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TO:  Ray E. Willis, Acting Director of Community Planning and Development, 
      Chicago Regional Office 

          
FROM: Heath Wolfe, Regional Inspector General for Audit, Region V 
 
SUBJECT: Housing Continuum, Inc. 
 Homebuyers Assistance Program 
 Geneva, Illinois  
 
We completed an audit of Housing Continuum, Inc.’s Homebuyers Assistance Program.  The 
audit resulted from a citizen complaint to Speaker of the United States House of Representatives 
Dennis Hastert.  The complainant alleged Housing Continuum did not ensure that rehabilitated 
homes met HUD’s requirements.  The objectives of our audit were to determine whether the 
complainant’s allegations were substantiated and whether HUD’s rules and regulations were 
followed.  HUD’s HOME Investment Partnerships Program funded Housing Continuum’s 
Homebuyers Assistance Program.  The audit resulted in three 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 Ronald Huritz, Assistant Regional 
Inspector General for Audit, at (312) 353-6236 extension 2675 or me at (312) 353-7832. 
 
 
 
 
 
 
 

  Issue Date
             June 13, 2003 
  
 Audit Case Number 
             2003-CH-1017 
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We completed an audit of Housing Continuum, Inc.’s Homebuyers Assistance Program.  The audit 
resulted from a citizen complaint to Speaker of the United States House of Representatives Dennis 
Hastert.  The objectives of our audit were to determine whether the complainant’s allegations were 
substantiated and whether HUD’s rules and regulations were followed.  The complainant alleged 
Housing Continuum did not ensure that rehabilitated homes met HUD’s requirements.  HUD’s 
HOME Investment Partnerships Program funded Housing Continuum’s Homebuyers Assistance 
Program. 
 
We found that Housing Continuum did not ensure that rehabilitated homes met HUD’s Housing 
Quality Standards and/or the State of Illinois’ requirements.  Specifically, Housing Continuum 
failed to sufficiently document the required cost analysis and did not assess the reasonableness of 
the contract price.  We determined that housing rehabilitation work was not authorized, not 
provided, or was improperly performed.  Moreover, contractors did not obtain construction 
permits in a timely manner as required by HUD’s regulation and/or the State of Illinois’ 
requirements. 
 
 
 

Housing Continuum, Inc. did not maintain an effective 
system of controls over its contracting process.  It failed to 
follow HUD’s regulations and/or the State of Illinois’ 
requirements regarding the procurement of housing 
rehabilitation services.  Housing Continuum did not 
document the required cost analysis prior to accepting bid 
proposals for rehabilitation services and did not assess the 
reasonableness of contracts amounts. 

 
Housing Continuum, Inc. did not ensure that assisted 
houses met HUD’s Housing Quality Standards and/or the 
State of Illinois’ Home requirements.  Housing Continuum 
inappropriately used $15,714 in HOME Program funds to 
assist 10 households with rehabilitation work that was not 
authorized, improperly performed, or not provided.  
Housing Continuum’s former Housing Inspector and 
rehabilitation contractors incorrectly certified that the 
rehabilitation work met HUD’s Housing Quality Standards 
and the State’s Home requirements when both sets of 
standards were not met. 

 
Housing Continuum did not ensure its contractors obtained 
the required building permits from city building officials 
before rehabilitation work commenced on projects funded 
by HUD’s HOME Investment Partnership Program.  

Units Did Not Meet 
HUD’s Housing Quality 
Standards And/Or The 
State Of Illinois’ 
Requirements 

Housing Continuum 
Needs To Improve Its 
Contracting Process 

Construction Permits 
Were Not Obtained Or 
Obtained After The Work 
Began  
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Contractors were paid and contracts were closed out 
without ensuring that the required building permits were 
obtained and local building inspectors performed final 
inspections. 

 
  We recommend that HUD’s Acting Director of Community 

Planning and Development, Chicago Regional Office, 
assures Housing Continuum reimburses its Homebuyers 
Assistance Program for the inappropriate use of HUD funds 
and implements controls to correct the weaknesses cited in 
this report. 

 
  We presented our draft audit report to Housing 

Continuum’s Executive Director and HUD’s staff during 
the audit.  We held an exit conference with Housing 
Continuum’s Executive Director on May 8, 2003.  Housing 
Continuum provided written comments on our draft report.   

 
  Housing Continuum disagreed that HUD’s HOME Program 

funds were inappropriately used.  We included paraphrased 
excerpts of Housing Continuum’s comments with each 
finding.  The complete text of their comments is in 
Appendix B except for a 98-page attachment that was not 
necessary for understanding the comments.  A complete 
copy of Housing Continuum’s comments plus the 98-page 
attachment was provided to HUD’s Acting Director of the 
Chicago Regional Office of Community Planning and 
Development. 

 
 

 

Recommendations  
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Housing Continuum, Inc. was established on October 13, 1997 as a private non-profit 
organization with tax-exempt status under Section 501(c)(3) of the Internal Revenue Code.  It 
developed its Homebuyers Assistance Program to provide housing services to low-income 
individuals.  The Homebuyers Assistance Program provides a maximum of $35,000 per 
household in deferred payment forgivable loans to low-income owner-occupants of single-family 
dwellings.  Homebuyers can borrow up to $7,000 for a down payment to purchase their first 
home and $1,500 for closing costs.  The remaining $26,500 is intended for rehabilitation 
assistance to upgrade homebuyers’ homes to comply with HUD’s Housing Quality Standards, the 
State of Illinois’ Home requirements, and local housing code requirements. 
 
Housing Continuum uses HOME Investment Partnership Program funds to assist future 
homeowners in purchasing their first home and providing rehabilitation assistance.  Housing 
Continuum received HOME funds totaling $300,000 in 1999 and another $280,000 in 2001. 
 
A 10-member Board of Directors governs Housing Continuum, Inc.  The Chairman of the Board 
is Jeffrey L. Volkman.  Housing Continuum’s Executive Director is Susan M. Wohl.  The 
executive office for Housing Continuum, Inc. is located at 1035 East State Street, Geneva, 
Illinois. 
 
 
 
  The objectives of our audit were to determine whether 

allegations made by a complainant and addressed to Dennis 
Hastert, Speaker of the United States House of 
Representatives, were substantiated and whether HUD’s 
rules and regulations were properly followed. 

 
  We conducted the audit at HUD’s Chicago Regional Office 

and Housing Continuum’s office.  To accomplish our audit 
objectives, we interviewed: HUD’s Community Planning 
and Development staff; the State of Illinois’ HOME 
Program Director and staff; and building department 
officials from the Cities of DeKalb, Elgin, Sycamore, St. 
Charles, Elburn, North Aurora, Genoa, and Kane County, 
Illinois.  We also interviewed Housing Continuum’s 
employees and general contractors; a Residential Mortgage 
Specialist, Senior Loan Processor, and Regulatory Liaison 
for Harris Trust and Savings Bank; nine homeowners who 
participated in Housing Continuum’s Homebuyers 
Assistance Program; and the complainant.  

 
  We reviewed Housing Continuum’s: 1999 and 2001 Grant 

Agreements with the Illinois Housing Development 
Authority; program participant files for the projects 

Audit Objectives 

Audit Scope And 
Methodology 
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discussed in this audit report; resumes of its current 
employees; and Board meeting minutes.  We also reviewed: 
the 1999 and 2001 Funding Approval and HOME 
Investment Partnership Agreements between HUD and the 
Illinois Housing Development Authority; the 1999 and 
2001 State of Illinois’ monitoring reviews of Housing 
Continuum’s projects; the State of Illinois’ HOME Program 
files for Housing Continuum; and documentation provided 
by the complainant. 

 
  We selected all nine of the homes that received 

rehabilitation assistance during 2001, plus the 
complainant’s home that received rehabilitation assistance 
in 1999, through Housing Continuum’s Homebuyers 
Assistance Program.  Rehabilitation contracts were 
executed for the 10 houses.  The 10 houses were selected to 
determine whether Housing Continuum appropriately paid 
for housing rehabilitation work because the complainant 
alleged that rehabilitation work was performed incorrectly 
or was not provided.  Our Appraisal Construction Specialist 
inspected the 10 houses between April 17,2002 and April 
24, 2002. 

 
  We performed the on-site audit work between February 

2002 and July 2002.  The audit covered the period January 
1, 2001 through January 31, 2002.  This period was 
adjusted as necessary.  The audit was conducted in 
accordance with Generally Accepted Government Auditing 
Standards. 

 
We provided a copy of this report to Housing Continuum’s 
Executive Director and HUD’s Acting Director of 
Community Planning and Development, Chicago Regional 
Office. 
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Housing Continuum Needs To Improve Its 
Contracting Process 

 
Housing Continuum, Inc. did not maintain an effective system of controls over its contracting 
process.  It failed to follow HUD’s regulations and/or the State of Illinois’ requirements for the 
procurement of housing rehabilitation services.  Housing Continuum did not sufficiently document 
the required cost analysis prior to accepting bid proposals for rehabilitation services and did not 
assess the reasonableness of contracts amounts.  The Housing Director for Housing Continuum said 
the costs of rehabilitating the 10 houses were reasonable because the rehabilitation contracts were 
awarded to the lowest bidder.  However, Housing Continuum awarded five of the 10 contracts 
when less than three bids were received.  The problems occurred because Housing Continuum’s top 
management did not exercise their responsibility to implement effective contracting controls.  As a 
result, HUD lacks assurance that its funds were used efficiently and effectively. 
 
 
 
  24 CFR Part 92.505(a) states the requirements of 24 CFR 

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

 
  24 CFR Part 85.36(f)(1) states grantees and subgrantees 

must perform a cost or price analysis in connection with 
every procurement action including contract modifications.  
The method and degree of analysis is dependent on the 
facts surrounding the particular procurement situation, but 
as a starting point, a grantee must make independent 
estimates before receiving bids or proposals.  A cost 
analysis must be performed when the offeror is required to 
submit the elements of his estimated cost under 
professional, consulting, and architectural engineering 
services contracts.  A cost analysis is necessary when 
adequate price competition is lacking and for sole source 
procurements.  This includes contract modifications or 
change orders, unless price reasonableness can be 
established on the basis of a catalog or market price of a 
commercial product sold in substantial quantities to the 
general public or based on prices set by law or regulation.  
A price analysis is to be used in all other instances to 
determine the reasonableness of the proposed contract 
price. 

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

maintain records sufficient to detail the significant history of 

HUD’s Regulations 
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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. 

 
  Section 8(p) of the Grant Agreements for 1999 and 2001 

between the Illinois Housing Development Authority and 
Housing Continuum, effective February 26, 1999 and April 
30, 2001, respectively, states Housing Continuum will act as 
construction manager with respect to the rehabilitation of 
each residence.  This role includes rehabilitation 
assessments, work write-ups, and the preparation and review 
of bids. 

 
  We selected all of the nine homes that received rehabilitation 

assistance during 2001, plus the complainant’s home that 
received rehabilitation assistance in 1999, through Housing 
Continuum’s Homebuyers Assistance Program.  We selected 
the 10 houses to determine whether Housing Continuum 
followed HUD’s and the State of Illinois’ procurement 
requirements. 

 
  We provided schedules of our review results for Housing 

Continuum’s procurement transactions to HUD’s Acting 
Director of Community Planning and Development, 
Chicago Regional Office, and to Housing Continuum’s 
Executive Director. 

 
  Housing Continuum did not follow HUD’s regulations 

and/or its Grant Agreements with the Illinois Housing 
Development Authority when it awarded contracts for 
rehabilitation services under its Homebuyers Assistance 
Program.  Housing Continuum’s Grant Agreements with 
the State required it to follow HUD’s regulations and 
perform a cost analysis prior to accepting bid proposals 
from contractors to ensure that a fair price was incurred for 
the work performed.  Housing Continuum did not 
sufficiently document cost analyses for its rehabilitation 
contracts.  It used the contract bids of a few contractors as 
the basis for establishing the general market price for 
rehabilitation costs instead of developing cost estimates 
independent of the contractors. 

 
  Housing Continuum did not maintain sufficient 

documentation to support the basis for how the costs were 

Sample Selection And 
Review Results 

Grant Agreements 

Cost Analyses For 
Rehabilitation Contracts 
Were Not Performed 
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estimated for each contract line item.  Top management 
was more concerned that the cost of services received was 
within the budget for each project rather than with the 
actual cost of the services.  Additionally, Housing 
Continuum awarded five of the 10 contracts we reviewed 
when less than three bids were received. 

 
  Housing Continuum lacked adequate controls in place to 

ensure that its contract procurement procedures were 
performed in accordance with HUD’s regulations.  The 
Housing Director for Housing Continuum said the contracts 
complied with HUD’s regulations because they were 
awarded to the lowest bidder.  As previously mentioned, 
Housing Continuum awarded five of the 10 contracts when 
less than three bids were received.  As a result, HUD funds 
were not used efficiently and effectively. 

 
  Our Appraisal Construction Specialist determined that 

Housing Continuum paid $51,827 in unreasonable costs for 
rehabilitation services on the 10 houses reviewed.  Housing 
Continuum paid $162,062 from HUD’s HOME funds for the 
rehabilitation services; however, our Specialist estimated the 
services should have cost $110,235.  Housing Continuum’s 
Housing Director said the cost of rehabilitating the 10 houses 
was reasonable because all of the rehabilitation contracts 
were awarded to the lowest bidder.  However, Housing 
Continuum did not assess the reasonableness of the contract 
prices and awarded five contracts when less than three bids 
were received.  As a result, HUD funds were not used 
efficiently and effectively.  The following table shows the 
amount of excessive rehabilitation costs paid for each house. 

 
 
 
 
 
 
 
 
 
 
 
 

Rehabilitation Costs Were 
Not Reasonable 
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Property Address 
Contract(s) 

Amount 

OIG 
Appraiser’s 

Estimate  
Amount 

Excessively Paid
33 Cypress  * $16,710 $14,150 $2,560 
610 Sycamore Road 22,659 14,012 8,647
329 Wood 19,794 13,489 6,305
1510 Hulmes  * 17,500 15,317 2,183
212 East Arrowhead  * 21,547 16,242 5,305
1120 Ridgeway 20,547 10,501 10,046
418 Grant 17,170 9,601 7,569
1842 Lucylle Court 2,525 622 1,903
200 South 7A 2,675 1,706 969
225 Genoa Street 20,935 14,595 6,340

Totals  $162,062 $110,235 $51,827
*No change orders were done to add/delete line items in the contract. 

 
 
 
  [Excerpts paraphrased from the comments provided by 

Housing Continuum’s Executive Director on our draft report 
follow.  Appendix B, pages 33 to 40, contains the complete 
text of the comments for this finding.] 

 
Housing Continuum disagrees that it failed to follow HUD’s 
regulations and/or the State of Illinois’ requirements for the 
procurement of housing rehabilitation services.  Housing 
Continuum did perform a cost estimate on each of the 
properties that were listed.  This cost estimate was part of the 
Spec Master software used at that time and is included in 
each of the case files that were audited.  

 
Housing Continuum strongly disagrees that the excess cost of 
its projects is $51,827.  Housing Continuum believes it 
followed HUD’s regulations in its award of contracts.  All 
estimates are in the client files and competitive bidding was 
used in all projects.  Upon review of some of the estimates in 
the OIG report, it is clear that many of them are low and not 
based on local pricing.  In addition to these estimates, many 
of the jobs audited required the use of licensed lead based 
paint contractors for the work performed.  Housing 
Continuum can see no evidence where this price factor was 
taken into consideration by OIG.  The cost of using a 
licensed lead paint contractor increases the cost of the jobs 
substantially. 

 
 

Auditee Comments 
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Although the project files did contain some evidence that 
cost estimates were made, we could not determine the basis 
used by Housing Continuum to arrive at the conclusion that 
costs for rehabilitation work was reasonable as defined by 
24 CFR Part 85.36(f)(1).  We also could not determine the 
source of cost data used by the Spec Master software or 
whether the software was updated recently to reflect current 
economic conditions in the building industry.  Housing 
Continuum’s Executive Director and Housing Program 
Director agreed that cost estimates were not updated to 
reflect price adjustments that resulted from contract 
modifications.  In the absence of a more detailed cost 
analysis clearly showing the logic and calculations used, we 
were unable to replicate the analysis to establish that the 
reasonableness standard was followed. 

 
The general guideline used to determine whether housing 
rehabilitation contracts are within the acceptable variance 
when compared to contractors bid proposals is contained in 
HUD’s publication, “Monitoring HOME Program 
Performance: A Model Program Guide”.  This Guide states 
on page 38 that HOME rules incorporate requirements that 
a contractor’s proposal be reasonable.  While not regulated, 
a generally accepted practice is that the final bid be within 
10 percent of the cost estimate.  In at least one project 
audited, the cost differential between the bid and actual 
price was 32 percent.  Actual costs for other projects 
exceeded contractors’ bids between 18 and 25 percent. 

 
As a broad measurement of cost reasonableness, the OIG’s 
Appraisal Construction Specialist used data contained in 
the R.S. Means Repair and Remodeling Cost Data manual 
(22nd Annual Edition, copyright 2001) to determine average 
nationwide rates for housing rehabilitation labor and 
supplies.  The manual contains City Cost Indexes that 
enables nationwide average prices to be indexed to prices in 
local communities throughout the State of Illinois.  The use 
of this manual for comparison purposes is justified and 
valuable in that inflated contractor bids or widely disparate 
costs of materials would be readily apparent when 
considered in relation to the benchmark costs.  Contractor 
bids solicited and awarded on a competitive basis do not 
assure that the lowest reasonable price will be paid for the 

OIG Evaluation Of 
Auditee Comments 
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work.  That process, if performed properly, only assures 
that the lowest bidder may be awarded the contract.  
However, the costs proposed by the lowest bidder could 
still vary significantly from reasonable guidelines for 
similar work performed elsewhere. 

 
Housing Continuum’s files did not contain documented 
evidence of the need for licensed lead paint contractors.  In 
some cases, Housing Continuum may not have known in 
advance that lead-based paint was an issue that would have 
to be addressed during the rehabilitation project.  However, 
when the issue did present itself, the contractor should have 
been required to rebid the work rather than incur the 
additional costs without a revised cost analysis, and each 
client file should have been documented to reflect this 
situation. 

 
 
 
  We recommend that HUD’s Acting Director of Community 

Planning and Development, Chicago Regional Office, 
ensures that Housing Continuum, Inc.: 

 
  1A.  Reimburses its Homebuyers Assistance Program 

$51,827 from non-Federal funds for the excessive 
rehabilitation costs cited in this finding.  

 
  1B.  Implements procedures and controls to ensure that 

the procurement of housing rehabilitation services 
meet HUD’s regulations and/or the State of Illinois’ 
requirements. 

 
 

Recommendations 
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Units Did Not Meet HUD’s Housing Quality 
Standards And The State Of Illinois’ Home 

Requirements 
 
Housing Continuum, Inc. did not follow HUD’s regulations and the Illinois Housing 
Development Authority’s Grant Agreements to ensure that assisted houses met HUD’s Housing 
Quality Standards and the Authority’s requirements.  Housing Continuum inappropriately used 
$15,714 in HOME Program funds to assist 10 households for work that was not provided, not 
properly performed, or not authorized.  Housing Continuum’s former Housing Inspector and 
rehabilitation contractors incorrectly certified that the rehabilitation services met HUD’s Housing 
Quality Standards and the Authority’s requirements when they did not.  The problems occurred 
because Housing Continuum lacked adequate controls to ensure houses met the necessary 
standards after they received housing rehabilitation assistance.  As a result, HUD funds were not 
used efficiently and effectively.  HUD also lacks assurance that the houses met the State’s 
requirements and HUD’s Housing Quality Standards after they received rehabilitation assistance. 
 
 
 
  24 CFR Part 92.251(a)(1) requires housing rehabilitated 

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

 
  Exhibit B(5)(b) of the Grant Agreements for 1999 and 2001 

between the Illinois Housing Development Authority and 
Housing Continuum, effective February 26, 1999 and April 
30, 2001, respectively, require projects to comply with all 
local codes, ordinances, zoning ordinances, the authority’s 
rehabilitation standards (for any project involving 
rehabilitation), and the Housing Quality Standards set forth 
in the Grant Agreement and the regulations. 

 
  Section (8)(m) required Housing Continuum to ensure that 

for each project, the homebuyers and contractors obtained 
and complied with all Federal, State, and local government 
approvals required by law. 

 
  We selected all nine of the homes that received rehabilitation 

assistance during 2001, plus the complainant’s home that 
received rehabilitation assistance in 1999, through Housing 
Continuum’s Homebuyers Assistance Program.  
Rehabilitation contracts were executed for the 10 houses.  

HUD’s Regulation 

Sample Selection And 
Inspection Results 

Grant Agreements 
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The 10 houses were selected to determine whether Housing 
Continuum appropriately paid for housing rehabilitation 
work because the complainant alleged that rehabilitation 
work was performed incorrectly or was not provided.  Our 
Appraisal Construction Specialist inspected the 10 houses 
between April 17, 2002 and April 24, 2002.  

 
  We provided the inspection results to HUD’s Acting Director 

of Community Planning and Development, Chicago 
Regional Office, and to Housing Continuum’s Executive 
Director. 

 
  Housing Continuum used $15,714 of HOME funds to pay 

for housing rehabilitation work that was not provided 
($4,810), improperly performed ($5,883), or not authorized 
($5,021).  The work that was not provided, not properly 
performed, and not authorized, occurred in nine of the 10 
houses we inspected.  The following table shows the 
amount of work not provided, improperly performed, or not 
authorized. 

 

Property Address 
Work Not 
Provided 

Work Improperly 
Performed 

Work Not 
Authorized 

33 Cypress, Elgin $  551 $1,520 $5,021 

610 Sycamore Road, DeKalb 1,212 353 0
329 Wood, DeKalb 919 101 0
1510 Hulmes, DeKalb 0 1,502 0

212 East Arrowhead, Aurora 912 0 0

1120 Ridgeway, North Aurora 364 1,314 0

418 Grant, Sycamore 393 52 0
200 South 7A, Elburn 0 819 0
225 Genoa Street, Genoa 459 222 0

Totals $4,810 $5,883 $5,021 

 
  Housing Continuum established its Homebuyers Assistance 

Program to provide housing assistance to low-income 
individuals.  The Homebuyers Assistance Program provides 
a maximum of $35,000 per household in deferred payment 
forgivable loans to low-income owner-occupants of single-
family dwellings.  Potential homeowners can borrow up to 
$7,000 for a down payment to purchase their first home and 
$1,500 for closing costs.  The remaining $26,500 is 
intended for rehabilitation assistance to upgrade their 
homes to comply with HUD’s Housing Quality Standards, 

HOME Funds Were Used 
To Pay For Rehabilitation 
Work That Was Not 
Provided, Improperly 
Performed, Or Not 
Authorized 
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the Authority’s requirements, and local governmental code 
requirements.  Housing Continuum was responsible for 
assuring that the housing rehabilitation work was provided 
in accordance with the rehabilitation contract, and that the 
work met HUD’s Housing Quality Standards, the 
Authority’s requirements, and local governmental code 
requirements. 

 
  Our Appraisal Construction Specialist determined that 

Housing Continuum’s former Housing Inspector and 
rehabilitation contractors did not assure that the housing 
rehabilitation work was performed correctly, was 
authorized by contract, or was even provided.  The work 
that was not provided, improperly performed, or not 
authorized related to the following: windows not replaced; 
bathroom windows replaced without opaque privacy glass; 
bedroom ceiling lights not installed; smoke detectors not 
hard-wired to a separate circuit breaker; patio doors that did 
not lock and were not sealed; and electrical wiring that was 
not run through conduit boxes.  The following pictures 
show examples of housing rehabilitation work that was not 
provided or improperly performed. 

 

 
 

Broken basement windows 
were not replaced at 1120 
Ridgeway. 
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Electrical wiring in the 
basement at 418 Grant was 
not installed in conduit. 

The bathroom window at 329 
Wood Street was improperly 
replaced without opaque 
privacy glass. 
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  Housing Continuum’s former Housing Inspector and 

rehabilitation contractors were responsible for performing 
the housing rehabilitation inspections.  Housing 
Continuum’s Executive Director did not know if these 
same conditions existed at the time of the Housing 
Inspector’s final inspection.  The former Housing Inspector 
and rehabilitation contractors incorrectly certified that the 
housing rehabilitation services provided to the nine houses 
through the Homebuyers Assistance Program met HUD’s 
Housing Quality Standards and the Authority’s 
requirements when they did not. 

 
  We included in the following tables specific violations of the 

Illinois Home Rehabilitation Standards and/or HUD’s 
Housing Quality Standards cited by our Appraisal 
Construction Specialist during his inspections of the houses 
discussed in this report.  The purpose of these tables is to 
assist Housing Continuum to understand the violations and 
to take appropriate corrective action to assure all 
rehabilitation projects meet the applicable standards. 

 
 
 
 
 
 
 
 
 

Inspector And Contractors 
Incorrectly Certified That 
Standards Were Met 

Violations Of Standards 
Cited By OIG Appraisal 
Construction Specialist 

The kitchen patio door at 610 
Sycamore did not lock and 
was not sealed at the door 
frame. 
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Address of House Items Needing Correction 
33 Cypress 1. A new kitchen vent hood was not installed.  The wall needs repairing where 

the previous vent hood was installed. 
2. The first floor half-bath entry door needs privacy locking hardware. 
3. The first floor half-bath vent fan is inoperable.  It needs repairing or replacing. 
4. The basement smoke detector was not installed in close proximity to the gas 

furnace and water heater. 
610 Sycamore Road 1. A defective hand railing at the front stoop needs to be repaired, properly 

secured, and painted. 
2. Cable-type wiring should have been used under the kitchen sink to the 

disposal to provide protection from sharp objects penetrating the wire. 
3. A broken pane in the basement window is hazardous and needs to be replaced. 
4. The wood canopy over the exterior entrance to the basement is rotten and 

needs to be replaced.  The current condition is hazardous. 
5. A handrail needs installing on the exterior entrance stairs to the basement. 

329 Wood 1. Holes around the interior window trim need to be filled. 
2. Hole in the bathroom wall at the tub area needs to be repaired. 
3. The heat duct vent cover in the bathroom needs securing to the wall. 
4. The hole in the heat duct in the basement needs to be repaired or replaced. 
5. The wood sill at the front door needs to be replaced and sealed. 

1510 Hulmes 1. Furnace and water heater closet walls and ceilings need to be covered with 
fire-rated drywall. 

2. Pipes through the floor in the furnace and water heater closet need sealing. 
3. The family room ceiling is missing tiles and needs to be finished. 

212 East Arrowhead 1. A baseboard is needed to seal the large gap where the wall meets the carpet. 
2. An electrical wall outlet in the rear bedroom needs a cover plate and is 

partially filled with paint creating a safety hazard. 
3. The front middle bedroom entry door needs latching hardware so the door can 

be securely closed to provide adequate privacy. 
4. The rear electrical outlet needs to be Ground Fault Circuit Interrupter 

protected. 
5. The wall switch above the electrical breaker box needs a cover plate. 
6. The walkway to the front entry door needs to be sloped so surface water will 

drain from the foundation and walkway. 
7. A tripping hazard exists where the walkway meets the driveway. 
8. The exterior faucet drips and needs to be repaired. 
9. The doors drag on the new carpet in the hallway. 

1120 Ridgeway 1. The hole around the kitchen sink drainpipe needs to be sealed. 
2. The bathroom doors need privacy door locks. 
3. The bathroom ceiling’s fixture is controlled by a pull chain rather than a wall 

switch and is a safety hazard. 
4. An exterior type door needs to be installed between the kitchen (heated space) 

and the basement (unheated space). 
5. Broken panes in the basement window need replacing along with the window 

sash that is in poor condition. 
6. Paint is peeling and chipping off the exterior wood surfaces.  It appears to be 

lead-based paint and poses a hazard. 
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Address of House Items Needing Correction (Continued) 
418 Grant 1. The bathroom needs to have ventilation in the form of either an exhaust fan 

vented to the exterior or an operable window. 
2. The second floor rear room needs at least one electrical outlet. 
3. The basement drain needs a cover for safety. 

225 Genoa Street 1. The driveway concrete is broken on the left side of the house. 
2. A handrail needs to be installed for the rear porch stairs leading to the rear 

exterior door. 
3. A handrail needs to be installed for the basement stairs. 
4. The water discharge line for the hot water heater safety relief valve does not 

extend to at least six inches from the floor. 
5. Several slot covers are needed where breaker switches are not installed in the 

basement electrical box. 
6. Wiring to the electrical box is installed in a hazardous manner. 
7. A cover is needed for an electrical junction box in the basement. 

 
Housing Continuum had the necessary HUD funds to ensure 
that items needing correction to meet HUD’s Housing 
Quality Standards and/or the Authority’s Rehabilitation 
Standards were completed.  The Executive Director agreed 
that the properties had some deficiencies that needed to be 
addressed immediately, and indicated the appropriate actions 
would be taken to correct them.  By the date of the exit 
conference, we determined a number of these corrections had 
been made.  For the items remaining uncorrected, HUD 
lacked assurance that houses met HUD’s Housing Quality 
Standards and/or the Authority’s Rehabilitation Standards 
after receiving rehabilitation assistance. 

 
 
  [Excerpts paraphrased from the comments provided by 

Housing Continuum’s Executive Director on our draft report 
follow.  Appendix B, pages 33 to 40, contains the complete 
text of the comments for this finding.] 

 
Housing Continuum disagrees, in part, with the finding that it 
did not meet the State’s Standards and HUD’s Housing 
Quality Standards.  Many of the items, such as broken glass, 
chipping paint, outlet covers, etc., may well be issues that 
developed after the work was performed and finalized.  
Housing Continuum disagrees that $15,714 of HUD funds 
used to pay for housing rehabilitation work was not provided, 
not properly performed, or not authorized. 

 
Housing Continuum agrees with some of the findings in the 
OIG inspector’s report.  Findings that we agree were 

Auditee Comments 
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violations corrected.  In addition, many findings that we 
disagreed with have also been changed to meet the OIG 
inspector’s recommendations.  Housing Continuum 
acknowledges that its inspector made some mistakes in 
assessment and documentation.  These mistakes caused 
concerns by Housing Continuum and were addressed.  The 
inspector involved with these projects is no longer employed 
by Housing Continuum.  He left prior to the OIG audit.  
Housing Continuum’s new inspector was made aware of 
these issues and trained appropriately. 

 
 
 
 To assure that inspection standards are uniformly applied 

during the course of OIG audits, the OIG’s Appraisal 
Construction Specialist uses HUD’s Housing Quality 
Standards as a basis for assessing whether dwellings meet the 
overall objective of being decent, safe, and sanitary.  The 
Appraisal Construction Specialist uses his expert knowledge 
of the Standards acquired over many years of experience 
with HUD, as well as his knowledge of relevant electrical, 
plumbing, and structural codes, to support his assessment.  
The deficiencies noted by our Appraisal Construction 
Specialist represent his assessment of workmanship or other 
deficiencies that violated one or more of the Standards and/or 
codes. 

 
 Our Appraisal Construction Specialist based his conclusions 

as to work not performed, performed incorrectly, or not 
authorized on a comparison of work scope specifications to 
the actual conditions found during the inspections.  In order 
to avoid confusion or uncertainty as to when violations of the 
Standards may have occurred, we recommended to Housing 
Continuum that they take photographs of future rehabilitation 
projects both before and after the work is performed, and that 
all photographs be included in their project files. 

 
 We acknowledge the corrective actions taken by Housing 

Continuum to remedy a number of the deficiencies cited. 
 
 
 

We recommend that HUD’s Acting Director of Community 
Planning and Development, Chicago Regional Office, 
ensures that Housing Continuum, Inc.:  

Recommendations 

OIG Evaluation Of 
Auditee Comments 
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2A. Assures the $15,714 of housing rehabilitation work 
cited in this finding is completed correctly using 
non-Federal funds.  If Housing Continuum is unable 
to ensure the rehabilitation work is completed, then 
it should reimburse its Program from non-Federal 
funds for the total amount of housing rehabilitation 
assistance that was provided to the applicable 
houses. 

 
2B. Assures the rehabilitation work that was not 

included in the specifications for the houses 
discussed in this finding is completed correctly.  If 
Housing Continuum is unable to ensure the 
rehabilitation work is completed, then it should 
reimburse its Homebuyers Assistance Program from 
non-Federal funds for the total amount of housing 
assistance that was provided to the applicable 
houses. 

 
2C. Implements procedures and controls to ensure 

assisted houses meet the State’s requirements and 
HUD’s Housing Quality Standards after receiving 
housing rehabilitation assistance. 
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Construction Permits Were Not Obtained Or 
Were Obtained After The Work Began 

 
Housing Continuum did not ensure its contractors obtained the required construction permits from 
city building officials before home rehabilitation work began on projects funded by HUD’s HOME 
Investment Partnership Program.  Housing Continuum paid contractors and closed-out contracts 
without ensuring the required building permits were obtained and local building inspectors 
conducted final inspections of the work.  Housing Continuum relied on the contractors and did not 
verify whether they obtained the necessary building permits.  As a result, low-income families 
residing in rehabilitated properties that did not receive final inspections may be living in unsafe 
conditions.  In addition, HUD lacked assurance that its funds were used efficiently and effectively. 
 
 
 
  24 CFR Part 92.251(a)(1) requires housing that is 

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

 
  Exhibit B(5)(b) of the Grant Agreements for 1999 and 2001 

between the Illinois Housing Development Authority and 
Housing Continuum, effective February 26, 1999 and April 
30, 2001, respectively, requires projects to comply with all 
local codes, ordinances, the Authority’s rehabilitation 
standards (for any projects involving rehabilitation), and 
HUD’s Housing Quality Standards set forth in the Grant 
Agreement and the regulations. 

 
  Exhibit H, Section 8 requires the contractor to obtain all 

required permits and licenses, post all bonds, and pay all 
taxes required by law or ordinance in connection with the 
project. 

 
  Section (8)(m) required Housing Continuum to ensure that 

for each project, the homebuyers and contractors obtained 
and complied with all Federal, State, and local government 
approvals required by law. 

 
  The City of DeKalb’s Building Code, Chapter 24, Section 

107.1, requires that an application be submitted to the code 
official to construct or alter a structure, construct an 
addition, demolish or move a structure, make a change of 

HUD’s Regulation 

Local Government 
Building Code 
Requirements  

State Of Illinois’ 
Requirements  
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occupancy, install or alter any equipment that is regulated 
by the Code, or move a lot line which affects the existing 
structure.  These activities cannot commence without a 
permit being issued in accordance with Section 108.0 of the 
Code. 

 
  The City of Sycamore’s Municipal Code, Title 9, Chapter 

1-1, states it is unlawful to construct, enlarge, alter or 
demolish a structure, or change the occupancy of a building 
or structure requiring greater strength, exit way or sanitary 
provisions, or to change to another use, or to install or alter 
any equipment for which provision is made or the 
installation of which is regulated by the Building Code, 
without first filing an application with the building official 
in writing, and obtaining the required permit. 

 
  The City of Elgin’s Building Code, Chapter 16.04, Section 

105.1, states any owner or authorized agent who intends to 
construct, enlarge, alter, repair, move, demolish, or change 
the occupancy of a building or structure, or to erect, install, 
enlarge, alter, repair, remove, convert or replace any 
electrical, gas, mechanical or plumbing system, installation 
of which is regulated by the Code or any other Code 
adopted by the City or to cause any such work to be done, 
will first make application to the building official and 
obtain the required permit.  

 
  Kane County’s Building Regulations, Chapter 6, Article II, 

Section 6-41, states a permit is required to be obtained in 
advance and all other requirements of this Article are to be 
complied with whenever a building or structure, or parts or 
appurtenances thereof, such as water supply, sewage 
disposal, plumbing installation, electrical installation, and 
heating equipment regulated by this Article, is erected, 
installed, altered, converted, remodeled, roofed, structurally 
repaired, moved, or changed. 

 
  The City of St. Charles’ City Code, Title 15, 

Administration, Enforcement, Fees, and Penalties, Section 
15.101.130, states it is unlawful to construct, enlarge, alter, 
or demolish a structure; or change the occupancy of a 
building or structure requiring a greater strength, exit way, 
or sanitary provisions; or to change to another use; or to 
install or alter any equipment for which provision is made 
or the installation of which is regulated by this Code, 
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without first filing an application with the building 
commissioner in writing and obtaining the required permit 
therefore, except that ordinary repairs, as defined in Section 
15.101.030, will be exempt from the provisions. 

 
  The City of Genoa’s Building Code, Section 1 of the City 

Ordinance #96-50-3 dated July 23, 1996, which adopted the 
Council of American Building Officials One and Two 
Family Dwelling Code, Section 111, states a permit will be 
obtained before beginning construction, alteration, or repairs, 
other than ordinary repairs, using application forms furnished 
by the building official.  Ordinary repairs are nonstructural 
repairs and do not include addition to, alteration of, or 
replacement or relocation of water supply, sewer, drainage, 
drain leader, gas, soil, waste, vent or similar piping, electrical 
wiring, or mechanical, or other work for which a permit is 
required by the building official. 

 
  We selected all nine homes that received rehabilitation 

assistance during 2001, plus the complainant’s home that 
received rehabilitation assistance in 1999, through Housing 
Continuum’s Homebuyers Assistance Program.  We selected 
the 10 houses to determine whether building permits were 
required and/or obtained timely for the rehabilitation work on 
each property.  Eight of the 10 homes that received 
rehabilitation assistance required building permits.  We 
presented a copy of the approved work orders to the local 
building department officials for their review and comment. 

 
  We provided a detailed schedule of our review results for 

projects needing building permits to HUD’s Acting Director 
of Community Planning and Development, Chicago 
Regional Office, and to Housing Continuum’s Executive 
Director. 

 
Contractors did not obtain the required building permits, 
and/or the permits were obtained after construction work 
began.  Eight homes that received rehabilitation assistance 
were required to have building permits.  The eight properties 
are located in six Illinois municipalities: the cities of DeKalb, 
Sycamore, Elgin, St. Charles, and Genoa, and Kane County.  
Three general contractors provided work to these properties. 

 
For the eight homes that received rehabilitation assistance, 
the general contractors were required to obtain 13 building 

Sample Selection And 
Review Results 

Construction Permits 
Were Not Obtained Or 
Were Obtained After 
Construction Began 
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permits.  According to the respective building inspection 
departments, permits were either not obtained or the permits 
were obtained after the work began.  Specifically, of the 13 
required building permits, five were never obtained and 
permits were obtained after construction began for the 
remaining eight.  The following table shows the number of 
permits required for each property. 

 
Building Permits 

Property Address Required 
Not 

Obtained 

Obtained 
After Work 

Began 
 33 Cypress 2 2 0 
 610 Sycamore 3 0 3 

 329 Wood 1 0 1 
 1120 Ridgeway 1 1 0 
 418 Grant 1 1 0 

 1510 Hulmes 3 0 3 
 225 Genoa Street 1 0 1 
 1842 Lucylle Court 1 1 0 

Totals 13 5 8 
 

The General Contractor for the property located at 610 
Sycamore was assessed a fine for not obtaining the required 
permits from the local building department.  Also, city 
inspections were not performed for the properties located at 
610 Sycamore and 329 Wood before the contracts were 
closed.  Housing Continuum’s Executive Director said the 
contracts were closed without inspections because Housing 
Continuum relied on the contractors and did not verify 
whether all required permits were obtained. 

 
Construction permits were not obtained as required by the 
local building departments for the above eight houses that 
received rehabilitation assistance.  Some contractors 
informed us that city building department officials advised 
them that building permits were not required, while other 
contractors said they were not familiar with city building 
permit requirements.  Building codes for all six local 
government jurisdictions prohibit any work from being done 
to homes without first securing the necessary permits.  
Detailed work orders were not provided to the building 
inspectors in writing describing the rehabilitation work 
planned.  Therefore, the city and/or county officials did not 



Finding 3 

 Page 23 2003-CH-1017 
  

know the extent of the rehabilitation work to be performed.  
The building inspectors were not provided correct 
information and may have given incorrect advice to the 
contractors.  As a result of the contractors’ failure to obtain 
building permits, some homeowners who acquired their 
properties under the Homebuyers Assistance Program may 
be living in unsafe homes. 

 
Housing Continuum was responsible for implementing 
effective controls for providing rehabilitation assistance 
under its Homebuyers Assistance Program.  Housing 
Continuum’s Executive Director said she wrongly assumed 
that the contractors obtained the required permits.  She 
believed it was the contractors’ responsibility to obtain 
permits, not Housing Continuum’s responsibility.  The 
Executive Director said she relied on what the contractors 
told her without verifying the information.  As a result, 
low-income families residing in rehabilitated properties that 
did not receive final inspections may be living in unsafe 
conditions.  In addition, HUD lacked assurance that its 
funds were used efficiently and effectively. 

 
 
 
  [Excerpts paraphrased from the comments provided by 

Housing Continuum’s Executive Director on our draft report 
follow.  Appendix B, pages 33 to 40, contains the complete 
text of the comments for this finding.] 

 
  Housing Continuum requires that contractors obtain proper 

permits for all of the homes where rehabilitation is 
performed.  Housing Continuum specifically states in its 
construction contract that the contractors are responsible for 
obtaining permits.  Upon further investigation by Housing 
Continuum, it was determined that in three of the seven 
homes contractors did obtain permits but not at the start of 
the job.  Housing Continuum feels that jobs can start without 
permits.  It seems that there was some miscommunication 
between the local inspection departments and the contractors.  
In some cases, the response given to our contractors at the 
time the job was performed is different than the response 
given to OIG.  Housing Continuum was aware of these types 
of inconsistencies with inspections since January 2002. 

 

Auditee Comments 

Inadequate Oversight Of 
Contractors 
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  As of February 2002, a new form was implemented which 
needs to be signed by the local inspection departments before 
work begins.  This form verifies that either the proper 
permits were obtained or that no permit is needed.  Some 
inspection departments agreed to sign the form, but some 
refused to sign the form.  This form will be distributed on 
each job and be required in all files.  If the local inspection 
department will not sign the form, the contractors will be 
required to sign it stating that the inspection department 
refused to sign.  In addition to this form, a final inspection 
report from the local inspection department will be required 
before final payment is made.  This should eliminate any 
more confusion in regard to proper permits on rehabilitation 
jobs.  Housing Continuum required contractors to return to 
the jobs cited in OIG’s report and obtain any additional 
permits required. 

 
  Although Housing Continuum believes that contractors made 

efforts in most cases to provide proper documentation, it is 
clear that this was not done in all instances.  Housing 
Continuum will no longer rely on the contractors’ verbal 
verification that permits were obtained or are not necessary. 

 
 
 
  We acknowledge the corrective actions taken by Housing 

Continuum to remedy the problem of permits not obtained 
on a timely basis.  Implementation of the permit verification 
form will enhance Housing Continuum’s controls over this 
function, and provide HUD with increased assurance that 
Housing Continuum is in compliance with local building 
permit and inspection requirements.  

 
 
 

We recommend that HUD’s Acting Director of Community 
Planning and Development, Chicago Regional Office, 
ensures that Housing Continuum, Inc.:  

 
3A. Requires contractors to obtain the five building 

permits that were never obtained and certifies that all 
the rehabilitated homes meet the appropriate building 
code requirements. 

 

Recommendations 

OIG Evaluation Of 
Auditee Comments 
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3B. Provides documentation to support that permits were 
obtained for any rehabilitation projects not reviewed 
in this audit and the properties meet building code 
requirements. 

 
3C. Implements procedures and controls to assure that: 

(a) contractors and subcontractors are properly 
monitored for compliance with Program 
requirements, and (b) all required building permits 
are obtained before future rehabilitation work begins. 
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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 Housing Continuum’s Homebuyers 
Assistance Program. 

 
It is a significant weakness if management controls do not 
provide reasonable assurance that the processes 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 
 

Housing Continuum’s Homebuyers Assistance Program was 
not operated according to Program requirements.  
Specifically, Housing Continuum did not: (1) adequately 
document price or cost analyses prior to awarding 
rehabilitation contracts; (2) maintain records sufficient to 
detail the significant history of the procurement of the 
contracts; (3) ensure houses met HUD’s Housing Quality 
Standards and the State of Illinois’s requirements after they 
received housing rehabilitation assistance; and (4) ensure 
contractors obtained permits before rehabilitation work 
began (see Findings 1, 2, and 3). 

 
�� Compliance with Laws and Regulations 

 
Housing Continuum did not follow HUD’s regulations 
regarding: (1) adequately documenting price or cost analyses 
prior to awarding rehabilitation contracts; (2) maintaining 
records sufficient to detail the significant history of the 
procurement of the contracts; (3) ensure houses met HUD’s 
Housing Quality Standards after they received housing 
rehabilitation assistance; and (4) ensure contractors obtained 
permits before rehabilitation work began (see Findings 1, 2, 
and 3). 

 
�� Safeguarding Resources 

 
Housing Continuum inappropriately used $67,541 of its 
Program funds to pay for: excessive rehabilitation costs 
($51,827) and rehabilitation assistance ($15,714) for 
unauthorized work, work not provided, or work improperly 
performed (see Findings 1 and 2).  
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This is the first audit of Housing Continuum, Inc.’s Homebuyers Assistance Program by HUD’s 
Office of Inspector General.  Housing Continuum was not required to have an audit performed 
under the Single Audit Act. 
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     Recommendation 
            Number   Ineligible Costs 1/ 
 
      1A          $51,827 
      2A            15,714 
               Total          $67,541 
 
 
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. 
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