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The Texas State Affordable Housing Corporation (Corporation) directs most
of its financial resources to its programs, with more than 90 percent of its e Background | p.3
spending in fiscal years 2022 through 2025 dedicated to its programs for e Audit Objective | p. 12
assisting low- and moderate-income earners with housing (70 percent or

higher is a key efficiency benchmark for nonprofits).

This audit was conducted in
accordance with Texas
Government Code, Sections
operational processes by: 327.002 and 327.004.

While the Corporation is highly efficient in its ratio of funds spent on programs
versus other expenses, it has opportunities to improve the efficiency of certain

e Periodically re-evaluating its budget expectations to more quickly identify
and shift funds among its affordable housing programs.

e Strengthening its collaboration and communication with the Texas
Department of Housing and Community Affairs (TDHCA).

e Continuing to automate its multifamily property review process.

In addition, adopting written succession plans for all key management roles may help the Corporation
minimize disruptions during turnover of those positions. Auditors did not identify misalignment between
the Corporation’s strategic plan and use of resources and its statutory authority and mission.

USE OF FINANCIAL RESOURCES AUTOMATION OPPORTUNITIES

The Corporation dedicates the
bulk of its spending to its core
program services. However, it
could enhance the efficiency of
how it plans, allocates, and
monitors its resources by
periodically re-evaluating its
budget expectations.
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For more information about this audit, contact Audit Manager
Matthew Owens or State Auditor Lisa Collier at 512-936-9500. August 2026 | Report No. 26-038

COLLABORATING WITH TDHCA

The Corporation’s authority and
programs overlap with TDHCA.
Collaborating and strengthening
its communication with TDHCA
would help ensure program
continuity and the efficient use
of resources in the State’s efforts
to address housing affordability.
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The Corporation’s review
process for multifamily
properties has manual steps that
may benefit from automation.
These include automating the
scheduling of inspections and
the creation and sending of
notification letters.
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Summary of Management’s Implementation Plan

Auditors made recommendations to address the inefficiencies identified during
this audit (see Page 9). The Corporation agreed with the recommendations and
provided information on its planned implementation of them (see the
Corporation’s Management Implementation Plan starting on Page 10).
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BACKGROUND

Background Information
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Texas State Affordable Housing Corporation

The Texas State Affordable Housing Corporation (Corporation) is a self-
sustaining nonprofit entity created by the Texas Legislature. The majority of
the Corporation’s revenues came from its single-family ownership program
and the majority of its expenses were for depreciation and amortization.

The Corporation’s mission is to facilitate, preserve, and expand affordable
housing opportunities for Texans, and it operates through four core
departments (see Figure 1).

A five-member Board of Directors appointed by the Governor oversees the
Corporation, which had a total of 33 employees as of February 2026.

Figure 1
The Corporation’s Four Key Program Departments
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Source: The Corporation.
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DETAILED RESULTS

Use of Financial Resources

The Texas State Affordable Housing Corporation (Corporation) dedicates the
bulk of its spending to its core program services. However, it could enhance
the efficiency of how it plans, allocates, and monitors its resources by
strengthening its financial forecasting process.

The Corporation efficiently directs most of its financial
resources to its programs.

For each of the fiscal years from 2022 through 2025, more than 90 percent of
the Corporation’s spending went to its programs for assisting low- and
moderate-income earners with housing. The percentage of funds spent on
programs versus other expenses, such as administrative costs, is a key
efficiency benchmark for nonprofits, with 70 percent being the minimum
target.

The Corporation is highly efficient in this area and was able to increase the
percentage of its spending dedicated to its programs to 99 percent in fiscal
years 2024 and 2025 (see Figure 2).

Figure 2
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Sources: The Corporation’s IRS 990 Forms, audited financial reports, and self-reported
financial information.
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The Corporation could more efficiently identify and
shift funds among its affordable housing programs if it
periodically re-evaluated its budget expectations.

Establishing a process to evaluate and revise its budget assumptions at least
quarterly would help the Corporation enhance its operational efficiency by
enabling it to identify reserve funds held above its targeted level that it could
spend on affordable housing programs.

Each year, the Corporation completes a financial forecast based on the
anticipated performance and market conditions at the time it is prepared. That
forecast provides the assumptions that are the basis of the Corporation’s
annual budget.

However, the Corporation’s revenues and expenditures are subject to
significant volatility due to changes in interest rates and the complex financing
structure of its multi-year projects. As a result, the Corporation frequently has
large variances between its budgeted revenues and expenditures and the
actual totals. For its larger programs, some of those variances were more than
100 percent in fiscal years 2023 through 2025; for most of those large
variances, the Corporation overestimated expenditures.

This can result in the Corporation holding designated reserve funds that exceed
its target of 12 months of operating expenditures. While the Corporation
assesses its reserves monthly, it does not reassess and adjust its budgeted
expenditures. For example, at the end of fiscal year 2024, the Corporation held
designated reserves based on budgeted fiscal year 2025 expenditures.
However, the Corporation’s actual expenditures in fiscal year 2025 were 46
percent less than budgeted, resulting in designated reserves totaling 22 months
of annual expenditures. Periodically reassessing its forecasted revenues and
expenditures could help the Corporation more efficiently identify and
reallocate additional reserve funds.

This would also help the Corporation more efficiently identify variances on the
program level and more quickly reallocate resources to (1) other projects
supporting the Corporation’s affordable housing mission, (2) new higher-
priority initiatives, or (3) forecasted deficits in other areas.
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Collaborating with TDHCA

The Corporation’s authority and programs overlap with the
Texas Department of Housing and Community Affairs
(TDHCA). Specifically, both the Corporation and TDHCA
operate single-family homeownership programs and use
mortgage revenue bonds (mortgage bonds) and mortgage
credit certificates (mortgage credits) to assist homebuyers
(see text box for a description of those funding
instruments).

In the past, the entities collaborated on the allocation of
certain resources that support programs they both offer. To
improve the use of these resources and maximize the
efficiency of the State’s use of mortgage bonds and
mortgage credits, the Corporation should reinstate its
collaboration and strengthen communication with TDHCA.

The Corporation and TDHCA ceased
collaborating in 2023 on bond allocations.

Each year, the federal government authorizes the total
dollar amount that Texas can issue in Tax Exempt Private
Activity Bonds, which can be used to issue mortgage
revenue bonds and mortgage credits. That authorization is
allocated between the Corporation, TDHCA, and local
housing finance corporations (see text box on the bond
allocation process).

Page |6

Mortgage Bonds and Certificates

Mortgage revenue bonds: Bond
funds can be used to provide
mortgages with below market
interest rates.

Mortgage credit certificates:
Mortgage credit certificates allow
first-time homebuyers to receive a
percentage of their mortgage
interest as a federal tax credit.

Source: The Corporation.

Bond Allocation Process

The Texas Bond Review Board
initially allocates a portion of the
State’s authorization to issue
Private Activity Bonds to the
Corporation, TDHCA, and local
housing finance corporations. Any
unused allocation from these
entities on August 7 is then pooled
and reallocated to the Corporation
and/or TDHCA.

Source: Code of Federal Regulations,
Section 26.146; Texas Government
Code, Chapter 1372; Texas
Administrative Code, Title 34, Section
9.190(2); the Bond Review Board’s
website; and TDHCA and the
Corporation.

Through 2022, the Corporation and TDHCA had collaborated on their
applications for the unused allocations to support the continued operation of

each entity’s single-family homebuyer assistance programs.

However, the entities stopped collaborating in 2023 and have instead

competed for the unused allocation. The lack of collaboration has resulted in

unpredictable reallocation awards, limiting both entities’ ability to effectively
plan and budget for their bond-funded assistance programs. For example, the
reallocation of total dollar amount of Private Activity Bonds that the
Corporation was approved to issue was $220 million in 2023, which decreased
to $118 million in 2024, and then increased to $350 million in 2025.
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Restarting its collaboration with TDHCA is even more critical for the
Corporation because it is adopting a new structure for issuing mortgage bonds,
consistent with best practices for issuers of mortgage bonds, that will allow it
to pool multiple bond issuances. It expects this new structure will enable it to
more quickly adapt to market conditions, more efficiently reuse funds, and
reduce the cost to offer bond-financed mortgages. However, having more
predictable access to the unused bond allocation would help the Corporation
maximize the efficiency of this new structure.

The lack of collaboration and communication with
TDHCA contributed to the Corporation temporarily
suspending some borrower benefits.

In 2023, TDHCA temporarily suspended its mortgage credit program and the
Corporation had no advanced notice. This caused an unexpected surge in
demand for the Corporation’s mortgage credits, which resulted in the
Corporation exhausting its bond allocation and suspending its mortgage credit
program from November 2023 to April 2024 (see Figure 3). This suspension
prevented Corporation clients during that time from receiving authorized tax
credits for a portion of their mortgage interest, which can result in a reduction
of the home loan amount they could obtain and, in some cases, prevent them
from qualifying for a loan.

Figure 3
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Source: The Corporation.
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Improved communication between TDHCA and the Corporation can help
ensure the continued operation of the Corporation’s mortgage credit program.
For example, one of the actions the Corporation took in April 2024 to prevent
another suspension was decreasing the percentage of mortgage interest that
homebuyers can receive as a tax credit. Regular communication about planned
actions that would affect their programs could help each entity take steps to
help plan for changes in demand and avoid another suspension of the
mortgage credit program.

Automation Opportunities

The Corporation could improve etficiency by continuing
to automate its multifamily property review process.

The Corporation has an opportunity to improve the operational efficiency of its
multifamily property review process. The Corporation conducts reviews of
multifamily properties it has financed to verify they meet affordability
requirements. These reviews include receiving monthly compliance reports
from the properties and conducting annual property inspections. To increase
the efficiency of its reviews, the Corporation is working with a vendor to
develop a platform that will allow:

e Properties to submit compliance reports through a portal on the
platform that will automatically review and flag reports for
noncompliance.

e Corporation staff to use the platform to send inspection notification
letters.

However, this review process has additional manual steps that may benefit
from automation. Specifically:

e Corporation staff manually schedule inspections for each of the
properties subject to affordability requirements, which totaled 52 as of
January 2026. The Corporation could more efficiently allocate staff
resources by automating the inspection scheduling.

e Corporation staff create and send notification letters to properties
before and after inspections. Currently, they manually enter
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information, such as the property information, inspection date, and
mode of inspection, into templates for the letters. That information is
already in either the Corporation’s new platform or existing
spreadsheets; therefore, automating the generation of these letters
would allow the Corporation to eliminate the duplicative data entry,
reduce staff time spent on this process, and reduce the risk of errors.

Succession Planning

Adopting written succession plans for all key
management roles could help the Corporation maintain
efficiency during turnover.

The Corporation has a written succession plan only for its president; it does not
have written plans for its executive vice president, chief financial officer, or
directors. Instead, the Corporation relies on either informal succession plans or
staff cross training for knowledge transfer.

Several experienced executives and directors have worked at the Corporation
from 10 to 25 years and have a significant amount of institutional knowledge.
Developing written succession plans would help strengthen the efficiency of
the Corporation’s processes for selecting and training the successor(s) of each
key leader. These plans would also outline how job responsibilities would be
distributed to help the Corporation minimize disruptions and efficiently
manage transitions when executives and directors depart.

Recommendations

The Corporation should:

e Establish a process to evaluate and revise its budget assumptions at
least quarterly to enable the faster identification and potential
reallocation of unused budget resources and help maintain reserve
funds at the Corporation’s targeted level.

e Resume collaboration with TDHCA on the status of and funding for
programs in which both entities participate.
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e Evaluate whether automating current manual portions of the
multifamily property review process, such as inspection scheduling and
the creation and sending of notification letters, would increase
operational efficiency.

e Adopt written succession plans for all its executive and director roles to
help maintain operational efficiency during key staff turnover.

Management’s Implementation Plan

Recommendation #1 - The Corporation could more efficiently identify
and shift funds among its affordable housing programs if it periodically
re-evaluated its budget expectations.

Management Response - We have reviewed the State Auditor’s
recommendation to establish a quarterly process for evaluating and
updating the Corporation’s budget assumptions. We agree that
qguarterly reviews may help identify additional funds for affordable
housing. The Board approved our fiscal year 2027 operating budget on
August 18, 2026, and our financial team is developing a framework for
quarterly budget evaluations.

Responsible Party — President

Implementation Date — August 31, 2027

Recommendation #2 - Collaborate and communicate with TDHCA

Management Response - We welcome the recommendation to
collaborate with TDHCA. Texas faces a critical shortage of affordable
housing, driven by rapid population growth, rising home prices, and
elevated mortgage rates. We strongly support working with TDHCA and
other organizations committed to expanding affordable housing.
Greater collaboration among providers will help create more affordable
housing options.

Responsible Party — President
Implementation Date — August 31, 2027

Recommendation #3 - The Corporation could improve efficiency by
continuing to automate its multifamily property review process.
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Management Response - The State Auditor’s Office recommended that
the Asset Oversight and Compliance Monitoring Division automate
inspection scheduling and the notification letters sent before and after
each examination. We support this recommendation. For the past year,
we have worked with a consultant to redesign and update our
compliance portal. Our agreement with the consulting firm includes two
phases: rebuilding the portal and automating reports and notification
letters. Phase two can be easily updated to include inspection
scheduling.

Responsible Party — President

Implementation Date — August 31, 2027

Recommendation #4 - Adopting written succession plans for all key
management roles could help the Corporation maintain efficiency
during turnover.

Management Response - The Corporation agrees with the
recommendation to create written succession plans for key
management roles, in addition to the existing succession plan for
President/CEO. The Corporation will create written succession plans for
the executive vice president, chief financial officer, and director
positions. Each plan will explain how responsibilities will be reassigned
to reduce disruptions in the event of a key management position
change at the Corporation. Implementing succession planning also gives
each department the opportunity to identify skills and experience gaps
that need to be addressed to ensure that employees with less tenure
are ready to step into a larger role within the Corporation.

Responsible Party — President

Implementation Date — August 31, 2027
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IAppendiX 1

The following members of the State

O bj eCtiVE, SCO pe' a nd Auditor’s staff performed the audit:
¢ Jacob McGill (Project
MethOdOIOQy e Manager)

¢ Fabienne Robin, MBA, CFE
(Assistant Project Manager)

Objective e Rory Hardin, CFE
e James Harmon

e Brandon Pascall, CFE

The objective of this audit was to determine whether the ¢ Dana Musgrave, MBA, CFE (Quality
Texas State Affordable Housing Corporation (Corporation) Gl o]
is administering selected state resources in an efficient * Matthew M. Owens, MBA, CPA,
. . . CFE, CGAP, CIA, CISA (Audit
manner according to best practices and applicable
. Manager)
requirements.

Scope

The scope of this audit covered the Corporation’s strategic plan effective for
2025 and selected systems, operations, processes, and use of space and
resources from September 1, 2021, through April 30, 2026.

Internal control was not significant to the audit objective.
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Methodology

We conducted this performance audit from February 2026 through June 2026
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. In addition, during the
audit, matters not required to be reported in accordance with Government
Auditing Standards were communicated to the Corporation’s management for
consideration.

Addressing the Audit Objective

During the audit, we performed the following:

* Interviewed, surveyed, and conducted walkthroughs with the
Corporation’s management and staff to gain an understanding of the
Corporation’s functions, activities, and processes.

¢ |dentified the relevant criteria:
o Texas Government Code, Chapters 1372, 2256, and 2306.
o Nonprofit and government finance best practices.

In addition, to address the requirements for efficiency audits in Texas
Government Code, Section 327.004, we performed work in the following areas.

Strategic Planning. Reviewed the Corporation’s strategic plan and use of
resources to determine whether they aligned with its statutory authority and
mission; and compared the Corporation’s mission and responsibilities with
those of the Texas Department Housing and Community Affairs.

Financial Resources. Evaluated the Corporation’s financial efficiency as a
nonprofit and for calendar years 2019 through 2025. Reviewed the
Corporation’s bond usage and bond allocation data from the Texas Bond
Review Board. Reviewed the Corporation’s audited financial reports from fiscal
years 2019 through 2025; vendor payment data for fiscal years 2023 through
2025; IRS 990 Forms for fiscal years 2020 through 2024; operating budgets and

An Efficiency Audit of the Texas State Affordable Housing Corporation | 26-038
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related actual revenues and expenditures for fiscal years 2022 through 2026;
board reports and loan servicer data from calendar years 2021 through March
2026; audit committee meeting transcripts for fiscal years 2022 through 2026;
schedules of designated funds as of fiscal year-ends 2021 to 2025 and as of
March 31, 2026; and 4 months of credit card transactions from fiscal year
2025.

Operations. Evaluated process maps and the results of interviews,
walkthroughs, and data analysis to identify potential instances of internally
duplicated effort that could be eliminated or other opportunities for the
Corporation to improve operational efficiency. Reviewed customer service
survey data from Corporation lenders and homebuyers. Compared Corporation
Loan Volume data with peer housing agencies.

Personal and Real Property. Conducted walkthroughs of the Corporation’s
office and gained an understanding of the Corporation’s rental portfolio.

Technology. Reviewed the Corporation’s current information technology
systems and evaluated the Corporation’s processes for opportunities to
improve efficiency through increased automation.

Staffing. Reviewed the Corporation’s organizational charts and succession
plans for executive and director roles.

Data Reliability and Completeness

Customer Satisfaction Surveys. Auditors gained an understanding of the
Corporation’s customer satisfaction survey data, observed the Corporation pull
from its internal survey system homebuyer survey data for fiscal years 2023 to
2026 and lender survey data for fiscal years 2022 to 2025, and verified that the
data aligned with the parameters requested. The customer survey data was
sufficiently reliable for the purposes of the audit.

Loan Volume Data. Auditors observed Corporation staff and its loan servicer
pull loan volume data for the Corporation and peer housing finance agencies
from the National Council of State Housing Agencies factbooks and verified
that the data aligned with the parameters requested. Auditors also observed
Corporation staff extract data from its loan servicing systems on loans that it
closed from January 2021 to March 2026, verified that the data aligned with
the requested parameters, and reconciled that data with monthly loan
production data reported to the Corporation’s board. The loan volume data
was sufficiently reliable for the purposes of the audit.
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Expenditure and Fundraising Data. Auditors reconciled the Corporation’s IRS
990 Forms for fiscal years 2020 through 2024 with the Corporation’s audited
financial statements. For fiscal year 2025, auditors reviewed financial data
provided by the Corporation and reconciled with the 2025 audited financial
statements. The data on Corporation expenditures and fundraising was
sufficiently reliable for the purposes of the audit.
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Copies of this report have been distributed to the following:

Legislative Audit Committee

The Honorable Dan Patrick, Lieutenant Governor, Joint Chair
The Honorable Dustin Burrows, Speaker of the House, Joint Chair
The Honorable Joan Huffman, Senate Finance Committee

The Honorable Robert Nichols, Member, Texas Senate

The Honorable Greg Bonnen, House Appropriations Committee

The Honorable Morgan Meyer, House Ways and Means Committee

Office of the Governor

The Honorable Greg Abbott, Governor

Texas State Affordable Housing
Corporation

Members of Texas State Affordable Housing Corporation’s Board of Directors

Mr. David Long, President



This document is not copyrighted. Readers may make additional copies of this
report as needed. In addition, most State Auditor’s Office reports may be
downloaded from our website: https://sao.texas.gov.

In compliance with the Americans with Disabilities Act, this document may
also be requested in alternative formats. To do so, contact our report request
line at (512) 936-9500 (Voice), (512) 936-9400 (FAX), or 1-800-RELAY-TX (TDD);
or visit the Robert E. Johnson Building, 1501 North Congress Avenue, Suite
4.224, Austin, Texas 78701.

The State Auditor’s Office is an equal opportunity employer and does not
discriminate on the basis of race, color, religion, sex, national origin, age, or
disability in employment or in the provision of services, programs, or activities.

To report waste, fraud, or abuse in state government, visit
https://sao.fraud.texas.gov.
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