U.S. Department of Housing and Urban Development
Wanamaker Building, Suite 1005

100 Penn Square East

Philadelphia, PA 19107-3380

District Inspector General for Audit

Decenber 30, 1996

Audit Rel ated Menor andum
No. 97-PH 212-1802

MEMCORANDUM FCOR: Charlie Famuliner, Drector, Miltifamly
Dvision, Virginia State Ofice, 3FHV

FROM Edward F. Monorella, D strict |Inspector Ceneral
for Audit, Md-Atlantic, 3AGA

SUBJECT: Chesterfield Square Mitual Hones, Inc.
Mor t gagor Qperati ons
R chnond, Virginia

Pursuant to your request, we have conpleted a review of projec t
operations for Chesterfield Square Mitual Homes, Inc. Your r equest
identified questionable transactions and indicated potentia I
m snmanagenent of project affairs by the Managenment Agent (Agent).

The purpose of our review was to determne if the project wa S
operated in accordance with the terns and conditions set forth in
the Regul atory Agreenent and applicable HJUD directives.

VW reviewed project records and reports, anal yzed cas h
di sbursements and reserve account activity, performed on-sit e
testing of tenant housing assi stance eligibility, and exam ned the
preparation of the annual budg et. W interviewed Asset Managenent
Branch staff in your office and project personnel.

Results of Revi ew

Qur review disclosed the fol | ow ng:

- Eval uati on of expenditure docunentation fromJune 1993 t o
May 1996 showed that project f unds totalling $4, 175 were
used to pay health insurance p remuns for a non-enpl oyee

painting contractor. This inproper procedure wa S
permitted by the Agent. The contractor nade periodi C
payments and reinbursed the project $4,020. Th e
contractor, who relocated out-of-state, still owes th e

proj ect $155.
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- Expendi t ure docunentation supp orts the reasonabl eness of
the project's $11,200 purchase of the Agent's persona

I
truck in 1993. No evidence was found to indicate tha t
the purchase was other than necessary to meet projec t
requir enents, and approved by the project's Board o f
D rectors.

- Expenditures may not have been nade at the lowes t
possible cost to the project. Contrary to provision s
contained in the Housing Managenent Agreenent, witte n
cost estimates from three sources were not alway s

obtai ned for project expenses val ued at $5,000 or nore.

I n addi tion, docunmentation was not available to showtha t
verbal and witten quotes were solicited to validate the
reasonabl eness of costs for ongoing supply or servic e
requir enents valued at less than $5,000 as required b vy
t he Managenent Agr eemrent and t he Managenen t
Certification.

- Required reserve deposits were nade, reserve accoun t
| evel s were naintained, and disbursenents from reserv e
fund accounts were proper. However, as of Novenber 20,
1996, excess cash anmounting to  $107,425 was contained in
the project's reserve accounts . The Agent naintai ned an
unneeded painting reserve fund, valued at $65,792. The
Agent al so held earned interest in the nenbership trust
and general operating reserve accounts, totalling $36, 25
and $5, 381, respectively. The Agent stated that th e

N

accounts were used to hold excess cash to preclud e
residual receipts identificati on and restriction, and to

maintain control over the funds. The Regulator vy
Agreenent requires that any residual receipts realize d
from property operations be deposited into the reserv e

fund for replacenents and shall at all tines be subject
to HID s control.

- The Fi scal Year 1996 and 1997 annual budgets were no t
properly prepared, overstating project expenses b vy
$21, 036 and $28, 788, respectiv ely. The Agent overstated
the budgeted expense for the reserve fund fo r
repl acenents deposit requirement by the amount of planne d
interest to be earned on the account. The Agent stated
that the interest anmount was added to the expense i n
order to offset the incone since it was restricted an d
not readily available for proj ect use. According to the
Regul atory Agreenent, housing charges shall be in amount s
sufficient to neet the estinated expenses set forth i n
the operating budget. Omership should revise th e
current budget and elim nate overstated expenses.



In coordination with the HUD Ofice of the Inspecto

CGeneral for Investigation, we determned that the Agent
was the subject of an investigation involving another HJ
project. As a result of the investigation, the Agent wa
convicted of fraud in June 1996 in connection wth hi

position as nanaging agent for the other project
Because of this conviction, HUD has suspended t he Agent
from participation in procurenent and non-procurenen

transactions as either a participant, principal, o
contractor with HUD. Additionally, HJUD is considerin
debarring the Agent for a three year period.

Recommendat i ons

V¢ recommend t he owner:

1A

1B.

1C

1D

1E

btain fromthe Agent the $155 owed the project on th
pai nting contractor's heal th insurance prem uns.

Assure that project expenditures are obtained at th
| onest possible cost by enforcing the provisions of the
Housi ng Managenent Agreenent.

Close the painting reserve account. Transfer th
account's bal ance and the excess funds contained in the
menbership trust and the general operating reserv
accounts to the reserve fund for replacenents account.

Revise the FY 1997 operating budget and elim nat
over st at ed expenses.

Eval uate the Agent's suspension and proposed debarment b
HUD. Determne it's inpact on the current nanagenen
agreenent and take whatever action deenmed necessary.

*k k%

The results of our review were di scussed with the project's Board
of Drectors and your staff.

Should you have any questions please contact Irving |. Quss
Assistant District Inspector General for Audit at (215) 656-3401.
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At t achment

D STRI BUTI ON

Secretary's Representative, Md-Atlantic, 3AS

Internal Control & Audit Resolution Staff, 3AF

Drector, Miltifamly Dvision, Virginia State Ofice, 3FHV

Virginia State Coordinator, 3FS

Associ ate CGeneral Council Gfice of Asst Housing and CD, CD (Room
8162)

Assistant to the Deputy Secretary for Field Managenent, SDF (Room
7106)

Housi ng, Conptroller, HF, (Room 5132)

Drector, Participation & Conpliance D vision, HSLP (Room 9164)

D rector, Housing Finance Analysis D vision, REF (Room 8204)

Chief, Financial Cficer, F (Room 10164)

Deputy Chief Financial Oficer for Finance, FF (Room 10164)

D rector, Housing and Community Devel opnent |ssue Area, U S GAQ
441 G Street, NW Room 2474, Washi ngton, DC 20548

President Board of Drectors, Chesterfield Square Mutual Hormes,
Inc., 1017 H oaks Road, R chnond, VA 23225
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