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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. 1 The objective of this
audit was to determine whether Volunteers 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.
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METHODOLOGY AND SCOPE
To accomplish our objective, we performed the following associated with the project:
•

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

•

reviewed Volunteers’ project and disbursement records;

•

conducted an inspection of the project site; and

•

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 Volunteers’ 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.
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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 1bedroom 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, Volunteers 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.
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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.
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The pictures above show that the project site was abandoned and construction work was
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 Volunteers could not use the undrawn Section 202 funds remaining in HUD’s
account.
HUD’s system showed that it had disbursed to Volunteers 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, Volunteers
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, Volunteers
incorrectly charged the Section 202 program for these costs. In addition, Volunteers was
reimbursed $1,500 in architect fees, although the contractor was paid for the services. Therefore,
the $1,500 reimbursement to Volunteers 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.

HUD
requisition
number
2
3
4

HUD Section 202 funds
Contractor’s Reimbursed
certification construction
number
costs
1
$ 188,563
2
225,703
3
220,460

5
6

4
5
Total

143,567
279,174
1,057,467

Yabucoa
account
deposit date
Jan. 13, 2011
Jan. 18, 2011
Feb. 10, 2011
Feb. 25, 2011
Mar. 28, 2011

Puerto Rico Department of Housing
multifamily special escrow funds
Contractor’s
Reimbursed
Yabucoa
certification
construction
account
number
costs
deposit date
1
$188,563 Feb. 16, 2011
2
225,703 Feb. 16, 2011
3
220,460 Feb. 16, 2011
4
5
Total

143,567
279,174
1,057,467

Apr. 7, 2011
May 12, 2011

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.
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RECOMMENDATIONS
We recommend that the Director of the Atlanta Regional Office of Production
1A.

Track and ensure that Volunteers 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 nonFederal 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.
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Appendix A
SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendation
number

Ineligible 1/

1B

Funds to be put
to better use 2/
$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.
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Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation

Auditee Comments

8

Ref to OIG Evaluation

Auditee Comments

Comment 1

9

Ref to OIG Evaluation

Auditee Comments

Comment 1

10

Ref to OIG Evaluation

Auditee Comments

11

Ref to OIG Evaluation

Auditee Comments

12

Ref to OIG Evaluation

Auditee Comments

Comment 2

13

Ref to OIG Evaluation

Auditee Comments

Comment 2

Comment 3

14

Ref to OIG Evaluation

Auditee Comments

15

Ref to OIG Evaluation

Auditee Comments

16

Ref to OIG Evaluation

Auditee Comments

Comment 4

Comment 5

Comment 6

17

Ref to OIG Evaluation

Auditee Comments

Comment 6

Comment 7

18

Ref to OIG Evaluation

Auditee Comments

19

Ref to OIG Evaluation

Auditee Comments

20

Ref to OIG Evaluation

Auditee Comments

21

Ref to OIG Evaluation

Auditee Comments

Comment 7

Comment 8

22

Ref to OIG Evaluation

Auditee Comments

Comment 9

23

Ref to OIG Evaluation

Auditee Comments

Comments 5
and 6

Comment 8

Comment 10

24

Ref to OIG Evaluation

Auditee Comments

Comment 11
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OIG Evaluation of Auditee Comments
Comment 1

Volunteers stated that the recommendations would take away resources from lowincome 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 Volunteers. 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 Volunteers’ 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.

Comment 2

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 Volunteers. The OIG auditors did review about 500 pages
of litigation documents that Volunteers 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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related to Volunteers’ compliance with HUD requirements; the surety company
did not have an agreement with HUD.
Comment 3

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. Volunteers also stated that it continues with the HUDapproved 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.

Comment 4

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.

Comment 5

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, Volunteers
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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the survey and improvement costs. Volunteers did not provide additional
documentation supporting the allowability of the costs.
Comment 6

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.

Comment 7

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 Volunteers 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, Volunteers 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.

Comment 8

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 Volunteers shall comply with HUD
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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.
Comment 9

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.

Comment 10 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.
Comment 11 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 Volunteers. 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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