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HIGHLIGHTS

What We Audited and Why

We audited the State of Indiana’ s (State) HOME Investment Partnerships
Program (Program). The audit was part of the activitiesin our fiscal year 2010
annual audit plan. We selected the State based upon our analysis of risk factors
relating to Program grantees in Region V' sjurisdiction. Our objectives wereto
determine whether the Indiana Housing and Community Development Authority
(Authority), the administrator of the State’ s Program, complied with the U.S.
Department of Housing and Urban Development’s (HUD) requirementsin its use
of Program and American Dream Downpayment Initiative (Initiative) funds to
provide interest-free second mortgage loans to home buyers through the State’s
First Home/PLUS program and its use of recapture provisions for First
Home/PLUS activities (activity).

What We Found

The Authority did not comply with HUD’ s requirementsin its use of Program and
Initiative funds to provide interest-free second mortgage loans to home buyers
through the State' s First Home/PLUS program and its use of recapture provisions
for activities. It (1) lacked sufficient documentation to support that homes



purchased under the First Home/PLUS program met HUD' s property standards
requirements, (2) did not implement appropriate recapture provisions for all of the
activities reviewed, (3) did not ensure that the State’ s Program was reimbursed for
Program or Initiative funds used for activities in which the ownership of homes
was later transferred through foreclosures, and (4) did not reimburse the State’s
treasury account for Program funds used for activities that were later terminated.
Asaresult, (1) it was unable to support its use of more than $803,000 in Program
or Initiative funds, (2) its Program was not reimbursed more than $130,000 in
Program or Initiative funds used for 32 activities in which the ownership of the
homes was later transferred through foreclosures, and (3) its treasury account was
not reimbursed more than $8,000 in Program funds used for activities that were
terminated. Further, the Authority isat risk of being required to reimburse the
State’ s Program additional non-Federal funds if the ownership of additional
homes acquired under the First Home/PLUS program is transferred through
foreclosures.

What We Recommend

We recommend that the Director of HUD’ s Indianapolis Office of Community
Planning and Devel opment require the State to (1) provide sufficient supporting
documentation or reimburse its Program more than $803,000 from non-Federal
funds, (2) reimburse its Program more than $130,000 from non-Federal funds for
activities in which ownership of the homes was transferred through foreclosures,
(3) reimburse its treasury account more than $8,000 from non-Federal funds for
the activities that were terminated, (4) revise its consolidated plan and action plan
to include the recapture provisions the Authority uses for the First Home/PLUS
program or require the Authority to revise the recapture provisions it uses for the
First Home/Plus program to comply with the recapture provisionsin the State’s
consolidated plan and action plan, and (5) implement adequate procedures and
controlsto address the findings cited in this audit report. These procedures and
controls should help to ensure that over the next year, the State appropriately
recaptures Program and/or Initiative funds and/or reimburses its Program from
non-Federal funds for nearly $124,000 in Program and/or Initiative funds used for
homes acquired under its First Home/PLUS program in which ownership would
be transferred due to foreclosures.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06, REV-3.
Please furnish us copies of any correspondence or directives issued because of the
audit.



Auditee’s Response

We provided our discussion draft audit report and/or supporting schedules to the
executive director of the Authority, the chairman of the board, and/or HUD’ s staff
during the audit. We held an exit conference with the Authority’s executive
director on January 6, 2011.

We asked the Authority’ s executive director to provide comments on our
discussion draft audit report by January 10, 2011. The executive director
provided written comments, dated January 7, 2011. The executive director
generaly disagreed with our findings, but partialy agreed with our
recommendations. The complete text of the written comments, along with our
evaluation of that response can be found in appendix B of this audit report.
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BACKGROUND AND OBJECTIVES

The Program. Authorized under Title Il of the Cranston-Gonzalez National Affordable Housing
Act (Act), as amended, the HOME Investment Partnerships Program (Program) is funded for the
purpose of increasing the supply of affordable standard rental housing; improving substandard
housing for existing homeowners; assisting new home buyers through acquisition, construction,
and rehabilitation of housing; and providing tenant-based rental assistance. The American
Dream Downpayment Assistance Act established a separate funding formulafor the American
Dream Downpayment Initiative (Initiative) under the Program to provide downpayment
assistance, closing costs, and rehabilitation assistance to eligible first-time home buyers.

The State. The Indiana Housing and Community Development Authority (Authority)
administers the State of Indiana s (State) Program. The Authority was created in 1978 by the
Indiana General Assembly and is a quasi-public financially self-sufficient statewide government
agency. Itisgoverned by a seven-member board of commissioners (board) consisting of the
State' s lieutenant governor, the State’ s treasurer, and the Indiana Finance Authority’s public
finance director. The board includes four other members appointed to 4-year terms by the

State’ s governor. Itsmission isfor every resident of the State to have the opportunity to livein
safe, affordable, good-quality housing in economically stable communities. The Authority’s
Program and Initiative records are located at 30 South Meridian Street, Indianapolis, IN.

The following table shows the amount of Program and Initiative funds the U.S. Department of
Housing and Urban Development (HUD) awarded the State for program years 2006 through
2010.

Program ‘ Program ‘ Initiative
year funds funds
2006 $15,482,872 $335,426
2007 15,519,476 316,513

2008* 15,012,167 127,867
2009 16,710,924
2010 16,699,875

Totals $79,425,314 $779, 806

* Program year 2008 was the last year HUD awarded
Initiative funds to the State.

The First Home/PLUS Program. As of September 25, 2009, the State's First Home/PLUS
program provides qualified households an interest-free loan for 6 percent (10 percent for
disabled households) of the purchase price or appraised value of the property, whichever isless,
not to exceed $7,500 ($14,999 for disabled households), for downpayment assistance and closing
costs. The Authority uses Program or Initiative funds to pay for the downpayment assistance and
closing costs and secures the interest-free |oan through a second mortgage. The interest-free
loan for downpayment assistance and closing costs can only be provided in conjunction with a
government-insured first mortgage through the State’ s First Home program. A participating
lender performs a preliminary review to determine whether a household and a property meet



HUD’ s requirements and qualify for the First Home and First Home/PLUS programs. A
participating lender then submits the information to the Authority for approval. The Authority
reviews the information and assigns a reservation number and date for an approved loan. The
reservation date assigned to aloan is the date the participating lender submitted the information
to the Authority. U.S. Bank National Association (U.S. Bank), the master servicer for the
Authority’ s First Home Program, purchases the government-insured first mortgage from the
participating lender within 30 days of the loan’s closing.

Our objectives were to determine whether the Authority complied with HUD’ s requirementsin
its use of Program and Initiative funds to provide interest-free second mortgage |oans to home
buyers through its First Home/PLUS program and its use of recapture provisions for First
Home/PLUS activities (activity).



RESULTSOF AUDIT

Finding 1. The Authority Lacked Adequate Controls Over the First
Home/PLUS Program To Ensure That Activities Met HUD’ s Property
Standards Requirements

The Authority did not comply with HUD’ s requirementsin its use of Program and Initiative
funds to provide interest-free second mortgage loans to home buyers through the State’s First
Home/PLUS program. It lacked sufficient documentation to support that homes purchased under
the First Home/PLUS program met HUD’ s property standards requirements. This weakness
occurred because the Authority lacked adequate procedures and controls over the State’ s First
Home/PLUS program to ensure that it appropriately followed HUD’ s requirements. Asaresult,
it was unable to support its use of more than $803,000 in Program or Initiative funds for
activities without sufficient documentation to demonstrate that homes met HUD' s property
standards requirements.

The Authority L acked
Sufficient Documentation To
Support ItsUse of More Than
$800,000 in Program and/or
Initiative Funds

We reviewed 64 of the 1,106 activities in which the Authority drew down and
disbursed Program or Initiative funds from July 1, 2008, through March 31, 2010.
The Authority used $307,262 in Program or Initiative funds for the 64 activities.

HUD’sregulations at 24 CFR (Code of Federal Regulations) 92.251(a)(2) state
that housing acquired with Program funds must meet all applicable State and local
housing quality standards and code requirements. If there are no such housing
quality standards or code requirements, the housing must meet HUD’ s housing
quality standards. HUD’ sregulations at 24 CFR 92.508(a) state that a
participating jurisdiction must establish and maintain sufficient records to
demonstrate that each activity meets the property standards of 24 CFR 92.251.
Section 92.508(c)(4) states that written agreements must be retained for 5 years
after the agreement terminates. HUD’ sregulations at 24 CFR 92.612(b) state that
housing assisted with Initiative funds must meet the property standards contained
in 24 CFR 92.251. HUD’sregulations at 24 CFR 92.616(i) state that the record-
keeping requirements contained in 24 CFR 92.508 apply to activities assisted with
Initiative funds.

HUD’s HOMEfires, volume 6, number 2, states that pursuant to 24 CFR
92.504(a), a participating jurisdiction is responsible for managing the day-to-day



operations of its Program, including compliance with property standards
applicable to Program units. They must perform inspections of Program units
purchased with Program or Initiative funds. Participating jurisdictions may not
rely on independent inspections performed by any party not under contract to the
participating jurisdiction. Third parties such as consumer inspectors or Federal
Housing Administration (FHA) appraisers are not contractually obligated to
perform the participating jurisdictions’ obligations. Their inspections cannot be
used to determine compliance with Program or Initiative property standards
requirements.

Contrary to HUD’ s requirements, the Authority lacked sufficient documentation
to support that homes for 9 of the 64 activities reviewed met HUD’ s property
standards requirements. 1t used $48,391 in Program or Initiative funds for the
nine activities. All nine of the activities involved the purchase of new
construction homes. The Authority’ s single family director said that the
Authority did not have inspections performed on any of the new construction
homes purchased under the First Home/PLUS program. It relied on FHA
compliance or occupancy inspections performed by the cities or counties where
the new construction homes were located. Therefore, we reviewed an additional
129 activities in which the Authority used Program or Initiative funds from July 1,
2008, through May 11, 2010, to assist in the purchase of new construction homes
under the First Home/PLUS program. The Authority also lacked sufficient
documentation for the additional 129 activities to support that it used $755,054 in
Program and Initiative funds for homes that met HUD’ s property standards
requirements. The table in appendix D of this report shows the 138 activities for
which the Authority did not have sufficient documentation to support that homes
met HUD’ s property standards requirements.

Further, the Authority had inspections for the remaining 55 activities we initially
selected for review. The inspections were performed by third-party inspectors.
However, the Authority could not provide contracts with the inspectors that were
effective at the time that the inspectors inspected 23 of the homes. The Authority
used $91,086 in Program or Initiative funds for the 23 activities.

The Authority L acked
Adequate Proceduresand

Controls

The weaknesses regarding the Authority’ s lacking sufficient documentation to
support that activities met HUD' s property standards requirements and contracts
with inspectors were effective at the time that the inspectors inspected homes
occurred because the Authority lacked adequate procedures and controls over its
First Home/PLUS program to ensure that it appropriately followed HUD’ s
requirements.



Conclusion

As previoudly stated, the Authority did not have inspections performed on any of
the new construction homes purchased under the First Home/PLUS program
because it relied on FHA compliance or occupancy inspections performed by the
cities or counties where the new construction homes were located. Further, the
Authority’s staff attorney stated that HUD’ sregulations at 24 CFR 200.170(a)(1)
require FHA compliance inspections on all FHA-insured single-family new
construction. The Authority was not aware that HUD’s HOMEfires, volume 6,
number 2, prohibited participating jurisdictions from relying on independent
inspections, such as FHA compliance inspections, performed by any party not
under contract to the participating jurisdiction.

The Authority’ s single family director stated that once the Authority executed
current contracts with the inspectors it discarded the prior contacts with the
inspectors. The assistant single family director and a single family underwriter
were not aware that HUD’ sregulations at 24 CFR 92.508(c)(4) required written
agreements to be retained for 5 years after the agreements terminated.

As previously mentioned, the Authority lacked adequate procedures and controls
over its First Home/PLUS program to ensure that it appropriately followed

HUD’ srequirements. It was unable to support its use of more than $803,000 in
Program or Initiative funds for the 138 activities without sufficient documentation
to demonstrate that homes met HUD’ s property standards requirements.

Recommendations

We recommend that the Director of HUD’ s Indianapolis Office of Community
Planning and Development require the State to

1A.  Provide sufficient supporting documentation or reimburse its Program
from non-Federal funds, as appropriate, for the $803,445 in Program or
Initiative funds used for the 138 activities for which it did not have
sufficient documentation to demonstrate that the homes met HUD’ s
property standards requirements.

1B.  Implement adequate procedures and controls to ensure that all homes are
inspected by the Authority or athird party contracted by the Authority to
ensure that the homes meet HUD' s property standards requirements and it
maintai ns sufficient documentation to support that inspections are
conducted in accordance with HUD’ s requirements.



1C. Implement adequate procedures and controls to ensure that the Authority
maintains all contracts with third-party inspectors for at least 5 years after
the contracts terminate.

10



Finding 2: The Authority Lacked Adequate Controls Over the First
Home/PLUS Program To Ensure That A ppropriate Recapture Provisions
Were Used for Activities

The Authority did not comply with HUD’ s requirementsin its use of recapture provisions for
activities. It did not implement appropriate recapture provisions for all 64 of the activities
reviewed, did not ensure that the State’ s Program was reimbursed for Program or Initiative funds
used for activities in which the ownership of homes was later transferred through foreclosures,
and did not reimburse the State’ s treasury account for Program funds used for activities that were
later terminated. These weaknesses occurred because the Authority lacked adequate procedures
and controls over the State’ s First Home/PLUS program to ensure that it appropriately followed
HUD’s requirements. Asaresult, the State’ s Program was not reimbursed more than $130,000
in Program or Initiative funds used for 32 activities in which the ownership of homes was later
transferred through foreclosures, and the State’ s treasury account was not reimbursed more than
$8,000 in Program funds used for activities that were terminated. Further, the Authority is at risk
of being required to reimburse the State’ s Program additional non-Federal funds if the ownership
of additional homes acquired under the First Home/PLUS program is transferred through
foreclosures. Based on our sample, we estimate that over the next year, the State will not
recapture Program and/or Initiative funds and/or reimburse its Program from non-Federal funds
for nearly $124,000 in Program and/or Initiative funds used for homes acquired under its First
Home/PLUS program of which ownership would be transferred due to foreclosures.

The Authority Did Not
Implement Appropriate
Recapture Provisionsfor Its
Activitiesand Did Not
Reimbur se the State's Program
From Non-Federal Funds

We reviewed 64 of the 1,106 activities in which the Authority drew down and
disbursed Program or Initiative funds from July 1, 2008, through March 31, 2010.
The Authority used $307,262 in Program or Initiative funds for the 64 activities.

HUD’ sregulations at 24 CFR 91.220 state that if a participating jurisdiction
intends to use Program funds for home buyers, it must state the guidelines for
resale or recapture, asrequired in 24 CFR 92.254, in its action plan. HUD’s
regulations at 24 CFR 92.254(a)(4) state that Program-assisted housing must meet
HUD’ s affordability requirements. Section 92.254(a)(5) states that to ensure
affordability, a participating jurisdiction must impose either resale or recapture
provisions that comply with the standards of section 92.254(a)(5) and include
those provisionsin its consolidated plan. Section 92.254(a)(5)(ii) states that in
establishing its recapture provisions, the participating jurisdiction is subject to the
limitation that when the recapture provision is triggered by a voluntary or

11



involuntary sale of the housing unit and there are no net proceeds or the net
proceeds are insufficient to repay the Program investment due, the participating
jurisdiction can only recapture the net proceeds, if any. HUD’ sregulations at 24
CFR 92.612(c) state that housing assisted with Initiative funds must meet the
affordability requirements contained in 24 CFR 92.254(a).

HUD’s HOMEfires, volume 5, number 2, states that for Program-assisted home-
buyer projects with recapture provisions, the amount of Program funds required to
be repaid in the event of foreclosure is the amount that would be subject to
recapture under the terms of the written agreement with the home buyer. If the
recapture agreement requires the entire amount of the Program investment from
the home buyer or an amount reduced pro rata based on the time the homebuyer
has owned and occupied the housing measured against the affordability period,
the amount required by the agreement is the amount that must be recaptured by
the participating jurisdiction for the Program. If the participating jurisdiction is
unable to recapture the funds from the household, it must reimburse its Program
in the amount due pursuant to the recapture provisions in the written agreement
with the home buyer.

The State’ s consolidated plan for 2005 through 2009 and action plan for 2009
state that the amount to be recaptured is based on a pro rata shared net sale
proceeds calculation. If there are no proceeds, there is no recapture. Any net sale
proceeds that exist would be shared between the recipient and the beneficiary
based on the number of years of the affordability period that have been fulfilled,
not to exceed the original Program investment.

Contrary to HUD’ s requirements and the State’ s consolidated plan and action
plan, the Authority did not ensure that it implemented appropriate recapture
provisions for all 64 of the activitiesreviewed. The Authority’s mortgage
revenue bond program guides, dated March 2007 and January 2010, state that the
First Home/PLUS program offers downpayment assistance in the form of aloan
secured by a second mortgage to certain qualified borrowers. For al loans
reserved after May 2, 2007, there is no loan forgiveness associated with the
second mortgage if the borrower refinances or sells the home. The second
mortgage is due and payable immediately. Further, the promissory notes, which
were secured by second mortgages, between the Authority and the home buyers
required the home buyers to repay the entire amount of downpayment assistance
at or before maturity of the loan. The promissory notes define maturity as the sale
of the property, the payoff or refinancing of the first mortgage on the property, or
the home buyer’s changing his or her principal place of residence from the
property purchased under the First Home/PLUS program. The promissory notes
did not contain language that limited the amount of Program or Initiative funds
the Authority could recapture to the net proceeds from the sale of the property.

U.S. Bank issued foreclosure notices for the homes of 3 of the 64 activitiesin
which the Authority drew down and disbursed Program or Initiative funds from
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July 1, 2008, through March 31, 2010. Ownership for two of the homes had been
transferred through the foreclosure process as of August 31, 2010. The Authority
did not receive any net proceeds from the sale of the homes or reimburse the
State's Program for the $7,000 in Program funds used for the two homes.
Therefore, we reviewed an additional 100 activitiesin which Program or Initiative
funds were reserved through the State’ s First Home/PLUS program after May 2,
2007, and U.S. Bank had issued foreclosure notices for the homes or referred the
homes for foreclosure as of August 31, 2010. Ownership for 30 of the homes had
been transferred through the foreclosure process as of September 30, 2010. The
Authority did not receive any net proceeds from the sale of the homes or
reimburse the State’ s Program for the $123,326 in Program or Initiative funds
used for the 30 homes. Thetable in appendix E of this report shows the activity
number, the date of closing, the date Program or Initiative funds were drawn
down for the activity in HUD’ s Integrated Disbursement and Information System
(System), the date the home was transferred through foreclosure, and the amount
of assistance provided for the 32 homes.

The Authority Did Not
Reimbursethe State's Treasury
Account More Than $8,000in
Program Funds Disbursed for
Two Terminated Activities

HUD’sregulations at 24 CFR 92.503(b)(2) state that any Program funds invested
in aproject that is terminated before completion, either voluntarily or otherwise,
must be repaid by a participating jurisdiction in accordance with section
92.503(b)(3). Section 92.503(b)(3) states that if the Program funds were
disbursed from the participating jurisdiction’ s treasury account, the funds must be
repaid to the participating jurisdiction’s HOME investment trust fund treasury
account (treasury account).

The Authority disbursed $8,300 in Program funds from its treasury account for
two activities that were later terminated. However, it did not reimburse its
treasury account from non-Federal funds for the more than $8,000.

The Authority disbursed $3,500 in Program funds on July 1, 2009, to Nichols
Mortgage Services (Nichols Mortgage) for activity number 25061. The activity
was terminated on July 23, 2009, when Nichols Mortgage informed the Authority
that it would transfer the $3,500 in Program funds to another lender to provide the
home buyer with the interest-free loan for downpayment assistance and closing
costs or would return the funds to the Authority. Nichols Mortgage was dissolved
on August 7, 2009, and did not inform the Authority that it transferred the $3,500
in Program funds to another lender or return the funds to the Authority. The
Authority’s staff attorney stated that a new lender would have had to resubmit the
household and property information to the Authority for approval and the

13



Authority would have assigned a new reservation number and date for the
approved loan. The Authority did not receive household and property information
from another lender and did not approve an interest-free loan for downpayment
assistance and closing costs for the household through another lender. However,
the Authority inappropriately reported activity number 25061 as completed in
HUD’s System. Further, the Authority provided $4,745 in Program fundsto a
different household for an interest-free loan for downpayment assistance and
closing costs to purchase the same property under activity number 25562. As of
December 17, 2010, the Authority had not reimbursed the State’ s treasury account
for the $3,500.

The Authority disbursed $4,800 in Program funds on November 5, 2009, to Bank
of Americafor activity number 25781. The activity was later terminated because
the loan did not meet the requirements of the First Home/PLUS program and U.S.
Bank would not purchaseit. On March 23, 2010, the Authority sent aletter to
Bank of America requesting the repayment of the nearly $5,000 by April 9, 2010.
On Jduly 20, 2010, we asked the Authority whether the Program funds had been
recaptured for activity number 25781. The Authority’sloan system specialist said
that the Program funds had not been recaptured. Therefore, on August 11, 2010,
the Authority sent another letter to Bank of America requesting the repayment of
the nearly $5,000 by August 23, 2010. On December 13, 2010, the Authority
received a check, dated November 15, 2010, from Bank of Americafor the nearly
$5,000. However, as of December 17, 2010, the Authority had not reimbursed the
State’ s treasury account for the nearly $5,000.

The Authority L acked
Adequate Proceduresand
Controls

The weaknesses regarding the Authority’ s not implementing appropriate recapture
provisions for its activities, not ensuring that the State’ s Program was reimbursed
for Program or Initiative funds used for activities in which the ownership of the
homes was later transferred through foreclosures, and not ensuring that the State’s
treasury account was reimbursed for Program funds used for an activity that was
later terminated occurred because the Authority lacked adequate procedures and
controls over the State’ s First Home/PLUS program to ensure that it appropriately
followed HUD’ s requirements.

The Authority’ s chief financial officer said that before May 2007, the Authority
forgave loans under the First Home/PLUS program at 20 percent per year over a
5-year affordability period as long as the home buyerslived in the homes. In May
2007, the Authority eliminated the 5-year affordability period and started
requiring home buyers to repay the entire loan due to (1) home buyer’s
refinancing the first mortgages on their homes in the fourth or fifth year of the
affordability period, repaying the Authority a small portion of the loan, and
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Conclusion

keeping the remaining equity and (2) the uncertainty of future Program funding
and the need to build up Program income. However, the Authority did not ensure
that the State incorporated the revised recapture provisions in its consolidated
plan or action plan. The chief financial officer said that the Authority
inadvertently omitted the revised recapture provisions from the consolidated plan
and action plan.

The Authority did not track activities to determine whether ownership was
transferred through foreclosures. U.S. Bank handled this process and reimbursed
the Authority for net proceeds, if any, from the sale of the homes. Further, the
Authority did not reimburse the State’ s Program for the Program and Initiative
funds used for the homes. The Authority’ s single family director stated that the
Authority was not aware that the recapture provisions contained in its written
agreements with the home buyers required it to do so. When the Authority
changed the recapture provisionsin May 2007, requiring the full recapture of
Program and Initiative funds, it did not intend or foresee that requiring the full
recapture would trigger an obligation on its part to recapture funds from the
households or reimburse the State’ s Program as aresult of atransfer of ownership
due to foreclosure.

The Authority’ s staff attorney stated that the Authority had not reimbursed the
State’ s treasury account for the nearly $5,000 in Program funds disbursed for
activity number 25781 since the Authority did not receive Bank of America’'s
repayment for the funds until December 13, 2010, and it takes time to process the
reimbursement.

As previously mentioned, the Authority lacked adequate procedures and controls
over the State’'s First Home/PLUS program to ensure that it appropriately
followed HUD’ srequirements. It did not (1) implement appropriate recapture
provisions for all 64 of the activities reviewed, (2) ensure that the State’ s Program
was reimbursed for the more than $130,000 in Program or Initiative funds used
for the 32 activities in which the ownership of the homes was later transferred
through foreclosures, and (3) reimburse the State’ s treasury account for the more
than $8,000 in Program funds disbursed for activity numbers 25061 and 25781
that were later terminated. Further, the Authority isat risk of being required to
reimburse the State’s Program additional non-Federal funds if the ownership of
additional homes acquired under the State's First Home/PLUS program is
transferred through foreclosures. If the State implements adequate procedures
and controls over its First Home/PLUS program to ensure compliance with

HUD’ s requirements regarding homes acquired under the First Home/PLUS
program in which ownership is transferred due to foreclosures, we estimate that
over the next year, the State will appropriately recapture Program and/or Initiative
funds and/or reimburse its Program from non-Federal funds totaling nearly
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$124,000. Our methodology for this estimate is explained in the Scope and
Methodology section of this audit report.

Recommendations

We recommend that the Director of HUD' s Indianapolis Office of Community
Planning and Development require the State to

2A.

2B.

2C.

2D.

Revise its consolidated plan and action plan to include the recapture
provisions the Authority uses for the First Home/PLUS program or require
the Authority to revise the recapture provisionsit uses for the First
Home/PLUS program to comply with the recapture provisionsin the

State’ s consolidated plan and action plan. If the State revisesits
consolidated plan and action plan, it needs to submit the consolidated plan
and action plan to HUD for approval.

Reimburse its Program $130,326 from non-Federal funds for the 32
activities in which ownership of the homes was transferred through
foreclosures.

Implement adequate procedures and controls to ensure that if the
ownership of additional homes acquired under its First Home/PLUS
program is transferred through foreclosures, the State recaptures the entire
amount of the Program or Initiative funds used for the activities through
the receipt of net proceeds from the sales of the homes and/or reimburses
its Program for the Program or Initiative funds provided to the home
buyers as appropriate. The procedures and controls should include but not
be limited to tracking all activities in which Program or Initiative funds
were reserved through the State's First Home/PLUS program after May 2,
2007, including the remaining activities for which U.S. Bank issued
foreclosure notices for the homes or referred the homes for foreclosure as
of August 31, 2010, to determine whether ownership of the homesis
transferred through foreclosures and recapturing the entire amount of the
Program or Initiative funds used for the activities. This measure will
ensure that over the next 12 months, the State will appropriately recapture
Program and/or Initiative funds and/or reimburses its Program from non-
Federal fundstotaing at least $123,768.

Reimburse its treasury account from non-Federal funds for the $8,300 in

Program funds the Authority inappropriately disbursed for activity
numbers 25061 and 25781.
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SCOPE AND METHODOLOGY

To accomplish our objectives, we reviewed

e Applicablelaws, HUD’ sregulations at 24 CFR Parts 35, 85, and 92; HUD’ s “Building
HOME: A Program Primer”; HUD’s HOMEfires, volume 5, numbers 2 and 5, volume
6, number 2, and volume 9, number 2; and HUD’ s Office of Community Planning and
Development Notice 07-06.

e The State’' sdatafrom HUD’ s System, consolidated plan for 2005 through 2009, action
plans for 2008 and 2009, and consolidated annual performance and evaluation report for
2008.

e The Authority’ s accounting records, audited financia statements for 2007 and 2008,
single audits for 2007 and 2008, Program data, activity files, contracts with inspectors,
policies and procedures, and organizationa chart.

e HUD'sfilesfor the State and datain HUD’ s Neighborhood Watch/Early Warning
System.

We dso interviewed the Authority’ s employees, U.S. Bank’s employees, Program participants, and
HUD’s staff.

Finding 1

We statistically selected 64 of the 1,106 activities in which the Authority drew down and disbursed
Program or Initiative funds from July 1, 2008, through March 31, 2010, to determine whether the
Authority used Program and Initiative funds for eligible activities. The 64 activities totaled
$307,262 in Program or Initiative funds. Our sampling criteria used a 90 percent confidence leve,
50 percent error rate, and precision of plus or minus 10 percent. The Authority lacked sufficient
documentation to support that homes for 9 of the 64 activities reviewed met HUD’ s property
standards requirements. All nine of the activities involved the purchase of new construction
homes. Therefore, we reviewed an additional 129 activities in which the Authority used
Program or Initiative funds from July 1, 2008, through May 11, 2010, to assist in the purchase of
new construction homes under the First Home/PLUS program.

Finding 2

We dtatistically selected 64 of the 1,106 activities in which the Authority drew down and disbursed
Program or Initiative funds from July 1, 2008, through March 31, 2010, to determine whether the
Authority implemented appropriate recapture provisions for its activities. The 64 activitiestotaled
$307,262 in Program or Initiative funds. Our sampling criteria used a 90 percent confidence level,
50 percent error rate, and precision of plus or minus 10 percent. Ownership for two of the homes
had been transferred through the foreclosure process as of August 31, 2010. The Authority did
not receive any net proceeds from the sale of the homes or reimburse the State’ s Program for the
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$7,000 in Program funds used for the two homes. Therefore, we reviewed an additional 100
activities in which Program or Initiative funds were reserved through the State’ s First
Home/PLUS program after May 2, 2007, and U.S. Bank issued foreclosure notices for the homes
or referred the homes for foreclosure as of August 31, 2010. Ownership for 30 of the homes had
been transferred through the foreclosure process as of September 30, 2010. The Authority did
not receive any net proceeds from the sale of the homes or reimburse the State’ s Program for the
$123,326 in Program or Initiative funds used for the 30 homes. Further, the homes for 13 of the
activites had a delinquent, pre-foreclosure acceptance plan, special forbearance, or bankruptcy
court clearance status as of August 31, 2010. In addition, one of the homesinvolved a
conventional mortgage that was not FHA-insured. The remaining 57 activities totaled $213,597 in
Program or Initiative funds.

To estimate the number of homes in foreclosure that would result in a sale and transfer of
ownership within the next year, we modeled the rates of conversion for homesin foreclosure to
sale and transfer of ownership within the State of Indiana. Loans for the homesin foreclosure
were grouped and modeled by the year of origination as the year of origination has been shown
to affect the length of time in foreclosure before aresale and transfer of ownership. Sale and
transfer of ownership patterns for homes in foreclosure from 2008 were used to model 2009
loans for the homes in foreclosure as these two years showed the same probability distribution
and the data for 2008 was more complete. To model the rates of conversion to sale and transfer
of ownership, we used histories from more than 881 foreclosed Indiana loans from HUD’ s FHA
databases to create a declining probability distribution (i.e., asurviva curve) for the State of
Indiana. The curve was compared with similar profiles from 26,408 United States loans. This
curve modeled the percentage of homes in foreclosure (S) which remained unsold at a given
number of months after going into foreclosure. Using this information, we estimated for each of
the State’ s 57 homesin foreclosure as of August 31, 2010, a home's likelihood of surviving
foreclosure to a certain point in time without going to sale and transfer of ownership. The
probability of going to sale and transfer of ownership was then multiplied times the amount of
Program or Initiative funds disbursed for each of the 57 homes. The total funds at risk were
summed to quantify the total amount of Program funds at risk. To estimate the probability that
an individual home would go to sale and ownership would be transferred, the survival at the time
of observation (S.,.r) Was compared with the survival probability 1 year from August 31, 2010
(Stutr), @nd the likelihood of sale and transfer of ownership (Ps,.) was computed as follows:

Stut
Poale = (1 — =

)

SCUI‘I‘

Based on our modeling, we estimated that over the next year, the State will not recapture
Program and/or Initiative funds and/or reimburse its Program from non-Federal funds for
$123,768 of the $213,597 in Program or Initiative funds used for the 57 homes acquired under its
First Home/PLUS program of which ownership would be transferred due to foreclosures. This
estimate is presented solely to demonstrate the amount of Program and/or Initiative funds that
could be put to better use over the next year on eligible activities if the State implements our
recommendation.
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In addition, we relied in part on data maintained by the Authority for its First Home/PLUS down
payment assistance program, datain HUD’ s Neighborhood Watch System, and sel ected data
from HUD’s Single Family Data Warehouse. Although we did not perform detailed assessments
of the reliability of the data, we performed aminimal level of testing and found the data to be
adequately reliable for our purposes.

We performed our onsite audit work from April through July 2010 at the Authority’ s office located
at 30 South Meridian Street, Indianapolis, IN. The audit covered the period July 2008 through
March 2010 and was expanded as determined necessary.

We conducted the audit in accordance with generaly accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate evidence
to provide areasonable basis for our findings and conclusions based on our audit objectives. We
believe that the evidence obtained provides a reasonable basis for our findings and conclusions
based on our audit objectives.
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INTERNAL CONTROLS

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

e Effectiveness and efficiency of operations,
e Reliability of financial reporting, and
e Compliance with applicable laws and regul ations.

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

Relevant | nternal Controls

We determined that the following interna controls were relevant to our audit

objectives:

o Effectiveness and efficiency of operations - Policies and procedures that
management has implemented to reasonably ensure that a program meets
its objectives.

. Reliability of financial reporting - Policies and procedures that
management has implemented to reasonably ensure that valid and reliable
data are obtained, maintained, and fairly disclosed in reports.

. Compliance with applicable laws and regulations - Policies and
procedures that management has implemented to reasonably ensure that
resource use is consistent with laws and regulations.

We assessed the relevant controls identified above.

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

Based on our review, we believe that the following item is a significant deficiency:

The Authority lacked adequate procedures and controls to ensure that (1) it
used Program or Initiative funds for activities in accordance with HUD’ s
requirements, (2) it implemented appropriate recapture provisions for
activities, (3) the State’' s Program was reimbursed for Program or Initiative
funds used for activities in which the ownership of the homes was later
transferred through foreclosures, and (4) the State’ s treasury account was
reimbursed for Program funds used for an activity that was later
terminated (seefindings 1 and 2).
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APPENDIXES

Appendix A
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SCHEDULE OF QUESTIONED COSTS
AND FUNDSTO BE PUT TOBETTER USE

Recommendation Funds to be put
number Ineligiblel/  Unsupported 2/ to better use 3/
1A $803,445
2B $130,326
2C $123,768
2D 8,300
Totas $138,626 $803,445 $123,768

Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity
that the auditor believes are not allowable by law; contract; or Federal, State, or local
policies or regulations.

Unsupported costs are those costs charged to a HUD-financed or HUD-insured program
or activity when we cannot determine eligibility at the time of the audit. Unsupported
costs require adecision by HUD program officials. Thisdecision, in addition to
obtaining supporting documentation, might involve alegal interpretation or clarification
of departmental policies and procedures.

Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an Office of Inspector General (Ol1G) recommendation is
implemented. These amounts include reductions in outlays, deobligation of funds,
withdrawal of interest, costs not incurred by implementing recommended improvements,
avoidance of unnecessary expenditures noted in preaward reviews, and any other savings
that are specifically identified. In thisinstance, if the State implements our
recommendation it will appropriately recapture Program and/or Initiative funds and/or
reimburse its Program from non-Federal funds.
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Appendix B

AUDITEE COMMENTSAND OIG’'SEVALUATION

Ref to OI G Evaluation Auditee Comments

Comments 1, 2,
and 3

Comments 1, 2,
and 3

ihcdaO0O®

January 7, 2011

v v E-MA 0w i v
Brent Bowen

Assistamt Regional Inspector General for Audit

United States Department of HUD-Office of Inspector General
7T West Jockson Boulevard, Room 2646

Chicago, Wlinos 60604

Re: Discussion Droft Auwdit Report on OIG's Audit of State of Indiana's HOME Investment
Partnerships Program (“HOME")

Dear Mr. Bowen,

Indiana Housing and Community Developmenmt Authority ("IHCDA™ or “we™ is in receipt of the
discussion draft audin report of HUD's Office of Inspector General (“OMG" or “you'™) dated December 27,
W0, As the Stie of Indiana's adminisirator of HOME funds, IMCDA has carefully reviewed the
discussion drafi audil report, and welcomes the opporiunity to provide comment, Please consider this
letter 1o be our official response.

Per your request, cur comments will indicale our agresment or disagreement with each specific finding
conlained in the discussion drofl. We will also provide an explanation supporting why we ogree or
disngree with these findings. Also per your request, these comments nddress each recommendation and
state how it will be implemented or why it is not necessary; or, we will present an allemative action and
show how the alternative action will cormect the problam which the recommendation was designed to fix.

We begin our response with (NG's Finding 1.

OIG Finding 1: ITHCDA Lacked Adequate Controls Over the First HomePLUS Program to Ensure
that Activities Met HUD's Property Standards Requirements

[HCDA Response to Finding 1: DISAGREE

O1G premises its conclusion in Finding | — that IHCDA lacked adequate controls over First Home/PLUS
= on the assertion that IHCDA could not provide sufficient documentation o support its use of HOME
funds in 136 cases. The comments which follow will demonsirate that this premise is incormect.
misleading and does not support Finding 1. The comments will further show thai even If HUD
determines that [HCD# lacked documentation, such lack of documentation does nol give rise to
Recommendation 1A {repayment of HOME funds), as this lack of documentation neither placed the
HOME funds in jespardy, nor caused HUD or the HOME funds recipient any damage.

Argument 1: The inspections conducted on the propertics met HUD's property standards
requirements, as sel oul in HUD regulations 24 CFR 92.251(a)(2) and 24 CFR 92.612(b).

HUD regulations setting property standards which must be maintained for properties receiving HOME
funds for acquisition can be found & 24 CFR 92.251(aW2) (for HOME) and 24 CFR 92.612(b) (for the
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Ref to OI G Evaluation

Auditee Comments

Comments 1, 2,
and 3

Comments 1, 2,
and 3

Janmuary T, 20001
Mr, Brent Bowen
Poge 2

American Dream Downpayment Initiative (“DREAM") funds, which IHCDA received through 2008),
Section 92.251(2)(2) of Title 24 states that all housing receiving HOME funds for acquisition *'must meet
all applicable Stote and local houwsing quality standards and code reguirements”,  IF there are no such
housing quality standords and code requirements, the housing must meel the housing quality standards in
24 CFR 9EZ.401. Properties funded by DREAM an: subject to the same requirements pursuant to 24 CFR
GL6IB).

In this cose, ONG does not dispute that State and local housing quality stondards and code requirements
cxisi. Therefore, IHCDA is responsible for ensuring that properties met all applicable Stale and bocal
housing quality slandards and code requirements prior o providing HOME funds in the form of
downpayment assistance (“DPA™).

Keep in mind the related fact that all properties receiving HOME funds in the form of DPFA must be
insured by the Federal Housing Administration (“"FHA"). For new construction to become FHA-insuned,
a HUD FHA inspector must complete an inspection and HUD Compliance Inspection Report Form
92061, FHA inspectors must meet the fllowing qualifications:

1. Have a minimum of three (3) years experience in one or more constraction related fislds;
2. Must be equipped with familiarity, experience and understanding of all aspects of
residential construction techniques and methods, particolardy as related o pew
comstruction andéor repairs of o stnsciural nature;
3. Possess on inspector’s state or local license or certification;
4. Read and fully understand FHA's inspection requirements, and any updates 1o those
requirements, including:
i.  HUD Handbook 4905.1 REV-] {Requirements for Existing Housing, One to
Four Family Units);
ii.  HUD Handbook 4910.1 (Minimum Property Standards for Houwsingl;
iii.  HUD Handbook 4145.1 REV-2 (Architectural Processing and Inspections for
Hame Mortgage Insurance);
iv.  HUD Handbook 4150.1 REV-] (Valuation Anolysis for Home Morgage
Insurance);
v.  HUD Handbook 4150.2 CHG-2 (Valuation Analysis for Home Morigage
Insurance for Single Family One- to Four- Unit Dwellings):
vi.  Permanen Feundations Guide for Manufactured Housing issued by Mongagee
7-36;
vii.  Applicable local, State, or Council of American Building Officials code(s); and
vill.  HUD requirements & 24 CFR 200.%26; and
5. Pass HUD's examination for inspectors.

Given the qualificstions of the FHA inspeciors, THCDA in eerain instances — parliculardy with new
construction - relied on the FHA inspection 1o verify compliance with HUD property standard
requirements.

It is important to note what the discussion draft report does not ossert. First, it does not allege that the
inspectors were not qualified to complete the inspections for properties receiving DPA; as it is, FHA
inspeciors conduct countless State and local housing quality standord and code requirement inspections
for HUL» every year in the Stale of Indiana. Second, the report does not assert that any of the 138
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Ref to Ol G Evaluation Auditee Comments

— AT
M. Brem Bow:n
Page §

Comments 1, 2, progeties thal received DPA lack evidence tat the inspection raquirements of 24 CFR 92.251{aW2) o1 24
and 3 CFR 92.612(b). ns applicable, were met.

Comments 1, 27 Tleerefvre, baved vn Ay Fwcls wol forell abuye aod e discoesion deall reports Cuilure i allege any

and 3 substantive deficiencies with regard to the inspectors or inspedions conducted on the 138
properfies, the inspections conducted on the properfies met HUD's property standards
requirements set ont in 24 CFR 92.251(aM2) and 24 CFR 92,6120,

Argument 2: IHCDAs reliance on FHA inspection reports prevented unnecessary waste of HOME
Funds.

Comments 1, 2, As stated in Argument | above, sach of the 138 properties in cuestion was inspecied as par. of the DPA
and 3 fundisg process. The discussion draft repos questions neither the qualifications of the inspectors nor the
accursey of the inspections.  As communicited 1o the OIG auditors, THIDA e intant in na conductng

inspestions on properties that hid recently been inspected by an FHA inspector was to present
unnecessary duplication of effons ond waste of HOME funds. In other words, because HUL's own FAA
inspectors conduct new construction ingpedions according 10 HUDs propenty siandards mouiremes,
IHCDA saw liitle to no incremertal volue in sendirg on “IHCDA inspector” to the same property o
condect the same inspection.  On the other hand, the costs of doing so were dear; extn expense of
HOME funds, delaved closings, and the possible negative public perception of government duplication

und wusls.

Dunng the onsite portion of the audit, OIG proviced some justification for the reguirement that an
IHCMA inspestor inspect the propery, egardless of whether an FHA  ingpection had  oecnmed
Specifically, OIG suggested to THCDA that an FHA inspecior contrazied by another party, like the
participating lender, could be improperly influenced oy that other party, O1G presented nc evidence o
give credence 0 this being anything more than a hypothetical.  Even sssuming than HUD's own FAA
inspeciors were improperly influenced on zach of he 138 properties in question — o highly unlikely
pssumpdion — we find it bard to make the leop that had these inspectors been under contract with IHCDA,
they would have been deterred from acting unlawfilly. A peron willing 1o accept a bribe 1o Talsily an
brespeetion report would do so wheher befihe ia on FHA inspecior employed by HUD and gontracted by o
priviie lender or o Stade-ficensed nspector contracted by THCDA.  In short, we find this explanatior of
the benefits of duplicate inspections dubiows and unguantifiable

Comments 1, 2, On the other hind, we can easily quantify the cost in HOME funds if IHCDA were required to conduet o

and 3 second inspection on a poperty for which a1 FHA inspection reeently occurred, If, using a conservagive
estimate, a home inspecion in Indiana costs 325000, IHCDA would heve spent $34,500.00 to provide
duplicate Inspections for the | 38 popenies. Given that the flles coMain a proper NSpection of GCCUpancy
report, THCDA strongly believes that taxpayers would view the expenditure of this $34,500.00 as an
unnecessary duplication of efforts and povernment waste at its finest. Granted, $34,50000 pales in
eomparisnn o the millions JHETA receives in HOME funds pvery year congicer. however, thar kad
IHCLA spent this 534, 500 on o duplicate nspection, approxemately nine (%) families would not have
received DPA, These are nine (%) families that may not have had the opportunity o make their dreamr of
a Tirst home a mrality.

Comment 1 Barring & more sound justification for how 1 duplicae Ingpection benefis the homebuyer o7 results in o
cost-savings 10 HUD or IHCDA, IHODA views duplicate inspections as adding negligible benefits at the
coat of thouannda in taspayer dollars. Thercfore, not only did IHCDA not joopardize HOME funds
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Ref to Ol G Evaluation

Auditee Comments

Comment 1

Comment 4

Comment 4

Comment 4

Comments 1, 2,
and 3

Januagy 7, 2011
Mr. Brent Bowen
Page 4

by using FHA inspectors, but THCDA prevented waste of federal funds by not requiring a second,
duplicate inspection of the same property.

Argument 3: 01G's reliance on Homefires was misplaced in (he context of an audit.

The discussion drafit relies on the fact that one of the edinons of the HUD official policy newsletier,
HewneTres, states that “Fls may net rely on independent Inspections performed by any pary not under
coniret (o the P (HomefTres vol. b, no. 2),

Whila IHCDA finde the Housafirer to be a valugbkle 2ol in beter undentonding HOME, the Homafiner
does aot impose an ebligation of compliance on THCDA nor should OIG rely on it wher conductng
audits There are three ways to create an obigation: by statute, by contrict or by aselow, domefirer is
nedther statwte nor regulation, The IHCDA-HUD HOME controct reguires complinnee with the State’s
Consalidated Plan/Application, the HUD regulations and that contract, but is silent as tc Howrefires.
Becase the cosract is sdent, the Homefires obligations cannot be read iato the contract under the pamol
evidence rule o contracts, Finally, IHCDA s been unoble to find any federal or State coselaw holdng
that e Hovglives newslawes caies e weght of law or that PYs are bound by the opinions contaired
therein. As such, IHCDA asserts that HovefTres imposes no legal obligations on IHCDA, and QIG
erroneously used it in corducting the audit.

As guch, one mast refer to the stafute ond regalations o see whether they contain o similar psohibition on
independant inspections. This policy statement is not seflected in either the HOME enabling statate (Title
Il of the Cranston-CGonzaksz National Affordible Housing Act, a5 amended), or the corresponding HOME
regulaions al 24 UFK Y2 as amended. ‘Iherefore, as demonstrated in Argument 1, IHUDA properly
relied on 24 CFR 92.251(a}2) (lor HOME) and 24 CFR 92.612(b) for DREAM) when ensuring
that the 138 properties met the HUD property standards requirements,

016G Recommendations 1

The discussion draft presents three (3) mcommendations o HUD's Indianapolis Field Office of
Commnunity Planning and Developnent as aresull of Finding | and, per your direction, we will respond
o eacy individeally.

Recrmnmandation 1A, HCDA should poovide sulfcisnl suppronting documentation o relmburse its
HOME program from non-federal funds for the 3803 ,445 used for the 138 properties for which sufficiznt
docunentation did med exs 1o show that the properties met HUD's property standards requirements.

Response to 14: THCDA disagress with Recommerdation 1A, For the purpeses of responding to this
Reconmendation, we will assume the facts in the worst possible light o ws, Inoother words, we will
assume that all of OIG's assertions are true, including that Homefires obligated HCDA o use dirsct
contrazl or siaft inspeciors, regardless of whether a property hod recently been FHA-inspected. ‘The
question then is, even uncer this worst of sceranos, what are HUD's dam:ges from IHCDA s use of FHA
Inspections?

O1G believes the domages to be 3803, 445,00 The sole premise of OIG's reasoning is that the inspections
for the 138 properties were not conducted by an inspector in o direct contractual relationship with
IHCDW, Therefore, the e goes, IHCDA lacks adequate conrols and must repay the HOME funds on
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Ref to Ol G Evaluation

Auditee Comments

Comments 1, 2,
and 3

Comments 1, 2,
3,and5

Comment 6

Comments 1, 2,
and 3

Comment 4

Comment 5

Comment 5

Comment 7
Comment 1

Jamuary T, 201
Mr. Brent Bow:n
Poge 3

these properties. I other words, the form in whith (he inspectors meceived the work, and not the:
substance of the work iself, substandiaes the request for SB03 445,00,

IHCCA disagrees. OIG's leap from premise to corclusion i: one of faith without some intermediary
supperiing premases. Mameby, @ sand argument concluding that IHCD A lcked adequage controls shoulkd
be based on three premises: (a) that the work was not done in accondance with the Homefires; (h) the
subslance of the work done — the insgpection is2il — was deficent, and 1) a8 o resull of ths deficency.
IHCTA erronesusly invesied HOME funds, The combination of the thiee premises would show a clear
line of reasonirg that THC D put HOME funds at risk, keading to Finding | and the resulting demand for
repayment of 580344500, Fuer agsimdng that the discussion deofl esiablishes premvge (a) - which
IHCCA believes it does not — the crafl provides nothisg o support premises (b) or (c)

This 5 not 1o say thae OIG did not attempl 1o prove premiss (b) and (¢} while conducting the audit.
During the on-site portion of the awdit, 015 conducted walk-throughs of approximetely ten {10} randomly
chosen homes that had received DPA. The purpose of these walk-throughs was to dentify cenditbons hai
might suggest an inadequate preiminary nspection,  OIG indicated that if the walk<brough rased
queations as to the adoqaocy of the inzpoction, OIG would bring in a |IUD inspector to re-inspect the
home and determine whether, in retrospect, the original inspection was deficient  Following the walk-
throughs, none of the hones were designatad for Furtser inspestion. Thas, the audit was unable to show
any homes received deficient inspections.

Mor an IHCDA recall ever having received a complyint abou a deficient First Home/FLUS inspection,
cither from a hemebuyer or HUD.

‘Without establishing premisss (b ond {c), we con only comnclude that IHCDA properly expended its
HOME funds and owes 30.00 to HUD. We antic pate that you will argue that merely establishing
promise () i ensugh 10 rgger dumages, Dur mespenes is two-fold,  Frst, our sgumente to Finding 1
show that premise (a) has not beea establisbed. Thersfore, no damoges scorwe. Second, even if premise
(a) has been established what are HUD's damages? It is a principle of law that & parly is entitled 1o
remedies commensurate with the camages suffersd. I the absence of proof of injury, an agmmieved party
is entiled to recover only nominal damages (See Carey v, Piphus, 435 LS. 247 (1978)). Injury for HUD
would be an irvestment of HOME funds on non-eligible progerties, In other weords, o msspending of
HOME funds sould require a showing had an IHCDA-contrected inspector completed the inspections,
U propeatics would el bave roccived HOME Tuods. W have every reason i believe thag teis s oo
the cise, and that regardiess of who conduced the inpections and the nember of inspection conducied,
these properties were HCME eligible,

Evenif HUD atempled i collect HOME funds on behalfl of hemeowner: whose properties enly received
an FHA inspection, their polential damages are the amount of harm cased and expenses incurrec in
remedying itens that should have been identified by a proper inspection. To THCDA's knowledge, no
First Home/PLUS homebuyer has been adversely alfecied by nol receiving a duplicale inspection, and a5
such, this amoant is $0.30. Baswd on the facts above, neither HUD nor the homebuyers suffered
harm as a result of any technienl breach of obligations which might have been imposed by the
Homyfires mewsletter, ond as such, IHCDA s liobility is $0.00.

However, in respomse (o commenis made by O1G during the wdit, THODA implemented changes 1o its
inspection process.  Beginning on July 12 2000, IHCDA began requiring that an THCDW-contracted
inspector inspect all properties ipplying for DPA. THCDA continues 1o hawe conceras about the
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Ref to Ol G Evaluation

Auditee Comments

Comment 1

Comment 7

Comment 8

Comment 9

Comments 10
and 11

Comment 4

Jnnuaary 7, 2011
Mr. Breat Bowen

Fage 6

m:ylgihlt wilie amd I'l"fl"\_-lil.lM wnstefillness of requising a rhlp!irnlg ingperim_ P mngni-ug thig 0% &
woncern of OIG.

Eegonimendation 10 [HCDA should fmphamen adegusie pn:n.'mtl.ln:x and commls woensure thar ol
properties are inspected by IHCDA or an [HCDA contractor, and that sufficient docementation is
maindained to suppor that inspections are concucted in accordance with HUD's requirements.

Responze to 1B: IHCDA has slready implemented Eecommendation 1B, Beginning on July 12, 2010,
HICDA began requinng that an IHCDA conracted inspector ingpect all properties applying for DPA.
[HCDA's current procedure is o maintain copies of all files and mpporting documentation, inclading
completed inspections, with the file, HCDA will continue to do so with the inspection reports frem the
THED A s oo ot s,

Recommendativn 1C: IHCDA shoukd implement adequate procedures and controls to ensure that it
maintains oll contracts with insxectors for at lexst five (5) years after contract termination,

Regponie to 10 IHCDA agress with Becommendation 12, The IHCDA General Counae ie sehoduled
i provide troining on 23 CFR 9261601} to the First Home/PLUS program staff on January 12, 2001, The
Single Family Hrector has, since the start of the wdit, providec (rainirg to the First Home/PLUS
program st o ihis wplc as well. THCDA welcomss any supplementary records retenticn iraining by
the HUD Indinnapolis Field Ofice.

On the topic of records retention, we rzspecticlly request thal you revise the final asdit repert 1o indicate
that it was nod the policy of IHCDA of its Firs: HomePLLUIS program 1o discard prior yeor contracts once
cuprant sontracz ware axeculed, The digcussion draft implies that this was the case.  In reality, one
employes in charge of maintaining inspection contrects took this action without consulling the Single
Family Director or IHCDA Executive Management. As of Movember 12, 2010, this employee no longer
works for THCDA,.

We movz now e OIG Finding 2,

01G Firding 2: THCIM Lacked Adeguate Contrals Over the First HomePLUS Program to Ensure
That Appropriate Recaptare Provisions Were Used for Adivities

THCDA Response to Finding 1: DISAGREE

(MG premises its conclusion in Finding 2 — thet IHCOA lacked adeqeate cortrols over First Home/PLUS
- on the assertion that IHCDA did not implement appsopriale recaplure provisions, The comments which
follow will demonstre that this presrise is incormect, misleiding ard does not support Finding 2. The
commenis will further show tint even if HUD determines that IHCDA dd not have the approprise
recapture peovidions, mich lack of mcapiune providons dest not give noe to Recommendaticn 2B
(repayment of Program funds),

Argument 1: UGS reliance on Momgfires was misplaced m the context of an audit.

The discussion draft relies on ihe foct that one of the editions of Hemefires states hat “17 the recaptore
agreemed requres the enting amoun of the HOME invesment from the homebuyer... the amount
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reqquired by the agreement is the amount that must be recoptared by the Pl for the HOME progrom.™
(Huomefires vol 5. no, 2)

W have already argued as (o the non-binding nature of HomeGres, and we will spane you any repetition
here. IF we refer to only the binding documents - the statute ond regulations — 0 see whether they contain
a requirement that the PI repay the difference between the full HOME tnvesiment and the amount
requested, wie find that they do now

To the contrary, the regelations impose a net proceeds limitation on recapiure (24 CFR 92,2530 0 5)0i))
Thus even if Homefires applies tn IHOTA, neither the HOME stabde nor repulations aupport the
distinctions the Humefires mokes regording implementing recopture provisions in e case of foreclosure.
Therefore, IHCDA is not obligated to repay the difference between the full HOME investment and
the amount requested in the wrilten agreement.

Argument 2: THCDA®s First Home/PLLS loan document: do not indicate full recapture im the
evenl of forechsure, and as such, IHCDA ks not liable for repayment.

The First Home/PLUS MNote requires the repayment of the ful amount of DPA on “Maturily”, which is
definzd as sale of the propenty, the payoff or refinancing of the first morgage on the propeny, or the
borrower™s changing hisher priscipal place of residence from the property. The Note dozs nol
specifically address whal repayment. if any, is required wpon foreclosure or deed-in-liew of foreclosure.
Hod IHCDA ivtended te require o full recapture for foreclosare, the hoie would have apoken on this
issue

Refemring o the Homefires on which O1G relies, we see that “the amount of HOME funds required to be
repaid in the event of forecloswre is the amount that would be subject 1o recapure under the terms of the
writlen agresment with the homebuyer.™ Inthis cace. the writien agreement — the Mode — i gilent on the
amound the homebuyer must repay in the event of forecloswe.  If there is no written agreement that
contrals, the amount subject 10 resapture should revert fo the State's cortrolling program cocument. In
this case, that document is the Stae’s consclidated plon.  Under the State’s consolidated plan from 2005
through 2009, he amount of HOME funds 1o be recagtured is based on a pro rata shared nel sale procseds
caloulation, Taerefore, foreclosunes do not trigeer full recaplure, but ane rather calculated on & pro roto
shared net sale proceeds bosis. Because there were no ned sal: proceeds for the 32 properiies lsted in
e dizguss e drafl, THCDA has o obligation (e repay HUD,

Argument 3 THCDAYS removal of the forgivability period from the First HomePLUS ban
documents wes directed at voluntary sale and refinancing. and resulted in a recyeling and more
cfficient use of HOME fands,

On May 2, 2007, IHCDA revised the Firt Home/FLUS kan documents to remowve the forgivability
penod. Fnor io May £, 2007, the loan bagnoe was torgivable 0% per year, over a period of five (3)
years. THCDA observer that many homebeyers werz refinancing the first morigages on their homes in
years four (4) and five (5), repaying IHCDA o small portion of the HOME finds, and keeping the
remaining equiy. By removing the forgivability pericd for payeff or refinancing of fls mongages,
[HCTrA believed it had crested an innovative way o gretch the HOME funds,

For example, imagine & homebuyer receivisg 35,000 in DPA and refinencing in vear four (4], Prior 1o
May 2, 2007, the homebuyer would repay 206%, or 51,000, in HOME funds 10 THCDA.  After May 2,
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2007, IHCLA would ressivie the full 35,000 from the homehayer, thus providing IHCDA with funding
enouzh to provide another homebayer with DPA, without the seed to tap new HOME funds. As o result,
THCTrA has been able toserve more families with the same amaunt of HOME funds.

The MMay 2, 2007 revisicns did not contemplate a similar full rpayment in the event of foreclosure. This
change would have been coniray to the inferests of a foreclosed homebuyes, ond would not have
advanced the goal of recycling HOME funds, as the seeond mortgagee rarely receives any funds, ket aone
full payoff. in a foreclosone.

Further, becouse the lom documents do not request full recapture of funds in 2 foreclosure, it wis not
reasononée for IRCDA 10 anticigsee that © had somehow created o new obligation w repay HUL all
HOME investments on a foreclosed property. Clesrly, IHCDA woulc never have created 2 plan that
would be so contrary to its own selfdnterestand financial well-being.

Please be clear: the drafl discussion report does not allege that IHCDA put any HOME funds in jeopardy
a5 a wesult of tis plan. There is oo allegation that HOME funds should not have been provided 1o these
32 properties. There is oo allegation of any pattern of illicit behavior here, nor malicious intent. Ths is
simply a cage of IHCDA identi'ving & gap in the HOME fund syskem, ond creating 2 goid faith,
innonative solulion for the sole pupase of being a beier steward of HOME funds, To require IHCDA 1o
repay 3130.326.00 would send o clear messige 1o all Pls that siewardship of funds is not a goal of HUD,
Therfore, IHCDA shoald not be penalized for cooaling a0 program is acconlance with HUTD siaouie
and regulations that mere efficiently used HOME furds.

001G Recommendations 2

The discussion drafl pesents four (4) recommerdations 0 HUD's Indianapolis Fied Office of
Community Planning and Development as ¢ result of Finding 2, and, per your direction, we will respond
o each Individaally.

Recommendation 2A: IHCDA shoubd revise ils consolidated plan and action plan 10 include the
recaplure provigiens it use for the Fird Home/PLUE program, or revise the First Home/TLUS program
documents 1o conform to the consolidated gl and action plan.

Respanse to 2A: THCDA agrees with Recommendation 24, THCTMA is in the process of revising its First
Home/PLUS documents Under the new First Home/PLUS documents net proceeds language will be
used, rather then full recapture language. Withowt the full recapture langeage, IHZDA will not have the
obligation 10 epay HUD the full amount of HOME funds invested, These changes will necessiate
whimmges o e somsulidwed plag wd acion plan, and afier making such changes, HCDA wil submi the
plans to HUT for approval.

On Junwary 3. 2011 HCDA's Siaff Atboeney deivered a draft of the movised Firsl Home/BLUS
documents to Jahn Dorgan, HUD CPD Senior Representative, for review and comment. This delivery of
documents followed meetings IHCDA conducted witk Mr, Dorgan and others on the same subject on July
15, 2000, August 11, 2000 and November 8, 2010,

Recommendation 2B: HCDA should reimburse i HOME program $130,326 00 from nonfederal
funds for 32 properties which transferred through foreslosure.
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Response to 2B: Recommendaticn 2B is not necessary given 13e arguments set forth above,

Recommendation 2C: THCDA should inplement odeguate controds and procedures 10 ensure that it
receives notice of futws foedusues wied racspsunes de entire smount of HOME unds prosided for such

propertiss,

Response to 2C: Recommendation 2C is nod necessary given the forthenming changes o the Firet
Home/FLUS dycuments, as well s changes to the system by waich IHCDA is notified of fossclosures.

With regard to the foreclosure noification syatem, ke Single Family Director now receives notice fom
IHUDA'S foreclosure alomneys of any First Home'PLUS foreclosures.  Further, THCDA's softeans
system provider is creatng additional foreclosure-relaied dara fields on the IHCDA systern, so that the
mister services can provide IHCDA with more information on foreclosures.

Regarding the First Home/PLUS documest revisions, o8 sigied above, THCDA is replacing the full
recapure longuage with net proceeds langeage, thus eliminating the obligntion o repay HUD the full
amaount of HOME funds invested en a going-forward sasis. OnJanuary 2, 2010 1, IHCDA' s Staff Attomey
delivered a draft of the revised First Home/PLUS documents 1o John Dorgen, HUD CFD Senior
Representative. for review and comment.  This delivery o documents followed meetmgs [HCTA
conducied with Mr. Dosgan and others on the same subject on July |5, 2000, Augest 11, 2010 and
Huvember 8, 2310,

For loans eriginated between May 2, 2007 and the date of change of the First Home/PLUS documents,
IHCDA plans in petitinn HIN for o wnaiver from potential repayment.  THCTWA would anticipate uring
many of the same arguments as el forth above in its waiver request.

If HUD were (o decline (o issue a waiver, and wens 1o indicats that IHCDA would coninue o fsee
liability for loans originaled afier May 2, 2007 that fall into foreclosure, 1HCDA would issue amendments
fior the purpose of changing all post-May 2, 3007 boars from ful recapiurs (o net proceeds. Amending all
such loans will involve considersble time and saff resources, but HCDA is cetermined nod 1o fice
contismed exposure to liobility for petions taken For the purposc of being better, more efficien siewands ol
HOME funds.

Recommendation 2I: [HCDA siould reimburse the State’s Treasury scoount S8 HNL00 for tan (23
properties (file nos. 25781 and 25061) for which fund: were inappropriately disbursed.

Response to 21k [HCDA agrees with Recommendation 2D. Contrary to the discussion drafi, IHCDA did
ne recelve the $4, 800000 check for file #2578 1 until December 15, 2000, [Bonk of Amenca approyed
the check on November 5, 2000, bt did not mail uniil eady December. Bank of America indicated that
this is standard processing time for checks. OIG staff is aware of this, and we respectfully request that the
final audit report reflect the cosmect dates),  Because the HOME funds were originally drawn from
IHCLA's HOME Investmem Trug Fund local accoust, IHCDA repaid the funds & the locil accoum on
January 5, 2011, in accorfance with 24 CFR 92.503(h ().

On file #2506 1, IHCDA does nol anlicipate receiving funds. and as such will reimburse the $3,500.00 in
non-federal funds to the State’s HOME local account,
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Thank you again for providing us with the cpportunity (o comment on (he discussion draft. Please di ol
hesitate 10 cortact me 2t (317) 2343873 or gsciwen®@ihedaingoy with any questions o requests for
further information.

Best regards,
71_{;_4_4 g ).g,fuw'_ﬁhfff’
Shery Seiwert

Execative Divoctos of lidiunu Housing and Communily Deve opment Awhority
SS/miw

[ The Hanorable Becky Skiliman, Lizutenani Governor. State of Indiana (Chairman of the Board
for the Indiana Fousing ard Community Development Authority)
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Comment 1

Comment 2

Comment 3

Comment 4

Comment 5

Comment 6

Comment 7

Ol G Evaluation of Auditee Comments

HUD’s HOMEfires, volume 6, number 2, states that pursuant to 24 CFR
92.504(a), a participating jurisdiction is responsible for managing the day-to-day
operations of its Program, including compliance with property standards
applicable to Program units. They must perform inspections of Program units
purchased with Program or Initiative funds. Participating jurisdictions may not
rely on independent inspections performed by any party not under contract to the
participating jurisdiction. Third parties such as consumer inspectors or FHA
appraisers are not contractually obligated to perform the participating
jurisdictions’ obligations. Their inspections cannot be used to determine
compliance with Program or Initiative property standards requirements.

The Authority did not have inspections performed on any of the new construction
homes purchased under the First Home/PLUS program. It relied on FHA
compliance or occupancy inspections performed by the cities or counties where
the new construction homes were located. Further, the Authority did not monitor
the ingpections to ensure that the new construction homes met HUD' s property
standards requirements.

Contrary to HUD’ s requirements, the Authority lacked sufficient documentation
to support that new construction homes for 138 activities met HUD’ s property
standards requirements.

HOMEfiresisHUD’s official policy newsletter for the Program that answers
specific policy questions. Its purposeisto clarify and explain how Program
regulations should be interpreted and applied. Therefore, participating
jurisdictions are required to follow the requirements contained in HOMEfires.

As aresult, the Authority was unable to support its use of more than $803,000 in
Program or Initiative funds for activities without sufficient documentation to
demonstrate that homes met HUD’ s property standards requirements.

We randomly selected eight activities completed from April 1, through June 30,
2010. We were only able to conduct walkthroughs of seven of the eight homes.
Further, only 6 of the new construction homes for the 138 activities were
completed during this period. However, none of the six new construction homes
were selected through our random sample.

The Authority did not provide documentation to support that it had third-party
contracted inspectors inspect al homes purchased under the First Home/PLUS
program as of July 12, 2010. If the Authority implements this procedure, it
should improve the Authority’ s management of the State's Program.
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Comment 8

Comment 9

Comment 10

Comment 11

The Authority’ s commitment to training, if fully implemented, should improve its
retention of all contracts with third-party inspectorsfor at least 5 years after the
contracts terminate.

We are not implying that it was the Authority’ s policy to discard prior contracts
with the inspectors. The audit report includes statements from the Authority’s
single family director that once the Authority executed current contracts with the
inspectors, it discarded the prior contracts with the inspectors and the assi stant
single family director and a single family underwriter were not aware that HUD’s
regulations at 24 CFR 92.508(c)(4) required written agreements to be retained for
5 years after the agreements terminated.

HUD’s HOMEfires, volume 5, number 2, states that for Program-assisted home-
buyer projects with recapture provisions, the amount of Program funds required to
be repaid in the event of foreclosure is the amount that would be subject to
recapture under the terms of the written agreement with the home buyer. If the
recapture agreement requires the entire amount of the Program investment from
the home buyer or an amount reduced pro rata based on the time the home buyer
has owned and occupied the housing measured against the affordability period,
the amount required by the agreement is the amount that must be recaptured by
the participating jurisdiction for the Program. If the participating jurisdiction is
unable to recapture the funds from the household, it must reimburse its Program
in the amount due pursuant to the recapture provisions in the written agreement
with the home buyer.

Contrary to HUD’ s requirements and the State’ s consolidated plan and action
plan, the Authority did not ensure that it implemented appropriate recapture
provisions for all 64 of the activitiesreviewed. U.S. Bank issued foreclosure
notices for the homes of 3 of the 64 activitiesin which the Authority drew down
and disbursed Program or Initiative funds from July 1, 2008, through March 31,
2010. Ownership for two of the homes had been transferred through the
foreclosure process as of August 31, 2010. The Authority did not receive any net
proceeds from the sale of the homes or reimburse the State’ s Program for the
$7,000 in Program funds used for the two homes. Therefore, we reviewed an
additional 100 activitiesin which Program or Initiative funds were reserved
through the State’ s First Home/PLUS program after May 2, 2007, and U.S. Bank
had issued foreclosure notices for the homes or referred the homes for foreclosure
as of August 31, 2010. Ownership for 30 of the homes had been transferred
through the foreclosure process as of September 30, 2010. The Authority did not
receive any net proceeds from the sale of the homes or reimburse the State's
Program for the $123,326 in Program or Initiative funds used for the 30 homes.
As aresult, the State’ s Program was not reimbursed more than $130,000 in
Program or Initiative funds used for 32 activities in which the ownership of
homes was later transferred through foreclosures.



Comment 12

Comment 13

Comment 14

Comment 15

Comment 16

The promissory notes, which were secured by second mortgages, between the
Authority and the home buyers required the home buyers to repay the entire
amount of downpayment assistance at or before maturity of theloan. The
promissory notes define maturity as the sale of the property, the payoff or
refinancing of the first mortgage on the property, or the home buyer’ s changing
his or her principal place of residence from the property purchased under the First
Home/PLUS program. The promissory notes did not contain language that
limited the amount of Program or Initiative funds the Authority could recapture to
the net proceeds from the sale of the property. The 32 homes were sold through
the foreclosure process. Therefore, the loans reached maturity due to the sale of
the properties, and the Authority was required to recapture the entire amount of
Program or Initiative funds used for activities through the receipt of net proceeds
from the sales of the homes and/or reimburse its Program for the Program or
Initiative funds provided to the home buyers as appropriate.

The Authority’ s commitment to revising the recapture provisionsit uses for the
First Home/PLUS program to comply with the recapture provisionsin the State’s
consolidated plan and action plan, if fully implemented, should improve the
Authority’ s management of the State’ s Program.

The Authority’ s commitment to revising the recapture provisionsit uses for the
First Home/PLUS program will not be applicable to activities reserved through
the State’ s First Home/PLUS program after May 2, 2007, through the date the
Authority revises the recapture provisions. Therefore, for these activitiesin
which ownership of homes acquired under the Authority’s First Home/PLUS
program is transferred through foreclosures, the State must recapture the entire
amount of Program or Initiative funds used for activities through the receipt of net
proceeds from the sales of the homes and/or reimburse its Program for the
Program or Initiative funds provided to the home buyers as appropriate.

If the Authority is able to amend its promissory notes with the home buyers for
those activities reserved through the State's First Home/PLUS program after May
2, 2007, through the date the Authority revises the recapture provisions and the
promissory notes include appropriate language limiting the amount of Program or
Initiative funds the Authority could recapture to the net proceeds from the sale of
the properties, the State should not be required to reimburse its Program from
non-Federal funds for the sale of homes through foreclosure.

We revised the report to state the following:
e On December 13, 2010, the Authority received a check, dated November 15,
2010, from Bank of Americafor the nearly $5,000. However, as of December

17, 2010, the Authority had not reimbursed the State' s treasury account for the
nearly $5,000.
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e The Authority’ s staff attorney stated that the Authority had not reimbursed the
State’ s treasury account for the nearly $5,000 in Program funds disbursed for
activity number 25781 since the Authority did not receive Bank of America’'s
repayment for the funds until December 13, 2010, and it takes time to process
the reimbursement.

The Authority did not provide documentation to support that it reimbursed the
State’ s local account $4,800 for activity number 25781. Further, the Authority
drew down the $4,800 in Program funds for activity number 25781 from its
treasury account. Therefore, the State should reimburse its treasury account for
the $4,800 in Program funds the Authority inappropriately disbursed for activity
number 25781.

Comment 17 The State should reimburse its treasury account from non-Federal funds for the

$3,500 in Program funds the Authority inappropriately disbursed for activity
number 25061.
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Appendix C

HUD'SREQUIREMENTSAND THE STATE’'SAND THE
AUTHORITY'SPOLICIES

Finding 1

HUD’s regulations at 24 CFR 92.251(a)(2) state that housing acquired with Program funds must
meet all applicable State and local housing quality standards and code requirements. |If there are
no such housing quality standards or code requirements, the housing must meet HUD’ s housing

quality standards.

HUD’ sregulations at 24 CFR 92.504(b) state that before disbursing any Program funds to any
entity, the participating jurisdiction must enter into a written agreement with that entity. Before
disbursing any Program funds to any entity, a State recipient, subrecipient, or contractor, which
isadministering al or a part of the Program on behalf of the participating jurisdiction, must also
enter into awritten agreement with that entity. The written agreement must ensure compliance
with the requirements of 24 CFR Part 92.

HUD’ sregulations at 24 CFR 92.508(a) state that a participating jurisdiction must establish and
maintain sufficient records to enable HUD to determine whether it has met the requirements of
24 CFR Part 92. The participating jurisdiction must maintain records demonstrating that each
activity meets the property standards of section 24 CFR 92.251. Section 92.508(c)(4) states that
written agreements must be retained for 5 years after the agreement terminates.

HUD’ sregulations at 24 CFR 92.612(b) state that housing assisted with Initiative funds must
meet the property standards contained in 24 CFR 92.251.

HUD’ sregulations at 24 CFR 92.616(e) state that the requirements regarding participating
jurisdiction responsibilities and written agreements contained in 24 CFR 92.504 apply to
Initiative funds, with the modification that the written agreement is not required to cover any
Program requirement that is not applicable to Initiative funds.

HUD’ sregulations at 24 CFR 92.616(i) state that the record-keeping requirements contained in
24 CFR 92.508 apply to Initiative funds.

HUD’s HOMEfires, volume 6, number 2, states that pursuant to 24 CFR 92.504(a), a
participating jurisdiction is responsible for managing the day-to-day operations of its Program,
including compliance with property standards applicable to Program units. Participating
jurisdictions must perform inspections of Program units purchased with Program or Initiative
funds. Participating jurisdictions may not rely on independent inspections performed by any
party not under contract to the participating jurisdiction. Third parties such as consumer
inspectors or FHA appraisers are not contractually obligated to perform the participating

37



jurisdictions’ obligations. Their inspections cannot be used to determine compliance with
Program or Initiative property standards requirements.

Finding 2

Section 215(b) of Title Il of the Act, as amended, states that housing that is for homeownership
shall qualify as affordable housing under Title Il of the Act only if the housing is subject to
resale restrictions that are established by the participating jurisdiction and determined by HUD’ s
Secretary to be appropriate to (1) allow for the later purchase of the property only by alow-
income household at a price which will provide the owner afair return on investment and ensure
that the housing will remain affordable to a reasonable range of low-income home buyers or (2)
recapture the Program investment to assist other persons in accordance with the requirements of
Title Il of the Act, except when there are no net proceeds or when the net proceeds are
insufficient to repay the full amount of the assistance.

HUD’sregulations at 24 CFR 91.200(a) state that a complete consolidated plan consists of the
information required in section 91.220.

HUD’ sregulations at 24 CFR 91.220(1)(2)(ii) state that the action plan must include the
guidelines for resale or recapture, asrequired in 24 CFR 92.254, if a participating jurisdiction
intends to use Program funds for home buyers.

HUD’ sregulations at 24 CFR 92.254(a)(4) state that Program-assisted housing must meet the
affordability requirements for not less than the applicable period beginning after activity
completion. Home ownership activities that receive less than $15,000 in Program assistance
must remain affordable for at least 5 years. Section 92.254(a)(5) states that to ensure
affordability, the participating jurisdiction must impose either resale or recapture requirements
that comply with the standards of section 92.254(a)(5) and include the provisionsin its
consolidated plan. HUD must determine that they are appropriate. Section 92.254(a)(5)(ii)
states that a participating jurisdiction’ s recapture provisions must ensure that the participating
jurisdiction recoups all or a portion of the Program assistance to the home buyers if the housing
does not continue to be the principal residence of the household for the duration of the period of
affordability. The participating jurisdiction may structure its recapture provisions based on its
program design and market conditions. In establishing its recapture provisions, the participating
jurisdiction is subject to the limitation that when the recapture provision istriggered by a
voluntary or involuntary sale of the housing unit and there are no net proceeds or the net
proceeds are insufficient to repay the Program investment due, the participating jurisdiction can
only recapture the net proceedsif any. The recaptured funds must be used to carry out Program-
eligible activities in accordance with the requirements of 24 CFR Part 92.

HUD’ sregulations at 24 CFR 92.502(c)(3) state that a participating jurisdiction must disburse
Program funds, including Program income and recaptured Program funds, in its HOME
investment trust fund local account (local account) before requesting Program funds from its
treasury account. Section 92.503(c) states that Program funds recaptured in accordance with 24
CFR 92.254(a)(5)(ii) must be deposited in the participating jurisdiction’ s local account and used
in accordance with the requirements of 24 CFR Part 92.
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HUD’sregulations at 24 CFR 92.503(b)(2) state that any Program funds invested in a project
that is terminated before completion, either voluntarily or otherwise, must be repaid by a
participating jurisdiction in accordance with section 92.503(b)(3). Section 92.503(b)(3) states
that if the Program funds were disbursed from the participating jurisdiction’ s treasury account,
the funds must be repaid to the participating jurisdiction’ s treasury account. If the Program
funds were disbursed from the participating jurisdiction’s local account, the funds must be repaid
to the participating jurisdiction’ s local account.

HUD’ sregulations at 24 CFR 92.612(c) state that housing assisted with Initiative funds must
meet the affordability requirements contained in 24 CFR 92.254(a).

HUD’ sregulations at 24 CFR 92.616(d) state that the requirements regarding Program income,
repayments, and recaptured funds contained in 24 CFR 92.503 apply to Initiative funds, except
that the Program income and recaptured funds must be deposited into a participating
jurisdiction’slocal account and used in accordance with Program requirements.

HUD’s HOMEfires, volume 5, number 2, states that for Program-assisted home-buyer projects
with recapture provisions, the amount of Program funds required to be repaid if the ownership of
the housing is conveyed pursuant to aforeclosure sale is the amount that would be subject to
recapture under the terms of the written agreement with the home buyer. If the recapture
agreement provides for shared net proceeds, the amount subject to recapture is based on the
amount of net proceeds, if any, from the foreclosure sale. |If the recapture agreement requires the
entire amount of the Program investment from the home buyer or an amount reduced pro rata
based on the time the home buyer has owned and occupied the housing measured against the
affordability period, the amount required by the agreement is the amount that must be recaptured
by the participating jurisdiction for the Program. If the participating jurisdiction is unable to
recapture the funds from the household, the participating jurisdiction must reimburse its Program
in the amount due pursuant to the recapture provisions in the written agreement with the home
buyer. Regardless of the terms of its written agreements, it isimportant that the participating
jurisdiction establish mechanisms to ensure that it will be notified of pending foreclosures so that
it can attempt to recoup some or all of the Program subsidy.

HUD’s HOMEfires, volume 5, number 5, requires a participating jurisdiction to select either
resale or recapture provisions for its Program-assisted home-buyer projects. The participating
jurisdiction may select resale or recapture provisions for all of its home-buyer projects or resale
or recapture provisions on a case-by-case basis. However, the participating jurisdiction must
select whether resale or recapture will be imposed for each home-buyer project at the time the
assistanceis provided. A participating jurisdiction may adopt any one of four optionsin
designing its recapture provisions. All of the options the participating jurisdiction will employ
must be identified in its consolidated plan and approved by HUD.

The State’ s consolidated plan for 2005 through 2009 and action plan for 2009 state that the
amount of Program funds to be recaptured is based on a pro rata shared net sale proceeds
calculation. If there are no proceeds, thereis no recapture. Any net sale proceeds that exist
would be shared between the recipient and the beneficiary based on the number of years of the
affordability period that have been fulfilled, not to exceed the original Program investment.
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Page 11-1 of the Authority’ s mortgage revenue bond program guides, dated March 2007 and
January 2010, state that the First Home/PLUS program offers downpayment assistance in the
form of aloan secured by a second mortgage to certain qualified borrowers. For all loans
reserved after May 2, 2007, there is no loan forgiveness associated with the second mortgage if
the borrower refinances or sells the home. The second mortgage is due and payable

immediately.
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Appendix D

SCHEDULE OF ACTIVITIESWITH INSUFFICIENT
DOCUMENTATION TO SUPPORT THAT HOMESMET HUD’S
PROPERTY STANDARDS REQUIREMENTS

Activity Assistance Activity  Assistance Activity Assistance Activity Assistance
number amount number amount number amount number amount
23381 $3,500 24417 $3,500 24770 $3,500 25810 $6,854
23842 3,500 24418 3,500 24771 3,500 25835 5,000
23853 3,500 24427 14,999 24772 11,490 25859 5,000
23891 3,500 24437 11,900 24781 3,500 25860 6,000
23936 3,500 24439 3,500 24807 3,500 25875 7,500
23951 3,363 24448 3,500 24902 3,500 25898 5,000
23957 14,999 24464 13,399 24935 3,500 25012 6,612
23963 3,500 24471 3,500 24962 3,500 25913 7,500
23971 3,500 24472 3,500 25012 3,500 25919 7,500
23982 3,500 24498 3,500 25048 5,000 25970 5,000
23999 3,500 24520 13,503 25065 3,500 25999 5,000
24003 3,500 24550 3,500 25090 5,000 26012 7,500
24037 3,500 24562 3,500 25223 5,000 26025 7,500
24042 3,500 24563 3,500 25251 5,000 26045 7,350
24047 3,500 24568 3,500 25413 5,000 26054 5,000
24062 3,500 24596 3,500 25424 5,000 26071 7,410
24067 13,500 24601 3,500 25512 5,000 26112 4,300
24068 11,513 24603 3,500 25515 5,000 26115 7,500
24069 3,500 24604 3,500 25517 5,000 26169 7,500
24090 3,500 24617 3,500 25530 5,000 26203 7,500
24107 3,500 24623 3,500 25554 12,190 26247 6,894
24119 5,000 24626 3,500 25569 5,000 26276 7,500
24160 3,500 24627 3,500 25575 5,000 26299 7,033
24169 13,434 24628 3,500 25707 5,000 26311 6,240
24216 14,999 24656 14,000 25714 14,200 26335 6,400
24228 3,500 24657 3,500 25716 5,000 26374 7,500
24348 3,500 24678 3,500 25752 7,500 26375 7,500
24352 3,500 24708 3,500 25765 5,000 26383 6,780
24369 3,500 24709 3,500 25768 7,407 26384 7,500
24376 3,500 24711 3,500 25774 13,400 26416 6,896
24377 3,500 24731 10,000 25785 7,011 26441 5,200
24383 3,500 24751 3,500 25789 13,304 26451 7,383
24392 3,500 24752 2,584 25801 5,000 26493 6,796
24406 3,500 24753 2,847 25802 5,000 Totals $803,445
24410 14,256 24766 14,999 25807 7,500
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Appendix E

SCHEDULE OF ACTIVITIESIN WHICH OWNERSHIP OF
HOMESWASTRASNFERRED THROUGH THE FORCLOSURE

PROCESS

Activity Date of Date of Date of Amount of
number closing drawdown transfer assistance
22419 June 29, 2007  July 11,2007  July 20, 2010 $10,100
22445 July 13,2007 = July 13,2007 @ June 17, 2010 3,500
22451 July 20, 2007  July 19,2007  June 24, 2010 2,600
22480 July 30, 2007 = July 27,2007 @ July 21, 2010 3,500
22527 Aug. 3,2007  Aug. 3,2007  Apr. 15,2010 3,500
22538 Aug. 6, 2007 | Aug.9, 2007 | June 16, 2010 3,500
22635 Aug. 17,2007 Aug. 21,2007 Feb. 23, 2010 3,500
22649 Aug. 17,2007 | Sept. 17,2007 | June 29, 2010 2,975
22503 Aug. 24,2007 Aug. 31,2007 June 29, 2010 3,500
22836 Sept. 20, 2007 | Sept. 17,2007 | Aug. 19, 2010 8,300
22952 Oct. 12,2007  Feb.7,2008  Aug. 10, 2010 3,500
22936 Oct. 16, 2007 = Oct. 15,2007 | May 4, 2010 3,500
23018 Oct. 29, 2007 Dec. 12,2007 May 12, 2010 9,300
23013 Nov. 9, 2007 Nov. 9,2007 @ Mar. 16, 2010 3,500
23235 Jan. 8, 2008 Jan. 17,2008  Apr. 15, 2010 3,500
23367 Jan. 15,2008 = Feb. 12,2008 @ Aug. 16, 2010 3,500
23321 Jan. 29,2008  Jan. 31,2008  Apr. 8, 2010 3,500
23407 Feb. 19,2008 = Mar. 3,2008 = Aug. 10, 2010 3,500
23463 Mar. 14,2008  Apr. 2, 2008 Mar. 4, 2010 3,500
23503 Apr. 1, 2008 Apr. 3, 2008 May 4, 2010 3,500
23672 Apr. 25,2008 May 19,2008  June8§, 2010 3,500
23599 Apr. 30,2008 = Apr. 30,2008 @ May 10, 2010 8,500
23610 May 8, 2008 June 55,2008  June 18, 2010 3,500
23789 June 6, 2008 = July 24,2008 @ Aug. 19, 2010 3,500
23897 June 30,2008  June 27,2008  June 15, 2010 3,500
24213 Aug. 22,2008 | Sept. 24,2008 | Aug. 5, 2010 3,500
24336 Aug. 28,2008  Sept. 4,2008  Apr. 15, 2010 3,375
24522 Oct. 27,2008 = Oct. 29,2008 = Aug. 11, 2010 1,176
24559 Nov. 6,2008  Nov. 6,2008  July 21, 2010 3,500
24747 Nov. 25,2008 | Dec. 23,2008 @ July 29, 2010 3,500
24708 Nov.26, 2008 Dec. 15,2008 June 17, 2010 3,500
24836 Feb. 20,2009 | Feb. 26,2009 | Aug. 5, 2010 3,500
Total $130,326
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