
TO:   James Barnes, Director, Office of Community and Development, 1AD

FROM:   William D. Hartnett, District Inspector General,  Office of Audit, 1AGA

SUBJECT: HOME Program
Holyoke/Chicopee Consortium
Holyoke, Massachusetts

We completed our audit of the Holyoke/Chicopee Consortium’s (Consortium) HOME Program.
Our objectives were to determine whether the Consortium utilized its HOME funds in such a way
that decent, safe, and affordable housing opportunities for low and very low income families, in
the Holyoke/ Chicopee area, were expanded and whether the funds were used efficiently.   We
looked at both home-ownership and rental housing projects developed by the Consortium.

This report contains two findings.  We found that although the Consortium managed the rental
housing segment of its HOME Program effectively, its management of the home-ownership
segment needs improvement.  Specifically, we noted that of the four home-ownership projects
reviewed, one of them did not have the necessary restrictions attached to it to ensure its long-term
affordability in accordance with program requirements and the remaining three had restrictions
attached to them that were either incorrect or unwarranted.  As a result, the Consortium may have
incurred $330,782 in ineligible HOME expenditures.  We also found that HOME program income
and its use was not properly accounted for or reported to HUD.

Within 60 days please give us, for each recommendation in this report, a status report on: (1) the
corrective action taken; (2) the proposed corrective action and the date to be completed; or (3)
why action is considered unnecessary.  Also, please furnish us copies of any correspondence or
directives issued because of the audit.

If you have any questions, please contact our office at (617) 565-5259.

  Issue Date

           October 8, 1999

 Audit Case Number

            00-BO-255-1001
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We performed an audit of the HOME Program administered by the Holyoke/Chicopee
Consortium (Consortium). The primary purpose of our audit was to determine whether the
Consortium efficiently used HOME funds in a manner consistent with HOME Program objectives.
Specifically, we determined whether HOME funds were efficiently used to expand the supply of
decent, safe, and affordable rental and home-ownership housing opportunities for low and very
low income families.

In order to expand the supply of affordable housing
opportunities for low and very low-income families, the
Consortium managed a rental housing program as well as a
home-ownership program. While the Consortium
adequately managed the rental housing program, several
deficiencies were noted in the Consortium’s management of
its home-ownership program.  We also found that the
Consortium was not reporting the generation or use of
HOME program income in accordance with HOME
Program requirements.

Specifically, our audit disclosed that the Consortium did
not: 1) document the necessity of the HOME investment; 2)
follow HOME regulations governing recapture restrictions
for home-ownership properties;  3) impose mandatory
resale provisions on home-ownership properties funded
through HOME development subsidies; 4) ensure that
families who purchased HOME assisted homes were income
eligible; and 5) properly account for its HOME program
income.

As a result, $330,782 in HOME funds expended  on  two
home-ownership projects is questioned as to its eligibility.
Specifically, the Consortium cannot establish or ensure the
necessity of HOME funds invested to produce four home-
ownership projects that incurred $1,089,665 in total costs
and had an aggregate after construction/ rehabilitation
appraised value of only $449,000.  Furthermore, since the
mandatory resale provisions were not imposed on two of
the above homes, the families who eventually purchased the
homes may subsequently sell to any person, at any time,
without regard to the HOME program’s income targeting
(low and very low-income)  or primary residence
requirements.  Also, the recapture restrictions executed for
three of the projects were either incorrect or in one instance

Audit Results
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unwarranted which could have an effect on the long-term
affordability of these projects.  There is also an increased
risk that families who benefited from the HOME Program
through affordable home-ownership opportunities were
ineligible. Lastly, actual HOME assistance reported to HUD
is understated.

We are recommending that you require the Consortium to
adhere to their established HOME Program requirements
and HUD requirements in their administration of the home
ownership segment of the HOME Program.  The recapture
agreements executed for three of the four home-ownership
projects cited in this report should be terminated and re-
executed between the proper entities and in the proper
amounts.  If the Consortium cannot ensure affordability for
the two projects requiring mandatory resale restrictions, we
recommend that the HOME assistance provided be returned
to the Consortium for future eligible use. We are also
recommending that you instruct the Consortium to establish
an accounting system that accurately tracks and reports the
generation and use of its HOME Program income

We discussed the findings in this report with Consortium
staff during the course of our audit.  We issued a draft audit
report to the Consortium on August 2, 1999.  The
Consortium issued a written response to the draft on August
27, 1999.  The Consortium generally disagreed with the
contents of the report.  Appropriate revisions were made
where deemed necessary.  We included the Consortium’s
pertinent comments in the Findings section of this report.
The Consortium’s full response is included in Appendix B.

Recommendations

Findings and
Recommendations
Discussed
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The HOME Program was established under Title II of the Cranston-Gonzalez National
Affordable Housing Act of 1990.  HOME is the largest Federal housing block grant to State and
local governments designed exclusively to create affordable housing for low and very low income
households.  Each year over $1 billion is allocated among the States and hundreds of localities
nationwide.

As a housing block grant, the HOME Program provides communities flexibility and discretion
over which housing activities to pursue. Communities can invest their HOME funds in home-
ownership and/or rental housing activities.  Different affordability and income targeting
requirements apply, depending on whether the housing activity is home-ownership or rental
housing.  However, regardless of the different affordability and income targeting requirements, a
community can only invest its HOME funds in housing that qualifies as affordable and targets low
and very low income households.

Communities that do not qualify for an individual allocation under the formula can join with one
or more neighboring localities in a legally binding Consortium whose members’ combined
allocation would meet the threshold for direct funding.  The Holyoke/ Chicopee, MA Consortium
(Consortium) receives its funding under this method.  The Consortium consists of two (2) cities;
the City of Holyoke, MA; which is considered the lead city; and the City of Chicopee, MA; which
is considered a participating city.  Each city’s office for  Community Planning and Development is
responsible for the administration of the HOME grant for its City.  The Administrator of the
Office for Community Development, City of Holyoke, William Murphy, has overall responsibility
of the HOME grant for both cities.

To accomplish its objectives, the HOME Program requires Consortiums to maintain existing
partnerships and to forge new ones.  Partners play different roles at different times, depending on
the project or activity being undertaken.  The Holyoke/Chicopee Consortium generally utilizes the
following partners:

• Developers and owners:  Individuals, for profit entities, and nonprofit entities participate
in the HOME Program as owners and developers of housing;

 

• Subrecipients:  A public agency or nonprofit organization selected by a Consortium to
administer all or a portion of the Consortium’s HOME Program; and

 

• Community Housing Development Organizations (CHDO):  A private, nonprofit
organization that meets a series of qualifications prescribed in the HOME regulations.
Each Consortium must use a minimum of 15 percent of its annual allocation for housing
owned, developed or sponsored by CHDOs.
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The Consortium received HOME allocations totaling $6,440,000 from Fiscal Year (FY) 1992 to
1998.  As of February 9, 1999, the Consortium had expended a total of $4,530,193 of its HOME
allocations as follows:

Development of Rental Properties (14 projects) $3,056,651
Development of Home-ownership Properties (19 projects)      911,529
Down Payment Assistance for 1st Time Home-buyers (71 families assisted)      224,080
Rental Assistance        45,093
Administration           292,840
TOTAL $4,530,193

The overall objective of our audit was to ascertain whether
the Consortium utilized its HOME funds in such a way that
decent, safe, and affordable housing opportunities for low
and very low income residents, in the Holyoke/Chicopee
area, were expanded and whether the funds were used
efficiently.  Specific objectives included determining
whether:

1. The supply of affordable rental housing was
increased and whether the housing continued to be
decent, safe, and affordable;

 
2. The supply of home-ownership opportunities was

increased and benefited eligible families.
 
3. Down payment and closing cost assistance provided

to first-time home-buyers was consistent with
program requirements.

To achieve our objective we:
 

• Reviewed applicable HUD regulations to gain an
understanding of program requirements.

 

• Interviewed City of Holyoke and Chicopee
managers and staff who administer the HOME
program to gain an understanding of the structure of
the Consortium’s HOME Program and to identify
procedures and management controls in place.

 

Audit Objectives

Audit Scope and
Methodology
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• Discussed items with HUD staff from the
Massachusetts State Office, Office of Community
Planning and Development, to obtain their
perspective, insight, clarification and interpretation
of the HOME Program and its requirements.

 

• Reviewed a sample of rental projects and home-
ownership projects to determine proper project
management with regard to 1) selection of projects;
2) affordability; 3) assisted families eligibility; 4)
sub-recipient oversight; and 5) adequate supporting
documentation for project expenditures.

 

• Performed site inspection for a sample of the
projects reviewed to ascertain existence and assess
appearance.

 

• Reviewed the extent to which the Consortium
monitors its recipients of HOME funds to ensure on-
going compliance with regard to 1) homebuyer
income eligibility; 2) tenant initial and continued
income eligibility; and 3) rental unit affordability.

 

• Reviewed the Home-buyers Assistance Programs
administered by both Cities (Holyoke and Chicopee)
to ascertain whether the programs were adequately
assisting low-income families obtain home-
ownership opportunities in the Holyoke/Chicopee
area in accordance with HOME requirements.

 

• Compared Consortium records with HUD’s
Integrated Disbursement and Information System
(IDIS) records to ascertain whether accurate
information was provided to HUD with respect to 1)
project information; 2) funding information; and 3)
program income.

 

• Performed limited reviews on the Consortiums
compliance with the HOME Program’s Matching
funds and CHDO set-asides requirements.

Our audit period covered January 1, 1995 to December 31,
1998 and was extended, as appropriate, to meet our
objectives. Field work was performed from February
through June 1999.

Audit Period
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We performed our audit in accordance with generally
accepted government auditing standards.
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 Home-Ownership Activities Were Not
In Accordance With Program Requirements

HOME funds invested in home-ownership projects were not used efficiently and did not meet
program requirements.  Specifically, the Holyoke/Chicopee Consortium:

• Did not adequately document the necessity of the HOME investment;
 

• Allowed a developer to enter into long-term affordability agreements with home-buyers,
against HOME requirements and for amounts greater than warranted.

 

• Failed to impose proper mechanisms to enforce the projects’ long-term affordability in the
event of resale; and

 

• Did not maintain documentation demonstrating that the projects were sold to and occupied by
low-income families nor did they review the performance of entities awarded HOME funds for
home-ownership activities to ensure compliance with written agreement.

As a result, HOME allocations totaling $330,782 are questioned as to their eligibility since they
were invested in housing that did not meet the program affordability requirements meant to ensure
that the housing remained affordable for a minimum of 5 - 20 years.  The above occurred because
the Consortium either did not follow their own established requirements or misinterpreted HUD
requirements.

HOME Program regulations provide that the Participating
Jurisdiction is responsible for managing the day to day
operations of its HOME program, including work
performed by sub-recipients, ensuring that HOME funds are
used in accordance with all program requirements and
written agreements, and taking appropriate action when
performance problems arise (24 CFR Part 92.504(a)).

u As of February 9, 1999, the Consortium had committed
$1,056,341 and expended $911,529 in HOME allocations
for 19 home-ownership projects (2 new construction and 17
rehabilitation of existing structures).  The homes were
constructed or rehabilitated as part of the Consortium’s
Home-ownership segment of its HOME Program with the
intent that upon project completion, they would be sold to
low or very low income families. We reviewed 4 projects
where HOME allocations totaling $512,782 were made.

Consortium Responsible
For Ensuring Program
Requirements are Met

Universe and Sample
Reviewed
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Home regulations require a Participating Jurisdiction to
evaluate HOME funded projects in accordance with
guidelines that it has adopted for this purpose to ensure that
the HOME investment, in combination with other
governmental assistance, is not more than is necessary to
provide affordable housing (24 CFR Part 92.250(b)).

HUD guidelines provide that this review must be
documented and the  documentation should be included in
the project file (CPD Notice 98-01(IV): Layering Guidance
for HOME Participating Jurisdictions When Combining
HOME Funds with Other Governmental Subsidies).  Each
city in the Consortium; Holyoke, Massachusetts and
Chicopee, Massachusetts; adopted its own set of guidelines.
Both sets are similar in nature and include the use of CPD
Notice 98-01 as an evaluation tool.

The project files for the home-ownership projects reviewed
either did not contain evidence of an evaluation or the
evaluation provided was found to be insufficient.
Specifically, two of the project files contained insufficient
documentation (10 Cooney Place, Chicopee, and 51-55
Maple Street, Chicopee) and for the remaining two projects,
we were advised that the file was misplaced (83-85 Center
Street, Holyoke and 87-89 Center Street, Holyoke).

The Consortium funded HOME home-ownership projects
whose total costs were substantially greater than the after
rehabilitation/construction appraised value of the projects:

Project Total Costs
Appraised

Value Percent
83-85 Center St. $   231,483 $  70,000 331%
87-89 Center St.      223,483     93,000 240%
51-55 Maple St.      418,133   186,000 225%
10 Cooney Place      216,566   100,000 217%
TOTALS $1,089,665 $449,000 243%

The majority of the costs were funded through HOME
allocations and the proceeds generated from the sale of the
homes (purchasers’ mortgages).  The remaining costs were
generally covered by CDBG or HOPE 3 grant funds as
shown below:

Necessity Must be
Established and
Documented

Lack of Insufficient
Evaluations to
Demonstrate Need

Cost in Excess of
Properties Value
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Source Of Funds
Projects Total Costs

Home Allocations
Purchasers
Mortgages Other

83-85 Center St. $   231,483 $  85,540 $   69,900  $ 76,043
87-89 Center St.     223.483     96,460     72,900    54,123
51-55 Maple St.      418,133   214,216   183,000     20,917
10 Cooney Place      216,566   116,566   100,000         0.00
Totals $1,089,665 $512,782 $425,800 $151,083

A lack of sufficient evidence to demonstrate the necessity of
the high development costs, coupled with the significant
cost vs. value discrepancies, raises questions as to whether
more funds than necessary were used to provide affordable
housing.

The Consortium is required to follow OMB Circular A-87;
Cost Principles for State, Local, and Indian Tribal
Governments; when determining costs for awards carried
out by the HOME program (24 CFR Part 92.505(a)).  OMB
Circular A-87’s Basic Guidelines provide that for costs to
be allowable they must be reasonable.  A reasonable cost is
defined as a cost that in its nature and amount, does not
exceed that which would be incurred by a prudent person
under the circumstances prevailing at the time the decision
was made to incur the costs.

HOME regulations require a Consortium to maintain records
that identify the source and application of funds for each
project, including supporting documentation in accordance
with 24 CFR Part 85.20, Standards for Financial Management
Systems (24  CFR Part 92.508(a)(3)(ii).  24 CFR 92.206a.
states that the Participating Jurisdiction may use HOME funds
for the actual cost of constructing or rehabilitating housing.

To meet this requirement, the Consortium relies on the
developers submittal of an  initial budget proposal.  However,
upon project completion, the Consortium does not require the
developers of the projects to provide any final cost accounting.
As shown previously, the four projects reviewed had reported
total costs of $1,089,665 with HOME allocations of $512,782.
Supporting documentation was only required and maintained
for the costs applicable to the HOME allocations.  The
projects’ files did not include documentation to substantiate the
source and application of all funds utilized to develop the
projects.  As a result, there is no way to ascertain how much of

Project Costs Must be
Reasonable

Support Not Maintained
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the $1,089,665 in reported costs represented actual cost and
how much was profit.

We asked Consortium officials why they invested so much
HOME funds in these projects.  The officials advised that
the funds were invested in accordance with HOME
regulations and that they believed the investments
represented a good use of the HOME funds.  They maintain
that the projects cited could not have been done for any
less.  However, given the high costs associated with
developing the projects, the Consortium could have chosen
not to fund the projects and instead used the HOME funds
on more economically sensible projects.

We disagree with the Consortium’s reasoning.  We believe
that grant and program funds provided by the Federal
government should be spent in ways that represent “best
use” of the funds and provides the maximum benefit to the
intended benefices.  Public support for programs such as
HOME is based upon a belief that the funds will be spent
wisely in a manner such as a reasonably responsible person
would spend it..  The Consortium did not provide any
studies, cost or otherwise, to support its position that the
above projects were the only way to improve the
neighborhood.

To ensure that HOME investments yield affordable housing
over the long-term, HOME regulations impose affordability
periods on projects assisted with HOME funds.  To ensure
affordability, the Consortium must impose either resale or
recapture requirements, at its option (24 CFR part
92.254(a)(5).

Resale restrictions provide that, if the home does not
continue to be the initial  purchaser’s primary residence for
the duration of the period of affordability, it must be made
available for subsequent purchase only to a buyer whose
family qualifies as low-income and will use the property as
its primary residence (24 CFR Part 92.254(a)(5)(i).
Recapture provisions allow the Participating Jurisdiction to
recoup all or a portion of the HOME assistance provided to
the home-buyer, if the housing does not continue to be the
principle residence of the family for the entire affordability
period (24 CFR Part 92.254(a)(5)(ii)).

Funds Could Have Been
Used on Other Financially
Reasonable Projects

Maximum Benefit of
Funds Not Achieved

Options to Ensure
Affordability
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The HOME investment that is subject to recapture  is based
on the amount of HOME assistance that enabled the home-
buyer to buy the dwelling unit.  This includes any HOME
assistance that reduced the purchase price from fair market
value to an affordable price (direct subsidy), but excludes
the amount between the cost of producing the unit and the
market value for the property (development subsidy) (24
CFR Part 92.254(a)(5)ii)(A)(5).  If the HOME assistance is
only used for the development subsidy and therefore not
subject to recapture, the resale option must be used (24
CFR Part 92.254(a)(5)(ii)(A)(5)).

Contrary to HOME regulations, the Consortium did not
impose resale provisions for two of the projects assisted via
development subsidies (10 Cooney Place, Chicopee and 51-
55 Maple Street, Chicopee).  Each of the two projects’
HOME assistance included a development subsidy in excess
of $40,000 per unit, which triggered a minimum 15 year
period of affordability (24 CFR Part 92.254(a)(4)).
However, without the resale restrictions attached to the
property’s deed, the long-term affordability requirements
are unenforceable.   HOME funds invested in housing that
does not meet the affordability requirements must be repaid
to the HOME program (24CFR PART 92 503(b)(4).

The Consortium entered into recapture agreements for 3 of
the 4 projects reviewed as follows:

Project Subject To Recapture
83-85 Center St. $20,000
87-89 Center St.   20,000
10 Cooney Place   13,000
51-55 Maple St.            0
Total Subject to Recapture $53,000

For three of the above four projects, the amount of funds
subject to recapture ($53,000) was established prior to each
projects’ development and was based on the anticipated
difference between the after construction/rehabilitation
values and subsequent offering price of the homes.
For one project, the Consortium was mandated by HOME
requirements to impose resale restrictions because no direct
assistance was provided to the home-buyer (10 Cooney
Place, Chicopee).  On April 22, 1998 and January 7, 1999,
the project had an appraised Fair Market Value of
$100,000.  The project was sold on February 26, 1999 for

No Mechanisms to
Enforce Long-term
Affordability

Recapture Agreements
Incorrect or Unwarranted
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the contract sales price of $100,000.  Yet, the Consortium
executed a recapture agreement with the home-buyer for
$13,000 with no basis for doing so, as no direct assistance
was provided.

For the other two projects, the Consortium allowed a
developer to execute recapture agreements with the home-
buyers, against HOME regulations, for amounts that greatly
exceeded the amount subject to recapture (83-85 Center
Street, Holyoke and 87-89 Center Street, Holyoke). Under
HOME regulations, any HOME funds recaptured must be
deposited in the Participating Jurisdiction’s HOME
investment Trust Fund Local account unless permission is
granted to a State Recipient, sub-recipient, or Community
Housing Development Organization to recapture HOME
funds (24 CFR Part 92.503 (c).  Further, HOME regulations
state that a public agency or non-profit organization that
receives HOME funds solely as a developer or owner of
housing (as in these two cases) is not a sub-recipient (24
CFR Part 92.2).

The 83-85 Center Street project was appraised at $70,000 on
May 19, 1998 and sold for the contract sales price of
$69,900 on July 9, 1998.  Under HOME regulations, the
$100 difference between the contract sales price and the
appraised fair market value can be considered as direct
assistance to the home-buyer.  The Consortium would have
the option of imposing resale or recapture restrictions.  The
Consortium allowed the developer to enter into a recapture
agreement with the home-buyer in violation of HOME
requirements and in an amount of $20,000, which equates
to $19,100 above the amount subject to recapture.  The
Consortium had no basis for allowing a recapture agreement
in the amount of $20,000.

The 87-89 Center Street project was appraised at $93,000 on
March 17, 1998 and sold for the contract sales price of
$72,900 on April 28, 1998.  It appears that $20,100 in
direct assistance was provided to the home-buyer ($93,000
- $72,900).  However, upon reviewing the appraisal in
detail, it was discovered that the appraiser made
adjustments based on what he termed “special
circumstances created by the Olde Holyoke program”.

83-85 Center Street

87-89 Center Street
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In the additional comments section of the appraisal, the
appraiser describes the “special circumstances created by
the Olde Holyoke program,” in part, as:

“. .. . Buyers and their tenants must meet income
criteria and buyers must commit to living in the
property they purchase.  In return, the developer
assumes a portion of the closing costs and provides
a $20,000 mortgage, which if the owner abides by
the covenants is reduced each year, without
monetary payments, until it reaches zero at the end
of the tenth year . . . .An adjustment has been made
in the Sales Comparison Approach in the financing
section to account for the special circumstances
created by the Olde Holyoke program.”

The above description is that of a typical recapture
restriction, in which the amount subject to recapture
typically reduces each year of the affordability period until it
reaches zero.  First, in order to determine if any amount of
HOME assistance is subject to recapture in any given
project, the appraised value and subsequent sales price must
first be determined.  If the sales price is lower than the
appraised value than that amount would be subject to
recapture if chosen by the Consortium.  In the instance
described above, the recapture amount was pre-determined
by the developer and the Consortium as being $20,000.  The
appraiser considered the $20,000 in the appraisal and as a
direct result of that consideration increased the appraised
value of the property.

Furthermore, in the Sales Comparison section of the
appraisal there were two errors noted.  First, the subject
property (87-89 Center St.) was listed as having a sales
price of $92,900, when in fact it was sold for $72,900.
Secondly, one of the comparable properties (56-58 Center
St.) was listed as having a sales price of $94,900, when in
fact it sold for $74,900.  The source of the sales price
information was listed as “insp/develop”, and it should be
noted that the developer was the same for each property;
the subject and one of the comparables.

Given the above, the appraisal, in our opinion, is not
reflective of the actual market value of the project at the
time of sale.  Without the special considerations taken into
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account by the appraiser, the fair market value would have
been approximately $20,000 less, or $73,000.  A listing of
projects developed and  sold by the developer, Olde
Holyoke Development Corporation, disclosed that the sales
price for 11 of the developer’s properties ranged from
$69,900 to $74,900.   There is no basis for the Consortium
to allow a recapture agreement in the amount of $20,000.

The fourth project reviewed; 51-55 Maple Street, had
neither  a recapture provision or resale restrictions. The
appraised value of the project was $186,000 and the sales
price was $183,000.  The Consortium, in conjunction with
the developer, Valley Opportunity Council, Inc., is currently
trying to persuade the homeowners to enter into resale
restrictions.  However, due to some legal disputes with the
developer, the homeowners have been reluctant to enter
into a resale restriction.  Nonetheless, the Consortium had
an obligation under HOME regulations to ensure
affordability.

The Participating Jurisdiction must establish and maintain
sufficient records to enable HUD to determine whether
HOME Program requirements have been met (24 CFR Part
92.508(a)).  At a minimum, records demonstrating that each
low and very low-income family is income eligible in
accordance with 24 CFR Part 92.203; Income
Determinations; must be maintained.

The Consortium opted to rely on the developers of the
home-ownership projects to determine the initial home-
buyers eligibility.  If assigned to a developer, this
responsibility must be included in the written agreement
required to be executed with the Participating Jurisdiction
(24 CFR Part 92.504(b)).  Our review disclosed that two of
the four projects included in our sample, either did not have
an executed agreement or the agreement that was executed
did not provide for this assignment of responsibility.  In any
event, the Consortium relied on the developer to perform
this function.
The Consortium does not have any records to demonstrate
that families who purchased the homes were income
eligible. Additionally, the Consortium does not perform any
on-site reviews of the developers’ records to ensure that
eligibility was properly determined.

Home-buyer Eligibility is
Required

Developer Responsible for
Determining Home-buyer
Eligibility

Insufficient Records

51-55 Maple Street
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 The only information the Consortium requires from its
developers to demonstrate that a low and very low income
home-buyer is eligible is the Project Completion Report;
HUD form 40097.  The Project Completion Report does
not provide the names of the home-buyers nor does it
require any signatures certifying the information contained
in the report is accurate.  It also does not provide any
information regarding how the income was determined.

The absence of key information, such as certifications that
low and very low income families’ had/have low or
moderate income, coupled with the fact the Consortium
lacks management controls that provide for a review to
verify and confirm that developers are performing this
function properly, increases the risk of ineligible persons
receiving assistance.

The goal of the Consortium’s Home-ownership Program
was to create affordable home-ownership opportunities for
low and very low income families.  Without a
comprehensive understanding of the HOME Program’s
unique requirements necessary to ensure goals are met, the
Consortium cannot establish that affordable home-
ownership opportunities for low and very low income
families were expanded.

The Consortium, for the most part, disagreed with our
conclusions that the Consortium:

• Did not adequately document the necessity of the
HOME investment;

 

• Failed to impose proper mechanisms to enforce the
projects’ long-term affordability in the event of resale;
and

 

• Did not maintain documentation that the projects were
sold to and occupied by low-income families nor did
they review the performance of entities awarded HOME
funds for home-ownership activities to ensure
compliance with written agreements.

Risk of Ineligible Persons
Receiving Assistance

HOME Program Goals
Not Achieved

Auditee Comments
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The Consortium contends that they do document the
necessity of their HOME investments and that the
documentation was available to and reviewed by the field
auditors.  The Consortium asserts that the only
documentation not available was the actual reviewers notes
which were misplaced.  The Consortium further states that
the development costs of the projects were reasonable and
consistent with the costs per square foot incurred by a local
architect and a local developer.  The Consortium also states
that they are investigating other means of developing
affordable housing which may include working directly with
private developers and property owners to keep the
development cost more reasonable.

The Consortium states that when there is both a
development and direct subsidy provided, the Consortium
has the option to choose either HOME resale or recapture
provisions.  The Consortium elected to use HOME
recapture provisions.  The Consortium also provided a copy
of a second appraisal performed on one property (83-85
Center Street) and a table illustrating the development costs,
market value, and sales price for eight duplex units
constructed during the last few years in support of its
contention that the original appraisal of the property (83-85
Center Street) was an anomaly.  The Consortium offered no
other support for the remaining projects reviewed (87-89
Center Street, 51-55 Maple Street, and 10 Cooney Place.

The Consortium states that it does ensure that all purchasers
of HOME assisted units are eligible.  The Consortium
advises that it relies on its non-profit developers to ensure
that HOME income eligibility requirements are met and that
this is specified in their agreement with the non-profit
developer.  The City of Holyoke states that it does not
believe that they are required to maintain source
documentation on site as long as the non-profit developer
maintains the documentation.  Nonetheless, the City of
Holyoke advises that they have amended their HOME
procedures to include on-site reviews of source
documentation prior to final payment on any HOME
assisted home-buyer project.  The City of Chicopee states
that it does maintain duplicate records of information
available from the sub-recipient’s project files  and that
annual reviews are performed.  No documentation was
included with the response.
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The Consortium did not provide any additional information
for review or consideration that was not already reviewed
and analyzed during the course of our review. The project
files of the Consortium did not contain any indication that a
subsidy layering review was performed or that the proposed
costs were deemed reasonable in nature.  The fact that the
reviewers notes were misplaced is a main part of the reason
that we could not determine if the Consortium conducted a
necessity and reasonableness review.  While on-site, another
project was selected solely for the purpose of reviewing the
documentation maintained by the Consortium regarding
necessity and reasonableness, but we were advised that the
file for this project was misplaced as well because it was in
the same folder as the other misplaced notes.

We agree with the Consortium that when there is both a
development subsidy and a direct subsidy the Consortium
has the option to choose either HOME resale or recapture
provisions.  We disagree, however, that the Consortium
adhered to these requirements.  Regarding the two projects
for the City of Holyoke (83-85 and 87-89 Center Street),
the Consortium allowed the non-profit developer to enter
into the recapture agreements (executed as a promissory
note and mortgage) with the home-buyers, which is against
HOME regulations.  Further the recapture agreements were
executed for $20,000 each, when the Consortium had no
basis for allowing such an amount.

The Consortium’s opinion that the original appraisal of 83-
85 Center Street was an anomaly is not supported by their
own documentation.  First, the appraisal was prepared a
year after the original and was based on a comparable
property and not the project itself. Second, Table 1
provided by the Consortium, for the most part, illustrates
properties developed by the same developer and the
information is not considered reliable due to inaccuracies
found in at least one of the appraisals.  Further, the two
projects located in the City of Chicopee (51-55 Maple
Street and 10 Cooney Place) either did not have resale or
recapture restrictions imposed (51-55 Maple Street) or were
restricted to HOME resale restrictions as no direct subsidy
was provided (10 Cooney Place).  The Consortium offered

OIG Evaluation of
Auditee Comments
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no support to substantiate its claim that both a development
and direct subsidy was provided to 10 Cooney Place.

We also disagree that the Consortium maintains
documentation to support that purchasers of HOME
assisted units are income eligible.  In its own response, the
Consortium states that it has amended its HOME
procedures to include an on-site review of source
documentation prior to payment on any HOME assisted
home-buyer project.  The Consortium was not performing
on-site reviews, as required, of its non-profit developers
delegated the responsibility of ensuring income eligibility,
and maintained only a copy of the Project Completion
Report to support the income eligibility of its home-buyers.
For the two projects reviewed in the City of Chicopee (51-
55 Maple Street and 10 Cooney Place), no written
agreement was ever executed (10 Cooney Place) or the
written agreement executed was for rental housing as
opposed to home-ownership (51-55 Maple Street).

Upon further consideration of the total development costs,
we are still concerned with the significant disparity between
the total costs incurred and the subsequent appraised market
value. The Consortium offered no studies, cost or
otherwise, to support its position that the projects
undertaken were the best way to improve the neighborhood.
Furthermore, the Consortium, in its own response,
acknowledged that alternatives should be sought out to
keep the development costs more reasonable, and pledged
to work directly with private developers and property
owners to strive for such.

We recommend that you require the Consortium to:

1A. Adhere to its established guidelines with respect to
documenting necessity and include evaluation
substantiating such need in the project files.

1B. Terminate the existing recapture agreements
executed between the developer, Olde Holyoke
Development Corporation and the home-buyers of

Recommendations
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83-85 and 87-89 Center Street with the
understanding that new recapture agreements be
executed between the City of Holyoke and the
home-buyers.  Execute recapture agreements with
the home-buyers in the proper amount subject to
recapture, at the time of project closing, or attempt
to impose resale restrictions to gain a greater
benefit.

1C. Terminate recapture agreements executed between
the City of Chicopee and the home-buyer of 10
Cooney Place and attempt to impose the mandatory
resale provisions on this project and the 51-55
Maple Street project.  If resale provisions cannot be
executed, due to home-buyer’s reluctance, the
Consortium should repay the $330,782 in HOME
funds invested in these projects.

1D. Maintain sufficient documentation to ascertain
that families purchasing homes under the home-
ownership program are income eligible in
accordance with program requirements.

1E. Ensure that the families who purchased the four
projects cited in this report were income eligible.
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Program Income Not Accounted For

The Holyoke/Chicopee Consortium (Consortium) did not properly account for income generated
from the use of its HOME funds.  Specifically, the Consortium does not identify expenditures of
program income generated by payments of interest and/or principal on HOME loans with specific
HOME activities.  As a result, actual HOME fund expenditures/ assistance is underreported to
HUD.  The Consortium advised that while they were aware of the HOME reporting requirements,
they made a conscious decision not to comply due to what they consider the burdensome
reporting requirements of the HOME Program.

HOME assistance includes funds made available through
allocations and reallocations, plus program income (24 CFR
Part 92.2).

Program income was defined for the first time in the
September 16, 1996, HOME Final Rule.  However,
program income requirements are not new and have a
statutory basis.  Program income is the repayment, interest
and return on the HOME investment.  HOME regulations
define Program Income as follows:

“Program income means gross income received by
the Participating Jurisdiction, subrecipient or State
recipient which is directly generated from the use of
HOME funds.  This includes, but is not limited to:
Payments of principal and interest on loans made
using HOME funds or matching contributions” (24
CFR Part 92.2).

The City of Chicopee provides HOME funds in both loans
and grants.  Loans must be repaid, while grants do not.  Our
audit disclosed that a total of $79,784 in payments of
principal and/or interest were made on three HOME loans.
According to City of Chicopee staff, the $79,784 in HOME
program income was deposited  into a Housing
Rehabilitation account with the Bank of Boston.  This
account is a revolving loan fund account that includes
Community Development Block Grant program income.

HOME Assistance

Program Income

Payments of Principal and
Interest on HOME Loans
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The City of Chicopee contends that this income was and is
utilized on housing activities that qualify as HOME eligible.
However, the City of Chicopee does not attribute
expenditures from this account to the HOME Program.  As
such, there is no assurance that the HOME Program Income
was used in accordance with HOME regulations and for
HOME eligible activities.

HOME regulations provide that a Participating Jurisdiction
must be able to identify which projects generated program
income and which projects received program income,
including the amount (CPD Notice 97-9(III)(B): HOME
Program Income, Recaptured Funds, Repayments and
CHDO Proceeds).

HUD’s Integrated Disbursement and Information System
(IDIS) is designed to record the receipt and use of HOME
program income (CPD Notice 97-9(N)).  However, the
Consortium chose not to enter the receipt or expenditure of
program income into IDIS.

A lack of accurate reporting of HOME Program income and
its use results in significantly understating the actual impact
that the HOME Program has in the Holyoke and Chicopee
area.  Accurate and complete reporting of such income and
its use is not only required, but also serves to reinforce the
need of such housing programs and the accomplishments
resulting from them.

The Consortium agreed that better accounting and
management of HOME program income should be
established and has initiated corrective actions to
accomplish such.

We recommend  that you instruct the Consortium to:

2A. Properly identify and account for its program income
generated from all activities in accordance with HOME
regulations.

Program Income Not
Identified

HOME Program Impact
Understated

Auditee Comments

Recommendations



Management Controls

                                              Page 21                                                       00-BO-255-1001

In planning and performing our audit, we considered the management controls of the
Holyoke/Chicopee Consortium (Consortium) that were relevant to our audit, in order to
determine our audit procedures and not to provide assurances on internal controls.

Management controls consist of a plan of organization and methods and procedures adopted by
management to ensure that resource use is consistent with laws, regulations, and policies; that
resources are safeguarded against waste, loss, and misuse; and that reliable data is obtained,
maintained, and fairly disclosed in reports.

We determined the following management controls were
relevant to our audit objectives:

• Guidelines for evaluating HOME-assisted projects to
ensure that no more than the necessary amount of
HOME funds are invested in any one project to provide
affordable housing;

 

• Policies and procedures to ensure that HOME funds
benefited eligible families;

 

• Monitoring of sub-recipient and contractor performance
to ensure compliance with program requirements and
written agreements;

 

• Properly accounting for the receipt and expenditure of
Program Income; and

 

• Policies and procedures to ensure that recovery (resale
vs. recapture provisions) of funds was in compliance
with HOME regulations.

A significant weakness exists if management controls do not
give reasonable assurances that resource use is consistent
with laws, regulations, and policies; that resources are
safeguarded against waste, loss, and misuse; and that
reliable data are obtained, maintained, and fairly disclosed in
reports.

Our review identified significant weaknesses over the
Consortium’s management the home-ownership segment of
its HOME Program and in its accounting of HOME
Program income.  Specific weaknesses were identified in all

Relevant Management
Controls

Assessment Results

Significant Weaknesses
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the management controls areas disclosed above.  These
weaknesses are described in the findings section of this
report.

·
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Ineligible Home
  Assistance 1)

Finding 1
n HOME Assistance Expended on Projects

That do Not Meet HOME Program
Affordability Requirements

$330,782

Total $330,782

1) Ineligible amounts obviously violated law, contract,  HUD or local agency policies 
or regulations, such as affordability period requirements.



Appendix A

00-BO-255-1001                                             Page 24



                                                                                                                                   Appendix B

Auditee Comments

                                          Page 25                                                           00-BO-255-1001



Appendix C

00-BO-255-1001                                             Page 26



                                                                                                                                 Appendix B

                                              Page 27                                                     00-BO-255-1001



Appendix C

00-BO-255-1001                                             Page 28



                                                                                                                                 Appendix B

                                              Page 29                                                     00-BO-255-1001



Appendix C

00-BO-255-1001                                             Page 30



                                                                                                                                 Appendix B

                                              Page 31                                                     00-BO-255-1001



Appendix C

00-BO-255-1001                                             Page 32



                                                                                                                                 Appendix B

                                              Page 33                                                     00-BO-255-1001



Appendix C

00-BO-255-1001                                             Page 34



                                                                                                                                 Appendix B

                                              Page 35                                                     00-BO-255-1001



Appendix C

00-BO-255-1001                                             Page 36



                                                                                                                                   Appendix C

Distribution

                                          Page 37                                                           00-BO-255-1001

Deputy Secretary, SD, Room 10100 (1)
Chief of Staff, S, Room 10000 (1)
Special Assistant to the Deputy Secretary for project Management, SD, Room 10100 (1)
Acting Assistant Secretary for Administration, S, Room 10110 (1)
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