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FROM:  Roger E. Niesen, Regional Inspector General for Audit, 7AGA 
 
SUBJECT:  East Meyer Community Association 
 
We have completed an audit of East Meyer Community Association, a Community Development 
Corporation located in Kansas City, Missouri.  East Meyer was awarded Community 
Development Block Grant and Neighborhood Initiative Grant funds for the purposes of 
stabilizing and redeveloping the East Meyer Community.  We selected East Meyer Community 
Association for review on the basis of a request by the Kansas City Office of Community 
Planning and Development.  Our audit objective was to determine if East Meyer used the 
Community Development Block Grant and Neighborhood Initiative Grant funds it received 
during fiscal years 2000 and 2001 in accordance with applicable guidelines. 
 
Our report contains one finding with recommendations requiring action by your office.  The finding 
addresses East Meyer’s mismanagement and improper use of grant funds, as well as the 
organization’s failure to adhere to contract and/or grant agreement requirements. 
 
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 me at (913) 551-5870. 
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Executive Summary 
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We have completed an audit of East Meyer Community Association, a Community Development 
Corporation located in Kansas City, Missouri.  East Meyer was awarded Community 
Development Block Grant and Neighborhood Initiative Grant funds for the purposes of 
stabilizing and redeveloping the East Meyer Community.  We selected East Meyer Community 
Association for review on the basis of a request by the Kansas City Community Planning and 
Development office.  Our audit objective was to determine if East Meyer used the Community 
Development Block Grant and Neighborhood Initiative Grant funds it received during fiscal 
years 2000 and 2001 in accordance with applicable guidelines. 
 
 
 

East Meyer Community Association (East Meyer) 
mismanaged Neighborhood Initiative and Community 
Development Block grant funds by improperly using 
Neighborhood Initiative Grant funds for purposes other 
than those specified in the grant agreement, by shifting 
grant funds from one Federal award to cover expenses of 
another Federal award, and by paying unallowable 
expenses.   

East Meyer Mismanaged 
Its Grant Funds 

 
Also, East Meyer management did not adhere to all contract 
and/or grant agreement requirements.  East Meyer did not 
retain supporting documentation for expenses, properly 
submit reimbursement requests for Community 
Development Block Grant funds, or submit a required 
progress report for the Neighborhood Initiative Grant.   
 
East Meyer made poor decisions that caused a deficiency in 
operating funds, which led management to improperly use 
grant funds and inappropriately submit reimbursement 
requests.   
 
As a result, East Meyer improperly spent $726,850 of the 
$1,000,000 Neighborhood Initiative Grant, incurred 
$57,464 of unsupported expenses charged to its 
Neighborhood Initiative Grant, and charged $65,379 of 
unsupported expenses to its Community Development 
Block Grant. 
 
We recommend that the Director, Economic Development 
Initiative take administrative action against East Meyer 
management and Board of Directors, that will prevent them 
from participating in future HUD funded activities.  
Additionally, we recommend that the Director take action 
to recoup the $726,850 that was inappropriately spent.  

Recommendations 



Executive Summary 

Further, we recommend that the Director require East 
Meyer to provide documentation to support $57,464 in 
unsupported Neighborhood Initiative Grant expenditures or 
repay the amount that cannot be supported.  Finally, we 
recommend that the Director, Office of Community 
Planning and Development, 7AD require East Meyer to 
provide documentation to support $65,379 in unsupported 
Community Development Block Grant funds or repay the 
amount that cannot be supported.  
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 Introduction
 
The East Meyer Community Association (East Meyer) was established in 1977 as a Neighborhood 
Development Organization by a group of clergy, merchants, and residents of the East Meyer 
Community.  The goal of the organization was to stabilize and redevelop the East Meyer 
Community by responding to neighborhood problems such as rising crime rates, deterioration of 
housing, and the deterioration of businesses along Prospect Avenue, among other issues.   
 
The East Meyer Community is a ten-square-mile area located in the southeast sector of Kansas 
City, Missouri, extending from 63rd Street southward to 85th Street, and from Troost Avenue 
eastward to Swope Park.  This community is divided into twelve sub-communities.  The population 
of the East Meyer Community, according to the 1990 Census, was approximately 22,000 people, 
about 70 percent African-American and 30 percent Caucasian, with a significant sub-population of 
elderly residents.   
 
East Meyer’s major source of funding was an annual Community Development Block Grant from 
HUD, administered by the Kansas City Department of Housing and Community Development.  
In recent years, East Meyer received an annual Community Development Block Grant amount of 
$225,000 to partially fund administrative costs necessary to provide rehabilitation and 
redevelopment services to the East Meyer community.  During fiscal year 2000, East Meyer also 
received a $1,000,000 Neighborhood Initiative grant to assist in the redevelopment of the East 
Meyer community. 
 
The Neighborhood Initiative Grant is a Federal program, funded by the U.S. Department of 
Housing and Urban Development (HUD) from the Neighborhood Initiative account for specific 
earmarked projects.  Congress specified in the FY 2000 Appropriation Act of HUD (PL 106-74) 
that all Neighborhood Initiative Grant funds be utilized to meet one or more of the following 
objectives: 
 

�� improve the conditions of distressed and blighted areas and neighborhoods; or 
 

�� stimulate investment, economic diversification, and community revitalization in areas 
with population out-migration or a stagnating or declining economic base; or 

 
�� determine whether housing benefits can be integrated more effectively with welfare 

reform initiatives. 
 
The recipients of the Neighborhood Initiative Grant are selected by a Congressional delegation, 
not by HUD on a competitive basis.   
 
East Meyer began experiencing financial trouble during the fall of 2000 when the City of Kansas 
City suspended its Community Development Block Grant funds because the City determined that 
East Meyer had submitted incorrect and unsupported grant reimbursement requests.  The City 
reinstated the organization in the summer of 2001, but again suspended East Meyer in the summer 
of 2002.  In October of 2002, the City decided to terminate their contract with East Meyer, and the 
organization closed its doors in November of 2002. 
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Introduction 
 

 
 

Our audit objective was to determine if East Meyer 
Community Association used its fiscal year 2000 and 2001 
Community Development Block Grant and Neighborhood 
Initiative Grant funds in accordance with applicable 
guidelines.  

Audit Objectives 

 
During the audit, we reviewed the contracts and grant 
agreement to determine the requirements for use of the 
grant funds.  We reviewed the bank statements and 
cancelled checks for all East Meyer bank accounts, during 
the period of October 1, 2000 through May 31, 2002, to 
determine how the grant funds were used.   

Audit Scope and 
Methodology 

 
We interviewed HUD’s staff to obtain background 
information on Community Development Block Grant and 
Neighborhood Initiative Grant requirements, as well as 
information on the East Meyer Community Association.  
We interviewed East Meyer’s former management, former 
staff, and remaining Board members to obtain information 
regarding their policies, procedures, and management 
controls.   
 
To achieve the audit’s objectives we obtained custody of 
East Meyer’s records by moving the records from East 
Meyer’s office building, from which they were in the 
process of being evicted, to the HUD-OIG office space, 
where the audit work was performed. 
 
We performed audit work from March 13, 2003 through 
August 15, 2003.  The audit covered the period June 1, 
2000 through May 31, 2002.  The audit was conducted in 
accordance with generally accepted government auditing 
standards. 

 
A draft copy of this audit was sent to the Chairman of the 
Board for East Meyer and was discussed with him at our 
exit conference on November 14, 2003.  The Chairman said 
he did not have any additional information to add to the 
report and; therefore, declined to provide written 
comments.
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Finding 1 
  

East Meyer Mismanaged its Grant Funds 
 

East Meyer Community Association (East Meyer) mismanaged Neighborhood Initiative and 
Community Development Block grant funds by improperly using funds for purposes other than 
those specified in the grant agreement, by shifting grant funds from one Federal award to cover 
expenses of another Federal award, and by paying unallowable expenses.  Also, East Meyer 
management did not adhere to all contract and/or grant agreement requirements.  East Meyer did 
not retain supporting documentation for expenses, properly submit reimbursement requests for 
Community Development Block Grant funds, or submit a required progress report for the 
Neighborhood Initiative Grant.  East Meyer made poor decisions that caused a deficiency in 
operating funds, which led management to improperly use grant funds, and inappropriately submit 
reimbursement requests.  As a result, East Meyer improperly spent $726,850 of the $1,000,000 
Neighborhood Initiative Grant funds, incurred $57,464 of unsupported expenses charged to its 
Neighborhood Initiative Grant, and charged $65,379 of unsupported expenses to its Community 
Development Block Grant. 
 
 
 

Office of Management and Budget circular A-122, 
Attachment A, General Principles, Section 4, Allocable 
Costs, says a cost is allocable to a particular cost objective, 
such as a grant or contract, if it is incurred specifically for 
the award, if it benefits both the award and other work and 
can be distributed in reasonable proportion to the benefits 
received, or if it is necessary to the overall operation of the 
organization, although a direct relationship to any particular 
cost objective cannot be shown.  Any cost allocable to a 
particular award or other cost objective under these 
principles may not be shifted to other Federal awards to 
overcome funding deficiencies, or to avoid restrictions 
imposed by law or by the terms of the award.   

HUD Requirements 

   
East Meyer’s Neighborhood Initiative Grant agreement, 
Article I, HUD Requirements, Part A, says that the grant 
funds will only be used for activities described in the 
application, which is incorporated by reference and made 
part of the agreement as may be modified by article VII (A) 
of the agreement.  Article VII (A) says that there have been 
no changes or clarifications to the application. 
 
East Meyer’s Neighborhood Initiative Grant agreement, 
Article VI, Default says that default under the Grant 
Agreement shall consist of using grant funds for a purpose 
other than as authorized by this Agreement; any non-
compliance with legislative, regulatory, or other 
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Finding 1 
 

requirements applicable to the Agreement; any other 
material breach of this Agreement; or any material 
misrepresentation in the application submissions. 
 
East Meyer’s Neighborhood Initiative Grant Agreement, 
Article IV Progress Reports, says that the Grantee shall 
submit a progress report every six months after the effective 
date of the grant agreement.  Progress reports shall include 
reports on both performance and financial progress.   
 
24 CFR Part 85.20, Standards for Financial Management 
Systems, Section b, Subpart 6, Source Documentation says 
that accounting records must be supported by such source 
documentation as cancelled checks, paid bills, payrolls, 
time and attendance records, contract and sub-grant award 
documents, etc. 
 
Office of Management and Budget Circular A-110, 
Uniform Administrative Requirements for Grants and 
Agreements with Institutions of higher education, hospitals, 
and other non-profit organizations, Section 53, Retention 
and access requirements for records, part b says that 
financial records, supporting documents, statistical records, 
and all other records pertinent to an award shall be retained 
for a period of three years from the date of submission of 
the final expenditure report or, for awards that are renewed 
quarterly or annually, from the date of the submission of the 
quarterly or annual financial report, as authorized by the 
Federal awarding agency.   
 
East Meyer’s Community Development Block Grant 
contract, Part I, Special Terms and Conditions, Section G, 
Method of Payment, says that the method of payment shall 
be on a reimbursement basis, for actual costs incurred in 
providing services.  Reimbursement requests shall be 
submitted one per month and be fully documented. 
 
East Meyer’s use of Neighborhood Initiative Grant funds was 
not in accordance with their grant agreement.  We reviewed 
East Meyer’s grant application, agreements, and contracts to 
establish the requirements for use of the Neighborhood 
Initiative Grant funds.  We then reviewed cancelled checks 
and disbursement vouchers from all East Meyer’s bank 
accounts during the audit period, to determine how the grant 
funds were used.  

Expenditures For 
Ineligible Purposes 

 
2004-KC-1001 Page  4



Finding 1 
 

East Meyer’s Neighborhood Initiative Grant application and 
agreement require that the $1,000,000 in grant funds be used 
for the following purposes: 
 

�� Beautification and repair of Prospect Avenue and 
Hickman Hills - estimated cost $100,000. 

�� Provide for cleanup and retirement of a half-dozen 
dead-end streets - estimated cost $125,000. 

�� Encourage established business entities to expand 
and attract new business and residents - estimated 
cost $575,000. 

�� Administration - estimated cost $200,000. 
 

However, East Meyer used the Neighborhood Initiative 
Grant funds for the following purposes that were not in 
accordance with their grant application and agreement: 
 

�� East Meyer used $331,001 of the Neighborhood 
Initiative Grant funds for the acquisition, 
rehabilitation, utilities, and appraisals on a new 
office building that the organization purchased for 
itself, located at 2510 E. 72nd St. Kansas City, 
Missouri.  Purchase and renovation of a new office 
building for its own use was not included in the 
grant application and agreements as an allowable 
use of these grant funds.   

 

    
   This picture shows the building East Meyer purchased for itself. 
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�� East Meyer used $309,456 of the Neighborhood 
Initiative Grant funds to cover Community 
Development Block Grant expenses while East 
Meyer was suspended from receiving Community 
Development Block Grant funds.  At other points in 
time, East Meyer had received reimbursement from 
the City’s Block Grant funds for each of these 
expenses.  Office of Management and Budget 
Circular A-122 prohibits shifting expenses from one 
Federal award to a second Federal award to 
overcome funding deficiencies. 

 
�� East Meyer used $86,393 of the funds for expenses 

that were not allowable under either the 
Neighborhood Initiative or Community 
Development Block Grant rules. 

 
The following table lists the Community Development 
Block Grant and unallowable expenses that were 
funded with Neighborhood Initiative Grant funds: 
 

CDBG and Unallowable Expenses For Which Neighborhood 
Initiative Grant Funds Were Used 

Payroll  $125,070 CDBG  
Payroll Taxes  $  58,554 CDBG 
Administrative Costs  $  97,303 CDBG  
Employee Benefits  $  29,239 CDBG  
East Meyer Picnic  $  21,117 Unallowable  
Christmas Lighting Event  $  19,682 Unallowable 
Bonuses and gifts  $  42,011 Unallowable  
Credit Card Payments  $  24,130 CDBG 
East Meyer Van Payments  $    4,011 CDBG  
Office Supplies  $    3,962 CDBG  
Employee Food  $    3,583 Unallowable 
Employee Travel  $    1,591 CDBG 
 Total Unallowable  $430,253   
 Less Available CDBG funds  $ (34,404)   

Total ($309,456 + $86,393)  $395,849   
 
East Meyer did not maintain adequate documentation to 
support the expenditure of another $122,843 in grant funds.  
East Meyer's records did not adequately identify the source 
and application of funds, contain financial records, or 
contain supporting documents.  Due to the lack of 
documentation supporting these expenses, HUD lacks 
assurance that the funds were used to satisfy the intended 

Expenditures Were Not 
Supported 
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HUD objectives for improvement of the East Meyer 
Community.   
 
We reviewed the cancelled checks and disbursement 
vouchers from all East Meyer bank accounts during the audit 
period, to determine if support was available for expenses 
charged to its Neighborhood Initiative Grant and its 
Community Development Block Grant.  At a minimum, 
adequate support should include:  
 

�� An invoice from the vendor stating the nature of the 
expense,  

�� A disbursement voucher, created by East Meyer, 
stating the nature of the disbursement, and  

�� A copy of the check written to pay the expense. 
 

We determined that East Meyer did not maintain support to 
explain the use of $57,464 of the Neighborhood Initiative 
Grant funds, and $65,379 of the Community Development 
Block Grant funds.  We believe poor recording keeping led 
to East Meyer’s lack of support for their use of grant funds.   
 

 
This picture shows the state in which East Meyer’s records were kept 

 
The lack of adequate support for the grant funds violates 24 
CFR Part 85.20, Section b, Subpart 2, which says grantees 
and sub-grantees must maintain records which adequately 
identify the source and application of funds provided for 
financially-assisted activities; and Section b, Subpart 6, 
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which says accounting records must be supported by such 
source documentation as cancelled checks, paid bills, 
payrolls, time and attendance records, contract and sub-
grant award documents, etc. 
 
East Meyer also violated Office of Management and Budget 
Circular A-110, Section 53, part b which says that financial 
records, supporting documents, statistical records, and all 
other records pertinent to an award shall be retained for a 
period of three years from the date of submission of the final 
expenditure report.  
 
East Meyer submitted Community Development Block 
Grant reimbursement requests to the City of Kansas City – 
Department of Housing and Community Development, 
without having previously paid the related expenses.  HUD 
requires East Meyer to pay its expenses first, and then submit 
reimbursement requests to the grant administrator.  Contrary 
to this requirement, East Meyer did not pay its expenses prior 
to submitting its requests for reimbursement.  As a result, 
East Meyer improperly obtained Community Development 
Block Grant funds, and used the funds for unallowable 
purposes.  East Meyer submitted copies of checks paid to 
vendors and supporting documentation along with its 
reimbursement requests, but the checks had not been 
submitted to the vendor.  We reviewed the bank statements 
and cancelled checks to determine the time period between 
the date of check issuance and the date of check clearance.  
We determined that some of the checks cleared the bank 
anywhere from three to six months after the checks were 
written. 

Reimbursement Requests 
Were Not Properly 
Submitted 

 
East Meyer did not properly manage its grant funds, which 
led to their inability to pay operating expenses.  This 
created a continuously rising financial deficiency.  Since 
East Meyer did not pay their allowable expenses prior to 
submitting their reimbursement requests, the Community 
Development Block Grant funds received were used to pay 
expenses at the Executive Director’s discretion.  Because 
these expenses were not the ones on the reimbursement 
requests, they are unallowable. 
 
According to the Neighborhood Initiative Grant agreement, 
East Meyer was required to submit to HUD a progress 
report six months after the effective date of the grant, 
stating its financial and performance progress.  Despite the 

Progress Reports Were 
Not Submitted 
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Executive Director’s assertion that the progress report was 
submitted, we were unable to locate the report in HUD’s 
records or in the East Meyer records that we obtained and 
logged into our database.  Not submitting the progress report 
is a violation of Article IV of East Meyer’s Neighborhood 
Initiative grant agreement.  
 
East Meyer was suspended from receiving Community 
Development Block Grant funds shortly after the 
organization submitted its application for the Neighborhood 
Initiative Grant funds.  The City of Kansas City suspended 
East Meyer’s Community Development Block Grant funds 
because East Meyer submitted reimbursement requests that 
included expenses that were not paid, such as Federal and 
state taxes, and used funds to pay unallowable expenses.  
Since East Meyer paid unallowable expenses with the 
Community Development Block Grant funds, funds were 
not available to pay the allowable expenses.  As a result, 
East Meyer management used its Neighborhood Initiative 
Grant to pay current and past Community Development 
Block Grant expenses, as listed in the table on page 6.  This 
led to the improper use of $726,850 of Neighborhood 
Initiative Grant funds. 

Poor Management 
Decisions Led To 
Financial Problems 

 
East Meyer made poor decisions that caused a deficiency in 
operating funds, which led management to improperly use 
grant funds and inappropriately submit reimbursement 
requests.  The improper use of $726,850 of the 
Neighborhood Initiative Grant funds violates Office of 
Management and Budget circular A-122 and the Grant 
agreement.  The inappropriate submission of reimbursement 
requests violates the Community Development Block Grant 
contract.  Additionally, the failure to maintain adequate 
supporting documentation for another $122,843 of grant 
funds violates Office of Management and Budget circular A-
110 and 24 CFR Part 85.20.  Further, East Meyer’s failure to 
submit the required progress report violates its Neighborhood 
Initiative Grant agreement.  See Appendix B for a detailed 
breakdown of all ineligible and unsupported costs. 

East Meyer Improperly 
Used And Mismanaged Its 
Grant Funds 

 
The Director of Economic Development Initiatives should 
take administrative action against East Meyer management 
and Board of Directors that will prevent them from 
improperly using future HUD and/or Special Purpose Grant 
funds.  Additionally the Director of Economic 
Development Initiatives and the Director of Community 
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Planning and Development, Kansas City should take action 
to recoup funds that were improperly spent or not 
supported. 
 

 
 

The East Meyer Board of Directors Chairman said he did 
not have any additional information to add to the report, 
and therefore declined to provide written comments.  

Auditee Comments 

 
 
 
  We recommend that the Director of Economic Development 

Initiatives: 
Recommendations 

 
  1A.  Take administrative action against the management 

and Board of Directors of East Meyer Community 
Association that will prevent them from participating 
in future HUD funded activities. 

 
  1B.  Take necessary action to recoup the $726,850 of 

Neighborhood Initiative Grant funds that were 
inappropriately spent.  

 
  1C.  Require East Meyer to provide documentation to 

support the expenditure of $57,464 in 
Neighborhood Initiative Grant funds or repay the 
amount that cannot be supported. 

 
  We recommend that the Director of Community Planning 

and Development, Kansas City: 
 
1D. Require the City of Kansas City to take necessary 

action to recoup $65,379 in Community 
Development Block Grant funds that were 
expended but not supported. 
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 Management Controls
 
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 the following management controls were 

relevant to our audit objectives: 
     

Relevant Management 
Controls 

�� Controls over the utilization of grant funds. 
 

We assessed the relevant controls identified above. 
 
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 item is a 
significant weakness: Significant Weaknesses 
 

�� East Meyer did not have adequate controls in 
place to ensure that grant funds were utilized in 
accordance with the applicable guidelines (see 
Finding 1). 
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 Follow Up On Prior Audits
 
This is the first Office of Inspector General audit of the East Meyer Community Association. 
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                                  Appendix A 

Schedule of Questioned Costs  
and Funds Put to Better Use 
 
 
Recommendation  Type of Questioned Cost    Funds Put to 
Number      Ineligible 1/   Unsupported 2/    Better Use 3/ 
 
1B $726,850 
1C $57,464 
1D $65,379 
 
 
1/ Ineligible costs are costs charged to a HUD-financed 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 program or activity and 

eligibility cannot be determined at the time of audit.  The costs are not supported by 
adequate documentation or there is a need for a legal or administrative determination on 
the eligibility of the costs.  Unsupported costs require a 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. 

 
3/ Funds Put to Better Use are costs that will not be expended in the future if our 

recommendations are implemented.   
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Schedule of Ineligible and Unsupported Costs 
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