U.S. Department of Housing and Urban Development
Southwest District Office of Inspector

General

1600 Throckmorton, Room 404
Post Office Box 2905

Fort Worth, Texas 76113-2905
(817)978-9309 FAX (817)978-9316
http://www.hud.gov/oig/oigindex.html

March 29, 1999 99-FW-155-0801

MEMORANDUM FOR: Marcia Dodge, Director
Office of Community Planning and Devel opment
Office of Affordable Housing Programs, DGH

/SIGNED/
FROM: D. Michael Beard
District Inspector General for Audit, 6AGA

SUBJECT:  City of Houston, Texas
Homebuyers Assistance Program (funded by the HOME Program)

During our audit of the City of Houston’s HOME Program, we found two weaknesses in the
HOME Program regulations. First, Houston provided assistance to homebuyers who did not
need help to purchase ahome. Second, in the case of non-competitively procured subrecipients,
non-financial conflicts of interest can occur that are detrimental to HUD. Yet, HUD has not
issued any guidance to restrict non-financial conflicts. (Attached isacopy of the audit™ that
explains the problems.) We are recommending that you revise the HOME Program regulations
to limit assistance to low-income families who lack sufficient funds to obtain affordable housing
and issue a notice clarifying HOME' s conflict-of-interest regulations.

Lack of regulations allows unnecessary assistance

A lack of clear regulatory guidance in the HOME Program has resulted in unnecessary assistance
being provided to some families. Our audit found that the City of Houston was providing
unnecessary assistance to families with large cash savings. Unnecessary assistance occurred, in
part, because the HOME regulations are silent about homebuyer’ s assets, except for including
income earned from the assets in determining family income. We do not believe the intent of the
Program isto provide assistance to families who have the means to obtain affordable housing on
their own. However, the City of Houston disagreed. In their response to our audit finding, they
stated that their current program complied with HOME regulations.

! OIG Report 99-FW-255-1004, issued on March 23, 1999.
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Other participating jurisdictions could aso be providing similar unnecessary assistance.
Interviews with 8 of the 50 largest cities in the nation showed that only 4 had adopted policies
and procedures to limit assistance to homebuyers with large cash savings. The other four cities
had not adopted a policy and some indicated they would not because there was no such
requirement. To prevent unnecessary assistance from occurring, we are recommending that you
include language in the HOME regulations to limit assistance to families who truly need
assistance to obtain affordable housing.

Non-financial conflicts are detrimental to HUD

Non-financial conflicts of interest can be very detrimental to HUD. However, your office has
determined that non-financial conflicts of interests are allowable under the HOME regulations.
We disagree. A non-financial conflict of interest between the City of Houston and a subrecipient
resulted in the City being unable to support approximately $422,000 in administrative costs. The
conflict occurred because the Director of the City’ s Department of Housing and Community
Development, who was also on the subrecipient’ s board, approved major contract modifications
that were not in the best interests of the City or HUD. HUD has recognized that non-financial
conflicts c$ occur and that they are detrimental to HUD. The comments section of CBDG
regulations~concerning conflict of interest state:

“One of the most problematic areas has been with the respect of public officials
participating in the affairs of local non-profit organizations...In such situations,
the question arise whether the provision of CDBG funds to a non-profit
organization constitutes a conflict because of a grantee official on the non-profits
board...An important purpose of the conflicts rule isto protect the reputation of
the program from the appearance of providing special treatment or servicing
special interests. Clearly there are some situations where even a non-financial
interest of benefit could create such an appearance. However, HUD has been
unable to identify clear criteriathat would serve to distinguish the kinds of
personal interest of benefits that should be prohibited in such cases.”

In our opinion, public officials who have approval and funding authority for a nonprofit should
not serve on a nonprofit’s board, especially when a nonprofit is not competitively procured. We
are recommending that you issue a clarifying notice on the conflict of interest regulations.

Within 30 days, please furnish this office for each recommendation in this memorandum, a status
on: (1) corrective action taken; (2) the proposed corrective action and the date to be completed;
or (3) why action is not considered necessary. Also, please furnish us copies of any
correspondence or directives issued related to this memorandum.

2 The CDBG conflict of interest regulations are similar to the HOME conflict of interest regulations.
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If you have any questions, please contact D. Michael Beard, District Inspector General for Audit
at (817) 978-93009.
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Secretary's Representative (2)

State Coordinator, 6ES

Director, CPD, 6AD

Comptroller, 6AF

Director, Accounting, 6AAF

Director, Office of Affordable Housing Programs, DGH (2)

Deputy Secretary, SD (Room 10100)

Chief of Staff, S (Room 10000)

Special Assistant to the Deputy Secretary for Project Management, SD (Room 10100)
Acting Assistant Secretary for Administration, S (Room 10110)

Asst. Sec. for Congressional and Intergovernmental Relations, J (Room 10120)
Senior Advisor to the Secretary, Office of Public Affairs, S (Room 10132)

Deputy Asst. Sec. of Admin Services/Director of Executive Secretariat, AX (Room 10139)
Director of Scheduling & Advance, AL (Room 10158)

Counselor to the Secretary, S (Room 10234)

Deputy Chief of Staff, S (Room 10226)

Deputy Chief of Staff for Operations, S (Room 10226)

Deputy Chief of Staff for Programs & Policy, S. (Room 10226)

Director, Office of Special Actions, AK (Room 10226)

Deputy Asst. Secretary for Public Affairs, W (Room 10222)

Special Asst. for Inter-Faith Community Outreach, S (Room 10222)

Executive Officer for Admin Operations & Management, S (Room 10220)

Senior Advisor to the Secretary for Pine Ridge Project, W (Room 10216)

General Counsel, C (Room 10214)

Director, Office of Federal Housing Enterprise Oversight, O, 9" Floor Mailroom
Assistant Secretary for Housing/FHA, H (Room 9100)

Office of Policy Development & Research, R (Room 8100)

Assistant Secretary for CPD, D (Room 7100) (2)

Assistant Deputy Secretary for Field Policy & Management, SDF (Room 7108) (2)
Government National Mtg. Assoc., T (Room 6100)

Assistant Secretary for Fair Housing & Equal Opportunity, E (Room 5100)

Chief Procurement Officer, N (Room 5184)

Assistant Secretary for Public & Indian Housing, P (Room 4100)

Chief Information Officer, Q (Room 3152)

Director, Office of Departmental Equal Employment Opportunity, U (Room 5128)
Director, Office of Departmental Operations & Coordination, | (Room 2124)
Chief Financial Officer, F (Room 2202)

Deputy Chief Financia Officer for Finance, FF (Room 2202)

Director, Enforcement Center, V, 200 Portals Bldg., D.C. 20024

Director, REAC, X, 1280 Maryland Ave., SW (Ste.800), D.C. 20024

Director, Office of MF Assistance Restructuring, Y, 4000 Portals Bldg., D.C. 20024
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Director, Office of Budget, FO (Room 3270)
FTW ALO, 6AF (2)
HQ CPD/ALO, DOT (Room 7220) (2)
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Acquisitions Librarian, Library, AS (Room 8141)
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The Honorable Fred Thompson, Chairman, Comm. on Govt Affairs,
340 Dirksen Senate Ofc. Bldg., U.S. Senate, D.C. 20510
The Honorable Joseph Lieberman, Ranking Member, Comm. on Govt Affairs,
706 Hart Senate Office Bldg., US Senate, D.C. 20510
Henry A. Waxman, Ranking Member, Comm. on Govt Reform,
2204 Rayburn Bldg., House of Reps, D.C. 20515
Cindy Sprunger, Subcomm. on Gen. Oversight & Invest., Room 212,
O'Neill House Ofc. Bldg., D.C. 20515
The Honorable Dan Burton, Chairman, Committee on Govt Reform,
2185 Rayburn Bldg., House of Reps, D.C. 20515
Inspector General
Deputy Inspector General



