[image: ]
 
Fraud, Waste, and Abuse
CDBG-DR Policy






[bookmark: _Toc200611525][bookmark: _Toc200611645]Version Log
	Date
	Description

	July 16, 2025
	Original policy

	
	





Contents
Introduction 	3
Roles and Responsibilities	3
Definitions 	3
Preventing FWA 	4
Subrecipient Assessments	4
Monitoring	5
Subrecipient Requirements	5
Informative Materials	5
Contractor Monitoring	5
Reporting Fraud, Waste, and Abuse	6
Other Irregularities	7
Confidentiality	7
Beneficiary Fraud Prevention and Response	7
Consequences of Committing Fraud 	7
Conflict of Interest 	8
Training	8
Additional Resources 	8



[bookmark: _Toc201652991]Introduction  
The responsible management of Community Development Block Grant Disaster Recovery (CDBG-DR) funds is of utmost importance to the Governor's Office of Economic Development (GOED) and has therefore established these policies and procedures as part of their commitment to detect and prevent fraud, waste, and abuse. GOED encourages the reporting of suspected misconduct. The policies and procedures presented in this document are in accordance with 90 CFR 1754, and are designed to prevent fraud, waste, and abuse of funds. 
Given the finite resources of the Community Development Block Grant Disaster Recovery (CDBG-DR) program to help individuals, households, and communities recover from the severe storms, straight-line winds, and flooding (DR-4807) that hit the state in 2024 identifying FWA is crucial for GOED.   
FWA actions can deprive citizens of recovery benefits designed to support and assist them. By understanding FWA indicators, detection mechanisms, and how to foster a culture of accountability, subrecipients and subgrantees play a part in upholding program integrity.  FWA can manifest in various forms, from financial mismanagement and unethical behavior to the misuse of assets and resources. It can also include fraudulent claims by program participants. FWA could be perpetrated by anyone, and the threat comes from inside or outside the organization.   
[bookmark: _Toc201652992]Roles and Responsibilities
This policy applies to all GOED staff, subrecipients, contractors, vendors, applicants, and other partners or participants involved in CDBG-DR activities. GOED ensures oversight through monitoring, internal audits, and investigations. Subrecipients are responsible for day-to-day compliance and ethics. All parties must report suspected fraud, waste, or abuse.
The State of South Dakota has policies in place to combat fraud, waste, and abuse. The Department of Legislative Audit (DLA) accepts allegations of fraud, noncompliance, and abuse, which they will assess to determine if an audit or investigation is warranted. Penalties for violations, including civil penalties and potential felony charges, can be imposed.  
 
[bookmark: _Toc201652993]Definitions  
Fraud is the willful intent to mislead or misrepresent information for benefit or gain for themselves or some other person. Examples of fraud include, but are not limited to the following: 
· Misrepresentation of information on applications such as income, household composition, financial assets, citizenship status, or residency 
Forgery of signatures on various documents including applications, timesheets, checks, contracts, or purchase orders 
Waste is the inefficient or careless expenditure of government funds, leading to a lack of value received by the taxpayer. It can be caused by poor decision-making, mismanagement of resources, or inadequate oversight. Examples of waste may include, but are not limited to the following: 
· Unnecessary use of supplies causing increased replacement 
Failure to make prudent choices for purchases 
Abuse involves actions or behaviors that deviate from what is considered reasonable and ethical in the context of government-funded activities. It can include improper use of resources, conflicts of interest, or actions that violate the terms of a contract or grant. Examples of abuse may include, but are not limited to the following: 
· Making purchasing decisions contrary to existing policies 
· Bribery 
· Receiving some form of benefit or favor for awarding a contract to a particular vendor 
· Creating unnecessary overtime 
· Kickbacks - meaning an illegal payment intended as compensation for preferential treatment
· Requiring staff to perform personal errands 
· Conflict of Interest 
[bookmark: _Toc201652994]Preventing FWA  
GOED has adopted the following policies and procedures to prevent fraud, waste, and abuse.

[bookmark: _Toc201652995]Subrecipient Assessments 
Subrecipient capacity and risk will be assessed to verify their capacity to adequately administer program funding and meet all grant requirements. To ensure effective and compliant implementation of CDBG-DR activities, GOED requires all applicants for funding to undergo a comprehensive assessment. 
A Risk Assessment will be conducted for each subrecipient. This evaluation considers financial stability, staffing levels, internal controls, and grant management history. Results from the Risk Assessment will guide the level of technical assistance and frequency of monitoring provided by GOED. Subrecipients determined to be higher-risk will receive more intensive technical assistance and oversight to ensure compliance with all applicable federal and state regulations.
Additionally, as part of all award processes for subrecipients, “Management Capacity” will be a scored factor during the evaluation process. This will evaluate the applicant’s demonstrated ability to manage federally funded infrastructure projects. Includes staff expertise, past performance, and systems in place for compliance and oversight. GOED will request documentation such as organizational charts, descriptions of past performance, and financial management policies in order to evaluate the subrecipient’s management capacity. Further evaluation criteria details are provided in the infrastructure and planning program policies and procedures. 
[bookmark: _Toc201652997][bookmark: _Toc201652996]Subrecipient Requirements
Subrecipients must have adequate policies and procedures to detect and prevent fraud, waste, and abuse. Subrecipients and subgrantees are required to:  
· Monitor all funded programs for instances of FWA.   
· Take steps to prevent and address FWA.   
· Report any instances of FWA to the appropriate authorities.   
· Remember to involve GOED early, at the first indication of fraud; maintain all original documents; and provide requested access to records. Indications of mismanagement; violations of laws, rules, or regulations; or theft or fraudulent claims for funds must be reported.  

Requirements related to FWA will be incorporated into the grant agreement that the subrecipient signs with GOED.

Monitoring
GOED will monitor all subrecipients, contractors, and other program participants to ensure compliance with CDBG-DR requirements and the prevention of fraud, waste, and abuse. Monitoring is an ongoing process conducted throughout the life of each project and includes both desk and on-site reviews.

GOED will also monitor its subrecipients to ensure compliance with grant requirements. Monitoring activities may include:
· Regular desk reviews of program documentation.
· Review of financial and program documentation prior to payments.
· On-site monitoring.
· Use of monitoring checklists to assess compliance.

Monitoring activities will occur on a regular basis, with the frequency determined by factors such as project complexity, funding amount, prior monitoring results, and identified risk. At a minimum, all CDBG-DR activities will be monitored for regulatory and programmatic compliance at least once before closeout.  Projects might be monitored more often if deemed necessary by the initial risk analysis or subsequent identified risks.  
Each monitoring event will assess key compliance areas such as financial management, procurement, program eligibility, national objectives, environmental compliance, duplication of benefits, and recordkeeping. Findings and concerns identified during monitoring will be documented in a formal monitoring letter, and subrecipients will be required to submit corrective action plans within specified timeframes.

GOED does a final monitoring of all projects at the completion of a project. 
[bookmark: _Toc201652998]Verifying Information Provided by Applicants
GOED’s CDBG-DR programs are designed to provide funding to eligible subrecipients for infrastructure and community recovery projects. As such, the verification process focuses on confirming subrecipient eligibility, project scope, cost reasonableness, and compliance with all applicable federal and state requirements.
GOED will verify that all subrecipients meet eligibility criteria and that information provided in applications for infrastructure funding is accurate and complete. Verification activities will include review of organizational documentation, project budgets, environmental and engineering reports, and supporting materials submitted as part of the application process. GOED staff will also cross-check project information against state and federal data sources to confirm that the proposed activities align with the approved CDBG-DR Action Plan, do not duplicate other funding sources, and meet program objectives.
Should GOED modify its Action Plan to include direct-benefit programs that allow individual households, businesses, or other entities to apply for assistance, the following verification procedures may be implemented to ensure the accuracy of applicant-provided information and prevent fraud, waste, and abuse:
Cross-checking publicly available data sources: Verification of ownership, property valuation, and address information using local tax assessor databases, property records, and other relevant public registries.
Duplication of Benefits (DOB) verification: Confirmation of all other sources of disaster recovery assistance received by the applicant, including FEMA, SBA, NFIP, insurance, and other federal or state programs.
Supporting documentation review: Review of applicant-provided proof of ownership, occupancy, income, and repair or replacement costs to ensure eligibility and program compliance.
Third-party validation: Verification of key information directly with relevant third parties (e.g., insurance providers, mortgage lenders, employers, or contractors) as needed.
Any discrepancies or inconsistencies identified through these verification steps will be documented and resolved prior to award or release of funds. In cases where an applicant is found to have knowingly provided false or misleading information, GOED will take appropriate corrective action, which may include disqualification, recovery of funds, and referral to investigative authorities.
Informative Materials 
GOED and its subrecipients will provide their Fraud, Waste, and Abuse Policy to all staff working on CDBG-DR, partners, contractors, and vendors. 
[bookmark: _Toc201652999]Contractor Monitoring
For contracts procured with CDBG-DR funds, contractor capacity and risk will be evaluated by the GOED for the contracts it directly procures and subrecipients will evaluate the contracts they procure. Contractor capacity and risk will be assessed through the competitive procurement process and regular monitoring during the period of performance. Due diligence will be conducted prior to awarding contracts, including verifying contractor qualifications and licenses, and completing federal and state debarment checks. Monitoring of contractors will include invoicing and payment reviews as well as an evaluation of the overall contractor performance to safeguard against fraud, waste, and abuse. 
[bookmark: _Toc201653000]Reporting Fraud, Waste, and Abuse
Reporting fraud, waste, and abuse can be completed by anyone and can be reported to a variety of administrative entities:
1. GOED: The primary source for reporting suspected fraud, waste, and abuse on CDBG-DR projects by subrecipients or contractors involved in the administration or implementation of CDBG-DR funds. GOED will assess the nature of the allegations and determine whether it is in the public interest to conduct an audit or investigation related to the allegations. The report can be anonymous. You may submit an allegation to GOED the following ways: by email: stephanie.deyo@state.sd.us, by phone: 605-773-5196 or by mail: 711 E. Wells Ave, Pierre, SD 57501

2. Department of Legislative Audit (DLA): This state agency has the authority to audit any state officer, department, agency, board or commission and any political subdivision if the Auditor General deems it necessary and in the public interest. DLA will assess the nature of the allegations and determine whether it is in the public interest to conduct an audit or investigation related to the allegations. The report can be anonymous. DLA will not address matters that only involve disagreements with the conduct or policies of an individual or government entity. You may submit an allegation to DLA the following ways: Complete and submit a form online: Fraud Waste & Abuse Reporting Form, or by E-Mail: Kelly.mikkelsen@state.sd.us, or by Phone: (605) 773-3595, or by mail: Department of Legislative Audit, 500 E Capitol Ave, Pierre, SD 57501 or in person: Department of Legislative Audit, 427 S Chapelle, Pierre, SD 57501 

3. HUD OIG: The federal agency responsible for investigating fraud, waste, and abuse by anyone related to the CDBG-DR funds. DLA and GOED will also report any fraud, waste, and abuse to HUD OIG. HUD OIG will not address matters that only involve disagreements with the conduct or policies of an individual or government entity. The report can be anonymous. You may submit an allegation to HUD OIG the following ways: Fraud Hotline (phone: 1-800-347-3735) or email (hotline@hudoig.gov). 
State law (SDCL 4-11-21) allows the Auditor General to keep the identity of a person supplying information confidential if requested by the person and such confidentiality is determined to be appropriate by the Auditor General.
[bookmark: _Toc201653001]Other Irregularities 
Allegations or complaints concerning fraud, waste, abuse, or mismanagement must be exclusively related to the improper use of CDBG-DR funds. Examples of situations that are not considered acts of fraud, waste, or abuse include, but are not limited to: 
· Conflicts between employees and employers related to personnel actions, such as transfers, decreases, suspensions of employment and salary. 
· Political-partisan issues. 
· Actions to collect money for services rendered and not paid. 
Allegations of irregularities that are not related to fraud, waste, abuse, or mismanagement will be referred to the appropriate offices or authorities. 
[bookmark: _Toc201653002]Confidentiality 
All allegations or complaints will be treated with confidentiality. Complainants may choose to remain anonymous and will not be required to provide their contact information when reporting alleged acts or suspected fraud, waste, abuse, or mismanagement. 
[bookmark: _Toc201653003]Beneficiary Fraud Prevention and Response
GOED’s current CDBG-DR Action Plan does not include any programs that provide direct assistance to individual beneficiaries. As such, there is limited risk of fraud, waste, and abuse (FWA) among beneficiaries. However, GOED remains committed to the prevention and mitigation of FWA and will partner with subrecipients and local jurisdictions to identify, prevent, and respond to any suspected fraudulent activities. Should future program reallocations include direct assistance to individuals or households, GOED will implement fraud prevention and response measures in alignment with federal requirements, which will include providing clear information about the risks of fraud, including contractor scams, and how to avoid them, as well as assistance to beneficiaries that experience fraud. GOED will create a flyer to raise awareness of the possibility of fraudulent activity during recovery and how it can be avoided.  On that flyer, the contact information for state agencies that can assist with suspected fraud will be included. GOED will circulate the flyer via email to local jurisdictions for posting as well as post it prominently on its website.  
If a CDBG-DR beneficiary reports experiencing contractor fraud or other fraudulent activity, GOED will take the following steps to assist the beneficiary:
1. Immediate Response and Documentation: Upon receiving a report of suspected fraud, GOED will promptly document the complaint and provide the beneficiary with guidance on reporting the incident to appropriate authorities, including the HUD Office of Inspector General and relevant state agencies.
2. Assessment of Impact and Unmet Need: GOED will work with the beneficiary to assess the impact of the fraudulent activity, including determining whether the incident has resulted in additional unmet need related to the disaster recovery project.
3. Eligibility Review for Additional Assistance: If the assessment identifies new or increased unmet need resulting from the fraud, GOED will review the beneficiary’s eligibility for supplemental CDBG-DR assistance in accordance with program guidelines and applicable federal regulations.
4. Provision of Additional Assistance: If the beneficiary is determined eligible, GOED will provide additional CDBG-DR assistance to address the unmet need, following established procedures for documentation, approval, and disbursement of funds.
5. [bookmark: _Toc201653004]
Consequences of Committing Fraud  
OIG is an independent office within HUD. Its role is to promote the economy, efficiency, and effectiveness of HUD’s programs and operations. It prevents and responds to issues related to FWA, reporting to the HUD Secretary and Congress. The HUD OIG has a variety of enforcement options available, should evidence of fraud be confirmed, and penalties1 including:  
· Criminal Penalties: Conviction may result in a prison sentence, probation, and/or restitution.  
· Civil Penalties: These are monetary penalty amounts required by the Federal Civil Penalties Inflation Act of 2015, which further amended the Federal Civil Penalties Adjustment Act of 1990.   
· Administrative Penalties: Administrative penalties include debarment or suspension. These sanctions are government-wide regardless of the federal agency involved. They can be indefinite and are imposed with a fraud conviction, or criminal   
or civil judgment. 
[bookmark: _Toc201653005]Conflict of Interest  
To ensure there are no conflicts of interest, GOED must ensure no employee, agent, consultant, officer, or elected official or appointed official of the State, the unit of government, or of any designated public agencies or subrecipients participate in the selection, award, or administration if a conflict of interest, real or perceived, is involved. 
Conflicts may arise when those who exercise or have exercised any functions or responsibilities with respect to CDBG-DR activities or who are in a position to participate in a decision-making process or gain inside information with regard to such activities, may obtain a financial interest or benefit from a CDBG-DR assisted activity, or have an interest in any contract, subcontract or agreement with respect thereto, or the proceeds there under, either for themselves or those with whom they have family or business ties, during their tenure or for one year thereafter. 
Additional information regarding conflicts of interest and the persons covered are addressed in the following: 
· 24 CFR 570.489(h) 
· 2 CFR 200.112
· 2 CFR 200.318(c)
· GOED Ethics and Confidentiality Policy
All GOED staff are required to submit a signed acknowledgement of the GOED Ethics and Confidentiality Policy on an annual basis. The GOED Ethics and Confidentiality Policy is the agency’s Conflict of Interest Policy.
[bookmark: _Toc201653006]Training 
To ensure the proper management of CDBG-DR funds, grantee staff and subrecipients will be familiarized with this policy and educated on how to identify and report fraud, waste, and abuse. GOED staff, as well as subrecipients, will be required to attend fraud-related training provided by HUD OIG, when available, to assist in the proper management of CDBG–DR grant funds. When the training is offered by HUD OIG, GOED will coordinate with HUD staff to attend the training. 

[bookmark: _Toc201653007]Additional Resources  
HUD OIG’s “What You Can Do” Guidance Page: hudoig.gov/fraud/what-you-can-do  
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