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INTRODUCTION

We completed a corrective action verification (CAV) of HUD’s actions to implement the 17
recommendations contained in the subject audit report.  The purpose of the CAV was to
determine whether the audit recommendations have been implemented and the deficiencies
reported in the audit report corrected.

SUMMARY

We found that HUD did not satisfactorily implement 11 of the 17  audit recommendations.
Therefore, we are reopening recommendations contained in Finding 2 (2A, 2B, 2D, 2E, 2F, 2G)
and Finding 3 (3A, 3B, 3C, 3D, and 3E).  The reported deficiencies that prompted those audit
recommendations have not been corrected.  In fact, the uncollected reported excess income
increased from almost $15 million reported in the report to over $18 million at the time of this
CAV.  Further, the numbers of missing excess income reports increased from about 10,000 to
nearly 14,000, so it is likely that unreported excess income has also increased.  The agreed upon
recommendations, if implemented, would have decreased both amounts in our original report.
Officials at all four field offices and Headquarters, where we performed the CAV, attributed the
lack of action to staffing changes associated with HUD’s reorganization.
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Corrective actions for recommendations 1A, 1B, 1C, 1D, 1E, and 2C have been implemented;
therefore, these recommendations should remain closed.

BACKGROUND

We reported the following three findings in our December 21, 1994 Multi-Region Audit of
Section 236 Program Excess Rental Income Collections.  (Report No. 95-SF-111-0001)

• HUD Needs to Pursue Changes in the Method of Calculating Excess Income  (Finding
1)

 

• HUD Needs to Take More Aggressive Action to Collect About $14.9 Million in
Overdue Excess Income (Finding 2); and

 

• Section 236 Projects Owe HUD at Least $829,000 in Unrecorded Excess Income.
(Finding 3)

 
 We closed the audit recommendations based on three memorandums as follows:
 

• Director, Office of Multifamily Housing Management’s January 25, 1995
memorandum to all Multifamily Housing Directors, emphasizing the need for the
offices to collect all delinquent payments and monthly reports.  The memorandum also
advised the directors of the availability of DARTS as an effective monitoring tool
(Findings 2 and 3).

 

• Assistant Secretary for Housing’s March 7, 1995 memorandum to the Acting District
Inspector General for Audit, Pacific/Hawaii, explaining that when the proposed
administrative regulation to change the method of calculating excess rental income
becomes law, it would satisfy the recommendations in Finding 1.  The memorandum
also provided explanatory comments relevant to the recommendations in Findings 2
and 3.

 

• Acting Deputy Assistant Secretary for Multifamily Housing Programs’ March 31,
1996 memorandum to the Acting Assistant Inspector General for Audit, stating that
the field offices have been instructed to implement the recommendations contained in
Finding 3.
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OBJECTIVE, SCOPE AND METHODOLOGY

Our objective was to determine whether HUD satisfactorily implemented all of the audit
recommendations and corrected the deficiencies identified in the audit report.

We interviewed appropriate multifamily program officials and reviewed pertinent documentation
in HUD Headquarters and at the same field offices (Los Angeles, Ca., San Francisco, Ca.,
Richmond, Va., and Washington, DC) where we had performed the original audit work. Our
CAV was conducted between September and November 1998.

REVIEW RESULTS

Our review disclosed that HUD did not satisfactorily implement 11 of the 17 recommendations.
During our visit at HUD Headquarters’ Office of Multifamily Housing, we found that action
officials did not maintain sufficient information to support the extent to which the field offices had
implemented the recommendations.  Therefore, we performed additional field work at the four
field offices (Los Angeles, Ca., San Francisco, Ca., Richmond, Va., and Washington, DC) to
determine the extent to which the recommendations had been implemented.  We found that the
deficiencies reported in Findings 2 and 3 continue to exist because the field offices had not taken
sufficient actions to correct them.

Details pertaining to each finding are:

Finding 1 - HUD Needs to Pursue Changes in the Method of Calculating Excess Income

Recommendations for Finding 1 required HUD to change its procedures in the method of
calculating excess rental income, including obtaining needed legislation to amend the National
Housing Act and implement the changes.

The Assistant Secretary for Housing-Federal Housing Commissioner sent a March 7, 1995
memorandum to the Acting District Inspector General for Audit, Pacific/Hawaii, explaining that
once the proposed rule to change the method of calculating excess rental income becomes law, it
would satisfy the audit recommendations.  Based on this memorandum, we closed all five
recommendations contained in Finding 1.

The U. S. Congress enacted Public Law 104-204 on September 26, 1996, amending the National
Housing Act of 1937 to change the excess income calculation consistent with our audit
recommendations.  HUD Notice H 98-10, Calculating and Retaining Section 236 Excess Income,
issued on February 26, 1998, was provided to all Section 236 Project Mortgages, Managing
Agents, and HUD Asset Management staff in order  to implement the changes.  The Notice also
included the required changes for calculating excess income on the form HUD-93104, Monthly
Report of Excess Income.  Thus, recommendations 1A, 1B, 1C, 1D, and 1E have been satisfied
and should remain closed.
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Finding 2 - HUD Needs to Take More Aggressive Action to Collect About $14.9 Million
In Overdue Excess Income

Recommendations for Finding 2 required HUD to develop an aggressive strategy to collect $14.9
million in overdue excess income and to make staff monitoring of excess income reports and
payments, through the use of Departmental Accounts Receivable Tracking/Collection System
(DARTS), a high priority.  Specifically, recommendations 2A through 2G required HUD’s Office
of Multifamily Housing to:

2A. Develop an aggressive strategy, working with OFA as necessary, to collect the
over $14 million in delinquent excess income due HUD.

2B. Issue demand letters to each project with outstanding debts to bring their
delinquent accounts current.

2C. Delegate to the field offices the authority to charge interest on all accounts due.

2D. Require all field offices to charge interest on all accounts due.

2E. Inform Section 236 projects to discontinue providing copies of form HUD-93104,
Monthly Excess Income Reports to the field offices.

2F. Require field office Directors, Housing Management Division, to consult with
OFA in providing staff training on DARTS and make staff monitoring of excess
income reports and payments, including the use of DARTS, a high priority.

2G. Ensure that field office staff send follow-up letters and/or make telephone contacts
with project owners if the owners fail to remit delinquent excess income payments
after OFA send the owners the automatic 30 and 60 day demand letters.

We closed the above recommendations based on a January 25, 1995 memorandum from the
Director of the Office of Multifamily Housing Management to all Multifamily Housing Directors,
emphasizing the need for the offices to collect all delinquent excess income due.  The
memorandum also advised the directors of the availability and use of DARTS as an effective
monitoring tool.

A March 7, 1995 memorandum from the Assistant Secretary for Housing-Federal Housing
Commissioner to OIG also reiterated that HUD Handbook 4350.1 REV-1, already had provisions
for issuing demand letters to delinquent projects (Recommendation 2B); requiring all field offices
to charge interest on all accounts due (Recommendation 2D); and ensuring that field office staff
send follow-up letters to project owners that fail to remit delinquent excess income
(Recommendation 2G).



Audit Memorandum          Section 236 Program Excess Rental Income Collections

5

Our discussions with program staff at HUD’s Los Angeles, San Francisco, Richmond, and
Washington, DC field offices, however, disclosed that they had not developed a strategy or made
any specific efforts to collect the delinquent excess income due HUD (Recommendation 2A).  In
fact they were unaware of the January 25, 1995 memorandum or other notification instructing
them to do so.  Therefore, we believe that recommendations 2A through 2G (except
recommendation 2C) have not been carried out.

Our comparison between the 1994 and 1998 DARTS reports showing excess income
delinquencies, disclosed that excess rental income due HUD had grown from almost $15 million
to over $18 million, a 22 percent increase since the time of our audit. Thus, rather than reducing
the amount of delinquent excess income, the delinquency increased since the time of the audit.

We also found that Recommendation 2E requiring all field offices to discontinue providing copies
of form HUD-93104 was not being followed.  Los Angeles field office personnel were still
collecting the reports and entering the data into a local database system because they did not have
access to DARTS.  The other three field offices were receiving some monthly reports from
project owners but were not analyzing the reports or making follow-ups to collect reported excess
income due.

Furthermore, none of the four field office staff received training on, or were using DARTS to
monitor whether the Section 236 projects remitted payments due to HUD or  submitted the
monthly HUD 93104 reports to the lockbox contractor.  Several staff members explained that
they were not using DARTS because of problems accessing the program.  At the Washington, DC
field office, staff informed us that they were unaware of the availability of DARTS until our CAV.
Consequently, they were unaware of projects that had delinquent excess income owed to HUD.
HUD staff attributed the lack of action to staffing changes associated with HUD’s reorganization
and explained that they had to attend to other higher priority work.

Our review, therefore, concluded that recommendations 2A, 2B, 2D, 2E, 2F, and 2G, were not
satisfactorily implemented and the problem reported in Finding 2 continues to exist.
Recommendation 2C, however, had been implemented and should remain closed.

Finding 3 - Section 236 Projects Owe HUD At Least $829,000 In Unrecorded Excess
Income

Recommendations for Finding 3 required HUD field offices to monitor and ensure that project
owners submit form HUD-93104 timely and promptly pay any excess income owed.  Specifically,
recommendations 3A through 3E  required HUD’s Office of Multifamily Housing to:

3A. Emphasize to the field offices the need to monitor and ensure the timely
submission of form HUD-93104 and prompt payment of any excess income owed.
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3B. Require the field office to verify with project owners whether the statistical
information shown in the Monthly Financial Reports Not Received report is valid
and accurate.

3C. Require field offices to identify those projects that are delinquent in submitting
excess rental income forms after completing the verification in 3B.

3D. Require field offices to evaluate the feasibility of requiring those projects identified
in 3C to submit the delinquent excess income forms.

3E. Require field offices to collect excess income due, or establish repayment plans for
project owners identified in 3C.

The recommendations were closed, based on a January 25, 1995 memorandum from the Director,
Office of Multifamily Housing Management to Multifamily Housing Directors at all field offices
emphasizing the need for these offices to monitor and collect all delinquent excess rental income
due.

In addition, a March 31, 1996 memorandum from the Acting Deputy Assistant Secretary for
Multifamily Housing Programs to OIG stated that the field offices had been instructed to
implement the recommendations contained in Finding 3.

Our discussions with staff at the four field offices disclosed that they had not made any specific
efforts to obtain the delinquent HUD-93104 reports and were not aware of any memoranda from
Headquarters, Office of Multifamily Housing instructing them to do so. HUD’s Office of
Multifamily Housing was unable to provide us with a copy of the instructions referred to in the
March 31, 1996 memorandum from the Acting Deputy Assistant Secretary of Multifamily
Housing Programs.  Officials at Headquarters eventually concluded that apparently the
instructions may never have been sent to the field offices.

Field Office staff explained that since they were not using DARTS, they were unaware of the
status of projects’ submission of excess income reports.  Our comparison between the 1994 and
1998  DARTS reports showing the number of missing form HUD-93104 reports disclosed that
the number of monthly reports that were not submitted to HUD had grown from 10,193 to
13,969, a 37 percent increase since the time of the audit.  Therefore, unrecorded excess income
has likely risen to an even higher amount.  To illustrate, a recent multifamily mortgagor operations
audit issued by OIG’s Mid-Atlantic District, (Report No. 99-PH-212-1001) reported that as of
September 1998, the project actually owed HUD $586,929 in excess income instead of just
$125,910 shown in DARTS.  That was because the project failed to submit all the required
monthly excess income reports between October 1990 and July 1998.

Based on our review, we concluded that HUD had not implemented the audit recommendations
for Finding 3; therefore, we are reopening recommendations 3A, 3B, 3C, 3D, and 3E.
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*     *     *     *     *

In accordance with the Audits Management System (AMS) HUD Handbook 2000.06 REV-3,
Chapter 8-1C, we are reopening Recommendations 2A, 2B, 2D, 2E, 2F, 2G, 3A, 3B, 3C, 3D, and
3E.  Within 30 days, please prepare an action plan with target dates for implementing the
corrective action.  The plan should be provided to us for review and concurrence.

Should you, or your staff, have any questions, please call Ruben Velasco, Assistant District
Inspector General for Audit at (213) 894-8016.

Appendix Distribution



Audit Memorandum          Section 236 Program Excess Rental Income Collections

8

Appendix

DISTRIBUTION

Secretary’s Representative, California State Office, 9AS (2)
Secretary’s Representative, Pennsylvania State Office, 3AS (2)
Director, San Francisco Multifamily HUB, 9AH (2)
Director, Los Angeles Multifamily HUB, 9DH (2)
Director, Baltimore Multifamily HUB, 3ABHM (2)
Deputy Secretary, SD (Rm. 10100)
Chief of Staff, S (Rm. 10000)
Special Assistant to the Deputy Secretary for Project Management, SD, Room 10100
Acting Assistant Secretary for Administration, S (Rm. 10110)
Assistant Secretary for Congressional & Intergovernmental Relations, J Rm. 10120
Senior Advisor to the Secretary, Office of Public Affairs, S, Room 10132
Deputy Assistant Secretary of Administrative Services/Director of Executive Secretariat, AX,

Room 10139
Director of Scheduling and Advances, AL, Room 10158
Counselor to the Secretary, S, Room 10234
Deputy Chief of Staff, S, Room 10226
Deputy Chief of Staff of Operations, S, Room 10226
Deputy Chief of Staff for Programs and Policy, S, Room 10226
Director, Office of Special Actions, AK, Room 10226
Deputy Assistant for Public Affairs, W, Room 10222
Special Assistant for Inter-Faith Community Outreach, S, Room 10222
Executive Officer for Administrative Operations and 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, 9th Floor Mailroom
Office of Policy Development and Research, R, Room 8100
Assistant Secretary for Community Planning and Development, D, Room 7100
Assistant Deputy Secretary for Field Policy and Management, SDF, Room 7108
Government National Mortgage Association, T, Room 6100
Assistant Secretary for Fair Housing and Equal Opportunity, E, Room 5100
Chief Procurement Officer, N, Room 5184
Assistant Secretary for Public and Indian Housing, P, Room 4100
Chief Information Officer, Q, Room 3152
Director, Office of Departmental of Equal Employment Opportunity, U, Room 5128
Director, Office of Departmental Operations and Coordination, I, Room 2124
Chief Financial Officer, F, Room 2202
Director, Enforcement Center, V, 200 Portals Building
Director, Real Estate Assessment Center, X, 1280 Maryland Avenue, SW, Suite 800
Director, Office of Multifamily Assistance Restructuring, Y, 4000 Portals Building
Deputy Chief Financial Officer for Finance, FF Room 2202 (2)
Director, Office of Budget, FO (Room 3270)
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Audit Liaison Officer, Helen M. Stackhouse, HF, Room 9116 (2)
Office of the Comptroller, Texas State Office, 6AF (Attn: Bettye Adams) (2)
Departmental Audit Liaison Officer, FM, Room 2206 (2)
Acquisitions Librarian, Library, AS, Room 8141
The Honorable Fred Thompson, Chairman, Committee on Governmental Affairs,

United States Senate, Washington, DC 20510-6250
The Honorable Joseph Lieberman, Ranking Member, Committee on Governmental Affairs,

United States Senate, Washington, DC 20510-6250
The Honorable Dan Burton, Chairman, Committee on Government Reform and Oversight,

Congress  of the United States, House of Representatives, Washington, DC 20515-6143
Henry A. Waxman, Ranking Member, Committee on Government Reform, 2204 Rayburn

Bldg.,House of Representatives, Washington, DC, 20515
Ms. Cindy Sprunger, Subcommittee on District Oversight and Investigations, O’Neil House

Office Building, Room 212,Washington, DC 20515
Director, Housing and Community Development Issue Area, U.S. GAO, 441 G Street, NW,

Room 2474, Washington, DC 20548 Attn: Judy England-Joseph


