the future. NSC dates that it has now
entered dl program income into the IDIS and will keep the
system current in the future.

OIG Evauation of
Auditee Comments

The NSC's proposed actions, if properly implemented, will
correct the condition.

Recommendations

00-BO-255-1002

We recommend that you ingtruct the NSC to:

2A. Timely input project completion reports in the
future.

2B.  Input program and recaptured income received into
IDIS on atimey basis.
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Finding 3

NSC Needs To Monitor I1ts Member Cities

The NSC needs to strengthen its monitoring over six of its seven member cities. The NSC could not
demondrate that it had performed required monitoring to ensure compliance with program
requirements. As a consequence, the NSC has limited assurance that: loans met HOME digibility
requirements; persons receiving assstance were eigible; and, housing quaity standards were met.

Monitoring Required

Improved Monitoring
Needed Over Six Member
Cities

According to HUD regulation 24 CFR 92.504, the participating
jurisdiction is respongble for managing the day-to-day
operations of its HOME program, ensuring that HOME funds
are used in accordance with dl program requirements and
written agreements, and teking gppropriate action when
performance problems arise. Under the Mutua Consortium
Agreement, the Representative Member, the City of Malden,
acting by and through the MRA, was designated to assume
overdl responghility for ensuring that the seven member cities
are complying with HUD regulations.

The NSC did not perform required monitoring over six of the
seven member cities to assure HOME activities are in
compliance with HOME regulations. The NSC did perform
required monitoring of the City of Maden. The NSC had no
written policies and procedures pertaining to monitoring its
member cities activities. According to NSC officials, NSC
performed no monitoring or testing of six of its member cities
(Arlington, Chelsea, Everett, Medford, Mdrose, and Revere)
to ensure compliance with HUD regulations. The officid stated
that compliance with the regulaions was the responshility of
each member. The NSC did receive and file an digibility
checklis from each of its member cities but never tested to
determine if the data on the checklists was accurae. As a
consequence, the NSC has limited assurance that: loans met
HOME digibility requirements, persons receiving assgance
were eigible, and housing quaity standards were met.

Auditee Comments
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Finding 3

The NSC agreed to perform the required monitoring on an
annua basis. NSC is developing procedures for monitoring and
NSC's daff have atended HUD Monitoring workshops to
improve their kills,

OIG Evauation of
Auditee Comments

The NSC's proposed actions, if properly implemented, will
correct the condition.

Recommendation

00-BO-255-1002

We recommend that you require the NSC to:
3A. Submit its monitoring procedures for your review.

3B. Review its member cities in compliance with HUD
regulations on an annua basis.

Page 16



Finding 4

NSC Needs to Improve Its Administration
Over HOME Program Operations

NSC management needs to be more involved in the adminigtration of the HOME program. During our
review, we discussed many issues with NSC management. Our overdl conclusion is that management
put a grest ded of effort into creating activities but expended minimd effort in performing the
adminigrative tasks required to maintain program operations in conformance with HUD requirements.
We noted instances where NSC was not complying with HUD regulations or contract agreements.
NSC needs to take corrective action on the following issues:

Independent Audits Not
Obtained

Loan Records Not
Maintained

Controls Over Contractor
MHP Need Improvement

There has been no outsde audit of the HOME program since
program inception in 1992. Approximately $11 million has
been expended without proper independent review. HUD
regulations at 24 CFR parts 44 and 45 require participating
jurisdictions to obtain independent audits on an annud bass.
NSC officids stated that they believed the HOME program had
been audited during the City of Mdden's annud single audit.
Our review of the single audit reports disclosed that the HOME
program had not been included in the audit scope, therefore, the
requirements for obtaining audits had not been met. NSC
agreed and scheduled audits for Fisca Years 1997 and 1998.
However, Fiscad Years 1992 through 1996 audits have not
been scheduled. NSC officids believe that audits of 1992
through 1996 operations would not be useful because of the
extent of time that has past. We disagree and recommend that
audits of al years be performed by an independent public
acocounting firm.

An accurate liging of outsanding loan amounts, terms, and
conditions was not maintained by NSC. We compared NSC
loan records to the actua loan documents and found numerous
erors and differences in loan amounts. In addition, the loan
records did not contain repayment terms and conditions.
Without a detailed and accurate list of loans, there is an
increased risk that repayment requirements would not be met.
NSC officias agreed that an accurate list should be cregted.

Our review disclosed that NSC did not receive a required
yearly statement of activity from one of its contractors and that
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Finding 4

lien titles for property purchased with HOME funds were not
properly recorded in the County records. The NSC entered
into an agreement with the Massachusetts Housing Partnership
Fund Board (MHP) to assg firg-time home-buyers. NSC
provides funds for interest subsides and loan loss reserve for
second mortgage loans made by a paticipating bank.
According to the agreement, NSC is to recelve a summary from
MHP of dl of ther outstanding subsdy loans and loan loss
reserve, within 30 days of the end of the calendar year. As of
April 1999, NSC had not received a summary for the year
ended December 31, 1998. NSC agreed to contact MHP and
obtain and review the summary.

The NSC needs to place liens againgt property for mortgage
assistance it provided through MHP. According to MHP's
records, through April 20, 1999, MHP had provided assistance
to 20 families with HOME funds. MHP maintains the loan
documents (Subsdy Note, Mortgage, and Settlement
Statement) and is the registered lien holder. As NSC provided
the funds, it should be the registered lien holder on the County
records. This will ensure that program and recaptured income
generated by MHP managed loans will be returned to NSC.
Currently, NSC is in an inferior podstion to be aware tha
program or recaptured income is being generated as Al
correspondences on such matters would be between MHP and
the lender. The NSC did not agree with our position gating
that MHP has a system in place to ensure that loans are repaid
and has repaid its loans in the past. Again, the NSC is relying
on MHP to repay the loans. If liens are placed on the
propertiesin NSC's name, NSC will not have to rely on MHP.

Auditee Comments

As discussed aove, NSC agreed with the findings and
recommendations, except for requiring that liens made by MHP
be registered in NSC's name and that independent audit be
performed for the year 1992 - 1996.

OIG Evauation of

Auditee Comments
00-BO-255-1002
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Finding 4

Recommendations

We continue to recommend the NSC require that liens be
placed in NSC's name and that independent audits be obtained
for dl years.

We recommend you require the NSC to:

4A. Obtain independent audits of the HOME program
on an annuad bass for future years and to obtain
independent audits for the years 1992 through 1998.

4B. Mantan a lig of outdanding loans tha includes
accurate loan amounts and dl loan terms and
conditions.

4C. Require MHP to provide a yearly summary of loan
activity as required by the contract agreement, and

4D. Require MHP to liss NSC as the lien holder on
property subsidies with HOME funds.
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Management Controls

In planning and performing our audit, we obtained an understanding of the management controls that
were relevant to our audit objectives. We considered the North Suburban Consortium’s (NSC) control
systems to determine our auditing procedures and not to provide assurance on management controls.
Management controls include the organization plan and the methods and procedures adopted to ensure
that HUD and NSC's goals are met. Management controls include the process for planning, organizing,
directing and contralling program operations. They include the systems for measuring, reporting and
monitoring the NSC'’ s operations.

We determined the following management controls were

Relevant Management relevant to our audit objectives:

Controls

Guiddines for evduating HOME-asssted projects to
ensure that no more than the necessary amount of HOME
funds are invested in any one project to provide affordable
housing;

Policies and procedures to ensure that HOME funds
benefited digible families,

Monitoring of sub-recipient and contractor performance to
ensure compliance with program requirements and written
agreements,

Properly accounting for the receipt and expenditure of
Program Income;

Policies and procedures regarding adminigtrative and
project delivery cogts; and

Policies and procedures for the Integrated Disbursement
and Information System (IDIS).

A dgnificant weskness exigts if management controls do not
give reasonable assurances that resource use is consstent with
laws, regulations, and policies; that resources are safeguarded
agang wagte, loss, and misuse; and, that reiable data are
obtained, maintained, and fairly disclosed in reports.

Assessment Results
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Management Controls

Our review identified dgnificant wesknesses in management
controls and are discussed in the Findings section of the report.
These weaknesses are:

Significant Weaknesses

Policies and procedures regarding adminigrative and
project delivery costs,

Policies and procedures for the IDIS; and
Monitoring of sub-recipient and contractor’s performance

to ensure compliance with program requirements and
written agreements.
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Appendix A

Ineligible and Unsupported Costs

Indigible | Unsupported
Finding 1 Costs1 Costs2
HOME Assistance expended on administration that was charged to other | $179,206 | $ -O-
Federd programs
HOME Assistance expended on administration that was not supported $ -0- $ 626,225
by documentation such astime cards or purchase orders
HOME Assistance expended on project delivery that was not supported | $ -0- $ 424,677
by documentation such as time cards or purchase orders
Tota $179,206 | $1,050,902

1. Indigible Costs are costs charged to a HUD-financed activity that the auditor believes are not

alowable by law, contract, Federal, State or locd policies or regulations.

2. Unsupported Cogts do not obvioudy violate law, contract, policy or regulations but warrant being
contested for various reasons, such as, alack of satisfactory documentation to support digibility and

HUD approvd.
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Appendix B

Auditee Comments

Malden Redevelopment Authority

h
[ "‘{"llh,u! By
i H Governrmenl Caenber
200 Pleasant Street » Malden, MA 02148 « (7B1) 324-5720 » Fax [TA1) 322.3734
Lesd AbatementFehat Office
Rabert T¥. Raiondi 175 Mapiewood Streat « Maldan, MA 02148 « (781) 3871940 « Fax [TE1) 3970273
{Amirman
Jefrey A, Ahber
Diana Jenng
Foward 1. Mortan
[k Rarrselli

Stephen M, Wishoski
Eapemdive Ehrnciar

October 29, 1999

Mr. William D. Hartnett

Dristrict Inspector General

Office of Audit

1. 8. Department of Housing & Urban Development
Thomas P (' Meill, Jr. Federal Building

Room 370

10 Causeway Street

Boston, Massachusetts 02222-1092

Re: HOME Program Audit FFY 92-98 Response
Dear Mr. Hartneit:

We have reviewed the administrative findings for the above-referenced fiscal vears. NSC is
proud of its accomplishments over the last seven years and is pleased with the observation by the
HUD Inspector General (1G) that “NSC utilized its HOME funds in an efficient and effective
manner...”. Considering the complexity and requirements of the new HOME Program and the
expenditure of more than 11 million of HOME Program funds for the repair and/or ereation of
more than 800 affordable dwelling units within our seven community jurisdiction, the fact that
some administrative and programmatic deficiencies were identified in the audit is disappointing,
but repairable. We offer the following responses:

Statement of Condition: NSC does not have adequate support for administrative and project
delivery costs charged to the program.

Costs Must Be Supported

Response: The blanket [G statement “that none of the member cities met the agreement
requiremments to document staff time spent on the program™ is incorrect. Malden requires its staff
to complete time sheets allocating time spent on various programs including the HOME
Program. These time sheets were viewed by G auditors. Other member communities such as
Chelsea and Arlington have similar documentation.
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Appendix B

While we do not entirely agree that all member communities were not keeping adequate time
sheets (Malden, Chelsea, Arlinglon were), the statement as it relates to time sheets is
substantially correct for the other members of the Consortium.

However, all member communities believed that actual costs to administer the HOME Program
exceeded the amounts claimed in all cases. Some communities believed that the time spent did
not have to be documented due to the mistaken belief that the 10% was a given and that
documentation was not a necessity to gain the $12-15,000 annually to administer and plan for the
program. Starting with the new fiscal year beginning 7/1/99, NSC will be instituting the
following changes:

1} Each NSC member will be required to develop documentation and an allocation plan
to support al| future administrative cost invoices. Malden, the representative member,
will review and approve these allocation plans.

2} This backup documentation will be reviewed during the annual monitoring by
Malden, the representative member.

¥) Invoices will be based on actual costs incurred.
NSC's Procedures Result in Unreasonable Charges

Response: Despite our attempts to explain to the IG auditing team the differences between
HOME Administrative Costs (the 10%) and Project Delivery Costs, we believe that they remain
confused, The IG explanation of unreasonable costs in this paragraph misses the point because:

Administrative Costs are not directly related to specific activities. This funding is used
for meetings, planning and reporting expenditures concerning the program as a whole.

Project Delivery Costs are always related to specific activities.

Arlington and Melrose were reimbursed $77,790 and $82,834 for administrative costs and
$2,492 and $10,079 for project delivery costs respectively over a seven year period. Their
administrative costs, about $11-12,000 annually, were used for reimbursemenits for staff who: 1)
contributed to the HUD Consolidated Plan and the Consolidated Annual Performance and
Evaluation Report (CAPER) and associated advertisement requirements, 2) attended more than
85 NSC meetings over a seven year period and 3) coordinated outreach efforts to market and
educate their residents about NSC's Housing Rehab and First Time Home Buyer Programs
funded through the HOME Program in their communities. Real estate in the City of Melrose
and the Town of Arlington is very expensive making it very difficult for a household at or below
80% median family income to purchase in those communities. In addition, because of the cost of
residential properties, it has been extremely difficult to make the numbers work for the
development of affordable housing by either private developers or affordable housing
organizations. What was accomplished with administrative costs was allowable by HOME
Program regulations.
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The IG audit analysis combined both administrative costs and project delivery costs categories
and divided the sum by the total project costs, resulting in a very misleading ratio. One cannot
and should not mix both categories, identify a number of activities and compute a ratio.

A truer representation of Project Delivery Cost would be to compute a ratio by dividing actual
project delivery cost by the amount of actual project cost. 1f we use the same examples cited
in the 1G audit report, the calculations and results should be as follows:

Actual Actual Correct
Arlington £62,000 $2.492 4%
Melrose $172.649 $10,079 %

The 1G report combined Administration and Project Delivery Costs and then stated that these
costs represented 129% and 54% of actual project costs when costs to deliver specific activities
were actually 4% and 6% respectively,

City of Malden

The 1G audit states that $179.206 was reimbursed twice to the City of Malden and that the
“allocation methods were not reasonable™. [n fact, Malden had a proper payroll distribution plan
in place for the five employees contributing to the HOME Program. However, the allocation
plan for 2 of the 5 employees was not implemented properly due to a clerical error resulting with
an apparent dual charge of time to two Federal programs. Malden acknowledges this fact and
this error has been comected. Howewver, funds drawn from the HOME Program for FY™93
($21,420), FY 94 ($25,774) and FY'95 ($26,395) were correctly reimbursed to the CDBG
Program for these two employees making the amount of overcharge £105,617, not $179,206 as
the audit claims.

To further reduce this figure, $70,000 in non-CDBG funds was reimbursed to the CDBG account
on June 30, 1999, leaving a $35,617 deficit. In addition, Malden has unbilled HOME Program
expenditures totaling $54,829 paid from non-federal funds which Malden intends to submit to
the HOME Program for reimbursement. An amount of $35,617 of this draw down will be
transferred to the CDBG account to complete the correction of prior billing errors.

Project Delivery Costs Were Based on Estimated Amounts

Allocations for project delivery costs were estimated at 10% for most projects but were used for
“Project Set-Up”™ purposes only. Project delivery costs were paid on invoices submitted by the
member communities to Malden, the representative member, which assumed that proper backup
documentation was kept on-file at each member community. In the future, backup
documentation will be reviewed during an annual monitoring visit of each member community
by Malden, the representative member,
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Statement of Condition: NSC is not inputting activity completion reports and program income
data into the IDIS system.

NSC, while learning the IDMS system, fell behind on completion reports. Since the IG auditors
have left the office, 104 activities have been closed out. Afier fifteen more activities are closed
out, we will be current and will continue to submit completion reports on a timely basis.

NSC went on-line with IDIS on 12/1/97, about halfway through FY'98. Program income (P1) for
that year was properly expended in a timely manner and because of the novelty of the system, P1
was not always entered. However, since July 1, 1998 and throughout FY'99, all Program
Income was entered into the system and continues to be recorded in [DIS in FY 2000,

Statement of Condition: NSC is not performing required monitoring to ensure that program
requirements are being met.

Malden, although the representative member, did not treat NSC member communities as sub-
recipicnts because all MSC activities are approved by the Board as a whole at monthly meetings.
In addition, HOME Program draw downs were done only in Malden and no money passed
through any member community departments. Since the audit, it has come to our attention that
although the member communities are not considered sub-recipients, they are to be treated as
such,

Malden, as the representative member, will perform an annual review of the member
communities” department responsible for the monitoring and record-keeping of HOME Projects.
NSC has participated in a recent HUD HOME Monitoring workshop and is developing

Statement of Condition: NSC needs to improve its administration over program operations.
Independent Audits Not Obtained

For various reasons, independent audits were not performed. NSC, after conferencing with
HUT, has had performed audits for FY'97 and FY'98 which we will forward to the HUD Boston
Field Office. Similar to the [G Executive Summary, these audits have identified administrative
deficiencies and do not question program costs. FY"99 will be audited with other federal
programs before the end of the current fiscal year. NSC intends to discuss with HUD the need
for audits for prior years. This IG review notes that “NSC utilized its HOME funds in an
efficient and effective manner™ and has not questioned any project costs. 1G findings are
concentrated on “administrative deficiencies”. With this in mind, NS8C questions the need to
perform audits for prior fiscal years in which either no expenditures occurred or a year in which
only one voucher was paid.

Loan Records Not Maintained

NSC has improved and updated its loan inventory list and has corrected ermors. We will continue
to improve and expand the NSC loan data base.
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Controls Over Contractor MHP Need Improvement

NSC agrees that Massachusetts Housing Partnership (MHP) should be producing an annual
report as delineated in Attachment B of the “MHP Fund Soft Second Loan Program Agreement
with Participating Jurisdiction” (the Agreement). We have contacted MHP and they have
prepared the report in the agreed to contractual format. This report now on file at the MRA gives
NSC an additional control measure to ensure that recaptured soft second funding will be returned
to NSC.

WSC has reservations about requiring MHP to list NSC as the lien holder on soft second
subsidies with HOME funds. We disagree that NSC, as stated in the I1G"s Executive Summary, is
in an “inferior position to be aware that recaptured income is being generated, because all
comrespondence on such matters is between MHP and the lenders.” The Agreement, which was
made available to 1G auditors, clearly safeguards against this occurrence in Attachment B
(Recapture, and apportioning of Recaptured Funds). MHP’s General Counsel has assured NSC
that although no loans have been repaid to date, repayments of loans funded by other funding
sources have been repaid in accordance with the agreement to other communities or agencies
such as the Federal Home Loan Bank. MHP believes, citing the above example, and NSC
goncurs that it has systems in place to track these funds and make sure that they are disbursed
properly - in our case within eight (8) days of repayment to MHP. Additionally, we are secking
some assurance conceming NSC's position from our legal counsel. 1f necessary, we will taker
further action to protect NSC's investment,

While we appreciate the thorough analysis the representatives of the HUD Inspector General's
Office completed over the past seven months for this relatively new program, we feel that some
of the issues could have been resolved prior to the draft audit being issued on September 2 if a
promised exit conference had taken place. If you need further clarification of these responses,
please call me.

L

Sincerely, X) |

Executive Director

ce: Mayor Richard Howard
All NSC Consortium Members

acipg 101959}
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Distribution

Deputy Secretary, SD, Room 10100 (1)

Chief of Staff, S, Room 10000 (1)

Specia Assistant to the Deputy Secretary for project Management, SD, Room 10100 (1)
Acting Assstant Secretary for Adminigtration, S, Room 10110 (1)

Assstant Secretary for Congressond and Intergovernmental Relations, J., Room 10120 (1)
Senior Advisor to the Secretary, Office of Public Affairs, S, Room 10132 (1)
Director of Scheduling and Advance, AL, 10158 (1)

Counselor to the Secretary, S, 10234 (1)

Deputy Chief of Staff, S, Room 10226 (1)

Deputy Chief of Staff for Operations, S, 10226 (1)

Deputy Chief of staff for Programs and Policy, S, Room 10226 (1)

Deputy Assistant Secretary for Public Affairs, W, Room 10222 (1)

Specid Assgtant for Inter-Faith Community Outreach, S, 10222

Executive Office for Adminigrative Operations and Management, S, Room 10220 (1)
Senior Advisor to the Secretary for Pine Ridge Project, W, 10216 (1)

Genera Counsdl, C, Room 10214 (1)

Director, Office of Federal Housing Enterprise Oversight, O, 9" Floor Mailroom (1)
Assgant Secretary for Housing/Federd Housing Commissioner, H, Room 9100 (1)
Office of Policy Development and research, R, Room 8100 (1)

Inspector Generd, G, Room 8256 (1)

Assgant Secretary for Community Planning and Development, D, Room 7100 (1)
Government National Mortgage Association, T, Room 6100 (1)

Assgant Secretary for Fair Housing and Equa Opportunity, E, Room 5100 (1)

Chief Procurement Officer, N, Room 5184 (1)

Assgtant Secretary for Public and Indian Housing, P, Room 4100 (1)

Chief Information Officer, Q, Room 3152 (1)

Director, Office of Departmental Operations and Coordination, I, Room 2124 (1)
Chief Financid Officer, F, Room 2202 (1)

Director, Enforcement Center, V, 200 Portals Building (1)

Director, X, Red Estate Assessment Center, X, 1280 Maryland Avenue, SW, Suite 800
Director, Office of Multifamily Assstance Restructuring, Y, 4000 Portals Building (1)
Secretary’ s Representative (2)

Assstant Deputy Secretary for Field Policy and Management, SDF, Room 7108 (2)
Deputy Chief Financia Officer for Finance, EF, Room 2202 (1)

Director, Office of Budget, FO, Room 3270 (1)

Primary Fied Audit Liaison Officer, 3AF, (2)

Headquarters Audit Liaison Officer, DOT, (2)

Departmental Audit Liaison Officer, FM, Room 2206 (2)

Acquigtions Librarian, Library, AS, Room 8141 (1)

Assgtant Inspector Generd for Audit, GA, Room 8286 (1)
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Deputy Assistant Inspector Generd for Audit, GA, Room 8286 (1)
Assgtant Ingpector Generd for Investigation, GI, Room 8274 (1)
Special Agent-In-Charge, 1AGlI, (1)

Director, Program Research and Planning Division, GAP, Room 8180 (1)
Director, Financid Audits Divison, GAF, Room 8286 (1)

Director, Information Systems Audit Divison, GAA, Room 8172 (1)
Couns4l to the Inspector General, GC, Room 8260 (1)

Central Records, GF, Room 8256 (4)

Semi-Annual Report Coordinator, GF, Room 8254 (1)

Office of Ingpector Genera Webmanager - Electronic Format (1)
Public Affairs Officer, G, Room 8256 (1)

Auditee (2)

Deputy Staff Director, Counsel, Subcommittee on Crimina Justice, Drug Policy & Human Resources,
B 373 Rayburn House Office Bldg., Washington, DC 20515 (1)

The Honorable Fred Thompson, Chairman, Committee on Governmental Affairs, 340 Dirksen Senate
Office Building, United States Senate, Washington, DC 20510 (1)

The Honorable Joseph Lieberman, Ranking Member, Committee on Governmenta Affars, 706 Hart
Senate Office Bldg., United States Senate, Washington, DC 20510 (1)

Honorable Dan Burton, Chairman, Committee on Government Reform, 2185 Rayburn Bldg., House of
Representatives, Washington, DC 20515 (1)

Henry A. Waxman, Ranking Member, Committee on Government Reform, 2204 Rayburn Bldg.,
House of Representatives, Washington, DC 20515 (1)

Ms. Cindy Fogleman, Subcommittee on Oversght and Investigations, Room 212, O’ Neill House Office
Building, Washington, DC 20515 (1)

Director, Housng and Community Development Issue Area, United States Genera Accounting Office,
441 G Street, NW, Room 2474, Washington, DC 20548 (Attention: Judy England-Joseph) (1)

Steve Redburn, Chief, Housing Branch, Office of Management and Budget, 725 17" Street, NW,
Room 9226, New Executive Office Building, Washington, DC 20503 (1)
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