
 

 
 
 
 
 
 
 
 
 
 
 

TO: Nelson R. Bregón, General Deputy Assistant Secretary for Community Planning 
and Development, D 

Robert S. Kenison, Associate General Counsel of Assisted Housing and 
Community Development, CD 

 
 
FROM: 
 

 
Heath Wolfe, Regional Inspector General for Audit, 5AGA 
 

SUBJECT: The Congressional Grants Division’s Oversight of Economic Development 
Initiative – Special Purpose Grants Needs to Be Improved  

 
HIGHLIGHTS  

 
 
 

 
We audited the U.S. Department of Housing and Urban Development’s (HUD) 
Congressional Grants Division’s (Division) oversight of Economic Development 
Initiative – Special Purpose Grants (Grants) appropriated for fiscal years 2002 
through 2005.  The audit was part of our fiscal year 2005 annual audit plan, and 
our strategic plan to contribute to improving HUD’s execution of and 
accountability for fiscal responsibilities.  Our objectives were to determine the 
adequacy of HUD’s application and award processing, and monitoring of the 
Grants. 

 
 
 

 
The Division did not require grantees to place liens on assisted properties’ titles.  
It also did not ensure that grantees placed covenants on assisted properties’ titles 
assuring nondiscrimination and that Grant funds were appropriately used 
according to HUD’s Grant agreements with grantees. 

 

What We Found 

 
 
Issue Date 
           July 21, 2006 
 
Audit Report Number 

2006-CH-0003 

What We Audited and Why 
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We statistically selected 105 fiscal years 2002 through 2005 Grants for review to 
determine the adequacy of the Division’s application and award processing, and 
the monitoring of the Grants.  Of the 105 Grants, the Division did not ensure that 
71 grantees submitted required forms and documentation for appropriate 
monitoring, and 9 grantees properly completed (7) or even submitted (2) required 
application and award forms and documentation.  The Division also could not 
support that 4 grantees submitted required semi-annual progress reports, 3 
grantees submitted certifications regarding lobbying, and that it approved 2 
grantees’ environmental release of funds before disbursing Grant funds. 

 
 
 

 
We recommend that HUD’s general deputy assistant secretary require the Division 
to improve its existing procedures and controls to ensure that 1) grantees 
receiving Grant funds above a HUD-established minimum threshold record liens 
showing HUD’s interest in assisted properties, 2) grantees place covenants on 
properties’ titles assuring nondiscrimination, 3) grantees properly complete 
required application forms and documentation for Grant awards, 4) Grant funds 
are appropriately used, and 5) Grant funds are properly disbursed.  We also 
recommend that HUD’s associate general counsel of assisted housing and 
community development strengthen existing procedures and controls over the 
Grant agreement template review to ensure that citations to requirements are 
accurate. 

 
For each recommendation without a management decision, please respond and 
provide status reports in accordance with HUD Handbook 2000.06, REV-3.  
Please furnish us copies of any correspondence or directives issued because of the 
audit. 

 
 
 

 
We provided our discussion draft audit reports to HUD’s general deputy assistant 
secretary during the audit.  We held an exit conference with the HUD’s director of 
congressional grants on May 5, 2006. 

 
We asked the general deputy assistant secretary to provide written comments on our 
revised discussion draft audit report by July 12, 2006.  The general deputy assistant 
secretary provided written comments dated July 12, 2006.  The general deputy 
assistant secretary generally disagreed with our finding and recommendation 
regarding HUD needs to require grantees to secure its interest in assisted properties 
and improve existing monitoring procedures and generally agreed with our finding 
and recommendations regarding HUD needs to improve controls over its grant 
application and award process, and the disbursement of Grant funds.  The complete 
text of the written comments, along with our evaluation of that response, can be 

What We Recommend  

Auditee’s Response 
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found in appendix B of this report except for 15 pages of documentation that was not 
necessary to understand the general deputy assistant secretary’s comments. 
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BACKGROUND AND OBJECTIVES 
 
 
The Economic Development Initiative program.  The U.S. Department of Housing and Urban 
Development’s (HUD) Economic Development Initiative program includes noncompetitive 
Economic Development Initiative – Special Purpose Grants (Grants).  HUD awards Grants to 
entities included in the U.S. House of Representatives’ conference reports.  The table below 
contains the amounts Congress appropriated in the conference reports for fiscal years 2002 
through 2005. 
 

Conference 
 Report 

Fiscal 
Year 

Number of 
appropriations 

Appropriations 
amounts 

107-272 2002 802 $294,200,000 
108-10 2003 882 261,000,000 
108-401 2004 902 278,000,000 
108-792 2005 1,032 262,000,000 
Totals  3,618 $1,095,200,000 

 
HUD transferred oversight of the Grants from its Office of Multifamily Housing to its Office of 
Community Planning and Development in 1998 when Congress appropriated the Grants through 
the community development fund.  HUD’s Congressional Grants Division (Division) manages 
nearly the entire Grant process from application to close-out.  HUD’s field Offices of 
Community Planning and Development are responsible for the environmental review process for 
the Grants. 
 
Our objectives were to determine the adequacy of HUD’s application and award processing, and 
monitoring of the Grants. 
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RESULTS OF AUDIT 
 
 
Finding 1:  HUD Needs to Require Grantees to Secure Its Interest in 

Assisted Properties and Improve Existing Monitoring Procedures 
 
The Division did not require grantees to place liens on assisted properties’ titles, ensure that 
grantees placed covenants on assisted properties’ titles assuring nondiscrimination, and ensure 
that Grant funds were appropriately used according to HUD’s Grant agreements with grantees.  
It also could not support that 71 of 105 grantees statistically selected for review submitted 
required forms and documentation for the monitoring of fiscal years 2002 through 2005 Grants.  
We provided the Division a schedule of the Grants with missing forms and documentation.  The 
problems occurred because the Division lacked effective oversight of the Grants.  As a result, 
HUD’s interest in assisted properties was not secured and it lacks assurance that Grant funds 
were appropriately used. 
 
 

 
 
 
 
 

The Division did not require grantees to record HUD’s interest on the titles of 
properties assisted with Grant funds.  Recording HUD’s interest on the properties 
helps to protect HUD in case the properties are sold, part of an insurance claim 
due to fire or a natural disaster, and/or no longer used for their intended purpose. 

 
HUD required its fiscal year 2002 grantees to submit Standard Form 424D, 
Assurances – Construction Programs.  Based on our external audits of fiscal year 
2002 and 2003 Grants, the four grantees’ representatives certified in Standard 
Form 424D, section 3, that they would record the federal interest in the title of the 
assisted properties in accordance with awarding agency directives. 

 
The Division’s position is that the standard form only requires grantees to record 
HUD’s interest in the assisted properties if it issued a directive that requires 
grantees to record HUD’s interest or it specifically directs grantees to record 
HUD’s interest in the properties.  Although, HUD did not issue any directives 
requiring grantees to record HUD’s interest in the assisted properties or 
specifically direct grantees to record HUD’s interest, it clearly has the authority to 
require a grantee to record HUD’s interest in the assisted properties.  The Division 
does not believe it can direct grantees to record HUD’s interest in the properties’ 
titles since it has already closed-out the Grants.  However, HUD still has the 
authority to request grantees to record HUD’s interest in the properties’ titles. 

 

HUD Did Not Request Grantees 
to Record Its Interest on 
Properties’ Titles 
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Further, starting with its fiscal year 2003 Grants, the Division required its grantees 
to submit form HUD-424-B, Applicant Assurances and Certifications, rather than 
Standard Form 424D.  Form HUD-424-B does not contain a certification that 
grantees will record the federal interest in the title of assisted properties in 
accordance with awarding agency directives.  HUD’s director of congressional 
grants said the change to HUD-424-B was an agency wide decision. 

 
The following table shows the results of our external audits of four fiscal year 
2002 and two fiscal year 2003 Grants. 

 
 
 

Grant number 

 
Fiscal 
year 

 
 

Grantee 

 
Grant 

amount 

Unsecured 
grant 

amount 
B-02-SP-IN-0220 2002 City of Carmel $1,000,000 $1,000,000 
B-02-SP-OH-0555 2002 College 1,000,000 1,000,000 
B-02-SP-MI-0310 2002 NorthStar 350,000 184,871 
B-02-SP-WI-0779 2002 City of Rhinelander 120,000 47,668 
B-03-SP-MI-0352 2003 City of St. Ignace 223,537 223,537 
B-03-SP-IN-0240 2003 City of Indianapolis 134,123 134,123 

Totals $2,827,660 $2,590,199 
 

The Division did not require any grantees to record HUD’s interest on the assisted 
properties’ titles.  Therefore, HUD’s interest in the properties is not protected in 
case they are sold, part of an insurance claim due to fire or a natural disaster, 
and/or no longer used for their intended purpose. 

 
For example, in February 1999, HUD awarded a $2 million Grant to a children’s 
center in the state of New York to acquire land and an existing building for the 
purpose of an educational and therapeutic program for disabled preschool 
children.  In 2004, our Office discovered the children’s center was seeking 
purchasers for the property.  The children’s center stood to gain significantly from 
the sale.  HUD would not have been aware of the sale of the property since it did 
not require the children’s center to record HUD’s interest on the property’s title. 

 
In August 2004, HUD awarded a $497,050 fiscal year 2004 Grant to an elderly 
care nonprofit organization in New Orleans, Louisiana to renovate a church and a 
rectory to be used as an elderly care facility.  The organization completed the 
activities contained in the Grant agreement and entered into a close-out agreement 
with HUD in June 2005.  The organization did not record HUD’s interest on the 
assisted properties’ titles.  In August 2005, both the renovated church and rectory 
sustained damage from Hurricane Katrina.  The organization filed an insurance 
claim and was awaiting approval on the final claim amount as of March 1, 2006.  
HUD awarded at least 17 additional Grants totaling nearly $4.1 million in the 
New Orleans area for fiscal years 2002 through 2005.  HUD’s interest in these 
projects may also be at an elevated risk since the Division did not require grantees 
to place liens on assisted properties’ titles.  Liens would assist HUD in ensuring 
the applicable portion of any insurance proceeds are used as outlined in the 
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grantees’ applications for the Grants or for another purpose involving similar 
services or benefits. 

 
Based on our statistical sample of fiscal years 2002 and 2003 Grants, and our 
audits of four fiscal year 2002 and two fiscal year 2003 Grants, we estimate that 
grantees used more than $200 million in Grant funds per year without recording 
HUD’s interest on the assisted properties’ titles. 

 
Congress’ appropriations of Grant funds for fiscal years 2002 through 2005 varied 
from $15,000 through $4.5 million.  The following table and chart break down, by 
dollar value, the number and percentage, respectively, of Grants in which 
Congress appropriated to grantees for fiscal years 2002 through 2005. 

 
Number of Grants Congress appropriated to grantees  

Fiscal 
year 

Less than 
$100,000 

$100,000 - 
$249,999 

$250,000 - 
$499,999 

$500,000 - 
$999,999 

$1 million 
or more 

 
Totals 

2002 114 277 215 124 72 802 
2003 214 332 241 74 21 882 
2004 86 414 228 127 47 902 
2005 218 352 352 84 26 1,032 

Totals 632 1,375 1,036 409 166 3,618 
 

Percentage of Grants Congress appropriated to grantees for fiscal years 2002 through 2005

28.6%

11.3%

4.6%

38.0%

17.5%

under
$100,000

$100,000 -
$249,999

$250,000 -
$499,999

$500,000 -
$999,999

$1 million or
more

 
 

In addition, many grantees assist multiple properties with funds from a single 
Grant.  Since it may not be economical for HUD’s Division to ensure grantees 
record HUD’s interest on all titles of properties assisted with Grant funds, HUD’s 
Division should, at a minimum, establish a threshold in which grantees are 
required to record HUD’s interest on properties’ titles. 

 
 
 
 
 
 

 
The Division lacked adequate procedures and controls to ensure grantees secured 
HUD’s interest in the purchase, construction, and/or rehabilitation of land and/or 

HUD Did Not Ensure That 
Grantees Placed Covenants on 
Properties’ Titles Assuring 
Nondiscrimination 
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a building.  Based on our external audits, four grantees used more than $2.2 
million in fiscal year 2002 Grant funds without protecting HUD’s interest in the 
properties’ titles.  The Division did not require the four grantees to place 
covenants on properties’ titles assuring nondiscrimination as required by Standard 
Form 424D. 

 
In addition, starting with its fiscal year 2003 Grants, the Division required its 
grantees to submit form HUD-424-B, Applicant Assurances and Certifications, 
rather than Standard Form 424D.  Form HUD-424-B does not contain a 
certification that grantees will include a covenant in the title of real property 
acquired in whole or part with federal assistance to assure nondiscrimination 
during the useful life of the project.  HUD’s director of congressional grants said 
the change to HUD-424-B was an agency wide decision. 

 
The purpose of the covenants is to ensure nondiscrimination for the period that 
the properties are used as outlined in the grantees’ applications for the Grants or 
for another purpose involving similar services or benefits.  The recording of the 
covenants provides HUD recourse if discrimination occurs in relation to the 
properties. 

 
The Division’s position is that grantees are only required to place covenants on 
properties’ titles assuring nondiscrimination based on race, color, national origin, 
or handicap when grantees dispose of the assisted properties.  However, the four 
grantees assured HUD that they would place a covenant on the properties’ titles to 
assure nondiscrimination during the useful life of the projects.  Further, as 
previously mentioned, the Division does not require grantees to place liens on 
assisted properties’ titles.  Therefore, HUD lacks a mechanism for knowing when 
grantees are selling assisted properties.  This limits HUD’s knowledge of when to 
require grantees to place covenants on assisted properties.  As a result, HUD may 
lack recourse should discrimination occur related to the assisted properties. 

 
 
 
 
 
 

 
The Division needs to improve its existing procedures and controls to ensure that 
Grant funds are appropriately used according to its Grant agreements with 
grantees.  Based on our six external audits, the Division did not ensure that one 
grantee used Grant funds appropriately.  NorthStar improperly used $123,372 in 
Grant funds and lacked documentation to support that an additional $1,970 in 
Grant funds was used according to its amended budget approved by HUD. 

 
Subsequent to our audit report #2006-CH-1006 issued on December 30, 2005, 
NorthStar submitted to HUD a proposed budget amendment and documentation to 

HUD Needs to Improve Its 
Exiting Procedures and 
Controls to Ensure That Grant 
Funds Are Appropriately Used 
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support the $1,500 of the $1,970.  The Division approved the budget amendment 
since it believed the amendment met the purpose of the U.S. House of 
Representatives’ Conference Report 107-272 for NorthStar’s appropriation.  
Based upon HUD’s approval and NorthStar’s supporting documentation, the 
amount of Grant funds that NorthStar inappropriately used was reduced to 
$13,630 ($13,160 of ineligible and $470 of unsupported).  While the amount of 
inappropriately used Grant funds cited in our one audit was not significant based 
upon the Grant funds we reviewed, the Division still needs to improve its existing 
oversight of the Grants to ensure that funds are appropriately used. 

 
 
 
 
 

 
Of the 105 Grant files statistically selected for review, the Division could not 
support that 71 (67.6 percent) grantees submitted required forms and 
documentation for the monitoring of fiscal years 2002 through 2005 Grants.  
HUD’s Grant files did not contain: 

 
 Close-out documentation for 62 Grants; 
 Supporting expense documentation for 25 Grants; and 
 All the required progress reports for four Grants. 

 
Based on our statistical sample of fiscal years 2002 through 2005 Grants, we 
estimate the Division cannot support that 610 (67.6 percent of 903 Grants) 
grantees submitted required forms and documentation for the monitoring of fiscal 
years 2002 through 2005 Grants.  In addition, the Division did not sign and date a 
close-out agreement for one Grant and did not ensure a grantee signed and dated a 
close-out agreement for another Grant. 

 
The Division did not review its grant officers’ work to ensure that grantees 
submitted the required forms and documentation.  In addition, it did not require 
grant officers to maintain a checklist for grantees’ required forms and 
documentation.  The Division is drafting procedures that will require grant 
officers to maintain a checklist for each Grant.  The director stated the Division is 
awaiting issuance of our discussion draft audit report to finalize the procedures.  
As a result, HUD lacks assurance that Grant funds were appropriately used. 

 
 
 

 
We recommend that HUD’s general deputy assistant secretary require the Division 
to 

 

Recommendation 

HUD Did Not Ensure That 
Grantees Provided Required 
Documentation for Monitoring 
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1A. Improve its existing procedures and controls to ensure that (1) grantees 
receiving Grant funds above a HUD-established minimum threshold record 
liens showing HUD’s interest in the assisted properties, (2) grantees place 
covenants on the properties’ titles assuring nondiscrimination, and (3) Grant 
funds are appropriately used. 
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Finding 2:  HUD Needs to Improve Controls over Its Grant Application 
and Award Process, and the Disbursement of Grant Funds 

 
The Division did not ensure that nine grantees properly completed (seven) or even submitted 
(two) required application and award forms and documentation.  The Division also could not 
support that four grantees submitted required semi-annual progress reports, three grantees 
submitted certifications regarding lobbying, and that it approved two grantees’ environmental 
release of funds before disbursing Grant funds.  The problems occurred because the Division 
needs to improve its existing procedures and controls over its Grant application and award 
process, and the disbursement of Grant funds.  As a result, HUD lacks assurance that grantees 
properly completed required application forms and documentation for Grant awards, and that it 
appropriately disbursed Grant funds to grantees. 
 
 

 
 
 
 

 
Of the 105 fiscal years 2002 through 2005 Grants we statistically selected for 
review, the Division did not ensure that nine (8.6 percent) grantees properly 
completed required application forms and documentation.  Grantees did not date 
application forms for five Grants and failed to provide separate budgets for two 
Grants.  In addition, the Division could not support that grantees submitted 
Standard Form 424D, Assurances - Construction Programs, or form HUD-424-B, 
Applicant Assurances and Certifications, for two Grants.  The following table 
summarizes the improperly completed and missing forms and documentation by 
Grant number. 

 
 

Grant number 
Application 

forms 
Separate 
budget 

 
Assurances 

B-02-SP-AL-0009   X 
B-02-SP-KY-0246 X   
B-02-SP-MO-0332 X   
B-02-SP-OH-0555 X   
B-02-SP-WI-0779  X  
B-03-SP-NY-0567 X   
B-03-SP-RI-0713  X  
B-04-SP-CA-0062 X   
B-04-SP-NC-0580   X 

Totals 5 2 2 
 

Based on our statistical sample of fiscal years 2002 through 2005 Grants, we 
estimate that the Division did not ensure that 77 (8.6 percent of 903 Grants) 
grantees properly completed required application forms and documentation. 

 

HUD Did Not Ensure All 
Grantees Properly Completed 
Forms and Documentation  
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The Division’s file for Grant B-02-SP-MS-0349 did not contain an explanation as 
to the reason the Division awarded the Chickasaw Trails Economic Development 
Compact $230,000 rather than the $300,000 appropriated in the U.S. House of 
Representatives’ Conference Report 107-272 and included in the Chickasaw 
Trails Economic Development Compact’s application and budget. 

 
The Division did not periodically review its grant officers’ work to ensure that 
grantees properly completed and submitted required application forms and 
documentation.  Beginning with the fiscal year 2002 Grants, the Division stopped 
requiring grant officers to maintain a checklist for award and application forms 
and documentation.  As a result, HUD lacks assurance that grantees properly 
completed required application forms and documentation for Grant awards. 

 
HUD’s director of congressional grants said that in October 2005, he began 
reviewing application forms and documentation to ensure that they were properly 
completed and submitted by the grantees.  The Division is drafting procedures 
that will require grant officers to maintain a checklist for each Grant.  The director 
stated the Division is awaiting issuance of our discussion draft audit report to 
finalize the procedures. 

 
 
 
 
 
 
 

Article II, section A, of HUD’s Grant agreements with grantees states that a 
grantee may not draw down Grant funds until the grantee has received and 
approved any certifications and disclosures required by 24 CFR [Code of Federal 
Regulations] 24.510(b) regarding ineligibility, suspension, and debarment.  
However, 24 CFR [Code of Federal Regulations] 24.510(b) no longer exists.  
Before April 1, 2004, 24 CFR [Code of Federal Regulations] 24.510(b) stated that 
grantees shall require participants in lower tier transactions to certify they are not 
excluded or disqualified. 

 
Effective April 1, 2004, 24 CFR [Code of Federal Regulations] 24.300 mandates 
that grantees seeking to enter into lower tier transactions must verify that the 
person with whom the grantee intends to do business is not excluded or 
disqualified. 

 
The Division submits its Grant agreement template to the Office of General 
Counsel’s Community Development Division (Counsel) upon each fiscal year’s 
appropriation and any major changes to requirements.  The Counsel’s assistant 
general counsel said one of his attorney-advisors assigned to the Division missed 
the incorrect citation to a regulation regarding ineligibility, suspension, or 
debarment in connection to lower tier participants in his review of the Grant 

HUD’s Grant Agreements 
Contain an Incorrect 
Regulatory Citation as of April 
2004  



14 

agreement template.  Further, the assistant general counsel stated he did not 
periodically review the attorney-advisor’s review of the Grant agreement 
template.  As a result, grantees may not be required to follow the requirements 
contained in 24 CFR [Code of Federal Regulations] 24.300. 

 
 
 
 
 
 

 
The Division’s files for nine of the 105 (8.6 percent) fiscal year 2002 through 
2005 Grant files we statistically selected for review did not contain all the 
documentation required before the disbursement of Grant funds.  The Division 
could not provide support that it approved environmental release of funds and that 
grantees submitted environmental review documentation and certifications 
regarding lobbying before disbursing funds.  In addition, the Division could not 
provide documentation to support that grantees did not have overdue semi-annual 
progress reports when it disbursed funds.  The Division’s files for the six fiscal 
year 2005 Grants that we reviewed contained the required documentation for the 
disbursement of Grant funds. 

 
HUD’s Grant agreements require grantees, before drawing down funds, to follow 
24 CFR [Code of Federal Regulations] 87.100, which requires the grantee to 
submit a certification to HUD that it has not made and will not make any payment 
from Grant funds for a prohibited lobbying activity.  The Division did not have 
documentation showing that three grantees submitted a certification regarding 
lobbying before disbursing nearly $600,000 in Grant funds. 

 
Form HUD-1044, Assistance Award/Amendment, states that Grant funds may not 
be drawn down before an environmental release of funds approval.  The Division 
could not support that it approved an environmental release of funds for 14 Grants 
before disbursing more than $4.1 million in Grant funds.  In addition, it could not 
support that the 14 grantees submitted environmental review documentation.  
However, after our file reviews, the Division, HUD’s applicable field Offices of 
Community Planning and Development, and/or grantees provided support that 
they completed environmental review documentation and that HUD approved an 
environmental release of funds before drawing down more than $3.6 million for 
12 of the 14 Grants. 

 
HUD’s Grant agreements state that HUD will not approve draw downs for 
projects with overdue semi-annual progress reports.  The Division lacked 
documentation to support that four grantees submitted complete semi-annual 
progress reports before disbursing nearly $360,000. 

 

HUD’s Files Did Not Contain 
All the Documentation 
Required before the 
Disbursement of Grant Funds 
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The following table summarizes the Grant funds disbursed without required forms 
and documentation regarding environmental reviews, semi-annual progress 
reports, and lobbying activities by Grant number. 

 
 

Grant number 
Lobbying 
activities 

Environmental 
reviews 

Progress 
reports 

Total amount 
disbursed 

B-03-SP-FL-0156  $402,368  $402,368 
B-03-SP-MT-0416 $357,660   357,660 
B-02-SP-KY-0246   $209,200 209,200 
B-04-SP-NC-0580 124,263   124,263 
B-03-SP-MA-0298 111,769   111,769 
B-04-SP-PA-0647  99,410  99,410 
B-02-SP-TX-0703   75,000 75,000 
B-04-SP-PA-0686   49,705 49,705 
B-02-SP-MA-0282   25,827 25,827 

Totals $593,692 $501,778 $359,732 $1,455,202 
 

Based on our statistical sample of fiscal years 2002 through 2005 Grants, we 
estimate that the Division’s files for 77 (8.6 percent of 903) Grants did not contain 
all the documentation required before the disbursement of grant funds. 

 
The Division did not review its grant officers’ work to ensure that grantees 
submitted all the required documentation.  In addition, the Division did not 
require grant officers to maintain a checklist for the required documentation.  The 
Division is drafting procedures that will require grant officers to maintain a 
checklist for each Grant.  The director stated the Division is awaiting issuance of 
our discussion draft audit report to finalize the procedures.  As a result, HUD 
lacks assurance that it disbursed Grant funds to eligible grantees. 

 
 
 
 

We recommend that HUD’s general deputy assistant secretary require the Division 
to 

 
2A. Improve its existing procedures and controls over its Grant application and 

award process to ensure that grantees properly complete required application 
forms and documentation for Grant awards, and ensure Grant funds are 
properly disbursed. 

 
We also recommend that HUD’s associate general counsel of assisted housing and 
community development 

 
2B. Improve exiting procedures and controls over the Grant agreement template 

review to ensure that citations to requirements are accurate. 

Recommendations  
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SCOPE AND METHODOLOGY 
 
 
We performed the audit at HUD Headquarters and six grantees’ offices from February 2005 
through February 2006.  The six grantees were Mount Union College (College); the City of Carmel, 
Indiana; the City of Indianapolis, Indiana; the City of St. Ignace, Michigan; the City of Rhinelander, 
Wisconsin; and NorthStar Community Development Corporation (NorthStar).  To accomplish our 
objectives, we interviewed HUD’s staff, the six grantees’ employees, and a senior economist 
from the Office of Management and Budget. 
 
To determine the adequacy of HUD’s application and award processing, and monitoring of the 
Grants, we reviewed: 
 

• U.S. House of Representatives’ Conference Reports 107-272, 108-10, 108-401, and 108-
792; 

• Data from HUD’s Line of Credit Control System; 
• HUD’s monthly budget reports for Grant disbursement totals; 
• The Division’s files related to 105 statistically selected Grants; and 
• Financial records for the six grantees. 

 
We also reviewed Executive Order 12549; 24 CFR [Code of Federal Regulations] Parts 1, 8, 24, 
58, 84, and 85; 56 Federal Register 16337; 70 Federal Register 35967; HUD Directives 1.5, 
8.50, 84.32, and 85.31; Office of Management and Budget Circulars A-21, A-87, A-102, A-110, 
A-121, A-122, and A-123; and HUD Handbook 2000.06, REV-3 (see Appendix C). 
 
We used attribute sampling in the U.S. Army Audit Agency’s Statistical Sampling System, 
Version 6.3 (System) software to select statistical samples of fiscal years 2002 and 2003, and 
2004 and 2005 Grants, in which 90 percent or more in funds were disbursed, as of February 1, 
2005, and November 1, 2005, respectively.  There were 658 fiscal years 2002 and 2003 Grants 
totaling nearly $221.4 million and 245 fiscal years 2004 and 2005 Grants totaling nearly $69.9 
million.  Our statistical samples, using a confidence level of 90 percent, a 50 percent error rate, 
and a sampling precision of 10 percent, produced sample sizes of 62 fiscal years 2002 and 2003 
Grants, and 54 fiscal years 2004 and 2005 Grants.  We used the System software to generate 
random numbers to select the samples.  The 62 fiscal years 2002 and 2003 Grants totaled more 
than $21.7.  The 54 fiscal years 2004 and 2005 Grants totaled more than $15.5 million.  We then 
extracted those Grants in the sample involving the purchase, construction, and/or rehabilitation 
of land and/or a building.  We reviewed 53 fiscal years 2002 and 2003 Grants totaling more than 
$18.1 million, and 52 fiscal years 2004 and 2005 Grants totaling nearly $15.2 million. 
 
Further, we conducted external audits of four 2002 Grants and two 2003 Grants from our extracted 
sample.  We selected the six grantees that were located in the jurisdiction of HUD’s Region V.  The 
Grant funds totaled more than $2.8 million. 
 
We issued separate audit reports for each of the six Grants we reviewed.  The following table 
provides the Grant numbers, report numbers, and issue dates for the six grantees. 
 



17 

Grantee Grant number Report number Issue date 
College B-02-SP-OH-0555 2005-CH-1018 September 28, 2005 
City of Carmel B-02-SP-IN-0220 2005-CH-1019 September 28, 2005 
City of Indianapolis B-03-SP-IN-0240 2005-CH-1021 September 30, 2005 
City of St. Ignace B-03-SP-MI-0352 2006-CH-1001 November 11, 2005 
City of Rhinelander B-02-SP-WI-0779 2006-CH-1003 December 5, 2005 
NorthStar B-02-SP-MI-0310 2006-CH-1006 December 30, 2005 

 
The audit covered the period from January 1, 2003, through December 31, 2004.  This period 
was adjusted as necessary.  We performed our audit in accordance with generally accepted 
government auditing standards. 



18 

Relevant Internal Controls 

INTERNAL CONTROLS 
 
 
Internal control is an integral component of an organization’s management that provides 
reasonable assurance that the following objectives are being achieved: 
 

• Effectiveness and efficiency of operations,  
• Reliability of financial reporting, 
• Compliance with applicable laws and regulations, and 
• Safeguarding resources. 

 
Internal controls relate to management’s plans, methods, and procedures used to meet its 
mission, goals, and objectives.  Internal controls include the processes and procedures for 
planning, organizing, directing, and controlling program operations.  They include the systems 
for measuring, reporting, and monitoring program performance. 
 
 

 
 

 
We determined the following internal controls were relevant to our 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. 

 
A significant weakness exists if internal controls do not provide reasonable 
assurance that the process for planning, organizing, directing, and controlling 
program operations will meet the organization’s objectives. 
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Significant Weakness  
 

 
Based on our audit, we believe the following item is a significant weakness: 

 
• The Division lacked effective oversight of the Grants to ensure grantees 

placed liens and covenants on assisted properties, and grantees submitted 
required documentation for monitoring (see finding 1). 
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APPENDIXES 
 
 
Appendix A 
 

FEDERAL REQUIREMENTS 
 
 
 
U.S. House of Representatives’ Conference Reports 108-10, 108-401, and 108-792 for fiscal 
years 2003, 2004, and 2005, respectively, require that projects receiving funds must comply with 
the environmental review requirements set forth in 42 United States Code 3547 (see finding 2). 
 
According to 42 United States Code 3547, a Grant recipient is required to submit a request for 
release of funds and a state or unit of local government certification to the secretary of HUD.  
The secretary shall approve the environmental release of funds before any commitment of funds 
(see finding 2). 
 
Office of Management and Budget Circular A-123, attachment I, dated June 21, 1995, states that 
the proper stewardship of federal resources is a fundamental responsibility of agency managers 
and staff.  Federal employees must ensure that government resources are used efficiently and 
effectively to achieve intended program results.  Resources must be used consistent with agency 
mission, in compliance with law and regulation, and with minimal potential for waste, fraud, and 
mismanagement (see findings 1 and 2). 
 
Office of Management and Budget Circular A-123, revised December 21, 2004, states that 
management is responsible for establishing and maintaining internal controls to achieve the 
objectives of effective and efficient operations, reliable financial reporting, and compliance with 
applicable laws and regulations (see findings 1 and 2). 
 
Article I, section A, of HUD's Grant agreements with grantees states that Grant funds will be 
used for activities described in the application, which is incorporated by reference and made part 
of the Grant agreement (see finding 2).  Section C states that grantees agree to assume all of the 
responsibilities for environmental review and decision making actions as required in 24 CFR 
[Code of Federal Regulations] Part 58 (see finding 2).  Section E states that grantees will comply 
with 24 CFR [Code of Federal Regulations] Part 84 or 85, as applicable (see finding 1).  Article 
II, section A, states grantees may not draw down Grant funds until the grantee has received and 
approved any certifications and disclosures required by 24 CFR [Code of Federal Regulations] 
87.100 concerning lobbying (see finding 2) and by 24 CFR [Code of Federal Regulations] 
24.510(b) regarding ineligibility, suspension, and debarment (see finding 2).  Article IV states 
that grantees shall submit progress reports every six months after the effective date of the Grant 
agreements.  Progress reports shall consist of a narrative of work accomplished during the 
reporting period and a completed financial status report.  HUD will not approve draw downs for 
projects with overdue progress reports (see findings 1 and 2). 
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Before April 1, 2004, 24 CFR  [Code of Federal Regulations] 24.510(b) states that each 
participant shall require participants in lower tier covered transactions to include the certification 
in appendix B to this part for it and its principals in any proposal submitted in connection with 
such lower tier covered transactions (see finding 2). 
 
As of April 1, 2004, 24 CFR [Code of Federal Regulations] 24.300 mandates that grantees 
seeking to enter into lower tier transactions must verify that the person with whom the grantee 
intends to do business is not excluded or disqualified (see finding 2). 
 
According to 24 CFR [Code of Federal Regulations] 58.71(a), the grantee is required to submit a 
request for release of funds and a certification to HUD in a form specified by HUD (see finding 
2). 
 
According to 24 CFR [Code of Federal Regulations] 84.2 and 85.3, real property means land, 
including land improvements, structures, and appurtenances thereto, but excludes movable 
machinery and equipment (see finding 1). 
 
HUD Directive 84.32 and 24 CFR [Code of Federal Regulations] 84.32(a) state that title to real 
property acquired in whole or in part under an award shall vest in the recipient as long as the 
recipient uses the real property for its authorized purpose and does not encumber the real 
property without HUD’s approval.  Section 84.32(c) states that when the real property is no 
longer needed for the authorized purpose or cannot be used in other HUD-approved federally 
sponsored projects or programs with purposes consistent with the authorized purpose of the 
original project, the recipient shall request disposition instructions from HUD.  HUD shall 
require the recipient to do the following: (1) retain title to the real property without further 
obligation to the federal government after it compensates the federal government the percentage 
of the current fair market value of the real property attributable to the federal participation in the 
project, (2) sell the real property and compensate the federal government for the percentage of 
the current fair market value of the real property attributable to the federal participation in the 
project, or (3) transfer title to the real property to the federal government or to an eligible third 
party and be entitled to compensation for its percentage of the current fair market value of the 
real property (see finding 1). 
 
HUD Directive 85.31 and 24 CFR [Code of Federal Regulations] 85.31(a) state that title to real 
property acquired under a grant shall vest in the recipient as long as the recipient uses the real 
property for its authorized purpose and does not encumber the real property without HUD’s 
approval.  Section 85.31(c) states that when the real property is no longer needed for the 
authorized purpose, the recipient shall request disposition instructions from HUD.  HUD shall 
require the recipient to do the following: (1) retain title to the real property without further 
obligation to the federal government after it compensates the federal government the percentage 
of the current fair market value of the real property attributable to the federal participation in the 
project; (2) sell the real property and compensate the federal government for the percentage of 
the current fair market value of the real property attributable to the federal participation in the 
project; or (3) transfer title to the real property to the federal government or to an eligible third 
party and be entitled to compensation for its percentage of the current fair market value of the 
real property (see finding 1). 
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According to 24 CFR [Code of Federal Regulations] 87.100, each person who receives a federal 
grant shall file with that agency a certification that the person has not made and will not make 
any payment from Grant funds for a prohibited lobbying activity (see finding 2). 
 
According to 56 Federal Register 16337, “directive” means a handbook (including a change or 
supplement), notice, interim notice, special directive, and any other issuance that the department 
may classify as a directive (see finding 1). 
 
HUD’s application package for fiscal years 2002 through 2005 Grants requires a grantee to 
submit an application form; a one-page separate budget for the Grant; Standard Form-424D, 
Assurances - Construction Programs, or form HUD-424-B, Applicant Assurances and 
Certifications; and Certification Regarding Lobbying.  The application package also states that 
the Division will review all forms to determine whether they are correctly filled out, signed, and 
dated and the activities the grantees propose are the same as the activities specified in the 
applicable conference report (see finding 2). 
 
Form HUD-1044, Assistance Award/Amendment, states that Grant funds may not be drawn 
down before an environmental release of funds approval (see finding 2). 
 
Standard Form 424D, Assurances – Construction Programs, section 3, states that grantees will 
record the federal interest in the title of real property in accordance with awarding agency 
directives and include a covenant in the title of real property acquired in whole or in part with 
federal assistance to assure nondiscrimination during the useful life of the project (see finding 1). 
 
HUD’s deputy assistant secretary for operations, in a March 13, 2003, internal memorandum to 
HUD’s deputy assistant secretary for economic development, stated that the Division will 
maintain the environmental review (see finding 2) and semi-annual progress reports for Grants 
(see findings 1 and 2).  Grantees are required to submit draw requests, including supporting 
documentation, for draws that are 70 percent or more of the total Grant amount (see finding 1). 
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Appendix B 
 

AUDITEE COMMENTS AND OIG’S EVALUATION 
 
 
Ref to OIG Evaluation   Auditee Comments 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Comment 1 
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Ref to OIG Evaluation   Auditee Comments 
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Comment 2 
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Ref to OIG Evaluation   Auditee Comments 
 
 
 
 
 
Comment 6 
 
 
 
 
Comment 7 
 
 
 
 
 
 
Comments 7 
     and 8 
 
 
 
 
 
 
 
 
 
 
 
 
Comment 9 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



26 

Ref to OIG Evaluation   Auditee Comments 
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Ref to OIG Evaluation   Auditee Comments 
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Ref to OIG Evaluation   Auditee Comments 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Comment 18 
 
 
Comment 19 
 
 
 
 
Comment 20 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



29 

Ref to OIG Evaluation   Auditee Comments 
 
 
 
 
 
 
Comment 21 
 
 
Comment 22 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



30 

OIG Evaluation of Auditee Comments 
 
Comment 1 We did not recommend that the City of Rhinelander, Wisconsin record a lien on 

the rail spur crossing. 
 
Comment 2 Recording HUD’s interest on the properties’ titles helps to protect HUD in case 

the properties are sold, part of an insurance claim due to fire or a natural disaster, 
and/or no longer used for their intended purpose. 

 
Comment 3 Since it may not be economical for HUD’s Division to ensure grantees record 

HUD’s interest on all titles of properties assisted with Grant funds, HUD’s 
Division should, at a minimum, establish a threshold in which grantees are 
required to record HUD’s interest in the properties. 

 
Comment 4 The disposition requirements at 24 CFR [Code of Federal Regulations] 84.32(a) 

and 24 CFR [Code of Federal Regulations] 85.31(a) are mandatory.  Our position 
is that the most effective and efficient way to ensure that grantees comply with the 
disposition requirements is for the grantees to record liens showing HUD’s 
interest in the assisted properties. 

 
Comment 5 Two of the grantees’ representatives certified in Standard Form 424D, section 3, 

that they would record the federal interest in the title of the assisted properties in 
accordance with awarding agency directives.  Starting with its fiscal year 2003 
Grants, the Division required its grantees to submit form HUD-424-B, which does 
not contain a certification that grantees will record the federal interest in the title 
of assisted properties in accordance with awarding agency directives.  The 
requirements in 24 CFR [Code of Federal Regulations] Parts 84 and 85 do not 
prevent HUD from requiring grantees to record HUD’s interest in the assisted 
properties. 

 
Comment 6 According to 24 CFR [Code of Federal Regulations] 84.2 and 24 CFR [Code of 

Federal Regulations] 85.2, real property means land, including land 
improvements, structures and appurtenances, but excludes movable machinery 
and equipment.  We recommend that HUD’s general deputy assistant secretary 
require the Division to improve its existing procedures and controls to ensure that 
grantees receiving Grant funds above a HUD-established minimum threshold 
record liens showing HUD’s interest in the assisted properties. 

 
Comment 7 The grantees representatives for the four fiscal year 2002 Grants certified in 

Standard Form 424D, section 3, that they would include a covenant on the title of 
real property acquired in whole or in part with federal assistance to assure 
nondiscrimination during the useful life of the project. 

 
Comment 8 The requirements in 24 CFR [Code of Federal Regulations] Parts 1 and 8 do not 

prevent HUD from requiring grantees to place covenants on the properties’ titles 
assuring nondiscrimination prior to disposition of the properties. 
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Comment 9 We state, starting with its fiscal year 2003 Grants, the Division required its 
grantees to submit form HUD-424-B, Applicant Assurances and Certifications, 
rather than Standard Form 424D.  Form HUD-424-B does not contain a 
certification that grantees will include a covenant in the title of real property 
acquired in whole or part with federal assistance to assure nondiscrimination 
during the useful life of the project. 

 
Comment 10 The covenant requirement in Standard Form 424D does not conflict with the 

requirements in 24 CFR [Code of Federal Regulations] Parts 1 and 8. 
 
Comment 11 We state subsequent to our audit report #2006-CH-1006 issued on December 30, 

2005, NorthStar submitted to HUD a proposed budget amendment and 
documentation to support the $1,500 of the $1,970.  The Division approved the 
budget amendment since it believed the amendment met the purpose of the U.S. 
House of Representatives’ Conference Report 107-272 for NorthStar’s 
appropriation.  Based upon HUD’s approval and NorthStar’s supporting 
documentation, the amount of Grant funds that NorthStar inappropriately used 
was reduced to $13,630 ($13,160 of ineligible and $470 of unsupported). 

 
Comment 12 The Division did not require grantees to place liens on assisted properties’ titles, 

ensure that grantees placed covenants on assisted properties’ titles assuring 
nondiscrimination, and ensure that Grant funds were appropriately used according 
to HUD’s Grant agreements with grantees.  It also could not support that 71 of 
105 grantees statistically selected for review submitted required forms and 
documentation for the monitoring of fiscal years 2002 through 2005 Grants.  
Therefore, there is a significant weakness in the Division’s oversight of the Grants 
to ensure grantees placed liens and covenants on assisted properties, and grantees 
submitted required documentation for monitoring. 

 
Comment 13 We provided the Division a schedule of the Grants with missing forms and 

documentation. 
 
Comment 14 According to 24 CFR [Code of Federal Regulations] 84.71, recipients shall 

submit within 90 calendar days after the date of completion of the award all 
financial, performance, and other reports as required by the terms and conditions 
of the award.  According to 24 CFR [Code of Federal Regulations] 84.2, award 
means financial assistance that provides support or stimulation to accomplish a 
public purpose. 

 
According to 24 CFR [Code of Federal Regulations] 85.50, HUD will close-out 
the award when it determines that all applicable administrative actions and all 
required work of the grant are completed.  According to 24 CFR [Code of Federal 
Regulations] 85.3, grant means an award of financial assistance, including 
cooperative agreement, in the form of money, or property in lieu of money, by the 
federal government to an eligible grantee. 
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Further, section II.C.1. of the Division’s newly prepared pre- and post-award 
policies and procedures states Grants are subject to close-out when there is either 
a zero balance for the Grant or when a grantee has submitted a written request to 
initiate close-out. 

 
Comment 15 The general deputy assistant secretary for Community Planning and Development 

did not provide any supporting documentation. 
 
Comment 16 Based upon HUD’s approval and NorthStar’s supporting documentation, the 

amount of Grant funds that NorthStar inappropriately used was reduced to 
$13,630 ($13,160 of ineligible and $470 of unsupported). 

 
Comment 17 If implemented, the Division’s newly prepared pre- and post-award policies and 

procedures should assist it in ensuring Grant funds are appropriately used.  We 
recommend that HUD’s general deputy assistant secretary require the Division to 
improve its existing procedures and controls to ensure that (1) grantees receiving 
Grant funds above a HUD-established minimum threshold record liens showing 
HUD’s interest in the assisted properties, (2) grantees place covenants on the 
properties’ titles assuring nondiscrimination, and (3) Grant funds are 
appropriately used.  Therefore, we cannot concur with the action taken by the 
Office of Community Planning and Development and close Recommendation 1A. 

 
Comment 18 We did not state that the Division’s need to improve its existing procedures and 

controls over its Grant application and award process, and the disbursement of 
Grant funds was a significant weakness. 

 
Comment 19 The reintroduction of a Grant application review checklist should assist the 

Division in ensuring that grantees properly complete required application forms 
 
Comment 20 According to 24 CFR [Code of Federal Regulations] 24.300, grantees seeking to 

enter into lower tier transactions must verify that the person with whom the 
grantee intends to do business is not excluded or disqualified. 

 
Comment 21 Our sample of 105 fiscal years 2002 through 2005 Grants only included 6 fiscal 

year 2005 Grants due to our restriction that 90 percent or more in funds be 
disbursed.  Further, Grants from all four fiscal years are representative of current 
and recent files. 

 
Comment 22 If implemented, the Division’s newly prepared pre- and post-award policies and 

procedures should assist the Division in ensuring that grantees properly complete 
required application forms and documentation for Grant awards, and Grant funds 
are properly disbursed.  We recommend that HUD’s general deputy assistant 
secretary require the Division to improve its existing procedures and controls over 
its Grant application and award process to ensure that grantees properly complete 
required application forms and documentation for Grant awards, and ensure Grant 
funds are properly disbursed.  Therefore, we cannot concur with the action taken 
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by the Office of Community Planning and Development and close 
Recommendation 2A. 


