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  Cleveland Heights, Ohio 
 
We completed an audit of the City of Cleveland Heights’ Housing Preservation Program.  The 
audit resulted from a complaint to our Hotline.  The objectives of our audit were to determine 
whether the complainant’s allegation was substantiated and whether HUD’s rules and regulations 
were properly followed.  The complainant alleged that the City misused funds for its Housing 
Preservation Program.  HUD’s Community Development Block Grant and HOME Programs 
funded the City’s Housing Preservation Program.  The audit resulted in four findings. 
 
In accordance with HUD Handbook 2000.06 REV-3, within 60 days please provide us, for each 
recommendation without a management decision, 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 
considered unnecessary.  Additional status reports are required at 90 days and 120 days after 
report issuance for any recommendation without a management decision.  Also, please furnish us 
copies of any correspondence or directives issued because of the audit. 
 
Should you or your staff have any questions, please contact Edward Kim, Assistant Regional 
Inspector General for Audit, at (614) 469-5737 extension 8306 or me at (312) 353-7832. 
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We completed an audit of the City of Cleveland Heights’ Housing Preservation Program.  The 
audit resulted from a complaint to our Hotline.  The objectives of our audit were to determine 
whether the complainant’s allegation was substantiated and whether HUD’s rules and regulations 
were properly followed.  The complainant alleged that the City misused funds for its Housing 
Preservation Program.  HUD’s Community Development Block Grant and HOME Programs 
funded the City’s Housing Preservation Program. 
 
We found that the City did not follow HUD’s, Cuyahoga County’s, and/or the City’s own 
requirements regarding the use of HUD funds (Community Development Block Grant and HOME).  
We also found that the City did not properly administer its funds for the Housing Preservation 
Program. 
 
 
 

The City of Cleveland Heights did not follow HUD’s 
regulations, Cuyahoga County’s contracts, and the City 
Council’s Resolutions to ensure assisted houses met the 
City’s Housing Code and/or HUD’s Housing Quality 
Standards.  The City inappropriately used $8,924 of HOME 
funds to pay for rehabilitation work that was improperly 
performed or not provided.  The City also did not include 
over $26,000 in housing rehabilitation work in 
specifications for 15 houses to ensure they met the City’s 
Code and/or HUD’s Standards.  The Rehabilitation 
Specialists for the City incorrectly certified that the housing 
rehabilitation services provided to 13 houses met the City’s 
Housing Code or HUD’s Housing Quality Standards when 
they did not. 

 
The City of Cleveland Heights did not maintain an effective 
system of controls over its contracting process.  The City 
failed to follow HUD’s regulations, Cuyahoga County’s 
contracts, and/or the City’s requirements for full and open 
competition regarding the procurement of housing 
rehabilitation services.  The City did not ensure that: 
sufficient quotations were received for small purchases; 
specifications for the housing rehabilitation contracts 
detailed the requested material and/or services; 
specifications allowed for equal product substitution when 
they named brand named specific products; and housing 
rehabilitation work was completed in a timely manner. 

 
 

The City Needs To 
Improve Its Contracting 
Process 

Units Did Not Meet The 
City’s Housing Code 
And/Or HUD’s Housing 
Quality Standards After 
Housing Assistance 



Executive Summary  

2003-CH-1008 Page  
 
 

iv

The City of Cleveland Heights did not follow HUD’s 
regulations, Cuyahoga County’s contracts, and/or the City’s 
requirements when it provided housing rehabilitation 
assistance to households participating in the Housing 
Preservation Program.  The Program provides housing 
rehabilitation assistance (Short-Term Deferred, No Interest, 
and Deferred Loans), which is funded with Community 
Development Block Grant and HOME funds from HUD.  
The City used: (1) $158,409 in HOME funds to assist 10 
households that were delinquent on their City income taxes; 
(2) $111,591 in HOME funds to assist seven households 
when the City lacked documentation to show the 
households were current on their City income taxes; (3) 
$151,655 in HOME funds to assist 10 households that 
lacked sufficient equity in their home to secure the 
assistance; and (4) $8,202 in HOME funds for one 
household without determining whether it had the ability to 
repay the assistance. 

 
  The City of Cleveland Heights did not follow HUD’s 

regulations, City Council’s Resolutions, and the City’s 
procedures regarding promissory notes, mortgage liens, and 
property hazard insurance for households participating in the 
Housing Preservation Program.  The Program provides 
housing rehabilitation assistance (Short-Term Deferred 
Loans, No Interest Loans, and Deferred Loans), which is 
funded with Community Development Block Grant and 
HOME funds from HUD.  Of the 41 assisted households we 
reviewed, the City provided: (1) $13,687 to two households 
without a promissory note to secure the assistance; (2) 
$51,490 to 17 households but the assistance was not included 
in the promissory notes and/or the mortgage liens with the 
homeowner; and (3) $139,769 to nine households without 
documentation to show that the assisted houses were 
protected by property hazard insurance or lacked enough 
insurance to cover the assisted property.  The City also 
executed promissory notes and/or mortgage liens that 
exceeded the amount of the housing rehabilitation assistance 
provided to 23 households. 

 
We recommend that HUD’s Columbus Field Office Director 
of Community Planning and Development assure the City 
reimburses its Housing Preservation Program for the 

Recommendations 

The City Provided 
Assistance To Households 
That Did Not Meet 
Eligibility Requirements 

The City Needs To 
Establish Controls Over 
Promissory Notes, 
Mortgage Liens, And 
Hazard Insurance 
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inappropriate use of HUD funds and implements controls to 
correct the weaknesses cited in this report. 

 
We presented our draft audit findings to the City’s Director 
of Law and HUD’s staff during the audit.  We held an exit 
conference with the Director of Law on August 20, 2002.  
The City disagreed that HUD funds were inappropriately 
used.  The City agreed to improve its procedures and 
controls over the Housing Preservation Program. 

 
  We included paraphrased excerpts of the City’s comments 

with each finding (see Findings 1, 2, 3, and 4).  The 
complete text of the comments is in Appendix B with the 
exception of 88 attachments that were not necessary for 
understanding the comments.  A complete copy of the 
City’s comments with the attachments was provided to 
HUD’s Columbus Field Office Director of Community 
Planning and Development. 
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The City of Cleveland Heights established the Housing Preservation Program in 1978 to provide 
housing rehabilitation assistance to low and moderate-income individuals.  The housing assistance 
was intended to correct items that did not meet the City’s Housing Code and/or HUD’s Housing 
Quality Standards.  The Program consists of: (1) Deferred Loan; (2) No Interest Loan; (3) Short-
Term Deferred Loan; (4) Exterior Paint; (5) Winterization; (6) Heights Home Improvements; (7) 
Apartment Renovation Rebate Program; and (8) Nuisance and Abatement Program. 
 
The City uses Community Development Block Grant monies from HUD and HOME Program 
monies awarded to Cuyahoga County, Ohio from HUD to fund the Housing Preservation Program.  
HUD awarded the City a total of $5,725,000 in Block Grant funds during for Fiscal Years 1998, 
1999, and 2000.  The City also received $991,123 in HOME funds from Cuyahoga County 
between May 1, 1998 and January 1, 2001. 
 
The City’s Planning and Development Department administers its Community Development Block 
Grant Program.  Within the Planning and Development Department, the Housing Preservation 
Office handles the day-to-day operations of the Housing Preservation Program.  Richard Wong is 
the Director of the City’s Planning and Development Department and Richard Wagner is the 
Manager of the Housing Programs. 
 
The City was organized under the laws of the State of Ohio.  A City Manager and a seven-member 
City Council govern the City.  Robert Downey is the City Manager and was appointed by the City 
Council.  John H. Gibbon, the City’s Director of Law, was the City official who responded to 
requests for information and the draft findings during the audit.  The City maintains its records for 
the Housing Preservation Program at City Hall.  The City Hall is located at 40 Severance Circle, 
Cleveland Heights, Ohio. 
 
 
 
  The objectives of our audit were to determine whether the 

complainant’s allegation was substantiated and whether 
HUD’s rules and regulations were properly followed. 

 
  We conducted the audit at HUD’s Columbus Field Office 

and the City of Cleveland Heights’ City Hall.  We 
performed our on-site audit work between February 2001 
and March 2002. 

 
  To determine whether HUD’s rules and regulations were 

properly followed, we reviewed the City’s: Community 
Development Block Grant Agreements with HUD for the 
period January 1, 1999 to October 31, 2001; HOME Program 
contracts with Cuyahoga County for the period May 1, 1998 
to December 31, 2003; Standard Operating Procedures for 
the Housing Preservation Program; City Council 

Audit Objectives 

Audit Scope And 
Methodology 
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Resolutions; audited financial statements; participants files 
for the Housing Preservation Program; and Administrative 
Code.  We also reviewed: HUD’s files for the City; Office of 
Management and Budget Circular A-87; and Title 24 of the 
Code of Federal Regulations Parts 24, 85, 92, and 570. 

 
  We interviewed: HUD’s staff; City’s officials and 

employees; and Housing Preservation Program participants.  
In addition, our Appraisal Construction Specialist inspected 
16 houses that received housing rehabilitation assistance 
through the City’s Housing Preservation Program to 
determine whether the houses met the City’s Housing Code 
and/or HUD’s Housing Quality Standards.  The 16 houses 
were selected because the homeowners indicated that their 
housing rehabilitation work was performed incorrectly or 
was not provided. 

 
The audit covered the period January 1, 1999 to January 31, 
2001.  This period was adjusted as necessary.  We 
conducted our audit in accordance with Generally Accepted 
Government Auditing Standards. 

 
We provided a copy of this report to the City’s Director of 
Law and its City Manager. 
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Units Did Not Meet The City’s Housing Code 
And/Or HUD’s Housing Quality Standards 

After Housing Assistance 
 
The City of Cleveland Heights did not follow HUD’s regulations, Cuyahoga County’s contracts, 
and the City Council’s Resolutions to ensure assisted houses met the City’s Housing Code and/or 
HUD’s Housing Quality Standards.  The City inappropriately used $8,924 of HOME funds to pay 
for rehabilitation work that was improperly performed or that was not provided.  The City also did 
not include over $26,000 in housing rehabilitation work in specifications for 15 houses to ensure 
they met the City’s Code and/or HUD’s Standards.  The Rehabilitation Specialists for the City 
incorrectly certified that the housing rehabilitation services provided to 13 houses met the City’s 
Housing Code or HUD’s Housing Quality Standards when they did not.  The problems occurred 
because the City lacked adequate controls to ensure houses met the City’s Code and/or HUD’s 
Standards after they received housing rehabilitation assistance.  As a result, HOME funds were not 
efficiently and effectively used.  HUD also lacks assurance that houses met the City’s Housing 
Code and/or HUD’s Housing Quality Standards after receiving housing rehabilitation assistance. 
 
 
 
  24 CFR, Subpart F, Part 92.251 requires housing 

rehabilitated with HOME funds to meet all applicable local 
codes, rehabilitation standards, ordinances, and zoning 
ordinances at the time of project completion. 

 
  24 CFR Part 92.504(a) says the City is responsible for 

managing the day-to-day operations of its HOME program, 
ensuring that HOME funds are used in accordance with all 
program requirements and written agreements, and taking 
appropriate action when performance problems arise. 

 
  24 CFR Part 24 allows HUD to take administrative action 

against rehabilitation specialists who violate HUD’s 
requirements. 

 
  The HOME contracts for the period May 1, 1998 to 

December 31, 2003, between Cuyahoga County and the City 
of Cleveland Heights, required the City to: fully comply with 
all HOME Program requirements and regulations that HUD 
imposes or may impose; and ensure that all rehabilitation, 
improvements, and/or repairs meet the City’s Housing Code.  
Page 6 of the May 1, 1998 to December 31, 2001 HOME 
contract also required the City to assure that residential units 

HUD’s Regulations 

County’s HOME 
Contracts 
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improved must be decent, safe, and sanitary and at a 
minimum meet HUD’s Housing Quality Standards.  
Additionally, page 6 of the contract required the City to 
diligently enforce all terms and provisions of HUD’s 
Housing Quality Standards and the City’s Housing Code. 

 
  Resolutions 38-1998, 90-1999, and 80-2000 of Cleveland 

Heights’ City Council required the City to comply with all 
HOME regulations during the administration of its Deferred 
Loan and No Interest Loan Programs.  The Resolutions state 
the intent of the Programs is to correct violations of the 
City’s Housing Code. 

 
  We selected a sample of 16 of the 46 housing units that 

received housing rehabilitation funds through the City of 
Cleveland Heights’ Housing Preservation Program (Deferred 
Loan, No Interest Loan, and Short-Term Deferred Loan).  
HOME and Community Development Block Grant monies 
from HUD fund the Program.  We selected the 16 houses to 
determine whether the City appropriately paid for housing 
rehabilitation work.  The City executed housing 
rehabilitation contracts for the 16 houses between June 6, 
1997 and April 5, 2001.  The 16 houses were selected 
because the homeowners indicated to us that their housing 
rehabilitation work was performed incorrectly or was not 
provided.  Between May 21, 2001 and June 14, 2001, our 
Appraisal Construction Specialist inspected the 16 houses. 

 
  We provided the inspection results to HUD’s Columbus 

Field Office Director of Community Planning and 
Development and the City’s Director of Law. 

 
  The City used $8,924 of HOME funds to pay for housing 

rehabilitation work that was not provided ($5,224) or was 
improperly performed ($3,700).  The improper work and/or 
the work that was not provided occurred at 13 of the 16 
houses that we inspected.  The City provided $252,036 in 
housing rehabilitation assistance to the 16 houses.  The City 
recorded property liens against 13 of the 16 houses for the 
housing rehabilitation that was incorrectly performed or not 
provided.  The 13 houses received assistance through the 
City’s Deferred Loan or No Interest Loan Programs. 

 

City’s Resolutions 

Sample Selection And 
Inspection Results 

HOME Funds Were Used 
To Pay For Rehabilitation 
Work That Was 
Improperly Performed Or 
Not Provided 
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  The following table shows the amount of work that was 
improperly performed or not provided for each house 
inspected. 

 
 
 

Address of House 

 
Work Not 
Provided 

Work 
Improperly 
Performed 

3401 Cedarbrook Road $2,350  $150 
3804 Kirkwood Road      535        0 
983 Greyton Road      459        0 
932 Roanoke Road      390      90 
863 Greyton Road      375      30 
3738 Woodridge Road      350        0 
14642 Superior Road      300        0 
3333 Cedarbrook Road      200    310 
877 Helmsdale Road      175        0 
3124 Whitehorn Road        60        0 
2640 Mayfield Road        30      20 
3590 Grosvenor Road          0 3,000 
3754 Bainbridge Road          0    100 

Totals   $5,224    $3,700 
 
  The City established its Housing Preservation Program 

(Deferred Loan, No Interest Loan, and Short-Term Deferred 
Loan) to provide housing rehabilitation assistance to low and 
moderate-income homeowners in the City of Cleveland 
Heights.  The housing assistance was intended to correct 
items that did not meet the City’s Housing Code and/or 
HUD’s Housing Quality Standards.  Rehabilitation 
Specialists in the City’s Housing Preservation Office were 
responsible for assuring that the housing rehabilitation work 
was provided in accordance with the housing rehabilitation 
contract and that it met the City’s Code and/or HUD’s 
Standards. 

 
  Our Appraisal Construction Specialist determined that the 

City’s Rehabilitation Specialists did not assure that the 
housing rehabilitation work was performed correctly or even 
provided.  The housing work that was not provided or was 
performed incorrectly related to such items as: top coat not 
installed on asphalt driveway; drip edge not installed behind 
gutters; handrail not secured to front steps; vent not sealed at 
chimney; window will not lock; and open wiring at electrical 
box.  The following pictures show examples of housing 
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rehabilitation work that was not provided or improperly 
performed. 

 

 
 

 
 

The City’s Rehabilitation Specialists were responsible for 
performing the housing rehabilitation inspections and 
authorizing payments to the contractors.  They said they 
must have overlooked some items that we found to be 
improperly performed or not provided when they inspected 
the houses.  The City’s Rehabilitation Specialists 
incorrectly certified that the housing rehabilitation services 
provided to 13 houses through the City’s Housing 
Preservation Program (Deferred Loan or No Interest Loan) 
met the City’s Housing Code or HUD’s Housing Quality 

Wiring was left open at an 
electrical box for the house at 
983 Greyton Road. 

The driveway for the house at 
3804 Kirkwood Road was not 
top coated as required by the 
contract. 
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Standards when they did not.  The Manager of the City’s 
Housing Preservation Program said no one from the City 
monitored the Rehabilitation Specialists’ final inspections 
of the houses to ensure the housing rehabilitation work was 
completed according to the City’s Code and/or HUD’s 
Standards. 

 
  The City did not include over $26,000 in estimated housing 

rehabilitation work in the specifications for 15 of the 16 
houses we inspected.  The rehabilitation work was needed 
to correct items that did not meet the City’s Housing Code 
and/or HUD’s Housing Quality Standards.  The 15 houses 
were assisted under the City’s Housing Preservation 
Program (Deferred Loan or No Interest Loan).  The 
following tables show the items that needed to be corrected 
for each house inspected. 

 
Address of House Items Needing Correction 

3401 Cedarbrook Road �� Rear exterior door for second floor is not reasonably weather tight. 
�� No handrail for basement stairs and front steps. 
�� Chimney flue vents not sealed. 
�� Hot water heater’s discharge line too close to floor to be effective. 
�� Windows had broken sash ropes and inoperable locks. 
�� Side exterior steps exceed eight inches, which presents a tripping hazard. 
�� Concrete walk at side exterior door is cracking posing a tripping hazard. 
�� Large openings in exterior wood siding allow rodents and vermin to enter. 
�� Exterior paint is chipping and peeling badly. 

3804 Kirkwood Road �� Inadequate number of smoke detectors. 
�� Tree limbs endangering the roof and house. 
�� Half bath on first floor lacks vent fan or window for ventilation, and a door for privacy. 
�� Interior stairs do not have an adequate railing. 
�� Front exterior door is not weather tight. 

983 Greyton Road �� No handrail for basement stairs. 
�� Carpet on basement stairs is torn which poses a tripping hazard. 
�� Smoke detector in basement needs to be moved near boiler and hot water heater. 
�� Exterior drier vent is open which allows rodents and vermin to enter. 
�� Drainpipe for kitchen sink is broken. 

932 Roanoke Road �� Garage’s wood siding near ground was not replaced and exterior grade was not lowered to prevent 
rotting. 

�� Front walk is broken and/or is not even, which poses a tripping hazard. 
�� Disturbed asbestos located in basement, which poses a health hazard. 
�� Electrical wiring outdated and open junction boxes pose a hazard. 
�� Torn linoleum in kitchen poses a tripping hazard. 
�� Shingles for exterior wood siding are defective. 

3738 Woodbridge Road �� No handrail for side entry stairs. 
�� Several cover plates were missing for electrical switches and outlets, which poses a hazard. 
�� Living room lacks a switch operated ceiling fixture or switch operated outlet. 
�� Ceiling fixture in foyer was inoperable. 
�� Right front bedroom has a defective wall switch. 

 
 

The City Did Not Include 
Housing Rehabilitation 
Work In Contracts’ 
Specifications 
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Address of House 

(Continued) 
 

Address of House (Continued) 
2640 Mayfield Road �� Front steps were six feet wide, but only had one handrail, which poses a hazard. 

�� Drain line for washing machine lacks a sewer trap and sewer gas was present. 
�� Outlet cover plate missing in basement, which poses a hazard. 
�� Half bath lacks vent fan to the exterior or an operable window for ventilation. 

863 Greyton Road �� Basement bathroom lacks a window or fan for ventilation. 
�� Wiring outdated from new electrical panel. 
�� Some windows had broken sash ropes and inoperable locks while other windows will not open. 
�� Some interior doors missing hardware or were defective. 

14642 Superior Road �� Driveway side exterior door lacks steps to ground, which is approximately two feet down. 
�� Door trim for driveway side exterior door is missing and the wood around the door has chipping and peeling 

paint. 
�� Garage has missing and broken windowpanes, electrical wiring is exposed, and outlets are missing plate 

covers. 
3124 Whitehorn Road �� Step down from rear exterior door exceeds eight inches, which presents a tripping hazard. 

�� Exterior wood siding had chipped and peeling paint. 
�� Several windows had deteriorated sash ropes, inoperable locks, and were not weather tight. 

3333 Cedarbrook Road �� Exterior wood at gutter areas and soffits was rotted. 
�� Guard railing for front porch was missing. 
�� Debris in rear yard was not removed. 
�� Impervious finish floor not installed in half bath. 
�� Windows throughout, particularly on the first floor, had broken sash ropes and inoperable locks. 
�� Ceiling fixtures were missing which left exposed electrical wiring posing a hazard. 
�� No handrail for interior stairs. 
�� Carpet on stairs was torn which poses a tripping hazard. 

3000 Scarborough Road �� Front service walk is uneven which presents a tripping hazard. 
2344 Grandview Avenue �� Basement and attic stairs lack handrails. 
3490 Silsby Road �� Electrical outlets in kitchen are not GFCI protected. 

�� Exterior wood has excessive chipping and peeling paint, and was poorly caulked. 
3590 Grosvenor Road �� A wood panel on the garage door is not painted which exposes the wood to water penetration. 
3754 Bainbridge Road �� Windows had broken sash ropes and missing or inoperable locks. 

�� No handrail for basement stairs, which poses a hazard. 
�� Electrical wiring outdated.  Numerous electrical boxes in the basement should be merged into one system.  

Taped knob and tube wiring needs to be replaced.  Electrical outlets throughout house are not grounded. 
�� No smoke detector in basement. 
�� Basement toilet needs to be removed and plumbing pipes properly capped. 
�� Bracing for second floor deck railing is not secured and does not provide adequate security. 

 
  The City had the necessary HUD funds to ensure the items 

that needed to be corrected to the City’s Housing Code 
and/or HUD’s Housing Quality Standards were made.  The 
following picture shows an example of the housing 
rehabilitation work that was not included in the contract 
specifications. 
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The City’s Rehabilitation Specialists said they must have 
overlooked some of the needed housing rehabilitation work 
when they prepared the contract specifications for the 15 
houses.  As a result, HUD lacks assurance that houses met 
the City’s Housing Code and/or HUD’s Housing Quality 
Standards after receiving rehabilitation assistance. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

City’s Director of Law on our draft audit finding follows.  
Appendix B, pages 49 to 73 and 86 to 88, contains the 
complete text of the comments for this audit finding.] 

 
HUD’s Office of Inspector General is correct that the City 
is required to bring houses up to its Housing Code when 
performing rehabilitation work with HOME funds.  
However, the Office of Inspector General is incorrect in 
citing the City for failure to follow HUD’s Housing Quality 
Standards when there are applicable local codes.  The City 
has an applicable local housing code. 

 
Although the Office of Inspector General’s draft audit 
finding states that the City did not bring all houses up to the 
City’s Housing Code, many of the specific violations cited 
in the draft audit finding pertain to a failure to adhere to 
HUD’s Housing Quality Standards which is improper. 

 
 Most of the deficiencies cited by HUD’s Office of Inspector 

General consist of conditions that do not constitute 
violations of the City’s Housing Code.  The City’s Housing 

Auditee Comments 

The contract specifications for 
the house located at 3401 
Cedarbrook Road did not 
include a handrail for the 
basement stairs. 
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Code allows existing two-prong outlets to be replaced with 
the same type of outlet.  The City’s Code does not require 
existing electrical wiring, which is in otherwise good 
condition, to be upgraded to meet the standards applicable 
to new construction.  Existing interior and exterior 
stairwells may generally be maintained without the 
installation of handrails.  Existing steps, which may exceed 
the eight inch Housing Quality Standards step down 
requirement by an inch or two, may be repaired and 
maintained and do not need to be replaced. 

 
  HUD’s Office of Inspector General was in error by citing 

violations of HUD’s Housing Quality Standards when there 
were applicable local codes and in misinterpreting the local 
codes to require older houses to conform to the standards 
for new housing. 

 
  Another major deficiency of the Office of Inspector 

General’s draft audit finding is the assumption that 
conditions, which existed in 2001 when they performed 
their housing inspections, also existed several years earlier 
when the housing work was written up and the contract 
work performed.  For example, in several instances the 
Office of Inspector General cited flaking or peeling paint on 
homes and criticized the City for not requiring the houses to 
be repainted.  In almost all instances, the specifications 
were written and the City’s Rehabilitation Specialist 
determined the necessary repairs three to five years prior to 
the Office of Inspector General’s inspections.  In most 
cases, the work was completed at least two or three years 
prior to the Office of Inspector General’s inspections.  It is 
perfectly normal, and in fact, expected, for an older house 
with a competent paint job to be exhibiting some peeling 
after three to five years of northern Ohio weather. 

 
  The Office of Inspector General’s draft audit finding is 

based totally upon the opinion of an inspector brought in 
from a different region of the country who appears to have 
no expertise or experience in interpreting local codes or 
Ohio law.  This should not be construed as a personal 
criticism of the inspector, who may very well be an expert 
in HUD’s Housing Quality Standards, but HUD’s Housing 
Quality Standards are not applicable here. 
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The HOME contracts for the period May 1998 through 
December 2003, between Cuyahoga County and the City, 
required the City to ensure that all rehabilitation, 
improvements, and/or repairs meet the City’s Housing 
Code.  Page 6 of the May 1, 1998 to December 31, 2001 
HOME contract also required the City to assure that 
residential units improved must be decent, safe, and 
sanitary, and at a minimum meet HUD’s Housing Quality 
Standards.  Additionally, page 6 of the contract required the 
City to diligently enforce all terms and provisions of 
HUD’s Housing Quality Standards and the City’s Housing 
Code. 

 
As previously stated, page 6 of the May 1, 1998 to 
December 31, 2001 HOME contract required the City to 
diligently enforce all terms and provisions of HUD’s 
Housing Quality Standards and the City’s Housing Code.  
While our Appraisal Construction Specialist noted in his 
inspection report the installation of two-prong outlets for 
the home located at 863 Greyton Road, the outlets were not 
listed in the draft audit finding as an item needing 
correction.  However, when over $3,600 is spent to update 
the electrical system in a home, it would be prudent to 
ensure that all electrical work completed conforms to 
current applicable local codes. 

 
Our Appraisal Construction Specialist inspected the homes 
in May and June 2001.  The three homes cited in the draft 
audit finding for chipping and peeling paint were located at 
3401 Cedarbrook Road, 3124 Whitehorn Road, and 3490 
Silsby Road.  Two of the three homes were completed in 
September 1999 and September 2000.  The remaining 
home was not completed at the time of our inspection.  
Based upon the date for the earliest completed home, less 
than two years passed since the home was certified as 
having the rehabilitation work completed.  This is well with 
in the City’s expected three year period for a home to 
exhibit some paint peeling. 

 
While we agree with the City with regards to our Appraisal 
Construction Specialist being an expert in HUD’s Housing 
Quality Standards, we do not agree that HUD’s Housing 
Quality Standards are not applicable.  As previously stated, 

OIG Evaluation Of 
Auditee Comments 
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page 6 of the May 1, 1998 to December 31, 2001 HOME 
contract required the City to diligently enforce all terms and 
provisions of HUD’s Housing Quality Standards and the 
City’s Housing Code. 

 
 
 
  We recommend that HUD’s Columbus Field Office Director 

of Community Planning and Development assure the City of 
Cleveland Heights: 

 
1A Ensures that the $8,924 of housing rehabilitation 

work cited in this finding is completed correctly 
using non-Federal funds.  If the City is unable to 
ensure the rehabilitation work is completed, then the 
City should reimburse its HOME Program from 
non-Federal funds the total amount of housing 
rehabilitation assistance that was provided to the 
applicable houses and release the applicable liens 
against the properties. 

 
1B. Ensures that the housing rehabilitation work that 

was not included in the specifications for the 15 
houses is performed.  If the City is unable to ensure 
the rehabilitation work is completed, then the City 
should reimburse its HOME Program from non-
Federal funds the total amount of housing assistance 
that was provided to the applicable houses. 

 
1C. Establishes controls to ensure assisted houses meet 

the City’s Housing Code and/or HUD’s Housing 
Quality Standards after receiving housing 
rehabilitation assistance as required by HUD’s 
regulations, Cuyahoga County’s HOME contracts, 
and/or the City’s Resolutions. 

 
We also recommend that HUD’s Columbus Field 
Office Director of Community Planning and 
Development: 

 
1D. Takes administrative action against the City’s 

Rehabilitation Specialists, if within six months their 
performance does not show significant improvement. 

 
 

Recommendations 
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The City Needs To Improve Its Contracting 
Process 

 
The City of Cleveland Heights did not maintain an effective system of controls over its contracting 
process.  The City failed to follow HUD’s regulations, Cuyahoga County’s contracts, and/or the 
City’s requirements for full and open competition regarding the procurement of housing 
rehabilitation services.  The City did not ensure that: sufficient quotations were received for small 
purchases; specifications for the housing rehabilitation contracts detailed the requested material 
and/or services; specifications allowed for equal product substitution when they named brand 
named specific products; and housing rehabilitation work was completed in a timely manner.  The 
problems occurred because the City’s top management did not exercise their responsibility to 
implement effective contracting controls.  Furthermore, the City’s Director of Law said the City did 
not have to follow its procurement requirements because the funds used for the housing 
rehabilitation work were Federal funds.  As a result, HUD lacks assurance that its funds were used 
efficiently and effectively, and the City’s procurement transactions were not subject to full and open 
competition. 
 
 
 
  24 CFR Part 85.36(b)(1) requires grantees and subgrantees to 

use their own procurement procedures that reflect applicable 
State and local laws and regulations, provided that the 
procurements conform to applicable Federal law and the 
standards in 24 CFR Part 85.36. 

 
  24 CFR Part 85.36(b)(9) requires grantees and subgrantees to 

maintain records sufficient to detail the significant history of 
a procurement, such as the rationale for the method of 
procurement and the basis for the contract price.  Part 
85.36(c)(1) requires that all procurement transactions be 
conducted in a manner providing full and open competition. 

 
  24 CFR Part 85.36(d)(1) requires that when procurement by 

small purchase procedure is used, price or rate quotations 
will be obtained from a sufficient number of qualified 
sources. 

 
  24 CFR Part 85.36(d)(2) requires that when the sealed bid 

method is used, bids are to be publicly solicited and a firm-
fixed-price contract awarded to the responsible bidder whose 
bid, conforming with all the material terms and conditions of 
the invitation for bids, is the lowest price.  The sealed bid 

HUD’s Regulations 
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method is the preferred method for procuring construction 
services. 

 
  24 CFR Part 92.505(a) states the requirements of 24 CFR 

Part 85.36 are applicable to any governmental subrecipient 
receiving HOME funds. 

 
  The HOME contracts for the period May 1, 1998 to 

December 31, 2003, between Cuyahoga County and the City 
of Cleveland Heights, required the City to comply with 24 
CFR Parts 85.36 and 92.  

 
  Prior to March 15, 1999, Section 171.02(a) of the City of 

Cleveland Heights’ Administrative Code required that City 
contracts for personal services in excess of $10,000 to be 
awarded to the lowest and best responsible bidder, after 
advertising for bids once a week for two to four weeks in a 
newspaper of general circulation in the City.  Effective 
March 15, 1999, Section 171.02(a) of the Administrative 
Code changed the threshold amount to $15,000.  Section 
171.02(a) of the City’s Code also requires the City Manager 
or his designee, in the presence of one or more other City 
employees will publicly open all bids received.   

 
  Cleveland Heights’ City Council Resolutions 38-1998, 90-

1999, and 80-2000 require the City to comply with all 
HOME regulations during the administration of the City’s 
No Interest and Deferred Loans.  The Resolutions also 
require the City to administer its Loans in accordance with 
the Housing Preservation Program’s Standard Operating 
Procedures. 

 
  Page 4 of the Housing Preservation Program’s Standard 

Operating Procedures requires the City’s Rehabilitation 
Specialist to contact three approved contractors by telephone 
and request the contractors to bid on the specifications for 
housing rehabilitation work.  The Procedures also require 
that the bids will be opened at the time specified on the 
invitation.  The bid process will be conveyed to the 
homeowner by telephone, and with their approval, the job 
will be awarded to the contractor who, in the opinion of the 
City’s Rehabilitation Specialist and with the homeowner’s 
approval, has the best bid.  The best bid is defined as the 
lowest bid within 15 percent of the City’s rehabilitation 
cost estimate. 

City’s Requirements 

County’s HOME 
Contracts 
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  We selected a sample of housing rehabilitation contracts and 
purchase orders for 46 of 69 houses (67 percent) in which 
housing rehabilitation was completed or substantially 
completed through the City’s Housing Preservation Program 
between January 1, 1998 and March 31, 2001.  The 46 
houses were selected because the housing rehabilitation was 
completed or substantially completed within two years of our 
March 2001 sample selection.  We selected the 46 houses to 
determine whether the City followed HUD’s and the City’s 
procurement requirements.  The City’s Housing Preservation 
Office executed 75 housing rehabilitation contracts and/or 
purchase orders for the 46 houses between February 1997 
and April 2001. 

 
  We provided schedules of our review results regarding the 

City’s procurement transactions to HUD’s Columbus Field 
Office Director of Community Planning and Development 
and the City’s Director of Law. 

 
  The City did not follow HUD’s regulations, Cuyahoga 

County’s contracts, and/or the City’s Administrative Code 
to publicly advertise the procurement of housing 
rehabilitation services.  The City awarded 49 of the 75 (65 
percent) contracts and/or purchase orders between February 
1997 and September 2000 that we reviewed.  HUD’s 
regulations, the County’s Contracts, and the City’s 
Administrative Code required the City to award the 
contracts through full and open competition.  However, the 
49 contract awards were not subject to full and open 
competition. 

 
  The City awarded the 49 contracts totaling $610,881 in HUD 

funds (Community Development Block Grant and HOME) 
using sealed bids and firm-fixed-price contracts.  Since the 
City procured the services using the sealed bid method to 
award the contracts, the City was required by HUD’s 
regulation to publicly advertise the contracts.  However, the 
City did not publicly advertise the contracts. 

 
  The City did not publicly advertise 32 of the 75 (43 

percent) housing rehabilitation contracts and/or purchase 
orders we reviewed as required by the City’s 
Administrative Code.  The 32 contracts totaled $517,250 in 
HUD funds (Community Development Block Grant and 
HOME) and were awarded between June 1997 and 

Sample Selection And 
Review Results 

The Procurement Of 
Housing Rehabilitation 
Services Was Not Subject 
To Full And Open 
Competition 

The City Did Not Follow 
Its Administrative Code 
Regarding The 
Procurement Of Housing 
Rehabilitation Services 
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September 2000.  The City was required by its Code to 
publicly advertise 22 contracts awarded prior to March 15, 
1999 that exceeded $10,000.  On and after March 15, 1999, 
the City was required by its Code to publicly advertise 10 
contracts that exceeded $15,000.  The advertisement was to 
occur for not less than two consecutive weeks in a 
newspaper of general circulation within the City. 

 
  The City obtained housing rehabilitation services through 

small purchase procedures without obtaining quotations 
from a sufficient number of qualified sources as required by 
HUD’s regulation, the County’s contracts, and/or the City’s 
Standard Operating Procedures.  Twenty-six small 
purchases were made between July 1997 and October 2000 
totaling $105,871 in HUD funds (Community Development 
Block Grant and HOME).  HUD’s Columbus Field Office 
of Community Planning and Development defines a 
sufficient number of qualified sources as three or more.  
The City only solicited a single quote for 25 of the 26 small 
purchases we reviewed.  The City obtained two quotes for 
the remaining small purchase.  Thus, the City was unable to 
show that the costs of housing rehabilitation services were 
reasonable. 

 
  The City did not ensure that contract specifications for 

housing rehabilitation services detailed the required 
services and/or material.  The Rehabilitation Specialist for 
the City’s Housing Preservation Office prepared the 
contract specifications.  24 CFR Part 85.36(c)(3) states 
procurement procedures will ensure that all solicitations 
incorporate a clear and accurate description of the technical 
requirements for the material, product, or service to be 
procured.  However, the Rehabilitation Specialist’s contract 
specifications did not always detail the scope of work, the 
quantity and quality of material, and the method of 
installation. 

 
  Our Appraisal Construction Specialist reviewed 19 contract 

specifications for housing rehabilitation services provided 
through the City’s Housing Preservation Program to 
determine whether the cost of the services was reasonable.  
Seventeen of the 19 contract specifications were not 
specific enough to determine whether the cost of the 
services were reasonable.  Our Appraisal Construction 
Specialist was unable to provide a cost estimate because the 

The City Did Not Obtain 
Sufficient Quotations For 
Small Purchases 

Contract Specifications 
Did Not Detail The 
Required Services Or 
Material 
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17 contract specifications did not provide such items as: the 
number of linear feet for gutters; the quality of vinyl 
replacement windows; and the square footage of an asphalt 
driveway.  Without detailed contract specifications, HUD 
and the City lack assurance that housing rehabilitation 
services were reasonable or addressed all items that needed 
to be repaired. 

 
  The City allowed contract specifications for housing 

rehabilitation services to contain brand name products 
without allowing for equal substitutions.  24 CFR Part 
85.36(c)(1)(vi) states that specifying a brand name product 
instead of allowing an equal product to be offered restricts 
competition.  Of the 75 contracts and/or purchase orders we 
reviewed, 22 (29 percent) contained at least one item that 
specified a brand name product without allowing for an 
equal substitution.  The brand name products included such 
items as: Armstrong floor coverings; Cole Sewell storm 
doors; Delta faucets; Stanley steel doors; and American 
Standard toilets.  Therefore, the City restricted competition 
by not allowing for equal substitutions.  

 
  The City did not ensure that the housing rehabilitation work 

was completed in a timely manner as required by the 
rehabilitation contracts.  The housing rehabilitation work 
for 21 of the 75 (28 percent) contracts and/or purchase 
orders we reviewed were not completed within 30 days of 
the planned completion date.  In addition, the timely 
completion of 28 contracts and/or purchase orders could 
not be determined since the City failed to issue a notice to 
proceed or did not include a scheduled completion date on 
the notice.  

 
  The City’s failure to adhere to the required contracting 

procedures occurred because its top management lacked 
procedures and controls over the Housing Preservation 
Program.  The Manager of the City’s Housing Programs said 
no one from the City monitored the Program to ensure that 
procurement transactions met HUD’s procurement 
regulations.  Additionally, the City’s Director of Law said the 
City’s requirements were not applicable to the Program since 
it was funded with Federal funds.  As a result, HUD lacks 
assurance that its funds were used efficiently and effectively, 
and the City’s procurement transactions were not subject to 
full and open competition. 

Procurement Problems 
Existed Because The City 
Lacked Procedures And 
Controls Over The 
Program 

Contract Specifications 
Included Brand Name 
Products Without 
Allowing For Equal 
Substitutions 

Housing Rehabilitation 
Work Was Not 
Completed Timely 
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  [Excerpts paraphrased from the comments provided by the 

City’s Director of Law on our draft audit finding follows.  
Appendix B, pages 74 to 80, contains the complete text of 
the comments for this audit finding.] 

 
 The City believes that its procurement procedures 

appropriately balance the need for competition and fair 
pricing with the equally important factors of efficiency, the 
need to avoid an excessive bureaucracy, and inclusion and 
encouragement of minority contractors.  HUD’s Office of 
Inspector General contends that Federal regulations and the 
City’s Ordinances require the City to publicly advertise 
each home improvement contract.  The City respectfully 
disagrees. 

 
  As noted by HUD’s Office of Inspector General, 24 CFR 

Part 85.36(d)(2) does require public advertising.  However, 
the City contends that this regulation is not applicable to 
the home improvement contracts in question, none of which 
exceed $25,000.  Instead, the relevant regulation is 24 CFR 
Part 85.36(d)(1) which describes small purchase 
procedures. 

 
  HUD’s Office of Inspector General further asserts that the 

City was required to follow Chapter 171 of its 
Administrative Code that requires public advertising for 
contracts exceeding $15,000, formerly $10,000.  However, 
these sections of the Codified Ordinances by their terms 
apply only to contracts for public work.  The contracts in 
question are not contracts for public work, but rather 
private contracts between the homeowners and the 
contractors for rehabilitation to private residences.  It is not 
necessary for the City even to execute these contracts.  It is 
clear if one reviews the Chapter as a whole that it was never 
meant to apply to private rehabilitation contracts.  The 
Office of Inspector General’s interpretation is contrary to 
law and contrary to common sense.  The City enacted the 
ordinances, and the City should be the ultimate arbiter of 
their interpretation. 

 
 HUD’s Office of Inspector General cites several 

transactions in which only one price quotation was 
solicited, and one instance in which two bids were obtained 

Auditee Comments 
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for small purchases.  The Office of Inspector General 
indicates that these transactions were in violation of HUD 
regulations and the City’s Standard Operating Procedures.  
The City explained that the Standard Operating Procedures 
were simply guidelines to educate staff on the operation of 
the programs and they should be interpreted with flexibility.  
However, the City agrees that in most instances more than 
one price quotation should be obtained under the HUD 
regulations. 

 
  The City does believe that some of its record keeping 

regarding procurement could be improved, and has 
addressed this issue in the new Guidelines it has adopted.  
Although the City believes it is permissible to obtain only 
one quote in emergency situations or other rare occasions, it 
would be preferable for the Rehabilitation Specialist to 
document in the file the reason for obtaining only one 
quote.  Furthermore, if after several contractors have been 
called, a quote is received from only one, that fact should 
be documented in the file. 

 
  HUD’s Office of Inspector General indicates that 17 of the 

contracts reviewed included specifications that were not 
specific enough to detail the scope of work, the quantity 
and quality of material, and the method of installation.  The 
City feels that including measurements for the square 
footage of an asphalt driveway, number of linear feet of 
gutters, and the quality of vinyl replacement windows in the 
contract specifications is unnecessary.  The contractors 
interested in submitting a quote for a job are required to go 
to the house and conduct their own inspections.  Any 
competent contractor is going to insist upon conducting his 
own measurement to determine the quantities of material 
needed. 

 
  The Office of Inspector General’s charge that contract 

specifications included brand name products without 
allowing for equal substitution is not correct.  The City 
does allow for substitutions, and the contractors 
participating in the programs all know this.  The City agrees 
that when specifications are written it would be preferable 
to use the specific words, or equal substitution. 

 
  HUD’s Office of Inspector General indicates that 28 

percent of the projects were not completed within 30 days 
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of the planned completion date.  It is common knowledge 
that construction projects are seldom completed in a timely 
manner.  One of the most common reasons for the delay is 
weather. 

 
  The examples identified by the Office of Inspector General 

do not establish that procurement problems existed.  To the 
contrary, the files establish that the rehabilitation services 
in question were competently performed in a cost effective 
manner.  The files do indicate that some improvement 
could be had in the area of documentation.  The City 
believes it has addressed this matter in the attached 
guidelines that it prepared and implemented, but it also 
welcomes any suggestions from HUD’s Columbus Field 
Office Director of Community Planning and Development 
to further its procedures. 

 
 
 
    The City awarded 49 contracts and/or purchase orders 

between February 1997 and September 2000 using sealed 
bids and firm-fixed-price contracts.  Since the City chose 
to use the sealed bid method, the requirements of 24 CFR 
Part 85.36(d)(2) applies.  24 CFR Part 85.36(d)(2) requires 
that when the sealed bid method is used, bids are to be 
publicly solicited and a firm-fixed-price contract awarded 
to the responsible bidder whose bid, conforming with all 
the material terms and conditions of the invitation for bids, 
is the lowest price.  The sealed bid method is the preferred 
method for procuring construction services.  The 
requirements of 24 CFR Part 85.36(d)(2) do not contain 
any applicable dollar threshold such as Part 85.36(d)(1) 
does for small purchases.  Small purchase procedures are 
those relatively simple and informal procurement methods 
for securing services, supplies, or other property that do 
not cost more than the simplified acquisition threshold 
fixed at 41 U.S.C. 403(11). 

 
     We agree that Chapter 171 of the City’s Administrative 

Code applies only to contracts for public work.  Consistent 
with HUD’s Office of Community Planning and 
Development Notice 91-01,we contend that since the City 
procures the housing rehabilitation contract for Federally 
assisted rehabilitation services and materials, the contract is 
not a private contract, but a public contract.  HUD further 

OIG Evaluation Of 
Auditee Comments 
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states on page 7-5 of its March 2002 Community 
Development Block Grant Training book that when a local 
entity selects the bidders and the winner of a rehabilitation 
contract, and then the local entity has the property owner 
sign the contract with the contractor, the critical decisions 
related to the procurement have been made by the local 
entity.  The Federal rules apply when local government 
agencies, or their subrecipients or subgrantees, are making 
the critical decisions related to procurement.  The contract 
is considered being for public work since the Federal rules 
apply. 

 
     We agree that any competent contractor will conduct his 

own measurements to determine the quantity and quality of 
materials needed to complete the housing rehabilitation 
work.  However, 24 CFR Part 85.36(b)(9) requires the City 
to maintain records sufficient to detail the significant history 
of a procurement, such as the rationale for the method of 
procurement and the basis for the contract price.  The basis 
for the contract price would include the quantity, quality, and 
type of materials needed to complete the housing 
rehabilitation work. 

 
     24 CFR Part 85.36(c)(1)(vi) states that specifying a brand 

name product instead of allowing an equal product to be 
offered restricts competition.  Since the City agrees that 
when specifications are written it would be preferable to 
use the specific words, or equal substitution, these actions 
planned by the City, if fully implemented, should improve 
its procurement process. 

 
     The City needs to be cognizant that its housing 

rehabilitation contracts require the work to be completed in 
a timely manner.  If delays are imminent, the City should 
ensure that the contracts are amended to reflect the 
expected completion dates. 

 
     The actions planned by the City, if fully implemented, 

should improve its procurement procedures. 
 
 
 

We recommend that HUD’s Columbus Field Office 
Director of Community Planning and Development assure 
the City of Cleveland Heights: 

Recommendations 
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  2A.  Implements procedures and controls to ensure that 

the procurement of housing rehabilitation services 
meet HUD’s regulations, Cuyahoga County 
contracts, and/or the City’s requirements. 

 
  2B.  Implements procedures and controls to ensure 

contract specifications for housing rehabilitation 
services meet HUD’s regulation. 

 
  2C.  Implements procedures and controls to ensure that 

housing rehabilitation work is completed in a timely 
manner as required by the housing rehabilitation 
contracts and/or the notice to proceed. 
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The City Provided Assistance To Households 
That Did Not Meet Eligibility Requirements 

 
The City of Cleveland Heights did not follow HUD’s regulations, Cuyahoga County’s contracts, 
and/or the City’s requirements when it provided housing rehabilitation assistance to households 
participating in the Housing Preservation Program.  The Program provides housing rehabilitation 
assistance (Short-Term Deferred, No Interest, and Deferred Loans), which is funded with 
Community Development Block Grant and HOME funds from HUD.  The City used: (1) $158,409 
in HOME funds to assist 10 households that were delinquent on their City income taxes; (2) 
$111,591 in HOME funds to assist seven households when the City lacked documentation to show 
the households were current on their City income taxes; (3) $151,655 in HOME funds to assist 10 
households that lacked sufficient equity in their home to secure the assistance; and (4) $8,202 in 
HOME funds for one household without determining whether it had the ability to repay the 
assistance.  The problems occurred because the City lacked supervisory controls over its Program to 
ensure only eligible households received housing rehabilitation assistance and that households 
could afford to repay the assistance.  As a result, HUD funds were not used efficiently and 
effectively, and available funding assistance to eligible individuals was reduced.  
 
 
 
  24 CFR Part 92.504(a) states the City is responsible for 

managing the day-to-day operations of its HOME program, 
ensuring that HOME funds are used in accordance with all 
program requirements and written agreements. 

 
  24 CFR Part 570.501(b) requires recipients of Community 

Development Block Grant funds to ensure those funds are 
used in accordance with all program requirements. 

 
  24 CFR Part 85.22 requires that for each kind of organization 

receiving Federal grant funds, there is a set of Federal 
principles for determining allowable cost.  For local 
governments, they must follow Office of Management and 
Budget Circular A-87, Cost Principles for State, Local, and 
Indian Tribal Governments. 

 
  Office of Management and Budget Circular A-87, 

Attachment A, paragraph 2.a.(1), requires governmental units 
to administer Federal award programs efficiently and 
effectively with the application of sound management 
practices. 

 

Federal Requirements 
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  The HOME contracts for the period May 1, 1998 to 
December 31, 2003, between Cuyahoga County and the City 
of Cleveland Heights, required the City to comply with 24 
CFR Parts 85.22 and 92.  

 
  Cleveland Heights’ City Council Resolutions 38-1998, 90-

1999, and 80-2000 require the City to comply with all 
HOME regulations during the administration of its No 
Interest and Deferred Loans.  The Resolutions also require 
the City to administer its Loans in accordance with the 
Housing Preservation Program’s Standard Operating 
Procedures. 

 
  The City’s Standard Operating Procedures for No Interest 

and Deferred Loans, page 3, require homeowners to be 
current on their City income taxes to qualify for housing 
rehabilitation assistance. 

 
  Page 3 of the City’s Standard Operating Procedures for No 

Interest and Deferred Loans requires property values to be 
estimated using the market value obtained from the 
Cuyahoga County Auditor’s Office and comparable property 
selling prices on the same street or nearby street.  The 
Procedures state there must be enough equity in the property 
to cover the Loans.  

 
  Page 1 of the City’s Standard Operating Procedures for No 

Interest Loans requires homeowners to have sufficient net 
income to make the monthly payment.  Page 2 of the 
Procedures requires that documents verifying homeowners’ 
income should be copied, placed in their file, and a 
complete household budget form should be filled out.  A 
credit check on the homeowners must be ordered through a 
credit bureau.  A slow to pay credit history might be a sign 
of difficult economic circumstances, or evidence of an 
over-extended credit behavior. 

 
  We selected a sample of 46 of the 69 households that 

received housing rehabilitation assistance through the City’s 
Housing Preservation Program between January 1, 1998 and 
March 31, 2001.  The 46 households were selected because 
their housing rehabilitation work was scheduled for 
completion between July 1998 and April 2001.  We selected 
the 46 households to determine whether the City ensured 

City’s Requirements 

Sample Selection And 
Eligibility Review 

County’s HOME 
Contracts 
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the households received housing assistance in accordance 
with HUD’s and the City’s eligibility requirements. 

 
  Page 3 of the City’s Standard Operating Procedures for No 

Interest and Deferred Loans requires that homeowners must 
be current on their City income taxes at the time of 
application to qualify for housing rehabilitation assistance.  
However, the City’s files only included documentation 
whether households were current on their City income taxes 
for less than six of the 46 households we reviewed.  The 
files for the remaining households lacked documentation 
showing that the households were current on their City 
income taxes.  The City provided housing rehabilitation 
assistance without obtaining documentation to show that 
over 40 households were current on their City income 
taxes.  Therefore, we requested the City’s Income Tax 
Division to provide documentation to determine whether all 
46 households we reviewed were current on their City 
income taxes at the time they received the assistance. 

 
  The documentation provided by the City’s Income Tax 

Division showed that 10 of the 46 households we reviewed 
were delinquent on their City income taxes at the time they 
received the housing rehabilitation assistance.  The City 
provided the 10 households $158,409 in HOME funds for 
their rehabilitation work.  Two of the 10 households repaid 
their rehabilitation assistance in full.  As of September 30, 
2001, the remaining eight households owed $127,180 on 
their rehabilitation assistance.  The following table shows the 
eight households’ property addresses, the type of housing 
assistance they received, when the assistance was awarded, 
the original amount of the housing assistance, and their 
outstanding loan amount as of September 2001. 

 
 

Household’s Property Address 
Type Of 

Assistance 
 

Award Date(s) 
Original Loan 

Amount 
Loan 

Balance 
 
2640 South Taylor Road 

 
Deferred 

6/17/99 and 
8/3/99 

 
$25,000 

 
  $25,000 

 
983 Greyton Road 

 
Deferred 

8/31/99 and 
4/12/00 

 
  24,930 

 
    24,930 

2990 Kensington Road Deferred 8/28/98   19,775     19,775 
3435 Monticello Boulevard No Interest 11/10/99   18,968     15,807 
932 Roanoke Road No Interest 3/23/99   14,849     13,600 
877 Helmsdale Road No Interest 9/23/98   15,000     13,566 
1087 Selwyn Road No Interest 5/3/99     8,725       8,202 
14642 Superior Boulevard Deferred 12/21/98     6,300       6,300 

Totals       $133,547    $127,180 

 

The City Provided 
Assistance To Households 
Without Determining 
Whether They Were 
Current On Their Income 
Taxes 
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  Furthermore, the City’s Income Tax Division lacked 
documentation for seven of the 46 households we reviewed 
to determine whether they were current on their City income 
taxes at the time of application.  The City provided the seven 
households $111,591 in HOME funds for housing 
rehabilitation assistance.  As of September 30, 2001, the 
seven households owed $110,379 on their rehabilitation 
assistance.  The following table shows the seven households’ 
property addresses, the type of housing assistance they 
received, when the assistance was awarded, the original 
amount of the assistance, and their outstanding loan amount 
as of September 2001. 

 
Household’s 

Property Address 
Type Of 

Assistance 
Award 
Date(s) 

Loan 
Amount 

Loan 
Balance 

 
3804 Kirkwood Road 

 
Deferred 

2/7/00 and 
8/8/00 

 
$24,597 

 
$24,597 

 
964 Brunswick Road 

 
Deferred 

9/97, 3/9/98, 
and 12/2/98 

 
  21,176 

 
  21,176 

 
3738 Woodbridge Road 

 
No Interest 

4/26/99 and 
7/22/99 

 
  20,145 

 
  18,933 

3394 Henderson Road Deferred 4/6/99   18,492   18,492 
3376 Kildare Road Deferred 10/22/99   17,325   17,325 
3490 Silsby Road Deferred 4/13/00     5,781     5,781 
2298 North Taylor Road Deferred 10/6/99     4,075     4,075 

Totals   $111,591 $110,379 
 
  The City provided $151,655 in HOME funds for housing 

rehabilitation assistance to 10 of the 46 households we 
reviewed, but the households lacked sufficient equity in their 
home to secure the assistance.  Three of the 10 households 
repaid their housing rehabilitation assistance in full.  As of 
September 30, 2001, the seven remaining households owed 
$120,661 on their assistance.  The following table shows the 
seven households’ property addresses, the type of housing 
assistance they received, when their assistance was awarded, 
the amount of equity in the households’ homes after the 
assistance, the original amount of their housing assistance, 
and their outstanding loan amount as of September 2001.   

 
 
 
 
 
 
 

Assistance Was Provided 
To Households That 
Lacked Sufficient Equity 
In Their Homes 
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Household’s  
Property Address 

Type Of 
Assistance

Award 
Date(s) 

Equity 
In Home 

Assistance 
Amount 

Loan 
Balance 

 
 
3401 Cedarbrook 
Road 

 
 

Deferred 

4/26/99, 
6/18/99, 

and 9/3/99 

 
 

($26,964) 

 
 

  $25,000 

 
 

   $25,000

 
3800 Delmore Road 

 
Deferred 

4/9/99 and 
6/23/99 

 
(8,468) 

 
    24,925 

 
     24,925

2640 Mayfield Road Deferred 3/18/99 (12,534)    16,898    16,898 
3160 Yorkshire Road Deferred 3/8/99 (14,853)    16,385   16,385 
949 Selwyn Road Deferred 1/15/99 (13,452)    15,685    15,685 
877 Helmsdale Road No Interest 9/23/98 (3,417)    15,000    13,566 
1087 Selwyn Road No Interest 5/3/99 (4,925)     8,725      8,202 

Totals   $122,618 $120,661 
 
  Page 3 of the City’s Standard Operating Procedures for No 

Interest and Deferred Loans states households must have 
enough equity in their homes to cover the housing 
rehabilitation assistance.  However, the City provided 
assistance without determining whether 10 of the 46 
households we reviewed had sufficient equity in their 
homes to cover the assistance.  We obtained the value of 
the households’ 10 homes from the Cuyahoga County 
Auditor’s Office and the liens on the homes from the City’s 
files.  Based upon the value of the homes and the liens, the 
10 households lacked sufficient equity in their homes to 
cover the assistance.  The City’s failure to determine 
whether the households had sufficient equity in their homes 
to cover the loans was not a sound management practice. 

 
  The City provided $8,202 in HOME funds for one 

household without determining whether it had the ability to 
repay the assistance.  We attempted to obtain the 
documentation during our audit.  However, the household 
was unable to provide income and expense documentation 
to show it had the ability to repay the assistance.  

 
  The household owed $8,202 in housing assistance as of 

September 30, 2001.  The following table shows the 
household’s property address, the type of housing 
assistance received, when the assistance was awarded, the 
original amount of the housing assistance, and the 
outstanding amount of the loan as of September 2001. 

 

The City Lacked 
Documentation To 
Determine Whether 
Households Could Repay 
Their Assistance 
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Property Address 

Type Of 
Assistance 

Award 
Date 

Assistance 
Amount 

Loan 
Balance 

1087 Selwyn Road No Interest Loan 5/3/99   $8,725   $8,202 
Total        $8,725     $8,202 

 
  The City lacked controls over the Housing Preservation 

Program to ensure that only eligible households received 
housing rehabilitation assistance and the households could 
afford to repay their assistance.  The Manager of the City’s 
Housing Programs said no one from the City monitored the 
Program to ensure that only eligible households received 
housing assistance.  Additionally, the City’s Director of Law 
said the City did not have to follow its Standard Operating 
Procedures for the Program because the Procedures did not 
have official status and were never adopted.  However, the 
City Council passed Resolutions requiring the assistance to 
be administered according the Program’s Standard Operating 
Procedures.  As a result, HUD funds were not used 
efficiently and effectively, and available funding assistance 
to eligible individuals was reduced. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

City’s Director of Law on our draft audit finding follows.  
Appendix B, pages 81 to 85 and 89 to 90, contains the 
complete text of the comments for this audit finding.] 

 
 HUD’s Office of Inspector General cites the Standard 

Operating Procedures as the requirement that homeowners 
are required to be current in their City income taxes at the 
time of application to qualify for housing assistance under 
the Deferred Loan and No Interest Loan Programs.  The 
City contends that the Standard Operating Procedures are 
not, and were not meant to be, mandatory requirements for 
the operation of the programs. 

 
  The Income Tax Ordinances for the City exempt Social 

Security payments and pensions from local income tax.  
Although parties who are exempt are required to file an 
exemption form with the City’s Tax Department, many 
such persons are unaware of this requirement and do not 
file the form. 

 

Auditee Comments 

The City Lacked Controls 
Over Its Housing Program 
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  HUD’s Office of Inspector General contends that the City 
provided assistance to seven homeowners who lacked 
sufficient equity in their homes to support the loan.  
Unfortunately, the Office of Inspector General did not 
explain how they calculated the amount of equity in the 
homes.  The City’s practice is to first look at the tax value 
to see if it is adequate to support the loan.  If not, the City 
obtains sales statistics for comparable properties in the 
neighborhood to calculate the market value.  The City 
believes that this procedure was followed in the cases in 
question.  However, the former Housing Counselor failed 
to document her conclusion that the properties’ values 
supported the loans.  The City has already taken steps to 
ensure that this problem will not arise in the future. 

 
  The purpose point of the Deferred Loan Program is to 

provide housing assistance to elderly and disabled person 
who cannot afford to make payments on conventional 
loans.  The City relies solely on the equity in the home to 
achieve repayment at the time the homeowner sells or 
otherwise ceases to reside in the home.  The homeowner is 
not required to make payments.  The documentation 
required to be in the file would indicate that a person’s 
income is low enough to qualify for the Deferred Loan 
Program.  The file on the property at 1087 Selwyn Road 
contains extensive information regarding the homeowner’s 
finances including tax records and a credit report. 

 
 Even prior to the Office of Inspector General’s audit, the 

City recognized weaknesses in its management of its 
Housing Preservation Programs and implemented 
procedures to improve performance.  In particular, the City 
became aware that a Housing Counselor had begun to 
deliberately ignore and evade Program standards.  This was 
the person responsible for qualifying applicants and 
obtaining the necessary documentation.  The City tried to 
work with the Housing Counselor to improve job 
performance, but the employee refused to comply with the 
Program rules and was eventually dismissed. 

 
The City implemented procedures to ensure the proper 
operation of the Housing Preservation Programs.  A Loan 
Review Committee consisting of the Housing Programs 
Manager, the Housing Counselor, the Rehabilitation 
Specialist, and the Development Planner or Assistant 
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Director of Planning and Development now reviews every 
application to ensure that the applicant is qualified and the 
proper documentation is in the file. 

 
  The City drafted new Guidelines for the operation of the 

Programs that will include further controls to ensure both 
compliance with mandatory requirements and that good 
judgment is used in the application of discretionary 
standards.  The City has been made aware of some 
weaknesses in its procedures and is working to correct 
them. 

 
 
 
  The Cleveland Heights’ City Council Resolutions 38-1998, 

90-1999, and 80-2000 require the City to administer its 
Loans in accordance with the Housing Preservation 
Program’s Standard Operating Procedures.  The City’s 
Standard Operating Procedures for No Interest and 
Deferred Loans, page 3, require homeowners to be current 
on their City income taxes to qualify for housing 
rehabilitation assistance.  Adequate documentation should 
be included in the City’s files to support its award of 
housing rehabilitation assistance. 

 
  We calculated the equity in the seven homes cited in this 

finding that lacked sufficient equity to secure the housing 
assistance using the requirements in the City’s Standard 
Operating Procedures.  Page 3 of the City’s Procedures for 
No Interest and Deferred Loans requires property values to 
be estimated using the market value obtained from the 
Cuyahoga County Auditor’s Office and comparable property 
selling prices on the same street or nearby street.  The 
Procedures state there must be enough equity in the property 
to cover the Loans.  We obtained the seven homes’ market 
value from the Cuyahoga County Auditor’s Office and 
subtracted the outstanding liens against the homes.  The net 
result was the seven homes lacked sufficient equity to secure 
the assistance provided by the City. 

 
  At the time of our review, the file for the property at 1087 

Selwyn Road did not contain the Household Information 
and Financial Budget Form as required on page 3, Section 
III.A.7, of the Deferred Loan Program Standard Operating 

OIG Evaluation Of 
Auditee Comments 
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Procedures.  We attempted to obtain the documentation 
during our audit. 

 
  The actions planned by the City, if fully implemented, 

should improve its Programs operations. 
 
 
 

We recommend that HUD’s Columbus Field Office 
Director of Community Planning and Development assure 
the City of Cleveland Heights: 

 
  3A.  Implements supervisory controls to ensure 

households that receive housing rehabilitation 
assistance are current on their City income taxes, 
have sufficient equity in their homes to cover the 
assistance, and have the ability to repay the assistance 
as required by the City’s requirements. 

 
3B. Indemnifies its Housing Preservation Program from 

non-Federal funds for the applicable amount of the 
$127,180 in housing rehabilitation assistance 
provided to the eight households cited in this finding 
that were delinquent on their City income taxes, if the 
households default on their assistance. 

 
3C. Provides documentation to support that the seven 

households cited in this finding who received 
$111,591 in housing rehabilitation assistance were 
current on their City income taxes at the time of 
application.  If the City cannot provide the 
necessary documentation, then the City should 
indemnify its Housing Preservation Program from 
non-Federal funds for the applicable amount of 
housing assistance, if the households default on their 
assistance. 

 
3D. Indemnifies its Housing Rehabilitation Program 

from non-Federal funds for the applicable amount 
of the $120,661 in housing rehabilitation assistance 
to the seven households cited in this finding that 
lacked sufficient equity in their homes, if the 
households default on their assistance. 

 

Recommendations 
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3E.  Provides income, expense, and credit history 
documentation to support that the household cited in 
this finding could afford to repay the $8,202 in 
housing rehabilitation assistance.  If the City cannot 
provide the documentation to show the household 
had the ability to repay its assistance, the City should 
indemnify its Housing Preservation Program from 
non-Federal funds for the applicable amount of 
housing assistance, if the household defaults on its 
assistance. 
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The City Needs To Establish Controls Over 
Promissory Notes, Mortgage Liens, And Hazard 

Insurance 
 
The City of Cleveland Heights did not follow HUD’s regulations, City Council’s Resolutions, and 
the City’s procedures regarding promissory notes, mortgage liens, and property hazard insurance for 
households participating in the Housing Preservation Program.  The Program provides housing 
rehabilitation assistance (Short-Term Deferred Loans, No Interest Loans, and Deferred Loans), 
which is funded with Community Development Block Grant and HOME funds from HUD.  Of the 
41 assisted households we reviewed, the City provided: (1) $13,687 to two households without a 
promissory note to secure the assistance; (2) $51,490 to 17 households but the assistance was not 
included in the promissory notes and/or the mortgage liens with the homeowner; and (3) $139,769 
to nine households without documentation to show that the assisted houses were protected by 
property hazard insurance or lacked enough insurance to cover the assisted property.  The City also 
executed promissory notes and/or mortgage liens that exceeded the amount of the housing 
rehabilitation assistance provided to 23 households.  The City lacked controls over the Program to 
ensure promissory notes, mortgage liens, and property hazard insurance were sufficiently placed on 
the assisted properties.  As a result, HUD’s funds were not used efficiently and effectively.  
Assisted households were also obligated to repay more in housing rehabilitation assistance than 
they received. 
 
 
 
  24 CFR Part 570.501(b) requires the City to ensure that 

Community Development Block Grant funds are used in 
accordance with all program requirements. 

 
  24 CFR Part 92.504(a) says the City is responsible for 

managing the day-to-day operations of its HOME program, 
ensuring that HOME funds are used in accordance with all 
program requirements and written agreements. 

 
  Resolutions 38-1998, 90-1999, and 80-2000 of Cleveland 

Heights’ City Council required the City to comply with all 
HOME regulations during the administration of its No 
Interest Loans, and Deferred Loans.  The Resolutions also 
required the City to administer its Loans in accordance with 
the Housing Preservation Program’s Standard Operating 
Procedures. 

 
  The City of Cleveland Height’s Standard Operating 

Procedures for the Short-Term Deferred Loans, No Interest 

HUD’s Regulations 

City’s Resolutions And 
Procedures 
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Loans, and Deferred Loans required the City to execute a 
promissory note with the household and file a mortgage lien 
on the property for the amount of the housing rehabilitation 
assistance provided.  The City’s Procedures also required the 
household to provide evidence of property hazard insurance 
at the time of application or prior to receiving the assistance. 

 
  We selected 41 of 69 (59 percent) households that received 

housing rehabilitation assistance through the City’s Short-
Term Deferred Loans, No Interest Loans, and Deferred 
Loans programs.  We selected the 41 houses to determine 
whether the City ensured that: promissory notes and 
mortgage liens were executed to secure the rehabilitation 
assistance provided; and property hazard insurance existed 
to cover the assistance provided.  The 69 households 
received assistance from the City between January 1, 1998 
and January 31, 2001. 

 
  The City provided housing rehabilitation assistance to 

households without a promissory note to secure the 
assistance, executed promissory notes and/or mortgage liens 
for less or more than the amount of assistance provided, and 
awarded assistance to households without documentation to 
show the assisted houses were protected by property hazard 
insurance or lacked enough insurance to cover the assisted 
property.  We provided our schedules of the review results 
to HUD’s Columbus Field Office Director of Community 
Planning and Development and the City’s Director of Law. 

 
  The City did not safeguard housing rehabilitation assistance 

provided under its Deferred Loan program.  The City 
provided housing rehabilitation assistance to two 
households without executing a promissory note to secure 
the assistance.  Promissory notes help secure a 
homeowners’ obligation to repay their housing 
rehabilitation assistance.  The two households are located at 
3167 Sycamore Road and 3352 Euclid Heights Boulevard.  
The households received $3,260 and $10,427 in assistance, 
respectively.  In February 1999, the homeowner for 3352 
Euclid Heights Boulevard paid off the housing assistance 
he received from the City. 

 
 
 

The City Did Not Execute 
Promissory Notes 

Sample Selection And 
Schedules Provided 
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  Contrary to the City’s Standard Operating Procedures, the 
City executed promissory notes and mortgage liens for less 
than the full amount of housing rehabilitation provided.  The 
City’s Procedures required the City to record a promissory 
note and a mortgage lien for the full amount of the housing 
assistance provided. 

 
  The City provided $312,322 in housing rehabilitation 

assistance to 17 of the 41 households.  The assistance was to 
correct items that violated the City’s Housing Code and/or 
HUD’s Housing Quality Standards.  However, the City did 
not execute promissory notes and/or mortgage liens for 
$51,490 of the $312,322 in assistance provided to the 
households. 

 
  The 17 households included: eight with promissory notes 

that were less than the assistance provided; and 15 with 
mortgage liens that were less than their assistance.  The 
promissory notes or mortgage liens ranged between $86 and 
$8,623 less than the housing rehabilitation assistance 
provided.  The households for 3352 Euclid Heights 
Boulevard and 3124 Whitehorn Road paid off their housing 
assistance in February 1999 and January 2002, respectively.  
Therefore, $4,069 of the $51,490 in unsecured assistance was 
repaid. 

 
  The City provided $139,769 to nine households without 

evidence that the assisted houses were protected by sufficient 
property hazard insurance.  The City’s files lacked 
documentation to show that six of the nine households had 
sufficient hazard insurance at the time they received the 
housing rehabilitation assistance.  The remaining three 
households provided documentation to the City at the time 
they received their assistance that showed their house had 
hazard insurance.  However, the level of insurance was less 
than the amount of housing rehabilitation assistance provided 
by the City plus any outstanding liens against the houses 

 
  We contacted the nine homeowners to determine whether 

they had sufficient hazard insurance either at the time they 
received their assistance or as of May 31, 2001.  Four of the 
nine homeowners provided us documentation that showed 
they had sufficient property hazard insurance as of May 
2001; one homeowner paid off the housing assistance she 
received from the City in September 1999; and the 

The City Failed To Secure 
$51,490 In Housing 
Assistance 

The City Provided 
Housing Assistance 
Without Documentation 
Of Hazard Insurance Or 
For Houses With 
Insufficient Insurance 
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remaining four homeowners either could not provide 
documentation or declined to provide evidence that they 
had sufficient insurance at the time of their assistance or as 
of May 2001.  The four homeowners who could not provide 
documentation or declined to provide evidence that they 
had sufficient hazard insurance received $80,738 in housing 
assistance. 

 
  Contrary to the City’s Standard Operating Procedures, the 

City executed promissory notes and mortgage liens in excess 
of the amount of housing rehabilitation provided to 
households.  The City’s Procedures required that promissory 
notes and mortgage liens were to be limited to the amount of 
housing assistance provided. 

 
  The City provided $285,664 in housing rehabilitation 

assistance to 23 households.  The City executed promissory 
notes and mortgage liens with the households to secure their 
assistance.  However, the notes and/or liens exceeded the 
amount of housing rehabilitation assistance provided to the 
households. 

 
  The 23 households included: 20 with mortgage liens that 

exceeded the assistance provided; and 23 with promissory 
notes that exceeded the amount of assistance.  The excessive 
promissory notes or mortgage liens ranged between $1 and 
$6,903.  The City executed the notes and liens between June 
1998 and October 2000.  The households at 14668 Superior 
Boulevard, 1707-09 Glenmount Road, and 3658 Shannon 
Road paid off their housing assistance between September 
1999 and August 2001. 

 
  The City lacked controls over the Housing Preservation 

Program to ensure promissory notes, mortgage liens, and 
property hazard insurance were sufficiently placed on the 
assisted properties.  The City’s Manager of Housing 
Programs said he was aware that the former Housing 
Counselor for the City failed to ensure that promissory notes, 
mortgage liens, and property hazard insurance were properly 
placed on the assisted properties.  He said the City dismissed 
the Housing Counselor for failing to perform her duties in 
November 2000.  However, the City has not taken action to 
implement the necessary controls over the Program as of 
May 2001. 

 

The City Executed 
Promissory Notes And 
Mortgage Liens That 
Exceeded The Amount Of 
Housing Assistance 

The City Lacked Controls 
Over The Program 
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The City contends that it did not have to follow its Standard 
Operating Procedures for the Housing Preservation Program 
because the Procedures did not have official status and were 
never adopted or approved by the City Council, the City’s 
Manager, or any Director of the City.  However, the City’s 
Manager of Housing Programs said the City managed its 
Short-Term Deferred Loans, No Interest Loans, and Deferred 
Loans according to the Housing Preservation Program’s 
Standard Operating Procedures.  In addition, City Council’s 
Resolutions required the City to administer its Program in 
accordance with the Standard Operating Procedures.  As a 
result, HUD funds were not used efficiently and effectively.  
Assisted households were also obligated to repay more in 
rehabilitation assistance than they received. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

City’s Director of Law on our draft audit finding follows.  
Appendix B, pages 91 to 99, contains the complete text of 
the comments for this audit finding.] 

 
  The Office of Inspector General’s draft audit finding states 

that the City failed to obtain promissory notes for two 
households.  The finding acknowledged that the loan for the 
Euclid Heights Boulevard property was repaid and is no 
longer an issue.  The loan for the Sycamore Road property 
is in the amount of $3,260 and outstanding.  The file for the 
property evidences a mortgage lien and promissory note in 
the amount of $2,016, the original estimated amount for the 
housing rehabilitation assistance.  A change order was 
apparently issued during the construction process that 
increased the amount currently owed on the loan to $3,260 
plus interest.  It is within the discretion of the City’s staff to 
determine whether it is an appropriate use of City resources 
to secure a new promissory note and mortgage lien in order 
to secure the amount of the $1,245 change order.  The City 
is evaluating the implementation of a better procedure.  The 
City secured a new promissory note and mortgage lien from 
the property owners. 

 
  The City’s policy was to attempt to reasonably secure the 

housing rehabilitation loans under the Program taking all 
factors into consideration.  The City is in the process of 

Auditee Comments 
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securing additional promissory notes and mortgage liens in 
order to address the issue. 

 
  The City has no mandatory requirement for a homeowner to 

have hazard insurance prior to receiving housing 
rehabilitation assistance.  Further, requiring hazard 
insurance in the full amount of the loan plus other liens 
would not, in most instances, be reasonable.  The land 
value is probably the most important component of the 
security interest so far as the City is concerned and should 
be taken into consideration when determining an amount of 
required hazard insurance.  Nevertheless, the City obtained 
proof of hazard insurance on one property and is in the 
process of obtaining documentation of hazard insurance 
with regard to the other three properties. 

 
  The Office of Inspector General’s draft audit finding states 

the City violated its requirements by executing several 
promissory notes and mortgage liens that exceeded the 
amount of the housing rehabilitation assistance provided.  It 
is standard commercial practice to execute promissory 
notes and mortgage liens in an amount that exceeds the 
estimated amount of housing improvements.  This prevents 
the need to execute new promissory and mortgage liens in 
the event of cost overruns or change orders.  It does not 
prejudice the homeowner since they are never legally 
responsible for more than the loan amount.  In the event the 
City was to execute new mortgage liens, it would lose its 
position of lien priority and substantially jeopardize its 
security interest.  The City respectfully requests the Office 
of Inspector General reconsider its recommendation. 

 
  The Office of Inspector General’s draft audit finding states 

the City lacks procedures and controls over its Program to 
ensure promissory notes, mortgage liens, and property 
hazard insurance were sufficiently placed on the assisted 
properties.  The City replaced its former Housing 
Counselor and is reviewing whether additional procedures 
and controls are necessary. 

 
 
 
  The City’s Standard Operating Procedures for the Program 

required the City to execute a promissory note with the 
OIG Evaluation Of 
Auditee Comments 
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household and file a mortgage lien on the property for the 
amount of the housing rehabilitation assistance provided. 

 
  The City’s Standard Operating Procedures for the Program 

required the City to execute a promissory note with the 
household and file a mortgage lien on the property for the 
amount of the housing rehabilitation assistance provided. 
The recommendation was revised. 

 
  The actions planned by the City, if fully implemented, 

should improve its promissory note and mortgage lien 
procedures. 

 
 
 

We recommend that HUD’s Columbus Field Office 
Director of Community Planning and Development assure 
the City of Cleveland Heights: 

 
  4A.  Implements controls to ensure households that 

receive housing rehabilitation assistance meet its 
Standard Operating Procedures regarding 
promissory notes, mortgage liens, and property 
hazard insurance on assisted properties. 

 
  4B.  Executes promissory notes and/or mortgage liens 

for the full amount of the housing assistance on the 
15 (one without a promissory note that was not paid 
off and 14 whose promissory notes and/or mortgage 
liens were less than the total assistance provided) 
properties as required by its Standard Operating 
Procedures.  If the City is unable to execute a 
promissory note and/or record a mortgage lien on 
the 15 properties, the City should sign an 
indemnification agreement for the applicable 
portion of the $47,421 ($51,490 less $4,069). 

 
4C. Requires the four properties cited in this finding that 

received housing rehabilitation assistance without 
property hazard insurance to provide evidence that 
they have hazard insurance or obtain the necessary 
insurance as required by the City’s Standard 
Operating Procedures.  If any of the four properties 
cannot provide evidence or obtain property hazard 

Recommendations 



Finding 4 

2003-CH-1008 Page 40  
 

insurance, the City should sign an indemnification 
agreement for the applicable portion of the $80,738. 

 
4D. Reduces the promissory notes and/or mortgage liens 

that exceeded the amount of housing rehabilitation 
provided to the 20 households cited in this finding. 
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Management controls include the plan of organization, methods, and procedures adopted by 
management to ensure that its goals are met.  Management controls include the processes for 
planning, organizing, directing, and controlling program operations.  They include the systems for 
measuring, reporting, and monitoring program performance. 
 
       
 

We determined that the following management controls 
were relevant to our audit objectives: 

 
�� Program Operations - Policies and procedures that 

management has implemented to reasonably ensure that 
a program meets its objectives. 

 
�� Validity and Reliability of Data - Policies and 

procedures that management has implemented to 
reasonably ensure that valid and reliable data are 
obtained, maintained, and fairly disclosed in reports. 

 
�� Compliance with Laws and Regulations - Policies and 

procedures that management has implemented to 
reasonably ensure that resource use is consistent with 
laws and regulations. 

 
�� Safeguarding Resources - Policies and procedures that 

management has implemented to reasonably ensure that 
resources are safeguarded against waste, loss, and 
misuse. 

 
We assessed all of the relevant controls identified above 
during our audit of the City of Cleveland Heights’ Housing 
Preservation Program. 

 
It is a significant weakness if management controls do not 
provide reasonable assurance that the process for planning, 
organizing, directing, and controlling program operations 
will meet an organization's objectives. 

 
Based on our review, we believe the following items are 
significant weaknesses: 

 
 
 

Significant Weaknesses 

Relevant Management 
Controls 
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�� Program Operations 
 
   The City: (1) did not ensure that assisted houses met the 

City’s Housing Code and/or HUD’s Housing Quality 
Standards after they received housing assistance; (2) 
failed to maintain an effective system of controls over its 
contracting process; (3) provided $158,409 in HOME 
funds to assist 10 households that were delinquent on 
their City income taxes; (4) used $111,591 in HOME 
funds to assist seven households when the City lacked 
documentation to show the households were current on 
their City income taxes; (5) awarded $151,655 in 
HOME funds to assist 10 households that lacked 
sufficient equity in their home to secure the assistance; 
(6) provided $8,202 in HOME funds for one household 
without determining whether it had the ability to repay 
the assistance; (7) awarded $13,687 to two households 
without a promissory note to secure the assistance; (8) 
granted $51,490 to 17 households but the assistance was 
not included in the promissory notes and/or the mortgage 
liens with the homeowner; and (9) provided $139,769 to 
nine households without documentation to show that the 
assisted houses were protected by property hazard 
insurance or lacked enough insurance to cover the assisted 
property (see Findings 1, 2, 3, and 4). 

 
�� Compliance with Laws and Regulations 

 
   The City did not follow HUD’s regulations to ensure: (1) 

assisted houses met the City’s Housing Code and/or 
HUD’s Housing Quality Standards; (2) full and open 
competition regarding the procurement of housing 
rehabilitation services; (3) participants were not 
delinquent on their City income taxes; (4) households 
had sufficient equity in their home to secure the 
assistance; (5) a household had the ability to repay its 
housing assistance; and (6) property hazard insurance 
and/or mortgage liens, deed restrictions, or covenants 
were placed on assisted properties (see Findings 1, 2, 3, 
and 4). 

 
�� Safeguarding Resources 

 
   The City: (1) misused $8,924 of HOME funds to pay for 

housing rehabilitation work that was improperly 
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performed or that was not provided; (2) improperly used 
$158,409 in HOME funds to assist 10 households that 
were delinquent on their City income taxes; (3) lacked 
documentation to show that seven households were 
current on their City income taxes when they received 
$111,591 in HOME funds; (4) misused $151,655 in 
HOME funds to assist 10 households that lacked 
sufficient equity in their home to secure the assistance; 
(5) lacked documentation to show that one household 
had the ability to repay $8,202 in HOME funds; (6) 
improperly used $13,687 to assist two households 
without a promissory note to secure the assistance; (7) 
inappropriately used $51,490 to assist 17 households but 
the assistance was not included in the promissory notes 
and/or the mortgage liens with the homeowner; and (8) 
lacked documentation to show that $139,769 provided to 
nine households were protected by property hazard 
insurance or lacked enough insurance to cover the assisted 
property (see Findings 1, 3, and 4). 
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This is the first audit of the City of Cleveland Heights's Housing Preservation by the HUD’s Office 
of Inspector General.  The latest Independent Auditors’ Report for the City covered the period 
ending December 31, 2001.  The Report contained no findings. 
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    Recommendation  Type of Questioned Costs 
           Number                      Ineligible 1/  Unsupported 2/ 
              1A     $   8,924 
              3B      127,180 
              3C       $111,591 
              3D      120,661 
              3E             8,202 
              4B        47,421 
              4C        80,738       
          Totals    $384,924    $119,793 
 
 
 
1/   Ineligible costs are costs charged to a HUD-financed or insured program or activity that 

the auditor believes are not allowable by law, contract, or Federal, State, or local 
policies or regulations. 

 
2/   Unsupported costs are costs charged to a HUD-financed or insured program or activity 

and eligibility cannot be determined at the time of the audit.  The costs are not supported 
by sufficient documentation or there is a need for a legal or administrative determination 
on the eligibility of the cost.  Unsupported costs require future decision by HUD 
program officials.  This decision, in addition to obtaining supporting documentation, 
might involve a legal interpretation or clarification of Departmental policies and 
procedures. 
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The Honorable Dan Burton, Chairman, Committee on Government Reform, 2185 

Rayburn House Office Building, United States House of Representatives,  
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