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To: Edward Manning, Director, Kansas City Asset Management Division, 
7AHMLAS 

Craig T. Clemmensen, Director, Departmental Enforcement Center, CACB 

//signed// 
From:  Ronald J. Hosking, Regional Inspector General for Audit, 7AGA 

Subject:  Majestic Management, LLC, a Multifamily Housing Management Agent in St. 
Louis, MO, Did Not Always Comply With HUD’s Requirements When 
Disbursing Project Funds  

  
 

Attached is the U.S. Department of Housing and Urban Development (HUD), Office of Inspector 
General’s (OIG) final results of our review of Majestic Management’s management agent 
activities for HUD’s multifamily housing program. 

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

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

If you have any questions or comments about this report, please do not hesitate to call me at  
913-551-5870. 
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Majestic Management used four identity-of-interest or employee-owned companies to conduct 
work on the projects it managed.  HUD’s Kansas City Office of Multifamily Housing Programs 
was unaware of Majestic Management’s use of these entities. 

Majestic Management used Majestic Maintenance and Construction to conduct work at its 
projects.  The president’s daughter runs the construction company in addition to maintaining her 
position as the director of operations for Majestic Management.  According to the Missouri 
secretary of state’s Web site, Majestic Maintenance and Construction lost its business 
registration with the State of Missouri in April 2015 for failing to maintain a registered agent. 

Majestic Management used Supreme Cleaning and Maintenance to conduct work at its projects.  
This company is owned by Majestic Management’s director of operations’ husband.  Majestic 
Management hired this company to complete rehabilitation work on its New Horizons project in 
Kansas City, MO, after the project was vandalized.  We were initially unable to locate proof of 
registration or licensing for this company on the secretary of state’s Web site because the 
company is not registered as Supreme Cleaning and Maintenance; instead, it is registered as 
Supreme Clean STL LLC with the registered agent’s name spelled incorrectly. 

Majestic Management used MRB Construction to complete work at its New Horizons project.  
MRB Construction is owned by the property manager that Majestic Management employed for 
the project.  We were also unable to locate proof of registration or licensing for this company. 

Majestic Management used DMK Consulting to provide consulting work for its projects.  DMK 
Consulting is owned by Majestic Management’s now former director of residential housing.   

Property owners contract with a management agent through a management agreement to oversee 
the day-to-day operations of the project and maintain the financial and accounting records.  The 
management agent executes a management certification providing that it will comply with the 
project’s regulatory agreement and other HUD requirements. 

By signing the property owner’s management agent’s certification, the agent agrees to, among 
other things,  

 Ensure that all expenses of the project are reasonable and necessary; 
 Exert a reasonable effort to maximize project income and take advantage of discounts, 

rebates, and similar money-saving techniques; and 
 Obtain contracts, materials, supplies, and services, including the preparation of the annual 

audit, on terms most advantageous to the project. 

Our objective was to determine whether Majestic Management charged only the appropriate fees 
in managing the projects, properly procured goods and services, and disbursed project funds only 
for eligible and supported expenses. 
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Results of Audit 

Finding 1:  Majestic Management Improperly Charged Fees to Its 
Projects  

Majestic Management improperly charged fees to its projects.  This condition occurred because 
Majestic Management did not implement an effective control structure.  It did not have policies 
and procedures to properly determine and document fees charged to its projects and did not 
maintain an adequate system of records.  As a result, HUD and projects’ owners lacked 
assurance that at least $464,759 paid to Majestic Management out of project funds was eligible 
and appropriate.   

Improperly Charged Fees 
Majestic Management improperly charged fees to its projects.  It made 975 payments to itself 
totaling nearly $1.3 million from the 17 HUD-insured projects that it managed between 2013 and 
2016 (appendix C).  We reviewed 83 of those payments totaling $240,235 to determine whether 
it charged only the appropriate fees to projects.  Majestic Management improperly calculated 
management fees, improperly charged salaries to the projects, and was unable to provide support 
for some payments.  All of these 83 payments are considered unsupported as shown in the 
paragraphs below. 

Improper Calculation of Management Fees 
Majestic Management charged projects management fees using a fixed fee schedule instead of 
calculating the fee each month based on actual revenues received.  Of the 83 payments reviewed, 
6 were for management fees and bookkeeping fees charged to the projects.  HUD required 
Majestic Management to calculate its management fees based on a percentage of total tenant 
payments, housing assistance payments, and other revenue (appendix E).  Instead, a former 
Majestic Management employee created a fixed fee schedule that Majestic Management used to 
charge management fees to its projects.  The fee remained constant regardless of actual revenue 
received.  Majestic Management continued to use this fee structure after the former employee 
left the company.  The $17,414 paid for these six payments was unsupported because Majestic 
Management was unable to show how it determined the fees.   

Unsupported Salary Charges 
Majestic Management improperly charged salaries to the projects.  Of the 83 payments reviewed, 
61 were for employee salaries.  HUD requirements explain that only certain salaries and certain 
tasks completed by management agent staff are eligible to be charged to the project and the 
remaining salaries should be covered by the management agent fee Majestic Management 
collected from its projects.  The only support Majestic Management was able to provide for the 
salary payments it charged to the projects was a total amount for payroll and the portion charged 
to each of the projects.  It was not able to provide support showing which employees were paid 
from the amount, tasks performed, official job descriptions, or timesheets showing the hours 
worked.  An example is provided below. 
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Example of payroll breakdown 

One of the requirements in HUD Handbook 4381.5 is that salaries of the agent’s supervisory 
personnel may not be charged to project accounts, with the exception of supervisory staff 
providing oversight for centralized accounting and computer services.  Without support showing 
specific employees, the tasks performed, and hours worked, Majestic Management was unable to 
show that the $183,630 paid for these 61 salary payments it charged to the projects were 
appropriate.   

In addition, this same inadequate documentation was used to support 138 other salary charges 
totaling $224,524 charged to the projects.  For example, in the above illustration, we originally 
selected the circled payment, but there are an additional six payments from HUD-insured 
projects listed on the same document.  The $224,524 paid for these 138 salary payments was also 
unsupported because Majestic Management was unable to show that the payments were 
appropriate.   

No Support Provided 
Majestic Management was unable to provide support for the remaining 16 payments in our 
sample.  It paid itself at least $39,191 from the projects without documentation showing what the 
payments included.  This amount is also unsupported.    

Ineffective Control Structure 
Majestic Management did not implement an effective control structure.  It did not have policies 
and procedures to properly determine and document fees charged to its project and did not 
maintain an adequate system of records. 
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Recommendations 
We recommend that the Director of the Kansas City Office of Multifamily Housing Programs 
require Majestic Management to 

1A. Provide support showing that $17,414 in management fees charged to the projects 
using a budgeted amount represented actual amounts or repay the difference to 
each affected project. 

1B. Provide documentation to support that it paid itself $447,345 for eligible purposes 
or reimburse the appropriate projects for the balance. 

1C. Implement adequate policies, procedures, and controls to help ensure that fees 
charged to its projects are in accordance with HUD’s requirements. 

1D. Verify all management fees charged to the projects from 2013 through 2015 were 
appropriate.  
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Finding 2:  Majestic Management Improperly Procured Items 
Majestic Management did not properly procure goods and services.  It implemented a weak 
control structure for its procurement functions.  As a result, HUD and property owners had no 
assurance that projects benefited from the $693,372 spent on goods and services. 
 
Goods and Services Not Properly Procured 
Majestic Management did not follow applicable procurement requirements.  It also improperly 
used identity-of-interest and employee-owned companies and paid for work that was overbilled, 
not completed, or poorly completed. 

Procurement Requirements Not Followed 
Majestic Management did not follow procurement requirements, such as obtaining bids, 
maintaining procurement records, or executing contracts.  From the $7 million in payments from 
the check register and the nearly $790,000 in reserve for replacement draws, we reviewed 43 
procurement transactions totaling nearly $700,000 from identity-of-interest, employee-owned 
and high-volume companies for use of proper procurement methods.  Majestic Management did 
not properly procure goods and services associated with any of the transactions reviewed.  
HUD’s procurement requirements in HUD Handbook 4381.5, paragraph 6.50(a), require at least 
three bids or quotes, the retention of procurement records, and that contracts be properly 
executed.  These requirements are in place to help ensure that goods and services are obtained at 
the most reasonable prices using fair and open competition.  We were often unable to determine 
what work was supposed to have been completed because Majestic Management paid invoices 
that stated “first draw,” “third draw,” “fourth draw,” and “final draw” without a description of 
the work performed.  A sample is provided below. 

 
Draw from identity-of-interest company 
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Identity-of-Interest and Employee-Owned Entities 
Majestic Management improperly used identity-of-interest and employee-owned companies.  
HUD permits the use of identity-of-interest entities if the entity is properly disclosed, there is 
evidence that the agent compared prices, and the use of an identity-of-interest entity is more 
advantageous to the project than purchasing through an arms-length transaction.  Majestic 
Management improperly used at least four identity-of-interest and employee-owned entities.  It 
certified to HUD on its management agent certification forms that it did not use identity-of-
interest entities.  It produced correspondence showing that HUD was aware of one of the 
identity-of-interest companies, its construction company that completed a substantial amount of 
work at its projects.  However, there was no evidence provided showing that this arrangement 
was more advantageous to the projects than an arms-length transaction, and this entity was not 
properly procured to conduct work.   

Overbilled, Incomplete, and Poorly Completed Work 
Majestic Management paid for work that was overbilled, not completed, or poorly completed.  It 
used project funds to pay for overbilled work for 8 of the 43 transactions reviewed.  For 
example, in 2012 Majestic Management procured an 81-gallon hot water heater for the Freedom 
House I project for $7,125.  We inspected the project and confirmed that the hot water heater 
was replaced as invoiced.  However, the estimated cost should have been around $2,500.  We 
also noted that in 2012, Majestic Management hired the same contractor to replace an 81-gallon 
water heater at New Horizons, a project with common ownership interest, and the repair was 
invoiced for $3,300. 

In 2013, one of the units at the New Horizons project sustained fire damage.  Majestic 
Management paid its identity-of-interest company, Majestic Maintenance and Construction, to 
complete more than $184,000 in repairs.  However, there were several instances of incomplete 
and poorly completed repairs, including smoke-damaged insulation not replaced, existing smoke 
damage in the unit, and poorly patched drywall replacement, as shown in the photos below.   
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Smoke-damaged insulation not replaced after fire – photographed on June 21, 2016 

 

 
Existing fire damage to unit - photographed on August 30, 2016 
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Soot from fire bleeding through paint - photographed on June 21, 2016 

 
Poorly patched wall and receptacle cover not replaced after fire - photographed on June 21, 2016 
 
In 2015, one of the New Horizons units was vandalized.  Vandals opened walls and ceilings to 
steal copper wiring and plumbing from the unit.  Majestic Management paid an identity-of-
interest company, Supreme Cleaning and Maintenance, to complete nearly $70,000 in repairs to 
the unit.  However, the ceilings and walls were poorly patched, and electrical work was not 
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completed as shown in the photos below.  There were missing breakers in the breaker panel and 
outlet and junction box covers were not installed. 

 
Poorly patched ceiling in kitchen after vandalism - photographed on June 21, 2016 

 

 
Sheetrock not properly finished - photographed on June 21, 2016 
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Missing breakers in breaker panel - photographed on June 21, 2016 

 
Majestic Management hired an employee-owned company, MRB Construction, to install a 
dishwasher at the New Horizons project in 2014.  However, the dishwasher currently in the unit 
had a manufacture date of 1999 and was not operational because it was screwed shut as shown in 
the photo below. 

 
Dishwasher not operational and screwed closed - photographed on June 21, 2016 
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At the Missouri Association of the Deaf Apartments in Fulton, MO, Majestic Management paid 
to have tuck-pointing on the buildings and concrete transitions to handicapped ramps installed.  
However, the tuck-pointing was poorly completed.  The onsite property manager stated that the 
contractor Majestic Management hired did not complete the work and the project’s maintenance 
man completed the tuck-pointing.  In addition, the concrete transitions were not installed.  These 
deficiencies are shown in the photos below.  Majestic Management later hired the same 
contractor to repair the nonexistent concrete transitions. 

 
Poorly completed tuck-pointing - photographed on April 13, 2016 
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Concrete transitions to handicapped ramps not installed - photographed on June 27, 2016 

 
In 2014, Majestic Management submitted an insurance claim for the Missouri Association of the 
Deaf Apartments related to storm damage.  This claim resulted in a payout from insurance to the 
project of nearly $83,000 for the replacement of the roofs on eight buildings.  Majestic 
Management paid its identity-of-interest company, Majestic Maintenance and Construction, to 
complete the roofing repairs.  Majestic Management used project funds to pay Majestic 
Maintenance and Construction $69,562 to replace the roofs.  However, it only completed two 
roofs, which should have cost $17,000. 

Weak Control Structure Implemented 
Majestic Management implemented a weak control structure for its procurement functions.  It 
did not adequately separate duties, did not have adequate policies and procedures, lacked an 
organized system of records, and did not have procedures regarding the use of identity-of-interest 
and employee-owned companies. 

Majestic Management did not adequately separate duties.  When we asked for records related to 
procurements, Majestic Management employees stated that a former employee was exclusively 
in charge of procurement activity, which included soliciting bids, selecting contractors, executing 
contracts, monitoring contract progress, making payments, and retaining procurement records 
(appendix D).  Majestic Management maintained that because of this arrangement, it was unable 
to locate any records regarding the procurements made during our audit timeframe.   

Majestic Management did not have adequate policies or procedures.  Its only written policies and 
procedures guidance was a manual called the Residential Management Manual.  This manual 
was issued in 2006, and Majestic Management employees stated that the manual was no longer 
in use.  There were no policies in this manual that pertained to procurement practices at Majestic 
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Management.  The manual was used primarily for onsite management of the individual projects 
and not as a tool for governing the activities conducted from the main Majestic Management 
office.   

Majestic Management did not have an organized system of records.  Its employees stated that the 
company had basically quit the multifamily property management business and had packed up 
records before the start of our audit so it was often hard for them to locate the documents 
requested.  When we brought up the lack of an organized system of records, Majestic 
Management’s attorney stated that the records were organized and compared the current system 
to an unassembled puzzle; that is, while it appeared unorganized with the pieces apart, it looked 
different when the pieces were assembled.  The records management system can be viewed in 
the photo below. 

 
Record retention system located in the basement of the Majestic Management office - 
photographed on June 30, 2016 

Majestic Management did not have policies addressing the use of identity-of-interest and 
employee-owned entities or procedures ensuring that it disclosed such entities to HUD and 
property owners.  When we asked the president of Majestic Management whether HUD was 
aware of its use of identity-of-interest companies and why the management agent certifications 
stated it did not conduct business with identity-of-interest entities, her response was that the 
former employee was responsible for all reporting to HUD so she did not know why identity-of-
interest entities were not properly reported.  However, the reporting forms were signed by the 
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Ceiling collapse due to water damage - photographed on April 13, 2016 

 
Overbilled transactions left fewer funds available for upkeep of the projects.  Since project funds 
were not always spent at the most reasonable prices, fewer funds were available for maintenance 
items.  For example, at the New Horizons project, the lawn was left overgrown, and there were 
many broken windows as shown in the photos below. 
 

 
Unattended weeds at New Horizons - photographed on July 14, 2016 
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Broken windows at New Horizons - photographed on August 23, 2016 

 
Improper procurement practices restricted competition and placed Federal funds at risk of 
misuse.  In addition, goods and services may not have been obtained at the most reasonable 
price.  Majestic Management restricted competition when it noncompetitively procured goods 
and services without obtaining quotes.  Majestic Management’s failure to execute contracts for 
its procurements also placed the Federal funds spent at risk since the purchases were not subject 
to the required contract provisions, such as antikickback requirements, access to records relating 
to the contract, and the retention of records.  Majestic Management’s failure to follow proper 
procurement processes may have resulted in projects overpaying for goods and services.  Federal 
procurement requirements help to ensure that purchases are made through full and open 
competition at the most reasonable prices. 

Recommendations 
We recommend that the Director of the Kansas City Office of Multifamily Housing Programs  

2A. Require Majestic Management to reimburse the appropriate projects their portion 
of $231,091 for work not completed or overbilled. 

2B. Require Majestic Management to provide support that $462,281 paid for 
procurements was reasonable or reimburse the appropriate projects for the 
balance. 

2C. Require Majestic Management to implement adequate policies, procedures, and 
controls to help ensure that goods and services are properly procured in 
accordance with HUD’s requirements. 

2D. Monitor Majestic Management’s expenditures to ensure that the employees 
understand and correctly apply procurement requirements. 
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2E. Require Majestic Management to update its management agreements to properly 
disclose its identity-of-interest and employee-owned companies to HUD and 
property owners. 

We recommend that the Director of the Departmental Enforcement Center 

2F. Consider administrative sanctions against Majestic Management and its 
employees for their failure to adequately manage the multifamily projects.  
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Van purchased from housing authority with New Horizons’ funds - photographed on June 28, 

2016 

Majestic Management made a payment for $3,925 from New Horizons to a non-HUD project.  
Majestic Management did not provide an eligible purpose for this payment.   

Majestic Management paid $2,700 from project accounts for items that should have been 
covered by the management fee.  HUD requirements do not allow the use of project funds for 
supervisory training costs.  Majestic Management made a payment for two of its supervisory 
personnel to attend training.  In addition, it paid a salary to one of its supervisory employees, 
which was also not allowed. 

Missing or Inadequate Support  

Majestic Management was not able to provide support for some payments, paid items based on 
insufficient support, could not support reimbursements made to employees and their companies,  
and charged one project based on a budgeted amount instead of the actual amount. 

Majestic Management was not able to provide support for 14 of the 73 payments reviewed for 
eligibility.  It spent $11,194 in project funds for these 14 expenditures without supporting 
documentation showing that the expenditures were reasonable and necessary expenses of the 
projects.   

Majestic Management paid for 21 items totaling $30,879 based on support that did not 
adequately detail what services or commodities were provided.  HUD requirements state that 
payments must be supported by sufficient detail to show that the expense was reasonable and 
necessary for the operation of the project.  For example, Majestic Management would make 
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payment from statements that referenced an invoice and the total amount owed.  These 
statements did not show what goods or services were obtained so Majestic Management was 
unable to show that these were reasonable and necessary expenses of the projects.   

Majestic Management could not support at least four reimbursements totaling $5,318 made to 
employees and their companies.  For example, it wrote a check to one of its employees to 
reimburse her for a money order she had bought to pay one of the project’s bills.  However, the 
support provided showed that the money order had been purchased by the project rather than the 
employee who was reimbursed.  Majestic Management was unable to provide further 
explanation. 

Majestic Management charged a project for salary costs based solely on a budget.  HUD 
requirements state that management agents may bill only actual costs to its projects.  Majestic 
Management billed a $1,500 salary payment for one of its supervisory employees based on its 
budget including “Manager or Superintendent Salaries” and not the actual hours worked or tasks 
performed as shown below. 

 

Budget provided to support $1,500 salary payment to Majestic Management’s director of 
operations 

Inadequate Control Over Expenditures 
Majestic Management did not have adequate control over expenditures.  It did not maintain 
adequate separation of duties, did not have adequate policies or procedures, and lacked an 
organized system of records. 

Majestic Management did not maintain an adequate separation of duties.  It made a single 
employee solely responsible for approving payments and signing checks from project accounts.  
It provided this employee with a signature stamp of the president of Majestic Management’s 
signature, which the employee routinely used to sign checks.  Adequate separation of duties 
helps to ensure that payments are fully supported and for only eligible project expenses.  
Separation of duties also helps to hold employees accountable for their actions.  Management 
needs to take a more active role in small organizations to achieve separation of duties.  The 
president said she did not take an active role in supervising the actions of her employee because 
she trusted her.  

Majestic Management did not have adequate policies or procedures.  Its only written policies and 
procedures guidance was a manual called the Residential Management Manual.  This manual 
was issued in 2006, and Majestic Management employees stated that the manual was no longer 
in use.  There were no policies in this manual that pertained to expense review and approval at 
Majestic Management.  The manual was used primarily for onsite management of the individual 
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Scope and Methodology 

We performed our onsite audit work between February and September 2016 at Majestic 
Management’s central office located at 2815 Olive Street, Saint Louis, MO.  Our audit period 
was January 1, 2013, through December 31, 2015.  We expanded the audit period as needed to 
accomplish our objective.  

To accomplish our objective, we reviewed  
 
 Applicable HUD Handbooks.  
 The results of HUD’s management and occupancy review conducted in July 2015 and the 

follow-up conducted in March 2016.  
 Majestic Management’s policies and procedures and organizational chart.   
 The most recent HUD Real Estate Assessment Center physical inspection reports at the 

projects.  
 The projects’ audited financial statements from 2011 through 2015 and HUD’s files for 

the projects, including management agent certifications, management agent profiles and 
regulatory and use agreements. 

In addition, we interviewed employees of Majestic Management, tenants of the projects, former 
and present property managers and owners, present management agents, and HUD staff.  We 
also conducted physical inspections, when possible, of all items in the procurement sample and 
the Home Depot items in the disbursement sample described below.  For the projects inspected, 
we also requested documentation from their insurance companies and mortgage companies.    

Sample Selection  
Our audit universe was all 8,157 payments shown on the check registers from HUD-insured 
projects from 2013 to 2016 totaling $7,076,442.  We selected a payments to management agent 
sample, a procurement sample, and an expenditure sample. 

For the payments to management agent sample, we selected 83 payments totaling $240,235 for 
review.  In total, there were 975 payments totaling nearly $1.3 million made to Majestic 
Management.  We selected all 62 payments of at least $2,000 from the New Horizons project, 
the president of which is also the president of Majestic Management.  We also selected 26 more 
payments, which were the largest 5 payments of at least $2,000 from each of the other 16 
projects.  Upon reviewing the sample, we determined that the circumstances of one of these 
sample items fit better into the procurement finding and the circumstances of four of these 
sample items fit better into the expenditures finding.  After removing those 5 items, the payments 
to management agent sample size was 83 payments.   

For the procurement sample, we selected 43 payments totaling $693,372 for review.  We 
selected these from the 7,182 payments totaling $5,981,906 that had a payee other than Majestic 
Management and from 47 reserve for replacement draws totaling $789,458.  We selected from 
the check register all 32 payments over $1,000 to the following companies: 
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 Majestic Maintenance and Construction, a company owned by the daughter of Majestic 

Management’s president, who is also an employee of Majestic Management; 
 Supreme Cleaning and Maintenance, a company owned by the son-in-law of Majestic 

Management’s president; 
 MRB Construction, a company owned by the New Horizons’ onsite property manager; 

and 
 An unrelated construction company that received more payments than any other 

nonrelated construction services contractor. 
 
Each of the 32 payments above were at 1 of 4 properties.  We also selected the 11 disbursements 
totaling $138,226 from the reserve for replacement account for those 4 properties to the 4 
companies selected above.   

For the disbursement sample, we selected 73 payments totaling $102,522 for review.  We 
selected these from the 7,182 payments totaling $5,981,906 that had a payee other than Majestic 
Management.  To select this sample, we searched for items that were suspicious or would be at a 
high risk for ineligibility as follows:  
 

 We selected from the projects’ check registers all 10 payments exceeding $600 to 2 
Majestic Management central office employees and all 11 payments exceeding $600 to 
DMK associates, which is owned by Majestic Management’s former director of 
residential housing.     

 We selected the largest five Home Depot purchases from the Missouri Association of the 
Deaf Apartments  and Freedom House I accounts and all three Home Depot purchases 
from Freedom House II’s account because the property manager at those properties told 
us she had seen irregularities in project purchases from this vendor.   

 We selected 27 payments that appeared to be payments for professional services, to other 
entities Majestic Management manages, and to related parties, in an attempt to identify 
potential owner distributions.   

 We reviewed the New Horizons bank statements for check card purchases and selected 
all eight purchases with questionable descriptions.  

 
We focused on the above payments to evaluate items we believed were most susceptible to 
abuse.  Since we were looking for specific examples of noncompliance, we believed this 
sampling methodology to be the most effective.  The results of procedures applied to items 
selected under this method apply only to the selected items and cannot be projected to the portion 
of the population that was not tested. 

We relied in part on computer-processed data contained in the Majestic’s Management’s 
electronic check register to achieve our audit objective.  Although we did not perform a detailed 
assessment of the reliability of the data, we performed a minimal level of testing and found the 
data to be adequately reliable for our purposes.  The tests for reliability included but were not 
limited to comparing computer-processed data to invoices, checks, procurement records, and 
other supporting documentation.  
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We conducted the audit in accordance with generally accepted government auditing standards.  
Those standards require that we plan and perform the audit to obtain sufficient, appropriate 
evidence to provide a reasonable basis for our findings and conclusions based on our audit 
objective.  We believe that the evidence obtained provides a reasonable basis for our findings 
and conclusions based on our audit objective.  
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Internal Controls 

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

 Effectiveness and efficiency of operations, 

 Reliability of financial reporting, and 

 Compliance with applicable laws and regulations. 

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

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

 Policies and procedures that have been implemented to reasonably ensure that procurements 
and expenditures are conducted in accordance with Federal requirements. 

 Policies and procedures to ensure that only the appropriate fees are charged to projects. 
 Internal control structures to ensure adequate separation of duties and control environments 

that hold individuals accountable for their responsibilities. 

We assessed the relevant controls identified above.  

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

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

 Majestic Management did not implement an adequate control structure to ensure that it 
charged only the proper fees to the projects it managed (finding 1). 

 Majestic Management did not have adequate controls in place to ensure that it complied with 
HUD’s procurement requirements (finding 2).  

 Majestic Management did not have adequate controls over project expenditures (finding 3). 
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OIG Evaluation of Auditee Comments 

 

Comment 1 Majestic Management’s response included numerous exhibits which due to 
volume are not printed in our report.  The exhibits are available upon request. 

Comment 2 These comments indicate that it was Majestic Management’s former director of 
residential housing that led to the decision to terminate Majestic Management’s 
agreements with the multifamily projects. However, during our entrance 
conference, Majestic Management’s president stated she made the decision to 
cease management activity of all her HUD-insured projects. 

Comment 3 This situation involves a non-HUD project so we did not review this information 
during our audit. 

Comment 4 We contacted the president on February 19, 2016, and explained to her that we 
would be conducting an audit of Majestic Management and set up the entrance 
conference for three days later.  At this meeting, we told the president the reason 
for scheduling the audit, the audit objective and the scope and also allowed time 
for any questions to be asked. Because of the short turnaround between 
scheduling and the meeting, we delivered the audit notification letter to the 
auditee at the meeting. It is not a standard auditing practice of ours to ask for an 
attorney to be present when a subpoena is signed.  

Comment 5 During our meeting the attorney asked if we would agree to reduce the scope of 
the subpoena from five years to three years. We stated that when we started we 
were looking at five years of information, however, when we started the audit 
phase of the assignment we adjusted the beginning of our audit period to January 
1, 2013. We noted that there may be some items we have requested for certain 
samples earlier than January 1, 2013, but all recent requests have been for items 
after January 1, 2013. 

Comment 6 The president of Majestic Management is ultimately responsible for the actions of 
the company and its employees as this is her company.  Proper oversight of the 
business and its employees is needed to ensure the company is performing in 
accordance with all HUD rules and regulations.  There is no way for us to 
determine who used the president’s signature stamp or where it was located in the 
Majestic Management office, but ultimately it is her responsibility to safeguard 
the stamp.  Proper segregation of duties and policies and procedures could have 
also helped with this task but they were lacking at Majestic Management.   

Comment 7 Since we were not given any procurement information other than some invoices, 
we cannot agree with this statement or other similar statements within these 
comments claiming certain procurement procedures were followed. Majestic 
Management told us during the audit they did not have procurement records to 
provide to us. 
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Comment 8 The letter also states that all HUD policies and procedures need to be followed if 
using this company. The president signed the letter requesting approval, yet she 
states in these comments that the former director of residential housing was 
ultimately responsible for all identity-of-interest reporting to HUD. 

Comment 9 We will not comment on this information about Majestic Maintenance and 
Construction’s qualifications and accomplishments as we were not given any 
information confirming this information. We deleted reference to the company 
being a “spinoff” since the point we were trying to emphasize was just that it was 
an identity-of-interest company. 

Comment 10 The president stated in one of the exhibits provided that her daughter took over 
New Horizons in May 2015. However, this is not a 120 market rate facility as 
noted here in the comments. In addition, we have correspondence from the New 
Horizons files showing that the daughter was involved in 2013. We have 
correspondence which shows she was the director of operations for Majestic 
Management on February 28, 2014, which contradicts the auditee comments 
which state she did not assume the role of director of operations until December 
2015.  Therefore, we do not agree with these statements. 

Comment 11 We identified 13 payments to Majestic Maintenance and Construction from 
February 20, 2013, to October 1, 2014, totaling $265,623. Finding 2 contains the 
results of our review of these payments. 

Comment 12 The checks state ‘roof replacement down payment’ and do not state ‘spot 
roof/soffit/fascia board repair.’ These payments to Majestic Maintenance and 
Construction, totaling nearly $70,000, were paid from the Missouri Association of 
the Deaf Apartments out of nearly $83,000 in insurance proceeds received to 
replace all eight roofs, not just spot repair them. The claim did not mention the 
replacement of fascia boards or soffits. The only mention of soffits in the claim 
was the measurement of each roof area. Only two of the eight roofs were 
replaced. 

Comment 13 These notices to proceed were not available for review during our audit. The first 
we saw them were as exhibits to these comments.  These alone do not resolve the 
procurement deficiencies discussed in finding 2. 

Comment 14 Based on HUD Handbook 4381.5, a spouse or any other relation by blood or 
marriage would make this company an identity-of-interest company.  This 
company was never disclosed to HUD.  We reviewed $75,887 in payments from 
2015, which was after the marriage.  

Comment 15 We could not find the registration with the secretary of state for Supreme 
Cleaning and Maintenance because it was under Supreme Clean STL LLC and the 
registered agent’s name was spelled incorrectly multiple times on the form.  None 
of the documents provided to us during audit mentioned Supreme Clean STL 
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LLC.  The notice to proceed provided with the comments was the first time we 
saw the name. 

Comment 16 Majestic Management’s response indicates that the New Horizons property 
manager provided the appropriate documentation disclosing the company she had 
formed to the former director of residential housing, who indicated it was not a 
conflict and invited her to provide bids/proposals.  This is not documented in 
anything we have been provided.  Majestic Management should provide any 
documentation it has to HUD to resolve the audit findings. 

Comment 17 There were payments from the check registry to DMK that were included in our 
audit samples which Majestic Management did not note as fraudulent when 
providing support during the audit, making it appear that Majestic Management 
did business with DMK.  However, in the exhibits to Majestic Management’s 
response, it is now noting these payments as fraudulent. 

Comment 18 Majestic Management did not provide adequate information for us to 
verify the correct calculation of the management fees.  Majestic provided 
spreadsheets for 2 of the 6 payments noted in this part of the finding. 
However, the spreadsheets did not match the amounts from the bank 
statements so we could not use this to reconcile. In order to determine 
what would be correct, we would need documentation, including rent 
rolls and deposit ledgers. Majestic Management should provide this 
documentation to HUD to resolve the audit findings. 

Comment 19 We conducted an audit, not an investigation. We wrote the employee titles as 
dictated by Majestic Management’s employee, with her permission, as they were 
copies and not original documents. 

Comment 20 Majestic Management provided, as an exhibit to the comments, pay statements 
showing the amount paid to each employee each pay period.  This is a start to 
what Majestic Management will need to provide HUD to resolve the finding.  In 
addition, Majestic Management will need to give HUD documentation of who 
worked in what capacity for what timeframes. For staff who worked in more than 
one capacity, Majestic Management will need to provide timesheets showing the 
amount of time spent working on each project. HUD will need this information to 
determine if there is adequate support for the amounts charged to each project. 

Comment 21 Exhibits 7 and 8 did not contain sufficient support to clear this finding.  Majestic 
Management should provide any additional documentation it has to HUD to 
resolve the finding. 

Comment 22 There is a discrepancy in these comments between whether Majestic Management 
no longer oversaw the projects as of August 30, 2015, or September 30, 2015. 
Since we have not been given the termination letters, we cannot comment on 
which date is accurate. 
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Comment 23 Ultimately, the records and retention of documents are the responsibility of the 
president and owner of Majestic Management. 

Comment 24 As the owner and board members of Agape, Majestic Management’s president 
and her daughter are also responsible for overseeing the use of Federal funds at 
their project. Supreme Cleaning and Maintenance, Majestic Maintenance and 
Construction, and MRB Construction, which are identity-of-interest and 
employee-owned companies, could not provide the supporting information, 
including contracts. The original proposals and notices to proceed were not made 
available to us during our audit despite multiple requests for this information.  The 
response from Majestic Management is the first time we have seen these 
documents. 

Comment 25 We agreed to limit to three years the period of time covered by the subpoena for 
records not yet provided, with the understanding we would expand as necessary.  

Comment 26 We subpoenaed documents from the insurance company. There were no 
additional fire claims. However, in at least a couple of cases, the pictures from the 
insurance adjusters file showed the same damage that was shown in our picture 
taken three years later.  We have updated the photo captions to include dates as 
requested and also added additional pictures in appendix F. 

Comment 27 Majestic states they paid Supreme Cleaning and Maintenance $57,887 for the 
vandalism repairs, rather than the nearly $70,000 that we cited in our report. 
Majestic’s total excludes an $11,000 payment marked ‘final payout for 1715 
Linwood insurance claim.’ 

Comment 28 There are discrepancies as to when the property manager assumed her duties. 
While the auditee comments say she was not an employee until August 2015, 
insurance documents and emails indicate she was already serving in this capacity 
in May 2015 and before.  We were not provided with Internal Revenue Service 
Forms W-2 or 1099 for the property manager despite requesting both during our 
audit.  In addition, it is questionable why Majestic Management would pay for a 
15 year old dishwasher. 

Comment 29 There are no panel spacers in the picture.  The picture shows hollow spaces.  We 
added additional pictures of the vandalism claim in appendix F. 

Comment 30 Since the invoice was not detailed, we had to confirm with the onsite property 
manager which units received concrete transitions and which buildings received 
tuck-pointing.  We added appendix F to show pictures of all ramps and tuck-
pointing observed during our inspection. 

Comment 31 Our report did not state that Majestic Maintenance and Construction received 
$83,000 for the replacement of eight roofs at the Missouri Association of the Deaf 
Apartments.  We stated the project received that amount from the insurance 
company.  The project, in turn, paid Majestic Maintenance and Construction 
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$40,000 as a downpayment on the work and then Majestic Maintenance and 
Construction received an additional $29,562 directly from the mortgage 
company’s loss draft reserve account.  If Majestic Maintenance and Construction 
paid a subcontractor to complete their work, they should have ensured the work 
was completed.  

Comment 32 Majestic Management informed us on multiple occasions that they stored 
information related to our requested sample items in the basement. In addition, we 
obtained permission on June 30, 2016, prior to viewing the basement storage area. 
We photographed the space to document the condition. 

Comment 33 We agree that the roof was completed. However, the onsite property manager 
explained that the roof was left off of the building for more than a year, which led 
to the water damage documented in the report.  We also noted there were large 
water stains shown on the wall in the picture included in the report. 

Comment 34 We added the date each photograph was taken to our audit report. The overgrown 
lawn was observed on July 14, 2016.  Based on weather records, it had rained the 
two days prior to our site visit but there had been no rain for the four days prior to 
that; therefore, we do not believe the weather conditions were responsible for 
Majestic Management’s inability to cut the grass. We have included pictures that 
show there were no additional plants other than overgrown grass and weeds lining 
the walkway.  

Comment 35 As noted in the report, we identified broken windows at the project.  Majestic 
Management’s comments state that this damage was recent, but we do not have 
evidence supporting this statement.  Further, we identified other damage during 
our audit that we now know was considerably older than initially indicated, and 
which had not been repaired after the damage occurred.  We identified a hole in 
the roof from storm damage.  The property manager stated the damage was 
caused only a few days prior.  However, an insurance claim showed that the 
damage was from a storm in July 2015.  The claim was denied for coverage, but 
this established that management was aware of the damage from a year prior, but 
stated that the damage was very recent.  

Comment 36 Majestic Management provided a journal entry page that noted a $727.22 
reimbursement due to check card misuse; however, the actual deposit on the bank 
statement shows only a deposit of $702.22, not $727.22 as listed in the journal 
entry.  Further, without a deposit slip or other details showing the source of funds, 
we are unable to determine whether this amount should satisfy any portion of the 
repayment. 

Comment 37 Majestic Management disputes that the New Horizons property manager made the 
statement to us that she was not aware of the van.  However, she stated during a 
site visit with us to the property on June 21, 2016, that she was unaware of a van 
used for the New Horizons property.  Nevertheless, Majestic Management agrees 
to repay the $2,000.  It will need to submit to HUD proof of repayment.  
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Comment 38 Majestic Management submitted documentation in its Finding 3, Exhibit 4 with 
these comments that was sufficient to support two items considered unsupported 
in our draft audit report.  We adjusted the final audit report to remove those two 
items from the totals.  Other amounts referenced in the report will remain until 
Majestic Management provides HUD with sufficient documentation or proof of 
repayment during the audit resolution process. 

Comment 39 At issue is the amount billed to the property for Majestic Management’s director 
of operations.  Majestic Management will need to reach agreement with HUD as 
to what amount is allowable, if any, based on HUD Handbooks. 

Comment 40 Finding 3, Exhibit 3 refers to an insurance claim for employee dishonesty.  
Majestic Management’s response said that certain items questioned in our report 
are included in that claim.  We did not receive the details of the claim, but if 
Majestic Management receives these monies, they are owed to the respective 
projects to satisfy our recommendations related to those particular expenditures.  
Majestic Management should provide documentation of any repayments to HUD. 

Comment 41 Majestic Management generally agreed with our listing of the former director of 
residential housing’s responsibilities in appendix D, but made several clarifying 
remarks.  It said that she did not perform all tenant admissions and 
recertifications, but rather that property management staff performed that task.  
However, Majestic Management’s current director of operations stated during an 
interview on August 15, 2016, that the former director of residential housing was 
responsible for tenant file related duties prior to her departure.   

Majestic Management also said that she was responsible for reviewing all 
subcontractor work and making payments to those subcontractors.  We note that 
typically the contractor would be responsible for paying its subcontractors.  For 
example, if Majestic Management contracted with Majestic Maintenance and 
Construction to repair roofs, and then the work was subcontracted to another 
entity, Majestic Maintenance and Construction would be responsible for paying 
the subcontractor.   

Majestic Management said she did not collect and deposit rents, but rather, 
property management staff did this task.  However, during our entrance 
conference, Majestic Management explained that the former director of residential 
housing was stealing from rent deposits instead of making the deposits.  This 
clearly indicated she was at some point responsible for depositing rents.   

Majestic Management said that she was not responsible for reconciling invoices, 
but rather the in-house accounting team had that responsibility.  However, 
Majestic Management stated in an email on August 5, 2016, that the former 
director of residential housing was responsible for invoice reconciliation. 

 We noted the differences above to show that we disagree with the changes 
Majestic Management wanted us to make to the listing in Appendix D.  We 
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included the listing to show all of the responsibilities of a single employee as 
identified by Majestic Management’s owner and employees.  This listing appears 
to be more responsibilities than a single employee can realistically handle. 
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Appendix D 

Listing of Majestic Management’s Former Director of Residential Housing’s 
Responsibilities According to Its Owner and Employees 

 

 Manage all HUD-insured and HUD-assisted multifamily projects  
 Manage all employees of all HUD-insured and HUD-assisted projects 
 Provide payroll breakdowns of all projects’ employees to the payroll company  
 Perform all tenant admissions and recertifications  
 Procure and solicit bids for construction and maintenance contracts  
 Perform progress and final inspections for maintenance and construction contracts  
 Review work of subcontractors of Majestic Maintenance and Construction company for 

payments and progress  
 Pay all bills to contractors and pay bills to utility companies from the projects  
 Work with insurance companies regarding claims  
 Conduct all HUD correspondence and requests for approval of identity-of-interest 

companies and management agent certifications  
 Submit housing assistance payment vouchers and reports to HUD  
 Collect rent and deposit rent  
 Run a side business, DMK Consulting, to manage projects  
 Calculate the amounts for the projects’ management fees  
 Manage Majestic Management employees  
 Reconcile invoices 
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Appendix E 

Criteria 
Finding 1 

Paragraph 6(b) of the regulatory agreement between the property owner and HUD states that 
owners shall not without the prior written approval of the Secretary:  Assign, transfer, dispose of 
or encumber any personal property of the project, including rents, or pay out any funds except 
from surplus cash except for reasonable operating expenses and necessary repairs.  

Section 9(b) of the regulatory agreement limits allowable costs for goods and services.  This 
requirement states that payment for services, supplies, or material shall not exceed the amount 
ordinarily paid for such services, supplies, or materials in the area where the services are 
rendered or the supplies or materials furnished.  

HUD Handbook 4381.5, paragraph 3.2(b), states that fees derived from project income 
(residential, commercial, and miscellaneous) must be quoted and calculated as a percentage of 
the amount of income collected by the agent.  Multiplying the fee percentage by the income 
collected gives the actual amount of fee paid to the agent. 

HUD Handbook 4381.5, paragraph 6.37(a), provides that HUD allows owners to charge certain 
management costs to the project’s operating account.  However, other management costs may be 
paid only out of the management fee. 

HUD Handbook 4381.5, paragraph 6.37(c), provides that salaries and fringe benefits of 
personnel performing front-line duties are prorated among the properties served in proportion to 
actual use.  

HUD Handbook 4381.5, paragraph 6.39(c), requires that the salaries of the agent’s supervisory 
personnel be paid from management fees unless one of the exceptions listed in 6.39 (c) are met.  

Finding 2 

HUD Handbook 4381.5, paragraph 6.50(a), provides that the agent is expected to solicit written 
cost estimates from at least three contractors or suppliers for any contract for ongoing supplies or 
services, which are expected to exceed $10,000 per year or the threshold established by the HUD 
area office with jurisdiction over the project.  Paragraph 6.50(b) provides that for any contract 
for ongoing supplies or services estimated to cost less than $5,000 per year, the agent should 
solicit verbal or written cost estimates to ensure that the project obtains services, supplies, and 
purchases at the lowest possible cost.  The agent should make a record of any verbal estimates 
obtained.  In addition, paragraph 6.50(c) states that documentation of all bids should be retained 
as part of the project’s records for 3 years following the completion of the work.  

Paragraph 11(g) of the management agreement and certification between the owner and 
management agent provides that the agent agrees to provide minorities, women, and socially and 
economically disadvantaged firms equal opportunity to participate in the project’s procurement 
and contracting activities.  
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Paragraphs 4(a), (c), (e), and (f) of the management agreement and certification between the 
property owner and management agent provides that the agent agrees to  

 Ensure that all expenses of the project are reasonable and necessary.  
 Obtain contracts, materials, supplies, and services on terms most advantageous to the 

project.  
 Solicit verbal or written cost estimates and document the reasons for accepting other than 

the lowest bid.  
 Provide that copies of such documentation will be maintained and made available for 

your inspection during normal business hours.  

Finding 3 
Paragraph 6.38(a), figure 6-2, of HUD Handbook 4381.5 states that reimbursement of all costs 
related to maintaining a centralized or project-based accounting functions of the project, 
including resident certification, worksheets, and monthly subsidy billings, as well as monthly 
accounting reports required by the owner or HUD.  Includes prorated costs on a per-unit basis for 
centralized accounting systems, including hardware, software and technical support.  Agent can 
be reimbursed for the prorated cost to the project of personnel providing property-specific 
accounting and computer services.  The cost to the projects for such services provided by the 
agent may not exceed the cost of procuring comparable services from an independent vendor.  
Each year, the agent must determine that these costs are at or below the market and maintain 
such evidence on-site.  

Paragraph 6.37(c) of HUD Handbook 4381.5 provides that salaries and fringe benefits of 
personnel performing front-line duties are prorated among the properties served in proportion to 
actual use.  

Paragraph 6(b) of the regulatory agreement between the property owner and HUD states that 
owners shall not without the prior written approval of the Secretary:  Assign, transfer, dispose of 
or encumber any personal property of the project, including rents, or pay out any funds except 
from surplus cash except for reasonable operating expenses and necessary repairs.   
 
HUD Handbook 4370.2, paragraph 2-6(e), states that all disbursement from the regular operating 
account (including checks, wire transfers, and computer-generated disbursements) must be 
supported by approved invoices, bills, or other supporting documentation.  The request for 
project funds should be used only to make mortgage payments, make required deposits to the 
reserve for replacements, pay reasonable expenses necessary for the operation and maintenance 
of the project, pay distributions of surplus cash permitted, and repay owner advances authorized 
by HUD. 
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Appendix F 

Additional Photographs 
 
Majestic Maintenance and Construction repaired fire damage at 3920 East Linwood, Kansas 
City, MO 64128 following a 2013 fire at New Horizons, see finding 2.  Dates below refer to the 
date the picture was taken. 

 
Smoke damaged insulation - June 21, 2016 

 
Insurance adjuster’s photo showing smoke damaged insulation – July 10, 2013 
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Smoke damaged insulation - June 21, 2016 

 

 
Smoke stains bleeding through paint - June 21, 2016 

 



 

 

 

 

 

 

 

62 

 
Existing fire damage to unit - August 30, 2016 

 

 
Insurance photo showing smoke damage to exterior vinyl – July 10, 2013 
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Return vent painted and textured over - June 21, 2016 

 

 
Fixture not removed prior to repainting - June 21, 2016 
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Switch cover not installed - June 21, 2016 

 
Air vent painted and textured over - June 21, 2016 
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Smoke stains bleeding through paint - June 21, 2016 

Supreme Cleaning and Maintenance repaired damage at 1715 Linwood, Kansas City, MO 64109 
following a 2015 vandalism at New Horizons, see finding 2. 

 
Insurance adjuster’s photo showing damage to ceiling – August 10, 2015 
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Outlet cover not installed - June 21, 2016 

 

 
Switch cover not installed - June 21, 2016 
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Outlet cover not installed - June 21, 2016 

 
Switch cover not installed - June 21, 2016 
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Poorly patched drywall - June 21, 2016 

 
Insurance photo showing ceiling damage – August 10, 2015 
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Poorly patched drywall - June 21, 2016 

 

 
Insurance adjuster’s photo’s showing original damage – May 27, 2015 
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Switch cover not installed - June 21, 2016 

The New Horizons property at 2643 Garfield Avenue, Kansas City, MO 64127 had an 
overgrown lawn, see finding 2. 

 
No additional plants lining sidewalk - June 21, 2016 
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Contractor hired to install and later to repair concrete transitions as well as complete tuck-
pointing at the Missouri Association of the Deaf Apartments, see finding 2. 

 
No concrete transition - April 13, 2016 

 

 
No concrete transition - April 13, 2016 
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No concrete transition - April 13, 2016 

 

 
No concrete transition - April 13, 2016 
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No concrete transition – June 27, 2016 

 
No concrete transition - June 27, 2016 
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No concrete transition - June 27, 2016 

 

 
Concrete transition installed by maintenance - June 27, 2016 
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No concrete transition - June 27, 2016 

 
Handicap ramp removed from unit - June 27, 2016 
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No concrete transition - June 27, 2016 

 
No concrete transition - June 27, 2016 
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Poorly completed tuck-pointing - April 13, 2016 

 
Poorly completed tuck-pointing - April 13, 2016 
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Poorly completed tuck-pointing - April 13, 2016 

 
Damage due to collapsed ceiling – April 13, 2016 




