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SUBJECT:  Yabucoa Housing Project, Yabucoa Volunteers of America Elderly Housing,
Inc., Yabucoa, PR, Section 202 Supportive Housing for the Elderly Program

INTRODUCTION

The U.S. Department of Housing and Urban Development (HUD), Office of Inspector General
(OIG), audited the Yabucoa Volunteers of America Elderly Housing, Inc., Section 202
Supportive Housing for the Elderly Program. We selected the Yabucoa housing project for
review based on concerns regarding the slow progress of the project as noted during the audit of
the Puerto Rico Department of Housing multifamily special escrow funds.* The objective of this
audit was to determine whether VVolunteers used Section 202 funds in accordance with HUD
agreements and requirements.

This memorandum contains four recommendations for corrective action. HUD Handbook
2000.06, REV-4, sets specific timeframes for management decisions on recommended
corrective actions. For each recommendation without a management decision, please respond
and provide status reports in accordance with the HUD Handbook. Please furnish us copies of
any correspondence or directives issued because of the review.

1 Audit report number 2017-AT-1003, issued March 2, 2017
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METHODOLOGY AND SCOPE
To accomplish our objective, we performed the following associated with the project:

e reviewed applicable laws, regulations, relevant HUD program requirements and
agreements;

e reviewed Volunteers’ project and disbursement records;
e conducted an inspection of the project site; and
e interviewed HUD and Volunteers officials.

Volunteers’ records showed that it made 28 disbursements totaling more than $1.8 million
between October 13, 2009, and January 4, 2012. We selected for review 12 disbursements
greater than $20,000 totaling more than $1.7 million, about 94 percent of the Section 202
disbursements made during the period.

Volunteers’ records also showed that it received from the Puerto Rico Department of
Housing more than $1.8 million from a multifamily special escrow program. We examined
all of the escrow payments Volunteers received and the related supporting documents.

To achieve our audit objective, we relied in part on computer-processed data provided by
HUD and Volunteers. Although we did not perform a detailed assessment of the reliability
of the data, we performed a minimal level of testing and found the data to be adequate for
our purposes. We did not select 100 percent of the transactions for testing as the selection
made provided sufficient evidence for the findings presented. The results of the audit apply
only to the items selected for review and cannot be projected to the universe or population.

The audit generally covered the period September 30, 2009, through January 31, 2017. We
performed our onsite fieldwork from March 8 through May 31, 2017, at VVolunteers’ office
in Alexandria,VA, and our office in San Juan, PR. We also conducted a site inspection of
the project on February 28, 2017. This was a limited scope audit, and we did not review
Voluteers’ internal and information system controls and procedures. Therefore, the audit
was not performed in accordance with generally accepted government auditing standards.
To meet our objective, it was not necessary to fully comply with the standards, nor did our
approach negatively affect our review results. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objective.

BACKGROUND

The Section 202 Supportive Housing for the Elderly Program is authorized by Section 202 of the
Housing Act of 1959 (12 U.S.C. (United States Code) 1701q) as amended. This program helps
expand the supply of affordable housing with supportive services for the elderly. It provides
very low-income elderly persons with options that allow them to live independently but in an
environment that provides support activities, such as cleaning, cooking, transportation, etc.



Under the Section 202 program, HUD provides capital advances to finance the construction,
rehabilitation, or acquisition with or without rehabilitation of structures that will serve as
supportive housing for very low-income elderly persons, including the frail elderly, and provides
rent subsidies for the projects to help make them affordable. HUD provides capital advances to
private, nonprofit sponsors to finance the development of supportive housing for the elderly.
The capital advance does not have to be repaid as long as the project serves very low-income
elderly persons for 40 years. No funds were appropriated for new Section 202 capital advances
for fiscal years 2012 through 2015.

Volunteers is a nonprofit corporation that was incorporated on October 26, 2005, under the law
of the Commonwealth of Puerto Rico to provide elderly persons with housing facilities and
services, among other things. Volunteers’ books and records are maintained at 1660 Duke Street,
Alexandria, VA. On September 30, 2009, Volunteers and HUD signed an agreement to use more
than $3.26 million in Section 202 funds for the construction of a 3-story building with 38 1-
bedroom units for low-income elderly persons in the Municipality of Yabucoa, PR. On that date,
the Puerto Rico Department of Housing approved an additional $2 million in multifamily special
escrow funds for the construction of the project.?2 According to the agreement, the expected
completion of the project was December 2010.

RESULTS OF REVIEW

Volunteers disbursed Section 202 funds for a housing project that was incomplete and charged
the project unallowable construction costs. In addition, Volunteers was paid for duplicate
construction costs. These deficiencies occurred because the contractor filed for bankruptcy,
Volunteers was not able to reach an agreement with the bonding company to pay the bond or
complete the project, and Volunteers did not receive the special escrow funds in a timely
manner. As a result, more than $1.8 million was disbursed for a project that did not meet HUD
requirements. In addition, VVolunteers received more than $1 million in duplicate payments.

Incomplete Project

HUD approved $3.26 million in Section 202 funds for a project that was incomplete and
abandoned. The construction of the project began in August 2010 but stopped in June 2011 with
roughly 50 percent of the work completed. The contractor went bankrupt in December 2011 and
was not able to finish the project. Volunteers terminated the contractor but did not reach an
agreement with the bonding company to pay the bond or complete the project. Volunteers did
not agree to sign a takeover agreement with the bonding company because the bonding company
did not agree to include Volunteers’ claim for attorney’s fees. Volunteers had ongoing litigation
with various entities, including the bonding company, pertaining to the project. On February 28,
2017, we performed a site visit to the project and confirmed that it had not been completed. At
the time of our inspection, the project site looked abandoned.

2 On October 24, 1997, the Department and HUD signed a memorandum of understanding that authorized the
sale of certain multifamily projects belonging to the former Puerto Rico Urban Development and Housing
Corporation. According to the Department’s records, it had planned to sell 10 multifamily projects with
projected net sales proceeds of more than $40 million. The proceeds were to be placed into an independent
escrow account to be used to meet affordable housing needs of the citizens of Puerto Rico.

3



e Wape
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The pictures above show that the pOjet site was abandoned and ¢
substantially deteriorated.

Volunteers did not continue construction of the project. In a letter, dated February 10, 2016,
Volunteers informed HUD that the project was no longer viable as originally planned and the
costs per unit to complete it would exceed HUD requirements. The letter proposed to demolish a
portion of the deteriorated structure, complete the community center, and create a community
garden at the site. Volunteers requested that HUD release the Section 202 funds that remained in
the construction escrow account to facilitate the demolition of the remaining structure and
approve the release of the project site to the Municipality of Yabucoa for the construction of a
senior center.

On June 28, 2016, HUD informed Volunteers that it would allow the use of Section 202 funds
remaining in the project’s construction bank account, less any interest earned, to cover the costs
related to the demolition and remediation of the project site. In addition, HUD instructed
Volunteers to return any funds recovered from the ongoing litigation and stated that it would not
release the project until the litigation had finalized and a cost certification submitted. The letter
also stated that VVolunteers could not use the undrawn Section 202 funds remaining in HUD’s
account.

HUD’s system showed that it had disbursed to VVolunteers more than $1.8 million of the $3.26
million in Section 202 funds approved for the project. In addition, more than $1.44 million in
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undrawn Section 202 funds remained in HUD’s account. More than 7 years had passed since
Volunteers signed the grant agreement, and based on the project’s condition, the project did not
meet HUD requirements.

Ineligible Costs

Volunteers charged the project $140,000 for ineligible survey and land improvement costs and
architect fees. According to paragraph 11(b)2 of the firm commitment agreement, VVolunteers
was required to establish an escrow fund in the amount of $138,500, from other than Section 202
capital advance funds, to pay for the survey and improvement costs. However, VVolunteers
incorrectly charged the Section 202 program for these costs. In addition, VVolunteers was
reimbursed $1,500 in architect fees, although the contractor was paid for the services. Therefore,
the $1,500 reimbursement to VVolunteers was an ineligible duplicate payment. Volunteers
informed us that it believed these were eligible Section 202 program costs and HUD had
approved the expenditures. Although HUD approved the draw of funds, the supporting
documents Volunteers provided during the audit showed that the costs were not allowable.

Duplicate Billings

Volunteers submitted more than $1.05 million in duplicate construction cost billings to HUD and
the Puerto Rico Department of Housing. Between January and March 2011, HUD reimbursed
Volunteers more than $1.05 million in Section 202 funds pertaining to construction costs related
to the project. According to Volunteers’ records, the same construction costs were also
submitted for reimbursement to the Puerto Rico Department of Housing under its multifamily
special escrow grant program. As a result, Volunteers received more than $1.05 million in
duplicate payments between February and May 2011. The table below shows the duplicate
payments.

Puerto Rico Department of Housing

HUD Section 202 funds multifamily special escrow funds

HUD Contractor’s Reimbursed Yabucoa Contractor’s  Reimbursed Yabucoa

requisition  certification  construction account certification  construction account
number number costs deposit date number costs deposit date
2 1 $188,563 | Jan. 13, 2011 1 $188,563 | Feb. 16, 2011
3 2 225,703 | Jan. 18, 2011 2 225,703 | Feb. 16, 2011
4 3 220,460 | Feb. 10, 2011 3 220,460 | Feb. 16, 2011
5 4 143,567 | Feb. 25, 2011 4 143,567 | Apr.7,2011
6 5 279,174 | Mar. 28, 2011 5 279,174 | May 12, 2011

Total 1,057,467 Total 1,057,467

The duplicate multifamily escrow payments were not allowable project expenditures because
HUD paid Volunteers for the construction costs with Section 202 funds. Volunteers informed us
that it submitted duplicate bills because the Puerto Rico Department of Housing was slow in
disbursing the multifamily special escrow funds for the construction of the project. In addition,
HUD authorized Volunteers to use the Section 202 first to pay the contractor. However, HUD’s
approval to use Section 202 funds first did not authorize Volunteers to collect funds for the same
costs from both sources.



RECOMMENDATION

We recommend that the Director of the Atlanta Regional Office of Production

1A. Track and ensure that VVolunteers returns to the Treasury any funds recovered through
the ongoing litigation pertaining to the Yabucoa housing project.

1B. Deobligate and recapture $1,440,165 in undrawn Section 202 funds assigned to the
project.

1C. Require Volunteers to reimburse to the United States Treasury $140,000 from non-
Federal funds for ineligible project construction costs charged to the Section 202 project.

We also recommend that the Director of the Jacksonville Office of Asset Management require
Volunteers to

1D.  Return to the Puerto Rico Department of Housing $1,057,467, plus any interest earned,
for the duplicate special escrow fund payments it received.



Appendix A

SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendation Funds to be put

number Itz lell5 & to better use 2/
1B $1,440,165
1C $140,000
1D 1,057,467
Totals 1,197,467 1,440,165
1/ 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.

2/ Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an Office of Inspector General’s (OIG) 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 this instance, if HUD implements our recommendation,
Section 202 funds will be deobligated.



Appendix B

AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

W7/ Volunteers
// of America:
(e s s v s n k|

Narional Office

1660 Duke Street
Alexandria, VA 22314-3427
703.341.5000

www VolunteersofAmerica.org

November 7, 2017

Ms. Nikita N. Irons

Regional Inspector General for Audit
HUD Office of Inspector General

75 Ted Turner Drive

Room 330

Atlanta, GA 30303

RE: Yabucoa Volunteers of America Elderly Housing, Inc., Section 202
Supportive Housing for the Elderly Program

Dear Ms. Irons:

This letter is in response to the revised draft Audit Memorandum (“the
Audit Memorandum”) which was provided to Yabucoa Volunteers of
America Elderly Housing, Inc. (“YVOA”) on or about October 11, 2017,
regarding the Yabucoa Housing Project (“the YVOA project”). The Audit
Memorandum involves the use of HUD 202 funds from the Supportive
Housing for the Elderly Program and was also the subject of an exit
conference on October 27, 2017 (“the Exit Conference”). As we
discussed at the Exit Conference, the Audit Memorandum and the
recommendations contained therein (1) would take away needed
resources from low income elderly victims of Hurricane Maria; (2) fail to
recommend enforcement action against the surety company that
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Ref to OIG Evaluation

Auditee Comments

Comment 1

caused modifications and delays to the development and falsely blame
YWOA for the same; (3) contain incomplete and inaccurate descriptions
of relevant facts; and (4) attempt to recapture funds which the HUD
0I5 states belong to the Commonwealth of Puerto Rico, and thus are
outside of the scope of HUD OIG's jurisdiction.

1. HUD OIG’s Recommendation Takes Away Resources from Low Income
Elderly Residents of Puerto Rico Devastated by Hurricans Maria

On September 20, 2017, Hurricane Maria decimated the island of
Puerto Rico leaving many, particularly the poor and vulnerable, without
food, shelter, water, power and other basic human needs. The City of
Yabucoa, where the YWOA project is being developed, was one of the
hardest hit parts of the Island. The many seniors that live in this
community continue to struggle daily to address their health and other
needs. Within the context of the devastation, YWOA, through its related
entity, Volunteers of America, Inc., is one of the few groups that have
renewed their commitment to Puerto Rico and its citizens rather than
walking away from them.? In addition to our existing programs, we
recently launched Project Esperanza through which we have organized
and supported volunteers from across the country to bring much
needed aid and comfort to the low income senior ctizens of Puerto
Rico. HUD OIG's recommendation to redirect funds away from
assisting low income senior citizens of Puerto Rico by completing
construction of the YVOA project, even in the face of HUD's express
approval of the YWOA plan, will only exacerbate the poor conditions
and is particularly disturbing at this time.

The YWOA project, which has been modified in accordance with a HUD
approved plan, has converted from a senior housing project to the

* It shouwld e noted that not only was TvO& prepaned to continue with the Y 0A project as modified with HUD's
mpprovel to resbs B Com MUty center, bat it i also curmently running both 8 Re-sntry Program pursusnt to 8
cobract with the Fadersl Buresu of Prisons and an affordabie housing oom munity, Victor Hemendez, in Aguadilla.
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Ref to OIG Evaluation

Auditee Comments

Comment 1

development of a senior center that will provide services for low
income elderly in this community. This investment is needed now mare
than ever. Contrary to the statements in the Audit Memorandum, the
YWOA project was never abandoned. In fact, at the time of Hurricane
Maria, YVOA had completed remediation work on the site and was in
the process of obtaining building permits for the construction of the
senior center. We explained to HUD OIG on at least two occasions that
this work was taking place and provided HUD OIS with the following
photos showing the completion of the demolition and remediation
phases of the YWOA project for inclusion in the Audit Memorandum.
HUD 0IG chose not to include these facts.

Page 30 18
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Ref to OIG Evaluation

Auditee Comments
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Ref to OIG Evaluation

Auditee Comments
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Ref to OIG Evaluation

Auditee Comments

Comment 2

2. HUD QIG Failed to Audit the Documents Related to the Litigation
Against the Surety Company Which Caused The Delays, then
Modification, in the YWOA Project or Recommend Enforcement
Action Against the Surety

The HUD OIG's report and corresponding findings and
recommendations fail to demonstrate an understanding of the
facts. The YWOA project has a long and complicated history. In
short, the construction began in August 2010 and stopped in June
2011 when the contractor breached the contract and
subsequently filed for bankruptcy. YWOA worked diligently to
move the project forward, however, litigation with the bonding
company for the contractor is still on-going.

Page 6of 18
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Ref to OIG Evaluation

Auditee Comments

Comment 2

Comment 3

YWOA has already spent significant amounts of its own money on
legal costs in an effort to recover on the HUD required bond.
YWOA offered to provide HUD OIS with significant amounts of
additional documentation related to the litigation and the sursty
company's refusal to honor the HUD required bond with hope
that HUD O1G would consider recommending debarment or other
enforcement action against the company as its refusal to pay is
the only reason the YWOA project was not constructed as
originally planned. Unfortunately, HUD QIS did not consider this
information.

Given delays caused by the circumstances beyond YVOA's control
that resulted in the cost of completing the original plan to exceed
the available resources, the project objective shifted. Pursuant to
YWOA's Feb. 10, 2016 letter to HUD, which was approved by HUD
by letter dated June 28, 2016, the remaining funds in the
construction escrow account were approved to be used for
demolition and remediation of the YWOA project site. As
discussed above, YWOA continues to proceed with this plan. Based
on this HUD-approved plan, and in light of the on-going litigation,
YWOA is in compliance with all HUD reguirements. Below is the
letter YWOA received from HUD approving its modified plan:

Page 7 of 18
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Ref to OIG Evaluation Auditee Comments
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Ref to OIG Evaluation

Auditee Comments

e appty any Bunds deposited by iho Cveer, g e of the parpms: fnewl adsoch linds weie
dhopasiad, in such manner wd for cach prposer as it rary procribe

A Fimrn revarw of thin matter, the Depariren will aBory (oe the i o reominiig Seelias
0T Capitsal Advance Ruach i the Corstrartion B Acsoiny ke ap (rfenen et o8 Sectis
I3 Ol Aot fimol, b Guver eest selaten] 10 (e dest ol asid resned kation of s pariilly
bttt Yibuoooa sive Further, oy svaikile and dishisad Sectos 202 Caplial Advince fands
sermaining i the Carsruotion FSorow AooTu sy also be wed sosards relaod |{igason as.

The Comproiler Genersd has eons oy bold that, except a3 osherads provided by o,
e canvsl b grantes on [nds advanced by the Ulahied Sws snder an esidancs agroement
pending thelr appll carkon o grom purposes belogs m the Unied Staies miher then be dw graries;
theoskare, the UiwmerSporsos s retum o Treesary #ry inizrest oamed on these HUD Scctien
202 Uapital Adwance fonds

Sz tha stadiony intomt of thosa Sirak i for the developrmeal of affadable sl owsing
For alikerty porsons, sy inds eeovered throegh the Chemed Sposscer’s i potion mus be veed &
el the Deprrtment. Cnes liggeion has bem finslised, the Deparimeni will apeeas ke
refeaie ol dearal s 1o e City of Yoheom Howear, i secom the Department s i, e

Cigaitad Askeaace Lo arsl Regadaizry Ap -ml]rulh:rd:-:dnl:lll:l:lg-m
Euis bz firmaliedl il the O {Hips aticd a Cost Ceriili

Disparkivzal. HUD w0 etii Ir: rwhl o beivniredis e %:hn 202 Capital Juh-u. ke b
Agneeansil ol e Bk i B y Fetener uny ptlnn ol o

digrsed Seotion M I'_Jr\lul Jufvance fords e 1 HUD fo) wery b pashend Srough e ot
e e Sirely A pooenl. Suldeot 1o appnovil By HUAD, the Oasten' pussar sty e allowed o
1ed ot 1 o coests, beefie: peral g o porine or all of Lhe babsoe o stbaly the dsborsed
(LU

B udisSersed HUD Secthon 20 S aholl be diade reailalibe 1o the Sperraon Oaaner (i
Ty ez Any undsbuescd Sinds el elng by The HUDM ool snie e ppsired. This
hmerrd restion sl (owin @ chis bester i Hmbed o Seotion 202 Capltal Advenes farads, pormbs il
ol mry piher (e e e hasd oo geldance (om mverding alleedenlns,

| e thi informution is Belplin] o you in responding b0 sour oonetieenl. Pisass oories
wee if s bovwe sy queetionss or nerd nadd i renal | nfirmation 91 [262) 028057,

Simecrehy,

rﬁg

L Asd 4

Aty Derestin Asrt Managerren! ard
Peitfin o Oaeraight

Paze 907 18

16




Ref to OIG Evaluation

Auditee Comments

Comment 4

Comment 5

Comment 6

3. The Audit Memorandum Contains Inaccurate Facts as YW0OA's Actions
Related to the YWOA Project Have Been Reviewed and Approved By
HUD

The facts in the Audit Memorandum are neither complete nor accurate
as it relates to actions YVOA took after receiving various approvals from
HUD. First, HUD QIS failed to even include the explanation provided to
the auditors regarding the eligibility of the 5140,000 referenced in
Recommendation IC. Of that amount, 5138,500 was HUD-approved
survey and land improvement costs. HUD OIG misunderstood the
purpose of the escrow agreement for 138,500, contending, without
support, that HUD 202 funds could not be used for this purpose. As we
explained numerous times, the escrow agreement was intended as an
“insurance policy”, insuring that any unusual land improvements work
was performed. The Firm Commitment Agreement lists as one of the
Spedial Conditions an escrow for $138,500, but it did not reguire that
the unusual land improvements not be paid from HUD 202 funds. In
fact, HUD separately approved the use of 202 funds to pay the
construction contract, which was itemized to include the 5138,500 in
unusual land improvement costs. After that land work was done and
was paid for pursuant to HUD-approved draws, YVOA requested and
HUD approved the release of the escrow funds back to YWOA. HUD's
approval to pay the costs from HUD 202 funds and to release the
escrow was appropriate, as the escrow fund required in the Firm
Commitment Agreement had served its purpose and the funds were no
longer required to be held in escrow. This is a commaon HUD practice
and consistent with our experience on dozens other HUD Section 202
developments across the country.

The additional $1,500 of the 5140,000 guestioned by the auditors was
an invoice for some additional permitting work that the architect
completed. It was not included in draw #4 and thus was paid to the

Pzze 10 of 18
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Ref to OIG Evaluation

Auditee Comments

Comment 6

Comment 7

architect separately as part of the 55,313 payment on February 28,
2011. We provided HUD OIG with email back-up showing HUD
approval in addition to the evidence that HUD had signed off on the
draws on these items. HUD QIG did not even acknowladge this
information or include it in its audit.

Second, HUD QIG states that YWOA received “duplicate payments.”
Again, the findings and recommendations fly in the face of the
acknowledged fact that, near the beginning of the project, HUD
expressly approved and directed that, in order to keep the project
moving, YWOA could use HUD 202 funds first to pay the contractor, as
YW0A documentad that the Puerto Rico Department of Housing (“the
Vivienda™) had failed to pay on time, although requests were timely
submitted by YWOA. As noted in the Audit Memorandum, the Vivienda
agreed to provide 52,000,000 toward the ¥YWOA project. During the
course of the YWOA project, YWOA timely submitted requests for
payment to the Vivienda, as it was to pay prior to the use of the HUD
202 funds. The delay in payments by the Vivienda began to have an
impact on the progress of the YWOA project. YWOA contacted HUD and
received permission to pay the early invoices with HUD 202 monies first
in order to expedite the construction work. The Vivienda funds were
then going to be used to replenish the already drawn down HUD 202
funds. We provided HUD QIG with the attached e-mails which indicate
our correspondence with HUD on this topic:

Page 11 oF 18
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Ref to OIG Evaluation

Auditee Comments

1. From: Hutchins, Tracy [mailto: THutchins@woa.org]

Sent: Monday, January 03, 2011 2:43 PM

To: NN
Subject: Yabucoa Capital Advance funds

I

Happy MNew Year!

Any news on the Capital Advance fands for Yabneoa?
Thanks!

Tracy Hutchins |Senior Financial Analyst,

Affordable Housing Development
Volunteers of America | Thutchins@voa.org

T: 850.497.8116 | F: 703.997.0702

Follow us on Twitter | Follow us on Facebook

- From: I

Sent: Tuesday, January 04, 2011 6:35 AM
To: Hutchins, Tracy

Subject: RE: Yabucoa Capital Advance funds
Hi Tracy:

Happy New Year to you too. Yesterday, we were told that the 185
which is the form used to assign funds was in the signature traffic
in HQL | am assuming that this will be resalved befare the end of
the week.

Page 12 of 18
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3. From: Hutchins, Tracy [mailto: THutchins@wvoa.org]

Sent: Tuesday, January 18, 2011 10:00 AM

To: I
Subject: Yabucoa

I hope you are feeling better. I now have funds from deaws 2 and 3
and want to knowr if it 45 OK to send the contractor his money. As
o know we don’t have the Department of Honsing's fands and I
want to make siae I have your approval to send the fiunds to Sun. If
OF with you, when I do receive the DOH funds, T will dedict from
subsequent draws.

I have no phone service today and they tell me it may be tomorrow

everung before it is restored, so please respond wia emml.
Thanks!!

Tracy Hutchins |Senior Financial Analyst,
Affordable Housing Development
Volunteers of America | Thutchins@voa.org

T: 850.497.8116 | F: 703.997.0702

Follow us on Twitter | Follow us on Facebook

Page 13 of 18
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4. From: I

Sent: Tuesday, January 18, 2011 11:11 AM
To: Hutchins, Tracy

Subject: RE: Yabucoa

Hi Tracy:

| am doing a lot better, thanks. You can paid the contractar
everything you requested on both requisitions submitted to HUD.
| don't know anything about your requests to DOH.

. From: I

Sent: Thursday, January 20, 2011 8:00 AM
To: Hutchins, Tracy
Subject: RE: Yabucoa Elderly

Thank you..

- From:

Sent: Thursday, January 20, 2011 08:22 AM
To: Hutchins, Tracy
Subject: RE: Yabucoa Elderly

Hi Tracy:

| just want to know if payment to the contractor have been
completed for Draws 2 & 3.

Thanks,

Page 14 0f 18
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Comment 8

7. From: Hutchins, Tracy [mailto: THutchins@wvoa.org]
Sent: Thursday, January 20, 2011 9:33 AM

To: NN
Subject: Re: Yabucoa Elderly

Yes. Wire was sent to him for both draws on Tuesday.

This is exactly what transpired. Although YVOA informed the auditors
of this fact, and provided documentation for these transactions, the
auditors appear not to have understood or chose not to acknowledge
the process. In fact, there were no duplicate payments, as HUD merely
paid the first draw requests, whereas the Vivienda funded later
requests.

4_ Recommendation ID is Qutside the Jurisdiction of the HUD QIG

Recommendation |0 represents a fundamental departure from the
express objective of the audit, which “was to determine whether
Volunteers used Section 202 funds in accordance with HUD OIG
agreements and requirements.” Curiously, notwithstanding the
abjective as stated by HUD OIG on page 1 of the Audit Memorandum,
on page 2, it notes: “Volunteers’ records also showed that it received
fram the Puerto Rica Department of Housing maore than 51.8 million
from a multifamily special escrow program. We examined all of the
escrow payments Volunteers received and the related supporting
documents.” It is outside of the auditors’ purview and jurisdiction to
determine if Vivienda funds were used appropriately. The HUD OIS has
no jurisdiction and correspondingly no enforcement power over
Vivienda funds. Inspector General Act of 1978, as amended, 5a U.5.C.
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Comment 9

App. 3 §2 (2016). Therefore, Recommendation ID should be withdrawn
as outside the scope of the audit and the jurisdiction of the auditors.

5. The HUD OIG Did Mot Follow Generally Accepted Government
Auditing Standards and Thersfore_ Its Findings and Recommendations
Should Be Withdrawn as Without Adequate Basis

The Audit Memorandum admits that “the audit was not performed in
accordance with generally accepted government auditing standards.
To meet our objective, it was not necessary to fully comply with the
standards, nor did our approach negatively affect our review results.”
Respectfully, YWOA disputes the conclusion that it was not necessary to
comply with government auditing standards. According to the last
available HUD OIG Audit Operations Manual, “All performance audits
conducted by 0IG staff must comply with Generally Accepted
Government Audit Standards (GAGAS) . . . ¥ HUD OIG Audit Operations
Manual Section 3-1. The HUD 0IG's audit work was not complete and
accurate, as it is required to be ?

In light of the above, we reiterate our request that Recommendations
A-D be withdrawn in their entirety, as they result from a lack of
understanding of various items, namely, the YWVOA project objective;
the proper accounting standards; the HUD directive to pay invoices
with HUD 202 funds; and the June 28, 2016 HUD approval for the
conclusion of the YWOA project *

* Thee lmad suditor on this matter retined before the exit conferencs and therefore, YW0A had no opporbunity to
disouss the findings with that HUD OIS aucitor prior to- the HUD 085 generating a final sudit report.

* &t the very lemst, 0 Suomits that the audit conclusions and recommendations be revised o refisct that ™WO0A
scted st the direction of HUD snd thet its findings with respact to the Viiands funds sne subject to the Vivisnds's
decision whether or not bo approwe YWO0A's plan for closng ot the project.
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Comments 5
and 6

Comment 8

Comment 10

Response to specific Recommendations:

1A: Track and ensure that Volunteers returns to the Treasury any funds
recovered through the ongoing litigation pertaining to the YVOA
project. Response: As previously articulated in HUD's June 28, 2016
letter, any net funds recovered in the on-going litigation will be
returned to HUD. As YVOA explained to the auditors, the litigation is
still pending and the timeline for the litigation has been understandably
affected by the devastating effect of Hurricane Maria.

I1B: Deobligate and recapture 51,440,165 in undrawn HUD 202 funds
assigned to the project. Response: YVOA will manage the HUD 202 and
other funds assigned to the YVOA project consistent with HUD's letter
dated June 28, 2016, a copy of which was provided to the auditors.
HUD has already indicated, and YVOA agrees, that undrawn HUD 202
funds are not to be used.

IC: Require Volunteers to reimburse to the United States Treasury
$140,000 from non-Federal funds for ineligible project construction
costs charged to the Section 202 project. Response: YWOA has provided
substantial documentation that demonstrates that the $140,000 in
federal funds was used for eligible architectural costs on the YWOA
project consistent with HUD and YWOA's past practice. HUD OIG simply
misreads the applicable documents. This recommendation is without
merit and should be withdrawn.

ID: Return to the Puerto Rico Department of Housing 51,057,467, plus
any interest owed, for the duplicate special escrow fund payments it
received. Response: The HUD OIG has no jurisdiction over these funds.
See above discussion. YWOA has had multiple conversations with
Vivienda over the last few years regarding this project, and has shared
with Vivienda the HUD-approved modified plan. Vivienda has voiced
nao abjection to YWOA proceeding with the modified project. At the Exit
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Comment 11

Conference, HUD OIG stated that it did not discuss this
recommendation with Vivienda. Under the circumstances, this
Recommendation is without basis and should be withdrawn.

Conclusion

It is unfortunate that the YWOA project was unable to move forward
under its original plan due to no fault of YWOA. As described above,
¥YWOA has worked with HUD and Vivienda every step of the way in an
effort to come up with and execute on an alternative plan to build a
senior center to support the low income elderly consistent with
program reguirements. This effort has been at considerable time and
expense to YVOA; however, YWOA has persevered as it remains
committed, now more than ever, to serving the low income seniors in
the Yabucoa community. Itis truly unfortunate that the Audit
Memorandum does not provide a complete and accurate view of the
facts and includes recommendations that would take resources away
from the victims of Hurricane Maria just when they are needed most.
Please contact me if you would like to discuss this matter.

Very truly yours,
-I"..- "Wt ".'.-.rf'-.«.

Clare Ann Fitzgeraid
Vice President and Counsel for
Litigation, Risk Mgmt., & Compliance
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Comment 1

Comment 2

OIG Evaluation of Auditee Comments

Volunteers stated that the recommendations would take away resources from low-
income elderly residents of Puerto Rico by redirecting funds away for the
completion of the Yabucoa project. Volunteers added that HUD approved the
modified plan to convert the housing project to a senior center. Volunteers also
mentioned that the housing project was not abandoned, that remediation work was
completed before Hurricane Maria made landfall, and that it was in the process of
obtaining building permits for the construction of the senior center. Volunteers
claimed that on at least two occasions it informed and provided OIG with
photographs showing that demolition and remediation work took place at the
project site and that OIG chose not to include this information in the
memorandum.

We do not agree with VVolunteers. Volunteers disbursed more than $1.8 million in
Section 202 funds for a project that did not meet HUD requirements and failed to
expand the supply of affordable housing with supportive services for the elderly.
The recommendations seek the reimbursement of $140,000 for unallowable
construction costs and the return of $1 million in duplicate construction costs paid
to Volunteers.

HUD approved the use of Section 202 funds remaining on the project’s bank
account only for the demolition and remediation of the site. A HUD official
informed us that Section 202 funds could not be used for the construction of a
senior center because it would not be consistent with program requirements. On
February 28, 2017, we performed a site visit to the project and confirmed that it
had not been completed. At the time of our inspection, the project site looked
abandoned. The OIG auditors met with VVolunteers’ officials on two occasions,
including the exit conference that took place on October 27, 2017, and during the
meetings Volunteers’ officials did not mention that the project was demolished
and no pictures were provided to the audit staff showing the demolition and
remediation of the site.

Volunteers stated that it worked diligently to move the project forward, that
litigation against the bonding company is still ongoing, that it had spent a
significant amount of its own money on legal costs, and that OIG did not consider
this information in the memorandum. In addition, that it hoped that OIG consider
recommending the debarment of the surety company.

We do not agree with VVolunteers. The OIG auditors did review about 500 pages
of litigation documents that VVolunteers provided during the audit. Only relevant
information was included in the report. The memorandum does include
information describing why the construction was not completed as well as
information on Volunteers ongoing litigation with various entities, including the
bonding company. Volunteers and HUD signed an agreement to use Section 202
funds for the construction of the Yabucoa housing project. The review was
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Comment 3

Comment 4

Comment 5

related to Volunteers’ compliance with HUD requirements; the surety company
did not have an agreement with HUD.

Volunteers indicated that the project objective changed due to circumstances
beyond its control, and that in a letter dated June 28, 2016, HUD approved to use
the remaining funds in the construction account for demolition and remediation of
the Yabucoa project site. VVolunteers also stated that it continues with the HUD-
approved plan and it is in compliance with all HUD requirements.

The HUD letter dated June 28, 2016, authorized the use of unexpended Section
202 funds only for demolition and remediation work at the project site. The HUD
letter also stated that permissibility of any other funds must be based on guidance
from the awarding office or entity. Volunteers’ accounting records reflected that
most of the funds left in the construction account (more than $1 million) were
multifamily special escrow funds awarded by the Puerto Rico Department of
Housing. Therefore, the June 2016 approval letter was not applicable to the
unexpended multifamily special escrow funds. Volunteers did not provide any
documentation showing that HUD or the Puerto Rico Department of Housing
authorized a change in scope of work and the use of multifamily special escrow
funds for demolition and remediation work at the Yabucoa project site.

Volunteers stated that the audit memorandum contained inaccurate and
incomplete information and that OIG failed to include the explanation provided to
the auditors regarding the eligibility of the $140,000 questioned in
recommendation 1C.

We do not agree with Volunteers. The audit memorandum did include the
explanation provided pertaining to the questioned costs. Volunteers informed us
that it believed these were eligible Section 202 program costs and HUD had
approved the expenditures.

Volunteers indicated that HUD approved the $138,500 for survey and
improvement costs, that OIG misunderstood the purpose of the escrow agreement,
and that without support the memorandum stated that Section 202 funds could not
be used for survey and improvement costs. Volunteers stated that HUD’s
approval to pay the costs from Section 202 funds and to release the escrow funds
was appropriate.

According to paragraph 11(b)2 of the firm commitment agreement, \VVolunteers
was required to establish an escrow fund in the amount of $138,500, from other
than Section 202 funds, to pay for the survey and improvement costs. However,
Volunteers incorrectly charged the Section 202 program for these costs. Although
HUD approved the draw of funds, the supporting documents Volunteers provided
during the audit showed that the costs were not allowable. In addition, a HUD
official informed us that Section 202 funds should not have been used to pay for
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Comment 6

Comment 7

Comment 8

the survey and improvement costs. Volunteers did not provide additional
documentation supporting the allowability of the costs.

Volunteers stated that the $1,500 questioned costs pertained to some additional
work the architect completed, that HUD approved the draw, and that it provided
support, but OIG did not acknowledge the information or include it in the
memorandum.

Although HUD approved the draw of funds, all costs need to be supported.
Volunteers did not provide documentation supporting the eligibility of the costs or
that it was not a duplicate payment.

Volunteers stated that HUD approved to pay early invoices with Section 202
funds first to expedite the construction work. Volunteers also stated that the
multifamily special escrow funds from the Puerto Rico Department of Housing
were to be used to replenish the Section 202 funds already drawn. According to
Volunteers there were no duplicate payments, as HUD paid for the first draw
requests, whereas the Puerto Rico Department of Housing funded the later
requests.

We agree with VVolunteers that HUD authorized the use of Section 202 funds
because the Puerto Rico Department of Housing was slow in disbursing the
multifamily special escrow funds for the construction of the project. However,
HUD’s approval to use the Section 202 funds first did not authorize Volunteers to
collect funds for the same costs from both sources. Although Volunteers stated
that the multifamily special escrow funds were to be used to replenish the Section
202 funds already drawn, there is no evidence that funds were returned to HUD.
In a January 2011 email, Volunteers informed HUD that it would deduct from
subsequent Section 202 draws the multifamily special escrow funds it receives
from the Puerto Rico Department of Housing. However, VVolunteers did not
adjust the subsequent Section 202 draws and submitted duplicate construction
cost billings to HUD and the Puerto Rico Department of Housing. The duplicate
multifamily escrow payments were not allowable project expenditures because
HUD paid Volunteers for the construction costs with Section 202 funds.

Volunteers indicated that recommendation 1D was a departure from the audit
objective and that OIG had no jurisdiction and correspondingly no enforcement
power over the Puerto Rico Department of Housing funds. Volunteers also stated
that Recommendation 1D should be withdrawn.

We do not agree with Volunteers. The OIG is authorized to conduct audits,
reviews, inspections and evaluations related to HUD programs. The multifamily
special escrow fund administered by the Puerto Rico Department of Housing is
subject to HUD requirements, per the October 24, 1997, memorandum of
understanding. In addition, the grant agreement signed with the Puerto Rico
Department of Housing provides that VVolunteers shall comply with HUD
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Comment 9

Comment 10

Comment 11

regulations in accordance with the memorandum of understanding and all federal
regulations and policies issued. In addition, the agreement provides that all of
Volunteers’ records related to the Yabucoa housing project shall be made
available to the grantor agency, their designees, or the Federal government to
audit, examine and make excerpts, photocopies or transcripts of all relevant data.
We did not remove recommendation 1D.

Volunteers stated that HUD OIG did not follow Generally Accepted Government
Auditing Standards (GAGAS) and therefore, the findings and recommendations
1A through 1D should be withdrawn.

We do not agree with Volunteers. The OIG is allowed to perform non-GAGAS
reviews and the audit memorandum is consistent with Sections 7.30 and 7.31 of
the Government Auditing Standards, 2011 revision. We did not withdraw the
findings and recommendations from the memorandum.

Volunteers stated that it shared with the Puerto Rico Department of Housing the
modified plan and there were no objections.

Volunteers did not provide any evidence that the Puerto Rico Department of
Housing had approved the change in scope pertaining to the Yabucoa housing
project. Therefore, we did not change recommendation 1D.

Volunteers stated that the memorandum is not complete and accurate, and that
recommendations will take away resources from low-income elderly residents of
Puerto Rico by redirecting funds away for the completion of the Yabucoa project.

We do not agree with VVolunteers. Volunteers disbursed Section 202 funds for a
project that did not meet HUD requirements and failed to expand the supply of
affordable housing with supportive services for the elderly. The
recommendations seek reimbursement from Volunteers for the unallowable
construction costs and the return of funds that Volunteers was paid for duplicate
construction costs.
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