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Attached is the U.S. Department of Housing and Urban Development (HUD), Office of Inspector
General’s (OIG) results of our review of the New York State Governor’s Office of Storm
Recovery’s administration of its Small Business Grants and Loans program.

HUD Handbook 2000.06, REV-4, sets specific timeframes for management decisions on
recommended corrective actions. For each recommendation without a management decision,
please respond and provide status reports in accordance with the HUD Handbook. Please furnish
us copies of any correspondence or directives issued because of the audit.

The Inspector General Act, Title 5 United States Code, section 8M, requires that OIG post its
publicly available reports on the OIG Web site. Accordingly, this report will be posted at
http://www.hudoig.gov.

If you have any questions or comments about this report, please do not hesitate to call me at
212-542-7984.
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Regulations

Highlights

What We Audited and Why

We audited the State of New York Governor’s Office of Storm Recovery’s administration of the
Small Business Grants and Loans program funded with Community Development Block Grant
Disaster Recovery (CDBG-DR) funds provided by the U.S. Department of Housing and Urban
Development (HUD). The objectives of the audit were to determine whether State officials (1)
approved and disbursed CDBG-DR funds for the Small Business Grants and Loans program to
assist eligible businesses in accordance with the guidelines established under the HUD-approved
action plan and amendments and applicable Federal requirements and (2) established and
maintained a financial management system that adequately safeguarded the funds and prevented
misuse.

What We Found

State officials (1) did not always adequately verify the eligibility of award recipients and their
awarded funds and (2) did not recapture preliminary award funds disbursed to ineligible
businesses in a timely manner. These deficiencies resulted from weaknesses in the State’s
administrative controls and State officials’ desire to quickly disburse funds to the businesses. As
a result, State officials could not assure HUD that CDBG-DR funds were adequately safeguarded
and disbursed for eligible, reasonable, and necessary expenses and that the funds assisted
qualified businesses in compliance with program requirements.

What We Recommend

We recommend that HUD instruct State officials to (1) reimburse the State’s line of credit for the
$272,459 in CDBG-DR funds disbursed to 4 businesses for ineligible costs from non-Federal
funds, (2) provide documentation to support the $152,703 in CDBG-DR funds disbursed to 4
businesses, (3) strengthen controls over program operations to ensure that costs charged to the
CDBG-DR program are for eligible activities and supported by all required documentation at the
time of the disbursement, (4) strengthen administrative controls to ensure that ineligibility
determinations are reviewed and approved and recapture procedures are carried out in a timely
manner, (5) incorporate and implement a recapture policy and procedures, and (6) recapture
more than $300,000 in CDBG-DR funds disbursed to 35 businesses.
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Background and Objectives

Congress made available $16 billion in Community Development Block Grant Disaster
Recovery (CDBG-DR) assistance funds through the Disaster Relief Appropriations Act of 2013,
Public Law 113-2. This funding was for necessary expenses related to disaster relief, long-term
recovery, restoration of infrastructure and housing, and economic revitalization in areas most
impacted by a major disaster declared under the Robert T. Stafford Disaster Relief and
Emergency Assistance Act in calendar years 2011 through 2013.

HUD issued Federal Register Notice 78 FR 14330 (March 5, 2013) announcing the initial
allocation of $5.4 billion in CDBG-DR funds appropriated by the Disaster Relief Appropriations
Act of 2013. Before grantees received funding under the Act, the U.S. Department of Housing
and Urban Development (HUD) Secretary was required to certify that grantees maintained
sufficient financial controls and procurement processes and procedures for ensuring that any
duplication of benefits was identified; funds were spent in a timely manner; Web sites were
maintained to inform the public of all disaster activities; and waste, fraud, and abuse of funds
were prevented and detected. In addition, grantees were required to develop an action plan for
public comment and HUD approval, which described (1) how the proposed use of the CDBG-
DR funds would address long-term recovery needs; (2) eligible affected areas and the distribution
of CDBG-DR funds to those areas; (3) activities for which funds could be used; (4) the citizen
participation process used to develop, implement, and access the action plan; and (5) grant
administration standards.

On April 3, 2013, New York State submitted its certification of sufficient controls, processes,
and procedures to HUD, and on April 25, 2013, HUD approved the State’s partial action plan.
On May 14, 2013, HUD executed a grant agreement with New York State Homes and
Community Renewal, under which its Office of Community Renewal and Housing Trust Fund
Corporation (HTFC)* would administer the initial award of $1.7 billion in CDBG-DR funds. In
June 2013, the governor established the Governor’s Office of Storm Recovery under HTFC to
administer the CDBG-DR funds. HUD has since approved 10 amendments to the partial action
plan.

State officials established and allocated $183.5 million to the Small Business Grants and Loans
program, also known as New York Rising Small Business Recovery program,” which combined
four of six business assistance programs consisting of various grants and loan programs under
economic development approved in the initial action plan. However, the loan assistance
program was never started. Assistance was made available to businesses that suffered eligible

LY HTFC is a subsidiary public benefit corporation of the New York State Housing Finance Agency.

% This program is referred to many different titles on the State’s Web site and various reports, including the Small
Business Grants and Loans program in the State’s Funding Portal; Small Business Grant and Loan Program in the
State’s quarterly reports to HUD; and Small Business Grant Program, Small Business Loan Program, Coastal
Fishing Industry Program, and Seasonal Tourism Industry Program in the CDBG-DR action plan.



uncompensated losses as a direct result of Hurricanes Sandy and Irene or Tropical Storm Lee.
State officials published the program policy and distributed it to program partners in February
2014. As of July 31, 2015, the program had drawn $47.9 million.

The audit objectives were to determine whether State officials (1) approved and disbursed
CDBG-DR funds for the Small Business Grants and Loans program to assist eligible businesses
in accordance with the guidelines established under the HUD-approved action plan and
amendments and applicable Federal requirements and (2) established and maintained a financial
management system that adequately safeguarded the funds and prevented misuse.



Results of Audit

Finding 1: State Officials Did Not Always Disburse CDBG-DR
Funds in Accordance With Federal and State Regulations

State officials disbursed CDBG-DR funds for ineligible and unsupported costs. Specifically,
$272,459 was disbursed for ineligible costs, and $152,703 was disbursed for unsupported costs
for 8 of the 25 files reviewed We attributed these conditions to weaknesses in controls over
verifying the program requirements before disbursing the CDBG-DR funds to recipients,
compliance with the State’s own program policies and maintenance of adequate documentation.
As a result, State officials could not assure HUD that CDBG-DR funds were adequately
safeguarded and disbursed for eligible, reasonable, and necessary expenses.

CDBG-DR Funds Disbursed for Ineligible Assistance
State officials approved and disbursed $272,459 in CDBG-DR funds to four businesses for
ineligible costs and contrary to the State’s program policy. Specific details are as follows:

Application Number: 103-ED-32248-2013 Questioned Amount: $97,459

In January 2015, the business owner received $50,000 for working capital to cover mortgage
costs and $47,459 for construction-related activities. Contrary to Federal regulations and State
policies, State officials did not verify whether the applicant had flood insurance coverage and as
of October 2015, had not obtained proof of flood insurance coverage. They were aware of the
missing documentation and contacted the applicant by phone in June 2015.

Federal Register Notice 78 FR 14345 (March 05, 2013) requires that HUD-assisted property
located in a special flood hazard area obtain and maintain insurance in the amount and duration
prescribed by the Federal Emergency Management Agency’s National Flood Insurance Program
and that the grantee implement procedures and mechanisms to ensure that assisted property
owners comply with all flood insurance requirements before providing assistance. Section
102(a) of the Flood Disaster Protection Act of 1973 (42 U.S.C. (United States Code) 4012a)
requires the purchase of flood insurance protection for any HUD-assisted property within a
special flood hazard area. In addition, the State’s policy required a final inspection of the
property when construction-related activities or expenses were reimbursed. However, State
officials contended that the final inspection would be conducted at the closeout of the grant and
if the applicant did not provide proof of flood insurance, either the award amount would be
adjusted for other eligible expenses or the funds would be recaptured. However, State officials
should have obtained required documents before disbursing the CDBG-DR funds. We attributed
this condition to State officials’ lack of procedures to ensure that applicants provided proof of
flood insurance before disbursing the funds and weaknesses in the timely closeout of the grant
after final disbursement was provided to the applicant. As a result, $97,459 was considered
ineligible.



Application Number: 103-ED-31974-2013 Questioned Amount: $50,000

In January 2015, State officials disbursed $50,000 for construction-related repairs to an applicant
for a business located within a special flood hazard area. According to State officials, the items
funded were power posts and driveway repairs, which were not eligible for flood insurance
coverage as they were not located in an insurable structure. The photographs of the damage
showed only dead shrubbery. However, according to an inspection report, only the flooring,
carpet, drywall, and electric outlets were damaged. Further, a transmittal memorandum
summary in the State’s database showed that the driveway and power posts were not listed in the
inspection report. As a result, $50,000 was considered ineligible.

Application Number: 103-ED-916-13 Questioned Amount: $75,000

In September 2013, State officials disbursed $100,000 for working capital to cover the business
owner’s wages contrary to the State’s February 2014 policy. Based on the documentation
reviewed, the business suffered no physical damage. According to the State’s policy, an
applicant that incurred indirect damage caused by a documented power outage, road closures, or
the inability to conduct business due to storm-related damages for more than or equal to 120
hours (5 days) could receive assistance of 6 months eligible expenses up to a maximum $25,000,
and the owner’s wages were excluded from the calculation of working capital for wages. A
letter from the utility company showed that the business did not have power from October 29
through November 2, 2012 (5 days); therefore, the applicant should have received the allowable
maximum amount of $25,000. State officials stated that the application was processed and
approved under the State’s June 2013 draft policy. However, a review of the State’s policies
version control log contradicted this claim as the February 2014 policy manual was the first
policy distributed to the State’s program partners and limited assistance to $25,000. As a result,
$75,000 ($100,000 - $25,000 maximum cap) was considered ineligible.

Application Number: 71-ED-33467-2013 Questioned Amount: $50,000

In April 2015, State officials disbursed $50,000 for working capital to cover mortgage costs that
required the applicant to have flood insurance coverage because the property was located in the
flood zone. After our inquiry, State officials changed the working capital assistance for
mortgage costs to instead be used for property taxes and stated that flood insurance was not
required. However, according to Federal regulations, flood insurance is required for property
located in a flood zone. In addition, a review of the annual property tax bill showed that the
annual property tax was $46,000, and according to the State’s policy, the applicant could receive
assistance of $23,000, which was 6 months of eligible expenses. Therefore, $27,000 ($50,000 -
$23,000) was initially considered ineligible. However, State officials later stated that they have
removed the property tax calculation from the working capital assistance and added back
applicant’s original award calculation of $50,000 for the mortgage assistance because they
believe that it did not require proof of flood insurance. As a result, we have revised the
questioned costs from $27,000 (related to property tax) to $50,000 (mortgage) because mortgage
assistance was provided for the property located in the flood zone and State officials did not
ensure that the assisted property owner comply with the Federal regulations.



CDBG-DR Funds Disbursed for Unsupported Costs
State officials approved and disbursed $152,703 in CDBG-DR funds to four businesses for
unsupported costs contrary to the State’s program policy. Specific details are as follows:

Application Number: 103-ED-483-13 Questioned Amount: $98,378

In March 2014, State officials disbursed $98,378 without obtaining adequate proof of loss.
Specifically, $43,378 was disbursed for a vehicle, which the applicant claimed was submerged or
lost due to the storm. Based on the motor vehicle registration, it appeared that the applicant still
owned the vehicle in 2013. An insurance claim loss reported that the damage to the vehicle was
not significant, and the insurance company disbursed only $100 for the insurance claim. An
additional $55,000 was disbursed to the applicant for the purchase of a forklift, but there was no
evidence that the applicant owned a forklift before the disaster. Further, the documentation on
file did not support the loss of either the vehicle or forklift. As a result, $98,378 was considered
unsupported.

Application Number: 103-ED-32593-2013 Questioned Amount: $23,412

In January and November 2014, State officials disbursed $10,000 and $40,000, respectively, for
working capital to cover rent, wages, and utilities. The allocation for rent was $42,000, but the
file did not contain adequate documentation to support that the applicant paid the $7,000
monthly rent to its holding company. A review of the 2004 rental agreement showed that the
applicant was both the landlord and the tenant and that the location of applicant’s businesses was
the same. After our inquiry, State officials removed the rent from the working capital
calculation. It appeared that State officials made the change because the applicant’s rent
payment to its holding company was not at arm’s length and no documentation was provided to
support the rent payment. In addition, State officials disbursed $23,412 in November 2014 for
machinery and equipment purchased by the applicant’s holding company, and there was no
evidence to support that the applicant reimbursed its holding company. According to the State’s
policy, funds are disbursed to business owners based on documentation provided, such as
itemized receipts, purchase contracts, proof of payments, etc. State officials stated that their
policy did not require the reconciliation of transactions between related parties. However, they
should have reimbursed only the costs incurred and paid by the applicant and not the holding
company. As a result, $23,412 was considered unsupported.

Application Number: 031-ED-32263-2013 Questioned Amount: $28,071

Contrary to the State’s policy and Internal Revenue Service (IRS) guidelines, $16,926 was
disbursed to the applicant for working capital to cover mortgage, property tax, and utility costs
pertaining to the applicant’s business use of his home. However, copies of the applicant’s tax
return did not show a percentage of business use of the home. According to the State’s program
policy, working capital completeness review section, the percentage of the home’s mortgage and
utility cost noted as used for business on most recent tax returns could be provided for the
working capital assistance. According to IRS publication 587, a deduction for a home office is
based on the percentage of the home used for business, and home-related itemized deductions are
apportioned between Schedule A and Business Schedule C or F. Copies of the applicant’s tax
return did not show such allocation.



In November 2015, $9,375 was disbursed, and an additional $1,770 had been approved for
disbursement based on quotes and estimates, dated February, March, and August 2014.
However, State officials did not verify whether the applicant purchased tools related to logging
and farming listed on the estimated quotes and whether the prices listed remained valid more
than a year later. According to State’s program policy, award amount will be based upon review
of estimates for the work to be completed or receipts for work already completed to determine if
the cost was necessary, eligible and reasonable. State officials assumed that the price of the
items listed in the estimated quotes did not fluctuate over time. As a result, $28,071 was
considered unsupported.

Application Number: 059-ED-31493-2013 Questioned Amount: $2,842

The business was initially awarded a grant in the amount of $86,164—%$8,350 for furniture,
fixtures, and equipment (FF&E) and $77,814 for inventory—in August 2013. Of $8,350
disbursed in 2013, only $6,326 was supported. However, in March 2014 State officials awarded
an additional $13,836 which was disbursed in November 2014 to satisfy the maximum amount
of the grant of $100,000, based solely on the allowable activities inspection report prepared by
the State’s contractor. The inspection report was not reliable because the assessor observed that
there was no damage at the time of the inspection and estimated the cost of the repairs based on
the description of the damages reported by the applicant without knowing the actual damage and
repair details. Although the repair had been completed at the time of the inspection, State
officials did not request the repair invoice before disbursing the $13,836. However, State
officials subsequently obtained additional documentations in the amount of $13,018 for the
repair work. As a result, $2,842 ($2,024 for FF&E + $818 for the repair work) was considered
unsupported.

Conclusion

State officials did not establish adequate controls to ensure that CDBG-DR funds were disbursed
for eligible costs. Specifically, the State disbursed $272,459 in CDBG-DR funds for ineligible
costs and $152,703 for unsupported costs. We attributed these conditions to weaknesses in
controls over verifying the program requirements before disbursing the CDBG-DR funds to
recipients, compliance with the State’s own program policies and maintenance of adequate
documentation. As a result, State officials could not assure HUD that CDBG-DR funds were
adequately safeguarded and disbursed for eligible, reasonable, and necessary expenses.

Recommendations
We recommend that HUD’s Deputy Assistant Secretary for Grant Programs direct State officials

to

1A.  Reimburse the line of credit for $272,459 in CDBG-DR funds disbursed to four
businesses for ineligible costs from non-Federal funds.

1B.  Provide adequate documentation to justify $152,703 in CDBG-DR funds
disbursed to six businesses. If any amount cannot be adequately supported, it
should be reimbursed from non-Federal funds to the State’s line of credit.



1C.

Strengthen controls over program operations to provide greater assurance that
costs charged to the CDBG-DR program are for eligible activities and supported
by all required documentation, specifically by requiring recipients to provide
receipts or other documentation to support the completed replacement or repair
costs.



Finding 2: The Preliminary Award Funds Disbursed to Ineligible
Businesses Were Not Recaptured in a Timely Manner

State officials did not recapture preliminary award funds disbursed to ineligible businesses in a
timely manner. We attributed these deficiencies to State officials’ desire to quickly disburse
funds without sufficient planning and their focus on disbursing rather than recapturing funds. As
a result, State officials did not adequately ensure that the funds were disbursed for eligible
businesses and ineligible costs could be promptly recaptured.

Weak Administrative Controls over Program Operations

State officials started the Preliminary Award Initiative program in 2013 to support the small
business community through an initial grant of $10,000. State officials provided all business
owners that applied to the program the opportunity to apply for a preliminary award payment of
$10,000 without proper verification of eligibility while a full program application was
completed. Preliminary award recipients were required to submit their full application within 60
days of receiving the funds. The cutoff date to submit a full application was later extended to
December 31, 2014.

State officials reported that as of August 6, 2015, 253 of 466 preliminary award recipients had
received additional grants. The remaining 213 businesses had received only preliminary award
grants and were subject to eligibility determination for other grants. During the walk-through of
the grant review process, State officials explained that the applications were received by Small
Business Development Center (SBDC)? staff, which determined whether a business was eligible
for a grant. To deny the application and start the recapture procedure, a determination was made
by SBDC staff and approved by State officials. State officials indicated that staffs from both
SBDC and the State monitored the applications for delayed progress in the IntelliGrants* system.
They further stated that in addition to the IntelliGrants system, the program maintained an
internal tracker to assist with the program progress metrics. However, during a review of 89
preliminary award recipients in the IntelliGrants system, we noted a number of instances of
delayed progress and inaccurate current status.

The owners of a home-based business received $70,931 for repair of the house from the NY
Rising Housing Recovery Program and also received a $10,000 preliminary award in January
2014. However, as of December 1, 2015, there were no business-related documents, such as tax
returns or proof of loss, and no receipts in the IntelliGrants system. The applicant document
checklist in the IntelliGrants system was last updated in April 2015, and no further action had
been taken. The status of this grant in the IntelliGrants system was “face value review,” which
showed that SBDC staff was reviewing the file to collect documents and put together a request
for assistance.

¥ SBDC, the State’s subrecipient, is responsible for conducting applicant case management, collecting application
documents, and packaging applications for State approval.

* The IntelliGrants system is the record-keeping system used by the State for its Rising Small Business Recovery
program.



One business was determined to be ineligible on November 24, 2014, because the applicant
failed to provide proof of legal residency. State officials sent out the recapture letter on January
21, 2015. However, as of December 1, 2015, the status of the business in the IntelliGrants
system was marked “face value review” rather than “not eligible.”

Two businesses were ineligible to receive grant funds because their gross sales amounts were
less than $25,000 in accordance with the small business policy manual. State officials made the
ineligible determination for one business on April 6, 2015, but had not notified the business as of
December 1, 2015. Further, State officials had not reviewed the other business, and the current
status of this business as of December 1, 2015 was marked “face value review.”

We attributed these conditions to weaknesses in administrative controls over program operations,
whereby (1) State officials did not follow the cutoff date to submit a full application, (2) there
were no specific written review procedures to follow the status of the preliminary award
recipients, and (3) there was no evidence of an internal tracker to monitor the applications for
delayed progress in the IntelliGrants system. As a result, State officials did not adequately
ensure that the program always met its objectives and the required financial management system
had been maintained to safeguard the funds and prevent misuse.

Insufficient Recapture Policy
State officials included the recapture policy in the small business policy manual. However, this
policy did not specify the procedures for recapturing funds and, therefore, had not been
implemented. Regulations at 24 CFR (Code of Federal Regulations) 85.20(b)(5) require that
Federal funds be used for allowable costs in accordance with agency program regulations.

State officials should recapture at least $300,000 from 35 of 89 preliminary award recipients
(businesses), according to our review, based on the information provided in the IntelliGrants
system. There was one additional business from which State officials had recaptured $10,000.

B

=

2013

than $25,000.

1 007-ED-32481- Not eligible Material misrepresentation $10,000
2013
2 059-ED-31492- Not eligible Debarred from 11/2013 to $10,000
2013 11/2014 by NY State Dept. of
Labor
3 059-ED-32551- Face value review | Approved grant amount of $7,238
2013 $2,762
4 059-ED-54-13 Face value review | Approved grant amount of $1,917
$8,083
5 059-ED-191-13 Face value review | Missing full application $10,000
6 059-ED-31699- Not eligible Gross sales amount is less $10,000
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059-ED-32501-
2013

Not eligible

Duplication of benefits

$10,000

8 059-ED-31948- Face value review | Missing full application $10,000
2013
9 059-ED-32170- Face value review | No proof of legal residency $10,000
2013
10 | 059-ED-39-13 Not eligible Closed business $10,000
11 059-ED-266-13 Preclosing review | Approved grant amount of $3,834
$6,166
12 059-ED-32114- Face value review | Missing full application $10,000
2013
13 059-ED-252-13 Face value review | Gross sales amount of $2,850 $10,000
in 2011, $4,105 in 2012, and
$0 in 2013. No proof of
damage
14 059-ED-32428- Verification in Approved grant amount of $6,323
2013 process $3,677
15 059-ED-161-13 Verification in Approved grant amount of $3,345
process $6,655
16 059-ED-108-13 In progress Missing full application $10,000
17 059-ED-513-13 Face value review | Missing full application $10,000
18 059-ED-440-13 Face value review | Missing full application $10,000
19 059-ED-76-13 Face value review | Missing full application $10,000
20 059-ED-31536- Inactive Missing full application $10,000
2013
21 059-ED-32091- Face value review | Missing full application; $10,000

2013

phone disconnected
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059-ED-32836-
2013

Face value review

Missing full application

$10,000

23 059-ED-31612- Preclosing review | Approved grant amount of $7,176
2013 $2,824
24 059-ED-32531- Face value review | No proof of damage $10,000
2013
25 059-ED-31570- Submit application | Missing full application $10,000
2013
26 059-ED-32746- Not eligible Missing full application $10,000
2013
27 059-ED-31583- Not eligible Missing full application $10,000
2013
28 059-ED-181-13 Face value review | Missing full application $10,000
29 059-ED-32745- Not eligible Missing full application $10,000
2013
30 087-ED-680-13 Preclosing review | Approved grant amount of $6,546
$3,454
31 103-ED-531-13 Preclosing review | Approved grant amount of $2,362
$7,638
32 103-ED-32037- Not eligible No damage from the storm $10,000
2013
33 103-ED-711-13 Not eligible Home-based business without $10,000
the necessary license or
permit
34 103-ED-32834- Preclosing review | Approved grant amount of $3,683
2013 $6,317
35 | 103-ED-32199- Face value review | Missing full application $10,000
2013
36 | 119-ED-31865- Preclosing review | Recreational facility yacht $10,000
2013 club, which “is not open to (recaptured)
the public that targets a
predominantly higher income
clientele.”
Total (excluding the $302,424

recaptured amount)
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State officials reported on July 28, 2015, that 6 recapture letters were sent to the businesses,
although 18 businesses were determined to be ineligible and subject to recapture. However, as
of November 5, 2015, State officials had not sent recapture letters to the remaining 12 (18 minus
6) businesses. State officials also reported that they had confirmed one more ineligible business,
had been reviewing 14 businesses regarding a final ineligibility determination after the initial
ineligible determination, and had been waiting for more information to be submitted by SBDC
staff for 7 additional businesses. The majority of preliminary award recipients received their
funding from December 2013 to April 2014, but State officials had not finalized their review of
all preliminary award recipients, including those determined to be ineligible by SBDC staff and
those that did not submit all of the required documents along with a full application. State
officials explained on December 17, 2015, that they were developing the recapture procedure.
This insufficient recapture procedure caused the delay in recapturing funds from the ineligible
businesses. The specific details of the delay in recapture are as follows:

e One business receiving the preliminary award funds was debarred by the New York State
Department of Labor. This information was verified on May 22 and July 14, 2014, and
the final ineligible determination was made on January 23, 2015, but State officials had
not notified the business.

e State officials sent out the recapture letter to one business on January 21, 2015, followed
by the ineligibility determination on September 23, 2014, because the applicant received
insurance money for two cars that were claimed as a significant loss and used to support
the grant. However, as of December 1, 2015, State officials had not begun collection
efforts, and the $10,000 remained outstanding.

e State officials lost contact with at least two businesses while waiting for the businesses to
submit required documentation. Specifically, one business was no longer at the address
listed, and the phone number for the other business had been disconnected. State officials
had not sent recapture letters to either business.

We attributed this deficiency to State officials’ lack of planning for the preliminary award
program. Further, State officials focused on disbursing the funds rather than recapturing them.
As a result, they did not adequately ensure that the funds were disbursed for eligible businesses
and ineligible costs could be promptly recaptured.

Conclusion

State officials did not maintain a financial management system that adequately safeguarded
funds and prevented their misuse. Specifically, they did not 1) have adequate administrative
controls over the Preliminary Award program operation and 2) develop sufficient recapture
policies and procedures. We attributed these deficiencies to State officials’ desire to quickly
disburse funds without sufficient planning and their focus on disbursing rather than recapturing
funds. As a result, State officials did not adequately ensure that the funds were disbursed for
eligible businesses and ineligible costs could be promptly recaptured.

Recommendations
We recommend that HUD’s Deputy Assistant Secretary for Grant Programs instruct State

officials to



2A.

2B.

2C.

Strengthen administrative controls to ensure that any ineligibility determination is
immediately followed by the next level of management for further action and the
current status in the IntelliGrants system is accurate.

Incorporate and implement recapture policies and procedures to ensure that funds
disbursed for ineligible businesses and costs are promptly recovered.

Immediately recapture more than $300,000 in CDBG-DR funds disbursed to 35
businesses that was subject to full or partial recapture, thus ensuring that these
funds will be put to their intended use.



Scope and Methodology

We performed our audit fieldwork at the Governor’s Office of Storm Recovery located at 25
Beaver Street, New York, NY, from May to December 2015. The audit generally covered the
period September 3, 2013, through March 31, 2015, and was extended as necessary to meet the
objectives of the review.

To accomplish our objectives, we

Reviewed relevant CDBG-DR program requirements and applicable Federal regulations,
including the Disaster Relief Appropriations Act of 2013, implementing regulations
announced through Federal Register notices, and HUD guidance pertaining to the use of
CDBG-DR funds.

Reviewed the HUD-approved April 2013 State certifications and the May 2013 grant
agreement executed between HUD and the State.

Interviewed State officials to gain an understanding of the program.

Obtained an understanding of the State’s management controls and processes by
analyzing its responses to a management control questionnaire.

Obtained an understanding of the control environment and operations by reviewing the
State’s organization chart for administering its CDBG-DR grant and its CDBG-DR
program policies, different versions of policy and procedures manuals, and procurement
policy.

Reviewed HUD’s monitoring reports for the period August 2013 to August 2014.

Reviewed quarterly performance reports for the period July 2013 to March 2015 to
document the amount spent and activity accomplished for the Small Business Grants and
Loans program.

Reviewed the State’s quality assurance reports related to the Small Business Recovery
program.

Reviewed the State’s audited financial statements for the period ending March 31, 2014.

Reviewed the State’s board minutes and resolutions related to the Small Business
Recovery program for the period April 2013 to March 2015.

Reviewed reports from DRGR?® to obtain CDBG-DR expenditure information for the
period September 2013 to March 2015.

®> DRGR was developed by HUD’s Office of Community Planning and Development for the CDBG-DR program
and other special appropriations.. Grantees use the system to draw down funds and report program income. Data
from the system are used by HUD staff to review activities funded under these programs and for required
quarterly reports to Congress.



As of March 31, 2015, the State had disbursed $41.1 million in grant funds from 153 voucher
drawdowns related to the Small Business Grants and Loans program and had processed 765
applications, consisting of 54 denied applications and 711 approved applications. We selected
and reviewed a statistical sample of 36 voucher drawdowns totaling $9.6 million to determine
whether all drawdowns were supported with the contracts, invoices, timesheets, etc. The sample
consisted of 20 vouchers related to program delivery (27.9 percent of $9.6 million) and 16
vouchers related to grants (72.1 percent of $9.6 million) to 204 approved businesses. The results
of our detailed testing was limited to the 36 vouchers reviewed and cannot be projected to the
universe.

Of the 204 businesses, we selected and reviewed a nonstatistical sample of 25 businesses to
determine the eligibility of the business and expenses. The sample criteria were that each
business received $50,000 or more in program funds and was randomly selected from the
sampled 16 vouchers for grants. The 25 businesses selected for review were awarded $2.1
million in grant funds, with individual awards ranging from $50,000 to $100,000.

For the preliminary award program, we identified 269 applicants awarded only $10,000 from a
listing of all 711 applicants approved and assisted as of March 31, 2015, using ACL software and
selected a random statistical sample of 90 of 269 applicants (90 percent confidence interval with
10 percent error rate) to determine whether State officials had reviewed the preliminary award
recipients’ files. Of those 90 applicants, 89 were preliminary award recipients. We reviewed the
89 files to determine whether the applicants were eligible grant recipients in accordance with the
small business program policy manual. If a business was determined by State officials to be
ineligible, we reviewed whether steps were taken by State officials to recapture funds disbursed
to recipients. The results of our detailed testing was limited to the 89 files reviewed and cannot
be projected to the universe.

We relied in part on computer-processed data primarily for obtaining background information on
the State’s disbursement of program funds. We performed a minimal level of testing and found
the data to be adequate for our purpose.

We conducted the audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objective(s). We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.



Internal Controls

Internal control is a process adopted by those charged with governance and management,
designed to provide reasonable assurance about the achievement of the organization’s mission,
goals, and objectives with regard to

e Effectiveness and efficiency of operations,
e Reliability of financial reporting, and
e Compliance with applicable laws and regulations.

Internal controls comprise the plans, policies, methods, and procedures used to meet the
organization’s mission, goals, and objectives. Internal controls include the processes and
procedures for planning, organizing, directing, and controlling program operations as well as the
systems for measuring, reporting, and monitoring program performance.

Relevant Internal Controls
We determined that the following internal controls were relevant to our audit objectives:

e Program operations — Policies and procedures that management has implemented to
reasonably ensure that a program meets its objectives.

e Compliance with laws and regulations — Policies and procedures that management has
implemented to reasonably ensure that resource use is consistent with laws and regulations.

e 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.

e Safeguarding resources — Policies and procedures that management has implemented to
reasonably ensure that resources are safeguarded against waste, loss, and misuse.

We assessed the relevant controls identified above.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, the
reasonable opportunity to prevent, detect, or correct (1) impairments to effectiveness or
efficiency of operations, (2) misstatements in financial or performance information, or (3)
violations of laws and regulations on a timely basis.

Significant Deficiencies
Based on our review, we believe that the following items are significant deficiencies:

e State officials did not implement adequate internal controls to always ensure that resource
use was consistent with laws and regulations as they did not always approve and disburse
CDBG-DR funding in accordance with regulations (findings 1 and 2).



e State officials did not implement adequate controls to ensure the validity and reliability of
data in the IntelliGrants system as the data were not always accurate (finding 2).

e State officials did not implement adequate controls to ensure that funds were always
safeguarded against fraud, waste, and abuse. They used CDBG-DR funds for ineligible and
unsupported costs and did not recapture ineligible CDBG-DR funds disbursed in a timely
manner (findings 1 and 2).



Appendixes

Appendix A

1/

2/

3/

Schedule of Questioned Costs and Funds To Be Put to Better Use

Recommendation . Funds to be put
Ineligible 1/ Unsupported 2/ 1 \\atter use 3/

number
1A $272,459
1B $152,703
2D $300,000
Totals $272,459 $152,703 $300,000

Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity
that the auditor believes are not allowable by law; contract; or Federal, State, or local
policies or regulations.

Unsupported costs are those costs charged to a HUD-financed or HUD-insured program
or activity when we cannot determine eligibility at the time of the audit. Unsupported
costs require a decision by HUD program officials. This decision, in addition to
obtaining supporting documentation, might involve a legal interpretation or clarification
of departmental policies and procedures.

Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an Office of Inspector General (OIG) recommendation is
implemented. These amounts include reductions in outlays, deobligation of funds,
withdrawal of interest, costs not incurred by implementing recommended improvements,
avoidance of unnecessary expenditures noted in preaward reviews, and any other savings
that are specifically identified. In this instance, more than $300,000 disbursed to
ineligible businesses should be recaptured and put to its intended use.
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Appendix B

Auditee Comments and OIG’s Evaluation

Ref to OIG Auditee Comments
Evaluation

Governor’s Office of
Storm Recovery

Ancrew M. Cuamo Lisa Does-Ham
Crrwperew Bwcutve Direcior

Febraary 24, 2016

Kimberly Greene

Regronal Inspecioe General for Auds

LS. Departmest of Housing and Urban Development
Olfice of Tezpecsar General

26 Federal Ilaza, Room 3430

New York, NY 10278.0068

Dear Ma. Giesle

Ths letter bs in eeaporsse 10 the Draft At Repart oo the New Yook Housing Trost Fond Corpoeation’s
CHTFCY) Guaremar’s Office of Stonn Recovery’s ("GOSR") administracon of s Small Business Granes and

Loans Program. We have reviewed the Draft Repoer and app the cpy y 10 sespand in wnting
Parsusat to CDBG regulanoss, GOSR shaukd be affordad the =, i Leanible ddefe 1o fs]
interpretatom of the statuioey rog and the nog of the [CDBG-DR] regulinoas, provided thar

[GOSR'S ] sterpersations are noe plainly mconsistent with the Act sod the Secretary’s oldigaton 1o entorce

commphimnoe with the insent of the Congress as declared in the Act'™ 24 CER. §570.48¥¢) {emphases added). The

regwbstions provide that HUD must not detenmune thar GOSR bus failad 1o carey oo its certifications in

coemplince with reqaremens of the Act (and thes sepulation) unless the Secretsey finds thae procechires and

requirements adopaed by the state ate insufficent to affard ressombie svrnce that activities sndertaken by

units of genenl local government were not plainly wxppeopetate to mesting the primary objectives of the Act, this
sedation, and the stare's devel abjectives.

GOSR created 3 successful Small Business Program that bas, to date, helped appeoximately 1000 small busines
cumore affected by Soperstomn Sandy and Humicaoe lrene, and/or Tropucal Swoem Lee. This Program was
developed = complance with all HUD requirements, sad GOSR stends by s ssterpectation of those
rocresnents. The NY Risng Steall Baness Program bas been very sucoessfil achioving the goal to distribute
desaster relief ud 1o the many cingens affocux! by the sormy,

Background aod Objective
Crevgmatng %4%% nf 5l In MNiw Yok, small busines=es are often 41 e heit of bl cominuntiio.,
provichiog & rocroe of jobs and cootnbuting 10 # stroeges cvic spint and identsey. Many sl brasmessen lack the
necessagy capital to recover froem stoems sed other dissscers. Alming o gt busescsses up wexd raeming as quickly as
peesible, the New York Rising Small Busines Program senders grants of up to $50,00 (ar moee, in cerain
nstances) 10 help replace csential equpenont ar uwentcey, renovate facilities, oe provide working opaal. GOSR
recopnizes the tremendoss dvenity of thew busmesses aod works 1o provide ailored assistince w them. The
talknving opportanities are provided throogh GOSR's Senall Business Geanes and Loans Prograns

Senall Business Granes - All digible Busesess owners may eeceive 2 grant of wp o 350,000 {oe mare if applcant

| e Masch 5, 2003 mgalatbons muade char that S stasbind spplies ey a1 the Saic's mrerpacstion of these soqetmeacats 2 x daoe
Tx the ool mrocenrments thet oodizardy ditrbras CDBG funde 78 Fad Reg, 19129, 14130 (Ve § 201%) ("Pacssser 10 1hic iy 1he
sraacand a1 socThon STLABNC snd The prowivinms ot A2 USCC SI0&(2) well ddwo stk activimes that the Seate carrace et dinccrhy. )

1
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Comment 1

Governor’s Office of NEW
Storm Recovery STATE

Andbew M. Cuoms Lise Bowe-Ham
Gonennar Euncutive Drectcr

meers acdkbeimal elbility criteeia) 1o cover eligible, unmet need 30 cable 2 sorm-unpacted busesess v repur or
replice damaged promerty, aasets, sod inventory, and/oe cover elble woekeng capital expenses

Coastal Fishing Industry Granes - ial and iooal fishing busi as defined by the New York
Deprursment of Envircomensal Conservasion, sy be elighle foc an ackbtianal $30,000 1o cover elighle, vemet
needd 1 ensbile the affected business ta repese or seplace damaged peoperty, sects, ssd inveatary, and/or provude
the wucking capital necessaey 1o hedp the business recoves from the impacts of the stamals).

S | Buasi Grants - 5 ! b s defined by the Program, may be elgible for an addinooal
$50,000 10 cover rmmining digible, unmet eeed to ensble m affected basiness to repae or weplice damaged
peoperty, assers, and inventoey amxd/ar peovide the woeking capital necesary 10 help the burines recover from
the impasts of the etomm{e) md peopare foe the ipeaming cracrm

Ecomomic Hasdship Grants - Grante of up to an addiconal §50000 may be available for applicants with
comaining unmet sead and fackg, severe ecomamic handship, defined as the rrk of Iasmen dosuse oc significant
employment loss

Mitigation Gramts - In cony with ce provided to wm clgible, impacted business that expericsced
phsical desages, » mitigation grant of up 10 &0 sdditional $100000 may ke peavided to reduce the sk of stonm
hamsgpe occarang again in the fature.

(1) HUD OIG FINDING J; State Officials Did Not Always Dishumne CDBG-DR Funds in Accosdance
Wirk Fedesal and Srasr Regulations

2 HUDQIG COMMENT: CDBG-DR Funds Dishursed for Incligible Assistance

i : The Stare cheagrves with this Finding, The Program empbors 4 carefully

P 1 and mulns. pronged approach 1o decumestation collection and procesng, The Saare
previowsly presesied the OIG with documentation of the intemal steps of the Progeam process,
This process inchades four stapes of consecusive documentation review: 1) the Small Business
Devdopment Center (SBIXC) Business Advisor collects the application from the applicant and
vetifies basic Program elighkility: 2) the SBDC Case Manager Lead peefoems quality control/quality
assurance 00 the spphcaon package: 3) the applicstion is submatted to Stute Progeam stff foc
revien and award decermmanon; and 4 a final GEaling saumnce /gy camenl deedh is pedinund
by a senive Programs saaff member before the award & officially approved secd sent foe eavicoamental
review. The Program uclizes an application & checklist, already shared with the OIG, 10
ensure nequired doossentation is collecred. Adchtianally, the Program usizes 3o wncleruriting
review form to detail the stegs 1sken poiar 20 spproval This Form o be found within cech
spproved apphcation file. These checklists are anly two of masy processing steps taken ta ensuce
oght intemal controls ane upheld.

1s additico 10 spplicatice processing, the Program utilines opesatioml support =aff so deaft award
Jetrers that are sent to applicants sexd contain required chowry conditions. This staff coeates these
letzers based on infarmation provided by the State reviceens it b peet of the suppor staffs proces

2
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Comment 1

Comment 2

Governor’s Office of
Storm Recovery

Andeew M Cusme Lisa Rova-Hamn
Coverrar Exwcuttor Drecior

NEW
YORK
STATE

to check what actnotios ane appeoved for funding to ensure that lood insussece = qu-u:d where
applicable

As described in further detad below, the majority of the applications refermmcnd i the OFG™ repoet
were processed early on in the life of the Program. In mstances where the OIG ated dofioenaes m
documentation, the Program has snce: (1) collected the magonity of aecessary documentation and (2)
where necessagy, implemented updated Polices and Procedures 1o emsure that such docsnentnon =
enllected s the future. 1f & a1 not | Jed by apph prve to cdose aul, wheee
noted, sach appheants will be plhoed 0 recapture, and money will be collected pussuant to the
subrogation agreements sigoed by all appBoanes. Please see below for an appbcant-by-applicant
response 10 this portion of the OIG's Finding,

Application Namber: 103.ED-32248.2013

The OIG sutes that s applicent was peovided an swaed, conssting of workng, capital and constucoon
eedsted actwvities, foe which Bood insurance is required. Prior 16 thee sudit, Saare officals were aware of
the mssing decamentanon and contacsed the spplicsat o obeain & ico of flocd ©

g the fundicd related The workey cipiial xosnd peovided 1o the applicaat
canstirnted both mamgage expenses and utility expenses, Dusing the sudit period, the palicy reganding
flood insurance for mortgage assestance was tevised so that this = no Jonger a requirement. Thes change
was implemented after reveaiog the HUD and Nasonal Flood Insurance Plan (NFIP) insusance
rogaranents. As per GOSRYS maery i, age aisistice 15 neither soquisition sor constauction,
wnel therefarne doe pot reguire focd insurance.?

Unility expenses do not require Bood el theretare the intine king capatal pmount of
350000 should be deducted from the ineligible award calcubitice. Further, regarching the requirement of
flood insurance far consenaction related actvaties, it agrpears that the explicit rogpaest, for this particular

spphcane, 1o peovide food e coverage o 100 was accidentally oot ncloded in the woard
letter, even though soted da the applicatice file o 4 reg In andet 1 commuescare the Bood
i s appk the sy to obeain and suinto food suance, wheee

appheabie, u1(|] inchuded in the policy masaal, (1) stanchod hingeosge in all sward lettens (m addinee 1o the
explicn request) and (i) incuded in the grant agroement. A review foe fiood msunmee, where required,
is induded as part of the Progmm's doseout process. 1f the applcant does not provide proof of Bood
insurance peot 1o or st e of doseout, the spplicant may be subject 1o cecapeare of applicable

if the wppl refires 10 puechae the |

F VD COBCG ropdaseer

§ 50805 Natioond Ponsd Timarnnncc Progrars. Notwithssnding S dano of TR appuonnd of the toopuon’s sppdicnton o, w dw o of
wrmis wade umdcr wispant 1) of thie parr ce UL -administered woll cises rocgpicres m Hawai, the date of ndsetbuon of the geetoc's
comsnbbnsad plan, in socosfance wity M CFR paet 910, soosm 2005000 of the Flood Disaser Paotection Act of 1973 {2 LLSC 4106) an)
dhe nprdasoen o 84 CHIL parta 59 thrcugs 79 sppby to fusds provvadod undee this pant 530

NEI Serma A2

ST 0 N Podhoral oo of apeacy shall apguuree snry rmonsd ddebstamec B s0qamnin or Comabin 100 frarpumes oo el afr iy
1, 1975, fur wer i 3y aeca it how Secs shannfiod by fie Adkrarmtrator 3 an arcs having specal fload hacnds silos fhe comeresty in
Whaah each e o snnod s e puariciparieg o the i Sood lesinde Do

3
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Comment 3

Comment 4

Comment5

Governor’s Office of NEW

Storm Recovery STATE

Application Numben 103-ED-31974-2013

The OIG staes char $50,000 was awsnded ro this applicant withous requined flood swarance and without
proof of demage. Howeves, 15 noted by the O1G, the Ste did mot require food insurance for this
applicent becase the fieas funded far sepairs were oot locared in an insurable stroctore. Therefore, the
ez (power posts wnd dervewsy repaies) are not eligible foe Bood insurance coverige. and coverage was
not e

Proof of damage is documented in several phiass m this applicaice. This inchodes Program inspecoons,
which noted buiking damages and several foet of Booding. The scope of the Program inspecticas are
fimited to building dameges anly (not accessaries or non-buikling stractures located on the peemises,
wlach wouhd wchele tee power pusis sl deivessy ), Grevefoe e puosen posts sl durvway g
would wot have been induded = the Program inspectices. Additionn] proof of demage supplind ichsdes
presaarcs of dead sharube snd pictures af the p-(pul\' ewechired with sevenl feet of wacer, which, when
coenbinnd with the Prograrm s e conclusion that power poses (pemsanently
affixed 10 supply power) and daveways woukd Iuvr been damaged i the stoem. Repairs of the power
posts were completed i Apel 2013 and the svoece for dnveway sepais e dated May 2013 and verified
via phooe 2« being paid in foll. The timing of these repeirs (Spring 2013) furthee supparns these repairs
are a result of stoem damapes, as it i reasonable to assume che repains would be made after the winter
sezson and i advance of the business's mam nevenue generation peood [sumener. Fusthermoer, the
comts were incurred loag befoee the sppbcanon was submined to GOSR, which was in March of 2014,
supportay that the npair costs wire neaded and 1 without the exp jon of recerving assistance

Application Number: W3-ED-916-13

The OFG states that fuschs awmnded for cramer’s wages were provaded cootrary 1o the Program's policy.
The fiest final version of the policy wae rdeared i Fbmasry of 2014, and thas palicy vessicn eeflecied the
revised warking crpital pabey ased in the OIG report. The policy appbied to the woeking capiral anaed
for this sppkcant wus che June 2013 draft policy that was provided to the OIG durng ther andit. This
deaft pokey was beng unlized intemally poor 1o the Febeuary 2014 polbicy, In the June 2013 veeson of
the policy mamunl, there weee 00 testeicnans oo ol eh)hlc warking capital sss=zance or incdusion of
Lustross craner wapes i the cakulatoa.

The applicitive was spproved in fall of 2013 and the fall 100000 pagpmens wis provided m Seprember
of M113, well betore the implementation at the Febeuary 2013 policy. As dugh, e Worklily Cganl sward
of $100,000 and indusion of the business cener’s wages was aliroble.

Application Nember: THED-33467-2013
The OIC seates that Sood i " 1 far | leeated in 1 flood zone. During the sudit

penaxl, the pabey regand 1 t‘ho:l e s nvvined %0 that this & na koot 4 requirement
for moegage sssstance. This (hugc was amplermented after revisiting the HUD and \:mml Flood
lnsumaoce Plan (NFIV) insurance requirements® As per GOSR's P ., T -

01 soquistion of coestroction, sod therefore does pot cequire Bood insurance. Therefors, the

! o refomanes o footmo 2

4
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Comment 5

Comment 1

Comment 6

Comment 7

Governor’s Office of
Storm Recovery

Andeew M Cusans Line Bows Hatt
Governar Eancutve Direcion

applicant’s anginal weand calculacion for $50,000, ueleing moctgage exp is and will nee
reqare flood insurance w0 be provided, The ahemative property tax ealcalition foe the working capitsd
woard therefore no loeger applies ss the anginally calcabited award & eligible and in compliance with
Progesen gutdeles.

b, HUD OIG COMMENT: COBG-DR Fusds Disbursed for Unsupporied Costs
GOSR RESPONSE: The Seate disaprers witl: this Frcling, As 1 the above nesp Y
the Pragraen utilizes extensive intermal controls to ensuce that required docurnensation is collected

o d. Should sdditonal doc be needed upon the State’s ceview, the SEDC Case
Manager Lead motgned o the fik s sabed o rogocat the peatinest docsncntanon fooen the applicant
i & timely manner.

As explained in bether desall below, for each of the applcants referonced o the O1G neport as
rveeiving funds for unauppomed costy, it is GOSR's position that docomentance in the applicant
files suppocts the woand amounts. Please see below for an applicsst by applicant sesponse to thes
pomam af the OIG's Fndiog,

Application Number: 103-ED-483-13

The OIG sraces char funds for & vehicle and foddift were desbussed 10 this applicant withowt sdeguare
prsaf of bove, Hewoviern the (e conteing wevensl items dosumenting bath soanendagy of and damage o
these tems. Specifically, the socept showing the anginal parnchase of the forkit i Apal 2011 is
proveuded in file. Regarcing the vehicle, the applicant did contee to cem the vebacle through 2013, as
evidenced by rogizration and several repair receipts for extensive repair wark 1o the vebacke in stremprs
0 continue ms operation, whech is also mcloded i the applicant’s file. Fuetd the spphcant
provided documennatico of floodieg demages, inchucing property msursnce reparts and phosas, which
was venbied by GOSR Inspecoans, and whids soted mose than fous fees of fooding throughout the
propeny. When combined, the sepair bilks, propeety dasrge, and property usasrance: reports asnd phoeos
sewsonshly suppoet that both the forklift and vehice sene damaged a5 2 resak of the stoem.

Applicatson Number: 103-E1-32593-2013

T pparsting soenpany and hobdeg company cited in e O1G3 repar are under Coismon ownaship.
The operating company filed an apphicasan; the holding company did noc. Based oo peoof of damages
(ie. Progoam inspections, pactures, sod twown appeovaks for sepair woek), applicat-suppliod sfoematon
redsaing 1w pes, and b t nated m the Ble, o & cenonsble to determine thae funce

fram the helding company may have been temposanly soed ta sspport roovery of the operating
compasy.

Specifically, the appicant repoeted that dursag, rebuikling of aperataes, the bassness operated with 23%
of tonl capacry foe two moaths, and at 50% of capacity after three manths, with financial effects on
both the sexl etexing busi Addnanally, che sppbeant noted that $745,000 in damage
was caed to the resaurant and s cootents (inchading the descnuction of 2000 squase feer of drsng.

5
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Comment 7

Comment 8

Comment 9

Governor’s Office of NEW

Storm Recovery STATE

ek, 100 linea feet of bulkhead, and 1,300 suare feet of the buikding. ws well 2 clectrcal vanng,

Lxuth sod plambing). The applicant sk reparted chat five feet of wter etorad the buidicg, and
Al achinery wis destroyed. All cooking esquip peration, dishwashing machines, tables, chairs
were Ao destroved, as well 45 computers, the socuny system, and all plazes, siverware, serving wicnsals,
glassware, and ab service it 1o serve the business, Wine and aleobal imventory Josses tomaled

SBO00, Laosses inchucked all aales foe catering ($230,0001) for 20113, chae 3 eebuiichng these areas of the
operioan,

Ln the of %, company’s 3pps the lesses are all anributable to the cperanag company (Le
woeking capual and machinery and esquiy 1@ suss the op g business). Recepis for
replacement/ eepair were provided and reirmsbrunied 1 the apphicanc. Furthermeare, i the venficanon of
hemebts review, both the opemting company and the helling coenpany wene 1 rogandaigs recelpt
of assistancy from other sourees, 1o reduce poesible sosroes of additiceal benefies. As the holding
commpany did not apply foe sssistnce froos GOSR, duplicasive anshisoce weilzing CBDG funds wae net

L s

Application Number: 031-ED-32263-2013

e policy defted for home-bessed busincrses was designed to identify busmene in which the majoney
of » propetty i ueikzed for residensial wse. T the coe of a Gamily fanm, such 31 thse onc operaced by this
applicat, the majosity of the property is foc coenmercal use. The property as noted by the s soll is 133
neres, e the home’s square footage of 3,543 squase feet, a5 documented o the applicast’s housing
application peogrn inspectioos. equates 10 less than 1% of the hand betog attnbuted o neadential uses,
Based om the ssteliee image a8 the focdphan map that s part of this spphcation, the applicant actvely
wses the property far bacnens operstions of farming hay, oising ek, and logzing wood. Lo addition, a
home office is noted in the applicant’s howseny sppdcation progrim wep (ehis partion of the
applicant’s hoee was not provided assistames by the Housing Program). Consilering the satuee of this
prlucant’s L (33 Ak to assume the bome is utlized for basoess operstions relased to the
farm, which accounts for the overahelming majeeity of lus property.

Repaniing the disbursement of fands for the machisery and equipment, the OFG st that “Progaam
disk not venify whethes the sppbeant purchased tonks sdsind 10 logging and famming listed an the
cxtimased quises asd whether the paces Bssed remained valiid mare than a year hiter™ Swe O1G Repoet,
p 7R In ackdition to the anginl eimace, the applicant provided groof of purckase teceipts that were
reviewed price to disbanemens. The documentanon provided showed sa averape increase of 8% as
compared to the oniginl invoice. The disbursement of machinesy and ecpepenent fundk 1 the pplcant
was linuted 10 the cagial invoice provided.

Application Numben 05%-ED-31493-2013

GOSR seached our o the applicant v obeain cogres of f fixmee and equy §

previously funded by New York Business Developeent Carporatice (NYBDC), In the initisd kwnch of
the Program (and theouph Junsary of 2014}, NYBDC was dhsrped with reviewing, chosing, callectg, oost
docemeneation and dishutsing funds for Program sppheatoen. The gpplicant providedd additiceal
docummeaaton thus far fo the amovar of $3637 35 ta suppot £ fixture and equip y

6
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(B217246 for camprater hand drvees $504.97 for an office chair; 336206 for trock repaars; and $506.34
foe forklift repairs), Regandng the repair wack, the applicsnt’s Program Inspection nosed completed
repairs in excess of $31,000, far beyoad the funded $13836. Regarding support for the $13,836 of
complesed repair work noted 1 the OGS separt, this fas veceipts foe $13,018 Bave beens recevid by the
Prograns. GOSR has soqoested folkore up recapes regarding the comaining $318, of the aver $31,000 of
camplesed ancd docuesented repoins by the apphicant as noted m the Program inspection

Application Number: 031-ED-32216-2013 & 071-ED-32272-2013

The OIG states that Program has failed to venfy the source of farm incame foe theese two applicans.
The Duplicanian of Benefies Affadnat, which ams completed by both applicants in lage 2013, is where the
spplicants would have disclosed any disaster assstance seceived from the USDA dursyy 2013 Per VOB
policy, the Progesen coafiems all dats foods (NFIP, SBA, et¢) and all discosed sources of sssestance via
the Afficvx and supparting documentatice @ advance of an award and cnce agan at closecat (if moce
thsen 90 chiys has prassex] between the inital VOB and the chaseout of the fike) 1f identification of such
ansistance woukl e beon deemed a duplication of benefits, the appbeant woold be subject to possible
recapture of funds

However, the Prageam has confirmed thar the §6,155 recaved by 031-513-32216-2013 from che USDA
was foe crop lasd schabeitation, which s nat i elighile Program actwvity. Since the Progmm swarded the
applicant funds ar crap loases, this andstance wax not depbeative

Further, of the $35, /15 rocewvnd by D7/ 1-E1-8220 2201 8 boen the USEIA, $28 835 was foc 2 2010 deaster
smnchited (o Irene, Loe, oc Sandy and §6,530 was for crop land rehabdittion, noe crop bosses as ssssted
by GOSR. In 215, the USDA confimed that no crop loss pavments were issued 1o chis appheant
212 GOSR has also confirmed thar the USDA did noe provide any addinoeal dissster papments
received by either of these appleants. Docuenentarson related 10 these ioms o incudid in these
apphicant fles

. HUD O1G COMMENT: Inadequate Verification of Duplication of Bemefit

GOSR RESPONSE: The State disagrees with this Fnding, The OIG states that GOSR “dd et
wedequately venfy duphoate seristnee™ Ser Q16 Repory, po 2 The Program bas developed an
extensive venfication of beoefits process, which cuerently indudes the unlizstion of in-house
venificanon of benefies specialists. Prioe ro awarciog an applicant, sl files revetve = thosuugh ininal
venbicanon of benefies check. As sn addisanal contnd, 2 secondary verification of benufits process
is implemented peice o close out of an applicent file. 1 the first check was perfoemed moee than 9
days [roen the tme the file enters 1o the chasenat process, the secoodary verificacian of besefies
check i perfoomecl. Thus, the majodty of files will recerve two venfication of benefits checks.
Furthermoee, some files receive additional checks beyond these two of the Paogram decen it
sppropriate and necessary. The venfication of benefits peccess mooeponsies & quality

assumance/ quality control fimal review of all verificatson of benefits checks 4o camre that processes
wnsl procedures are bemng followed, and 1o avced any ad errors. Vet son of bosefi
specialists suboue their woek for eeview by a quality assusance/quality comtrol specialist befare famal

7

75 Busver Street | New York, NY 10004 Recovery Hofine: 1855 NYS.Sandy | www.slotmrecavwery my gov

27




Comment 11

Comment 12

Governor’s Office of NEW

Storm Recovery STATE
submession.

Specifically, the 01Gs roview includid two appliciats who did not file ao msarnce clim. As
peevicusly stated to the OIG, GOSR does not bedieve thas this constituses an “wvlable bensfic” foe
the pueposes of dephcaton of benefits calaulation. 76 FR 71061 requires a gransee 10 emman:
secbtance b peavided 1o appliceats that have 1 need for divaster secovery, caly to the extent this nead
i net Fully met by other sssscance, icluding other svailable benefin,

76 FR 71062, Paragraph TV(B) imatrucss grantees 10 determine availible benefits by (1) sdentsfiing “all
assistance received” by the applicast ansd (i) identifyiog “reasonbly snticpated sskunce’.
Ressonnldy mntivgaied assistms inchaks “anistaoce char hay boen swardod, but has nis et iven
secerved” wnd does pot inchade famds where the “souece and/or amount i wdeGome.”

Having ssusance covensge withose having filed 3 dasn does not coestinure “availible benefit™
because (a) axstrnce has not been roceved by the appeant, () has non been Jedd s
the applicant, sod (¢) the amovat of funds that may have bees guid undes such coversge i inde e
Because 76 FR T1062 requites inquiry only inso available benefie, and insurance covenge without
having fed 3 chvim doex not constituse wsdsble benetit, GOSR in ot requieed 1o sgpare further
nto soch insurance coversge.

1 the applicant ultimtely elects to Gle 3 dam ander such insarnce coverage and nocaves
duplicative benefits, COBG-DR funds granted 1o soch sppbeant weuld be subject o the subevgation
that each applicant is resuired to sgm.

¥

Les segaends 1o the two farm b s d above, althaugh the Program was oot able to venfy
benefits received price to disbuarsement of the awnnds, the award ascunts were verified prior to
chisecet. Ar noted sbave, Program spplicanons undergo 3 verificatioa af benefits both peoe to the
wwand agrprarval and then agsin s o doseout (provided moee than 910 days has presed since the
matial verification of benefits win cuenpleted and the file is digivke to be dosed out). Due to
Progmm operations s timing related ta processing spphcatives, the overwhedmang meganty of the
Peogram sppbeations will receve ton venfication of hesefins teviews. The second neview inchades
confirmanon of all available data soarces ad applicent dsdosed sources of sssszance to confinm
whether there bas been any change in the amount of asistsnce receved. T che event thar the
sevond vertficaon of benedits eeview denotes different mformation than the initial ceview, the
change is reviewed againat the spplicsar’s sward 1 determine if sy duplication of beoefits may have
oecurmod. Im the event 2 possible duplicatson of beuefits is identified, the applicstion will be seviewed
to sentufy potestial addtsoml dighle actvities aedd/ar be rubject to recipiuce.

As such, Recamumenidagions 1A, 10, 1€, and 11 have been addressnd and o further scon &
reguired
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(2) HUD OIG FINDING 2: The Preliminary Award Program Was Not Sufficiendy Reported 0 HUD

and Funds Disbursed 1o Incligible Busi Were Not Recaptured in 2 Timely Manser
& HUDOIG COMMENT: Prekminary Award Program Not Safficiently Reported o HUD
GOSR RESPONSE:

The Saate disagrees wath thes Finding, The Pedimeary Award ininaerve was bunched in 2015 30 an
el 1o dad nall Busineses is peoardlly i poasible. The Prelendingy Avded alued il pplicant
10 prroide a subset of the full spphbeaton docamentatian in oeder 10 recave 2 $10,000 Pedinsasary

.\v.nd wlnrh war condinomal upon completing a full progrem appacitoo. The Preleminary Avand

haded pemonal oot om, 3 wotdied check, x W-9, an electrome deposst fonn,
Cernficanon of Proiminary Awand Elgihility {which inchaded sdf-certification of maor full
applicanion ekgibility recpuwements}, aod a signed Pred y Grant agr Each Prd Y

Award applicant sbso recesved an anti-fewsd, waste, and abuse check and spplicarion quality

assusnce/quality contral reveats).

As required by the March 5, 2013 Federal Register Notice, the Stase’s Action Plan describes the
eligibulity coitena to receive and mainuin the full award (of whach the Pockeninary Awwrd is n
subcompaonent), the cdigible applicanss, the nasional objectrve, and the Program budger. Whie the
il d o differ b the Prel v Awed and fall grane
applicstion, it s comsbstent with what is described i the Actian Pho. The ALALY LYPe,
ehigihle sctevity, and elgible applicats xre decnbed in the Actoa Plas The businewes were
mocpannd 0 certify their elighelity and execste x grant agreemeont as part of the Proimesary Awand
watiative. The gramt agrevment notes that the “grant & provided ae eardy stage, beidge funding for
certmn Ssorm-related] business expeoses wisle the Business compleses its application .. the Grant may
be used 0 pay for Scorm eelated expenses which bave internpied, oe threaten to interupe, ool
b.mcn apemtions, oe whech have compeled, or theeaten 5o compd, the lkmums 10 foego bussess
and/ar 1o dedicate Lane sod w i
thar nrummny applymg for ansistance and ather Ssoem troovery sctivites...” Tt uu—xlml thas the
Preliminary Award gramt mitiative served the same purpose ws full applcatcn pmn (micking 1
ereantnl recovery nesds), wae 2 eul e of full app grante, and wae n necsreary
measuce 10 provide ciocal assseance in a amely manner. The descripicn of the Saall Business
Progoeen i the Action Pln inclades the infoemation reguired in the Federal Repister Notice,
provides pecessary infoemanon sbout the ehpibility of the Progeam 1o applicants, sed sofonrs HUL
abaur how GOSR intends 10 use the COBG-DR funds. The Preliminasy Award inithatve was sade
svadable 10 small businescs untd May 1, 2014,

The Pediminary Award prant iutsitive s described sa the Program's Pobey and Proceduses smanuak.
HUD ke reviewed these manuals, snd the Pobcy manual &= svaiiable oo GOSR' peblic achsite
Dhazing HUD's mooseariog visit in Febnaary 2014, the Saate provided HUD & copy of the Febroary
2014 Seall Business Recovery Program Policy Manual Section #,1.2,2 Prafoveary Aswnd

Jeviwioy cleardy descnibes the pature and estent of the Prelimenary Award initiative,

9
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In addition, to further support that the Preliminary Awsard initintive aligned with full Program
application assistance in necessity and scope, the February 2014 Palicy Manual notes, “rotal Frogram
assistance available 1o cach Business Oraner will be caleulated et of any Preliminary Award payment
received”. Thus, the Preliminary Award was factored into the full Peogram grant calculation and
sesulting remaining dishursement(s). Beyond providing background into this mitative, the February
3014 Poliey Manual details the sandacosy document requirements for subimittal by the small
Tusiness to the State, a5 well as the definition of the Preliminary Award intianve. Correspondingly,
the February 2014 Procedure manual, which was also provided 1o HUD, documents the prescribed
procedures perfoemed by staff reparding the mamsgement of the Preliminary Award initiative.
Providing financial disaster recovery assistance to eligible businesses was, and continues to be, the
oain pronty for the Progrmm.

As such, Recommendation 24 has been addressed and no further action i required
HUD 016G COMMENT: Weak Administrative Controls Over Program Operations

GOSR RESPONSE:

The State disagress with this Finding. The Program wiilizes both the system of recoed and internal
tracking sesources Lo monitor Peogeam operations in relation 1o application status and progress. The
Progeam has mutinely been able 1o provide meteics rebated to the status of both Preliminary Award
and full award applications, CGGOSE routinely reviews the Program for opporiunitics o increse
administrative controls theough data aalysis and comparison, application reviews, and oversight of
genetal Program progress.

The OIG states that “State officials did nor follow the cuoff date o submita full application.” Ser
O1G Report, p. 12, As previously mentioned, the Program serves only small businesses, with the
main foeus on providing eligible businesses much needed disastez pecovery sssistance. Many of these
mam-and-pop shops lacked the necessary capital to recover from recent stoems and are especially
wuliezable o the impacts of manmade and/or natural disastees. Dhe o the nature of the Program’s
application population, in oeder to facilitate the highest amount of suceess, the Program extended the
deadline o submit a full application. This ime extension permirted this husy and hardworking
population 1o gaher required docementation for submittal and processing. The Program did hold a
deadline for the full application submission, which rezulted in some of the Prefiminary Award
population being forced into the recapture process, bat no doubt less than would have resulted if the
extension had not been granted,

The OIG additionally states that “these were no specific written neview procedures 1o follow the
staae of the Preliminary Award recipients.” Sa O1G Report, p. 12 The Program previowsly
provided the O1G with a copy of the Febrary 2014 Procedure Manual. Wichin this manual, explict
procedures are listed for the processing of the Preliminary Award application, as well as the resuling
full award application. All full applicatsons subeitied 1o the State are tmcked intemally, peoviding
clear insight into the status of romining peeliminary award recipients yet 1o have submitted a full
application,

10
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Finally, the OIG states that “there was no evidence of an intemal tracker 1o monitor the delayed
progeess in Intell:iGrants.” See OIG Report, p. 12. The Program has always had close oversight on
the Preliminary Awazd population, both those that successfully submiteed full applicasons and those
that did not. The intemal tracker utilized by the Program has documented all Prelimimary Award
recapture applications, as well as the date they were determined to be slated for recapture.

In response to the specific applicants referenced by the OIG (S OIG Report, p. 12y

®  “The owners of 4 home-based business received §70,931 for repair of the house from the
NY Rising Housing Recovery Program and also received a $10,000 prefiminary award in
February 2014, However, as of December 1, 2015, there were no business-related
documents, such as tax retums or proof of loss, and no receipts in the InteliGrants system.
The applicant document checklist in the IneeliGrants system was last updated in Apnl 2015,
and no further action had been tken. The status of this geantin the IntelliGrants system
was “face value review,” which showed that SBDC staff was reviewing the e to collect
documents and put together a request for assistance.™
o GOSR Response: Upon full implementation of GOSR's recapture procedures, any
files determined to be subject to recay wall be ferred to the applicabl
recaptuze status in IntelliGrants and sent any corresponding notification.

*  “One business was determined to be incligible on November 24, 2014, because the applicant
failed to provide proof of legal residency. State officials sent out the recapture letter on
January 21, 2015, Howevee, as of December 1, 2015, the status of the business in the
Intell:Grants system was marked ‘face value review” rather than ‘not eligible.™
o GOSR Response: Upon full implementation of GOSR's recapture procedures, any
files determined to be subject to recaprure will be transfereed to the apphicable
recaprure status in IntelliGrants and sent any coeresponding notification.

*  “Two businesses were inehigible to receive grant funds because thetr gross sales amounts
were less than $25,000 in accordance with the small business policy manual. State officals
made the mebgble determination for ane business on Apal 6, 2015, but had not nodfied the
basiness as of December 1, 2015. Further, State officals had not reviewed the other
business, and the current status of this business as of December 1, 2015 was matked ‘face
value review,™

o GOSR Resp Upon full imgpl son of GOSR’s recapture procedures, any
files determined to be subject to recap will be ferred to the applicabl
recapture stats n InteliGrants and sent coreesponding notification,

As mentioned in “c” below, a5 of February 2016, the State f liy launched the I process.
As Preliminary Award files are formally entenng this process, their IntelliGeants statuses are being

11
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transferred to a “Tayment Review" status. Ths s the sccusste status bor thas popalahion; Bowevis, i
mentaned below, the recapture process took careful comdderation 10 lsanch. As soan ws ths
proces wax apersticealized aad the stans wis made mvailable, the Fns see of Pecliminary Awsnd
recapture applicants vere converted (o this stats i loeBGranes. Ultimately, all spplicmts that sre
noted for recaprare in the Senall Business Program will be encved into this stasos

As such, Recommendation 28 has been addnesad and a0 further action is required.

. HUD O1G COMMENT: Insufficsent Recaprure Policy

A .

The Seate disagroes with this Finding. Fisst, the Program took extersive meassnss 10 aotsfy
Prefiuvanary Award applicants of the requirements to ccenplete the full application process. Thee
mewsures ressltied in appeasionacely 330 small b successhully comverteng from Prelminacy
Awards to complete awards, A small number of busisesses did not comply with the roquired
mezsures and GOSR bas began transferring them w0 recaptuee. However, GOSR proceeded
respoessibly by attempting to maximize the number of businesses elgible for the Progeaen, ratber
than peemacurely staromg recapture effocts,

Second, understanding that recaprure is  common, yet complex, component of disaster ssastioce
progeam opentivas, GOSR has spent considerable effort 10 develap & comprehensive and
thoughtful recapeurs proces. At all tees, the Program has operated 3 rystim that has embk\_!.u w0
track applicants thac are potentially in recapiue so that these effors, when commenced, are cfwicns
ansel tapeted ar the complere universe. GOSR began a concerted effort 1o secapture the Preliminary
Awands from these applcants starting Pelsnury 16, 2016, and it 3s expected that all of thee
applicass will have received recapture Jettors by mh-Manch.

Of the 36 recapture files noeed in the OIG' repart, 12 are currently in the “Payment Revies™ stans
in letedliGeants, $ of the 12 were sent recapture Jetrers o6 Februasy 16, 2016, 4o the resuining 7
were ment recaptune letters on Fehnary 24, 2016, The remaiming 24 are currently being processed
il are expected 00 be tramsterred w0 “Paymest Review™ and to receive necapture lettors m March
2016,

I mrepiuncs 1 epevific printe raed by the OFC (S O1G Repoet, p. 15-16). please see belows

®  “One business receiving the pecbminary awand funds was debarsed by the New York State
Depurtment of Labar. This infarmation was verified oo May 22 and July 14, 2014, and the
final inchgible devermesaton was wade on Jaeary 23, 2015, but Stase officiads had ot
nocified the bosoess.”
o GOSR Response: This business is scheduled to be transferred 1o “Payment Revies™
ol t be sent 3 recapiure ketter in March 2016,

o “State alficads sent oot the cecaprure letter to ane business oo Januasy 21, 2015, followed by
thye ineligthdliy determination on Seprember 23, 2014, becwase the applicant received
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Indiisgnie inomey Far lwo cary that were clamed s 2 sgubicant loss and used to supporn rae
grnt. However, as of December 1, 2015, Stare offictals had not begun collecuon offarty,
and the $1 ) eemasned outstanching
¢GOSR Response: As the State hes since formally hueched the secaprure peocess,
fuether notficanon and collecton effoets will be underoay,

*  “Sare officals Jost contect with 4t Jesst two businexses while wsnting for the businesses w0
sibrrst regared documentanon, Speafically, one business was no longer a2 the addeess
hrted, and the phone number for the other business had been desoanccted. Seate officiaks
Bad not sent tecapiure letters o exther business,”

0 GOSR Responsis The Seare’s recapture department will bandle aoy files that requae
mvestiganon,

As such, Recommencdacions 2C and 2D have been sddressed snd no fusther scsan s seqquiredd.

Should you sequite further infoemation, plese feel free 10 contict me va onail at
f Letummmeoers s g o by phone at (2124804624

Ny TG

Lia Bova Hinkt

Fxecutive Director

Ce Dansel Greene, General Counsel, GOSK
Nartabie Weight, Depraty Executsve Devctar, GOSR
Mangaret Egrrtsco, Tnteren Dinector, Small Business Recovery Program
Jane Brogan, Policy Direcrar, GOSR
Cassie Ward, Interam Darecror of Moestoring & Camplance/Senior Counsel, GOSR
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Comment 2

Comment 3

OIG Evaluation of Auditee Comments

State officials disagreed with the finding and stated that the program employed
and implemented a multi-pronged approach to documentation collection and
processing that includes various stages of review. State officials acknowledged,
however, that the majority of applications referenced in the report were processed
early in the life of the program, and where OIG cited deficiencies in
documentation, the Program has since collected the majority of necessary
documentation and where necessary implemented updated policies and
procedures to ensure such documentation is collected in the future. However, our
review of the sampled applicants’ files, which disclosed several deficiencies,
covered the period September 2013 through March 2015; thus, our review was
not limited only to the early phase of the program. Further, the report reflects a
snapshot in time based upon the results of sampled disbursements and assisted
businesses during the period of the audit scope. Any information provided
concerning corrective action taken subsequent to the completion of the audit
fieldwork that we could verify has been reflected in the report; otherwise,
verification will have to occur during the audit resolution process.

State officials stated that the requirement for flood insurance for assistance with
mortgage expenses was revised during the audit period to no longer be required.
However, no such statement or revised policy was mentioned or provided during
the course of our fieldwork. Further, state officials acknowledged that proof of
flood insurance should have been obtained, and if the applicant does not provide
such prior to closeout of the grant, the applicant’s applicable assistance may be
subject to recapture. Therefore, we maintain the position that State officials
provided $97,459 to the applicant contrary to Federal regulations®.

State officials stated that $50,000 was awarded for repairs that were not located in
an insurable structure and as a result, flood insurance was not required.
According to the officials, the program inspection scope was limited to building
damages only, therefore, repairs related to power posts and driveway were not
included in the inspection report and assumptions of damage were made. While
repairs related to the power posts and driveway were not eligible for flood
coverage and coverage was not required, the officials did not provide an
explanation for not providing the award for the building damage, which is an
insurable structure. Further, State officials did not obtain canceled checks as
required to support that the applicant had incurred the expenses. Instead, officials

6

The National Flood Insurance Act of 1968, as amended, and the Flood Disaster Protection Act of 1973, as

amended, 42 U.S.C. 4003 defines financial assistance for acquisitions or constructions purpose as any form of
financial assistance which is intended in whole or in part for the acquisition, construction, reconstruction, repair,
or improvement of any publicly or privately owned building or mobile home, and for any machinery, equipment,
fixtures and furnishings contained or to be contained, and shall include the purchase or subsidization of
mortgages or mortgage loans.



Comment 4

Comment 5

Comment 6

Comment 7

verified over the telephone with the vendor that the incurred expenses were paid
in full. Regulations 24 CFR 85.20 (b) (2) require that grantees and subgrantees
maintain record that adequately identify the source and application of funds
provided for financially assisted activities. We also noted that one invoice did not
appear to include repair costs pertaining to the power posts or driveway related
items and instead detailed items related to a boat docking marina. As a result,
$50,000 was considered ineligible.

State officials stated that the application was approved in the fall of 2013 and the
$100,000 disbursed in September 2013 was in accordance with the June 2013
draft policy. However, the State’s action plan, dated April 2013, provides that the
business must have suffered eligible uncompensated losses as a direct result of
Hurricane Sandy, Hurricane Irene or Tropical Storm Lee. Our review of the
documents in the applicant file did not disclose that the applicant suffered any
physical or economical loss but suffered business interruption (power outage for 5
days). The June 2013 draft version of the State’s policy requires the financial
analysis of business operations to determine the working capital need and states
that the applicant must have applied, or will apply, for all other disaster recovery
assistance funds available through the Federal government. There was no
evidence on file to indicate that such requirements were met. The State’s
February 2014 policy reflects a simplified working capital award calculation,
tiered funding based on the damage and limited assistance to $25,000. Therefore,
the $75,000 disbursed was considered ineligible.

State officials stated that the applicant’s original award calculation of $50,000 for
the mortgage assistance was allowable and would not require proof of flood
insurance. We maintain that flood insurance is required per the Flood Disaster
Protection Act of 1973 (42 U.S.C. 4012a) (refer to footnote 6). State officials also
stated that they have removed the property tax calculation from the working
capital assistance award. We had considered $27,000 as an ineligible cost that
was related to property tax assistance, we revised the ineligible questioned costs
from $27,000 to $50,000.

State officials stated that the applicant’s file contained several items documenting
the ownership, damage and repair of the vehicle and forklift. Review of the April
2011 receipt for the purchase of the forklift detailed a handwritten invoice from
the vendor for a pre-owned forklift without further detail. Also, it appears that the
vendor operates a marine repair business and is not an authorized forklift dealer.
Therefore, the authenticity of the handwritten invoice for the purchase of the
forklift is questionable. Further, the damage to the vehicle was not considered
significant by the insurance company. The documents and pictures related to
proof of loss did not support damage or loss of the vehicle and forklift.

Therefore, $98,378 is considered unsupported.

State officials stated that the operating company and holding company were under
common ownership, and that the operating company filed an application for the
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assistance and its holding company did not. State officials assumed that funds
from the holding company may have been used to support recovery of the
operating company. As noted in the finding, State officials disbursed $23,412 for
the items purchased by the holding company and there was no evidence to support
that the operating company reimbursed its holding company. Since the items
were purchased by the holding company, we conclude that the operating company
did not have uncompensated loss or unmet need The Stafford Act, and 76 FR
71061 (November 16, 2011), requires grantees to ensure that assistance is
provided to a person having the need for disaster recovery assistance only to the
extent to which this need was not fully met by other assistance. As a result,
$23,412 is considered unsupported.

State officials stated that the majority of the property pertaining to the family farm
operated by the applicant is for commercial use, the size of the home was equal to
less than 1 percent of the land being attributed to residential use, and it was
assumed the home was utilized for business operations related to the farm. Our
review of documents on file did not provide evidence that the home was actively
used for business operations. Copies of the applicant’s tax return did not show
the applicable percentage allocation of the business use of the home. As a result,
the provision of $16,926 for working capital to cover mortgage, property tax and
utility costs pertaining to the business use of the home is contrary to IRS
publication 587 and the State’s policy pertaining to the working capital
completeness review.

State officials stated that in addition to the original estimates, the applicant
provided receipts for proof of purchases. However, the $9,375 disbursed in
November 2015, and the additional $1,770 approved for disbursement, were
based on outdated estimates from February, March, and August 2014 and there
were no proof of purchase receipts. Regulations at 24 CFR 85.20(b)(6) require
that accounting records be supported by source documents, such as paid bills,
canceled checks, payroll and attendance records etc. As a result, $28,071
($16,926+$9,375+$1,770) was considered unsupported.

State officials stated that they obtained additional documentation from the
applicant. We have reviewed the documentation provided on February 29, 2016
and determined that the additional documentation included some duplicate
receipts that we had already considered. Nevertheless, we have adjusted the
unsupported amount to $2,842.

State officials provided documentation on February 29, 2016 to show the
questioned assistance was not duplicative. We have verified such and therefore
have removed reference to these two applicants from the final audit report.

Based on the State officials’ explanation, we have removed the deficiency related
to inadequate verification of duplication of benefit from the final audit report.
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State officials agreed that the program did not verify benefits received prior to
disbursement of the awards to the two farm businesses. State officials stated that
due to program operations and timing related to processing applications, the
majority of the program applicants would receive two verification of benefits
(VOB) reviews. The State’s VOB policy, drafted in May 2015, requires
confirmation of all sources of assistance disclosed by the applicant. However,
State officials did not require the program to review the various source of income
reported on the tax returns. It was not until we questioned the source of the
benefit amounts that State officials realized that the two applicants received such
benefits from the USDA. These benefits were not disclosed in the Duplication of
Benefits Affidavits completed by the applicants. This demonstrates a weakness in
the State’s VOB procedures. However, we have removed related discussion from
our final audit report as it is immaterial for reporting purposes.

State officials disagreed that the preliminary award program was not sufficiently
reported to HUD and stated that although the initial documentation requirements
between the Preliminary Award and full grant application were different, the grant
initiative was 1) a subcomponent of full grant application which was described in
the State’s Action Plan, , and 2) described in the Program’s Policy and Procedure
Manuals, which were reviewed by HUD during HUD’s monitoring visit in
February 2014. Accordingly, we have removed any discussion pertaining to the
preliminary award program not reported to HUD from the final audit report.

State officials disagreed that there were weak administrative controls over
program operations and stated that they could routinely provide metrics related to
the status of both preliminary award and full award applications and reviewed the
program for opportunities to increase administrative controls through data
analysis and comparison, application reviews, and oversight of general program
progress. However, as noted in the report, State officials did not successfully
assure that all preliminary award recipients applied for the full grants and the
funds disbursed to the businesses which failed to meet the requirements of the
program were recaptured in a timely manner.

State officials explained that due to the nature of the program’s application
population, the program extended deadlines to submit a full application and they
had a cut-off date. However, the cutoff date of December 31, 2014 in the Small
Business policy and procedure was not followed.

State officials stated that the February 2014 Procedure Manual listed the
processing procedures of the Preliminary Award application and the resulting full
award application. However, the updated March 2014 Procedure Manual and its
subsequent Procedure Manual did not include the same processing procedure for
the Preliminary Award application. Further, there was no written follow up
procedure including a reasonable time frame between the initial determination and
the final determination dates.
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State officials stated that the program had close oversight on the Preliminary
Award population; however, we did not note any monitoring activities for the
delayed progress pertaining to our sample in IntelliGrants.

State officials stated that any files determined to be subject to recapture would be
transferred to the applicable recapture status in IntelliGrants and sent any
corresponding notifications upon full implementation of the recapture procedure.
This is responsive to our finding.

State officials stated that they formally launched the recapture process and the
status of the Preliminary Award files were transferred to a “Payment Review”
status. Further, as soon as this recapture process was operationalized, the first set
of Preliminary Award recapture applicants were converted to the “Payment
Review” status in IntelliGrants. The officials’ actions are responsive to our
finding. However, State officials should strengthen their controls by prescribing a
time frame between the first and second (or final) review and approval and
describing the reason if not done within the time frame to avoid any unreasonable
delays during the recapture process.

State officials disagreed that the recapture policy was insufficient and they stated
that they have spent considerable effort to develop a comprehensive and
thoughtful recapture process and began to recapture the Preliminary Awards from
the applicants starting February 16, 2016. Since the recapture process began after
the end of our audit period, we did not verify the actual recapture process.
Therefore, HUD will have to verify the State’s actions during the audit resolution
process.

State officials stated that of the 36 recapture files noted in our report, 12 were
converted to “Payment Review” status in IntelliGrants, 5 of the 12 were sent
recapture letters on February 16, 2016, and the remaining 7 were sent recapture
letters on February 24, 2016. Further State officials stated that the recapture
letters for the remaining 24 would be sent in March 2016. This is responsive to
our finding.

This is responsive to our finding.



