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What We Audited and Why 
As part of our mission to safeguard HUD’s programs from fraud, waste, and abuse, and to identify 
opportunities for HUD programs to progress and succeed, we selected New Jersey for a review of 
potential improper payments.  Our audit objective was to determine whether New Jersey made improper 
non-Federal match activity payments.  We also assessed whether the Office of Community Planning and 
Development’s Office of Disaster Recovery (CPD ODR) had sufficient and adequate controls to prevent 
improper match payments. 

What We Found 
New Jersey could not provide support for 17 of 64 Hurricane Sandy (27 percent) and all 8 Hurricane Irene 
(100 percent) items that we tested.  This occurred because New Jersey did not establish adequate 
controls for properly classifying, allocating, and tracking non-Federal match costs.  Consequently, these 
unsupported payments meet OMB’s definition of an improper payment because it could not be 
determined whether the payment was proper or improper due to the lack of documentation.  As of June 
6, 2025, New Jersey still had more than $5.6 million in unspent HUD Sandy non-Federal match funds 
which, due to the inadequate controls, were at risk of being unsupported when paid. 

Further, we found that New Jersey commingled its non-Federal match costs with other disaster recovery 
costs to support payments made by HUD funds that totaled $174,352.  These payments were improper 
because the other costs are not part of the non-Federal project’s total costs.  This occurred because New 
Jersey did not establish its own financial or payment controls to separately allocate, track, and report 
non-Federal match costs from other eligible disaster recovery costs.  Further, CPD’s policies did not 
require its grantees to separately report non-Federal match costs from other activities funded by disaster 
appropriations.  As a result, New Jersey was not transparently reporting the amounts of HUD disaster 
funding it spent on non-Federal match activities versus other eligible disaster recovery activities.  Instead, 
it overreported the amount it paid for non-Federal match activities, which increased the risk of potential 
improper payments.  In addition, due to the overreported amounts, HUD and its stakeholders cannot use 
DRGR system quarterly performance reports to ensure that New Jersey properly used its disaster 
recovery funds to meet the goals and objectives of the non-federal match portion of its projects. 

What We Recommend 
We recommend that CPD ODR require all disaster recovery grantees to adopt consistent financial and 
internal controls to allocate and track non-Federal match activity costs that are paid with HUD disaster 
recovery funds.  We also recommend that New Jersey support or repay unsupported payments totaling 
more than $4.8 million.  Finally, we recommend that New Jersey revise its controls for non-Federal match 
costs and ensure that such costs are appropriately allocated, tracked and reported, thereby putting to 
better use more than $5 million at risk of future improper payments.
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Background and Objective 
From 2001 to 2024, Congress provided disaster recovery supplemental appropriations totaling $109 
billion to the U.S. Department of Housing and Urban Development’s (HUD) Office of Community Planning 
and Development (CPD).  Congress required CPD to allocate the funds as grants to States and 
communities impacted by presidentially declared disasters.  Congress provides these funds for necessary 
expenses related to disaster relief, long-term recovery, restoration of infrastructure and housing, and 
economic revitalization in the most impacted and distressed areas.  Because the disaster recovery 
program has not been permanently authorized, 1 CPD used its existing Community Development Block 
Grant Program (CDBG)2 as a framework to administer the program, and it allocated the funds using 
Federal Register notices.  These notices also contained additional waivers and alternate requirements.  
Grantees executed grant agreements to receive the funds, which required them to follow the Uniform 
Administrative Requirements and Cost Principles.3  These Federal rules state that grantees must establish 
and maintain internal and financial management controls to allocate and track Federal awards.  Further, 
all costs charged to a Federal award should be necessary, reasonable, allocable, and documented.  
However, CPD’s State CDBG rules give maximum feasible deference to a state’s interpretation of the 
statutory requirements, and it defers to a state’s definitions.4 

In addition to the disaster recovery grants that CPD awards, the Federal Emergency Management 
Agency’s (FEMA) Public Assistance Program also provided supplemental grants for communities 5 to 
quickly respond to and recover from major disasters.  To participate in its program, FEMA required 
grantees to pay for a portion of the project costs with non-Federal funds, also known as “match,” “cost 
share,” “non-Federal share,” or “non-Federal match.”  Typically, the non-Federal match amounts ranged 
from 10 percent to 25 percent of the total project costs.6  Although HUD and FEMA are Federal agencies, 
the Housing and Community Development Act of 1974 and CPD’s rules permitted grantees to use CPD’s 
disaster recovery funds as their non-Federal match for purposes of complying with FEMA’s Public 

 
1  HUD’s Office of Block Grant Assistance Had Not Codified the Community Development Block Grant Disaster 

Recovery Program, HUD OIG audit report 2018-FW-0002, issued July 23, 2018. 
2  24 Code of Federal Regulations (CFR) Part 570 - Community Development Block Grants.  We referred to the 

Community Development Block Grant - Disaster Recovery (CDBG-DR) Program as the disaster recovery 
program.  See appendix C. 

3  2 CFR 200 - Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards. 
4  24 CFR 570.480(c) and 481.  See appendix C.  HUD has historically granted maximum feasible deference to a 

state’s interpretation of the statutory and programmatic requirements if the state’s interpretations are not 
plainly inconsistent with the Housing and Community Development Act of 1974 (Act), as amended.  
Additionally, HUD requires that a state’s definitions of requirements be explicit and reasonable.  Notably, the 
term of maximum feasible deference is not in the Act.  Instead, CPD stated in its guidance regarding State CDBG 
that the term was created by HUD’s Office of General Counsel.  The guidance states that HUD created the 
theory of maximum feasible deference to (1) provide for minimal regulation beyond the statute and (2) allow 
states to adopt more restrictive requirements if they do not contradict or are not inconsistent with the Act.  In 
practice, however, States have used this concept to adopt less restrictive requirements. 

5  FEMA grantees included State, Tribal, Territorial, and local governments, and certain private nonprofit 
organizations. 

6  Each Federal agency that required a match established a minimum cost share that grantees must meet. 
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Assistance Program requirements, so long as those funds pay for eligible expenses in direct support of 
approved HUD match activities.7  

Because grantees received reimbursement for non-Federal match costs of disaster recovery projects from 
two or more federal agencies, these projects and related activities carried an inherent high risk of 
improper payments.  Improper payments are payments that should not have been made or that were 
made in an incorrect amount.  The U.S. Government Accountability Office (GAO) and the U.S. Office of 
Management and Budget (OMB) identified several improper payment types: 

• Overpayments are payments in excess of what is due and for which the excess amount, in theory, 
should or could be recovered. 

• Underpayments are those in which recipients did not receive the funds they were due. 
• Unknown payments are those that an agency cannot determine to be either proper or improper 

because of insufficient or lack of documentation. 
• Technically improper payments are those in which recipients received the correct amount of 

funds they were due, but the payment failed to meet regulatory or statutory requirements or 
both.8 

CPD allocated and awarded $4.19 billion of disaster recovery funds to New Jersey for Hurricane Irene that 
occurred in 2011 and Hurricane Sandy that occurred in 2012.9  New Jersey received $15.5 million for 
Hurricane Irene on October 4, 2012, and this grant closed on January 11, 2024.  Because Hurricane Sandy 
funds had strict expenditure deadlines, which Congress subsequently waived, New Jersey received the 
$4.17 billion of Sandy funds over the course of 5 years, in multiple rounds, as shown in table 1.  New 
Jersey appointed two different entities to oversee the funds: the Department of Housing and Community 
Resources for Irene funds and the Division of Disaster Recovery and Mitigation for Sandy funds.10 

Table 1: CPD awarded Sandy grant funds to New Jersey from 2013-2017 
Grant award date Grant round Amount 

05/13/2013 First $1,006,236,000 
07/29/2014 Second 500,000,000 
06/01/2015 Third 1,395,500,000 
12/29/2016 Fourth 169,870,320 
06/26/2017 Fifth 1,102,822,680 

Total obligated 4,174,429,000 

 
7  The Housing and Community Development Act of 1974, as amended, listed the payment of the non-Federal 

share required in connection with a Federal grant-in-aid program as an eligible activity.  Since 2012, CPD 
included in its disaster recovery Federal Register notices the use of disaster recovery funds as a matching 
requirement, share, or contribution for eligible activities related to any other Federal program. 

8  Cited definitions contained in Improper Payments:  Key Concepts and Information on Programs with High Rates 
or Lacking Estimates, GAO-24-107482, issued June 27, 2024.  See also OMB’s Requirements for Payment 
Integrity and Improvement, Circular No. A-123, appendix C, OMB-M-21-19, issued March 5, 2021. 

9  Irene grant number was B-12-DT-34-0001 and equaled $15.5 million.  Sandy grant number was B-13-DS-34-
0001 and equaled $4.17 billion.  Together the grants totaled $4.19 billion.  CPD and grantees refer to 
Hurricanes Irene and Sandy funding as either “Irene” or “Sandy” funding. 

10  We referred to these two oversight entities collectively as “New Jersey.” 
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New Jersey used CPD’s Disaster Recovery Grants Reporting (DRGR) system to access the disaster recovery 
funds and report its performance and achievements.  CPD developed DRGR for the disaster recovery 
program.  It is a mixed system that reports both financial and performance data.  Grantees like New 
Jersey used it to access their disaster recovery grant funds and to report their accomplishments.  CPD 
staff used it to review grantees’ activities, prepare reports to Congress and others, and monitor 
compliance.   Additionally, New Jersey used its CPD disaster recovery funds to match funds from other 
Federal agencies, including the Federal Highway Administration (FHA) and the Environmental Protection 
Agency (EPA). 

Our audit objective was to determine whether New Jersey made improper non-Federal match activity 
payments.  We also assessed whether the CPD ODR had sufficient and adequate controls to prevent 
improper match payments.  
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Results of Audit 
New Jersey Could Not Support Disaster Recovery Expenses for Its 
Non-Federal Match Costs 
As we explain in greater detail below, New Jersey could not support $4.8 million in disaster recovery 
expenses related to Non-Federal match costs it incurred.  Specifically, it could not provide documentation 
to support 17 of 64 Hurricane Sandy (27 percent) and all 8 Hurricane Irene (100 percent) payments that 
we tested.  These improper payments occurred because New Jersey did not establish adequate controls 
for properly classifying, allocating, and tracking non-Federal match costs.  Further, CPD’s program 
requirements deferred to a State when it comes to establishing controls.  Looking ahead, as of June 6, 
2025, New Jersey still had more than $5.6 million unspent HUD Sandy non-Federal match funds which, 
due to the inadequate controls, are at risk of being unsupported when paid. 

New Jersey Did Not Support Some Hurricane Sandy Payments Tested 

New Jersey did not support 17 of 64 (27 percent) Sandy payments tested, which totaled $4.4 million, as 
its documentation did not show that its costs were necessary, reasonable, allocable, and documented.11  
Federal requirements12 stated New Jersey should: 

• Have internal controls to comply with all Federal regulations. 
• Have financial records for cost matching that were verifiable, documenting that the costs were 

not paid by another Federal agency and ensuring that the costs are provided for in an approved 
budget of the Federal awarding agency. 

• Ensure any costs are necessary, reasonable, allocable, and documented. 
• Ensure allocable costs are distributed in proportions and are assignable to the Federal award. 

For the 17 payments we reviewed, which included delivery and FEMA direct match cost items,13 New 
Jersey provided documentation of costs that far exceeded the submitted payment.   Further, New Jersey 
did not show how it reduced the submitted costs to equal the requested payments or how it allocated 
the amounts between FEMA and HUD. 

New Jersey subgrantees also overbilled FEMA and underbilled HUD based on its records for our sample 
items.  In the documentation for 5 of the 64 Sandy samples, we identified 11 letters which stated that 
New Jersey’s subgrantees improperly overbilled FEMA for $626,930, and it corrected the errors by billing 
HUD’s disaster recovery funds for the amounts it had overbilled FEMA.  An excerpt from one letter is 
included in figure 1.   
  

 
11  See appendix C for the Federal Cost Principle requirements for cost allowability, including documentation (2 

CFR 200.403,) and allocability (2 CFR 405.) 
12  See appendix C for requirements for internal controls (2 CFR 200.62 and 200.303), financial management (2 

CFR 200.302), cost allowability (2 CFR 200.403), and allocability (2CFR 200.306 and 200.405.) 
13  With respect to the HUD non-Federal match payments for FEMA’s Public Assistance program, delivery costs are 

costs that grantees incurred to deliver a project but did not claim as part of a FEMA project’s total cost, and 
direct match costs are costs that are included in a FEMA-assisted project’s total cost. 
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Figure 1: FEMA’s June 1, 2020, Notice and Demand Letter 

 
 
New Jersey Did Not Support All Hurricane Irene Payments Tested 

In addition, New Jersey did not support all 8 selected Hurricane Irene payments tested totaling $450,085.  
These sample items were 100 percent of the payments made from January 1, 2017, to July 16, 2024.  
Since this grant closed on January 11, 2024, CPD’s rules required New Jersey to maintain supporting 
documentation for 3 years14 or until January 12, 2027.  However, New Jersey officials said that New 
Jersey and its subgrantees could not locate the FEMA project worksheets,15 which would have shown that 
New Jersey received the correct FEMA Public Assistance non-Federal match amount and supported the 
payments made by HUD.   

New Jersey Did Not Establish Adequate Controls for Its Non-Federal 
Match Costs, Which Increased Its Risk of Improper Payment  

New Jersey did not establish consistent or adequate controls for its non-Federal match costs as required 
by Federal regulations. 16  New Jersey could not clearly explain how it allocated match costs or supported 
all the amounts it submitted to HUD for payment.  For instance, New Jersey officials questioned why its 
support had to equal the non-Federal match payment disbursed from HUD disaster recovery funding.   
Officials said the difference between what was submitted to HUD and the support was most likely FEMA 
reductions, but they did not provide that documentation.  New Jersey officials could not explain why the 
match percentages it used to calculate its vouchers varied widely and differed from the FEMA non-
Federal match percentage. 

Also, our audit showed that New Jersey’s practices were inconsistent.  In some cases, New Jersey 
performed progress billing and billed HUD as projects progressed.  In other cases, it billed FEMA for 100 
percent of costs and then billed the last portion of a project’s costs to HUD’s disaster recovery funds.  

 
14  24 CFR 570, Subpart I - State Community Development Block Grant Program, subsection 570.490 

Recordkeeping requirements (d) Record Retention.  See appendix C. 
15  FEMA Form-90-91, a project worksheet, must be completed for each project using FEMA funds.  The project 

worksheet listed the scope of work being funded by FEMA and identified the grantee’s non-Federal match 
amount. 

16  See appendix C for requirements for internal controls (2 CFR 200.62 and 200.303), financial management (2 
CFR 200.302), cost allowability (2 CFR 200.403), and allocability (2CFR 200.306 and 200.405.) 
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Furthermore, documents showed that on some occasions, New Jersey billed FEMA for costs that FEMA 
refused to reimburse or pay, and New Jersey then billed those same costs to HUD.  Finally, during our 
audit, New Jersey did not provide all invoices, provided invoices that did not appear to relate to the 
amount submitted, or made unexplained reductions to the vouchers it submitted to HUD. 

For the 2012 Hurricane Irene grant, New Jersey officials provided outdated policies17 that did not 
reference the disaster recovery program.  New Jersey officials stated that they could not locate the 
needed documentation and noted that all staff who had dealt with the Irene grant left their employment 
as the grant was complete.  In addition, New Jersey officials appeared to be unaware of the requirement 
to maintain supporting documentation for 3 years after the grant closed, and New Jersey policies did not 
identify this as a requirement.  CPD agreed that New Jersey should have kept records to support these 
match costs. 

In summary, New Jersey’s differing payment calculations and inconsistent billing and record-keeping 
practices did not comply with Federal regulations18 and put New Jersey at risk of over- or under-billing 
HUD for its non-Federal match activities, thus putting the agency at risk of making improper payments. 

CPD Has Not Established Universal Payment Controls for Non-Federal 
Match Costs 

We found that CPD has not provided to grantees descriptive requirements or guidance on what 
documentation is necessary, reasonable, or sufficient to support non-Federal match payments.  CPD 
officials stated that in CPD’s oversight of grantees, it focused on ensuring that grantees spent their funds 
on eligible costs, and it did not require grantees to track the nonfederal match percentages or amounts in 
the DRGR system because match was FEMA’s program requirement and not HUD’s.  However, HUD is 
providing a share or match amount towards FEMA’s Public Assistance Program, therefore HUD should 
both know the match total amount and its grantees should tell HUD whether it has paid that amount or if 
the amount changed.  Further, CPD stated that State CDBG Program 19 requirements gave grantees 
maximum feasible deference to establish their own financial and internal payment controls and to follow 
their own procedures related to documenting non-Federal match payments and reimbursements 
associated with disaster recovery projects.  Since CPD’s requirements included language which permitted 
grantees to use disaster recovery funds to provide the non-Federal match for FEMA’s Public Assistance 
program, we believe that both CPD and its grantees should have had financial controls and procedures 
that ensured that grantees were not over- or underpaying FEMA or HUD’s non-Federal match amount. 

Conclusion 

New Jersey lacked adequate controls for non-Federal match payments including those that would have 
prevented New Jersey from simultaneously billing FEMA and HUD for the same costs and allocating the 
payments based on the FEMA’s Public Assistance program percentages.  Because New Jersey’s controls 

 
17  New Jersey provided its Irene procedures covering Fiscal Services and including policies titled “Drawdown of 

Federal Funds” revised in November 2010 and “Fiscal Procedures” revised in March 2010.  Other fiscal 
procedures related to Irene disaster recovery funds were dated October 2007 to April 2013.  

18  See footnote 16 for specific regulation citations. 
19  24 CFR 570.480 and 570.481.  See appendix C. 
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were ineffective and our testing identified instances of overpayments, underpayments, and unsupported 
payments, we found that New Jersey was at a greater risk of making additional improper payments.  As of 
June 2025, New Jersey had more than $5.6 million in Sandy HUD funding that it had budgeted but not 
spent, and that funding was at risk of being paid improperly if New Jersey did not address the controls 
weaknesses described above. 

Recommendations 

We recommend that the Director of CPD ODR require New Jersey to 

1A.  Support or repay the $4,399,524 in Sandy grant funds spent as non-Federal match for which 
it lacked documentation to support the amounts paid.   

1B.  Support or repay the $450,085 of Hurricane Irene grant funds spent as non-Federal match 
for which it and its subgrantees lacked FEMA-required documentation to support the amounts 
and the match percentage paid. 

1C.  Revise its disaster recovery payment controls and procedures for non-Federal match activity 
costs to ensure consistent treatment.  Doing so will ensure that $5.6 million of its remaining 
unspent non-Federal match funding as of June 6, 2025, is appropriately supported when spent. 

1D.  Revise its disaster recovery grant close-out processes to include internal controls that ensure 
that it and its subgrantees identify and maintain disaster recovery records, including payment 
support, for the Federally required 3 years after grant closure. 

1E.  Train its disaster recovery staff on any new policies and processes it creates and adopts 
related to the safeguarding of non-Federal match costs from fraud, waste, and abuse.   

We recommend that the Director of CPD ODR require 

1F.  CPD disaster recovery grantees to adopt consistent financial and internal controls to allocate, 
support, and track non-Federal match activity costs that are paid with disaster recovery funds. 

Management Response 

CPD concurred with the recommendations.  CPD’s longstanding requirement is that CDBG-DR grantees 
maintain records sufficient to demonstrate compliance with program and Federal requirements 
governing CDBG-DR.  CPD expects grantees to track CDBG-DR expenditures that contribute to a non-
Federal match activity and be able to show that the order of assistance was not violated when making 
non-Federal match payments. 

However, New Jersey did not agree with the findings and recommendations.  The State’s response 
indicated that it maintained complete supporting documentation for the audit samples and that its match 
methodology, which was compliant with Federal rules, was consistently applied.  The State explained its 
methodology for calculating and applying the non-Federal match funds and that its methodology was 
misunderstood.  In addition, New Jersey stated that it explained its methodology to HUD OIG several 
times.  The State gave an example of sample 45 and its project worksheet 4720, which it stated applies to 
all sampled project worksheets.  In addition, the State did not agree with the finding and 



 

 
Office of Audit and Evaluation | Office of Inspector General  Page | 8 

  
 

recommendation 1B concerning the Hurricane Irene grant.  It noted that certain sampled activities were 
not FEMA Public Assistance non-Federal match, as they were voluntary property acquisition (buyout) 
activities funded through either FEMA mitigation programs or under CDBG-DR. 

OIG Evaluation of Management Response 
We acknowledge CPD’s comments and appreciate their receptiveness to our recommendations to 
improve how New Jersey documents its disaster recovery funded non-Federal match payments.   

We appreciate that New Jersey provided its understanding of the identified findings.  At the exit 
conference, New Jersey said that two sample items (number 45 and 38) should be classified as supported 
rather than unsupported.  After discussion and review of the support, we agreed to make revisions to (1) 
classify sample 45 as supported, (2) remove a table discussing sample 45 as an overpayment, and (3) 
remove the associated questioned costs for sample 45 in recommendation 1A.  We informed New Jersey, 
though, that we had already determined sample 38 was supported and no changes would be made to the 
finding or recommendation for it.  We also disagreed that the information New Jersey provided for 
sample 45 would result in the remaining 17 unsupported sample items being supported.  For those 17 
payments, New Jersey provided documentation and costs that far exceeded the amount HUD paid.  
Further, New Jersey did not show how it reduced the support to equal the payment request submitted to 
HUD,  and it declined to work with us to resolve the documentation issues.  We did not make any changes 
to the report or recommendations for the 17 remaining unsupported payments. 

Regarding the eight unsupported Hurricane Irene samples and recommendation 1B, at the exit 
conference and in its written response, New Jersey noted that the sampled activities were voluntary 
buyout activities and, thus, not FEMA Public Assistance Program activities.  However, we asked New 
Jersey to provide its FEMA Public Assistance non-Federal match activities to identify the universe, and in 
response to our request, it provided the activities we reviewed.  Further, during the course of the audit, 
New Jersey officials repetitively represented that these activities and related payments were related to 
the FEMA non-Federal match program.  They also stated that the payments should have FEMA project 
work sheets to support the non-Federal match costs.  During the audit, New Jersey took at least 5 months 
to provide supporting documentation and it took another 3 months to search for project worksheets 
related to these samples.   Since New Jersey is now stating that these costs are not related to FEMA 
Public Assistance non-Federal match activities, they should work with CPD during the audit resolution 
process to support that assertion and address the recommendations.  In addition, we will continue to 
work with CPD during the audit resolution process to ensure that the recommendations are appropriately 
addressed. 

 
  



 

 
Office of Audit and Evaluation | Office of Inspector General  Page | 9 

  
 

New Jersey Commingled Non-Federal Match Costs with Other Disaster 
Recovery Costs When Submitting Payments 
New Jersey commingled its non-Federal match costs payments with other disaster recovery costs that 
totaled $174,352.  These payments were improper because the other costs were not part of FEMA 
project’s total costs.  This condition occurred because New Jersey did not establish its own financial or 
payment controls to separately allocate, track, and report non-Federal match costs from other eligible 
disaster recovery costs.  Further, CPD’s policies and its Disaster Recovery Grants Reporting (DRGR) system 
manual did not require New Jersey to separately report non-Federal match costs.  As a result, New Jersey 
was not transparently reporting the amounts it spent on non-Federal match versus other eligible disaster 
recovery costs.  Instead, it overreported the amount it paid for FEMA Public Assistance non-Federal 
match activities, which increased the risk of potential improper payments.  In addition, due to the 
overreported amounts, HUD and its stakeholders cannot use the DRGR system quarterly performance 
reports to ensure that New Jersey properly used its disaster recovery funds to meet the non-Federal 
match portion of FEMA’s Public Assistance projects. 

New Jersey Commingled Nonfederal Match Costs with Other Costs 

For 46 of the 64 (71 percent) non-Federal match items tested, New Jersey reported to HUD other activity 
delivery costs, 20 including its own salary costs and salary costs of its contractors, as voucher item 
expenses for non-Federal match activities.  However, these other costs consisted of items that New 
Jersey did not bill to a FEMA match project.  While these costs were eligible disaster recovery costs, 
reporting them as FEMA non-Federal match expenses distorted the total amount paid for a project, and 
made it difficult for HUD to know how much of the funding it provided to New Jersey was for the FEMA 
non-Federal match.  Commingling the different cost types caused New Jersey to overreport in the DRGR 
system the amount it spent on FEMA Public Assistance non-Federal match activities by $174,352.  As a 
result, two Federal agencies (HUD and FEMA) were reporting two different project total costs for the 
same project even though both were reportedly paying a proportional share of the project’s total cost. 

New Jersey and CPD did not establish separate controls to track non-Federal match, which increases the 
risk of improper payments.  New Jersey stated CPD ODR’s disaster recovery guidance did not require 
specific controls to account for disaster recovery non-Federal match funds separately from other eligible 
disaster recovery costs.  As a result, it did not require its subgrantees to make payment requests based on 
the FEMA match percentages because any excess amount over the percentage would be eligible as other 
disaster recovery costs.  Even though CPD ODR’s DRGR system manual did not require separate reporting 
or tracking of the allocation of costs, the Uniform Administrative Requirement for Federal Awards and 
Federal Cost Principles did 21￼  Since, New Jersey used its disaster recovery funds to provide the “share” 
or non-Federal match amounts for FEMA Public Assistance projects, it needed to have financial records 
that showed how it allocated and verified that its disaster recovery funds met rather than over- or under-
paid the FEMA non-Federal match percentage.  Further, it did not have effective payment controls like 

 
20  Activity delivery costs are costs incurred by a grantee or subrecipient directly related to the delivery of a 

specific disaster recovery project or activity.   
21  See appendix C for requirements for internal controls (2 CFR 200.62 and 200.303), financial management (2 

CFR 200.302), and cost allowability (2 CFR 200.403), including allocability (2CFR 200.306 and 200.405.) 
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seeking simultaneous reimbursement from both FEMA and HUD and allocating the reimbursement 
between the two of them based on FEMA’s match percentages. 

In addition, CPD ODR indicated that it believed it was only required to ensure that non-Federal match 
costs met a national objective and were eligible and not that its grantees had appropriately used its 
disaster recovery funds to meet the stated FEMA Public Assistance non-Federal match amount.  It also 
believed that any excess non-match payments would be eligible disaster recovery costs and could be 
reported with match costs.  However, in doing this, CPD ODR was not ensuring that grantees like New 
Jersey met the non-Federal match amount.  We previously recommended that CPD take action to ensure 
that grantees can document in their DRGR reporting that they have met the non-Federal match 
requirement. 22  If CPD ODR implemented that recommendation, it could use automated data tools to 
ensure that grantees who used disaster recovery funds to meet the FEMA non-Federal match 
requirements do so while activities were in process rather than waiting until it selected an activity as part 
of its monitoring or until the grant closes. 

Conclusion 
New Jersey was not transparently reporting the amounts it spent on non-Federal match activities versus 
other eligible disaster recovery costs.  Of the $4.9 million voucher items tested, $174,352 of the items 
were not FEMA Public Assistance non-Federal match costs, which means New Jersey was overreporting 
the amount it paid for FEMA Public Assistance non-Federal match activity costs in the DRGR system.  New 
Jersey’s overreporting of expenses increased the risk of improper payments as potential under-payments 
for non-Federal match activities could be masked by New Jersey’s overreported activity amounts.  
Further, New Jersey and CPD lack data to show that New Jersey provided the required FEMA Public 
assistance non-Federal match or share amount.  In addition, due to the overreported amounts, HUD and 
its stakeholders, like Congress and the public, cannot use New Jersey’s DRGR system quarterly 
performance reports to ensure that New Jersey properly met its stated non-Federal match percentages. 23  
Although New Jersey has spent most of its Sandy funds, it should adopt strong financial controls to track 
non-Federal match costs as it still had additional disaster recovery funds to spend and it could receive 
other disaster recovery funds in the future. 

Recommendations 
 
We recommend that the Director of CPD ODR require New Jersey to 

2A. Establish its internal and financial controls to ensure that it allocates, tracks, and reports 
future non-Federal match costs separately from other disaster recovery costs, which will 
ensure that least $174,352 is correctly reported as other disaster recovery costs rather than as 
costs that New Jersey is using to meet its non-Federal match requirements. 

 
22  We previously recommended that CPD ODR require grantees to report in the DRGR system their non-Federal 

match costs in a manner that documents that they have met FEMA’s set match percentage requirements.  See 
HUD OIG audit report Colorado Reported Other Disaster Recovery Reimbursements as Non-Federal Match 
Payments, 2026-FW-1004 issued April 23, 2026. 

23  CPD requires grantees to post their quarterly performance reports on grantee maintained public websites. 
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2B.  Provide documentary support that it met and did not exceed the match percentage set by 
FEMA for its completed Public Assistance activities as the amounts New Jersey reported in 
DRGR are inaccurate. 

Management Response 

In its response, HUD CPD management agreed that New Jersey should track and document CDBG-DR 
expenditures in its own system of record; and that grantees must verify that CDBG-DR funds will not be 
used for activities reimbursed, or for which funds are made available, by FEMA. 

However, New Jersey respectfully disagreed with the findings.  New Jersey stated that it maintained 
internal controls and documentation sufficient to track activity delivery and match costs.  Additionally, 
New Jersey stated that certain items referenced in the draft report were related to FEMA mission 
assignments rather than FEMA Public Assistance projects, which fall under separate statutory authority 
and are outside the scope of the audit.  Therefore, they should not have been included in the findings 
related to the FEMA Public Assistance non-Federal match program. 

OIG Evaluation of Management Response 
We appreciate that CPD agreed with the finding and the recommendations which includes New Jersey’s 
reporting of non-Federal match costs to CPD. 

New Jersey did not provide evidence to support its statement that the payments were related to FEMA 
mission assignments rather than FEMA Public Assistance projects during the audit.  Further, New Jersey 
included the FEMA mission assignment costs with FEMA Public Assistance non-Federal match costs in 
HUD’s DRGR system and did not provide supporting documents for these payments.  Further, on multiple 
occasions, it made statements that our Irene sample payments were for non-Federal match activities and 
should have FEMA project worksheets to support the costs, but it could not locate such support.  We did 
not revise this finding or its recommendations.  New Jersey should work with CPD during the audit 
resolution process to address the recommendations. 
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Scope and Methodology 
We conducted the audit from May 20, 2024, to August 11, 2025, from our offices in Fort Worth and San 
Antonio, TX.  Our audit covered New Jersey’s Irene and Sandy disaster recovery grants funding.24  The 
audit period for New Jersey’s Irene funding was from January 1, 2017, to July 16, 2024.  The audit period 
for Sandy funding was from January 1, 2018, to July 16,2024.  We expanded our scope as necessary to 
obtain information about the disaster recovery program and New Jersey’s grants, as specifically noted in 
the bulleted list below. 

To accomplish our audit objectives, we reviewed 

• Prior audits related to disaster programs and the audit objectives. 
• The Disaster Relief Appropriations Act, 2013, published January 29, 2013. 25 
• 28 Federal Register notices26 for the disaster recovery grants related to the Disaster Relief 

Appropriations Act, 2013, dated March 5, 2013, to June 21, 2022, to obtain an understanding of 
the disaster recovery program and match requirements.  A total of 17 of the 28 notices had 
information related to match. 

• Other program guidance and information, including CPD notices on the disaster recovery 
program and match requirements. 

• The disaster recovery program rules for this grant in various sections of the Code of Federal 
Regulations (CFR) governing this grant27 and an OMB Circular.  All were dated from April 1, 2013, 
to March 5, 2021, and were related to the program and the audit objective. 

• Information related to improper payments by reviewing laws, audits, and other reports and 
guidance on the topic. 

• FEMA’s webpages concerning its Public Assistance program. 
• HUD’s Line of Credit Control System data and grant agreements provided by New Jersey for 

requirements and other background information dated from October 4, 2012, to June 6, 2017. 
• A description of New Jersey’s payment controls for both grants. 
• A selection of DRGR system quarterly performance reports dated December 31, 2015, to 

December 31, 2023, for activities paid as FEMA Public Assistance match activities. 
• Information maintained on HUD’s and New Jersey’s webpages concerning Irene and Sandy 

grants. 
 
We also interviewed HUD and grantee officials. 

  

 
24  Grant numbers are B-12-DT-34-0001 for Irene and B-13-DS-08-0001 for Sandy funds. 
25  Public law 113-2. 
26  A complete listing of the 28 disaster recovery Federal registers exists at https://www.hud.gov/hud-

partners/community-cdbg-dr-regulations.  
27  24 CFR 570, Subpart I; 24 CFR 85; and 2 CFR 200. 

https://www.hud.gov/hud-partners/community-cdbg-dr-regulations
https://www.hud.gov/hud-partners/community-cdbg-dr-regulations
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Audit Universe and Testing Methodology 
We obtained and reviewed DRGR system data from December 16, 2013, to July 18, 2023, to identify 
match activities.  We sorted DRGR system data to identify any activity that had the word “match” in the 
project or activity title.  The DRGR data indicated that New Jersey had 33 activities or projects titled as 
match with more than $40.8 million spent.  Because we previously noted that CPD lacked established 
controls for identifying match activities in DRGR, 28 we asked New Jersey officials to review the 33 
activities we identified and provide all FEMA Public Assistance match activities for its Irene and Sandy 
grants to arrive at a reconciled universe.  For Sandy, New Jersey officials provided a list of 369 FEMA 
Public Assistance activities, and it had budgeted $74.7 million to them.  Further, we determined that as of 
June 6, 2025, it still had more than $5.6 million to spend on FEMA Public Assistance match activities.  New 
Jersey officials also noted that only 16 of the 33 activities we identified in DRGR were FEMA Public 
Assistance activities.  An additional 353 FEMA Public Assistance activities we had not identified as match 
should have been categorized as such, but were not because of how New Jersey titled and described 
them. 

We compared New Jersey’s FEMA Public Assistance match data to the DRGR system data we obtained.  
We analyzed and reconciled the differences between the two data sets.  Although we identified issues 
regarding the accuracy and validity of New Jersey’s match data in the DRGR system as noted above, we 
determined that the reconciled data was the best and only available data source to answer our audit 
objective.  We used these activities to identify our universe of voucher items for our testing. 

Irene Funded Voucher Item Universe: The audit universe for Irene funds consisted of eight voucher line-
items with a total dollar amount greater than $0, which totaled $450,085.  New Jersey submitted these 
items for reimbursement in the DRGR system from January 1, 2017, through December 31, 2023.  We 
exported the data from the DRGR system on July 16, 2024.  We tested 100 percent of the universe. 

Sandy Funded Voucher Item Universe: The audit universe for Sandy consisted of 241 voucher line-items 
from January 1, 2018, through December 31, 2023, with a total dollar amount greater than $0 using data 
exported from the DRGR system on July 16, 2024.  We randomly ordered all records.  We used a Neyman 
Optimized stratified random sample of 64 for reviewing the audit universe of 241 disaster CDBG-DR 
payments (voucher line-item records).  We designed the strata to group sampling units by the size of their 
valuation.  Therefore, we rank-ordered the sampling units by the total amount for each voucher line-item.  
The strata, sample counts per strata, and sampling weights strata breakpoints are detailed in table 3. 

  

 
28  We previously reported that CPD did not have adequate data to identify all match activities and match funding.  

Opportunities Exist for CPD To Improve Collection of Disaster Recovery Grantee Data for Non-Federal Match 
Activities, 2025-FW-0801, issued February 28, 2025. 
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Table 3: Sample counts per strata and sampling weights for Sandy testing 

Stratum Label 
Drawn 

Amount 
Total Count per 

Stratum 
Sample Count 
per Stratum 

Probability of 
Selection Sampling Weight 

0-50pct > $0 120 8 0.0332 15.00 

50-70pct ≥ $536 48 11 0.0456 4.36 

70-80pct ≥ $1,698 24 8 0.0332 3.00 

80-88pct ≥ $1,940 20 9 0.0373 2.22 

88-92pct ≥ $3,186 10 10 0.0415 1.00 

92-96pct ≥ $17,216 10 10 0.0415 1.00 

96-100pct ≥ $188,904 9 8 0.0332 1.13 

Total N/A  241 64 N/A N/A 

Based on the testing and simulated sampling distributions, we found a stratified sample of 64 to be more 
than sufficient, and we selected that sample size.  The review team did not use any spares.  Therefore, 
the sampling weights did not change.  

Audit Testing Methodology: For each voucher item selected, we tested whether New Jersey 

• Made eligible disaster recovery payments, including calculating the FEMA Public Assistance 
match percentage and comparing it to the amount paid. 

• Paid for benefits already included in another voucher or reimbursed by FEMA, which would be a 
duplicate payment. 

• Maintained invoices or other documentary support for the payment amount. 

Paid for an activity that New Jersey identified as match activity in the activity description in the DRGR 
system’s quarterly performance report.  We reported only on the results of our testing. 

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 objectives.  We believe 
that the evidence obtained provides a reasonable basis for our findings and conclusions based on our 
audit objective.    
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Appendixes 
Appendix A – Schedule of Unsupported Costs and Funds to Be Put to 
Better Use 
 

Recommendation 
Number Unsupported 1/ Funds to be put to 

better use 2/ 
1A $4,399,524  

1B 450,085  

1C  $5,656,531 

2A  174,352 

Totals 4,849,609 5,830,883 

 

1/ 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. 

2/  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 case, it will be the 
avoidance of a potential future grand total of $5.8 million of improper payments spent for non-Federal 
match costs as of June 6, 2025. 
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Appendix B – Management Response 
New Jersey Department of Community Affairs Response 
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HUD CPD’s Management Response 
 

  



 

 
Office of Audit and Evaluation | Office of Inspector General  Page | 29 

  
 

  



 

 
Office of Audit and Evaluation | Office of Inspector General  Page | 30 

  
 

  



 

 
Office of Audit and Evaluation | Office of Inspector General  Page | 31 

  
 

Appendix C – Criteria 
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards29 

200.1 Definitions.30 These are the definitions for terms used in this part.  Different definitions may be 
found in Federal statutes or regulations that apply more specifically to particular programs or activities.  
These definitions could be supplemented by additional instructional information provided in 
governmentwide standard information collections. 

200.61 Internal controls. 
Internal controls means a process, implemented by a non-Federal entity, designed to provide reasonable 
assurance regarding the achievement of objectives in the following categories: 

(a) Effectiveness and efficiency of operations; 
(b) Reliability of reporting for internal and external use; and 
(c) Compliance with applicable laws and regulations. 

 
200.62 Internal control over compliance requirements for Federal awards. 
Internal control over compliance requirements for Federal awards means a process implemented by a 
non-Federal entity designed to provide reasonable assurance regarding the achievement of the following 
objectives for Federal awards: 
 (a) Transactions are properly recorded and accounted for, in order to: 

(1) Permit the preparation of reliable financial statements and Federal reports; 
(2) Maintain accountability over assets; and 
(3) Demonstrate compliance with Federal statutes, regulations, and the terms and conditions of 

the Federal award; 
(b) Transactions are executed in compliance with: 

(1) Federal statutes, regulations, and the terms and conditions of the Federal award that could 
have a direct and material effect on a Federal program; and 

(2) Any other Federal statutes and regulations that are identified in the Compliance Supplement; 
and 

(c) Funds, property, and other assets are safeguarded against loss from unauthorized use or 
disposition. 

 
200.302 Financial management. 

(a) Each state must expend and account for the Federal award in accordance with state laws and 
procedures for expending and accounting for the state's own funds.  In addition, the state's and 
the other non-Federal entity's financial management systems, including records documenting 
compliance with Federal statutes, regulations, and the terms and conditions of the Federal 
award, must be sufficient to permit the preparation of reports required by general and program-
specific terms and conditions; and the tracing of funds to a level of expenditures adequate to 
establish that such funds have been used according to the Federal statutes, regulations, and the 
terms and conditions of the Federal award. 

 
29  This appendix contains direct quotations from the specific cited criteria. 
30  Effective as of January 1, 2020, which was the start date of our audit scope. 
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(b) The financial management system of each non-Federal entity must provide for the following (see 
also Section 200.333 Retention requirements for records, 200.334 Requests for transfer of 
records, 200.335 Methods for collection, transmission and storage of information, 200.336 
Access to records, and 200.337 Restrictions on public access to records): 
(1) Identification, in its accounts, of all Federal awards received and expended and the Federal 

programs under which they were received.  Federal program and Federal award identification 
must include, as applicable, the CFDA title and number, Federal award identification number 
and year, name of the Federal agency, and name of the pass-through entity, if any. 

(2) Accurate, current, and complete disclosure of the financial results of each Federal award or 
program in accordance with the reporting requirements set forth in section 200.327 Financial 
reporting and 200.328 Monitoring and reporting program performance.  If a Federal 
awarding agency requires reporting on an accrual basis from a recipient that maintains its 
records on other than an accrual basis, the recipient must not be required to establish an 
accrual accounting system.  This recipient may develop accrual data for its reports on the 
basis of an analysis of the documentation on hand.  Similarly, a pass-through entity must not 
require a subrecipient to establish an accrual accounting system and must allow the 
subrecipient to develop accrual data for its reports on the basis of an analysis of the 
documentation on hand. 

(3) Records that identify adequately the source and application of funds for Federally-funded 
activities.  These records must contain information pertaining to Federal awards, 
authorizations, obligations, unobligated balances, assets, expenditures, income and interest 
and be supported by source documentation. 

(4) Effective control over, and accountability for, all funds, property, and other assets.  The non-
Federal entity must adequately safeguard all assets and assure that they are used solely for 
authorized purposes.  See 200.303 internal controls. 

(5) Comparison of expenditures with budget amounts for each Federal award. 
(6) Written procedures to implement the requirements of section 200.305 Payment. 
(7) Written procedures for determining the allowability of costs in accordance with Subpart E - 

Cost Principles of this part and the terms and conditions of the Federal award. 
 
200.303 Internal controls. 
The non-Federal entity must: 

(a) Establish and maintain effective internal control over the Federal award that provides reasonable 
assurance that the non-Federal entity is managing the Federal award in compliance with Federal 
statutes, regulations, and the terms and conditions of the Federal award.  These internal controls 
should be in compliance with guidance in “Standards for Internal Control in the Federal 
Government” issued by the Comptroller General of the United States or the “Internal Control 
Integrated Framework,” issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). 

(b) Comply with Federal statutes, regulations, and the terms and conditions of the Federal awards. 
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200.306 Cost sharing or matching… 
(b) For all Federal awards, any shared costs or matching funds and all contributions, including cash 

and third party in-kind contributions, must be accepted as part of the non-Federal entity's cost 
sharing or matching when such contributions meet all of the following criteria: 
(1) Are verifiable from the non-Federal entity's records; 
(2) Are not included as contributions for any other Federal award; 
(3) Are necessary and reasonable for accomplishment of project or program objectives; 
(4) Are allowable under Subpart E - Cost Principles of this part; 
(5) Are not paid by the Federal Government under another Federal award, except where the 

Federal statute authorizing a program specifically provides that Federal funds made available 
for such program can be applied to matching or cost sharing requirements of other Federal 
programs; 

(6) Are provided for in the approved budget when required by the Federal awarding agency; and 
(7) Conform to other provisions of this part, as applicable. 

Subpart E - Cost Principles 
200.400 Policy Guide 
The application of these cost principles is based on the fundamental premises that: 

(a) The non-Federal entity is responsible for the efficient and effective administration of the Federal 
award through the application of sound management practices. 

(b) The non-Federal entity assumes responsibility for administering Federal funds in a manner 
consistent with underlying agreements, program objectives, and the terms and conditions of the 
Federal award. 

(c) The non-Federal entity, in recognition of its own unique combination of staff, facilities, and 
experience, has the primary responsibility for employing whatever form of sound organization and 
management techniques may be necessary in order to assure proper and efficient administration 
of the Federal award. 

200.403 Factors affecting allowability of costs. 
Except where otherwise authorized by statute, costs must meet the following general criteria in order to 
be allowable under Federal awards: 

(a) Be necessary and reasonable for the performance of the Federal award and be allocable thereto 
under these principles… 

(g)  Be adequately documented. 

200.405 Allocable costs. 
(a) A cost is allocable to a particular Federal award or other cost objective if the goods or services 

involved are chargeable or assignable to that Federal award or cost objective in accordance with 
relative benefits received.  This standard is met if the cost: 

(1) Is incurred specifically for the Federal award; 
(2) Benefits both the Federal award and other work of the non-Federal entity and can be 

distributed in proportions that may be approximated using reasonable methods; and 
(3) Is necessary to the overall operation of the non-Federal entity and is assignable in part to the 

Federal award in accordance with the principles in this subpart. 
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24 CFR 570 Community Development Block Grants 
Subpart I – State Community Development Block Grant Program 
24 CFR 570.480 General. 

(a)  This subpart describes policies and procedures applicable to states that have permanently 
elected to receive Community Development Block Grant (CDBG) funds for distribution to units of 
general local government in the state's nonentitlement areas under the Housing and Community 
Development Act of 1974, as amended (the Act).  Other subparts of part 570 are not applicable 
to the State CDBG program, except as expressly provided otherwise.  Regulations of part 570 
outside of this subpart that apply to the State CDBG program include 570.200(j) and 570.606… 

(c) In exercising the Secretary's obligation and responsibility to review a state's performance, the 
Secretary will give maximum feasible deference to the state's interpretation of the statutory 
requirements and the requirements of this regulation, provided that these interpretations are 
not plainly inconsistent with the Act and the Secretary's obligation to enforce compliance with 
the intent of the Congress as declared in the Act.  The Secretary will not determine that a state 
has failed to carry out its certifications in compliance with requirements of the Act (and this 
regulation) unless the Secretary finds that procedures and requirements adopted by the state are 
insufficient to afford reasonable assurance that activities undertaken by units of general local 
government were not plainly inappropriate to meeting the primary objectives of the Act, this 
regulation, and the state's community development objectives. 

 
570.481 Definitions. 

(a) Except for terms defined in applicable statutes or this subpart, the Secretary will defer to a state's 
definitions, provided that these definitions are explicit, reasonable and not plainly inconsistent 
with the Act.  As used in this subpart, the following terms shall have the meaning indicated: 
(1) Act means title I of the Housing and Community Development Act of 1974 (42 U.S.C. 5301 et 

seq.). 
(2) CDBG funds means Community Development Block Grant funds, in the form of grants under 

this subpart including any reimbursements, program income, and loans guaranteed under 
section 108 of the Act. 

(3) Origin year means the specific Federal fiscal year during which the annual grant funds were 
appropriated. 

 
570.490 Record keeping requirements. 

(d) Record retention.  Records of the State and units of general local government, including 
supporting documentation, shall be retained for the greater of three years from closeout of the 
grant to the state, or the period required by other applicable laws and regulations as described in 
570.487 and 570.488. 
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