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MEMORANDUM 

 

TO:  Ms. Sharon Allred Decker, Secretary, North Carolina Department of Commerce 

Dr. Patricia Mitchell, Assistant Secretary for Rural Development 

Mr. Craig Honeycutt, County Manager, Alamance County 

Mr. Kevin Howard, County Manager, Caswell County 

Mr. Alan Carson, City Manager, City of Lexington 

Mr. David Cheek, City Manager, City of Mebane 

Mr. Cecil Wood, County Manager, Davie County 

Mr. Matt Woodard, County Manager, Montgomery County 

Mr. Lance Metzler, County Manager, Rockingham County 

Mr. Andy Lucas, County Manager, Stanly County 

Mr. Christopher Ong, Town Manager, Town of Yadkinville 

Mr. Jeffrey Earp, Town Manager, Town of Haw River 

Mr. Bob Scott, Town Manager, Town of Madison 

Mr. Dwight Smith, Town Administrator, Town of Norwood 

Ms. Carolyn Payne, Finance Director, Town of Yanceyville 

Mr. Ben York, Town Administrator, Village of Alamance 

Mr. Aaron Church, County Manager, Yadkin County 

 

FROM: Barbara Baldwin, Internal Audit Director 

 

RE:  CDBG Investigative Report #2013-DOC-INV-28 amendment 

 

This amendment shifts $22,500 between findings and does not change the total misappropriated 

amount.  Finding 1.1 Duplicate Payments is decreased to $249,048 and Finding 1.2 

Questionable Payments is increased to $144,689.   Details are: 

 Town of Madison – 

o 2 Tri County Development lead abatement invoices for $9,500 - Tri County 

Development is not a State certified provider. 

o 1 Tri County Development lead abatement invoices $5,000 – The lead risk 

assessment stated no lead in these homes. 

 Town Haw River – 1 Tri County Development lead abatement invoices $8,000 – The 

lead risk assessment stated no lead in the home. 

 

 



DEPARTMENT OF COMMERCE 

COMMUNITY DEVELOPMENT BLOCK GRANT 

 

INVESTIGATIVE REPORT 

2013-DOC-INV-28 

 

FEBRUARY  2014 

 

 
 

Prepared by: 

North Carolina  

Office of State Budget and Management  

Office of Internal Audit 
Interagency Internal Audit Program



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

[THIS PAGE IS LEFT BLANK INTENTIONALLY] 



 

 

  STATE OF NORTH CAROLINA 

          OFFICE OF INTERNAL AUDIT 

 
 

Mailing Address: 
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Raleigh, NC 27699-0320 

www.osbm.state.nc.us 

919-807-4700 

EEO Employer 

Office location: 

Administration Building 

116 West Jones Street 

 

AUDITOR’S TRANSMITTAL  

February 3, 2014 

Ms. Sharon Allred Decker, Secretary, North Carolina Department of Commerce 

Dr. Patricia Mitchell, Assistant Secretary for Rural Development 

Mr. Craig Honeycutt, County Manager, Alamance County 

Mr. Kevin Howard, County Manager, Caswell County 

Mr. Alan Carson, City Manager, City of Lexington 

Mr. David Cheek, City Manager, City of Mebane 

Mr. Cecil Wood, County Manager, Davie County 

Mr. Matt Woodard, County Manager, Montgomery County 

Mr. Lance Metzler, County Manager, Rockingham County 

Mr. Andy Lucas, County Manager, Stanly County 

Mr. Christopher Ong, Town Manager, Town of Yadkinville 

Mr. Jeffrey Earp, Town Manager, Town of Haw River 

Mr. Bob Scott, Town Manager, Town of Madison 

Mr. Dwight Smith, Town Administrator, Town of Norwood 

Ms. Carolyn Payne, Finance Director, Town of Yanceyville 

Mr. Ben York, Town Administrator, Village of Alamance 

Mr. Aaron Church, County Manager, Yadkin County 

 

We have completed our investigative review of allegations concerning the Department of 

Commerce, Division of Community Assistance, Community Development Block Grant 

program. The results of our investigation, along with recommendations for corrective action, 

are contained in this report.  

Copies of this report have been provided to the Department of Justice and other appropriate 

officials.  

 

Respectfully submitted,  

 

Barbara Baldwin, CPA, CIA, CICA 

Director of Internal Audit 
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Executive Summary 

 

i 

 

Introduction, pages 1–3  

The Department of Commerce requested the Office of State Budget and Management’s Internal Audit 

Section to investigative the activities related to a third party administrator for the Community 

Development Block Grant (CDBG) program.  The primary purpose of the program is to provide grants 

to local governments to improve housing and economic opportunities primarily for low and moderate 

income persons.  Local governments employ companies to assist with grant administration and 

construction oversight to fulfill grant requirements.  

 

Conclusions in Brief 

Local governments have limited resources and relied heavily on the company’s project administrator 

for managing the grants.  Inadequate oversight, lack of internal controls, and insufficient procedures at 

local governments provided opportunities for misappropriation of assets, and noncompliance with 

grant and contract requirements.   
 

Findings and Recommendations, pages 5–13 

1. Misappropriation of $397,171 of CDBG Funds ................................................................... Page 5 

1.1. Duplicate Payments of $271,547 $249,048
1
 Paid to a Company Owned by the Project        

Administrator .......................................................................................................... Pages 6-7  

 

1.2. Questionable Cost of $122,190$144,689
1
 Paid to Companies Owned by the Project        

Administrator ..........................................................................................................  Pages 7-9 

 

1.3. Project Administrator Sweeps Grant Balance of $3,434 ...........................................  Pages 9 

 

2. Noncompliance with Grant and Contract Requirements ................................................... Page 9 

 

2.1. Tri-County Development Was Not Certified to Perform Lead Abatement                      

Work ......................................................................................................................... Pages 10 

 

2.2. Noncompliance with CDBG Conflict of Interest Requirement .......................... Pages 10-11 

 

2.3. Adequate Records Were Not Maintained by Local Governments ........................ Page 11-12 

 

2.4. Payments Issued Directly to Third Party Administrator’s Employees ........................ Page 12 

 

Recommendations ................................................................................................................... Page 13 

Appendix A provides a summary by Local Government for alleged loss of funds.   

                                                           
1
Finding 1.1decreased by $22,500and finding 1.2 increased by $22,500. 
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Purpose 
 

The Office of State Budget and Management’s Office of Internal Audit was requested by the 

Department of Commerce, Division of Community Assistance (Department) to investigate allegations 

concerning the Community Development Block Grant (CDBG) program.  The allegation asserted that 

an employee of Hobbs, Upchurch, and Associates that was designated the project administrator for 

local government grants was: 

  

 Self-awarding contracts thereby creating a conflict of interest;  

 Self-approving invoices circumventing internal controls;  

 Obtaining funds for services not performed; and 

 Sweeping grant accounts to zero out the grant balance.  

 

Scope and Methodology 
 

The scope of this investigative review was limited to local government grants assigned to the same 

project administrator employed by Hobbs, Upchurch, and Associates.  This review covered activities 

from January 2007 through December 2012 at 26 local governments. The following procedures were 

performed: 

 

 Reviewed applicable State and Federal laws/regulations; 

 Reviewed CDBG grant agreements; 

 Reviewed third party administrator contracts; 

 Reviewed subcontractor contract agreements; 

 Reviewed local government policies and procedures; 

 Reviewed local government expenditures;  

 Interviewed State and local government employees; 

 Interviewed third party administrators and their employees;  

 Interviewed contractors; and 

 Conducted site visits to homes receiving CDBG grants. 
 

Program Background 
 

The Community Development Block Grant (CDBG) Program was created under Title I and funded 

through the U.S. Department of Housing and Urban Development.  The primary purpose of the 

program is to provide grants to local governments to develop viable urban communities by improving 

living conditions, health environments and expanding economic opportunities primarily for low and 

moderate income persons.    

 

The Department of Commerce, Division of Community Assistance (Department) administers the 

State of North Carolina’s CDBG program through contracts with local governments in non-

entitlement areas.  Non-entitlement areas are small rural cities and towns with populations of less 

than 50,000 and counties with populations less than 200,000.    
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The Department created various CDBG program categories designed to meet the needs of North 

Carolina communities.  The programs are: 

 

 Scattered Site Housing – addresses the most critical housing needs of very low income 

families.   

 Infrastructure – provides public water or sewer to correct severe health or environmental 

problems.   

 Small Business Entrepreneurial Assistance – creates and retains jobs for struggling small 

local businesses.    

 Talent Enhancement Capacity Building – helps non-profits in partnership with local 

government’s design and carry-out activities to address the challenge of capacity.   

 Housing – creates multi-unit rental developments and single family homes.   

 NC Catalyst – provides improved housing, a suitable living environment, and expands 

economic opportunities. 

 NC Tomorrow – a one-time allocation and a subset of NC Catalyst to develop 

comprehensive economic development strategies.    

 Community Revitalization – helps revitalize residential areas through improvements, 

preservation, and development.   

 CDBG-Recovery (CDBG-R) – a one-time allocation to provide recovery funds under Title 

XII of the American Recovery and Reinvestment Act of 2009.   

 

Local governments are responsible for submitting applications to the Department for funding.  

Normally, a company (i.e. Hobbs, Upchurch and Associates) will identify eligible projects and 

complete the application on behalf of the local government.  Local governments do not solicit 

companies to perform application work; instead companies will perform the work free of charge in 

anticipation of gaining the third party administration contract. 

 

Once local governments are awarded a CDBG grant, the local government issues a solicitation to hire 

a company to be the third party administrator.    This is a bid process and the company awarded the 

contract will be responsible for overseeing all aspects of the project
2
.  Typically, 10% to 15% of the 

total grant amount is allotted for the third party administrator and these contracts are fixed price 

contracts.  The contract is divided into two parts, administration of the grant and rehabilitation of the 

properties.  The company will assign one employee to function as the project administrator.  The 

responsibility of the project administrator includes, but is not limited to: 

 

 Grant Administration: 

o Preparing environmental review records, requisitions, disbursement documents, 

quarterly/annual/final performance report, and response to monitoring visits; 

o Establish and maintain a filing system in accordance with grant requirements; 

o Preliminary approval of invoices; 

o Assist with procuring professional services (appraiser/legal), and participation during 

formal audits; 

o Coordinate all third party professional contracts;  

                                                           
2
 In this review Hobbs, Upchurch, and Associates were awarded the third party administrator contract.   

http://www.nccommerce.com/LinkClick.aspx?link=725&tabid=1598&mid=4181
http://www.nccommerce.com/communitydevelopment/investment-assistance/grant-categories/nc-catalyst
http://www.nccommerce.com/communitydevelopment/investment-assistance/grant-categories/nc-tomorrow
http://www.nccommerce.com/communitydevelopment/investment-assistance/arra-recovery-funding
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o Monitor payrolls for compliance with Davis Bacon Act; and 

o Assume all administrative responsibility for program compliance and completion. 

 Rehabilitation Administration:  

o Prepare policy documents, work write-ups, bid packages, rehabilitation contracts, 

payment requests, and security agreements; 

o Oversee execution of rehabilitation contracts;  

o Conduct pre-construction conferences/notice to proceed, and inspection/construction 

management twice a week at residences; 

o Coordinate purchase of building permits by contractors, and change orders; and                                                                                                                                            

o Record security agreements and memorandum of contract and lien. 

The local government is responsible for ensuring work is performed properly and grant requirements 

are met.  Responsibilities include: 

 Review and approve requisitions and disbursements; 

 Ensure accuracy/necessity of disbursements, accuracy/timeliness of reports, and rehabilitation 

work is necessary and conforms to contract requirements; 

 Request transfer of funds from the Department; 

 Issue checks directly to the third party administrator, and rehabilitation contractors; 

 Comply with procurement laws/rules/requirements/policies/procedures, and State and Federal 

grant requirements;  

 Oversight of the third party administrator; and 

 Maintain original documents at the local government office. 

The Department has 16 employees to fulfill CDBG program responsibilities which include:  

 Review and approve local government applications and transfer funds request; 

 Monitor local government grant compliance; and 

 File required federal reports.     

 

 



 

4 
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1. Misappropriation of $397,171 of CDBG Funds 
 

The Community Development Block Grant (CDBG) program is State administered and local 

government operated.  The local government hired a Third Party Administrator to assist with 

oversight of the grant.  Hobbs, Upchurch, and Associates was awarded the Third Party Administrator 

contract for all CDBG grants reviewed by the investigative team. The Third Party Administrator 

assigned an employee as the Project Administrator, who worked directly with the local government.  

Hobbs, Upchurch, and Associates assigned the same employee as Project Administrator for all grants 

reviewed by the investigative team.   

In conversations with Hobbs, Upchurch, and Associate, the Project Administrator worked out of his 

home city of Lexington
3
, along with two other employees, the grant administrator and rehabilitation 

specialist.  These individuals worked as a team to fulfill the third party administrator contract 

requirements.  The Project Administrator appeared to work independently of the home office and was 

not required to submit any of the local government grant documents to the home office
4
.   All three 

employees left Hobbs, Upchurch, and Associates employment due to alleged financial difficulty 

causing payroll delays and slow reimbursement of business expenses
5
. 

Our review included 26 local governments of which 10 local governments issued payments to Tri-

County Development and Carolina Governmental Services. The businesses are owned by the 

employee assigned as Project Administrator by Hobbs, Upchurch, and Associates.  The employees of 

Tri-County Development and Carolina Governmental Services are the same employees of Hobbs, 

Upchurch, and Associates that worked with the Project Administrator out of Lexington (see finding 

#2.2 for more details on conflict of interest). 

It appears the 10 local governments relied heavily on the Project Administrator for most, if not all, 

aspects of completion of and compliance with the CDBG grants including hiring contractors and 

approving invoices.  Also, it appeared some local governments had a partnership rather than a 

contractor relationship with the Project Administrator.  These two items, contributed to local 

governments lack of monitoring and oversight of the Project Administrator and circumstances of 

internal control break down.  Nevertheless, the local governments are the grant recipient and 

ultimately are responsible for oversight and compliance with grant requirements.   

The failure to provide adequate monitoring and oversight of the Project Administrator’s activities 

increased the opportunity for misappropriation of funds.  Details of the methods used related to 

misappropriated funds follow. 

 

                                                           
3
 Hobbs, Upchurch, and Associates are located in Southern Pines. 

4
 Per Hobbs, Upchurch, and Associates, copies of all grant documents maintain at the Southern Pines office as backup. 

5
 Per statements made by the Project Administrator and Grant Administrator. 
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1.1. Duplicate Payments of $271,547 $249,048
6
 Paid to a Company Owned by 

the Project Administrator  

The investigative team identified 52 48
6
 invoices totaling $271,547 $249,048

6
 in duplicate payments.  

These invoices were paid to Tri-County Development, as well as to other contractors for lead based 

paint inspections, lead abatement, and/or rehabilitation services for homes in various counties from 

May 2007 through December 2012.   

It appears the Project Administrator was creating Tri-County Development invoices for services 

rendered by other contractors, approving the invoices and submitting the invoices to the local 

government for payment.  Table 1 quantifies duplicate payments to Tri-County Development by local 

governments.  Duplicate invoices included: 

 The Town of Madison paid Tri-County 

Development $43,720 for rehabilitation 

services
7
 at two homes.  Building 

permits recorded with the Town of 

Madison for these homes were not in the 

name of Tri-County Development. The 

companies named on the permits stated 

they provided rehabilitation services for 

these homes and were paid by 

Rockingham County
8
.  A homeowner 

verified Tri-County Development did 

not provide rehabilitation services at their homes.  The same Hobbs, Upchurch, and 

Associates employee was the Project Administrator for the CDBG grants awarded to the 

Town of Madison and Rockingham County.  

 The Town of Haw River, Town of Yanceyville, Town of Madison, Town of Norwood, Town 

of Yadkinville, City of Lexington, and Montgomery County paid Tri-County Development for 

lead abatement services totaling $213,577$191,078
6
.  Local government files had signed 

contracts and payments made to other companies for lead abatement services at these homes.   

 The Town of Madison, Town of Yanceyville, Town of Yadkinville and Caswell County paid 

$14,250 to Tri-County Development for “lead based paint evaluations”.  Local government 

files had lead paint evaluation/risk assessment reports
9
 for each residence from a certified lead 

inspection company.  There were no Tri-County Development lead paint evaluation/risk 

assessment reports on file at any of the local government. 

Tri-County Development is not certified to perform lead paint inspections or abatement work. (see 

finding #2.1 for details on lead paint certification).  The only explanation provided by the owner of 

                                                           
6
 Four Tri-County Development invoices (3 Madison $14,500 & 1 Haw River $8,000) deleted from finding 1.1 & added 

to finding 1.2. 
7
 The construction type work performed at residences. 

8
 Rockingham County received a CDBG grant for these homes. 

9
 Outcome of lead based paint inspection/evaluations. 

Table 1 

Duplicate Payments 

Local Government Invoices Homes Amount 

Town of Madison
6
 9 7 $69,870 

Town of Haw River
6
 7 6  $53,682  

Town of Yanceyville 12 7  $50,750  

Town of Norwood 5 5  $24,500  

Town of Yadkinville 5 4  $20,500  

City of Lexington 4 4  $14,000  

Montgomery County 1 1  $11,996  

Caswell County 5 5  $3,750  

Total 48 39 $249,048 

Source: Local Government records 
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Tri-County Development (Owner) was for the lead paint invoices, explaining these services were not 

actually lead-based paint evaluations or abatement work.  The Owner described the scope of work as: 

coordination of lead-based paint testing and occupant notification; development of bid specifications 

for lead-based paint abatement; and oversight of the lead-based paint abatement process by a 

rehabilitation contractor.  However, Tri-County Development invoices state “Invoice for Lead-Base 

Paint Evaluations” or “Invoice for Lead Abatement Services”.  See Appendix B for examples of Tri-

County Development invoices. 

The scope of activities described by the Owner is also included as the responsibility in the contract 

with Hobbs, Upchurch, and Associates.  The Hobbs, Upchurch, and Associates contacts were fixed 

price contracts and these responsibilities should not have been subcontracted.  See Appendix C for a 

Hobbs, Upchurch and Associates contract
10

.   

Only Montgomery County had a Tri-County Development contract on file.  Upon request, the owner 

produced contracts for six other local governments.  No contract was provided for the Town of 

Yadkinville.  All seven contracts had the identical scope of work as described above.  However, local 

government staff were unaware that the owner of Tri-County Development was the Hobbs, 

Upchurch, and Associates employee assigned as their Project Administrator and some did not 

remember executing a contract with Tri-County Development (see finding #2.2. for more details on 

conflict of interest).  These contracts were a per hour rate while the invoices were lump sum amounts.  

See Appendix D for an example of a Tri-County Development contract and Appendix B for a Tri-

County Development invoice. 

1.2.  Questionable Cost of $122,190 $144,689
11

 Paid to Companies Owned by the 

Project Administrator  

The investigative team identified 24 28
11

 invoices 

totaling $122,190 $144,689
11

 of questionable 

costs.  There were 27
11

 Tri-County Development 

invoices totaling $114,103 $136,602
11

 and one 

Carolina Governmental Services invoice totaling 

$8,087.  It appears the Project Administrator was 

creating Tri-County Development or Carolina 

Governmental Services invoices for services they 

were not qualified to perform, work which was 

unnecessary or services which were disallowed by 

the Department.  Table 2 quantifies the 

questionable payments by local governments.   

Carolina Governmental Services received $8,087 from the Town of Mebane for grant administration 

and Davis Bacon Act compliance.  These activities are the responsibility of the third party 

                                                           
10 

Hobbs, Upchurch and Associates use a contract template. 
11

 Four Tri-County Development invoices (3 Madison $14,500 & 1 Haw River $8,000) deleted from finding 1.1 & added 

to finding 1.2. 

Table 2 

Questionable Payments      

Local Government Invoices Homes Amount 

Caswell County 7 6  $60,432  

Town of Madison
11

 10 16  $43,400  

Yadkin County 2 2  $9,090  

City of Mebane 1 0  $8,087  

Town of Yadkinville 2 10  $7,620  

Town of Yanceyville 4 4  $7,250  

Town of Haw River
11

 2 2  $8,810  

Total 28 40 $144,689 

Source: Local Government records 
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administrator, Hobbs, Upchurch and Associates.  See Appendix C for a Hobbs, Upchurch, and 

Associates contract.  

Tri-County Development questionable cost included:  

 Caswell County, Town of Haw River, Town of Madison, and Town of Yanceyville, paid 

$38,240 $51,241
12

 for alleged lead abatement services at five residences where the lead based 

paint evaluation/risk assessment report stated no lead abatement was necessary. 

 Town of Madison paid $10,400 for alleged lead abatement services performed at two 

fictitious addresses. 

 Yadkin County paid $8,590 for alleged lead abatement services.  In a letter from Department, 

this same home was disallowed services.  Also, resident filed an affidavit with the county 

sheriff’s office claiming no lead remediation had been performed at her residence.   

 Caswell County, Town of Madison and Town of Haw River paid $30,501 $40,001
12

 for 

alleged lead abatement at three residences.  Tri-County Development is not licensed by the 

State to remediate lead paint. 

 Caswell County, Town of Madison, Town of Yanceyville, and Town of Yadkinville paid 

$17,370 for alleged lead paint inspection. Tri-County Development is not licensed by the 

State to perform lead paint inspection services. 

 Town of Madison paid $8,500 for lead paint inspection or lead abatement at four homes that 

had no lead paint issues or lead paint was previously remediated. 

 Yadkin County paid $500 for pressure diagnostics which, per the Project Administrator, is not 

necessary for CDBG grant but necessary for Housing Finance Agency grants. 

Tri-County Development is not certified to perform lead paint inspections or abatement work. (see 

finding #2.1 for details on lead paint certification).  The only explanation provided by the owner of 

Tri-County Development (Owner) was for the lead paint invoices, explaining these services were not 

actually lead-based paint evaluations or abatement work.  The Owner described the scope of work as: 

coordination of lead-based paint testing and occupant notification; development of bid specifications 

for lead-based paint abatement; and oversight of the lead-based paint abatement process by a 

rehabilitation contractor.  However, Tri-County Development invoices state “Invoice for Lead-Base 

Paint Evaluations” or “Invoice for Lead Abatement Services”.  See Appendix B for examples of Tri-

County Development invoices. 

The scope of activities described by the Owner is also included as the responsibility in the contract 

with Hobbs, Upchurch, and Associates.  The Hobbs, Upchurch, and Associates contacts are fixed 

price contracts and these responsibilities should not be subcontracted.  See Appendix C for a Hobbs, 

Upchurch and Associates contract
8
.   

There were no Tri-County Development contracts on file at the local government offices.  Upon 

request, the Owner provided contracts for three local governments.  No contracts were provided for 

                                                           
12

 Four Tri-County Development invoices (3 Madison $14,500 & 1 Haw River $8,000) deleted from finding 1.1 & added 

to finding 1.2. 
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Yadkin County and the Towns of Mebane and Yadkinville.  All three contracts had the identical 

scope of work as described above.  However, local government staff were unaware that the owner of 

Tri-County Development was the Hobbs, Upchurch, and Associates employee assigned as their 

Project Administrator and some did not remember executing a contract with Tri-County Development 

(see finding #2.2. for more details on conflict of interest).  These contracts were a per hour rate while 

the invoices were lump sum amounts.  See Appendix D for an example of a Tri-County Development 

contract and Appendix B for a Tri-County Development invoice. 

1.3. Project Administrator Sweeps Grant Balance of $3,434 

 

The investigative team found one instance where it appears the CDBG grant account was zeroed out 

by issuing a check to Tri-County Development for the remaining grant balance.   Yadkin County was 

awarded $75,000 for a CDBG infrastructure hook-up grant.  The third party administration was a 

fixed award for $11,000.  The third party administrator received the $11,000 in partial payments 

throughout the project’s life.  The remaining funds ($64,000) were used to rehabilitate residences 

(hook up sewer and water lines) which were based on estimates in the Yadkin County application.  

As work was completed the rehabilitation contractor was reimbursed for actual costs.    

 

Based on the Yadkin County general ledger, three final payments were issued on April 30, 2010.  The 

third party administrator received a final payment of $3,110 bringing the total payments to the 

contracted to $11,000.  The rehabilitation contractor received $19,525 leaving a balance of $3,434.  

Tri-County Development received a check for $3,434 for sewer and water hook-up.  

 

 

2. Noncompliance with Grant or Contract Requirements 
 

Local governments were the recipient of the Department’s CDBG awards.  Although local 

governments contract with a third party administrator to assist with grant administration and 

rehabilitation oversight, local government management is ultimately responsible for oversight and 

compliance with the grant requirements.   

The Department performs desk reviews and on-site monitoring to provide an additional level of 

assurance that local governments comply with CDBG grant requirements.  The Department has two 

monitors to perform on-site visits for more than 430 active grants. 

The investigative team identified noncompliance with laws and grant requirements.  It appeared local 

governments relied heavily on the Project Administrator for most, if not all, aspects of compliance 

with and performance of the CDBG grant requirements.  Also, it appeared some local governments 

have a partnership rather than a contractor relationship with the Project Administrator.  These two 

items, contributed to local governments’ internal control break down.   
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2.1. Tri-County Development Was Not Certified to Perform Lead Abatement 

Work 

The investigative team identified 74 Tri-County Development invoices totaling $341,430 for lead 

paint inspection/abatement services.  North Carolina General Statute §130A-453.03 requires all 

individuals and/or companies to be certified prior to performing lead paint inspections, risk 

assessments, or abatement.  The North Carolina Department of Health and Human Services, Division 

of Public Health is responsible for compliance with this law and administers programs for obtaining 

certifications. 

The investigative team reviewed the Division of Public Health’s website and contacted the Division 

of Public Health to obtain the most recent list of certified lead professionals.  Tri-County 

Development, its owner, or employees were not listed as certified lead professionals with the 

Division of Public Health.  Therefore, no lead inspection or abatement work should have been 

performed by nor issued to this company. 

The owner of Tri-County Development (Owner) explained these services were not actually lead-

based paint evaluations or abatement work.  The Owner described the scope of work as: coordination 

of lead-based paint testing and occupant notification; development of bid specifications for lead-

based paint abatement; and oversight of the lead-based paint abatement process by a rehabilitation 

contractor.  The Owner further explained how employees of Tri-County Development performed this 

work, not him, and how these employees were trained to perform these activities and that these 

activities were not part of the administrative service contract with Hobbs, Upchurch, and Associates 

but instead fell under the rehabilitation line item.   

 

As mentioned earlier in this report, all employees of Tri-County Development were the same Hobbs, 

Upchurch, and Associate employees that worked with the Project Administrator out of Lexington.  

Also mentioned early, there are two parts to the third party administrator contract, grant 

administration and rehabilitation services.  The rehabilitation service does include these types of 

activities and should not have been subcontracted since the third party contract is a fixed price 

contract.  Finally, Tri-County Development’s invoices state “Invoice for Lead-Based Paint 

Evaluations” or “Invoice for Lead Abatement Services.  See Appendix B for examples of Tri-County 

Development invoices. 

Failure to perform licensed lead abatement work could cause citizens to be at risk for safety, liability, 

and health issues.   

2.2. Noncompliance with CDBG Conflict of Interest Requirement 

The Project Administrator submitted 78 invoices totaling $397,171 to 10 local governments on behalf 

of Tri-County Development and Carolina Governmental Services and the Project Administrator had a 

financial interest in these businesses.    
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Tri-County Development is a limited partnership
13

 owned by the Project Administrator and registered 

as a DBA
14

 with Davidson County Register of Deeds.  In addition, the Project Administrator and 

Grant Administrator
15

 are co-owners of Carolina Governmental Services which is a limited liability 

company with article of organization filed at the North Carolina Secretary of State on April 24, 2012.  

The Project Administrator, Grant Administrator along with the Rehabilitation Specialist
11

 worked 

together as a team while employed at Hobbs, Upchurch and Associates.  The Project Administrator 

was employed with Hobbs, Upchurch, and Associates from September 2003 through December 2012 

and worked out of a residence located in Lexington, North Carolina, along with the Grant 

Administrator and Rehabilitation Specialist.  All three employees left Hobbs, Upchurch, and 

Associates at the same time and work for Carolina Governmental Services as a competitor of Hobbs, 

Upchurch, and Associates.   

The grant agreements between the Department and local governments state “no member, officer, or 

employee of the recipient, or its agents….who exercises any functions or responsibilities with respect 

to the program during his tenure or for one year thereafter, shall have any financial interest, direct or 

indirect, in any contract or subcontract, or the proceeds thereof, or work to be performed in 

connection with the program assisted under this agreement as stated in the contract agreement 

between the county and the third party administrator.”  Emphasis added.    

Similar language is also included in the administrative contract between the third party administrator 

and the local governments.   

The Project Administrator and Grant Administrator stated “I never signed a conflict of interest 

statement” and “the manual I signed for did not include a policy for conflict of interest”
16

.  The 

Project Administrator explained that he did not contract with Tri-County Development, the local 

governments contracted with Tri-County Development and therefore it was not a conflict of interest.  

No documentation was on file showing Tri-County Development services were procured in a 

competitive or transparent process.  Conflict of interest can result in favoritism, unfair competitive 

advantage, and possible misappropriation of grant funds.  

 

2.3. Adequate Records Were Not Maintained by Local Governments  

The investigative team requested 75 project (residence) files from 10 local governments.  Of the 75 

projects, 21 (28%) of the files either lacked documentation or contained no documentation.  Results 

by local governments are: 

 

 Town of Yanceyville – 2 of 12 project files had no documentation on file. 

 Caswell County – 4 of 8 project files were missing documents. 

 Town of Madison – 15 of 15 project files were missing documents. 

 

                                                           
13

 Tri-County Development dissolved the limited partnership in June 12, 2013.  
14 

Doing Business As. 
15

 A Hobbs, Upchurch, and Associates employee that works with the Project Administrator in Lexington. 
16

 Employees at Hobbs, Upchurch, and Associates sign a statement when they receive the employee handbook. 



Findings and Recommendations 

12 

 

In addition, the Town of Norwood stated the Project Administrator possessed all the project files and 

must deliver them prior to our site visit. 

 

The contracts between the  Department and local governments states; “Access to Records-The 

recipient shall provide any duly authorized representative of DOC, the federal Department of Housing 

and Urban Development (HUD), and the Comptroller General at all reasonable times access to and 

the right to inspect, copy, monitor, and examine all of the books, papers, records, and other 

documents relating to the grant for a period of five years following the completion of all close-out 

procedures.  All original files shall be maintained at the Local Government offices for access 

purposes.” Emphasis added. 

 

According to local government staff, original project documents were not maintained at the local 

government office instead the Project Administrator kept the project files in their possession and the 

local government would request the files when necessary.  However, the Project Administrator 

explained how all files were returned to the local governments and the local governments must have 

misplaced the files.  By not having the original files, local governments are noncompliant with grant 

requirements and at increased risk of potential misappropriation of assets.  

 

 

2.4. Payments Issued Directly to Third Party Administrator’s Employees 

The investigative team identified $12,153 paid directly to the Project Administrator or Rehabilitation 

Specialist for the cost of recording deeds.  These costs should not have been paid to the employees 

but instead to the third party administrator, Hobbs, Upchurch, and Associates.  Table 3 quantifies the 

amounts paid directly to employees of Hobbs, Upchurch, and 

Associates by each local government.   

The third party administrator’s contract required Hobbs, 

Upchurch, and Associates to bill the local governments for 

service rendered.  Hobbs, Upchurch, and Associates explained 

the Project Administrator should have submitted the receipts for 

deed recording to Hobbs, Upchurch, and Associates for 

reimbursement.  These costs would have been billed to the local 

government and Hobbs, Upchurch, and Associates would have 

reimbursed its employees. 

The Project Administrator informed the investigative team that 

Hobbs, Upchurch, and Associates were slow to reimburse 

employees, the county courthouses would not accept credit cards, 

the local governments preferred to pay the project administrator 

directly, therefore he chose to direct bill the local governments 

for recording fees.  

 

 

 

Table 3 

Deed  Recording Fees 

County Amount 

Alamance County $2,067  

Town of Yanceyville $1,587  

Davie County $1,448  

Town of Norwood $1,342  

Stanly County $1,216  

Caswell County $1,148  

Town of Haw River $1,008  

City of Lexington $890  

Yadkin County $543  

Montgomery County $346 

Town of Madison $168  

Village of Alamance $188  

Rockingham County $119  

Town of Yadkinville $83  

 Total $12,153 

Source: Local Government records 
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Recommendation 

1. The Department should: 

a. Seek restitution from the local government for misappropriated funds.  

b. Report misappropriated amounts to the U.S. Department of Housing and Urban 

Development. 

c. Improve the monitoring program over the local governments which may include, but is 

not limited to:  

a. Enhance the risk based monitoring approach;  

b. Enhance desk reviews and on-site processes; and 

c. Increasing the number of on-site monitors. 

2. The local governments should: 

a. Seek restitution from the third party administrator and/or the project administrator. 

b. Improve third party administrator monitoring by retaining a portion of the administrative 

funds to adequately staff the oversight of CDGB grants. 

c. Enhance internal controls or employee’s conformance with internal control procedures to 

ensure payments are issued for valid services which conform to contract and grant 

requirements. 
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A-1 

 

 

 

Summary of Findings by Local Government
17

 

Local Government 

Finding 1.1 

Duplicate 

Payments 

Finding 1.2 

Questionable 

Payments 

Finding 1.3 

Sweeping 

Account 

Grand 

Total 

Town of Madison $69,870  $43,400    $113,270 

Caswell County $3,750  $60,432    $64,182 

Town of Haw River $53,682 $8,810    $62,492 

Town of Yanceyville $50,750  $7,250    $58,000 

Town of Yadkinville $20,500  $7,620    $28,120 

City of Lexington $14,000   0   $14,000 

Town of Norwood $24,500   0   $24,500 

Yadkin County   $9,090  $3,434  $12,524 

Montgomery County $11,996   0   $11,996  

City of Mebane 

 

$8,087    $8,087  

Total $249,048 $144,689 $3,434  $397,171 

                                                           
17

 Appendix A amended to reflect four Tri-County Development invoices (3 Madison $14,500 & 1 Haw River $8,000) 

deleted from finding 1.1 & added to finding 1.2. 
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Appendix E 

Auditor’s Note 

 

E-1 
 

The response to this report from the Town of Norwood (Town) included numerous misleading 

and unrelated statements.  The town is inferring the Department of Commerce, Division of 

Community Assistance (DCA) is to blame for the inappropriate payments made to Tri-County 

Development by the Town.  The Town also discusses Carolina Governmental Service’s 

involvement which the investigative team found no inappropriate payments to Carolina 

Governmental Service from the Town of Norwood. 

 

On page 2, the Town stated, “Our refutation of this allegation is based on two facts.  First, Get 

the Lead Out was employed to remove lead paint.  Secondly, Tri-County Development was paid 

to inspect the job, and this was done by Michael Kepley of Carolina Governmental Services.”  

The investigative team determined that Get the Lead Out did not remove lead paint. Get the Lead 

Out performed the lead paint inspection to identify lead paint risk within the homes.  Then other 

contractors completed the lead abatement.  As the final step, Get the Lead Out performed a final 

inspection and issued a clearance report verifying lead was abated.  The Town asserts hiring Tri-

County Development was a necessary step to insure the houses were lead free.  However, Get the 

lead Out (a State certified lead paint company) performed the final inspection to certify lead 

hazards were removed.  In addition, all five of the Tri-County Development invoices stated: 

“Invoice for Lead Abatement” not invoice of oversight of lead removal. 

 

Page 2, #1, the Town states “files for the contract were on hand…”.  The investigative team did 

not find any contracts for Tri-County Development on file during our visit. 

 

Page 3 #2, the Town is confusing the Department of Commerce, Division of Community 

Assistance’s routine monitoring visit that identified $21,000 of disallowed cost with this OSBM 

investigative review which identified $24,500 paid to Tri-County Development for lead 

abatement service. 

 

Page 3 #3, the Town feels discriminated against because they could not have their grant 

administrator present during the investigation.  The OSBM investigation is an independent 

review and individual named in the allegation should not be participating with the fact finding 

process. 

 

Page 3 #4, the Town alludes the DCA was negligent in their duties.  However, until allegations 

are substantiated, DCA had no evidence of wrong doing. 

 

The attached certificates are misleading.  Michael Kepley obtained training related to lead-based 

paint but is not State certified to perform lead inspections, project designs, risk assessments, lead 

abatements, or supervision.  Neither Tri-County Development nor Carolina Governmental 

Services are State Certified for lead abatement or renovation. 
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North Carolina 

Department of Commerce 
 

Pat McCrory, Governor                                                   Sharon Allred Decker, Secretary

  
   

Thrive NC 
301 North Wilmington Street4301 Mail Service CenterRaleigh, North Carolina 27699-4301 

Tel: (919) 733-4151Fax: (919) 733-8356 

www.nccommerce.com 

 

 

February 12, 2014 

 

 

Ms. Barbara Baldwin, Director 

N.C. Office of State Budget and Management 

Office of Internal Audit 

20320 Mail Service Center 

Raleigh, NC  27699-0320 

 

Re: Investigative Report 2013-DOC-INV-28 

 

On behalf of the North Carolina Department of Commerce (the “Department”), I thank you for your 

detailed work in conducting this audit of various acts occurring between 2007 and 2012.  These 

findings will allow the Department to take appropriate remedial action as directed by the United States 

Department of Housing and Urban Development (“HUD”), the federal agency governing the 

administration of the grant funds at issue here.  The Department is currently in consultation with HUD 

regarding the substance of this report and appropriate next steps, and will proceed accordingly.  

Additionally, the Department has reported the allegations contained in your report to the State Bureau 

of Investigation, as required by law. 

 

In your report, you recommended that the Department take the following actions: 

 

 1. Seek restitution from the local government for misappropriated funds. 

 

 2. Report misappropriated amounts to HUD. 

 

3. Improve the monitoring program over the local governments which may include, but is 

not limited to: 

 

  a. Enhance the risk based monitoring approach; 

 

  b. Enhance desk reviews and on-site processes; and 

 

  c. Increasing the number of on-site monitors. 
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Ms. Barbara Baldwin, Director 

N.C. Office of State Budget and Management 

Office of Internal Audit 

February 12, 2014 

Page 2 of 2 
 

North Carolina. A Better Place To Be 
301 North Wilmington Street4301 Mail Service CenterRaleigh, North Carolina 27699-4301 

Tel: (919) 733-4151Fax: (919) 733-8356 
An Equal Opportunity/Affirmative Action Employer 

First, with regard to seeking restitution from local governments for the alleged misappropriated funds.  

The Department agrees with your statement that “the local governments are the grant recipient[s] and 

ultimately are responsible for oversight and compliance with grant requirements.”  See also 4 N.C.A.C. 

19L.1102 (“Recipients shall constantly monitor the performance under grant-supported activities…”).  

When Community Development Block Grant (“CDBG”) funds are awarded to a local government, the 

local government assumes responsibility for the proper expenditure of those funds and remains liable to 

the Department for inappropriate expenditures or disallowed costs.  We will work with the affected 

local governments, and in consultation with HUD, determine the most appropriate manner for 

recovering the misappropriated funds. 

 

Next, with regard to reporting the alleged misappropriated funds to HUD.  As noted above, we have 

already communicated your findings to HUD, and have are in continued discussions with HUD as to 

how to proceed with the recovery of funds. 

 

Finally, you suggested that the Department improve its monitoring program over local governments 

that receive funding from the Department.  Under the new leadership of the current administration, the 

Department has already taken the following proactive steps to increase both the local governments’ and 

its own monitoring activities of CDBG projects: 

 

 The Department completes a risk assessment for each grantee at the time of award. Grantees 

with higher risk factors receive additional monitoring and technical assistance. 

 Beginning in 2013, the Department requires that 100% of rehabilitation activities are monitored 

for compliance, previously, only a percentage of rehabilitation activities were monitored. 

 If problems are identified with a grantee, the Department requires the grantee provide additional 

supporting documentation for each funding requisition, and additional desk review and 

monitoring visits are completed by Department staff. 

 

Additionally, in light of your report, the Department plans to develop a best practice document 

highlighting the need for and importance of following proper internal controls when administering 

CDBG and other grants. The Department will distribute the document at monitoring visits, workshops 

and other events targeting local government officials.   
 

I hope that this letter finds you well, and I appreciate all the hard work you and your team put forth in 

this audit.  If you have further questions, or need additional information from me, please do not hesitate 

to contact me or any member of my staff. 

 

Sincerely,  

 

 

 

Sharon Allred Decker 

Secretary, N.C. Department of Commerce 
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Appendix F 

 

 

Montgomery County did not provide responses to this report. 
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TOWN OF HAW RIVER 

 
Office of the Town Manager 

Jeffrey H. Earp 

 

P.O. Box 103 · 403 East Main Street · Haw River, NC 27258 

Phone 336-578-0784 · Fax 336-578-0010 · email jearp@townofhawriver.com  

1 

 

February 11, 2014 

 

 

Ms. Barbara Baldwin 

North Carolina Office of State Budget and Management 

Office of Internal Audit 

Interagency Internal Audit Program 

20320 Mail Service Center 

Raleigh, NC 27699-0320 

 

 

 Re: Response to Department of Commerce Community Development Block Grant           

              Investigative Report – 2013-DOC-INV-28 

 

Dear Ms. Baldwin,  

 

I am writing to you regarding the above captioned matter. The Town of Haw River Management 

has reviewed the Investigative Report provided to us by your office and would respectfully make  

the following response to said Report. 

 

The Town of Haw River did receive from the Department of Commerce Community 

Revitalization Grants in the years 2007 – 2012. The Town of Haw River has limited resources 

and does not employ grant administration staff. Therefore, The Town of Haw River contracted 

with Hobbs, Upchurch, and Associates of Southern Pines, a company used by many 

governmental bodies, to be the third party administrator for the administration of these grants. 

Hobbs, Upchurch, and Associates assigned three employees to act as the Project Administrator, 

Grant Administrator and Rehabilitation Specialist. The Town hired Hobbs, Upchurch, and 

Associates believing the firm was reputable and its employees experienced in performing the 

needed services for the administration of these grants as per their proposal.  

 

In response to Finding 1 it is agreed that the Town of Haw River relied heavily on the Project 

Administrator for most aspects of completion and compliance with the CDBG grants and that 

reliance may have increased the opportunity for misappropriation of funds. As previously stated, 

the Town of Haw River has limited resources and does not employ grant administration staff. 

Unfortunately the Town must rely on many third party firms to provide services such as grant 

            Appendix F  
Management Responses

F-17

mailto:jearp@townofhawriver.com


 

P.O. Box 103 · 403 East Main Street · Haw River, NC 27258 

Phone 336-578-0784 · Fax 336-578-0010 · email jearp@townofhawriver.com  

2 

administration, engineering, sanitation and legal representation. It is also apparent that the Town 

must improve its monitoring and oversight of grant administration contractual arrangements. 

 

In response to Finding 1.1 which states The Town of Haw River paid Tri-County Development 

for lead abatement services that were actually provided by other companies, it is agreed that the 

Town of Haw River paid Tri-County Development $61,682 for those services. It should also be 

noted that no Town of Haw River employee was aware of Tri-County Development’s ownership 

structure. The Town’s Contract with Hobbs, Upchurch, and Associates specifically addresses 

conflicts of interest in Exhibit “B” of their Third Party Administrator Contract. Therefore the 

Town reasonably had a contractual expectation that Hobbs, Upchurch, and Associates and its 

employees would adhere to this requirement of said contract. 

 

In response to Finding 1.2 which states The Town of Haw River paid Tri-County Development 

for alleged lead abatement services they were not licensed by the State to perform, it is agreed 

that the Town of Haw River paid Tri-County Development $810 for those services. Staff also 

agrees that there was no contract on file between the Town of Haw River and Tri-County 

Development. The Town of Haw River was supplied a copy of a signed contract by investigators 

with the Office of Internal Audit that they received from the owner of Tri-County Development. 

It should be noted that the Town of Haw River staff was unaware that the ownership of Tri-

County Development was the Hobbs, Upchurch, and Associates employee assigned as the 

Town’s grant project administrator and that staff does not remember execution of this contract. 

 

In response to Finding 1.3, this Finding does not apply to the Town of Haw River. 

 

In response to Finding 2 the Town of Haw River agrees that they are ultimately responsible for 

oversight and compliance with the grant requirements and that there was an internal control 

breakdown due to the lack of qualified Town of Haw River staff to oversee third party grant 

administrators. The Town of Haw River does not feel that that relationship with the third party 

administrator was a partnership as opposed to a typical contractor relationship, but did have an 

expectation that the third party administrator would provide open and honest grant administration 

and rehabilitation services. The third party administrator was hired as a subject matter expert on 

this project.  

 

In response to Finding 2.1 which states that Tri-County Development was not certified to 

perform lead abatement work, it is agreed that the Town paid for services that Tri-County 

Development was not certified by the state to perform. The Town’s Contract with Hobbs, 

Upchurch, and Associates has a Lead-Based Paint Clause which specifically addresses lead-

based paint regulations in their Third Party Administrator Contract. Therefore the Town had a 

contractual expectation that Hobbs, Upchurch, and Associates and its employees would adhere to 

this requirement of the contract. 

 

In response to Finding 2.2 the Town of Haw River agrees that the grant agreement signed 

between the Department of Commerce and the local government states there should be no 

conflict of interest and that Hobbs, Upchurch, and Associates was working as an agent of the 

Town of Haw River. The conflict of interest requirements are also stated in the contract between 

the Town of Haw River and Hobbs, Upchurch, and Associates.  
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In response to Finding 2.3, this Finding does not apply to the Town of Haw River. 

 

In response to Finding 2.4 the Town of Haw River agrees that it issued payment directly to 

Michael Walser as a representative of Hobbs, Upchurch, and Associates for recordation 

expenses. 

 

Concerning the recommendations to local governments provided by the Office of Internal Audit, 

the Town of Haw River does plan to seek restitution from the third party administrator, Hobbs, 

Upchurch, and Associates and/or the project administrator. The Town of Haw River will improve 

third party administrator monitoring by developing policies and procedures that will allow its 

staff to more adequately supervise such contractors. The Town will seek to identify funds (Town 

or grant) that will allow the Town to adequately employ grant supervisory personnel. The Town 

of Haw River will also enhance its internal control procedures to ensure payments are issued for 

valid services which conform to grant contract requirements. 

 

The grant awarded to the Town of Haw River was extremely beneficial to the Town as the Town 

of Haw River is a small community with limited resources.  Each and every year the Town of 

Haw River faces challenges of how to maintain and provide services to its citizens with its 

limited budget.  There never seems to be enough funds to do all that is needed for the citizens of 

the Town of Haw River. There are no extra funds in the Town’s budget to repay the sum of 

$62,492.00.  It would definitely be a burden to and potentially adversely affect the citizens of the 

Town of Haw River if the Town was required to repay the said sum of $62,492.00. 

 

The Town of Haw River is committed to working with the North Carolina Department of 

Commerce to resolve all issues regarding the audit findings. The Town of Haw River will seek 

direction from the NCDOC in developing a timeline and correction action plan for these issues. 

 

 

Sincerely,  

 

 

 

Jeffrey H. Earp 

Town Manager 

Town of Haw River 

 

 

 

 

 

cc: Regina Hill, IS Auditor, NC Office of State Budget and Management (Via Email) 

      File 
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Village of Alamance 

2874 Rob Shepard Drive 

P.O. Box 96 

Alamance, NC 27201 

Phone (336) 226-0033 

Fax (336) 226-5523 

 

VILLAGE OF ALAMANCE 

RESPONSE TO INVESTIGATIVE REPORT PREPARED BY THE 

OFFICE OF STATE BUDGET AND MANAGEMENT 

COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM 

 

 As requested by the North Carolina  Department of Commerce, the Village of Alamance offers 

the following comments and response to the report of the Office of State Budget and Management 

dated Feb.3, 2014, copy provided to the Village by fax transmission on Feb. 5, 2014. 

 The Village of Alamance is named in Section 2.4 of the Report in the following comment: 

“Table 3 showing deed recording fees reimbursed fees paid to employees indicates that the Village of 

Alamance paid $188.00 in these reimbursements.” 

 A review of the Village records indicates that these sums were in fact paid to Michael Walser 

upon tender of register of deeds receipts showing that these sums had been paid by him for the 

recording of Village instruments.   It does not appear that these sums were inappropriate payments. The 

procedural difficulty in reimbursement between Hobbs and its employees should be a matter between 

them. 

 As to any other matters contained in the report, the Village is not a respondent. 
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