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U.S. Department of Housing and Urban Development 
Office of Inspector General 
Region 7 Office of Audit, 7AGA 
Gateway Tower II - 5th Floor 
400 State Avenue 
Kansas City, Kansas 66101-2406 

  
MEMORANDUM NO: 2004-KC-0801 

 
December 22, 2003 
 
MEMORANDUM FOR:   Stillman D. Knight, Jr., Deputy Assistant Secretary for Multifamily 

   Housing, HT 
 
 
 
FROM: Roger E. Niesen, Regional Inspector General for Audit, 7AGA 
  
SUBJECT: Corrective Action Verification 
 Housing Subsidy Payments 
 Office of Housing 
 Audit Report No. 00-KC-103-0002 
 
 

INTRODUCTION 
 
 

We have completed a Corrective Action Verification on Recommendations 1A and 2A in Audit 
Report number 00-KC-103-0002, Housing Subsidy Payments.  Our objective was to determine 
whether the Department is making or has made adequate progress towards achieving the goals it 
identified in the Management Decisions and Corrective Action Plan from the Housing Subsidy 
Payments Audit.  We found that, while the Department is making progress towards achieving its 
goals for Recommendation 1A, it needs to develop revised management decisions to accurately 
reflect its adjusted plans and realistic dates for completing those plans.  Additionally, 
management erroneously reported as complete actions to close Recommendation 2A. 
 
 

METHODOLOGY AND SCOPE 
 
 
To accomplish our review, we interviewed Housing staff responsible for implementing the 
corrective actions and we reviewed guidance, policies, and procedures over the Section 8 special 
claims process and the Tenant Rental Assistance Certification System (TRACS) that evidenced 
progress towards or completion of the corrective actions.  The Corrective Action Verification 
fieldwork was performed in Washington, DC and the review was conducted during the month of 
September 2003.  We provided a draft memorandum to the Office of Housing on October 1, 
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2003.  The Office of Housing provided us their written comments on November 13, 2003.  The 
complete text of the comments is in Appendix A. 
 
 

BACKGROUND 
 

 
We reported two findings in our September 29, 2000 audit of Housing Subsidy Payments (Report 
No. 00-KC-103-0002).  To correct the conditions leading to the findings, we made two 
recommendations.  The Deputy Assistant Secretary for Multifamily Housing Programs sent a 
February 20, 2001 memorandum that outlined Housing’s management decision and the 
corrective actions Housing planned on taking.  The management decision included corrective 
actions to correct weaknesses found with the Section 8 special claims process and the Tenant 
Rental Assistance Certification System (TRACS).  On March 1, 2002, the Acting Deputy 
Assistant Secretary for Multifamily Housing Programs sent a second memorandum that revised 
the management decision regarding TRACS data.  Following are the Findings, 
Recommendations and planned corrective actions: 
 
Finding 1 

“HUD did not fully implement its Tenant Rental Assistance Certification System (TRACS) as 
planned.  As a result, TRACS provides no assurances regarding controls over assistance 
payments or data accuracy.”   

 
OIG Recommendation – Finding 1 
 “We recommend the Office of Housing ensures its planned actions to upgrade TRACS are 

followed through to completion and that TRACS data is useful and cost efficient.” 
 

Management Decision (Revised) – Finding 1 
“Improvements in TRACS will occur as part of a comprehensive strategy to effect overall 
improvements in the Housing subsidy payments process.  The office of Housing is 
formulating a uniform policy for non-compliant owners to be implemented in a phased 
approach.  The overall strategy seeks to identify and communicate with all non-compliant 
owners, to apply sanctions consistently, perform effectively targeted voucher reviews, and to 
eventually reengineer the entire subsidy payment procedure to eliminate the need for the type 
of voucher reviews that have been done in the past. 
 
‘The Section 8 Financial Management Center will begin a voucher review program this 
spring that is an important step within the Multifamily Housing initiative to fully address 
subsidy payments.  The Financial Management Center function has been defined so that it 
will effectively dovetail with the upcoming TRACS application for management of payment 
suspensions on the entire project-based contract inventory.  The procedures include 
contractor-supported communications with owners and contract administrators who have 
missing certifications in TRACS.  By September 30, 2003, plans are for the automated 
procedure to reduce or suspend subsidy payments where the units on the voucher exceed 
current tenant certifications in the HUD database and to limit voucher payments to a dollar 
amount supported by current tenant certifications in the HUD system. 
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‘A fully reengineered payment process as an e-government product will take at least two 
additional years.  Upon full implementation, the payment of subsidies will be generated 
directly from electronically executed Housing Assistance Payments contracts and certified 
tenant information.  Program integrity will be confirmed through monitoring of contract 
administrators, management and occupancy review of subsidized properties, and 
corroboration of tenant information through direct comparisons to income data from the 
Social Security Administration, state wage boards, Internal Revenue Service, etc.  Estimated 
Completion Date September 30, 2005.” 

 
Finding 2 

“HUD needs to improve internal controls over Section 8 special claims payments to ensure that 
inappropriate payments are not made to project owner/agents.  Section 8 special claims are not 
uniformly reviewed and approved by HUD field offices and there is no method to verify the 
amount of the claim before payment.  Individual field offices use their own rules and 
procedures for processing Section 8 special claims because HUD lacks an overall special claims 
processing policy or regulation.  As a result, HUD lacks assurance over the accuracy of claims, 
project owners/agents may not be equitably treated, and the potential exists for project 
owners/agents to submit and be paid for fraudulent claims, undocumented claims, ineligible 
claims, and duplicate claims.” 

 
OIG Recommendation – Finding 2 

“We recommend the Office of Housing revises the current special claims procedures so that 
they ensure payments are properly authorized and accurate.  Additionally, for new contracts, 
consider alternatives that may be more efficient in lieu of the current special claims payment 
procedures; such as making a flat rate payment and eliminating the special claims provisions 
from the contract.” 

 
Management Decision – Finding 2 

“As stated in the response to the draft finding, in general, we agree with the first part of this 
recommendation.  Having recognized the need for consistent and accurate processing of 
special claims, we have already engaged a contractor to assist in developing guidance to the 
field which standardizes the special claims process for HUD staff and contract 
administrators.  In addition, we have begun the development of an inter/intranet tracking 
system for all special claims.  This tracking system will be a part of the TRACS system.  The 
current status of the two initiatives is as follows.  The contractor has begun work on the 
national policy for processing special claims.  The first submission from the contractor has 
been reviewed by field staff and headquarters staff has compiled comments to return to the 
contractor.  The inter/intranet tracking system is on target and scheduled to be included in the 
next TRACS release. 
 
‘In regard to the second part of the recommendation, we have provided the contractor with 
various alternatives for processing special claims.  The contractor is exploring the alternatives 
and will present the most appropriate one.  Target Dates - Issue Guidance to the Field:  
August 31, 2001.  Review/Implement Contractor Recommended Alternative for processing 
Special Claims:  September 30, 2001.” 
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RESULTS OF REVIEW 
 
 

TRACS Data 
According to the Acting Director of the Office of Housing Assistance and Contract 
Administration Oversight, plans are currently underway for implementation of a uniform policy 
that will suspend subsidy payments for non-compliant owners.  The system will begin by sending 
an email message containing a monthly compliance percentage.  This percentage is calculated by 
dividing the total number of current certifications in the HUD database by the total number of 
units requested on the voucher.  The goal is to have 85 percent of re-certifications current by the 
end of fiscal year 2004.  The Acting Director of the Office of Housing Assistance and Contract 
Administration Oversight believes that because owners submit their vouchers 30 days in 
advance, an 85 percent goal is reasonable.  The 85 per cent compliance threshold allows for 
variances during the current month and gives owners time to adjust the next month's voucher for 
any discrepancies. 
 
The Acting Director of the Office of Housing Assistance and Contract Administration Oversight 
advised us that the noncompliance system will be implemented in stages due to the anticipated 
large volume of calls for technical assistance.  Beginning in October 2003, the owners will still 
be paid, and sent an email with their compliance percentage.  By February 2004, automatic 
suspensions will start for owners that do not meet the 85 percent goal and the automatic 
suspension system will be fully implemented by the end of fiscal year 2004.  HUD has planned 
this compliance system, but the policies and procedures for the system have not been 
documented.     
 
The revised management decision dated March 1, 2002 lists the completion date for the 
automatic suspension of subsidy payments as September 30, 2003.  However, this automated 
system will not be completely implemented by this date.  Although Housing will not meet its 
planned date, it is not far behind and progress is being made toward its objectives.   
 
Additionally, the revised management decision contains a plan for a fully re-engineered payment 
process as an e-government product to be implemented by September 30, 2005.  The Acting 
Director of the Office of Housing Assistance and Contract Administration Oversight intends to 
develop an Internet application where project owners log in to an on-line application to request a 
contract renewal and subsidy payments.  There will be new edit checks in TRACS where an error 
will not be identified by a code, but will be an actual text message.  This new process will list all 
of the tenants in a specific project and the owner simply selects the tenants he is requesting 
payment for.  This will allow, for the first time ever, the money to be traced back to the social 
security number, unit, head-of-household, and month.  Currently, the owner is required to keep 
support for the voucher and HUD does not have specific knowledge of which tenants it is paying 
for.  This new process will also allow the owners to make adjustments in a later month that will 
trace back to the social security number, unit, etc. 
 
The revised management decision also contains a plan for income matching in the new e-
government payment process.  According to the Acting Director of the Office of Housing 
Assistance and Contract Administration Oversight, income matching has been an on-going 
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problem due to privacy issues.  State agencies keep income information current to within 6 
months and are an accurate source for information.  However, state agencies do not want to share 
information with private, for-profit, project owners.  Meetings have been set up with people from 
the Washington, DC food stamp program to determine how they verify income.  The Department 
is looking for an income matching system that works and is looking for government examples, as 
well as models built by private firms. 
 
The revised management decision lists a completion date for the e-government payment process 
of September 30, 2005.  The re-engineered payment process as an e-government product is in the 
pre-planning stages and the Acting Director of the Office of Housing Assistance and Contract 
Administration Oversight anticipates that implementation of the entire process will take four to 
five more years.   
 
Since Housing’s efforts regarding the e-government payment process are much more extensive 
than originally planned in the revised management decision, it needs to develop another revised 
management decision that will clearly state the current actions being taken/planned and provide a 
realistic target date. 
 
Section 8 Special Claims 
Recommendation 2A was closed on April 2, 2002 by the former Audit Liaison Officer.  The 
supporting documentation used for the final action was a draft Special Claims Processing Guide 
that the management decision indicated was being developed.  The Final Action Certification 
used to close the recommendation states that the procedures "will be submitted to the field after 
training...” 
 
The management decision submitted on February 20, 2001, said that standardized guidance 
would be provided to the field staff by August 31, 2001.  The Region 7 Inspector General for 
Audit sent a February 21, 2001 memorandum to the Deputy Assistant Secretary for Multifamily 
Housing regarding Housing’s planned management actions and target dates for corrective 
actions.  The memorandum said, "Before the planned actions can be final closed, your staff needs 
to evaluate the planned actions to ensure they have been fully implemented and are effective."  
 
However, at the time the recommendation was closed, the Special Claims Processing Guide had 
not been submitted to the field and no tests were accomplished to ensure it was implemented and 
effective.  We will reopen Recommendation 2A because it was closed prematurely. 
 
In accordance with HUD Handbook 2000.06 Rev-3, within 30 calendar days after a 
recommendation is reopened, management will prepare an action plan with target dates for 
completion of the required action.  The Action Officer will provide the audit report issuer a status 
report every 60 calendar days until the recommendation is closed. 
 
 

AUDITEE COMMENTS 
 

The following are excerpts from Multifamily Housing’s comments on our draft report.  The 
complete text of the comments is included in Appendix A. 
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“The Office of Housing will complete a conversion of the traditional Contract Administrators’ 
Section 8 contracts back into the Housing accounting system to ensure consistent administration 
and monitoring of the entire Project-Based Section 8 portfolio.” 
 
“Beginning November 2003 TRACS will forward an e-mail message notifying owners, Contract 
Administrators, and property management agents when they are NON-COMPLIANT with 
respect to Tenant Certification Reporting to TRACS.”  Beginning in March 2004, TRACS will 
“Suspend any electronic subsidy payment request to TRACS that lacks proper supporting tenant 
and contract data to validate the subsidy payment.” 
 
“The TRACS Business Process Reengineering (BPR) and eGov initiative will simplify the entire 
business, increase access to critical information, and eliminate redundant paper processing; this 
will drastically improve both accountability and service delivery to all MFH HUD business 
partners, while meeting compliance provisions of NIST, Section 508 of the Rehabilitation Act, 
and ISO 9000.  Additionally, the new BPR initiative will ensure TRACS meets initiatives and 
expected results of the President’s Management Agenda: 
 

1. Improve HUD’s management and internal controls, including FHA’s financial 
management, and resolve audit issues because the TRACS replacement system will 
be integrated into FHA’s new Financial System. 

2. Expand capability for identifying over budget obligations and funds recapture satisfies 
three recent audit findings because the TRACS replacement system will implement an 
“Optimum Compliance” initiative subsidy payment requests will be based upon the 
tenant certifications 50059 for each rental assistance contract.”   

 
The BPR and eGov initiative will be fully implemented by December 2006. 
 
 

OIG EVALUATION OF AUDITEE COMMENTS 
 
We asked the Acting Director of the Office of Housing Assistance and Contract Administration 
Oversight to clarify the following statement in his comments because it could be misconstrued:  
“Improve HUD’s management and internal controls, including Federal Housing Administration’s 
financial management, and resolve audit issues because the TRACS replacement system will be 
integrated into Federal Housing Administration’s new Financial System.”   The Acting Director 
clarified the statement by saying that the TRACS replacement system will be integrated into 
Federal Housing Administration's financial system in an interface perspective only.  The financial 
system will reserve funds, obligate funds, and flag funds for recapture.  The Federal Housing 
Administration has a funds control component that will be useful for TRACS.  It is not the 
integration of data, but an integration of functions. 
 
The Office of Multifamily Housing has already taken strides to correct the deficiencies in the 
TRACS data system.  If the planned actions described by the Office of Multifamily Housing are 
fully implemented, they should ensure that TRACS provides assurances regarding controls over 
assistance payments and data accuracy. 
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The Office of Multifamily Housing provided their planned actions and dates for corrective action 
with their comments.  Therefore, we have input December 31, 2006 as the planned completion 
date for Recommendation 1A from Audit Report No. 00-KC-103-0002.   

 
 

RECOMMENDATIONS 
 
No recommend is necessary since management provided their planned actions and dates (revised 
management decision) with their comments. 
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           Appendix A 
Auditee Comments 
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