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HIGHLIGHTS

What We Audited and Why

As part of a nationwide internal audittbie U. S. Department of Housing and
Ur ban Devel om@mssa controlsrea ptddrdpiogram) we
performed an external audit of Emiese Home Ownership PartneBallas, Inc.
(EHORDallas). Our objective was determine whethdtHOR Dallas
administeredhe programin compliance withts agreementvith HUD and the
program objective to promote the revitalization, through expanded
homeavnership opportunities, of revitalization areas.

What We Found

EHOR-Dallas administered iggrogram in an effective manner, increasing
homeownership in revitalization areas and contributing to reducing blight in some
neighborhoods However, it dil not comply with requirements when it (1)

provided homéouyers excess equity in the homes it resold, (2) did not resell all
homes within the time limits established under the agreement, and (3) included
ineligible expenses associated with theft and viisidan net development costs.



What We Recommend

We recommend that th&ssistant Secretary for Housiifgederal Housing
CommissionerequireEHORDallas to calculattomebuyer enforcement notes

as defined in the agreement ane@xcludeexpenses associated with casualty losses
in its calculatios of net development costdn addition, we recommend reing

the agreement to address disposition of propdheshe purchaser cannot sell
within 18 months because of market conditions or other factors beyond its
control.

For each recommendation witha@itnanagement decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06;REV

Please furnish us copies of any correspondence or directives issued because of the
audit.

Audi teeds Respc

We provided a draft repotdo EHORDallas on January 30, 2009, and asked for a
written response by February 13, 2009. We held an exit conference to discuss the
results of the audit on February 9, 2009. EHQdMas provided its written

response at the exit conference. EHQd#llasgenerally agreed with the findings

and provided additional explanations for its actions. The complete text of EHOP
Dallas's response, along with our evaluation of that response, can be found in
appendix A of this report
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BACKGROUND AND OBJECTIVES

Thepurpose of thasset control area progrgprogram) wa to promote the revitalization,

through expanded homeownership opportunitiesesfgnatedevitalization areasTheU. S.

Department of Housing and Urban Developn&htD) sold singlefamily homes in

revitalization areas at a discount to unit$oafal governmenandapproved noprofit
organizationgpurchaser)it did not offer discounts to approved forofit organizations The

purchaser performed rehabilitatismork on the homes and resold them to eligible buyers. A

eligible buyer was an officer eeachemho was required to reside in the home for one, e

family with a household incomeg or belowl15 percentof median incomavhich was required

to resice in the home for three year§he resale price was the leseéfair market value at the

time of resale or 11percenb f t he purchaser s net devel opment

HUD enforced the occupancy requirements witlomebuyer enforcement notehich was a
forgivable loan in the amount of the difference between market value at the time of resale and
the resale pricelf a homebuyer did not meet the occupancy requirement, HUD required the
homebuyerto repay grorated portion of the noteased on the amount tiine the buyer

remained in the home.

HUD executed an asset control area agreementBmitdrprise Home Ownership Partriers
Dallas, Inc. (EHOMDallas),an approved n@rofit organizationpn June 21, 2005Enterprise
Community Partners, Inc. was foundadl982. It is a national nonprofit that provides expertise
for affordable housing and sastable communities. dreated EHOMDallas to serve lowand
moderateincome families by helping them achieve lelegm homeownership. Its office is
located at @0 North Central Expressway, Suite 1299, Dallas, Texas 75201.

HUD conveyed the first properties EHORDallasin October 2005. In total, HUD conveyed
199 properties to EHGPBallasunder the tweyear agreementThe original controlling
agreement expiceJune 22, 20Qbut continued to apply to unsold homes. At the timthnisf
audit EHORDallas and HUD were negotiating the terms of a new agreement. HUD had not
issued regulations for the programs of October 8, 2008, EHGPallas had rehabilitated| af

the properties and resold 166 of them.

Our audit objective wa®tdetermine whethéfHOR Dallasadministeredheprogram in
compliance with the agreement and the program objective to promote the revitalization, through
expanded homeownership oppaities, ofrevitalization areas.



RESULTS OF AUDIT

Finding EHORDallasAchieved Program Objectives but Did Not
Fully Comply with Requirements

Although EHOPDallas administered its program in an effective manner, it did not comply with
three aspectsf the progranthat require resolution. SpecificallfHORDallasresold properties
with homebuyer enforcement notdéisat exceeded the amouwailowed undethe agreementln
doing so, it essentially provided gift funds to the resale buyer, providdd besgers with excess
equity, and incurred losses on the properties. In additidid rot resell 75 percent of homes
within 12 months of acquisitioor 100 percentof homes within 18 monthes required. Further,
rather than make claims against itsuirace policy, EHOMallas included the cost of
replacement air conditioners and other ineligible expenses associated with vandalism in net
development asts thereby inflating costs that were passed on to the resale buyer.

EHOP-Dallas Provided
Excessive Rsale HomeBuyer
Enforcement Notes

EHORDallasroutinely provided resale honfreiyer enforcement notes that
exceeded the amount required undemijfteement. The homebuyer enforcement
note was forgiven if the resale buyer remained irnthme for the required period.
If the buyer moved out before the required periodbtheer wasequired taepay
HUD a prorated portion of the note amount.

EHORDallas increased the amounts of helnogrer enforcement notes as a form of
subsidy to assist buyers who did hatve enougmoneyfor adowrpayment owho
could not qualify for a mortgage at tresaleprice. EHOR-Dallasprovided the
additional subsidy from its own funds as a way to carryt@iprogram. It also
offeredup t0$20,000 homebuyer enforcement notes a sales incentive to help
moveproperties that were not otherwise selling.

Excessive hombuyer enforcement notes providedale buyers witincreased
equity in homesIn some cases, EHGPallas provided such funds when it spent
more on the property than it was wortfhis practice could result in a resale buyer
being obligated to repay HUD more than the intended amountbigferdid not
reside in the home for thequaired period. EHORDallascommented that lost
money on this program buanted to honor its commitment to an underserve
community.

EHOP-Dallas submitted documentation of its costs and related calculations to HUD
for each property it acquired undbetprogram. Through reviewing this

1 Section 5.5(b) othe agreement required the resale hdmger enforcement note to bean amount equal to

the difference between the resale price and the fair market value of the propeetiirae of resale.
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documentation, HUD should have been aware of this practice, yet{BXd{l#3 said

thatHUD had ot commented on it. HU® primary monitoring objective was
ensuringhatEHOR-Dallas did not make excess profituponreseld) D6 s sy st em
for capturing cost and price data for the program concentrated on excess profit rather
than the terms defined in the agreement, making it difficult for HUD to identify
excessivdnomebuyer enforcementnoteBlonet hel ess, H@Bés moni
ensurehatparticipants operate according to the program requirements.

EHORDallas should limit thétomebuyer enforcement note to the required amount
and classifyseparateladditional subsidyhatit provides

EHOP-Dallas Exceeded Resale
Time Limitation s

HUD required EHOMDallas to resell 75 percent of homes within 12 months of
acquisition and 1@percentof homes within 18 montifs As of October 8, 2008,
EHORDallas had resold 166 of the 199 properties it acquired under the program;
it still had 33 properties in inmory, all of which exceedethe 12month

requrement and 2»f whichexceea@dthe 18month requirement. Of the 199
propertiesp6 (332 percent) and 35 (16 percent) were held longer than the 12

and 18month time limitations, respectively

Because the agreement did not allow for alternative means of disposition- EHOP
Dallas continued to offer éhcompleted properties for sdlet also continued to

incur hdding costs, thereby increasing net development costs and the related
development fee and decreasing the amount of equity that could be passed on to
the resale buyerEHOR-Dallaswas unable to sell homes within established
deadlines because (#H)JUD did nd approve demolition(2) buyers were unable to
obtain financing, or (3) other markesralitions impacted sales

HUD Did Not ApproveDemolition

According to EHOPDallas, hree ofits properties should have been demolished.
Conceptuallystaff saidit made no sense f@HORDallasto rehabilitate the
properties.Further, they believedhait ey could have demolished the properties
and rebuilt them to provide a better useful life of the propdetyfORDallas
requested HUD to approvkemolition butHUD did not approve the request
Eventually, EHOPDallas rehabilitated the properties at considerable expense
with limited benefits. In one exampiéexceeded the IBonth resale deadline
because of the delays and extensive rehabilitation work. dtregat $90,319 in
rehabilitation costs on a property it purchased for $1 from HUD in October 2005.
The property appraised and sold for $87,500 in November 2007.

2 Section 5.4 of the Asset Control Area agreement between HUD and -BX(Ri3.
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Prospective ByersWere Unable toObtain Financing

EHORDallas statedhatit had difficulty with prospective buyers being able to
obtain financing. For example, it could not sell one of its condominiums that was
under contract twice because lenders would not finance properties in that
neighborhood. Thisituationled EHORDallas to request arrgceive an

amendment removing condominiums from the agreement.

In other cases, EHOPallas held open houses to attract potential buybish
generated intereamong neighborhood residemtbo wanted to rent the homes
rather than purchase them. EHORIlas statedhatit preferred not to enter the
rental business but requested that HUD allow it to enter into-frasbase
arrangements on propertigmtit could not sell to eligible buyers.

Market GnditionsimpactedSales

Therehad beera declinen the local housing market over the past two years. The
decline affected the number of homes sold and median sale prices. According to
one report, local real estate agents sold 14 percest fesmes in 2008 than in

2007 inaddition to an 8 percent dew in 2007. Furthethelocal median sales

price dropped to $140,580 in October 2008 from a high of $158,000 in June 2007.
EHORDallas attributed part of its difficultiyn selling the properties a timely
mannerto the housing market conditions.

HUD staff preferred that EHOBallas not meet the resale deadlinsherthan
resell to ineligible buyers or those who could not afford the homes. HUD should
consider revising the agreentdo address the issue of unsalgiieperties.

EHOP-Dallas Included
Ineligible Expenses in Net
Development Costs

Of the 14 property files reviewetive contained documentation of some type of
casualty losgenerallyresulting from theft or vandalisntor example, irtwo cases,
theinitial rehabilitation contact included new central air conditioning units, which
werelaterstolen. Net development costs on these properties included both the
original units and theeplacement units, with costs ranging fr$in600 t0$3,500
each. EHORDallas includedoththe original rehabilitation cosind theexpenses
associated with the theft in net development costs.

At another property, a water leak in an adjacent property caused damage to EHOP
Dal | as 6s p rDallasenmadeyhe necefsahyr&pairs and includezbien

net development costs instead of pursuing a claim against the owner of the
neighboring property.



Only expenses specifically identified in the agreement as eligible could be included
in the calculation of net development cds&HORDallas apprpriatelyincluded

the cost of insurance premiumsedigible holding costs, yet chose not to submit
insurance claims for the lossddazard insurancgremiums were eligible expenses
but the insurance deductibles and theft or casualty losses were not.

By including these ineligible expenses in net development costs, 143

passed the costs on to resale buyers and overstated its fees. However, its practice of
regularly providing excess subsidy to resale buyers generally prevented it from
realizingexaess profit upon resale.

HUD staff expressed tolerance for including limited amounts of expenses
associated with vandalism and insurance deductibles in net development costs.
However, the agreement prohibited the inclusion of these expenses.- EHOP
Dallasshould not include expenses associated with casualty losses in its
calculation of net development costs. If HUD wishes to allow these expenses, it
should revise the agreement accordingly.

Conclusion

EHORDallas managed therogram well and achieved the program objectives.
Despite its good faith efforts, EHGIPallas did not meet the resale deadlines
established in the agreement and continued to incur holding costs on the
properties it could not sell. It also provided exoesBomebuyer enforcement

notes to resale buyers and included ineligible expenses associated with casualty
losses in net development costs. HUD should address these technical
noncompliance issues with specific policy guidance.

Recommendations

Werecommendhat the Assistant Secretary téousing Federal Housing
Commissioner

1A. RequireEHORDallas to calculattomebuyer enforcement notes as defined
in the agreement and to classify and repeparatelyany additional fundghat
it provides.

1B. Revise the agreement to allow for alternative disposition methods when
participants are unable to resell rehabilitated properties to eligible buyers
within a reasonable period.

1C. Require EHOFDallas to excludexpenses associated with casualty logse
its calculaion of net development costs.

¥ Only costs specifically included in Exhibit 8 of the Asset Control Area agreement between HUD and EHOP

Dallas may be included in calculating wietvelopment costs.
8



SCOPE AND METHODOLOGY

We conducted the audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, afgropria
evidence to provide a reasonable basis for our findings and comdumseed on our audit

objective We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective.

We conducted the aiicht EHORD a |l | as 6s of f i caadsinourmfficBia Forta s |, Texe
Worth, Texasfrom August 2008 to January 2009. Téedit period was calendar years 2006

and 2007, which we modified to include the most current information relateldeheresale

timeframe requirements were meto achieve the audit objectiwee

e Obtained and revieweaslevant laws, draft regulations, HUD standard operating
procedures, the program agreement, audit reports, and HUD monitoring review reports.

e Reviewedproperty and buyerecords for a representative istatistical sample of
propertiegshatEHOPR-Dallas rehabilitated and resold during the audit period. We
reviewed supporting documentation for development costs, market value, and resale
buyer eligibility.

e Inspected and photographaadhorstatistical samplef rehabilitated properties, including
both unsold inventory and resold homes.

¢ Interviewedstaff at EHOPDallas, the Fort Wortlffice of Single Family Housing, the
Denver Fomeownership @nter, and HUheadquarters.

¢ Obtained data showing acquisition and resale dates for the properties acquired under the
agreement and aged the data to determine holding periods.

¢ Performed public records searches to identify any potential conflicts of interest.

We used data provided by EH@Rllas to determine its compliance with the resale time
limitations. The data covered the period from October 4, 2005, through October 8,\2@08.
tested the data for reliabilityy tracing data elements to source docuntimta We determined
the catawere sufficiently reliable as a basis for audit testing and reporting.

We selected a representative nonstatistical samglé icdms for reviewof 140 properties

closed during the audit perio&ince the sample was randomly selected, we expect the results to

be representative &HORDallass operations. The resulting sample size atidauditors to

complete the assignmeintthe time allotted We used a judgment sample for the property
inspectons by requesting EHGPal | asds construction manager to
properties throughout its asset control area. We inspected and photographed three sold homes

and eight inventory homes and viewed and photographed an addliidmaines from thetreet.

*  We assessed reliability using Government Accountability Off&:&0) guidelines in publication GAD3-

273G, Assessing the Reliability of CompuEnocessed Data
9



INTERNAL CONTROLS

Il nternal control i's an integral component of
reasonable assurance that the following objectives are achieved:

e Effectiveness and efficiency of operations,
e Reliability of financial eporting, and
e Compliance with applicable laws and regulations.

Il nternal controls relate to managementos pl an
mission, goals, and objective$heyinclude the processes and procedures for planning,

organizing, directing, and controlling program operatiassvell agthe systems for measuring,

reporting, and monitoring program performance.

Relevant Internal Controls

We deermined the following internal controls werdevant to our audit objective

e Program operatioris Policies and procedurdéisatmanagement implemented to
reasonably ensure that its program met its objectives.

e Validity and reliability of datd Policies and proceduréisatmanagement
implemented to reasonably ensure that valid and reliablexge¢aobtained,
maintainedand fairly disclosed in reports.

e Compliance with laws and regulatioh$olicies and procagresthatmanagement
implemented to reasonably ensure that its resourcevasseonsistent with laws and
regulations.

We assessed the relevant controls identified above.

A significant weakness exists if management controls do not provide reasonataleGssu

that the process for planning, organizing, directing, and controlling program operations will
meet the organizationds objectives.

Significant Weaknesses

We did not identify any significant weaknesses in the controls we assessed.

1C



APPENDIX

Appendix A
AUDI TEE COMMENTS AND Ol

Ref to OIG Evaluation Auditee Comments

G6S EVAL

N/ .
& Enterprise

EHOP-DALLAS

100 N. Central Expressway February 3, 2009
Suite 1299
Dallas, TX 75201

Tel 214.651.7789
Fax 214.651.7231
Mr. Gerald R. Kirkland
Regional Inspector General
U.S. Department of Housing and Urban Development

Mark McDermott 819 Taylor Street, Suite 13A09

Chairman of the Board Fort Worth, TX 76102

Lorenzo S. Littles RE: EHOP-Dallas, Inc. Asset Control Area Program (“"ACA”) Audit
President

Dear Mr. Kirkland:

Faith E Thomas Attached is EHOP-Dallas, Inc.’s ("EHOP”) response to Findings of draft
Secretary Audit Report Number 2009-FW-100X of the ACA program in Dallas.

Please let us know if you have any questions or wish to discuss these
matters further.

Michael McNeely

Treasurer Yours truly,

William R. Frey \ .

Board Member — Lorenzo S/ Littles
President

Attachment
Rafael Cestero
Board Member

Cc: Richard Pine
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Response to OIG Audit Report Number: 2009-FW-100X
Page 1 of 6

\ .
i\ /iEnterprlse‘"

EHOP-DALLAS

RESPONSE TO OIG AUDIT REPORT NUMBER: 2009-FW-100X

Finding 1: EHOP-Dallas Achieved Program Objectives but Did Not

Fully Comply with Requirements

Although EHOP-Dallas administered its program in an effective manner, it did not comply
with three aspects that require resolution. Specifically, EHOP-Dallas resold properties
with homebuyer enforcement notes that exceeded the amount allowed under the
agreement’. In doing so, it essentially provided gift funds to the resale buyer, provided
resale buyers with excess equity, and incurred losses on the properties. In addition, it did
not resell 75 percent of homes within 12 months of acquisition or 100 percent of homes
within 18 months as required. Further, rather than make claims against its insurance
policy, EHOP-Dallas included the cost of replacement air conditioners and other ineligible
expenses associated with vandalism in net development costs, thereby inflating costs that
were passed on to the resale buyer.

EHOP-Dallas Provided Excessive Resale Home-Buyer Enforcement Notes
EHOP-Dallas routinely provided resale home-buyer enforcement notes that exceeded the
amount required under the agreement. The home-buyer enforcement note was forgiven
if the resale buyer remained in the home for the required period. If the buyer moved out
before the required period, the buyer was required to repay HUD a prorated portion of the
note amount.

EHOP-Dallas increased the amounts of home-buyer enforcement notes as a form of
subsidy to assist buyers who did not have enough money for a downpayment or who
could not qualify for a mortgage at the resale price. EHOP-Dallas provided the additional
subsidy from its own funds as a way to carry out the program. It also offered up to
$20,000 home-buyer enforcement notes as a sales incentive to help move properties that
were not otherwise selling.

Excessive home-buyer enforcement notes provided resale buyers with increased equity in
homes. In some cases, EHOP-Dallas provided such funds when it spent more on the
property than it was worth. This practice could result in a resale buyer being obligated to
repay HUD more than the intended amount if the buyer did not reside in the home for the
required period. EHOP-Dallas commented that it lost money on this program but wanted
to honor its commitment to an underserved community. If EHOP-Dallas ensured that
home-buyer enforcement notes did not exceed the required amounts, it could reduce its
losses from operating the program.

EHOP-Dallas submitted documentation of its costs and related calculations to HUD for
each property it acquired under the program. Through reviewing this documentation,
HUD should have been aware of this practice, yet EHOP-Dallas said that HUD had not
commented on it. HUD's primary monitoring objective was ensuring that EHOP-Dallas did
not make excess profit upon resale. HUD's system for capturing cost and price data for
the program concentrated on excess profit rather than the terms defined in the

' Section 5.5(b) of the agreement required the resale homebuyer enforcement note to be in an

amount equal to the difference between the resale price and the fair market value of the property
at the time of resale.
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Comment 1
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