The follow ng materi al
I nspect or Cener al

APPRCPRI ATI ON HI GHLI GHTS

di scusses the scope of work, proposed staffing |evels,
(aQg for fiscal

DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT
OFFI CE OF | NSPECTOR GENERAL
SALARI ES AND EXPENSES

year 2010.

The followi ng tabl e sunmari zes the fundi ng sources and staffing |evels.

Budget Authority
Funds Avai |l abl e:
Budget Authority...........

Transfer from FHA Fund.....
Subtotal .................

2006 Di saster Assistance.......
2007 Di saster Assistance.......
2009 American Recovery.........

Subtotal .................
Ful | - Ti me Per manent

Appoi ntnents(EOY) . ............
Ful I -Tine Equivalents..........

a/ 2006 Emergency Suppl ermental ,
b/ 2007 Energency Suppl enental ,

c/ 2009 American Recovery, P.L.

Act ual Current Estimate
2008 Esti mate 2010
2009
(Dol lars in Thousands)
$112, 020 $120, 000 $120, 000
112, 020 120, 000 120, 000
800 375
3,079 4,325
. 15, 000 13, 000
115, 899 139, 700 133, 000
640 650 650
640 650 650
P. L. 109-234.
P. L. 110-28.

111-5.

budget esti mates,

and justification for the Ofice of

I ncrease +
Decr ease -
2010 vs. 2009

- 375
-4,325
-2, 000

-6, 700
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In accordance with the requirenents of Section 6(f)(1l)of the Inspector General Act of 1978 (as anended), the HUD O G subnits the
following information related to its requested budget for fiscal year 2010:

e The aggregate budget request for the operations of the HUD O Gis $133, 000, 000.

e The portion of this anpbunt needed for HUD O G training is $976,000. This anpunt fully funds HUD O G training needs for fiscal
year 2010.

The non-Di saster Assistance fiscal year 2010 estimate is $120 million. This request is at the same |evel of the fiscal year 2009
President’s budget, which included $5 mllion increase fromthe budget request to focus on new FHS s new prograns, including Hope for
Honeowners. In order to naintain these efforts, conply with this request and continue oversight of disaster funds O G needs to be
funded at $120 million. During fiscal year 2006, O G received Energency Suppl enental funds totaling $9.0 million for operational costs
associated with hurricanes Katrina, Rita, and Wlma. During fiscal year 2007, O G received Emergency Suppl emental funds totaling

$7.0 million for operational costs associated with Hurricanes Katrina & Rita. Those funds have been depl eted and no new suppl enent al
was approved. Consequently, the 30 FTEs and direct costs associated with disaster oversight will need to be funded with appropriated
funding. Wthout the funding we can no longer maintain the vital work in the Qulf States.

The O G devel oped a strategic plan with the primary goal of hel ping HUD resolve its major managenent challenges. The first strategic
objective is to “Contribute to the Reduction of Fraud in Single Famly Lending.” O G has given priority to audits of Single Famly

| oan origination abuses, rental assistance paynent prograns, and HUD fiscal systens. The overall objectives of OGs planned audits in
these areas are to aid HUD in ensuring that management reforns are effective and address Congressional and taxpayer concerns about
programdelivery and financial integrity. Detecting and preventing fraud, waste and abuse are integral conponents of this work.
Approximately 15 percent of audits that were issued by the end of fiscal year 2008 were dedicated to Single Famly Programs. A second
objective is to “Inmprove HUD' s Execution of Fiscal Responsibilities.” The scope of efforts on this objective included eval uations of
HUD s nanagenent of programdelivery and financial and nanagenent systens. Audits conpleted by Septenber 30, 2008 for fiscal year 2008
inall areas reported nearly $1.6 billion in nmonetary results (ineligible costs, unsupported costs, and funds put to better use). A
final strategic objective is to “Reduce Erroneous Paynents in Rental Assistance prograns.” Al our Regional O fice of Investigation
offices (A) initiated a Rental Assistance overpaynment initiative during fiscal year 2006. By late fiscal year 2007, O was dedicating
approxi mately 33 percent of its resources to the Rental Assistance overpaynents initiative. Budget justification and estimates follow

HUMAN CAPI TAL

O Gis requesting a fiscal year 2010 level of 650 full-tinme equivalents (FTES) that is increased fromthe 2009 President’s Budget.

Al t hough we have received Suppl enental Funding for conducting oversight of the $17 billion relief aid given out in Comrunity Pl anning
and Devel opnment grants, we have not increased overall O Gstaff. This is in keeping with Ofice of Managenent and Budget requests, and
Congressional report |anguage will have used the $17 million that was provided through suppl emental funds. W used these funds to hold
our FTE level at 650. W need to naintain this funding to keep this level of effort and provide coverage and oversi ght of the nore

than $26 billion being spent in the Qulf States and other regions inpacted by natural disasters. |In fiscal year 2008, we will incur
approxi mately 40 FTEs on this effort. In addition we received $15 mllion as a result of the American Recovery and Rei nvestnent Act of
2009. This funding is available until 2013. W will initially use approximately $2 mllion this year to offset increased travel and

staffing cost associated with new audits and investigations of stimulus grants and | oans made by HUD.

We anticipate an increase of FHA related Investigations and Audits. Until recently, FHA's narket share remained quite | ow as
conventional subprinme |oans were heavily marketed by | enders. The volunme of single famly FHA-insured | oans has enlarged in fiscal
year 2008 by tripling from$59 billion in fiscal year 2007 to over $180 billion in fiscal year 2008. The latest figures from Single
Fam |y narket conparisons from Cctober 2008 show that FHA's total endorsenents have increased from 21 percent of the narket the year
before to 76 percent of the market which includes both hone sal es and refinances. FHA's home sal es’ narket share (excluding
refinances) has increased from6.4 percent to 23 percent during this time period. The task before the HUD O G is a daunting one:
addressing the el ements of fraud that were involved in the collapse of the nortgage market; nmonitoring the roll-out of new FHA | oan
products in order to reduce exploitation of programvulnerabilities; and, conbating perpetrators of fraud, including those who have
m grated fromthe subprine markets, who would exploit FHA | oan prograns.
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FUNDI NG BY OBJECT CLASS

The follow ng table summari zes this request by object class.

CURRENT | NCREASE +
ESTI VATE ESTI MATE ESTI VATE DECREASE —
2008 2009 2010 2010 vs. 2009

(Dol lars in Thousands)

Personal Services................ ... $80, 728 $89, 490 $89, 490

Travel and Transportation of Persons............. 5, 165 5, 165 5, 165

Transportation of Things......................... 88 88 88

Rent, Communications, and Utilities.............. 6, 602 6, 928 6, 928

Printing and Reproduction........................ 47 47 47

Qher ServicCes................. ... 16, 043 16, 270 16, 270

Trai NiNg. . .. 875 976 976

Supplies and Materials.......... ... ... .. ........ 584 584 584

Furniture and Equipnent.......................... 402 402 402

Insurance Clains and Indemities................. 978 50 50 .
Subtotal ......... 111, 512 120, 000 120, 000

Di saster Assistance P.L. 109-234................. 3,936 375 - $375

Di saster Supplemental P.L.110-28................. 4,325 -4,325

2009 Anerican Recovery P.L. 111-5................ 2, 000 4,000 +2, 000
Total Qoligations......... ..o .. 115, 448 126, 700 124, 000 -2,700

NOTE: The 2006 Energency Suppl enental Disaster Assistance, P.L. 109-234, provided $9 nmillion. The 2007 Energency Suppl enent al
Assi stance, P.L. 110-28, provided $7 mllion. The 2009 Anerican Recovery Reinvestnent Act, P.L. 111-5, provides $15 mllion.

CHANGES FROM FI SCAL YEAR 2009 TO FI SCAL YEAR 2010

Descriptions of the various object classes are provided below. Overall, Personal Services; Rent; Communications, and Utilities; Travel
and Transportation of Persons; and OQther Services object class categories reflect the primary increases above fiscal year 2008, while
all other object class categories remain about the sane.

Personal Services. The fiscal year 2010 estinmate of $89.4 nillion reflects an increase of $8.7 mllion above fiscal year 2008. This
reflects the same |level as the fiscal year 2009 President’s budget to permt continuation of our commtnent to the Gulf State
oversight, and to our FHA and Recovery Act responsibilities. The fiscal year 2009 estinate does not include increase for pay raise and
associ ated costs.

Travel and Transportation of Persons. The O G staff travels extensively to carry out their audit and investigative responsibilities.
The Audit staff travels to program participants and contractor offices to conduct project, contract, and financial audits.
Investigation staff requires extensive travel to interview witnesses and subjects of investigations, to exam ne records, and to gather
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evi dence through surveillance and other |aw enforcenent activities. |n addition, funds are necessary for training travel to support
our refocused investigation priorities and to send newy hired replacenents to the Federal Law Enforcenment Training Center (FLETC), 1G
Acadeny and ot her periodic in-house training. The fiscal year 2010 estinate of $5.1 nmillion reflects fiscal year 2009. The fiscal
year 2009 estinmate does not include costs for inflation in fuel, airfare, |odging costs, and additional staff.

Transportation of Things. This object class includes the cost to nove househol d itenms when an enpl oyee is transferred from one
permanent duty station to another. The fiscal year 2010 estimate of $0.88 million is at the same level as fiscal year 2009.

Rent, Communications and Utilities. Funding in this object class include costs such as |eased space, parking, security, rental
equi prent, communi cations, and utilities. The fiscal year 2010 estimate of $6.9 mllion reflects the sane |evel as fiscal year 2009.
This estimate done not include additional space, and corrections with departmental allocations of rent.

Printing and Reproduction. Funding in this object class is for printing and reproduction services costs, and rel ated conposition and
bi ndi ng operations perfornmed by or through the Governnent Printing Office. The O G Sem annual Reports to Congress are covered under
this classification. The fiscal year 2010 estinmate of $0.05 remains about the as fiscal year 2009.

Gt her Services. A nultitude of activities are funded under this object class, including professional training and devel opnent of O G
personnel, audit services, general support, and information technology (IT) nmaintenance and services. As stated previously, the G
plans to expend $976, 000 for enployee training. Audit services consist primarily of the cost of contracting for the audits of the FHA
and Government National Mortgage Association (GNMA) financial statenents. O G has various |nteragency Agreenments, one such as
agreement with the Department of Justice for access to the National Crime Information Center (NCIC) data related to O G investigative
activities. The O and OA are also obligated to support the President’s Council on Integrity and Efficiency (PCIE) which for the first
tinme will be assessing nenber offices a 24%fee to support their operations. O G has agreenents with the Bureau of Public Debt for
personnel , contracting/ procurenent services, and investigative background checks of O G staff, the National Finance Center for payroll
processing, and other smaller agreenents.

Funds fromthis object class are also used for the purchase of goods and services where source identity or investigative techniques
require confidentiality such as undercover investigations.

O her funds in this object class include amounts for furniture and equi prent mai ntenance, visual arts services, and other m scell aneous
contractual requirements.

The fiscal year 2010 estimate of $16.2 million is at the sane level fiscal year 2009 to enhance O G Investigation and Audit Management
Tracki ng Systens and providing additional security to neet OVB security requirenments including encryption, nonitoring and filtering
tools, and reduction of the use of social security nunbers and personal identification infornation.

Supplies and Materials. Funding under this category cover costs associated with the purchase of office supplies; training supplies;
automation-rel ated supplies; subscriptions to professional nmagazines, publications and research materials; ammnition; and other itemns
that are generally consumed or expended within one year after purchase. The fiscal year 2010 estimate of $0.6 million remains the sane
as fiscal year 2009.

Furniture and Equi pnent. This object class includes the purchase of furniture and fixtures, office equipnent, and speci al
equi prent / weapons for | aw enforcenment investigative activities. The fiscal year 2010 estimate of $0.4 mllion remains the same as
fiscal year 2009.

Insurance Cdains and Indemities. This category provides for paynents nade for or related to the repair or replacenent of property,
including loss by theft, or for personal injury deened by |aw or regulation to be the responsibility of the OG This nornally
includes | oss or danage to personal property being used for the benefit of the government. The fiscal year 2010 estimate of $0.05
remai ns the sanme as fiscal year 2009.

SCOPE OF ACTIVITY
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The HUD O fice of Inspector General is one of the original 12 Ofices of |nspectors General designated by the |nspector General Act of
1978. The O G oversees HUD s prograns and operations with its audit and investigative personnel. Wile organizationally |ocated
within the Departnent, the O G receives a separate appropriation for its activities. The OGnission is to provide independent and
objective reporting to the Secretary and to Congress.

During the agency and the O fice of Managenment and Budget (OWVB) budget processes, OVB requires O Gto work with the Departnent because
the HUD Secretary approves the appropriate | evel of funding and FTEs for the Departnent overall, as well as for the specific program
and operational needs within the Department, which includes QG

The O Gis the Departnent's primary source for obtaining independent reviews of the integrity, efficiency, and effectiveness of
Departnental prograns and operations. |In directing these review activities, the O G enphasi zes both the detection and prevention
aspects of these services within a conprehensive Departnental effort to attain inproved nanagenent effectiveness. O G also has
authority to inquire into all programand adm nistrative activities of the Department, and the related activities of all parties
perform ng under contracts, grants, or other agreenents with the Departnment. These inquiries may be in the formof audits,
investigations, inspection and eval uations or other such reviews, as appropriate.

PERFORVANCE

For fiscal year 2008, O G s results totaled nearly $1.679 billion, which includes questioned costs identified in Audit Reports,
investigative recoveries/receivables, and recommendations for funds put to better use. As a result, O G exceeded its return on
i nvestment goal of 8 to 1.

O G has devel oped a Strategic Plan that further refines perfornmance nmeasures and identifies outputs that will define a significant
portion of OG workload that is not set by |egislation, Congressional, OVB, or citizen requests.

WORKLOAD

The principal workload of the O G consists of audit, investigative, and inspections and eval uati ons reviews. The |Inspector Ceneral Act
of 1978 and anendnments of 1988 require the |G to conduct, supervise, coordinate, and provide policy direction for audits and
investigations relating to Departnmental prograns and operations, and pronote econony and efficiency in the adm nistration of HUD
prograns and operations, and to prevent and detect waste, fraud, and abuse.

In order to harnonize O G efforts and achi eve the naxi num out put from O G resources, nenbers of the Audit and Investigation staff neet
with HUD programofficials nonthly to discuss issues of concern, including those areas where O G bel i eves weaknesses exist. 1In
addition, these O G offices nmeet with HUD s Regional directors to address areas of nmutual concern. O Gis working with top program
officials to develop a strategy to address and ultimately reduce fraud in HUD progranms and operati ons when enphasis is placed on
communi cati on and cooperati on by worki ng together to address weaknesses.

1. | MVEDI ATE OFFI CE OF THE | NSPECTOR GENERAL

The Inspector Ceneral reports directly to the Secretary and Congress, and has authority to inquire into all program and
admnistrative activities of the Department. Inquiries are designed to provide constructive advice for Departmental managenment, to
pronote econony and efficiency in the admnistration of HUD prograns, and to prevent and detect waste, fraud, and abuse in HUD prograns
and operations.
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2. OFFI CE OF LEGAL COUNSEL

The O G Ofice of Legal Counsel (OLC) is responsible for providing the full range of independent professional |egal services and
advice with respect to the formulation, coordination, revision, and execution of the O G program Specifically, OLC Attorneys:

e Render oral and witten | egal opinions and provide |egal advice to the |G O G staff, and Auditors and Speci al Agents;

e Review and comment on existing or proposed |egislation and regul ations;

e Draft proposed |l egislation and regulations in conjunction with O G audit and investigative activities;

e Muterially assist in the preparation and prosecution of crimnal and/or civil fraud cases referred by or affecting the O G

e Oversee and assist in the preparation, issuance, and enforcenent of subpoenas required during audits, investigations, or other
activities;

e Conduct the litigation of Merit Systems Protection Board proceedings initiated by the O G staff as a consequence of
adm ni strative decisions by OG managers;

e Represent the O G staff at |egal proceedings related to audits, investigations, or other OG activities;
e Represent the I1Gand O G staff in discussions with other conponents of the Departnent;
e Provide | egal advice on requests received by O G pertaining to the Freedomof Infornmation Act (FO A) and the Privacy Act;

e Provide other | egal assistance to the |G as requested; and provide responses to over 300 FO A, privacy act and other requests
for information annually;

e Process and decide requests for information under the Touhy House-keeping regul ation;
e Assist all Special Agents in litigation against the OGin Federal Court; and.

e Process clains for and against the QG

3. OFFICE OF AUDIT (QA)

a. Enploynent and Responsibilities

The O fice of Audit plans and conducts reviews of Departmental activities and operations that include: (1) Headquarters
programs and operations, and the activities of approximately 80 HUD field offices; (2) hundreds of HUD prograns and initiatives; and
(3) thousands of contractors and program partici pants doi ng business with the Departnment. Auditors assigned to four Headquarters
Di vi si ons, eight Regional offices, and the Qulf Coast Region, totaling 33 offices nationw de, are responsible for conducting a variety

of audits in all HUD programareas. HUD s net outlays were $45.1 billion in fiscal year 2008. |In terms of Federal exposure, HUD is
one of the |largest Federal agencies because of FHA insurance activities. FHA currently has 4.3 mllion insured Single Fam |y nortgages
and 12,000 insured Multifamly projects in its portfolio with an outstanding nortgage i nsurance of approximately $400 billion. In
addition, Gnnie Mae, a wholly owned governnment corporation with HUD, guaranteed $221 billion in nortgage-backed securities during
fiscal year 2008, which is an increase from$85 billion in fiscal year 2007. In addition, in late fiscal year 2008, HUD received

$3.92 billion for the Neighborhood Stabilization Program (NSP), which has over 300 grantees receiving funding. The Department al so
received an additional $6 billion in supplenental disaster funding in the fall of fiscal year 2008. Approxi mately 45,000 organi zations
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deliver HUD prograns nati onwi de. The Department al so incurs operating expenses for approximately 8,890 enpl oyees, excluding the QG
OA' s significant workload is generally divided into four primary categories: Performance Audits, Information System Audits, Financial
Audits, and Advisory and Assistance Services. These will be discussed further in the workload section.

b. Workl oad

Overview. The O G s Sem annual Reports to Congress continue to show significant audit results. OA' s long-range strategy is to
performaudit work that assists the Departnent in addressing the President’s Managenent Agenda (PMA). This Agenda includes many
government -w de i ssues that all Federal agencies nust address as well as specific HUD managenent challenges. O Gs work with the
Departnent on these initiatives has paid off. Over the past year, the Departnent has made significant progress in addressing these
chal | enges and has denonstrated this by maintaining a “green score” on the areas of |nproved Financial Performance. Wile this is a
consi derabl e acconpli shnment there is nore to be done. Both the OA and the GAO have identified specific HUD challenges related to the
PMA.  The size and diversity of HUD prograns has led to staffing and infornation systens challenges and resulted in a variety of
internal control weaknesses identified by O G audits. These weaknesses are conmpounded by the fact that many, if not npbst, of HUD s
critical functions are being perforned by outside entities.

To provide the best possible services to HUD managenent and Congress, OA will: (1) enphasize the review and oversight of
| egislative, regulatory and policy changes resulting froman ever changi ng HUD and program environnment; (2) pursue ways to inprove
exi sting nethods or suggest new met hods of conducting HUD s business; and (3) focus greater attention on those nmajor audit areas that
will inprove HUD s stewardship of Federal financial resources. Key efforts will include financial audits, infornation systens and
performance revi ews, and conti nued enphasis on conbating fraud, waste and mi smanagenent in HUD prograns. |n addition, as new HUD
prograns are added and existing prograns expanded, as with the: (1) passage of the Housing and Econonmic Recovery Act which contained
provi sions to noderni ze FHA establish the Hope for Homeownership Program and the Nei ghborhood Stabilization Program and expanded the
use of HECM reverse nortgages; (2)increased pooling of Gnnie Mae nortgaged- backed securities, and (3)continued work in the Gulf Coast,
a huge increase in workload for the OGis expected commensurate with an increase in fraud and abuse within HUD s prograns.

Revi ew and Oversight. The Departnent continues to be challenged within current resources constraints to cope with
organi zati onal and programmati ¢ changes that have fundanmentally affected the way it conducts business, which has increased the OA
wor kl oad significantly. Mjor changes have been made in the manner in which the FHA conducts its business. From an organizational
standpoi nt, past reductions in the |level of programstaff along with new program demands placed on HUD, has resulted in greater
reliance being placed on O G audit work to assure that |enders, grantees, contractors, and other program partici pants are neeting
program requi renents and spending funds efficiently and effectively. OA plans to review HUD prograns consistent with the goals to
address the foreclosure crisis, help honmeless fam lies and individuals achieve housing stability, inprove the safety and quality of
public housing, and nake affordable rental housing available for nore | owincome households. Wth the levels in HUD programstaffs
being strained to keep up with increasing programactivity, our reviews of regulatory and policy changes have taken on greater
importance. As a result, OA focuses its efforts on evaluating the features and objectives of various programoperations with the aim
of recomendi ng ways to maxim ze results with Federal expenditures.

Audit Enphasis. OA's work has shown that sonme of the nost vul nerabl e program and operational areas in the Departnent include:
FHA's ability and capacity to oversee newly generated business, the tinely devel opnent and inplenentation of infornation systens;
Single Family | oan origination and property disposition; erroneous paynents in HUD s | owincome housing assi stance prograns; contract
and grant adm ni stration; PHA managenent and operations: particularly the Section 8 voucher program enforcement of programrul es and
regul ati ons, including an increased enphasis on violations of housing quality standards; and the effective use of HUD s hunan capital.

The following are some of our traditional workload nmeasurenments endi ng Septenber 30, 2008.

o Internal Audit Reports Issued......... ... 40

e External Audit Reports Issued ........ ... ... .. 116

o Collections fromAudit ActiVities..... ... $81.4 mllion
e Questioned Costs on Audits ISsSUEd. ........ .. $300.9 million
e Recommendations that Funds be put to Better Use .............. .. ... ...... $1.297 billion
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OA's strategy is to prioritize audit assignments that will: (1) assess the Departnent’s efforts to address the PMA with
enphasi s on inproving HUD s nanagenent and internal controls to ensure program conpliance and resolve audit issues; (2) be responsive
to audit requests from Congressional Conmittees; (3) continue assessing Departnental hunan resource nanagenent; (4) inprove the
integrity of single fam |y nortgage insurance prograns and deter nortgage fraud; (5) assess Section 8 program adm nistration; (6)
conplete a tinmely and conprehensive audit of HUD s annual financial statements; (7) recommend actions that maxi m ze el ectroni c methods
for identifying programfraud and abuse in | owincone housing prograns; and (8) review Community Pl anning and Devel opnent ( CPD)
grantees, with enphasis on the CDBG program particularly the Nei ghborhood Stabilization Program and non-profit grantees.

Qur potential audit universe continues to expand with the growth of HUD activity. Additionally, Congress has increasingly
tasked the QA with unfunded | egislated audit work. Mich of the additional work in the last 3 fiscal years was in response to Congress.
For exanple, the Appropriations Conmittee tasked O G with audit responsibility for the Septenber 11, 2001 terrorist attacks and for the
approxi mate $26.4 billion in disaster assistance provided to the Qulf Coast area as a result of hurricanes Katrina, Rita, and WI| ma.
The task involves reporting every 6 nonths for both Septenmber 11, 2001 attacks as well as for the progress achieved by HUD i n assisting
the culf Coast area. Additionally, QA increased audits on PHA's administration of the Section 8 Voucher program based on Congressional
requests. Further, the Departnment of Defense Appropriation passed Public Law 110-116, which appropriated $3 billion for ‘Departnent of
Housi ng and Urban Devel opnent — Community Pl anni ng and Devel opment Fund’, to remain available until expended, to enable the Secretary
of Housing and Devel opment to nmake a grant or grants to the State of Louisiana solely for the purpose of covering costs associated with
ot herwi se unconpensated but eligible clains that were filed on or before July 31, 2007, under the Road Hone program adnini stered by the
State in accordance with plans approved by the Secretary. |In addition to the HUD specific nmandates issued by Congress, all O Gs nust
meet several government-wi de | egislative mandates annually. The two nost significant requirements are the financial audits required by
the Chief Financial Oficers Act and the review of infornation security policies required by the Federal Infornation Security
Managenent Act (FlI SMA).

The O G audit plan targets the follow ng najor areas of enphasis where the work can be of greatest value to the Departnent and
Congr ess:

. Performance Audits are reviews of the efficiency and effectiveness of selected HUD nanagenent and program operations. These
audits are directed at deternining the adequacy of managenment controls and mnimzing programrisks. These audits are focused
assuring that housing assistance prograns are handled efficiently and effectively. Performance audits al so include reviews of
the records and performance of those organi zations receiving financial assistance or benefits fromthe Departnment, such as

various state and | ocal government grant recipients and sub-recipients, nultifam |y owners and nanagenent agents of insured and

on

assi sted projects, nortgage | enders and borrowers, contractors, public housing authorities, and non-profit entities. Performance

audits are a neans of ascertaining the degree of conpliance with applicable statues, regul ations, and agreenents under which
Federal funds and other benefits are nade available. The audits al so exani ne the appropriateness of the disposition of funds
granted, |oaned, or clainmed, and/or the adequacy of participant performance and results. A mpjor part of the OA staff tinme is

spent conducting audits of high-risk programs and program participants. Wth a nultitude of diverse prograns in the Departnent,
there are potentially thousands of audit entities to be reviewed. As each of these assignnents is planned, CA will maintain its

focus on our strategic plan and on areas related to the PMA. Audit planning is a continuing process that focuses resources on
the priorities identified in OGs strategic plan and areas of greatest current benefit to our custoners. CQur broader goal in

devel oping an audit plan is to help HUD resolve its Major Managenment Chall enges while maxim zing results and providing responsive

audits. Because the process is dynamc, the O G can quickly make adjustnments and address new requests throughout the year.

Pot ential review areas are devel oped through our discussions with programofficials; the public, and Congress; our audits in each

Regi on; the annual financial statenent audits; and our reviews of proposed |egislation, regulations and other HUD issuances.
Pl anning for external audits is subject to numerous factors such as, conplaints, request from HUD and Congress, and nedi a
attention, all of which cannot be predicted or anticipated. Therefore, the planning of external audits is intended to be
flexible to performthe highest priority work on hand. Depending on the volume and nature of audit requests, O Gintends to
selectively target high-risk prograns and jurisdictions. Priorities have been determ ned based on the OG Strategic Plan and
areas of interest to O G stakehol ders, particularly Congress. Wth this in mnd, the follow ng types of external audits have
been identified as priority areas during this planning cycle. O G audit nmanagers will focus their audit resources in the
follow ng areas.
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Public and I ndian Housing. The Low Incone Programserves 1.2 million households. The Section 8 Voucher Program serves
over 1.8 million households. O imediate concern is the overpayment of Section 8 housing assistance paynments since this
area is highlighted as part of Goal #1 in the OG Strategic Plan and is a Congressional priority. As part of an overall
OGinitiative, tenant eligibility and accuracy of rental assistance payments will be the audit focus in this program
area. |In addition, the quality of housing and the cost of adm nistering these prograns continue to be a concern that we
will continue to address. Also, we plan to continue to conduct audits of PHA devel opnent activities carried out by
affiliated non-profit entities.

Single Famly Audits. Single Famly FHA insured loans tripled in fiscal year 2008 from $59 billion in fiscal year 2007
to over $180 billion in fiscal year 2008 and narket share increase from 16 to 36 percent in fiscal year 2008 in terns of
dol | ar val ue of endorsenments. FHA's Single Famly lender audits will continue to be a priority due to the progranis
significant growh and the abuses being experienced in Single Fam |y prograns. A specialized audit program has been
devel oped for the purpose of targeting |lenders for audit considering a nunber of high risks indicators. |In addition to
being a part of Goal #1 in the QG Strategic Plan, there continues to be Congressional interest in our audits of the
Single Famly program Qur work will also focus on internal operations of the programand the areas inpacted by recent
| egislative reforns.

Miultifamly Project Audits. Gven the continued risks associated with Miultifamly, audits of Miultifanily project
operations wll continue to be a priority. The focus of these audits will be with the m suse of project operating funds,
al so known as equity skinm ng.

CPD Grantees. Continued concerns over the capacity of entities receiving funding fromHUD prograns require that audits
of such activities be given priority. Congress appropriated $3.92 billion in fiscal year 2008 for the Neighborhood
Stabilization Programand is considering providing even nore funding for that programas part of an economic stinmulus
package. HUD s funding often goes to non-profit organizations that have traditionally not participated in Federal
prograns and may |ack the capacity to conply with all grant requirements. O particular concern are several CPD prograns
i ncluding CDBG, HOMVE, Entitlenent, Special Purpose, and Supportive Housing Grants. Based on referrals from HUD program
staff, CAwill give priority attention to auditing nonprofits. For those selected, we will evaluate the control systens
in place, especially for sub-recipients of HUD grant funds, to determ ne whether these controls provide the review and
oversi ght necessary to ensure funds are spent on eligible activities and put to good use.

Hurricane Recovery Audits. Since Hurricanes Katrina, Rita, and Wl ma struck the GQulf Coast, the HUD Office of |nspector
General has established an audit presence in the disaster area to conbat fraud, waste, and abuse. The O fice of Audit
(@) has established an office, developed an audit plan, and begun reviews in the disaster area. During this past
reporting period, OG issued five audits of the supplenental funding resulting in findings of questioned costs of nore
than $16 mllion. The audits conpleted during this period are sunmari zed as follows: 1) Procedures and Control s of

M ssi ssi ppi ' s Honeownership Grant Assistance Program eligibility and duplication of benefits 2) Procedures and Controls
of Louisiana’ s Honeownership G ant Assistance Program additional conpensation conponent 3) HUD s Katrina Disaster

Housi ng Assi stance Program (KDHAP) and Di saster Voucher program (DVP) Determination of Participants’ duplicate

assi stance; 4) Procedures and Controls of Louisiana s Homeownership G ant Assistance Program contract deliverables 5)
HUD s Katrina Disaster Housing Assistance Program (KDHAP) and Di saster Voucher program (DVP) Determ nation of
Participants’ Eligibility.

e Information System Audits. The work of the Information Systenms (1S) Audits Division has becone increasingly inportant as the
Depart nent expands the use of infornation technology for programdelivery with a reduced staff. The areas of focus are
financial and systens audits, consultation on systemcontrols, and technical assistance. A considerable portion of the IS work
is devoted to supporting nmandated Financial Statenment Audits by review ng the general and application controls of automated
financial systems. Another |S audit priority involves assessing HUD s entity wide information security policies and pl ans,
including security managenent structure and the roles and responsibilities of security personnel. This work, nandated under
the FISMA, involves nore extensive testing of security nmeasures. The IS Audit Division makes recommendations to assist the
Departnent in establishing controls and standards for error prevention; efficient and effective operations; and deterrents to
fraud or abuse during costly system devel opment efforts. The IS Audit Division also provides technical support to other OG
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Auditors and Investigators. This work includes retrieving and anal yzing data from HUD systens, advising field Auditors on
automated tools for use in their work, and obtaining conputer-based evidence for investigative purposes. Wrk in this area has
increased significantly because of growth in e-business and the expandi ng use of conputer assisted audit techniques in

conpl eting audits.

e Financial Audits include financial statement audits of FHA, G nnie Mae, and HUD. The objective of these audits is to provide
reasonabl e assurance that the entity' s financial statements are free of material misstatenments and are presented in accordance
with generally accepted accounting principles. The QA will continue to conplete the consolidated financial audit of the
Departnent using its own staff resources. This audit has enabled the O Gto better grasp the najor problens facing the
Departnent, thereby enabling us to target its remaining audit resources on areas of greatest risk. Part of the PMAis to
i mprove financial performance and to develop reliable financial managenent systens. O G s financial audits help attain these
goals. Another benefit of the financial audit is that it enables QA to evaluate internal controls as a measure of HUD s
progress in identifying and solving its managenent challenges. The Financial Audits Division conducts this audit with staff
assistance fromall of the O G Regional offices and the IS Audit Division. Additionally, QA contracts with i ndependent public
accountants to assist in the audits of the financial statenents of both FHA and the G nnie Mae. The consolidated financial
statement audit requires a nmajor conmitment of staff, training, contracting, travel resources, and requires the effort of
23 full-time enpl oyees.

e Cuvil Fraud Initiative. Due to the significant increase in nortgage and white collar cases, the Departnment of Justice is
pronoting civil fraud initiatives. Thus we have decided to organi zationally reassign 17 forensic auditors fromthe Ofice of
Investigation to the Office of Audit. GCivil cases include (but are not linmted to) double danages suits (equity skinm ng)
under 12 USC S1715z-4a and fal se clains under 31 USC S3729. The doubl e damages and trebl e damages provi sions avail able to HUD
make civil proceeds an effecting deterrent. Administration sanctions include debarnents, suspensions, linmted denials of
participation, programfraud civil renedy proceeds, and civil nonetary penalty assessnents.

e Advisory and Assistance Services provided to the Department include: (a) input to the |egislative and regul atory processes;
(b) technical advice and assistance to HUD nmanagenent on prograns and systens; (c) programresearch; (d) providing guidance to
accounting firnms perform ng non-Federal audits of HUD programactivities; (e) audit finding resolution; (f) assistance to U.S.
Attorneys in developing crimnal and civil cases for prosecution; (g) reviews of Hotline and other types of conplaints; (h)
joint efforts with Investigation or programofficials in detecting or preventing fraud; and (i) responses to requests for
information or assistance from O G s stakehol ders, including the OVB and Congr ess.

4. OFFICE OF | NVESTIGATION (Q)

a. Enploynent and Responsibilities

O's Special Agents are assigned to five Headquarters Divisions, 12 Regional Ofices, including the Gulf Coast Region, and 39
field offices (including the Regional sites) |ocated nationw de.

A continues to conduct and expand its nortgage fraud initiatives through full-tinme participation in FBI's National Mrtgage
Team at Headquarters |level, participation in Mrtgage Fraud Wrking G oups in Washington, DC, New York, Mam, and participation in
nortgage fraud task forces in over 40 | ocations throughout the country (some of these task forces are joint with the FBI). O also
continues aggressive education, outreach and enforcement efforts related to HERA, NSP, HECMs, and nortgage-backed securities. These
actions are a result of the unprecedented increase in the nunber of new and refinanced FHA | oans, the dramatic increase in FHA's share
of the nortgage market, and the introduction of various new FHA prograns designed to increase FHA activity. HUD O continues to be a
| eadi ng expert in addressing the critical conditions currently affecting the nortgage industry.

In addition to nortgage related issues, HUD O is also committed to using its resources to conbat fraud in HUD s Rental
Assi stance Program including corruption in the administration of public housing authorities; fraud against elderly and disabled public
housi ng prograns; Fugitive Felon Initiatives in public housing; Mssing and Expl oited Children data matches; and Sex O fender
investigations.
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Al'l Headquarters’ Divisions and Regional offices are nanaged and directed by the Assistant |Inspector General for Investigation
(Ald). Two Deputy Assistant Inspectors CGeneral for Investigation (DAIG) oversee the daily operations of all investigation activity.
The DAIG for Field Operations oversees the 12 Regional Ofices, including the D saster Relief Oversight Division (DROD), and the Qulf
Coast Region. DROD oversees the analysis of HUD program fraud schemes in the @Qulf Coast states and in other areas affected by
di sasters such as Hurricanes | ke and Gustav, the wild fires in California, and the flooding in the Mdwest, and provides liaison with
the Departnment and the Congress. The Qulf Coast Region investigates all hurricane-related programfraud in the Qulf area.

The DAIA for Prograns oversees the Criminal Investigations Division (CID), the Special Investigations Dvision (SID), the
I nvestigative Support Division (1SD), and the Inspections and Evaluations Division (I&). CIDis responsible for overseeing the
investigative programfraud initiatives inplemented by the Regional offices. SIDis responsible for conducting sensitive internal
affairs investigations, HUD Seni or managenment m sconduct investigations, reviews, and mgjor programfraud investigations as assi gned by
the AIA. [SDis responsible for O productivity reports, budget matters, training, equipnent, and field support.

The |1 & Di vi si on concentrates on conducting programmatic reviews identified through: (a) fraud prevention neetings with HUD
Program O ficials; (b) HUD O G Hotline Referrals, (c) Congressional inquiries, and (d) internal nmanagenent focus. These reviews test
the efficiency of HUD progranms and, where necessary, recomend further audit work, crimnal investigations or department resolution to
system c problens. The I& Division will conduct reviews of all Hurricane D saster Relief programs that are not reviewed by the Ofice
of Audit.

b. Wor kI oad

O G s Sem annual Reports to Congress continue to show significant results fromits investigative efforts. The following is a
summary of investigative results from Cctober 1, 2007 through Septenber 30, 2008.

| NVESTI GATI VE RESULTS

ARRESTS | TNDI CTVENTS T NEORVATT ONS | OOWI CTTONS, | | NVESTI GATIVE | ADM NI STRATTVE | G VIL ACTT GG TOTAL
PLEAS/ PRE- RECE VABLES) SANCTI ONS ENFORCENVENT
/
a TR AL RECOVER! ES b/ ACTI ONS
DI VERSI ONS
1524 7180 969 $81, 162, 624 7,009 76 7758

al Included in the arrests is our focus on the nation wide Fugitive Felon Initiative.

b/ Receivables and recoveries, paid to the Department of Justice and collected by that agency, are based on the total dollar val ue
of: (a) crimnal cases-—the amount of restitution, crimnal fines, and/or special assessnments based on a crimnal judgnment or
established through a pretrial diversion agreenent; (b) civil cases—the anpbunt of danmges, penalties, and/or forfeitures
resulting fromjudgnents issued by any court (Federal, State, local, mlitary, or foreign governnment) in favor of the U S
Government or the ampbunt of funds to be repaid to the U. S. Government based on any negotiated settlements by a prosecuting
authority or the amount of any assessments and/or penalties inmposed, based on actions brought under the Program Cvil Fraud
Remedy Act (PCFRA), civil noney penalties, or other agency-specific civil litigation authority, or settlenent agreements
negoti ated by the agency while proceedi ng under any of these authorities; and (c) voluntary repaynents-—the anount of funds
repaid on a voluntary basis or funds repaid based on an agency’'s admi nistrative processes by a subject of an O G investigation
or the value of official property recovered by an O G during an investigation before prosecution action is taken, any of which
result froma case in which an O G has an active investigative role.

These sane results by program are:

I nvestigative Area Tot al Enf or cenment
Acti ons
Single Fam |y Mortgage 866
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Publ'ic and I ndi an Housi ng 3,262
FHA Multi Famly 371
Communi ty Pl anni ng and Devel opnent 218
O her/ GNVA 41
Tot al 4,758

The Qulf Coast Region's results in hurricane-related HUD program fraud for fiscal year 2008 are listed below. As a result, we
expect an increase in fraud activity in this part of the country simlar to what occurred follow ng the events of Septenmber 11, 2001.

ARRESTS TRDI CTVENTS T NEORVATT ONG OV CTT NS ADM NI STRATT VE TNVEST! GATI VE FONDS PUT 1O
PLEAS/ PRE- TRI AL ACTI ONS BETTER USE
DI VERSI ONS R eLEY
3 3 54 39 $11, 779, 171 $21, 750, 651

The O G strives to elimnate material weaknesses in HUD programs. For exanple, O prepares Systemic Inplications Reports (SIRs)
resulting from|&E and Regional office reviews that identify weaknesses that surface during the course of crimnal, civil, or
adm ni strative investigations. SIRs are submtted to the appropriate HUD program office and provide programofficials with sufficient
information to determ ne whether changes in HUD programrules or regulations are required.

The O G focuses its efforts on assisting HUD in ensuring managenent reforns are effective, and addressi ng Congressional and
taxpayer concerns about programdelivery and financial integrity. Detecting and preventing waste, fraud, and abuse are integral
conmponents of this work. The O G s strategic plan addresses the Department’s Maj or Managerment Chall enges as defined in their strategic
pl an enphasi zi ng the President’s Management Agenda, the Governnent Accountability O fice (GAO high-risk progranms, and the materi al
weaknesses and reportable conditions in the financial statenents. The O G believes that concentrating on these areas will contribute
to the inprovenent of HUD s financial nmanagenent systens, and reduce abuse in the rental assistance and FHA nortgage prograns. QG
efforts in these two housing programs were instrumental in having themrenmoved from GAO s hi gh-ri sk prograns.

Governed by the O G Strategic Plan, O continues to aggressively pursue fraud in the FHA Single Fam |y nortgage and rental
assi stance program areas. During fiscal year 2008, O conducted investigations in these areas resulting in 4,128 total enforcenent
actions (including judicial and adm nistrative actions). |In addition, the O conducted investigations into CPD fraud, troubled PHAs,
and FHA Multifam |y equity skinmm ng which resulted in 630 enforcement actions (including judicial and adm nistrative actions). Al of
our investigations aimto identify and prosecute abusers of HUD prograns for violations of crimnal statutes, identify and recover
Federal funds, deter others fromcommtting illegal acts against HUD, and restore public confidence in the integrity of HUD prograns.
We continue to naintain a close working relationship with the FBI at both the Headquarters and Regional and Field Office levels. As
noted, we have assigned a full-time investigative nenber to the FBI National Mrtgage Team and participate in FBI Mrtgage Fraud Task
Forces around the country. O was also a nejor partner in the FBI's successful recent “Malicious Mrtgage Takedown” effort targeting
nortgage fraud, which resulted in the arrest or charging of hundreds of nortgage fraud suspects. W also work closely with the FBlI, as
wel | as other |aw enforcenent agencies, both state and federal, on public corruption investigations involving HUD program and grant
funds.”

Fi nancial fraud investigations involve highly sophisticated and conpl ex financial schemes perpetrated in an automated environment
by educated and notivated individuals utilizing business entities operating in nmultiple jurisdictions, including internationally. Q's
investigations involve noney | aundering and the use of nunerous bank accounts to nove noney. |In order to adequately address the
chal | enges of collecting evidence, building link analysis, and data mning HUD systens, the O G established a forensic and data
retrieval capability, which will serve the needs of both the Offices of Audit and Investigation. O°'s Conputer Forensic Section
provi des technol ogy assistance and conputer forensic support to Special Agents conducting conplex fraud investigations that frequently
require the search, seizure, and eval uation of electronic evidence. Because of our continuing need for financial intelligence, OG has
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detail ed a Special Agent on a full-time basis to the Departnment of the Treasury, Financial Crinmes Enforcement Network (FINCEN). This
facilitates and expedites the O G s requests to FINCEN for financial information relative to nmoney | aundering, financial fraud
investigations, and link analysis of entities, events, and funds.

C. Investigations’ Program Fraud Initiatives

The Ofice of Investigation’s programfraud initiatives conplinment the Department’s Managenment Chal |l enges and the President’s
Managenent Agenda. These strategies target the follow ng najor areas of enphasis where the work can be of greatest value to the
Departnent and Congress:

. Single Fam |y Mrtgage Fraud

Wth the recent meltdown of the subprime and Alt-A nortgage market (designed for borrowers who have alternate types of
incone-freelance witers paid by the project, artists, etc.), the severe negative inpact on the nortgage market as a

whol e, and the dramatic resurgence in FHA | ending, O G faces nmajor challenges. Increases in FHA's loan linits, the
introduction of various neasures, such as FHA Modderni zation, FHA Secure and Hope for Homeowners, and the increase in such
products as reverse nortgages, FHA's programare at high risk of fraud, waste and abuse. Fraud schenes such as

forecl osure fraud, reverse nortgage fraud, nortgage backed securities fraud, and intentional defaults (i.e.,

encour agenent fromlenders and | ender associates to skip paynents) to qualify for FHA prograns, offer new investigative
and audit chall enges to be addressed.

For fiscal years 2009 and 2010, FHA Single Famly nortgage fraud will continue to be an investigative priority. Qur work
wi ||l focus on various frauds perpetrated by nortgage conpanies and brokers, title conpanies, loan officers, real estate
agents and brokers, closing attorneys, appraisers, builders, and non-profit entities. These groups, committed to taking
advant age of FHA prograns through a variety of schemes, submt or cause to be submtted fraudul ent |oan applications,
apprai sals, and other falsified docunents and use straw buyers, forgers, equity skinmers, and co-conspirators to engage
in extensive fraud schenes. The O G will expand investigative efforts to include the filing of false bankruptcy
petitions and violations of the Real Estate Settlenent and Procedures Act (RESPA). The O Gw Il expand its efforts to
include fraud related to the Nei ghborhood Stabilization Program GNVA nortgage-backed securities fraud, and foreclosure
fraud, as well as such fundanmental fraud schenes as inflated eval uations, false incone and enpl oynent verification, and
ki ckbacks.

The O fice of Investigation still works closely with our primary | aw enforcenent partner, the FBI, coordinating
initiatives, training, and planning within our Mrtgage Fraud Task Forces. In 2006, FHA nortgage originati on market
share was at a historic low FHA originations continue to increase at an unforeseen pace and we expect a correspondi ng
increase in our case load. Investigative efforts on Single Family cases from Cctober 1, 2007 through Septenber 30, 2008
resulted in 866 judicial and adm nistrative actions, $45,722,745 in investigative recoveries, and $14, 623,017 in funds
put to better use.

Included in O's efforts to address FHA nortgage fraud is: a) full-time participation in FBI’'s National Mrtgage Team at
Headquarters level; b) participation in Mrtgage Fraud Wrking G oups in Washington, DC, New York, Mam, and
participation in nortgage fraud task forces in over 40 |ocations throughout the country (sone of these task forces are
joint with the FBI); c) outreach initiatives with nortgage industry professional groups, such as MBA; d) fornation of
supervi sory internal working groups to educate agents on new and forthcomnm ng devel opments in the nortgage arena and hel p
devel op strategies to conbat fraud; and data m ning and mappi ng of HUD/FHA data to detect fraud patterns and trends.

. Low | ncone Housi ng Assi st ance

Beginning in fiscal year 2004 and continuing through fiscal year 2008, O receives, through cooperative planning with the
Departnent, referrals fromthe Rental Housing Integrity Inprovenent Program (RHIIP). In support of the Departnent’s
RHIIP, O initiated a Rental Assistance Fraud Initiative. This initiative uses extensive data matching and data m ning
efforts fromthe Departnent’s Enterprise Income Verification program (EIV). The EIV essentially matches income data
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provi ded by respective State wage-based agencies with tenant incone records. This partnership between the Departnent’s
RH I P and the O Rental Assistance Fraud Initiative has identified hundreds of referrals for criminal investigation,
evictions, and the recovery of mllions of dollars of programfunds. O Special Agents in Charge of all 12 Regions
continue to make Section 8 rental assistance fraud, committed by the tenant, the Section 8 adninistrator, nanagenent
conpani es, or PHA enpl oyees, an investigative priority. An integral part of this initiative is an on-going outreach
effort by O G personnel, including the Inspector General and others from Headquarters, to nmeet with Executive Directors
of housing authorities, provide training semnars for the identification of fraud, and develop liaison for referrals. In
addition, the Inspector General and other O G staff have accepted invitations to speak and give training sessions for the
Nati onal Associ ation of Housing and Redevel opnent Officials, the Public Housing Authorities Directors Association, and
the Association of State Inspectors General. This very successful grassroots approach has been fully enbraced by the
housi ng i ndustry.

Incorporated into the HUD O G Rental Assistance Fraud Initiative is the partnerships established with DQJ, the National
Center for Mssing and Exploited Children, and the liaison with State Law enforcenent to use sex of fender data matching.

The use of the DQJ and State’s databases to locate fugitive felons in HUD assisted living projects is based on Section
903 of Public Law 104-193, signed into lawin 1996, is titled “Elimnation of Housing Assistance with Respect to Fugitive
Fel ons and Probation and Parole Violators.” This law allows for the inmediate ternination of tenancy of a public housing
tenant if the tenant is fleeing to avoid prosecution or confinenment after conviction for a felony, or is violating a
condition of parole or probation inposed under Federal or State law. The law al so authorizes the exchange of information
with | aw enforcement agencies to allow for data matches. Since inception of the Fugitive Felon Initiative, O has opened
799 cases and cl osed 768 cases. Over 8,300 arrests were made by O and other Federal, State, and |ocal |aw enforcenent
agencies. During fiscal year 2007, there were over 1,200 arrests nationally. Many of these arrests were made with the
U.S. Marshals Service special enforcenent operation known nationally as “Operation Fal con.”

During fiscal year 2006, O G entered into a continuing relationship with the National Center for Mssing and Exploited
Children (NCMEC). In conjunction with our rental assistance overpaynents initiative, O has matched NCMEC data with
rental assistance information to assist in identifying missing children. O is an active nenber of the Federal Agency
Taskforce on M ssing and Expl oited Children.

A major element of O’'s Rental Fraud initiative is the conduct of sex offender initiatives to identify sex offenders in
publ i c housing which is funded by federal assistance housing programs. This initiative will identify and renove

regi stered sex offenders that are benefiting from federal housing assistance prograns that they are not eligible to
receive. Since inception of the program 40 sex offenders were arrested, 14 indicted, and 53 evicted from public housing.

O ’s continued involvenent in these newinitiatives is planned for fiscal years 2009 and 2010.

Public Corruption in HUD Grant Prograns and Housi ng Managenment Entities

During fiscal years 2007 and 2008, O devel oped significant investigations that uncovered public corruption in the
managenent of housing projects as well as the administration of grant prograns funded to state and | ocal governnents. As
aresult, O is proactively targeting underperform ng grantees and nanagenent entities to detect early signs of fraud and
abuse in these HUD funded programareas. Working jointly with the Departnment to identify this corruption, O has put in
pl ace a strategy to aggressively weed out the crimnal elenment trying to take advantage of these tax dollars. Training
has been established for all Special Agents that will assist themin their investigations. Each O Regional office is
tasked with targeting underperforning grantees and housi ng nanagenent entities to root out fraud operations by using the
assets of the Departnment such as REAC and Multifam |y Asset Managenent as well as enlisting the support other Federal and
I ocal |aw enforcenent agencies.

O is also closely monitoring the progress of the Nei ghborhood Stabilization Program (NSP), which provide $3.9 billion in
formula grants to local comunities to address the problens associated with forecl osed and abandoned properties. The
Arerican Recovery and Reinvestnent Act (ARRA) al so provided another $2 billion in stinulus funds via conpetitive grants.
Since this is a significant fund allocation processed in an unusually short tinme frame, HUD and O G consider this a high
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risk programwi th the potential for significant housing-related fraud and public corruption in the admnistration of the
al | ocat ed funds.

Di saster Recovery Program Fraud

The devastati ng damage caused by the 2005 hurricanes in the Gulf Coast Region overwhelned O's staffing |evels and
initiated a realignnent of FTE from other Regions of the country. Congress appropriated $17 billion of HUD CDBG Program
funds to the Qulf Coast for redevel opment of housing, infrastructure, and econonic devel opment. Qulf Coast Action Plans
to spend these dollars include individual assistance prograns for honeowners and renters; contracts to redevel op the
infrastructures of road, water, and power systens; and |ong-termredevel opnment plans to invigorate the econony. At this
time, the states have only inplenented individual assistance plans. O is now prepared for a protracted strategy to
oversee initiatives to identify waste fraud and abuse of HUD CDBG program funds in contracting and procurenment for years
to come. CQur experience in this area suggests that public corruption in state and |ocal progranms will be significant as
contractors and politicians beconme tenpted to take advantage of the funds for their own gain.

Wth Congress funding billions of dollars directed at Gulf Coast recovery fromthe 2005 hurricanes and the subsequent
2008 hurricanes, O has established a leading role in |law enforcenment activities directed at conbating fraud in
government di saster-funded programs. Working jointly with the DQJ National Center for Disaster Fraud formerly known as
the Hurricane Katrina Fraud Task Force, nationally and in Baton Rouge, Louisiana, O has increased its staffing levels in
all five hurricane ravaged states, as well as in headquarters.

A significant effort has been made in conbating fraud in the states of M ssissippi and Loui si ana Homeowner’s Conpensation
Prograns which has been allocated approximately $12.5 billion for this program and D saster Voucher Programs. As stated
earlier, O invested considerable resources in setting up prograns to detect and deter fraud with the States. Through
education and training of the grantees and contractors including significant counter fraud and detection training,
measures were put in place that are reaping considerable results in reducing waste, fraud and abuse in these prograns.

In the past fiscal year to the present, O has worked a large inventory of crimnal referrals fromthe M ssissippi
Hormeowner ship and the Loui si ana Road Home program Working with the administrators of these grant programs, O has nade
significant efforts in deterring and detecting fraudulent clains before they were disbursed, resulting in over $11
mllion in recoveries and $21 mllion in funds put to better use.

Public corruption and contract fraud in these HUD program funded areas is a problemin Gulf Coast recovery efforts. The
use of Community Devel opnent Bl ock Grants for both econom c devel opnent and housi ng needs has caused O to train for the
early detection of fraud in underperform ng grantees and owner/ managenent conpanies. In addition, focus is being given
to di shonest managerment in non-profit grantees. This initiative is generating a substantial nunber of long termresource
intensive investigations that will continue to be a focus for this office in the years to come. To date, O has opened
over 500 investigations involving this type of grant fraud.
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d. Inspections and Eval uati ons

The use of inspections and evaluations allows the HUD O G to nore quickly review HUD prograns to determine their conpliance
with policies and goals. The fiscal year 2008 |&E annual plan addresses both audit and investigative initiatives in the Qulf Coast
recovery efforts, as well as O G managenent concerns regardi ng other HUD prograns. The Division participated in collaborative studies
and reviews with HUD program staff in areas such as Fair Housing and Equal Opportunity, the Snall Cities Conmunity Devel opment Bl ock
Grant Program recertification of Miltifamly Projects in the Gulf Coast, and the Pre-foreclosure Sales Program Additionally, O
partici pates as a nenber of the Departnment of Justice National Procurenent Fraud Task Force.

e. Departnent of Justice and Departnent of Honel and Security Task Forces

During fiscal years 2009 and 2010, OGw |l continue to work with the DOJ Joint Terrorism Task Forces (JTTF) in our role of
first response during national disasters and assisting in uncovering terrorismand gang-related activity in public housing. Al though
our resources will not allow full-time participation in all JTTFs, O Gis actively engaged to the extent its resources will allow. O
will participate as resources permt in the DOJ Public Housing Safety Initiative as well as task force activities directed toward gang
activity in public and assisted housing. DQJ's newWy created Procurenment Fraud Task Force, a result of @ulf Coast and |raqg war
funding, requires the Ofice of Investigation to use assets in collaborating with the Departnment to conbat fraud in its procurenent
processes. O Regional offices are working with their individual U S Attorney' s offices task forces required by the Attorney General.

A priority for O is its continued participation in Qulf Coast Hurricane Relief Fraud Task Forces: the DQJ Washi ngton
Di saster Recovery Wirking Goup; the National Center for Disaster Fraud Task Force, the FBI New Ol eans Public Corruption Ofice, and
the Departnent of Honeland Security Hurricane Katrina Roundtabl e.

5. OFFI CE OF MANAGEMENT AND POLI CY ((QVAP)

a. Enploynment and Responsibilities

OVAP provides O Gw de adm nistrative support, including budget and financial nmanagenent operations and policy, strategic
pl anni ng, human resources managenent, enployee training, internal policy devel opment, information technology (IT) and automated office
support services, reports preparation, and records nmanagenent. This Ofice also oversees the O G Internal Managenent Assessnent
Program the O G Hotline operation, and has instituted an outreach programto pronote fraud awareness and training for HUD staff and
program admini strators. The OVAP is responsible for Equal Enploynment Cpportunity, Alternative Dispute Resolution, and Orbudsman
functions.

b. Workl oad

OVAP is the O G focal point for providing streanlined support to O G and devel oping policies and procedures, particularly
those related to administrative prograns and hunan resources. OVAP has an ongoing initiative to issue new or updated policies and
gui dance in these two areas and has conpleted 10 major policy renewals in fiscal year 2008. OMAP al so conducts the O G I nternal
Managenent Assessnent Programthat neasures O G wi de conpliance with professional audit and investigative standards and administrative
policies. This programinvolves a conprehensive evaluation of 1 Region each quarter for 4 eval uations per year, so that each Region is
evaluated at | east once every 3 years.

OVAP created a Program Integrity Division, which provides | eadership and works with Departnental staff to find ways to
prevent waste, fraud, and abuse in HUD progranms. The Division devel ops fraud prevention bulletins and other fraud awareness material .
This Division is also responsible for OG Hotline functions. For fiscal year 2008, the Hotline staff is on pace to process about
19, 000 inquiries/conplaints.

The O G has outsources its automation services support to a contractor. Qur OGIT staff nonitors the contractor’s
performance as part of an overall effort to enhance mission performance. The |IT staff provides infrastructure support in the many
HUD/ GSA mandat ed nmoves of nationwide offices. |T has created a nobile "office anywhere" environment. This environment allows auditors
and investigators to connect to the O G network directly froman audit/investigative site, and includes access to secure OGe-mail via
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the worl dwi de Internet and through the use of wireless handheld devices. An O G IT Security Manager strengthens the security and
integrity of the O G network. Significant effort has gone into assuring data and network security. Al |aptops have been encrypted
and efforts continue so O G can neet new OVB security requirements.

The O G continues to enhance a managenent information systemto provide for autonmated business processes for Audit and
Investigations. O G continues to enhance a systemthat meets the broad reporting requirenments of O Gto include current performance
nmeasures, and Sem annual Reports to Congress. The systemw || also be strengthen over tine to include data reporting capabilities for
ti mekeepi ng, contracts, budgets, hotline, task tracking, COOP data, training, and enployee data. Wth this well-designed system QG
will be able to respond quickly and effectively to requests from any source.

OVAP oversees a contract with the U S. Departnment of Treasury, Bureau of Public Debt (BPD), to provide human resources and
procurement services. Qutsourcing these functions has enhanced O G ni ssion performance while preserving its independence fromthe
Departnent. BPD handl es about 100 contracts a year and the O G staff nonitors BPD. Mreover, it has allowed the O Gto devote a high
percentage of its limted resources to primary mssion activities. In addition, the O G does not have to conpete with other
Departnental offices for resources in these areas. As a result, O G can devote its linmted support staff to policy devel opnent, advice
and gui dance, and contract oversight.

The Training division coordinates and oversees all training for OG staff. Last year they processed over 465 students for
internal O training and approxi mately 137 for training at the Federal Law Enforcenent Center in dynco, GA Enphasis has been on in-
house Program Fraud Training in support of the strategic focus. New courses are welled devel oped incl udi ng New Enpl oyee Ori entati on,
Supervi sory Training, Community Devel opnent and Pl anning training.

The O G s extensive budget and administrative services, reports preparation, and records nanagenent activities are conducted
in-house with a snmall staff that oversees O G operations in Headquarters. It also provides policy and procedural guidance to
adm nistrative staff in the O Gregional and outlying offices. OVAP has also initiated a Research and Pl anning function, which wll
track the Strategic Plan, do research, and support strategic planning work.

OVAP is al so responsible for various Equal Enpl oynent Opportunities.
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