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The Honcrable
. The Secretary of Housing anu
Urban Developnent

Enclosed 1s a copy of our testimony presented on July 1&, 1975,
before the Subcommittee on Manpower and Yousing, House Cosmittee on M r /e
Gover.aen. Operations, on thez results of our review of the effeciive~
ness of the Department of Housing and Urban Development ‘s overeishe of
Fedzral subsidies paid uncer the se 235 Hcmeownﬁ;a%AV assistance
program. Our revlew showed the [ollowing wesknesses i the pro

and prsctices that EUD and mortgarcees followed in admiuxsber!rg the
reu: nirerents for dstara’~inz the

srents for Zefer ng the amov.i

program,

& 2 2 22 2 . -~ -
GT SUDEigLes due ul..? LL

~~Contrary tc WD requiremente, homcuymaers did net
to the mortyipeas increases in thelr incenrs resuy
from changes ia erployme nt when guch anges OCCuT

~-Mortgagees did not notify HUD when they became awsre cf
unreporied job changes and did not nake :
mencg to correci subsidy overpayuwents.

~~Homeowners' 1Incowme recert’fications were performed lat:a
or uot at all by the mortgagees.

~~Mortgagees included ineligible insursence costg in the

7

computatious for determining the assistance payments. ’

f

~_

——Income reperied by homeowners to mortgagees differed from
income ropnrr:d to Internal Revenue Service. Altheugh HID

has a proceduL whereby homeowners authorize HUD to cobtain
urns from IRS, KUD has uot implemented this

On the basis of a statistical sample of houmeowners participatring
in rhe program, we estimated that these weaknesses resulred in Fedaral
overpayments of 324.6 million annually on behalf of some 116,000
homeowners.
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-~Revise H'D guiisiines to require that mort

of recueriificarion, identify previcusly un

employnenl which have resulted in overpaid
the &,/ propriate

Telroactive adliustiwmnes,

sAgC0s,
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or use during

g to carry out mort-
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d review program

mortzagees are
when a previously
increzascd Income,
{3} adlusting
insurance cests,

at the time
reported changes in
assistcnce and make

TECE &t ()vn‘-A
this
1d rveport
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, S d enc
try Lo resolve discrepancies anid Tequive t 25
adjtst the homeowners' assistance pa.ments when
Mortgagees should be regrired te advise hovouners of
progran as a deterrent tu impreper reporting and show
to HUD all cases in which homcowners are suspected of miss
their incomes.
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As you Kknow, sectien 236 of the Legislative Reorganization Ac
of 1970 requires the head of 2z Federal ageacy to submit & written
statement on actions taken on our recomnendations te the House and C
Senate Commiiitecs on Govermnent Operatiouns not later than 60 days
sfter the dare of the report and the House and Senaile Cunmitiees on ?
spprepriatlons with the agency's first request for appropriations ’
made more *?‘n 60 days after the date of the report,

pics cof this repox

mentlonnd dbOVé and to the Secretary of

Internal Revenue Scrvice; and the Direct

Budget. Wa are also senclns
i £

-

copies oy

f Lo

LY Tt

tu the four coumictees
the Treasury: the Commissioner,
or, Office of Manapement and

ouv Acting Inspector General,
snd Assistant Secretlary
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Divertor
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UNITED STATES GENERAL ACCOUKTING OFFICEL
WASHINGTON, D.C. 20548

FOR RELCASE O DELIVERY
EXPLCTED AT 9:50 AM. EDT
FRIDAY, JULY 13, 1975

STATEMERT OF
HENRY ESCHWEGE, DIRECTOFR
RESOURCES AND ECONOMIC DEVELOPMENT DIVISION

BEFORE THE
SUBCOV?IxTEZ ON MANPOWRYR AND ,CH
el at L eyt w-mv—v—v ra )l T

COMMITTEE ON GOVFRNLENT OPERA
HOUSE QF XLIPRESENTATIVES

ON
EFFECTIVENESS OF HUD'S OVERSIGHT OF FIDIRAL

SURSINIES PAID UNDER THL SECTTION 220 HOMIOWL . LHSHIP

i
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AS3ISTANCE PROGRAM
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WE ARE HERE TODAY AT THE RECUL " o Wi Sivge " !TEE TO

[

DISCUSSE THE RESULTS QF OUR REVIEW OF THL .o IvivLEs OF TRE
DEPARTMENT OF HOUSING AND URPAN DEVEIOPMINTTS [HURTS) OVERSICHT
OF FEDERAL SUBSIDINS PAID UNDER THE SECTION 235 HOMIOWNLERSHIP
ASSISTANCE PROGRAM. WITH MF TCDAY ARL MISGRS, WILTUR I,

CAMPBELL, ASSCCIATE DIRECTCR, AND CLARTNCE P. SQUELLATI,
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MY TESTIMONY TODAY WILL SUMMARIZE THE RESULTS OF OUR
RECENTLY COMPLETHD REVIEW. WF WLRE TN THF PROCESS OF DRAFTING

20

BEST DOCUMENT AVAILABLE
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A REPORT TO THE COruerboS wWoly b JEARNED OF YOUR INTEREST TO

l"i

™

HAVE US DISCUSS CLiR OBSFRVATION: Al THESE HEARINGS. ACCORD-
INGLY HUD HAS NOT rrEN GIVIN AN OPPORTUNITY TO FORMALLY COMMENT
ON OUR TENTATIVE CONCIUSIONS AND PROPUSALS FOR IMPROVEMENT

AS YOU KNOW, APPROXIMATELY 2-1/2 YEARS AGO THE PRESIDENT
IMPOSED A MORATORIUM ON ADDITIONAL COMMITMENTS FOR SECTJON
235 HOUSING. DESPITE THE MORATORIUM CONSIDERABLE ACTIVITY
AND EXPENDITURES UNDER THE PROGRAM WILL CONTINUE FOR MANY
YEARS BECAUSE OF THE LARGE KUMBER OF UNITS ALRLADY INSURED--
392,000 AS OF DECEMBER 31, 1974--AND HUD'S ESTIMATE THAT

SUBSIDY PAYMENTS COULD AMOUNT TO ABOUT $3.45 BILLION OVER THE

2 orarrn Tt I REATIT 4TI O T QUDHIDD ADNNADDRTATE T jaR SR Vel of o 1A
LIFE OF THE MORTCASLS.  IT SETVMED APPROVRGALTER,; 05.R FE, THAT
T ear a2 v sy e martamesTYEIO TR ¥ T ~OoTYY™ TINT O RITITY A RTTY (T §h [SYREE IR W2 V) S &
Wi EXAUIND THT PROCLDUNLS FOLLOWLD oY U0 AWD 10l ¥l ERAB RS

IN ANDMINISTERING [HE SUBSIDY
AT THIS POINT A PRIEF DESCRIPT.LON OF THE PROMPAM MAY RY

SECTION 236 WAS AUTUIRIZED ™

FARS o & v

Z 1068 TO ARSIST LOW-
AND MODERATE-INCOME FAMILIES 7O BECOME UOapOWNERS.  THIS
ASSISTANCE WAS MADE AVALLALLL IN THE FCORM OF MORTGASY TNSUR-
ANCE AND INTEREST SUBSIDIES WHICH COULD BE USED TO PUPCHASE
EITHER NEW OR EXISTING HCMES.

THE HOMEOWNER IS REQUIRED TO PAY AT LEAST 20 PERCENT

)

HIS ADJUSTED GRO3SS INCOME TOWARD (i

0
UNDER THF MORTGAGE. FOR DPRINCIPAL, INTEREST, TAXES, TNSURANCE,
AND MORTGAGL INGURANCE PREMIUM. HUD PAYS THE BALANCL OF THE

MONTHLY PAYMENT NOT TO EXCEED, HOWEVER, THE DIFFERENCE

e BeS | DOLUMtNTAwnu

Vr:' "LZ
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PLUS MORTGAGE INSURANCE AND WHAT THE PAYMENT WOULD BE AT A
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EACH PARTICIPATING FAMILY SURMIT ANNUALLY AN INCOMF REC:RTIFI-

CATTION STATLMENT TO THE MORTOACEE TINTC CTATUMENT TR SO Bn
LAl Ay LiMmiCMIlRNG LU LTDE MURTULALED. P00 OrALLMEND 1o 1Y DL

VERIFIED BY THE MORTGAGEE WITiI THE PARTICIPANT'S EMPLOYER
AND BECOMES THE BASIS FOR ANY RECOMPUTATIONS OF THE AMCUNT OF
FEDERAL SUBSIDY.

OQUR REVIEW SHOWED WEAKNESSFS IN THE PROCENURES AND

PRACTICES FOLLOWED BY HUD AND MORTCGAGELES IN ADMINIST FRING

PARTICIPATING IN THE PROGHAM AND ESTIMATED THAT THYST WrAV-

NESSES HAVE RESULTLCD IN FLDERAL OVLRPAYMINTS OF $24.6 MILLION

Ps]

ANNUALLY ON BEHALF OF SOME 116,000 HOMEOWNFRS, AS T WILl

POINT OUT LATER WF ALSO NOTID INSTANCES OF SOME

l“&

FEDERAL UNDER-
PAYMENTS ON BEHALF OF HOMEQWNERS.

TO DETERMINE IF THE MORTGAGEES WERE ADECUATELY DISCHARGING
THEIR RESPONSIBILITIES AND IF HUD Was EFFECTIVELY MONITORING
TAEIR PERFORMANCE, WE SELECTED FrROM HUN'®S COMPUTER A NATION-

w

]
ou

£ STAT1ST1CAL SAMPLE OF 496 MORTGAGES FROM THE 32,527

SECTION 235 MORTGAGES FOR WHICH ANNUAL MORTGAGE TNSURANCE

PREMIUMS WERE BILLED IN APRIL 197d4. AT THAT TIME THE TOTAL
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UNIVERSE CONSISTED OF 402,500 SECTION 23S MORTGAGES OUTSTAND-
ING--ABCUT 1/12 OF THIS UNIVERSE IS BILLED EACH MONTH FOR
THEIR ANNUAL PREMIUMS.

WE THEN SENT A QUESTIONNAIRE TO THE 251 MORTGAGLLS
SERVICING THE 496 MORTGAGES SELECTED IN OUR STATISTICAL
SAMPLE. WL VALIDATED THE QUESTIONNAIRE RESPONSES BY VISITING
4z OF THE MORTGAGETS POLLED WHO WERE LOCA
TION OF 18 HUD FIELD OFFICES ACRCSS THE COUNTRY. AT EACH
MORTGAGEE VISITED WE ALSO EVALUATED THE RECERTIFICATION PRO-

CEDURES FOR ADDITIONAL MORTGAGES WHICH WERE SELECTED AT

RL\. LAYat Y] ol S AR SS AR P oS o1 &4 e alfm ~Y T ¥ AR ¢ ™ al o1t AR A AR STl SATUR AT
SA v 3t ) Y] P& FRE Y] AR ST LS SR Y LI SRS W I I S SR W o N S S W I S e S SN ST A ISR TR SO ¥ N

STATISTICAL SAMPLE PLUS A FCOLLCW-UP VISIT WeiICH INCIUDED
TESTING THE MORTGAGEES' PRCOCEDURLS FUB AN ADDITIONAL 1,200
MORTGAGLS.

THE RISULTS oF OUR STATISTICAL SAMPLE CAN BE PROJECTED

WITII A 65 PERCENT CONFIDENCE LEVEL TO THOSE 32,527 MORTGAGLS

MORTGAGES FOR WHICH ANNUAL MOT
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BILLED IN APRIL 1974. IN ADDITIGN, WE HAVE PROJECTED OUR
FINDINGS TO THE 402,500 MORTGAGES OUTSTANDING AT THE TIME

OUR SAMPLE WAS SCELLCTLD BECAUSE Wi BELIEVE (HAT CUR SAMPLE IS

[HE TOTAL UNIVERSE FOR THE FOLLOWING

-« - BEST DOCUMENT 27150
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--THE 32,527 MORTGAGORS FRGM WHICH OUR SAMPLE OF 49¢
WAL N \w\' DENRELCLATC ADAIIT Q0 DENATNT MDD DNAINNY v
FYAALS R UNVITAY NLE NIl 110 RavU [C RN G WY A W WFA 19 VL RUVUUITL

ADDITIONAL CASES SELi "vED FOR REVIEW »T EACH MORT-
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S THEY ~»RE FOR THE MOYTCOAGES SELECTED

IN OUR SAMPLE.

-«THE FILES FOR THE TOTAL OF 1,200 ADDITIONAL MORTCGASES
SELECTED SHOWED THAT MORTGAGE INSURANCE PREMIUMS WELRE

--THERE IS NO REASOMN THAT WE ARE AWARE OF THAT WOULD MAKE
HOMECWNTRS WITH MORTGAGE ANNIVERSARY DATES IN ONL MOLTH

DIFFERED T THAN HOMICWNTRE WITH ANNIVERSARY DATES IN

QUR ESTIMATE OF OVIRPAYMINTS CF FIDITRAD SURSIDITS OF

$24.6 MILLION' IS ..TTRIBUTAR T TO
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2. MISSTATEMINT O HOMEOWNERS' INCOME REPORTED TO MORT-
GAGEFS AS COMPARED TOQ THAT REPORTED TO THE 1IN AL

REVENUE STRVICE--$75.4 MILLION OF OVERPAYﬂEN?S.

LTHE DOLLAR AMOUNTS ATTRIDUTED TO THRSL TWo TACTORS ADD Tu
MORE THAN THF TOTAL OF §24.6 MILLION OVELPAYMENTS RBECALSF
SOME OVERPAYMINTS IN ONE CATECORY TENDED TCQ PARTIALLY OVIRLAP

OVEFPAYMENTS IN THE CTHER CATEGORY

b b L ,:_‘;'_a
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RECERTIFICATIONS OR TO OBTAIN THEM WITHIN THE TIME FRAME
REQUIRED, HUD OVERPAID ASSISTANCE BY ABOUT $4 MILLION ON
BEHALF OF ABOUT 23,500 HOMEOWNERS.

WE ALSO FCUND SEVEN CASES IN OUR SAMPLE WHLERE THE HOME-
OWNERS' INCOME DECREASED AND WHERE THE MORTCGAGELS' FAILURE TO
COMPLY WITH HUD'S REQUIREMENTS RESULTED IN UNDERPAYMENTS OF

ASSTISTANCE ON BEHALF QF THESE HOMEOWNERS. ACCORDINGLY THE

~

HOMECWNERS OVERPAID THEIR PORTION OF THE MO

A riay

CTIIT Y
[

1 isa

THE NUMBER OF UNDERPAYMENTS FOUND WAS TCO SMALL IN RELATICN
TO THE SIZE OF OUR SAMPLE TO PROVIDE A RELIABLE BASIS FOR
PROJECTING

FINALLY, MORTGAGEES WERE INCLUDING INLLIGTELE INSURANC

NG INLLI EOINGURANCE
COSTS IN THE COMPUTATION FOR DETERMINING THE ASSISTANCE PAv-
MENTS. fUiD HAS INTLRDPRETED SCLCTION 235 OF THE WATIONAL
HOUSING ACYT AS REQUIRING THAT SUnSIiDIZATION OF INSURANCL
PREMIUMS BE LIMITHD TO THE COST FOR STAHDARL FIRE AND
.EXTENDED COVERAGL. THL HOMEOWNER MAY OBTAIN A HOMEOWNER'S

INSURANCE POLICY WHICH IN MANY CASES IS MORE COSTLY BEC

VANDALISHM. THE MORTGAGEE, HOWEVER, MUST INCLUDE IN THE

SUBSIDY COMPUTATION ONLY THAT PORTION OF THE PREMIUM WHICH

MORTGAGES IN OUR SAMPLE INCLUDED

i

NELIGIBLU 1INSURAXCE COSTS.

BEST DOCUMENT AVAILABLE
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PROJECTED TO THE TOTAL UNIVERSE, WE ESTIMATE OVERPAYMENTS OF
$600,000 ON BLHALF OF 28,400 HOMEOWNERS.
ALTHOUGH HUD F1ELD OFFICES ARE REQUIRED TO VISIT THE

MORTGAGEES AT LEAST ONCE A YEAR TO REVIEW A REPRESENTATIV

ge]

LR s o el el t e i R e el R an et T

RECERTIFICATIONS COMPLETLD BY THE MORTCGAGEES, WE
FOUND THAT GLNERALLY THZ 18 FIELD OFFICES INCLUDED IN OUR
REVIEW WERE NOT MAKING SUCH VISITS. HUD HEADQUARTERS AND
NECESSARY STAFF TO MAKE REQUIRED MORTGAGEE VISITS.

MISSTATEMENT OF INCOME REPOPTED TO MORTOAGLES

TO FURTHER LVALUATE THE FFFLECTIVENESS OF HUD AND MORT-

GAGAT PROCEDIRES FOR DETERMINING THE ADPPROPRIATE AMCUNT OF

ASSISTANCE PAYMENTS TO HOMIOWNERS, WE OBTAINED CALLNDAR YEAR
1972 AND 1973 FIDLRAL IRCOME TAY RETURNS FROM T.40 INTLRNAL

REVENUL SLRVICL (1kS) FOr THE HOSLOWNLKS IN OUR MNATIONSL

SAMPLE. WE THEN COMPARLD THE INCOME REPORTED TO IRS WITH
THE INCOME WHICH WAS RuPCORTEU TO THL MORTTAGEES AND WAS UCZED

TO COMPUTE ASSISTANCE PAYMENTS FOR THOSE INCOME RECERTIFI

[
J,-

TIONS DUE IN APRIL, MAY, AND JUNE 1973.
ON THE BASIS OF TiHIS COMPARISON WE ESTIMATED THAT 60,000

OF THE 402,500 HOMFOWNERS IN THEL SECTION 235 PROGRAM REPOKRTED

141 [odEs] TS LT A e S A ahid -pr Y AT T T . T -~ -

HIGIHER INCOMES TO THE IRS THAN THIY RETORTED TO THE MORTGAGEES,
T ul L ! DDA IC/,TN A TAT AT nir LAY v AT A e e 4

ON THIS B’%bIS, WL PROJECIED 10TAL CVERPAYMENT OF 315.4

MILLION. FURTHERMORE, ON THE BASIS OF THI INCOMES REPCRTED TO

IRS, WL ESTIMATCD THAT 13,800 CF THESE HOMECYNTRS HAD INCOMLS

T
IRV
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SC HIGH THAT TnEY WERE INELIGIBLE TC RECEIVE ANY ASSISTANCE

THAT 29,000 FAILED TO REPORT TO THE MORTCAGEES ALL SOURCES OF
INCOME, SUCH AS INCOME TR0M PART-TIME EMPLOYMENT CR FROM
LMPLOYMENT OF THE HOMEOWNER'S SPOUSE. THE REMAINING 31,000
wH0 REPORTED ALL SOURCES COF INCOME SIMPLY UNDERSTATED THE
AMOUNT OF THEIR INCOME.

QUR ANALYSIZ OF THE IRS DATA ALSO ReEVEALLD INSTANCES

AT IINDERD VY TS AT Al TN, THTCR L 0T ASCIILDE DT ATIELRT
CF UNDERPAYMENTS CF A55T1STANCE THTSE CASES QCCURRFD FRE WU UENTLY
........ L o T Qi . . -
Fen (VI 18 _Le b yd i3 10F 1 ATTH Y7 IR 331 vR&D oFuLINYLD OTALY TN AL [ YT I R Oy
i ) 9 . P SR ' A osaan 4 v AT PRI doen LR L T |

TO ENABLE US TO PROJECT WITH RFASONADLF RELTIAPILITY TO CuR
UNTVERSE THAT HUD UNDERPAID $2.0 MILLICN ON WWJIALF QF 8,900

HOM:OR? d RS, ACCORIYINGLY

9ng HOMLOWNI RS QUFRPATD

&Y MLTAYYeey YT fedaall o) crev - - o -~ AL et
ALTHOUGH HUD ESTARLISHED A PROCEDURYF IN 1677 WWERILDY TiHE

HOMEOWNERS SIGN A CONSENT AGREEMENT AUTHCRTIZING HU™ TO OBTAIN

HAVE NOT FELT THE MEED TO IMPLEMENT THIS PROCEDLRE.
IN SUMMARY, MR. CHATRMAN, WE RELIEVE [HAT A NUMBER OF
; TO CORRECT THE WLAKNLSSLS NOLED

IN THL RECFRTIFIZATLION PROCISS INCLUDING:

t@v
=7
w;
oy
Law]
D
c-
==
:E:;



£ NN TS AL e e a8 oo me - ey

ENRCLOSURE ENCLOSURE

--REEMPHASIZING TO MORTGAGEES HUD'S REQUIREMIN1S THAT
(1) HUD BE NOTIFIED PROMPTLY OF PREVIQUSLY UNRZPORTED

N HOMEOWNERS' EMPLOYMERT, (Z} RECLRTIFICATICNS

COSTS;

--REEMPHASIZING TO HOMEOWNERS YUD'S REQUIREMENT THAT THEY

THE CEANSES OCCUR;
--IMPLEMENTA /ION OF AN EFFECTIVE PROGRAM, INCLUDING
EMPLOYMEN OF SUFFICIENT STAFF, 10 PLRIODI LLY VISIT

MOPTGAGELS TO EVALUATE THEIR PP-LTICES FAR CETAIN

|._.4

e
HOMEGWANIRS" INCOME "RECERTIFICATIONS AND TO INSURE THAT
ASSISTANCE PAYMENTS ARE PROPERLY COMEUTLD; AND

--EXFLORINT A FURTHER COURSE OF ACTICN THAT (o' BL TAKD N
TO INSURL THAT MORTGAGEES COMPLY WITH HUD PROCZEDURLS
ARD GUIDELINES.

IN ADDITION, TO AVQOID IMPROPER REPQRTING OF INCOME, PARTICULARLY

WHERE A SECOND JOB IS INVOLVED, SOME VERTFICATION TG TNCOME

TAX RETURN DATA WOULD SEEM TO BE NECESSARY.

MR. CHAIRMAN, ThIS COMPLETES MY PREPARED STATIMENT; WL

WILL BE GLAD TO RESPOND TO YOUR QUESTIONS.

o~

GesT DOCUMENT AVAiL oLk





