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September 28, 2001

MEMORANDUM FOR: Rondd C. Bailey, Director, Denver Homeownership Center, SAHH

FROM: Robert Gwin, Didrict Ingpector Generd for Audit, BAGA

SUBJECT: Denver Homeownership Center
Review, Approva and Monitoring of Nonprofit Organizations Participation in FHA
Single Family Insurance Programs

INTRODUCTION

We have completed an audit of the Denver Homeownership Center’ s review, agpproval, and monitoring
processes of Nonprofit Organizations' participation in FHA Single Family Insurance Programs. The
objectives of the audit were to determine whether:

HUD’ s existing policies, procedures and guidelines (those implemented in response to
Mortgagee L etter 00-8) are sufficient to ensure nonprofit agencies, HUD gpproves for
participation in its Sngle family insurance programs, are legitimate nonprofits not acting under the
influence of outsde parties such as redtors, consultants, investors, etc.; have Affordable
Housing Plans which meet HUD requirements, and have sufficient previous experience to dlow
them to carry out ther programs.

HUD'’s procedures for monitoring the activities of gpproved nonprofit agencies are adequate to

determineif the agencies are carrying out their housing activities in accordance with their housing
assgtance plan in afiscdly sound manner and whether the benefits of discounts received on the

purchase of HUD homes are being passed on to low- and moderate-income homebuyers.

HUD has procedures in place to take quick and effective action against those it identifies as
having abused the program and if so whether these actions are actualy taken. Such action
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would include remova from the program, limited denid of participation, debarment, and/or
other adminigrative actions.

HUD has established revitaization areas in accordance with outstanding guidelines and whether
it has adequate policies in place to ensure that applicable 30 percent discount home sales to
nonprofit agencies are in digible aress.

To accomplish our objectives, we reviewed the Denver Homeownership Center’ s Program Support
Divison's and Red Estate Owned Divison'sfiles and records. We interviewed various HUD officids
of these two divisons. In addition, we conducted site reviews of two approved nonprofit entities that
were participating in HUD’s FHA Single Family Insurance Programs.  These two nonprofits were
Brothers Redevelopment, Inc., located in Denver, Colorado, and Community Housing Fund, located in
Dallas, Texas. We reviewed various accounting records and files of these two entitiesaswell as
gpplicable organizations and companies doing business with the two nonprofits. We aso interviewed
low- and moderate-income purchasers of discounted properties sold by nonprofit agencies and visited
and inspected some of the sold properties.

Our audit period was January 1, 1998 through January 31, 2001; however the audit period was
expanded to include the most current data available while performing the Ste work. Therefore, where
gpplicable the audit period was expanded to include current data through June 30, 2001. We
conducted fieldwork from March through June 2001. The results of the Site work accomplished at two
nonprofit entities were discussed with officias from these organizations during our Ste review. The draft
audit finding was presented to the Denver Homeownership Center on August 28, 2001 for their verbal
comments. The draft audit memorandum was presented to the Denver Homeownership Center’ s staff
for their review and written comment on September 12, 2001. The Director of the Denver
Homeownership Center determined that an exit conference was not necessary since they basicdly
concurred with the findings and recommendations and the results of the audit had been communicated
on acontinua basis during the review. Ther written responseisincluded in Appendix A.

The results of our review of the two nonprofit organizations are presented in separate audit reports.

Our review was conducted in accordance with generdly accepted government auditing standards.
BACKGROUND

In an attempt to provide increased affordable housing opportunities to low and moderate-income

homebuyers, HUD has encouraged nonprofit organizations to participate in HUD’s FHA Single Family

Insurance Programs. Nonprofit and government organizations can participate in various activities of the

HUD FHA Single Family Insurance Programs. These activitiesinclude:

» Mortgagors— The approved organizations can purchase properties from HUD or any other
party and obtain FHA insured mortgages.
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*  The HUD Homes Program (Red Estate Owned Discount Sales Program) — Approved
nonprofit and government organizations can purchase HUD owned properties a discounts
ranging from 10 to 50 percent off the as-is appraised vaue of the property(s).

»  Secondary Financing — N onprofit and governmental organizations can obtain HUD approva to
provide mortgagors (purchasing properties usng FHA-insured financing) secondary financing in
the form of second mortgages or “soft” second mortgages.

*  Downpayment Assstance — Nonprofit agencies can provide a gift to mortgagors for dl or part
of their downpayment and closing costs. With the issuance of Mortgagee Letter 00-8, HUD
approva isno longer required for this part of the program.

One of the principle documents used to determine whether a nonprofit organization will be approved to
participate in HUD’ s discount sales program as an approved mortgagor, isits Affordable Housing
Program. Among other things, this program is to describe the nonprofit’ s purpose for participating in
FHA programs, how low- and moderate-income personswill benefit from the program, and how the
nonprofit will pass dong to low income persons any savings received from the discounted purchase of a
HUD-owned property. Each of the four HUD Homeownership Centersis to review and gpprove
nonprofits and the Affordable Housing Programs for their gpplicable jurisdictions.

Every two years, nonprofit entities are required to re-certify their organizetions and their Affordable
Housing Programs. The recertification is smilar to the initid gpplication, but o includes a detailed
description of the activities undertaken during the previous two years. Essentidly, the nonprofit
organizations are to use this recertification to demonstrate whether they have created affordable housing
opportunitiesin afiscaly responsble way.

Annually, nonprofits who have purchased HUD homes at a 30 percent discount are to provide areport
to the Homeownership Center Director providing detailed information on their program
accomplishments over the past cdendar year. Thisinformation isto include detailed information on
each property it purchased at a 30 percent discount and subsequently resold. Nonprofits purchasing
properties a a 15 percent or less discount are exempt from this reporting requirement.

The respongibility for the review, approva, and monitoring of nonprofit agencies and their participation
in FHA Single Family Insurance Programs, within the Homeownership Centers, was transferred from
the Red Estate Owned Division to the Program Support Divison in February 2000. Shortly after this
transfer of respongbility, Mortgagee Letter 00-8 was published on March 3, 2000. This letter required
al nonprofits to resubmit their recertification packages to participate in the HUD program within 45
days from the date of issuance of the letter. The Denver Homeownership Centers staff received
approximately 160 recertification packages for review. They reviewed and approved approximately
100 of the nonprofit agencies and disapproved approximately 60 of the nonprofit agencies.
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RESULTSOF REVIEW

We reviewed the Denver Homeownership Center’ s procedures and controls over the review, approva,
and monitoring processes of nonprofit organizations participation in FHA Single Family Insurance
Programs. The Denver Homeownership Center has established various procedures and controls to
carryout its management and oversight of nonprofits and their Affordable Housing Programs. We
found that the Denver Homeownership Center needs to modify these procedures and controlsin order
to improve its oversght activities of the nonprofits. These areas are discussed in the following finding:

FINDING - Improvement Needed In The Oversight of Nonpr ofit
Entities

The Denver Homeownership Center through its Program Support Divison has the responsibility for
ensuring that nonprofit entities participating in HUD’s FHA Single Family Insurance Programs are
eigible and carryout their activities in conformity within established requirements. Our review of the
Denver Homeownership Center’ s procedures and controls over the review, approval, and monitoring
processes of nonprofit agencies participation in FHA Single Family Insurance Programs showed where
improvements are needed in three areas:

* Previoudy approved nonprofit agencies were granted approva to participate in FHA’s Single
Family Insurance Programs when thelr recertification packages did not fully comply with the
requirements of Mortgagee L etter 00-8;

* New nonprofit agencies were granted gpprova to participate in HUD' s program when their
certification packages did not fully comply with the requirements of Mortgagee Letter 00-8; and

» Therequired annud reports from the nonprofit agencies that had purchased 30 percent
discounted properties during the preceding year did not include data on al acquired properties
or were not being received.

By making the needed changesin program oversight, the Program Support Divison will be better able
to ensure that its nonprofit entities are properly authorized and are performing their approved Affordable
Housing Programs within established HUD provisons and requirements.

HUD Requirements Mortgagee L etter 00-8 stated that in an atempt to verify thet al nonprofit
agencies were meeting and furthering the god of the Department to creste homeownership
opportunities for low- and moderate-income persons, al gpproved nonprofit agencies had to
submit a complete recertification package to the gpplicable Homeownership Center no later than
April 17, 2000. Nonprofit agencies were to use the guidelines in Mortgagee L etter 96-52 for
details regarding successful elements of an affordable housing plan. Also this mortgegee letter
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dtates the requirement that nonprofit agencies that purchase HUD homes at the 30 percent
discount level must submit an annud report, along with supporting documentation, to the
applicable Homeownership Center. This information was to detail their program accomplishments
over the previous cdendar year by February 1 of the following year. The Homeownership Center
was to review these accomplishments and supporting documentation to determine, among other
things, that substantia benefits were passed on to the homeowner as a result of the nonprofit
agency receiving a 30 percent discount on the property. Failure to pass on adequate savings to
the ultimate homeowner could result in remova from the gpproved list of nonprofit entities.

Mortgagee L etter 96-52 dates that in order for a nonprofit agency to receive the same insured
financing percentage as owner-occupants, the nonprofit must be a tax-exempt organization, have
avoluntary board whose members do not persondly benefit from the affordable housing program,
and have two years experience as ahousing provider. A successful affordable housing planisto
incorporate these dements:

*  The nonprofit should pre-qudify the potentia homebuyers;

» Theprinciple, interest, taxes, and insurance for the property should remain in the affordable
range for potentiad homebuyers, and

* Berdficiaries of the affordable housing program may not be members of its board, employees,
or others with an identity of interest to the nonprofit.

HUD requires the management of gpproved nonprofits to act on their own behaf and not be
under the influence, control, or direction of any outside party seeking to derive profit or gain from
the proposed project, such aslandowners, real estate brokers, contractors, builders, lenders, or
consultants.

Previoudy Participating Nonpr ofit Recertification Package Discrepancies We reviewed
the recertification packages submitted to HUD in accordance with Mortgagee L etter 00-8 for two
previoudy participating nonprofits. These two entities were Community Housng Fund and
Brothers Redevelopment, Inc., both of which were two of the largest nonprofit agenciesin the
Denver Homeownership Center’s area of respongbility. Both of these nonprofits had deficiencies
in their recertification packages that should have been identified in the package review by the
Program Support Divison. These are discussed below:

Community Housing Fund The recertification package for Community Housing Fund did
not identify any identity of interest issues between the nonprofit and its' rehabilitation
contractor. We utilized a computer software program that was available to the Program
Support Staff and identified indicators that an identity of interest issue possibly exists between
the nonprofit and its' rehabilitation contractor. The identities of interest issues were confirmed
by on-site audit work. The President of the nonprofit had more than an arms length

rel ationship with the rehabilitation contractor.
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Data obtained from the computer software package Choice Point, which owns Auto Track,
and from a search of Internet public records identified these relationships between the two
parties.

*  The Presdent of Community Housing showed as a Director of Ranscott 12th Hiaeah
Corp., which was deactivated in 1990 and of The Ranscott Group, Inc., which was
deactivated in 1993. These two companies appear to be the forerunners of Ranscott
Congruction Company, the current rehabilitation contractor for Community Housing
Fund.

*  The Presdent of Community Housing and severd of the owners of Ranscott Construction
are usng the same mailing address.

* Oneof the owners of Ranscott Congtruction is shown on the Articles of Incorporation for
Community Housing Fund as one of the origina Directors.

These identity of interest issues could have been identified by HUD had the computer
software programs been used as part of the review process of the recertifications. Had these
possible identity of interest issues been disclosed, the Denver Homeowner Center would have
been able to obtain clarifying information from the recertifying nonprofit before the
recertification package was approved.

Brothers Redevelopment, Inc. Information contained in the recertification package for
Brothers Redevel opment, should have raised some questions as to whether the nonprofit
should have been gpproved for further participationin HUD’s FHA Single Family Insurance
Programs, without further investigation and clarification. These items were noted in Brothers
Redevelopment’ s recertification package:

No copies of prior participation approva letters previoudy provided by a HUD office or
the Denver Homeownership Center to Brothers Redevel opment in the recertification

package as required.

* Aligt containing the name, address and contact of any lending inditution or bank which
has provided financing in the pagt, or which would be financing future property
acquisitions, was not contained in the package as required.

* A staement was made in Brothers Redevel opment’ s recertification package as part of its
Affordable Housing Program that indicated that benefits from the purchase of discounted
HUD properties did not need to be passed on to the low- and moderate-income
homebuyers.



2001-DE-0801

Thefirgt two items were part of the requirements to be presented in the recertification
package. However these were overlooked as part of the review process. Thethird item
indicates that Brothers Redevel opment’ s Affordable Housing Program was in direct conflict
with HUD’ s stated objectives to provide housing opportunities to low- and moderate-income
homebuyers and to pass on the savings from the purchase of discounted properties to the
low- and moderate-income homebuyers. The statement also indicates that potentia buyers of
Brothers Redevel opment’ s discounted properties might not meet the requirements of being
low- and moderate-income purchasers.

These items indicate that the recertification package for Brothers Redevel opment should not
have been gpproved without further information and clarification being obtained from the
nonprofit.

New Participating Nonpr ofit Certification Package Discrepancies In our review of two of
threeinitialy certified packages for newly approved non-profits, we identified aress that could
have been identified by the Homeownership Center. Had the information been disclosed, the
Homeownership Center would have been able to address the concerns and ensure that the new
nonprofits were properly approved to participate in HUD’s FHA Single Family Insurance
Programs. These two nonprofits were Texas Fathers for Equa Rights and Grand Ide Area
Housing Corp. These are discussed below:

Texas Fathersfor Equal Rights The certification package submitted to HUD did not
identify any identity of interest issues between the nonprofit and its' rehabilitation contractor.
We conducted a search using a computer software program available to the Homeownership
Center’ sreview staff and found an identity of interest concern between the Director of the
nonprofit, one of its Board members, and aloca construction company.

The Director and a Board member are married and they jointly own a construction company
caled DFW Rehab. This construction company has the ability to do rehabilitation work on
the nonprofit' s sngle-family properties. The Director Stated in her resume, concerning her
congtruction company, that "DFW Rehab is working under a non-exclusive agreement
with Fathers for Equal Rights to manage and perform the renovation for Fathers for
Equal Rights' Affordable Housing Program.” After this was brought to the Program
Support Divison's attention, they had the nonprofit submit a letter sating that the nonprofit
would not do business with DFW Rehab.

Grand Isle Area Housing Corp. Thisnew nonprofit made a statement in their Affordable
Housing Plan that was submitted as part of their certification package to HUD that “the client
will still need to purchase the home for the maximum loan they had been prequalified
for, any savings the GIAHC [Grand Ide AreaHousing Corp.] may realize from the
discounted purchase price will be put back into program funds to allow more persons to
be assisted.” This statement of the nonprofit indicates their Affordable Housing Program will
be conducted in amanner that isin direct conflict with HUD’ s objective of the program to




2001-DE-0801

provide housing opportunities to low- and moderate-income buyers and to pass on the
savings from the purchase of discounted properties to the homebuyer.

The Homeownership Center’ sreview of this nonprofit’ s Affordable Housing Program did not
question the gpparent conflict between the nonprofit’ s intended program operation and

HUD’ s program requirements. Had this been identified, the nonprofit should have been
required to modify its Affordable Housing Program before it was approved by the
Homeownership Center.

In addition to reviewing the participation packages for nonprofits, we aso reviewed the
participation package of a governmenta entity, Minnespolis Community Development, and found
the package did not contain al the necessary documentation as required by HUD. Detalls are:

Minneapolis Community Development The certification package for this government
agency did not contain sufficient evidence that the entity met the required criteriato be
consdered an “ingrumentality of government”. Under the provisions of HUD Handbook
4155.1, Rev-4, Chapter 1, Section 1, Paragraph 1-5. B, the agency must present evidence
from itslegd counsd that the entity has the lega authority and capacity to become a
mortgagor, the local government is not in bankruptcy, and the entity had no prohibition to
prevent alender from obtaining a deficiency judgment on HUD' s behdf in the event of
property foreclosure or deed-in-lieu foreclosure,

The application letter from the government entity stated that they were a public body,
corporate, and palitic of the State of Minnesota and that a copy of their By-Laws was
enclosed in their certification package. However, no evidence was presented in the package
of what designated them as an “instrumentdity of government” such as aletter from ther lega
counsdl. In addition, acopy of the By-Laws was not contained in the package as indicated.

With the needed information not being included in the governmentd entity’ s certification
package, HUD lacked supporting evidence to substantiate the entity had the required lega
authority and was eigible to participate in HUD FHA Single Family Insurance Programs. The
certification package should have been modified by the governmenta entity before HUD
approved the entity and its certification package.

Nonprofits Annual Reports Discrepancies Under HUD' s requirements, those nonprofits that
purchase HUD properties at a discount of 30 percent or more are to file annua reports with HUD
detailing information on each property. For those nonprofits we reviewed, we compared data on
discounted properties sold by HUD using HUD' s property sales database with the purchased
property information contained in the nonprofits annual report. This comparison showed that
three nonprofits did not report al of the 30 percent discounted property purchases. Thethree
nonprofits were Community Housing Fund, Brothers Redevelopment, Inc., and Minnegpolis
Community Development. Information on the omitted properties s discussed below:
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Community Housing Fund Community Housing Fund omitted from its annud report a
property located on Newcombe Drivein Ddlas. Further information on this property
obtained from computer databases available to the HUD review staff indicated that the
property was sold to a possible investor who owns several other properties. The sale of this
property to an investor would not be in conformity with HUD requirements. On-gite audit
work confirmed that the property had been sold to an investor.

Brothers Redevelopment, Inc. Brothers Redevelopment, Inc. did not include a 30 percent
discounted property located on 47" Avenue in Denver. Subsequent information furnished by
the nonprofit to the Denver Homeownership Center showed that this property was financed
with an unusually high interest rate of 19.5 percent and the profits redlized from the sde of the
thirty percent discount property were distributed among the nonprofit, its' contract devel oper,
and its primary lender. Thisindicated that the nonprofit was not passing on benefits redized
from the purchase of the 30 percent discounted propertiesto its low- and moderate-income
homebuyer asintended by HUD under the program.

Minneapolis Community Development This governmentd entity purchased three 30
percent discount properties from HUD in 2000 but no annual report was submitted to HUD
as required.

Approved Nonprofit Entities May Be Ineligible Program Participants These deficiencies
discussed above illudtrate that the certification or recertification packages should not have been
approved. Information in the packages and/or independent information obtained from available
computer software programs raised questions about whether a nonprofit had been or intended to
carryout its program within HUD program requirements.  Subsequent to the approvals, HUD has
obtained information that some of the nonprofits were indeed not properly adminigtering their
Affordable Housing Program as required by HUD. This can be shown by the following two
examples.

Community Housing Fund The recertification package for Community Housing Fund did
not identify any identity of interest issues between the nonprofit and its' rehabilitation
contractor. Information obtained from computer software programs available to HUD saff
showed an apparent identity of interest issue. Further computer software searches aswell as
areview of HUD’s Single Family computer data systems showed that some discounted
properties acquired by Community Housing Fund were sold to apparent investors. Both of
these activities are prohibited under HUD'’ s program. Based upon further information
obtained by the Denver Homeownership Center aff and information semming from our on-
gtereview of the nonprofit's activities, HUD has suspended the nonprofit from participating in
the program.

Brothers Redevelopment, Inc. Brothers Redevelopment, Inc. indicated in their Affordable
Housing Plan that profits realized from the purchase of discounted properties did not need to
be passed on to the ultimate low- and moderate-income homebuyer. Subsequent to HUD
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approving Brothers Redevel opment, Inc. as a program participant, information obtained by
HUD disclosed that the nonprofit has not administered its Affordable Housing Program within
HUD requirements. Based on additiond information received by the Denver Homeownership
Center as part of their on-site program review and our detailed Site audit at the nonprofit,
HUD suspended the nonprofit.

Brothers Redevelopment, Inc. has alowed an independent contract devel oper to administer
al mgor phases of its Affordable Housing Program in order to receive the maximum possible
profit from the program. Profits redized under their program were distributed among the
nonprofit, itS' contract developer and the contract developer’ s identity of interest program
lender. The red impact was that benefits being redized from the purchase of the discounted
HUD properties were not passed on to the low- and moderate-income homebuyer as
intended by the HUD program.

Statements in the recertification packages and/or other information available to HUD for these
two nonprofit organizations indicate that the entities were possibly going to deviate from HUD
requirements in carrying out their Affordable Housing Programs. Once approved, the nonprofit
organizations did administer their programs for their own best interest and not within the
parameters set by HUD. Furthermore, benefits from acquiring discounted HUD homes were not
passed on to low- and moderate-income homebuyers.

HUD’s Review Procedures Can Be Improved In February 2000, the responsibility for
reviewing, goproving, and monitoring of nonprofit organizetionsin HUD’s FHA Single Family
Insurance Programs was transferred from the Redl Estate Owned Division to the Program
Support Divison within the Denver Homeownership Center. In March 2000, HUD issued
Mortgagee Letter 00-8 that required al previoudy approved nonprofit organizations as well as
any new nonprofit organizations to submit within 45 days new certification packages to HUD for
review and gpprovd for the HUD program. HUD with newly assgned review staff had to
complete the review of gpproximately 160 certification packages in a 90-day period.

According to Homeownership Center officids, this Stuation resulted in a very heavy workload
that had to be conducted in avery limited timeframe. As aresult, some areas of the certification
package reviews may have been deficient. The Homeownership Center staff did agood job of
reviewing the certification packages consdering the fact that the reviews had to be completed in a
short time period and that the reviewing staff had received very limited guidance on how to
carryout their review functions. The Program Support Division saff were not given written
ingructions on how to accomplish the review, approva and monitoring processes other then the
guiddines contained in the various Mortgagee L etters. Senior Program Support Divison
personnel from the Denver Homeownership Center accomplished the training and writing of
ingructions, on how to accomplish the review, approva and monitoring processes, while their
staff worked their way through the recertification process.

10
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While the Denver Homeownership Center has done agood job of carrying out their review
respongbilities within the limited time frames and guidance provided, improvement can be made in
four areas. These four areas are:

Firgt, under HUD guiddines, al recertification packages must be submitted to HUD every two
yearsfor HUD' sreview and gpprova. The next cycle will bein April 2002. All of these
packages must be reviewed within alimited time frame. Consequently, the Homeownership
Center gtaff may not have sufficient time by which they can conduct a more comprehensive review
of each nonprofit package. This Stuation could be improved if the receipt and review of the
packages were staggered throughout the year rather then a one point intime. In our opinion, this
would alow the Homeownership Center staff to Soread their review process over the year and
thereby alow them more time to review each package. Obvioudy consideration needs to be
given by the Homeownership Center in adjusting the workload throughout the year.

Second, the Homeownership Center has not utilized the various available computer software
programs in gathering information to evauate and validate the information and data that is
contained in the certification packages. As discussed above, data that was obtained from these
computer systems identified facts that were not clearly disclosed in the certification packages and
related affordable housing plans. Clarification would have aided HUD in ensuring that the
nonprofits were to operate their programs within the parameters set by HUD. Also the additiona
facts may have led HUD to conclude that the certification/recertification packages and the
nonprofit entity not be approved.

The Homeownership Center could so useits' various computer data systems to verify that the
nonprofits are properly reporting information on al of the 30 percent discounted properties
acquired from HUD.

Third, the Homeownership Center used a checklist to aid the staff in reviewing the certification
packages from the nonprofits. The checklist is Structured in away that any checklist item thet is
marked with a negative response would need additional follow up and/or corrective action. We
identified some itemsin the checkligt that indicated that follow up and corrective action was
needed but, for some reason, was not done. In our opinion, clarification and guidance needs to
be provided to the review gtaff to ensure that any questionable items in the package review are
pursued and resolved before the package is approved. Accordingly, such resolutions would need
to be documented.

Fourth, the Homeownership Center has not implemented a process to eval uate whether or not the
nonprofits are passing on any benefits from the purchase of the 30 percent discounted HUD
properties to the ultimate homebuyer. As part of the review process of the annua reports or
recertification packages from the nonprofits, an evauation of the nonprofit submitted data could
be performed to ascertain that benefits from discounted properties are being passed on to the
homebuyer. If a determination cannot be readily determined, supplementa information on
selected sample properties might need to be obtained from the nonprofit. This process would

11
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enable the review staff to evaluate whether any redized benefits are being passed on to the
homebuyer or not.

Had a smilar process been in place when the recertification packages for Community Housing
Fund and Brothers Redevelopment, Inc. were reviewed, a determination possibly could have
been made that profits from discounted properties were indeed not being granted to the property
purchaser. When HUD did ask Brothers Redevelopment, Inc. for information on the one
discounted property that was not reported in their recertification package, the supplied data
clearly suggested that no program benefit was being given to the purchaser. Subsequent onsite
review by the Denver Homeownership Center saff aswell as by our review clearly substantiated
thisfact. Asaresult, HUD has suspended the nonprofit.

When items of concern and/or deficiencies we identified as part of our audit were presented to the
Denver Homeownership Center aff, they initiated immediately stepsto clarify and/or correct the items
of concern and/or deficiencies. This has included the suspension of nonprofits that were identified as not
conducting their Affordable Housing Program within HUD requirements. The Denver Homeownership
Center has taken positive steps to improve their review, approva and monitoring oversght of its
nonprofits. By modifying its' review and gpprova process, the Denver Homeownership Center will be
better able to ensure that the approved nonprofits are properly carrying out their programs and that
benefits from acquired HUD discounted properties are being passed on to the purchasing low- and
moderate-income homebuyers.

Denver Homeowner ship Response

The Denver Homeownership Center’ s written reply to the draft audit memorandum provided
information and explanations to the various sections delinested in the audit finding. In some cases, the
Denver Homeownership Center did not entirely agree with the position being taken in the finding.
However, the Denver Homeownership Center has initiated actions that address the issues presented in
thefinding. In addition, two Mortgagee L etters are being drafted and/or being processed for issuance
that will provide guidance and clarification on the HUD FHA Single Family Insurance Programs.
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Recommendations

We recommend that the Denver Homeownership Center:

1A.

1B.

1C.

1D.

Devise aplan to stagger the review process for al recertifications packages that are going to
be coming duein April 2002.

OIG Comment: The Denver Homeownership Center stated in their written response that
nationdly, Single Family Housing is aware of the logjam of work that is submitted during a
short time period. Headquarters, in conjunction with the four Homeownership Centers, is
working on a plan to implement staggering approva dates in order to soread thiswork out
in amore manageable manner. Accordingly, no further action is considered necessary and
this recommendation is being considered closed.

Implement procedures to utilize various available computer software programs such as Auto
Track, as part of the Homeownership Center’s review of information that is presented in the
certification/recertification packages and related affordable housing plans from the nonprofit
entities. The procedures would need to include providing appropriate training to the staff on
the use of such computer software programs. Thiswill dso include the use of HUD Single
Family computer data to verify that al acquired 30 percent discounted properties are
correctly reported by the nonprofits in their annua report.

OIG Comment: The Denver Homeownership Center Sated in their written response that
the Program Support Staff are now aware of these programs and the information they can
provide and are utilizing them in new applications and review of exiging agencies. The
Program Staff is dso now obtaining SAMS reports on a monthly basis of the discounted
sdes to nonprofit and government agencies and these reports will be used to compare
reports received againgt actual sdes. Therefore, no additional action is considered
necessary and this recommendation is being considered closed.

Clarify procedures on the use of the certification/recertification package checklist and what
actions and documentation is needed when discrepancies are noted in the review of
nonprofit certification/recertification packages and applicable Affordable Housing Programs.

Formulate a process to eva uate information submitted by the nonprofit organizations on
whether benefits from 30 percent discounted properties are being granted to the low- and
moderate-income purchaser.

Recommendations 1C and 1D will be controlled under the Departmenta Automated Audit
Management System. Within 60 days please furnish to this office, for each recommendation in this
report, a status report on: (1) the corrective action taken; (2) the proposed corrective action and the

13
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date to be completed; or (3) why action is consdered not necessary. Also, please furnish us copies of
any correspondence or directivesissued because of the audit.

We appreciate the courtesies and ass stance extended by the personnd of the Denver Homeownership
Center. The personnd of the Program Support Divison and the Red Estate Owned Divison dl
appeared to be very professiona and conscientious and were very receptive to our suggestions. Should
you have any questions please contact Ernest Kite, Assistant Digtrict Inspector Generd for Audit, at
(303) 672-5452.

14
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Appendix A

Auditee’ s Comments:

1.5. DEPARTMENT OF HOUSING

L. 3
§ H r|[| % AND URBAN DEVELOPMENT
2 kBl _ HOMECOWNERSHIP CENTER.
3 | [||| £ $33 17TH ST,
E St . DENVER, COLORADO 8$2202-3690

September 18, 2001

Feneral for A,

MEMORANDUM FOR: Robert Gwin, District Inspector

FROM: Ronald C. Bailey, Directar, Denver Homeownership.Cenler -3

SUBJECT: Response to Review — Denver Homeownership Cenler Non-Profit Process

Attached is our respense to your draft report on the Denver Homeownership Center and our
procedures regarding the review, approval and monitaring of nonprofit organizations
participation in FHA Single Family Insurance Programs.

We understand that these comments will be added to vour final report and may have an effect on
the final report as to findings and recommendations. If you shouid have any questions with
regard to these comments, please speak with Dawn Davis or Jane Hall of my staff.
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Response to OIG Draft Audit Report

Finding — Improvement needed m the Oversight of Nonprofit Entities

The draft report identified three areas where improvement is needed by the Program
Support Division of the Denver Homeownership Center in their approval and review of
nonprofits participating in our programs. Following is our response to the three areas
identified by the OIG:

1.

Previously approved nonprofit agencies were granted approval to
participate in FHA’s Single Family Insurance Programs when their
recertification packages did not fully comply with the requirements of
Mortgagee Letter 00-08: More specifically referring to Community
Housing Fund and Brothers Redevelopment Inc.

Community Housing Fund:

Possible identity of Interest: Previous to early 2001, the Auto Track System was
being tested and utilized on a limited basis within other HUD offices (not the
HOC). The Program Support Division was unaware of the Auto Track System
and its availability until early in 2001. Therefore, during the recertification
process driven by Mortgagee Letter 00-08, Program Support staff did not have
access to Auto Track to perform identity of interest checks. Not until July 2001
did the Program Support staff receive training and access to Auto Track that has
now been converted to Choice Point. We are utilizing this system to perform
identity of interest checks on new nonprofit applications as well as in our review
process of existing nonprofits.

Brothers Redevelopment:

No previous approval letter was in the file for recertification. Because this
nonprofit agency was in Denver and the Denver office and Program Support staffs
were very familiar with this agency and their prior approval status, the
determination was made to approve them without of copy of their previous
approval letter in the file. BRI had a long history with several offices within the
Denver HUD office.

There was no list of lending institutions or banks providing financing to BRI
There was, however, reference to BRI's financial capacity, HUD funding, and
fund raising activities. It was assumed they were financially capable of financing
this program with their own resources as they had done business with many HUD
offices throughout the years

The statement made by BRI that there is no requirement to pass on the benefit of
the discount is taken out of context. During the time of BRI’s approval, there was
no HUD requirement for any 10% discount sale savings to be directly passed to a
specific affordable homebuyer. BRI does state that they had no requirement to
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pass on a benefit but then went on to state that the homes would be sold within the
affordable housing range and that the sales would be made to low and moderate
income families. BRI did buy a low number of 30% discounted properties and
was expected to adhere to the 110% of net development on these, and if
calculated properly, would have insured that a savings be passed on to the
purchaser.

2. New nonprofit agencies were granted approval to participate in HUD’s
program when their certification packages did not fully comply with the
requirements of Mortgagee Letter 00-08.

Fathers for Equal Rights

e« Identity of interest. As discussed above in this response, the Auto Track system
was being tested at the time of approval and the Program Support staff was
unaware of its capabilities to assist with uncovering identify of interests with
nonprofit approval and recertification, Staff is now aware of Choice Point and its
capabilities and will utilize it with future approvals and reviews.

Grand Isle Area Housing Corp.

o Their statement that any savings realized would be put back into program funds to
assist more persons was not out of the realm of what would be allowed. In
Mortgagee Letter 00-08, Question 4 in the format for an Affordable Housing Plan
asks: How will your program be designed tc pass along to low income persons
any savings your agency may receive from discounted sales? It doesn’t
specifically say that savings from hat particular sale needs to be passed along to
that particular borrower. Putting money back into the program to assist more
homeowners is not disallowed. Their overall program was taken into
consideration. The second part to that question asks: How will you ensure that
payments are affordable? By qualifying their purchaser through an FHA lender,
the purchaser would be qualified based on the 29/41% ratios that FHA determines
is affordable and reasonable. That was acceptable.

Minneapolis Community Development

e This agency had previously participated in providing secondary financing as an
instrumentality of Government. During recertification, only nonprofits were
required to recertify. Because of their previous determination as an
“instrumentality of Government” they were not required to be reapproved. We
did, however, provide them with an approval letter for their files when asked for
by lenders utilizing their secondary financing. We have since obtained
documentation for their file that provides the ordinance where the Minneapolis
City Counsel created them as a “body corporate and politic which shall be a
governmental subdivision of the state.”” They meet criterion A and B3 in
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Mortgagee Letter 94-2 which provides secondary financing requirements. No
letter from their legal counsel was necessary.

3. The required annual reports from the nonprofit agencies that had
purchased 30 percent discounted properties during the preceding year
did not include data on all acquired properties or were not being
received.

Program Support staff was not responsible for analyzing the 30% discounted sales reports
until after the issuance of Mortgagee Letter 00-08 in March 2000. Program Support is
now obtaining year end reports and acquiring moenthly reports as well and will be
preparing the next year end reports for comparison against the reported information in the
SAMS reports of actual sales. ‘

Recommendations by OIG

1A. Devise a plan to stagger the review process for all recertification packages that are
going to be coming due in April 2002.

¢ Nationally, Single Family Housing is aware of the logjam of work that is
submitted during a short time period. Headquarters, in conjunction with the four
Homeownership Centers, is working on a plan to implement staggering approval
dates in order to spread this work out in 2 more manageable manner.

1B. Implement procedures to utilize various available computer software programs such
as Auto Track or Choice point when reviewing applications.

e As discussed previously, the Program Support staff are now aware of these
programs and the information they can provide and are utilizing them in new
applications and review of existing agencies. Program Support is also now
obtaining SAMS reports on a monthly basis of the discounted sales to nonprofit
and government agencies and these reports will be used to compare reports
received against actual sales. ‘

1C. Clarify procedures on the use of the certification/recertification package checklist.

s The checklist has recently been revised and is intended to list items which will be
required to be submitted from a nonprofit in their application. A Mortgagee letter
is in clearance at this time, clarifying what is required and provides a copy of the
checklist. Staff will be trained to assure that information submitted is in
compliance with what is required by the checklist.

18



2001-DE-0801

1D. Formulate a process to evaluate information submitted by the nonprofit
organizations on whether benefits from 30% discounted properties are being granted to
the low- and moderate-income purchaser.

» Two new Mortgagee Letters are currently in clearance that will clarify what is
required/allowed in order to participate in Single Family activities and to clarify
what is allowed in calculating net development costs. The Denver Program
Support Division will train all staff on the new requirements and how to review
and interpret the year-end reports that are required and compare them to actual
sales by utilizing SAMS reports.
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Appendix B

Distribution

Secretary’ s Representative, 8AS (2)

Director, Denver Homeownership Center, BAHH (2)

Deputy Assstant Secretary for Single Family Housing, HU, Room 9282

Specid Assigtant for Single Family Housing, HU, Room 9278

Deputy Secretary, SD, Room 10100

Chief of Staff, S, Room 10000

Assstant Secretary for Adminigtration, A, Room 10100

Deputy Chief of Staff, S, Room 10226

Deputy Chief of Staff for Operations, S, Room 10226

Deputy Chief of Staff for Programs and Policy, S, Room 10226

Assgtant Secretary for Congressiona and Intergovernmental Relations, J, Room 10120

Senior Advisor to the Secretary, Office of Public Affairs, S, Room 10132

Deputy Assstant Secretary for Public Affairs, W, Room 10222

Specia Counsd to the Secretary, S, Room 10234

Genera Counsd, C, Room 10214

Deputy Generd Counsd, CB, Room 10220

Office of Policy Development and Research, R, Room 8100

Assgtant Deputy Secretary for Field Policy and Management, SDF, Room 7106

Director, Office of Department Operations and Coordination, |, Room 2124

Chief Procurement Officer, N, Room 5184

Chief Information Officer, Q, Room 3152

Chief Financid Officer, F, Room 2202

Deputy Chief Financia Officer for Operations, FF, Room 10166

Director, Office of Budget, FO, Room 3270

Director, Enforcement Center, V, 200 Portals Building

Director, Red Estate Assessment Center, X, 1280 Maryland Ave., SW, Suite 800

Departmenta Audit Liaison Officer, FM, Room 2206

Headquarters Audit Liaison Officer, Public and Indian Housing, PF, Room P8202

Feld Audit Liaison Officer, 6AF, (2)

Director of Scheduling and Advance, AL, Room 10158

Assstant Deputy Secretary for Field Policy and Management, SDF, Room 7108 (2)

Specid Assigtant to the Deputy Secretary for Program Management, SD, Room 10100

Acquigtions Librarian, Library, AS, Room 8141

Inspector Generd, G, Room 8256

The Honorable Fred Thompson, Chairman, Committee on Governmenta Affairs, 340 Dirksen Senate
Office Building, United States Senate, Washington, DC 20510
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The Honorable Joseph Lieberman, Ranking Member, Committee on Governmenta Affairs, 706 Hart
Senate Office Building, United States Senate, Washington, DC 20510

The Honorable Dan Burton, Chairman, Committee on Governmental Reform, 2185 Rayburn Bldg.,
House of Representatives, Washington, DC 20515

Henry A. Waxman, Ranking Member, Committee on Governmental Reform, 2204 Rayburn Bldg.,
House of Representatives, Washington, DC 20515

Ms. Cindy Fogleman, Subcommittee on Oversight and Investigations, Room 212, O’ Neil House Office
Building, Washington, DC 20515

Director, Housing and Community Development Issue Area, United States General Accounting Office,
441 G Street, NW, Room 2474, Washington, DC 20548 (Attention: Stan Czerwinski)

Deputy Staff Director, Counsdl, Subcommittee on Crimina Justice, Drug Policy and Urban Resources,
B373 Rayburn House Office Building, Washington, DC 20515

Steve Redburn, Chief, Housing Branch, Office of Management and Budget, 725 17" Street, NW,
Room 9226, New Executive Office Building, Washington, DC 20503

Andy Cochran, House Committee on Financia Services, 2129 Rayburn H. O. B., Washington, DC
20515

21



